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PART I FINANCIAL INFORMATION

Iltem 1. ConsolidatedFinancial Statements

SMINVESTMENTSCORPORATION ANDSUBSIDIARIES

Consolidated Financial Statements
June30, 2010 and Decembé&i, 2009
and for theSix MonthsEndedJune30, 2010 and200



SM INVESTMENTS CORPORATION AND SUBSIDIARIES

CONSOLIDATED BALANCE SHEETS

June 3Q December 31,
2010 2009
(Unaudited) (Audited)

ASSETS

Current Assets

Cash and cash equivalents (Ndde47, 21, 25 and ®)

Time deposits and shetérm investmentsNotes 7,19, 21, 25 and 26
Investments held for trading and saleet (Notes8, 11, 21, 25 and 26
Receivables net (Notes, 21, 25 and26)

Merchandise inventoriesat cost Notes 3 an@®2)

Other current assetget (Notes @, 15, 21, 25 and 26

B31305,157,197
6,619,261,282
705,925,959
9,070,316,493
9,036,428,254
14,984,065,633

B43,547,001,131
11,361,224,119
3,790,803,106
8,814,102,441
7,760,761,839
13,203,778,889

Total Current Assets

71,721,154,818

88,477,671,525

Noncurrent Assets

Available-for-sale investmentsnet (Notes 1, 21, 25 and26)
Investments in shares of stock of associatest (Note 2)
Time deposits (Notes, 19 21, 25 and26)

Property and equipmennet (Notel3)

Investment propertiesnet(Notes 4 and19)

Land and development (Not&)1

Intangibles (Note 8)

Deferred taxassets (Note 33

Other noncurrent assets (Noed6, 21, 25 and26)

8,292,061,550
62,058,042,923
34,709,511,730
10,744,169,810
111,378,030,531
16,038,497,699
15,343,530,963
1,018,847,454
15,786,364,451

7,681,911,004
57,846,770,456
32,237,224,820
10,993,205,639
101,689,860,193
12,370,433,691
15,343,530,963
953,998,569
14,049,813,904

Total Noncurrent Assets

275,369,057,111

253,166,749,239

P347090,211,929

B341,644,420,764

LI ABI'LITIES AND STOCKHOLDERSS®
Current Liabilities

Bank loans (Notes7l 21, 25 and26)

Accounts payable and other current liabilities (Noi&s21, 25 and26)
Income tax payable

Current portion of longerm debt (Note49, 21, 25 and26)

Dividends payable (Notesznd26)

P2,057,000,000
29,995,109,717
985876,823
3,940,975,564
118,947,751

P4,873,294,412
33,902,563,033
1,067,993,965
920,115,948
22,251,338

Total Current Liabilities

37,097,909,855

40,786,218,696

Noncurrent Liabilities

Longterm debt net of current portion (Notek9, 21, 25 and26)
Derivative liabilities (Note®5 and26)

Deferred tax liabilities (Note3

Defined benefit liability

Tenant sb

deposi 8,24, 28and26)ot her s ( No

121,038,449,497
330,409,196
4,039,865,454
361,714,468
11,632,849,076

118,251,267,782
2,198,471,637
4,346,891,858
349,250,728
9,987,053,768

Total Noncurrent Liabilities

137,403,287,691

135,132,935,773

Equity Attributable to Equity Holders of the Parent (Note 5)
Capital stock (Note @
Additional paidin capital
Equity adjustmerstfrom business combination (Nofg
Cost of common shares held by subsidiaries (N@}e 2
Cumulative translation adjustment of a subsidiary
Net unrealized gain on availablier-sale investments (Noted and D)
Retained earnings (Not@R
Appropriated
Unappropriated

6,110,230,380
35,030,709,537
(2,332,796,227
(263,195,358
375,982,307
4,259,224,581

5,000,000,000
80,564,141,423

6,110,230,380
35,030,709,537
(2,332,796,227
(24,077,988,
344,301,991
3,816,597,359

5,000,000,000
76,850,366,965

Total Equity Attributable to Equity Holders of the Parent
Minority Interests

128,744,296,643
43844,717,740

124,795,332,017
40,929,934,278

Tot al Stockholdersdéd Equity

172,589,014,383

165,725,266,295

B347090,211,929

B341,644,420,764

See accompanying Notes to Consolidated Financial Statements.



SM INVESTMENTS CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF INCOME

Six months endedJune 30

2010
(Unaudited)

200
(Unaudited)

REVENUE

Sales:
Merchandise
Real estate and others

Rent (Notes 4, 21 and 2)

Equity in net earnings of associates (Na2g 1

Cinema ticket sales, amusement and others

Gain on sale of availablier-sale investments and fair value changes
investments held for trading and derivative®t (Notes3, 11
and26)

Dividends, management feesndothers(Note 21)

P63,346,919,556
5,075,177,776
8,494,004,377
2,338,424,120
1,814,337,967

1,149,178,630
2,775952,794

£56,448,442,354
2,977,369,198
7,663,509,607
1,500,037,726
1,244,809,564

1,411,623,844
2,735,460,993

84,993,995,22C

73,981,253,286

COST AND EXPENSES
Cost of sales:
Merchandise (Note2)
Real estate and others
Selling, general and administrative expenses

49,613,735,676
2,792,786,842
17,366,704,853

44,454,870,343
1,511,898,637
14,932,705,332

69,773,227,371

60,89,474,312

OTHER INCOME (CHARGES)
Interest expense (Noteg, 119, 21 and %)
Interest income (Not21)

(4,029,303,678
2,004978,311

Foreign exchange gaimet (Note 3) 145,522,642
Gain on sale ofhvestments in shares of stock, investment properties
property and equipment (Note®, 113 and H) 69,940,140

(3,022,662,84p
1,650,475,817
83,265,827

14,651,863

(1,808,%2,580

(1,274,269,33p

INCOME BEFORE INCOME TAX 13,411,905,268

11,807,509,635

PROVISION FOR INCOME TAX (Note 23)

Current 2,399972,663 2,081,047,490
Deferred (387,209,017 (191,779,626

2,012,763,651 1,889,267,864
NET INCOME P11399,141,618 ©9,918,241,771

ATTRIBUTABLE TO:
Equity holders of the Parent (Nd&)
Minority interests

P8,528,635,997
2,870,505,621

£7,393,460,581
2,524,781,190

P11399,141,618

£9,918241,771

Earnings Per Common ShargNote 27)

Basic B1396

P12.10

See accompanying Notes to Consolidated Financial Statements.



SM INVESTMENTS CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF INCOME

Three months endedJune 30

2010 2009
(Unaudited) (Unaudited)
REVENUE
Sales:
Merchandise B33,902,528,118 B30,502528244

Real estate and others
Rent (Notes 4, 21 and 2)
Equity in net earnings of associates (Na2g 1
Cinema ticket sales, amusement and others
Gain on sale of availablier-sale investments and fair value changes
investments held for trading and derivativeet (Notes8, 11 and26)
Dividends, management feesd others

2,730,817,396
4,263,276,466
1,087,428,256
1,024,695,652

258,811,587
1,378,723,067

1,330,827,408
3,890,422,982
848,870,266
610,951,569

324,945,450
1,322,249,020

44,646,280,542

38,830,794,939

COST AND EXPENSES
Cost of sales:
Merchandise (Note2)

26,539,798,705

23,814,947,607

Real estatand others 1575156523 613,775,489
Selling, general and administrative expenses 9,723,945,090 8,378,417,905
37338900318 32,807,141,001

OTHER INCOME (CHARGES)

Interest expense (Noteg, 119, 21 and %)

Interest income (Notel?

Foreign exchange gaimet (Note 25)

Gain on sale of investments in shares of stock, investment propertie
property and equipment (Note®, 113 and X)

(1,984,171,900
1,135962,097
59,458,577

62,166,460

(1,704,887,097
877,049,162
98,496,954

4,395,603

(726,584,770

(724,945,378

INCOME BEFORE INCOME TAX

6,080,795,454

5,298,708,560

PROVISION FOR INCOME TAX (Note 23)

Current 1,29,232,047 1,117,561,692
Deferred (396,470,49) (245,527,16%

897,761,556 872,034,527
NET INCOME P5,183,033,898 P4,426,674,033

ATTRIBUTABLE TO:
Equity holders of the Parent (Nd&)

P3,767,768671

£3,199,478,838

Minority interests 1415265227 1,227,195,195
P5,183,033,898 B4,426,674,033

Earnings Per Common ShargNote 27)

Basic B6.17 B5.24

Seeaccompanying Notes to Consolidated Financial Statements.



SM INVESTMENTS CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME

Six months endedJune 30

2010 2000
(Unaudited) (Unaudited)
NET INCOME FOR THE PERIOD P11399141,618  P9,918,241,771
OTHER COMPREHENSIVE INCOM E - Net of tax
Net unrealized gaion availablefor-saleinvestments (Note) 565,054,864 1,356,461,208
Share in unrealized gaon availablefor-sale investments of associa
- net (Note P) 348,279,025 590,426,791
Cumulative translation adjustment of a subsidiary 34,962,174 39,741,849
Income tax relating to components of other comprehensive incom (274,000,16Y 77,053,504
674,295,896 2,063,683,352
TOTAL COMPREHENSIVE INCOME B12,073437514 P11,981,925,123

ATTRIBUTABLE TO
Equity holders of the Parent P9,002943535
Minority interests 3,070,493,979

£9,046,837,801
2,935,087,322

P12,073,437,514

P11,981,925,128

See accompanying Notes to Consolidated Financial Statements.



SM INVESTMENTS CORPORATION AND SUBSIDIARIES

CONSOLI DATED STATEMENTS OF CHANGES I N STOCKHOLDERSGO6 EQUITY
Total
St ockhc
Equity Attributable to Equity Holders of the Parent Minority Interests Equity
Equity Net Unrealized
Adjustments from  Cost of Common Cumulative Gain on Appropriated  Unappropriated
Additional Business Shares Held Translation Available-for-Sale Retained Retained
Capital Stock Paid-in Capital Combination by Subsidiaries Adjustment Investments Earnings Earnings
(Note D) (Note D) (Note4) (Note D)  of a Subsidiary _ (Notes11 and 1} (Note 2) (Note 2) Total
Balance at December 31, 2009 $6,110,230,38C P35,030,709,531 (P2,332,796,227 (P24,077,988 P344,301,991  P3,816,597,35¢  P5,000,000,00C PR76,850,366,965 P124,795,332,017 P40,929,934,27¢ R165,725,266,29¢

Net income for theeriod

T
31,680,316

T
442,627,222

8,528,635,997 8,528,635,997 2,870,505,621 11399,141,618
i

Other comprehensive inconfless) T 474,307,538 199,988,358 674,295,896
Total comprehensive income for theriod T 31,680,316 442,627,222 8,528,635,997 9,002,943,53¢ 3,070,493,97¢ 12,073,437,514
Disposal of common shares helddgubsidiay 10,695,000 i i i 10,695,000 i 10,695,000

i i (249,812,370 i (249,812,370

i
i
i
i
Acquisition of common shares held by a subsidiary i
Cash dividends i

i

i

i

T

i

i

i

i

i
(P2,332,796,227

(249,812,370
i

(4,814,861,539  (4,814,861,53¢ (4,814,861,53¢
i

Increase in previous year: i i i 1,084,118,28( 1,084,118,28(
Cash dividends received by minority interest i i i i (1,239,828,79y (1,239,828, 79y
Balance atlune30, 2010 P£6,110,230,38C P35,030,709,537% (P263,195,358 P375,982,307  P4,259,224,581 PB5,000,000,00C P80,%4,141,423 P128,744,296,643 P43844,717,740 P172589,014,383
Balance at December 31, 2008 $6,110,230,38( P35,030,709,537  (P2,311,079,07¢ (P24,077,988 414,825,975 849,062,041  B5,000,000,00C P65,029,167,143 P110,098,83&)09  P39,664,496,42¢ P149,763,334,43:
Net income for theeriod i i i i i i T 7,393,460,581 7,393,460,581 2,524,781,19C 9,918,241,771
Other comprehensiviacome i i T T 30,754,778 1,622,622,44Z ! ! 1,653,377,22( 410,306,132 2,063,683,352
Total comprehensive income for theriod i i i i 30,754,778 1,622,622,44z i 7,393,460,581 9,046,837,801 2,935,087,32z  11,981,925,12:
Cash dividends i i i i i i i (4,203,838,501  (4,203,838,501 i (4,203,838,501
Decrease in previous year i i i i i i i i i (966,626,005 (966,626,005
Cash dividends received by minority interest i i i i i i i i i (1,649,543,67¢  (1,649,543,67¢
Balance atlune30, 2009 $6,110,230,38( P35,030,709,537  (P2,311,079,07¢ (P24,077,988 445,580,753 B2,471,684,48-  B5,000,000,00C P68,218,789,223 P114941,837,309 P39,983,414,06¢ P154925,251,378

See accompanying Notes to Consolidated Financial Statements.



SM INVESTMENTS CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CASH FLOWS

Six months endedJune 30

2010 200
(Unaudited) (Unaudited)
CASH FLOWS FROM OPERATING ACTIVITIES
Income before income tax B13411905269 £11,807,509,63%
Adjustments for:
Interest expense 4,029,303,673 3,022662,846
Depreciation and amortization 3,142,271,755 2,753,862,595
Equity in net earnings of associates (Nagg 1 (2,338,424,120  (1,500,037,726
Interest income (2,004,9B,311) (1,650,475,817
Gain on sale of availabt®r-sale investments and fair value char
on investmentgeld for trading and derivativeset
(Notes8, 11 and26) (1,149,178,63pD (846,861,457
Dividend income (244,908,975 (287,419,906
Unrealized foreign exchangmin (15,851,688 (49,762,430
Gain on sale of investments in shares of stoolestment
properties and property and equipm@ybtes P, 13 and H) (69,940,140 (14,651,863
Income before working capital changes 14,760,198,833 13,234,825,877
Decreasgincrease)n:
Receivables (221,903847) (7,657,320,440
Merchandise inventories (1,275,666,415 (278,463,765
Other current assets (1,592,179989) 1,703,567,552
Land and development (5,815590131) (668,321,857
Increase (decreasm:
Accounts payable and other current liabilities (4,708,705,63p  (4,380,834,342
Defined benefit liability (18,841,532 (20,257,839
Tenants6 deposits and ot hers 1,658,134,562 1,407,960,921
Net cash generated frooperations 2,785,445,845 3,341,156,107
Income taxpaid (2,481,932,864 (2,346,869,278
Net cash provided bgperating activities 303,512,981 994,286,829
CASH FLOWS FROM INVESTING ACTIVITIES
Proceeds from sals:
Available-for-sale investments 3,009,902,900 183,942,233
Investments held for trading 1,347,119,675 906,831,637
Investment properties 49,746,669 32,977,476
Property and equipment 35,836,763 192,094,492
Acquisition of minority interest by a subsidiary T (3,346,412,564
Additions to:
Investment propertie@Note 4) (8,329,089,231  (2,938,742,401
Investments in shares of stock of associates (1,607,917,776  (4,023,903,420
Property and equipment (Not&)1 (1,816,314,348  (5,255,862,164
Available-for-sale investments (1,022859,460 (864,496,043
Investments held for trading (13,277,541 )
Interest received 1,817,2@,294 503,472,984
Dividends received 323,965,208 386,825,829
Decrease ficreasgin:
Time deposits and shetgrm investments 2,423,536,910 (2,261,641,448
Other noncurrent assets (2,031,297,916 (960,674,427
Net cashused ininvesting activities (5,813,385,858 (17445,587816)

(Forward)



Six months endedJune 30

2010
(Unaudited)

2000
(Unaudited)

CASH FLOWS FROM FINANCING ACTIVITIES
Availments of:

Long-term debt

Bankloans
Payments of:

Bank loans

Long-term debt

Dividends

Interest
Increase (dcreasgin minority interests
Acquisitionof common shares helly subsidiaries net

17,345,000,00C
2,097,791,332

(4,399,191,332
(12,761,949,596
(5,957,993,923
(3,930,658,777
1,091,856,952
(239,117,370

22,681,500,00C
6,171,869,473

(13,142,494,154
(2,658,695,365
(5,305,993,959
(2,017,246,187

(647,364,972
I

Net cashprovided by(used in) financing activities

(6,754,262,714

5,081,574,836

EFFECT OF EXCHANGE RATE CHANGES
ON CASH AND CASH EQUIVALENTS

22,291,652

128,481,060

NET DECREASE IN CASH AND CASH EQUIVALENTS

CASH AND CASH EQUIVALENTS
AT BEGINNING OF PERIOD

(12,241,843934)

43,547,001,131

(11241,245,09)%

44,673,659,598

CASH AND CASH EQUIVALENTS
AT END OF PERIOD

B31,35157,197

B33,432,414,507

See accompanying Notes to Consolidated Financial Statements.



SM INVESTMENTS CORPORATION AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

1. Corporate Information

SM Investments Corporation (SMIC or Parent Company) was incorporated in the Philigpnes
registered office address10" Floor, OneE-Com Center Harbor Drive Mall of Asia Complex,
CBP-1A, Pasay City 1300

The Paren€Company and its subsidiasiécollectively referred to as the GrQugmd its associates
are involved primarily irshopping maltlevelopmentretail, real estate development and tourism
hotelsandfinancial services

The Parent Co mp a neypublicly sabed in the PhitippinesStoak Excharge
(PSE)

2. Basis of Preparation

The consolidated financial statements of @reup have been prepared on tiigtorical cost basis,
except forderivative financial instruments, investments held for tradimg) availabldor-sale

(AFS) investmentswhich have been measured at fair valliée consolidated financial

statements are presented in Philippine pebich is theGrougd s f u n ¢ présentattoh a n d
currencyunder Philippine Financial Reporting Starit(PFRS) All values are rounded to the
nearest pes@xcept when otherwise indicated.

Statement of Compliance

The consolidated financial statements have been prepared in complianB&EREhPFRS
includes statements named PERBilippine Accounting Standards (PA&)dPhilippine
Interpretations froninternational Financial Reporting Interpretations Committee (IFiRi€L)ed
by the Financial Reporting Standards Council

Basis of Consolidation
The financial statements of the suligries are prepared for the same reporting period as the
Parent Company using consistent accounting policies.

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

Subsidiaries are fully consolidatewim the date of acquisition, being the date when the Group
obtains control, and continue to be consolidated until the date that such control ceases.

Minority interests represent the portion of profit or loss, other comprehensive income and net

assets not held by the Group and are presented separately in the consolidated statements of
income, consolidated statements of comprehensive income and withénksth o | der s6 equi
in the consolidated balance sheets, separately from equity attributable to equity holders of the
Parent.



-2.-
Theconsolidated financial statements include the accounts of the Parent Company and the
following subsidiaries:

Effective Percentage
of Ownership

June 30, December 31,
Company 2010 2000
Shopping Mall Development
SM Prime Holdings, Inc. (SM Prime) and Subsidiaries (
Note 4) 51 51
Retail
SM Retail Inc. (SM Retailand Subsidiaries (see Notg 100 100
Supervalue, Inc. (SVI) 100 100
Super Shopping Market, Inc. (SSMI) 100 100
Marketwatch Investments Co., Inc. (Marketwatch) 99 99
MH Holdings, Inc. (MH Holdings) 99 99
Sanford_Marketing Corporation (Sanford) and
Subsidiary 99 99
HenfelsInvestments Corporation (Henfels) 99 99
HMS Development Corporation (HMS) 99 99
Romer Mercantile, Inc. (Romer) 99 99
SM Mart, Inc. (SM Mart) 65 65
Madison Shopping Plaza, Inc. (MSP) 99 99
Multi Stores Corporation (MSC) 75 75
MandurriaoStar, Inc. (MSI) 99 99
Metro Manila Shopping Mecca Corp. (MMSM) 99 99
Manila Southern Associates, Inc. (MSA) 99 99
Major Shopping Management Corporation (MSM) 90 90
Metro Main Star Asia Corporation (MMSA) 99 99
Meridien Business Leader, INgvIBLI) 99 99
Mainstream Business, Inc. (MSB) 99 99
Market Strategic Firm, Inc. (MSF) 99 99
Mercantile Stores Group, Inc. (MSG) 99 99
Mindanao Shopping Destination Corp. (MSD) 75 75
Accessories_Management Corp. (AMC) 99 99
LTBG_Mgmt. Corp(LTBG) 99 99
MCLG_Mgmt. Corp. (MCLG) 99 99
CF_Mgt. Corp. (CFMC) 99 99
LF_Mgt. Corp. (LFMC) 99 99
MF_Mgt. Corp. (MFMC) 99 99
Prime Central, Inc. and Subsidiaries (Prime Central) 100 100
Rappel Holdings, Inc. (Rappel) and Subsidiary 100 100
Real Estate Development and Tourism
Mountain Bliss Resort and Development Corporation
(Mt. Bliss) andSubsidiaries 100 100
SM Commercial Properties, Inc. and Subsidiaries 99 99
Intercontinental Development Corporation 97 97
SM Land, Inc. (SMLand) and Subsidigs - 67 67
SM Development Corporation (SMDC)
and Subsidiaries 44 44
Bellevue Properties, Inc. 62 62
Hotels

SM Hotels and Conventions Corp. (SM Hotels) and
Subsidiaries 100 100



Effective Percentage
of Ownership

June 30, December 31,

Company 2010 2000

Financial Services

Primebridge Holdings, Inc. 98 98

Others

Asia-Pacific Computer Technology Center, Inc. 52 52

Multi-Realty Development Corporation 91 91
SM Prime

In April 2009, SMIC acquired a total 63 million additional SM Prime shares at a price of

B8.4 a share or for a total costR#.3 million and sold 1,934 sharesBit20 a share or for a total
cost of0.014 million. The acquisition of such minority interest resulted in goodwill amounting
to P1.3 million (see Note @).

In April 2009, SM Prime acquired 24 million additional First Asia Realty Development
Corporation (FARDC) sharewhich is equivalent to 19.82% of the total outstanding common
stock of FARDC. Tk acquisitioncostof suchminority interesamountedo £3,384.0 millionand
resuling goodwill amountedo £3,073.9 million(see Note @).

On September 3, 2009, SM Land China further completed the acquisition of 100% ownership of
Alpha Star Holdings Limited (Alpha Star) from Grand China International LinfBeend China)
(see Notet).

SM Retall

On Decembet9, 2009, SM Retail completed the acquisitior®®% ownership of AMC, LTBG,
MCLG, CAMC, LFMC and MFMC, which are herein after collectiveeferred to as the Service
Companies (see Not.

On De@mberl9, 2009, he respective BOD of SM Retail andiénfels, HMS, Marketwatch,

MH Holdings Romer and Sanfordvhich are herein afteollectively referred to as Department

Store Holding Companiesntered into an agreement whereby SM Retail acq@®édinterest of

the Department Store Holding Companies over MSP, MSC, MSI, MMSM, MSA, MSM, MMSA,

MBLI, MSB, MSF, MSG and MSD, which are eén after collectively referred to as the

Department Store Operating Companies B#92.3 million. The acquisitiorhas nasignificant
impactonSMI Cés effective ownership in the Departn

Sanford
OnNovember 10, 208, the Philippine SEC approved the change in name of Sanford Investments
Corporation to Sanford_Marketing Corporation.

Prime Central
On July 1, 2009, SMIC subscribed to 1,000 common shares of Prime Central, making it a wholly
owned subsidiary.

