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SAN MIGUEL CORPORATION

NOTICE OF REGULAR MEETING OF STOCKHOLDERS
June 9, 2015

The Regular Meeting of the Stockholders of San Miguel Corporation will be held on
Tuesday, June 9, 2015 at 2:00 P.M. at the Ballroom, Valle Verde Country Club, Inc., Capt.
Henry P. Javier St., Bo. Oranbo, Pasig City.

The Agenda of the Meeting is as follows:

Certification of Notice and Quorum

Approval of the Minutes of the Regular Stockholders' Meeting held on June 10, 2014

Presentation of the Annual Report

Ratification of Acts and Proceedings of the Board of Directors and Corporate Officers

Approval of the Reclassification of 810,000,000 Series “1” Preferred Shares to Series

“27 Preferred Shares in the Authorized Capital Stock, and Issuance of Series *2”

Preferred Shares

6. Approval of the Amendment to Article VII of the Amended Articles of Incorporation
of the Company

7. Appointment of External Auditors

8. Election of the Board of Directors

9

1

N R S

. Other Matters
0. Adjournment

Minutes of the 2014 Regular Stockholders’ Meeting and resolutions of the Board of
Directors beginning January 1, 2014 will be available for examination during office hours at the
Office of the Corporate Secretariat.

The deadline for submission of proxies is on May 29, 2015. For corporations, proxies must
be accompanied by its Corporate Secretary’s sworn certification setting the corporate officer’s
authority to represent the corporation in the meeting. Proxies need not be notarized. Validation of
proxies will be on June 3, 2015 at 10:00 a.m. at the SMC Stock Transfer Service Corporation
Office, Podium Level, SMC Head Office Complex, No. 40 San Miguel Ave., Mandaluyong City,
Philippines. For your convenience in registering your attendance, please present some form of
identification, such as passport, driver’s license, or company [.D. Registration will start at 11:30
A.M. and the registration booths will be closed at 2:15 P.M.

Virgilio S: Jacinto
Corporate Secretary



SECURITIES AND EXCHANGE COMMISSION
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1. Check the appropriate box:
Preliminary Information Statement

v Definitive Information Statement , ! %U/Mm&- _?C.i :

2. Name of Registrant as specified in its charter SAN MIGUEL CORPORATION
3. Province, country or other jurisdiction of incorporation or organization Philippines
4. SEC Identification No. PW 000277
5. BIR Tax Identification No. 000-060-741-000
6. Address of principal office Postal Code
No. 40 San Miguel Avenue, Mandaluyong City 1550
7. Registrant's telephone number, including area code (02) 632-3000
8. Date, Time and Place of the meeting of security holders
Tuesday, June 9, 2015 at 2:00 P.M.
Ballroom, Valle Verde Country Club, Inc.,

Capt. Henry P. Javier St., Bo. Oranbo, Pasig City

9. Approximate date on which the Information Statement is first to be sent or given to security

holders
May 8, 2015
10. Name of Person Filing the Statement: San Miguel Corporation
Address: 40 San Miguel Ave., Mandaluyong City 1550
Telephone No.: (02) 632-3000

11. Securities registered pursuant to Sections 8 and 12 of the SRC

Title of Each Class Number of Shares of Common and Preferred
Stock Outstanding as of March 31, 2015
Common Shares 2,378,509,481
Series “2-A” Preferred Shares 721,012,400
Series “2-B” Preferred Shares 90,428,200
Series “2-C” Preferred Shares 255.559.400
TOTAL 3,445,509,481

12. Are any or all of registrant’s securities listed on a Stock Exchange?
Yes [V ] No[ ]
If yes, disclose name of the Stock Exchange and class of securities listed therein:
Philippine Stock Exchange Common Shares, Series “2” Preferred Shares:
Subseries 2-A, 2-B and 2-C



INFORMATION STATEMENT
GENERAL INFORMATION
Date, Time and Place of Annual Meeting

The annual stockholders’ meeting of San Miguel Corporation (the “Company” or
“SMC”) will be held at the Ballroom, Valle Verde Country Club, Inc., Capt. Henry P. Javier
St., Bo. Oranbo, Pasig City on June 9, 2015 at 2:00 p.m. The complete mailing address of the
principal office of the Company is No. 40 San Miguel Avenue, Mandaluyong City, 1550, Metro
Manila, Philippines.

The information statement is first to be sent to security holders approximately on May 8,
2015.

YOU ARE NOT REQUESTED TO SEND US A PROXY.
Revocability of Proxies

A person giving a proxy may revoke it at any time before it is exercised. A proxy may be
revoked through any of the following means. (1) filing with the Corporate Secretary, at least ten
(10) working days before the scheduled meeting, a written notice revoking it; or (2) attending the
meeting and voting in person. Mere attendance at the meeting will not automatically revoke a

proxy.
Dissenters’ Right of Appraisal

Under Title X of the Corporation Code, stockholders dissenting from and voting against
the following corporate actions may demand payment of the fair value of their shares as of the day
prior to the date on which the vote was taken for such corporate action, namely: amendment to the
corporation’s articles and By-laws which has the effect of changing and restricting the rights of any
shareholder or class of shares; or authorizing preferences in any respect superior to those of
outstanding shares of any class; sale, lease, mortgage or other disposition of all or substantialy all
of the corporation’s assets; merger or consolidation; investment of corporate funds in another
corporation or business or for any purpose other than its primary purpose; and extension or
shortening of term of corporate existence.

The proposed amendment of the articles of incorporation of the Company is not a
corporate matter or action that will entitle dissenting stockholders to exercise their right of
appraisal as provided by Title X of the Corporation Code.

SOLICITATION INFORMATION
Person making the Solicitation
This solicitation is being made by the Company.
Solicitation of proxies in the Philippines will be mainly conducted through mail. Proxies

will aso, however, be solicited in person or through telephone. The cost of solicitation,
approximately £2,000,000.00 will be borne by the Company.



Interest of Certain Personsin Mattersto be Acted Upon

No director, nominee for election as director, associate of the nominee or executive officer
of the Company at any time since the beginning of the last fiscal year has had any substantial
interest, direct or indirect, by security holdings or otherwise, in any of the matters to be acted upon
in the meeting, other than e ection to office.

