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INVESTMENTS
CORPORATION

Notice of Annual Stockholders’ Meeting
April 27, 2011 at 2:30 p. m.
SMX Convention Center, 3 Floor, Function Room 1
Seashell Drive, Mallof Asia Complex, Pasay City 1300

To all Stockholders:

Please take notice that the 2011 annual stockiglaeeting of SM Investments Corporation will
be held on April 27, 2011 at 2:30 p.m. at the FiamcRoom 1, SMX Convention Center, Seashell
Drive, J.W. Diokno Boulevard, Mall of Asia CompleRasay City 1300. The proposed agenda of the
meeting is set forth below:

AGENDA

Call to order

Certification of notice and quorum

Approval of minutes of annual meeting of stockhoddeeld on April 28, 2010

Annual Report for the Year 2010.

General ratification of the acts of the Board ofddtors and the management from the date of
the last annual stockholders’ meeting up to the dathis meeting

Election of directors for 2011 — 2012

Appointment of external auditors

Adjournment

arwpdE
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The Board of Directors has fixed the end of trgdiours of the Philippine Stock Exchange (PSE)
on March 28, 2011 as the record date for the détation of stockholders entitled to notice of and t
vote at such meeting and any adjournment thereof.

In case you cannot personally attend the meetiog,are requested to accomplish the attached
proxy form and return the same to the office of $eeretary at4Floor, SyCipLaw Law Center, 105
Paseo de Roxas, Makati City at least five (5) dag®re the date set for the annual meeting, as
provided in the By-laws.

For your convenience in registering your attendamdease bring some form of identification,
such as a passport, driver’s license, or compahny |.

Makati City, March 14, 2011.
BY THE ORDER OF THE BOARD OF DIRECTORS

Tt ot
EMMANUEL C. PARAS
Corporate Secretary

SM INVESTMENTS CORPORATION



PROXY

The undersigned stockholder of SM Investments Corp. (the “Company”) hereby appoints
or in his absence, the Chairman of the meeting, as attorney and proxy, with
power of substitution, to present and vote all shares registered in his/her/its name as proxy of the
undersigned stockholder, at the Annual Meeting of Stockholders of the Company on April 27, 2011
and at any of the adjournments thereof for the purpose of acting on the following matters:

1. Election of Directors. 4. Ratification of all acts and resolutions
_____Vote for all nominees listed below of the Board of Directors and Executive
Henry Sy, Sr. Officers.
Teresita T. Sy ___Yes ___ No ___ Abstain
Henry T. Sy, Jr.
Harley T. Sy 5. Election of Sycip Gorres Velayo & Co.
Jose T. Sio as independent auditors.
Vicente S. Perez, Jr. ~__Yes ____ No ___ Abstain
Ah Doo Lim
Joseph R. Higdon 6. At their discretion, the proxies named
above are authorized to vote upon
_____Withhold authority for all nominees such other matters as may properly
listed above come before the meeting.
Yes No

Withhold authority to vote for the
nominees listed below:

PRINTED NAME OF STOCKHOLDER

2. Approval of minutes of previous annual SIGNATURE OF STOCKHOLDER/
stockholders’ meeting. AUTHORIZED SIGNATORY
___Yes ___ No Abstain

3. Approval of annual report.
___Yes ___ No ___ Abstain

DATE

THIS PROXY SHOULD BE RECEIVED BY THE CORPORATE SECRETARY ON OR BEFORE
APRIL 21, 2010, THE DEADLINE FOR SUBMISSION OF PROXIES.

THIS PROXY IS NOT REQUIRED TO BE NOTARIZED, AND WHEN PROPERLY EXECUTED, WILL
BE VOTED IN THE MANNER AS DIRECTED HEREIN BY THE STOCKHOLDER(S). IF NO
DIRECTION IS MADE, THIS PROXY WILL BE VOTED ‘FOR’ THE ELECTION OF ALL NOMINEES
AND FOR THE APPROVAL OF THE MATTERS STATED ABOVE AND FOR SUCH OTHER
MATTERS AS MAY PROPERLY COME BEFORE THE MEETING IN THE MANNER DESCRIBED IN
THE INFORMATION STATEMENT AND/OR AS RECOMMENDED BY MANAGEMENT OR THE
BOARD OF DIRECTORS.

A STOCKHOLDER GIVING PROXY HAS THE POWER TO REVOKE IT AT ANY TIME BEFORE THE
RIGHT GRANTED IS EXERCISED. A PROXY IS ALSO CONSIDERED REVOKED IF THE
STOCKHOLDER ATTENDS THE MEETING IN PERSON AND EXPRESSED HIS INTENTION TO
VOTE IN PERSON.
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SECURITIES AND EXCHANGE COMMISSION
SEC FORM 20-1S
INFORMATION STATEMENT PURSUANT TO SECTION 20
OF THE SECURITIES REGULATION CODE
Check the appropriate box:
[_v] Preliminary Information Statement
[__] Definitive Information Statement

Name of Registrant as specified in its charter:
SM INVESTMENTS CORPORATION

Province, country or other jurisdiction of inporation or organization: PHILIPPINES
SEC Identification Numbe®000016342
BIR Tax Identification Code: 000-169-020-000

Address of principal office: 10" Floor, OneE-com Center, Harbor Drive, Mall of Asia
Complex, Pasay City Postal Codel300

Registrant’s telephone number, including arebec(s32) 857-0100

Date, time and place of the meeting of sectnitgers:
April 27, 2011, 2:30 p.m., SMX Convention Center, '3 Floor, Function Room No. 1,
located at Seashell Drive, Mall of Asia Complex, Ray City 1300

Approximate date on which the Information Stagatnis first to be sent or given to security
holders: April 4, 2011

Securities registered pursuant to Sectionsi8larof the Code or Sections 4 and 8 of the:

Title of Each Class Number of Shares of Commimtis
Outstanding or Amount of Debt Outstanding

Common shares 611,982,669
Are any or all of registrant's securities lisie a Stock Exchange?
Yes ¥ No

If yes, disclose the name of such Stock Exchangddlanclass of securities listed therein:
Philippine Stock Exchange



PART |

INFORMATION REQUIRED IN INFORMATION STATEMENT

A. BUSINESS AND GENERAL INFORMATION
ITEM 1. Date, Time And Place Of Meeting Of Security Holders

(a) The annual stockholders’ meeting of SM Investme@teporation (the “Company”) is
scheduled to be held on April 27, 2011 at 2:30 @nhthe SMX Convention Center® Floor,
Function Room No. 1 located at Seashell Drive, MéllAsia Complex, Pasay City. The
complete mailing address of the principal officetioé registrant is T0Floor, OneE-com
Center, Harbor Drive, Mall of Asia Complex, Pasaty@300.

(b) The approximate date on which the Information Statet will be sent or given to the
stockholders is on April 4, 2011.

Statement that proxies are not solicited

WE ARE NOT ASKING YOU FOR A PROXY AND YOU ARE REQUE STED NOT TO
SEND A PROXY.

Voting Securities

The record date for purposes of determining thek$tolders entitled to vote is March 28, 2011.
The total number of shares outstanding and entitedrote in the stockholders’ meeting is
611,982,669 shares. Stockholders are entitleditutative voting in the election of the board of
directors, as provided by the Corporation Code.

ITEM 2. Dissenters' Right of Appraisal

Pursuant to Section 81 of the Corporation CodéefRhilippines, a stockholder has the right to
dissent and demand payment of the fair value oflmges in the following instances:

(a) In case any amendment to the articles of iraratpn has the effect of changing or restricting
the rights of any stockholders or class of shavegf authorizing preferences in any respect
superior to those of outstanding shares of anyeshaf any class, or of extending or
shortening the term of corporate existence.

(b) In case of sale, lease, exchange, transferfgage, pledge or other disposition of all or
substantially all of the corporate property ancetsas provided in the Corporation Code; and

(c) In case of merger or consolidation.

A stockholder must have voted against the propasegorate action in order to avail himself of
the appraisal right. The procedure for the exerbig a dissenting stockholder of his appraisal
right is as follows:

(a) The dissenting stockholder shall make a written atenon the corporation within 30 days
after the date on which the vote was taken for manfior the fair value of his shares. The
failure of the stockholder to make the demand wi0 day period shall be deemed a waiver
on his appraisal right;
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(b) If the proposed corporate action is implementedffacted, the corporation shall pay to such
stockholder, upon surrender of corresponding deati(s) of stock within 10 days after
demanding payment for his shares (Sec. 86), thedidie thereof; and

(c) Upon payment of the agreed or awarded price, tekisblder shall transfer his share to the
corporation.

ITEM 3. Interest of Certain Persons in or Opposition to Matters to be Acted Upon

(a) No director or officer of the Company since beginning of the last fiscal year, nominee for
election as director, or associate of the foregpiagsons, have any substantial interest, direct
or indirect, by security holdings or otherwise,dny matter to be acted upon, other than
election to office.

(b) No director of the Company has informed in imgtthat he intends to oppose any action to be
taken by the Company at the meeting.

. CONTROL AND COMPENSATION INFORMATION

ITEM 4. Voting Securities and Principal Holders Theeof
(a) Voting Securities

As of February 28, 2011, the total number of shamgtstanding and entitled to vote in the
stockholders’ meeting is 611,982,669 shares.

(b) Record Date

The record date for purposes of determining thekstolders entitled to notice and to vote is
March 28, 2011.

(c) Voting Rights

Stockholders shall be entitled to vote in persohyproxy and, unless otherwise provided by
law, he shall have one vote for each share of statiled to vote and recorded in his name in
the books of the Corporation. At all meetings bé tstockholders, all elections and all
questions shall be decided by the plurality of votestockholders present in person or by
proxy and entitled to vote thereat, a quorum beingsent, except in cases where other
provision is made statute. Unless required by lamgdemanded by a stockholder present in
person or by proxy at any meeting, and entitledoi® thereat, the vote on any question need
not be by ballot. On a vote by ballot, each baslwll be signed by the stockholder voting, or
in his name by proxy if there be by proxy, and kéiate the number of shares voted by him.

Provided however, that in the election of Directogach stockholder shall be entitled to
cumulate his votes in the manner prescribed by Til] Section 24 of the Corporation Code
of the Philippines.



(d) Security Ownership of Certain Record and BeneficiaDwners as of February 28, 2011

As of February 28, 2011, the following are the owsnef the Company’s common stock in
excess of 5% of total outstanding shares:

Name of

Beneficial Owner

(D) direct / (1)

(Filipino)

Name and Address of = and Relationship indirect
Title of Record Owner and with Record No. of Shares Percent
Class Relationship with Issuer Owner Citizenship Held (%)
Common | Henry Sy, Sr. Same as the Filipino 87,356,959(D) 14.279
(Chairman of the Board of| Record Owner
Directors)
No. 63 Cambridge Circle,
Forbes Park, Makati City
-do- Felicidad T. Sy Same as the Filipino 58,097,648(D) 9.499
(Shareholder of Issuer) Record Owner
No. 63 Cambridge Circle,
Forbes Park, Makati City
-do- Teresita T. Sy Same as the Filipino 52,661,365(D) 8.609
(Director and Vice Record Owner
Chairperson)
No. 63 Cambridge Circle,
Forbes Park, Makati City
-do- Harley T. Sy Same as the Filipino 54,553,695(D) 8.919
(Director and President) Record Owner
No. 63 Cambridge Circle,
Forbes Park, Makati City
-do- Hans T. Sy Same as the Filipino 60,185,949(D) 9.839
(Shareholder of Issuer) Record Owner
No. 11 Harvard Road,
Forbes Park, Makati City
-do- Henry T. Sy, Jr. Same as the Filipino 60,178,691(D) 9.839
(Director and Vice Record Owner
Chairperson)
No. 63 Cambridge Circle,
Forbes Park, Makati City
-do- Herbert T. Sy Same as the Filipino 60,178,691(D) 9.839
(Shareholder of Issuer) Record Owner
No. 63 Cambridge Circle,
Forbes Park, Makati City
-do- PCD Nominee Corp. (Non! Various clients Foreign 128,972,666 (I 21.07
Filipino)
-do- PCD Nominee Corp. Various clients Filipino 36,870,927(1) 6.029

(1) The Company has no information as to the beiaéfowners of the shares of stocks held RgD

Nominee Corp. The clients of PCD Nominee Corpehe power to decide how their shares are to be

voted.
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Security Ownership of Management as of February 28011

Name of Beneficial Amount and Nature of
Title of Owner of Common Beneficial Ownership Percent
Securities Stock (D) direct / (1) indirect Citizenship  of Class
Common Henry Sy, Sr. P 873,569,590 Filipino 14.27%
Common Teresita T. Sy 526,613,650 Filipino 8.60%
Common Harley T. Sy 545,536,950 Filipino 8.91%
Common Henry T. Sy, Jr. 601,786,91® Filipino 9.83%
Common Jose T. Sio 110D Filipino .00%
Common Vicente S. Perez, Jr. 110 Filipino .00%
Common Ah Doo Lim 1,000 D Singaporean .00%
Common Joseph R. Higdon 1,00® American .00%
Common Ma. Ruby LI. Cano 32,2000 Filipino .00%
Common Corazon |. Morando 0 Filipino .00%
Common Elizabeth Anne C. Uychaco 0 Filipino .00%
Common Marianne M. Guerrero 0 Filipino .00%
Common Cecilia Reyes-Patricio 0 Filipino .00%
Common Emmanuel C. Paras 0 Filipino .00%
P 2,547,541,520 41.61%

There are no persons holding more than 5% of ssalender a voting trust or any similar
agreements as of balance sheet date.

(e) Change in Control

The Company is not aware of any change in contrchreangement that may result in a
change in control of the Company since the begmoirits last fiscal year.

There are no existing or planned stock warrantriifis. There are no arrangements which
may result in a change in control of the Company.

ITEM 5. Directors and Executive Officers of the Reggtrant

(a) The incumbent Directors and Executive Officers ofhe Company are as follows:

Office Name Age Citizenship
Chairman Henry Sy, Sr. 86 Filipino
Vice Chairman Teresita T. Sy 60 Filipino
Vice Chairman Henry T. Sy, Jr. 57 Filipino
Director and President Harley T. Sy 51 Filipino
Director and Executive

Vice President and CFO Jose T. Sio 71 Filipino
Independent Director Vicente S. Perez, Jr. 52 iRitip
Independent Director Ah Doo Lim 61 Singaporean
Independent Director Joseph R. Higdon 69 American
Treasurer Grace F. Roque 60 Filipino
Senior Vice President, Corazon I. Morando 69 Filipino

Corporate Legal Affairs,
Compliance Officer and
Asst. Corp. Sec.



Office Name Age Citizenship

Senior Vice President - Elizabeth Anne C. Uychaco 55 Filipino
Corporate Services

Senior Vice President - Legal Marianne Malate-Gererr 46 Filipino

Senior Vice President - Ma. Ruby LI. Cano 52 Filipino
Controllership

Senior Vice President - TaxesCecilia Reyes-Patricio 53 Filipino

Corporate Secretary Emmanuel C. Paras 61 Filipino

MANAGEMENT

Board of Directors

The Directors of the Company are elected at thei@mstockholders’ meeting to hold office until
the next succeeding annual meeting and until tfesipective successors have been appointed or
elected and qualified.

The following are the business experience/s ofdbepany’s Directors during the last five years:

Henry Sy, Sr, is the Chairman of the Board of Directors of SMIBe is the founder of the SM
Group and is currently Chairman of SM Prime, SMd.aimc., SM Development, and Highlands
Prime Inc., among others. Mr. Sy opened the StsbeMart store in 1958 and has since evolved
into a dynamic group of companies with five linek lusinesses - shopping malls, retail
merchandising, financial services, real estate ldpmeent and tourism, hotels and entertainment.
He is likewise Chairman Emeritus of Banco de Oraversal Bank, Inc. and Honorary Chairman
of China Banking Corporation.

Teresita T. Sy is the Vice Chairperson of SMIC. She has varieghegences in retall
merchandising, mall development and banking buseses A graduate of Assumption College,
she was actively involved in Shoemart’'s developmeAt present, she is the Chairman of the
Board of Directors of Banco de Oro Unibank, IncheSalso holds board positions in several
companies within the SM Group.

Henry T. Sy, Jr., is the Vice Chairperson of SMIC. He is also Yhee Chairman — President of
Highlands Prime, Inc. and SM Land, Inc., Vice Chain of SM Development Corporation,
Director of SM Prime Holdings, Inc. and Banco d® Onibank, Inc. He is likewise the President
of National Grid Corporation of the Philippines.e lis responsible for the real estate acquisitions
and development activities of the SM Land Inc. &\ Development Corporation which include
the identification, evaluation and negotiation potential sites as well as the input of designsdea
He graduated with a Management degree from De Lla Baiversity.

Harley T. Sy, is the President of SMIC. He is a Director ofit@hBanking Corporation, BDO
Private Bank, and other companies within the SMuBroHe is the Executive Vice-president for
Merchandising of SM Retail, Inc. He holds a dedgreEinance from De La Salle University.

Jose T. Sig is the Executive Vice President and Chief Fina@¢gcer of SMIC. He is also a

Director of China Banking Corporation, Belle Corgition, and SM Keppel Land, Inc. as well as
other companies within the SM Group. Mr. Sio soahdviser to the Board of Directors of Banco
de Oro Unibank, Inc. Mr. Sio holds a master’'s degn Business Administration from New York
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University, is a certified public accountant andswiarmerly a senior partner at Sycip Gorres
Velayo & Co. (a member practice of Ernst & Young).

Vicente S. Perez, Jr. ¥ is an Independent Director of SMIC. His carees lmanged from
international banker, debt trader, investment bpakiner, private equity investor to cabinet
secretary. He is the Chief Executive Officer ofeithergy Partners, a renewable power company
for emerging Asian countries, Chairman of MerritrtAers, an energy advisory firm, and
Chairman of Ten Knots Philippines, the holding camp of El Nido Resorts. He was the
youngest and longest serving Secretary of the Dmpat of Energy. He had also briefly served
as Undersecretary for Industry and InvestmentshatDepartment of Trade and Industry and
Managing Head of the Board of Investments. Hehai@nan of WWF Philippines and member
of the WWHF-International Board. Mr. Perez is a rbemof the advisory boards of Coca-Cola
Phils., Pictet Clean Energy Fund, and Yale CemteBfisiness and Environment. He obtained his
master's degree in Business Administration from Wearton School of the University of
Pennsylvania, and his bachelor's degree in Busif&smomics from the University of the
Philippines. He was a 2005 World Fellow at Yalaudnsity where he lectured an MBA Class on
renewable power in emerging countries.

Ah Doo Lim *, a Singaporean, is an Independent Director of SMH&. is currently a Director
and Chairman of the Audit Committee of SembcorpiMattd., a world leading rig builder in the
offshore marine and engineering sector, and of ARKT Trust Management (Cache) Ltd., PST
Management Pte Ltd. and GP Industries Ltd. Hass a Director of EDB Investments Pte Ltd.,
investment arm of the Singapore Economic DeveloprBeard and of U Mobile Sdn Bhd. He
obtained a degree in Engineering from Queen Matle@®, University of London in 1971, and a
Master’'s Degree in Business Administration fromr@ield School of Management, England in
1976.

Joseph R. Higdon* an American, is an Independent Director of SMIide was a Senior Vice-
President of Capital Research and Management, aAbgeles-based international investment
management firm. He joined Capital Research im18W covered Philippine equities from 1989
to 2006. He was also a US Peace Corps voluntetreifhilippines from 1962 to 1964. He is
presently an Independent Director of Internatio@aintainer Terminal Services, Inc. and a
Director of the Advisory Board of Coca-Cola Botficompany, Philippines.

* Independent director — the Company has compligith whe Guidelines set forth by SRC (Securities
Regulation Code) Rule 38 regarding the Nominatiod Blection of Independent Director. The Company’s
By-Laws incorporate the procedures for the nomoratiand election of independent director/s in
accordance with the requirements of the said Rule

Period of Directorship

Name Period Served
Henry Sy, Sr. 1960 to present
Teresita T. Sy 1979 to present
Henry T. Sy, Jr. 1979 to present
Harley T. Sy 1993 to present
Jose T. Sio 2005 to present
Vicente S. Perez, Jr. 2005 to present
Ah Doo Lim 2008 to present

Joseph Higdon 2010 to present



Executive Officers

Grace F. Roqueis the Treasurer of SMIC. She is the Assistana3ueer of SM Land, Inc. She
is also the President and Chairman of Metro Masiiapping Mecca and President and Director
of HFS Corporation and Mercantile Stores Group,. In€he holds a Bachelor Degree in
Economics from Maryknoll College and a Masters usiBess Administration Degree from the
University of the Philippines.

Corazon |. Morando, is Senior Vice President, Corporate Legal AffaBempliance Officer and
Assistant Corporate Secretary of SMIC. She is @isd/ice President and Corporate Secretary of
China Banking Corporation and Corporate Secretady@ompliance Officer of Highlands Prime,
Inc.; Senior Vice President - Corporate Legal AHaiAssistant Corporate Secretary and
Compliance Officer of SM Prime; and the Corporater8tary of Pico de Loro Beach and Country
Club, Inc. She holds a Bachelor of Laws degremftioe University of the Philippines and took
up graduate studies under the MBA-Senior Executregram in the Ateneo de Manila
University. She was formerly Director of the Caomte and Legal Department of the Securities
and Exchange Commission in the Philippines.

Elizabeth Anne C. Uychacogis Senior Vice President, Corporate Services ofGMs$he is also a
Director of Belle Corporation. She was formerlyni®e Vice President and Chief Marketing
Officer of Philippine American Life Insurance Conmya Prior to that, she was Vice President of
Globe Telecom, Inc. and was responsible for saldsdistribution. Ms. Uychaco graduated from
St. Scholastica’s College in 1978 with a Bachel@fsArts Degree. She obtained a Master's
Degree in Business Economics from the UniversityAsifa and Pacific in 1988 and a Master’'s
Degree in Business Administration from the AtenesiBess School in 1992.

Marianne Malate-Guerrero, is Senior Vice President, Legal Department of SMEhe formerly
worked as Senior Vice President and Legal Deparintéead of United Overseas Bank
Philippines. Previous to that, she was Vice Pergtidnd Legal Officer of Solidbank Corporation.
She began her practice with the law firm of Castilaman Tan & Pantaleon Law office. She
graduated from the Ateneo School of Law in 1988.

Ma. Ruby LI. Cano is Senior Vice President for Controllership of SMIGhe is aCertified
Public Accountant and holds a Masters in BusinedsiAistration degree from Ateneo Graduate
School of Business. She graduated from De La Satiersity with a Bachelor of Science
degree in Accountancy. Prior to her joining tharany, she served as Director of Finance for
two leading hotels. She started her professicaaer in Sycip Gorres Velayo & Co.

Cecilia Reyes-Patriciois the Senior Vice President, Corporate Tax Depant of SMIC. Prior

to joining SMIC in 1988, she was a financial and aaditor at SyCip, Gorres Velayo & Co. She
holds a Master of Science degree (with highest rg)rio Commerce, Major in Taxation, from the
Manuel Luis Quezon University. A Certified Pubficcountant, she graduated magna cum laude
with a Bachelor of Science degree in Business Adtnation from the University of the East.

Emmanuel C. Paras is the Corporate Secretary of SMIC and other comgs within the SM
Group. He holds a Bachelor of Law degree from Atede Manila University and is a partner
and Head of the Corporate Services DepartmenteoSitip, Salazar, Hernandez and Gatmaitan
Law Offices.
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Period of Officership

Name Office Period Served
Harley T. Sy President 2005 to present
Jose T. Sio Executive Vice President

and Chief Financial Officer 2005 to present
Grace F. Roque Treasurer and Senior Vice Presider®#010 to present
Corazon |. Morando Senior Vice President, Corporate

Legal Affairs, Compliance

Officer and Asst. Corp. Sec. 2005 to present
Marianne Malate-Guerrero Senior Vice Presidentgdle 2006 to present
Elizabeth Anne C. Uychaco Senior Vice President orpBrate 2009 to present

Services
Ma. Ruby LI. Cano Senior Vice President - Contrsliegp 2009 to present
Cecilia Reyes-Patricio Senior Vice President - Baxe 2010 to present
Emmanuel C. Paras Corporate Secretary 2005 torprese

The Directors of the Company are elected at thei@mstockholders’ meeting to hold office until
the next succeeding annual meeting and until tfesipective successors have been appointed or
elected and qualified. The same set of directolisb& nominated in the coming regular annual
stockholders’ meeting. The Directors possess h# gualifications and none of the
disqualifications provided for in the SRC and itgplementing Rules and Regulations.

Nomination of Independent Directors shall be coneldidy the Nomination Committee prior to

the stockholders’ meeting. The Nomination Commitshall prepare a Final List of Candidates
from those who have passed the Guidelines, Scrgétoficies and Parameters for nomination of
independent directors and which list shall congdirthe information about these nominees. Only
nominees whose names appear on the Final List ofliGates shall be eligible for election as
Independent Director. No other nomination shalebtertained or allowed on the floor during the
actual annual stockholders’ meeting. In case sfgmation, disqualification or cessation of

independent directorship and only after noticetiesen made with the Commission within five (5)
days from such resignation, disqualification orsegi®n, the vacancy shall be filled by the vote of
at least a majority of the remaining directorsstill constituting a quorum, upon the nomination of
the Nomination Committee otherwise, said vacansled be filled by stockholders in a regular or
special meeting called for that purpose. An Indeleat Director so elected to fill a vacancy shall
serve only for the unexpired term of his or heidpeessor in office.

(b) Significant Employees

The Company has no employee who is not an executifieer but is expected to make a
significant contribution to the business.
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Directorships in Other Reporting Companies

The following are directorships held by DirectonsdaExecutive Officers in other reporting
companies during the last five years:

Name of Corporation Position
Henry Sy, Sr.
SM Prime Holdings InC.................o..e Chairman
SM Development Corporation............... Chairman
Highlands Prime, InC.......................... Chairman
Banco De Oro Unibank Inc................... Chairman Emeritus
China Banking Corporation.................... Honorary Chaamm
TeresitaT. Sy
Banco de Oro Unibank Inc................... Chairman
SM Prime Holdings, InC....................... Adviser to the Bdar
Henry T. Sy, Jr.
SM Development Corporation............... Vice Chairman/CEO
Highlands Prime, InCc.......................... Vice Chairman - Bigent
SM Prime Holdings, InC....................... Director
Banco de Oro Unibank Inc.................. Director
Pico de Loro Beach and Country Club Inc.  Chairman
National Grid Corporation...................... eBident
Harley T. Sy
China Banking Corporation................... Director
SM Development Corporation............... Member, Executive Committee
JoseT. Sio
China Banking Corporation................... Director
Banco de Oro Unibank Inc................... Adviser to the Bibar
Belle Corporation................ oo eeeeenes Director

Vicente S. Perez, Jr.

Nido Petroleum Limited..................... Independent Director
Singapore Technologies Telemedia Pte Ltd Indeperidieactor
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Name of Corporation Position
Ah Doo Lim

Sembcorp Marine Ltd....................... Director
GP Industries Ltd.........ccovvvveevviiinennns Director
EDB Investments Pte Ltd.................. Director
ARA-CWT Trust Management (Cache)

I (o TR Director
U Mobile SAnBhd........covviviiiieen, Director
PST Management Pte Ltd..................... Director

Joseph R. Higdon

International Container Terminal

SBIVICES. .ttt Independent Director

Coca-Cola Bottling Company................ Director of thevAsbry Board

Elizabeth Anne C. Uychaco

Belle Corporation  .........ccooiiieinn.n. Director

The members of the Audit and Risk Management Cotemdre:

Vicente S. Perez Jr. - Chairman
Henry T. Sy Jr. - Member
Jose T. Sio - Member
Corazon |. Morando - Member
Serafin U. Salvador - Member

The members of the Compensation or Renumeratiom@ives are:

Teresita T. Sy - Chairman
Jose T. Sio - Member
Vicente S. Perez, Jr. - Member

The members of the Nomination Committee are:
Henry T. Sy, Jr. - Chairman
Ah Doo Lim - Member
Corazon |I. Morando - Member
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The Nomination Committee created by the Board urtdeZorporate Governance Manual
nominated the following for re-election to the Bob@af Directors at the forthcoming Annual
Stockholders’ Meeting:

Henry Sy, Sr.

Teresita T. Sy

Henry T. Sy, Jr.

Harley T. Sy

Jose T. Sio

Vicente S. Perez, Jr.

Ah Doo Lim

Joseph R. Higdon

Atty. Corazon |. Morando nominated to the Board,ificlusion in the Final List of Candidates for
Independent Director, the following stockholders:

Vicente S. Perez, Jr.
Ah Doo Lim
Joseph R. Higdon

Atty. Corazon I. Morando, Mr. Vicente S. Perez, Wt. Ah Doo Lim and Mr. Joseph Higdon are
not related either by consanguinity or affinityr s any other professional / business dealings
with each other.

The Company has complied with the Guidelines sghfby SRC (Securities Regulation Code)
Rule 38 regarding the Nomination and Election afeipendent Director. The same provision has
been incorporated in the Amended By-Laws of the Qamy.

The Directors of the Company are elected at thei@mstockholders’ meeting to hold office until
the next succeeding annual meeting and until tfesipective successors have been appointed or
elected and qualified. The same set of directdlisb& nominated in the coming regular annual
stockholders’ meeting.

The following will be nominated as officers at théDrganizational meeting of
the Board of Directors:

Office Name

Chairman Henry Sy, Sr.

Vice Chairperson Teresita T. Sy

Vice Chairperson Henry T. Sy, Jr.

Director and President Harley T. Sy

Director and Executive Vice President & CFO Jos8ib.

Treasurer and Senior Vice President Grace F. Roque
Senior Vice President — Corporate Services Elizabene C. Uychaco
Senior Vice President, Corporate Legal Affairs,

Compliance Officer and Asst. Corp. Sec. Cordzdmorando
Senior Vice President — Legal Marianne Malate+@re
Senior Vice President — Controllership Ma. Ruby@éno
Senior Vice President — Taxes Cecilia Reyes-Ratric

Corporate Secretary Emmanuel C. Paras
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(c) Family Relationships

Mr. Henry Sy, Sr. is the father of Teresita T. &lizabeth T. Sy, Henry T. Sy, Jr., Hans T. Sy,
Herbert T. Sy and Harley T. Sy. All other direstceind officers are not related either by
consanguinity or affinity. There are no other fgnmelationships known to the registrant other
than the ones disclosed herein.

(d) Certain Relationships and Related Transactions

There are no known related party transactions dhi@r those described in Note 22 (Related Party
Transactions) of the Notes to the Consolidatedrteiah Statements.

(e) Involvement in Legal Proceedings

The Company is not aware of any of the followingmté having occurred during the past five
years up to the date of this report that are nmadtarian evaluation of the ability or integrity axfiy
director, nominee for election as Director, exemitfficer, underwriter or controlling person of
the Company:

(1) any bankruptcy petition filed by or against @usiness of which such person was a general
partner or executive officer either at the timettué bankruptcy or within two years prior to
that time;

(2) any conviction by final judgment, including the wma of the offense, in a criminal
proceeding, domestic or foreign, or being subjec pending criminal proceeding, domestic
or foreign, excluding traffic violations and othamor offenses;

(3) being subject to any order, judgment or decree, sufitsequently reversed, suspended or
vacated, of any court of competent jurisdiction,mestic or foreign, permanently or
temporarily enjoining, barring suspending or othiseaimiting his involvement in any type of
business, securities, commodities or banking digs;iand

(4) being found by a domestic or foreign court of cotapejurisdiction (in a civil action), the
SEC or comparable foreign body, or a domestic oeifm exchange or other organized
trading market or self-regulatory organization,ht@ve violated a securities or commodities
law or regulation, and the judgment has not beeersed, suspended or vacated.

(5) a securities or commodities law or regulatiand the judgment has not been reversed,
suspended or vacated.
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ITEM 6. Compensation of Directors and Executive Oficers

The aggregate compensation paid or incurred duhadast two fiscal years and estimated to be
paid in the ensuing fiscal year to the Chief ExmeutOfficer and executive officers of the
Company are as follows:

Name Position Salary Bonus Other Annual
Compensation
1. HarleyT. Sy President
2. JoseT. Sio Executive Vice
President & CFO
3. Grace F. Roque Treasurer and Senior
Vice President
4. Atty. Corazon I Senior Vice President -
Morando Corporate Legal Affairs

Compliance Officer and
Asst. Corp. Secretary
5. Elizabeth Anne C. Senior Vice President —

Uychaco Corporate Services
6. Atty. Marianne M. Senior Vice President —
Guerrero Legal

7. Ma. Ruby Ll. Cano Senior Vice President —
Controllership

8. Ceclilia Reyes- Senior Vice President —
Patricio Taxes
2011 (estimate) 58,581,000 9,764,000 2,441,000
2010 50,940,000 8,490,000 2,123,000
2009 41,196,000 6,866,000 1,716,500

Aggregate annual compensation paid to other
officers and directors of the Company as a group

unnamed
2011 (estimate) 95,507,000 15,918,000 3,979,000
2010 83,050,000 13,842,000 3,460,000
2009 53,646,000 8,941,000 2,235,250

Aside from the aforementioned compensation, théBeeos do not receive any other form of
remuneration.

There are no outstanding warrants or options helditectors and officers. There are no actions
to be taken with regard to election, any bonusrofiesharing, change in pension/retirement plan,
granting of or extension of any options, warramtgghts to purchase any securities.

ITEM 7. Independent Public Accountants, External Auit Fees and Services

Sycip, Gorres, Velayo & Company is the externalitmndor the current year. The same external
auditor will be recommended for re-appointment k¢ tscheduled stockholders’ meeting.
Representatives of the said firm are expected tprésent at the stockholders’ meeting and they
will have the opportunity to make a statement #ythdesire to do so and are expected to be
available to respond to appropriate questions.
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Pursuant to SRC Rule 68, Paragraph 3 (b) (iv) (Roteof External Auditors), the Company
engaged Mr. Ramon D. Dizon of SGV & Co. for the rakation of the Company’s financial

statements from 2008 to 2010. Previously, the Gomengaged Ms. Melinda G. Manto and Mr.
Joel M. Sebastian of SGV & Co. for the examinatibithe Company'’s financial statements from
2006 to 2007 and 2001 to 2005, respectively.

The aggregate fees billed for each of the lastfisaal years for professional services rendered by
the external auditor were P1,200,000 and P1,100{/@@@010 and 2009, respectively. The audit
fees for 2011 is estimated to be at P1,200,000vics rendered include the audit of the financial
statements and supplementary schedules for sulomigsiSEC, and assistance in the preparation
of annual income tax returns. Also, in 2010 an@R®BGV rendered other professional services
relating to the bond issuances of SMIC. The psitesl fees amounted to P9.0 million and P11.0
million in 2010 and 2009, respectively. There weceother professional services rendered by
SGV & Co. during the period. Tax consultancy seggiare secured from other entities other than
the external auditor.

The Audit Committee recommends to the Board of @oes the appointment of the external
auditor and the fixing of the audit fees. The Bbaf Directors and stockholders approve the
Audit Committee’s recommendation.

ITEM 8. Compensation Plans

There are no existing or planned stock options.

. ISSUANCE AND EXCHANGE OF SECURITIES

ITEM 9. Authorization or Issuance of Securities Otter than for Exchange
Not applicable.

ITEM 10. Modification or Exchange of Securities

Not applicable.

ITEM 11. Financial and Other Information

Not applicable.

ITEM 12. Mergers, Consolidations, Acquisitions andSimilar Matters

Not applicable.

ITEM 13. Acquisition or Disposition of Property

The Company and its subsidiaries purchased andpsotetls of land in the normal course of their
business.

ITEM 14. Restatement of Accounts

Not applicable.
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D. OTHER MATTERS
ITEM 15. Action with Respect to Reports
The following are to be submitted for approval dgrthe stockholders’ meeting:

(a) Minutes of the meeting of stockholders held on Ap8i, 2010.

The following was the agenda of the said meeting.

+ Call to order.

e  Certification of notice and quorum.

» Approval of minutes of the special meeting of stomklers held on April 29, 2009.

» Presentation of the President’s Report.

» General ratification of the acts of the Board ofdgtors and the management from the date of the
last annual stockholders’ meeting up to the dathisfmeeting.

» Election of directors for 2010 — 2011 (includinglépendent Directors).

e Appointment of external auditors.

e Adjournment.

(b) General ratification of the acts of the Board ofeBtors and the management from the date of
the last special stockholders’ meeting up to tite dathis meeting.

These acts are covered by Resolutions of the Bafdbirectors duly adopted in the normal course
of trade or business, like:
l. Issuance of US$400 million Fixed Rate Bond (pleses= Note 20 (Long-term Debt)
of the Notes to the Consolidated Financial Statég)pn
Il.  Appointments of bank signatories and amendmentsaiie
There are no other matters that would require aggiaf the stockholders.
ITEM 16. Matters Not Required To Be Submitted
Not applicable.
ITEM 17. Amendment of Charter, By-Laws or Other Doauments
Not applicable.
ITEM 18. Other Proposed Action
The following are to be presented for approvalmythe stockholders’ meeting:

(a) Election of directors for 2011 — 2012; and
(b) Appointment of external auditors.
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ITEM 19. Voting Procedures
a. Election of Directors

As stated in Section 3 of Article IV of the CompanBy-Laws, “At each meeting of the
stockholders for the election of directors, at iahdcquorum is present, the persons receiving
the highest number of votes of the stockholderseamein person or by proxy and entitled to
vote shall be the directors.”

Section 24 of The Corporation Code of the Philiggi states that “At all elections of directors
or trustees, there must be present, either in persdy representative authorized to act by
written proxy, the owners of a majority of the datsling capital stock... entitled to vote”.

b. Appointment of External Auditors

As stated in Section 3 of Article VIl of the Compan By-Laws, “Auditors shall be
designated by the Board of Directors prior to tlse of the business in each fiscal year, who
shall audit and examine the books of account ofXwporation, and shall certify to the Board
of Directors and the shareholders the annual bataotsaid books which shall be prepared at
the close of the said year under the directiorhef Treasurer. No director or officer of the
corporation, and no firm or corporation of whickcBuwofficer and director is a member, shall
be eligible to discharge the duties of Auditor. eTdompensation of the auditor shall be fixed
by the Board of Directors.” The stockholders reprding the majority of the subscribed
capital stock approves the appointment of extexndltors.

Methods by which votes will be counted

All matters subject to vote, except in cases whigedaw provides otherwise, shall be decided by
the plurality vote of stockholders present in parso by proxy and entitled to vote thereat, a
guorum being present.

Unless required by law, or demanded by a stockihghlesent in person or by proxy at any
meeting, and entitled to vote thereat, the votergf question need not be by ballot. On a vote by
ballot, each ballot shall be signed by the stoattéoloting, or in his name by his proxy if there be
such proxy, and shall state the number of sharesivay him.

The external auditor of the Company, SGV & Co.] wdllidate the ballots when voting is done by
secret ballot. Likewise, SGV & Co. will count thember of hands raised when voting by show
of hands is done.
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PART IlI

SIGNATURE PAGE

After reasonable inquiry and to the best of my kiealge and belief, | certify that the information se
forth in this report is true, complete and corre@ihis report is signed in Pasay City on March 18,
2011.

By: SM INVESTMENTS CORPORATION

/JOSET. SIC
Executive Vice President an
Chief Financial Officer



-20 -

MANAGEMENT REPORT

A.i Consolidated Audited Financial Statements

The Company’s consolidated financial statementstifier year ended December 31, 2010 are

incorporated herein by reference.

A.ii Changes in and Disagreements with Accountantsn Accounting and Financial Disclosure

There were no changes in and disagreements witbhuatants on accounting and financial

disclosures.

A.iii

Calendar Year Ended December 31, 2010 and 2009

Results of Operation
(amountsin billion pesos)

Consolidated revenues grew by 12.1% to P179.3obijllas against last year's P160.0 billion.
Income from operations increased by 17.2% to P®dlibn from last year’s P28.3 billion.
Operating income margin and Net profit margin i4&6% and 10.3%, respectively. Net income
attributable to equity holders of the Parent fa ylear ended December 31, 2010 increased by

Management's Discussion and Analysis or Plaof Operation

%
Accounts 12/31/2010| 12/31/2009 Change

Revenue P 1793 160.0 12.1%
Cost and Expenses 146.2 131.8 11.0%
Income from Operations P 33.1 28.3 17.2%
Other Income (Charges) (2.9 (2.4) 20.1%
Provision for Income Tax 54 4.8 13.1%
Minority Interest 6.4 5.1 26.7%
Net Income Attributable to

Equity Holders of the

Parent P 18.4 16.0 15.1%

15.1% to P18.4 billion compared to P16.0 billiortted same period last year.

Retail Sales accounts for 75.6% of the total reesrfor the year. Consolidated Retail sales grew
by 9.4% to P135.6 billion for the year ended Decengi, 2010 due mainly to the opening of the

following new stores in 2010:

SM Department Stores

SM Supermarkets/
SaveMore Stores

SM Hypermarkets

Megamall Extension

1 | SM City Tarlac SM City Tarlac North Harbour*
2 | SM City San Pablo SM City San Pablo Adriatico

3 | SM City Calamba SM City Calamba Cubao*

4 | SM City Novaliches SM City Novaliches Jaro, lloilo*

5

Jalandoni, Batangas*
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SM Department Stores | SM Supermarkets/ SM Hypermarkets
SaveMore Stores
6 |- Southmall Extension Mabalacat, Pampanga*
7 |- Savemore West Kamias -
8 |- Savemore Mendez -
9 |- Savemore Legazpi -
10 | - Savemore Baliwag -
Savemore Pasong
11 | Tamo i
Savemore Amang
12 | Rodriguez i
13| - Savemore Bacolod East -
14 | - Savemore Malabon -
Savemore Cagayan De
15 | Oro i
16 | - Savemore Zapote -
17 | - Savemore Cartimar -
18 | - Savemore Berkeley -
19 | - Savemore Isabela -
20 | - Savemore Angeles -

* These were formerly Makro stores which were cardeinto Hypermarket stores

Excluding the full year sales of Makro, the retsdles growth would be 12.5%. The sales
contribution of SM Department Stores, SM Superm@rkend SM Hypermarkets (including

Makro) are 42.7%, 35.2%, and 22.1%, respectivel 2010 and 42.8%, 33.7%, and 23.5%,
respectively in 2009.

Of the total retail sales, the non-food group, Wwhis composed of SM Department stores,
contributed 42.7%, while the food group, compose&M Supermarkets, SM SaveMore stores,
SM Hypermarkets, and Makro outlets, contribute3%.

As of December 31, 2010, SM Investments’ retailstdibries have 142 stores. These consist of
40 department stores, 30 supermarkets, 40 Savedttones, 25 hypermarkets and 7 Makro outlets.