Rappel
In May 2009,SMIC acaiired a total of 0.2 million addition&appelshareswhich is equivalent

to 20% of the total outstanding common stock of Rapféle acquisitiofikewiseresulted in
Rappel becoming a wholgwned subsidiargf SMIC.



-4-

SMIC throughits subsidiary, Prime Central, purchased the remaining 40% minority shares of
Pilipinas Makro, Inc. (Makro), which is equivalent to 1,@Bhillion shares. The acquisition
resulted in Makro becoming a wholbwned subsidiary, with SMIC and Rappel eacmiog 50%
interests in Makro.

The acquisition of such minority interest resulted in goodwill amounti28&.7 million
(see Note @).

SMDC
In 2009, SMDC acquired Landfactors Incorporated (Landfactor®30®.0 million and became
its wholly-owned subsidiary.

In 2009, advances amounting®639.8 million were liquidated through transfer lo¢ tabsolute
voting rights in SMResidences Corp. (SMRC) in favor of SMDC. Consequently, SMRC became
a wholly-owned subsidiary of SMDGee Note 10

At various dites in 2009, SMIC acquired a totaldof million additional SMDC shares, which is
equivalent to 0.2% of the total outstanding common stock of SMDGyreiverage price d@2.97
a share or for a total cost®14.0 million. The acquisition of such minority interest resulted in
goodwill amounting t&3.1 million (see Note g).

SM Hotels
OnMarch 29, 2010, thPhilippine SEC approved the change in corporate name of SM Hotels
and Entertainmer€orporation to SM Hotels and Conventions Corp.

Summary of Significant Accounting Policies

Cash and Cash Equivalents

Cashincludes cash on hand and in bankssiCequivalentare shorterm, highly liquid
investments that are readily convertible to known amounts ofvadistoriginal maturites of three
months or lesand are subject to an insignificant risk of change in value.

Time Deposits and Shet¢rm Investments

Time depaits and shotterm investments are cash placemesit®wn under current assetsgth
original maturitiesof more than three months but less than one yEiane deposits which will
mature twelve months after the balance sheet date are presented undeenbassets.

Financiallnstrumentg Initial Recognition and Subsequent Measurement

Date of RecognitionThe Group recognizes a financial asset or a financial liability in the
consolidated balance sheets when it becomes a party to the contractu@nsfithe

instrument. In the case of a regular way purchase or sale of financial assets, recognition and
derecognition, as applicable, is done using settlement date accouRégglar way purchases or
sales are purchases or sales of financial assets that require delivery of assets within the period
generally established by regulation or convention in the market place.

Initial Recognition of Financial Instrument$inancial irstruments are recognized initially at fair

value, which is the fair value of the consideration given (in case of an asset) or received (in case of
a liability). The initial measurement of financial instruments, except for those designated at

FVPL, includes transaction cost.
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Subsequent to initial recognition, the Group classifies its financial instruments in the following
categories: financial assets and financial liabilities at FVPL, loans and receivables, HTM
investments, AFS financial assets and othearfctial liabilities. The classification depends on the
purpose for which the instruments are acquired and whether they are quoted in an active market.
Management determines the classification at initial recognition and, where allowed and
appropriate, reevaluates this classification at every reporting date.

Determination of Fair ValueThe fair value of financial instruments traded in active markets at
balance sheet date is based on their quoted market price or dealer price quotations (bid price for
long positions and ask price for short positions), without any deduction for transaction costs.
When current bid and asking prices are not available, the price of the most recent transaction
provides evidence of the current fair value as long as there hagearot significant change in
economic circumstances since the time of the transaction.

For all other financial instruments not listed in an active market, the fair value is determined by
using appropriate valuation techniques. Valuation techniques eokidoresent value

techniques, comparison to similar instruments for which market observable prices exist, options
pricing modes$ and other relevant valuation models.

Day 1Difference Where the transaction price in a ractive market is different froitie fair

value of other observable current market transactions in the same instrument or based on a
valuation technique whose variables include only data from observable market, the Group
recognizes the difference between the transaction price and izér (gaDay Wifferencg in the
consolidated statements of income unless it qualifies for recognition as some other type of asset.

In cases where use is made of data which is not observable, the difference between the transaction
price and model value isity recognized in the consolidated statements of income when the inputs
become observable or when the instrument is derecognized. For each transaction, the Group
determines the appropte method of recognizingay 1differenceamount.

Financial Assetand Liabilitiesat FVPL. Financial assetand liabilitiesat FVPL include
financial assetand liabilitiesheld for trading and financial asseisd liabilitiesdesignated upon
initial recognition as at FVPL.

Financial assets are classified as heldriding if they are acquired for the purpose of selling in

the near termAssets under this category are classified as current assets if expected to be realized
within 12 months from balance sheet date and as noncurrent assgsdfedlateof disposais

more than a year from balance sheet d&tains or losses on investments held for trading are

recognizednt he consol i dated statements ofbrsdlencome u
investments and fair value changes on investments heldfoa di ng and deri vati v
Whil e interest income earned on investments h

account in the consolidated statements of income.

Financial assets may be designated by management at initial recognétdivéa_ when any of
the following criteria is met:

A the designation eliminates or significantly reduces the inconsistent treatment that would
otherwise arise from measuring the assets or recognizing gains or losses on a different basis;
or

A the assets areapt of a group of financial assets, financial liabilities or both which are
managed and their performance are evaluated on a fair value basis, in accordance with a
documented risk management or investment strategy; or
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A the financial instrument contains amizedded derivative, unless the embedded derivative
does not significantly modify the cash flows or it is clear, with little or no analysis, that it
would not be separately recorded.

The Groupds i nvest men tveastewmie dlasied as financial dssetsg a n d
under this categoryvh i | e the Groupbs derivative I|iabildi
bonds and derivative financial instruments with negative fair valuedsomcluded as financial

liabilities under this categpi(see Note&6).

Loans and Receivabletoans and receivables are nonderivative financial assets with fixed or
determinable payments that are not quoted in an active market. They are not entered into with the
intention of immediate or shetérm resalerad are not designated as AFS financial assets or

financial assets at FVPL. Loans and receivables are included in current assdizaibility or
collectibility is within 12 months fronbalance sheet date. Otherwise, these are classified as
noncurren@ssets.

After initial measurement, loans and receivables are subsequently measured at amortized cost
using the effective interest method, less allowance for impairment. Amortized cost is calculated
by taking into account any discount or premium on actijpiisand fees that are an integral part of
the effective interest rate. Gains and losses are recognized in the consolidated statements of
income when the loans and receivables are derecognized and impaired, as well as through the
amortization process.

T h e Grcashigndcash equivalenime depositeandshortterm investmentand receivables

(including noncurrent portion of receivables from real estate bygehgances and other

receivablegi nc| udeG@hecud e e nfi a9, seeetvable froaacralated parttand

long-term notegincludedunderiin Ot her noncur r jaeerclassifeed dettisd accou
category (see Notz6).

HTM InvestmentsHTM investments are quoted nonderivative financial assets with fixed or
determinabe payments and fixed maturities for whi
intention and ability to hold to maturity. Where the Group sells other than an insignificant amount
of HTM investments, the entire category would be tainted and recldsa#iAFS securities.

After initial measurement, these investments are measured at amortized cost using the effective
interestratemethod, less impairment in value. Amortized cost is calculated by taking into account
any discount or premium on acquisitiand fees that are an integral part of the effective interest
rate. Gains and losses are recognized in the consolidated statements of income when the HTM
investments are derecognized or impaired, as well as through the amortization process. Assets
underthis category are classified as current assets if rhatsiwithin 12 months fronalance

sheet date and as noncurrent assets if maturity date is more than arydmidnce sheet date.

The Grougs investment in quoted Philippine government treasury bonds are classified under this
category (see Not26).

AFS Financial AssetsAFS financial assets are nonderivative financial assets that are designated
in this category or are not classified in arfiyhe other categoriesThese are purchased and held
indefinitely, and may be sold in response to liquidity requirements or changes in market
conditions. Subsequent to initial recognition, AFS financial assets are carried at fair value in the
consolidatd balance sheets. Changes in the fair value of such assets are repustathasalized
gain onAFS investmentsn theconsolidated statements of comprehensive incamtiéthe

investment is derecognized or the investment is determined to be impametkerecognition or
impairment, the cumulative gain or loss previously reportednsolidated statements of
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comprehensive incormie transferred to the consolidated statements of income. Interest earned on
holding AFS investments are recognized in thesotidated statements of income using the

effective interest ratmethod Assets under this category are classified as current assets if
expected to be realizedthin 12 months fronbalance sheet date and as noncurrent assets if
expectedateof disposais more than a year frobmlance sheet date.

The Groupds investments i n s habonelsndocofporaget oc k, r
notes andlub shares are classifietder this categoryThe current portion is included under
Al nvest ments held for trading and (seedlbt€6. accou

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

Other inancialliabilities are recognized initially at fair value and are subsequently carried at
amortized cost, taking into account the impact of applying the effective intateistethod of
amortization (or accretion) for any related premium, discount and anylyliécibutable

transaction costsGains and lossam other financial liabilitiesre recognized in the consolidated
statements of income when the liabilities are derecognized, as well as through the amortization
process.

The Gro

u s b a pakablé amcother currentcliabdities) dividends payable,
longt er m d

pé

ebt and tenantsb6é deposit@are classif
Classification of Financial Instruments Between Debt and Equity

A financial instrument is classified as déft provides for a contractual obligation to:

A deliver cash or another financial asset to another entity; or

A exchange financial assets or financial liabilities with another entity under conditions that are
potentially unfavorable to the Group; or

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

If the Group does not have an unconditional right to avoid delivering cash or another financial
asset to settliés contractual obligation, the obligation meets the definition of a financial liability.

The components of issued financial instruments that contain both liability and equity elements are
accounted for separately, with the equity component being asstgnessidual amount after

deducting from the instrument as a whole the amount separately determined as the fair value of the
liability component on the date of issue.

Redeemable Preferred Shares

In determining whether a preferred share is a financialityabr an equity instrument, the Group
assesses the particular rights attaching to the share to determine whether it exhibits the
fundamental characteristic of a financial liability. A preferred share that provides for mandatory
redemption by the Groupf a fixed or determinable amount at a fixed or determinable future
date, or gives the holder the right to require the Group to redeem the instrument at or after a
particular date for a fixed or determinable amount, is a financial liability.
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The redeemable preferred shares of the Group exhibit the characteristics of a financial liability and
arethus ecogni zed as a-tliranbidleibty @academnfiLomgt he
shees, net of transaction costs. The corresponding divldem the shares are charged as interest
expense in the consolidated stateraefiincome.

Transaction costs are amortized over the maturity period of the preferred shar¢safiegtive
interest rate method.

Debt Issue Costs
Debt issue costs are dexied against lonterm debt and are amortized over the terms of the
related borrowings using the effective interegémethod.

Derivative Financial Instruments and Hedging

Freestanding DerivativeThe Group uses derivative financial instruments sudbragterm

currency swaps, foreign currency call optigngerest rate swap$oreign currency range options
nontdeliverable forwardandto hedge the risks associated with foreign currency and interest rate
fluctuations. Such derivative financial instrems are initially recognized at fair value on the date
on which the derivative contract is entered into and are subsequentbasired at fair value.
Derivatives are carried as assets when the fair value is positive and as liabilities when the fair
value is negative.

The Groupbs derivative instruments provide ec
not designated as accounting hedges. Consequently, any gains or losses arising from changes in
fair value are taken directly to profit or losg fbe year.

Embedded DerivativeThe Group assesses whether embedded derisatiesequired to be

separated from host contracts when the Group first becapeaty to the contractDerivatives
embedded in host contracts are accounted for as segariatatives when their risks and
characteristics are not closely related to those of the host contracts and the host contracts are not
carried at fair value, with fair valushange€haged to netincomein the consolidated statements

of income. An embedded derivative is separated from the host contract and accounted for as a
derivative if all of the following conditions are met: a) the economic characteristics and risks of
the embedded derivative are not closely related to the economic chiatiastand risks of the

host contract; b) a separate instrument with the same terms as the embedded derivative would
meet the definition of a derivative; and c) the hybrid or combined instrument is not recognized at
FVPL.

Optiors arising fromthe Paren€C o mp a cogvértible bondand investment in bondsethe
Gr oup6s dnbddded dedvatiged (see Notd and19).

Subsequent reassessment is prohibited unless there is change in the terms of the contract that
significantly modifies the cash flowkat otherwise would be requiredder the contract, in which
case reassessment is requirdthe Group determines whether a modification to cash flows is
significant by considering the extent to which the expected future cash flows associated with
embedeéd derivativethe host contract or both have changed and whetbeh#nge is significant
relative to the previously expected cash flow on the contract.

Derecognition of Financial Assets and Liabilities

Financial AssetsA financial asset (or, where djgable a part of a financial asset or part of a
group of similar financial assets) is derecognized when:
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A the rights to receive cash flows from the asset have expired;

A the Group retains the right to receive cash flows from the asset, but has assoivleghtion
to pay them in full without mahreou@ho deaer ragn
or

A the Group has transferred its rights to receive cash flows from the asset and either (a) has
transferred substantially all the risks and rewafde@asset, or (b) has neither transferred nor
retained substantially all the risks and rewards of the asset, but has transferred control of the
asset.

When the Group has transferred its rights to receive cash flows from an asset and has neither
transfered nor retained substantially all the risks and rewards of the asset, the asset is recognized
to the extent of the Gr oup &entintingnnvolvemerntthay i nv o |
takes the form of a guarantee over the transferred asset is ndeaistine lower of original

carrying amount of the asset and the maximum amount of consideration tGadtipeould be

required to repay.

Financial Liabilities. A financial liability is derecognized when the obligation under the liability
is dischargedrocancelled ohasexpired.

When an existing financial liability is replaced by another from the same lender on substantially
different terms, or the terms of an existing liability are substantially modified, such modification is
treated as a derecognition of the original liabilibgdhe recognition of a new liability, and the
difference in the respective carrying amounts is recognized in prodiss.

Impairment of Financial Assets

The Group assesses at each balance sheet date whether a financial asset or a group of financial
assets is impairedA financial asset or a group of financial assets is deemed to be impaired, if and
only if, there is objective evidence of impairment as a result of one or more events that occurred
after the initial recognition of the asset (an incutoss event) and that loss event has an impact

on the estimated future cash flows of the financial asset or a group of financial assets that can be
reliably estimated. Obijective evidence of impairment may include indications that the borrower or
a group 6 borrowers is experiencing significant financial difficulty, default or delinquency in
interest or principal payments, the probability that they will enter bankruptcy or other financial
reorganization and where observable data indicate that there israiasiecrease in the

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

Financial Assets Carried at Amortized Cost.there is objective evidence that an impairment loss

on loans and receivablearried at amortized cost has been incurred, the amount of the loss is
measured as the difference between the asset b
future cash flows (excluding future credit losses that have not been incurred) disicaittie
financial assetds original effective interest
recognition). The carrying amount of the asset shall be reduced through the use of an allowance
account. The amount of the loss shallé&mognized in the consolidated statements of income.

The Group first assesses whether objective evidence of impairment exists for financial assets that
are individually significant, and individually or collectively for financial assets that are not
individually significant. If it is determined that no objective evidence of impairment exists for an
individually assessed financial asset, whether significant or not, the asset is included in a group of
financial assets with similar credit risk characteristind #hat group of financial assets is
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collectively assessed for impairment. Assets that are individually assessed for impairment and for
which an impairment loss is or continues to be recognized are not inclutthed allective
assessment of impairment.

If, in a subsequent period, the amount of the impairment loss decreases and the decrease can be
related objectively to an event occurring after the impairment was recognized, the previously
recognized impairment loss is reversed by adjusting the alloveexcceint. The amount of the

reversal is recognized in the consolidated statements of income. Interest income continues to be
accrued on the reduced carrying amount based on the original effective interest rate of the asset.
Loansand receivablewgethemwith the associated allowance are written off when there is no

realistic prospect of future recovery and all collateral, if any, has been realized or has been
transferred to th&roup |If, in a subsequent year, the amount of the estimated impairment loss
increases or decreases because of an event occurring after the impairment was recognized, the
previously recognized impairment loss is increased or reduced by adjusting the allowance for
impairment lossaccount. If a future writeff is later recoveredhe recovery is recognized in the
consolidated statements of income under #AOthe
i mpairment | oss is recognized i nOthetrevenob@onsol i d
account, to the extent that tharying value of the asset does not exceed its amortized cost at

reversal date.

Financial Assets Carried at Coslf there is objective evidence that an impairment loss has been
incurred in an unquoted equity instrument that is not carried at fair vabaige its fair value

cannot be reliably measured, or on a derivative asset that is linked to and must be settled by
delivery of such an unquoted equity instrument, the amount of the loss is measured as the

di fference bet ween t Hthe peesentealuéd estinamted fuyturercgsh a mo u n
flows discounted at the current market rate of return for a similar financial asset.

AFSFinancial Assets The Group assesses at each balance sheet date whether there is objective
evidence that an investment or a group of investmeimgpaired. Inthecase of equity

investments classified #&¢-S financial assets, an objective evidence of impairment wiogldde

a significant or prolonged decline in the fair value of the investments below its cost. Where there
is evidence of impairment, the cumulative loss, is measured as the difference between the
acquisition cost and the current fair value, less anwimpent loss on that financial asset
previouslyrecognized in the consolidated statera@fiincome, is removed froithe consolidated
statements of comprehensive incoamel recognized in the consolidated statesehincome.
Impairment losses on equityvestments are not reversed through the consolidated staserhent
income; increases in fair value after impairment are recognized direthly gonsolidated

statements of comprehensive income

In the case of debt instruments classifiedBS financial assets, impairment is assessed based on
the same criteria as financial assets carried at amortized cost. Future interest income is based on
the reduced carrying amount of the asset and is accrued based on the rate of interest used to
discount faure cash flows for the purpose of measuring impairment loss. Such accrual is recorded
as part of fadcounietheecensolidatedstatemsf income. If, in subsequent

year, the fair value of a debt instrument increased and the inceabe objectively related to an

event occurring after the impairment loss was recognized in the consolidated s&&ément

income, the impairment loss is reversed through the consolidated statefirobme.

Offsetting Financial Instruments

Financial assets and financial liabilities are offset and the net amount is reported in the
consolidated balance sheets if, and only if, there is a currently enforceable legal right to offset the
recognized amounts and there is an intention to settlenenlzasis, or to realize the asset and
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settle the liability simultaneously. This is not generally the case with master netting agreements,
and the related assets and liabilities are presettgdss in the consolidated balance sheets.

Merchandise Inveoties

Merchandise inventeesarevalued at the lower of coandnet realizable value. Cost, which

includes all costs directly attributable to acquisition, such as purchase price and transport costs, is
primarily determined using the weighted average method. Net realizable value is the estimated
selling price in therdinary course of business, less estimated costs necessary to make the sale.

Land and Development and Condominium Units for Sale

Land and devel opment and conddtheraimmemnini a ss € to
account in the consolidated balamsteets) are stated at the lower of eogtnet realizable value.

Net realizable value is the selling price in the ordinary course of business, less costs of completion
andthe estimated cost to make the saBost includes those costs incurred for dewament and
improvement of the properties.

Investments in Shares of Stock of Associates

The Groupébés investments in shares of stock of
method of accounting. An associate is an entity in which the Group h#gaigrinfluence and

which is neither a subsidiary nor a joint venture.

Under the equity method, investmentimassociate is carried in titsensolidatedalance shest
atcostpluspostc qui si ti on c¢ ha n grenstadsats ot thessoci@e. Goopwills s h a
relating to an associate is included in the carrying amount of the investment and is not amortized.
After application of the equity method, the Group determines whether it is necessary to recognize

any additional impairment losswithe s pect to the Groupds net i nv
consolidated statemesaf income reflect the shane the results of operations of the associate.

Where there has been a change recognized directly in the equity of the associate, the Group
reagnizes its shanm any changes and discloses this, when applicable, icotieolidated

statements afomprehensive incomeProfits and losses resulting from transactions between the

Group and the associate are eliminated to the extent of the intetiestassociate.

An investment in an associate is accounted for using the equity method from théelaite

becomes an associate. On acquisition of the investamgntifference between the cost of the

i nvest ment and intheeetfain wead tucer S dheaer eeassoci at e 0 s
liabilities and contingent liabilities is accounted é&srfollows

a. goodwill relating to an associate is included in the carrying amount of the investment.
However, amortization of that goodwill is not petted and is therefore not included in the
determination onft hteheasGoecumde dshprefits or |

b. any excess ofinthe Gebupéasrshmalrae of the ass:
liabilities and contingent liabilities over the cost of the investment is excluded from the
carrying amount of the investment and is instead included as income in the determination of
t he Grhareingthse sassoci ateds profit or | oss in t
acquired.

Al so, appropriate asshasé mehtsheéoasditeci aveds op
acquisition are made to account for the depreciation of the depreassiets based on their fair

values at the acquisition date and for impairment losses recognized by the associate, such as for
goodwill or property, plant and equipment.
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The Group discontinghe use of equity method from the date when it ceases to hawficaigt
influence over an associate and accstortthe investmenin accordance with PAS 3Bjnancial
Instruments: Recognition and Measuremé&oim that date, provided the associate does not
become a subsidiary or a joint venture as defined in PABi&tests in Joint Venturesihen

t h e Gmterespiasinvestment irmssociatés reduced to zeradditional losses are provided
only to the extent that the Group has incurred obligations or made payments on behalf of the
associate to satisfy obligations of the investee that the Group has guaranteed or otherwise
committed. If theassociatsubsequentlyeports profits, the Group resuntegognizingts share

of the profitsif it equals the share of net losses not recognized.

The financial statements of the assodate prepared for the same reporting period aPé#nent
Company The accounting poliesof the associatesonform to those used by the Group for like
transactions and events in similar circumstances.

Propertyand Equipment

Propertyand equipmentexcept landis stated at cost less accumuladegreciatiorand
amortizationandanyaccumulatedmpairment in value Such cost includes the cost of replacing
part ofthepropertyand equipment at the tintlkeat cost is incurredf the recognition criteria are
met, and excludes the costs of dayday servicing Land is statedtacost less any impairment in
value.

The initial cost of property and equipment consists of its purchase price, including import duties,
taxes and any directly attributable cas¢ésessarin bringing the asset to its working condition

and location for its intendagse. Cost also includes any related asset retirement obligation and
interest incurred during the construction period on funds borrowed to finance the construction of
the projects. Expenditures incurred after the item has been put into operation, repeiras
maintenance and overhaul costs, are normally recognized as expense in theugbdosdts are
incurred. In situations where it can be clearly demonstrated that the expenditures have improved
the condition of the asset beyond the originallyeassed standard of performance, the expenditures
are capitalized as additional cost of property and equipment.

Depreciatiorand amortizatiomrecalculated on a straighine basis ovethefollowing estimated
useful livesof the assets:

Buildings,condominium units and improvements  5i 25 years

Store equipment and improvements 5i 10 years

Data processing equipment 5 years

Furniture, fixtures and office equipment 3i 10years

Machinery and equipment 51 10 years

Leasehold improvements 5i 10years or term ofhelease,
whichever is shorter

Transportation equipment 51 10 years

The residual values, useful lives and method of depreciation and amortfatienassets are
reviewedand adjustedf appropriate, at each financial yeamd.

The carrying values giropertyand equipment are reviewed for impairment when events or
changes in circumstances indicate that the carrying value may not be recoverable.