None of the incumbent directors has informed the Company in writing of an intention to
oppose any action to be taken by the Company at the meeting.
CONTROL AND COMPENSATION INFORMATION
Voting Securitiesand Principal Holders Ther eof
As of March 31, 2015, the Company had the following outstanding shares of common

stock:

Title of Class No. of shares outstanding

Common Shares 2,378,509,481
Series “2-A” Preferred Shares 721,012,400
Series “2-B” Preferred Shares 90,428,200
Series “2-C” Preferred Shares 255,559,400
Total 3,445,509,481

As of March 31, 2015, the following is the foreign ownership of the shares of stock of the
Company:

Share Class Foreign Percentage of | Local Shares | Percentageof | Total Shares
Shares Foreign [ Shares held Filipino Qutstanding
Owner ship by Filipinos Owner ship

Common 87,425,086 3.69% | 2,291,084,395 96.32% | 2,378,509,481

Preferred 3,656,301 0.51% 717,356,099 99.49% 721,012,400
Shares “2-A”

Preferred 109,060 0.12% 90,319,140 99.88% 90,428,200
Shares “2-B”

Preferred 806,943 0.32% 254,752,757 99.68% 255,559,400
Shares “2-C”

91,997,390 2.67% | 3,353,512,091 97.33% | 3,445,509,481

The record date with respect to this solicitation is on May 8, 2015. Only stockholders of
record at the close of business on May 8, 2015 will be entitled to vote at the meeting.

A stockholder entitled to vote at the meeting has the right to vote in person or by proxy.
With respect to the election of directors, in accordance with Section 24 of the Corporation Code of
the Philippines, a stockholder may vote the number of common shares held in his name in the
Company's stock books as of May 8, 2015, and may vote such number of common shares for as
many persons as there are directors to be elected or he may cumulate said common shares and give
one candidate as many votes as the number of directors to be elected multiplied by the number of
his common shares shall equal, or he may distribute them on the same principle among as many
candidates as he shall seefit; Provided, That the total number of votes cast by him shall not exceed
the number of common shares owned by him as shown in the books of the Company multiplied by
the total number of directors to be el ected.
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The total number of votes that may be cast by a stockholder of the Company is computed
as follows: number of common shares held on record as of record date multiplied by 15
directors.

The deadline for submission of proxiesis on May 29, 2015. Validation of proxies will be
on June 3, 2015 at 10:00 am. at the SMC Stock Transfer Service Corporation Office, Podium
Level, SMC Head Office Complex, No. 40 San Miguel Avenue, Mandaluyong City, Philippines.

Owners of more than 5% of the Company's voting securities (both common and preferred
shares) as of March 31, 2015 are asfollows:

Title of Name, Address of Name of Citizenship No. of Shares Per cent
Class Record Owner and Beneficial Owner Held
Relationship with and Relationship
I ssuer with Record
Owner
Common Top Frontier Investment | Ifiigo Zobel, Filipino 1,573,100,340 45.66%
Holdings Inc.2 Filipino, Director
5th Floor, ENZO Bldg., | of the Company,
No. 339 Sen. Gil Puyat, | and Ramon S.
Makati City Ang, Filipino, the
President and
Chief Operating
Officer of the
Company, are
beneficial owners
of 59.96% and
26.03% of the
outstanding
common stock of
Top Frontier,
respectively.
Common PCD Nominee Various Filipino 179,866,706 32.32%
Corporation (Filipino) individuals/
Makati City Entities
Series “2” PCD Nominee Various Filipino 933,526,616
Preferred Corporation (Filipino) individuals/
Shares Makati City Entities
Common Privado Holdings, Corp. | Ramon S. Ang, Filipino 368,140,516 10.69%
Room 306 Narra Filipino,
Buuilding, 2776 Pasong | as beneficial owner
Tamo Extension, Makati | of 100% of the
City outstanding capital
stock of Privado.*

1 Common stockholders have the right to vote on all matters requiring stockholders’ approval. The holders of the Series “2” Preferred
Shares shall not be entitled to vote except in matters provided for in the Corporation Code: amendment of Articles of Incorporation;
adoption and amendment of By-laws; sale, lease exchange, mortgage, pledge, or other disposition of all or substantially all of the
corporate property; incurring, creating or increasing bonded indebtedness; increase or decrease of capital stock; merger or
consolidation with another corporation or other corporations; investment of corporate funds in another corporation or business; and
dissolution.

2 The shares owned by Top Frontier Investment Holdings, Inc. are voted, in person or by proxy, by its authorized designate. As of
December 31, 2014, Top Frontier Investment Holdings, Inc. has voting rights to a total of 1,573,100,340 common shares of the
Company which represent about 66% of the outstanding common capital stock of the Company.

3 As of December 31, 2014, through Privado Holdings, Corp and Master Year Limited, both stockholders of record of Top Frontier.

4 As of March 31, 2015.



The following are the number of shares comprising the Company’s capital stock (all of
which are voting shares) owned of record by the Chief Executive Officer, directors, key officers of
the Company, and nominees for election as director as of March 31, 2015:

Name of Owner Amount and Natur e of Citizenship Total No. of Shares
Owner ship
Common Preferred
Eduardo M. Cojuangco, Jr. 1,718,679 (D) Filipino 1,718,679 (0.05%)
Ramon S. Ang 757,873 (D) Filipino 368,898,389
368,140,516 (1)° (10.71%)
Leo S. Alvez 10,000 (D) Filipino 19,326 (0.00%)
9,326 (1)
AuroraT. Calderon 22,600 (D) Filipino 22,600 (0.00%)
Josdlito D. Campos, Jr. 9,149 (D) Filipino 9,149 (0.00%)
Ferdinand K. Constantino 147,500 (D) 200,000 (D) Filipino 347,500 (0.01%)
Winston F. Garcia 5,000 (D) Filipino 5,000 (0.00%)
Menardo R. Jimenez 5,000 (D) Filipino 5,000 (0.00%)
Estelito P. Mendoza 31,972 (D) Filipino 31,972 (0.00%)
Alexander J. Poblador 5,000 (D) Filipino 5,000 (0.00%)
Reynato S. Puno 5,000 (D) Filipino 5,000 (0.00%)
Horacio C. Ramos 5,000 (D) Filipino
Thomas A. Tan 5,000 (D) Filipino 5,000 (0.00%)
Margarito B. Teves 5,000 (D) Filipino 5,000 (0.00%)
Ifiigo Zobel 16,171 (D) Filipino 937,898,593
937,882,422 (1)8 (27.22%)
Virgilio S. Jacinto 25,622 (D) Filipino 25,622 (0.00%)
Joseph N. Pineda 42,600 (D) Filipino 42,600 (0.00%)
(D) —direct
(D) —indirect

The aggregate number of shares owned of record by the Chief Executive Officer, Chief
Operating Officer, key officers and directors as a group as of March 31, 2015 is 3,023,892 shares
or approximately 0.0878% of the Company's outstanding capital stock.

