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PART | FINANCIAL INFORMATION

Item 1. Consolidated Financial Statements

SM INVESTMENTSCORPORATION ANDSUBSIDIARIES

Consolidated Financial Statements
As at September 30, 2016, December 31, 2015 anchdamh, 2015
and for the Nine-Month Periods Ended Septembe2@06 and 2015



SM INVESTMENTS CORPORATION AND SUBSIDIARIES

CONSOLIDATED BALANCE SHEETS
(Amounts in Thousands)

December 3: January !
September30, 201t 201t
2016 (As restated (As restated
(Unaudited) Note 9 Note 4
ASSETS
Current Assets
Cesh and cash equivalents (No6, 21 and :5) B43,180,58 B58,282,73 B73,369,63
Time deposits (Notes 7 and 25) 11,748,301 9,611,40. 9,000,324
Investments held for trading and sale (Notes 82&)d 1,252,628 1,100,91. 4,190,449
Receivables (Notes 9 and 26) 30,955,001 32,080,13 30,939,20
Merchandise inventories - at cost (Note 22) 25,660,235 21,589,70 19,444,96
Other current assets (Note 10) 57,291,702 52,004,81 56,865,571
Total Current Assets 170,088,453 174,669,69 193,810,14
Noncurrent Assets
Available-for-sale investments (Note 11) 23,573,583 21,168,89 19,150,24
Investments in associate companies and joint vest{Mote 12) 179,198,699 170,617,%4 145,99222:
Time deposits (Not7) 51,863,26 53,127,76 47,579,39
Property and equipment (Note 13) 20,726,996 20,637,48 21,060,35
Investment properties (Note 14) 262,954,806 249,583,50 211,888,42
Land and development (Note 15) 23,924,532 27,386,70 26,629,86
Intangibles (Note 16) 24,615,976 24,712,76 22,308,74
Deferred tax assets (Note 23) 3,060,830 2,619,92. 2,323,335
Othel noncurrent assets (Note6 and 6) 53,475,220 40,366,22 33882,98<
Total Noncurrent Assets 643,393,892 610,220,42 530,816,57
P813,482,345 B784,890,12 B724,626,71
LIABILITIES AND EQUITY
Current Liabilities
Bank loans (Notes 17 and 25) B12,157,891 B10,495,21 B14,397,64
Accounts payable and other current liabilities @d8) 75,296,871 85,425,88 79,587,269
Income tax payable 2,624,795 2,464,34. 1,928,762
Current portion of long-term debt (Notes 19 and 21) 7,908,295 25,994,80 10,669,10
Dividends payable 2,342,948 2,939,68 3,674,744
Total Current Liabilities 100,330,800 127,319,92 110,257,52
Noncurrent Liabilities
Long-term debt - net of current portion (Notes 29,and 26) 277,054,151 245,167,26 237,113,55
Deferred tax liabilities (Note 23) 7,466,281 7,435,08 6,787,414
Tenants’ deposits and others (Nc24 and :6) 22,07603E 21,014,38E 19,207,99
Total Noncurrent Liabilities 306,596,467 273,616,72 263,108,95
Total Liabilities 406,927,267 400,936,65 373,366,48
Equity Attributable to Owners of the Parent
Capital stock (Note 20) 12,045,829 8,030,55 7,963,406
Additional paid-in capital (Note 20) 76,347,229 76,399,62 71,952,082
Equity adjustments from common control transactidfiste 20) (4,809,667) (5,338,943 (5,367,433)
Cost of Parent common shares held by subsidiaries (25,386) (25,386 (25,386
Cumulative translation adjustme 356,73( 1,057,75 866,36(
Re-measurement gain (loss) on defined benefit/atdigation 216,165 216]16% (30,183
Net unrealized gain on availa-for-sale investments 14,431,800 12,724,36 10,207,25
Retained earnings (Note 20):
Appropriated 36,000,000 36,000,00 27,000,00
Unappropriated 160,403,604 150,94084¢ 139,59609¢
Total Equity Attributable to Owners of the Parent 294,966,304 280,004,96 252,162,20
Non-controlling Interests 111,588,774 103,948,49 99,09803E
Total Equity 406,555,078 383,953,46 351,260,23
P813,482,345 BE784,890,12 B724,626,71

See accompanying Notes to Consolidated Financiésients.



SM INVESTMENTS CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF INCOME
(Amounts in Thousands Except Per Share Data)

Nine-Month Periods Ended SeptembeBC

2015
2016 (As Restated
(Unaudited) Note 4
REVENUE
Sales:
Merchandise B186,044,75 B170,617,02
Real estate 18,437,45 16,852,07
Rent (Notes 14, 21 and 24) 27,294,68 24,383,33
Equity in net earnings of associ companies and joint ventures (N 12) 11,198,02 9,881,11
Cinema ticket sales, amusement and others 4,704,420 4,558,929
Dividend, management fees and others 4,684,043 4,497,361
252,363,37 230,789,83
COST AND EXPENSES
Cost of sale
Merchandise (Note 22) 138,233,94 127,117,74
Real estate 9,677,477 9,089,309
Selling, general and administrative expenses 56,426,89 50,523,63
204,338,30 186,730,68
OTHER INCOME (CHARGES)
Interest expense (8,524,527 (8,813,231)
Interest income 2,553,97. 2,336,249
Gain (loss) on fair value changes on derivativest- 33,08¢ (127,171
Foreign exchange gain and othe 108,55: 209,57
(5,828,917) (6,394,576)
INCOME BEFORE INCOME TAX 42,196,15 37,664,57
PROVISION FOR INCOME TAX
Current 8,232,366 7,154,20:
Deferre( 141,32¢ (15,634
8,373,695 7,138,568
NET INCOME P33,822,46 B30,526,00
Attributable to
Owners of the Parent (Note 27) B22,014,49 B19,877,40
Non-controlling interests 11,807,96 10,648,601
P33,822,46 B30,526,00
Basic/Diluted Earnings Per Common Share
Attributable to Owners of the Parent (Note 27) P18.28 P16.58

See accompanying Notes to Consolidated FinanciéBtents.



SM INVESTMENTS CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF INCOME
(Amounts in Thousands Except Per Share Data)

Three-Month Periods Ended September 3

201t
2016 (As Restated
(Unaudited) Note 4
REVENUE
Sales:
Merchandise B61,716,86 B57,072,75
Real estate and others 5,317,643 4,397,33
Rent 9,128,88! 7,942,25
Equity in net earnings @associat companie and joint venture 3,633,55. 3,036,18
Cinema ticket sales, amusement and others 1,434,133 1,378,97
Dividend, management fees and others 1,494,656 1,501,62
82,725,73 75,329,13
COST AND EXPENSES
Cost of sales:
Merchandise 45,948,91 42,616,19
Real estate 2,675,665 2,313,87
Selling, general and administrative expenses 19,369,04 16,765,00
67,993,61 61,695,07
OTHER INCOME (CHARGES)
Interest expense (3,017,720) (3,192,737
Interest income 892,98( 757,29(
Gain on fair value changes on derivatives - net - 10,61¢
Foreignexchange gain and othe 30,46¢ 25,59(
(2,094,274) (2,399,238
INCOME BEFORE INCOME TAX 12,637,84 11,234,81
PROVISION FOR INCOME TAX
Current 2,568,180 2,228,17
Deferrec 42,264 (108,239
2,610,444 2,119,93
NET INCOME B10,027,40 B9,114,88
Attributable to
Owners of the Parent B6,677,535 B6,081,3%
Non-controlling interests 3,349,86: 3,033,53
P10,027,40 B9,114,88
Basic/Diluted Earnings Per Common Share
Attributable to Owners of the Parent B5.54 B5.07

See accompanying Notes to Consolidated FinanciéBients.



SM INVESTMENTS CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME

(Amounts in Thousands)

Nine-Month Periods Ended September 30

2015
2016 (As Restated
(Unaudited) Note 4
NET INCOME P33,822,460 P30,526,00
OTHER COMPREHENSIVE INCOME (LOSS)
Items that will be reclassified to profit or loss h subsequent periods
Net unrealized ga on available-for-sale investments 1,615,209 1,007,698
Share in unrealized gain (loss) on available-fde-ga/estments of associates - net 31,945 (1,792,622)
Cumulative translation adjustment (1,128,924) 255,34
Income tax relating to items to be reclassifie@rofit or loss in subsequent periods 551,026 (67,704
1,069,256 (597,281
TOTAL COMPREHENSIVE INCOME P34,891,716 P29,928,72
Attributable to
Owners of the Pare £23,020,91 B 22,658,21(
Non-controlling interests 11,870,799 7,270,507
P34,891,716 P29,928,72

See accompanying Notes to Consolidated Financiésients.



SM INVESTMENTS CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME
(Amounts in Thousands)

Three-Month Periods Ended September 30

2015
2016 (As Restated -
(Unaudited) Note 4)
NET INCOME BP10,027,403 9,114,887
OTHER COMPREHENSIVE INCOME (LOSS)
Items that will be reclassified to profit or loss h subsequent periods
Net unrealize loss on available-for-sale investments (72,275) (409,311)
Share in unrealized loss on available-for-salesiments of associates - net (478,394) (275,851)
Cumulative translation adjustment (176,675) 19,109
Income tax relating to items to be reclassifie@rofit or loss in subsequent periods 236,15( 2,660
(491,194) (663,393)
TOTAL COMPREHENSIVE INCOME 9,536,209 P8,451,494
Attributable to
Owners of the Parent B6,270,584 B5,467,062
Non-controlling interests 3,265,625 2,984,432
9,536,209 P8,451,494

See accompanying Notes to Consolidated FinanciéBients.



SM INVESTMENTS CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CHANGES IN EQUITY
(Amounts in Thousands Except Per Share Data)

Equity Attributable to Owners of the Parent

Equity Net Unrealized Re-measurement
Adjustments Cost of Parent Gainon Gain (Loss) on
from Common Common Cumulative Available- Defined Appropriated Unappropriated
Additional Control Shares Held Translation for-Sale  Benefit Asset/ Retained Retained Non-controlling Total
Capital Stock Paid-in Capital  Transactions by Subsidiaries Adjustment Investments Obligation Earnings Earnings Total Interests Equity
Balance at January 1, 2016 (Audited) P8,030,554 R76,399,625 (R1,902,024) (R25,386) P1,057,751 PR12,724,360 P117,738 P36,000,000 P152,004,710 BP284,407,328 P97,291,958 P381,699,286
Effect of merger (Note 4) - - (3,436,924) - — - 98,427 — (1,063,862) (4,402,359) 6,656,541 2,254,182
As restated 8,030,554 76,399,625 (5,338,948) (25,386) 1,057,751 12,724,360 216,165 36,000,000 150,940,848 280,004,969 103,948,499 383,953,468
Net income - - - - - - - - 22,014,498 22,014,498 11,807,962 33,822,460
Other comprehensive income - - — — (701,021) 1,707,440 — — - 1,006,419 62,837 1,069,256
Total comprehensive income - - - - (701,021) 1,707,440 - - 22,014,498 23,020,917 11,870,799 34,891,716
Common control transactions — — 529,281 - - — - - — 529,281 — 529,281
Stock dividends - 50% 4,015,275 (52,396) - - - - - - - 3,962,879 - 3,962,879
Cash dividends - P10.63 per share - - - - - - - - (12,551,742)  (12,551,742) - (12,551,742)
Cash dividends received by non-controlling intesest - - - - - - - - - - (3,615,287) (3,615,287)
Decrease in previous year's non-controlling interes — - — — — - — — - — (615,237) (615,237)
Balance at September 30, 2016 (Unaudited) P12,045,829 PR76,347,229  (P4,809,667) (P25,386) P356,730  P14,431,800 P216,165 P36,000,000 P160,403,604 P294,966,304 P111,588,774 P406,555,078
Balance at January 1, 2015 (Audited) B7,963,406R71,952,082  (R1,902,933) (R25,386) B866,360 R10,207,259 (P126,530 P27,000,000 P141,069,856 PR257,004,114 B92,944,295 349,948,40
Effect of merger (Note 4) - - (3,464,500) - — - 96,347 — (1,473,760) (4,841,913) 6,153,740 1,311,82
As restated 7,963,406 71,952,082 (5,367,433) (25,386) 866,360 10,207,259 (30,183 27,000,000 139,596,096 252,162,201 99,098,035 351,260,23
Net income - - - - - - - - 19,877,403 19,877,403 10,648,601  30,526,00
Other comprehensive income — — — — 61,440 2,719,373 — — — 2,780,813 (3,378,094) (597,281
Total comprehensive income - - - - 61,440 2,719,373 - - 19,877,403 22,658,216 7,270,507  29,928,72
Common control transactions - - (150,265) - - - - - - (150,265) - (150,265
Conversion of convertible bonds 67,148 4,833,081 - - - — - - — 4,900,229 - 4,900,22'
Cash dividends - R10.61 per share - - - - - - - - (8,520,406) (8,520,406) - (8,520,40¢€
Cash dividends received by non-controlling intesest - - - - - - - - - - (3,799,950) (3,799,95C
Decrease in previous year's non-controlling interes — — — — — — — — — — (227,123) (227,123
Balance at September 30, 2015 (Restated) P8,080,55R76,785,163  (R5,517,698) (R25,386) B927,800 R12,926,632 (B30,183  P27,000,000 P150,953,093 P271,049,975 P102,341,469 3%,391,44

See accompanying Notes to Consolidated FinanciéBeents.



SM INVESTMENTS CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CASH FLOWS

(Amounts in Thousands)

Nine-Month Periods Ended September 30

2015
2016 (As Restated -
(Unaudited) Note 4)
CASH FLOWS FROM OPERATING ACTIVITIES
Income before income tax B42,196,155 B37,664,572
Adjustments for:
Equity in net earnings of associate companieg@ntventures (Note 12) (11,198,023) (9,881,116)
Interest expens 8,524,527 8,813,231
Depreciation and amortizon (Notes 3 and 4) 9,512,332 8,740,59¢
Interest income (2,553,974) (2,336,249)
Dividend, management fees and others (108,173) (149,787)
Unrealized foreign exchange loss and others 191,454 213,175
Gain (loss) on fair value changes on derivativest- (33,085) 127,171
Income before working capital changes 46,531,214 43,191,593
Decrease (increase) in:
Land and development (11,869,091) (11,409,442)
Other current assets 6,150,589 11,890,999
Merchandise inventories (4,070,534 (2,892,673)
Receivables 1,707,017 2,474,081

Increase (decrease) in:
Accounts payable and other current liabilities

(12,288,901)

(11,692,177)

Tenants’ deposits and others 1,185,610 2,198,697
Net cash generated from operati 27,345,904 33,761,078
Income tax paid (8,072,320) (7,057,925)
Net caskprovided b' operating activitie 19,273,58 26,703,15
CASH FLOWS FROM INVESTING ACTIVITIES
Proceeds from sale of:

Available-for-sale and held for trading investngent 1,872,991 86,331

Property and equipme 404,94¢ 84,902

Investment properties 16,896 7,211
Additions to:

Investment properties (Note 14) (18,408,981) (32,855,386)

Investments in associate companies and joint vesifiNote 12) (188,050) (15,508,476)

Property and equipment (Not3) (3,908802) (3,631,174

Available-for-saleand held for trading investmer (2,156,539 (1,290,20)
Decrease (increase) in:

Time deposits 903,129 (2,823,014)

Other noncurrent assets (9,079,221) (1,378,420)
Dividends received 3,536,513 5,235,443
Interest received 2,149,778 1,938,721

Net cash used in investing activi

(24,857,337)

(50,134,063)

(Forward)



Nine-Month Periods Ended September 30

2015
2016 (As Restated -
(Unaudited) Note 4)
CASH FLOWS FROM FINANCING ACTIVITIES
Availments of:
Long-term debt B41,852,823 B5,328,970
Bank loans 8,075,500 17,481,720
Payments o
Long-term debt (31,401,35) (3,371,789)
Bank loans (6,412,824) (9,886,600)
Interest (8,865,080) (7,867,694)
Dividends (12,800,884) (12,664,743)
Net casl used in financing activities (9,551,840) (10,980,136)
NET INCREASE (DECREASE) IN CASH AND CASH
EQUIVALENTS (15,135,593) (34,411,046)
EFFECT OF EXCHANGE RATE CHANGES
ON CASH AND CASH EQUIVALENTS 33,448 47,993
CASH AND CASH EQUIVALENTS
AT BEGINNING OF YEAR 58,282,731 73,369,637
CASH AND CASH EQUIVALENTS
AT END OF PERIOD B43,180,586 B39,006,58.

See accompanying Notes to Consolidated FinanciéBients.



SM INVESTMENTS CORPORATION AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

1. Corporate Information

SM Investments Corporation (SMIC or Parent Compavag incorporated in the Philippines on
January 15, 1960. On June 3, 2009, the Philippewirities and Exchange Commission (SEC)
approved the amendment of SMIC’s articles of inooafion for the extension of the Parent
Company’s corporate life for another 50 years fitanuary 15, 2010. Its registered office address
is 10th Floor, One E-Com Center, Harbor Drive, MdilAsia Complex, CBP-1A, Pasay City

1300.

The Parent Company and its subsidiaries (colldgtineferred to as the Group), and its associates
and joint ventures are involved primarily in theperty, retail and financial services and other
businesses.