Fully depreciated assets are retained in the accounts until they are no longerid nedurther
depreciatiorand amortizatiofis credited or charged to current operations.
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When each major inspection is performed, its cost is recognized in the carrying amount of the
propertyand equipment as a replacement if the recognition critexiaadisfied.

An item of property and equipment is derecogniz®en either it has been disposed or when it is
permanently withdrawn from use and future economic benefits are expected from its use or
disposal. Any gaisior losesarising ontheretirement and disposal of an item of property and
equipment areecognizedn the consolidatedtatements of income in the perioidretirement or
disposal

Investment Properties

Investment propertiegxcept landare measurenhitially at cost, including transacti@osts less
accumulatedlepreciatiorand amortizatiomnd accumulateinpairment in value The carrying

amount includes the cost of replacing part of an existing investment property at the time that cost
is incurred if the @cognition criteria are mednd excludes the costs of dayday servicing of an
investment propertyLand is stated as cost less any impairment in value.

Propertyunder construction or development for future use as an investment property is classified
as investment property.

Depreciation and amortization azalculated on a straighine basis over the following estimated
useful lives of the assets

Land improvements 3i 5 years
Land use rights 40i 60 years
Buildings and improvements 35 years
Building equipment, furniture and others 3i 15 years

Theresidual values, useful lives and method of depreciatimhamortizatiomf the assetare
reviewed and adjusted, if ampriate, at each financial yeand.

Investment property iderecognized when eithitthasbeen dispsedor whenit is permanently
withdrawn from use and no future economic benefit is expected from its disposal. Any gains or
losses on the retirement or disposal of an investment property are recognizecbimdtidated
statemergof income in the periodf retirement or disposal.

Transfers are made to investment property when, and only when, there is a change in use,
evidence by ending of owneoccupation ocommencement of an operating lease to another
party. Transfers are made from investment property when, and only when, there is a change in
use, evidenced by commencement of owsmupation or commencement of development with a
view to =ll.

For a transfer from investment property to owaecupied propeytor inventories, the cost of
property for subsequent accounting is its carrying value at the date of change in use. If the
property occupied by the Group as an owmezupied property becomes an investment property,
the Group accounts for such propertyaccordance with the policy stated under property and
equipment up to the date of change in use.

Construction in Progress

Construction in progress represents structures under construction and is stated at cost. This
includes cost of construction, propeand equipment, and other direct costs. Cost also includes
interest on borrowed funds incurred during the construction period. Construction in progress is
not depreciated until such time that the relevant assets are completed and are ready for use.
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Tenantsd Deposits

Tenantsd deposits are measured at amortized c
received from various tenants wupon inception
investment properties. At the termination lod fease contracts, the deposits received by the

Group are returned to tenants, reduced by unpaid rental fees, penalties and/or deductions from
repairs of damaged leased properties, if any. The related lease contracts usually have a term of
more than twele months.

Business Combinations

Business combinations are accounted for using the purchase method of acexastdor

commonly controlled transactions, of which, pooling of interest method is Bsesihess
combinations under commonly controlledrsactions athose in which all of the combining

entities or businessare controlled by the same party or parties both before and after the business
combination, and that control is not transitoRor purchase method of accountirftg tost of
acquistion is the aggregate of the fair values, at the date of exchange, of assets given, liabilities
incurred or assumed, and equity instruments issued by the acquirer, in exchange for control over
the net assets of the acquikadity, plus any directhattributable costs. The identifiable assets,
liabilities and contingent liabilities that satisfy certain recognition criteria have to be measured
initially at their fair values at acquisition date, irrespective of the extent of any minority interest.
For pooling of interest method, the assets, liabilities and equity of the acquired companies for the
reporting period in which the common control business combinations occur, and for any
comparative periods presented, are included in the consolidated flrdat@aents of th&roup

at their carrying amounts as if the combinations had occurred from the date when the acquired
companies first became under the control ofGheup The excess of the cost of business
combinations over the net carrying amountthefassets and liabilities of the acquired companies

i s ¢ on s Eglityadpstmest Fomiusiness combationd accountin the stockholders

equity section of the consolidated balance sheets.

Goodwill

Goodwill acquired in a business combination is initially measured at costtheirgcess of the

cost of the business combination over the Gro
identifiable assets, liabilities and contingent liabilities. Following initial recognition, goodwill is
measured at cost less any accunagdampairment in value

For the purpose of impairment testing, goodwill acquired in a business combination is, from the
acquisition date, al | o-geaeratndunitsporgoupsbfcasdf t he Gr
generating units, that are expected to fiefrem the synergies of the combination, irrespective of
whether other assets or liabilities of the Group are assigned to those units or groups of units. Each
unit or group of units to which the goodwill is so allocated:

A represents the lowest level witlthe Group at which the goodwill is monitored for internal
management purposes; and

A not larger thanmoperatingsegmentietermined in accordance with PFR®®erating
Segments

Goodwill is reviewed for impairment, annually or more frequeritigvents or changes in
circumstances indicate that the carrying value may be impaired.

Impairment is determined by assessing the recoverable amount of thgeoasating unit (group
of cashgenerating units), to which the goodwill relates. Where tbeverable amount of the
cashgenerating unit (group of cagjenerating units) is less than the carrying amount, an
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impairment loss is recognized. Where goodwill forms part of ageshrating unit (group of
cashgenerating units) and part of the openatigthin that unit is disposedhe goodwiill

associated with the operation disposed of is included in the carrying amount of the operation when
determining the gain or loss on disposal of the ofmratGoodwill disposedf in this

circumstance is measut®ased on the relative valsiof the operation disposadd the portion of

the caskgenerating unit retained.

When the Group acquires a business, embedded derivatives separated from the host contract by
the acquiree are not reassessed on acquisitionsuthiedusiness combination results in a change

in the terms of the contract that significantly modifies the cash flows that would otherwise be
required under the contract.

Negative goodwill, which is not in excess of the fair values of acquired idergifi@simonetary
assets of subsidiaries and associategediteddirectly to income. Transfers of assets between
commonly controlled entities are accounted for under historical cost accounting.

When a business combination involves more than one exchamgadtion (occurs in stages),

each exchange transaction is treated separately by the acquirer, using the cost of the transaction
and fair value information at the date of each exchange transaction, to determine the amount of
goodwill associated with thatansaction. Any adjustment to fair values relating to the previously
held interest is a revaluation and is accounted for as such.

When subsidiaries are sold, the difference between the selling price and the net assets plus
cumulative translation adjustmiss and goodwill isecognized in the consolidated statements of
income.

Intangible Assets

The cost of trademarks and brand names acquired in a business combination is the fair value as at
the date of acquisition. The Group assessed the useful life watleanarks and brand names to

be indefinite because based on an analysis of all of the relevant factors, there is no foreseeable
limit to the period over which the asset is expected to generate cash inflows for the Group.

Trademarks and brand nanweish indefinite useful lives areot amortized but arested for
impairment annually either individually or at the cash generating unit level. The useful life of an
intangible asset with an indefinite life is reviewed annually to determine whetedinitelife
assessment continues to be supportable. If not, the change in the useful life assessment from
indefinite to finite is made oa prospective basis

Gains or losses arising from derecognition of an intangible asset are measured as the difference
betwea the net disposal proceeds and the carrying amount of the asset and are recognized in the
consolidated statements of income when the asdetésognized.

Impairment ofNonfinancialAssets

The carrying values of property and equipment, investment pieparid investments in shares of
stockof associateare reviewed for impairment when events or changes in circumstances indicate
that the carrying value may not be recoverable. If any such indication exists, and if the carrying
value exceeds the estimdteecoverable amount, the assets or -ggsterating units are written

down to their recoverable amounts. The recoverable amount of the asset is the gfaiater of

value less costs to st value in use. Thiair value less costs to s&lthe amounbbtainable

from the sal e oléngthtmansaciohetweeniknowledgeahbeillimgdparties,

less costef disposal In assessing value in use, the estimated future cash flows are discounted to
their present value using a pBx discountate that reflects current market assessments of the
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time value of money and the risks specific to the asset. For an asset that does not generate largely
independent cash inflows, the recoverable amount is determined for thgeoashting unit to

which the asset belongs. Impairment losses are recognized in the consolidated statements of
income in those expense categories consistent with the function of the impaired asset.

An assessment is made at each reporting date as to whether there is any indatgi@viosly

recognized impairment lossay no longer exist or may have decreased. If such indication exists,

the recoverable amount is estimated. A previously recognized impairment loss is reversed only if
there has been a change in the estimatasuse 0 det er mi ne t he assetds I
the last impairment loss was recognized. If that is the case, the carrying amount of the asset is
increased to its recoverable amount. That increased amount cannot exceed the carrying amount
that wouldhave been determined, net of depreciation and amortization, had no impairment loss

been recognized for the asset in prior years. Such reversal is recognized in profit or loss. After

such a reversal, the depreciation or amortization charge is adjustédranperiods to allocate the
assetds revised carrying amount, | ess any res
useful life.

Capital Stock
Capital stock is measured at par value for all shares issued. Incremental costs incurred directly

attributable to the issuance of new shares are showm i ¢ k heguitydas dedud@tion from
proceeds, net of tax. Proceeds and/or fair value of consaleraeceived in excess of par value,
if any, are recognized as additional paiccapital.

Revenue

Revenue is recognized when it is probable that the economic benefits associated with the
transaction will flow to the Group and the amount of the reveanee reliably measured.

Revenue is measured at the fair value of the consideration received or receikahbtiing

discounts, reates and sales taxes or dutidie Group assesses its revenue arrangements against
specific criteria in ordermtdetermine if it is acting as a principal or as an agent. The Group has
concluded tht it is acting as principal imajoiity of its revenue arrangement$he following

specific recognition criteria must also be met before revenue is recognized:

Sale ofMerchandise InventoriesRevenue is recognized when the significant risks and rewards of
ownership of the goods have passed to the buyer, which is normally upon delivery.

Sale of goods under consignment arrangements with suppliers is recognized asupwanue
billing, delivery and transfer of goods to customers.

Theretail segment of the Group maintains a loyalty points programme named SM Advantage, SM
Prestige and BDO Rewardshich allows the customers to accumulate points when they purchase
productsin he Groupbds and its affiliatesd retail s
parti al payment for any purchase at any of th
minimum number of points obtained.

The consideration receivedafiocated between the products sold and the points issued, with the
consideration allocated to the points equal to their fair value. The fair value of the points issued is
deferred and recognized as revenue when the points are redeemed.

Sale ofReal Estte. Revenue and costs from sale of completed projects are accounted for using
the full accrual method. The percentage of completion method is used to recognize income from
sale of projects where tli&rouphasmaterial obligations under the sales conttactomplete the
project after the property is sold. Under this metlsatkis recognized as the related obligations
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are fulfilled, measured principallynthe basis of the estimated completion of a physical portion of
the contract work. Any excess dfliections over the recognized receivahiteisicluded in
iAccount s ofheryguardnt ligbiliteedindhe consolidated balance steet

Real estateoststhat relate to the acquisition, development, improvement and construction of the
condominium units are capitalized. The capitalizesls of condominium unit@are charged to
operationsvhen the related revenigerecognized.

For income tax purposes, fuécognition is applied when at least 25% of the selling price has
been collected in the period of sale. Otherytise installment method is applied.

Rent Revenue is recognizeh a straightine basis over the lease term or basechertérms of
thelease as applicable.

Sale of Cinema and Amusement Tick&svenue is recognized upon receipt of cash from the
customer which coincides with the rendering of services.

Gain on Sale of Investments in Shares of StodAvailablefor-Sale InvestmentRevenue is
recognized upon delivery of the securities to and confirmation of the sale by the broker.

Dividend. Revenue is recognized when Be o u p 6 s sharelgoldeto recaive the payment
is established.

Management Fexe Revenue is recognized when earned in accordance with the terms of the
agreements.

Marketing Support Revenue is recognized when the performance and provision of contractually
agreed marketing tasks have been rendered and store facilities have bdedvlarketing support
isshown under AOtherso account in the consolid

Interest. Revenue is recognized as the interest accrues, taking into account the effective yield on
the asset.

Management Fees
Management fees are recognizexlexpense in accordance with the terms of the agreements.

Cost and Expenses
Cost of sales, sellingeneral and administrative expenses and interest expense are recognized as
incurred.

PensiorBenefits

The cost of providing benefits under the defined benefit plans is determined separately for each
plan using the projected unit credit actuarial valuation metiitis method reflects service
rendered by employees to the date of valuation and incorpassesptions concerning

empl oyees 6 prRenjsienccostirtludesacuriemt seepsise.cost, interest cost, expected
return on plan assets, amortization of unrecognized past service costs, recognition of actuarial
gains (losses) and effect of any tailments or settlements. Past service cost is amortized over a
period until the benefits become vested. The portion of the actuarial gains and losses is
recogni zed when it exceeds the fAcorridoro (10
benefit obligation or fair value of the plan assets) at the previous reporting date, divided by the
expected average remaining working lives of active plan members.
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The defined benefit liability is the aggregate of the present value of the defined bdigtiab

and actuarial gains and losses not recognizetliced by past service cost not yet recognized and
the fair value of plan assetsut of which the obligations are to be settled directly. If such
aggregate is negative, the asset is measured laibeof such aggregate or the aggregate of
cumulative unrecognized net actuarial losses and past service cost and the present value of any
economic benefits available in the form of refunds from the plan or reductions in the future
contributions to thelpn.

If the asset is measured at the aggregate of cumulative unrecognized net actuarial losses and past
service costand the present value of any economic benefits available in the form of refunds from
the plan or reductions in the future contributionthplan, net actuarial losses of the current

period and past service cost of the current period are recognized immediately to the extent that
they exceed any reduction in the present value of those economic benefits. If there is no change or
if there isan increase in the present value of the economic benefits, the entire net actuarial losses
of the current period and past service cost of the current period are recognized immediately.
Similarly, net actuarial gains of the current period after the diehuof past service cost of the

current period exceeding any increase in the present value of the economic benefits stated above
are recognized immediately if the asset is measured at the aggregate of cumulative unrecognized
net actuarial losses and pastvice cost and the present value of any economic benefits available

in the form of refunds from the plan or reductions in the future contributions to the plan. If there

is no change af there isa decrease in the present value of the economic berleéitentire net

actuarial gains of the current period after the deduction of past service cost of the current period
are recognized immediately.

Foreign Currencylenominated Transactions

The consolidated financial statements are presented in Philippine peso, whidBrisutie s
functional and presentation currency. Transactions in foreign currencies are initially recorded in
the functional currency rate at the date of the transactianebMry assets and liabilities
denominated in foreign currencies are restated at the functional currency rate of exchange at
balance sheet date. All differences are taken to the consolidated statements of income.

Foreign Currency Translation

Thefunctionh currency of the Groupbs foreign oper af
reporting date he assets and liabilities of foreign operations of a subsidiary are translated into
Philippine peso at the rate of exchange ruling at balance sheet déteiacmmeand expenses

are translated at the weighted average rate for the yearegiuiéng translation differences are

included in theeonsolidatedtatements ofomprehensive inconandare presented within the

ACumul ative transl ation adjustment of a subsi
changes i n st oOndHidpasal df aforeign erdity, the acgumulated exchange

differences are recognized in the consolidaatements of income as a component of the gain or

loss on disposal.

Leases

The determination of whether an arrangement is, or contains a lease is based on the substance of
the arrangement and requires an assessment of whether the fulfillment ofrigerasat is

dependent on the use of a specific asset or assets and the arrangement conveys a right to use the
asset.

Group as Lessed-inance leases, which transfer to the Group substantially all the risks and

benefits incidental to ownership of the leagedh, are capitalized at the inception of the lease at

the fair value of the leased property or, if lower, at the present value of the minimum lease

payments. Lease payments are apportioned between the finance charges and reduction of the lease
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liability so as to achieve a constant rate of interest on the remaining balance of the liability.
Finance charges are reflected in the consolidated statements of income.

Capitalized leased assets are depreciated over the shorter of the estimated useful bigsef the
and the lease term, if there is no reasonable certainty that the Group will obtain ownership by the
end of the lease term.

Leases which do not transfer to teupsubstantially all the risks and benefits of ownership of

the asset are classified@serating leases. Operating lease payments are recognized as expense in
the consolidated statements of income on a stréiighbasis over the lease term. Associated

costs, such as maintenance and insurance, are expensed as incurred.

Group as LessorLeases where the Group does not transfer substantially all the risks and benefits
of ownership of the asset are classified as operating leases. Lease income from operating leases
are recognized as income on a stralgie bass over the lease term. lritidirect costs incurred

in negotiating an operating lease are added to the carrying amount of the leased asset and
recognized over the lease term on the samis laggental income. Contingent rents are

recognized as revenue in the period in which threyearned.

Provisions

Provisions are recognized when the Group has a present obligation (legal or constructive) as a
result of a past everit is probable that an outflow of resources embodying economic benefits will
be required to settle the obligati@nd a reliable estimate can be made of the amount of the
obligation. If the effect of the time value of money is material, provisions are determined by
discounting the expected future cash flows at aaxeaate that reflects current market

assessmentd the time value of money and, where appropriate, the risks specific to the liability.
Where discounting is used, the increase in the provision due to the passage of time is recognized
as interest expense. Where the Group expects a provision to berggithlibie reimbursement is
recognized as a separate asset but only when the receipt of the reimbursement is virtually certain.

Borrowing Costs

Borrowing costs are generally expensed as incurred. Borrowing costs are capitalized if they are
directly attributable to the acquisition or construction of a qualifying asset. Capitalization of
borrowing costs commences when the activities to prepaastet are in progress and

expenditures and borrowing costs are being incurred. Borrowing costs are capitalized until the
assets are substantially ready for their intended use. If the carrying amount of the asset exceeds its
recoverable amount, an impaient loss is recognized. Borrowing costs include intengsénse
calculated using theffective interest rate method, finance charges in respect of finance leases and
exchange differences arising from foreign currency borrowings to the extent thatehegarded

as amdjustment to interest costeurred in connection with the borrowing of funds used to

finance the construction in progress.

Taxes

Current Tax. Current tax assets and liabilities for the current and prior periods are measured at the
amaunt expected to be recovered from or paid to the taxation authorities. The tax rates and tax
laws used to compute the amount are those that are enacted or substantivelyasatictdaince

sheet date.

Deferred Tax.Deferredtax is providedusing thebalance shediability method on temporary
differences at balance sheet date between the tax bases of assets and liabilities and their carrying
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amounts for financial reporting purposes. Deferred tax liabilities are recognized for all taxable
temporary dferences, except:

A where the deferred tax liability arises from the initial recognition of goodwill or of an asset or
liability in a transaction that is not a business combination and, at the time of the transaction,
affects neither the accounting prafidr taxable profit or loss; and

A with respect tdaxable temporary differences associated with investments in subsidiaries,
associates and interests in joint ventures, where the timing of the reversal of the temporary
differences can be controlled and ipi@bable that the temporary differences will not reverse
in the foreseeable future.

Deferredtax assets are recognized for all deduetibmporary differences amdrryforward
benefitsof MCIT andNOLCO, to the extent that it is probable that taxabldipvall be available
against which the deductible tenmpoy differences and the cafoyward benefitsof MCIT and
NOLCO can be utilizedexcept:

A where the deferrethx asset relating to the deductible temporary difference arises from the
initial recogniton of an asset or liability in a transaction that is not a business combination
and, at the time of the transaction, affects neither the accounting profit nor taxable profit or
loss; and

A with respecto deductible temporary differences associated withstments in subsidiaries,
associates and interests in joint versudeferredax assets are recognized only to the extent
that it is probable that the temporary differences will reverse in the foreseeable future and
taxable profit will be available againahich the temporary differences can be utilized.

The carying amount of deferrethx assets is reviewed at each balance sheet date and reduced to

the extent that it is no longer probable that sufficient taxable profit will be available to allow all or

pat of the deferred income tax assit be utilized. Unrecognized deferretdx assets are

reassessed at each balance sheet date and are recognized to the extent that it has become probable
that future taxable profit will allow the deferred tax assetbe recovered.

Deferred tax assets and liabilities are measured at the tax rates thatesteaxo apply to the
periodthe asset is realized or the liability is settled, based on tax rates (and tax laws) that have
been eacted or substantively enadtat balance sheet date.

Income tax relating to items recognized directlyhia consolidated statements of comprehensive
incomeis recognized ithe consolidated statements of comprehensive inemmenot in the
consolidated statementsiotome.

Deferredtax assets and deferrtak liabilities are offset, if a legally enforceable right exists to set
off current tax assets against current tax liabilities and the deferred taxes relate to the same taxable
entity and the same taxation authority.
Value Added @x. Revenue, expenses and assets are rexagjniet of the amount ¢dix, except:
A where the tax incurred on a purchase of assets or services is not recoverable from the taxation
authority, in which case the tax is recagu as part of the cost aEquisition of the asset or
as part of the expense item as applicable; and

A receivables and payables that are stated with the amount of tax included.
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The net amount of tax recoverable from, or payable to, the taxation authority is included as part of
fiOtherc ur renanads fidcsounts payabl eacaonndsntbee her curr
consolidatedalance sheets.

Business Segments

The Group is organized and managed separately according to the nature of businéss: The
major operating businesses of the Group are shopping mall developetaihtieal estate
development and tourisandhotels These operating businesses are the basis upon which the
Group reports its segment information presented in Mtdehe consatlated financial

statements.

Basic/DilutedEarnings Pe€CommonShare(EPS)

Basic EPSs computed by diding the net income for the period attributable to equity holders of
the Parent byhe weighteehverage number of issued and outstagdiommon shareturing the
period with retroactive adjustment for any stock dividends declared.

For the purpose of computing diluteEéS the net incoméor the period attributable to equity
holders of the Parent and the weightagrage number of issued and outstandorgmon shares
are adjusted for the effects of all dilutive potential ordinary shares.

Contingencies
Contingent liabilities are not recognized in tunsolidatedinancial statements. They are

disclosed unless the possibility of an outflow of resourcdsodgingeconomic benefits is
remote. Contingerdsses arenot recognized in theonsolidatedinancial statements bare
disclosed when an inflow of economic benefits is probable.

Subsequent Events

Postyearend events that provide additiomaformation about the Grodp position at balance
sheet date (adjusting events) are reflected in the consolidated financial statemenisareasit
events that are not adjusting events are disclosed in the notes to the consolidated financial
statementsvhen material.

Business Combinations

Acquisition of ServiceCompanies

In 2009, SM Retail completed the acquisitioh99%ownership ofvarious Servic€ompanies
which are unlisted companies incorporated in the Philippinaprovides general services to the
various department store companies.

The acquisition of th&erviceCompanies was considered as business reorganization of companies
under common control. Thus, the acquisitreasaccounted for similar to pooling of intest
method.

The excess of the cost of business combination over the net carrying amounts of the assets and
liabilitesof@1 2. 7 mi Il Il i on is included under AEquity
account in the stockholders equity section of the DeceBthe2009 consolidated balance sheet.

Thetotal cash inflowfrom the acquisition of theServiceCompanies amounted 834.0million.
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Acquisition of Alpha Star

On September 3, 2009, SM Land China, completed the acquisition of Alpha Star from Grand
China forB777.9 million(¥112.1 million). Asa result of the acquisition, Alpha Star became a
wholly-owned subsidiary of SM Land China.