Voting Trust

There is no person holding more than 5% of the Company’s voting securities under a
voting trust arrangement.

Changesin Control

The Company is not aware of any change of control or arrangement that may result in a
changein control of the Company since the beginning of itslast fiscal year.

5 Through his 100% shareholdingsin Privado Holdings Corp.

5 Through his 59.62% shareholdingsin Top Frontier Investment Holdings, Inc.
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DIRECTORSAND EXECUTIVE OFFICERS
Directors and Executive Officers
The names of the incumbent and nominee directors and key executive officers of the
Company, and their respective ages, periods of service, directorshipsin other reporting companies

and positions held in the last five (5) years, are as follows:

Board of Directors

Name | Age Citizenship Position

Eduardo M. Cojuangco, Jr. 79 Filipino Chairman and Chief Executive Officer

Ramon S. Ang 61 Filipino Vice Chairman, President and Chief
Operating Officer

Estelito P. Mendoza 85 Filipino Director

Leo S. Alvez 72 Filipino Director

AuroraT. Calderon 60 Filipino Director

Joselito F. Campos, Jr. 64 Filipino Director

Ferdinand K. Constantino 63 Filipino Director

Menardo R. Jimenez 82 Filipino Director

Alexander J. Poblador 61 Filipino Director

Horacio G. Ramos 70 Filipino Director

Thomas A. Tan 61 Filipino Director

Ifhigo Zobel 58 Filipino Director

Winston F. Garcia 56 Filipino Independent Director

Reynato S. Puno 74 Filipino IndependentDirector

Margarito B. Teves 71 Filipino Independent Director

Eduardo M. Cojuangco, Jr. is the Chairman and Chief Executive Officer of the Company, a
position he has held since July 7, 1998. He is a so the Chairman of the Executive Committee of the
Company. He aso holds the following positions in other publicly-listed companies: Chairman and
Chief Executive Officer of Ginebra San Miguel Inc.; and Chairman of San Miguel Pure Foods
Company, Inc. and Petron Corporation. He is aso the Chairman of ECJ & Sons Agricultura
Enterprises, Inc. and the Eduardo Cojuangco, Jr. Foundation, Inc., and a Director of Caifiaman
Farms, Inc. He attended the University of the Philippines — Los Bafios College of Agriculture and
California Polytechnic College in San Luis, Obispo, U.S.A.

Ramon S. Ang is the Vice Chairman since January 28, 1999, President and Chief Operating
Officer since March 6, 2002 of the Company. He is aso a Member of the Executive Committee
and Nomination and Hearing Committee of the Company. He aso holds the following positionsin
other publicly listed companies: President and Chief Executive Officer of Top Frontier Investment
Holdings Inc. and Petron Corporation; Chairman of San Miguel Brewery Inc. and San Miguel
Brewery Hong Kong Limited (listed in the Hong Kong Stock Exchange), and Liberty Telecoms
Holdings Inc.; Vice Chairman of Ginebra San Miguel, Inc., and San Miguel Pure Foods Company,
Inc.. He is aso the Chairman and CEO of SMC Global Power Holdings Corp., and Chairman of
Sea Refinery Corporation, San Miguel Foods, Inc., San Miguel Y amamura Packaging Corporation,
San Miguel Properties, Inc.,, Clariden Holdings, Inc., and Anchor Insurance Brokerage
Corporation, He is also the Chairman of Privado Holdings, Corp., Philippine Diamond Hotel &
Resort, Inc., Philippine Oriental Realty Development, Inc., and Atea Tierra Corporation. He aso
formerly held the following positions: President and Chief Operating Officer of PAL Holdings,
Inc., Philippine Airlines, Inc.; Director of Air Philippines Corporation; Chairman of Cyber Bay
Corporation; and Vice Chairman and Director of Manila Electric Company. Mr. Ang has held
directorships in various domestic and international subsidiaries of SMC in the last five years. He
has a Bachelor of Science degreein Mechanical Engineering from Far Eastern University.
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Estelito P. Mendoza was first elected as Director of the Company on September 26, 1991 until
April 21, 1998. He was subsequently re-elected as Director on April 21, 1998. He is a Member of
the Executive Committee, Audit Committee, and the Chairman of the Nomination and Hearing
Committee of the Company. He is also a Director of Petron Corporation,and Philippine Nationa
Bank, and Chairman of Prestige Travel, Inc. He was formerly a director of the Manila Electric
Company and Philippine Airlines, Inc.. Atty. Mendoza, a former Solicitor General, Minister of
Justice, Member of the Batasang Pambansa and Governor of the Province of Pampanga, heads the
E.P. Mendoza Law Office, and was aso formerly Chairman of Dutch Boy Philippines, Inc. and
Alcorn Petroleum and Minerals Corporation, and Director of East-West Bank. He graduated from
the University of the Philippines College of Law cum laude. He also holds a Master of Laws
degree from Harvard Law School.

Leo S. Alvez has been a Director of the Company since February 27, 2002 and a Member of the
Audit Committee and Nomination and Hearing Committee of the Company. He is also a Director
of Ginebra San Miguel, Inc. and San Miguel Pure Foods Company, Inc., both of which are
publicly-listed companies. Ret. Mgor Genera Alvez is a former Security Consultant to the
Prosecution Panel of the Senate Impeachment Trial of President Joseph Estrada (2000-2001), Vice
Commander of the Philippine Army (1998), and Division Commander of the 7th Infantry Division
(1996-1998). He is a graduate of the Philippine Military Academy and has a Masters in Business
Administration degree from the University of the Philippines.