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

2. Basis of Preparation and Statement of Compliance

Basis of Preparation

The consolidated financial statements of the Gioaye been prepared on a historical cost basis,
except for derivative financial instruments, inveehts held for trading and available-for-sale
(AFS) investments which have been measured avdhie. The consolidated financial statements
are presented in Philippine Peso, which is therR&empany’s functional and presentation
currency under Philippine Financial Reporting Stadd (PFRS). All values are rounded to the
nearest thousands except when otherwise indicated.

Statement of Compliance
The consolidated financial statements have begraped in compliance with PFRS.

Basis of Consolidation

The Group is considered to have control over arstee, if and only if, the Group has:

= Power over the investee (i.e. existing rights the¢ it the current ability to direct the relevant
activities of the investee);

= Exposure, or rights, to variable returns fromitgalvement with the investee; and,

= The ability to use its power over the investeeftect its returns.

When the Group has less than a majority of thengadir similar rights of an investee, the Group
considers all relevant facts and circumstancessessing whether it has power over an investee,
including:

= The contractual arrangement with the other votddrsl of the investee;
= Rights arising from other contractual arrangemeantst,
= The Group’s voting rights and potential voting tigh

The Group re-assesses whether or not it contralsvastee if facts and circumstances indicate

that there are changes to one or more of the diemeents of control. Consolidation of a

subsidiary begins when the Group obtains contrel ¢ive subsidiary and ceases when the Group
loses control of the subsidiary. Assets, lial@$itiincome and expenses of a subsidiary acquired or

*SGVFS015746*
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disposed of during the year are included or exdudehe consolidated financial statements from
the date the Group gains control until the dateGheup ceases to control the subsidiary.

Profit or loss and each component of other compr&kie income (OCI) are attributed to the
equity holders of the parent of the Group and #ortbn-controlling interests, even if this resufis i
the non-controlling interests having a deficit gk, When necessary, adjustments are made to
the financial statements of subsidiaries to brirrtaccounting policies in line with the Group’s
accounting policies. All intra-group assets aafbilities, equity, income, expenses and cash flows
relating to transactions between members of theiGave eliminated in full on consolidation.

A change in the ownership interest of a subsidmarghout loss of control, is accounted for as an
equity transaction. If the Group loses controlravsubsidiary, it:

= Derecognizes the assets (including goodwill) aadilities of the subsidiary;

= Derecognizes the carrying amount of any non-colimigpinterests;

= Derecognizes the cumulative translation adjustmesrded in equity;

= Recognizes the fair value of the considerationiveck

= Recognizes the fair value of any investment rethine

= Recognizes any surplus or deficit in profit or {cesd,

= Reclassifies the Parent Company’s share of compgemeaviously recognized in OCI to
profit or loss or retained earnings, as appropriate

The consolidated financial statements include te®ants of the Parent Company and the
subsidiaries listed below:

Percentage of Ownership
September 30 December 3:

2016 2015
Company Principal Activities Direct Indirect Direct Indirect
Property
SM Prime Holdings, Inc. (SM Prime) and
Subsidiaries Real estate development 50 - 50 -
SM Development Corporation (SMDC)
and Subsidiaries Real estate development - 100 - 100
Magenta Legacy, Inc Real estate developmi - 10C - 10C
Associated Development Corporation Real estateldpment - 100 - 100
Highlands Prime, Inc. (HPI) Real estate develogmen - 100 - 100
Summerhills Home Development Corp. Real estateldpment - 100 - 100
CHAS Realty and Development Corporation
(CHAS) and Subsidiarie Real estate developmi - 10C - 10C
Costa del Hamilo, In (Costa) anc
Subsidiaries Real estate development - 100 - 100
Prime Metro Estate, Inc. (PMI) and Subsidiary Resthte development - 100 - 100
Rappel Holdings, Inc. and Subsidiaries Real estatelopment - 100 - 100
SM Arena Complex Corporation (SM Arena) Convergion - 100 - 100
SM Hotels and Conventions Corp. and
Subsidiaries Hotel and conventions - 100 - 100
Tagaytay Resort Development Corporation Reateskavelopment - 100 - 100
MOA Esplanade Port, Inc. Port terminal operations - 100 - 100
Mountain Bliss Resort and Development
Corporation and Subsidiary Real estate development 100 - 100 -
Intercontinental Development Corporation (ICI Realestate developme 97 3 97 3
Prime Central, Inc. and Subsidiaries Real estateldpment 100 - 100 —
Bellevue Properties, Inc. Real estate development 62 - 62 -
Net Grouj Real estate development 90 - 90 -

Nagtahan Property Holdings, Ir
(formerly AD Farming) Real estate development 100 - 100 -



Percentage of Ownership
September 30  December 3:

2016 2015

Company Principal Activities Direct Indirect Direct Indirect
Retail
SM Retail, Inc. (SM RetaiBnd Subsidiaries Retall 77 - 77 -
Others
Primebridge Holdings, Inc. (Primebridi Investmer 80 2C 80 2C
Asia Pacific Computer Technology Center, Inc. Eedion 52 - 52 -
Multi-Realty Development Corporation (MRDC) Invesm 91 - 91 -
Henfels Investments Corp. Investment 99 - 99 -
Belleshares Holdings, Inc. and Subsidiaries

(formerly SV Commercial Properties, Inc  Investmer 59 4C 59 4C
Sto. Roberto Marketing Cor Investmer 10C - 10C -

The principal place of business and country of rpooation of the subsidiaries listed above is ie ®hilippines.

Summary of Significant Accounting Policies, Changeand Improvements

The significant accounting policies adopted inpheparation of the consolidated financial
statements are summarized below.

Cash and Cash Equivalents

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

Time Deposits
Time deposits are cash placements with originauritas of more than three months but less than

one year. Time deposits with maturities of moanttwelve months after the reporting period are
presented under noncurrent assets.

Determination of Fair Value

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

= in the principal market for the asset or liability,
= in the absence of a principal market, in the mdstatageous market for the asset or liability.

The fair value of an asset or a liability is measlusing the assumptions that market participants
would use when pricing the asset or liability, asswg that the market participants act in their best
economic interest.

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

= Level 1- Quoted (unadjusted) market prices in active marfatidentical assets or liabilities;
= Level 2- Valuation technigues for which the lowest levelddhthat is significant to the fair
value measurement is directly or indirectly obsbleaand,
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= Level 3- Valuation technigues for which the lowest leveldhthat is significant to the fair
value measurement is unobservable.

For assets and liabilities that are recognizetiénconsolidated financial statements on a recurring
basis, the Group determines whether transfers dbexgrred between Levels in the hierarchy by
re-assessing categorization (based on the lowesdtitgout that is significant to the fair value
measurement as a whole) at the end of each regqninod.

The Group determines the policies and procedurdsdih recurring and non-recurring fair value
measurements. For the purpose of fair value diacks, the Group has determined classes of
assets and liabilities on the basis of the natiraracteristics and risks of the asset or liabdiig
the level of the fair value hierarchy.

The Group recognizes transfers into and transfersfofair value hierarchy levels by re-assessing
categorization (based on the lowest level input ihaignificant to the fair value measurement as
a whole) as at the date of the event or changedamstances that caused the transfer.

Financial Instruments

Date of Recognition

The Group recognizes a financial asset or a firuiebility in the consolidated balance sheet
when it becomes a party to the contractual promssiof the instrument. Purchases or sales of
financial assets, recognition and de-recognitismplicable, that require delivery of assets
within the time frame established by regulatior@nvention in the market place are recognized
on the settlement date. Derivatives are recogrozred trade date basis.

Initial Recognition of Financial Instruments

Financial instruments are recognized initiallyait #alue, which is the fair value of the
consideration given (in case of an asset) or reckfin case of a liability). The initial
measurement of financial instruments, except fosé¢hclassified as fair value through profit or
loss (FVPL), includes transaction cost.

Subsequent to initial recognition, the Group clEssiits financial instruments in the following
categories: financial assets and financial lidbsitat FVPL, loans and receivables,
held-to-maturity (HTM) investments, AFS investmeatsl other financial liabilities. The
classification depends on the purpose for whichriekguments are acquired and whether they are
guoted in an active market. Management deternthreeslassification at initial recognition and,
where allowed and appropriate, re-evaluates thissdication at every reporting date.

“Day 1" Difference

Where the transaction price in a non-active maekdifferent from the fair value of other
observable current market transactions in the sasteiment or based on a valuation technique
whose variables include only data from observaldekat, the Group recognizes the difference
between the transaction price and fair value (ay“Dadifference) in the consolidated statement
of income unless it qualifies for recognition amsoother type of asset or liability. In cases wher
use is made of data which is not observable, tierdhce between the transaction price and
model value is only recognized in the consolidatatiement of income when the inputs become
observable or when the instrument is derecognifexdt.each transaction, the Group determines
the appropriate method of recognizing the “Day iffedence amount.



Financial Assets and Liabilities at FVPL
Financial assets and liabilities at FVPL includeficial assets and liabilities held for trading and
financial assets and liabilities designated updtialrrecognition as at FVPL.

Financial assets and liabilities are classifietied for trading if they are acquired for the puspo
of selling or repurchasing in the near term. Gainosses on investments held for trading are
recognized in the consolidated statement of inconter “Gain (loss) on sale of available-for-sale
investments and fair value changes on investmeatdisfor trading - net” account. Interest income
earned on investment held for trading are recoghnizéinterest income” account in the
consolidated statement of income.

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

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

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

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

The Group’s investments held for trading and deinesassets are classified as financial assets at
FVPL, while the Group’s derivative liabilities ang from issuance of convertible bonds and
derivative financial instruments with negative fa@ues are also included as financial liabilités
FVPL.

Loans and Receivables

Loans and receivables are non-derivative finarasakts with fixed or determinable payments that
are not quoted in an active market. They are nt@red into with the intention of immediate or
short-term resale and are not designated as AFStments or financial assets at FVPL.

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

The Group’s cash and cash equivalents, time depositeivables (including noncurrent portion
of receivables from real estate buyers), advaneéother receivables (included under “Other
current assets” account), long-term notes (includeter “Other noncurrent assets” account) are
classified under this category.

AFS Investments

AFS investments are non-derivative financial asseisare designated under this category or are
not classified in any of the other categories. sehare purchased and held indefinitely, and may
be sold in response to liquidity requirements arnges in market conditions. Subsequent to
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initial recognition, AFS investments are carriedadit value in the consolidated balance sheet.
Changes in the fair value of such assets are regbad net unrealized gain or loss on AFS
investments in the consolidated statement of cohgm&ve income under “Net unrealized gain
(loss) on available-for-sale investments” accouriil the investment is derecognized or the
investment is determined to be impaired. On degeition or impairment, the cumulative gain or
loss previously reported in consolidated staternénbmprehensive income is transferred to the
consolidated statement of income. Interest eanndablding AFS investments are recognized in
the consolidated statement of income using the®ffeinterest method. Assets under this
category are classified as current if expectecetdibposed of within 12 months after the reporting
period. Otherwise, they are classified as nonatirre

The Group's investments in shares of stock, bondscarporate notes, redeemable preferred
shares and club shares are classified under t#@garg. The current portion is included under
“Investments held for trading and sale” accourthimconsolidated balance sheet.

Other Financial Liabilities

This category pertains to financial liabilities taae not held for trading or not designated as at
FVPL upon the inception of the liability. Theselunde liabilities arising from operations or
borrowings.

Other financial liabilities are recognized initiakt fair value and are subsequently carried at
amortized cost, taking into account the impactpgiying the effective interest method of
amortization (or accretion) for any related premjaiiscount and any directly attributable
transaction costs. Gains and losses on otherdialdiabilities are recognized in the consolidated
statement of income when the liabilities are degacxed, as well as through the amortization
process.

The Group’s bank loans, accounts payable and ctiveent liabilities, dividends payable,
long-term debt and tenants’ deposits and otherslassified under this category.

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

= deliver cash or another financial asset to anathéty; or,

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

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

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

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

Debt Issue Cost
Debt issue cost is presented as a reduction intlermg debt and amortized over the term of the
related borrowings using the effective interesthmdt



Derivative Financial Instruments

The Group uses derivative financial instrumenthiaglong-term cross-currency swaps, foreign
currency call options, interest rate swaps, optamsnon-deliverable forwards to hedge the risks
associated with foreign currency and interestftatguations. Derivative financial instruments,
including bifurcated embedded derivatives, aredlttrecognized at fair value on the date on
which the derivative contract is entered into arelsubsequently re-measured at fair value.
Derivatives are carried as assets when the failevial positive and as liabilities when the fair
value is negative.

Cash Flow Hedges

Cash flow hedges are hedges of the exposure tabilisi in cash flows that is attributable to a
particular risk associated with a recognized adisdility or a highly probable forecast transaantio
and could affect the consolidated statement ofrimeo Changes in the fair value of a hedging
instrument that qualifies as a highly effectivetciew hedge are recognized as “Cumulative
translation adjustment” account in the consolidatatiement of comprehensive income, whereas
any hedge ineffectiveness is immediately recogniretle consolidated statement of income
under “Loss on fair value changes on derivativest* account.

Amounts taken to equity are transferred to the alisfsted statement of income when the hedged
transaction affects profit or loss, such as whenhikdged financial income or financial expense is
recognized. However, if an entity expects thabak portion of a loss recognized in OCI will not
be recovered in one or more future periods, itlskalassify from equity to profit or loss as a
reclassification adjustment the amount that isaxpiected to be recovered.

Hedge accounting is discontinued prospectively wtherhedge ceases to be highly effective.
When hedge accounting is discontinued, the cunvelaains or losses on the hedging instrument
that has been reported as “Cumulative translatiunsément” is retained in the OCI until the
hedged transaction impacts the consolidated stateofigncome. When the forecasted
transaction is no longer expected to occur, anguetulative gains or losses previously reported
in the consolidated statement of comprehensiveniecis recognized immediately in the
consolidated statement of income.

Other Derivative Instruments Not Accounted for a&slges

Certain freestanding derivative instruments thatjae economic hedges under the Group’s
policies either do not qualify for hedge accountim@re not designated as accounting hedges.
Changes in the fair values of derivative instruraerdt designated as hedges are recognized
immediately under “Loss on fair value changes aivdéves - net” account in the consolidated
statement of income. Derivatives are carried astasvhen the fair value is positive and as
liabilities when the fair value is negative.

Embedded Derivative

An embedded derivative is a component of a hylmaanpined) instrument that also includes a
non-derivative host contract with the effect thanhe of the cash flows of the combined
instrument vary, in a way similar to a stand-aldeevative. The Group assesses whether
embedded derivatives are required to be sepanaiedifost contracts when the Group first
becomes a party to the contract. An embeddedaterévis separated from the host contract and
accounted for as a derivative if all of the folloiconditions are met: a) the economic
characteristics and risks of the embedded derieatre not closely related to the economic
characteristics and risks of the host contrac §¢parate instrument with the same terms as the
embedded derivative would meet the definition dedvative; and c) the hybrid or combined
instrument is not recognized as at FVPL.
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Subsequent reassessment is prohibited unlessishehange in the terms of the contract that
significantly modifies the cash flows that othemsvigould be required under the contract, in which
case, a reassessment is required. The Group die¢srmhether a modification to cash flows is
significant by considering the extent to which éxpected future cash flows associated with the
embedded derivative, the host contract or bothe lednanged and whether the change is
significant relative to the previously expectedhcisws on the contract.

Options arising from the Group’s long-term note@mreled under “Noncurrent Assets”) and
convertible bonds payable are the Group’s bifudt@ammbedded derivatives

De-recognition of Financial Assets and Liabilities
Financial AssetsA financial asset is derecognized when:

= the rights to receive cash flows from the asseelexpired,;

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

= the Group has transferred its rights to receivé €iasvs from the asset and either (a) has
transferred substantially all the risks and rewarfd$ie asset, or (b) has neither transferred nor
retained substantially all the risks and rewardhefasset, but has transferred control of the
asset.

When the Group has transferred its rights to receash flows from an asset and has neither
transferred nor retained substantially all thegiakd rewards of the asset, the asset is recognized
to the extent of the Group’s continuing involvementhe asset. Continuing involvement that
takes the form of a guarantee over the transferssdt is measured at the lower of original
carrying amount of the asset and the maximum amofucinsideration that the Group could be
required to repay.

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

When an existing financial liability is replaced a&gother from the same lender on substantially
different terms, or the terms of an existing lidpiare substantially modified, such modificati@n i
treated as a de-recognition of the original liapiéind the recognition of a new liability, and the
difference in the respective carrying amounts ¢@gaized in profit or loss.