Real estate sales for the year ended December (@D, 2erived mainly from condominium
projects of SMDC, surged by 64.6% to P10,557.9iomill In 2010, SMDC launched its new
brand, MPlace, through the unveiling of its inawyyroject, MPlace South Triangle, in the Panay
Avenue — Mother Ignacia area of Quezon City. Amotproject, Blue Residences, which is
located at Loyola Heights in Quezon City, was dmonched in 2010. In 2009, Princeton
Residences and the “Big Four” projects were laudchérinceton Residences is a 40 storey
condominium located at Gilmore Ave. Quezon City.heTBig Four projects namely, Jazz
Residences (Jupiter St., Makati), Sun Residenceslgdihe Rotonda, Quezon City), Wind
Residences (Tagaytay, Cavite), and Light ResideriPesneer, EDSA) were simultaneously
introduced to the market in December 2009. Thesgegs are experiencing brisk market uptake.

The other ongoing projects of SMDC are the follagvirChateau Elysee, a mid-rise condominium
project in Parafiaque City; Berkeley Residences atipgkinan Road, Quezon City; Grass
Residences beside SM City North Edsa; Sea Residerea the Mall of Asia Complex in Pasay
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City; and Field Residences in Sucat, Parafiaqueh Bezza Residences, a 38-storey four-tower
high rise condominium across SM City Sta. Mesa, 2QueCity, and Lindenwood Residences, a
residential subdivision in Muntinlupa City, are #0complete. Further contributions to the

growth in real estate sales were provided by the glacondominium units of Costa del Hamilo

and club shares in Pico de Loro.

SM Prime Holdings, Inc. (SM Prime), the countryéadling shopping mall developer and operator
which currently owns 40 malls in the Philippinesidhree malls in China posted a 13.2% increase
in rental revenue. This is largely due to renfedsn new SM Supermalls. Towards the end of
2008, three malls were opened, namely, SM Cityilftaa, SM City Rosales and SM City
Baliwag. Likewise, the Megamall Atrium and The Amnat SM North Edsa were also opened in
the last quarter of 2008. In 2009, SM City Naghl, Senter Las Pifias and SM City Rosario, as
well as expansions of SM City Rosales, The Sky &aat SM North Edsa and SM City Fairview
were also opened. In 2010, the SM City Tarlac, Sy San Pablo, SM City Calamba and SM
City Novaliches were also opened. The new malts expansions added 904,000 square meters
(sgm) to total gross floor area. Excluding the maalls and expansions, same store rental growth
is at 6.0%.

The three malls in China contributed P1.4 billion2010 and P1.0 billion in 2009, or 7.7% and

6.5%, respectively, of SMIC’s consolidated rentavenue. The rental revenue of these three
malls in China increased by 35.5% in 2010 compaoetthe same period in 2009 largely due to

improvements in the average occupancy rate, leasmmals and the opening of the SM Xiamen

Lifestyle which added 110,000 sgm of gross floazaar Average occupancy rate for the three
malls is now at 92%.

For the year 2010, cinema ticket sales and amudamenues increased by 31.2% to P3.7 billion
in 2010 from P2.8 billion in 2009 due to the deplmnt of digital technology and cinema

renovations which increased our market share fdh Hocal and foreign films and more

blockbuster movies shown in 2010 compared to 208wsement revenues is mainly composed
of amusement income from bowling and ice skatingragons including the SM Science

Discovery Center and the SM Storyland.

Equity in net earnings of associates increased®®?3 to P5.4 billion in 2010 from P3.9 billion in
2009, primarily due to the increase in the net memf Banco de Oro which is attributed to the
continued growth of its operating income resulfiragn the sustained growth in business volumes,
judicious management of operating costs and lowadihg costs. Banco de Oro continues to
derive bulk of its operating income from core legdand deposit-taking business and fee-based
service activities. Also, Banco de Oro was abledpitalize on trading opportunities during the
period.

Gain on sale of available-for-sale investments &d value changes on investments held for
trading and derivatives increased by 141.2% to Bill®n in 2010 from P0.8 billion in 2009
primarily due to the gain on sale of various ava@#éafor-sale investments of certain subsidiaries
and fair value changes of the embedded derivatigkged to the US$300 million convertible
bonds of SMIC.

Dividend income decreased to P0.3 billion in 20@tpared to P0.4 billion in 2009 mainly due to
the maturity of the $50M BDO Preferred shares utiélgailable-for-sale investments” account of
SMPHI in October 2009.
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Other revenues, which comprise mainly of servi@s fior the promotional activities highlighting

products, commission from bills payment, prepaiddsaand show tickets and service income,
decreased by 44.2% to P3.0 billion in 2010 front {eesar's P5.3 billion mainly due to the P1.2
billion reversal of asset provisions in 2009.

Total cost and expenses went up by 11.0% to PBiigh for the year ended December 31, 2010
compared to 2009 primarily brought about by inseem costs associated with mall expansions
and new malls, department stores, supermarketsirsae and hypermarkets.

Other charges of P2.9 billion in 2010 increasednfriast year’s other charges of P2.4 billion
mainly due to the additional interest expense @mdoavailed and bonds issued in 2010 (refer to
Note 20 of the consolidated financial statements).

Provision for income tax increased by 13.1% to BHl#n for the year 2010 from P4.8 billion in
2009 mainly due to the increase in taxable income

Minority interest increased to P6.4 billion in 20ft6m P5.1 billion in 2009 due to the increase in
net income of certain subsidiaries.

Financial Position
(amountsin billion pesos)

Accounts 12/31/2010 12/31/2009 % Change
Current assets P 104.3 P 885 17.9%
Noncurrent assets 303.1 253.2 19.7%
Total assets P 407.4 P 341.6 19.2%
Current liabilities P 624 P 40.8 53.1%
Noncurrent Liabilities 147.2 135.1 8.9%
Total Liabilities 209.6 175.9 19.1%
Stockholders’ Equity 197.8 165.7 19.4%
Total Liabilities and
Stockholders’ Equity P 407.4 P 341.6 19.2%

On the Balance Sheet side, consolidated totalsassevf December 31, 2010 amounted to P407.4
billion, higher by 19.2% from P341.6 billion in pieus year. On the other hand, consolidated total
liabilities grew by 19.1% to P209.6 billion in 20ff@m P175.9 billion in previous year.

Total current assets increased by 17.9% to P10#li@Bnbas of December 31, 2010 from P88.5
billion as of last year mainly due to increaseasitand cash equivalents, receivables, merchandise
and club shares inventories, net of the declineuiment time deposits as result of the availment by
the bondholders of US$246.3 million of the earlde®aption option in March 2010 and sale of
certain investments held for trading and sale.

Total consolidated noncurrent assets amounted@8.Pdillion as of December 31, 2010, a growth
of 19.7% from P253.2 billion as of December 31, 200ainly due to increase in investment
properties and fixed assets arising from new malhstructions and expansions, real estate
developments and purchase of commercial lots, iaddit investments in shares of stocks of
associates and bonds, and increase in nhoncumeatdieposits (mainly from the US$186.3 million
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bonds issued in 2010), non-current receivable freah estate buyers and escrow fund for SMDC
projects.

Total consolidated current liabilities increasedi3y1% to P62.4 billion as of December 31, 2010
mainly due to availment of bank loans and incréasecounts payable. See note 18 to the audited
consolidated financial statements for further disoon regarding bank loans.

Total Noncurrent Liabilities increased to P147.8idn, mainly due to the Group’s issuance of
additional bonds by SMIC (US$186.3 million new mpnsomponent of the US$400 million
exchangeable bonds), corporate notes by SMDC (Hdillidn) and SM Prime (P6.0 billion) and
loan availments, net of loan payments. The detdilthese transactions are further discussed in
Note 20 to the audited consolidated financial statets.

Total Stockholders’ equity amounted to P197.8dnillas of December 31, 2010, while total Equity
attributable to equity holders of the parent amedrb P141.5 billion. See Note 21 to the audited
consolidated financial statements for further disoon regarding the Stockholders’ Equity.

The Company has no known direct or contingent firelnobligation that is material to the
Company operations, including any default or acedilen of an obligation. The Company has no
off-balance sheet transactions, arrangements, atldits during the reporting year and as of the
balance sheet date.

There are no known trends, events, material charggssonal aspects or uncertainties that are
expected to affect the company’s continuing opendti

Key Performance Indicators

The following are the major financial ratios of tGempany for the years ended December 31,
2010 and 2009:

Accounts 12/ 31/ 2010 12/ 31/ 2009
Current Ratio 1.67 :1.00 2.17 : 1.00
Debt-equity Ratios:
On Gross Basis 50% : 50% 49% : 51%
On Net Basis 22% : 78% 21% : 79%
Return on Equity 13.8% 13.6%
Net Income to Revenue 10.3% 10.0%
Revenue Growth 12.1% 8.5%
Net Income Growth 15.1% 14.4%
EBITDA (In Billions of Pesos) P39.4B P34.2B

The current ratio decreased to 1.67 : 1.00 in 264 2.17 : 1.00 in 2009 due to increase in
current liabilities resulting from availment of néank loans, increase in current portion of long-
term debt, decline in current time deposits asltesthe availment of the early redemption option
by the bondholders of US$246.3 million in March @@ihd proceeds from sale of certain
investments held for trading and sale which weaegd in non-current time deposits.

The debt-equity ratio on gross basis increase®%:50% in 2010 from 49%:51% in 2009 mainly
due to the additional loans and bond issuance810.20n a net basis, the debt-equity ratio
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increased to 22%:78% as some loans were usedgditalcexpansions and general corporate
purposes.

In terms of profitability, the return on equity ingwved to 13.8% in 2010 compared to 13.6% in
2009 due to the 15.1% increase in net income atailde to equity holders of the parent in 2010.
Net income to Revenue slightly increased to 10.8%010 compared to 10.0% in 2009. Revenue
growth in 2010 increased to 12.1% compared to 8rtb2009 mainly due to growth in sales, rent,
equity in net earnings and gain on sale of investmeNet income attributable to equity holders
of the Parent grew by 15.1% in 2010 due to thecimee in merchandise and real estate sales,
improvement in the net income of bank associatetspithe increase in costs and expenses and
other charges.

EBITDA improved to P39.4 billion in 2010 over P34ilion in 2009 mainly due to higher
revenue growth of 12.1% this year compared withytaar’'s 8.5% and higher operating margin of
18.5% this year compared with last year's 17.7%.

The manner by which the Company calculates theyfong indicators is as follows:

1. Current Ratio Current Assets
Current Liabilities

2. Debt — Equity Ratio
a. Gross Basis Total Interest Bearing Debt lessd@lddime deposits

Total Equity Attributable to Equity Holdeo§the
Parent) + Total Interest Bearing Debt ldssiffed time deposits

a. Net Basis Total Interest Bearing Debt less cashcash equivalents, time
deposits, investment in bonds held for trading avallable for sale
Total Equity Attributable to Equity Holdeo§the
Parent) + Total Interest Bearing Debt lesshcand cash equivalents,
time deposits and investments in bonds held faingaand available
for sale

3. Return on Equity Net Income Attributable to Equitglders of the Parent
Average Equity Attributable to Equity Holdesf the Parent

4. Net Income to Revenue Net Income Attributabl&dmity Holders of the Parent
Total Revenue

5. Revenue Growth Total Revenues (Current Pérdd
Total Revenues (Prior Period)

6. Net Income Growth Net Income Attributable to Eguitolders of the Parent (Current Pejied
Net Income Attributable to Equity Holders of the@&at (Prior
Period)

7. EBITDA Income from operations + Depreciation &nArtization
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Expansion Plans / Prospects for the Future

For 2011, SM Prime plans to open SM City Masinadiinipolo City, SM City San Fernando in
Pampanga and SM City Olongapo in Zambales. Paheo?011 program is for SM Prime to also
expand two of its existing malls namely SM City Ravin Southern Mindanao and SM City
Dasmarifias in Cavite. SM Prime is also schedueopen SM Suzhou in first half of 2011, its
fourth mall in China, which is located in the pnoee of Jiangsu. SM Suzhou will have a GFA of
approximately 70,000 sgm.

By the end of 2011, SM Prime will have 43 mallsha Philippines, of which 16 are in Metro
Manila, and the others are spread out nationwide faur malls in China. The 47 malls will have
an estimated combined GFA of 5.7 million sgm. by ¢imd of 2011.

Expansion plans for 2011 include the opening ofr fdepartment stores, six supermarkets, 13
SaveMore branches and five hypermarkets.

By end 2010, SMDC had 14 projects from only 12@02 With the strong and positive reception
of the market on SMDC'’s newly launched MPlace atdeBResidence together with the “Big
Four” projects (Jazz Residences, Sun Residencesd Wiesidences, and Light Residences)
launched in December 2009, SMDC management is a@nfident toward expanding its market
share by going to “high-end” locations and focusimg5-star quality homes at affordable prices.
With many of its residential projects nearly soltt, SMDC plans to unveil five new projects in
2011.

Miranda and Carola clusters of Costa Del Hamilotargeted to be completed b§ guarter and
4™ quarter of 2011, respectively. A ferry terminaHamilo Coast's Papaya Cove is targeted for
completion and operation by April 2011.

In 2" quarter of 2011, SM Hotels will open Pico Sandsgjo a 154 room resort-type hotel
development in Hamilo Coast in Nasugbu, Batangas.

The Company has no known direct or contingent fir@nobligation that is material to the

Company, including any default or acceleration of abligation. There were no contingent
liabilities or assets in the Company’s balance sheéEhe Company has no off-balance sheet
transactions, arrangements, obligations duringeperting year as of balance sheet date.

There are no known trends, events, material charggasonal aspects or uncertainties that are
expected to affect the Company’s continuing opensti
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Calendar Year Ended December 31, 2009 and 2008

Results of Operation
(amountsin billion pesos)

%
Accounts 12/31/2009| 12/31/2008 Change

Revenue P 160.0 P 1475 8.5%
Cost and Expenses 131.8 125.8 4.8%
Income from Operations P  28.3 P 217 30.3%
Other Income (Charges) (2.4) 1.4 -271.2%
Provision for Income Tax 4.8 5.7 -15.8%
Minority Interest 5.1 3.4 49.9%
Net Income Attributable to

Equity Holders of the

Parent P 16.0 P 14.0 14.4%

Consolidated revenues grew by 8.5% to P160.0 bjllias against last year's P147.5 billion.
Income from operations increased by 30.3% to P28l®n from last year's P21.7 billion.
Operating income margin and Net profit margin i4at7% and 10.0%, respectively. Net income
attributable to equity holders of the Parent fog $frear ended December 31, 2009 increased by
14.4% to P16.0 billion compared to P14.0 billiortted same period last year.

Retail Sales accounts for 77% of the total reverfioethe year. Consolidated Retail sales grew by
7.9% to P123.9 billion for the year ended Decentfer 2009 due mainly to the opening of the
following new stores in 2009:

SM Department Stores

SM Supermarkets/
SaveMore Stores

SM Hypermarkets

SM City Naga

Mezza, Sta. Mesa

SM City Fairview

SM City San Pablo

SM City Naga

SM City Las Pifas

SM City Novaliches

SM City Rosario

Eton, Quezon Avenue,
Quezon City

Savemore Laon Laan

Mandaluyong *

Savemore P. Tuazon

Makati *

Savemore Del Monte

Novaliches*

Savemore Amigo Mall

O|INOO1A~]| W |INF

Savemore Mega
Center

Savemore Broadway

Savemore Taft

Savemore Anonas

Savemore Libertad

Savemore Novaliches

Savemore Visayas

Savemore Solano

* These were formerly Makro stores which were cdaedeinto Hypermarket stores
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Excluding the full year sales of Makro, the retadles growth would be 11.3%. The sales
contribution of SM Department Stores, SM Supermarkad SM Hypermarkets (including Makro)

are 42.8%, 33.7%, and 23.5%, respectively in 200D 42.4%, 33.2%, and 24.4%, respectively in
2008.

Of the total retail sales, the non-food group, Wwhis composed of SM Department stores,
contributed 42.8%, while the food group, compose8M Supermarkets, SM SaveMore stores, SM
Hypermarkets, and Makro outlets, contributed 57.2%.

As of December 31, 2009, SM Investments’ retailsadibries have 119 stores. These consist of 36
department stores, 26 supermarkets, 26 SaveMaesstt® hypermarkets and 12 Makro outlets.

Real estate sales for the year ended DecembefBQ, 8erived mainly from condominium projects
of SMDC, surged by 68.4% to P6,415.2 million. 2B09, Princeton Residences and the “Big Four”
projects were launched. Princeton Residenceglasiorey condominium located at Gilmore Ave.
Quezon City. The Big Four projects namely, JazgitRmces (Jupiter St., Makati), Sun Residences
(Welcome Rotonda, Quezon City), Wind Residencegdyey, Cavite), and Light Residences
(Pioneer, EDSA) were simultaneously introducech® rarket in December 2009. These projects,
which will have fully furnished units, are experiémg brisk market uptake.

The other ongoing projects of SMDC are the follogvinChateau Elysee, a mid-rise condominium
project in Parafiaque City, which has completed fifdts six clusters; Berkeley Residences in
Katipunan Road, Quezon City, which is 63% compl&eass Residences beside SM City North

Pasay City, which is 38% complete with Phase 1;Riettl Residences in Sucat, Parafiaque, which
is 95% complete with its Tower 1. Both Mezza Resitks, a 38-storey four-tower high rise
condominium across SM City Sta. Mesa, Quezon Gity Lindenwood Residences, a residential
subdivision in Muntinlupa City, are 100% completEurther contributions to the growth in real
estate sales were provided by the sale of condamininits of Costa del Hamilo and club shares in
Pico de Loro.

SM Prime Holdings, Inc. (SM Prime), the countryeadling shopping mall developer and operator
which currently owns 36 malls in the Philippinegiahree malls in China posted a 15% increase in
rental revenue. This is largely due to rentalsnfreew SM Supermalls. Towards the end of 2008,
three malls were opened, namely, SM City MarikiBd] City Rosales and SM City Baliwag.
Likewise, the Megamall Atrium and The Annex at SMritt Edsa were also opened in the last
quarter of 2008. In 2009, SM City Naga, SM Certtas Pifias and SM City Rosario, as well as
expansions of SM City Rosales, The Sky Garden atN®kih Edsa and SM City Fairview were also
opened. The new malls and expansions in 2009 a22@é@00 square meters (sqm) to total gross
floor area, bringing it to 4.5 million sgm, for &@increase. Excluding the new malls and
expansions which opened in 2008, same store rgrtatth is at 5%.

The three malls in China contributed P1.0 billion2009 and PO0.8 billion in 2008, or 6.5% and
6.0%, respectively, of SMIC’s consolidated renwatenue. The rental revenue of these three malls
in China increased by 26.4% in 2009 compared to dhme period in 2008 largely due to
improvements in the average occupancy rate andpkeing of the SM Xiamen Lifestyle which
added 110,000 sgm of gross floor area. Averagepastwy rate for the three malls is now at 86%.

For the year 2009, cinema ticket sales and amudemeenues increased due to more blockbuster
movies shown in 2009 compared to 2008. Amusenamrues is mainly composed of amusement
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income from bowling and ice skating operationsudahg the SM Science Discovery Center and the
SM Storyland.

Equity in net earnings of associates expanded By7%3 to P3.9 billion in 2009 from P1.6 billion in
2008, primarily due to the increase in the net imeoof Banco de Oro and China Banking
Corporation as a result of the turnaround in theketaconditions following the previous year’'s
financial crisis.

Gain on sale of available-for-sale investmentsfairdvalue changes on investments held for trading
and derivatives decreased significantly from P6lg&b in 2008 to P0.8 billion in 2009 primarily
due to the P7.2 billion gain from the sale of 33®iBion shares of San Miguel Corporation, net of
the provision for the decline in mark-to-marketuagtion of investment securities in 2008.

Dividend income decreased to P0.4 billion for tleary2009 compared to P0.8 billion in 2008
mainly due to the sale of 339.3 million San Migskedres in October 2008.

Other revenues, which comprise mainly of serviasféor the promotional activities highlighting
products, commission from bills payment, prepaiddsaand show tickets and service income,
increased by 52.6% to P5.3 billion in 2009 front lgmar’'s P3.5 billion mainly due to the opening of
new stores and expansions in 2009.

Total cost and expenses went up by 4.8% to P13lli@bfor the year ended December 31, 2009
compared to 2008 primarily brought about by insesiin costs associated with mall expansions and
new malls, department stores, supermarkets, saeeamol hypermarkets, net of the effect of general
asset provisions amounting to P5.6 billion in 2008.

Other charges of P2.4 billion in 2009 increasednftast year’s other income of P1.4 billion mainly
due to the additional interest expense on loangealvand bonds issued in 2009 and the decrease in
interest income in 2009 compared to 2008. (pleager to Note 25 of the consolidated financial
statements).

Provision for income tax decreased by 15.8% to B#lidn for the year 2009 from P5.7 billion in
2008 mainly due to the reduction in the corporat®ine tax rate from 35% in 2008 to 30% starting
20009.

Minority interest increased to P5.1 billion in 200®m P3.4 billion in 2008 due to the increase in
net income of certain subsidiaries.
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Financial Position
(amountsin billion pesos)

Accounts 12/31/2009 12/31/2008 % Change
Current assets P 885 P 832 6.3%
Noncurrent assets 253.2 209.2 21.0%
Total assets P 341.6 P 2924 16.8%
Current liabilities P 40.8 P 577 -29.3%
Noncurrent Liabilities 135.1 84.9 59.1%
Total Liabilities 175.9 142.6 23.3%
Stockholders’ Equity 165.7 149.8 10.7%
Total Liabilities and
Stockholders’ Equity P 341.6 P 292.4 16.8%

On the Balance Sheet side, consolidated total sassedf December 31, 2009 amounted to P341.6
billion, higher by 16.8% from P292.4 billion in pieus year. On the other hand, consolidated total
liabilities grew by 23.3% to P175.9 billion in 206@m P142.6 billion in previous year.

Total current assets increased by 6.3% to P88ibrbés of December 31, 2009 from P83.2 billion
as of last year mainly due to additional investreenttime deposits and short term investments
(partly from issuance of US$500 million bonds) aadlassification of noncurrent time deposits in
2008 which will mature in 2010, increase in mercatis@ inventories, current receivable from real
estate buyers, and condominium units for sale adepuet of decrease in cash and cash equivalents
as a result of payments for capital expenditurelscait maturities.

Total consolidated noncurrent assets amounted $8.Rdillion as of December 31, 2009, a growth
of 21.0% from P209.2 billion as of December 31, 00ainly due to increase in investment
properties arising from new mall constructions apansions and real estate developments,
purchase of commercial lots, additional investméntshares of stocks of associates, additional
investments in time deposits (partly from issuanédJS$500 million bonds), increase in non-
current receivable from real estate buyers andgréton of goodwill arising from the acquisition of
the minority interest of a certain subsidiary.

Total consolidated current liabilities decrease®8y8% to P40.8 billion as of December 31, 2009
mainly due to payment of bank loans and currentiggoof long-term debt, net of increase in
accounts payable. Current portion of derivatiadilities account in 2008 mainly pertains to
marked-to-market losses on the plain vanilla coaggsency swap entered into in 2004 by SM Prime
which was fully settled in October 2009.

Total Noncurrent Liabilities increased to P135.Hida, mainly due to the Group’s loan availments,

net of loan payments and issuance of bonds by SMRLID billion retail bond in June 2009 and

US$500 million bond in September 2009) and theassa of corporate notes by SM Prime (P5
billion in April 2009). The details of these tracsions are further discussed in Note 20 to the
audited consolidated financial statements.

Total Stockholders’ equity amounted to P165.7 dnillas of December 31, 2009, while total Equity
attributable to equity holders of the parent amedrib P124.8 billion. See Note 21 to the audited
consolidated financial statements for further déston regarding the Stockholders’ Equity.
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The Company has no known direct or contingent firerobligation that is material to the Company
operations, including any default or acceleratibaroobligation. The Company has no off-balance
sheet transactions, arrangements, obligations gluhie reporting year and as of the balance sheet
date.

There are no known trends, events, material charggssonal aspects or uncertainties that are
expected to affect the company’s continuing opendti

Key Performance Indicators

The following are the major financial ratios of tGempany for the years ended December 31, 2009
and 2008:

Accounts 12/ 31/ 2009 12/ 31/ 2008
Current Ratio 2.17 :1.00 1.44 :1.00
Debt-equity Ratios:
On Gross Basis 49% : 51%% 45% : 55%
On Net Basis 21% : 79% 18% : 82%
Return on Equity 13.6% 12.9%
Net Income to Revenue 10.0% 9.5%
Revenue Growth 8.5% 19.1%
Net Income Growth 14.4% 15.6%
EBITDA (In Billions of Pesos) P34.2B P28.1B

The current ratio increased to 2.17 : 1.00 in 2008 1.44:1.00 in 2008 due to decline in current
liabilities resulting from payment of bank loanglaurrent portion of long-term debt which matured
during the year and additional investments in tifaposits and short term investments (partly from
issuance of US$500 million bonds).

The debt-equity ratio on gross basis increase®%:81% in 2009 from 45%:55% in 2008 mainly
due to the additional loans and bond issuanceB808.20n a net basis, the debt-equity ratio
increased to 21%:79%.

In terms of profitability, the return on equity imgwved to 13.6% in 2009 compared to 12.9% in 2008
due to the 14.4% increase in net income attribatebequity holders of the parent in 2009. Net
income to Revenue slightly increased to 10.0% ibR2tbmpared to 9.5% in 2008 due to the
minimal increase in costs and the decrease in atheme in 2009 over 2008. Revenue growth in
2009 decreased to 8.5% compared to 19.1% in 20@8ynthue to the gain on sale of 339.3 million
shares of stock of San Miguel Corporation in 2008pite of the growth in sales, rent, equity in net
earnings and other revenues. Net income attribritatequity holders of the Parent grew by 14.4%
in 2009 due to the increase in merchandise ancestale sales, improvement in the net income of
bank associates, net of the increase in costsxgpuhses and other charges.

EBITDA improved to P34.2 billion in 2009 over P2&illion in 2008 mainly due to higher income
from operations in 2009 resulting from lower growftcosts and expenses by 4.8% compared with
last year’s 22.9%.
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The manner by which the Company calculates thayfing indicators is as follows:

1. Current Ratio Current Assets
Current Liabilities

2. Debt — Equity Ratio
a. Gross Basis Total Interest Bearing Debt lessd@lddime deposits

Total Equity Attributable to Equity Holder§the
Parent) + Total Interest Bearing Debt lessiéd time deposits

b. Net Basis Total Interest Bearing Debt less cashcash equivalents, time
deposits, investment in bonds held for tradind available for sale
Total Equity Attributable to Equity Holder§the Parent) + Total
Interest Bearing Debt less cash and caslvalguits, time deposits
and investments in bonds held for trading andlava for sale

3. Return on Equity Net Income Attributable to Eguitolders of the Parent
Average Equity Attributable to Equity Holderkthe Parent

4. Net Income to Revenue Net Income Attributabl&doity Holders of the Parent
Total Revenue

5. Revenue Growth Total Revenues (Current PgrHdd
Total Revenues (Prior Period)

6. Net Income Growth _Net Income Attributable to Bguilolders of the Parent (Current Pejied
Net Income Attributable to Equity Holders of the@a (Prior Period)

7. EBITDA Income from operations + DepreciationA&ortization
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Expansion Plans / Prospects for the Future

For 2010, SM Prime plans to open SM City NovalicireQuezon City; SM City Tarlac; SM
Supercenter Masinag in Antipolo City, Rizal; and 8My Calamba and SM Supercenter San Pablo,
both of which will be in the province of Laguna. SNime is also scheduled to open SM Suzhou in
fourth quarter, its fourth mall in China, whichlgeated in the province of Jiangsu. SM Suzhou will
have a GFA of approximately 70,000 sgm.

By the end of 2010, SM Prime will have 41 mallstlie Philippines, of which 16 are in Metro
Manila, and the others are spread out nationwite. 41 malls will have an estimated combined
GFA of 4.8 million sgm. by the end of the year.

Expansion plans for 2010 include the opening of d®partment stores, six supermarkets, ten
SaveMore branches and ten hypermarkets.

By end 2009, SMDC had 12 projects from only sever2008. With the strong and positive
reception of the market on SMDC’s newly launchedg‘Bour” projects (Jazz Residences, Sun
Residences, Wind Residences, and Light Residemed3gcember 2009, SMDC management is
very confident toward expanding its market shargdiyng to “high-end” locations and focusing on
5-star quality homes at affordable prices.

In May 2008, Costa commenced the construction efNtyna Condominium Project (the Myna
Project). While in August 2009, Costa started ttenstruction of Miranda and Carola
Condominium Projects. As of December 31, 2009¢, thiranda and Carola Projects have a
combined market take up of 31%. As of Decembe2B09, the Myna Project has a market take up
of 90%.

The new wing of Taal Vista Hotel in Tagaytay Ciyhich was constructed in 2008 and increased
room inventory from 128 rooms to 261 with an aduditil 1,000-seater ballrom, is how enjoying
high occupancy and the hotel has been playing aitbas number of large-scale events at the new
ballroom. In 2010, SM Hotels is slated to openO@-dbom five-star hotel strategically situated
beside SM City Cebu, the Radisson Hotel Cebu.

The Company has no known direct or contingent tr@nobligation that is material to the

Company, including any default or acceleration af @bligation. There were no contingent
liabilities or assets in the Company’s balance she€he Company has no off-balance sheet
transactions, arrangements, obligations duringeperting year as of balance sheet date.

There are no known trends, events, material chasgasonal aspects or uncertainties that are
expected to affect the Company’s continuing openasti
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Calendar Year Ended December 31, 2008 and 2007

Results of Operation
(amountsin billion pesos)

Accounts 12/31/ 2007 %
12/31/2008  (Restated) Change
Revenue P 1475 P 123.9 19.1%
Cost and Expenses 125.8 102.4 22.9%
Income from Operations P 217 P 215 0.7%
Other Income (Charges) 1.4 (0.7) 294.1%
Provision for Income Tax 5.7 4.4 28.8%
Minority Interest 3.4 4.3 -21.0%
Net Income P 14.C P 12.1 15.6%

Consolidated revenues grew by 19.1% to P147.5objllas against last year's P123.9 billion.
Income from operations stood at P21.7 billion, &sing by 0.7% from last year's P21.5 billion.
Operating income margin and Net profit margin isl4t7% and 9.5%, respectively. Net income
for the year ended December 31, 2008 increasedst8#d to P14.0 billion compared to P12.1
billion of the same period last year.

Retail Sales accounts for the largest part of évemue, comprising 78% of the total revenues fer th
year. Consolidated Retail sales expanded by 1609Pd.14.8 billion for the year ended December
31, 2008 due mainly to the following:

(1) consolidation of Pilipinas Makro, Inc. (Makro) 8MIC starting October 2007 and;

(2) opening of the following new stores in 2008:

SM Department Stores

SM Supermarkets

SM Hypermarkets

SM City Marikina

Savers Square, Pasay

SM CitydRess

SM City Baliwag

Park Mall, Cebu

SM City Baliwag

- SM City Marikina -
Savemore Nagtahan -
- Savemore Tanay -
- Savemore North Edsa|2 -
- SM Cubao -

~NOoO|O A WN
1

Excluding the full year sales of Makro in 2008 aast quarter sales in 2007, the retail sales growth
would be 9.8%. The sales contribution of SM Daparit Stores, SM Supermarkets and SM

Hypermarkets (including Makro) are 42.4%, 33.1% @4.4%, respectively in 2008 and 46.4%,

34.8% and 18.8%, respectively in 2007.

As of December 31, 2008, SM Investments’ retails@diaries have 33 branches of SM Department
stores, 37 branches of SM Supermarkets, and 1Xteanof SM Hypermarkets and 14 Makro
outlets.
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Real estate sales for the year ended DecembeB8&, derived mainly from condominium projects
of SMDC, surged by 90.8% to P3,853.5 million. SMRGrrently has five on-going projects.
Chateau Elysee is a six-cluster, six-storey Frevielditerranean inspired residential development
near SM City Bicutan in Parafiaque and is now irifitls cluster which is 5% complete. Mezza
Residences is a 38-storey four-tower high rise oonidium across SM City Sta. Mesa, Quezon City
which is 95% complete with two of its towers due tiarnover to homebuyers this March. Berkeley
is a 35-storey condominium building along Katipur@mad across Miriam College which is 22%
complete. Grass Residences is a three-tower candomnear SM North EDSA in Quezon City
which is 24% complete with its phase one. Lindemv&esidences is a residential subdivision in
Muntinlupa City which is 99% complete. In 2008, BM broke ground for two more condominium
projects, the Sea Residences near the Mall of Beraplex in Pasay City and Field Residences in
Sucat, Parafiaque City. Further contributions éogitowth in real estate sales were provided by the
sale of condominium units of Costa del Hamilo aluh shares in Pico de Loro.

SM Prime Holdings, Inc. (SM Prime), the countryeadling shopping mall developer and operator
which currently owns 33 malls in the Philippinegiahree malls in China posted a 15% increase in
rental revenue. This is largely due to rentalsnfriew SM Supermalls opened in 2007, namely, SM
City Bacolod, SM City Taytay and SM Supercenter fhlopa. In addition, three malls were also
expanded in 2007, namely, SM City Pampanga, SM Cébu and Mall of Asia. Towards the end
of 2008, three malls were opened, namely, SM Ciigrikina, SM City Rosales and SM City
Baliwag. Likewise, the Megamall Atrium and The Axrat SM North Edsa were also opened in the
last quarter of 2008. The new malls and expansadded 705,000 square meters to total gross floor
area. Currently, the new malls have an averagepaecy level of 93%. Same store rental growth
is at 5%.

The three malls in China contributed P0.8 billian2008 and P0.6 billion in 2007, or 6% and 5%,
respectively, of SMIC’s consolidated rental revenughe rental revenue of these three malls in
China increased by 35% in 2008 compared to the gmmed in 2007. The average occupancy rate
for the three malls is at 88% in 2008 and 81% 6720

For the year 2008, cinema ticket sales and amudaenues were flat due to fewer movies shown
and lack of blockbuster movies compared to 20@7addition, there were also more Filipino movies
shown in 2007 compared to 2008.

Equity in net earnings of associates decreasedby to P1.6 billion in 2008 from P3.9 billion in
2007, primarily due to the decrease in the netrime®f Banco de Oro Unibank, Inc. and China
Banking Corporation after making provisions fodirag and investments in 2008.

Dividend income decreased to P0.8 billion for theary2008 compared to P1.0 billion in 2007
mainly due to the early redemption of Ayala preddrshares in the second half of 2007 and the sale
of 339.3 million San Miguel shares in October 2008.

Gain on sale of available-for-sale investmentsfairdvalue changes on investments held for trading
and derivatives increased significantly to P6.6idilin 2008 from PO0.5 billion in 2007 primarily
due to the P7.2 billion gain from the sale of 33®iBion shares of San Miguel Corporation, net of
the provision for the decline in mark-to-marketuagtion of investment securities.
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Total cost and expenses rose by 22.9% to P123i8nbior the year ended December 31, 2008
compared to 2007 primarily brought about by theyear effect of Makro operations in 2008 and

only three months operations in 2007, increaseosiscassociated with the new malls, department
stores, supermarkets and hypermarkets, and gemesat provisions amounting to P5.6 billion in

2008. Excluding the impact of Makro and generaetgprovisions, cost of sales and operating
expenses would increase by 10.2% and 16.2%, resglgct

Other income increased to P1.4 billion in 2008 frOther charges of P0.7 billion in 2007 mainly
due to the increase in interest income (please tefdlote 12 and 26 of the consolidated financial
statements).

Provision for income tax increased by 28.8% to R#llibn for the year 2008 from P4.4 billion in
2007 due to the increase in taxable income.

Minority interest decreased to P3.4 billion in 2dé&m P4.3 billion in 2007 due to the decrease in
net income of certain subsidiaries.

Financial Position
(amountsin hillion pesos)

Accounts 12/31/2008 12 /3172007 % Change
Current assets P 832 P 713 16.7%
Noncurrent assets 209.2 178.4 17.3%
Total assets P 292.4 P 249.7 17.1%
Current liabilities P 584 P 454 28.7%
Noncurrent Liabilities 84.2 58.6 43.6%
Total Liabilities P 1426 P 104.0 37.1%
Stockholders’ Equity P 149.8 P 1457 2.8%
Total Liabilities and
Stockholders’ Equity P 292.4 P 249.7 17.1%

On the Balance Sheet side, consolidated total sassedf December 31, 2008 amounted to P292.4
billion, higher by 17.1% from 249.7 billion in pnews year. On the other hand, consolidated total
liabilities grew by 37.1% to P142.6 billion in 206@m P104.0 billion in previous year.

Total current assets increased by 16.7% to P88i@nbas of December 31, 2008 from P71.3 billion
as of last year mainly due to the sale of 339.3ianilSan Miguel shares which increased the cash
and cash equivalents and decreased the investinestiares for trading and sale, plus the increase
in receivables — trade, banks, credit cards, ndateand related parties.

Total consolidated noncurrent assets amounted @9.Rdillion as of December 31, 2008, a growth
of 17.3% from P178.4 billion as of December 31, 26tainly due to the proceeds from the US$350
million 6.75% Bonds issued in July 2008 which wageisted in time deposit and due to the increase
in the mall construction and real estate developmenet of the decline in market value of
investments in shares of listed companies and ofedse in investment in shares of stocks of
associates brought about by the decline in bankditpin 2008 compared with 2007.
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Total consolidated current liabilities increased28/7% to P58.4 billion as of December 31, 2008
mainly due to the bank loan availments of bothgheent company and its subsidiaries, increase in
the current portion of long-term debt and accopatgable. The decrease in notes payable is due to
the payment of the Group’s obligation for the Egbié PCI Bank tender offer.

Total Noncurrent Liabilities increased to P84.2itil, mainly due to the issuance of the US$350
million 6.75% Bonds in July 2008 and other long¥idoan availments of both the parent company
and SM Prime. The details of these transactionsfiatBer discussed in Note 20 to the audited
consolidated financial statements.

Total Stockholders’ equity amounted to P149.8 dmllas of December 31, 2008, while total Equity
attributable to equity holders of the parent amedrib P112.6 billion. See Note 22 to the audited
consolidated financial statements for further désoon regarding the stockholders’ equity.

The Company has no known direct or contingent firerobligation that is material to the Company
operations, including any default or acceleratibaroobligation. The Company has no off-balance
sheet transactions, arrangements, obligations gluhie reporting year and as of the balance sheet
date.

There are no known trends, events, material charggssonal aspects or uncertainties that are
expected to affect the company’s continuing opendti
Key Performance Indicators

The following are the major financial ratios of tGempany for the years ended December 31, 2008
and 2007:

Accounts 12/ 31/ 2008 12 / 31/ 2007
Current Ratio 1.42:1.00 1.57 :1.00
Debt-equity Ratios:
On Gross Basis 47% : 53% 32% : 68%
On Net Basis 20% : 80% 20% : 80%
Return on Equity 12.9% 11.7%
Net Income to Revenue 9.5% 9.8%
Revenue Growth 19.1% 39.1%
Net Income Growth 15.6% 15.1%
EBITDA P28.1B P25.5B

The current ratio slightly dropped to 1.42:1.0@@08 from 1.57:1.00 in 2007 due to the additional
bank loans availed in 2008.

The debt-equity ratio on gross basis increased%:83% in 2008 from 32%:68% in 2007 mainly
due to the additional bank loans and long-term dgbilments in 2008. On a net basis, the debt-
equity ratio remains steady at 20%:80%.

In terms of profitability, the return on equity ingved to 12.9% in 2008 compared to 11.7% in 2007
due to the 14% increase in net income attributeoeguity holders of the parent in 2008 compared
to 2007. Net income to Revenue slightly dropmefl.5% in 2008 compared to 9.8% in 2007 due to
the increase in cost and expenses in 2008 over. 2B8Venue growth in 2008 decreased to 19.1%
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compared to 39.1% in 2008 due to the inclusiorhefftll-operations of SM Supermarkets and SM
Hypermarkets in 2007, which were acquired onlyuine]2006. Net income grew by 15.6% in 2008
due to the growth in merchandise and real esté&te,sgain on sale of 339.3 million shares of stock
of San Miguel Corporation, increase in other inconet of the increase in cost and expenses,
general asset provisions and provision for incosme t

EBITDA improved to P28.1 billion in 2008 over P2%h#lion in 2007 mainly due to the growth in
revenues which includes the gain on sale of 33%®mshares of stock of San Miguel
Corporation.

The manner by which the Company calculates theyfing indicators is as follows:

1. Current Ratio Current Assets
Current Liabilities

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

Total Equity Attributable to Equity Holder§the
Parent) + Total Interest Bearing Debt

b. Net Basis Total Interest Bearing Debt less cashcash equivalents,
time deposits and investment in bonds held faditrg
Total Equity Attributable to Equity Holder§the Parent) +
Total Interest Bearing Debt less cash and casivaeuts, time deposits
and investments in bonds held for trading

3. Return on Equity Net Income Attributable to Eguitolders of the Parent
Average Equity Attributable to Equity Holderkthe Parent

4. Net Income to Revenue__Net Income Attributabl&dmity Holders of the Parent
Total Revenue

5. Revenue Growth Total Revenues (Current PgrHdd
Total Revenues (Prior Period)

6. Net Income Growth _Net Income Attributable to Bguiolders of the Parent (Current Perioell )
Net Income Attributable to Equity Holders of tharént (Prior Period)

7. EBITDA Income from operations + DepreciationA&nortization
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Expansion Plans / Prospects for the Future

For 2009, SM Prime Holdings Inc. plans to open Sk 8aga in Camarines Sur, SM City Rosario
in Cavite, SM City Pamplona in Las Pifias, and tke Garden at SM City North Edsa. SM Prime
is also set to expand SM City Rosales in PangasiBarthe end of the year, SM Prime will have 36
malls nationwide and three malls in China, witheatimated GFA of 4.9 million sgm.

Expansion plans for 2009 include the opening of department stores, 16 supermarkets and five
hypermarkets.

In 2008, SM Development Corporation broke groundtye more condominium projects, the Sea
Residences near the Mall of Asia Complex in Pasay ahd Field Residences in Sucat, Paranaque
City. Both these projects are seeing very stramahd from the market.

The first two condominium clusters in Pico de L&@ove, namely the Jacana and the Myna are both
89% sold as of end January 2009. This led todbadh of two more clusters last November 2008:
the Carola and Miranda, each selling 248 units. amehile, the Pico de Loro beach club was
formally opened last February 2009.

In 2008, the expansion of Taal Vista Hotel in TaggyCity from just 130 rooms to 260 with an
additional ballroom that can seat up to 1,000 guests completed. The new wing is now enjoying
high occupancy and is hosting a number of largéeseeents at the new ballroom. SM Hotels is
also schedules to open Radisson Hotel Cebu, whialbD0-room five-star hotel situated beside SM
City Cebu.

The Company has no known direct or contingent firgnobligation that is material to the

Company, including any default or acceleration af @bligation. There were no contingent
liabilities or assets in the Company’s balance she&he Company has no off-balance sheet
transactions, arrangements, obligations duringeperting year as of balance sheet date.