Aurora T. Calderon has been a director of the Company since June 10, 2014. Sheis also the Senior
Vice President-Senior Executive Assistant to the President and Chief Operating Officer of SMC
since January 20, 2011. She is a member of the Executive Compensation Committee of the
Company. She holds the following positions in other publicly-listed companies, namely: Director
and Treasurer of Top Frontier; and Director of Petron Corporation. Previous to her appointment,
she was a consultant of the Company reporting to the Chief Operating Officer since 1998. Sheis
aso a member of the board of directors of SMC Global Power Holdings Corp., Bank of
Commerce, and Kankiyo Corporation. She is the President and the Director of Tota Managers,
Inc. She was formerly a Director of PAL Holdings, Inc., Philippine Airlines, Inc., Trustmark
Holdings Corporation, Zuma Holdings and Management Corporation, Air Philippines Corporation,
and Manila Electric Company. A certified public accountant, Ms. Calderon graduated from the
University of the East with a degree in BS Business Administration, mgjor in Accountancy, magna
cum laude. In addition, Ms. Caderon holds directorships in various SMC domestic and
international subsidiaries.

Joselito D. Campos, Jr. has been a Director since May 31, 2010. He is a member of the Executive
Compensation Committee. He is the Managing Director and Chief Executive Officer of Del Monte
Pacific Ltd., President and Chief Executive Officer of Del Monte Philippines, Inc. He is dso the
Chairman and Chief Executive Officer of the NutriAsia Group of Companies, Chairman of Fort
Bonifacio Development Corp. and Vice Chairman of Ayaa Greenfield Development Corp. He is
also a Director of FieldFresh Foods (P) Ltd. He was the former Chairman and Chief Executive
Officer of United Laboratories, Inc. and its regional subsidiaries and affiliates. He is aso the
Honorary Consul in the Philippines for the Republic of Seychelles. He is Chairman of the
Metropolitan Museum of Manila and a Trustee of the Asia Society in the Philippines, the
Philippines-China Business Council, the Philippine Center for Entrepreneurship and a member of
the WWF (World Wildlife Fund) for Nature - Philippines. He graduated with a degree in BS
Commerce, Mgor in Internationa Business from the University of Santa Clara, California and a
Masters in Business Administration from Cornell University, New Y ork.



Ferdinand K. Constantino has been a Director of the Company since May 31, 2010. He is a
member of the Executive Committee, Audit Committee, Executive Compensation Committee and
Nomination and Hearing Committee. He is Senior Vice President, Chief Finance Officer and
Treasurer of the Company. He aso holds, among others, the following positions in other publicly-
listed companies, as follows. Director of San Miguel Brewery Inc., Top Frontier Investment
Holdings Inc., Ginebra San Miguel Inc., and Petron Malaysia Refining & Marketing Bhd, a
company publicly listed in Maaysia. He is also the Director and Vice Chairman of SMC Global
Power Holdings Corp., President of Anchor Insurance Brokerage Corporation; Director of San
Miguel Y amamura Packaging Corporation, San Miguel Foods Inc., Citra Metro Manila Tollways
Corporation and Northern Cement; and Chairman of the San Miguel Foundation, Inc. He was
formerly a Director of PAL Holdings, Inc., and Philippine Airlines, Inc. Mr. Constantino
previoudy served San Miguel Corporation as Chief Finance Officer of the San Miguel Beer
Division (1999-2005) and as Chief Finance Officer and Treasurer of San Miguel Brewery Inc.
(2007-2009); Director of San Miguel Pure Foods Company, Inc. (2008-2009); Director of San
Miguel Properties, Inc. (2001-2009); and Chief Finance Officer of Manila Electric Company
(2009). He has held directorships in various domestic and international subsidiaries of SMC during
the last five years. He holds a degree in AB Economics from the University of the Philippines and
completed academic requirements for an MA Economics degree.

Menardo R. Jimenez has been a Director of the Company since February 27, 2002 and the
Chairman of the Executive Compensation Committee and a Member of the Executive Committee
of the Company. Heis also a Director of San Miguel Pure Foods Company, Inc., a publicly-listed
company, and Magnolia, Inc. His other positions include: Chairman of the United Coconut Planters
Bank; President and Chief Executive Officer of Albay-Agro Industrial Corporation; Chairman of
Magent Management and Development Corporation; Chairman of Fibers Trading, Inc., Coffee
Bean and Tea Leaf Holdings, Inc., and Meedson Properties Corporation, among others. He is a
graduate of Far Eastern University with a degree of Bachelor of Science in Commerce and is a
certified public accountant.

Alexander J. Pablador has been a Director of the Company since September 1, 2009 and a
member of the Nomination and Hearing Committee of the Company. He is the Founding Partner
and Chairman of the Executive Committee of Poblador Bautista & Reyes Law Office. Atty.
Poblador is a practicing lawyer, specidizing in the fields of commercia litigation, international
arbitration, real estate finance and project development, bankruptcy and corporate reorganization.
He is a graduate of the University of the Philippines with a degree in Bachelor of Laws cum laude,
class valedictorian, and Bachelor of Artsin Political Science cum laude. He also holds a Master of
Laws degree from the University of Michigan, at Ann Arbor, School of Law (De Witt Fellow).

Horacio C. Ramos has been a Director of the Company since June 10, 2014. He is the President of
Clariden Holdings, Inc. He was formerly the Secretary of the Department of Environment and
Natural Resources from February to June 2010, and was the Director of Mines from 2006 to 2010.
He holds the degree of Bachelor of Science in Mining Engineering from the Mapua Institute of
Technology in 1967, a Graduate Diploma in Mining and Mineral Engineering from the University
of New South Wales, Australia in 1976, and a Master of Engineering in Mining Engineering also
from the University of New South Wales, Australiain 1978.