Impairment of Financial Assets

The Group assesses at each reporting period wheefireancial asset or a group of financial assets
is impaired. A financial asset or a group of ficahassets is deemed to be impaired, if and only
if, there is objective evidence of impairment assult of one or more events that occurred after
the initial recognition of the asset (an incurressl event) and that loss event has an impact on the
estimated future cash flows of the financial asset group of financial assets that can be reliably
estimated. Obijective evidence of impairment majuiele indications that the borrower or a group
of borrowers is experiencing significant finandaéficulty, default or delinquency in interest or
principal payments, the probability that they weifiter bankruptcy or other financial

reorganization and where observable data inditatiethere is measurable decrease in the
estimated future cash flows, such as changes@amror economic conditions that correlate with
defaults.
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Financial Assets Carried at Amortized Co¥$he Group first assesses whether objective evidence
of impairment exists for financial assets thatindividually significant, and individually or
collectively for financial assets that are not indually significant. If it is determined that no
objective evidence of impairment exists for anwdlially assessed financial asset, whether
significant or not, the asset is included in a gro@financial assets with similar credit risk
characteristics and that group of financial asisatsllectively assessed for impairment. Assets
that are individually assessed for impairment awdvhich an impairment loss is or continues to
be recognized are not included in the collectivpdimment assessment.

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

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

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

The carrying amount of the impaired asset shatedeced through the use of an allowance
account. The amount of the loss shall be recodriizéhe consolidated statement of income.
Interest income continues to be accrued on thecextloarrying amount based on the original
effective interest rate of the asset. Loans aoeéivables together with the associated allowance
are written off when there is no realistic prospEduture recovery and all collateral, if any, has
been realized or has been transferred to the Grifup.a subsequent period, the amount of the
impairment loss increases or decreases becausesokat occurring after the impairment was
recognized, the previously recognized impairmess g increased or decreased by adjusting the
allowance account. If a future write off is latecovered, the recovery is recognized in the
consolidated statement of income to the extent@tarrying amount that would have been
determined had no impairment loss been recognized.

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

AFS InvestmentsThe Group assesses at each reporting periochertittere is objective evidence
that an investment or a group of investments isaingl. In the case of equity investments
classified as AFS investments, an objective evid@iémpairment would include a significant or
prolonged decline in the fair value of the investisebelow its cost. Significant decline in fair
value is evaluated against the original cost ofitirestment, while prolonged decline is assessed
against the periods in which the fair value has\dedow its original cost. Where there is
evidence of impairment, the cumulative loss, meaas the difference between the acquisition
cost and the current fair value, less any impaitrtess on that financial asset previously
recognized in the consolidated statement of incasmemoved from the consolidated statement
of comprehensive income and recognized in the diolaged statement of income. Impairment
losses on equity investments are not reversed ghrthe consolidated statement of income;
increases in fair value after impairment are recghdirectly in the consolidated statement of
comprehensive income.
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In the case of debt instruments classified as Alw8dstments, impairment is assessed based on the
same criteria as financial assets carried at apgorttost. Future interest income is based on the
reduced carrying amount of the asset and is actraseld on the rate of interest used to discount
future cash flows for the purpose of measuring immpant loss. Such accrual is recorded as part
of “Interest income” account in the consolidateatesinent of income. If in subsequent years, the
fair value of a debt instrument should increasethedncrease can be objectively related to an
event occurring after the impairment loss was raizagl in the consolidated statement of income,
the impairment loss is reversed through the codatdd statement of income.

Offsetting Financial Instruments

Financial assets and financial liabilities are effsnd the net amount is reported in the
consolidated balance sheet if, and only if, ther@ currently enforceable legal right to offset the
recognized amounts and there is an intention teesat a net basis, or to realize the asset and
settle the liability simultaneously.

Merchandise Inventories

Merchandise inventories are valued at the loweost and net realizable value. Cost, which
includes all costs directly attributable to acdiosi, such as purchase price and transport c@sts, i
primarily determined using the weighted averagehagt Net realizable value is the estimated
selling price in the ordinary course of businessslestimated costs necessary to make the sale.

Land and Development and Condominium and Residddiis for Sale

Land and development and condominium and residentits for sale are stated at the lower of
cost and net realizable value. Cost includes thosts incurred for development and
improvement of the properties. Net realizable gatuthe selling price in the ordinary course of
business less costs to complete and the estimagtdocmake the sale.

Land and development includes properties helddturé development and properties being
constructed for sale in the ordinary course of ess, rather than to be held for rental or capital
appreciation. Cost incurred for the developmentiamprovement of the properties includes the
following:

= Land cost;

= Amounts paid to contractors for construction andettspment; and,

= Borrowing costs, planning and design costs, cdstg@preparation, professional fees,
property transfer taxes, construction overheadso#mel related costs.

Investments in Associate Companies and Joint Vestur

An associate is an entity over which the Groupdigsificant influence. Significant influence is
the power to participate in the financial and ofiegapolicy decisions of the investee, but is not
control or joint control over those policies.

A joint venture is a joint arrangement wherebypheties that have joint control of the
arrangement have rights to the net assets of thievjienture. Joint control is the contractually
agreed sharing of control of an arrangement, wiidsts only when decisions about the relevant
activities require unanimous consent of the pagfesing control.

The considerations made in determining signifi¢afitience or joint control is similar to those
necessary to determine control over subsidiaries.
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The Group’s investments in associate companiegaamdventures are accounted for under the
equity method of accounting. Under the equity radtlinvestment in associate companies and
joint ventures is carried in the consolidated bedasheet at cost plus post-acquisition changes in
the Group’s share in net assets of the associgténbventure.

On acquisition of the investment, any differencevaen the cost of the investment and the
investor’s share in the net fair value of the aggets or joint venture’s identifiable assets,
liabilities and contingent liabilities is accountid as follows:

a. goodwill relating to an associate or joint ventigréncluded in the carrying amount of the
investment. However, amortization of that goodvgilhot permitted and is therefore not
included in the determination of the Group’s shiaréhe associate’s or joint venture’s profits
or losses; and,

b. any excess of the Group’s share in the net fairevaf the associate’s and joint venture’s
identifiable assets, liabilities and contingenblidgies over the cost of the investment is
included as income in the determination of the s#twes share of the associate's or joint
venture’s profit or loss in the period in which thgestment is acquired.

The consolidated statement of income reflects llagesin the results of operations of the associate
or joint venture. Where there has been a chargmnézed directly in the equity of the associate
or joint venture, the Group recognizes its shar@iy changes and discloses this in the
consolidated statement of comprehensive incomefit®and losses resulting from transactions
between the Group and the associate or joint verate eliminated to the extent of the Group’s
interest in the associate or joint venture.

Appropriate adjustments to the investor’'s sharthefassociate’s or joint venture’s profit or loss
after acquisition are made to account for the degtien of the depreciable assets based on their
fair values at the acquisition date and for impaintiosses recognized by the associate or joint
venture, such as for goodwill or property, pland @quipment.

After application of the equity method, the Growgiedmines whether it is necessary to recognize
any impairment loss with respect to the Group’simatstment in the associate companies and
joint ventures. At each reporting date, the Grdefermines whether there is objective evidence
that the investment in the associate companiegoamdventures is impaired. If there is such
evidence, the Group calculates the amount of impeait as the difference between the
recoverable amount of the associate companiesoamtd/gntures and its carrying value, then,
recognizes the loss in the statement of income.

Upon loss of significant influence over the asstac@ joint control over the joint venture, the
Group measures and recognizes any retained invesahis fair value. Any difference between
the carrying amount of the associate companiegaanidventures upon loss of significant
influence or joint control and the fair value oétretained investment and proceeds from disposal
is recognized in profit or loss.

Property and Equipment

Property and equipment, except land, is statedsitless accumulated depreciation and
amortization and any accumulated impairment in&aluand is stated at cost less any impairment
in value.
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The initial cost of property and equipment consistiés purchase price, including import duties,
taxes and any directly attributable costs necesadmyinging the asset to its working condition
and location for its intended use. Cost also idetuany related asset retirement obligation and
related interest incurred during the construction.

Major repairs are capitalized as part of propeniy aquipment only when it is probable that future
economic benefits associated with the item willWflim the Group and the cost of the items can be
measured reliably. All other repairs and mainteeagre charged against current operations as
incurred.

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

Buildings and improvements 5-25 years

Store equipment and improvements 5-10 years

Data processing equipm 5-8 year:

Furniture fixtures and office equipme 3-10 year

Machinery and equipment 5-10 years

Leasehold improvements 5-10 yearderm of the lease,
whichever is shorter

Transportation equipment 5-10 years

The residual values, useful lives and method ofe@ation and amortization of the assets are
reviewed and adjusted, if appropriate, at the drehoh reporting period. The carrying values of
the assets are reviewed for impairment when ew®rithanges in circumstances indicate that the
carrying values may not be recoverable.

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

When property and equipment are retired or otherdisposed of, the cost and related
accumulated depreciation and amortization and agtaied provision for impairment losses are
removed from the accounts and any resulting galossris charged to profit or loss.

Investment Properties

Investment properties include property that are beelearn rentals and for capital appreciation and
property under construction or re-development.estment properties, except land, are measured
at cost, less accumulated depreciation and amtiatizand accumulated impairment in value.
Land is stated at cost less any impairment in value

Expenditures incurred after the investment propleaty been put in operation such as repairs and
maintenance costs are charged to current operations

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

Land improvemen 3-5 year

Buildings and improvements 10-40 years

Building equipment, furniture and others 3-15 years

Building and leasehold improvements 5 yearserm of the lease,

whichever is shorter
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The residual values, useful lives and method ofelgation and amortization of the assets are
reviewed and adjusted, if appropriate, at the drehoh reporting period.

Investment property is derecognized when disposg@eimmanently withdrawn from use and no
future economic benefit is expected from its digho#\ny gains or losses on the retirement or
disposal of an investment property are chargeddbtr loss.

Transfers are made to (from) investment propertgmthere is a change in use evidenced by
ending (commencement) of owner-occupation, or, cemeament of an operating lease to another
party (commencement of development with a viewett).s

For a transfer from investment property to ownestmied property or inventories, the cost of
property for subsequent accounting is its carryialgie at the date of change in use. If the
property occupied by the Group as an owner-occumieperty becomes an investment property,
the Group accounts for such property in accordaittethe policy stated under property and
equipment up to the date of change in use.

Construction in Progress

Construction in progress represents structuresrwatestruction and is stated at cost. This
includes cost of construction and other directso§tost also includes interest on borrowed funds
incurred during the construction period. Consiarcin progress is not depreciated until such
time that the relevant assets are completed anctady for use.

Tenants’ Deposits

Tenants’ deposits are measured at amortized destants’ deposits refer to security deposits
received from various tenants upon inception ofrfspective lease contracts on the Group’s
investment properties. At the termination of tbase contracts, the deposits received by the
Group are returned to tenants, reduced by unpaidirfees, penalties and/or deductions from
repairs of damaged leased properties, if any. rélated lease contracts usually have a term of
more than twelve months.

Property Acquisitions, Business Combinations andudsitions of Non-controlling Interests

Property Acquisitions and Business Combinatio¢hen property is acquired through corporate
acquisitions or otherwise, management considersuthstance of the assets and activities of the
acquired entity in determining whether the acqusitepresents an acquisition of a business.

When such an acquisition is not judged to be amiaitipn of a business, it is not treated as a
business combination. Rather, the cost to acdudrentity is allocated between the identifiable
assets and liabilities of the entity based on tredative fair values at the acquisition date.
Accordingly, no goodwill or additional deferred tasises. Otherwise, the acquisition is
accounted for as a business combination.

Business combinations are accounted for usingad@eisition method except for business
combinations under common control in which an aatiog similar to pooling of interest method

is used. Business combinations under common dardhose in which all of the combining
entities or businesses are controlled by the saartg pr parties both before and after the business
combination, and that control is not transitoryndér the acquisition method, the cost of an
acquisition is measured as the aggregate of theidmnation transferred, measured at acquisition
date fair value and the amount of any non-contrglinterest in the acquiree. For each business
combination, the acquirer measures the non-coirtgaihterest in the acquiree either at fair value
or at the proportionate share of the acquiree’'stifiable net assets. Transaction costs incurred
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are expensed and included in “Selling, generaladinistrative expenses” account in the
consolidated statement of income.

For accounting similar to pooling of interest maththe assets, liabilities and equity of the
acquired companies for the reporting period in Whiee common control business combinations
occur, and for any comparative periods presentednaluded in the consolidated financial
statements of the Group at their carrying amousisthe combinations had occurred from the
date when the acquired companies first became uhdaontrol of the Group. The excess of the
cost of business combinations over the net carrgingunts of the assets and liabilities of the
acquired companies is recognized under “Equitysidjents from common control transactions”
account in the equity section of the consolidataldtice sheet.

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

If the business combination is achieved in statiesacquisition date fair value of the acquirer’s
previously held equity interest in the acquireeeisneasured at its acquisition date fair value and
any resulting gain or loss is recognized in profitoss. It is then considered in the determimatio
of goodwill.

Any contingent consideration to be transferredhgydacquirer will be recognized at fair value at
the acquisition date. Subsequent changes to ithealae of the contingent consideration which is
deemed to be an asset or liability, will be recagdiin accordance with Philippine Accounting
Standard (PAS) 3%inancial Instruments: Recognition and Measurenegtfiter in profit or loss

or as a change to OCI. If the contingent consté®ras classified as equity, it should not be
re-measured and subsequent settlement is accdontedhin equity.

Acquisitions of Non-controlling Interest€hanges in the Parent Company’s ownership intérest
a subsidiary that do not result in a loss of cdrdre accounted for as equity transactions

(i.e., transactions with owners in their capacgywaners). In such circumstances, the carrying
amounts of the controlling and non-controlling net&s shall be adjusted to reflect the changes in
their relative interests in the subsidiary. Anifetience between the amount by which the
non-controlling interests are adjusted and theviaiue of the consideration paid shall be
recognized directly in equity.

Goodwill

Initial Measurement of Goodwill or Gain on a BargdturchaseGoodwill is initially measured
by the Group at cost being the excess of the agtgeayf the consideration transferred and the
amount recognized for non-controlling interest abver net identifiable assets acquired and
liabilities assumed. If this consideration is lowean the fair value of the net assets of the
subsidiary acquired, the difference is recognizeprofit or loss as gain on a bargain purchase.

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

Impairment Testing of GoodwillFor the purpose of impairment testing, goodwitj@red in a
business combination is, from the acquisition dallecated to each of the Group’s
cash-generating units (CGU), or groups of CGU4, dhaexpected to benefit from the synergies
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of the combination, irrespective of whether otheseds or liabilities of the acquiree are assigned
to those units or groups of units. Each unit augrof units to which the goodwill is allocated:

= represents the lowest level within the Group atcilihe goodwill is monitored for internal
management purposes; and,

= is not larger than an operating segment as defmB#RS 80perating Segmentbefore
aggregation.

Frequency of Impairment Testindrrespective of whether there is any indicatdimpairment,
the Group tests goodwill acquired in a businesshioation for impairment at least annually.

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

Measurement PeriodlIf the initial accounting for a business combiom is incomplete by the end
of the reporting period in which the combinatioras, the Group reports in its consolidated
financial statements provisional amounts for then# for which the accounting is incomplete.
The measurement period ends as soon as the Greeipa® the information it was seeking about
facts and circumstances that existed as of theigitiqn date or learns that more information is
not obtainable. The measurement period shall xugexl one year from the acquisition date.

Intangible Assets
The cost of trademarks and brand names acquiradusiness combination is the fair value as at

the date of acquisition. The Group assessed feluge of the trademarks and brand names to
be indefinite because based on an analysis of #ilearelevant factors, there is no foreseeable
limit to the period over which the asset is expagdtegenerate cash inflows for the Group.

Trademarks and brand names with indefinite usefeslare not amortized but are tested for
impairment annually either individually or at thesb generating unit level. The useful life of an
intangible asset is reviewed annually to determihetherthe indefinite life assessment continues
to be supportable. If not, the change in the uddéuassessment from indefinite to finite is made
ona prospective basis.

The cost of trademarks acquired as an assetdsdtgsition cost and amortized over useful life.

Gains or losses arising from de-recognition ofraargible asset are measured as the difference
between the net disposal proceeds and the carapmugint of the asset at the date of disposal and
are recognized in profit or loss when the assdéigcognized.

Other Noncurrent Assets
Other noncurrent assets include land use rightsiwdnrie amortized over its useful life of
40-60 years.
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Impairment of Nonfinancial Assets

The carrying values (property and equipment, imaestt properties and investments in associate
companies and joint ventures, intangibles withrdefiuseful life and other noncurrent assets) are
reviewed for impairment when events or changesraumstances indicate that the carrying value
may not be recoverable. If any such indicatiostsxiand if the carrying value exceeds the
estimated recoverable amount, the assets or C@&Usrdten-down to their recoverable amounts.
The recoverable amount of the asset is the gre&fair value less costs to sell or value in use.
The fair value less costs to sell is the amouraiobble from the sale of an asset in an arm’s
length transaction between knowledgeable, williagips, less costs of disposal. In assessing
value in use, the estimated future cash flows m@dnted to their present value using a pre-tax
discount rate that reflects current market assestsnod the time value of money and the risks
specific to the asset. For an asset that doegamarate largely independent cash inflows, the
recoverable amount is determined for the CGU tatvline asset belongs. Impairment losses are
recognized in the consolidated statement of incontieose expense categories consistent with the
function of the impaired asset.