There are no known trends, events, material chasgasonal aspects or uncertainties that are
expected to affect the Company’s continuing openasti
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A.iv  Brief Description of the General Nature and $ope of the Company’s Business and Its
Subsidiaries

SM Investments Corporation (SMIC), is the holding company of the SM Group of Compani
SMIC is engaged in five core businesses throughsitbsidiaries, namely: shopping mall
development and management (SM Prime Holdings),Inetail (SM Department Stores, SM
Supermarket, SM Hypermarket and SaveMore Storegndial services (Banco de Oro Unibank
Inc. and China Banking Corporation) and real estieclopment and tourism (SM Land, Inc.,
SM Development Corporation, Costa Del Hamilo, IfRigo de Loro Beach and Country Club,
Inc. and Highlands Prime, Inc.) and hotels and eatiens (SM Hotels, SMX Convention
Specialists, Hotel Specialists - Tagaytay, Cebu kfahila). SMIC was incorporated in the
Philippines on 15 January 1960 with its registestfite at 10" Floor, OneE-com Center, Harbor
Drive, Mall of Asia Complex, Pasay City, Philippme

Shopping Mall Development

SM Prime Holdings, Inc. (“SM Prime”), is the country’s leading shopping mall develoged
operator. It currently has 40 supermalls which strategically located nationwide with a total
gross floor area of 5.0 million square meters (sqmkewise, SM Prime has three supermalls
located in the cities of Xiamen and Jinjiang in ®eun China and Chengdu in Central China with
a total gross floor area (GFA) of .6 million sgmhish SM Prime acquired in late 2007. This
move will allow SM Prime to gain a foothold in Chis fast-growing economy and use this as a
platform for long-term growth outside of the Philipes where it is already the dominant
shopping mall developer.

In 2010, SM Prime opened SM City Tarlac, SM CitynSablo, and SM City Calamba and SM
City Novaliches in Quezon City. Combined, the newlls and expansions in 2010 added
289,216 sqgm to SM Prime’s total GFA, bringing it5t® million sqm, for a 6% increase.

For 2011, SM Prime plans to open SM City MasinagAimtipolo City, Rizal; SM City San
Fernando in Pampanga and SM City Olongapo in ZagsbalPart of the 2011 program is for SM
Prime to also expand two of its existing malls ngn&M City Davao in Southern Mindanao and
SM City Dasmarifias in Cavite. SM Prime is alsoeslthies to open SM Suzhou in the first half of
2011, its fourth mall in China, which is locatedtfire province of Jiangsu. SM Suzhou will have a
GFA of approximately 70,000 sgm. By the end of L0SM Prime will have 47 malls in the
Philippines, of which 16 are in Metro Manila, ar tothers are spread out nationwide. The 47
malls will have an estimated combined GFA of 5.8iam sgm by the end 2011.

Retail

SM Department Storesis the leading innovator and trendsetter in tlvalloetail merchandising
scene. An institution that has become part ofittes of many Filipinos, it serves millions of
customers in 40 stores with a total of 404,156@8gse meters across the country.

These forty stores are strategically located inristanila and key provincial cities, making it
possible for the SM brand to be associated withitgyuaerchandise sold at reasonable prices, as
well as services that go beyond shopping, fromaasdrth as Baguio to as far south as Davao.
Five of these department stores — in Makati, Cuaoapo, Harrison, and Delgado — are stand
alone stores, and thirty-five are based in the Sigegmalls.
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The opening of new stores in 2009 and 2010 haweatld&SM to serve more customers, while the
renovations of existing stores in Cubao, Pampaltgjln, and Fairview have given the chain a
more upscale and contemporary look. Three depattsteres opened at the SM Supermalls in
Naga, Rosales, and Rosario in 2009; while four egén Tarlac, San Pablo, Calamba, and
Novaliches in 2010.

A recipient of Retail Asia’s prestigioiest of the Best Awardfor the past three years, the SM
Department Store aims to continue to give its austs the best products, the best value for
money, and the best services possible. It alse tormaintain its leadership in the marketplace,
to be on the forefront of retail technology, angjtow through consumer marketing and product
diversification. It will be serving more customéns2011 with the opening of four new
department stores.

SM Supermarkets, SaveMore and SM Hypermarketsurrently has thirty (30) supermarkets,
forty (40) savemore stores and twenty-five (25)dryparkets.

In 2010, savemore branches in West Kamias, Mendeate€; Metrohub Legazpi, Baliwag
Bulacan, Pasong Tamo Makati, Amang Rodriquez, MalalBacolod East, Agora Cagayan de
Oro, Zapote Las Pifias, Cartimar Pasay, Berkley ,Qli@gan Isabela, SPC Angeles and
supermarkets in SM City Tarlac, SM City San Paldly] City Calamba, SM City Novaliches,
Megamall Ext. and Southmall Ext. were opened wieire2009, savemore stores in Laong Laan,
Del Monte, P. Tuazon, Mezza, Amigo Cabanatuan, @&&@g, Megacenter Cabanatuan, Taft,
Anonas, Libertad, Novaliches, Visayas, Solano amgesmarkets in Naga and Rosario Cavite
were opened.

In 2010, six (6) hypermarkets were opened. Theme Worth Harbour Manila, Adriatico, Edsa
Cubao, Jaro lloilo, Jalandoni Batangas, and Mabal&ampanga, whereas in 2009, six (6)
hypermarkets were opened in Las Pifias, MandaluyBaigyiew, Makati, Novaliches and Eton

Q.C.

The total stores area of the SM Supermarkets, SaseeMand SM Hypermarkets is 259,780.78
sgm., 121,914.42 sgm. and 262,145.42 sqm., resphcti

For 2011, the retail group plans to open anotheioZ stores. Expansion plans for 2011 include
the opening of six supermarkets, 13 savemore bemnahd five hypermarkets.

“Makro” currently has 7 stores. As discussed in the Mamagt's Discussion and Analysis,
SMIC acquired Marko in 2007, through its parentdivty company, Rappel Holdings Inc. Rappel
is an unlisted company engaged in the businesawvefsiing, purchasing, acquiring and owning
real or personal property, including shares oflstbonds and other forms of securities. Makro,
on the other hand, is an unlisted company engagduliying and selling of food and non-food
items to registered customers at wholesale andtail under a warehouse club format. The total
net selling area of Makro is 57,488 sqm.
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Financial Services

Banco de Oro Unibank, Inc. ("Banco de Oro” or BDO”), Banco de Oro is a fullrgice
universal bank that provides a complete array diistry-leading products and services to the
retail and corporate markets including Lending [fooate, middle market, SME, and consumer),
Deposit-taking, Foreign Exchange, Brokering, Traetl Investments, Credit Cards, Corporate
Cash Management, and Remittances. Through its diabes, the Bank offers Leasing and
Financing, Investment Banking, Private Banking, &esurance, Insurance Brokerage, and Stock
Brokerage services. BDO has one of the largestildigsion networks, with over 700 branch
licenses, and more than 1,400 ATMs, nationwide.oABecember 31, 2010, BDO maintained its
position as the country’s largest bank in termsotdl resources, loan portfolio, total depositg] an
assets under management.

The Bank aims to continue building on its strongsibass franchise to maintain leadership
positions across most business lines, as wellrdsefustrengthen its capabilities to support future
growth and actively respond to strategic opportesiand market challenges. Over the long-term,
the Bank aims to be the preferred bank in everyketat serves and create shareholder value
through superior returns. The key elements of tlakis strategy include: Diversified and
sustainable earnings stream; Operating leverageleRt balance sheet management; and Organic
growth and mergers/acquisitions.

The China Banking Corporation (China Bank), stock symbol CHIB, is the Philippinésst
privately-owned commercial bank established in 1928ina Bank was listed on the local stock
exchange in 1947 and acquired its universal banlidegse in 1991. It was publicly listed in 1965
and acquired its universal banking license in 19812009, China Bank was among 11 Philippine
companies (one of only 2 Philippine banks) in t@® ASEAN companies in the Stern Stewart
Relative Wealth Index - which outperformed theiegseof publicly-listed companies in creating
wealth for shareholders for the period 2002-20Gartiag May 11, 2010, China Bank joins the
30-stock PSE index (PSEi). As a result of ChireniBs solid financial performance, Fitch
Ratings once again affirmed its financial strengtting of “AA-* on the National credit rating
scale, one of the highest such ratings in the cpunt

China Bank’s main business include corporate andt $ding, retail loans including mortgage
and auto loans, treasury and foreign exchangengadiust and investment management, wealth
management, cash management, insurance produstgthChina Bank Insurance Brokers, Inc.
& MCB Life, internet banking and mobile banking wees and inward remittances through tie-
ups with remittance companies and exchange hongbe Middle East, Asia and major US cities.

China Bank offers a wide range of financial produahd services through 269 branches (as of
year-end 2010) as of nationwide (including branatfe€hinaBank Savings), and convenient and
secure electronic banking channels for 24/7 bankiexyice: China Bank Onlinglmobile and
internet banking), an@hina Bank TellerPhon@hone banking).

China Bank’s expansion plans will continue for trext three (3) years as it goes full swing to
reach its goal of 400 branches by 2014. The Balilcantinue to invest heavily in expanding its

branch and ATM networks and strengthen its tectgiold capabilities. A major priority area to

strengthen and energize the organization will ke hhving of key people and fresh talent, to
support the rapid expansion of the branch netwodkthe growth in new businesses.
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Real Estate Development and Tourism

SM Development Corporation (“SM Development or SMDC”), was incorporated ineth
Philippines in 1974 under the name Ayala Fund, lqublicly-listed closed-end investment
company. After the SM Group obtained majority shiaoldings in March 1986, it was renamed
SM Fund, Inc. and continued to provide an avenudrfeestment in diverse businesses in the
Philippines with the aim of maximizing dividend ome and capital appreciation.

In May 1996, SM Fund, Inc. was renamed SM Develogn@orporation to reflect its new
business thrust of property development, whoseagirobjective is to pursue opportunities in the
real estate industry. In line with this, its busisgroposition was directed toward tapping the
residential property market near/beside SM shoppiatis. Meanwhile, the business of securities
investment is retained to provide a regular floneafnings in the form of interest and dividend
income.

SMDC has a current portfolio of 14 residential patg, 13 of which are in Metro Manila and one
in Tagaytay City in the Province of Cavite. In BQSMDC launched its new brand, MPlace,
through the unveiling of its inaugural project, M& South Triangle in Panay Avenue, Quezon
City.

Highlands Prime, Inc (“HPI") is a publicly listed high-end property delepment company
majority owned by the SM Group. HPI develops aptlssresidential properties located at a
private and exclusive mountainside resort calledajgay Highlands. Tagaytay Highlands is in
Tagaytay City, an hour and a half drive from thekitaCentral Business District. It is a popular
weekend destination for upscale Manila residents ¢ its proximity, cool climate and
incomparable views of Taal lake, Laguna de Baytardnountains of Batangas and Laguna.

HPI's assets are comprised primarily of undevelopmad in the Tagaytay Highlands and
Tagaytay Midlands resort complex. HPI has compléteir projects, to date - The Woodridge at
Tagaytay Highlands, which is composed of 138 twa thnee-bedroom condominium units; Phase
| of The Horizon, the first minimalist-inspired mite residential condominium development in
Tagaytay Midlands with six buildings and 108 fowdpboom units; Phase | of the Woodridge
Place, a rustic North American mountain lodge-ireppicondominium community with 71 units
ranging from 170-300 square meters; and Phased llai The Hillside, the first residential lot
development in the Highlands complex with 156 Bbteraging 500 square meters and featuring a
contemporary North American log cabin-themed aedtitre. The Woodridge, The Hillside
Phase | and The Woodridge Place Phase | are fulllly s

HPI is currently completing several homes at Theodlands Point, its most luxurious project to
date, located near Fairway 15 of the Tagaytay Highé golf course. The community will have
60 North American log cabins with floor areas rawggfrom 250-330 square meters, highlighted
by floor-to-ceiling glass windows, Western Red Gealad stone accents. The company is also
finishing the site development of Pueblo Uno, tih& phase of Pueblo Real, its Santa Fe-Mexican
inspired village in Tagaytay Midlands with a totdl 85 lots. HPI has launched Phase Il of The
Woodridge Place and Sierra Lago, the second pHaBaeblo Real this 2010. Woodridge Place
Phase Il is a two-tower condominium development misimg of a total of 88 residential units.
Sierra Lago is a modern-Mediterranean-themed he¢ldpment with about 187 lots.
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Costa del Hamilo, Inc. (“CDHI") was incorporated in the Philippines anegistered with the
SEC on September 26, 2006 with the primary purmdsgcquiring, developing and selling real
estate and investment in various securities. CBktie developer of Pico de Loro Cove, the first
residential community within Hamilo Coast, a magilmned leisure destination development in
Nasugbu Batangas encompassing 13 coastal coves.

Pico de Loro Cove is located in a lush 40-hectaakey, bound by rolling mountains and a
protected cove that contains a pristine swimmingche Pico de Loro Cove offers residential
condominium unit dwellings, as well as membershipn exclusive Beach & Country Club.

The Beach Club was completed and opened by 200i& wie Country Club was completed by
June 2010, providing members with the complete ekferience together with attendant facilities
and amenities. Most recreational activities areloor and nature-based owing to the rich natural
environment, such as kayaking, snorkeling, mourtiédiimg, hiking, and others.

The initial residential clusters of Jacana and Myugaie complete in January 2010 and June 2010,
respectively. Target completion of the succeeditiginda and Carola clusters are By quarter
and 4" quarter of 2011, respectively. A ferry terminaHamilo Coast’s Papaya Cove is targeted
for completion and operation by April 2011. Thelesive onsite Pico Sands Hotel is targeted for
completion by March 2011 as well.

Other real estate projectsinclude the development of the Mall of Asia Comxpie Pasay City.

It houses the SM Mall of Asia; the SMX Conventioenter, which serves as a venue for major
conferences, trade exhibitions and shows in MetemiM; the fully leased One E-Com Center,
which is a ten-storey building specifically designtor the use of contact center, customer
relationship management, business process outagufBPO), and other specialized companies;
the SM Corporate Offices; the OneEsplanade; andSte Miguel By the Bay. The group is

further developing SM Mall of Asia Complex by latnireg the TwoE-Com Center, which is a 14-

storey building with a gross floor area of approxiely 100,000 square meters; and the SM
Arena, which is a five-storey, first-class multipase venue for sporting events, concerts,
entertainment shows, and other similar events.

Hotels

SM Hotels and Conventions Corp.formerly SM Hotels Corp., was incorporated in Ma2008
with the primary purpose of developing & managihg various hotel and convention properties
of the SM group. In 2009, Taal Vista Hotel's newlynstructed east wing with 133 guest rooms,
making it a total of 261 rooms, and a 1,000-sebtlroom became fully operational. SMX,
located at Mall of Asia Complex with its state dietart convention and exhibition facilities,
continues to host major internal and local conagtiand exhibitions. In the last quarter of 2010,
SM Hotels launched the 400-room Radisson Blu HateCebu, the first hotel managed by
Carlson International in Asia-Pacific region to dlassified under its “Blu” upscale hotel brand
category. The property has been classified as axeehotel category by the Department of
Tourism and its facilities include an in-house djiagss center, business center, 800-square meter
swimming pool, club lounge, 2 ballrooms and a numbg& smaller meeting rooms. It is
strategically located beside SM City Cebu and jaaaht to the International Port Area. Come
2nd half of 2011, SM Hotels will open Pico Sandstdloa 154 room resort-type hotel
development in Hamilo Coast in Nasugbu, Batangmagdditionto managing Pico de Loro Beach
and Country Club.
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Company’s directors and executive officers
Please refer to Item 5 of the Information Statenfienthe discussion on the identity of each of the
Company’s directors and executive officers inclgdtheir principal occupation or employment,
name and principal business of any organizatiowligh such persons are employed.

Market Price, Shareholder and Dividend Information

Market Information

The Company'’s shares of stock are traded in thigoPime Stock Exchange.

2010 2009
Stock Prices High Low High Low
1° Quarter =P 370.0 P| 3175 P| 209.0 | 179.0
2" Quarter 420.0 397.5 335)0 195.0
3rd Quarter 570.0 435.0 342/5 300.0
4" Quarter 545.0 485.( 330/0 295.0

As of February 28, 2011, the closing price of tlwmPany’s shares of stock44®1/share.
Shareholder and Dividend Information

The number of shareholders of record as of FebrR8ry2011 was 1,324. Capital stock issued
and outstanding as of February 28, 2011 was 61,5682 As of December 31, 2010, there are no
restrictions that would limit the ability of the @mpany to pay dividends to the common
stockholders, except with respect to P63.6 billl@presenting accumulated equity in net earnings
of subsidiaries. These earnings are not avail@loldividend distribution until such time that the
Parent Company receives the dividends from theidialies.

On April 28, 2010, the Board of Directors approvied declaration of cash dividends of P7.88 per
share in favor of stockholders on record as of [2ay2010 and paid on June 21, 2010.

On April 29, 2009, the Board of Directors approvied declaration of cash dividends of P6.88 per
share in favor of stockholders on record as of 8@ay2009 and paid on June 25, 2009.
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The top 20 stockholders as of February 28, 201 hsifellows:

No. of Shares Held % to Total

Name
1 PCD Nominee Corp. (Non-Filipino) 128,972,666 21.07%
2 Henry Sy, Sr. 87,356,959 14.27%
3 Hans T. Sy 60,185,949 9.83%
4 Henry T. Sy, Jr. 60,178,691 9.83%
5 Herbert T. Sy 60,178,691 9.83%
6 Teresita T. Sy 52,661,365 8.60%
7 Felicidad T. Sy 58,097,648 9.49%
8 Harley T. Sy 54,553,695 8.91%
9 PCD Nominee Corp. (Filipino) 36,870,927 6.02%
10 Henry Sy Foundation 7,000,000 1.14%
11  Sybase Equity Investments Corporation 2,120,813 0.35%
12  Felicidad Sy Foundation, Inc. 2,000,000 0.33%
13  Elizabeth T. Sy 423,330 0.07%
14  Sysmart Corporation 355,164 0.06%
15  Susana Fong 241,599 0.04%
16  Value Plus, Inc. 81,130 0.01%
17  Multi-Realty Development Corporation 45879  0.01%
18 Alberto S. Yao 41,708 0.01%
19 Belle Corporation 26,068 0.00%
20 Hector Yap Dimacali 20,854 0.00%

The following securities were issued as exempt friva registration requirements of the
Securities Regulation Code (SRC) and therefore havdoeen registered with the Securities and
Exchange Commission:

(1) On October 13, 2010, SMIC issued US$400 milliondsowhich bear a fixed interest rate
of 5.5% per annum, payable semi-annually in arredfse bonds will mature on October
13, 2017. Of this amount, US$82.9 million and US%8 million were exchanged from
the existing US$350 million 6.75% bonds due 2018 @8$500 million 6.00% bonds due
2014, respectively. The balance of US$186.3 nmlliepresents the new money
component. The bonds, which were listed in thea§wre Stock Exchange, are
considered as exempt pursuant to Section 10 (RPAoNo. 8799. The underwriters are
Citi, HSBC and BDO and the total underwriting feesl expenses amounted to US$1.7
million.

(2) On September 22, 2009, SMIC issued US$500.0 mibimmds which bear a fixed interest
rate of 6.0% per annum, payable semi-annually reaas. The bonds will mature on
September 22, 2014. The bonds, which were liste8ingapore Stock Exchange, are
considered as exempt security pursuant to Sectibn(1) of RA No. 8799. The
underwriters are Barclays Capital and Citi and ttital underwriting fees and expenses
amounted to US$2.1 million.

(3) On July 17, 2008, SMIC issued a US$350.0 million5é6 bonds due on July 18, 2013.
The Bonds, which were listed in the Singapore Stexéhange, are considered as exempt
security pursuant to Section 10 (I) of R.A. No. 879 he sole underwriter is UBS and the
total underwriting fees and expenses amounted t&iLUsSillion.
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(4) On August 6, 2007 and November 6, 2007, SMIC issBedes 1 and Series 2 of
nonconvertible, non-participating, non-voting preéel shares amounting to P3,300.0
million and P200.0 million, respectively. The Rmetd shares issued to financial and
non-financial institutions are considered as exesgmurity pursuant to Section 9.2 of
R.A. No. 8799. The lead underwriter is ING Mardliad the total underwriting fees and
expenses amounted to P17 million.

(5) On March 19, 2007, SMIC issued a US$300.0 millimneertible Bonds due on March
20, 2012. The Convertible Bonds, which was listethe Singapore Stock Exchange, are
considered as exempt security pursuant to Secitigg) Iof R.A. No. 8799. The lead
underwriters are Citibank and Macquarie Securiéied the total underwriting fees and
expenses amounted to US$3.3 million.

Please refer to Note 20 of the 2010 consolidatednfiial statements for the details of the
Company'’s fixed rate bonds.

There are no existing or planned stock optionskstearrant offerings.

Corporate Governance

The Company’'s Manual on Corporate Governance tutisthalizes the principles of good
governance throughout the organization. The Malays down the Issuer's compliance system
and identifies the responsibilities of the BoardDifectors and management in relation to good
corporate governance. Under SMIC’s Manual on CagoGovernance, compliance with the
principles of good corporate governance starts thighBoard of Directors. While it is the Board'’s
primary responsibility to foster the long term sesg of the company and secure its sustained
competitiveness consistent with its fiduciary respbility, it should do so in the best interests of
the company, its shareholders and other staketsolder

The SMIC Board of Directors is composed of eigh) (Brectors, three (3) of which are

independent directors. SMIC adopts the definitbindependence in the Securities Regulation
Code and considers an independent director one wRoept for his director's fees and
shareholdings, is independent of management amdffoen any business or other relationship
which, or could reasonably be perceived to, mdtgriaterfere with his exercise of independent
judgment in carrying out his responsibilities adiector in the company. The nomination and
election of independent directors follow the priis set forth by the SEC.

The Board has established three (3) committeesdtatsacorporate governance functions. The
committees are the Compensation and Remunerationm@tee, the Nomination Committee, and
the Audit and Risk Management Committee. The Cdtesd have each adopted a Charter which
identifies the Committee's composition, roles aesponsibilities, as drawn from the company's
Manual on Corporate Governance.

SMIC continues to move forward with the developmentits corporate governance culture
through the review and expansion of its existingjcpes, the improvement of its training and
orientation programs and the support and adoptiorew corporate governance initiatives of the
public and private sector.
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There have been no deviations from SMIC's ManuaCorporate Governance since its adoption.
The Company has adopted in the Manual the leadiactipes and principles on good corporate
governance and has fully complied with all the isgraents of the Manual for the year 2010.

A.viii Undertaking to provide without charge a copyof the Company’s Annual Report

The Company will provide without charge a copyle Company’s Annual Report on SEC Form
17-Ato its stockholders upon receipt of a writtequest addressed to Ms. Corazon P. Guidote,

Vice President for Investor Relations at"Foor, OneE-com Center, Harbor Drive, Mall of Asia
Complex, Pasay City 1300.



SM INVESTMENTS CORPORATION AND SUBSIDIARIES

CONSOLIDATED BALANCE SHEETS
(Amounts in Thousands)

December 31

2010 2009

ASSETS
Current Assets
Cash and cash equivalents (Notes 7, 18, 22, 29@nd 3 B66,961,010 B43,547,001
Time deposits and short-term investments (Not@9822, 29 and 30) 876,800 10,361,224
Investments held for trading and sale - net (N6tek2, 22, 29 and 30) 2,007,801 4,790,803
Receivables - net (Notes 10, 17, 22, 29 and 30) 9,826,776 8,791,698
Merchandise inventories - at cost (Notes 3 and 23) 10,485,903 7,760,762
Other current assets - net (Notes 11, 16, 22, 38h 14,133,252 13,226,486

Total Current Assets 104,291,542 88,477,974
Noncurrent Assets
Available-for-sale investments - net (Notes 12,22and 30) 11,097,407 7,681,911
Investments in shares of stock of associates (Nt 13) 70,860,181 57,846,770
Time deposits (Notes 8, 20, 22, 29 and 30) 37,419,095 32,237,225
Property and equipment - net (Notes 14 and 18) 13,368,539 10,993,206
Investment properties - net (Notes 15 and 20) 113,667,244 101,689,860
Land and development (Note 16) 19,703,595 12,370,434
Intangibles (Note 17) 15,354,200 15,343,531
Deferred tax assets (Note 27) 576,364 953,999
Other noncurrent assets (Notes 10, 17, 22, 26n23@) 21,045,636 14,049,511

Total Noncurrent Assets 303,092,261 253,166,447

P407,383,803

P341,644,421

LIABILITIES AND EQUITY
Current Liabilities

Bank loans (Notes 18, 22, 29 and 30) B20,408,800 B4,873,294
Accounts payable and other current liabilities @019, 22, 29 and 30) 39,039,326 33,902,563
Income tax payable 1,185,678 1,067,994
Current portion of long-term debt (Notes 20, 2228 30) 1,766,761 920,116
Dividends payable (Notes 29 and 30) 24,287 22,251
Total Current Liabilities 62,424,852 40,786,218
Noncurrent Liabilities
Long-term debt - net of current portion (Notes 28, 29 and 30) 128,600,570 118,251,268
Derivative liabilities (Notes 29 and 30) 1,351,441 2,198,472
Deferred tax liabilities (Note 27) 4,636,174 4,346,892
Defined benefit liability (Note 26) 178,274 349,251
Tenants’ deposits and others (Notes 15, 28, 28ahd 12,375,013 9,987,054
Total Noncurrent Liabilities 147,141,472 135,132,937
Equity Attributable to Equity Holders of the Parent (Note 29)
Capital stock (Note 21) 6,119,826 6,110,230
Additional paid-in capital (Note 21) 35,456,200 35,030,710
Equity adjustments from business combination (Nte (2,332,796) (2,332,796)
Cost of Parent common shares held by subsidiariete(RIL) (263,195) (24,078)
Cumulative translation adjustment of a subsidiary 289,260 344,302
Net unrealized gain on availa-for-sale investments (Notes 12 and 13) 6,798,095 3,816,597
Retained earnings (Note 21):
Appropriated 5,000,000 5,000,000
Unappropriated 90,475,674 76,850,367
Total Equity Attributable to Equity Holders ofetiParent 141,543,064 124,795,332
Non-controlling Interests 56,274,415 40,929,934
Total Equity 197,817,479 165,725,266

P407,383,803

P341,644,421

See accompanying Notes to Consolidated Financiaé®ents.

*SGVMC214183*

UNAUDITED



SM INVESTMENTS CORPORATION AND SUBSIDIARIES

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

Years Ended December 31

2010 2009 2008
REVENUE
Sales:
Merchandise B135,570,401 P123,895,504 P114,837,529
Real estate and others 10,896,597 6,666,399 3,863,271
Rent (Notes 15, 22 and 28) 17,904,661 15,722,077 13,468,282
Equity in net earnings of associates (Note 13) 5,440,826 3,908,242 1,637,176
Cinema ticket sales, amusement and others 3,722,983 2,838,665 2,481,246
Gain on sale of available-for-sale investmentsfaird
value changes on investments held for trading and
derivatives - net (Notes 9, 12 and 30) 1,856,237 769,691 6,601,396
Management fees (Note 22) 695,395 565,731 346,968
Dividend income (Note 22) 303,518 364,950 775,103
Others 2,967,818 5,322,046 3,487,581
179,358,436 160,053,305 147,498,552
COST AND EXPENSES
Cost of sales:
Merchandise (Note 23) 104,756,367 98,501,100 92,656,491
Real estate and others 5,995,214 3,588,302 1,800,421
Selling, general and administrative expenses ([R4je 35,496,334 29,702,814 31,356,445
146,247,915 131,792,216 125,813,357
OTHER INCOME (CHARGES)
Interest expense (Notes 18, 20, 22, 25 and 29) (7,652,557) (6,266,135) (4,472,771)
Interest income (Notes 8, 9, 12, 22 and 25) 3,716,452 3,458,066 5,808,615
Gain on sale of investments in shares of stock,
investment properties and property and equipment
(Notes 13, 14 and 15) 697,378 207,971 48,761
Foreign exchange gain - net (Note 29) 407,208 223,954 3,018
(2,831,519) (2,376,144) 1,387,623
INCOME BEFORE INCOME TAX 30,279,002 25,884,945 23,072,818
PROVISION FOR INCOME TAX (Note 27)
Current 5,109,646 4,430,076 4,727,921
Deferred 291,407 347,667 950,052
5,401,053 4,777,743 5,677,973
NET INCOME B24,877,949 B21,107,202 B17,394,845
Attributable to
Equity holders of the Parent (Note 31) B18,440,169 P16,025,038 P14,003,705
Non-controlling interests 6,437,780 5,082,164 3,391,140
B24,877,949 B21,107,202 B17,394,845
Earnings Per Common ShargNote 31)
Basic B30.17 B26.23 B22.92
Diluted B30.17 P26.18 B22.92

See accompanying Notes to Consolidated Financiaé®ents.

UNAUDITED
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SM INVESTMENTS CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME
(Amounts in Thousands)

Years Ended December 31

2010 2009 2008
NET INCOME B24,877,949 B21,107,202 R17,394,845
OTHER COMPREHENSIVE INCOME (LOSS) -
Net of tax
Share in unrealized gain (loss) on available-fde-sa
investments of associates - net (Note 13) 2,065,101 1,603,186 (3,033,682)
Net unrealized gain (loss) on availe-for-sale
investments (Note 12) 1,941,882 1,958,955 (5,993,751)
Income tax relating to components of other
comprehensive income (375,510) 102,079 (150,226)
Cumulative translation adjustment of a subsidiary (75,740) (91,154) 568,139
3,555,733 3,573,066 (8,609,520)
TOTAL COMPREHENSIVE INCOME B28,433,682 P24,680,268 P8,785,325
Attributable to
Equity holders of the Parent B21,366,625 B18,922,049 B7,264,615
Non-controlling interests 7,067,057 5,758,219 1,520,710
P28,433,682 P24,680,268 P8,785,325

See accompanying Notes to Consolidated Financiaé®ents.
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SM INVESTMENTS CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CHANGES IN EQUITY

(Amounts in Thousands)

Equity Attributable to Equity Holders of the Parent

Equity Cost of Parent Net Unrealized
Adjustments Common Cumulative Gain on Appropriated Unappropriated
Additional from Business Shares Held Translation  Available-for-Sale Retained Retained
Capital Stock Paid-in Capital Combination by Subsidiaries Adjustment Investments Earnings Earnings Non-controlling Total
(Note 21) (Note 21) (Note 5) (Note 21) of a Subsidiary (Notes 12 and 13) (Note 21) (Note 21) Total Interests Equity
Balance at December 31, 2009 B6,110,230 B35,030,710 (B2,332,796) (B24,078) B344,302 B3,816,597 B5,000,000 B76,850,367 B124,795,332 B40,929,934 B165,725,266
Net income for the ye - - - - - - - 18,440,169 18,440,169 6,437,780 24,877,949
Other comprehensive income — — — — (55,042) 2,981,498 — — 2,926,456 629,277 3,555,733
Total comprehensive income for the year - - - - (55,042) 2,981,498 - 18,440,169 21,366,625 7,067,057 28,433,682
Issuance of Parent common shares 9,596 425,490 - - - - - - 435,086 - 435,086
Acquisition of Parent common shares held
by a subsidiary - - - (249,812) - - - - (249,812) - (249,812)
Disposal of Parent common shares held by a
subsidiary - - - 10,695 - - - - 10,695 - 10,695
Cash dividends - B7.88 a share - - - - - - - (4,814,862) (4,814,862) - (4,814,862)
Increase in previous year’s non-controlling intéses - - - - - - - - - 9,688,915 9,688,915
Cash dividends received by non-controlling intesest — — — — — — — — — (1,411,491) (1,411,491)
Balance at December 31, 2010 P6,119,826 P35,456,200 (R2,332,796) (P263,195) P289,260 P6,798,095 P5,000,000 P90,475,674 P141,543,064 P56,274,415 P197,817,479
Balance at December 31, 2008 B6,110,230 B35,030,710 (B2,311,079) (B24,078) B414,826 B849,062 B5,000,000 B65,029,167 B110,098,838 B39,664,496 B149,763,334
Net income for the ye - - - - - - - 16,025,038 16,025,038 5,082,164 21,107,202
Other comprehensive income — — — — (70,524) 2,967,535 — — 2,897,011 676,055 3,573,066
Total comprehensive income for the year - - - - (70,524) 2,967,535 - 16,025,038 18,922,049 5,758,219 24,680,268
Share in equity adjustment from business combinatio - - (21,717) - - - - - (21,717) (2,694) (24,411)
Cash dividends - B6.88 a share - - - - - - - (4,203,838) (4,203,838) - (4,203,838)
Decrease in previous year's non-controlling inteves - - - - - - - - - (2,786,981) (2,786,981)
Cash dividends received by non-controlling intesest — — — — — — — — — (1,703,106) (1,703,106)
Balance at December 31, 2009 P6,110,230  P35,030,710 (B2,332,796) (B24,078) P344,302 P3,816,597 P5,000,000 P76,850,367 P124,795,332 P40,929,934 P165,725,266
Balance at December 31, 2007 B6,110,230 B35,030,710 (B2,314,966) (B24,078) (B24,270) B8,027,248 B5,000,000 B54,630,498 B106,435,372 B39,213,081 B145,648,453
Net income for the ye - - - - - - - 14,003,705 14,003,705 3,391,140 17,394,845
Other comprehensive loss - — — — 439,096 (7,178,186) — — (6,739,090) (1,870,430) (8,609,520)
Total comprehensive income for the year - - - - 439,096 (7,178,186) - 14,003,705 7,264,615 1,520,710 8,785,325
Share in equity adjustment from business combinatio - - 3,887 - - - - - 3,887 - 3,887
Cash dividends - B5.90 a share - - - - - - - (3,605,036) (3,605,036) - (3,605,036)
Increase in previous year’s non-controlling intéses - - - - - - - - - 412,182 412,182
Cash dividends received by non-controlling intesest — — — — — — — — — (1,481,477) (1,481,477)
Balance at December 31, 2008 P6,110,230 P35,030,710 (RP2,311,079) (P24,078) P414,826 P849,062 P5,000,000 P65,029,167 P110,098,838 P39,664,496 P149,763,334

See accompanying Notes to Consolidated FinancaéBtents.
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SM INVESTMENTS CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CASH FLOWS

(Amounts in Thousands)

Years Ended December 31

2010 2009 2008
CASH FLOWS FROM OPERATING ACTIVITIES
Income before income tax B30,279,002 B25,884,945 B23,072,818
Adjustments for:
Interest expense (Note 25) 7,652,557 6,266,135 4,472,771
Depreciation and amortization (Note 24) 6,624,006 5,968,144 5,237,660
Equity in net earnings of associates (Note 13) (5,440,826) (3,908,242) (1,637,176)
Interest income (Note 25) (3,716,452) (3,458,066) (5,808,615)
Gain on sale of available-for-sale investments and
fair value changes on investments held for trading
and derivatives - net (Notes 9, 12 and 30) (1,856,237) (769,691) (6,601,396)
Gain on sale of investments in shares of stock,
investment properties and property and equipment
(Notes 13, 14 and 15) (697,378) (207,971) (48,761)
Provision for (reversal of) impairment loss (Not€s
11, 12, 13, 15, 19 and 24) 557,536 (1,209,646) 5,602,193
Unrealized foreign exchange loss (gain) (435,321) (282,928) 707,849
Dividend income (303,518) (364,950) (775,103)
Income before working capital changes 32,663,369 27,917,730 24,222,240
Decrease (increase) in:
Land and development (13,991,134) (3,080,324) (3,889,239)
Receivables (4,529,308) (773,740) (3,539,319)
Merchandise inventories (2,725,140) (549,559) (1,252,901)
Other current assets (1,374,622) 204,343 (5,069,127)
Increase (decrease) in:
Accounts payable and other current liabilities 4,139,845 3,392,912 4,633,400
Tenants’ deposits and others 2,411,126 2,167,004 1,170,096
Defined benefit liability (170,977) (162,594) 15,818
Net cash generated from operati 16,423,159 29,115,772 16,290,968
Income tax paid (4,991,668) (4,514,091) (4,934,513)
Net cash provided koperating activities 11,431,491 24,601,681 11,356,455
CASH FLOWS FROM INVESTING ACTIVITIES
Proceeds from sale of:
Investments held for trading 3,713,156 95,030 6,301,475
Available-for-sale investments 2,878,859 4,014,430 28,606,521
Investments in shares of stock 1,506,807 182,514 -
Property and equipment 210,586 341,554 468,950
Investment properties 194,208 86,087 94,038
Additions to:
Investment properties (Note 15) (15,426,869) (13,566,283) (12,449,658)
Property and equipment (Note 14) (4,403,485) (2,868,231) (1,756,240)
Available-for-sale investments (3,384,105) (2,603,561) (610,930)
Investments held for trading (2,491,297) (1,573,150) (5,456,730)
Investments in shares of stock of associates (1,598,303) (3,242,909) (2,322,913)
Interest received 4,113,667 3,114,030 5,179,811
Dividends received 1,669,398 990,240 3,002,052
Net cash used in acquisition of subsidiaries (N - (588,900) -
Acquisition of non-controlling interest
in a subsidiary (Note 2) - (3,384,213) -
Increase in:
Other noncurrent assets (1,639,195) (1,933,100) (4,554,627)
Time deposits and short-term investments 2,583,891 (19,157,056) (15,311,478)
Net cash provided by (used in) investactivities (12,072,682) (40,093,518) 1,190,271

(Forward)

UNAUDITED
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Years Ended December 31

2010 2009 2008

CASH FLOWS FROM FINANCING ACTIVITIES
Availments of:

Long-term debt B33,964,598 B56,439,930 B29,188,955

Bank loans 22,828,100 9,141,811 23,023,082
Payments of:

Long-term debt (20,988,993) (15,182,416) (4,727,968)

Interest (8,301,873) (5,521,272) (3,470,992)

Bank loans (6,608,400) (21,885,000) (7,687,408)

Dividends (6,224,317) (5,949,212) (5,042,411)

Notes payable - - (13,975,224)
Increase (decrease) in non-controlling interests 9,688,915 (2,623,843) (1,293,504)
Acquisition of Parent common shares held by

subsidiaries (249,812) - -
Disposal of Parent common shares held by subsidiari 10,695 - —
Net cash provided by financing activit 24,118,913 14,419,998 16,014,530
EFFECT OF EXCHANGE RATE CHANGES

ON CASH AND CASH EQUIVALENTS (63,713) (54,820) 341,983
NET INCREASE (DECREASE) IN CASH AND

CASH EQUIVALENTS 23,414,009 (1,126,659) 28,903,239
CASH AND CASH EQUIVALENTS

AT BEGINNING OF YEAR 43,547,001 44,673,660 15,770,421
CASH AND CASH EQUIVALENTS

AT END OF YEAR P66,961,010 B43,547,001 P44,673,660

See accompanying Notes to Consolidated Financiaé®ents.
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SM INVESTMENTS CORPORATION AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

1. Corporate Information

SM Investments Corporation (SMIC or Parent Compavag incorporated in the Philippines. Its
registered office address is™Bloor, One E-Com Center, Harbor Drive, Mall of &&€omplex,
CBP-1A, Pasay City 1300.

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

The Parent Company’s shares of stock are publiajed in the Philippine Stock Exchange.

The accompanying consolidated financial statem&atg authorized for issuance by the Board of
Directors (BOD) on March 2, 2011.

2. Basis of Preparation, Statement of Compliance andi@anges in Accounting Policies

Basis of Preparation

The consolidated financial statements of the Giwaye been prepared on the historical cost basis,
except for derivative financial instruments, invasnts held for trading and available-for-sale
(AFS) investments, which have all been measurégiratalue. The consolidated financial
statements are presented in Philippine peso, whittle Group’s functional and presentation
currency under Philippine Financial Reporting Standd (PFRS). All values are rounded to the
nearest thousand, except when otherwise indicated.

Statement of Compliance

The consolidated financial statements have begraped in compliance with PFRS. PFRS
includes statements named PFRS, Philippine Accogii@tandards (PAS) and Philippine
Interpretations from International Financial Repugtinterpretations Committee (IFRIC) issued
by the Financial Reporting Standards Council.

Changes in Accounting Policies

The accounting policies adopted are consistent thidbe of the previous financial year, except for
the adoption of the following new and amended PER&Philippine Interpretations from IFRIC
starting January 1, 2010, except when otherwigedsta

New Interpretation

= Philippine Interpretation IFRIC 1Distribution of Non-Cash Assets to Owndrecomes
effective for annual periods beginning on or afgy 1, 2009.

Amendments to Standards and Interpretations

» PFRS 2Share-based Paymeffimendment) Group Cash-settled Share-based Payment
Transactionsbecomes effective for annual periods beginningroafter January 1, 2010.

*SGVMC214183*
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» PFRS 3 (RevisedBusiness Combinatiorand PAS 27 (AmendedJonsolidated and
Separate Financial Statemenbecome effective for annual periods beginningoafter
July 1, 2009.

= PAS 39 Financial Instruments: Recognition and Measuren{@mendment) Eligible
Hedged Itemshecomes effective for annual periods beginningroafter July 1, 2009.

= Improvements to PFRS 2009 effective 2010

The standards that have been adopted and thgpireadnle or deemed to have an impact on the
financial position or performance of the Group described below:

= PFRS 3Business CombinatiorfRevised), and PAS 2Consolidated and Separate Financial
StatementéAmended), become effective for annual periodsrivegg on or after July 1,
2009. The revised PFRS 3 introduces significaahghs in the accounting for business
combinations occurring after this date. Changéecathe valuation of non-controlling
interest (NCI), the accounting for transaction sp#te initial recognition and subsequent
measurement of a contingent consideration and atiogufor business combinations
achieved in stages. These changes will impacrisunt of goodwill recognized, the
reported results in the period that an acquisiioturs and future results. The amended
PAS 27 requires that a change in the ownershipast®f a subsidiary (without loss of
control) is accounted for as a transaction with emsrin their capacity as owners. Therefore,
such transactions will no longer give rise to goiigdwor will it give rise to a gain or loss and
accounted for as equity transaction. Furthermbeamended standard changes the
accounting for losses incurred by the subsidianwelsas the loss of control of a subsidiary.
The revised PFRS 3 was applied prospectively varitended PAS 27 was applied
retrospectively with few exceptions. The standdrage no impact on the Group’s
consolidated financial statements, except for @wesron of the term minority interests to non-
controlling interests. The Group, however, assb#sat these revised and amended standards
will have an impact on its future business acgoisg and disposals.

Future Changes in Accounting Policies

The following are the issued standards, interpataf amendments and improvements to PFRS
and Philippine Interpretations but are not yetafte up to the date of issuance of the Group’s
consolidated financial statements. The Group tigen adopt the applicable standards,
interpretations, amendments and improvements wiesetbecome effective.