Thomas A. Tan was elected as a Director of the Company on June 14, 2012. He is the President
and General Manager of SMC Shipping and Lighterage Corporation and President of Saturn
Cement Corporation and Sakamoto International Packaging Corp. He obtained a degree in
Bachelor of Science, magjor in Physicsin 1974 from the Ateneo de Manila University and a Masters
in Business Management from the Asian Ingtitute of Management in 1976. He is likewise a
Director of other affiliates of the Company.



Ifiigo Zobel has been a Director of the Company since October 2009 and was an Independent
Director of the Company from May 5, 1999 until October 2009. He is a member of the Executive
Committee of the Company. He holds the position of Chairman of Top Frontier Investment
Holdings Inc., a publicly-listed company. He is also the Vice Chairman of SMC Globa Power
Holdings Corp.; Chairman of 1Z Investment Holdings, Inc., and E. Zobel, Inc.; Director of E. Zobel
Foundation, Inc. Calatagan Golf Club, Inc., Calatagan Bay Realty, Inc., Hacienda Bigaa,
Inc, MERMAC, Inc., among others. He was formerly a Director of PAL Holdings, Inc. and
Philippine Airlines, Inc., and President and Chief Operating Officer of Air Philippines Corporation.
He was formerly an Independent Director of San Miguel Brewery Inc., San Miguel Pure Foods
Company, Inc., San Miguel Properties, Inc., and Ginebra San Miguel, Inc. He attended Santa
Barbara College, Cdifornia, U.S.A.

Winston F. Garcia has been a Director of the Company since February 1, 2001, and a Member of
the Audit Committee and Executive Compensation Committee of the Company. He has been an
independent director of the Company since May 9, 2006. He is currently the President of Golden
Garfields Development Corporation. Atty. Garcia was President and General Manager of the
Government Service Insurance System and was Vice Chairman of its Board of Trustees. He also
held the following positions: Chairman of the National Reinsurance Corporation of the Philippines,
GSIS Mutua Fund, Inc., Asean Forum, Incorporated and Philippine Social Security Association;
Director of Philippine National Construction Corporation, and Philippine Health Insurance
Corporation; Board Member of Asean Socia Security Association; and a Member of the
International Insurance Society, Inc., International Social Security Association, and Federation of
Afro Insurers and Reinsurers. Atty. Garcia has been a practicing lawyer since 1983. He is a
graduate of the San Beda College of Law, and has a Bachelor of Arts in Philosophy from the
University of Santo Tomas and Associate in Arts degree in Southwestern University.

Reynato S. Puno was elected to the Board as an Independent Director of the Company on January
20, 2011 and a member of the Executive Compensation Committee and Nomination and Hearing
Committee of the Company. He is also an independent director of San Miguel Brewery Hong Kong
Ltd., acompany publicly listed in the Hong Kong Stock Exchange, Union Bank of the Philippines,
Inc. and Apex Mining Corporation. He is aso the President of the Philippine Bible Society,
Chairman of the Gerry Roxas Foundation, Chairman of the Environmental Heroes Foundation,
Vice Chairman of World Vision, Vice Chairman of the GMA Kapuso Foundation, Director of
Marcventure Holdings, Inc., and The New Standard. He was the Chief Justice of the Supreme
Court from December 6, 2006 until his retirement on May 17, 2010. He joined the Supreme Court
as an Associate Justice on June 1993. He completed his Bachelor of Laws from the University of
the Philippines in 1962, and has a Master of Laws degree from the University of California in
Berkeley (1968) and a Master in Comparative Law degree from the Southern Methodist University,
Dallas, Texas (1967).

Margarito B. Teves was elected as an Independent Director of the Company on June 14, 2012 and
isthe Chairman of the Audit Committee. He is a'so an Independent Director of Petron Corporation,
a publicly listed company, Atlantic Aurum Investments Philippine Corporation, AB Capital
Investment Corp., Alphaland Corporation, Alphaand Balesin Island Club, Inc., Alphaland Marina
Club, Inc., The City Club at Alpahaland Makati Place, Inc., and Atok-Big Wedge Corporation. He
is aso the Managing Director of The Wallace Business Forum and Chairman of Think Tank Inc.
He was Secretary of the Department of Finance of the Philippine government from 2005 to 2010,
and was previoudly President and Chief Executive Officer of the Land Bank of the Philippines
from 2000 to 2005, among others. He holds a Master of Arts in Development Economics from the
Center for Development Economics, Williams College, Massachusetts and is a graduate of the City
of London College, with a degree of Higher National Diploma in Business Studies which is
equivalent to a Bachelor of Science in Business Economics.
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Officers

Name Age Citizenship Position
Ferdinand K. Constantino 63  Filipino Senior Vice President — Chief Finance Officer
Virgilio S. Jacinto 58  Filipino Senior Vice President — General Counsel, Compliance
Officer and Corporate Secretary
Joseph N. Pineda 51  Filipino Senior Vice President — Deputy Chief Finance
Officer
AuroraT. Calderon 60 Filipino Senior Vice President — Senior Executive Assistant to the

Office of the President and Chief Operating Officer

Virgilio S. Jacinto is the Corporate Secretary, Senior Vice-President and General Counsel and
Compliance Officer of SMC (since October 2010). He is adso the Corporate Secretary and
Compliance Officer of Top Frontier and Ginebra San Miguel, Inc. He is a Director of San Miguel
Brewery Inc. and Petron Corporation. He was formerly the Vice President and First Deputy
General Counsel from 2006 to 2010 and appointed as SMC General Counsel in 2010. He was
Director and Corporate Secretary of United Coconut Planters Bank, Partner at Villarea Law
Offices and Associate at SyCip, Saazar, Feliciano & Hernandez Law Office. Mr. Jacinto is an
Associate Professor at the University of the Philippines, College of Law. He obtained his law
degree from the University of the Philippines cum laude where he was the class salutatorian and
placed sixth in the 1981 bar examinations. He holds a Master of Laws degree from Harvard Law
School. He holds various directorshipsin various loca and offshore subsidiaries of SMC.

Joseph N. Pineda is the Senior Vice President and Deputy Chief Finance Officer of SMC. Heis
also OIC of Treasury since 2010. He was formerly Vice President prior to his promotion on July
27, 2010 and has been the Deputy Chief Finance Officer since December 2005. He was previously
Specia Projects Head of SMC since January 2005. He is a director of Ginebra San Miguel Inc.
and the Philippine Dealing System Holdings, Corp. Mr. Pineda has a degree of Bachelor of Artsin
Economics from San Beda College and obtained units towards a Masters in Business
Administration degree from De La Salle University. In addition, Mr. Pineda holds directorshipsin
various SMC domestic and international subsidiaries.