An assessment is made at each reporting datevdsetber there is any indication that previously
recognized impairment loss may no longer exist ay mave decreased. If such indication exists,
the recoverable amount is estimated. A previotetpgnized impairment loss is reversed only if
there has been a change in the estimates usetetondee the asset’s recoverable amount since
the last impairment loss was recognized. If tedhe case, the carrying amount of the asset is
increased to its recoverable amount. That incokaseunt cannot exceed the carrying amount
that would have been determined, net of depreciati@l amortization, had no impairment loss
been recognized for the asset in prior years. $ewmdrsal is recognized in the consolidated
statement of income. After such a reversal, thatgation or amortization charge is adjusted in
future periods to allocate the asset's revisedygagramount, less any residual value, on a
systematic basis over its remaining useful life.

Capital Stock
Capital stock is measured at par value for alleh#&sued. Incremental costs incurred directly

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

Revenue and Cost Recognition

Revenue is recognized when it is probable thaetdemomic benefits associated with the
transaction will flow to the Group and the amoufithe revenue can be reliably measured.
Revenue is measured at the fair value of the cerddidn received or receivable, excluding
discounts, rebates and sales taxes or dutiesGlidngp assesses its revenue arrangements against
specific criteria to determine if it is acting aprancipal or as an agent. The Group has concluded
that it is acting as principal in majority of itsuenue arrangements.

Sale of Merchandise InventorieRevenue is recognized when the significant résic rewards of
ownership of the goods have passed to the buyéchvidlinormally upon delivery. Sales returns
and sales discounts are deducted from sales e atrisales shown in the consolidated statement
of income.

Sale of goods under consignment arrangements wipliers is recognized as revenue upon
billing, delivery and transfer of goods to customer



-17 -

Sale of Real EstateThe Group assesses whether it is probabletibagdonomic benefits will

flow to the Group when the sales prices are cobxt Collectibility of the sales price is
demonstrated by the buyer’'s commitment to pay, Whisupported by the buyer’s initial and
continuous investments that motivates the buyéotwr its obligation. Collectibility is also
assessed by considering factors such as collectioedit standing of the buyer and location of the

property.

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

Any excess of collections over the recognized red#es are included in the “Tenants’ deposits
and others” account in the consolidated balancetshi&any of the criteria under the full accrual
or POC method is not met, the deposit method ifexppntil all the conditions for recording a
sale are met. Pending recognition of sale, casgtived from buyers are presented under the
“Tenants’ deposits and others” account in the clidated balance sheet.

Cost of real estate sales is recognized consigiéimthe revenue recognition method applied.
Cost of condominium and residential units sold betbe completion of the development is
determined on the basis of the acquisition coth@iand plus its full development costs, which
include estimated costs for future development work

The cost of inventory recognized in the consolidatatement of income upon sale is determined
with reference to the specific costs incurred angloperty, allocated to saleable area based on
relative size and takes into account the POC usekenue recognition purposes.

Revenue from construction contracts are recognisath the POC method, measured principally
on the basis of the estimated physical completidhecontract work.

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

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

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

Gain on Sale of Investments in Associate Compamigsloint Ventures and Available-for-Sale
Investments.Revenue is recognized upon delivery of the séeario and confirmation of the sale
by the broker.
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Dividend. Revenue is recognized when the Group’s right deeebolder to receive the payment
is established.

Management and Service Fed®evenue and expense is recognized when earnddamced,
respectively, in accordance with the terms of tpeements.

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

Selling, General, Administrative and Other Expengegsts and expenses are recognized as
incurred.

Pension Benefits

The net defined benefit liability or asset is tiggr@gate of the present value of the defined benefi
obligation at the end of the reporting period rextliby the fair value of plan assets, adjusted for
any effect of limiting a net defined benefit aggethe asset ceiling. The asset ceiling is the
present value of any economic benefits availabtberform of refunds from the plan or
reductions in future contributions to the plan.

The cost of providing benefits under the definexddfi¢ plans is actuarially determined using the
projected unit credit method.

Defined benefit costs comprise the following:

= Service cost;
= Net interest on the net defined benefit liabilityasset; and,
= Re-measurements of net defined benefit liabilitasset.

Service costs which include current service cqest service costs and gains or losses on
non-routine settlements are recognized as expar@®fit or loss. Past service costs are
recognized on the earlier of the date of the ptaeradment or curtailment, and the date the Group
recognizes restructuring-related costs.

Net interest on the net defined benefit liabilityasset is the change during the period in the net
defined benefit liability or asset that arises frtita passage of time which is determined by
applying the discount rate based on governmentdtmthe net defined benefit liability or asset.
Net interest on the net defined benefit liabilityasset is recognized as expense or income in
profit or loss.

Re-measurements comprising actuarial gains anddpssturn on plan assets and any change in
the effect of the asset ceiling (excluding netriese on defined benefit liability) are recognized
immediately in OCI in the period in which they a&ifRe-measurements are not reclassified to
profit or loss in subsequent periods.

Plan assets are assets that are held by a longetapioyee benefit fund. Plan assets are not
available to the creditors of the Group, nor caytbe paid directly to the Group. Fair value of
plan assets is based on market price informati®hen no market price is available, the fair value
of plan assets is estimated by discounting expdatede cash flows using a discount rate that
reflects both the risk associated with the plartgsand the maturity or expected disposal date of
those assets (or, if they have no maturity, theeetqul period until the settlement of the related
obligations). If the fair value of the plan asssthigher than the present value of the defined
benefit obligation, the measurement of the resylitiefined benefit asset is limited to the present
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value of economic benefits available in the fornmegtinds from the plan or reductions in future
contributions to the plan.

Foreign Currency-denominated Transactions

Transactions in foreign currencies are initiallgaeded in the functional currency rate at the date
of the transaction. Monetary assets and liabslittenominated in foreign currencies are restated at
the functional currency rate of exchange as atrteygpdate. Nonmonetary items denominated in
foreign currency are translated using the exchaatgs as at the date of initial recognition. All
differences are recognized in profit or loss.

Foreign Currency Translation

The assets and liabilities of foreign operatioresteanslated into Philippine peso at the rate of
exchange as at reporting date and their respesti@tements of income are translated at the
weighted average rates for the year. The exchdifigeences arising on the translation are
included in the consolidated statement of comprsilverincome and are presented within the
“Cumulative translation adjustment” account in to@solidated statement of changes in equity.
On disposal of a foreign entity, the deferred clativé amount of exchange differences
recognized in equity relating to that particulareign operation is recognized in profit or loss.

Leases

The determination of whether an arrangement ispatains a lease is based on the substance of
the arrangement and requires an assessment ofextieghfulfillment of the arrangement is
dependent on the use of a specific asset or emsethie arrangement conveys a right to use the
asset.

Group as LesseeFinance leases, which transfer to the Group anbatly all the risks and

benefits incidental to ownership of the leased jtare capitalized at the inception of the lease at
the fair value of the leased property or, if lowarthe present value of the minimum lease
payments. Lease payments are apportioned betlvedimance charges and reduction of the lease
liability so as to achieve a constant rate of gepn the remaining balance of the liability.

Finance charges are reflected in the consoliddttdraent of income.

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

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

the asset are classified as operating leases.adpglease payments are recognized as expense in
the consolidated statement of income on a strdightbasis over the lease term. Associated

costs, such as maintenance and insurance, aresexpas incurred.

Group as LessorLeases where the Group does not transfer suladhaall the risks and benefits

of ownership of the asset are classified as opeyétases. Lease income from operating leases is
recognized as income on a straight-line basis theslkease term. Initial direct costs incurred in
negotiating an operating lease are added to thgimgramount of the leased asset and recognized
over the lease term on the same basis as rentahanc Contingent rents are recognized as
revenue in the period in which they are earned.
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Provisions

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

Borrowing Cost
Borrowing cost is capitalized as part of the cdghe asset if they are directly attributable te th

acquisition or construction of a qualifying ass€apitalization of borrowing cost commences
when the activities to prepare the asset are igrpes and expenditures and borrowing cost is
being incurred. Borrowing cost is capitalized Litite assets are substantially ready for their
intended use. Borrowing cost is capitalized whes probable that they will result in future
economic benefits to the Group. All other borrogvoosts are expensed as incurred. For
borrowing associated with a specific asset, theashcate on that borrowing is used. Otherwise, a
weighted average cost of borrowings is used.

Taxes

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

Deferred Tax Deferred tax assets are recognized for all dddademporary differences and
carryforward benefits of excess Minimum Corporaieoime Tax (MCIT) and Net Operating Loss
Carryover (NOLCO), to the extent that it is prolsatiiat taxable profit will be available against
which the deductible temporary differences andcereyforward benefits of excess MCIT and
NOLCO can be utilized, except:

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

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

The carrying amount of deferred tax assets is vedkeat the end of each reporting period and
reduced to the extent that it is no longer prob#imé sufficient taxable profit will be available t
allow all or part of the deferred income tax assetse utilized. Unrecognized deferred tax assets
are reassessed at the end of each reporting ftbdre recognized to the extent that it has
become probable that future taxable profit wilballthe deferred tax assets to be recovered.

Deferred tax assets and liabilities are measuréukeaiax rates that are expected to apply to the
period the asset is realized or the liability igled, based on tax rates and tax laws that hase be
enacted or substantively enacted as at reportiteg da
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Income tax relating to items recognized directlytia consolidated statement of comprehensive
income is recognized in the consolidated statemkeodmprehensive income and not in the
consolidated statement of income.

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

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

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

= for receivables and payables that are stated Wwittatmount of tax included.

The net amount of VAT recoverable from, or paydblghe taxation authority is included as part
of “Other current assets” or “Accounts payable atiter current liabilities” accounts in the
consolidated balance sheet.

Business Segments

The Group is organized and managed separatelydiogdo the nature of business. The three
major operating businesses of the Group are prppetail and financial services and others.
These operating businesses are the basis upon thieicbroup reports its segment information in
the consolidated financial statements.

Basic/Diluted Earnings Per Common Share (EPS)

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

For the purpose of computing diluted EPS, the medrine for the period attributable to owners of
the Parent and the weighted-average number ofdsmué outstanding common shares are
adjusted for the effects of all dilutive poteniatlinary shares.

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

disclosed unless the possibility of an outflow@daurces embodying economic benefits is
remote. Contingent assets are not recognizeckindhsolidated financial statements but are
disclosed when an inflow of economic benefits isjable.

Events after the Reporting Period

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

Changes in Accounting Policies and Disclosures

The accounting policies adopted are consistent thitke of the previous year except for the
adoption of the following amendments to standargkimprovements, starting January 1, 2016.
The adoption did not have any significant impactlwn Group’s consolidated financial
statements.
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Amendments to PAS 1®efined Benefit Plans: Employee Contributions

Annual Improvements to PFRSs 2010-2012 Cycle

* PFRS 2Share-based Payment — Definition of Vesting Couliti

* PFRS 3Business Combinations — Accounting for Contingemszleration in a Business
Combination

* PFRS 80perating Segments — Aggregation of Operating Setmasnd Reconciliation of
the Total of the Reportable Segments’ Assets taittig/'s Assets

* PAS 16,Property, Plant and Equipmerdand PAS 38|ntangible Assets — Revaluation
Method — Proportionate Restatement of Accumulatepr&ciation and Amortization

* PAS 24 Related Party Disclosures — Key Management Perdonne

Annual Improvements to PFRSs 2011-2013 Cycle

* PFRS 3Business Combinations — Scope Exceptions for 2srangements

* PFRS 13Fair Value Measurement — Portfolio Exception

* PAS 40,Investment Property

Future Changes in Accounting Policies

The following are the new standards, amendmentsrapwbvements to PFRS that were issued
but are not yet effective as at December 31, 20k Group intends to adopt the applicable
standards, interpretations, amendments and imprentmvhen these become effective.

Deferred

Philippinelnterpretation IFRIC 15Agreements for the Construction of Real Estate

Effective January 1, 2016

PFRS 10Consolidated Financial Statemenésmd PAS 28Investments in Associates and
Joint Ventures- Investment Entities: Applying the ConsolidatioxcEption (Amendments)

PAS 27 Separate Financial StatementEquity Method in Separate Financial Statements
(Amendments)

PFRS 11Joint Arrangements Accounting for Acquisitions of Interests (Amendm
PAS 1,Presentation of Financial Statemert®isclosure Initiative (Amendments)
PFRS 14Regulatory Deferral Accounts

PAS 16,Property, Plant and Equipmerdand PAS 41Agriculture- Bearer Plants
(Amendments)

PAS 16,Property, Plant and Equipmerdnd PAS 38ntangible Assets Clarification of
Acceptable Methods of Depreciation and Amortizaffemendments)

Annual Improvements to PFRSs (2012-2014 cycle)

The Annual Improvements to PFRSs (2012—-2014 cyekegffective for annual periods
beginning on or after January 1, 2016 and are x¢cted to have a material impact on the
Group. They include:

* PFRS 5Non-current Assets Held for Sale and Discontinupdr@tions — Changes in
Methods of Disposal and Amendments

* PFRS 7Financial Instruments: Disclosures — Servicing Gants and Amendments

* PFRS 7 Applicability of the Amendments to PFRS 7 to Cosedeérinterim Financial
Statements and Amendments
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» PAS 19,Employee Benefits — Regional Market Issue Regarfdisgount Rate and
Amendments

» PAS 34,nterim Financial Reporting — Disclosure of Infortien ‘elsewhere in the
interim financial report’ and Amendments

Effective January 1, 2018

=  PFRS 9Financial Instruments

Standards issued by the IASB but not yet adoptadiyoby SEC and FRSC
= |FRS 15,Revenue from Contracts with Customers

= |FRS 16, eases

Business Combination

On February 29, 2016, the Board of Director (BODY astockholders of the Parent Company
approved the merger of its subsidiary SM Retadl IfEM Retail) with certain related entities

namely, Forsyth Equity Holdings, Inc., HFS Corpumat Morrison Corporation, San Mateo Bros.,

Inc. and Tangiers Resources Corporation (collelstiveferred to as Absorbed Companies), with
SM Retail as the surviving entity. As considematior the Absorbed Companies, SM Retail will

be issuing its shares of stock to the stockholdérthe Absorbed Companies. The Absorbed
Companies have ownership on the following retaflibesses (collectively referred to as the Retail
Affiliates, and together with the Absorbed Companibe Acquired Entities):

ACE Hardware Philippines, Inc.
Homeworld Shopping Corporation
International Toyworld, Inc.
Nursery Care Corporation

Kultura Store, Inc.

Star Appliance Center, Inc.

CK Fashion Collection Corp.
Signature Lines, Inc.

Supplies Station, Inc.

Sports Central (Manila), Inc.

H & B, Inc.

Fitness Health & Beauty Holdings Corp.

On July 7, 2016, the SEC approved the articlespdand of merger of SM Retail and the Absorbed
Companies. Before the approval by the SEC of theles and plan of merger, SM Retail was
100% directly owned by the Parent Company. With therger, the Parent Company’s equity
interest changed from 100% to 77% because of guaige of SM Retail of its shares of stock to
the stockholders of the Absorbed Companies.

The Parent Company, SM Retail and the Acquiredtiéatare under the common control of the
Sy Family before and after the merger. Thus, tleeger was considered as a combination of
businesses under common control for which poolihgnterests method was applied in the
preparation of the financial statements.

The assets, liabilities and equity of the acquibetsinesses are included in the consolidated
financial statements at their carrying amountsafcial information for periods prior to the date
of business combination was restated.
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Under the pooling of interests method:
» The assets and liabilities of the combining ergitiee reflected at their carrying amounts;

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

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

* Any difference between the consideration transteramd the net assets acquired is
reflected within equity;

* The statement of income in the year of acquisitigftects the results of the combining
entities for the full year, irrespective of wher ttombination took place; and

» Comparatives are presented as if the entities hadya been combined only for the
period that the entities were under common control.

5. Segment Information

The Group has identified three reportable operaegments as follows: property, retail, and
financial services and others.

The property segment is involved in mall, residgirind commercial development and hotels and
convention centers operations. The mall segmergldps, conducts, operates and maintains the
business of modern commercial shopping centerathdisinesses related thereto such as the
conduct, operation and maintenance of shoppingcepiaces for rent, amusement centers, or
cinema theaters within the compound of the shoppémgers. Residential and commercial
segments are involved in the development and wamsttion of major residential, commercial,
entertainment and tourism districts through suethitapital investments in buildings and
infrastructure. The hotels and convention cergeggnent engages in and carries on the business
of hotels and convention centers and operates amttams any and all services and facilities
incident thereto.

The retail segment is engaged in the retail/whtd¢esading of merchandise, such as dry goods,
wearing apparels, food and other merchandise.

The financial services and others segment primardides the Parent Company which engages
in asset management and capital investments, aodiages which are involved in financial
services.