New Standards and Interpretations

=  PFRS 9Financial Instruments: Classification and Measur@&mevill become effective for
annual periods beginning on or after January 1320AFRS 9, as issued in 2010, reflects the
first phase of the work on the replacement of PA%u3d applies to classification and
measurement of financial assets and financialllies as defined in PAS 39 . In subsequent
phases, hedge accounting and derecognition waldoeessed. The completion of this project
is expected in the middle of 2011. The adoptiotheffirst phase of PFRS 9 will have an
effect on the classification and measurement of2twup’s financial assets. The Group will
guantify the effect in conjunction with the othdrases, when issued, to present a
comprehensive picture.

*SGVMC214183*
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Philippine Interpretation IFRIC 1B®greements for the Construction of Real Estateomes
effective for annual periods beginning on or afi@nuary 1, 2012. This interpretation covers
accounting for revenue and associated expenseastip® that undertake the construction of
real estate directly or through subcontractorse ifiterpretation requires that revenue on
construction of real estate be recognized only wgmmmpletion, except when such contract
gualifies as construction contract to be accoufagednder PAS 11Construction Contracts
or involves rendering of services in which caseereie is recognized based on stage of
completion. Contracts involving provision of s&es with the construction materials and
where the risks and reward of ownership are traresfe¢o the buyer on a continuous basis
will also be accounted for based on stage of catigple As the Group’s real estate
development and tourism segment is engaged inyhésof activity, the adoption of this
interpretation will result to a change in the segtisrevenue and cost recognition from
percentage of completion method to completed contmethod.

Philippine Interpretation IFRIC 1Extinguishing Financial Liabilities with Equity
Instrumentswill become effective for annual periods beginom or after July 1, 2010. The
interpretation clarifies that equity instrumentsuied to a creditor to extinguish a financial
liability qualify as consideration paid. The eguiistruments issued are measured at their fair
value. In case that this cannot be reliably messuhe instruments are measured at the fair
value of the liability extinguished. Any gain @sk is recognized immediately in profit or

loss. The adoption of this interpretation will kavo effect on the financial statements of the
Group.

Amendments to Standards and Interpretation

PAS 12,Income TaxefAmendment) Deferred Tax: Recovery of Underlying Assets
becomes effective for annual periods beginningroafter January 1, 2012. It provides a
practical solution to the problem of assessing tvetecovery of an asset will be through use
or sale. Itintroduces a presumption that recoeéithe carrying amount of an asset will
normally be through sale. The Group does not eéxpecamendment to have a significant
impact on its consolidated financial statements.

PAS 24 Related Party Disclosurggsmended) pbecomes effective for annual periods
beginning on or after January 1, 2011. The amentioiarifies the definition of a related
party to simplify the identification of such relatiships and to eliminate inconsistencies in its
application. The Group does not expect the rewisio this standard to have an impact on its
financial position or performance.

PAS 32,Financial Instruments: Presentatigdmendment) Classification of Rights Issues
becomes effective for annual periods beginningraafter February 1, 2010. The definition
of a financial liability was amended in order tassify rights issues (and certain options or
warrants) as equity instruments in cases where iggicts are given pro-rata to all of the
existing owners of the same class of an entityts-derivative equity instruments, or to
acquire a fixed number of the entity’s own equitgtiruments for a fixed amount in any
currency. The Group has concluded that the amenidwit have no impact on the
consolidated financial statements.

*SGVMC214183*
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PFRS 7Financial Instruments: Disclosurddmendment) Transfers of Financial Assets

will become effective for annual periods beginnargor after July 1, 2011. The amendments
will allow users of financial statements to imprdteir understanding of transfer transactions
of financial assets (for example, securitizatiomg)luding understanding the possible effects
of any risks that may remain with the entity thansferred the assets. The amendments also
require additional disclosures if a disproporti@enamount of transfer transactions are
undertaken around the end of a reporting peridte Group does not expect this amendment
to have an impact on its financial position or parfance.

Philippine Interpretation IFRIC 1#repayments of a Minimum Funding Requirement
(Amendment), becomes effective for annual periaegrining on or after January 1, 2011,
with retrospective application. The amendment jales guidance on assessing the
recoverable amount of a net pension asset. Thadment permits an entity to treat the
prepayment of a minimum funding requirement assseta The amendment is deemed to
have no impact on the consolidated financial stateémof the Group.

Improvements to PFRS 2010

The following are the improvements on the PFRS whidl become effective for the financial
years beginning on or after July 1, 2010 or Janta®011. The Group has not yet adopted these
improvements and anticipates that these changebavié no material effect on the consolidated
financial statements.

PFRS 3 (RevisedBusiness Combinationslarifies the following:

a. the amendments to PFRSFmancial Instruments: DisclosureRAS 32 Financial
Instruments: Presentaticend PAS 39Financial Instruments: Recognition and
Measurementhat eliminate the exemption for contingent cdasation, do not apply to
contingent consideration that arose from businessbiations whose acquisition dates
precede the application of PFRS 3 (as revised @8R0The amendment is applicable to
annual periods beginning on or after July 1, 20id)ia to be applied retrospectively.

b. the amendment limits the scope of the measurenheiteas that only the components of
NCI that are present ownership interests thatlertieir holders to a proportionate share
of the entity’s net assets, in the event of ligtiaa shall be measured either:

i. at fair value, or

ii. atthe present ownership instruments’ proportiosht#e of the acquiree’s identifiable
net assets. Other components of NCI are measttbdiaacquisition date fair value,
unless another measurement basis is required lhigearFRS.

This amendment is applicable to annual periodsnoégy on or after July 1, 2010 and is
applied prospectively from the date the entity aggpthe revised PFRS 3.

c. the amendment requires an entity (in a businesdic@tion) to account for the
replacement of the acquiree’s share-based paymarsections (whether obliged or
voluntarily), i.e., split between consideration guubt combination expenses. However, if
the entity replaces the acquiree’s awards thatexgs a consequence of the business
combination, these are recognized as post-combmatipenses. The amendment also
specifies the accounting for share-based paymansactions that the acquirer does not
exchange for its own awards: if vested - they amt @f NCI and measured at their
market-based measure; if unvested - they are medatimarket-based value as if granted
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at acquisition date, and allocated between NClgost-combination expense. The
amendment is applicable to annual periods beginmingr after July 1, 2010 and is to be
applied prospectively.

= PFRS 7Financial Instruments: Disclosureslarifies the following:

a. the amendment emphasizes the interaction betwessttitptive and qualitative
disclosures and the nature and extent of riskscagsd with financial instruments.

b. amendments to quantitative and credit risk disclesare as follows:

i. clarify that only financial assets whose carryingoaint does not reflect the maximum
exposure to credit risk need to provide furthecldisure of the amount that represents
the maximum exposure to such risk;

ii. require, for all financial assets, disclosure & timancial effect of collateral held as
security and other credit enhancements regardm@rfount that best represents the
maximum exposure to credit risk (e.g., a descniptibthe extent to which collateral
mitigates credit risk);

ii. remove the disclosure requirement of the collateed as security, other credit
enhancements and an estimate of their fair valugrfancial assets that are past due
but not impaired, and financial assets that areviddally determined to be impaired,;

iv. remove the requirement to specifically disclosarficial assets renegotiated to avoid
becoming past due or impaired; and,

v. clarify that the additional disclosure required fioencial assets obtained by taking
possession of collateral.

c. the amendment is to be applied retrospectively.

= PAS 1,Presentation of Financial Statementhrifies that an entity will present an analydis o
other comprehensive income for each componentufyeaither in the statement of changes
in equity or in the notes to the financial statetaehe amendment is to be applied
retrospectively.

= PAS 27,Consolidated and Separate Financial Statemesigsifies that the consequential
amendments from PAS 27 made to PAST21e Effect of Changes in Foreign Exchange
Rates PAS 28 |nvestments in Associataad PAS 31lnterests in Joint Venturepply
prospectively for annual periods beginning on ¢terajuly 1, 2009 or earlier when PAS 27 is
applied earlier. The amendment is applicable tmahperiods beginning on or after July 1,
2010 and is to be applied retrospectively.

= Philippine Interpretation IFRIC 1&ustomer Loyalty Programmedarifies that when the fair
value of award credits is measured based on the wdlthe awards for which they could be
redeemed, the amount of discounts or incentivesraile granted to customers not
participating in the award credit scheme, is tadben into account. The amendment is to be
applied retrospectively.

*SGVMC214183*
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Basis of consolidation from January 1, 20Ihe consolidated financial statements comprise th
financial statements of the Group and its subdieieas at December 31, 2010.

Subsidiaries are fully consolidated from the ddtaagjuisition, being the date on which the Group
obtains control, and continue to be consolidatdd the date when such control ceases. The
financial statements of the subsidiaries are pegpfor the same reporting period as the Parent
Company, using consistent accounting policies. iita-group balances, transactions, unrealized
gains and losses resulting from intra-group trat@as and dividends are eliminated in full.

Non-controlling interests represent the portiopafit or loss, other comprehensive income and
net assets not held by the Group and are pressepediately in the consolidated statements of
income, consolidated statements of comprehensoama and within equity section in the
consolidated balance sheets, separately from egtiitputable to equity holders of the Parent.

Losses within a subsidiary are attributed to the-oontrolling interest even if that results in a
deficit balance.

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

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

= Derecognizes the carrying amount of any non-cdimgpinterest;

= Derecognizes the cumulative translation differenoesorded 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 toss

» Reclassifies the Parent Company’s share of comgsipeaviously recognized in other
comprehensive income to profit or loss or retaieaxhings, as appropriate.

Basis of consolidation prior to January 1, 201Qertain of the above-mentioned requirements
were applied on a prospective basis. The followvdifigrences, however, are carried forward in
certain instances from the previous basis of casaibn:

Acquisitions of NCI, prior to January 1, 2010, waczounted for using the parent entity
extension method, whereby, the difference betweeronsideration and the book value of the
share of the net assets acquired were recognizgabidwill.

Losses applicable to the non-controlling interast consolidated subsidiary may exceed the non-
controlling interest in the subsidiary's equityhelexcess, and any further losses applicable to the
non-controlling interest, are allocated againstaetrolling interest except to the extent that the
non-controlling interest has a binding obligatiow as able to make an additional investment to
cover the losses. If the subsidiary subsequeagignts profits, such profits are allocated to the
controlling interest until the non-controlling inést's share of losses previously absorbed by the
controlling has been recovered. Losses priortods 1, 2010 were not reallocated between NCI
and equity holders of the Parent.
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The Group accounts for its interest in the invest&ag the equity method until it loses control.
The income and expenses of a subsidiary are indlundine consolidated financial statements

until the date on which the Group ceases to cotttebkubsidiary. The difference between the
proceeds from the disposal of the subsidiary andatrying amount as of the date of disposal,
including the cumulative amount of any exchangéediices that relate to the subsidiary
recognized in equity, is recognized in the consaéd statements of income as the gain or loss on
the disposal of the subsidiary.

The consolidated financial statements include tdoeants of the Parent Company and the
following subsidiaries:

Percentage of Ownership

2010 2009

Company Direct Indirect Direct Indirect
Shopping Mall Development
SM Prime Holdings, Inc. (SM Prime) and Subsidiaries

(see Note 5) 22 41 21 45
Retail
SM Retail Inc. (SM Retaildnd Subsidiaries (see Note 5) 100 - 100 -
Prime Central, Inc. and Subsidiaries (Prime Central) 100 - 100 -
Rappel Holdings, Inc. (Rappel) and Subsidiary 100 - 100 -
Real Estate Development and Tourism
SM Land, Inc. (SM Land) and Subsidiaries - 67 - 67 -

SM Development Corporation (SMDC) and Subsidiaries - 65 - 65

Magenta Legacy, Inc. (Magenta) (see Note 5) - 99 - 99
Mountain Bliss Resort and Development Corporation

(Mt. Bliss) and Subsidiaries 100 - 100 -
SM Commercial Properties, Inc. and Subsidiaries (8MC 59 - 99 -
Intercontinental Development Corporation (ICDC) 72 28 72 28
Bellevue Properties, Inc. 62 - 62 -
Tagaytay Resorts Development Corporation* 25 33 25 33
Hotels and Conventions
SM Hotels and Conventions Corp. (SM Hotels) ands&liaries 100 - 100 -
Others
Asset Managemel
Primebridge Holdings, Inc. (Primebridge) 80 20 80 20
Asia—Pacific Computer Technology Center, Inc. 52 - 52 -
Multi-Realty Development Corporation 91 - 91 -
Tagaytay Resorts Development Corporation 25 33 25 33
SM Prime

In April 2009, SMIC acquired a total of 0.3 milli@dditional SM Prime shares at a price of
B8.40 a share or for a total cost of B2.3 milkol sold 1,934 shares at B7.20 a share or tdala t
cost of B0.014 million. The acquisition of suanrcontrolling interest resulted in goodwill
amounting to B1.3 million (see Note 17).

In April 2009, SM Prime acquired 24.4 million addital First Asia Realty Development
Corporation (FARDC) shares, which is equivalent382% of the total outstanding
common stock of FARDC. The acquisition cost ofrsmon-controlling interest amounted
to B3,384.0 million and resulting goodwill amouhte B3,073.9 million (see Note 17).

On September 3, 2009, SM Land (China) Limited (Shd. China) further completed the
acquisition of 100% ownership of Alpha Star Holdirigmited (Alpha Star) from Grand China
International Limited (Grand China) (see Note 5).
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On October 14, 2010, SM Prime has undergone an irttenad placement and engaged into a
Placement Agreement with SM Land (Selling Sharedldnd CLSA Limited and Macquarie
Capital (Singapore) Pte. Limited (the “Joint Boakners”). As stated in the Placement
Agreement, SM Land shall sell its 570 million SMnfe common shares (the “Sale Shares”) with
a par value of B1.00 per share at B11.50 (OfieePper share to the Joint Bookrunners, or to
investors that the Joint Bookrunners may procutseide the Philippines (the “International
Placement”).

Contemporaneous with the signing of the Placemgné@ment, SM Prime likewise entered into a
Subscription Agreement with SM Land, where theelattill not directly receive any proceeds
from the International Placement but has conditlgregyreed to subscribe for new SM Prime
common shares (out of its authorized but unissapdal stock) in an amount equal to the
aggregate number of the Sale Shares sold by SM aiaadubscription price of B11.50 per share,
which is equal to the Offer Price of the Sale Skare

SM Land was able to sell through the Joint Bookararthe total Sale Shares of 570 million
SM Prime common shares. Likewise, SM Land subsdribr and SM Prime issued to SM Land
the same number of new SM Prime common shares.

The placement and subscription agreement resuitaB? decrease in total direct and indirect
ownership of the Group over SM Prime.

SM Retall

On December 19, 2009, SM Retail completed the attn of 99% ownership of
Accessories_Management Corp. (AMC), LTBG_Mgmt. CkgBG), MCLG_Mgmt. Corp.
(MCLG), CF_Mgt. Corp. (CFMC), LF_Mgt. Corp. (LFMCand MF_Mgt. Corp. (MFMC), which
are herein after collectively referred to as thevise Companies (see Note 5).

On December 19, 2009, the respective BOD of SMiRatd of Henfels Investments
Corporation, HMS Development Corporation, Markethainvestments Co., Inc., MH Holdings,
Inc., Romer Mercantile, Inc. and Sanford_Market@aporation (Sanford), which are herein after
collectively referred to as Department Store HaldBompanies, entered into an agreement
whereby SM Retail acquired 99% interest of the D|pent Store Holding Companies over
Madison Shopping Plaza (MSP), Multi Stores CorporafMSC), Mandurriao Star, Inc. (MSI),
Metro Manila Shopping Mecca Corp. (MMSM), Manilauleern Associates, Inc. (MSA), Major
Shopping Management Corporation (MSM), Metro Maiar $\sia Corporation (MMSA),
Meridien Business Leader, Inc. (MBLI), Mainstreamsiess, Inc. (MSB), Market Strategic
Firm, Inc. (MSF), Mercantile Stores Group, Inc. (8)Sand Mindanao Shopping Destination
Corp. (MSD), which are herein after collectivelyamed to as the Department Store Operating
Companies, for B492.3 million. The acquisitios ha significant impact on SMIC’s effective
ownership in the Department Store Operating Congsani

Sanford
On November 10, 2009, the Philippine SecuritiesExchange Commission (SEC) approved the
change in name of Sanford Investments Corporatid®@anford Marketing Corporation.

In January 2010, Supervalue, Inc. (SVI) transfeg@af its operating SaveMore stores to
Sanford. The transfer includes assignment of Skflsts and obligations arising from certain
contracts entered into by SVI for the benefit & transferred stores. Any related assets and
liabilities arising from the transfers were takgnin Sanford’s 2010 statutory financial statements.
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Prime Central
On July 1, 2009, SMIC subscribed to 1,000 commameshof Prime Central, making it a wholly-
owned subsidiary.

Rappel
In May 2009, SMIC acquired a total of 0.2 milliodditional Rappel shares, which is equivalent

to 20% of the total outstanding common stock of f&dp The acquisition likewise resulted in
Rappel becoming a wholly-owned subsidiary of SMIC.

SMIC, through its subsidiary, Prime Central, pusdththe remaining 40% non-controlling shares
of Pilipinas Makro, Inc. (Makro), which is equieal to 1,085.2 million shares. The acquisition
resulted in Makro becoming a wholly-owned subsidiarth SMIC and Rappel each owning 50%
interests in Makro.

The acquisition of such non-controlling interestuiéed in goodwill amounting to B285.7 million
(see Note 17).

SM Land

In June 2010, SM Land transferred 251.6 million BiMne shares for B10.75 per share or for a
total cost of B2,704.6 million to the Parent CompaThe transfer resulted in an increase of
1.89% in SMIC’s ownership over SM Prime, with aresponding decrease in SM Land’s
ownership interest in the latter by 1.26%.

SMDC
In 2009, SMDC acquired Landfactors Incorporatechfifactors) for B300.0 million and became
its wholly-owned subsidiary (see Note 16).

In 2009, advances amounting to B639.8 million viigrgdated through transfer of the absolute
voting rights in SM_Residences Corp. (SMRC) in fawabSMDC. Consequently, SMRC became
a wholly-owned subsidiary of SMDC (see Note 11).

At various dates in 2009, SMIC acquired a totad Gf million additional SMDC shares, which

is equivalent to 0.12% of the total outstanding own stock of SMDC, at an average price of
R2.97 a share or for a total cost of B14.0 nmillid he acquisition of such non-controlling intéres
resulted in goodwill amounting to B3.1 million éssote 17).

In 2010, SMDC acquired Vancouver Lands, Inc. (Mol) B566.6 million and became its wholly
owned subsidiary (see Note 16).

In January and October 2010, SMDC had a stockgigfiering to eligible existing common
shareholders of SMDC at the proportion of one sgitare for every three existing common
shares held as of record date, at an offer pri®&3d0 and B6.38 per rights share, respectively.

SMIC acquired a total of 4.04 million additional §/@ shares for a total cost of B20.8 million.
The availment of additional shares from the safdrofg did not result to a change in ownership
interest of SMIC in SMDC.

SM Land acquired a total of 2,114.5 million addiiad SMDC shares for a total cost of
B10,840.0 million, a fraction of which amountimg32.9 million SMDC shares or a total cost of
B115.2 million was purchased by SM Land from thsulbscribed portion of the aggregate stock
rights offered by SMDC. The availment of additibslares resulted to a 0.6% increase in SM
Land’s interest in SMDC.
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SM Hotels
On March 29, 2010, the Philippine SEC approvedttenge in corporate name of SM Hotels and
Entertainment Corporation to SM Hotels and ConwesrstiCorp.

SMCP

In August 2010, SMIC disposed 50.0 million of itdISP shares to Sto. Roberto Marketing Corp.,
an unaffiliated company, equivalent to 40% of tht@altoutstanding common stock of SMCP, at a
price of B1.00 per share or a total cost of B&fllllon. The disposal resulted to a decline ia th
Parent Company’s ownership in SMCP to 59%.

MH Holdings
In 2010, MH Holdings invested B72.0 million or eguivalent of 60% interest in a newly

incorporated company in the Philippines, Foreveapge& Glory, Inc. (Forever Agape).
Consequently, Forever Agape became a subsidiaviHoHoldings.

Significant Accounting Judgments, Estimates and Assnptions

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

Judgments
In the process of applying the Group’s accountiolicpes, management has made the following

judgments, apart from those involving estimatiamsich have the most significant effect on the
amounts recognized in the consolidated financakstents:

Functional Currency.The Parent Company has determined that its furadtcumrency is the
Philippine peso. It is the currency of primary mamic environment in which the Parent
Company operates.

Revenue Recognition on Real Esta®electing an appropriate revenue recognitiorhatefor a
particular real estate sales transaction requigsio judgments based on the buyer’s
commitment on the sale which may be ascertaineaigr the significance of the buyer’s initial
investment and completion of development. The Bay®mmmitment is evaluated based on
collections, credit standing of the buyer and lmrabf the property. The completion of
development is determined based on engineer’s jedgand estimates on the physical portion of
contract work done if the development is beyondpifediminary stage.

Consignment Arrangements on Retail Segméhe retail segment of the Group has entered into
various consignment arrangements with suppliensdedthese arrangement, the risks and
rewards over the goods remain with the suppliett tiie goods are sold. Sales revenue is
recognized at gross amount upon actual sales tornass. The related inventory stocks supplied
under these arrangement are only payable to supplteen actually sold.

Operating Lease Commitments - Group as Les3de Group has entered into commercial
property leases in its investment property porwfollhe Group has determined, based on an
evaluation of the terms and conditions of the ayeaments, that it retains all the significant risks
and rewards of ownership of the properties and #laasunts for the contracts as operating leases.
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Rent income amounted to B17,904.7 million, B15,7 2nillion and B13,468.3 million for the
years ended December 31, 2010, 2009 and 2008 cteshe (see Note 15).

Operating Lease Commitments - Group as Les$é&e. Group has entered into various lease
agreements as a lessee. Management has detethmnatl the significant risks and benefits of
ownership of these properties, which the Groupdgamder operating lease arrangements, remain
with the lessor. Accordingly, the leases were anted for as operating leases.

Rent expense amounted to B3,016.0 million, B2]3@8llion and B2,007.7 million for the years
ended December 31, 2010, 2009 and 2008, respgrtsed Note 24).

Classifying Held-to-Maturity (HTM) Investment$he classification to HTM investments requires
significant judgment. In making this judgment, tBeup evaluates its intention and ability to
hold such investments to maturity. If the Grouifsfto keep these investments to maturity, it will
be required to reclassify the entire portfolio ast pf AFS financial assets. The investments
would therefore be measured at fair value and hatertized cost.

HTM investments as of December 31, 2010 and 20G8.atad to B500.0 million, with caption
“Treasury bonds,” included under “Other currenegssand “Other noncurrent assets” accounts
in the consolidated balance sheets (see NotesdL11@h

Impairment of AFS Investments - Significant or Bngled Decline in Fair ValueThe Group
determines that an AFS investment is impaired where has been a significant or prolonged
decline in the fair value below its cost. The Graletermines that a decline in fair value of
greater than 20% of cost is considered to be afsignt decline and a decline for a period of
more than twelve months is considered to be a pgald decline. The determination of what is
significant or prolonged requires judgment. In ingkhis judgment, the Group evaluates, among
other factors, the normal volatility in price. addition, impairment may be appropriate when
there is evidence of deterioration in the finanbedlth of the investee, industry and sector
performance.

There was no allowance for impairment loss madéh®ryears ended December 31, 2010
and 2009. The carrying value of AFS investmentewnted to B12,660.5 million and
B10,830.7 million as of December 31, 2010 and 268$pectively (see Note 12).

Estimates and Assumptions

The key assumptions concerning the future and d#esources of estimation uncertainty at
balance sheet date that have a significant riskao$ing material adjustments to the carrying
amounts of assets and liabilities within the nindrficial year are discussed below:

Impairment of Receivables'he Group maintains an allowance for impairmesslat a level
considered adequate to provide for potential uectible receivables. The level of allowance is
evaluated by the Group on the basis of factorsafiatt the collectibility of the accounts. These
factors include, but are not limited to, the lengtlthe Group’s relationship with the customers
and counterparties, average age of accounts aletimh experience. The Group performs a
regular review of the age and status of these atspdesigned to identify accounts with objective
evidence of impairment and provide the appropuditavance for doubtful accounts. The review
is accomplished using a combination of specific emitective assessment. The amount and
timing of recorded expenses for any period wouftkdif the Group made different judgments or
utilized different methodologies. An increase llowance for impairment loss would increase the
recorded selling, general and administrative expeasd decrease current and noncurrent assets.
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Allowance for impairment loss amounted to B18.Rioni and B14.6 million as of December 31,
2010 and 2009, respectively. Receivables, inclydioncurrent portion of receivables from real
estate buyers, advances and other receivableslettlunder “Other current assets” account and
receivable from a related party and long-term notelsided under “Other noncurrent assets”
account, amounted to R26,847.7 million and RZb2illion as of December 31, 2010 and
2009, respectively (see Notes 10, 11 and 17).

Impairment of AFS Investments - Calculation of Impant Losses.The computation for the
impairment of AFS debt instruments requires anretion of the present value of the expected
future cash flows and the selection of an appropdéscount rate. In the case of AFS equity
instruments, the Group expands its analysis toidenshanges in the investee’s industry and
sector performance, legal and regulatory framewcknges in technology and other factors that
affect the recoverability of the Group’s investngent

Allowance for impairment loss amounted to B45.llioni as of December 31, 2010 and 2009.
The carrying values of AFS investments amounte®1i®,660.5 million and B10,830.7 million as
of December 31, 2010 and 2009, respectively (sde h).

Net Realizable Value of Merchandise Inventories)dominium Units for Sale, Club Shares
Inventories and Land and Developmemhe Group writes down merchandise inventories,
condominium units for sale, club shares inventoasied land and development to net realizable
value, through the use of an allowance accountneder the net realizable value of the assets
become lower than cost due to damage, physicalidetion, obsolescence, changes in price
levels or other causes.

Estimates of net realizable value are based omtst reliable evidence available at the time the
estimates are made of the amount the assets agetedo be realized. These estimates take into
consideration fluctuations of price or cost dirgec#lating to events occurring after balance sheet
date to the extent that such events confirm camatexisting at balance sheet date.

The allowance account is reviewed on a regularsiiagieflect the accurate valuation in the
financial records.

In 2010 and 2009, the Group assessed that thealetable values of merchandise inventories,
condominium units for sale and land and developraemtigher than cost, hence, the Group did
not recognize any losses on write down of the asskte carrying value of merchandise
inventories amounted to R10,485.9 million and7B@,8 million as of December 31, 2010 and
2009, respectively (see Note 23). The carryingeaf condominium units for sale included
under “Other current assets” account amounted {63.5 million and B1,021.6 million as of
December 31, 2010 and 2009, respectively (see NIgteThe carrying values of club shares
inventories included under “Other current assetsbant amounted to B918.8 million and

P22.7 million as of December 31, 2010 and 200£peetively (see Note 11). The carrying value
of land and development amounted to B19,703.6omiind B12,370.4 million as of

December 31, 2010 and 2009, respectively (see Nijte

Estimated Useful Lives of Property and Equipmeut lawvestment PropertiesThe useful life of
each of the Group’s property and equipment andsimvent properties is estimated based on the
period over which the asset is expected to be adailfor use. Such estimation is based on a
collective assessment of industry practice, infelehnical evaluation and experience with
similar assets. The estimated useful life of ezgdet is reviewed periodically and updated if
expectations differ from previous estimates duphtgsical wear and tear, technical or commercial
obsolescence and legal or other limitations oruteeof the asset. It is possible, however, that
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future financial performance could be materiallieafed by changes in the amounts and timing of
recorded expenses brought about by changes imtt@ré mentioned above. A reduction in the
estimated useful life of any property and equipnaerd investment properties would increase the
recorded selling, general and administrative expeasd decrease noncurrent assets.

The total carrying value of property and equipreard investment properties amounted to
R127,035.8 million and B112,683.1 million as ecBmber 31, 2010 and 2009, respectively
(see Notes 14 and 15).

Impairment of Investments in Shares of Stock ajddates. Impairment review of investments in
shares of stock of associates is performed whemt&we changes in circumstances indicate that
the carrying value may not be recoverable. Thisires management to make an estimate of the
expected future cash flows from the investmentstarmthoose a suitable discount rate in order to
calculate the present value of those cash flows.

Allowance for impairment loss amounted to B4,36iilon and B3,987.7 million as of
December 31, 2010 and 2009, respectively. Thgiogrvalues of investments in shares of stock
of associates amounted to B70,860.2 million &t &16.8 million as of December 31, 2010 and
2009, respectively (see Note 13).

Impairment of Goodwill, Trademarks and Brand Namvih Indefinite Useful LivesThe Group’s
impairment test for goodwill, trademarks and braaches is based on value in use calculations
that use a discounted cash flow model. The casVsfare derived from the budget for the next
five years and do not include restructuring adgesgithat the Group is not yet committed to or
significant future investments that will enhance #ssets. The recoverable amount is most
sensitive to the pre-tax discount rates used ®dthcounted cash flow model as well as the
expected future cash inflows and the growth raéel dsr extrapolation purposes. The key
assumptions used to determine the recoverable arfanuhe different cash generating units are
further discussed in Note 17.

The carrying value of goodwill, trademarks and ldraames amounted to B15,354.2 million and
R15,343.5 million as of December 31, 2010 and 268$pectively (see Note 17).

Impairment of Other Nonfinancial AssefBhe Group assesses at each reporting date whether
there is an indication that an item of property agdipment and investment properties may be
impaired. Determining the value of the assetsclwinequires the determination of future cash
flows expected to be generated from the continsedamd ultimate disposition of such assets,
requires the Group to make estimates and assursgtiahcan materially affect the consolidated
financial statements. Future events could caus&tup to conclude that these assets are
impaired. Any resulting impairment loss could hawmaterial impact on the financial position
and performance of the Group.

The preparation of the estimated future cash fliowslves judgment and estimations. While the
Group believes that its assumptions are appropuiadereasonable, significant changes in these

assumptions may materially affect the Group’s assest of recoverable values and may lead to
future additional impairment charges.

Allowance for impairment loss amounted B799.7iomillas of December 31, 2010 and 2009 (see
Note 15). The total carrying values of propertg @quipment and investment properties
amounted to R127,035.8 million aBd12,683.1 million as of December 31, 2010 an®200
respectively (see Notes 14 and 15).
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Purchase Price Allocation in Business Combinatiohke acquisition method requires extensive
use of accounting estimates and judgments to adba purchase price to the fair market values
of the acquiree’s identifiable assets and liakeditat acquisition date. It also requires the aequi
to recognize goodwill. The Group’s acquisitiongdaesulted in goodwill and separate
recognition of trademarks and brand names withfinide lives.

The total carrying values of goodwill and tradensaakd brand names with indefinite useful
lives arising from business combinations amounbe5,354.2 million anB15,343.5 million as
of December 31, 2010 and 2009, respectively (se¢esdNmand 17).

Realizability of Deferred Tax AssetShe carrying amount of deferred tax assets ievwead at

each balance sheet date and reduced to the exatiittis no longer probable that sufficient
taxable profit will be available to allow all orpaf the deferred tax assets to be utilized. The
Group’s assessment on the recognition of defemedssets on deductible temporary differences
and carryforward benefits of excess minimum corfgirecome tax (MCIT) and net operating loss
carryover (NOLCO) is based on the projected taxad@eme in the subsequent periods. Based on
the projection, not all deductible temporary difieces and carryforward benefits of excess MCIT
and NOLCO will be realized. Consequently, onlyoation of the Group’s deferred tax assets was
recognized.

Deferred tax assets recognized in the consolidzdtahce sheets as of December 31, 2010 and
2009 amounted to B576.4 million and B954.0 nnilli@spectively, while the unrecognized
deferred tax assets amounted to B1,450.9 millwoh&dl,734.1 million as of December 31, 2010
and 2009, respectively (see Note 27).

Present Value of Defined Benefit Obligatiohhe present value of the pension obligations
depends on a number of factors that are deterntineth actuarial basis using a number of
assumptions. The assumptions used in determihanget cost for pensions include, among
others, discount rate, expected rate of returnlam @ssets and rate of salary increase. Actual
results that differ from the Group’s assumptioresascumulated and amortized over future
periods and therefore, generally affect the reciaghexpense and recorded obligation in such
future periods.

The assumption of the expected return on planagsdetermined on a uniform basis, taking into
consideration the long-term historical returnseaigfiocation and future estimates of long-term
investment returns.

The Group determines the appropriate discountataiee end of each year. It is the interest rate
that should be used to determine the present wdlestimated future cash outflows expected to
be required to settle the pension obligationsdditermining the appropriate discount rate, the
Group considers the interest rates on governmantdthat are denominated in the currency in
which the benefits will be paid, and that have etcmaturity approximating the terms of the
related pension liability.

Other key assumptions for pension obligations ase8 in part on current market conditions.
While it is believed that the Group’s assumptioresraasonable and appropriate, significant
differences in actual experience or significantnges in assumptions may materially affect the

Group’s pension and other pension obligations.

The Group has a net cumulative unrecognized aelugain amounting to B729.6 million and
B317.7 million as of December 31, 2010 and 20&&pectively (see Note 26). The Group’s
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defined benefit asset amounted to B302.2 millimhR212.8 million as of December 31, 2010 and
2009, respectively (see Note 17). While the Greu@fined benefit liability amounted to
P178.3 million and B349.3 million as of Decem®&y2010 and 2009, respectively (see Note 26).

Fair Value of Financial Assets and Liabilitie$he Group carries certain financial assets and
liabilities at fair value, which requires extensivee of accounting judgments and estimates. The
significant components of fair value measuremenevdetermined using verifiable objective
evidence (i.e., foreign exchange rates, interéssraolatility rates). The amount of changes in
fair value would differ if the Group utilized diffent valuation methodologies and assumptions.
Any changes in the fair value of these financigkés and liabilities would directly affect profit o
loss and other comprehensive income.

The fair value of financial assets and liabilitaas discussed in Note 30.

ContingenciesThe Group is currently involved in legal and admirative proceedings. The
Group'’s estimate of the probable costs for theluti®m of these proceedings has been developed
in consultation with outside legal counsel handlilefense in these matters and is based upon an
analysis of potential results. The Group curredtgs not believe that these proceedings will
have a material adverse effect on its financialtprsand performance. It is possible, however,
that future financial performance could be matdyriaffected by changes in the estimates or in the
effectiveness of strategies relating to these miogs. No accruals were made in relation to
these proceedings (see Note 32).

Summary of Significant Accounting Policies

Cash and Cash Equivalents

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

Time Deposits and Short-term Investments

Time deposits and short-term investments are dasiements, shown under current assets, with
original maturities of more than three months legslthan one year. Time deposits which will
mature twelve months after the balance sheet daterasented under noncurrent assets.

Financial Instruments — Initial Recognition and Seduent Measurement

Date of RecognitionThe Group recognizes a financial asset or a firzduiability in the
consolidated balance sheets when it becomes atpattg contractual provisions of the
instrument. In the case of a regular way purcleasale of financial assets, recognition and
derecognition, as applicable, is done using settfgrdate accounting. Regular way purchases or
sales are purchases or sales of financial assgteetijuire delivery of assets within the period
generally established by regulation or conventiothe market place. Derivatives are recognized
on a trade date basis.

Initial Recognition of Financial Instrument&inancial instruments are recognized initiallyait f
value, which is the fair value of the consideratipven (in case of an asset) or received (in cése o
a liability). The initial measurement of financiaktruments, except for those classified as at
FVPL, includes transaction cost.
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Subsequent to initial recognition, the Group cliessiits financial instruments in the following
categories: financial assets and financial ligbsitat FVPL, loans and receivables, HTM
investments, AFS financial assets and other firshiebilities. The classification depends on the
purpose for which the instruments are acquiredveimether they are quoted in an active market.
Management determines the classification at inidabgnition and, where allowed and
appropriate, re-evaluates this classification argveporting date.

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

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

Day 1 Difference Where the transaction price in a non-active maskdifferent from the fair

value of other observable current market transastio the same instrument or based on a
valuation technigue whose variables include onha @@m observable market, the Group
recognizes the difference between the transactiore pnd fair value (a Day 1 difference) in the
consolidated statements of income unless it gealifdr recognition as some other type of asset.
In cases where use is made of data which is netredisle, the difference between the transaction
price and model value is only recognized in thesotidated statements of income when the inputs
become observable or when the instrument is denémed; For each transaction, the Group
determines the appropriate method of recogniziedthy 1 difference amount.

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

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

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

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

= the assets are part of a group of financial ase#scial liabilities or both which are
managed and their performance are evaluated dn\afae basis, in accordance with a
documented risk management or investment strategy;
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» the financial instrument contains an embedded dtviv, 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 dé¢ineaassets are classified as financial assets
under this category, while the Group’s derivatiadilities arising from issuance of convertible
bonds and derivative financial instruments withateg fair values are also included as financial
liabilities under this category (see Note 30).

Loans and Receivables.oans and receivables are nonderivative financis¢ts with fixed or
determinable payments that are not quoted in aveactarket. They are not entered into with the
intention of immediate or short-term resale andratedesignated as AFS financial assets or
financial assets at FVPL. Loans and receivablesrmatuded in current assets if realizability or
collectibility is within 12 months from balance gtelate. Otherwise, these are classified as
noncurrent assets.

After initial measurement, loans and receivablessaibsequently measured at amortized cost
using the effective interest method, less allowdncémpairment. Amortized cost is calculated
by taking into account any discount or premium oguasition and fees that are an integral part of
the effective interest rate. Gains and lossesem@gnized in the consolidated statements of
income when the loans and receivables are derexmxyand impaired, as well as through the
amortization process.

The Group’s cash and cash equivalents, time depasit short-term investments (including
noncurrent portion) and receivables (including norent portion of receivables from real estate
buyers), advances and other receivables (includddrd’'Other current assets” account),
receivable from a related party and long-term néitesuded under “Other noncurrrent assets”
account) are classified under this category (see B0).

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

After initial measurement, these investments arasme=d at amortized cost using the effective
interest rate method, less impairment in value.oAired cost is calculated by taking into account
any discount or premium on acquisition and feesdhaan integral part of the effective interest
rate. Gains and losses are recognized in the lidatam statements of income when the HTM
investments are derecognized or impaired, as wahr@ugh the amortization process. Assets
under this category are classified as current s#fsetaturity is within 12 months from balance
sheet date and as noncurrent assets if maturigyislatore than a year from balance sheet date.

The Group’s investment in quoted Philippine goveentrireasury bonds are classified under this
category (see Note 30).

AFS Financial AssetsAFS financial assets are nonderivative financiaktsthat are designated

in this category or are not classified in any & thher categories. These are purchased and held
indefinitely, and may be sold in response to ligyidequirements or changes in market

conditions. Subsequent to initial recognition, Afiftincial assets are carried at fair value in the
consolidated balance sheets. Changes in thedhie wf such assets are reported as net unrealized
gain on AFS investments in the consolidated statésraf comprehensive income until the
investment is derecognized or the investment isrdehed to be impaired. On derecognition or
impairment, the cumulative gain or loss previousiyorted in consolidated statements of
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comprehensive income is transferred to the cors@itistatements of income. Interest earned on
holding AFS investments are recognized in the cited statements of income using the
effective interest rate method. Assets underdhisgory are classified as current assets if
expected to be realized within 12 months from bedasheet date and as noncurrent assets if
expected date of disposal is more than a year fralance sheet date.

The Group’s investments in shares of stock, bondscarporate notes, redeemable preferred
shares and club shares are classified under ttagarg. The current portion is included under
“Investments held for trading and sale” accourthim consolidated balance sheets (see Note 30).

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

Other financial liabilities are recognized initialit fair value and are subsequently carried at
amortized cost, taking into account the impactpgi@ng the effective interest rate method of
amortization (or accretion) for any related premigiiscount and any directly attributable
transaction costs. Gains and losses on otherdialdiabilities are recognized in the consolidated
statements of income when the liabilities are degeized, as well as through the amortization
process.

The Group’s bank loans, accounts payable and otlveznt liabilities, dividends payable,
long-term debt and tenants’ deposits and otherslassified under this category (see Note 30).

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

= deliver cash or another financial asset to anathéty; or

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

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

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

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

Redeemable Preferred Shares

In determining whether a preferred share is a fir@tiability or an equity instrument, the Group
assesses the particular rights attaching to the sbaletermine whether it exhibits the
fundamental characteristic of a financial liabilith preferred share that provides for mandatory
redemption by the Group for a fixed or determinasteunt at a fixed or determinable future
date, or gives the holder the right to require@neup to redeem the instrument at or after a
particular date for a fixed or determinable amoism4 financial liability.
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The redeemable preferred shares of the Group éxhédcharacteristics of a financial liability and
are thus recognized as a liability under “Long-teleht” account in the consolidated balance
sheets, net of transaction costs. The correspgriuidends on the shares are charged as interest
expense in the consolidated statements of income.

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

Debt Issue Costs
Debt issue costs are deducted against long-tertaselare amortized over the terms of the
related borrowings using the effective interest raethod.

Derivative Financial Instruments

The Group uses derivative financial instrument$saglong-term currency swaps, foreign
currency call options, interest rate swaps, foreigmency range options non-deliverable forwards
and to hedge the risks associated with foreigrecasr and interest rate fluctuations (see Note 30).
Derivative financial instruments, including bifuted embedded derivatives, are initially
recognized at fair value on the date on which #mévdtive contract is entered into and are
subsequently re-measured at fair value. Derivatare carried as assets when the fair value is
positive and as liabilities when the fair valuaégative.

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

Embedded DerivativeAn embedded derivative is a component of a hytmaenbined)

instrument that also includes a nonderivative bostract with the effect that some of the cash
flows of the combined instrument vary, in a wayitmto a stand-alone derivative. The Group
assesses whether embedded derivatives are retuibedseparated from host contracts when the
Group first becomes a party to the contract. Abetded derivative is separated from the host
contract and accounted for as a derivative if fathe following conditions are met: a) the
economic characteristics and risks of the embeddédative are not closely related to the
economic characteristics and risks of the hostrachtb) a separate instrument with the same
terms as the embedded derivative would meet thigitiefh of a derivative; and c) the hybrid or
combined instrument is not recognized at FVPL.

Subsequent reassessment is prohibited unlessishgrange in the terms of the contract that
significantly modifies the cash flows that otheravisould be required under the contract, in which
case reassessment is required. The Group determirether a modification to cash flows is
significant by considering the extent to which éxpected future cash flows associated with
embedded derivative, the host contract or both bheaged and whether the change is significant
relative to the previously expected cash flow andbntract.

Options arising from the Parent Company’s investiitebonds and convertible bonds payable
are the Group'’s bifurcated embedded derivatives Kk#es 12 and 20)

Derecognition of Financial Assets and Liabilities

Financial AssetsA financial asset (or, where applicable a part bhancial asset or part of a
group of similar financial assets) is derecognizten:

= the rights to receive cash flows from the asseélepired;
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= the Group retains the right to receive cash flowwmfthe 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 fasvs from the asset and either (a) has
transferred substantially all the risks and rewafdfie asset, or (b) has neither transferred nor
retained substantially all the risks and rewardhefasset, but has transferred control of the
asset.