Term of Office

Pursuant to the Company’s By-laws, the directors are elected at each annual stockholders
meeting by stockholders entitled to vote. Each director holds office until the next annual election
and his successor is duly elected, unless heresigns, dies or is removed prior to such election.

The nominees for election to the Board of Directors on June 9, 2015 are as follows;

Eduardo M. Cojuangco, Jr.

Ramon S. Ang

Leo S Alvez

AuroraT. Caderon

Josdlito D. Campos, Jr.

Ferdinand K. Constantino

Menardo R. Jimenez

Estelito P. Mendoza

Alexander J. Poblador

10. Horacio C. Ramos

11. ThomasA. Tan

12. 1fiigo Zobel

13. Winston F. Garcia— Independent Director

14. Reynato S. Puno — Independent Director

15. Margarito B. Teves— Independent Director
1

COoNOGOR~WNE



Independent Directors

The incumbent independent directors of the Company are as follows:
1. Winston F. Garcia

2. Reynato S. Puno

3. Margarito B. Teves

The incumbent directors have certified that they possess al the qualifications and none of
the disqualifications provided for in the SRC. The Certifications of the incumbent directors are
attached hereto as Annexes “A-17, “A-2”, and “A-3”.

The nominees for election as independent directors of the Board of Directors on June 9,
2015 are asfollows:

Nominee for Independent Per son/Group recommending Relation of (a) and (b)
Director nomination
@) (b)
Winston F. Garcia Ramon S. Ang None
Reynato S. Puno Ramon S. Ang None
Margarito B. Teves Ramon S. Ang None

In approving the nominations for independent directors, the Nominations Committee took
into consideration the guidelines and procedures on the nomination of independent directors
prescribed in SRC Rule 38.

The nominations for the election of al directors by the stockholders shall be submitted in
writing to the Board of Directors through the Corporate Secretary on or before such date that the
Board of Directors may fix, provided that such date shall be prior to the stockholders’ meeting.

The nominations are forwarded to the Nominations Committee which shall pre-screen the
qualifications of the nominees and prepare a final list of nominees eligible for election. No other
nominations are entertained after the final list of candidatesis prepared.

Under Section 2, Article 111 of the Company's By-laws, (i) any stockholder having at least
five thousand (5,000) shares registered in his name may be elected Director, and (ii) a person
engaged in any business which competes with or is antagonistic to that of the Company as defined
in Section 2, Article Il of the Company's By-laws is not qualified or eligible for nomination or
election to the Board of Directors.

All the nominees for election to the Board of Directors satisfy the mandatory requirements
specified under the provisions of Section 2, Article III of the Company’s By-laws.

Significant Employees

The Company has no employee who is not an executive officer but who is expected to
make a significant contribution to the business.

Family Relationships
There are no family relationships up to the fourth civil degree either by consanguinity or

affinity among the Company’s directors, executive officers or persons nominated or chosen by the
Company to become its directors or executive officers.
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Certain Relationships and Related Transactions

There were no transactions with directors, officers or any principa stockholders (owning at
least 10% of the total outstanding shares of the Company) which are not in the Company’s ordinary
course of business.

Involvement in Certain Legal Proceedings

None of the directors, nominees for election as director, executive officers or control
persons of SMC have been the subject of any (a) bankruptcy petition, (b) conviction by final
judgment in a criminal proceeding, domestic or foreign, (c) order, judgment or decree of any court
of competent jurisdiction, domestic or foreign, permanently or temporarily enjoining, barring,
suspending or otherwise limiting his involvement in any type of business, securities, commodities
or banking activities, which is not subsequently reversed, suspended or vacated, or (d) judgment of
violation of a securities or commodities law or regulation by a domestic or foreign court of
competent jurisdiction (in a civil action), the Philippine SEC or comparable foreign body, or a
domestic or foreign exchange or other organized trading market or self regulatory organization,
which has not been reversed, suspended or vacated, for the past five (5) years up to the latest date
that is material to the evaluation of his ability or integrity to hold the relevant positionin SMC.

COMPENSATION OF DIRECTORS AND EXECUTIVE OFFICERS
The aggregate compensation paid or incurred during the last two (2) fisca years and

estimated to be paid in the ensuing fiscal year to the Chief Executive Officer and senior executive
officers of the Company are asfollows:

NAME YEAR SALARY BONUS OTHERS TOTAL

Total Compensation | 2015 R170.7 P131.9 R31.7 P334.3
of the Chief (estimated) Million Million Million Million
Executive Officer 2014 P156.3 p192.2 P41.1 P389.6
and Senior Executive Million Million Million Million
Officers’ 2013 P145.9 P173.6 P42.6 P362.1
Million Million Million Million

All other officersand | 2015 p181.5 P51.1 P38.6 p271.2
directors as a group (estimated) Million Million Million Million
unnamed 2014 P154.6 P68.7 P39.5 P262.8
Million Million Million Million

2013 P138.9 P37.9 P35.0 P211.8

Million Million Million Million

Tota 2015 p352.2 P183.08 p70.3 P605.5
(estimated) Million Million Million Million

2014 £310.9 £260.9 P£80.6 P652.4

Million Million Million Million

2013 P284.8 P211.5 R77.6 P573.9

Million Million Million Million

" The Chief Executive Officer and senior executive officers of the Company for 2015 are Eduardo M. Cojuangco, Jr., Ramon S Ang,
Ferdinand K. Constantino, Virgilio S. Jacinto, Joseph N. Pineda, and Casiano B. Cabalan, Jr. while for 2014, and 2013, they are
Eduardo M. Cojuangco, Jr., Ramon S. Ang, Ferdinand K. Constantino, Virgilio S Jacinto, Joseph N. Pineda, and Maria Cristina
Menorca.
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Section 10 of the Amended By-laws of the Company provides that the Board of Directors
shall receive as compensation no more than 2% of the profits obtained during the year after
deducting therefrom general expenses, remuneration to officers and employees, depreciation on
buildings, machineries, transportation units, furniture and other properties. Such compensation
shall be apportioned among the directors in such manner as the Board deems proper. The Company
provides each director with reasonable per diem of £50,000 and £20,000 for each Board and
Committee meeting attended, respectively.