The Board of Directors (BOD) monitors the operatiagults of its business units separately for
the purpose of making decisions about resourceatitin and performance assessment. Segment
performance is evaluated based on operating mofiiss and is measured consistently with the
operating profit or loss in the consolidated finahstatements.
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Operating Segment Financial Data

September 3(, 2016
Financial
Services
Property Retail and Others  Eliminations  Consolidated
(In Thousands)
Revenue:
External customers B52,888,26  P189,483,11 B£9,991,99 B- B252,363,37
Inter-segment 8,683,380 208,790 9,042,752 (17,934,922) -
P61,571,643 B189,691,907 B19,034,751  (B17,22},9 B252,363,379
Segment results:
Income before income tax B24,320,31 B£10,949,06 B3,441,72 £3,485,04. B42,196,15
Provision for income tax (5,017,564) (3,208,550) (67,642) (79,939) (8,373,695)
Net income 19,302,750 7,740,519 P3,374,087 P3,405,104 823460
Net income attributable 1
Owners of the Parent P18,860,76 B7,027,44. B3,374,0(7 (B7,247,7'8) B22,014,49
Non-controlling interests 442,004 713,076 - 10,652,882 11,807,962
September 30, 2015
Financial
Services
Property Retail and Others Eliminations Consolidated
(In Thousands)
Revenue:
External customers B47,612,673R173,954,465 B9,222,699 B- PB230,789,837
Inter-segment 15,025,931 142,233 18,945,243 (34,113,407) -
B62,638,604 PB174,096,698 B28,167,942  (B34,018,4R230,789,837
Segment results:
Income before income tax B29,131,957 R10,016,421 B13,537,701 (R15,021,507) B37,664,572
Provision for income tax (4,338,850) (2,748,027) (51,691) — (7,138,568)
Net income B24,793,107 B7,268,394 B13,486,01®15,021,507) PR30,526,004
Netincome attributable to:
Owners of the Parent B24,346,045 B6,557,488 B13,486,010 (B24,512,140) B19,877,403
Non-controlling interests 447,062 710,906 - 9,490,633 10,648,601
Cash and Cash Equivalents
This account consists of:
September 30, December 31,
2016 2015
(In Thousands)
Cash on hand and in banks (Note 21) B4,016,979 B10,238,049
Temporary investments (Note 21) 39,163,607 48,044,682
B43,180,586 B58,282,731

Cash in banks earn interest at the respective thapésit rates. Temporary investments are made
for varying periods of up to three months dependinghe immediate cash requirements of the
Group. These investments earn interest at pregaiimporary investment rates.
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7. Time Deposits

This account consists of:

September 30, December 31,

2016 2015
(In Thousands)
Current portiol B11,748,301] E9,611,40!
Noncurrent portio 51,863,263 53,127,769

P63,611,56 £62,739,17.

The time deposits as at September 30, 2016 andhibere31, 2015 bear annual interest ranging
from 0.5% to 4.9%.

8. Investments Held for Trading and Sale

This account consists of:

September 30, December 31,
2016 201t
(In Thousands)

Investments held for trading -

Bonds(Note 25) B286,950 B279,35¢
AFS investments (Notel):
Bonds and corporate not 290,396 179,28:
Shares of stock -
Listed 675,282 642,274
965,678 821,556

P1,252,628 P1,100,915

The Group recognized a loss of B0.3 million frain ¥alue adjustments of investments held for
trading for the nine-month periods ended Septer@®e2015. The amounts are included under
“Dividend, management fees and others” accourtiércbnsolidated statements of income.

9. Receivables

This account consists of receivables from tenamdisraal estate buyers (net of noncurrent
portion), due from related parties, managementsandce fees, and dividends.

The terms and conditions of these receivablesyollo

= Trade receivables from tenants and managementeavides fee receivables are noninterest-
bearing and are normally collectible on 30- to @§-terms.

= Receivables from real estate buyers pertain mainsale of condominiums and residential
units at various terms of payment.
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= Dividends receivables are noninterest-bearing aadharmally collectible within the next
financial year.

= The terms and conditions relating to due from eelgiarties are discussed in Note 21.

Allowance for impairment loss amounting to B1,@6illion and B978.1 million as at
September 30, 2016 and December 31, 2015, resplycipertains to receivables from tenants
which were identified to be impaired based on dpeassessment.

Receivables other than those identified as impaaeslassessed by the Group’s management as
good and collectible.

. Other Current Assets

This account consists of:

September 30, December 31,

2016 2015
(In Thousands)

Land and development (Note 15) P27,668,944 R19,814,615
Prepaid taxes and other prepaym 8,123,67 7,698,30i
Advances and deposits 6,532,519 5,825,964
Condominium and ridential units for sale (Note5) 6,415,10¢ 8,294,52.
Input tax 2,423,463 2,951,654
Norn-trade receivables 2,140,059 2,350,547
Receivable from ban 1,151,503 2,383,34.
Notes receivable (Notel) 981,435 981,435
Accrued interesreceivable (Note 1) 950,117 545921
Escrow fund (Notes 16 and 21) 127,927 437,639
Others 776,950 720,862

B57,291,702 P52,004,810

= Prepaid taxes and other prepayments consist oitaléeltax certificates received by the
Group and prepayments for insurance, real propaxgs, rent, and other expenses which are
normally utilized within the next financial period.

= Advances and deposits pertain to downpayments maesigppliers or contractors to cover
preliminary expenses of the contractors in conitngrojects. The amounts are noninterest-
bearing and are recouped upon every progressghpayment depending on the percentage of
project accomplishment.

= Non-trade receivables include interest-bearing adea to third parties which are normally
collectible within the next financial year.

= Notes receivable pertains to the loan extendedidyrrent Company to Atlas Consolidated
Mining and Development Corporation (Atlas) on Segier 17, 2015 amounting to
B981.4 million. The loan bears interest at 5.p&%yable quarterly, and is renewable for
90-day periods for a maximum of five years at thgam of the Parent Company. Receivable
from banks and credit cards are noninterest-beauogare normally collectible on 30- to 90-
day terms.
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= Accrued interest receivable relates mostly to titaposits and are normally collected within

the next financial year.

= Escrow fund pertains to amounts deposited in teewat of an escrow agent as required by

the Housing and Land Use Regulatory Board (HLURBgJannection with SMDC’s
temporary license to sell properties for specifigj@cts prior to HLURB's issuance of a
license to sell and certificate of registrationnddr this temporary license to sell, all

payments, inclusive of down payments, reservatimhraonthly amortization, among others,

made by buyers within the selling period shall bpaskited in the escrow account.

11. Available-for-sale Investments

This account consists of investments in sharetookscorporate bonds and notes, net of

allowance for impairment losses amounting to nd &31.3 million as at September 30, 2016 and

December 31, 2015, respectively.

Investments in bonds and corporate notes bear éiredal interest rates ranging from 3.9% to

7.5% as at September 30, 2016 and December 31, 2&ectively. These investments will
mature on various dates beginning March 2017 tolit2023.

Investments in shares of stock pertain to stockwmighte as well as publicly-listed companies.

12. Investments in Associate Companies and Joint Ventes

The movements in this account follow:

September 30, December 31,
2016 2015
(In Thousands)
Cost:
Balance at beginning of year R112,712,483 B95,447,294
Additions 188,050 15,546,154
Reclassification — 1,719,035
Balance at end of period 112,900,533 112,712,483
Accumulated equity in net earnings:
Balance at beginning of year 57,910,298 50,554,774
Equity in net earnings 11,198,023 14,305,879
Dividends received (2,839,902) (5,177,105)
Balance at end of period 66,268,419 59,683,548
Share in net unrealized gain (loss) on AFS investme
of associate companies 31,945 (1,773,250)
66,300,364 57,910,298
Translation adjustment (2,198) (5,627)

P179,198,699

P170,617,154

There were no impairment losses for investmenésgociate companies and joint ventures in

2016 and 2015.
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The associate companies and joint ventures of tbagSfollow:

Percentage of Ownership

September 3|, December 31,
2016 2015

Company Gross  Effective Gross  Effective  Principal Activities
Associates
BDO Unibank, Inc. and Subsidiaries (BDO) 46 44 46 44  Financial services
China Banking Corporation and Subsidiaries

(China Bank) 23 20 23 20 Financial services
Belle Corporation and Subsidiaries (Belle) 32 28 32 28 Real estate development and tourism
Atlas and Subsidiaries 29 29 29 29 Mining
Sodexo Benefits and Rewards Services

Philippines, Inc. (formerly Sodexo

Motivation Solutions Philippines, Inc.) 40 40 40 40 Retail
Fast Retailing Philippines, Inc. 25 19 25 19 Retail
CityMall Commercial Centers, Inc. (CityMall) 34 34 34 34 Real estate development and tourism
Premium Leisure Corp. (PLC) 4 4 3 3 Gaming
OCLP Holdings, Inc. (OHI) 40 20 40 20 Real estate development
Fei Hua Real Estate Company (FHREC) 50 25 50 25 Real estate development
Fitness Health and Beauty Holdings Corp. 40 31 40 31 Retalil
Joint Venture
Waltermart Mal 51 25 51 25 Shopping mall development

China Bank

In May 2016, China Bank declared stock dividendsivedent to 8% of its outstanding capital
stock which increased the number of common shagieslly the Group by 33.5 million. The said
shares were issued on June 3, 2016.

In May 2015, China Bank declared stock dividendsegent to 8% of its outstanding capital
stock which increased the number of common shagieslly the Group by 31.0 million. The said
shares were issued on September 9, 2015.

BDO
SMIC’s equity interest in BDO was reduced by 1%assult of BDO's issuance of 64.5 million
shares relative to its acquisition of One NetwodnBon July 20, 2015.

Atlas
At various dates in 2015, Primebridge acquiredn7illon shares of Atlas for a total consideration
of B64.2 million.

OHI

On May 7, 2015, SMPH acquired 39.96% collective enship interest in OHI through the
acquisition of 100% interest in six (6) holdingiéas for a total consideration of

P15,433.0 million which approximates the propardite share of SMPH in the fair value of the
identifiable net assets of OHI. OHI owns strategigidential, commercial and landbank areas in
key cities in Metro Manila.

PLC

At various dates in 2016, the Parent Company aeduartotal of 243.6 million shares of PLC
equivalent to 0.77% of the outstanding common shaean average price of B0.56 per share for
a total cost of R137.1 million.
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The fair value of investments in associate compzawnigich are listed in the PSE follows:

September 30, December 31,
2016 2015
(In Thousands)

R196,965,081 P188,408,619

BDO

China Bank 17,163,361 15,557,433

Belle 9,954,077 9,720,256

Atlas 2,614,802 2,492,329
1,311,116 666,777

PLC
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13. Property and Equipment

The movements in this account follow:

Furniture,
Store Equipment Data Fixtures Machinery
Buildings and and Processing and Office and Leasehold  Transportation Construction
Improvements  Improvements Equipment Equipment Equipment Improvements Equipment in Progress Total
(In Thousands)

Cost
Balance as at December 31, 2014 B11,053,403 £231 B5,715,168 R7,687,630 B4,409,505 B 12220 B841,452 R1,274,421 P47,215,859
Additions 800,872 359,097 704,314 818,814 742,340 777,224 ,5189 739,765 5,051,999
Reclassifications (289,467) (793,696) (49,606) (487,234) 1,019,804 27,041 8,723 (883,063) (1,447,498)
Disposals/retirements (41,571) (202,652) (634,275) (53,003) (51,405) (203,761) (6,365) (6,506) (1,199,538)
Balance as at December 31, 2015 11,523,237 3,477,00 5,735,601 7,966,207 6,120,244 12,720,533 953,383 1,124,617 49,620,822
Additions 316,359 238,777 471,075 636,017 478,941 894,843 ,5209 763,270 3,908,802
Reclassifications 66,245 (700,305) (32,243) (803,491) 249,613 1,741,843 (2,066) (307,966) 211,630
Disposals/retirements (16,024) (21,869) (70,058) (23,808) (43,563) (37,529) (5,029) (310,699) (528,579)
Balance as at September 30, 2016 P11,889,817 P2,993,603 P6,104,375 B7,774,925 P6,805,235 P15,319,690 P1,055,808 P1,269,222 P53,212,675
Accumulated Depreciation and Amortization
Balance as at December 31, 2014 B2,893,261 B34 B4,161,883 B4,608,365 B2,829,521 B8,495,57 B511,919 =38 B26,155,501
Depreciation and amortization 847,044 326,145 a1, 796,451 645,339 1,216,932 77,381 - 4,559,095
Reclassifications (256,316) (458,733) (83,116) (381,528) 459,503 (167,898) 15,590 - (872,498)
Disposals/retirements (19,623) (202,283) (366,977) (27,726) (35,054) (202,485) (4,609) — (858,757)
Balance as at December 31, 2015 3,464,366 2,410,102 4,361,593 4,995,562 3,899,309 9,252,128 600,281 — 28,983,341
Depreciation and amortization 627,440 220,878 9D, 568,445 508,073 1,032,295 67,845 - 3,494,962
Reclassifications (870) (633,658) (15,619) (638,052) 117,452 1,315,918 (4,589) - 140,582
Disposals/retirements (5,685) (21,869) (30,941) (7,707) (27,814) (36,258) (2,932) — (133,206)
Balance as at September 30, 2016 B4,085,251 P1,975,453 B4,785,019 B4,918,248 LAF4020 P11,564,083 B660,605 B— B32,485,679
Net Book Value
As at September 3/, 201¢€ £7,804,56! £1,018,15! P1,319,35 B2,856,67 B£2,308,21! £3,755,60 B£395,20: B1,269,22. B£20,726,99
As at December 31, 2015 8,058,871 1,066,898 1,374,008 2,970,645 2,220,935 3,468,405 353,102 1,124,617 20,637,481
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14. Investment Properties

The movements in this account follow:

Building
Buildings Equipment,
Land and and Furniture Construction
Improvements Improvements and Others in Progress Total
(In Thousands)
Cost
Balance as at December 31, 2014 P46,567,657 ©331681 B25,125,352 B38,807,826 R257,434,316
Additions 18,590,095 16,989,356 1,814,237 9,48D,70 46,874,389
Reclassifications 335,349 14,738,719 2,229,377 089%390) 1,244,055
Translation adjustment 64,091 99,036 12,795 72,742 248,664
Disposals (311,144) (2,833,882) (87,659) (6,071) (3,238,756)
Balance as at December 31, 2015 65,246,048 173826, 29,094,102 32,295,808 302,562,668
Additions 3,392,460 5,528,715 1,744,725 7,743,081 18,408,981
Reclassifications (363,860, 8,613,693 413,710 (7,436,833) 1,226,710
Translation adjustment 4,734 69,314 7,826 41,510 3,382
Disposals (189,742 — (29,862) (364,637) (584,241)
Balance as aSeptember 3/, 2016 B68,089,64 P190,138,43 B31,230,50 £32,278,92 B321,737,50

Accumulated Depreciation, Amortization
and Impairment Loss

Balance as at December 31, 2014 B1,492,584 B29%Y B14,057,448 B123,564 B45,545,889
Depreciation and amortization 229,824 4,681,811 272957 - 7,191,592
Reclassifications (18,722) 398,055 446,328 - 825,661
Translation adjustment 4,041 16,752 18,563 - 39,356
Reversal of impairment loss - - - (123,564) (123,564)
Disposals (41,085) (360,637) (98,046) — (499,768)
Balance as at December 31, 2015 1,666,642 34,608,27 16,704,250 - 52,979,166
Depreciation and amortization 150,366 4,033,230 743,374 - 5,926,970
Reclassifications (53,910) 80,186 (65,722) - (39,446)
Translation adjustment 2,666 10,862 3,585 - 17,113
Disposals (80,203) — (20,904) — (101,107)
Balance as aSeptember 3|, 2016 P1,685,56 P38,732,55 P18,364,58 P— P58,782,69

Net Book Value
As at September 30, 2016 B66,404,079 B151,405,880R12,865,918 B32,278,929 B262,954,806
As at December 31, 2015 63,579,406 141,318,436 828382 32,295,808 249,583,502

Construction in progress pertains to costs incuimethe construction of new malls and
renovation and expansion of existing malls.

15. Land and Development and Condominium and ResidentldUnits for Sale

This account consists of:

September 30, December 31,
2016 2015

(In Thousands)

Condominium and residential units for sale
(Note 10) B6,415,109 B8,294,523
Land and development 51,593,476 47,201,323
B58,008,585 B55,495,846

Condominium units for sale pertain to the complgisgects of SMDC, HPI, Costa and ICDC.
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Land and Development

Land and development include the cost of land dsageconstruction cost of ongoing residential
projects.

The movements in this account follow:

September 30, December 31,

2016 2015
(In Thousands)
Balance at beginning of year R47,201,323 R46,201,390
Development cost incurred 9,637,418 11,827,278
Cost of real estate s¢ (4,649,780) (6,600,008
Transfer to condominium and residential units
for sale (3,178,633) (6,149,228)
Land acqsition 2,231,67. 1,534,24.
Borrowing cost capitalized 328,534 407,549
Transfer to property and equipment and others 22,941 (19,900)
Balance at end of period 51,593,476 47,201,323
Less current portion 27,668,944 19,814,615
Noncurrent portio B23,924,532 P27,386,708

Included in Land and development is Land held @buife development with details as follows:

September 30, December 31,

2016 2015

(In Thousands)
Balance t beginning otyeal P1,866,66 B1,601,74
Acquisition and transferred-in costs and others (115,844) 264,912
Balance at end (perioc B1,750,81 B1,866,66!

The average rates used to determine the amouwiraiviing costs eligible for capitalization
range from 3.6% to 5.0% in 2016 and 4.2% to 5.2%0i15.

. Intangibles and Other Noncurrent Assets

Intangibles and other noncurrent assets included®@itcand Trademarks and brandnames with
carrying values of B16.2 billion and B8.4 billiand B16.2 billion and B8.5 billion as at Septemb
30, 2016 and December 31, 2015, respectively.