When the Group has transferred its rights to receash flows from an asset and has neither
transferred nor retained substantially all thesiakd rewards of the asset, the asset is recognized
to the extent of the Group’s continuing involvemignthe asset. Continuing involvement that
takes the form of a guarantee over the transfersedt is measured at the lower of original
carrying amount of the asset and the maximum ammiucdnsideration that the 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 &yother from the same lender on substantially
different terms, or the terms of an existing lidpiare substantially modified, such modificatien i
treated as a derecognition of the original liapidihd the recognition of a new liability, and the
difference in the respective carrying amounts e®gaized in profit or loss.

Impairment of Financial Assets

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

Financial Assets Carried at Amortized Co#tthere is objective evidence that an impairmessl

on loans and receivables carried at amortizedr@sbeen incurred, the amount of the loss is
measured as the difference between the assetisngpamount and the present value of estimated
future cash flows (excluding future credit losdest have not been incurred) discounted at the
financial asset’s original effective interest réte., the effective interest rate computed atahit
recognition). The carrying amount of the assell slsareduced through the use of an allowance
account. The amount of the loss shall be recodriizéhe consolidated statements of income.

The Group first assesses whether objective evidehivepairment exists for financial assets that
are individually significant, and individually ooltectively for financial assets that are not
individually significant. If it is determined thab objective evidence of impairment exists for an
individually assessed financial asset, whetherifogmt or not, the asset is included in a group of
financial assets with similar credit risk charaistiges and that group of financial assets is
collectively assessed for impairment. Assetsahatindividually assessed for impairment and for
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which an impairment loss is or continues to be gecxed are not included in the collective
assessment of impairment.

If, in a subsequent period, the amount of the inmpant loss decreases and the decrease can be
related objectively to an event occurring afterithpairment was recognized, the previously
recognized impairment loss is reversed by adjustiegallowance account. The amount of the
reversal is recognized in the consolidated statésm@rincome. Interest income continues to be
accrued on the reduced carrying amount based aoritifieal effective interest rate of the asset.
Loans and receivables together with the assoc@ledance are written off when there is no
realistic prospect of future recovery and all deltal, if any, has been realized or has been
transferred to the Group. If a future write-offaser recovered, the recovery is recognized in the
consolidated statements of income under “Othemas’taccount. Any subsequent reversal of an
impairment loss is recognized in the consolidatatements of income under “Other revenue”
account, to the extent that the carrying valudefasset does not exceed its amortized cost at
reversal date.

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

AFS Financial AssetsThe Group assesses at each balance sheet ddtenthere is objective
evidence that an investment or a group of investsisrimpaired. In the case of equity
investments classified as AFS financial assetsbgective evidence of impairment would include
a significant or prolonged decline in the fair v@hf the investments below its cost. Where there
is evidence of impairment, the cumulative lossnéasured as the difference between the
acquisition cost and the current fair value, lesgienpairment loss on that financial asset
previously recognized in the consolidated statemehincome, is removed from the consolidated
statements of comprehensive income and recogmiziéeticonsolidated statements of income.
Impairment losses on equity investments are narsed through the consolidated statements of
income; increases in fair value after impairmeetracognized directly in the consolidated
statements of comprehensive income.

In the case of debt instruments classified as A&htial assets, impairment is assessed based on
the same criteria as financial assets carried attarad cost. Future interest income is based on
the reduced carrying amount of the asset and rsieddased on the rate of interest used to
discount future cash flows for the purpose of mgagumpairment loss. Such accrual is recorded
as part of “Interest income” account in the cordadled statements of income. If, in subsequent
year, the fair value of a debt instrument increas®ithe increase can be objectively related to an
event occurring after the impairment loss was racagl in the consolidated statements of

income, the impairment loss is reversed througtctmsolidated statements of income.

Offsetting Financial Instruments

Financial assets and financial liabilities are effiand the net amount is reported in the
consolidated balance sheets if, and only if, tieeeecurrently enforceable legal right to offset th
recognized amounts and there is an intention teesat a net basis, or to realize the asset and
settle the liability simultaneously. This is netrgrally the case with master netting agreements,
and the related assets and liabilities are predexttgross in the consolidated balance sheets.
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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 averagehmdt Net realizable value is the estimated
selling price in the ordinary course of businessslestimated costs necessary to make the sale.

Land and Development, Condominium Units for Saké @ub Shares Inventories

Land and development, condominium units for salel@ided under “Other current assets”
account in the consolidated balance sheets) ahdstlares inventories (included under “Other
current assets” account in the consolidated balaheets) are stated at the lower of cost and net
realizable value. Net realizable value is thersglprice in the ordinary course of business, less
costs to complete and the estimated cost to maksale. Cost includes those costs incurred for
development and improvement of the properties.

Investments in Shares of Stock of Associates

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

Under the equity method, investment in an asso@atarried in the consolidated balance sheets
at cost plus post-acquisition changes in the Giosgpare in net assets of the associate. Goodwill
relating to an associate is included in the caggimount of the investment and is not amortized.
After application of the equity method, the Growgtedmines whether it is necessary to recognize
any additional impairment loss with respect to@reup’s net investment in the associate. The
consolidated statements of income reflect the shathee results of operations of the associate.
Where there has been a change recognized diradtheiequity of the associate, the Group
recognizes its share in any changes and disclbsgsvhen applicable, in the consolidated
statements of comprehensive income. Profits asgkresulting from transactions between the
Group and the associate are eliminated to the eatehe interest in the associate.

An investment in an associate is accounted forgusia equity method from the date when it
becomes an associate. On acquisition of the imerdt any difference between the cost of the
investment and the investor’s share in the netwline of the associate’s identifiable assets,
liabilities and contingent liabilities is accountied as follows:

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

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

Also, appropriate adjustments to the investor'selofthe associate’s profit or loss after
acquisition are made to account for the depreciadfidhe depreciable assets based on their fair
values at the acquisition date and for impairmessés recognized by the associate, such as for
goodwill or property, plant and equipment.

The Group discontinues the use of equity methoah fitee date when it ceases to have significant
influence over an associate and accounts for trestment in accordance with PAS B$hancial
Instruments: Recognition and Measureméaim that date, provided the associate does not
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become a subsidiary or a joint venture as defind@AS 31)nterests in Joint VenturesVhen

the Group’s interest in an investment in assodtateduced to zero, additional losses are provided
only to the extent that the Group has incurredgaltions or made payments on behalf of the
associate to satisfy obligations of the investag tine Group has guaranteed or otherwise
committed. If the associate subsequently repaastp, the Group resumes recognizing its share
of the profits if it equals the share of net lossesrecognized.

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

Property and Equipment

Property and equipment, except land, is statedsitless accumulated depreciation and
amortization and any accumulated impairment in&al8uch cost includes the cost of replacing
part of the property and equipment at the time ¢tbat is incurred, if the recognition criteria are
met, and excludes the costs of day-to-day servicirand is stated at cost less any impairment in
value.

The initial cost of property and equipment considtgs purchase price, including import duties,
taxes and any directly attributable costs necesaarsinging the asset to its working condition
and location for its intended use. Cost also ietuany related asset retirement obligation and
interest incurred during the construction periodwrds borrowed to finance the construction of
the projects. When each major inspection is peréat, its cost is recognized in the carrying
amount of the property and equipment as a replateifnigne recognition criteria are satisfied.
Expenditures incurred after the item has beenmiataperation, such as repairs, maintenance and
overhaul costs, are normally recognized as expertte period such costs are incurred. In
situations where it can be clearly demonstratetittieaexpenditures have improved the condition
of the asset beyond the originally assessed stamdgerformance, the expenditures are
capitalized as additional cost of property and popgnt.

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

Buildings, condominium units and improvements 5y@ars

Store equipment and improvements 5-10 years

Data processing equipment 5 years

Furniture, fixtures and office equipment 3-10 years

Machinery and equipment 5-10 years

Leasehold improvements 5-10 years or term of thecle
whichever is shorter

Transportation equipment 5-10 years

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

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

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

*SGVMC214183*

UNAUDITED



=24 -

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

Investment Properties

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

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

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

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

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

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

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

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

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

Construction in Progress

Construction in progress represents structuresrwmestruction and is stated at cost. This
includes cost of construction, property and equiptnend other direct costs. Cost also includes
interest on borrowed funds incurred during the troiesion period. Construction in progress is
not depreciated until such time that the relevasets are completed and are ready for use.
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Tenants’ Deposits

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

Business Combinations

Business Combinations from January 1, 20B0siness combinations are accounted for using the
acquisition method. The cost of an acquisitiomeasured as the aggregate of the consideration
transferred, measured at acquisition date fairevahd the amount of any non-controlling interest
in the acquiree. For each business combinatienatiquirer measures the non-controlling interest
in the acquiree either at fair value or at the propnate share of the acquiree’s identifiable net
assets. Transaction costs incurred are expensed@unded in “Selling, general and
administrative expenses” in the consolidated statesof income.

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

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

Any contingent consideration to be transferredhsydacquirer 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 PAS 39 either in profit or
loss or as a change to other comprehensive incdiniee contingent consideration is classified as
equity, it should not be remeasured until it isfip settled within equity.

Acquisition of Non-controlling Interest€Changes in the Parent Company’s ownership intarest
a subsidiary that do not result in a loss of cdrare accounted for as equity transactions (i.e.,
transactions with owners in their capacity as owhen 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. Anffatience between the amount by which the
non-controlling interests are adjusted and thevalue of the consideration paid shall be
recognized directly in equity.

Business Combinations prior to January 1, 20Business combinations were accounted for
using the purchase method, except for commonlyrabbed transactions, of which, an accounting
similar to pooling of interest method is used. iBass combinations under commonly controlled
transactions are those in which all of the comlgjréntities or businesses are controlled by the
same party or parties both before and after thinbsis combination, and that control is not
transitory. For purchase method of accountingctis of acquisition is the aggregate of the fair
values, at the date of exchange, of assets giladmiljties incurred or assumed, and equity
instruments issued by the acquirer, in exchangedotrol over the net assets of the acquired
entity. Transaction costs directly attributablette acquisition formed part of the acquisition
costs. The non-controlling interest was measutéaesproportionate share of the acquiree’s
identifiable net assets. The identifiable asdetsilities and contingent liabilities that satisfy
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certain recognition criteria have to be measuréally at their fair values at acquisition date,
irrespective of the extent of any non-controllingerest. For accounting similar to pooling of
interest method, the assets, liabilities and eqfithe acquired companies for the reporting period
in which the common control business combinatiaig and for any comparative periods
presented, are included in the consolidated firsustatements of the Group at their carrying
amounts as if the combinations had occurred fra@rdtite when the acquired companies first
became under the control of the Group. The exakt®e cost of business combinations over the

net carrying amounts of the assets and liabildfethe acquired companies is considered as
“Equity adjustments from business combination” arton the equity section of the consolidated
balance sheets.

Business combinations achieved in stages were ataxbéor as separate steps. Any additional
acquired share of interest do not affect previoustpgnized goodwiill.

When the Group acquired a business, embedded tieewaeparated from the host contract by
the acquiree were not reassessed on acquisitiesaitiie business combination resulted in a
change in the terms of the contract that signifigamodified the cash flows that otherwise would
have been required under the contract.

Contingent consideration was recognized if, angt dhthe Group had a present obligation, the
economic outflow was more likely than not and #&al#é estimate was determinable. Subsequent
adjustments to the contingent consideration wesegeized as part of goodwill.

The acquisition of SM China Companies and Serviem@anies, were considered as business
combination of companies under common control. sTkhe acquisitions were accounted for
using an accounting similar to pooling of interestthod.

Goodwill

Goodwill is initially measured at cost being theess of the aggregate of the consideration
transferred and the amount recognized for non-obimiy interest over the net identifiable assets
acquired and liabilities assumed. If this consatien is lower than the fair value of the net asset
of the subsidiary acquired, the difference is redzed in profit or loss.

After initial recognition, goodwill is measuredaist less any accumulated impairment losses. For
the purpose of impairment testing, goodwill acqaiirea business combination is, from the
acquisition date, allocated to each of the Groap&h-generating units that are expected to benefit
from the combination, irrespective of whether othesets or liabilities of the acquiree are
assigned to those units. Each unit or group dkuniwhich the goodwill is so allocated:

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

= not larger than an operating segment determine@ddnrdance with PFRS Gperating
Segments

Where goodwill forms part of a cash-generating anid part of the operation within that unit is
disposed of, the goodwill associated with the ojpemadisposed of is included in the carrying
amount of the operation when determining the gaio$s on disposal of the operation. Goodwill
disposed of in this circumstance is measured basede relative values of the operation disposed
of and the portion of the cash-generating unitineth
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Goodwill is reviewed for impairment, annually or radrequently, if events or changes in
circumstances indicate that the carrying value bwimpaired.

Impairment is determined by assessing the recoleegabount of the cash-generating unit (group
of cash-generating units), to which the goodwilhtes. Where the recoverable amount of the
cash-generating unit (group of cash-generatingistiess than the carrying amount, an
impairment loss is recognized. Where goodwill ferpart of a cash-generating unit (group of
cash-generating units) and part of the operatighimvthat unit is disposed, the goodwill
associated with the operation disposed of is irediud the carrying amount of the operation when
determining the gain or loss on disposal of theajgen. Goodwill disposed of in this
circumstance is measured based on the relativewvalithe operation disposed and the portion of
the cash-generating unit retained.

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

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

When subsidiaries are sold, the difference betwleeselling price and the net assets plus
cumulative translation adjustments and goodwiteisognized in the consolidated statements of
income.

Intangible Assets

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

Trademarks and brand names with indefinite usefeslare not amortized but are tested for
impairment annually either individually or at thest generating unit level. The useful life of an
intangible asset is assessed as indefinite ifdkjgected to contribute net cash inflows indeflgite
and is reviewed annually to determine whetherindefinite life assessment continues to be
supportable. If not, the change in the usefulddsessment from indefinite to finite is madeaon
prospective basis.

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

Impairment of Nonfinancial Assets

The carrying values of property and equipment, stwent properties and investments in shares of
stock of associates are reviewed for impairmentwéhents or changes in circumstances indicate
that the carrying value may not be recoverablanif such indication exists, and if the carrying
value exceeds the estimated recoverable amourdstets or cash-generating units are written
down to their recoverable amounts. The recoveraineunt of the asset is the greater of fair
value less costs to sell or value in use. Theviglme less costs to sell is the amount obtainable
from the sale of an asset in an arm’s-length tretimabetween knowledgeable, willing parties,
less costs of disposal. In assessing value intsestimated future cash flows are discounted to
their present value using a pre-tax discount teereflects current market assessments of the
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time value of money and the risks specific to theeh For an asset that does not generate largely
independent cash inflows, the recoverable amoutgtisrmined for the cash-generating unit to
which the asset belongs. Impairment losses aognézed in the consolidated statements of
income in those expense categories consistenttétfunction 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 lmve decreased. If such indication exists,
the recoverable amount is estimated. A previoretpgnized impairment loss is reversed only if
there has been a change in the estimates usetetonitee the asset’s recoverable amount since
the last impairment loss was recognized. If thahe case, the carrying amount of the asset is
increased to its recoverable amount. That incceas®unt cannot exceed the carrying amount
that would have been determined, net of depreciatia amortization, had no impairment loss
been recognized for the asset in prior years. $esdrsal is recognized in profit or loss. After
such a reversal, the depreciation or amortizatimrge is adjusted in future periods to allocate the
asset’s revised carrying amount, less any resilak, on a systematic basis over its remaining
useful life.

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

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

Revenue

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

Sale of Merchandise InventorieRevenue is recognized when the significant risié rewards of
ownership of the goods have passed to the buyechwdinormally upon delivery. Sales returns
and sales discounts are deducted from sales t@ atinet sales shown in the statements of
comprehensive income.

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

The retail segment of the Group maintains a loypdtints programme named SM Advantage, SM
Prestige and BDO Rewards, which allows the custsiweaccumulate points when they purchase
products in the Group’s and its affiliates’ restibres. The points can then be used as a full or
partial payment for any purchase at any of the @moand its affiliates’ retail stores, subject to a
minimum number of points obtained. The considerateceived is allocated between the
products sold and the points issued, with the clemation allocated to the points equal to their fai
value. The fair value of the points issued is defitand recognized as revenue when the points
are redeemed.
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Sale of Real EstateRevenue and costs from sale of completed pspeet accounted for using

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

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

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

Sale of Club Shares InventorieRevenue is recognized when the significant riskkrewards of
ownership of the club shares inventories have plassthe buyer, which is normally upon
delivery of such. Costs of club shares inventariégte to the costs of land and development of
the beach and country club.

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

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

Gain on Sale of Investments in Shares of StoclAaadable-for-Sale Investment®Revenue is
recognized upon delivery of the securities to amficmation of the sale by the broker.

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

Management FeesRevenue is recognized when earned in accordaiticehe terms of the
agreements.

Marketing Support Revenue is recognized when the performance \ailspon of contractually
agreed marketing tasks have been rendered andatilities have been used. Marketing support
is shown under “Others” account in the consolidatatements of income.

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

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

Cost and Expenses
Cost of sales, selling, general and administragiggenses and interest expense are recognized as
incurred.
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Pension Benefits

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

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

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

Foreign Currency-denominated Transactions

The consolidated financial statements are preséntedilippine peso, which is the Group’s
functional and presentation currency. Transactiorisreign currencies are initially recorded in
the functional currency rate at the date of thedaation. Monetary assets and liabilities
denominated in foreign currencies are restateldeatuinctional currency rate of exchange at
balance sheet date. All differences are takehdaonsolidated statements of income.

Foreign Currency Translation

The functional currency of the Group’s foreign ggign is China yuan renminbi. As of the
reporting date, the assets and liabilities of fymedperations of a subsidiary are translated into
Philippine peso at the rate of exchange rulingaddrice sheet date and its income and expenses
are translated at the weighted average rate foydae The resulting translation differences are
included in the consolidated statements of comprgille income and are presented within the
“Cumulative translation adjustment of a subsidiaagtount in the consolidated statements of
changes in equity. On disposal of a foreign entitg accumulated exchange differences are

*SGVMC214183*

UNAUDITED



-31 -

recognized in the consolidated statements of incasree component of the gain or loss on
disposal.

Leases

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

Group as Lesseef-inance leases, which transfer to the Group anbatly all the risks and

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

Finance charges are reflected in the consoliddastednsents of income.

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

Leases which do not transfer to the Group substi&ntill the risks and benefits of ownership of

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

Group as LessorLeases where the Group does not transfer suiadhaall the risks and benefits
of ownership of the asset are classified as opegrétiases. Lease income from operating leases
are recognized as income on a straight-line bagistbe lease term. Initial direct costs incurred
in negotiating an operating lease are added toalhging amount of the leased asset and
recognized over the lease term on the same basisitas income. Contingent rents are
recognized as revenue in the period in which tireyearned.

Provisions

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

Borrowing Costs

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

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

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

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

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

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

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

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

The carrying amount of deferred tax assets is wadeat each balance sheet date and reduced to
the extent that it is no longer probable that sight taxable profit will be available to allow alt
part of the deferred income tax assets to be ediliZunrecognized deferred tax assets are
reassessed at each balance sheet date and amgizeddg the extent that it has become probable
that future taxable profit will allow the deferr&ak assets to be recovered.

Deferred tax assets and liabilities are measurdtkabx rates that are expected to apply to the
period the asset is realized or the liability igled, based on tax rates (and tax laws) that have
been enacted or substantively enacted at balaeet date.

Income tax relating to items recognized directlyhia consolidated statements of comprehensive
income is recognized in the consolidated statenwritemprehensive income and not in the
consolidated statements of income.
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Deferred tax assets and deferred tax liabilitiesodfset, if a legally enforceable right existstt
off current tax assets against current tax liabgiand the deferred taxes relate to the sameléaxab
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 assetaicss is not recoverable from the taxation
authority, in which case the tax is recognizedas$ @f the cost of acquisition of the asset or
as part of the expense item as applicable; and

= receivables and payables that are stated withrtimeiat of tax included.

The net amount of VAT recoverable from, or payablehe taxation authority is included as part
of “Other current assets” and “Accounts payable @ther current liabilities” accounts in the
consolidated balance sheets.

Business Segments

The Group is organized and managed separatelydingdo the nature of business. The four
major operating businesses of the Group are shgppall development, retail, real estate
development and tourism, and hotels and conventidhese operating businesses are the basis
upon which the Group reports its segment infornmagicesented in Note 6 to the consolidated
financial statements.

Basic/Diluted Earnings Per Common Share (EPS)

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

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

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

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

Events after the Reporting Period

Post year-end events that provide additional in&tiom about the Group’s position at reporting
period (adjusting events) are reflected in the obdated financial statements. Post year-end
events that are not adjusting events are discliosé notes to the consolidated financial
statements when material.
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5. Business Combinations

Acquisition of Magenta
In 2008, SM Land completed the acquisition of 10@&tership of Magenta, which is an unlisted
company incorporated in the Philippines.

The acquisition of Magenta was considered as anbssicombination and was accounted using
the acquisition method in 2010. However, the Ddpean31, 2009 and 2008 consolidated
financial statements were not restated due to imnadity. If restated, the December 31, 2009
and 2008 consolidated net income would be redugdéebb/ million and B3.2 million,
respectively.

The excess of the cost of business combinationtbeenet carrying amounts of the assets and
liabilities of B10.7 million was recognized as duadll in 2010 (see Note 17).

Acquisition of Service Companies

In 2009, SM Retail completed the acquisition of 98¥nership of various Service Companies,
which are unlisted companies incorporated in thégpimes that provides general services to the
various department store companies.

The acquisition of the Service Companies was censilas business reorganization of companies
under common control. Thus, the acquisition wa®acted for similar to pooling of interest
method. However, the December 31, 2008 consotidatancial statements were not restated due
to immateriality. If restated, the December 310&@@onsolidated net income would be reduced

by B10.0 million.

The excess of the cost of business combinationtbeenet carrying amounts of the assets and
liabilities of B12.7 million is included under “Hiy adjustment from business combination”
account in the equity section of the December B09Zonsolidated balance sheet.

The total cash inflow from the acquisition of ther8ce Companies amounted to B34.0 million.

Acquisition of Alpha Star

On September 3, 2009, SM Land China, completeddhaisition of Alpha Star from Grand
China for B777.9 million£Y¥12.1 million). As a result of the acquisition phl Star became a
wholly-owned subsidiary of SM Land China.

Below are the details of the net cash outflow fitt acquisition of Alpha Star:

Cash outflow on acquisitiofin thousands):
Net cash and cash equivalents acquired

with the subsidiary P154,961
Cash paid (777,878)
Net cash outflo (B622,917)

The acquisition of Alpha Star was considered agless reorganization of companies under
common control. Thus, the acquisition was accalifdesimilar to pooling of interest method.
However, the December 31, 2008 and 2007 consotidatancial statements were not restated
due to immateriality. If prior periods would bestated as a result of the acquisition of Alpha,Star
the December 31, 2008 and 2007 consolidated netieavould be reduced by B6.0 million and
B7.0 million, respectively.
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The excess of the cost of business combinationstbeenet carrying amounts of the identifiable
assets and liabilities amounting to B18.0 milimmcluded under “Equity adjustment from
business combination” account in the equity seatithe December 31, 2009 consolidated
balance sheet.

Acquisition of SM China Companies

On November 13, 2007, the BOD of SM Prime apprdhedacquisition of 100% of the
outstanding common shares of Affluent and Mega Mhakéding companies of the three SM
Malls in China, in exchange for SM Prime’s commabares with a valuation based on the 30-day
volume weighted average price of SM Prime at B ped share. The acquisition is intended to
gain a foothold on China’s high-growth prospectd ase this as a platform for long-term growth
outside the Philippines.

On February 18, 2008, SM Prime executed the sytisnriagreements with Grand China and
Oriental Land Development Limited (Oriental Land) the exchange of Affluent and Mega Make
shares of stock valued for 912,897,212 shares oP8Me’s common stock to be issued upon the
approval by the Philippine SEC and PSE. Grand &£bimns Affluent, which is the holding
company of SM Shopping Center (Chengdu) Co. Lt (3hengdu), Xiamen City Co. Ltd. and
Xiamen SM Mall Management Co. Ltd. (collectivelfMXiamen), while Oriental Land owns
Mega Make, the holding company of SM Internatiddqliare Jinjiang City Fujian (SM Jinjiang).

On May 20, 2008, the Philippine SEC approved tHeatan of the share-for-share swap
transaction with Grand China and Oriental Land emtfirmed that the issuance of shares is
exempt from registration requirements of the SéiesrRegulation Code. Pursuant to the
agreements entered into among SM Prime, Grand @imid&riental Land, the 912,897,212
shares of SM Prime were exchanged for 1,000 sla0886 ownership) of Affluent and 1 share
(100% ownership) of Mega Make at a total swap poice10,827.0 million. On May 28, 2008,
the PSE approved the listing of 912,897,212 neweshahich were issued to Grand China and
Oriental Land. The listing of the shares was catgul on June 18, 2008. As a result of the
acquisition, Affluent and Mega Make became wholyaed subsidiaries of SM Prime.

On November 30, 2008, SM Prime likewise complebedacquisition of 100% ownership of
SM Land China from Grand China for B11,360.0 (HK®®). As a result of the acquisition,
SM Land China became a wholly-owned subsidiaryMfF8ime.

Affluent, Mega Make and SM Land China are heretarafollectively referred to as SM China
Companies.

For accounting purposes, the acquisition of Affleemd Mega Make was recorded at the fair
value of the SM Prime shares issued and cash @masioh given to Grand China and Oriental
Land at the date of exchange amounting to B8,128lidn, plus directly attributable costs
associated with the acquisition.

Acquisition of Affluent and Mega Makaffluent and Mega Make are unlisted companies which
were incorporated under the laws of the Britistgifirlslands. Affluent indirectly owns SM
Xiamen and SM Chengdu while Mega Make indirecthnev8M Jinjiang, companies incorporated
in the People’s Republic of China. These compamiesengaged in mall operations and
development and construction of shopping centedgpaoperty management.
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Below are the details of the cost of the acquisitd Affluent:

Cost(in thousands)

Fair value of shares issued R4,809,598
Costs associated with the acquisition 24,919
B4,834,517

Cash outflow on acquisitiofin thousands)
Net cash and cash equivalents acquired

with the subsidiary B558
Cash paid (24,919)
Net cash outflo (B24,361)

The total cost of the acquisition was B4,834.3ioni] consisting of issuance of equity instruments
and costs directly attributable to the acquisiti®@M Prime issued 540,404,330 shares with a fair
value of B8.90 each, the quoted market priceettiares of SM Prime on the date of exchange.

Below are the details of the cost of the acquisitbMega Make:

Cost(in thousands)

Fair value of shares issued B3,315,187
Costs associated with the acquisition 17,316
P3,332,503

Cash outflow on acquisitiofin thousands)
Net cash and cash equivalents acquired

with the subsidiary P18
Cash paid (17,316)
Net cash outflo (B17,298)

The total cost of the acquisition was B3,332.3ioni) consisting of issuance of equity instruments
and costs directly attributable to the acquisiti®@M Prime issued 372,492,882 shares with a fair
value of B8.90 each, the quoted market price@ttiares of SM Prime’s shares on the date of
exchange.

Acquisition of SM Land ChinaSM Land China is an unlisted company which wasrpemted in
Hong Kong.

Below are the details of the net cash inflow frdva acquisition of SM Land China:

Cash inflow on acquisitiofin thousands)
Net cash and cash equivalents acquired

with the subsidiary B7,511
Cash paid (112)
Net cash inflov B7,500

The acquisitions of the SM China Companies wersicdened as business reorganizations of
companies under common control. Thus, the acepnsitvere accounted for similar to pooling of
interest method.
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The excess of the cost of business combinationstbgenet carrying amounts of the net assets
and liabilities at the beginning of the earliestipeé presented of the acquired companies
amounting to B4,818.0 million is included undeqtity adjustment from business combination”
account in the stockholders equity section of thresolidated balance sheets.

Segment Information

For management purposes, the Group is organizedbusiness units based on their products and
services, and has four reportable operating segnaanfiollows: shopping mall development,
retail, real estate development and tourism, anelfiand conventions.

The shopping mall development segment developslums, operates and maintains the business
of modern commercial shopping centers and all lessies related thereto such as the conduct,
operation and maintenance of shopping center sfaceant, amusement centers, or cinema
theaters within the compound of the shopping center

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

The real estate development and tourism segmamntab/ed in the development and
transformation of major residential, commerciategtainment and tourism districts through
sustained capital investments in buildings andastfucture.

The hotels and conventions segment engages inaaridscon the business of hotel and resort and
operates and maintains any and all services aildi¢éscincident thereto.

Others segment primarily includes the Parent Compdrich engages in asset management and
capital investments, and associates which arevedah financial services.

Management monitors the operating results of isriass units separately for the purpose of
making decisions about resource allocation andbpmence assessment. Segment performance is
evaluated based on operating profit or loss amaeigsured consistently with the operating profit

or loss in the consolidated financial statements.

Segment assets and liabilities do not include dedetax assets and deferred tax liabilities,
respectively.

Transfer prices between business segments are setarm’s-length basis, similar to transactions
with third parties. Segment revenue includes feaadetween business segments. Such transfers
are eliminated in the consolidation.

Business Segment Data

2010

Shopping Real Estate
Mall Development Hotels and
Development Retail and Tourism Conventions Others  Eliminations Consolidated
(In Thousands)
Revenue:
Sales to external customers P19,318,278 PR139,263,642 R12,974,161 P600,679=7,2(”,676 BP- P179,358,436
Inter-segment revenue 4,273,228 3,110,643 3,043,464 — 10,338,408 (207489, —
B23,591,506 PB142,374,285 B16,017,625 B600,67917,540,084 (B20,765,743R179,358,436
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2010

Shopping
Mall

Real Estate

Development  Hotels and

Development Retail and Tourism Conventions Others  Eliminations Consolidated
(In Thousands)
Segment results:
Income before income tax P10,796,848 B8,371,466 P8,778,124 (P111,968)10,253,381  (R7,808,852)R30,279,002
Provision for income tax (2,656,715)  (2,429,969) (217,396) (3,663) (104,286) 10,976 (5,401,053)
Net income P8,140,133 P5,941,497 P8,560,728 (P115,628)10,149,095  (R7,797,876)P24,877,949
Net income attributable t
Equity holders of the Parent B7,856,348 B5,783,035 B8,552,486 (P116,449)10,149,095 (R13,784,346)R18,440,169
Non-controlling interests 283,785 158,462 8,242 821 - 5,986,470 6,437,780
Segment assets (excluding
deferred tax) B119,193,199 P65,302,951 PR94,117,055 B2,485,52790,577,330 (P64,868,623406,807,439
Segment liabilities (excluding
deferred tax) B56,069,831 P30,496,617 P35,150,201 P1,525,28916,317,898 (P34,629,6962204,930,150
Net cash flows provided by (us in):
Operating activities P13,913,250 P6,283,721 P6,561,292 P675,210 2,64B,272) (P3,453,710) P11,431,491
Investing activities (14,382,761) 1,328,401  (10,933,360)  (889,640) 11,477,877 1,326,801  (12,072,682)
Financing activities 6,402,803 (6,512,363) 16,421,135 1,908,623 3,823,818 2,074,897 24,118,913
Other information:
Investments in shares of stock of
associates B— B— B5,900,870 P- P64,959,311 P- PR70,88D,1
Equity in net earnings
of associates - - 530,499 - 4,910,327 - 5,440,826
Capital expenditures 11,373,974 4,010,949 15,602,168 25,432 2,808,965 3,823,488
Depreciation and amortization 3,616,926 2,027,332 374,859 57,850 547,039 - 8)6B4,
Provision for impairment losses — — 36,108 — 521,428 - 557,536
2009
Shopping Real Estate
Mall Development Hotels and
Development Retail and Tourism Conventions Others  Eliminations  Consolidated
(In Thousands)
Revenue:
Sales to external customers B16,798,794 PR128346 PR7,506,645 B469,111 B6,962,401 B- P160,053,305
Inter-segment revenue 3,824,919 1,800,424 2,059,453 — 3,374,675 (11,059,471) —

P20,623,713 P130,116,778

P9,566,098 P469,1110,3B7,076 (P11,059,471)P160,053,305

Segment results:

Income before income tax B9,646,482 R6,908,602=3,947,693 B18,531 B7,087,919 (R1,724,282) P25,884,945

Provision for income tax (2,369,645) (1,791,245) (206,176) 11 (415,542) 4,854 (4,777,743)

Net income B7,276,837 B5,117,357 B3,741,517 18,582 B6,672,377 (P1,719,428) B21,107,202
Net income attributable t

Equity holders of the Parent B7,023,350 B4,880,3 B3,732,656 B17,772 R6,672,527(R6,271,628) 16,025,038

Non-controlling interests 253,487 266,996 8,861 077 (150) 4,552,200 5,082,164

Segment assets (excluding

deferred tax) B100,690,912

P44,855,51P55,094,283 P284,918 P172,124,946  (P32,36p, 340,690,422

Segment liabilities (excluding

deferred tax) P48,697,524  P26,377,94R17,474,121 B257,916 P103,607,433 (R24,84p,6¥b671,572,263
Net cash flows provided by (us in):
Operating activities B12,600,419 B9,014,763 ,qB4,223) B119,586 B6,216,442 (P1,430,306R24,601,681
Investing activities (13,746,179) (1,186,539) 458,569 (87,419) (21,462,063) (4,069,887) (40,093,518)
Financing activities (3,166,842) (5,068,432) 1,281,780 — 16,024,139 5,349,353 14,419,998
Other information:
Investments in shares of stock of
associates B- = B3,326,215 B-  PB54,520,555 P57,846,770
Equity in net earnings
of associates - - 359,182 - 3,549,060 - 3,908,242
Capital expenditures 10,747,953 2,694,271 4,747,80 118,437 1,206,375 - 19,514,838
Depreciation and amortization 3,381,399 1,925,280 228,142 6,629 426,694 - 5,968,144
Reversal of impairment losses — - — — 1,209,646 — 1,209,646
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2008
Shopping Real Estate
Mall Development Hotels and
Development Retail and Tourism Conventions Others  Eliminations  Consolidated
(In Thousands)

Revenue:

Sales to external customers B15,339,44%118,414,882 PR3,710,496 B53,003 PR9,980,722 B- P147,498,552

Inter-segment revenue 3,411,982 1,349,009 1,858,498 — 6,712,543  (13,332,032) —

B18,751,431 P119,763,891 P5,568,994 B53,003 P16,693,265 (P13,332,032)PR147,498,552

Segment results:

Income before income tax P9,480,426 P5,875,205-2,018,957 R464  PR11,607,037 (R5,904,278)23,072,818

Provision for income tax (2,747,139) (2,041,678) (343,302) (56) (550,652) 4,854 (5,677,973)

Net income B6,733,287 P3,833,527 P1,670,655 08P4 P11,056,385 (R5,899,417)R17,394,845
Net income attributable t

Equity holders of the Parent P6,412,215 P3,7128,6 P1,669,689 P367 PR11,056,385 (P8,858,56@14,003,705

Non-controlling interests 321,072 109,914 966 41 — 2,959,147 3,391,140
Segment assets (excluding

deferred tax) P95,296,018 P51,798,476  P44,462,35 P81,745 P143,692,951 (P44,489,833290,841,714
Segment liabilities (excluding

deferred tax) P46,558,404  P23,964,566  P11,587,84 P81,040 PR77,970,914 (P22,171,698)37,931,074
Net cash flows provided by (us in):

Operating activities R10,806,595 P6,054,989 ,§24,632) B24,845  (R9,902,811) P6,197,469 P11,356,455

Investing activities (8,176,900) (1,407,435) 1,603,810 (22,377) 15,088,870 (5,895,697) 1,190,271

Financing activities 3,023,035 (3,923,577)  (47,749) (9,914) 17,787,688 (814,953) 16,014,530

Other information:
Investments in shares of stock of
associates B— = BP1,800,559 B-  P45,194,300 P46,994,859
Equity in net earnings

of associates - - 193,952 - 1,443,224 - 1,637,176
Capital expenditures 9,016,568 1,464,531 5,608,827 1,987 2,003,224 - 18,095,137
Depreciation and amortization 2,754,612 1,845,800 255,729 369 381,150 - 5,237,660
Provision for impairment losses — — — — (5,602,193) — (5,602,193)

Cash and Cash Equivalents
This account consists of:
2010 2009
(In Thousands)
Cash on hand and in banks (see Note 22) B11,808,709 B6,579,398
Temporary investments (see Notes 18 and 22) 55,152,301 36,967,603

P66,961,010 P43,547,001

Cash in banks earn interest at the respective thepésit rates. Temporary investments are made
for varying periods of up to three months dependinghe immediate cash requirements of the
Group, and earn interest at the respective temparaestment rates (see Note 25).
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8. Time Deposits and Short-term Investments

This account consists of;

2010

2009

Time deposits:

(In Thousands)

Pledged (see Notes 20 and 22) B7,452,800 R6,422,970
Not pledged (see Note 22) 29,966,295 35,251,479
37,419,095 41,674,449

Short-term investments (see Note 22) 876,800 924,000
38,295,895 42,598,449

Less current portion 876,800 10,361,224
Noncurrent portio B37,419,095 B32,237,225

Dollar and peso time deposits as of December 310 2tnounting to US$853.5 million

(B37,416.6 million) and B2.5 million, respectiyddear annual interest rates ranging from 3.5% to
6.5%. Dollar time deposits amounting to US$378illian (R16,592.6 million) are due in July
2013, US$430.0 million (B18,851.2 million) are dné&eptember 2014, and US$45.0 million
(B1,972.8 million) are due in October 2017. Rese deposit amounting to B2.5 million is due in
August 2012.

Dollar and peso time deposits as of December 319 2thounting to US$897.6 million

(B41,472.0 million) and BP202.5 million, respeelyy bear annual interest rates ranging from 1.5%
to 6.5%. Dollar time deposits amounting to US$294illion (R9,237.2 million) are due in

March and October 2010, US$697.7 million (B32,234illion) are due starting May 2011 until
September 2014. Peso time deposit amounting@0.B2nillion is due in January 2010 while the
remaining B2.5 million is due in August 2012.

A portion of the time deposits amounting to US$07illion and US$139.0 million, with peso
equivalents of B7,452.8 million and B6,423.0iomillas of December 31, 2010 and 2009,
respectively, were used as collateral for loanaiabt by SMIC (see Note 20).

Short-term investments amounting to US$20.0 millisith peso equivalents of B876.8 million
and B924.0 million as of December 31, 2010 an®2@&pectively, bear a fixed interest rate of
3.24%.

The interest income earned on time deposits and-&ron investments are further discussed in
Note 25.
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9. Investments Held for Trading and Sale

This account consists of;

The Group recognized unrealized gain of BP11.4ioniland unrealized loss of B80.0 million and
P1,375.3 million from fair value adjustments ofestments held for trading for the years ended
December 31, 2010, 2009 and 2008, respectivelie @Ganvestments held for trading resulted to
loss of B5.7 million and B1.6 million in 2010 a2@D9, respectively, and gain of B21.3 million in
2008. The amounts are included under “Gain oncfadeailable-for-sale investments and fair

2010

2009

Investments held for trading -

(In Thousands)

Bonds (see Note 22) P444,676 R1,642,049
Available-for-sale investments (see Note 12):
Bonds and corporate notes 1,000,000 2,756,472
Shares of stock 458,963 392,282
Redeemable preferred shares (see Note 22) 104,162 -
1,563,125 3,148,754
P2,007,801 B4,790,803

value changes on investments held for trading anigdratives” account in the consolidated
statements of income.

10. Receivables

This account consists of;

2010 2009
(In Thousands)
Trade:

Tenants (see Note 22) B3,304,024 B2,722,295
Real estate buyers 7,798,762 4,789,491
Due from related parties (see Note 22) 3,350,787 3,548,572
Management fees (see Note 22) 353,691 378,249
Dividends — 10,266
Total 14,807,264 11,448,873
Less allowance for impairment loss 12,476 8,926
14,794,788 11,439,947

Less noncurrent portion of receivables from
real estate buyers (see Note 17) 4,968,012 2,648,249
Current portion B9,826,776 B8,791,698

The terms and conditions of the above receivabkasifollows:

Trade receivables from tenants and managemeneéeévables are noninterest-bearing and
are normally collectible on a 30 to 90 days’ terfReceivables from real estate buyers mainly

consist of receivables subject to financing fromksaand other financial institutions with

interest at market rates ranging from 13% to 18%@paum and normally collectible on a

3 to 5 years’ term.

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

= Dividends receivable are noninterest-bearing aadharmally collectible within the next

financial year.

The movements in allowance for impairment lossaaréollows:

2010 2009

(In Thousands)
Balance at beginning of year P8,926 P8,926
Provision for the year (see Note 24) 3,550 -
Balance at end of year B12,476 B8,926

Allowance for impairment loss amounting to B12iliom and B8.9 million as of December 31,
2010 and 2009, respectively, pertains to receigafoten tenants which were identified through

specific assessment.

The aging analysis of receivables as of Decembge?@l0 and 2009 are as follows:

2010

Neither Past Due

Past Due but not Impaired

nor Impaired 31-90 Days 91-120 Days Over 120 Days Impaired Total
(In Thousands)
Trade:
Tenants B2,791,810 P309,157 P190,581 B- R12,476 RO
Real estate buyers:
Current 7,154,343 36,154 12,283 75,707 - 7,278,487
Noncurrent 15,325,185 - - - - 15,325,185
Due from related parties 3,350,787 - - - - 3,350,787
Management fees 353,691 - — - — 353,691
P28,975,816 B345,311 B202,864 B75,707 B12,476 P29,612,174
Less unrecognized portion of trade
receivable from real estate buyers
due to percentage of completion
method 14,804,910
Net receivables before allowance
doubtful accounts P14,807,264
2009
Neither Past Due Past Due but not Impaired
nor Impaired 31-90 Days 91-120 Days Over 120 Days Impaired Total
(In Thousands)
Trade:
Tenants P2,190,787 B522,582 P— B— P8,926 72B295
Real estate buyers:
Current 3,784,704 37,606 17,030 90,110 - 3,%1,4
Noncurrent 5,708,336 - - - - 5,708,336
Due from related parties 3,548,572 - - - - 3,548,57
Management fees 378,249 - - - - 378,249
Dividends 10,266 — — — — 10,266
P15,620,914 P560,188 P17,030 P90,110 P8,926 16,287,168

Less unrecognized portion of trade
receivable from real estate buyers
due to percentage of completion
method

Net receivables before allowance
doubtful accounts

4,848,295

P11,448,873

Receivables, other than those identified as impgaaee assessed by the Group’s management as

good and collectible.