The Long-Term Incentive Plan for Stock Options (“LTIP”) of the Company grants stock
options to eligible senior and key management officers of the Company as determined by the
Committee administering the said Plan. Its purpose is to further and promote the interests of the
Company and its shareholders by enabling the Company to attract, retain and motivate senior and
key management officers, and to align the interests of such officers and the Company's
shareholders.

On March 1, 2007, the Company approved the grant of options to 822 executives
consisting of 18.31 million shares. On June 25, 2009 and 26, 2008, the Company approved the
grant of options to 755 executives consisting of 5.777 million shares and to 742 executives
consisting of 7.46 million shares, respectively.

Options to purchase 13,722,480 shares and 21,338,821 shares in 2013 and 2013,
respectively, were outstanding at the end of each year. Options which were exercised and cancelled
totaled about 807,234 and 1,563,043 shares in 2013 and 2012, respectively.

As of March 31, 2015, the outstanding options under the LTIP held by the Chief Executive
Officer and Senior Executive Officers of the Company are 3,995,981 common shares, while those
held by al officers and middle managers as a group total 6,949,887 common shares.

There were no employment contracts between the Company and a named executive officer.

There were neither compensatory plans nor arrangements with respect to a named
executive officer.

ACTION WITH RESPECT TO REPORTS
The approval of the following will be considered and acted upon at the meeting:
1. Management Report of the Company for the year ended December 31, 2014;

2. Minutes of the 2014 Annua Stockholders' Meeting with the following items:

@ Certification of Notice and Quorum

(b Approval of the Minutes of the Regular Stockholders Meeting held on June 11,
2013

(© Presentation of the Annua Report

(d) Ratification of Acts and Proceedings of the Board of Directors and Corporate
Officers

(e Approva of the Change in the Principal Place of Business

() Approval of the Amendment to Article Ill of the Amended Articles of
Incorporation of the Company

(9) Appointment of External Auditors

(h) Election of the Board of Directors

0 Other Matters

() Adjournment
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3. Ratification of al the acts of the Board of Directors and Officers since the 2014 Annud
Stockholders Meeting which include:

a) Approva of:

i. the amendments of the Manua on Corporate Governance of the Company to (a)
reflect the changes on the reporting compliance with the Manual, and the annua
corporate governance training requirement on the members of the Board of
Directors and the principal officers; and (b) to comply with SEC Memorandum
Circular No. 9, Series of 2014,

ii.  the (a) execution of the Amended and Restated Deposit Agreement (“ARDA”)
with J.P. Morgan as depositary bank, amending the Deposit Agreement entered
into between the Company and Morgan Guaranty Trust Company of New Y ork on
October 1, 1990 relating to the American Depositary Receipts (“ADR”) issued by
the Company (the “Deposit Agreement”), for the purpose of updating the terms
and conditions of the Deposit Agreement to comply with existing U.S. Securities
Laws and practices rdating to ADRs, and (b) filing of U.S. SEC Form F-6, which
is the registration statement for the ADRS, and

iii.  the divestment of the Company from Philippine Airlines, Inc. and Air Philippines
Corporation.

b) Declaration of cash dividends for the common shares and the Series “2” Preferred Shares;
¢) Appointment of corporate officers; and
d) Approva of signing authorities and limits.

Minutes of the 2014 Annual Stockholders Meeting and resolutions of the Board of
Directors since the date of the 2014 Annual Stockholders Meeting will be available for
examination during office hours at the Office of the Corporate Secretariat.

AMENDMENTSTO THE ARTICLES OF INCORPORATION
TO RECLASSIFY PREFERRED SHARES AND SUBSEQUENT
ISSUANCE OF SERIES “2” PREFERRED SHARES

A. Reclassification of Series “2” Preferred Shares to Series “2” Preferred Shares

On March 26, 2015, the Board of Directors of the Company approved the amendment of
the Articles of Incorporation of the Company to reclassify 810,000,000 Series “1” Preferred Shares
to Series “2” Preferred Shares. The purpose of the reclassification is to alow the Company the
flexibility to issue additional preferred shares as a new subseries of Series “2” Preferred Shares.

On October 5, 2012, 970,506,353 Series “1” Preferred Shares were redeemed by the
Company and became treasury shares. Since Series “1” Preferred Shares, after redemption, are not
considered retired and may be thereafter re-issued, the Company entered into subscription
agreements with private placement investors on March 31, 2015 for the subscription of
279,406,667 Series “1” Preferred Shares. To date, a total of 830,593,333 Series “1” Preferred
Shares may be issued by the Company from the treasury shares and from the unissued Series “1”
Preferred Shares. Out of the 830,593,333 Series “1” Preferred Shares available for issuance, the
Company proposes to reclassify 810,000,000 Series “1” Preferred Shares to Series “2” Preferred
Shares.
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As stated in the Amended Articles of Incorporation of the Company, the Series “1”
Preferred Shares may be issued at a dividend rate based on a specific formula, shall have a maturity
of five (5) years, with an early redemption option of three (3) years. On the other hand, the Series
“2” Preferred Shares allow for more flexibility for the Company, through the approval of the Board
of Directors of Enabling Resolutions, to determine the terms and conditions of the issuance based
on prevailing market condition.

With the reclassification of the 810,000,000 Series “1” Preferred Shares to Series “2”
Preferred Shares, and the remaining 33,415,800 unissued Series “2” Preferred Shares, there will be
atotal of 843,415,800 Series “2” Preferred Shares which may be issued by the Company subject to
terms and conditions contained in the Enabling Resolutions.