Below are the deths of the net cash outflow from the acquisition of Alpha Star:

Cash outflow on acquisition:
Net cash and cash equivalents acquired with the subsidiary B154,961,724
Cash paid (777,878,335
Net cash outflow (P622,916,611

The acquisition of Alpha Star was considered as business reorganization of companies under
common control. Thus, the acquisition was accounted for similar to pooling of interest method.

The excess of the cost of business combinations over the net carrying amounts of the identifiable
assets and liabilities amounting8® 8 . 0 mi I | i on is included under
business combinatn6 account in the stockholders equity
consolidated balance sheet.

Segment Information

For management purposes, the Group is organized into business units based on their products and
services, and has four reportable operating segments as follows: shopping mall development,
retail, real estate development and tourism aoiels

The shoppingnall developmensegmentievelops, conducts, operates and maintains the business
of modern commercial shopping centers and all businesses related thereto such as the conduct,
operation and maintenance of shopping center spaces for rent, amusementocatitensia

theaters within the compound of the shopping centers.

The retail segment is engagedtie retail/wholesale trading of merchandise, such as dry goods,
wearing apparels, food and other merchandise.

The realestatedevelopmenand tourisnsegments involved inthe development and
transformation of major residenti@ipmmercial entertainment and tourism dists¢hrough
sustained capital investmamt buildings and infrastructure.

The hotels segmeengages in and carries on the business of hAnteresort and operates and
maintains any and all services and facilities incident thereto.

Management monitors the operating results of its business units separately for the purpose of
making decisions about resource allocation and performance assesSegment performance is
evaluated based on operating profit or loss and is measured consistently with the operating profit
or loss in the consolidated financial statements.

Segment assets and liabilities do not include deferred tax assets and dafeliedlities,
respectively.
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Transfer prices bet ween bdengthrbasis, simardoggtrarsattionrss ar e
with third parties. Segment revenue includes transfers between business segments. Such transfers
are eliminated in theonsolidation.

Business Segment Data

June 30, 2010

Shopping Real Estate
Mall Development
Development Retail and Tourism Hotels Others Eliminations Consolidated
(In Thousands)
Revenue:
Sales to external customers P9,386,876 P65,529,050 P5,860,798 P235,784  PB3,981,49 Bi B84,993,995
Inter-segment revenue 1,977,088 952,999 2,545,845 1 6,856,934  (12,332,866) T
P11,363,964 P66,482,049  P8,406,643 P235,784 P10,838,42 (P12,332,866) P84,993,995
Segmentesults:
Income before income tax P5,099,174 P3,934,617 P6,530,620 P7,552 P7,526,734 (P9,686,72) P13,411,905
Provision for income tax (1,203,907)  (1,055,207) (103,330) (426) 336,592 13,514 (2,012,764)
Net income P3,895,267  P2,879,410  P6,427,290 P7,126 B7,863,326  (P9,673,2B) P11,399,141
Net income attributable to:
Equity holders of the Parent B3,757,819 PB2,800,804 P6,417,802 P6,783 P7,863,364 (P12,317,93) P8,528,65
Minority interests 137,448 78,606 9,488 343 (38) 2,644,659 2,870,506

Segment assets (excluding deferre
tax) P106,830,393 P57,162,703 P77,467,828 P5,325,379 P157,862,974 (P58,577,98) B346,071,364

Segment liabilities (excluding

deferred tax) P54,434,696 P26,190,323 P29,041,942 B237,579 P92,079,530 (B31,522,738) P170,461,332
Other Information:

Investments in shares of stock «

associates Bi Bi P5,614,085 Bi P56,443,958 Bi P62,058,043
Equity in net earnings
of associates T T 191,791 T 2,146,633 T 2,338,424
Capital expenditures 4,679,615 1,645,888 6,431,074 605,150 2,599,267 T 15,960,994
Depreciation and amortization 1,793,904 962,547 146,678 9,212 229,931 il 3,142,272
June30, 2009
Shopping Real Estate
Mall Development
Development Retail and Tourism Hotels Others _ Eliminations Consolidated
(In Thousands)
Revenue:
Sales to externaustomers P8,216,429 P58,334,573  P3,600,982 B213,155 B3,616,14 Bi P73,981,253
Inter-segment revenue 1,663,195 664,755 2,127,895 5,444 3,971,196 (8,432,485) T

P9,879,624 P58,999,328  P5,728,877 P218,599 P7,587,3D  (P8,432,485) P73,981,253

Segment results:

Income before income tax B4,534,595 B3,547,280 B2,990,801 B3,741 B5,105,88  (P4,374,771) B11,807,510

Provision for income tax (1,006,159) (946,196) (78,92) i 139,602 2,427 (1,889,268)

Net income P3,528,436 P2,601,084 P2,911,859 P3,741 B5,24546  (P4,372,344) P9,918,242
Net income attributable to:

Equity holders of the Parent B3,412,584 B2,532,603 B2,908,433 B3,741 B5,244,940 (P6,708,840) B7,393,461

Minority interests 115,852 68,481 3,426 i 526 2,336,496 2,524,781

Segment assets (excluding
deferred tax) £99,485,063 B53,834,150 P49,488,316 4,576,315 P145,618,139 (P44,923,19) P308,078,793

Segment liabilities (excluding
deferred tax) P51,014,884 B24,662,094 P14,101,757 £80,104 P83,540,864 (P23,124,634) P150,275,069
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June 30, 2009

Shopping Real Estate
Mall Development
Development Retail and Tourism Hotels Others  Eliminations Consolidated

(In Thousands)
Other information:
Investments in shares of stock «

associates Bi Bi B2,014,642 Bi  B51,659,347 Bi  B53,673,989
Equity in net earnings

of associates T T 146,830 T 1,353,208 7 1,500,038
Capital expenditures 5,632,066 1,096,303 1,701,106 204,875 228,576 ) 8,862,926
Depreciation and amortization 1.563.736 920,476 96.411 783 172,457 1 2.753.863

Cash and Cash Equivalents
This account consists of:

June 30, December 31,

2010 200
Cash on hand and in banks (see Ndje 2 B5,157696612 £6,579,398,37C
Temporary investments (sbiotes I and 21) 26,147,460,585 36,967,602,761

P31,35157,197 £43,547,001,131

Cashin banks earn interest tite respectivbank deposit rates. Temporary investments are made
for varying period®f up tothree months depending on the immediate cash requirements of the
Group, and earn interestthe respectivéemporary investmenttes.

Time Depositsand Short-term Investments
This account consists of:

June 30, December 31,

2010 2000

Time deposits:
Pledged (see Notd® and 2) B7,882,900,00C0 £6,422,970,254
Not pledged (see Notelp 31518473012 35,251,478,68¢
39,401,373012 41,674,448,93¢
Shortterm investments 1,927,400,000 1,924,000,000
41,328,773,01z 43,598,448,93¢
Less current portion 6,619,261,282 11,361,224,11¢
Noncurrent portion B34,709,511,73C B32,237,224,82C

Dollar and pesairne deposits as afune30, 2010amounting to US$49.7million

(39,3989 million) andB2.5 nillion, respectively bear annual interest rangifrgm 0.9% to
6.5%. Dollar time deposits amounting t¥S$101.2million (P4,6919 million) are dudn July,
SeptembeandOctober 2010US$748.5million (B34,707.0million) are duen July 2013 and
SeptembeR014 Peso time deposit amounting®®.5million is due in August 2012.

Dollar and pesaine deposits as of December 31, 2009 amounting ta89%6 million
(P41,472.0million) andP202.5 million, respectivelybear annual interest ranging frdn®% to
6.5%. Dollar time deposits amounting WS$199.9 million (B9,237.2million) aredue in March
and October 2010)S$97.7million (B32,234.8million) areduestartingMay 201 1until
SeptembeR014. Peso time deposit amountingB200.0 million is due in January 2010 while the
remaining®2.5 million is due in August 2012.
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A portion of the ime deposits amountirntg US$170.0million andUS$139.0 million, with peso
equivalent 687,8829 million andB6,423.0million as ofJune30, 2010 andecembeB1, 2009
regectively, werausedas collateral for a loan obtained 8IC (see Notel9).

Shortterm investments as afune30, 2010 anddecember 31, 2008mounting td®1,927.4
million and®1,924.0million, respectivelybearfixed interestratesrangingfrom 3.24% to 6.8%.

InvestmentsHeld for Trading and Sale

This account consists of investments in shares of stotiig®400.7million as ofJune30,
2010 andP392.3million as of December 31, 2008nd investments in bonds and corporate notes
amounting td®305.2million in June 302010 and®3,398.5million in December 312000.

The Group recognized unrealizgdinof 2.8 million andloss of249.0million from fair value
adjustments of investments held for trading forgixemonthsendedJune30, 2010 and 200,
respectively.

Receivables

This account consists of receivable from tenants and real estate buyers (net of noncurrent portion),
due from related parties, management fees, and dividends.

The terms and conditions of the above receivables are as follows:

A Tradereceivables from tenangsd management fee receivalies nointerestbearing and
arenormallycollectbleon a 30 t o. Redeivablesyramirealtestaterbuyers mainly
consist of receivables subject to financing from banks and other financial institutibns
interest at market radeanging from 13% to 18% per annum and normally collectible on a 3
to 5 yearsé6 term.

A The termsand conditions relating to related party receivables are further disdndsete 2L.

A Dividends receivable are nimterestbearing and are normally collectible within the next
financial year.

Allowance for impairment lossmounting td®8.9 million as ofJune30, 2010 andDecember 31,
2009 pertains to receivables from tenamtisich wereidentified through specific assessment
There vasno additional impairment loss identified based on the collective assessments made
2010and 200.

Receivaltes, other than those identified as impai@eg,as e s sed by the G@Gsoupbs
good and collectible.
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10. Other Current Assets
This account consists of;

June 30, December 31,

2010 200

Advances and other receivables (see aje B8,462496427 ©7,469,188,985
Prepaid taxes and other prepayments 3312475231 2,456,832,468
Advances for project development 1,121,521,546 1,294,010,831
Condominiumunits for sale (see Noté)L 972,026,424 1,021,624,285
Input tax 617,783,834 480,111,687
Supplies and uniform inventory 503,467,441 487,715,903

14989770903 13,209,484,15¢
Less allowance for impairment loss 5,705,270 5,705,270

P14984065633 £13,203,778,88¢

A Advances and other receivables include receivables from banks,canettitand others which
arenointerestbo ear i ng and are normally colascecti bl e
includesinterestbearingadvances to third partigghich are normally collectible within the
next financial yegrandaccrued interest whiatelates mostly to sheterm time deposits that
will mature within the next financial year. Interest on time deposits are collected at respective
maturity dates.

A Advances for project development mostly pertains to advanads to related partiésr the
acquisition of land for future developmenh 2008, he BOD ratified the plan to transfer the
ownership of the acquired land to SMD{. 2009, advances amounting2639.8 million
were liquidated through the transfer of the absolute votgigsinSMRC in favor of SMDC.

11. Available-for-Sale Investments

This account consists of investmentsimares of stocks and corporate bonds, net of allowance for
impairment losses amounting®d5.1million as ofJune 302010 anddecember 31, 2009.

The account includes investments of SM Prime in redeemable preferred shares issued by local
entities with annual dividend rates&P5%and which are mandatorily redeemable in 2011 at par.
The preferred shares have preference over the
and in the distribution of assets in case of dissolution and liquidation.

Investments in bonds and corporate naesfJune30, 2010 includepesedenominatedetail
treasury billswith fixed interest rate d.5% and third partyconvertible bondand senior bonds
with fixed interest of 2.5%nd 6.25%respectively, and will mature on February 11, 2013 and
February 9, 2015

Investmensin bonds and corporate notes as of December B iA6luderetail treasury bills

which were purchased with fixed interest rate of 10.6%tlind party zerecoupon bondand
convertible bonds with fixed interest of 205These investmenisill mature on various dates
starting July 12, 2010 until February 11, 20T3e investment in zerooumn bonds wassold in
February 201®efore maturityThe investment in convertible bonds have embedded derivatives
which are further discussed in Note 26.
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Gain on disposal of AFS invest men-fossale ecogni ze
investments anthirv al ue changes on investments held for
consolidated statements of income amounté®B&5.6million for the six monthsendedJune30,

2010 andnonefor thesix months endedune30, 200. The amounts arexclusive of the share of

the minority interest

12. Investments in Shares of Stockf Associates

The detailof and movements ithis account are as follows:

June 30, December 31,

2010 2000
Acquisition cost:
Balance at beginning of year B46,827,925,867 P41,225,306,247
Additions 1,607,917,776  3,242,909,262
Disposal#&eclassifications net 143,385,992  2,359,710,358
Balance at end gderiod 48579229635 46,827,925,867
Accumulated equity in net earnings:
Balance at beginning of year 15,006,502,531 10,130,579,36C
Equity in net earnings 2,338424120 3,908,242,237
Dividends received (79,083,333 (635,505,509
Accumulated equity in net earnings of investm
sold (43,167,405 T
Share in net unrealized gain AFS investments
of associates 243,795,317 1,603,186,443
Balance at end gferiod 17,466,471,23C 15,006,502,531

66,045700865 61,834,428,39¢

Allowance for probable losses/decline in market ve

Balance at beginning of year 3,987,657,942 4,361,026,745
Recovery i (373,368,803
Balance at end gferiod 3,987,657,942 3,987,657,942

P62,058042923 B57,846,770,45¢

The Group recognized its share in thegahon AFS investment®f the associates amounting to
B2438 million and®1,603.2 million, inclusive of the share of the minority interests amounting to
P15.6 million andP64.8 million, respectivelyfor thesix monthsendedlune30, 2010 andfor the

year endedecember 312009, respectively The net unrealized gamasrecognizedn the
consolidated statements of comprehensive income

Themajorassociates of the Group are as follows:
Effective Percentage

of Ownership
June30, December 3:

Company 2010 200 Principal Activities
Banco de Oro Unibank, Inc. (BDO) 41 46 Financial services
Sodexho Pass, Inc. 40 40 Retail

Highlands Prime, Inc. (Highlands Prime) 24 24 Real estate and touris
China Banking Corporation (Chirgank) 20 20 Financial services

In 2009, SMIC and an affiliate entered into a deed of assignment whereby the aféihaters,
conveys and assigns to tfeemer, all commecial rights forcertain marketable securitie3he



-28-

consideration, which is equivalent to the cost of the assigned sh&2438.0 million, was paid
through application of outstanding receivané SMIC from the affiliate.

At various dates in 2009, SMIC acquired a total of 34.9 million additional BDO common shares,
which is equivalent to 1.5% of the total outstanding common stock of BDO, at an average price of
B24.65 a share or for a total costR&608 million.

At various dates in 2008MIC acquired a total of 0.6 million additional China Bank shares,
which is equivalent to 0.65% of the total outstanding common stock of China Bank, at an average
price of£320.89 a share or for a total co§©204.1 million.

On October 18, 2009, SM Land sold 0.5 million China Bank shares witfcéotging value
amounting td®18.9 million for182.5 million. The gain on sale of investments in shares of stock
of associateamounted td@®163.6 million.

As of June30, 2010 and December 31, 2009 the fair values of investments in associates which are
listed in the PSE are as follows:

June 30, December 31,

2010 200
BDO P61,926655584 B51,377,507,44=
China Bank 10,047,787,295 8,170,728,13C

Highlands Prime 2,362,222,192 2,686,448,768
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13. Property and Equipment

Themovements in this accouate adollows:

Buildings, Furniture,
Condominium Store Data Fixtures Machinery
Units and Equipment and Processing and Office and Leasehold Transportation Construction

Land Improvements Improvements Equipment Equipment Equipment Improvements Equipment in Progress Total
Cost
Balance as of December 31, 2008 $2,947,124,341 P4,865,603,077 P5,167,325,642 P2,811,849,679 P1,774,776,256 £1,802,877,579 P1,698,384,239 P564,584,193 $275,611,280 £21,908,136,286
Additions i 10,824,898 750,585,501 308,155,995 558,184,640 383,206,054 564,356,063 219,653,363 73,264,720 2,868,231,234
Acquired business (see Natp i i i 4,870,919 1,616,049 i i i i 6,486,968
Reclassifications i (255,153,188 71,553,969 (97,767,149, 203,079,856 43,606,383 (138,609,794 918,633 (147,080,204 (319,451,494
Disposals/retirements i (63,413) (181,425,904 (61,743,986 (299,389,838 (205,196,127 (163,900,920 (4,851,169) (572,270) (917,143,627
Balance as of December 31, 2009 2,947,124,341 4,621,211,374 5,808,039,208 2,965,365,458 2,238,266,963 2,024,493,889 1,960,229,588 780,305,020 201,223,526  23,546,259,367
Additions i 57,486,421 289,045,867 167,094,279 351,529,805 220,650,308 236,290,098 15,364,421 478,853,149 1,816,314,348
Reclassifications (288,786,690 (978,289,855 276,916,557 (37,117,957, (149,297,734 (119,216,558 (171,958,906 (188,172,360 (6,300,436) (1,662,223,93p
Disposals/retirements i (8,672,551) (254812,153 (25,685,240 (8,001,431) (33,091,240 i (36,934) i (330,299,549
Balance as oJune30, 2010 P2,658,337,651 P3,691,735,389 P6,119,189,479 P3,069,656,540 P2,432,497,603 £2,092,836,399 P2,024,560,780 £607,460,147 P673,776,239 P23,370,050,227
Accumulated Depreciationand Amortization
Balance as of December 31, 2008 P50  P2,134,347,541 £3,598,560,803 £1,960,075,253 P967,572,115 P1,428,414,962 £922,827,526 277,090,631 B P11,288,888,881
Additions i 273,902,940 873,709,599 282,358,675 206,760,659 122,894,214 247,666,500 36,993,277 i 2,044,285,864
Acquired business (see Natp i i i 1,097,965 117,898 T T T T 1,215,863
Reclassifications (50 (179,828,908 (18,139,666, (30,025,798, 138,495,995 20,593,992 (118,758,447 1,274,608 T (186,388,274
Disposals/retirements i (8,455) (139,959,270 (48,122,102 (218,183,950 (127,929,429 (56,675,482 (4,069,918) i (594,948,606
Balance as of December 31, 2009 i 2,228,413,118 4,314,171,466 2,165,383,993 1,094,762,717 1,443,973,739 995,060,097 311,288,598 i 12,553,053,728
Additions i 99,162,391 364,618,865 158,735,525 144,872,039 104,717,747 106,523,097 21,022,552 i 999,652,216
Reclassifications i (307,988,548 65,603,494 (38,314,613, (67,248,721, (138,980,80) (142,066,881 (1,214,899) i (630,211,18)
Disposals/retirements i i (235,500,084 (25,040,378 (5,051,357) (31,021,98) i (616) i (296,614399
Balance as oJune30, 2010 Bi $£2,019,586,961 P4,508,893,741 B2,260,764,527 P1,167,334,678 P1,378,688,562 £959,516,313 £331,095,635 B P12,625,880,417

Net book \alue
As of June 30, 2010
As of December 31, 2009

B2,658,337,651
£2,947,124,341

P1,672,148,428
$2,392,798,256

P1,610,295,738
P1,493,867,742

£808,892,013
£799,981,465

P1,265,162,925
P1,143,504,246

P714,147,837
£580,520,150

P1,065,044,467
£965,169,491

P276,364,512
P469,016,422

P673,776,239
£201,223,526

P10,744,169,810
£10,993,205,639
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14. Investment Properties

The movements in this account follow

Land and

Improvements anc

Land Use Rights

Buildings and
Improvements

Building
Equipment,

Furniture
and Others

Construction in
Progress

Total

Cost
Balance as dbecember 31, 2008
Additions

£19,730,003,571
1,909,872,120

P67,552,250,760
3,277,091,112

P12,782,865,401
1,280,429,266

$9,210,389,120 R109,275,508,852

7,098,890,574

13,566,283,072

Reclassifications 946,745,794 4,277,212,934 656,497,389  (4,074,513,049  1,805,943,068
Disposals (61,045,824 (1,726,275, (18,648) i (62,790,747
Balance as of December 31, 2009 22,525,575,661 75,104,828,531 14,719,773,408 12,234,766,645 124,584,944,24E
Additions 796,024,340 353,946,219 419,062,519 6,760,056,153  8,329,089,231
Reclassifications 2,828,665,596  3,631,312,920 94,600,717  (2,661,357,747  3,893,221,486
Disposals (35,424,952 T T T (35,424,952

Balance as oJune30, 2010

$26,114,840,645

£79,090,087,670

P15,233,436,644

P16,333,465,051 P136,771,830,01C

Accumulated Depreciation, Amortization
and Impairment Loss

Balance as of December 31, 2008 ©821,500,026 P12,503,366,754 P5,860,844,353 B P19,185,711,133
Reversal on impairment loss (351,995,000 T T T (351,995,000
Depreciation an@mortization 113,238,411 2,471,309,572 1,137,842,825 T 3,722,390,808
Reclassifications 144,999,015 204,942,847 (9,219,828, T 340,722,034
Disposals i (1,726,275, (18,648) i (1,744,923
Balance as of December 31, 2009 727,742,452  15,177,892,898  6,989,448,702 i 22,895,084,052
Depreciation and amortization 72,642,941 1,355,784,979 624,518,418 T 2,052,946,338
Reclassifications 96,795,214 327,667,230 21,306,645 i 445,769,089
Disposals i T T T T

Balance as ajune30, 2010 897,180,607 P16,861,345,107 P7,635,273,765 B P25,393,799,479

Net book value
As of June 30, 2010
As of December 31, 2009

P25,217,660,038
P21,797,833,209

P62,228,742,563
P59,926,935,633

P7,598,162,879 P16,333,465,051 P111,378,030,531
P7,730,324,706 PR12,234,766,645 P101,689,860,193

Il ncluded

under

fiLand?o

account

are t

he

carrying value 02491.0million and®487.0million asof June30, 2010 andecember 31, 2®)
respectivelyandafair value off13,5310 million as of August 2007 The land waglanned for

residential development in accordance with the cooperative contracts entered into by Mega Make

and Affluent with Grand China and Oriental Land on March 15, 200 valueof these real
estate propertiesasnot part of the consideration padigt SM Primeof 10,8270 million to

223,474

Grand China and Oriental Land. Accordingly, the assets were recorded at carrying values under
Al nvest menhedp aec @em toitresponding liability equivalent to the same amount
isshownaspaofAi Tenant sd deposi inte cansdaidated bhlancesheetac c oun

A portion of investment properties located in China with a carrying val@é4$.0million and
B647.0million as ofJune 302010 andecember 31, 2@) respectivelyand a fair value of
£16,8790 million as of August 2007, were mortgaged as collaterals to secure the domestic
borrowings in China (sedote 19).

Rent income from investment properties, which is primarily attributable to SM Prime, amounted
to B7,516.2million and®6,733.9million for the six monthsendedJune30, 2010 and 2009,
respectively. Consolidated direct operating expenses from investment properties which generate
income amounted 85,527.1million andB4,439.0million for the six monthsendedlune30,

2010 and 2009, respectively.

Constructionn progress account includes shopping mall compieteuconstruction of

SM Prime. In 2010, shopping mall complex under construction mainly pertains to costs incurred
for the development &M Calamba, SM San Pablo, SM Novaliches, Ilgltinag SM Suzhou

and SM Chongging. 18009, shopping mall complex under construction mainly pertains to costs
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incurred for the development of SM City Tarlac, SM Calamba, SM San Pablo, SM Mesalic
SM Masinag, SM Suzhou and SM Chonggqing.