Goodwill is allocated to SM Prime, Supervalue, If8VI), Super Shopping Market, Inc. (SSMI),
PMI, the Net Group, WSI and others as separate CGUs
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Other Noncurrent Assets
This account consists of:

September 30, December 31,

2016 201¢
(In Thousand:

Deposits and advance rentals B15,761,360 P11,934,416
Receivables from real estate buyers 10,319,323 7,962,615
Land use rights 9,890,672 9,563,565
Long-term notes (Note 26) 6,876,128 927,000
Derivative assets (Note 26) 4,230,627 3,964,807
Deferred input VAT 3,046,663 3,332,213
Defined benefit asset 632,037 619,490
Escrow fund (Note 21) 132,460 132,460
Other: 2,585937 1,929,66

B53,475,207 B40,366,229

» Deposits and advance rentals substantially pettdime lease agreements entered into by
SM Prime for certain parcels of land where somigsahalls are constructed. The lease
agreements provide that security deposits wikglied to future rentals.

Consequently, said deposits and advance rentalsoare-measured at amortized cost.

» Long-term notes pertain to loans extended by tmerR&ompany to Atlas at various
dates in 2016 and 2015. The loans bear intesiaging from 4.0% to 5.0% per annum,
payable quarterly and semi-annually within fiveiyse subject to repricing at prevailing
market rates and with prepayment option in fulingpart, prior to maturity. A portion of
the notes that is due on June 9, 2018 and beafingd interest rate of 4.0% contains
multiple derivatives such as conversion, call patioption.

= Escrow fund pertains mainly to funds depositedigyRarent Company in the account of
an escrow agent as required by the SEC in corumewtith the corporate restructuring in
2013. The escrow fund also include deposits nhgdeMDC for payments of liability
arising from acquisition of land (see Note 10).

17. Bank Loans

This account consists of unsecured Philippine pkswminated loans obtained from local banks
amounting to B12,157.9 million and R10,495.2iomillas at September 30, 2016 and December
31, 2015, respectively, with maturities of lesstlbae year. The peso-denominated loans bear
annual interest rates ranging from 2.4% to 3.0%26% to 4.2% in September 30, 2016 and
December 31, 2015, respectively.
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18. Accounts Payable and Other Current Liabilities

This account consists of:

September 30,  December 31,

2016 201°
(In Thousands)

Trade B42,776,39 B52,364,94
Accrued expenses 13,945,382 12,659,602
Nontradt 3,521,028 3,241,988
Tenant and customer deposit 4,205,35( 4,423,31.
Payable arising from acquisition of land 3,687,940 3,188,749
Payable to government agencies 1,539,848 3,844,630
Accrued interest (Note 21) 2,966,740 1,870,615
Due to related parties (Note 21) 434,290 1,122,392
Gift checks redeemable and others 2,219,897 2,709,649

P75,296,871 P85,425,887

The terms and conditions of the above liabilitieléofv:

= Trade payables primarily consist of liabilitiessigppliers and contractors. These are
noninterest-bearing and are normally settled oto380-day terms.

= Accrued expenses pertain to accrual for sellingega and administrative expenses which are
normally settled within the next financial year.

= Nontrade payables, accrued interest and othemesxaexted to be settled within the next
financial year.

= Payable arising from acquisition of land is expédtebe settled within the next financial
year.

= Payable to government agencies mainly consistsitpiud tax which is normally settled within
the next financial year.

= The terms and conditions relating to due to relptadies is discussed in Note 21.

= Gift checks are redeemable at face value.
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19. Long-term Debt

This account consists of:

September 30, December 31,
Availment Maturity Interest rate/Term Security 2016 2015
(In Thousands)
Parent Company
U.S. dollar-denominated:
Fixed rate bonds
US$350.0 million senior bonds June 10, 2014 June 10, 2024 Fixed 4.9%; semi-annual Unsecured B16,975,000 P16,471,000
US$500.0 million senior bonds October 17, 2012 October 17, 2019 Fixed 4.2%; semiszal Unsecured 24,250,000 23,530,000
US$400.0 million exchanged bonds October 13, 2010 October 13, 2017 Fixed 5.5%; semisal Unsecured 17,997,959 18,277,891
US$300.0 million five-year term loans June 19, 2013 - May 15, 2018 Floating six-month LIBOR + margin; Unsecured 14,550,000 14,118,000
July 2, 2013 semi-annual
Peso-denominated:
Seven-year and ten-year retail bonds
Series C Bonds July 16, 2012 July 16, 2019 Fixed 6.0%; semi-annual Unsecured 4,648,460 4,648,460
Series D Bonds July 16, 2012 July 16, 2022 Fixed 6.9%; semi-annual Unsecured 7,683,810 7,683,810
Series E Bonds May 19, 2014 May 19, 2021 Fixed 5.3%; semi-annual nsedured 11,669,620 11,669,620
Series F Bonds May 19, 2014 May 19, 2024 Fixed 5.6%; semi-annual nsedured 3,330,380 3,330,380
Five-year and seven-year retail bond
Series B Bonds June 25, 2009 June 25, 2016 Fixed 9.1%; semi-annual Unsecured - 1,000,000
Other peso bank loans April 23, 2013 - January 14, 2019 - Fixed 4.4%-5.4% and PDST-R2 + margin; Unsecured 18,994,950 19,000,300
June 30, 2014 June 23, 2024 semi-annual and quarterly
Subsidiaries
U.S. dollar-denominated:
Five-year term loans May 6, 2011 - March 21, 2016 - LIBOR + spread; semi-annual Unsecured 51,919,852 50,354,200
March 21, 2016 January 29, 2021
Five-year bilateral loans December 7, 2012 - August 30, 2017 LIBOR + spread; semi-annual Unsatur 2,425,000 2,353,000
August 5, 2013
September 17, 2018 LIBOR + spm=di-annual Unsecured 1,212,500 1,176,500

Other U.S. dollar loans

(Forward)

November 20, 2013
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September 30, December 31,
Availment Maturity Interest rate/Term Security 2016 2015
(In Thousands)
China Yuan Renminbi-denominated:
Five-year loan July 28, 2015 - December 31, 2019 - CBC rate less 10.0%; quarterly Secured B578,567 B32,249
June 7, 2016 June 1, 2020
Peso-denominated:
Five-year, seven-year and ten-year retail bonds pteBwer 1, 2014 - March 1, 2020 - Fixed 4.5%-5.7%; quarterly Unsecured 48,324,206 38,324,206
July 26, 2016 July 26, 2026
Fixed rate term loans June 3, 2013 - October 4, 2016 - Fixed 3.8%-5.9%); Unsecured 19,315,000 21,443,500
June 29, 2016 June 27, 2023 semi-annual and quarterly
July 12, 2014 - July 12, 2021 - Fixed 5.2%-5.3%); Secured 2,893,044 2,893,044
July 31, 2014 July 31, 2021 quarterly
Five-year and ten-year notes June 19, 2012 June 20, 2017 - Fixed 5.9%-6.7%; PDST-R2 + margin; Unsecured 6,528,000 7,226,500
June 19, 2022 quarterly
Five-year, seven-year and ten-year notes January 12, 2012 January 13, 2017 - Fixed 5.9%-6.1%; PDST-R2 + margin; Unsecured 3,993,600 4,229,200
January 12, 2022 quarterly
Seven-year and ten-year corporate notes June 13, 2011 - December 20, 2020 - Fixed 6.6%; PDST-R2 + margin; Unsecured 5,760,000 6,520,000
December 21, 2015 December 21, 2022 quarterly
Four-year and five-year floating rate notes October 31, 2013 - October 31, 2017 - PDST-R2 + margin; quarterly Unsecured 14,200,000 3,200,000
May 11, 2016 May 11, 2023
Five-year floating rate notes March 18, 2011 - March 19, 2016 - PDST-R2 + margin; quarterly Unsecured 4,800,000
June 17, 2011 June 18, 2016
Fixed rate corporate notes June 3, 2013 - June 3, 2020 - Fixed 5.2%-5.9%; semi-annual Unsecured 8,674,900 8,683,100
June 28, 2014 June 3, 2023
Five-year bilateral loans October 24, 2011 October 24, 2016 PDST-R2 + macgiarterly Unsecured 500,000 500,000
Other bank loans August 15, 2006 - August 15, 2016 - Fixed 5.0%-9.8%; PDST-R2 + margin; Unsecured 325,000 1,525,000
June 8, 2015 June 7, 2020 semi-annual and quarterly
286,749,848 272,989,960
Less debt issue cost 1,787,402 1,827,891
284,962,446 271,162,069
Less current portion 7,908,295 25,994,800

P277,054,151

P245,167,269

LIBOR - London Interbank Offered Rate

PDST-R2 — Philippine Dealing System Treasury Refer&kate — PM

CBC - Central Bank of China
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Subsidiaries

China Yuan Renminbi-denominated Five-Year Loan

¥80.0 million and ¥5.0 million loans as of Septem®@ 2016 and December 31, 2015,
respectively, taken out of a ¥400.0 million loadility obtained on July 28, 2015 to finance the
construction of shopping malls. The loans are pleyen quarterly installments until December
2019 and June 2020. These loans bear floating vathk quarterly re-pricing at prevailing rates
dictated by the People’s Bank of China. The lazarsy interest rates of 4.8% to 5.2% and are
secured by a portion of investment properties im&h

Repayment Schedule

Gross Loa Debt Issue Co Nel
(In Thousands)
2016 B1,269,381 R952 B1,268,429
2017 24,984,627 70,986 24,913,641
201¢ 45,165,61 338,39¢ 44,827,21
2019 57,227,030 387,504 56,839,526
2020 28,877,185 127,102 28,750,083
2021 58,148,315 449,455 57,698,860
2022 19,063,170 76,122 18,987,048
2023 15,476,400 85,138 15,391,262
2024 24,507,080 217,179 24,289,901
202t 2,031,0:2 26,12¢ 2,004,91
2026 10,000,000 8,439 9,991,561
B286,749,84 E1,787,40. £284,962,44

Covenants

The long-term debts of the Group contain certaireoants includingdherence to financial
ratios. The Parent Company’s loan covenants irchgherence with financial ratios namely,
(1) debt-to-equity ratio not to exceed 80:20, d@¥ current ratio at a minimum of 0.30, and,
certain restrictions with respect to material cleamgownership or control. As at September 30,
2016 and December 31, 2015, the Group is in comng@iavith the terms of its debt covenants.
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20. Equity
Capital Stock
a. Common stock

Number of Shares
September 30, December 31,

2016 2015
Authorized - B10 par value per share 2,790,000,000 1,190,000,000
Issued and subscribed:
Balance at beginning of year 803,055,405 796,340,646
Issuances 401,527,462 6,714,759
Balance ¢ end ofperioc 1,204,582,867 803,055,40

On July 15, 2016, SEC approved the increase iadktigorized capital stock from B12,000
million to B28,000 million, consisting of 2,790M000 common shares and 10,000,000
redeemable preferred shares both with par val&16f0 a share.

On various dates in 2015, additional 6,714,759 comshares were issued as a result of
conversion of the Parent Company’s convertible Borithe excess of the conversion price
over par value totaling B4,833.1 million in 20%%resented under “Additional paid-in
capital” account in the consolidated balance sheets

As at September 30, 2016 and December 31 201Patent Company is compliant with the
minimum public float as required by the PSE.

Information on the Parent Company’s registratiosesfurities under the Securities Regulation
Code follows:

Authorized Number of Issue/Offer

Date of SEC Approval Shares Shares Issued Price
March 22, 2005 105,000,000 B250
November 6, 20C 56,000,000 218
June 14, 20C 100,000,00 10
April 25, 2007 (4.3% stock dividends) 25,023,038 10
October 4, 2010 to March 13, 2012

Conversion of convertible bonds 2,851,582 453
September 24, 2012 9,100,000 700
January 23, 2013 to July 5, 2013

Conversion of convertible bonds 7,651,851 781
June 14, 2013 500,000,000 10
June 24 and July 12, 2013

(25.0% stock dividends) 157, 657,314 10

July 18, 2013 to November 1, 2013
Conversion of convertible bonds 738,483 625
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Authorized Number of Issue/Offer

Date of SEC Approval Shares Shares Issued Price
August 1, 2013 7,250,000 900
August 27, 2014

Conversion of convertible bonds 68,378 625
January 15, 2015 to April 9, 2015

Conversion of convertible bonds 6,714,759 625
July 15, 201 1,600,000,00
July 20, 2016 (50.0% stock dividends) 401,527,462 10

The total number of shareholders of the Parent Gomps 1,248 and 1,243 as at
September 30, 2016 and December 31, 2015, resplgctiv

b. Redeemable preferred shares

Number of share
September 30, December 31,
2016 2015

Authorized- 810 par value per she 10,000,00 10,000,00

There are no issued and subscribed preferred sasuasSeptember 30, 2016 and
December 31, 2015.

Equity Adjustments from Common Control Transactions
Equity adjustments from common control transactiocfide the following:

= Acquisition of various SM China Companies by SiWnirriin 2007.
= Acquisition of various service companies by SM Réta2009.

= Corporate restructuring to consolidate the Grougéd estate subsidiaries and real estate
assets in SM Prime in 2013.

» Merger of SM Retail with other Retail affiliateseésNote 4).

These acquisitions were considered as a combinatibnsinesses under common control for
which pooling of interests method was applied i pheparation of the financial statements.

Retained Earnings

a. Appropriated

Following are the appropriations approved by théedBO

Date of BOD Approval Amount
(In Thousands)
Initial appropriatiol November 5, 20( E5,00(,00C
Additional appropriation December 14, 2012 30,000,
Reversal of appropriation April 25, 2013 (8,00@pP0
Reversal of appropriation November 4, 2015 (18,000)

Additional appropriation November 4, 2015 27,000,00
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Retained earnings appropriated as at Septemb@036,is intended for the payment of certain

long-term debts and new investments as follows:

Timeline Amount
(In Thousands)

Debt servicing

US$400.0 millior 2017 £18,800,00(
US$180.0 million 2018 8,200,000
New investmen 2016-2020 9,000,000
P36,000,000

b. Unappropriated

The Parent Company’s cash dividend declaratio29i6 and 2015 follow:

Declaration Date ~ Record Date Payment Date Per Share Total
(In Thousands)

April 27, 2016 May 12, 2016 May 26, 2016 R10.63 8,336,467

April 29, 2015 May 14, 2015 June 9, 2015 B10.61 8,580,406

On March 2, 2016, the BOD approved the Parent Cagipa

* Increase in authorized capital stock from B12 @@d@llion, consisting of 1,190.0 million
common shares and 10.0 million redeemable prefatraces both with a par value of R10
per share, to B28,000.0 million, consisting 0BP,® million common shares and 10.0
million redeemable preferred shares both with avplre of B10 per share.

» Declaration of 50% stock dividends in favor of $taalders on record as of
August 3, 2016.

On April 27, 2016, the stockholders, which représgieast two-thirds of the outstanding
capital stock of the Parent Company, approved itiienament of its articles of incorporation
for the increase in its authorized capital stockvab as the declaration of 50% stock dividends.

On July 20, 2016, the SEC approved the issuand®@hb27,462 shares as stock dividends to
stockholders on record as at August 3, 2016. Tdekslividends were issued on
August 18, 2016.

Unappropriated retained earnings include the actatediequity in net earnings of
subsidiaries, associates and joint ventures amugitai B154,064.8 million and

R135,601.8 million as at September 30, 2016 arwkDber 31, 2015, respectively, that is not
available for distribution until such time that tharent Company receives the dividends from
the respective subsidiaries, associates and jeirtuves.

21. Related Party Disclosures

Parties are considered to be related if one padtine ability, directly and indirectly, to control
the other party or exercise significant influengerahe other party in making financial and
operating decisions. Parties are also considerbd telated if they are subject to common
control.
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The significant transactions with related partidofv:

a.

Rent

The Group has existing lease agreements for adficecommercial spaces with related
companies (retail and banking group and otheredlparties under common stockholders).

Management and Service Fees
The Group pays management fees to Shopping Certeagdment Corporation and SM
Lifestyle Entertainment, Inc. (related parties unoammon stockholders) for the management

of certain office and mall premises.

SMIC and SM Retail also receive management andcsefees from retail entities under
common stockholders for management, consultancgpower and other services.

Dividend Income

The Group earns dividend income from certain relg@rties under common stockholders.
Cash Placements and Loans

The Group has certain bank accounts and cash péateras well as bank loans and debts
with BDO and China Bank. Such accounts earn istdrased on prevailing market interest
rates.