UNAUDITED
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11. Other Current Assets

This account consists of:

2010 2009
(In Thousands)

Advances and other receivables (see Note 22) B5,551,857 B7,469,189
Prepaid taxes and other prepayments 3,517,528 2,456,832
Condominium units for sale (see Note 16) 1,531,486 1,021,624
Advances for project development (see Note 22) 1,121,653 1,294,011
Club shares inventories 918,780 22,707
Input tax 740,113 480,112
Supplies and uniform inventory 457,540 487,716
Treasury bonds (see Note 17) 300,000 -

14,138,957 13,232,191
Less allowance for impairment loss 5,705 5,705

P14,133,252 P13,226,486

= Advances and other receivables include receivdides banks, credit cards and others which
are noninterest-bearing and are normally collegtirl a 30 to 90 days’ term. This also
includes interest-bearing advances to third partibsch are normally collectible within the
next financial year, and accrued interest whichtes mostly to short-term time deposits that
will mature within the next financial year. Intsten time deposits is collected at respective
maturity dates.

= Advances for project development mostly pertaindeances made to related parties for the
acquisition of land for future development. In 20@dvances amounting to B639.8 million
were liquidated through the transfer of the absolatting rights in SMRC in favor of SMDC.

= Club shares inventories pertain to club sharesaaf é Loro Beach and Country Club (Pico
de Loro) which Costa del Hamilo Inc. (Costa), assdiary of Mt. Bliss, received as
consideration for the parcel of land and constamctiosts of the Beach and Country Club.
The club shares entitle its holders to proprietdnp membership in Pico de Loro’s beach and
country club facilities. Costa’s club shares ineeies had a total of 7,256 and 4,067 as of
December 31, 2010 and 2009, respectively.

On the other hand, at various dates in 2010 ané,2D@sta sold 697 and 40 club shares to
third parties and other affiliates for a total doesation of 320.6 million and B15.0 million,
respectively. Gain arising from the sale of clhares amounted to B127.4 million and
B1.4 million for the year ended December 31, 281 2009.

The movements in allowance for impairment lossgtessification as follows:

Prepaid Taxes Advances and

and Other Other
Prepayments Receivables Total
(In Thousands)
As of January 1, 2009 R484,282 B5,705 R489,987
Reversal of provision in 2009 (484,282) - (484,282)
As of December 31, 2009 and 2010 — 5,705 5,705

Allowance for impairment loss amounting to B5.Tion as of December 31, 2010 and 2009,
respectively, pertains to advances and other rabkgs which were identified through specific
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assessment. There was no additional impairmestidiestified based on the collective
assessments made in 2010 and 2009.

12. Available-for-Sale Investments
This account consists of investments in:

2010 2009

(In Thousands)

Shares of stock:

Listed B7,374,086 B6,691,382
Unlisted 101,875 338,593
Bonds and corporate notes 5,120,431 3,737,607
Redeemable preferred shares (see Note 22) 104,162 102,795
Club shares 5,110 5,420
12,705,664 10,875,797

Less allowance for impairment loss 45,132 45,132
12,660,532 10,830,665

Less current portion (see Note 9) 1,563,125 3,148,754
Long-term portion B11,097,407 B7,681,911

The account includes investments of SM Prime’sstiments in redeemable preferred shares
issued by a domestic corporation with an annuatldind rate of 8.25% and investments in
corporate notes issued by BDO with fixed interagt 0f 6.80% (see Note 22). The preferred
shares have preference over the issuer's commaoassimethe payment of dividends and in the
distribution of assets in case of dissolution aquidlation. Preferred shares amounting to
US$50.0 million (B2,453.3 million) were redeemedictober 2009. The remaining shares as of
December 31, 2010 are mandatorily redeemable it 20par value. Investments in corporate
notes are intended to meet short-term cash reqgeirtsm

Investments in bonds and corporate notes as ofrbleee31, 2010 include third party convertible
bonds and corporate notes with fixed interest nateging from 2.5% to 8.25%. These
investments will mature on various dates beginoeindg-ebruary 11, 2013 and November 3, 2017.

Investments in bonds and corporate notes as ofrbleee31, 2009 include retail treasury bills
which were purchased with fixed interest rate ab¥and third party zero-coupon and
convertible bonds with fixed interest rate of 2.5%hese investments will mature on various dates
starting July 12, 2010 until February 11, 2013.

The investment in convertible bonds as of DecerBhe010 and 2009 have embedded
derivatives which are further discussed in Note 30.

The movements in allowance for impairment lossaaréllows:

2010 2009
(In Thousands)
Balance at beginning of year P45,132 P1,063,296
Recovery - (1,018,164)
Balance at end of year B45,132 P45,132
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The movements in net unrealized gain on AFS investmfor the years ended December 31,
2010 and 2009 are as follows:

2010 2009
(In Thousands)

Balance at beginning of year P3,816,597 R849,062
Share in net unrealized gain of associates

(see Note 13) 1,996,139 1,538,412
Gain due to changes in fair value of

AFS investments 1,466,702 1,429,123
Transferred to consolidated statements of

comprehensive income (481,343) -
Balance at end of year B6,798,095 B3,816,597

Gain on disposal of AFS investments recognized uf@ain on sale of available-for-sale
investments and fair value changes on investmegttisfor trading and derivatives” account in the
consolidated statements of income amounted to B48illion for the year ended December 31,
2010, none for the year ended December 31, 20082484d.4 million for the year ended
December 31, 2008. The amounts are exclusiveeasliare of the non-controlling interests.

13. Investments in Shares of Stock of Associates

The details of and movements in this account afelksvs:

2010 2009

(In Thousands)

Acquisition cost:

Balance at beginning of year P46,827,926 P41,225,306
Additions 7,310,303 3,242,909
Disposals/reclassifications - net (24,038) 2,359,711
Balance at end of year 54,114,191 46,827,926
Accumulated equity in net earnings:

Balance at beginning of year 15,006,502 10,130,579
Equity in net earnings 5,440,826 3,908,242
Share in net unrealized gain on AFS investments

of associates 2,065,101 1,603,186
Dividends received (1,355,614) (635,505)
Accumulated equity in net earnings

of investments sold/reclassified (43,167) -
Balance at end of year 21,113,648 15,006,502

75,227,839 61,834,428

Allowance for impairment loss:

Balance at beginning of year 3,987,658 4,361,027
Additions 380,000 -

Recovery - (373,369)
Balance at end of year 4,367,658 3,987,658

P70,860,181 P57,846,770
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The Group recognized its share in the net gain B8 lvestments of the associates amounting to
R2,065.1 million and R1,603.2 million and neslo$ B3,033.7 million, inclusive of the share of
the non-controlling interests amounting to B69illion, B64.8 million and B62.6 million for the
years ended December 31, 2010, 2009 and 2008ciashe The net unrealized gain or loss was
recognized in the consolidated statements of cangmsive income. The allowance for
impairment loss pertaining on its investment in &de Oro Unibank, Inc. (BDO) amounted to
B3,987.7 million as of December 31, 2010 and 286086,0n its investment in Highlands Prime,
Inc. (HPI) amounted to B380.0 million as of DecemBl, 2010 and none in 2009.

The major associates of the Group are as follows:

Effective Percentage
of Ownership

Company 2010 2009  Principal Activities
BDO* 41 46  Financial services
Sodexho Pass, Inc.* 40 40 Retall

Real estate development
HPI 24 24 and tourism
China Banking Corporation (China Bank) 20 20  Financial services

Real estate development
Belle Corp. (Belle) 13 — and tourism

*The financial statements of these associates weadéed by other independent auditors.

In 2010, the Group obtained 17.53% additional osinigrin Belle for a total consideration of
P1,598.3 million. The acquisition resulted inIBdlecoming an associate of the Group at 24.77%
and 13.24% direct and effective ownership, respelgti as of December 31, 2010.

SMIC and an affiliate entered into a deed of asagm whereby the affiliate cedes, transfers,
conveys and assigns to the former, all commerights for certain marketable securities. The
consideration, which is equivalent to the costhef assigned shares of B5,712.0 million and
B2,178.0 million as of December 31, 2010 and 26&pectively, was paid through application of
outstanding receivables of SMIC from the affiliate.

At various dates in 2010, SMIC disposed a totd.8fmillion BDO common shares, which is
equivalent to 0.2% of the total outstanding commsitarck of BDO at an average price of B28.63 a
share or for a total cost of B151.8 million.

In April 2010, Primebridge and MRDC disposed altofe21.5 million BDO common shares,
which is equivalent to 0.8% of the total outstaigdiommon stock of BDO at an average price of
R22.65 a share or for a total cost of R486.2anill

At various dates in 2009, SMIC acquired a tota34® million additional BDO common shares,
which is equivalent to 1.5% of the total outstaigdoiommon stock of BDO, at an average price of
B24.65 a share or for a total cost of B860.8anill

At various dates in 2010, SMDC disposed a totd@l.09 million China Bank shares, which is
equivalent to 0.08% of the total outstanding commimck of China Bank, at an average price of
R340.8 a share or for a total cost B31.1 million.

At various dates in 2009, SMIC acquired a totad.&f million additional China Bank shares,
which is equivalent to 0.65% of the total outstagdcommon stock of China Bank, at an average
price of B320.89 a share or for a total cost28641 million.
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On October 18, 2009, SM Land sold 0.5 million Chidank shares with total carrying value
amounting to B18.9 million for B182.5 million h& gain on sale of investments in shares of stock
of associates amounted to B163.6 million.

The condensed financial information of significagsociates is shown below:

2010 2009
(In Millions)
BDO:
Total resources B1,009,869 B862,049
Total liabilities 912,137 794,162
Interest income 49,930 48,810
Interest expense 15,772 18,251
Net income 8,881 6,101
China Bank:
Total resources 257,479 234,036
Total liabilities 225,025 203,667
Interest income 13,213 13,410
Interest expense 4,580 5,174
Net income 5,004 4,103
Highlands Prime:
Total current assets 1,904 1,441
Total noncurrent assets 3,115 3,248
Total current liabilities 1,521 673
Total noncurrent liabilities 739 1,266
Revenue from real estate sales 427 1,098
Cost of real estate sold 230 847
Net income 8 24
Belle:
Total assets 10,528 9,973
Total liabilities 4,350 4,274
Revenue from real estate sales 1,263 1,403
Cost of real estate sold 697 851
Net income 465 386

As of December 31, the fair values of investmemtassociates which are listed in the PSE are as
follows:

2010 2009
(In Thousands)
BDO B81,262,407 B51,377,507
China Bank 10,536,720 8,170,728
Highlands Prime 1,852,723 2,686,449
Belle 7,235,586 -
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14. Property and Equipment

The movements in this account are as follows:

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

Cost
Balance as of December 31, 2008 B2,947,124 B4BB5 B5,167,326 B2,811,850 B1,774,776 B1,802,878 P1,698,384 B564,584 ,BPT5 B21,908,136
Additions - 10,825 750,586 308,156 558,185 383,206 564,356 219,653 73,264 2,868,231
Acquired business (see Note 5) - - - 4,871 1,616 - - - - 6,487
Reclassifications - (255,153) 71,554 (97,767) 203,080 43,606 (138,610) 919 (147,079) (319,450)
Disposals/retirements - (64) (181,426) (61,744) (299,390) (205,196) (163,901) (4,851) (572) (917,144)
Balance as of December 31, 2009 2,947,124 4,621,21 5,808,040 2,965,366 2,238,267 2,024,494 1,960,229 780,305 201,224 23,546,260
Additions - 62,715 1,090,663 360,809 784,465 667,928 817,095 30,169 589,641 4,403,485
Reclassifications (1,892) (140,961) 293,750 (35,386) 61,889 (88,121) (132,640) (182,360) (85,092) (310,813)
Disposals/retirements - (8,673) (553,728) (37,513) (34,383) (179,800) (15,492) (1,734) (6,105) (837,428)
Balance as of December 31, 2010 P2,945,232 PLS34 P6,638,725 P3,253,276 P3,050,238 P2,424,501 P2,629,192 P626,380 P699,668 P26,801,504
Accumulated Depreciation and Amortization
Balance as of December 31, 2008 B— B2,134,348 598561 B1,960,075 B967,572 B1,428,415 B922,827 B277,091 B- P11,288,889
Depreciation and amortization - 273,903 873,710 282,359 206,761 122,894 247,666 36,993 - 2,044,286
Acquired business (see Note 5) - - - 1,098 118 - - - - 1,216
Reclassifications - (179,829) (18,140) (30,026) 138,496 20,594 (118,758) 1,275 - (186,388)
Disposals/retirements — (9) (139,960) (48,122) (218,184) (127,929) (56,675) (4,070) — (594,949)
Balance as of December 31, 2009 - 2,228,413 4,314, 2,165,384 1,094,763 1,443,974 995,060 311,289 - 12,553,054
Depreciation and amortization - 70,420 695,655 317,717 344,960 230,439 327,429 (9,309) - 1,977,311
Reclassifications - (36,304) 59,002 (62,059) (120,503) (155,487) (148,442) 2,522 - (461,271)
Disposals/retirements — — (523,959) (26,979) (18,658) (64,217) (1,643) (673) — (636,129)
Balance as of December 31, 2010 P P2,262,529 P4,544,869 P2,394,063 P1,300,562 P1,454,709 P1,172,404 P303,829 P P13,432,965
Net Book Value
As of December 31, 2010 B2,945,232 B2,271,763 ,0B82,856 B859,213 B1,749,676 B969,792 P1,456,788 B322,551 B699,668 P13,368,539
As of December 31, 2009 2,947,124 2,392,798 136383, 799,982 1,143,504 580,520 965,169 469,016 201,2 10,993,206

UNAUDITED
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15. Investment Properties

The movements in this account follow:

Building
Land and Equipment,
Improvements and Buildings and Furniture Construction in
Land Use Rights  Improvements and Others Progress Total
(In Thousands)
Cost
Balance as of December 31, 2008 B19,730,004 P67,552,251 B12,782,865 B9,210,389 B109,275,509
Additions 1,909,872 3,277,091 1,280,429 7,098,891 13,566,283
Reclassifications 946,746 4,277,213 656,497 (4,074,513) 1,805,943
Disposals (61,046) (1,726) (19) — (62,791)
Balance as of December 31, 2009 22,525,576 75,104,829 14,719,772 12,234,767 124,584,944
Additions 3,298,010 1,668,232 386,442 10,074,185 15,426,869
Reclassifications 1,608,388 8,011,986 867,775 (9,480,046) 1,008,103
Disposals (129,476) — — — (129,476)
Balance as of December 31, 2010 B27,302,498 B84,785,047 P15,973,989 P12,828,906 P140,890,440
Accumulated Depreciation, Amortization
and Impairment Loss

Balance as of December 31, 2008 B821,500 P12,503,367 B5,860,844 B- B19,185,711
Reversal on impairment loss (351,995) - - - (351,995)
Depreciation and amortization 113,238 2,471,310 1,137,843 - 3,722,391
Reclassifications 144,999 204,943 (9,220) - 340,722
Disposals — (1,726) (19) — (1,745)
Balance as of December 31, 2009 727,742 15,177,894 6,989,448 - 22,895,084
Depreciation and amortization 338,854 2,870,901 1,134,186 - 4,343,941
Reclassifications 56,640 26,787 (99,256) - (15,829)
Disposals — — — — —
Balance as of December 31, 2010 P1,123,236 P18,075,582 P8,024,378 P— P27,223,196
Net Book Value
As of December 31, 2010 B26,179,262 B66,709,465 B7,949,611 B12,828,906 P113,667,244
As of December 31, 2009 21,797,834 59,926,935 7,730,324 12,234,767 101,689,860

The movements in allowance for impairment lossamm land improvements and land use rights
are as follows:

2010 2009
(In Thousands)
Beginning balance B799,708 R1,151,703
Reversal of provision - (351,995)
Ending balance B799,708 B799,708

The fair values of investment properties were deiteed by independent appraisers based on
appraisal reports made in 2010, which amountex2&8f69.7 million at balance sheet date. The
fair value represents the amount at which the sigset be exchanged between a knowledgeable,
willing seller and a knowledgeable, willing buyaran arm’s-length transaction at the date of
valuation in accordance with International Valuatitandards.

Included under “Land” account are the 223,474 sgjuaaters of real estate properties with a
carrying value of B475.0 million and B487.0 roitliof December 31, 2010 and 2009,
respectively, and a fair value of B13,531.0 millass of August 2007. The land was planned for
residential development in accordance with the ecafpve contracts entered into by Mega Make
and Affluent with Grand China and Oriental LandMarch 15, 2007. The value of these real
estate properties was not part of the consideraiaich by SM Prime of B10,827.0 million to
Grand China and Oriental Land. Accordingly, theeés were recorded at carrying values under
“Investment properties” account and a correspontiadajlity equivalent to the same amount is
shown as part of “Tenants’ deposits and othersbaatin the consolidated balance sheets.
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A portion of investment properties located in Chivith a carrying value of B623.0 million
and B647.0 million as of December 31, 2010 an®2@3%pectively, and a fair value of
R16,879.0 million as of August 2007, were mortghge collaterals to secure the domestic
borrowings in China (see Note 20).

Rent income from investment properties, which imarily attributable to SM Prime, amounted
to B17,904.7 million, B15,722.1 million and BHH.3 million for the years ended December 31,
2010, 2009 and 2008, respectively. Consolidatezttibperating expenses from investment
properties which generate income amounted to BE142nillion, B9,745.8 million and

R8,208.1 million for the years ended Decembe£810, 2009 and 2008, respectively.

Construction in progress account includes shoppialj complex under construction of

SM Prime. In 2010, shopping mall complex understauttion mainly pertains to costs incurred
for the development of SM Taguig, SM Masinag, SMt8w and SM Chongging. In 2009,
shopping mall complex under construction mainlytgies to costs incurred for the development
of SM City Tarlac, SM Calamba, SM San Pablo, SM &lmhes, SM Masinag, SM Suzhou and
SM Chongging.

Shopping mall complex under construction includest of land amounting to B1,966.4 million
and B2,087.7 million as of December 31, 2010 &u2respectively.

Construction contracts with various contractoratesl to the construction of the above-mentioned
projects amounted to B27,509.0 million and B1®@illion as of December 31, 2010 and 2009,
respectively, inclusive of overhead, cost of latwed materials and all other costs necessary for the
proper execution of the works. The outstandingremis as of December 31, 2010 and 2009 are
valued at B5,745.0 million and B3,962.0 millioegpectively.

Interest capitalized to shopping mall complex urmerstruction amounted to B600.2 million and
P1,037.0 million in 2010 and 2009, respectivaBapitalization rates used were 6.87% and 8.30%
in 2010 and 2009, respectively.

16.

Land and Development and Condominium Units for Sale

Land and development, which amounted to B19,7@8l®n and B12,370.4 million as of
December 31, 2010 and 2009, respectively, incladd and cost of the condominium projects.

SMDC

Land and development costs attributable to SMD@Eapeto the on-going projects namely,
Berkeley Residences, Field Residences Tower 8 s®asidences, Jazz Residences, Light
Residences, Princeton Residences, Sea ResidenceReSidences, Wind Residences and Cluster
4 of Chateau Elysee. Estimated cost to completgtbjects amounted to B5,518.0 million and
B8,364.0 million as of December 31, 2010 and 26&pectively.

SMDC has also acquired several parcels of lanéutare development with aggregate carrying
value of B8,759.5 million and B2,149.5 millionadd¥ecember 31, 2010 and 2009, respectively.

In 2010, SMDC acquired Vancouver Land Inc. (VLIj B666.6 million and became SMDC's
wholly owned subsidiary. The purchase of VLI wasaunted for as an acquisition of asset. VLI
owns a parcel of land which will be developed iatcommercial/residential condominium
project. The project and the details of the sltanethod for the revenue of the project have not
been finalized as of December 31, 2010.
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In 2009, the SMDC acquired Landfactors for B300illion and became its wholly owned
subsidiary. The purchase of Landfactors was adeduior as an acquisition of asset. Landfactors
owns a parcel of land which is currently being deped into a commercial/residential
condominium project, the Light Residences. Themnee sharing agreement is based on specific
identification of units.

SMDC partially finances its project developmenbtigh issuance of notes and availment of
loans. Capitalized borrowing costs amounted ®4B8Bmillion and B222.0 million in 2010 and
2009, respectively.

Two condominium projects in Quezon City were latettin 2010 namely, M Place at South
Triangle and Blue Residences at Katipunan. Cocitstru of the projects will commence in 2011.

On June 30, 2004, SMDC entered into a JVA with Gowent Service Insurance System (GSIS)
for the development of a residential condominiujgut (the Project) on a parcel of land (the
Property) owned by GSIS. Under the JVA, GSIS statitribute all its rights, title and interest in
and to the Property in consideration of its recefllocated units, which is 15% of the value of
the total saleable units in the Project, in refarmits contribution. In turn, SMDC shall provide
financing for the implementation of the Projectonsideration for 85% of the value of the total
saleable units in the Project.

On July 14, 2005, SMDC submitted to GSIS a Letfdntent to change the Property subject for
development. On September 7, 2005, the GSIS BafaFdustees approved the proposal of
SMDC to change the Property subject for developmeélmder the amended JVA, the Property
will now be 14,430 square meters, more or lesgragn of the Tree Park Area of the GSIS-
Baguio Convention Center.

Under the amended JVA, in the event of a decreag®iinvestment commitment but not below
the amount of P1,100.0 million, there will be rijustment in the sharing or allocation percentage
of both parties as agreed upon based on the orig\f#a In case the reduction goes lower than
R1,100.0 million, there shall be a correspondidiggtment in the sharing or allocation percentage
of both parties, which shall be subject to the egrent of both parties.

As of December 31, 2010, the development of thgeBrtias not yet started.

Costa
Costa’s construction projects located at Hamilos€oaNasugbu, Batangas have the following
developments:

In August 2009, Costa started the constructiomefiranda (Miranda Project) and Carola
(Carola Project) Condominium Projects, which arthlvesidential condominiums. As of
December 31, 2010 and 2009, the construction oidia Project and Carola Project is on-going.
Total estimated cost to complete the Miranda Pt@ad Carola Project amounted to

R336.7 million and B374.8 million, and B739.Tion and B699.4 million, respectively, as of
December 31, 2010 and 2009.

In May 2008, Costa commenced the construction@Mlina Condominium Project (Myna
Project), a residential condominium. Total estiedatost to complete the Myna Project amounted
to B224.6 million as of December 31, 2009. Thedet was completed in June 2010.
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The Jacana Condominium Project (Jacana Projedsidential condominium adjacent to the
Myna Project. Total estimated cost to completeJdmana Project amounted to B18.2 million as
of December 31, 2009. The Project was completdamuary 2010.

In April 2010, the construction of Pico de Loro Ggsta was completed but the ownership of the
risk and rewards of the beach and country clubtveasferred to Pico De Loro in June, 2010.

The total actual cost of beach and country clulexichange for a total of 4,000 club shares
amounted to B1,128.2 million as of December 31020uch amount includes B38.9 million cost
of land and directly attributable costs, transférog Costa to Pico De Loro in 2009.

Condominium units for sale amounting to B1,531ilion and B1,021.6 million as of

December 31, 2010 and 2009, respectively, pertainempleted projects of SMDC consisting of
Tower 1 of the Field Residences, Clusters 1, 8,8)d 6 of the Chateau Elysee and the Mezza
Residences. This likewise includes condominiuntsuiioir sale consisting of Jacana and Myna
Condominium Projects from Costa and Lindenwood tRewes from ICDC. The amounts were
included under “Other current assets” account éncbnsolidated balance sheets (see Note 11).

The condominium units for sale and land and devety are stated at cost as of December 31,
2010 and 2009.

17.

Intangibles and Other Noncurrent Assets
Intangibles
This account consists of:
2010 2009
(In Thousands)
Trademarks and brand names B6,124,762 B6,124,762
Goodwiill 9,229,438 9,218,769

P15,354,200 P15,343,531

Other Noncurrent Assets
This account consists of;

2010 2009

(In Thousands)

Receivable from a related party and escrow

fund (see Note 22) B8,618,215 B6,442,458
Receivables from real estate buyers (see Note 10) 4,968,012 2,648,249
Deposits and advance rentals 4,780,450 2,996,328
Derivative assets (see Note 30) 1,253,129 356,179
Long-term notes (see Note 22) 506,724 506,724
Defined benefit asset (see Note 26) 302,215 212,773
Treasury bonds 200,000 500,000
Others 416,891 386,800

P21,045,636 P14,049,511
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The movements in goodwill are as follows:

2010 2009

(In Thousands)
Balance at beginning of year P9,310,388 P5,946,363
Additions (see Note 5) 10,669 3,364,025
Balance at end of year 9,321,057 9,310,388
Less accumulated impairment loss 91,619 91,619
Net book valu B9,229,438 B9,218,769

The recoverable amount of goodwill, trademarks lanashd names have been determined using the
cash flow projections based on the financial buslgeproved by senior management covering a
3-year period. The calculation of value-in-usenisst sensitive to pre-tax discount rates. The
pre-tax discount rates applied to cash flow proyestranged from 9.19% to 12.61% and 9.89% to
14.04% as of December 31, 2010 and 2009, respbctiVee discount rates were determined
based on the yield of 10-year government bondseabéginning of the forecasted year. Discount
rates reflect the current market assessment ofsketo each cash generating unit and were
estimated based on the average percentage of weigtierage cost of capital for the industry.
The rate was further adjusted to reflect the maaksessment of any risk specific to the cash
generating unit for which future estimates of césivs have not been adjusted. Management
assessed that no reasonable possible change taxplescount rates and future cash inflows
would cause the carrying value of goodwill, tradgmand brand nhames in 2010 and 2009 to
materially exceed its recoverable amount.

In 2009, various cash advances were provided étated party for payment of interest, purchase
of shares and other operating requirements totéiRp,000.0 million, which bears a fixed
interest of 7.0%, payable semi-annually and wiltlunain 2012.

Escrow fund amounting to B2,618.2 million and B8&4million as of December 31, 2010 and
2009, respectively, pertains mainly to the amouedgiired by the Housing and Land Use
Regulatory Board in connection with SMDC'’s tempgricense to sell its upcoming projects in
2010 (see Note 16).

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

Long-term notes pertain to unquoted and unsecuwredrdinated debt instruments which carry
fixed interest rates per annum ranging from 7.0%.50% as of December 31, 2010 and 2009.
The B200.0 million will mature on November 21, 20R88.6 million will mature on May 29,
2018 and the remaining B218.1 million will matoreMarch 20, 2019.

Treasury bonds pertain to quoted Philippine govemntreasury bonds classified as held-to-
maturity investment which bear fixed interest ratasying from 8.5% to 9.0%, payable quarterly.
The B200.0 million will mature on July 31, 2013il@hthe remaining 300.0 million will mature
on July 31, 2011 (see Note 11).

“Other noncurrent assets-others” account mostliapeto depreciable input value-added tax.
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18.

Bank Loans
This account consists of;

2009

(In Thousands)

2010

Parent Company:

U.S. dollar-denominated loans B14,028,300 B1,016,400
Peso-denominated loans 3,970,000 500,000

Subsidiaries -
Peso-denominated loans 2,410,000 3,356,894
B20,408,3800 B4,873,294

The peso-denominated loans bear annual interest ramging from 2.50% to 3.80% and 4.80% to
8.00% in 2010 and 2009, respectively. The U.Sadolenominated loans amounting to
US$320.0 million (B14,028.8 million) and US$22.0lion (B1,016.4 million) as of December 31,
2010 and 2009, respectively, bear interest at 3tmbondon Inter-Bank Offered Rate (LIBOR)
plus margin. These loans payable have maturifiesse than one year.

A portion of these loans is collateralized by tenapg investments and property and equipment in
accordance with the regulations of the BSP. Theyice values of the collaterals approximate
the amounts of the loans.

19.

Accounts Payable and Other Current Liabilities

This account consists of:

2010 2009
(In Thousands)

Trade P24,623,436 B21,930,908
Payable arising from acquisition of land 3,674,262 2,282,258
Nontrads 2,264,026 1,297,275
Due to related parties (see Note 22) 1,967,940 2,935,524
Gift checks redeemable and others 1,935,065 1,614,071
Accrued interest (see Note 22) 1,689,155 1,674,284
Payable to government agencies 1,458,125 955,941
Accrued expenses (see Note 22) 1,427,317 1,212,302

P39,039,326 P33,902,563

The terms and conditions of the above liabilitielofv:

» Trade payables primarily consist of liabilitiessigppliers and contractors, which are
noninterest-bearing and are normally settled o 8030 days’ term.

= Payable arising from acquisition of land, nontradgables, accrued interest and others are
expected to be settled within the next financiarye

» The terms and conditions relating to due to relatties are further discussed in Note 22.
= Gift checks are redeemable at face value.
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= Payable to government agencies mainly consistsitpiub tax which are normally settled
within the next financial year.

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

20. Long-term Debt

This account consists of:

2010 2009
Gross Amount Debt Issue Cost Net Amount Gross AmountDebt Issue Cost Net Amount
(In Thousands)

Parent Company
U.S. dollar-denominated:
Fixed Rate bonds B45,453,484 (2473,682) B44,979,802 PB39,270,000 (B351,967) P38,918,033
Convertible bonds 993,374 (3,062) 990,312 13,167,251 (70,007) 13,097,244
Peso-denominated:
Five-year and seven-year retail

bonds 9,400,000 (73,859) 9,326,141 9,400,000 (85,466) 9,314,534
Bank loans collateralized
with time deposits 9,000,000 (24,335) 8,975,665 6,000,000 (17,964) 5,982,036
Preferred shares 3,500,000 (9,256) 3,490,744 3,500,000 (11,871) 3,488,129
Other bank loans 12,549,000 (28,079) 12,520,921 13,049,500 (34,160) 13,015,340
Subsidiaries
U.S. dollar-denominated:
Three-year term loans 3,945,600 (48,325) 3,897,275 4,158,000 (85,442) 4,072,558
Three-year bilateral loans 1,753,600 (22,795) 1,730,805 924,000 (4,438) 919,562
Three-year club loan 1,753,600 (40,462) 1,713,138 - - -
Five-year bilateral loans 1,315,200 (26,951) 1,288,249 - - -
Two-year, three-year and
five-year bilateral loans 1,096,000 (16,193) 1,079,807 2,541,000 (33,705) 2,507,295

China yuan-renminbi
denominated:
Five-year loan 2,614,348 — 2,614,348 2,368,520 - 2,368,520
Eight-year loan 763,071 - 763,071 778,228 - 778,228
Peso-denominated:
Three-year and five-year fixed
rate notes 10,000,000 (75,510) 9,924,490 - - -
Five-year, seven-year
and ten-year corporate

notes 5,000,000 - 5,000,000 - - -
Five-year and ten-year
syndicated loans 4,295,200 (41,020) 4,254,180 4,300,000 (43,395) 4,256,605
Five-year floating rate notes 2,994,000 (8,562) 2,985,438 3,996,000 (18,239) 3,977,761
Five-year, seven-year and
ten-year fixed rate notes 2,988,020 (18,152) 2,969,868 2,994,010 (21,598) 2,972,412
Five-year bilateral loans 109,375 (458) 108,917 3,171,875 (10,952) 3,160,923
Other bank loans 11,800,000 (45,840) 11,754,160 10,380,000 (37,796) 10,342,204
131,323,872 (956,541) 130,367,331 119,998,384 (827,000) 119,171,384
Less current portion 1,767,203 (442) 1,766,761 921,467 (1,351) 920,116
Noncurrent portio B129,556,669 (B956,099) R128,600,570 P119,076,917 (B825,649) P118,251,268
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Parent Company

Fixed Rate Bonds

On October 13, 2010, SMIC issued US$400.0 mill@hg,807.6 million) bonds which

bear a fixed interest rate of 5.5% per annum, paysdmi-annually in arrears and will

mature on October 13, 2017. This issuance is ceegbof US$186.3 million (B8,167.5 million)
additional bonds, and US$82.9 million (B3,329.8iom) and US$130.8 million

(B5,310.6 million) exchanged bonds from the exgstiS$350.0 million 6.75% bonds due in 2013
and US$500.0 million 6.00% bonds due in 2014, retypely. The exchange was not accounted
for as an extinguishment but merely a modificatbbterms because the terms of the exchanged
bonds are not substantially different from the #xisbonds (i.e. the difference between the net
present value of the cash flows of the exchangeddand the present value of the remaining
cash flows of the existing bonds discounted udnegariginal effective interest rate did not exceed
10%).

On September 22, 2009, SMIC issued US$500.0 mi{Ri6,622.2 million) bonds which bear a
fixed interest rate of 6.0% per annum, payable semually in arrears. The bonds will mature on
September 22, 2014.

On July 17, 2008, SMIC issued US$350.0 million mmnwith peso equivalents of
B12,023.7 million and B16,170.0 million as of Baber 31, 2010 and 2009, respectively,
which bear a fixed interest rate of 6.75% per anmegable semi-annually in arrears.
The bonds will mature on July 18, 2013 and mayeoleemed at the option of the relevant
holder beginning July 18, 2011 at the principal amnto

Convertible Bonds

The US$300.0 million (financial liability componeamounted to R993.4 million) Convertible
Bonds (the Bonds) were issued on March 19, 200%dihchature on March 20, 2012. The
Bonds carry a zero coupon with a yield to matusity.50%.

The Bonds are convertible, at the option of theléid, into SMIC’s common shares at any time,
on or after June 30, 2007 until the close of bussren March 13, 2012, unless previously
redeemed, converted, or purchased and cancelledve@sion price is the equivalent of B453.39 a
share, after giving effect to the 4.27% stock divid declared on April 25, 2007.

On March 19, 2010, the holders of the Bonds, agiafehe early redemption option at the fixed
price of 110.97%. A total of US$246.3 million (B253.5 million) Bonds were redeemed, which
resulted in a gain of B844.6 million shown und@ain on sale of available-for-sale investments
and fair value changes on investments held ofrigadnd derivatives” account in the consolidated
statements of income. The value of the relatetvak@re liability (put option) realized upon early
redemption of some bonds amounted to US$35.2 mi(iR1,609.7 million) (see Note 30).

At various dates in 2010, the bondholders of US$8iIlon (B435.1 million) Convertible Bonds
opted to convert into 959,631 of SMIC’s common skgsee Note 21). Anytime after March 19,
2010 up to March 13, 2012, the Parent Company mdgam the remaining Bonds, in whole but
not in part at their early redemption amount ondate fixed for redemption, provided, however,
that no such redemption may be made unless thimglpsce of the shares of the Parent
Company (translated to US dollars at the prevailatg) for each of the 30 consecutive trading
days, the last of which occurs no more than fivesdaior to redemption notice, was at least
130% of the applicable early redemption amountdaigiby the conversion ratio. The remaining
Bonds will be redeemed upon maturity at 118.96%hefprincipal amount. The value of the
related derivative liability (put option) realizegon conversion of some bonds to Parent
Company’s common stocks amounted to US$3.3 mi{lR®17.8 million) (see Note 30).
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The bonds contain embedded derivatives which atbeudiscussed in Note 30.

Five-year and Seven-year Retail Bonds

On June 25, 2009, SMIC issued fixed rate bonds cgegpof 5-year or Series A Bonds and
7-year or Series B Bonds due on June 26, 2014wralZb, 2016, respectively. The total
issuance amounted to B8,400.0 million and B100@@lion for the Series A and Series B Bonds,
respectively.

The Series A Bonds have a term of five years ardday from the issue date, with a fixed interest
rate equivalent to 8.25% per annum payable semisdhynin arrears starting December 26, 2009.
The Series B Bonds have a term of seven yearstfierissue date, with a fixed interest rate
equivalent to 9.10% per annum payable semi-annuabyrears starting December 25, 2009.

Bank Loans Collateralized with Time Deposits

On January 8, 2010, SMIC obtained two five-yeamterans amounting to B1,500.0 million each.
The fixed rate loan bears an annual interest @f%,3vhile the floating rate loan is based on a
three-month PDST-F rate plus an agreed marginh Beins are payable quarterly in arrears.

On October 16, 2007, SMIC obtained a five-year teram amounting to B6,000.0 million, which
bears interest at the three-month PDST-F rategphaargin of 0.375% per annum, payable
quarterly in arrears.

These loans are collateralized by SMIC’s time dépa@snounting to US$170.0 million and
US$139.0 million with peso equivalents of B7,452i8ion and B6,423.0 million as of
December 31, 2010 and 2009, respectively (see 8jote

Preferred Shares

On August 6, 2007, SMIC issued Series 1 and Srighon-convertible, non-participating, non-
voting preferred shares amounting to B3,300.0anithnd B200.0 million, respectively. Each
share has a par value of B10.0 a share and arpaffe of B10,000.0 a share.

The Series 1 preferred shares carry a fixed diddate of 7.51% per annum, payable
semi-annually in arrears, while the Series 2 preteshares carry a dividend rate based on
3-month PDST-F rate plus a margin of 75 basis poiitthe dividend rights are cumulative.
The preferred shares rank ahead of the commonssimatiee event of liquidation.

The preferred shares are mandatorily redeemabbfaigast 6, 2012 at redemption price, which
consists of (1) 100% of the offer price; (2) alpaid cash dividends accruing thereon, if any,
and/or in the event no cash dividends are declarettie relevant period, an amount equivalent to
the sum of the cash dividends on the preferredeshaad dividends been declared and paid for the
relevant period; and (3) any charges on unpaid afsaiue then outstanding. SMIC has an

option to early redeem the preferred shares sutgemrtain conditions. On February 7, 2011,
SMIC prepaid the Series 1 preferred shares amautai3,300.0 million.
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Other Peso Bank Loans
This account includes the following:

2010 2009

(In Thousands)
Ten-year term loans B2,050,000 B2,050,000
Seven-year term loans 6,499,000 6,499,500
Five-year term loans 4,000,000 4,000,000
Series “A” floating rate notes 500,000

P12,549,000 P13,049,500

* In January 2008, SMIC obtained two ten-year teramgoamounting to B1,050.0 million and
B500.0 million, which bear fixed interest rate6@5% and 6.71% per annum, respectively.

= In April 2008, SMIC obtained seven-year and tenryeem loans amounting to
B500.0 million each, which bear fixed interesesadf 8.56% and 8.79% per annum,
respectively. The seven-year term loan is suldgeB0.5 million amortization which is due
annually after issue date up to the 6th year. rEh®aining balance is due on maturity.

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

» The seven-year term loans also include B2,000lmmand B1,000.0 million fixed rate loans
with interest rates of 6.90% and 6.91%, respedtivéllikewise includes B2,000.0 million
floating rate loan with interest based on 3 momBST-F plus a margin of 0.125% per
annum. The loans will mature in October and Noven#®14. On January 31, 2011 SMIC
prepaid the B2,000.0 million fixed rate loan.

* In February 2009, SMIC obtained a five-year teraml@amounting to B3,000.0 million which
bears a floating interest rate of 6 months PDSTuBE margin.

» The five-year term loans obtained in 2006 amounting600.0 million and B400.0 million
bear fixed interest rates of 7.58% and 6.65% peulmnand will mature in October and
November 2011, respectively.

» The five-year Series A notes bear interest athheetmonth PDST-F rate plus a spread of
1.00% per annum, payable quarterly in arrears asdiatured on October 28, 2010.

Subsidiaries

US dollar-denominated Three-Year Term Loans

The US$90.0 million (R3,945.6 million) unsecuredrs were obtained by SM Prime in April and
May 2009. The loans bear interest rates basedB@R plus spread, with a bullet maturity on
March 23, 2012.

US dollar-denominated Three-Year Bilateral Loans

The US$40.0 million (R1,753.6 million) three-yédlateral unsecured loans were obtained by SM
Prime on July 13, 2010 and October 15, 2009. ®hed bear interest rate based on LIBOR plus
spread, with bullet maturity on January 14, 201@ @atober 15, 2012.
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US dollar-denominated Three-Year Club Loan

The US$40.0 million (B1,753.6 million) unsecuredrs were drawn by SM Prime on May 7,
2010. The loan bears interest rate based on LIBO&spread and will mature on October 28,
2012.

US dollar-denominated Five-year Bilateral Loans

The US$30.0 million (R1,315.2 million) five-yeaitateral unsecured loan was obtained by SM
Prime on November 30, 2010. The loan bears irttesigs based on LIBOR plus spread, with
bullet maturity on November 15, 2015.

US dollar-denominated Two-Year, Three-Year and F¥ear Bilateral Loans

The US$75.0 million unsecured loans were obtaine8M Prime in November 2008. The loans
bear interest rates based on LIBOR plus spreat,witiet maturities ranging from two to five
years. SM Prime prepaid the US$30.0 million (B®&,8 million) and the US$20.0 million
(B950.4 million) unsecured loans on November 8202and June 1, 2009, with original maturity
dates of November 28, 2011 and November 19, 2@&pgectively. The related unamortized debt
issuance costs charged to expense amounted tori2dod and B6.1 million in 2010 and 2009,
respectively.

China Yuan Renminbi-denominated Five-Year Loan

This represents a five-year loan obtained by Svh@mn August 26, 2009 amounting to ¥350.0
million (B2,216.2 million) to finance the consttion of shopping malls. The loan is payable in
semi-annual installments until 2014. The loandésating rate with an annual repricing at
prevailing rate dictated by Central Bank of Chiessl 10%. The loan carries an interest rate of
5.18% in 2010 and 2009 (see Note 30).

China Yuan Renminbi-denominated Five-Year Loan

This represents a five-year loan obtained by Svh@mwn August 27, 2010 amounting to

¥150.0 million to finance the construction of shimgpmalls. Partial drawdown amounting to
¥60.0 million (B398.1 million) was made in 201@dhe balance will be drawn in 2011. The loan
is payable in annual installments until 2015. Tdan has a floating rate with an annual repricing
at prevailing rate dictated by Central Bank of @Ghliess 10%. The loan carries an interest rate of
5.60% in 2010 (see Note 30).

China Yuan Renminbi-denominated Eight-Year Loan

This represents an eight-year loan obtained by 8Md?on December 28, 2005 amounting to
¥155.0 million, with peso equivalents of B763.0iom and B778.2 million as of December 31,
2010 and 2009, respectively, to finance the coostm of shopping malls. The loan is payable in
annual installments with two years grace periodl Dr@cember 2012. The loan has a floating rate
with an annual repricing at prevailing rate dicthltlyy Central Bank of China less 10%. The loan
bears interest rate of 5.35% in 2010 and 2009Ns¢e 30).

The China yuan renminbi-denominated loans are sdduy investment properties in China
(see Note 15).

Philippine Peso-denominated Three-Year and Five-¥Fead Rate Notes

This represents a three-year and five-year fixéglmates obtained by SMDC on June 1, 2010
amounting to B2,000.0 million and B8,000.0 millicespectively. The three-year and five-year
fixed rate notes bear fixed interest rates of 688 7.7%, respectively, and will mature on

June 1, 2013 and June 2, 2015, respectively. Sk&3Can option to prepay the notes subject to a
fixed prepayment penalty. The prepaid amount shellide the outstanding principal obligation,
any accrued interest on the notes and the prepayeealty.
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Philippine Peso-denominated Five-Year, Seven-YedrT@n-Year Corporate Notes

This represents a five-year floating and five-ysaxen-year and ten-year fixed rate notes
obtained on December 20, 2010 amounting to B3)A00dlion, B1,134.0 million, B52.5 million
and B813.5 million, respectively. The loans lsaimterest rate based on Philippine Dealing
System Treasury Fixing (PDST-F) plus margin forfikie-year floating and 5.79%, 5.88% and
6.65% for the five-year, seven-year and ten-yeadii respectively. The loans have bullet
maturities in 2015, 2017 and 2020, respectivelg (Sete 30).