Shoppingmall complexunder construction includesst oflandamountingo 82,166.2million
andB2,087.7million as ofJune30, 2010 andecember 31, 2009espetively.

Construction contracts with various contractors related to the construction of thenadaiened
projects amounted #16,218.0million and®13,734.0million as ofJune30, 2010 andecember
31, 2009, respectively, inclusive of overhead, cost of labor and materials and all other costs
necessary for the proper execution of the works. The outstanding contracisiae36f 2010
andDecembeB1, 2009 are valueat P3,093.0million and®2,887.0million, respectively.

Interest capitalized to shopping matimplexunder construction amounted®&50.1 million and
B251.2million for thesix monthsendedJune30, 2010 and 2009respectively. Capitalization
rates useavere6.92% and8.75% in 2010 and2009, respectively

. Land and Developmentand Condominium Units for Sale

Land and development, which amounte@1®,0385 million and212,370.4million as ofJune
30, 2010 anddecembeBl, 20®, respectivelyjnclude land and cost of the condominium
projects.

SMDC

In January 2009, SMDC started the construction of Phase One for two new projédts, Fie
Residences and Sea Residendégld Residences is a residential condominium project. Phase
One of Field Residences has a market take U@%fvalued aB1,473.3million and80% valued
atP966.9million as ofJune30, 2010and December 31, 2009, respectivatyl total estimated
cost to complete amounting 82,852.6million andB3,220.0 millionas ofJune30, 2010and
December 31, 200€onstruction of the other Phases of the Field Residdraznrot started as of
June 302010.

Sea Residences is a residential/commercial condominium project composed of six buildings.
Phase Onbas a market take up 88% valued at2,651.0million and79% valued aB2,396.2
million as ofJune30, 2010 and December 31, 2009, respectiaaly estimated cost to complete
amountingio P240.1million andP1,969.0million as ofJune30, 2000 and December 31, 2009
respectively Phase Two started constructionl@ecember 12009 and has a market take up of
8% valued at1,858.0million and57% valued ak1,342.8million as ofJune30, 2010 and
December 31, 21D, respectivelyand estimated cost tmmplete amounting t8434.8million and
£640.0 million as 0fune30, 2010and December 31, 2008espectively PhaseThreestarted
construction odune 201&nd has a market take up3¥Ps valued aB928.0million and

estimated cost to complete amounting402.0 million as ofJune 30, 2010

In March2 0 0 8 , SMDC started the construction of th
residential/commercial condominium project. Aslohe30, 2010 andecember 312009 it has

a market take up &8% and95%and valuedat B2,468.1million andB3,852.6million,

respectively Total estimated cost to complete the Berk@&gyjectamounted t@200.0million as

of June30, 2010 anddecember 312009

Al so, in March 2008, SMDC started the constru
residential/commercial condominium project composed of three towers. Testarted
construction in Marcl2008. TowelOnehas a market take up 81% and92%and valued at
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£3,463.4million and3,464.5million as ofJune30, 2010 andecember 31, 2009, respectively
Tower Three which started construction in May 2010 has a market take up of 92.0% valued at
B3,746.4 million as of June 30, 201fbtal estimated cost to compldtes projecmounted to
B2,133.9 million and®2,335.0million as ofJune30, 2010 andecanber 31, 2009respectively

In October 2006SMDC started the construction of the Mezza Projéa of June30, 2010 and
DecembeBl, 20@®, it has a market take up 98% and94%, valued at4,111.6million and
B3,852.6million, respectivelyConstruction of the Mezza Project has been completed as of
December 31, 2009.

In 2003, SMDC commencetie construction of its condominium project he A Chat eau EI
The AChateau EI ys e e 0-indpieed condévillea Racafiagud €itly icdmposed a n e a
of six clusters. Clusté@dneof the project broke ground on Septemd@y 2003, with market

takeup of96% valuedatP427.6million as ofJune30, 2010. Construction oClusterTwo started

in 2005, with market takap of98% valued a®518.9million as ofJune30, 2010 Construction

of ClusterThreestarted in 2006, with market takg of 100% valued a704.7million as ofJune

30, 2010 Construction of ClusteBix started in 2007, with market take upSdPso valued at

B662.4million as ofJune30, 201Q Construction of Clustdfive started in 2008, with market take

up of 68% valued at?583.3million as ofJune30, 2010. Construction of Clusteé®ne, Two,

Three, FiveandSix werealreadycompleted as of Decemb@t, 2002 Construction of Cluster

Four has starteish April 2010 and it has a market take up of 2% valug@ét5 million as of June

30, 2010.The total estimated cost to complete Cluster Four amoun®2i446.8 as of June 30,

2010.

Four residences were launched during the 4th quarter of 2009 namely Sun Residences, Light
Residences, Jazz Residences and Wind Residences. Construction of the projects will commence
in 2010.

In April 2010, the construction of Light Residences, a residemti@mdominium project in
Mandaluyong City, has commenced. It has a total market take up of 22% valued at
B1,697.2 million as of June 30, 2010. The total estimated cost to complete as of June 30, 2010
amounedto £3,987.6 million.

In May 2010, the construction of Jazz Residences, a residential condominium project in Makati
City, has commenced. It has a total market take up of 71% val@2¢680.7 million as of June

30, 2010. The total estimated cost to complete TowerdATawer B as of June 30, 2010
amounédto 89,657.8 million.

Condominium units for sale amountingR@64.3million and®1,017.2 million as o§une30,

2010 and Decemb@&1, 2009, respectively, pertaim completed clusters of the Chateau Elysee

and Mezza Project. This likewise includes other condominium units for sale amounting to
B207.7million as ofJune30, 2010 and Decemb@i, 2009. The amounts were included under

AOt her current assetsoOo account in the consoli

The condominium units for sale and land and development are stated at caiiree80f 2010
andDecember 31, 2009

Landfactors, a subsidiary of SMD@wns a parcel of land which will be developed into a
commercial/residential condominium project, the Light Residenthe.details of the sharing
method with SMDC for the revenue of the Light Residemze® not beenriialized as odune30,
2010
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SMDC finances itproject development through availments of loa@spitalized borrowing costs
amounted t@93.9million in June30, 2010andB222.0 millionin 2009

Costa del Hamilo Inc. (Costa)sabsidiary of Mt. Bliss
Cost abs c o n ectslocatedtatiHamilo @oasbif Nasugbu, Batargagethe following
developments:

In August 2009, Costa started the construction of the Miranda (Miranda Project) and Carola
(Carola Project), both residential condominiums. Adwfe30, 2010 andecember 31, 2009,

the Miranda Project and Carola Project have market take éf@ftnd26% and46% and 1o,
respectivelyyaluedat B788.9million andB275.6million andB597.0 million and®157.8million,
respectively. Total combined estimated cost to complete the Miranda Project and Carola Project
amounted td@®825.2million andP1,439.1million, respectivelyas ofJune30, 2010 anddecember

31, 20009.

In May 2008, Costa commenced the construction of the Myna Condominium Project
(Myna Project), a residential condominium. AsJahe30, 2010 anddecember 31, 2@) the
Myna Project has a market take updiP6 and 90% valued &976.7million and®957.5 million,
respectively. Total estimated cost to complete the Myna Project amount@2li.6million as of
December 31, 2009Construction of the Myna Project has been completed ase01Q

The Jacana Condominium Project (Jacana Project), a residential condominium adjacent to the
Myna Project is expected to be completed in 2048 ofJune30, 2010 and December 31000,

the Jacana Project has a market take gi%f valued aB943.3 million and®2% valued at
B942.7million, respectively Total estimated cost to complete the Jacana Project amd@iiedi
million as ofDecember 312010 Construction of thdacand@roject has been completed as of
January201Q

In January 2008, Costa began the construction of the Pico d&kaoi and Country ClubAs

of June30, 2010 andecember 31, 200823 sharesand654 sharessalued a379.1million and
B294.7million, respectively, were initially subscribed. Revenue from club sl&resognized

when the significant risks and rewards of ownership of the club shares have passed to the buyer
which is normally upon delivery of suctTotal esmated cost to complete the beach and country
clubamounted t&®75.5million andP159.4million as ofJune30, 2010 andecember 31, 2009
respectively

16.

Intangibles and Other Noncurrent Assets
Intangibles
This account consistof:
June 30, December31,
2010 2009
Trademarks and brand names B6,124,762,000 £6,124,762,000
Goodwill 9,218,768,963 9,218,768,963

P15,343,530,965 £15,343,530,96<
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OtherNoncurrent Assets
This account consisof:

June 30, December 31,

2010 2009

Receivable from a related party and escrow fui

(see Note2l) B7,394,063,285 £6,442,457,568
Depositsand advance rentals 3,641,862,056 2,996,327,94C
Receivables from real estate buyers (see Bpte  2,870,100,530 2,648,249,441
Long-term notes (see Notd R 506,723,958 506,723,958
Treasury bonds 500,000,000 500,000,000
Defined benefit asset 228,785,175 212,773,529
Derivative assets (see Nd6) 59,311,682 356,178,870
Others 585,517,765 387,102,598

P15,786,364,451 P14,049,813,904

The movements in goodwill are as follows:

June 30, December 31,

2010 2000
Balance at beginning of year B9,218768963 B5,946,363,252
Additions T 3,364,025,313
Balance at end of year 9,218768693 9,310,388,565
Less accumulated impairment loss T 91,619,602
Net book value B9,218,768,963 £9,218,768,963

The reoverable amount of goodwitrademarks and brand names hbgen determined using the
cash flow projections based on the financial budgets approved by senior management covering a
5-year period.The calculation of value-use is most sensitive to ptax discount ratesThe

pretax discount rates applied to cdkiw projections ranggfrom 9.89%6 to 14.04% as of

December 31, 2@ Thediscount rates were determinieased on the yield di0-year

government bonds at tieginning of the forecasted yeddiscount rates reflect the current

market assessment of thekdgo each cash generating umidwereestimated based on the

average percentage of weighted average cost of capital for the industrsatdtvas further

adjusted to reflect the market assessment of any risk specific to the cash generating unit for which

future estimates of cash flows have not been adjusk¢ainagemenassessethatno reasonable
possible changm pretax discountatesand future cashflows would cause the carrying value
of goodwill, trademarks and brand name2@@0 to materially exceed its recoverable amount.

In 2009, various cash advanaesreprovidedto a related partyor paynent of interestpurchase
of shares and other operating requiremésttdingto 6,000.0 million, which bears a fixed
interest of 7.0%, payable seamnuallyand will mature in 2011

Escrowfund amounting td®1,394.1million andP442.5million as ofJune30, 2010 andecember
31, 2009, respectivelpertains mainly to the amounts required by the Housing and Land Use
Regul atory Board in connection with SMDC®6s
2010 (see Not&5).

Deposits and advance rentals substantjaligainto the lease agreemsrentered into by SM
Prime for certain parcels of land where some of its malls are constructed. The lease agreements

t

e
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provide that the security deposits will be applied to future rentals. Conseqtlersigid deposits
and advance rentals are not remeadat amortized cost.

Longterm notes pertain to unquoted and unsecured subordinated debt instrwimiehtcarry
fixed interest rateper annunrangingfrom 7.0% to 8.86 as ofJune30, 2010 anddecembeBl,
2009 TheB200.0 million will mature oMNovember21, 2017 B88.6 million will mature on
May 29, 2018andthe remainindg®218.1 million will mature on March 20, 2019.

Treasury bonds pertain taoted Philippine government treasury bonds classified astbeld
maturity investment which bear fixed interestesrangingfrom 8.5% to 9.0%payable quarterly.
TheP300.0 million will mature on July 31, 2011 while the remairf2§0.0million will mature
on July 31, 2013.

fiOther noncurrent assets h e r s 0 mastty pedainto depreciablénput valueadded tax.

17.

Bank Loans

This account consists of:

June 30, December 31,
2010 2000
Parent Company:
U.S.dollardenominated loans =} £1,016,400,00C
Pesedenominated loans ) 500,000,000
Subsidiaries

Pesedenominated loans 2,057,000,00C 3,356,894,412

P2,057,000,000 P4,873,294,412

The pesalenominated loans bear annual interest rates rafrgimg4 50% to 6.25% and 4.80% to
8.00%in 2010 and 2009, respectively. The U.S. dallanominated loans amounting to
US$22.0 million £1,016.4 million) a®f December 31, 2008ear interesat 3-monthLondon
Inter-Bank Offered Rate (LIBOR) plus margiifheloanswere paid in March 2010

18.

Accounts Payable andOther Current Liabilities

This account consists of:

June 30,
2010

December 31,
200

Trade

Payable arising from acquisition of land
Dueto related parties (see Note)21
Nontrade

Accrued interest (see Noté)2

3,307,184,241
2,284415926

1,127,834,285
1,812,118,611

P18112273371 £821,930,907,52¢

2,282,257,827
2,935,524,053
1,297,274,846
1,674,284,248

Gift checks redeemable and others 1,472302383 1,614,071,356
Payable to government agencies 1,290,646,348 955,941,010
Accrued expenses (see Notg 2 588334552 1,212,302,165

P29995109717 £33,902,563,03¢

The £rms and conditions of the above financial liabilif@fow:

A Trade payables primarily consist of liabilities to suppliers and contractors, which are
noninteresbearing and are normally settledo8® t o ®mn. days 6
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A Accrued expenses pertain to accrued and unpaid selling, general and administrative expenses
which are normally settled within the next financial year.
A The terms and conditions relating to related party payables are further discussed it Note 2

A Accrued interest, payable arising from acquisition of land, nontrade payables and others are
expected to bsettledwithin the next financial year

A Payable to government agencies mainly consists of output tax which are normally settled
within the next financial year.

A Gift checks are redeemable at face value.

. Long-term debt

This account consists of:

June 30, 2010 December 312009
GrossAmount  Debt Issue Cost Net Amount GrossAmount Debtlssue Cost Net Amount
Parent Company:
U.S. dollardenominated
Fixed Rate bonds P39,414,500,00C  (P315,389,721 P39,099,110,27¢ £39,270,000,00C  (P351,967,092 £38,918,032,90¢
Convertible bonds 1,462,187,928 (6,073,030 1,456,114,898 13,167,250,881 (70,007,511  13,097,243,37C
Pesedenominated:
Five-year and sevepear retail
bonds 9,400,000,000 (77,761,26D 9,322,238,740 9,400,000,000 (85,465,637 9,314,534,363
Bank loans collateralized
with time deposits 9,000,000,000 (28,758,13y 8,971,241,863 6,000,000,000 (17,963,856 5,982,036,144
Preferred shares 3,500,000,000 (16,562,50% 3,483,437,495 3,500,000,000 (11,870,399 3,488,129,601
Other bank loans 13,049000,000 (31,076,458  13,017,923,54z  13,049,500,00C (34,160,325  13,015,339,67&
Subsidiaries:
U.S. dollardenominated:
Threeyear term loans 4,173,300,000 (68,858,649 4,104,441,351 4,158,000,000 (85,442,507 4,072,557,493
Threeyear Club loan 927,400,000 (49,281,658 878,118,342 1 1 i
Threeyear bilateral loan 927,400,000 (3,715,896 923,684,104 924,000,000 (4,437,535 919,562,465
Two-year, threeyear and
five-year bilateral loans 2,550,350,000 (28,441,52% 2,521,908,475 2,541,000,000 (33,704,977 2,507,295,023
China yuan renminkidlenominated:
Five-year syndicated loan 2,338,390,800 T 2,338,390,800 2,368,520,000 i 2,368,520,000
Eightyear loan 786,301,000 T 786,301,000 778,228,000 i 778,228,000
Pesedenominated:
Five-year and tetyear notes 4,294,150,000 (46,629,92) 4,247,520,080 4,300,000,000 (43,394,711 4,256,605,289
Five-year floating rate notes 3,994,000,000 (14,863,183 3,979,136,816 3,996,000,000 (18,239,574 3,977,760,426
Five-year bilateral loans 3,140,625,000 (7,532,826 3,133,092,174 3,171,875,000 (10,952,399 3,160,922,601
Five-year, seveityear and ten
year fixed rate notes 2,988,020,000 (19,916,22) 2,968,103,780 2,994,010,000 (21,598,103 2,972,411,897
Threeyear andive-year fixed
rate notes 10,000,000,00C i 10,000,000,00C T i i
Other bank loans 13,800,000,000 (51,338,678  13,748,661,322 10,380,000,00C (37,795,525  10,342,204,47¢%
125,745,624,72¢ (766,199,66y 124,979,425,061 119,998,383,881 (827,000,151 119,171,383,73(C
Less current portion 3,948,722,200 (7,746,637 3,940975564 921,467,200 (1,351,252, 920,115,948
Noncurrent portion B121,796,902,52¢  (B758,453,03p P121,(88449497, P£119,076,916,681  (P825,648,899 P118,251,267,782
ParentCompany

Fixed RateBonds

On September 22, 2009, SMIC issued US$56a0llon (B23,1850 million) bonds which bear a
fixed interest rate of.6% per annumpayable serannually in arrears. The bonds will mature on
September 22, 2014.

On July 17, 2008, SMIC issued US$3BMmillion bonds, with peso equivalents of
B16,2295 million andB16,170.0million as ofJune30, 2010 andecembe31, 2009,
respectivelywhich bear a fixed interest rate of 6.75% per annum, payableagsamaally in
arrears.The bonds will mature on July8, 2013 and may be redeemed at the option of the
relevant holdebeginningJulyl8, 2011 attie principal amount.



-37-

Convertible Bonds

The US$300.0 millionf{nancial liability component amounted B1,4622 million) Convertible
Bonds(the Bondswere issued on March9, 2007 and will mature on March 20, 2012. The
Bonds carry a zero coupon with a yield to maturity of(B&

The Bonds are convertihlat the option of the holderis,nt o SMI C6s conmgn shar
on or after June 30, 20@intil the close of business on March 13, 2012, unless previously

redeemed, corerted, or purchased and cancelled. Conversion price is the equiva@dbi3ad9 a

share, after giving effect to the 4.27% stock dividend declared on April 25, 2007.

On March 19, 2010, the bondholdefdJS$246.3 millioravailed of the early redemption option

at the fixed price of 110.97%l he redemption resulted in a gainR#44.6 million, which is
reflected under AGain on sale of available fo
investments held of tradinglad der i vati veso in the consolidat

Anytime after March 19, 2010 up to March 13, 203®|IC may redeem theemainingBonds in

whole but notin part at their early redemption amowmt the date fixed for redemptioprovided,
however, that no such redemption may be made unless the closing price of the sBist€s of
(translated to US dollars at the prevailing rate) for each of the 30 consecutive trading days, the last
of which occurs no more than five days prioredemption noticewvas at least 130% of the

applicable early redemption amount divided by the conversion ratioreftaningBonds will be
redeemed upon maturity at 118.96% of the principal amount.

Five-year and Sevepear Retail Bonds

On June 25, 2009, SMIC issued fixed rate bonds comprisegedrsor Series A Bonds and
7-year or Series B Bonds due on June 26, 2014 and June 25, 2016, respethigdbtal
issuancemountedo B8,400.0 millionand®1,000.0 million for the Series A and Series B Bonds,
respectively.

The Series A Bonds kiea term of five years and one day from the issue date, with a fixed interest
rate equivalent to 8.25% per annum payable samually in arrears starting December 26, 2009.
The Series B Bonds tiaa term of seven years from the issue date, with a fixedest rate

equivalent to 9.10% per annum payable sanmmiually in arrears starting December 25, 2009.

Bank Loan<Collateralizedwvith Time Deposits

OnJanuary 8, 201,MIC obtainedwo five-year term loamamounting td®1,500.0 millioneach
which bear interediased orthethreemonth PDSTF rate plus a margin of 0.3758adfixed rate
of 7.3404% per annum, payable quarterly in arrears.

On October 16, 2007, SMIC obtained fiyear term loan amounting 86,000.0 millionwhich
beasinterestbased orthe threemonth PDSTF rate plus a margin of 0.3758€r annum, payable
quarterly in arrears.

Theseloars arecollateralized bysSMIC6 8me deposits amounting tdS$L70.0 (87,8829 million)
and US$139.mnillion (B6,423.0 millior) as 0fJune30, 2010 andecembeBl, 200,
respectively(see Not€).

Preferred Shares

On August 6, 2007, SMIC issued Series 1 and Series 2 of nonconvertibjgamicipating, non
voting preferred shares amounting@®300.0 million and®200.0 million, respectively. Each
share has a par valueRf0 a shee and an offer price &10,000 a share.
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The Series 1 preferred shares carry a fixed dividend rate of 7.5% per annum, payable

semi annually in arrears, while the Series 2 preferred shares carry a dividend rate based on
3-month PDSTF rate plus a margin of 75 basis points. The dividend rights are cumulative. The
preferred shares rank ahead of the common shares in the event of liquidation.

The preferred shares arendatorilyredeemable on August 6, 2012 at redemption price, which
corsists of (1) 100% of the offer price; (2) all unpaid cash dividends accruing thereon, if any,
and/or in the event no cash dividends are declared for the relevant period, an amount equivalent to
the sum of the cash dividends on the preferred shares hddrdigi been declared and paid for the
relevant period; and (3) any charges on unpaid amounts due then outstanding. SMIC has an
option to early redeem the preferred shares subject to certain conditions.

Other Peso Bank Loans
This accounincludesthe following:

June 30, December 31,

2010 2000
Tenryear term loans B2,050,000,000 £2,050,000,000
Sevenyear term loans 6,499000,000 6,499,500,000
Five-year term loans 4,000,000,00C 4,000,000,00C
Series nArmténofes oating 500,000,000 500,000,000

P13,049000000 £13,049,500,00C

A In February 2009, SMIC obtained a fiyear term loan amounting &8,000.0 million which
beas a floating interest rate of 6 months PDEplusmargin

A In April 2008, SMIC obtained severear and tetyear term loasamounting to
B500.0 million each, which bear fixed interest rates of 8.56% and 8.79% per annum,
respectively. The sevenyear termoan is subject t&0.5 million amortization which is due
annually after issue date up to the 6th year. The remaining balance is due on maturity.

A In March 2008, SMIC obtained a sevgear term loan amounting &1,000.0 million, which
bears a fixed interest rapé 7.28% per annum.

A In January 2008, SMIC obtained two 4gear term loans amounting &1,050.0 million and
B500.0 million, which bear fixed interest ratef 6.85% and 6.71% per annum, respectively.

A The severyear term loans alsaclude®2,000.0 million and®1,000.0 million fixed rate loans
with interest rates of 6.90% and 6.91%, respectively. It likewise incR2/800.0 million
floating rate loan with interest based on 3 months RB$Ius a margin of 0.125% per
annum. The loans will mature in October and November 2014.

A Thefive-year term loansbtained in 200@mounting td600.0 million and®400.0 million
bear fixed interest rates of 7.58% and 6.65% per arangwill mature in October and
November 201 1respectively.

A The fiveyear Series A notes bear interest at the thmesthPDST-F rate plus a spread of
1.00% per annum, payable quarterly in arreamglwill matureon October 28, 2010.
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Subsidiaries

US dollardenominated Thre¥earTermLoars

The US$90.0nillion (B4,1733 million) unsecured loans were obtained by SM Prime in April and
May 2009. The loans bear interest rates based on LIBOR plus spread, with bullet maturity on
March 23,2012.

US dollardenominated Thre¥ear Bilateral Loan

The US$20.0 million®927.4 million) unsecured loan was obtained by SM Prime on October 15,
2009. The loan bears interest ratedzhon LIBOR plus spread, with bullet maturity on

October 15, 2012.