Notes Receivable

The group has certain notes receivable from A#as (Notes 10 and 16)

Others

The Group, in the normal course of business, hteganding receivables from and payables to
related companies which are unsecured and norsetiiied in cash.
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The related party transactions and outstandinghbataas at and for the periods ended
September 30, 2016 and 2015 and December 31, 20a%

Transaction Amount

September 30, September 30, September 30, December 31,

Outstanding Amount

2016 2015 2016 2015 Terms Conditions
(In Thousands)
Banking Group
Cash placement ar B- B- B97,668,90 E110,747,01 Interes-bearing (5% to Unsecured
investment in marketable 4.9% no impairment
securities
Interest receivab - - 754,15. 397,66! Interes-bearing (5% to Unsecured
Interest incom 1,807,60: 1,824,57 - - 4.9% no impairment
Interest-bearing debt - - 12,151,234 8,633,170 Interest-bearing 1.6% tdJnsecured
9.8%
Interest payab - - 35,47( 30,49¢ Interes-bearing 16% to Unsecure
Interest expense 358,523 477,869 - - 9.8%
Rent receivable - - 213,476 181,225 Noninterest-bearing Unsecured;
Rent incom 571,93 504,69: - - no impairment
Management fee receivable - - 28,729 29,405 Noninterest-bearing Unsecured,
Management fee income 3,819 4,549 - - no impairment
Servicefee receivabl - - 54,89¢ 129,41t Noninteres-bearing Unsecured
Service fee income 422 364 - - no impairment
Escrow fund - - 257,927 567,639 Interest-bearing 1.4% toUnsecured;
1.6% no impairment
Retail and Other Entities
Rent receivable - - 302,462 522,801 Noninterest-bearing Unsecured;
Rent incom 1,23C,23C 1,036,79 - - no impairment
Management fee receiva - - 144,59 170,43 Noninteres-bearing Unsecured
Management fee income 153,595 131,437 - - no impairment
Management fee payable - - 82,689 117,402 Noninterest-bearing Unsecured
Management fee expel 940,64. 767,52¢ - -
Service fee receivable - - 22,414 42,093 Noninterest-bearing Unsecured,
Service fee income 58,567 128,182 no impairment
Dividendreceivabli - - 224,53t 347,32(  Noninteres-bearing Unsecured
Dividend income 12 - - - no impairment
Due from related parties - - 711,783 1,353,710 Noninterest-bearing Unsecured;
no impairment
Due to related parties - - 434,290 1,122,392 Noninterest-bearing Unsecured
Interest receivable - - 39,491 9,467 Interest-bearing 4.0% toUnsecured,;
Interest incom 213,63! 24,49: - - 5.0% no impairment
Notes receivab - - 7,857,563 1,908,435 Interest-bearing 4.0% to Unsecured;

5.0% no impairment

Terms and Conditions of Transactions with Relatedi&s

The Group did not make any provision for impairmess relating to amounts owed by related
parties. There have been no guarantees providexteived for any related party receivables or

payables.

22.

Cost of Merchandise Sales

This account consists of:

September 30, September 30,

2016 2015
(In Thousands)
Merchandis inventories at beginning yeal B21,589,70 B19,444,96
Purchases 142,304,474 130,010,419
Total goods available for sale 163,894,175 149,455,380
Less merchandise inventories at end of period 25,660,235 22,337,634

P138,233,940

R127,117,746
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23.

Income Tax

Deferred tax assets of B3,060.8 million and BE2%nillion as at September 30, 2016 and
December 31, 2015, respectively, consist of theetBects of unrealized gain on inter-company
sale of investment properties, unamortized pasicecost and defined benefit liability, provision
for doubtful accounts and others, accrued leas€dTiMdeferred rent expense and NOLCO.

Deferred tax liabilities of B7,466.3 million ard@,B35.1 million as at September 30, 2016 and
December 31, 2015, respectively, consist of theetBects of appraisal increment on investment
property, trademarks and brand names, capitalitedeist, unrealized gross profit on sale of real
estate, accrued/deferred rent income and unamoipiast service cost and defined benefit asset.
The disproportionate relationship between inconfereancome tax and the provision for income
tax is due to various factors such as interesimcalready subjected to final tax, non-deductible
interest expense, equity in net earnings of asssiand dividend income exempt from tax.

The Group’s consolidated deferred tax assets @sgember 30, 2016 and December 31, 2015
have been reduced to the extent that part or @élleofieferred tax assets may no longer be utilized
in the future.

24.

Lease Agreements

As Lessor.The Group’s lease agreements with its tenantgemerally granted for a term of one
to twenty-five years. Tenants likewise pay a fixednthly rent which is calculated by reference
to a fixed sum per square meter of area leasegtbaea few tenants which pay either a fixed
monthly rent or a percentage of gross sales, whahis higher.

Upon inception of the lease agreement, tenantsegréred to pay certain amounts of deposits.

As LesseeThe Group leases certain parcels of land whereesaf its malls are situated. The
terms of the lease are for periods ranging froteéif to fifty years, renewable for the same period
under the same terms and conditions. Rental pagnaea generally computed based on a certain
percentage of gross rental income or a certaim faraount, whichever is higher.

The Group also has various non-cancellable operégase commitments with lease periods
ranging from two to thirty years, mostly containiregewal options. Some lease contracts provide
for the payment of additional rental based on &agepercentage of sales of the sub-lessees.
Tenant’s deposits amounted to B15,214.7 milliahRh4,010.2 million as at September 30, 2016
and December 31, 2015, respectively.

25.

Financial Risk Management Objectives and Policies

The Group’s principal financial instruments, otttean derivatives, consist of bank loans,
long-term debt, AFS investments, investments haldr&ding, time deposits, cash and cash
equivalents, non-trade receivables, advances grukils, receivable from banks, accrued interest
receivable, and advances for project developmeé&he main purpose of these financial
instruments is to finance the Group’s operatiofise Group has other financial assets and
liabilities such as receivables and accounts payaibdl other current liabilities, which arise
directly from its operations.
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The Group also enters into derivative transactipriacipally, cross-currency swaps, interest rate
swaps, foreign currency call options, non-delivegdbrwards and foreign currency range options.
The purpose is to manage the interest rate andyfocairrency risks arising from the Group’s
operations and its sources of finance.

The main risks arising from the Group’s financratruments are as follows:

» Interest rate risk.Fixed rate financial instruments are subject toalue interest rate risk
while floating rate financial instruments are sebj® cash flow interest rate risk. Repricing
of floating rate financial instruments is mostlyngéaat intervals of three months or six months.

= Foreign currency risk.The Group’s exposure to foreign currency risk ariethe Parent
Company and SM Prime have significant investmentsdebt issuances which are
denominated in U.S. Dollars and China Yuan Renminbi

» Liquidity risk. Liquidity risk arises from the possibility that t¥oup may encounter
difficulties in raising funds to meet commitmentsrh financial instruments.

= Credit risk. Refers to the risk that a borrower will defaultany type of debt by failing to
make required payments.

= Equity price risk. The Group’s exposure to equity price risk pertaings investments in
quoted equity shares which are classified as AF8siments in the consolidated balance
sheets. Equity price risk arises from the chamg#se levels of equity indices and the value
of individual stocks traded in the stock exchange.

The BOD reviews and approves policies for managach of these risks. The Group’s
accounting policies in relation to derivatives se¢ out in Note 3.

Interest Rate Risk
The Group’s exposure to market risk for changesterest rates relates primarily to the Group’s
long-term debt obligations (see Note 19).

The Group maintains a conservative financing sgsased has preference for longer tenor credit
with fixed interest rate that matches the naturigsafivestments. To manage this mix in a cost-
efficient manner, the Group enters into interes ssvaps and cross-currency swaps in which the
Group agrees to exchange, at specified intervasdifference between fixed and variable interest
amounts calculated by reference to an agreed rabtmnount. The interest rate swaps
economically hedge the underlying debt obligatiofke cross-currency swaps were designated
by the Group under cash flow hedge accounting Nsge 26).

As at September 30, 2016 and December 31, 20Es,taking into account the effect of the
swaps, approximately 73% and 74%, respectivelh®iGroup’s borrowings are kept at fixed
interest rates.

Foreign Currency Risk

The Group aims to reduce foreign currency riskefmploying on-balance sheet hedges and
derivatives such as foreign currency swap contréatsign cross-currency swaps, foreign
currency call options, non-deliverable forwards &eign currency range options.
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As at September 30, 2016, the Group’s foreign cusrelenominated assets and liabilities
amounted to B78,782.0 million ($1,624.4 milliongd&106,354.4 million ($1,978.9 million and
¥1,427.4 million), respectively.

As at December 31, 2015, the Group’s foreign cuyetenominated assets and liabilities
amounted to B101,051.6 million ($2,147.3 milliamd B137,621.8 million ($2,160.5 million and
¥4,960.8 million), respectively.

As at September 30, 2016 and December 31, 201 Epapately 43.1% and 44.5%, respectively,
of the Group’s borrowings were denominated in fgmeturrency.

The following exchange rates were used in tramgietoreign currency-denominated assets and
liabilities:

September 30, December 31,

2016 2015

China Yuan Renminbi to U.S. Dollar RMB6.6718 RMB6.4937
Philippine Peso to U.S. Dollar R48.50 R47.06

Liquidity Risk

The Group seeks to manage its liquidity profildéoable to finance capital expenditures and
service maturing debts. To cover its financinguisgments, the Group intends to use internally
generated funds and proceeds from debt and egsitg$ and sales of certain assets. The Group
also has readily available credit facilities wittinlis and related parties to meet its long-term
financial liabilities.

As part of its liquidity risk management prograhe Group regularly evaluates its projected and
actual cash flow information and continuously asssgonditions in the financial markets for
opportunities to pursue fund-raising initiativeBhese initiatives may include bank loans, export
credit agency-guaranteed facilities, debt capitdl equity market issues.
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The Group’s financial assets, which have maturitfdess than 12 months, and used to meet its
short-term liquidity needs, include the following:

September 30 December 31,

201¢ 201¢
(In Thousands)
Cash and cash equivale B43,180,58 B58,282,73
Current portion of time deposits 11,748,301 9,611,405
Investments held for trading - bonds 286,950 279,359
Current portion of AFS investments -
Bonds and corporate notes 290,396 179,282
Credit Risk

The Group trades only with recognized and creditijorelated and third parties. It is the
Group’s policy that all customers who wish to traaecredit terms are subject to credit
verification procedures. In addition, receivabddemces are monitored on a regular basis which
aims to reduce the Group’s exposure to bad delatsrahimum level. Given the Group’s diverse
base of customers, it is not exposed to large cdrat@ns of credit risk.

With respect to credit risk arising from the otfieancial assets of the Group which consist of
cash and cash equivalents, time deposits, invessrhetd for trading, AFS investments and
certain derivative instruments, the Group’s expesarcredit risk arises from default of the
counterparty, with a maximum exposure equal tacreying amount of these instruments,
without considering the effects of collateral. &irthe Group trades only with recognized related
and third parties, there is no requirement foratefial.

Receivable from sale of real estate has minimalicresk and is effectively collateralized by the
respective units sold since title to the real egtabperties are not transferred to the buyers$ unti
full payment is made.

As at September 30, 2016 and December 31, 201 5ndrecial assets, except for certain
receivables and AFS investments, are generallyadesy management as good and collectible
considering the credit history of the counterpartiast due or impaired financial assets are very
minimal in relation to the Group'’s total financeasdsets.

Credit Quality of Financial Assets
The credit quality of financial assets is managgthe Group using high quality and standard
quality as internal credit ratings.

High Quality. This pertains to a counterparty who is not etgubto default in settling its
obligations, thus credit risk exposure is minim@his normally includes large prime financial
institutions, companies and government agencies.



-48 -

Standard Quality Other financial assets not belonging to highigufinancial assets are
included in this category.

September 302016 December 31, 2015
High Standard High Standard
Quality Quality Total Quality Quality Total

(In Thousands)
Cash and cash equivalents

(excluding cash on hand) B42,078,167 B- PB42,078,167 B57,076,478 B— B57,076,478
Time deposits including

noncurrent portion 63,611,564 - 63,611,564 62,739,174 — 62,739,174
Investments held for trading -

Bonds 286,950 - 286,950 279,359 - 279,359
AFS investments 24,487,35 51,90¢ 24,539,26 21,938,533 51,915 21,990,448

Receivables - net (including
noncurrent portion of
receivables from real estate
buyers) 30,719,160 6,244,269 36,963,429 29,575,991 6,754,490 36,330,481

Advances and other receivables -
net (includes non-trade
receivables, advances and
deposits, receivable from
banks and credit card, notes
receivable, accrued interest
receivable, and advances for
project development under
“Other current assets” account
in the consolidated balance

sheet) 11,755,632 - 11,755,632 12,087,207 - 12,087,207
Escrow fund (including
noncurrent portion) 260,387 - 260,387 570,099 - 570,099

Long-term note (included under

“Other noncurrent assets”

account in the consolidated

balance sheet) 6,876,128 - 6,876,128 927,000 - 927,000
Derivative assets (included under

“Other noncurrent assets”

account in the consolidated

balance sheet) 4,230,627 — 4,230,627 3,964,807 — 3,964,807

P184,305,97 B£6,296,17. B190,602,14 P189,158,648 B6,806,405 P195,965,053

Equity Price Risk

Management monitors the equity securities in ke&ment portfolio based on market
expectations. Material equity investments witlia portfolio are managed on an individual basis
and all buy and sell decisions are approved by gemant.

Capital Management

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

The Group manages its capital structure and makastenents to it, in light of changes in
economic conditions. To maintain or adjust thetehptructure, the Group may adjust the
dividend payment to shareholders, pay off existiagts, return capital to shareholders or issue
new shares.
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The Group’s gearing ratios follow:

September 30, December 31,
2016 2015
Gros: 5C:50 50:5C
Nei 39:61 36:64

26.

Financial Instruments

The Group'’s financial assets and liabilities byegatry and by class, except for those with
carrying amounts that are reasonable approximatibfer values, follow:

September 30, 2016
Quoted Prices Significant Significant
in Active Observable Unobservable
Carrying Markets Inputs Inputs
Value Fair value (Level 1) (Level 2) (Level 3)
(In Thousands)

Assets Measured at Fair Value
Financial assets at FVPL -
Derivative assets B4,230,627 B4,230,627 B— B4,230,627 B-
Assets for which Fair Values are Disclosed
Loans and receivables:

Time deposits - noncurrent portion 51,863,26 64,925,90 - - 64,925,90
Receivables - net (including noncurrent portion
of receivables from real estate buyers) 41,274,324 41,088,054 - - 41,088,054
Long-term notes (Note 16) 6,876,128 7,545,820 — — 7,545,820
100,013,715 113,559,777 - — 113,559,777
P104,244,342 B117,790,404 B— B4,230,627 PBBEBRHE7

Liabilities for which Fair Values are Disclosed
Other Financial Liabilities:
Long-term debt (noncurrent portion and net of

unamortized debt issue cost) B277,054,151 P295,083,175 B- B- B295,083,175
Tenants’ deposits and others* 20,142,481 20,653,575 - - 20,653,575
B297,196,632 B315,736,750 B— B- PR315,736,750

*Excluding nonfinancial liabilities amounting to18726.0 million as at September 30, 2016
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December 31, 2015
Quoted Prices  Significant Significant
in Active Observable Unobservable
Carrying Markets Inputs Inputs
Value Fair value (Level 1) (Level 2) (Level 3)

(In Thousands)

Assets Measured at Fair Valu
Financial assets at FVPL -
Derivative assets B3,964,807 B3,964,807 B- 9683807 B—
Assets for which Fair Values are Disclose
Loans and receivables:

Time deposits - noncurrent portion 53,127,769 52,807 - - 57,332,807
Receivables - net (including noncurrent portion
of receivables from real estate buyers) 40,042,75139,913,627 - - 39,913,627

Long-term notes (included under “Other
noncurrent assets” account in the

consolidated balance sheet) 927,000 940,801 - - ,8040
94,097,520 98,187,235 — - 98,187,235
B£98,062,327 B102,152,042 B— B3,064,807 P923B7

Liabilities for which Fair Values are Disclosed
Other Financial Liabilities:
Long-term debt (noncurrent portion and net of

unamortized debt issue cost) B245,167,269 P265868 B- B- P265,886,763
Tenants’ deposits and others* 19,434,327 19,341,51 - — 19,341,519
B264,601,596 P285,228,282 B— B- PB285,228,282

*Excluding nonfinancial liabilities amounting tol®12.0 million as at December 31, 2015

There were no transfers between Level 1 and Lef&k alue measurements and no transfers
into and out of Level 3 fair value measurementaté®eptember 30, 2016 and December 31, 2015.

Derivative Financial Instruments

To address the Group’s exposure to market risklianges in interest rates arising primarily from
its long-term floating rate debt obligations andrtanage its foreign exchange risks, the Group
enter into various derivative transactions suctrass-currency swaps, interest rate swaps, foreign
currency call options, non-deliverable forwards &meéign currency range options. In addition,
the Group has embedded derivatives from its long-teotes (recorded under “Noncurrent

Assets” account) and convertible bonds.

Derivative Instruments Accounted for as Cash Flazddes

Cross-currency Swapdn 2013, the Parent Company and SM Prime eniatectross-currency
swap transactions to hedge both the foreign cuyrand interest rate exposures on its
U.S. Dollar-denominated five-year term loans (tedded loans).

Under the floating-to-fixed cross-currency swapg, tiedged U.S. Dollar-denominated loans have
been converted into Philippine peso:

= Swap the face amount of the loans in US$ for thgieed Philippine peso equivalents with
the counterparty banks and exchange, at maturigy thee principal amount originally
swapped.