Philippine Peso-denominated Five-Year and Ten ‘Bgadicated Notes

This represents a five-year floating and fixed raites and ten-year fixed rate note obtained by
SM Prime on April 14, 2009 amounting to B200.0lionl, B3,700.0 million and B1,100.0 million,
respectively. The loans bear an interest ratedoasd®DST-F plus margin for the five-year
floating and 8.4% and 10.1% for the five-year agrttyear fixed, respectively. The loans have
bullet maturities in 2014 and 2019, respectivege(Blote 30).

Philippine Peso-denominated Five-Year Floating Raites

This represents a five-year bullet term loan olgtdiby SM Prime on June 18, 2007 and July 9,
2007 totaling B4,000.0 million and will mature &uime 19, 2012. The loan carries an interest rate
based on PDST-F plus an agreed margin. A portidinedloan amounting to B1,000.0 million

was prepaid on December 20, 2010. The related omized debt issuance costs charged to
expense amounted to B3.0 million in 2010 (see RO}e

Philippine Peso-denominated Five-Year, Seven-YpdrT@n-Year Fixed Rate Notes

This represents a five-year, seven-year and tenfixeal rate notes obtained on June 17, 2008
amounting to B1,000.0 million, B1,200.0 milliamd22800.0 million, respectively. The loans bear
fixed interest rates of 9.31%, 9.60% and 9.85%peetvely, and will mature on June 17, 2013,
2015 and 2018, respectively (see Note 30).

Philippine Peso-denominated Five-Year Bilateralri oa

This represents a five-year bullet term loan oletdion June 21, 2006 amounting to

B3,000 million and will mature on June 21, 20The loan carries an interest rate based on
PDST-F plus an agreed margin. The loan was prepa@lecember 21, 2010. The related
unamortized balance of debt issue costs chargexitense amounted to B3.0 million

(see Note 30).

Philippine Peso-denominated Five-Year Bilateralri oa

This represents a five-year term loan obtained sylsidiary of SM Prime on September 28,
2007 and November 6, 2007 amounting to B250.0omitb finance the construction of a

project called “San Miguel by the Bay.” The loampiayable in equal quarterly installments

of B15.6 million starting December 2008 up to 8eyier 2012 and carries an interest rate based
on PDST-F plus an agreed margin (see Note 30).

Philippine Peso-denominated Five-Year Syndicateshiso

In 2004, two subsidiaries of SM Prime obtainedva-frear term loan, which originally amounted
to B1,600.0 million, to finance the constructidrsleopping malls. The five-year term loan is
payable in equal quarterly installments of B100illion starting October 2005 up to July 2009
and bears a fixed interest rate of 9.66% payaléeteuy in arrears. Starting April 2007, the fixed
interest rate of 9.66% was reduced to 6.75%.
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Other Bank Loans - Subsidiaries
This account includes the following:

2010 2009
(In Thousands)
Ten-year term loan B1,200,000 B1,200,000
Five-year term loans 9,020,000 7,600,000
Four-year term loan 750,000 750,000
Three-year term loan 830,000 830,000
B11,800,000 B10,380,000

= On August 16, 2006, SM Prime obtained a ten-yebletdixed rate loan amounting to
R1,200.0 million which bears a fixed interest @it8.75% and will mature on August 16,

2016 (see Note 30).

= The following five-year term loans were obtainedthg subsidiaries:

Year obtained Maturity Subsidiary Amount Ietstrrate (see Note 30)
(In Millions)
2010 2015 SM Prime B2,000.0 PDST-F plus an agregdin
SM Prime 1,000.0 Agreed fixed rate less PDST-F
SM Land 225.0 Fixed rate of 8.0% to 8.15%
Costa 120.0 Fixed rate of 8.0% to 8.27%
SM Land 75.0 PDST-F plus an agreed margin
2009 2014 SM Prime 3,000.0 PDST-F plus an agresdim
SM Land 1,400.0 Fixed rate of 7.87% to 8.25%
SM Land 200.0 PDST-F plus an agreed margin
2008 2013 SM Prime 1,000.0 Fixed rate of 7.18%
R9,020.0

= On April 15, 2009, SM Prime obtained a four-yealtdidoan amounting to B750.0 million
and will mature on April 15, 2013. The loan bemangnterest rate based on Philippine
Interbank Reference (PHIREF) rate plus margin [$&te 30).

= On October 16, 2009, SM Prime obtained a three{yabet loan amounting to B830.0
million and will mature on October 16, 2012. Than carries an interest rate based on

PDST-F plus an agreed margin (see Note 30).

The repricing frequencies of floating rate loansgefrom three to six months.

Debt Issue Cost

The movements in unamortized debt issue cost i0 208 2009 are as follows:

2010 2009
(In Thousands)
Balance at beginning of year B827,000 R490,651
Additions 432,296 537,001
Amortization (see Note 24) (302,755) (200,652)
Balance at end of year P956,541 B827,000
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Repayment Schedule
The repayments of long-term debt are scheduledllasvk:

Gross Loan Debt Issue Cost Net
(In Thousands)

2011 B1,767,203 (B442) B1,766,761
2012 21,541,420 (127,295) 21,414,125
2013 19,225,175 (153,770) 19,071,405
2014 42,646,262 (320,655) 42,325,607
2015 22,363,560 (127,877) 22,235,683
2016 2,200,000 (15,124) 2,184,876
2017 17,630,252 (190,699) 17,439,553
2018 2,850,000 (12,797) 2,837,203
2019 1,100,000 (7,882) 1,092,118

131,323,872 (R956,541) P130,367,331

The loan agreements provide certain restrictiomsraquirements principally with respect to
maintenance of required financial ratios and makehiange in ownership or control. As of
December 31, 2010 and 2009, the Group is in comgdiavith the terms of its loan covenants.

21.

Equity

Capital Stock
As of December 31, 2010 and 2009, SMIC’s numbexubtiorized shares is 690,000,000 with a

par value of B10.0 a share. SMIC's issued andcsilied shares are 611,982,669 and
611,023,038 as of December 31, 2010 and 2009, ctreplg. At various dates in 2010, an
additional 959,631 shares were issued as a refgiié @onversion of SMIC’s Convertible Bonds
(see Note 20). The excess of the conversion priee par value totaling B425.5 million is
presented as “Additional Paid-in Capital” in thesolidated balance sheets.

Cost of Parent Common Shares Held by Subsidiaries

Certain subsidiaries hold Parent common shardsedParent Company. This is presented as
“Cost of Parent common shares held by subsidiaaed’is treated as a reduction in equity as
shown in the consolidated balance sheets and d¢dasa statements of changes in equity.

The cost of common shares held by subsidiarie$ Be@ember 31, 2010 amounting to
P263.2 million pertains to 820,491 shares witlaaerage cost of B320.8 per share.

The cost of common shares held by subsidiarie$ Be@ember 31, 2009 amounting to
B24.1 million pertains to 90,506 shares with agrage cost of B266.0 per share.

Retained Earnings

On April 28, 2010, the BOD approved the declaratbnash dividends of 78.8% of the par value
or B7.88 per share for a total amount of B4,8ligon in favor of stockholders on record as of
May 27, 2010. This was paid on June 21, 2010.

On April 29, 2009, the BOD approved the declaratbnash dividends of 68.8% of the par value
or B6.88 per share for a total amount of B4,268l&n in favor of stockholders on record as of
May 29, 2009. This was paid on June 25, 2009.
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The balance of retained earnings includes the aglated equity in net earnings of subsidiaries
and associates amounting to B63,566.9 millionB#w 040.4 million as of December 31, 2010
and 2009, respectively. The amount is not availédnl dividends distribution until such time that
the Parent Company receives the dividends fromebjgective subsidiaries and associates.

22.

Related Party Transactions

Terms and Conditions of Transactions with Relatedi€s

Transactions with related parties are made at riammagket prices. For the years ended

December 31, 2010, 2009 and 2008, the Group didcha&e any provision for doubtful accounts
relating to amounts owed by related parties. Aessment is undertaken at each financial year by
examining the financial position of the relatedtpand the market in which the related party
operates. Affiliate refers to an entity, that &ther a parent, subsidiary, nor an associate, with
stockholders common to the SM Group or under comeooorrol.

Parties are considered to be related if one pastie ability, directly and indirectly, to control

the other party or exercise significant influengerahe other party in making financial and
operating decisions. Parties are also considered telated if they are subject to common control
or common significant influence.

Rent

The Parent Company and subsidiaries have existagelagreements for office and commercial
spaces with related companies (retail affiliat@sKking group and other affiliates). Total rent
income amounted to B3,012.8 million, B2,775.4ioniland B2,444.2 million for the years ended
December 31, 2010, 2009 and 2008, respectively.

Management Fees

The Group pays management fees to Shopping Certead@ment Corporation, Leisure Center,
Inc., West Avenue Theaters Corporation and FamitgEainment Center, Inc. (affiliates) for the
management of the office and mall premises. Tatalagement fees amounted to B656.1 million,
R611.8 million and B518.9 million for the yeamsled December 31, 2010, 2009 and 2008,
respectively.

SMIC and SM Retail also receive management fees fedail affiliates for management and
consultancy services. The annual management fedsaaed on a certain percentage of the
related companies’ net income as defined in theagement contracts. Total management fees
earned amounted to B695.4 million, B565.7 milhod B346.4 million for the years ended
December 31, 2010, 2009 and 2008, respectively.

Service Income
The Group provides manpower and other serviceffiliat@s. Service income earned amounted
to B26.6 million, B50.6 million and B80.7 mitian 2010, 2009 and 2008, respectively.

Dividend Income

The Group’s investment in AFS equity instrumentsertain affiliates earn income upon the
declaration of dividends by the investees. Toitddénd income from these affiliates amounted to
R188.5 million, B139.7 million and B105.3 mitlior the years ended December 31, 2010, 2009
and 2008, respectively.
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Cash Placements and Loans
The Group has certain bank accounts and cash pdadernhat are maintained with BDO
and China Bank. Such accounts earn interest maspcevailing market interest rates

(see Notes 7, 8, 9, 12 and 17).

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

Others
The Group, in the normal course of business, htsdtanding receivables from and payables to

related companies as of balance sheet date wrealmsecured and normally settled in cash.

The consolidated statements of income includedheviing amounts resulting from the above
transactions with related parties as of December 31

Nature of Transaction:
2008

Relationship Outstanding Accounts 2010 2009
(In Thousands)

Associates Interest income B3,013,880 B2,511,819 P1,879,199
Interest expense 1,161,073 673,149 646,647
Rent income 27,744 30,812 19,587
Service income 360 360 360

Retail affiliates Rent income 2,985,019 2,744,458 2,424,563

and others Management fee income 695,395 565,731 346,968

Management fee expense 647,343 611,835 518,908
Dividend income 188,472 139,744 105,344
Service income 26,202 50,120 80,004

The consolidated balance sheets include the fatigwimounts resulting from the above
transactions with related parties as of December 31

2010 2009
(In Thousands)

Cash and cash equivalents (see Note 7) P61,561,555 R39,304,252
Time deposits and short-term investments

(see Note 8) 38,293,363 42,595,986
Investments held for trading (see Note 9) 159,750 149,385
AFS investments (see Note 12) 1,077,679 2,068,358
Receivables:

Receivable from a related party and advances

for project development
(see Notes 11 and 17) 7,121,653 7,294,011

Due from related parties (see Note 10) 3,350,787 3,548,572

Tenants (see Note 10) 878,452 578,345

Advances and other receivables (see Note 11) 754,064 1,105,896

Long-term notes (see Note 17) 506,724 506,724

Management fees (see Note 10) 353,691 378,249
Accounts payable and other current liabilities:

Due to related parties (see Note 19) 1,967,940 2,935,524

Accrued interest (see Note 19) 115,581 93,474

Accrued expenses (see Note 19) 58,440 132,209
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Bank loans (see Note 18)
Long-term debt:

Current portion of long-term debt (see Note 20)

Long-term debt - net of current portion
(see Note 20)

2010 2009
(In Thousands)
15,062,000 242,000
- 504,863
11,543,558 7,758,032

Compensation of Key Management Personnel of theigisro

The aggregate compensation and benefits to keygrament personnel of the Group for the
years ended December 31, 2010, 2009 and 2008 aetbtmnB585.7 million, B541.7 million
and B451.4 million, respectively, including pemsi@nefits amounting to B86.6 million,

B40.7 million and B33.9 million, respectively.

23. Cost of Sales

This account consists of:

(Forward)

UNAUDITED

2010 2009 2008
(In Thousands)

Merchandise inventories

at beginning of year B7,760,762 R7,211,203 R5,958,302
Purchases 107,481,508 99,050,659 93,909,392
Total goods available for sale 115,242,270 106,261,862 99,867,694
Merchandise inventories

at end of year 10,485,903 7,760,762 7,211,203

B104,756,367 B98,501,100 B92,656,491
24. Selling, General and Administrative Expenses
This account consists of:
2010 2009 2008
(In Thousands)

Personnel cost B8,728,907 B7,893,583 B6,413,565
Depreciation and amortization

(see Notes 14, 15 and 20) 6,624,006 5,968,144 5,237,660
Utilities 4,577,600 3,647,984 3,405,763
Rent (see Note 28) 3,016,022 2,309,105 2,007,651
Taxes and licenses 2,740,926 2,608,944 2,371,515
Outside services 1,974,286 1,677,606 1,657,489
Advertising and promotions 1,215,989 662,424 675,495
Repairs and maintenance 899,266 601,484 493,676
Management fees (see Note 22) 725,212 659,835 646,471
Supplies 698,628 559,127 528,087
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2010 2009 2008
(In Thousands)
Provision br impairment loss ar

others (see Notes 10,11, 12,

13 and 15) B557,536 P— R5,602,193
Commission expense 404,679 361,603 121,471
Insurance 356,054 216,273 206,677
Entertainment, representation

and amusement 287,665 196,239 117,847
Transportation and travel 287,649 228,031 161,500
Pension expense (see Note 26) 281,567 270,805 208,464
Professional fees 206,447 186,010 209,621
Data processing 160,840 96,994 51,561
Communications 92,602 101,862 88,507
Others 1,660,453 1,456,761 1,151,232

P35,496,334 R29,702,814 P31,356,445
25. Interest Income and Interest Expense
The details of the sources of interest income atetest expense follow:
2010 2009 2008
(In Thousands)
Interest income on:
Time deposits (see Note 8) R2,042,652 P1,602,868 P972,598
Temporary investments
(see Note 8) 859,712 950,409 771,811
AFS investments and others
(see Notes 9 and 12) 781,854 862,388 3,949,272
Investments held for trading
(see Note 9) 32,234 42,401 114,934
P3,716,452 P3,458,066 P5,808,615
2010 2009 2008
(In Thousands)
Interest expense on:

Long-term debt (see Note 20) B7,177,322 B5,579,959 B3,317,600

Others 342,268 77,758 38,634

Bank loans (see Note 18) 132,967 608,418 475,751

Accretion on notes payable - - 640,786

B7,652,557 P6,266,135 B4,472,771
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26. Pension Benefits

The Group has funded defined benefit pension ptamsring all regular and permanent
employees. The benefits are based on employegis’cped salaries and number of years of

service.

The following tables summarize the components bbreefit expense recognized by MSI,
Sanford, SVI, AMC, CFMC, LFMC, LTBG, MFMC and MCL@ubsidiaries of SM Retail);
MRDC; and SM Hotels, as included in the consolida@atements of income and the funded
status and amounts recognized in the consolidatkahte sheets for the plan:

Net Benefit Expense (Recognized in “Selling, Gehanal Administrative Expenses”)

2010 2009 2008
(In Thousands)
Current service cost B60,962 P104,959 P124,710
Interest cost 61,573 58,568 106,534
Expected return on plan assets (27,501) (26,553) (31,821)
Recognized actuarial loss (1,961) 4,579 5,826
Others 14,305 216 215
Net benefit expen: B107,378 P141,769 B205,464
Defined Benefit Liability
2010 2009
(In Thousands)

Present value of obligation B695,108 BO22,784
Fair value of plan assets 732,189 731,047
Unfunded (funded) status (37,081) 191,737
Unrecognized actuarial gain 219,047 157,729
Others (3,692) (215)
Defined benefit liability B178,274 B349,251

Changes in the Present Value of the Defined Be@4iiigation

2010 2009 2008

Defined benefit obligation at

(In Thousands)

beginning of period R922,784 P643,307 P1,417,341
Reclassifications to defined

benefit assets (386,635) (205,913) (149,629)
Interest cost 61,573 58,568 106,534
Current service cost 60,962 104,959 124,710
Actuarial loss (gain) on defined

benefit obligations 23,505 305,898 (765,951)
Benefits paid (22,581) (113,209) (26,959)
Transfer from (to) related parties 17,504 32,971 (68,401)
Defined benefit obligation acquir

in business combinations - 96,203 5111
Other adjustments 17,996 — 551
Defined benefit obligation

at end of year B695,108 B922,784 B643,307

UNAUDITED
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2010 2009 2008
(In Thousands)
Fair value of plan assets
at beginning of period P731,047 B571,629 P487,469
Reclassifications to defined
benefit assets (317,680) (262,047) (78,922)
Actual contributions 149,592 289,637 316,491
Actuarial gain (loss) on plan
assets 146,806 108,771 (89,871)
Expected return on plan assets 27,501 26,553 31,821
Benefits paid (22,581) (113,209) (26,959)
Transfer from (to) related parties 17,504 32,971 (68,401)
Plan assets acquired in business
combinations — 76,742 -
Other adjustments - - 1
Fair value of plan assets at end
of year P732,189 B731,047 B571,629
Unrecognized Actuarial Gain
2010 2009 2008
(In Thousands)
Net cumulative unrecognize
actuarial gain (loss) at
beginning of period R157,729 P440,597 (P433,845)
Actuarial gain (loss) on:
Plan assets 146,806 108,771 (89,871)
Defined benefit obligation (23,505) (305,898) 765,951
Reclassifications from (to)
defined benefit assets (60,022) (72,760) 66,911
Actuarial loss arising from
business combinations - (17,560) (1,700)
Recognized actuarial loss (gain) (1,961) 4,579 5,826
Other adjustments — - 127,325
Net cumulative unrecognize
actuarial gain at end of year P219,047 R157,729 R440,597
The amounts for the current and previous four pisrere as follows:
2010 2009 2008 2007 2006
(In Thousands)
Present value of defined benefit obligation P695,108 B922,784 B643,307 B1,417,341 B927,400
Fair value of plan assets 732,189 731,047 571,629 487,469 398,380
Deficit (Surplus) (37,081) 191,737 71,678 929,872 529,020

Certain subsidiaries have defined benefit asset$ Becember 31, 2010 and 2009. The following
tables summarize the components of net benefitresgeecognized by the Parent Company; SM
Land; SM Prime; SMDC; SM Retail; MSB, MSF, MSM, MMSMBLI, MSP, MSC, MMSM,

MSG, MSD, MSA, SM Matrt, Inc. and Super Shopping kédy Inc. (subsidiaries of SM Retail);
MSDC and Costa (subsidiaries of Mt. Bliss); anddi&pecialists (Tagaytay), Inc. and SMX
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Convention Specialist Center (subsidiaries of SMet$), as included in the consolidated
statements of income, and the funded status andramas included in the consolidated balance
sheets:

Net Benefit Expense (recognized in “Selling, Geharal Administrative Expenses”)

2010 2009 2008
(In Thousands)

Current service cost P150,541 B76,995 B47,612
Interest cost 148,216 71,001 53,087
Expected return on plan assets (107,419) (65,246) (45,157)
Recognized actuarial loss (gain) (27,508) 43,849 (59,747)
Effect of asset limit 4,409 1,863 7,205
Others 5,950 574 —
Net benefit expen: P174,189 P129,036 B3,000

Defined Benefit Asset (recorded as part of “Othendurrent Assets”, see Note 17)

2010 2009
(In Thousands)
Present value of obligation B1,618,563 B926,755
Fair value of plan assets 2,437,705 1,306,847
Overfunded status (819,142) (380,092)
Unrecognized actuarial gain 510,542 159,972
Amount not recognized due to asset limit 13,477 9,068
Others (7,092) (1,721)
Defined benefit asset (B302,215) (B212,773)
Changes in the Present Value of the Defined Be@dfiigation
2010 2009 2008
(In Thousands)

Defined benefit obligation

at beginning of period R926,755 P492,166 P486,055
Reclassifications from defined

benefit liability 386,635 205,913 149,629
Current service cost 150,541 76,995 47,612
Interest cost 148,216 71,001 53,087
Actuarial loss (gain) on

obligations 58,868 143,281 (227,645)
Benefits paid (46,489) (38,741) (13,190)
Transfer to related parties (14,063) (42,117) (3,465)
Other adjustments 8,100 18,257 83
Defined benefit obligation

at end of year B1,618,563 B926,755 B492,166
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Changes in the Fair Value of Plan Assets

2010 2009 2008
(In Thousands)
Fair value of plan assets
at beginning of period P1,306,847 R743,477 R642,662
Actual contributions 392,338 246,082 75,609
Actuarial gain (loss) on plan assets 373,973 62,727 (82,300)
Reclassifications from defined
benefit liability 317,680 262,047 78,922
Expected return on plan assets 107,419 65,246 45,157
Benefits paid (46,489) (38,741) (13,190)
Transfer to related parties (14,063) (42,117) (3,465)
Other adjustments - 8,126 82
Fair value of plan assets at end
of year P2,437,705 R1,306,847 R743,477
Unrecognized Actuarial Gain
2010 2009 2008
(In Thousands)
Net cumulative unrecognize
actuarial gain at beginning
of period P159,972 P129,463 P110,776
Actuarial gain (loss) on:
Obligations (58,868) (143,281) 227,645
Plan assets 373,973 62,727 (82,300)
Reclassifications from (to)
defined benefit liability 60,022 72,760 (66,911)
Recognized actuarial gain (loss) (27,508) 43,849 (59,747)
Other adjustments 2,951 (5,546) -
Netcumulative unrecognized
actuarial gain at end of year B510,542 B159,972 B129,463
The amounts for the current and previous four isriollow:
2010 2009 2008 2007 2006
(In Thousands)
Fair value of plan assets B2,437,705 B1,306,847 B743,477 B642,662 B216,263
Present value of defined benefit obligation 1,618,563 926,755 492,166 486,055 270,383
Surplus (Deficit) 819,142 380,092 251,311 156,607 (54,120)

The principal assumptions used in determining menienefit obligations for the Group’s plan

are shown below:

2010 2009
Discount rate 6%—-8% 9%-12%
Expected rate of return on assets 6% 6%

Future salary increases

UNAUDITED

10%-11%

10%-11%
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The expected overall rate of return on assetstesmned based on historical returns, applicable
to the period over which obligation is to be sektl@’hese are reflected in the principal
assumptions below.

The major categories of plan assets as a perceotdlge fair value of plan assets for 2010 consist
of the following investments: common trust funds%g, bonds (10%), government securities
(45%), shares of stock (3%), cash and cash equiga(8%) and others (2%).

The Group expects to contribute about B318.5anillo its defined benefit pension plan in 2011.

27. Income tax
The details of the Group’s deferred tax assetdiabiities are as follows:

2010 2009
(In Thousands)

Deferred tax assets:
Unamortized past service cost and defined

benefit liability B208,929 B104,775
Unrealized foreign exchange loss and others 204,381 602,509
Accrued leases 84,266 34,492
MCIT 50,688 75,284
Marked-to-market loss on investments 28,100 28,100
Deferred income on sale of real estate — 56,927
NOLCO - 51,912
B576,364 B953,999
Deferred tax liabilities:

Trademarks and brand names P1,837,429 P1,837,429
Capitalized interest 1,313,177 1,124,208
Unrealized foreign exchange gain 872,549 879,735
Unrealized gross profit on sale of real estate 275,549 355,230
Accrued/deferred rent income 165,114 58,901

Unrealized marked-to-market gain
on investments 77,735 1,669

Unamortized past service cost and
defined benefit asset 51,496 63,832
Others 43,125 25,888

P4,636,174 P4,346,892

The Group’s consolidated deferred tax assets Beoémber 31, 2010 and 2009 have been
reduced to the extent that part or all of the defibtax assets may no longer be utilized in the
future.

The Parent Company did not recognize deferredgss&ta as of December 31, 2010 and
December 31, 2009.
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The components of deductible temporary differeméertain balance sheet items and the
carryforward benefits of unused MCIT and NOLCO,\idrich no deferred tax assets have been
recognized in the consolidated balance sheetgsai@lows:

2010 2009
(In Thousands)
Net unrealized foreign exchange | B1,656,228 B1,596,889
Allowance for impairment losses 1,395,119 1,661,310
NOLCQC 986,158 -
Accretion on notes payable and convertible bonds 230,391 2,269,466
MCIT 144,651 21,805
Nonrefundable advance ren 86,241 98,983
Marked-to-market loss on investments 80,858

P4,498,788 P5,729,311

As of December 31, 2010, the Group’s MCIT and NOL&® as follows:

Date Paid/Incurred Carryforward Benefit Up To MCIT NOLCO
(In Thousands)
December 31, 2008 December 31, 2011 B10,870 B—
December 31, 2009 December 31, 2012 58,381 -
December 31, 2010 December 31, 2013 170,864 1847,9
B240,115 B1,017,984

NOLCO and MCIT applied as deduction from taxabme and income tax due amounted to
B173.0 million and B27.8 million in 2010, respesly, B447.5 million and B21.5 million in 2009,
respectively, and NOLCO amounting to B2,207.3iamlwas applied as deduction from taxable
income in 2008.

The reconciliation between the statutory tax rarebthe Group’s effective tax rates on income
before income tax is as follows:

2010 2009 2008

Statutory income tax rates 30% 30% 35%
Add (deduct) income tax effects

of reconciling items:

Equity in net earnings of associates (5) (5) (2)

Interest income subjected to final tax 3) (4) 3)

Gain on sale of shares of stock (2) - (11)

Dividend income exempt from tax Q) (2) (2)

Others (2) (2) —

Effect of change in tax rate - - 4
Change in unrecognized deferred

tax assets - - 3
Effective income tax rates 18% 18% 25%

Under Republic Act No. 9337, regular corporate imedax rate for domestic corporations and
resident and nonresident foreign corporationslvéglreduced from 35% to 30% beginning
January 1, 2009. The deferred income taxes angréwesion for current income tax include the
effect of the change in tax rates.
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28. Lease Agreements

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

The Parent Company’s lease agreements with itsiteaae generally granted for a term of one to
twenty-five years. Tenants likewise pay a fixedntihdy rent which is calculated by reference to a
fixed sum per square meter of area leased excefavictenants, which pay either a fixed monthly
rent or a percentage of gross sales, whichevegieh

Upon inception of the lease agreement, tenantsegréred to pay certain amounts of deposits.
Tenants’ deposits amounted to B9,503.8 millionR8%b94.6 million as of December 31, 2010
and 2009, respectively.

The minimum lease receivables under the noncatbelgperating leases of the Parent Company
as of December 31 are as follows:

2010 2009

(In Thousands)
Within one year B584,714 B569,299
After one year but not more than five years 2,127,508 2,265,627
After five years 311,124 781,247
Balance at end of year B3,023,346 B3,616,173

SM Prime and its subsidiaries also lease certaicemof land where some of their malls are
situated or constructed. The terms of the leaséoamperiods ranging from 15 to 50 years,
renewable for the same period under the same tmchsonditions. Rental payments are
generally computed based on a certain percentate giross rental income or a certain fixed
amount, whichever is higher.

The minimum lease payables under the noncancelgigsting leases of SM Prime as of
December 31 are as follows:

2010 2009

(In Thousands)
Within one year P373,895 BR167,792
After one year but not more than five years 1,737,603 816,030
After five years 7,814,374 5,236,373
Balance at end of year B9,925,872 B6,220,195

SVI has finance leases for several sets of comgageipment included under “Property and
equipment” account. The leases provide optior&ubto purchase the computer equipment at
the end of the lease terms.

SVI’s total future minimum lease payments amounteB3.9 million and B10.9 million, while the
present value of future minimum lease payments ameolto B3.1 million and B10.2 million, as
of December 31, 2010 and 2009, respectively.
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29. Financial Risk Management Objectives and Policies

The Group’s principal financial instruments, oth®ain derivatives, comprise of bank loans, long-
term debt, AFS investments, investments held &aditrg, time deposits and short-term
investments and cash and cash equivalents. Thepugpose of these financial instruments is to
raise financing for the Group’s operations. Theuprhas other financial assets and liabilities
such as receivables and accounts payable andantivrent liabilities, which arise directly from its
operations.

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 andrazyrrisks arising from the Group’s operations
and its sources of finance.

The main risks arising from the Group’s financiadtruments are interest rate risk, foreign
currency risk, liquidity risk, credit risk and etyprice risk. The BOD reviews and agrees
policies for managing each of these risks. Theu@maccounting policies in relation to
derivatives are set out in Note 4.
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The following table sets out the carrying amougtpiaturity, of the Group’s financial liabilitieshdt are exposed to interest rate risk in 2010

and 2009:
201(C
Below 1 Yeal 1-2 Years 2-3 Years 3-5 Years Over 5 Years Total Debt Issue Cos Carrying Amount
(1n Thousands)

Fixed Rate

Foreign Currency Loans:
US$400 million fixed rate bonds $- $— $— $— $383,384 B16,807,552 (R190,699) P16,616,853
Interest rate — — — — 5.50%
US$500 million fixed rate bonds - - - 379,156 - 16,622,199 (194,453) 16,427,746
Interest rate — — — 6.00% —
US$350 million fixed rate bonds - - - 274,264 - 12,023,733 (88,530) 11,935,203
Interest rate — — — 6.75% —

Peso Loans:
Three-year, five-year, seven-year and

ten-year fixed rate notes B5,990 B5,990 B2, 981,980 B9, 994,060 B- 12,988,020 (93,662) 12,894,358

Interest rate 9.31% - 9.60% 9.31% - 9.60% 6.76% - 9.60% 7.73% - 9.85% -
Five-year and seven-year retail bonds - - - 8,400,000 1,000,000 9,400,000 (73,859) 9,326,141
Interest rate - - - 8.25% 9.10%
Corporate Notes 5,550 5,550 - 2,984,400 1,100,000 4,095,500 (39,587) 4,055,913
Interest rate 8.40% 8.40% - 8.40% 10.11%
Redeemable preferred shares - Series 1 - 3,300,000 - - - 3,300,000 (8,920) 3,291,080
Interest rate — 7.51% — — —
Five-year, seven-year and ten-year corporate notes 50,000 50,000 50,000 1,027,300 822,700 2,000,000 — 2,000,000
Interest rate 5.79% - 6.65% 5.79% - 6.65% 5.79% - 6.65% 5.79% - 6.65% 5.79% - 6.65%
Peso loans collateralized with time deposits - - - 1,500,000 - 1,500,000 (6,243) 1,493,757
Interest rate — — — 7.34% —
Other bank loans 1,000,000 - 1,000,000 7,744,000 1,750,000 11,494,000 (33,370) 11,460,630
Interest rate 6.65% -7.58% - 6.82% 6.90%-8.57% 6.71% - 9.75%

Variable Rate

Foreign Currency Loans:
US$ three-year term loans $— $110,000 $— $— $- 4,822,400 (51,104) 4,771,296
Interest rate - LIBOR+spread - - -
China Yuan renminbi five-year loans ¥20,000 ¥40,000 ¥60,000 ¥260,000 ¥— 2,614,348 - 2,614,348
Interest rate 5.18% - 5.60% 5.18% - 5.60% 5.18% - 5.60% 5.18% - 5.60% -
US$ club loans $— $40,000 $— $— $— 1,753,600 (40,462) 1,713,138
Interest rate - LIBOR+spread - - -
USS$ bilateral loans - - 25,000 - - 1,096,000 (16,193) 1,079,807
Interest rate - - LIBOR+spread - -
US$300 million convertible bonds — 22,659 - - - 993,374 (3,062) 990,312
Interest rate — 6.65% — — —

(Forward)

UNAUDITED
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201(
Below 1 Yeal 1-2 Years 2-3 Years 3-5 Years Over 5 Years Total Debt Issue Cos Carrying Amount
(1n Thousands)
China Yuan renminbi eight-year bilateral loans @0b ¥40,000 ¥— ¥— ¥— B763,071 B- B763,071
Interest rate 5.35% 5.35% - - -
Other bank loans $— $- $20,000 $30,000 $— 2,192,000 (46,968) 2,145,032
Interest rate - - LIBOR+spread LIBOR+spread -
Peso Loans:
Peso loans collateralized with time deposits =2 B6,000,000 B- B1,500,000 B- 7,500,000 (18,092) 7,481,908
Interest rate — PDST-F+margin% — PDST-F+margin% -
Five-year, seven-year and ten-year corporate notes - - - 3,000,000 - 3,000,000 - 3,000,000
Interest rate - - — PDST-F+margin% -
Five-year floating rate loan 2,000 2,992,000 - - - 2,994,000 (8,562) 2,985,438
Interest rate PDST-F+margin¥®DST-F+margin% - - -
Redeemable preferred shares - Series 2 - 200,000 - - - 200,000 (336) 199,664
Interest rate — PDST-F+margin% - - -
Corporate notes - - - 199,700 - 199,700 (1,433) 198,267
Interest rate - - - PDST-F+margin -
Five-year bilateral loans 62,500 46,875 - - - 109,375 (458) 108,917
Interest rate PDST-F+margin%PDST-F+margin% - - -
Other bank loans - 10,000 840,000 9,045,000 2,960,000 12,855,000 (40,548) 12,814,452
Interest rate — PDST-F+margin PDST-F+margin PDST-F+margin PDST-F+margin
P131,323,872 (R956,541) P130,367,331
2009
Below 1 Year 1-2 Years 2-3 Years 3-5 Years Over 5 Years Total Debt Issue Cost Carrying Amount
Fixed Rate (In Thousands)
Foreign Currency Loans:
US$500 million fixed rate bonds $- $— $— $500,000 $— B23,100,000 (B234,973) B22,865,027
Interest rate - - - 6.00%
US$350 million fixed rate bonds - - - 350,000 - 16,170,000 (116,994) 16,053,006
Interest rate - - - 6.75% -
Peso Loans:
Five-year and seven-year retail bonds B— B- B- B8,400,000 B1,000,000 9,400,000 (85,466) 9,314,534
Interest rate — — — 8.25% 9.10%
Corporate Notes 5,850 5,850 5,850 2,982,450 1,100,000 4,100,000 (41,659) 4,058,341
Interest rate 8.40% 8.40% 8.40% 8.40% 10.11%
Redeemable preferred shares - Series 1 - - 3,300,000 - - 3,300,000 (11,344) 3,288,656
Interest rate — — 7.51% — —
Five-year, seven-year, ten-year fixed rate notes , 990 5,990 5,990 981,980 1,994,060 2,994,010 (21,598) 2,972,412
Interest rate 9.31% - 9.60% 9.31% - 9.60% 9.31% - 9.60% 9.31% - 9.60% 9.60% - 9.85%
Other bank loans - 1,004,000 4,000 7,592,000 4,749,500 13,349,500 (39,748) 13,309,752

Interest rate —

(Forward)

UNAUDITED

6.65% - 8.25% 8.20% - 8.25% 5.55% - 8.67%
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2009
Below 1 Year 1-2 Years 2-3 Years 3-5 Years Over 5 Years Total Debt Issue Cost Carrying Amount
Variable Rate
Foreign Currency Loans:
US$300 million convertible bonds $- $- $285,005 $— $— R13,167,251 (R70,007) B13,097,244
Interest rate - - 3.50% - -
US$ three-year term loans - - 110,000 - - 5,082,000 (89,880) 4,992,120
Interest rate - - LIBOR+spread - -
US$ bilateral loans - 30,000 - 25,000 - 2,541,000 (33,705) 2,507,295
Interest rate - LIBOR+spread - LIBOR+spread -
China Yuan renminbi five-year loans ¥16,000 ¥20,000 ¥30,000 ¥284,000 ¥— 2,368,520 - 2,368,520
Interest rate 5.18% 5.18% 5.18% 5.18% -
China Yuan renminbi eight-year bilateral loans - 75,000 40,000 - - 778,228 - 778,228
Interest rate - 5.35% 5.35% - -
Peso Loans:
Peso loans collateralized with time deposits =2 B- B6,000,000 B- B- 6,000,000 (17,964) 5,982,036
Interest rate - — PDST-F+margin% - -
Five-year floating rate loan 2,000 2,000 3,992,000 - - 3,996,000 (18,239) 3,977,761
Interest rate PDST-F+margin¥®DST-F+margin% PDST-F+margin% - -
Five-year bilateral loans 62,500 3,062,500 46,875 - - 3,171,875 (10,952) 3,160,923
Interest rate PDST-F+margin¥®DST-F+margin% PDST-F+margin% - -
Series “A” floating rate note 500,000 - - - - 500,000 (925) 499,075
Interest rate PDST-F+margin% - - - -
Redeemable preferred shares - Series 2 - 200,000 - - 200,000 (527) 199,473
Interest rate - — PDST-F+margin% - -
Five-year and ten-year syndicated loans - - - 200,000 200,000 (1,736) 198,264
Interest rate - - - — PDST-F+margin%
Other bank loans - - - 9,580,000 - 9,580,000 (31,283) 9,548,717
Interest rate — — — PDST-F+margin —
P119,998,384 (P827,000) P119,171,384

UNAUDITED
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Fixed rate financial instruments are subject tovalue interest rate risk while floating rate
financial instruments are subject to cash flowriggerate risk.

Repricing of floating rate financial instrumentsnestly done at intervals of three months or six
months.

The Group’s policy is to manage its interest castg a mix of fixed and variable rate debts. The
Group’s guideline is to keep between 50% and 60%sdforrowings at fixed rates of interest. To
manage this mix in a cost-efficient manner, theuprenters into interest rate swaps, in which the
Group agrees to exchange, at specified intervadsgifference between fixed and variable rate
interest amounts calculated by reference to aredgugon notional principal amount. These
swaps are designated to economically hedge thelyimdpdebt obligations. As of December 31,
2010 and 2009, after taking into account the efbéatterest rate swaps, approximately 67% and
60%, respectively, of the Group’s borrowings arptlka a fixed rate of interest, considering
market conditions.

Interest Rate Risk Sensitivity Analysighe following table demonstrates the sensititaty
reasonably possible change in interest rates,allithther variables held constant of the Group’s
income before income tax and equity after incomettaough the impact of floating rate
financial liabilities and debt securities clasgifies FVPL and AFS investments, respectively.

Increase Effect Effect on

(Decrease) on Income Equity After

in Basis Points Before Tax Income Tax

(In Millions)

2010 100 (R428.1) (B35.2)
50 (214.0) (17.6)

(200) 428.1 35.2

(50) 214.0 17.6
2009 100 (475.8) (32.5)
50 (237.9) (15.1)

(200) 475.8 31.4

(50) 237.9 16.8

The assumed movement in basis points for inteadstsensitivity analysis is based on currently
observable market environment, showing a signifigarigher volatility as in prior years.

Foreign Currency Risk

The Group’s exposure to foreign currency risk arae the Parent Company and SM Prime have
significant investments and debt issuance whicldar®minated in U.S. dollars. To manage its
foreign exchange risk, stabilize cash flows androwp investment and cash flow planning, the
Group enters into foreign currency swap contrdotgign currency call options, non-deliverable
forwards and foreign currency range options ainteeducing and/or managing the adverse
impact of changes in foreign exchange rates oméiah performance and cash flows.

*SGVMC214183*

UNAUDITED



-79 -

The following tables show the Group’s foreign cagy-denominated financial assets and
liabilities and their peso equivalents as of Decengi, 2010 and 2009:

2010

USss$ Phk
(In Thousands)

Current assets:

Cash and cash equivalents $557,097 B24,423,132

Time deposits and short-term investments 20,000 876,800

Investment held for trading 6,165 270,274

Receivables 206,718 9,062,540
Noncurrent asse

Time deposits 853,480 37,416,563

AFS investments 93,976 4,119,929

Derivative assets 4,492 196,951
Total foreign currency-denominated financial assets 1,741,928 76,366,189
Current liabilities:

Accounts payable and other current liabilities 20,609 903,518

Bank loans 320,000 14,028,800
Noncurrent liabilities

Long-term debt - net of current portion 1,274,869 55,890,271

Derivative liabilities 6,735 295,262
Total foreign currency-denominated financial likak 1,622,213 71,117,851
Net foreign currenc-denominated financial assets $119,715 P5,248,338

2009
USs$ Phe

(In Thousands)
Current assets:

Cash and cash equivalents $200,498 B9,263,019

Time deposits and short-term investments 235,690 0,88B,893

Investment held for trading 33,510 1,548,185

AFS investments 38,008 1,755,970

Receivables 152,539 7,047,326
Noncurrent asse

Time deposits 697,722 32,234,762

AFS investments 15,606 720,980

Derivative assets 1,485 68,603
Total foreign currency-denominated financial assets 1,375,058 63,527,738
Current liabilities:

Accounts payable and other current liabilities 5392, 902,393

Bank loans 22,000 1,016,400
Noncurrent liabilities

Long-term debt - net of current portion 1,300,005 60,060,251

Derivative liabilities 41,361 1,910,895
Total foreign currency-denominated financial likak 1,382,898 63,889,939
Net foreign currenc-denominated financial liabilities $7,840 R362,201
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As of December 31, 2010 and 2009, approximatelg%g6and 48.9%, respectively, of the Group’s
total consolidated bank loans and debt were deratadnin US dollars. Thus, a strengthening of
the Philippine peso against the US dollar will @éase both the principal amount of the foreign
currency-denominated debt and interest expenskeo@toup’s debt in Philippine peso terms.

The Group has recognized in its consolidated seesrof income, foreign exchange gain of
R407.2 million, B224.0 million and B3.0 million its net foreign-currency denominated assets
and liabilities for the years ended December 3102Q009 and 2008, respectively. This resulted
from the movements of the U.S. dollar against thidigpine peso as shown in the following table:

U.S. Dolla

to Peso

December 31, 2008 47.52
December 31, 2009 46.20
December 31, 2010 43.84

Foreign Currency Risk Sensitivity AnalysiBhe following table demonstrates the sensititdtya
reasonably possible change in U.S. dollar to Rtiilip peso exchange rate, with all other variables
held constant, of the Group’s income before inctemgdue to changes in the fair value of
monetary assets and liabilities, including the inotd derivative instruments).

Appreciation Effect on
(Depreciation) Income
of P Before Tax
(In Millions)
2010 1.50 (P111.8)
1.00 (74.5)
(2.50) 111.8
(2.00) 74.5
2009 1.50 11.7
1.00 7.8
(2.50) (11.7)
(1.00) (7.8)

Liquidity Risk

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

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

As part of its liquidity risk management prograime Group regularly evaluates its projected and
actual cash flow information and continuously aseesonditions in the financial markets for
opportunities to pursue fund-raising initiativéBhese initiatives may include bank loans, export
credit agency-guaranteed facilities and debt cbaitd equity market issues.