US dollardenominated Tw«Year, ThreeYear and FiveYear Bilateral Loans

The US$75.0 million®3,477.8million) unsecured loans were obtained in November 2008. The
loans bear interest rates basedLIBOR plus spread with bullet maturities ranging from two to
five years. SM Primeprepaid the US$20.0 milliofP924.0 million)unsecured loan on June 1,
2009 with an original maturity date of November 19, 2010. The related unamortizedebala
debt issue costs charged to expense amoun&dQanillion.

US dollardenominated Thre¥earClub Loan
The USR0.0 million (B927.4million) unsecured loans were obtainedMay 2010 The loan
beasinterest rates basesh LIBOR plus spreadnd will mature on October 28, 2012.

China yuan renminkilenominated Fiv&'ear Syndicated_oan

This represents a fivgear loan obtained on August 26, 2009 amounting360.0 million
(B2,3384 million) to finance the construction of shopping malls. The loan is payab&nin
annual installments until 2014. The loan carries an interesbfrat@84% in2010 and2009

China yuan renminbidlenominated EighYear Loan

This represents an eigi¢ar loan obtained on December 28, 2005 amounti®¥j.5%.0 million

with pesoequivalens of B786.3 million andB778.2million as ofJune30, 2010 andecember 31,
2009, respectively, to finance the construction of shopping malls. The loan is payable in annual
installments with two years grace period until December 2012. The loan has a floating rate with
an annual repricing at prevailing rate dictabgdCentral Bank of China less 10%. The loan bears
interest rate 05.3%% in 2010 an®009.

Philippine Pesalenominated Fiv&ear and Ten Year Corporate Notes

This represents a fivgear floating and fixed rateotesand teryear fixedrate noteobtained by
SM Prime on April 14, 2009 amounting®200.0 million, £3,000.0 million and&1,100.0 million,
respectively. The loans bear an interest rate based on-PIp&iE margin for the fivgear
floating and 8.4% and 10.1% for the fiyear and tetyear fixed, respectively. The loans have
bullet maturities in 2014 and 2019, respectively.
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Philippine Pesedenominated Fiv& ear Floating Rate Notes

This represents a fivgear bullet term loan obtained by SM Prime on June 18, 2007 anf, July
2007totalingP4,000.0 million and will mature on June 19, 2012. The loan carriggeaest rate
based on PDSF plus an agreed margin.

Philippine Pesalenominated Fiv&'ear Bilateral Loans

This consists of 83,000.0million five-year bullet term loan obtained by SM Prime on Jhe
2006 that will mature on June 21, 2011d @a#®250.0 million fiveyear term loan obtained by two
subsidiaries of SM Prime on September 28, 2007 and November 6, 2007 to finance the
construction of a project calléban Miguel by the Bag. The250.0 million fiveyear term loa
is payable in quarterly installmentsRE5.6 million starting Decemb@008 up to
SeptembeR012. Both loans carry interest mbmsed on PDSF plus an agreed margin.

Philippine Pesa@lenominated Fiv&'ear, Sevef¥ear and Tet¥earFixed Ra¢ Notes

This represents a fivgear, sevetyear and tetyear fixed rate notes obtainegl SM Primeon
June 17, 2008 amounting &41,000.0 million,21,200.0 million and®800.0 million, respectively.
Thefive-year,sevenyear and tetyear fixed rate notdsear fixed interest rates of 9.31%, 9.60%
and 9.85%respectively,and will mature on June 17, 2013, 2015 and 2018, respectively

Philippine Pesalenominated hreeYear andrive-Year Fixed Rate Notes

This represents threeyear andive-year fixed rate notes obtainbg SMDCon June 1, 200
amounting td2,000.0 millionand®8,000.0 million, respectively. Thiéhreeyear andive-year
fixed rate notedear fixed interest rates 6780 and7.73%, respectively,and will mature on
June 1, 2013 and 2B]lrespectively.

Other Bank Loans
This accounincludesthe following:

June 30, December 31,

2010 2009
Tenyear term loan P1,200,000,00C P1,200,000,00C
Five-year term loans 11.850,000,000  8,430,000,00C
Fouryear term loan 750,000,000 750,000,000

£13,800000,000 P10,380,000,00C

Tenyear term loan:

A On August 16, 2006, SM Prime obtained ayear bullet fixed rate loan amounting to
£1,200.0million. The loancarries a fixed interest rate of 9.75% and will mature on August
16, 2016.

Five-year term loas

A OnJune 29, 2010, SM Prime obtained a fjiar loan amounting 1,000 million and will
mature on June 29, 2015. The loan carries an intertesbased on PDSH plus an agreed
margin.

A On June 23, 2010, SM Prime obtained a-frearinverse floating rate notes amounting to
B1,000million. The loanbear an interest rate based on agreed fixed rate less-PRBI will
mature onudne 23, 2015.

A On April 13, 2010, SM Land, Inc. obtained a fiyear term loan amounting 8125 million,
which bear fixed interest rate of 8.15% and will mature on April 13, 2015.
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A In January 2010 and March 2010, SM Land obtainedyfaas term loans amounting to
2100 million and®75 million, which bear fixed interest rates of 8.0% &ril%, respectively.

A On April 5, 2010, Costa del Hamilo, Inc. obtained apear term loan amounting 880
million. The loan carries a fixed interest rate of 8.00% and will mature on April 6, 2015.

A On February 2, 2010, Costa del Hamilo, Inc. obtained ayfaae term loan amounting &40
million. The loan carries a fixed interest rate of 8.27% andmaliure on February 2, 2015.

A OnJanuary 13, 2010, SM Prime obtained a-figar bullet loan amounting &1,000.0
million which bear interest rate based on PEFSplus agreed margisnd will mature on
January 13, 2015

A In November and December 2009, SM Land obtainedyfag term loans totaling
£850.0 million which bear fixed interest rates ranging from 7.87% to 8.0%.

A On November 3, 2009 and October 16, 2009, SM Prime obtainegdarebullet loans
amounting td1,000.0 million and®2,830.0 million, respectively, whidbear interest rates
based on PDSF plus an agreed margin.

A In 2009,SMDC obtained fiveyeartermloanstotaling®1,250.0 millionwhich beaiinterest
ratesranging fromb.61%to 5.75%.

A In October 2009, SM Land obtained fiyear long term loans totalir@350.0 millionwhich
bear fixed interest raseanging from 548% to 8.25%.

A In September 2009, SM Land obtained fixgar long term loans totalir@t00.0 million
which bear fixed interest rates ranging from 810°8.20%

A In October 2008, SMDC obtaindige-year long term loans totalir@y’50.0 million which
bear fixed interest rates ranging from 8.59% to 8.67%.

A On March 3, 2008, SM Prime obtained afixear bullet loan amounting ®1,000.0 million
The loancarriesa fixed interest rate of.18% and will mature on March 3, 2013

Fouryear term loan:

A On April 15, 2009, SM Prime obtained a feygar bullet loan amounting 7/50.0 million
which bears an interest rate basedPbilippine Interbank Reference (PHIREF) rate plus
margin.

The repricingrequencies of floating rate loans range from three to six months.
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Repayment Schedule

The epayments of longerm debt are scheduled as follows:

Gross Loan  Debt Issue Cos Net
2010 £3,948,722,200 (P7,746,637 B3,940975,563
2011 2,795,470,000 (8,821,740 2,786,648,260
2012 21,498,370,928 (174,595,604 21,323,775,324
2013 22,409,086,000 (138,197,784 22,270,888,216
2014 54,870,915,600 (367,567,264 54,503,348,336
2015 14,073,060,000 (30,686,083  14,042,373,917
2016 2,200,000,000 (16,138,539 2,183,861,461
2018 2,850,000,000 (13,697,936 2,836,302,064
2019 1,100,000,000 (8,748,08) 1,091,251,29
Total B125,745,624,72¢ (B766,199,68) B£124,979,425,06

The loan agreements provide certain restrictions and requirements principally with respect to
maintenance of required financial ratios and material change in ownership or controlJufie of

30, 2010 anddecembe31, 2009, theGroup is in compliance with the terms of its loan covenants.

20.

Stockhol dersd Equity

Capital Stock

As of June30, 2010 andec e mber 31, 20009, SMI C6s number of
subscribed shares are 690,000,000 and 611,023,038, respeutittely par value oP10.0 a

share.

Cost of Canmon Shares Held by Subsidiaries

Certain subsidiarielsold common shares of tiarentCompany Thi s i s presented
common shares held by subsitkad and i s treat edasshewnamtheeduct i or

consolidatedalance sheets awmdnsolidategtatemergof changes in stockholdérsquity.

The novements are as follows:

No. of Shares Cost a Share Total Cost
Balance as of December 31, 200 90,506 B266 £24,077,988
Acquisitiors 774,612 323 249,812,370
Disposal (44,627 240 (10,695,000
Balance as alune30, 2010 820491 B321 £263195358

Retained Earnings

On April 28, 2010the BOD approved the declaration of cash dividend8d@% of the par value
or B7.88per share for a total amount®4,814.9 million in favor of stockholders on record as of
May 27, 2010. This wagpaidonJune 4, 2010.

On April 29, 2009, the BOD approved the declaration of cash dividends of 68.8% of the par value

or B6.88 per share for a total amountB4f,203.8 million in favor of stockholders on record as of
May 29, 2009. This was paid on June 25, 2009.

The balance of retained earnings incluthesaccumulated equity in net earnings of subsidiaries
and associates amountitgP56,972.8million andB54,040.4million as ofJune30, 2010 and
Decembefl, 200, respectively The amounis not available for dividends distribution until
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such time that the Parent Company receives the dividends from the respelosiviaries and
associates.

21.

Related Party Transactions

Terms and Conditions of Transactions with Related Parties

Transactions with related parties are made at normal market prices. BorrienthsendedJune
30, 2010, the Grougid not m&e any provision for doubtfidccountselating to amounts owed
by related partiesAn assessment is undertakagreach financial yednry examining the financial
position of the related party and timarket in which the related party operat@éfiliate refersto
an entity, that isieithera parent, subsidiary, nor an associafigh ssockholders common to the
SM Group or under common control

Rent

The Parent Company asdbsidiariehaveexistinglease agreements for office atmmmercial
space with relatedcompaniegretail affiliates banking grouand other affiliates Total rent
incomeamountedd 1,459.1million andB1,491.5million for thesix monthsendedIune30,
2010 and2009, respectively

Management Fees

The Group pays management fees to Shopping Center Management Corporation, Leisure Center,
Inc., West Avenue Theaters Corporation and Family Entertainment Centdaffitiates)for the
management of the office and mall premises. Total management fees anto@3&d 2million
and®309.1million for the six monthsendedlune30, 2010 and 2009, respectively.

SMIC andSM Retailalsoreceive management fees froatail affiliatesfor management and
consultancy servicesTheannual management feaebased on a certain percentage of the

related companiémnet income as defined in the management contracts. Total management fees
earned amountei 406.9million and®227.6million for thesix monthsendedJune30, 2010
and2009, respectively

Service Income
The Groupprovides manpower and other services to affiliates. Service income earned amounted
to B5.1 million andB47.0million for thesix monthsendedlune30, 2010 and20(, respectively.

Dividend Income

TheGroups i nvest ment i n ofcérdin afiatesgedrnyincame gppnrtheme nt s
declaration of dividends by the investees. Total dividend income amdor@288.5million and

£139.7 million for the six month&ndedJune30, 2010 and2009 respectively

Cash Placements and Loans

The Group has certain bank accounts and cash placements that are maintained with BDO and
China Bank. Such accounts earn interest based on prevailing market interest rates (€& Notes
8, 11 and B).

The Group also availed of bank loans and ergndebt from BDO and China Bank and pays
interest based on prevailing market interest rates (see Nosa®i19).

Others
The Group, in the normal course of business, has outstanding receivables from and payables to
related companies as of balance sheetwhieh are unsecured and normally settled in cash.
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22. Cost of Sales
This account consists of;

June 30, 2010 June 30, 200¢

Merchandise inventories at beginnioigperiod B7,760,761,83¢ £7,211,202,80!
Add purchases 50,889,402,09: 44,733,334,10¢
Total goods available for sale 58,650,163,93( 51,944,536,90¢
Less merchandise inventoriasend ofperiod 9,036,428,25¢  7,489,666566

P49,613,735,67¢ P44,454870343

23. Income tax

The deferred tax assetff,018.8million as ofJune30, 2010 and®954.0million as of December

31, 2009 represents the tax effects of defined benefit liability,-toariarket loss on

investments, unrealized foreign exchange losses, unamortized past service cost, NOLCO, accrued
retirement benefits, deferred income on saleaf estate and MCIT.

The deferred tax liabilities &4,039.9 million as ofJune30, 2010 and®4,346.9million as of

December 31, 2009 consist of the tax effects of trademarks and brand names, capitalized interest,
unamortized past service cost and defined benefit asset, unrealized gross profit on sale of real
estate, unrealized mati&-market gain on ilnv&@ments and unrealized foreign exchange gain.

The disproportionate relationship between income before income tax and the provision for income
tax is due to various factors such as interest income already subjected to final @eductible
interest expese, equity in net earnings of associates, and dividend income exempt from tax.

24. L ease Agreements

The lease agreements of SM Prime and its subsidiaries with their tenants are generally granted for
a term of one year, with thexception of some of the larger tenants operating nationally, which are
granted initial lease terms of five years, renewats an annual basis thereaft&€enants likewise

pay either a fixed monthly rent, which is calculated by reference to a fixed sum per square meter
of area leased, or pay rent on a percentage rental basis, which comprises of a basic monthly
amount and a percentage of gross sales or ianmnin set amount, whichever is higher.

The Parent Companyds | ease agreements with it
twenty-five years. Tenants likewise pay a fixed monthly rent which is calculated by reference to a
fixed sum per squarmeter of area leased except for few tenants, which pay either a fixed monthly
rent or a percentage of gross sales, whichever is higher.

Upon inception of the lease agreement, tenants are required to pay certain amounts of deposits.
Tenant§deposits amanted toP9,083.4million and 8,594.6million as ofJune30, 2010 and
DecembefB1, 2009, respectively.
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The minimum lease receivables under the noncancellable operatingdetse2arentCompany
as ofJune30, 2010 andecember 312009are as follows:

June 3Q December 31.

2010 2009
Within one year B336,676,374 £569,299,431
After one year but not more than five years 3,441,710,031 2,265,627,22%
After five years 394,236,142 781,247,001
Balance at end of year B4,172,622,547 £3,616,173,657

SM Prime and its subsidiaries also lease certain parcels of land where some of their malls are
constructed. The terms of the lease are for periods ranging from 15 to 50 years, renewable for the
same period undéhe same terms and conditions. Rental payments are generally computed based
on a certain percentage of the gross rental income or a certain fixed amount, whichever.is higher

The minimum lease payables under the noncancellable operatingdeé&sa$rimeas ofJune
30, 2010 and Decembef 32009are as follows:

June 30, December 31.

2010 2009
Within one year B168,647,790 £167,791,793
After one year but not more than five years 827,181,299 816,030,077
After five years 5,141,304,67C 5,236,372,66¢
Balance at end of year B6,137,133,75¢ £6,220,194,53¢8
25. Financial Risk Management Objectives and Policies
The Groupbs principal financi al ofbanksldansulong nt s,

term debt, AFS investmegntinvestments held for trading, time deposits and <bort

investment@and cash and cash equivalents. The main purpose of these financial instruments is to
raise financing for the Groupds operatsi ons.
such as receivables and accounts payable and other current liabilities, which arise directly from its
operations.

The Group also enters into derivative transactions, principally cross currency swaps, interest rate
swapsforeign currencycall options non-deliverable forwardand foreign currency range options

The purpose is to manage the interest rate an
and its sources of finance.

The main risks arising fr om etebtete Bk oreignds f i nan
currency risk, liquidity risk, credit risk and equity price risk. The BOD reviews and agrees
policies for managing each of these risks.
derivatives are set out in No3e
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The following table sets out he carrying amount , e$satenskitluned0, 20¥0and@etemiben3d200%r oup d6s f i nanci
June 30, 2010
Below 1 Yeal 1-2 Years 2-3 Years 3-5 Years Over 5 Years Total Debt Issue Cost Carrying Amount

Fixed Rate

Foreign Currency Loans:
US$500 million fixed rate bonds $i $i $i $500,000,00C $i P23,185,000,00C (P213,217,52) P22,971,782,48
Interest rate T ] ] 6.00%
US$350 million fixed rate bonds ] ] i 350,000,00C i 16,229,500,00( (102,172,17% 16,127,327,821
Interest rate T T T 6.75% i

Peso Loans:
Five-year and sevepear retail bonds Bi Bi Bi P8,400,000,00C P1,000,000,00(C 9,400,000,00( (77,761,260 9,322,238, 74(
Interest rate T T T 8.25% 9.10%
Corporate Notes 5,550,000 5,550,000 2,983,350,00C 1,100,000,00C 4,094150,000 (45,039,360 4,049,110,640
Interest rate 8.40% 8.40% 8.40% 10.11%
Redeemable preferred shareSeries 1 ] ] 3,300,000,00( i i 3,300,000,00( (16,129,391 3,283,870,60¢
Interest rate T T 7.51% T T
Five-year, seveiyear,tenyear fixed rate notes ) 5,990,000 5,990,000 981,980,00C 1,994,060,00C 2,988,020,00( (19,916,220 2,968,103,78(
Interest rate ] 9.31% - 9.60% 9.31% - 9.60% 9.31% - 9.60% 9.60% - 9.85%
Threeyea andfive-year fixed rate notes T 2,000,000,00( 8,000,000,00( T 10,000,000,00( T 10,000,000,00(
Interest rate 6.76% 7.73% T
Other bank loans 1,000,000,00C 1,200,000,00C 2,200,000,00¢ (12,620,366 2,187,379,63¢
Interest 7.18% 9.7%%
Other bank loans ] 1,000,000,00C 8,769,000,00C 2,050,000,00C 11,819,000,00¢ (30,899,805 11,788,100,19¢
Interest rate T 6.65% - 7.58% 5.11%-8.66% 6,71%-8.79%

Variable Rate

Foreign Currency Loans:
US$300 million convertible bonds $i $31533,059 $ $i $i 1,462,187,92¢ (6,073,030 1,456,114,89¢
Interest rate T 3.50% T T T
USS$ threeyear term loans ] ] 90,000,000 i 4,173,300,00( (68,858,648 4,104,441,352
Interest rate T T LIBOR+spread T
USS$ bilateral loans ] 50,000,000 25,000,000 i 3,477,750,00C (32,157,421 3,445,592,57¢
Interest rate T LIBOR+spread LIBOR+spread T
USS$ club loans $20,000,00C 927,400,00C (49,281,68) 878,118,32
Interest rate LIBOR+spread
China Yuan renminbi fivgrear loans ¥18,000,000 ¥40,000,000 ¥284,000,00C i 2,338,390,80( T 2,338,390,80(
Interest rate 5.18% 5.18% 5.18% T
China Yuan renminbi eightear bilateral loans ¥35,000,000 ¥80,000,000 T T 786,301,00C T 786,301,00C
Interest rate 5.3%% 5.3%% ] T

Peso Loans:
Peso loans collateralized with time deposits Bi Bi P6,000,000,00C Bi Bi 6,000,000,00( (14,985,661 5,985,014,33¢
Interest rate T i PDST-F+margin% T T
Five-year floating rate loan 2,000,000 3,992,000,00( ] i 3,994,000,00¢ (14,863,184 3,979,136,81¢
Interest rate PDST-F+margin% PDST-F+margin% T T
Five-year bilateral loans 3,062,500,00( 78,125,000 ] T 3,140,625,00( (7,532,826 3,133,092,17¢
Interest rate PDST-F+margin% PDST-F+margin% T T
Series AA0 floating r 500,000,00C ] T T T 500,000,00C (375,38) 499,624,683
Interestrate PDST-F+margin% T T T T
Five-year term loan 1,500,000,00( 1,500,000,00(C (6,870,430 1,493,129,57(

(Forward)

al

nstru
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June 30, 2010

1-2 Years 2-3 Years 3-5 Years Over 5 Years Total Debt Issue Cost Carrying Amount
Interest rate PDST-F+margin%
Five-year and tetyear syndicated loans 300,000 300,000 199,400,00C 200,000,00C (1,590,560 198,409,44C
Interest rate PDST-F+margin% PDST-F+margin% PDST-F+margin%
Redeemable preferred share3eries 2 T 200,000,00C T T 200,000,00C (433,114 199,566,88¢€
Interest rate T PDST-F+margin% T T
Five-year inverse loan 10,000,000 10,000,000 20,000,000 960,000,00C 1,000,000,00(C (7,972,622 992,027,37¢
Interest rate 12.8%-PDST-F 12.8%-PDST-F 12.8% -PDST-F 12.8% -PDST-F
Other loans 1,250,000,00( 1,250,000,00C 1,250,000,00C
Interest rate 5.61%5.75%
Other loans ] 830,000,00C 750,000,00C 2,000,000,00¢ 3,580,000,00( (16,699,084 3,563,300,91¢
Interest rate i PDST-F+margin% PHIREF+margin% PDST-F+margin%
Other loans 8,000,000,00C 8,000,000,00C (20,749,96) 7,979,250,03

Interest rate

PDST-F+margin%

B£125,745,624,72¢

(P766,19967)

B£124,979,425,06:
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December 31, 2009

Interest rate

PDST-F+margin

Below 1 Yea 1-2 Year: 2-3 Year: 3-5 Year: Over 5 Year Total Debt Issue Cos  Carrying Amount
Fixed Rate
Foreign Currency Loans:
US$500 million fixed rate bonds $i $i $i $500,000,00C $i £23,100,000,00( (P234,972,581 £22,865,027,41¢
Interest rate ] ] T 6.00%
US$350 million fixed rate bonds ] ] ] 350,000,00C i 16,170,000,00( (116,994,511 16,053,005,48¢
Interest rate ] ] ] 6.75% T
Peso Loans:
Five-year and seveyear retail bonds B B =) £8,400,000,00( £1,000,000,00(C 9,400,000,00( (85,465,637 9,314,534,36:
Interest rate ] ] T 8.25% 9.10%
Corporate Notes 5,850,000 5,850,000 5,850,000 2,982,450,00¢ 1,100,000,00C 4,100,000,00¢ (41,658,923 4,058,341,077
Interest rate 8.40% 8.40% 8.40% 8.40% 10.11%
Redeemable preferred share3eries 1 T T 3,300,000,00c T T 3,300,000,00( (11,343,581 3,288,656,41¢
Interest rate T T 7.51% T T
Five-year, seveiyear, teryear fixed rate notes 5,990,000 5,990,000 5,990,000 981,980,00C 1,994,060,00( 2,994,010,00( (21,598,103 2,972,411,897
Interest rate 9.31%- 9.60% 9.31%- 9.60% 9.31%- 9.60% 9.31%- 9.60% 9.60%- 9.85%
Other bank loans ] 1,004,000,00C 4,000,000 7,592,000,00( 4,749,500,00( 13,349,500,00( (39,748,524 13,309,751,47¢
Interest rate ] 6.65%- 8.25% 8.20%- 8.25% 5.55%- 8.67% 6.71%- 9.75%
Variable Rate
Foreign Currency Loans:
US$300 million convertible bonds $i $i $285,005,43(C $i $i 13,167,250,881 (70,007,511 13,097,243,37(
Interest rate ] ] 3.50% ] T
US$ threeyear term loans ] ] 110,000,00C ] i 5,082,000,00( (89,880,041 4,992,119,95¢
Interest rate T T LIBOR+spread T T
USS$ bilateral loans ] 30,000,000 ] 25,000,000 i 2,541,000,00( (33,704,978 2,507,295,02z
Interest rate T LIBOR+spread T LIBOR+spread T
China Yuan renminbi fivgrear loans ¥16,000,00C ¥20,000,00C ¥30,000,00C ¥284,000,00C ¥ 2,368,520,00( i 2,368,520,00(
Interest rate 5.18% 5.18% 5.18% 5.18% T
China Yuan renminbéightyear bilateral loans 35,000,000 40,000,000 40,000,000 T T 778,228,00C 778,228,00C
Interest rate 5.35% 5.35% 5.35% T T
Peso Loans:
Peso loans collateralized with time deposits B B £6,000,000,00¢ B B 6,000,000,00( (17,963,856 5,982,036,14<
Interest rate ] ] PDST-F+margin% ] 7
Five-year floating rate loan 2,000,000 2,000,000 3,992,000,00( ] i 3,996,000,00( (18,239,574 3,977,760,42¢
Interest rate PDST-F+margin% PDSTF+margin% PDSTF+margin% 7 i
Five-year bilateral loans 62,500,000 3,062,500,00( 46,875,000 ] i 3,171,875,00C (10,952,399 3,160,922,601
Interest rate PDSTF+margin% PDSTF+margin% PDSTF+margin% 7 T
Series AAo0 floating r 500,000,00C ] ] ] i 500,000,00C (924,574 499,075,42€
Interest rate PDST-F+margin% ] ] ] i
Redeemable preferred shareSeries 2 ] ] 200,000,00C ] i 200,000,00C (526,818 199,473,182
Interest rate ] ] PDST-F+margin% ] i
Five-year andenyear syndicated loans T T T T 200,000,00C 200,000,00C (1,735,789 198,264,211
Interest rate ] ] ] ] PDST-F+margin%
Other loans ] ] ] 9,580,000,00¢ 7 9,580,000,00¢ (31,282,751 9,548,717,24¢
| | |

P119,998,383,88:

(P827,000,151

£119,171,383,73(
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Fixed rate financial instruments are subject to fair value interest rate risk while floating rate
financial instruments are subject to cash flow interest rate risk.