= Pay fixed interest in the Philippine peso noticaralount and receive floating interest on the
USS$ notional amount, on a semi-annual basis, sanatius with interest payments on the
hedged loans.
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The outstanding hedged loans follow:

Principal Balance
(In US$) (In PhB)

(In Thousands)

Parent -
Unsecured loat US$180,00 £8,730,00(
SM Prime:
Unsecured loan 530,000 25,712,848
Unsecure@dvance 200,00( 9,708,721

Details of the cross-currency swaps follow:

Notional Amount

USSR
(InUS$) (In PhB) Receive Pay Rate Maturity Fair Value
(In Thousands) (In Thousands)

Parent:

Floating-to-Fixed US$50,000 PB2,059,250 6M US LB®170bps 4.05% B41.19 May 15, 2018 B380,615

Floating-to-Fixed 60,000 2,478,000 6M US LIBOR?0lbps 4.03% 41.30 May 15, 2018 450,506

Floating-to-Fixed 70,000 2,888,200 6M US LIBORZ0lbps 3.98% 41.26 May 15, 2018 531,233
SM Prime:

Floating-to-Fixed 200,000 8,134,000 6M US LIBORA) bps 3.70% 40.67 January 29, 2018 1,681,106

Floating-to-Fixed 150,000 6,165,000 6M US LIBOR70 bps  3.90% 41.10 March 23, 2018 1,150,468

Principal Only Swapsin 2016, SM Prime entered into principal only svi@msactions to hedge
the foreign-currency exposure on its U.S. Dollanateinated five-year term syndicated loans and
advances (the hedged loans and advances).

Under the principal only swap, the hedged U.S. &allenominated loans and advances have been
converted into China Yuan Renminbi:

= Swap the face amount of the loan and advances $fttSheir agreed China Yuan Renminbi
equivalents with the counterparty banks and exobaaigmaturity date, the principal only
amount originally swapped.

= Pay premium interest in the China Yuan Renminbiomad amount, on a semi-annual basis.

The outstanding hedged loans and advances follow:

Notional Amount US$:¥ Rate Maturity Fair Value
(In Thousands)
Principal only US$150,000 6.528-6.569 March 23, 2018 (R139,298)
Principal only 180,000 6.458-6.483 January 29, 2021 171,242
Principal only 50,000 6.514  August 30, 2017 4,754

As the terms of the swaps have been negotiatedtohnthe terms of the hedged loans and
advances, the hedges were assessed to be higidyivedf

Other Derivative Instruments Not Designated as Aotiog Hedges

= Options Arising from Long-term Note$he Parent Company entered into a loan agreement
with Atlas. The loan contains multiple embeddedvd¢ives such as conversion, call and put
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options. The conversion option pertains to thbtraf the Parent Company to convert the
loan into common shares of Atlas at the converprize of B8.29 per share at any time
beginning July 21, 2015 until June 2, 2018. THEeagion pertains to the right of Atlas to
early redeem the loan, in whole but not in partppafter December 9, 2016 subject to the
conditions stated in the loan agreement. On therdtand, the put option pertains to the right
of the Parent Company to require Atlas to reded¢mralome of the loan at their prepayment
amount on the date fixed for prepayment beginnimg D, 2016. As at September 30, 2016,
all outstanding embedded derivatives have nil \&alue

27. EPS Computation
September 30, September 30,
2016 2015
(In Thousands Except Per Share Data)
Net income attributable to ownerf the Paren(a) B22,014,498 £19,877,40
Weighted average number of common sh
outstanding for the period (b) 1,204,583 1,199,004
Basic EPS (a/b) P18.28 B16.58
28. Reclassification

The Group reclassified certain consolidated balahest accounts as at December 31, 2015 and
consolidated statement of income accounts in 20t6nform to the 2016 consolidated financial
statements presentation and classification. Ttlagsifications have no impact on the 2015 profit
or loss and equity of the Group.
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PART 1

FINANCIAL INFORMATION

Item 2. Management Discussion and Analysis or Plan of Opetian

Result of Operations

For the Nine-Month Periods Ended September 30, 201#&hd 2015

(amountsin billion pesos)

Restated %
Accounts 09/30/2016| 09/30/2015 Change

Revenue P 2524 P 230.8 9.3%
Cost and Expenses 204.4 186.8 9.4%
Income from Operations 48.0 44.0 9.0%
Other Charges 5.8 6.4 -8.8%
Provision for Income Tax 8.4 71 17.3%
Non-controlling Interests 11.8 106 10.9%
Net Income Attributable to

Equity Holders of the

Parent P 220 P 19.9 10.8%

SM Investments Corporation and Subsidiaries (theu@)reportedRevenuesf P252.4 billion
andNet Incom@éAttributable to Owners of the Pareaf P22.0 billion in 2016. This represents a
9.3% growth inrRevenues anti0.8% growth irNet Incométtributable to Owners of the Parent

Income from Operationsncreased by 9.0% to P48.0 billion from P44.0idmll in 2015.
Operating Margin and Net Margin is at 19.0% andl%3.respectively.

The Non-Foodand Food Groupcomprised 48% and 52%, respectively, of merchangées in
2016 and 2015.

As of September 30, 201&GM Retail hadl,835 stores nationwide, namely: SB1 Stores
47 SM Supermarketd 50 Savemorestores, 45M Hypermarkets35WalterMart stores and 1,503
Specialty stores.

Real Estate Saleéscreased by 9.4% to P18.4 billion from P16.9idmllin 2015 due primarily to
higher construction accomplishments of projectsi¢hed from 2012 to 2015 namel@race
Residencesn Taguig, Grass Residences Quezon City Air Residencesn Makati andSouth
Residencesn Las Pifias and increase in sales take-up of REmdyccupancy (RFO) projects
namelyPrinceton Residences, M Place Residences and MeRasidencesn Quezon City and
Jazz Residencés Makati City.
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Rent Revenyelerived mainly from the mall operations of SMriei Holdings, Inc. (SM Prime),
increased by 11.9% to P27.3 billion from P24.4idnillin 2015. The increase Rent Revenurs
primarily due to the new malls which opened in 2@t 2016, namely\5M Seaside Cit€eby

SM City CabanatuagrSM City San Mated&sM San Jose Del MongdSM Trece Martiregs well

as the expansion of shopping spaceShhCenter Sangandaa8M City lloilo, SM City Lipa and
SM Center Molino In addition, retail podiums dfight, Shine,Shell and Green Residences
opened in 2015 and 2016. Excluding the new mallsexpansions, same-store rental growth is at
7%. Rentals from commercial operations also iregdalue to the opening Bive E-com Center

as well as the expansion 8M Clarkoffice tower in 2015. Rentals from hotels andeariion
centers also contributed to the increase due toawement in average room and occupancy rates
and the opening d?ark Inn Clarkin December 2015 and Conrad Manila in June 2016.

As of September 30, 2018M Primehad 58 malls in the Philippines and 6 malls inr@hi

Equity in Net Earnings of Associate Companies avidtMenturs increased by 13.3% to P11.2
billion from P9.9 billion in 2015 attributable méyrto the bank associates.

Operating Expensdscreased by 11.7% to P56.4 billion from P50.%dgilin 2015 due mainly to
additional operating expenses associated with rmevermvated retail stores and malls and new
real estate projects.

Other Charges (netecreased by 8.8% to P5.8 hillion from P6.4 hillio 2015. Other Charges
consist mainly ofinterest Expensehich decreased by 3.3% to P8.5 billion from P8lBoh in
2015 and Interest income which increased by 9.3%2t6 billion from P2.3 billion in 2015.

Provision for Income Taincreased by 17.3% to P8.4 billion from P7.1 biliin 2015 due to
higher taxable income. The effective income td& r£19.8% in 2016 and 19.0% in 2015.

Non-controlling Interesténcreased by 10.9% to P11.8 billion in 2016 frot®® billion in 2015
due to the increase in net income of certain pantimed subsidiaries.
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Financial Position
As of September 30, 2016 and December 31, 2015
(amountsin billion pesos)

Restated %
Accounts 09/30/ 201 12/31/201 Change

CurrentAsset: P 170. P 174.i -2.€%
Noncurrent Assets 643.4 610.2 5.4%
Total Assets P 813.5 P 784.9 3.6%
Current Liabilities P 100.3 P 127.3 -21.2%
Noncurrent Liabilities 306.6 273.6 12.1%
Total Liabilities 406.9 400.9 1.5%
Stockholders’ Equity 406.6 384.0 5.9%
Total Liabilities and

Stockholders’ Equity P 813.5 P 784.9 3.6%

Total Assetdncreased by 3.6% to P813.5 billion from P784IBdni in 2015. On the other hand,
total Liabilities increased by 1.5% to P406.9 billion from P400I8dmi in 2015.

Current Assets
Current Assetslecreased by 2.6% to P170.1 billion from P174libhiin 2015.

Cash and Cash Equivaleniecreased by 25.9% to P43.2 billion from P58.Bobilin 2015 due
mainly to payment of trade payables and addititweai to an associate company.

Time Depositincreased by 22.2 % to P11.7 billion from P9.6idmillin 2015 due mainly to
reclassification of maturing deposits from noncaotite current.

Investments Held for Trading and Satereased by 13.8% to P1.3 billion from P1.1 oilliin
2015 due mainly to reclassification of maturing italde-for-sale (AFS) investments from
noncurrent to current, partially offset by matumtiycertain investment in bonds.

Receivablesdecreased by 3.5% to P31.0 billion from P32.lidsillin 2015 due mainly to
collections partly offset by the increase in Reables from real estate buyers.

Merchandise Inventoriegicreased by 18.9% to P25.7 billion from P21.6idwlin 2015. The
increase mainly came from the Non-Food group.

Other Current Assetmicreased by 10.2% to P57.3 billion from P52.0dsilin 2015 due mainly
to the increase in current portion of Land and t®pment arising from land acquisitions and
development costs partially offset by cost of esthte sold.
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Noncurrent Assets

Noncurrent Assetisicreased by 5.4% to P643.4 billion from P610IRdoi in 2015.

AFS Investmentsicreased by 11.4% to P23.6 billion from P21.8dylin 2015 due mainly to the
increase in market value of certain AFS investments

Investments in Associate Companies and Joint Vestuincreased by 5.0% to
P179.2 billion from P170.6 billion in 2015. Theciease mainly represents equity in net earnings
of associates in 2016 partially offset by dividengizeived from these associate companies.

Time Depositslecreased by 2.4% to P51.9 billion from P53.l4idsilin 2015 due mainly to the
reclassification of maturing time deposits to caotre

Investment Propertieimcreased by 5.4% to P263.0 billion from P249lkdni in 2015 due mainly

to ongoing new mall projects located in CagayarDde, Puerto Princesa, Olongapo and Ortigas
in the Philippines and Tianjin in China; expansiansl renovations ddM Mall of Asia, SM City
SucatandSM City San Pabloand ongoing projects of the commercial and hgtelps namely
Three E-Com CentgFour E-Com CenteandConrad Manila

Land and Developmentecreased by 12.6% to P23.9 billion from P27 Kobilin 2015 due mainly
to reclassification of launched projects to current

Other Noncurrent Assetsicreased by 32.5% to P53.5 billion from P40.4idsil in 2015. The
increase mainly represents additional loans tosso@ate company and higher Receivable from
real estate buyers.

Current Liabilities
Current Liabilitiesdecreased by 21.2% to P100.3 billion from P12#li®tin 2015.

Bank Loansncreased by 15.8% to P12.2 billion from P10.%idyil in 2015 due mainly to loan
availments.

Current Portion of Long-term Delatecreased by 69.6% to P7.9 billion from P26.0dwilin 2015
due mainly to payments of matured debts.

Accounts Payable and Other Current Liabilitieecreased by 11.9% to P75.3 billion from
P85.4 billion in 2015 due to settlement of payalhesnly for trade transactions

Dividends Payablalecreased by 20.3% to P2.3 billion from P2.9daillin 2015. This mainly
represents dividends due to minority stockholdérsedain subsidiaries.
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Noncurrent Liabilities

Noncurrent Liabilitiesincreased by 12.1% to P306.6 billion from P273lléh in 2015.

Long-term Debt - Net of Current Portiamcreased by 13.0% to P277.1 billion from P245lih
in 2015 due mainly to new availments.

Tenants’ Deposits and Otheirscreased by 5.1% to P22.1 billion from P21.0idmillin 2015. The
increase is attributable to new malls and expassaswell as increase in customers’ deposits
from residential buyers.

Equity

Total Equity increased by 5.9% to P406.6 billion from P384.lidm in 2015. The increase
pertains mainly to nine months 2016 net income 22.@ billion partially offset by dividends of
P12.6 billion.

The Company has no known direct or contingent firenobligation that is material to the Company repens,
including any default or acceleration of an obligat The Company has no off-balance sheet traiosect
arrangements, obligations during the reportingqueand as of the balance sheet date.

There are no known trends, events, material charsgesonal aspects or uncertainties that are expéataffect the
Company’s continuing operations.



Key Performance Indicators

The following are the key financial ratios of theoGp for the period ended September 30, 2016
and 2015 and December 31, 2015:
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Accounts Restated
09/30/2016 12/31/2015
Current Rati 1.7 14
Asset to Equity 2.Q 2.0
Debtequity Ratio
On Gross Basis 50: 50 50 :50
On Net Basis 39:61 36 : 64
Return on Equity 10.8% 10.8%
Accounts Restated
09/30/201 09/30/2015
Revenue Growth 9.3% 6.7%
Net Income to Revenues 13.4% 13.2%
Net Income Growth 10.8% 8.3%
EBITDA (in billions of pesos) P57.5B P52.8B
Interest Cover 6.8 6.0x

Current ratio increased to 1.7 from 1.4 in 2015 chanly to the decrease ourrent assetof
2.6% coupled with a decreasecurrent liabilities of 21.2%.

Net Debt-equity ratio increased to 39:61 from 3d6r62015 due to the 18.9% increase in net debts
from P156.7 billion to P186.3 billion in 2016.

Revenue growth increased to 9.3% from 6.7% in 20d5mainly to higher growth of Sales, Rent
and Equity in net earnings of associates and jantures in 2016 compared with 2015.

Interest cover increased to 6.8x from 6.0x in 20@é to 9.0% increase in EBITDA vs. 3.3%
decrease in interest expense.
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The manner by which the Company calculates theytong indicators is as follows:

1. Current Ratio Current Assets
Current Liabilities

2. Asset to Equity Ratio _ Total Assets
Total Stockholders’ Equity

3. Debt — Equity Ratio
a. Gross Basis Total Interest Bearing Debt

Total Equity Attributable to Equity Holdeo§the Parent
+ Total Interest Bearing Debt

b. Net Basis Total Interest Bearing Debt less cashcaisth equivalents (excluding cash on
hand), time deposits, investment in bonds heldirfling and available for
sale

Total Equity Attributable to Equity Holders of thParent + Total
Interest Bearing Debt less cash and cash equigalercluding cash hand),
time deposits, investments in bonds held for trgdind available for sale

4. Revenue Growth Total Revenues (Current Period) - 1
Total Revenues (Prior Period)

5. Net Income to Revenue Net Income
Total Revenues

6. Net Income Growth Net Income Attributable to Eguitolders of the Parent (Current Period) - 1
Net Income Attributable to Equity Holders of the&a (Prior Period)

7. Return on Equity Net Income Attributable to Equity Holders of ther&# (Annualized)
Average Equity Attributable to Equity Holdeof the Parent

8. EBITDA Income from Operations + Depreciation 8nArtization

9. Interest Cover EBITDA
Interest Expense
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Expansion Plans / Prospects for the Future

Malls

For the rest of 2016, SM Prime will op&M East Ortigasin December and complete the
expansion oSM Center MolinandSM City San Pabl@n the Philippines whil&&M City Tianjin

in China will open in phases towards the end ofytbar. By yearend, SM Prime will have 59
malls in the Philippines and 6 in China with arireated combined gross floor area of 8.6 million
sgquare meters.

Residential
For the rest of 2016, SMDC will launch about 4,50tits located in Mall of Asia Complex,
Quezon City, Parafiaque and Bulacan.

Commercial
The construction oThree E-com CentesindFour E-com Centeis ongoing. These projects are
scheduled for completion in 2017 and 2018, respelgti

For the rest of 2016, the Retail Group will be dpgn2 SM Stores 4 Savemorestores,
5 WalterMart stores and 49 Specialty stores.

The above expenditures will be funded through irally generated sources and other capital
raising initiatives such as bond issuances anddwaiiments.
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PART | FINANCIAL INFORMATION

Item 3. Aging of Accounts Receivable — Trade

SM Investments Corporation and Subsidiaries
Aging of Accounts Receivable - Trade

As of September 30, 2016

(in Thousands)

Receivable from tenar

Third-party tenants p 5,773,941

Relater-party tenant 532,88!
Receivable from real estate buyers

- net of nol-current portio 24,481,54

Total P 30,788,373
Aging:
Neither past due nor impaired P 25,417,099
31-90 days 1,103,572
91-120 days 645,381
Over 120 days 2,561,942
Impaired 1,060,379

Total P 30,788,373
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PART II - SIGNATURE

Pursuant to the requirements of the Securities Régn Code, the issuer has duly caused this report

to be signed on its behalf by the undersigned timtoeduly authorized.

Registrant: SM INVESTMENTS CORPORATION

Q< Date: 11-14-16

Frénklln “Gomez ~___/
Senior Vlce President — Finance
Alternate Corporate Information Officer