*SGVMC214183*

UNAUDITED



-81 -

The Group'’s financial assets, which have maturitidess than 12 months and used to meet its
short-term liquidity needs, include cash and caghvalents, current portion of time deposits and

short-term investments, investments held for trg@nd current portion of AFS investments-
bonds and corporate notes amounting to B66,96iliormE876.8 million, B444.7 million
and B1,000.0 million, respectively, as of Decengigr2010.

The tables below summarize the maturity profiléhef Group’s financial liabilities as of
December 31, 2010 and 2009 based on the contractdedcounted payments:

2010
More than
On Demand Lessthan 1 Year 2to5 Years 5 Years Total
(In Thousands)
Bank loans B- B20,418,853 B- B- B20,418,853
Accounts payable and other
current liabilities* - 37,581,201 - - 37,581,201
Long-term debt (including
current portion) - 3,691,182 137,141,508 21,395,475 162,228,165
Derivative liabilities
Non-deliverable forwards - 1,153,311 - - 1,153,311
Interest rate swaps - 113,820 51,097 - 164,917
Convertible bonds — — 126,631 — 126,631
Dividends payable - 24,287 - - 24,287
Tenants’ deposits — 341,749 12,059,812 42,870 12,444,431
P— B63,324,403 B149,379,048 P21,438,345 B2347D6
2009
More than
On Demand Lessthan 1 Year 2105 Years 5 Years Total
(In Thousands)
Bank loans B— B4,894,870 B— B— B4,894,870
Accounts payable and other
current liabilities* - 32,946,622 - - 32,946,622
Long-term debt (including
current portion) - 1,653,584 137,714,682 12,215,956 151,584,222
Derivative liabilities
Non-deliverable forwards - 403,012 - - 403,012
Interest rate swaps - 95,272 (2,394) - 92,878
Convertible bonds - - 1,811,643 - 1,811,643
Dividends payable - 22,251 - - 22,251
Tenants’ deposits — — 10,011,346 - 10,011,346
- P40,015,611 P149,535,277 P12,215,956 PROBI4

* Excluding payable to government agencies of B&,2 million and P955.9 million as of December 3010 and 2009, respectively,

the amounts of which are not considered as findtiahilities.

Credit Risk

The Group trades only with recognized, creditwotthiyd parties. It is the Group’s policy that all
customers who wish to trade on credit terms argestto credit verification procedures. In
addition, receivable balances are monitored omalae basis which aims to reduce the Group’s
exposure to bad debts at a minimum level. GiverGloup’s diverse base of customers, it is not
exposed to large concentrations of credit risk.

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

Since the Group trades only with recognized thadips, there is no requirement for collateral.
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Credit Risk Exposure and Concentratiorhe table below shows the maximum exposure to ttredi
risk of the Group per business segment as of Deeeih 2010 and 2009, without considering
the effects of collaterals and other credit riskigation techniques.

2010
Real Estate
Shopping Mall Development Hotels and
Development Retail and Tourism Conventions Others Total

(In Thousands)

Cash and cash equivalents

(excluding cash on hand) B9,719,718 B14,021,255 B13,275,621 B1,740,618 B27,319,930 B66,077,142
Time deposits and short-term

investments (including

noncurrent portion) 876,800 - - - 37,419,095 38,295,895
Investments held for trading 444,676 - - - - 444,676
AFS investments 1,104,161 4,558 6,953,965 - 4,597,848 12,660,532

Receivables - net (including

noncurrent portion of

receivables from real estate

buyers) 2,548,660 1,991,137 8,443,713 23,972 1,787,306 14,794,788
Advances and other receivab

- net (included under

“Other current assets”

account in the consolidated

balance sheet) 878,195 2,486,468 1,142,955 70,485 968,049 5,546,152
Receivable from a related party

(included under “Other

noncurrent assets” account

in the consolidated balance

sheet) - - - - 6,000,000 6,000,000
Treasury bonds (included unc

“Other current and

noncurrent assets” account

in the consolidated balance

sheet) - 500,000 - - - 500,000
Long-term notes (included

under “Other noncurrent

assets” account in the

consolidated balance sheet) - 288,600 - - 218,124 506,724
Derivative assets 738,229 — — — 514,900 1,253,129
P16,310,439 P19,292,018 B29,816,254 P1,835,075 P78,825,252  P146,079,038
2009
Real Estate
Shopping Mall Development Hotels and
Development Retail and Tourism Conventions Others Total

(In Thousands)

Cash and cash equivalents

(excluding cash on hand) P3,786,467 PR12,469,094 R701,146 R73,314 P25,094,946 R42,124,967
Time deposits and short-term

investments (including

noncurrent portion) 924,000 - - - 41,674,449 42,598,449
Investments held for trading 333,665 - - - 1,308,384 1,642,049
AFS investments 1,102,795 4,558 6,744,819 - 2,978,493 10,830,665

Receivables - net (including

noncurrent portion of

receivables from real estate

buyers) 2,184,967 1,783,171 5,081,146 45,999 2,344,664 11,439,947
Advances and other

receivables - net

(included under

“Other current assets”

account in the

consolidated balance sheet) 669,192 3,824,628 1,495,516 19,726 1,454,422 7,463,484
Receivable from a related party

(included under “Other

noncurrent assets” account

in the consolidated balance

sheet) - - - - 6,000,000 6,000,000

(Forward)
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2009
Real Estate
Shopping Mall Development Hotels and
Development Retail and Tourism Conventions Others Total

(In Thousands)

Treasury bonds (included unc

“Other noncurrent assets”

account in the consolidated

balance sheet) B— B500,000 =2 =2 =2 B500,000
Long-term notes (included

under “Other noncurrent

assets” account in the

consolidated balance sheet) - 288,600 - - 218,124 506,724
Derivative assets 355,235 — — — 944 356,179
B9,356,321 P18,870,051 B14,022,627 P139,039 B81,074,426 P123,462,464

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

As of December 31, 2010 and 2009, these finans&dta, except for certain receivables and AFS
investments, are generally viewed by managemegoad and collectible considering the credit
history of the counterparties. Past due or impiiirgancial assets are very minimal in relation to
the Group’s total financial assets.

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

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

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

As of December 31, 2010 and 2009, the credit aralgé the Group’s financial assets that are
neither past due nor impaired are as follows:

2010
High Quality Standard Quality Total
(In Thousands)

Cash and cash equivalents

(excluding cash on hand) B66,077,142 B— P66,077,142
Time deposits and shaerm investmen

(including noncurrent portion) 38,295,895 - 38,295,895
Investments held for trading 444,676 - 444,676
AFS investments 12,656,288 4,244 12,660,532

Receivables - net (including noncurrent

portion of receivables from real

estate buyers) 11,379,096 2,791,810 14,170,906
Advances and other receivables - net

(included under “Other current

assets” account in the consolidated

balance sheet) 5,546,152 - 5,546,152

(Forward)
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2010
High Quality Standard Quality Total
(In Thousands)

Receivable from a related party (incluc

under “Other noncurrent assets”

account in the consolidated balance

sheet) B6,000,000 B- B6,000,000
Treasury bonds (included under “Other

current and noncurrent assets”

account in the consolidated balance

sheet) 500,000 - 500,000
Long-term notes (included under “Other

noncurrent assets” account in the

consolidated balance sheet) 506,724 - 506,724
Derivative assets 1,253,129 — 1,253,129
P142,659,102 B2,796,054 P145,455,156
2009
High Quality Standard Quality Total

(In Thousands)
Cash and cash equivalents

(excluding cash on hand) B42,124,967 B- B42,124,967
Time deposits and shaiesrm investmen

(including noncurrent portion) 42,598,449 - 42,598,449
Investments held for trading 1,642,049 - 1,642,049
AFS investments 10,614,883 215,782 10,830,665

Receivables - net (including noncurrent

portion of receivables from real

estate buyers) 8,581,832 2,190,787 10,772,619
Advances and other receivables - net

(included under “Other current

assets” account in the consolidated

balance sheet) 7,463,484 - 7,463,484
Receivable from a related party (incluc

under “Other noncurrent assets”

account in the consolidated balance

sheet) 6,000,000 - 6,000,000
Treasury bonds (included under “Other

noncurrent assets” account in the

consolidated balance sheet) 500,000 - 500,000
Long-term notes (included under “Other

noncurrent assets” account in the

consolidated balance sheet) 506,724 - 506,724
Derivative assets 356,179 - 356,179
B120,388,567 B2,406,569 B122,795,136

Equity Price Risk

The Group’s exposure to equity price pertainsganvestments in quoted equity shares which are
either classified as investments held for trading AFS investments in the consolidated balance
sheets. Equity price risk arises from the chamyése levels of equity indices and the value of
individual stocks traded in the stock exchangee Glnoup has no equity risk exposure on stocks
that are not traded.
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The effect on income before tax and equity (asaltef change in fair value of investments held
for trading and AFS investments as of DecembefB10 and 2009) due to a possible change in
equity indices, based on historical trend of PStex) with all other variables held constant is as

follows:

2010
Effect on Effect on
Change in Income Before Equity After
Equity Price Income Tax Income Tax
(In Millions)
Investments held for trading +14.03% P35.9 P—
-14.03% (35.9) -
AFS investments +14.03% - 1,835.0
-14.03% - (1,835.0)
2009
Effect on Effect on
Change in Income Before Equity After
Equity Price Income Tax Income Tax
(In Millions)
Investments held for trading +13.30% B71.8 B-
-13.30% (71.8) -
AFS investments +13.30% - 71.4
-13.30% - (71.4)

Capital Management

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

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

The Group monitors its capital gearing by measutiiregratio of net interest-bearing debt divided
by total capital plus net interest-bearing debt iaterest-bearing debt divided by total capitalsplu
interest-bearing debt. Net interest-bearing dedltides all short-term and long-term debt,
reduced by related pledged time deposits, netsif aad cash equivalents, time deposits and
short-term investments, investments in bonds haltkrdding, AFS investments (redeemable
preferred shares and bonds and corporate notesdrapderm notes included under “Other
noncurrent assets” account, while interest-beateig includes all short-term and long-term debt,
reduced by related pledged time deposits. The @s@uideline is to keep the gearing ratio at not
lower than 50:50. The Group’s ratio of net intéif@saring debt to total capital plus net interest-
bearing debt was 22:78 and 21:79 as of Decemh&(3D and 2009, respectively, while the
ratio of interest-bearing debt to total capitalpinterest-bearing debt were 50:50 and 49:51 as of
December 31, 2010 and 2009, respectively.
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As of December 31, 2010 and 2009, the Group’s Htitet interest-bearing debt to total capital

plus net interest-bearing debt and ratio of intelbesring debt to total capital plus interest-begri
debt were as follows:

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

2010 2009
(In Thousands)

Bank loans B20,408,800 B4,873,294
Current portion of long-term debt 1,766,761 920,116
Long-term debt - net of current portion and pledged

time deposits 121,147,771 111,828,298
Less cash and cash equivalents, time deposits

(net of pledged) and short-term investments,

investments in bonds held for trading bonds,

AFS investments (bonds and corporate nates

redeemable preferred shares) and long-term

notes included under “Other noncurrent assets”

account* (102,807,129)  (83,740,364)
Total net interest-bearing debt (a) 40,516,203 33,881,344
Total equity attributable to equity holders of the

Parent 141,543,064 124,795,332

Total net interest-bearing debt and equity
attributable to equity holders of the Parent (b) PB182,059,267 P158,676,676

Gearing ratio (a/b) 22% 21%

* Excluding AFS investments-bonds and corporatesiand long-term notes included under “Other nonentr
assets” account amounting to B218.1million andBB® million, respectively, in 2010 and B260.6liom and
B288.6 million, respectively, in 2009.

Interest-bearing Debt to Total Capital plus Intelssaring Debt

2010 2009
(In Thousands)

Bank loans B20,408,300 B4,873,294
Current portion of long-term debt 1,766,761 920,116
Long-term debt - net of current portion and pledged

time deposits 121,147,771 111,828,298
Total interest-bearing debt (a) 143,323,332 117,621,708
Total equity attributable to equity holders of the

Parent 141,543,064 124,795,332
Total interest-bearing debt and equity attributable

to equity holders of the Parent (b) P284,866,396 PR242,417,040
Gearing ratio (a/b) 50% 49%
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30. Financial Instruments

Fair Values
The following table sets forth the carrying valaesl estimated fair values of financial assets and
liabilities, by category and by class, recognizedBDecember 31, 2010 and 2009:

2010 2009
Carrying Value Fair Value Carrying Value Fair Value
(In Thousands)
Financial Assets
Financial assets at FVPL:
Investments held for trading:
Bonds B444,676 B444,676 B1,642,049 B1,642,049
Shares of stock - -
Derivative assets 1,253,129 1,253,129 356,179 356,179
1,697,805 1,697,805 1,998,228 1,998,228
Loans and receivables:
Cash and cash equivalents 66,961,010 66,961,010 43,547,001 43,547,001
Time deposits and short-term
investments (including noncurrent
portion) 38,295,895 43,063,118 42,598,449 45,898,280
Receivables - net (including
noncurrent portion of receivables
from real estate buyers) 14,794,788 14,794,788 11,439,947 11,439,947
Advances and other receivables - net
(included under “Other current
assets” accournm the consolidate
balance sheets) 5,546,152 5,546,152 7,463,484 7,463,484
Receivable from a related party
(included under “Other noncurre
assets” account in the consolide
balance sheets) 6,000,000 6,400,621 6,000,000 6,207,480
Long-term notes (included under
“Other noncurrent assets” account
in the consolidated balance sheets) 506,724 574,530 506,724 657,718
132,104,569 137,340,219 111,555,605 115,213,910
Held-to-Maturity -
Treasury bonds (included under
“Other current and noncurrent
assets” account in the consolide
balance sheets) 500,000 519,454 500,000 527,875
AFS Investments:
Shares of stock 7,430,829 7,430,829 6,984,843 6,984,843
Bonds and corporate notes 5,120,431 5,120,431 3,737,607 3,737,607
Redeemable preferred shares 104,162 104,162 102,795 102,795
Club shares 5,110 5,110 5,420 5,420
12,660,532 12,660,532 10,830,665 10,830,665
P146,962,906 P152,218,010 P124,884,498 P128,570,678

UNAUDITED
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2010 2009
Carrying Value Fair Value Carrying Value Fair Value
Financial Liabilities
Financial Liabilities at FVPL -
Derivative liabilities B1,351,441 B1,351,441 B2,198,472 B2,198,472
Other Financial Liabilities:
Bank loans 20,408,800 20,408,800 4,873,294 4,873,294
Accounts payable and other current
liabilities* 37,581,200 37,581,200 32,946,622 32,946,622
Long-term debt (including current
portion and net of unamortized
debt issue cost) 130,367,331 142,521,216 119,171,384 129,075,779
Dividends payable 24,287 24,287 22,251 22,251
Tenants’ deposits 12,375,013 12,352,285 9,987,054 9,986,529

P202,108,072 P214,239,229 R169,199,077 R179,102,947

* Excluding payable to government agencies of B&,4 million and B955.9 million as of December 2010 and
2009, respectively, the amounts of which are nosiclemed as financial liabilities.

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

Investments Held for Tradinglhe fair values are the quoted market priceb@finstruments at
balance sheet date.

Cash and Cash Equivalent3he carrying amount reported in the consolid&igdnce sheets
approximates fair value due to the short-term matiithe transactions.

Time Deposits and Short-term Investmeritee estimated fair value is based on the disealint
value of future cash flows using the prevailingnesst rates. The discount rates used range from
1.10% to 2.80% and 1.15% to 2.92% as of Decembe2@I0 and 2009, respectively.

Receivables and Advances and Other Receivablegigatiundef Other current assetsaccount.
The net carrying value approximates the fair value to the short-term maturities. The carrying
value of the noncurrent portion of receivables fre@l estate buyers likewise approximates its
fair value.

Receivable from a Related Party and Long-term Nioigladed under “Other noncurrent assets”
account. The estimated fair values of receivable fromlateel partyand long-term notes is based
on the discounted value of future cash flows usinegprevailing interest rates. Discount rates
used for receivable from a related party range ftor®% to 2.50% and 4.42% to 5.12% as of
December 31, 2010 and 2009, respectively. Wheedibcount rates used for long-term notes
range from 1.29% to 5.68% and 4.28% to 8.10% &xeckmber 31, 2010 and 2009, respectively.

Held-to-Maturity InvestmentThe fair value is based on its quoted markeepramging from
103.75% to 104.10% and 105.25% to 106.07% as oéiber 31, 2010 and 2009, respectively.

AFS InvestmentsThe fair value of investments that are activedyled in organized financial
markets is determined by reference to quoted méiklgirices at the close of business at balance
sheet date. For investment in debt instrumentd) as the investments in mandatorily redeemable
preferred shares where there is no active mathkefair value is based on the present value of
future cash flows discounted at prevailing interagés. The discount rates used range from
3.31% to 4.33% and 6.28% to 7.09% as of Decembge2@®L0 and 2009, respectively. For
unquoted equity securities, these are carriedsatless allowance for impairment loss due to the
unpredictable nature of future cash flows and lafckuitable methods for arriving at reliable fair
value.
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Bank Loans.The carrying value approximates fair value becadisecent and regular repricing
(i.e., quarterly) based on market conditions.

Accounts Payable and Other Current Liabilities dvigidends Payable The carrying values
reported in the consolidated balance sheets appat&ithe fair value due to the short-term
maturities of these liabilities.

Long-term Debt.Fair value is based on the following:

Debt Type Fair Value Assumptions

Fixed Rate Loans Estimated fair value is based on the discountedeval
of future cash flows using the applicable rates for
similar types of loans. Discount rates used range
from 1.31% to 5.43% and 4.27% to 8.94% as of
December 31, 2010 and 2009, respectively.

Variable Rate Loans For variable rate loans thatriee every three months,
the carrying value approximates the fair value
because of recent and regular repricing based on
current market rates. For variable rate loans that
re-price every six months, the fair value is
determined by discounting the principal amount plus
the next interest payment amouwising the prevailin
market rate for the period up to the next repricing
date. Discount rates used was 1.94% to 3.55% as of
December 31, 2010 and 1.92% to 3.52% as of
December 31, 2009.

Tenants’ DepositsTheestimated fair value is based on the discountagbval future cash flows
using the applicable rates. The discount rated tegge from 2.31% to 9.19% and 6.94% to
9.93% as of December 31, 2010 and 2009, respectivel

Derivative Assets and LiabilitieSl he fair values of the interest rate swaps, crasency swaps,
foreign currency call options and non-deliveraloievards are based on quotes obtained from
counterparties. The fair value of the optionstietpto the investment in bonds and issuance of
convertible bonds were computed using the indimeethod of valuing multiple embedded
derivatives. This valuation method compares tivevdue of the option-free bond against the fair
value of the bond as quoted in the market. THerdihce of the fair values is assigned as the
value of the embedded derivatives.

Fair Value Hierarchy
As at December 31, 2010, the Group held the folgwiinancial instruments measured at fair
value:

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

Level 1: Quoted prices in active markets for idesitassets or liabilities, except for related
embedded derivatives which are either classifiedeasl 2 or 3 and redeemable preferred shares
categorized as AFS investments under Level 2;
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Level 2: Those measured using inputs other thategyarices included in Level 1 that are
observable for the asset or liability, either dile¢as prices) or indirectly (derived from prices)

Level 3: Those with inputs for the asset or lidpithat are not based on observable market data

(unobservable inputs).

The following tables shows the Group’s financigtinments carried at fair value as of

December 31:

2010
Level 1 Level 2 Level 3
(In Thousands)
Financial Assets
Financial assets at FVPL:
Investment held for trading —
bonds B444,676 =2 =2
Derivative assets - 1,253,129 —
444,676 1,253,129 —
AFS investments:
Share of stocks 7,374,086 - -
Bonds and corporate notes 5,120,431 - -
Redeemable preferred shares - 104,162 -
Club shares 5,110 — —
12,499,627 104,162 —
B12,944,303 B1,357,291 =
Financial Liabilities
Financial liabilities at FVPL —
Derivative liabilities B— P1,224,810 B126,631
2009
Level 1 Level 2 Level 3
(In Thousands)
Financial assets
Financial assets at FVPL:
Investment held for trading -
bonds B1,642,049 =2 B—
Derivative assets - 355,235 944
1,642,049 355,235 944
AFS investments:
Share of stocks 6,691,382 - -
Redeemable preferred shares - 102,795
Bonds and corporate notes 3,737,607 - -
Club shares 5,420 - -
10,434,409 102,795 —
B12,076,458 B458,030 B944
Financial Liabilities
Financial Liabilities at FVPL -
Derivative liabilities (== B3,829 B1,816,643

During the year ended December 31, 2010 and 2868 ivere no transfers between Level 1 and
Level 2 fair value measurements and no transfeosand out of Level 3 fair value measurements.
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The financial instruments classified under LevekBtain to the derivative assets arising from
option embedded in the investment in convertibledsoand derivative liability arising from the
options in the Parent Company’s convertible bonisese were classified under Level 3 because
of the credit spreads used as inputs to the failrevealculation of the options which were assessed
by the Group as having a significant impact tddis values.

Shown below is the rollforward analysis of the faatue changes from these financial instruments
for the year ended December (@1 thousands)

2010 2009
Balance at beginning of year (B1,810,699) (R1,481,991)
Fair value of derivatives on settled contracts 1,736,460 -
Fair value changes (52,392) (328,708)
Balance at end of year (B126,631) (P1,810,699)

The balance at beginning of year includes posfawevalue at inception of the option arising
from investment inconvertible bonds amounting @%8million and negative fair value at the
beginning of the year of the options arising frara Parent Company’s convertible bonds
amounting to B1,811.6 million. The fair value ebeas during the year were recognized under
“Gain on sale of available-for-sale investments faidvalue changes on investments held for
trading and derivatives” in the consolidated staets of comprehensive income.

To assess the impact of the credit spreads use&ritup performed a sensitivity analysis using
an increase (decrease) assumption in the cre@iadgy the result of which is shown below:

Increase (Decrease) in Credit Spread Net Effe¢tanValues of Option

2010 100 bps (B12,934)
(100) bps 13,156

2009 100 bps (250,370)
(100) bps 259,760

Derivative Financial Instruments

To address the Group’s exposure to market risktianges in interest rates primarily to long-term
floating rate debt obligations and manage its tpra@ixchange risks, the Group entered into
various derivative transactions such as cross iecyrewaps, interest rate swaps, foreign currency
call options, non-deliverable forwards and foretginrency range options. These derivative
instruments provide economic hedges under the Gqqpicies but are not designated as
accounting hedges. Changes in the fair valuegii¥ative instruments not designated as hedges
are recognized immediately in the consolidatedstahts of income.

Derivative Assets

2010 2009
(In Thousands)
Parent:
Options arising from investments in
convertible bonds B— R944
Non-deliverable forwards 514,900 -
Subsidiary:
Non-deliverable forwards 541,278 287,576
Interest rate swaps 196,951 67,659

P1,253,129 P356,179
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Derivative Liabilities

2010 2009
(In Thousands)
Noncurrent
Parent -
Non-deliverable forwards B514,900 B—
Options arising from convertible bonds 126,631 1,811,643
Subsidiary:
Non-deliverable forwards 541,278 287,577
Interest rate swap 168,632 99,252
B1,351,441 B2,198,472

The table below shows information on the Group&ssrcurrency and interest rate swaps
presented by maturity profile:

Pay-floating rate

Qutstanding notional amount
Receive-fixed rate

2010
<1 Year >1-<2 Years >2-<5 Years
(In Thousands)
Interest Rate Swaps
Floating-fixed:
Outstanding notional amount $30,000 $30,000 $30,000
Receive-floating rate 6 months 6 months 6 months
LIBOR+margin% LIBOR+margin% LIBOR+margin%
Pay-fixed rate 3.53% 3.53% 3.53%
Outstanding notional amount $40,000 $40,000 $-
Receive-floating rate 6 months 6 months -
LIBOR +margin% LIBOR +margin% -
Pay-fixed rate 3.41% 3.41% -
Outstanding notional amount $20,000 $20,000 $20,000
Receive-floating rate 6 months 6 months 6 months
LIBOR +margin% LIBOR +margin% LIBOR +margin%
Pay-fixed rate 3.41% 3.41% 3.41%
Outstanding notional amount $115,000 $115,000 $25,000
Receive-floating rate 6 months 6 months 6 months
LIBOR +margin% LIBOR +margin% LIBOR +margin%
Pay-fixed rate 4.10% to 5.40% 4.10% to 5.40% 4.10%
Outstanding notional amount R750,000 B750,000 750,000
Receive-floating rate 3 months 3 months 3 months
PHIREF+margin% PHIREF+margin% PHIREF+margin%
Pay-fixed rate 8.20% 8.20% 8.20%
Fixed-floating:
Outstanding notional amount RP1,000,000 P1,000,000 B1,000,000
Receive-floating rate 5.44% 5.44% 5.44%
Pay-floating rate 3MPDST-F 3MPDST-F 3MPDST-F
Outstanding notional amount RP1,000,000 P1,000,000 B1,000,000
Receive-floating rate 7.36% 7.36% 7.36%

3MPDST-F+margin% 3MPDST-F+margin% 3MPDST-F+margin%

P985,000
9.3058%

B980,000
9.3058%

B975,000
9.3058%

Pay-floating rate

UNAUDITED
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2009
<1 Year >1-<2 Years >2-<5 Years
(In Thousands)

Interest Rate Swaps
Floating-fixed:

Outstanding notional amount $145,000 $115,000 (€348
Receive-floating rate 6 months 6 months 6 months
LIBOR+margin%  LIBOR+margin%  LIBOR+margin%
Pay-fixed rate 4.10-5.40% 4.10-5.40% 4.10%
Outstanding notional amount B750,000 B750,000 750800
Receive-floating rate 3 months 3 months 3 months
PHIREF+margin% PHIREF+margin% PHIREF+margin%
Pay-fixed rate 8.20% 8.20% 8.20%
Fixed-floating:
Outstanding notional amount B990,000 B985,000 980B®00
Receive-fixed rate 9.3058% 9.3058% 9.3058%
Pay-floating rate 3MPDST-F 3MPDST-F 3MPDST-F
+margin% +margin% +margin%

Options Arising from Investment in Convertible Ban@ihe Parent Company invested in US$
denominated convertible bonds of a public compahighvit classified as AFS investments. The
bonds contain multiple embedded derivatives sudbrasequity call, short call and long put
options. Such multiple embedded derivatives wétedated by the Parent Company from the
host bonds on the respective purchase dates bbtids. The net positive fair value of the
options at inception amounted to B3.7 million.eTdng equity call option pertains to the right of
the Parent Company to convert the bonds into conshares of the issuer at the conversion price
of R63.7 per share with a fixed exchange rate®$1J0 to R40.6 until January 31, 2013, subject to
cash settlement option on the part of the issliee short call option pertains to the right of the
issuer to early redeem the bonds on or after Fepdlg 2010 subject to the conditions stated in
the bond agreement. On the other hand, the lohggiion pertains to the right of the Parent
Company to require the issuer to redeem the bantle 415.6% on February 11, 2011.

As of December 31, 2010, all embedded derivatives tonversion option, call option and put
option) have nil values.

As of December 31, 2010 and 2009, the net fairevafuthe options, which is shown under as a
noncurrent asset in the consolidated balance sheetanted to nil and B0.9 million positive and
nil, respectively. The Group recognized unrealimedked-to-market loss of B0.9 million and
B2.6 million in 2010 and 2009, respectively whicheflected under “Gain on sale of available-
for-sale investments and fair value changes orstmvents held for trading and derivatives” in the
consolidated statements of income.

Options Arising from Convertible Bond$he Parent Company’s convertible bonds contain
multiple embedded derivatives such as short equailtyoption, long call option and short put
option.

Short equity call option pertains to the optiortle# bondholders to convert the bonds into SMIC's
common shares prior to maturity. If a bondholdesreised its conversion option, the Parent
Company can choose either to settle the bondssim @aissue common shares, and such option on
the part of the Parent Company is a long call optio
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The Bonds are denominated in U.S. dollar whiledlreency of the underlying asset is
denominated in Philippine peso. The contractingigmhave fixed the exchange rate at B48.37 to
US$1. Considering the exposure of the Parent Cohe option was assessed as short put
option. In addition, the bondholder may require Barent Company to redeem all or some of the
Bond at 110.79% of the principal amount on March2l®.0, and such option is also considered a
short put option.

As of December 31, 2010 and 2009, the fair valuid@foptions, which is shown as a noncurrent
liability in the consolidated balance sheets, anedito B126.6 million and B1811.6 million,
respectively. The Group recognized unrealized sdvtk-market loss of B51.5 million in 2010
and B474.0 million in 2009, which is reflected antiGain on sale of available-for-sale
investments and fair value changes on investmegitsfor trading and derivatives” in the
consolidated statements of income.

Call Options Arising from Sale of SMC Common Shaf@s October 31, 2008, the shares sale
was consummated through the PSE of which a realisr#ted-to-market gain of B236.9 million
was recognized under “Gain on sale of availablestde investments and fair value changes on
investments held for trading and derivatives” acton the consolidated statements of income.

Cross Currency Swapsn 2004, SM Prime entered into floating to fix saurrency swap
agreements with an aggregate notional amount of708%nillion and weighted average swap
rate of B56.3 to US$1.0. Under these agreem8Msrime effectively swaps the principal
amount and floating interest of the U.S. dollar@mmated five-year syndicated loan into fixed
interest paying Philippine peso-denominated bi#et loan with semi-annual interest payments
up to October 2009 (see Note 20). As of DecembeRB08, the cross currency swaps have
negative fair values of B861.0 million. Gain air fvalue changes from these cross currency
swaps contracts recognized in the consolidatedmstaits of income amounted to B185.2 million
in 2009.

Interest Rate Swapdn 2010, SM Prime entered into two Philippine pegerest rate swap
agreements with notional amount of B1,000 milkach. The combined net cash flows of the two
swaps effectively converts the Philippine peso-denated five-year inverse floating rate notes
into floating rate notes with quarterly paymenteiwgls up to June 2015 (see Note 20). As of
December 31, 2010, these swaps have positivedhies of B86.7 million.

Also in 2010, SM Prime entered into US$ interett gavap agreement with notional amount of
US$40 million. Under the agreement, SM Prime ¢ifety converts the floating rate U.S. dollar-
denominated three-year club loan into fixed ratanlwith semi-annual payment intervals up to
October 28, 2012 (see Note 20). As of DecembeR@10, the floating to fixed interest rate swap
has negative fair value of B6.4 million.

Also in 2010, SM Prime entered into US$ interet# savap agreement with notional amount of
US$20 million. Under the agreement, SM Prime ¢iifety converts the floating rate U.S. dollar-
denominated three-year bilateral unsecured loanfixed rate loan with semi-annual payment
intervals up to January 14, 2013 (see Note 20)ofA3ecember 31, 2010, the floating to fixed
interest rate swap has negative fair value of B1iliébn.

Also in 2010, SM Prime entered into US$ interet# savap agreement with notional amount of
US$30 million. Under the agreement, SM Prime ¢ifety converts the floating rate U.S. dollar-
denominated five-year bilateral unsecured loanfitd rate loan with semi-annual payment
intervals up to November 30, 2015 (see Note 23y.0ffDecember 31, 2010, the floating to fixed
interest rate swap has positive fair value of B2Gillion.
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In 2009, SM Prime entered into US$ interest ratapsagreements with an aggregate notional
amount of US$145.0 million. Under these agreeméis Prime effectively converts the floating
rate US$30.0 million two-year bilateral loan, USEBillion three-year term loans and US$25.0
million five-year bilateral loan into fixed ratedos with semi-annual payment intervals up to
November 2011, May 2010 and November 2013, respdgtisee Note 20). SMPHI
preterminated the US$30.0 million on November 30,@ Fair value changes from the
preterminated swap recognized in the consolidatdraents of income amounted to B6.0 million
gain in 2010. As of December 31, 2010 and 20@ptltstanding floating to fixed interest rate
swaps have net negative fair values of B129.8amiind B99.3 million, respectively.

In 2009, SM Prime entered into Philippine pesorgderate swap agreement with a notional
amount of B750.0 million. Under these agreentgélit,Prime effectively converts the floating rate
Philippine peso-denominated four-year bullet tepanlinto fixed rate loan with quarterly
payment intervals up to April 2013 (see Note 28%.of December 31, 2010 and 2009, the
floating to fixed interest rate swap has negataievalue of B30.6 million and positive fair valu
of B9.6 million, respectively.

In 2008, SM Prime entered into Philippine pesorggeswap agreements with an aggregate
notional amount of B1,000.0 million with repaymeh®5.0 million every anniversary. Under
these agreements, SM Prime effectively swaps Xeel fiate Philippine peso-denominated five-
year syndicated fixed rate notes into floating tatss based on PDST-F plus an agreed margin
with quarterly payment intervals up to June 20E2 (Note 20). As of December 31, 2010 and
2009, the fixed to floating interest rate swapsehpwsitive fair values of B90.3 million and
B58.1 million, respectively.

In 2004, SM Prime entered into US$ interest ratepsagreements with an aggregate notional
amount of US$80.0 million. Under these agreemesits Prime effectively swaps the floating
rate U.S. dollar-denominated five-year syndicatethlinto fixed rate loans with semi-annual
payment intervals up to October 2009 (see Note 28)of December 31, 2008, the floating to
fixed interest rate swaps have negative fair vati€240.6 million. Gain on fair value changes
from these interest rate swaps contracts recogtizéihe consolidated statements of income
amounted to R40.6 million in 2009.

Foreign Currency Optiondn 2010, SM Prime simultaneously entered into twarpvanilla long

call currency options and two plain vanilla shaut purrency options with notional amounts of
US$5 million each. SM Prime combines the long option and the short put option such that the
net effect of the two options will be similar taathof a foreign currency range option. If the spot
rate is above the strike rate of the long call@ptiSM Prime, on a net-settlement basis, will buy
US$ and sell B at the strike rate of the long @patiion based on the notional amount. On the other
hand, if the spot rate is below the lower strikie i@ the short put option, SM Prime, on a net-
settlement basis, will buy, U.S. dollar (US$) aed Bhilippine peso (R) at the strike rate of the
short put option based on the notional amount. ¢l@w should the spot rate fall within the range
of the two strike rates, there will be no settletrisgtween parties as both options would be
unfavorable. The average strike rates of the tmligand short put currency options are B47.41 to
US$1.00 and B47.36 to US$1.00, respectively. fA3eagember 31, 2010, there are no
outstanding currency options as these matured gitimmyear. Net fair value changes from these
option contracts recognized in the consolidatetstants of income amounted to B0.8 million
gain in 2010.

*SGVMC214183*

UNAUDITED



-96 -

In 2009, SM Prime entered into a series of nonveedible foreign currency range options to buy
US$ and sell B with a counterparty at an aggregatienal amount of US$38 million. Under the
option contracts, at each expiry date, SM Primep=mes the spot rate with the upper and lower
strike rates stated in the agreements. If the rgppetis at or above the upper strike rate, SM &rim
on a net-settlement basis, will buy US$ and seit Bie upper strike rate based on the notional
amount. On the other hand, if the spot rate @& &elow lower strike rate, SM Prime, on a net-
settlement basis, will buy, US$ and sell B atitheer strike rate based on the notional amount.
However, should the spot rate fall within the ran§iéhe two strike rates, there will be no
settlement between the parties. As of Decembe2@19, there are no outstanding foreign
currency range options as it matured on varioussdatiring the year. The average upper and
lower strike rates are B49.07 to US$1.00 and®4®. US$1.00, respectively. Net fair value
changes from these option contracts recognizeaeironsolidated statements of income
amounted to B6.0 million gain in 2009.

To manage the interest expense on the loans artiggng costs of the cross currency swaps
mentioned above, SM Prime entered into the follgwdast reduction trades in 2007:

Trade Date Start Date Notional Amount Strike Rate  renium (p.a.) Payment Dates
(In Thousands)

January 25, 2007 January 25, 2007 B3,942,000 (BSR1.00) 1.00% October 18, 2007
April 18, 2008

June 27, 2007 April 18, 2007 R3,942,000 P49 (UEH1 1.00% October 18, 2007
April 18, 2008
June 30, 2008

June 27, 2007 February 15, 2007 1,200,000 P8$1100) 1.00%  February 15, 2008

June 30, 2008

In these trades, SM Prime will receive a premiumnegjent to 1.0% savings per annum on the
notional amounts. However, should the exchangelretween US$ and B trade above the strike
price on the two dates, SM Prime will have to panenalty based on an agreed formula. As of
December 31, 2008, there were no outstanding flor@igrency call options. Loss on fair value
changes from these currency options is B17.0anilth 2008.

Non-deliverable Forwarddn 2010, the Parent Company and SM Prime enteted#ll B and
buy US$ forward contracts. At the same time, feeed into sell US$ and buy B with the same
aggregate notional amount as an offsetting positiimee Parent Company and SM Prime
recognized derivative asset and derivative ligbditnounting to B1,056.2 million from the
outstanding forward contracts as of December 31020

In 2009, SM Prime entered into sell B and buy fi®%ard contracts. At the same time, it
entered into sell US$ and buy B with the sameeggde notional amount as an offsetting position.
SM Prime recognized derivative asset and derivditildity amounting to B288.0 million from

the outstanding forward contracts as of DecembeP@09. Net fair value changes from the
settled forward contracts recognized in the codatdid statements of income amounted to

B74.0 million and B23.0 million gain in 2010 &@D9, respectively.

In 2007, SM Prime entered into sell B and buy fi8%ard contracts. At the same time, SM
Prime entered into sell US$ and buy B with sangeeggte notional amount as an offsetting
position. SM Prime recognized derivative assetderilative liability amounting to

B272.0 million from the forward contracts as otBeaber 31, 2007. Net fair value changes from
these forward contracts recognized in the congeliistatements of income amounted to

B47.0 million gain in 2008.
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The net unrealized marked-to-market gain (loss)enivative transactions, shown as part
of “Gain on sale of AFS investments and fair vathanges on derivatives” account in
the consolidated statements of income, amount@d 87.6 million, (593.4 million) and
B7,554.2 million for the years ended Decembe2810, 2009 and 2008, respectively.

Fair Value Changes on Derivatives
The net movements in fair value changes of alMagirie instruments as of December 31 are as
follows:

2010 2009
(In Thousands)
Balance at beginning of year (B1,842,293) (R2,353,176)
Fair value of derivatives on settled contracts 1,635,255 1,104,301
Net change iifair value 108,726 (593,418)
Balance at end of year (R98,312) (R1,842,293)

The reconciliation of the amounts of derivativeeais&nd liabilities recognized in the consolidated
balance sheets as follows:

2010 2009
(In Thousands)
Derivative assets (see Note 17) B1,253,129 P356,179
Derivative liabilities (1,351,441) (2,198,472)
Balance at end of year (P98,312) (R1,842,293)
31. EPS Computation
2010 2009 2008

(In thousands, except for per share data)

Net Income Attributable to Common Equity
Holders of the Parent
Net income attributable to common equity holc

of the Parent for basic earnings (a) R18,440,169 P16,025,038 P14,003,705
Effect on net income of convertible bonds,
net of tax — 747,104 -

Net income attributable to common eqt

holders of the Parent adjusted for the effect

of dilution (b) 18,440,169 16,772,142 14,003,705
Weighted Average Number of Common Shares

Outstanding
Weighted average number of common shares

outstanding for the period (c) 611,218 611,023 611,023
Dilutive effect of convertible bonds - 29,552 —
Weighted average number of common shares

outstanding for the period adjusted for the el

of dilution (d) 611,218 640,575 611,023
Basic EPS (a/c) P30.17 R26.23 R22.92
Diluted EPS (b/d) B30.17 P26.18 P22.92
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The effect of the convertible bonds on net incoma @n the number of shares were not
considered due to its antidilutive effect, whiclni¢luded, will arrive at an EPS in B30.32 and
P25.90 in 2010 and 2008, respectively.

32. Other Matters

a.

In 1988, the Parent Company acquired the formeuBagines Hotel properties from the
Development Bank of the Philippines (DBP) throughegotiated sale and purchased the Taal
Vista Lodge (the Lodge) from the Taal & Tagaytayrdgement Corp., the original purchaser
of the Lodge from DBP.

Previously, in 1984, certain minority stockholdef®kesort Hotel Corp. (RHC), the previous
owner of the former Baguio Pines Hotel propertied the Lodge, filed with the Regional

Trial Court (RTC) of Makati a derivative suit agstithe DBP questioning the foreclosure by
the DBP of the mortgages of these properties. Fdrent Company was impleaded as a party
defendant in 1995. The RTC of Makati voided theeétosure by the DBP on the mortgaged
properties and declared the Parent Company a liupead faith.

The DBP and the Parent Company have appealed t@éHREcision to the Court of Appeals.
On May 25, 2007, the Court of Appeals issued asimticompletely reversing and setting
aside the February 13, 2004 decision of the RTCadland, consequently, dismissing the
said RTC case. The appellees (certain non-comgattockholders of RHC) filed a Motion

for Reconsideration with the Court of Appeals andNmvember 9, 2007, the Court of
Appeals issued a resolution denying the appelldesion for Reconsideration. The appellees
filed a Petition for Review on Certiorari beforetS8upreme Court appealing the decision of
the Court of Appeals reversing the said decisiotnefRTC Makati. On December 23, 2009,
the Supreme Court rendered a decision decreeimnm@uathers, that the foreclosures of the
mortgaged Baguio Pines Hotel and Taal Vista Lodgpgxties were valid; and on

October 24, 2010, the Supreme Court issued a Resollenying petitioners (certain non-
controlling stockholders of RHC) Motion for Recatesiation of the Resolution dated June 21,
2010 denying with finality the separate Motion Rartial Reconsideration filed by Petitioner
and DBP since it was treated as a second MotioRéoonsideration, a prohibited pleading
under the Rules of Court.

On November 10, 2009, Belle entered into a Memarandf Agreement with SMCP and its
related companies, for Belle’s acquisition of b# butstanding capital stock of Premium
Leisure & Amusement, Inc. (PLAI). PLAI and its camtium members were granted a
license by the Philippine Amusement and Gaming @@jon, to develop and operate an
integrated resort complex.

The acquisition of PLAI will be via share swap, wihéhe entire outstanding capital stock of
PLAI, consisting of 0.05 million common shares, Wi exchanged for 2,700 million new
common shares of Belle, from its authorized andsued capital stock.

The valuation of the PLAI shares was made by aapeddent appraiser and approved by the
SEC in October 6, 2010. Pursuant to this acqaisitBelle obtained a loan facility from BDO
amounting to B5,600.0 million last December 1,@0thich will be used to finance the
construction of the said integrated resort complex.
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As of March 2, 2011, Belle and PLAI are taking stépr the implementation of the share
swap, following the approvals from the Bureau @éinal Revenue and SEC.

On February 4, 2011, the Parent Company issue@i@pnotes amounting to
B7,000.0 million, which bear a fixed interest rat&.165% per annum, payable semi-
annually in arrears. The corporate notes will matn February 4, 2016.

*SGVMC214183*

UNAUDITED