Repricing of floating rate financial instruments is mostly datiatervals of thregnonths or six
months.

The Groupbs policy is to manage its interest
Gr o ugpidekneis to keep between 50% and 60% of its borrowings at fixed rates of interest. To
manage this mix in a cesfficient manner, the Group enters into interest rate swaps, in which the
Group agrees to exchange, at specified intervals, the difference between fixed and variable rate
interest amounts calculated by reference to an agneed notional principal amount. These

swaps are designated to economically hedge the underlying debt obligationsJuAe38f 2010

and DecembeBl, 2009, after taking into account the effect of interest rate swaps, approximately
65% and6®, r espect i vehoyowings ére keph & a fiked cate pfinterest,

considering marketonditions

Foreign Currency Risk

The Groupbs exposure to forei gnandSMPrimdmaey r i sk
significant investments and debt issuance which are den@dimatS. dollars. To manage its

foreign exchange risk, stabilize cash flows and improve investment and cash flow planning, the
Group enters into feign currencyswapcontracts, foreign currency call optigmen-deliverable
forwardsand foreign currencrange optionaimed at reducing and/or managing the adverse

impact of changes in foreign exchange rates on financial performance and cash flows.

The Group6bs -denomimaiedjnmonetary assetsard Yiabildewuntel £51,219.2
million (US$1,104.6 million) and®50,784.8 million (US$L,095.2 million), respectively as ofJune
30, 2000 andB63,527.7million (US$L,375.1million) and63,889.9million (US$1,382.9
million), respectivelyas of December 31, 2009

As of June30, 2010 andecember 31, 200@pproximately38.@6 and48.9% respectivelyof

the Groupds tot al consolidat ed dolams.kThus@aans and
strengthening of the Philippine peso against the US dollar will decrease both the principal amount

of the foreign currencgenominated debt and interestexpemse t he Gr oupo6s debt
peso terms.

In translating the foreign currencenominated monetary assets and liabilities to peso amounts,
the exchange rate use@m@P46.37 to US$1.00andP46.20to US$1.00, the Philippine peso to
U.S. dollar exchange rates aslahe30, 2010 and December 31, 2Q008spectively.

Liquidity Risk

Liquidity risk arises from the possibility that the Group may encounter difficulties in raising funds
to meetcommitments from financial instruments or that a market for derivatives may not exist in
some circumstance.

The Group seeks to manage its liquidity profile to be able to finance capital expenditures and
service maturing debts. To cover its financing regraents, the Group intends to use internally
generated funds and proceeds from debt and equity issues and sales of certain assets.

As part of its liquidity risk management program, the Group regularly evaluates its projected and
actual cash flow informativand continuously assesses conditions in the financial markets for
opportunities to pursue fup@ising initiatives. These initiatives may include bank loans, export
credit agencyguaranteed facilities and debt capital and equity market issues.
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TheGrowpbd s f i n a n cichehhve raasustiestf lass thaw b2 months and used to meet its
shortterm liquidity needs, include cash and cash equivalents, current portion of time deposits and
shortterm investmentsandinvestments held for tradirgmounting td®31,305.2 million,

£6,619.3 million, and&705.9 million, respectively, as afune30, 2010.

The table below summarize he mat ur ity profile of fuhe80, Group
2010 anddecember 31, 2009 based on the contractual undiscounted payments:

June 30, 2010

More than
On Demand Lessthan 1 Year 2105 Years 5 Years Total
Bank loans Bi B2,057,000,000 Bi Bi B2,057,000,00C
Accounts payable and other
current liabilities* ) 28,704,463,369 ) ) 28,704,463,36¢
Long-term debt (including
current portion) i 6,064,502,091 128,646,136,13( 16,636,685,66¢ 151,347,323,688
Derivative liabilities
Interest rate swaps i 217,106,358 ) 217,106,358
Convertible bonds ) 144,608,110 ) 144,608,110
Dividends payable ) 118,947,751 ) T 118,947,751
i i

Tenantsd depos i 11,689,649,40¢ 11,689,649,40¢

B P36,944,913,211 P140,697,500,00¢ P16,636,685,668 P194,279,098,88

December 312009
More than
On Demand Lessthan 1 Yea 2105 Years 5 Years Total

Bank loans Bi £4,894,870,346 Bi =) £4,894,870,346
Accounts payable and other

current liabilities* 1,771,864,798 31,174,757,22¢ ) ) 32,946,622,02:
Long-term debt (including

currentportion) i 1,653,584,430 137,714,682,45¢ 12,215,956,00¢ 151,584,222,897
Derivative liabilities

Interest rate swaps 95,271,808 (2,393,981 92,877,827

Non-deliverable forwards ) 403,012,500

i i

T 403,012,500 i T

Convertible bonds T T 1,811,643,071 T 1,811,643,071

Dividends payable i 22,251,338 i i 22,251,338

Tenantsd depos i i 10,011,345,65¢ i 10,011,345,65¢
P1,771,864,798 B38,243,747,647P149,535,277,20¢ P12,215,956,00€ B201,766,845,657

*Excluding payable to government agencie®879.5million and955.9million as ofJune30, 2010 and Decembé&l, 2009,

respectivelythe amounts of which are not considered as financial liabilities.

Credit Risk

The Group trades only with recognized, credit
cugomers who wish to trade on credit terms are subject to credit verification procedures. In
addition, receivable balances are monitore@ oegulabasiswhich aimstoreduce he Gr oup 6
exposure to bad debds a minimum level Gi ven t h ebadsofeustpniers,itsnot er s
exposed to large concentrations of credit risk.

S
e

With respect to credit risk arising from the other financial assets of the Group, which comprise of
cash and cash equivalents, time deposits and-&rartinvestments, investmsrheld for trading,

AFS investments and certain derivative instru
from default of the counterparty, with a maximum exposure equal to the carrying amount of these
instruments, without considering the effectsollateral.

Since the Group trades only with recognized third parties, there is no requirement for collateral.
Credit Risk Exposure and Concentratiofhe table below shows the maximum exposure to credit

risk of the Group per business segment akio€30, 2010 andecember 31, 2009, without
considering the effects of collaterals and other credit risk mitigation techniques.
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June 30, 2010

Real Estate
Shopping Mall Development
Development Retail and Tourism Hotels Others Total
Cashand cash equivalents
(excluding cash on hand)  B3,822286786 B9,,028,532,295t PR12,407,258,077 B86,829,109 B5,099,472,90z B31,305157,197
Time deposits and sheterm
investments (including
noncurrent portion) 1,927,400,000 ] T T 39,401,373,012  41,328,773,01:
Investments held for trading 305,236,132 T T T T 305,236,132
AFS investments 102,368,03€ 4,557,609 6,251,233568 ] 2,334,592,16¢ 8,692751,377
Receivables net (including
noncurrent portion of
receivables from real esta
buyers) 2,289,843,22¢ 2,085,308,29¢ 2,563,405,34¢ 47,143,891 2,084,615,737 11,940,417,02%
Advances and otheeceivable:
- net (included under
AOt her curre
account in the consolidate
balance sheet) 784,032,899 2951,662,74€ 1,508,151,79:% 27,903,654 3,539,989,641 8,456,791,151

Receivable from a related pau
(included wur
noncurrent &
in the consolidated balanc
sheet)

Treasury bonds (included unc
AOt her nonct
account in the consolidate
balance sheet)

Long-term notes (included
under AOther
assetsodo accc
consolidated balance she

Derivative assets (included
under AOther
assetsodo accc
consolidated balance she

500,000,00C

288,600,00C

58,791,016 ]

6,000,000,00¢

218,123,958

T 520,666

6,000,000,00¢

500,000,00C

506,723,958

59,311,682

P9,289,958,09¢ P14,858,660,94¢

P14,738,116,77¢

P121,904,028 P62,428,542,95]

P101,823,178,24¢

December 312009

Shopping Mall

Development Retail

Real Estate
Development
and Tourism

Hotels Others

Total

Cash and cash equivalents
(excluding cash on hand)

Time deposits and sheterm
investments (including
noncurrent portion)

Investments held for trading

AFS investments

Receivables net(including
noncurrent portiomf
receivables from real esta
buyers)

Advances and other receivab
- net(included under
fiOtherc ur r ent ¢
account in the consolidate
balance sheet)

Receivable from a related pau
(included wur
noncurrent &
in the consolidated balanc
sheet)

Treasury bonds (included unc
AOt her nonct
account in the consolidate
balance sheet)

Long-term notes (included
under AOther
assetsodo accc
consolidated balance she

Derivative assets (included
under AOther
assetso accc
consolidated balance she

B3,786,466,72: PR12,469094,442

1,924,000,00C ]
333,665,25C ]
102,794,71C 4,557,609

2,184,967,151 1,783,172,45¢

669,192,493 3,824,628,211

T 500,000,00C

T 288,600,00C

355,235,235 ]

P701,146,088

i
i
6,744,819,45¢

5,103,548,96:

1,495,515,90¢

P73,313,784 B25,094,946,43¢

41,674,448,93¢
1,308,384,00C
2,978,493,08:

45,999,161 2,344,664,14:

19,726,318 1,454,420,78

6,000,000,00(

218,123,958

] 943,635

PA2,124,967,47¢

43,598,448,93¢
1,642,049,25(
9,830,664,86(

11,462,351,88:

7,463,483,71¢

6,000,000,00(

500,000,00C

506,723,958

356,178,87C

£9,356,321,56¢ P18,870,052,72(

P14,045,030,41¢

P139,039,263 B81,074,424,98(

P123,484,868,94¢
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As of June30, 2010 andecembeBl, 2009, these financial assets, except for certain receivables

and AFS investments, are generally viewed by management as good and collectible considering

the credit history of the counterparties. Past due or impaired financial assets are very minimal i
asset

rel ation to

Credit Quality of Financial Assets

t he

Groupods

tot al f

i nanci

al

The credit quality of financial assets is managed by the Group using high quality and standard

guality as internal credit ratings.

High Quality. Pertains to counterpantyho is not expected by the Group to default in settling its
obligations, thus credit risk exposure is minimal. This normally includes large prime financial

institutions, companies and government agencies.

Standard Quality Other financial assets not betpng to high quality financial assets are

included in this category.

As of June30, 2010 andecember 31, 2009, the credit analyses ¢f e

that are neither past due nor impaired are as follows:

June 30,2010

Groupds

High Quality

Standard Quality

Total

Cash and cash equivalents
(excluding cash on hand)

Time deposits and sherm investmen

(including noncurrent portion)
Investments held for trading
AFS investments

Receivables net (includingnoncurrent
portion of receivables from real

estate buyers)

Advances and other receivablaset
(included
assetso
balancesheet)

Receivable from a related party (incluc
no
account in the consolidated balan

under AOther
sheet)
Treasury
noncurrent
consolidated balance sheet)
Longt er m notes
noncurrent
consolidated balance sheet)
Derivative
noncurrent
consolidated balance sheet)

under
account

bonds (i
athe e

(i nc
asse

assets
m the e

B30,344,379,16¢

41,328,773,01z
305,236,132
8,399290519

8,169,938,96¢

8,456,791,157

6,000,000,00C

500,000,000

506,723,958

59,311,682

B

i
i
293,460,858

2,527,066,512

B30,344,379,16¢

41,328,773,01z
305,236,132
8,692,751,377

10,697,005,481

8,456,791,157

6,000,000,00C

500,000,000

506,723,958

59,311,682

P104,070,444,59¢

B2,820,527,370

P106,890,971,96¢

f

nandc
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December 312000

High Quality

Standard Quality

Total

Cash and cash equivalents
(excluding cash on hand)

Time deposits and shetérm investmen

(including noncurrent portion)
Investments held for trading
AFS investments

Receivables net (including noncurrent
portion of receivables from real

estate buyers)

Advances and other receivablaset
(included
assetso
balance sheet)

Receivable from selated party (include
Aot her no
account in the consolidated balan

under

sheet)

Treasury bonds (
noncurrent ass
consolidated balance sheet)

Longt er m notes
noncurrent
consolidated balance sheet)

Derivative
noncurrent
consolidatedalance sheet)

under
account

(inc
asse

assets
asse

BA42,124,967,47¢

43,598,448,93¢
1,642,049,25C
9,614,882,562

7,771,891,46¢

7,463,483,71¢

6,000,000,00C

500,000,000

506,723,958

356,178,870

B

i
i
215,782,298

2,312,542,13¢

B

BA42,124,967,47¢

43,598,448,93¢
1,642,049,25C
9,830,664,86C

10,084,433,60¢

7,463,483,71¢

6,000,000,00C

£500,000,000

506,723,958

356,178,870

P119,578,626,23;

B2,528,324,43¢

£122,106,950,67:¢

Equity Price Risk

Management monitors the mix of debt and equity secuiitigs investment portfolio based on
market expectations. Material investments within the portfolio are managed on an individual basis
and all buy and sell decisions are approved by the Management.

The Groupbo6s

exposur e

t estmemfsuin quoged gquity shares whech are i n s

either classified as investments held for trading and AFS investments in the consolidated balance
sheets. Equity price risk arises from the changes in the levels of equity indices and the value of
individual sto&s traded in the stock exchange. The Group has no equity risk exposure on stocks

that are not traded.

Capital Management
The primary

objective

of

t he

Groupods

capital

credit rating and healthy capital ratios in order to suppoliusiness and maximize shareholder

value.

The Group manages its capital structure and makes adjustments to it, in the light of changes in
economic conditions. To maintain or adjust the capital structure, the Group may adjust the
dividend payment to sheholders, payff existing debts, return capital to shareholders or issue

new shares.

The Group monitors its capital gearing by measuring the ratietdhteresbearing debt divided
by total capital plus net interelsearing debandinterestbearing @bt divided by total capital plus
interestbearing debt. Nehterestbearing debt includes all shaerm and longerm debt

reduced by related pledged time deposigt,of cash and cash equivalents, time depasils
shortterm investmentsnvestmenrs in bonds held for tradin@\FS investments (redeemable
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preferred shares and boratsd corporate noteand longtermnotes ncl uded wunder
noncurrent asseis a c ,onvbile imterestearing debt includes all shdagrm and longerm debt,
reducedoy related pledged time deposits T h e gui@elineis [ &eep the gearing ratio at
50:50. T h eof nétiintenegbéasng deht toitotal capital plus net intedesaring debt
was29:71 and 21:7%s ofJune30, 2000 andDecember 312009, respectively, while the ratio of
interestbearing debt to total capital plus interbs@ring debtvere48:52 and 4951 as ofJune30,
2010 anddecember 31, 2009, respectively.

As of June30, 2010 and December 31,2009 t h e Gr onetintrestbeasdny debt todatal
capitalplusnetinterestbearing deband ratio of interegbearing debt to total capitplus interest
bearing debtvere as follows:

Net Interestearing Debt to Total Capital plidet Interestbearing Debt

June 30, December31,
2010 2009
Bank loans B2,057,000,000 £4,873,294,412
Current portion of londerm debt 3,940,975,564 920,115,948
Long-term debt net of current portion and pledged
time deposits 113,155,549,497 111,828,297,52¢

Less cash and cash equivalents, time deposits
(net of pledged) and shetrm investments,
investments in bonds held for trading bonds, AFS
investments (redeemable preferred shares and b
and corporate notes) and lotegm notes included
under i Ot her noncurr en (6635956850p (83,740,363,952

Total net interesbearing debt (a) 52,793,956,556 33,881,343,936
Total equity attributable to parent equity holders 128,744,296,643 124,795,332,017
Total net interesbearing debt and equity attributable

to parent equity holders (b) P181538,253,199 P158,676,675,955
Gearing ratio (a/b) 29% 21%

*Excluding AFS investmenl®nds and corporate notes and lergm notes nc | ud e d uwanduerent afséis h e r
accountamounting ta@2606 million and®288.6 million,respectivelyfor both periods

Interestbearing Debt to Total Capital plus Interbsiaring Debt

June 30, December 31,
2010 2009
Bank loans B2,057,000,000 P4,873,294,412
Current portion of londgerm debt 3,940,975,564 920,115,948
Longterm debt net of current portion and pledged tin
deposits 113,155,549,497 111,828,297,52¢
Total interestbearing debt (a) 119,153,525,061 117,621,707,88¢
Total equity attributable to parent equity holders 128,744,296,643 124,795,332,017
Totalinterestbearing debt and equity attributable
to parent equity holders (b) B247,897,821,704 B242,417,039,90%

Gearing ratio (a/b) 48% 49%

i O
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26. Financial Instruments

Fair Values
Thefollowing table sets forth the carrying values and estimated fair values of financial assets and
liabilities, by category and by claggcognized s.ofMarch 31, 2010 anBecember 31, 2@

June 30, 2010 December 312000
Carrying Value Fair Value  Carrying Value Fair Value

Financial Assets
Financial Assets at FVPL:
Investments held for trading:
Bonds B305236,132 B305,236,132 ©1,642,049,25C P1,642,049,25C
Shares of stock T T T T
Derivative assets (included under
ioOt her noncurrtr
in the consolidated balance she 59,311,682 59,311,682 356,178,870 356,178,870
364547814 364,547,814 1,998,228,12C 1,998,228,12C

Loans and Receivables:

Cash and cash equivalents B31,305,157,197 B31,35,157,197 ©43,547,001,131 ©43,547,001,131
Time deposits and shetgrm

investments (including noncurre

portion) 41,328,773,01z 46,379,226,71¢ 43,598,448,93¢ 46,898,280,49¢
Receivables net (including

noncurrenportion of receivables

from real estate buyers) 11,940417,023 11,940417023 11,462,351,88- 11,462,351,88-
Advances and other receivablaset

(included unde

assetso in the

sheets) 8,456,791,157 8,456,791,157 7,463,483,71t  7,463,483,71%
Receivable from a related party

(included wunde

assetsodo accoun

balance sheets) 6,000,000,00C 6,177,627,892 6,000,000,00C 6,207,479,70€
Longterm notes (included under

ioOt her noncurr

in the consolidated balance she 506,723,958 649,755,668 506,723,958 657,718,253

99,537,862347 104,90897565 112,578,009,62¢ 116,236,315,18¢

Held-to-Maturity -
Treasury bonds (included under
iOt her noncurrtr
in the consolidated balance she 500,000,000 535,383,000 500,000,000 527,875,376
AFS Investments:

Shares of stock 6,488,383,043 6,488,383,043 6,984,843,17¢€ 6,984,843,17¢€
Bonds and corporate notes 2,096,790,298 2,096,790,298 2,737,606,974 2,737,606,974
Redeemable preferred shares 102,368,036 102,368,036 102,794,710 102,794,710
Club shares 5,210,000 5,210,000 5,420,000 5,420,000

8,692,751,377  8,692,751,377  9,830,664,86C  9,830,664,86C
P109,095161538 P114,501,657,846 P124,906,902,60tR128,593,083,54-

Financial Liabilities
Financial Liabilities at FVPL
Derivative liabilities (including

current portion) B361,714,468 B361,714,468 P2,198,471,637 ©2,198,471,637
Other Financial Liabilities:
Bank loans 2,057,000,00C 2,057,000,00C 4,873,294,41z  4,873,294,41:
Accounts payable and other currer
liabilities* 28,704463369  28,704463369  32,946,622,02: 32,946,622,02¢

Longterm debt (including current
portion and net of unamortized
debt issue cost) 124,979,425,06] 134,477,771,44: 119,171,383,73( 129,075,779,101
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June 30,2010 December 31200
Carrying Value Fair Value Carrying Value Fair Value
Dividends payable 118,947,751 118,947,751 22,251,338 22,251,338

Tenant so

deposi t

11,632,849,07¢

11,633,167,49¢

9,987,053,76¢

9,986,529,05¢

167492685257 176,991,350058 167,000,605,271 176,904,475,93:

P167,854399725 P177353064526 P169,199,076,90¢P179,102,947,56¢

*Excluding payable to government agenoié£1,290.6million and2955.9million as ofJune30, 2010 andDecembeB1, 2009 respectively the
amounts of which are not considered as financial liabilities.

Fair Value Hierarchy

As atJune30, 2010, theGroup held the following financial instruments measured at fair value:

The Group uses the following hierarchy for determining and disclosing the fair value of financial
instruments by valuation technique:

Level 1: Quoted prices in active markets identical assets or liabilities

Level 2: Those involving inputs other than quoted prices included in Level 1 that are observable
for the asset or liability, either directly (as prices) or indirectly (derived from prices);

Level 3:Those with inputs fore asset or liality that are not based on observable market data
(unobservable inputs)

2010

The following table shows th@rougd s f i nanci al i nstr umauneBOs
Level 1 Level 2 Level 3
Financial assets
Financial assets at FVPL:
Investment held for trading
bonds B305,236,132 B B
Derivative assets T 58,791,016 520,666
305,236,132 58,791,016 520,666
(Forward)
Level 1 Level 2 Level 3
AFS investments:
Share of stocks 6,194,922,18 T T
Redeemable preferred share T 102,368,036 T
Government bonds and
corporate notes 2,096,790,298 T T
Club shares 5,210,000 ) T
8,296,922,48 102,368,036 T
£8,602,158,6% £161,159,052 B520,666
Financial liabilities
Financial liabilities at FVPIL=
derivative liabilities Bi £217,106,358 £144,608,110
Bi B217,106,358 £144,608,110

carri

During thesix monthsendedJune30, 2010, there were no transfers between Level 1 and Level 2
fair value measurements and no transfers into andfdwgvel 3 fair value measurements.

The financial instruments classified under Level 3 pertain to the derivative agsietg from
options embedded in the investment in convertible bonds and derivative liability arising from the
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optionsinthe Parent@opany 6s convertible bonds. These w
of the credit spreads used as inputs to the fair value calculation of the options which were assessed
by the Group as having a significant impact to its fair values.

Derivative Finandl Instruments

To address the Groupbs exposure to martdmt ri s
floating rate debt obligations and manage its foreign exchange risks, the Group entered into

various derivative transactions such as crogenay swaps, interest rate swaps, foreign currency

call options non-deliverable forwardand foreign currency range optionshese derivative
instruments provide economic hedges under the
accounting hedges. @hges in the fair values of derivative instruments not designated as hedges

are recognized immediately in the consolidated statements of income.

The table below shows information on the Grou
profile:
June 30, 2010
<1 Yeatr >1-<2 Years >2-<5 Years
FloatingFixed:
Outstanding ational amount $145,000,000 $115,000,000 $25,000,000
Receivefloating rate 6 months 6 months 6 months
LIBOR+margin%  LIBOR+margin%  LIBOR+margin%
Payfixed rate 4.10%-5.40% 4.10%-5.40% 4.10%
Outstanding ational amount B750,000,000 B750,000,000 B750,000,000
Receivefloating rate 3 months 3 months 3 months
PHIREF+margin% PHIREF+margin% PHIREF+margin%
Payfixed rate 8.20% 8.20% 8.20%
Inverse Floating-loating
Outstanding notional amount ©1,000,000,000 £1,00Q0000,000 £1,00Q000,000
Receivefloatingrate 12.86-3MPDST-F  12.8%-3MPDST-F 12.8%-3MPDST-F
3MPDST- 3MPDST- 3MPDST-
Payfloating rate F+margin% F+margin% F+margin%
Fixed-Floating-
Outstanding ational amount B990000,000 £985000,000 B980000,000
Receivefixed rate 9.3058% 9.3058% 9.3058%
3MPDST- 3MPDST- 3MPDST-
Payfloating rate F+margin% F+margin% F+margin%

Options Arising from Investment @onvertible BondsThe ParentCompany invested ibS$
denominateadonvertiblebondsof a public company classified as AFS investments, which contain
multiple embedded derivatives such as long equity call, short call and long put options. Such
multiple embedded derivatives were bifurcated by the Parent Company from the host bonds on the
respective purchase dates of the boride fair value of the option at inception amounted to

B3.7 million. The long equity call option pertains to the right of the Parent Company to convert
the bonds into common shares of the public company at the conversion @& bper share

with a fixed exchange rate of US$1.0840.6 until Janary31, 2013 subject to cash settlement
option on the part of the public company. The short call option pertains to the right of the public
company to early redeem the bonds on or after Febfiiar010 subject to the conditions stated

in the bond agmment. On the other hand, the long put option pertains to the right of the Parent
Company to require the public company to redeem the bonds at the 115.6% on Fehr@ay .

As of June30, 2010 andecember 312009, thenet positivefair value ofthe options, which is

shown as a noncurrent asset in the consolidated balance sheets atocMtedhillion and®0.9

million, respectively TheGroup recognized unrealized markedmarketlossof 0.4 million for

thesix monthsendedJune30,2010whi ch i's refl ected unfaseale A Gai n
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i nvestments and fair value changes on investnmnm
consolidated statements of incame

Options Arising from Convertible Bond$.he Par ent CompanyO0s convert
multiple embedded derivatives such as short equity call option, long call option and short put
option.

Short equity call option pertains to the option of the bondhelds t o convert the b
common shares prior to maturity. If a bondholder exercised its conversion option, the Parent
Company can choose either to settle the bonds in cash or issue common shares, and such option on
the part of the Parent Compais a long call option.

The short put option pertains to the bondhol d
all or some of the Bondt 110.97% of therincipal amount oMarch 19, 2010.As discussed in

Note 19, bondholders oJS$246.3 millionConvertible Bondswailed of the early redemption

option at the fixed price of 110.97%As suchthe kelated derivative liability waseversed.As of

June30, 2010 and December 31, 2009, the fair value of the options, which is shawn as

noncurrent liability in the consolidated balance shegtgunted td®144.6 million andP1,811.6

million, respectively.

Thelongcalloptomer t ains to the Parent Companyb6s righ
at 118.96% of the principal amount on March 20, 2012.

Interest Rate Swapdn 2010,SM Prime enterethto Philippine peso interest rate swap
agreements with notional amount®if,000 million. Under the agreemen®/ Primeeffectively
converts the Philippine pestenominated fivg/ear inverse floating rate notes into floating rate
notes based on PDSH plus an agreed margin with quarterly payment intervals up to June 2015
(see Note 9). As of June 30, 2010, the inversedtiing rate notes have negative fair value® of

50 million.

In 2009, SM Prime entered into US$ interest rate swap agreements with an aggregate notional
amount of US$145 million. Under these agreements, SM Prime effectively converts the floating
rate U.S. dolladenominated thregear term loans and U.S. doldenominated fiveyear and
threeyear bilateral loans into fixed rate loans with semnual payment intervals up to November
20112013 (see Not&9). As ofJune30, 2010 anddecember 31, 2009, the floating to fixed

interest rate swaps have negative fair valuél66 million and®99 million, respectively

In 2009, SM Prime entered into Philippine peso interest rate swap agreemeirtaatitmal

amount o750 million. Under these agreements, SM Prime effectively converts the floating rate
Philippine pesalenominated fouyear bullet term loans into fixed rate loans with quarterly
payment intervals up to April 2013 (see Na8. As ofJune30, 2010 andecember 31, 2009,

the floating to fixed interest rate swaps have positive fair valugs wiillion and®10 million,
respectively

In 2008, SM Prime entered into Philippine peso interest swap agreements with an aggregate
notional amount oP1,000 million with repayment &5 million every anniversary. Under these
agreements, SM Prime effectively swaps the ficegtd Philippine pesdenominated fiveear
syndicated fixed rate notes into floating rate loans based on {FpRiS an agreed margin with
guarterly payment intervals up to June 2013 (see Ng)teAs of June30, 2010 andDecember 31,
2009, the fixd to floating interest rate swaps have positive fair valus®million and

B58 million, respectively.
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Nondeliverable Forwards.In 2009,SM Primeentered into seP and buy US$ forward contracts
having an aggregate notional amount of US&®@lion. At the same time, it entered into sell

US$ and buy with the same aggregate notional amount as an offsetting position with the sell
Band buy US$ position. The forward contracts were transacted with various counterparties and
will mature in various dates in 2009 and 2010. The forward rates rang@4é4to P48.2. As

of December 31, 2009, s&land buy US$ forward contracts and bRwnd sell US$ forward
contracts both have aggregate notional amount of US$dI6@n. SM Primerecognized

derivative asset and derivative liability amounting@288 million from these forwed contracts as

of December 31, 2009. Fair value changes from these forward contracts recognized in the
consolidated statements of income amountd&28million gain in 2009.

Foreign Currency Range Optiongn 2009,SM Primeentered into a series of naleliverable
foreign currency range options to buy US$ andBellth a counterparty at an aggregate notional
amount of US$8 million. Under the option contractat each expiry dat&§M Primecompares
thespotratewith the upper and lower strike rates stated in the agreements. If the spot rate is at or
above the upper strike ra@M Prime on a nesettlement basis, will buy US$ and skt the

upper strike rate based on the notional amountth®wther hand, if the spot rate is at or below
lower strike rateSM Prime on a nesettlement basis, will buy, US$ and $Ht the lower strike
rate based on the notional amount. However, shoulsptberatdall within the range of theato
strike rates, there will be no settlement between the paAesf December 31, 2009, there are
no outstanding foreign currency range options as it matured on various dates during thi@gear.
average upper and lower strike ratesRt@07to US$1.0 and49.02 to US$1.Q respectively.

Fair value changes from these option contracts recognized in the consolidated statements of
income amounted 6 million gain in 2009.

27. EPS Computation

June 30, June30,
2010 2009

Net income attributable
to common equity holders
of the Parent
Net income attributable to common equity holders of tt
Parent for basiearnings (a) B8,528635997 £7,393460581
Weighted average number of common shares
outstanding
Weighted average number of common shares outstani
for the period ) 611,023,038 611,023,038

Basic EPS () P1396 P12.10
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28. Other Matters

a.

In 1988, the Parent Company acquitieel former Baguio Pines Hotel properties from the
Development Bank of the Philippines (DBP) through a negotiated sale and purchased the Taal
Vista Lodge (the Lodge) from the Taal & Tagaytay Management Corp., the original purchaser
of the Lodge from DBP.

Previously, in 1984, certain minority stockholders of Resort Hotel Corp. (RHC), the previous
owner of the former Baguio Pines Hotel properties and the Lodge, filed with the Regional

Trial Court (RTC) of Makati a derivative suit against the DBP questionidptteclosure by

the DBP of the mortgages of these properties. The Parent Company was impleaded as a party
defendant in 1995. The RTC of Makati voided the foreclosure by the DBP on the mortgaged
properties and declared the Parent Company a buyer iraiviad f

The DBP and the Parent Company have appeal e
On May 25, 2007, the Court of Appeals issued a decision completely reversing and setting

aside the February 13, 2004 decision of the RTC Makati and, consgqdesntiissing the

said RTC case. The appellees (certain minority stockholders of RHC) filed a Motion for
Reconsideration with the Court of Appeals and on November 9, 2007, the Court of Appeals

i ssued a resolution denyi remton Ate amgleeefiet® e s 6
Petition for Review on Certiorari before the Supreme Court appealing the decision of the

Court of Appeals reversing the said decision of the RTC Makati. On December 23, 2009, the
Supreme Court rendered a decision decrea@imgng others, that the foreclosures of the

mortgaged Baguio Pines Hotel and Taal Vista Lodge properties were valid.

On December 12, 2008, SMIC acting in consortium with SM Land, SMDC, SM Hotels,
SMCPI and Premium Leisure and Amusement, Inc., obtainedvisfgmal license from
appropriate government agency to build an entertainment and resort facilities within the Mall
of Asia Complex in Pasay City. As a condition, for the grant of the license, the consortium
committed to infuse US$1,000.0 million in kiiihg the entertainment and resort facilities. As
required, SMIC opened an escrow account which shall be used for all disbursements on the
project.
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PART 1

FINANCIAL INFORMATION |

Item 2.

Management 6s
Operations

Consolidated Results of Operations

For the Six Months Ended June 30, 2010 and 2009

Di scussi on

(Amounts in Bllion s Pesos)

and ahd Rebultssof s

Six Months Ended
%

Accounts 06/30/2010 06/30/200 Change
Revenue P &0 P 74.0 149%
Cost and Expenses 6938 60.9 146%
Income from Operations P 152 P 131 16.3%
Other Income (Charges) (1.8) (1.3) 41.9%
Provision for Income Tax 2.0 1.9 6.5%
Minority Interest 29 2.5 13.7%
Net IncomeAttributable to Equity
Holders of the Parent P 8.5 P 7.4 15.3%

of

For the six months ended June 30, 2010, SM Investments Corporation (SMIC) posted a

consolidatechet income of P8.5 billion, a growth of 15.3% over P7.4 billion in the same period in
2009. Consolidaterbvenuegyrew by 14.9% toP85®i | | i on,

as ag dilioms t

Income fromoperationsincreased byl6.3% to P15.2 billion compared tdP13.1 billion of the
same period last yeatOperating income margin and Net profit margin ida1% and10.0%,

respectively.

as

The total merchandise sales of SM Department Stores, SM Supermarkets and SM Hypermarkets

and Savemore grew by B8%6 in 2010 mainly due to the opening of the following new stores from

July 2009 to June 30, 2010:

SM Department Stores | SM Supermarkets / SM Hypermarkets
SaveMore Stores
1 | SM City Rosario SM City Rosario SM City Las Pifias
2 | SM City Tarlac SM City Tarlac Eton, Quezon Avenue, Q.C.
3 |- Savemore Amigo Mall | Mandaluyong *
4 |- Savemore Mega Centg Makati *
5 |- Savemore Broadway | Novaliches*
6 |- Savemore Taft North Harbour*
7 |- Savemore Anonas -
8 |- Savemore Libertad -
9 |- Savemore Novaliches | -
10 | - Savemore Visayas -
11 | - Savemore Solano -

* These were formerly Makro stores which were converted into Hypermarket stores
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SM Department Stores | SM Supermarkets / SM Hypermarkets
SaveMore Stores
12 | - Savemore Nepa-®lart | -
13 | - Savemore Mendez -
14 | - Savemore Legazpi -
15| - Savemore Baliwag -
16 | - Savemore Pasong Tamq -

The sales contribution of SM Department Stores, SM Supermarkets and Savemore and SM
Hypermarkets (including Makra@gre 41.8%, 35.9%, arZR.3%, respectively in 2010 and 42.7%,
34.1%, an®3.2%0, respectively in 2009.

Of the total retail sales, the néood group, which is composed of SM Department stores,
contributed 41.8%, while the food group, composed of SM Supermarkets, SM SaveMore stores,
SM Hypermarkets, and Makro outlets, contributed 58.2%.

As of June 30 2010, SM I nvest ment have 124 dtoses.TihesescorsistioBd i ar i e
department store®7 supermarkef81 SaveMore stores, 2permarkets anél Makro outlets.

Real estat sales for theix monthsendedJune30, 2010 grewby 73.0% to P4.9 killion from P2.8

billion. Contribt i ons | argely came from SMds resident
(SMDC), followed by the leasing activities of the commercial properties group, and the resort
projects of Costa del Hamil o (Hamil o), deSMé s

Loro Cove project in Nasugbu Batangas.

Presales in the first half of 2010 surged 210% to P12.4 billion. This attests to the strong market
take up of new SM Residences launched late last year, which include Princeton, Light, Jazz, Sun
and Wind.

As of June 30, 2010, SMDC has a totall8fresidential projects. The new projects launched in

the second half of 2009 were the Princeton Residences along Aurora Boulevard in Quezon City;
Jazz Residences near Jupiter Road in Makati City; the Sun Resdégitebeside the Mabuhay
(formerly Welcome) Rotunda near the Quezon Avenue boundary of Quezon City and Manila; the
Light Residences near Pioneer Street in Mandaluyong; and the Wind Residences along the Emilio
Aguinaldo Highway in Tagaytay City. In Jurikis year, SMDC launched My Place South
Triangle in Panay Avenue, Quezon City. It
brand.

The other ongoing projects of SMDC are the followir€hateau Elysea midrise condominium
project in Parafiaqueit§, which has completed five of its six clusters; BerkeRgsidences in
Katipunan Road, Quezon City, which is 86% complete; Grass Residences beside SM City North
Edsa, which is ™ and 12% complete with its Towers 1 and 3, respectively; Sea Residences near
the Mall of Asia Complex in Pasay City, whith70%, 15% and 3%ompletewith its Phases 1, 2

and 3, respectively; and Field Residences in Sucat, Parafiaque, which is 100%ecuiitiples

Tower 1. BothMezza Residencea 38storey fourtower high rise condominium across SM City

Sta. Mesa, Quezon Cityand Lindenwood Residences, a residential subdivision in Muntinlupa
City, are 100% complete

Further contributions to the grolwin real estate salesere provided by the sale of condominium
units and club shares in Picode Lotbo st a D e Icondibminmunl pmjécts at Pico de Loro,
namely, Jacana and Myna condominium projects were completed in January 2010 and June 2010,
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resgectively. The turnover of completed condo units to the buyers also commenced starting from
the construction completion date. Meanwhile, the percentage of construction completion for the
Miranda and Carola condo projects, which were launched in late 2088388 and 35%
respectively. The Jacana's condo units are now 91% sold, while Myna aaitglds Uikewise at

91%. Those of Miranda and Carola condo units are 61% and 26%ofuterespectively. The
beach club and country club are now fully operatioratisig June 2010

SM Prime Holdings, Ilnc. (SM Prime), the count
which currentlyowns 37malls in the Philippines antiree nalls in China posted a ¥increase

in rental revenue This is largely due toentals from new SM Supermalls. The new malls that
opened last year were SM City Naga in Camarines Sur, SM Center Las Pifias in Metro Manila,
and SM City Rosario Cavite. In addition, mall expansions were completed in SM City Rosales in
Pangasinan, SM Citlairview, and SM North Edsa through its Sky Garden. Last April 30, 2010,

SM City Tarlac was also opened. Combindw iew malls and expansioms 2009and 2010

added approximately 340,000square meterfsgm) to SM P r itotaé dress floor area
Excludng the new malls and expansions which opened in 2008 to 2&h@, store rental growth

is at6%.

The three malls in China contributed P0.6 billion in 2010 and PO0.5 billion in 2009, or 7.2% and
6. 3%, respectivel vy, of S MIThe Gental cevenus oflthediraet e d r
malls in China increased b25.9% in 20L0 compared to the same period in 2009 largely due to
improvements in the average occupancy rate, lease renewals and the opening of the SM Xiamen
Lifestyle whichadded 110,000 sgm ofaps floor area. Averageccupancy rate for the three

malls is nowat 87%.

For thefirst half of 2010, cinema ticket sales and amusement revenues increased due to more
blockbuster movies shown in 20compared tdhe same period iB00. Amusement reveues is
mainly composed of amusement income from bowling and ice skating operations including the
SM Science Discovery Center and the SM Storyland.

Equity in net earnings of associatesreasedy 55.% to P2.3 billionin 2010 from P1.5 billiorin
2009, primarily due to the increase in the net income of Banco dew@ich is attributed to the
continued growth of its operating income and the judicious management of operatindBensts.

de Oro continues to derive bulk of its operating income from coreirlg and deposiiaking
business and felsased service activitiesAlso, Banco de Oro was able to capitalize on trading
opportunities in the first semester.

Dividends, management fe@sd other revenues increased by P0.1 billion to P2.8 billion in 2010
from P2.7 billion in 2009. Other revenues comprise mainly of service fees for the promotional
activities highlighting products, commission from bills payment, prepaid cards and show tickets
and service income.

Total cost and expensaxreasedy 14.68% for the first half of 201(rimarily brought abouby
increase in retail and real estate sales and the additional operating exgssosésed with mall
expansions and new malls, department stores, supermaketsnorand hypermarkets

Other chargesof P1.8 billion for the first half of 2010 increased from.Pbillion of the same
period last yeamainly due to thexdditional interest expense on loans availed and bonds issued in
2009(please refer to Not#9 of the consolidated financial statements).
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Provision forincome tax ikreased bys.5% to P2.0billion for the first six months of 201ffom
P19 billion for the same perioith 20 with an effective income tax rate of 15% in 2010 and 16%
in 2009.

Minority interestincreased to PQ.billion for the first six months of 2010 compared to P2.5 billion
of the same period iR009 due to the increase in net income of certain subsidiaries.

Financial Position
(amounts in billion pesos)

06/30/2010 12/31/200 %
Accounts (Unaudited) (Audited) Change

Current assets P a7 P 885 -18.9%
Noncurrent assets 275.4 253.2 8.8%
Total assets P 3471 P 341.6 1.6%
Current liabilities P 371 P 40.8 -9.0%
Noncurrent Liabilities 137.4 135.1 1.7%
Total Liabilities 1745 175.9 -0.8%
Stockhol der 1726 165.7 4.1%
Total Liabilities and

Stockhol der P 3471 P 341.6 1.6%

Consolidated totaassets as of June 30, 2B ounted td?3471 billion, an increasey1.6% from
P341.6billion as of December 31, 200®Dn the other hand;onsolidated total liabilities decreased
by 0.8% to P1745 billion as of June 30, 20Xtom P175.9billion as of December 31, 2009

Consolidateccurrentassetdecreased byi8.9% to P7.7 billion as of June30, 2010 from P&.5

billion as ofDecember 31, 200®ainly dueto decrease in cash and cash equivalents, time deposits
and shorterm investments as a result of the availment by the bondholders of US$246.3 million of
the early redemption option in Madr 2010 and sale of certain investments held for trading and sale,
net of increase in merchandise inventories and other current assets.

Consolidated noncurrent assairsiountedo P275.4 billion as of June 30, 2010, a growth of 8.8%
from P253.2 billion aof December 31200 mainly due to increase imvestmentproperties
arising from new mall constructiorand expansionand real estate developmgnpurchase of
commercial lots, additional equity in net earnings of associates,irmnelase in nowurrent
receivable from real estate buyers and deposits and advance rentals.

Total consolidated current liabilities decrease®!®6 to P371 billion as ofJune30, 2010 mainly
due tothe payment of bank loarend tradepayables, net of shorterm loanavailments and
reclassification to current portion of the maturing kiegn debt in June 2011

Total NoncurrentLiabilities increasedto P1374 billion, mainly due tot h e i ncrease i n
deposits and loan availments in 2010 including the P10i0rblbond offering of SMDC in June

2010, net of availment by the bondholders of US$246.3 million of the early redemption option in
March 2010. The details of these transactions are further discussed inlNotfethe consolidated

financial statements.
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Tot al St ockhol deto B1326 kilipun astof Jure 3@ 201Q, ehdle total Equity
attributable to equity holders of the parent amounted to P128.7 billion. See Note 20 to the audited
consolidated financial statements for further discussiocardigg theSt o ¢ k h d&duitye r s 6

The Company has no known direct or contingent financial obligation that is material to the
Company operations, including any default or acceleration of an obligation. The Company has no
off-balance sheet transactions,aagements, obligations during the reporting year and as of the
balance sheet date.

There are no known trends, events, material changes, seasonal aspects or uncertainties that are
expected to affect the companyds continuing o]

Key Performance Indicators

The following are the major financial ratios of the Company forsilkemonths ended June 30,
2010 and 2009 and for the yearded December 32009

06/30/2010 | 12/31/2009
Accounts (Six months) (One Year)
Current Ratio 1.93:1.00 217:1.00
Debtequity Rati:
On Gross Basis 48% : 52% 49% :51%
On Net Basis 29% : 71% 21% : 7%
06/30/2010 | 06/30/2009
Accounts (Six months) (Six months)
Revenue Growth 149% 12.4%
Net Income to Revenue 10.0% 10.0%
Net Income Growth 15.3% 14.1%
Return on Equity 138% 13.7%
EBITDA (In Billions of Pesos) P18.8 P15.8B

The debtequity ratio on gross basis improvied48%:52% in 20L0 from 49%:51% in 20® mainly
due tothe availmenby the bondholders of US$246.3 million of the early redemption option in
March 2010, net of the P10.0 billion bond offering of SMDC in June 2@MWa net basis, the
debtequity ratioincreased to 29%:71% maintipie to the decrease in cash and cash afgurits
and investments in bonds.

In terms of profitability, revenue growth increagedl49% in 2010from 12.4% in 20® mainly
due to the marked improvement in merchandise and real estate sales and the significant growth in
the net income of bank assatss.

Net income toevenuaemained at 10.0% for both periods.

EBITDA improvedby P25B from P15.9 billion in 2009 to P18billion in 2010 mainly due to the
higher revenue growth in 2010 compared to 2009.