Presented below is the tabular representation of the current, as of April 14, 2015, and
proposed distribution of the Preferred Shares of the Company:

Current After Reclassification
Total No. of Series “1” Preferred Shares 1,110,000,000 300,000,000
Issued and Outstanding 279,406,667 279,406,667
Treasury Shares 691,099,686 0
Unissued Shares 139,493,647 20,593,333
Total No. of Series “2” Preferred Shares 1,100,000,000 1,910,000,000
Issued and Outstanding 1,066,584,200 1,066,584,200
Treasury Shares 0 691,099,686
Unissued Shares 33,415,800 152,316,114

B. I ssuance of New Subseries of Series “2” Preferred Shares

In 2012, the Company issued Series “2” Preferred Shares in three subseries, namely:
Subseries 2-A, Subseries 2-B, and Subseries 2-C. The issuance of the Series “2” Preferred Shares
was well received by the public, resulting into the biggest share issuance by a Philippine company
a Eighty Billion Pesos (Php80,000,000,000.00) at that time. Investors found the Series “2”
Preferred Shares to be well-suited to their investment objectives. The Company believes that there
continues to be strong demand for similar investments opportunities, taking into account the
prevailing market conditions. In particular, investment yields are different now from what they
were in 2012 when the Series “2” Preferred Shares were issued with an annual dividend rate of
7.5% for Subseries 2-A, 7.625% for Subseries 2-B, and 8.0% for Subseries 2-C.

Under the terms and conditions of the issuance of the Series “2” Preferred Shares, the
Company has the option to redeem the Subseries 2-A on the third anniversary from issue date,
which is September 21, 2012. In view of prevailing market conditions, the Company is exercising
its option to redeem Subseries 2-A of the Series “2” Preferred Shares, and at the same time afford
investors the opportunity to make placements at this time in Company securities with features that
are very similar to Subseries 2-A of the Series “2” Preferred Shares but at prevailing market rates.
To date, there are 721,012,400 Subseries 2-A Preferred Shares which are issued and outstanding.
On the other hand, there are only 33,415,800 unissued Series “2” Preferred Shares. As illustrated
above, with the reclassification of 810,000,000 Series “1” Preferred Shares, there will be
843,415,800 Series “2” Preferred Shares which will be available for issuance by the Company. The
Company plans to list any subsequent re-issuance or new issuance of new subseries of Series “2”
Preferred Shares in the Philippine Stock Exchange.
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General Effect on Rightsof Existing Shareholders

The proposed reclassification of 810,000,000 Series “1” Preferred Shares, and its
subsequent reissuance, in whole or in part, shall have no effect on the rights of existing common,
Series “1” and Series ‘“2” shareholders. In accordance with the Amended Articles of Incorporation
of the Company, specifically, Article VII, the Series “1” Preferred Shares that will be reclassified
into Series “2” Preferred Shares may be re-issued by the Company. The only effect of the
reclassification is to allow the Company more flexibility to issue the said preferred shares under
such terms and conditions in accordance with the prevailing market conditions at the time of

i ssuance.

Upon approval of the reclassification of 810,000,000 Series “1” Preferred Shares to Series
“2” Preferred Shares, the resulting distribution of shares of the Company shall be as follows:

Current Sharesto be Resulting
Distribution of Reclassified Distribution of

Authorized Capital Authorized Capital

Common Shares 3,790,000,000 0 3,790,000,000
Series “1” Preferred Shares 1,110,000,000 L ess 810,000,000 300,000,000
Series “2” Preferred Shares 1,100,000,000 Add 810,000,000 1,910,000,000
Total 6,000,000,000 6,000,000,000
£30,000,000,000 £30,000,000,000

AMENDMENT TO CHARTER, BY-LAWSOR OTHER DOCUMENTS

To implement the reclassification of the Series “1” Preferred Shares to Series “2” Preferred
Shares, Article VII of the Amended Articles of Incorporation of the Company shall be amended
accordingly. Article VII of the Amended Articles of Incorporation of the Company is proposed to

be worded as follows:

ArticleVII

That the capital stock of the af orementioned Corporation shall be THIRTY
BILLION PESOS (£30,000,000,000.00), Philippine Currency, and that said capital
stock isdivided into Three Billion Seven Hundred Ninety Million (3,790,000,000)
Common Shares, Two Billion Two Hundred Ten Million (2,210,000,000)
Preferred Shares, all with a par value of FIVE PESOS (P5.00) per share. (As
amended on July 23, 2009 on the creation of Series “1” Preferred Shares, May 31,
2010 on the declassification of common shares, and as approved by the Board of
Directors on April 18, 2012 and the Stockholders on June 14, 2012 on the creation
of Series “2” Preferred Shares.)

No transfer of stock or interest which will reduce the ownership and voting
equity of Philippine nationals to less than the required percentage of capital stock
under applicable law shall be allowed or permitted to be recorded on the books of
the Corporation. (As amended by the Board of Directors on April 14, 2010 and by
the Sockholders on May 31, 2010.)
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The Preferred Shares shall consist of the following series:

@ Series “1” Preferred Shares consrstrng of Three Hundred Million

(300,000,000) OneBi

(b) Series “2” Preferred Shares consisting of One BlIIlon Nlne Hundred Ten

Million (1,910,000,000) ©reBillion-One-Hundred-Mithon-(1;100,000,000) shares.
(As approved by the Board of Directors on March 26, 2015 and the Stockholders

on June 9, 2015 on the creation of Series “2” Preferred Shares.)

Features of the Series “1” Preferred Shares.

The Series “1” Preferred Shares shall have the following terms and
features: (As amended on July 23, 2009)

1 The holders of the Series “1” Preferred Shares shall be entitled to
receive cash dividends upon declaration made at the sole option of the Board of
Directors. The annual dividends shall be based on the Philippine Dealing System
Treasury Fixing 5-year treasury securities benchmark rate (the “PDST-F Rate”)
plus a spread which the Board of Directors has authorized Management to
determine (“Dividend Rate”) calculated in respect of each share by reference to the
issue price thereof (the “Issue Price”). Unless the Series “1” Preferred Shares are
redeemed at the end of the fifth year from the issue date thereof (the “Issue Date”),
the Dividend Rate shall be adjusted to the higher of (i) the Dividend Rate, and (ii)
the prevailing 10-year PDST-F Rate (or such successor benchmark rate) as
displayed under the heading “Bid Yield” as published on the PDEx Page (or such
successor page) of Bloomberg (or such successor eectronic service provider) at
approximately 11:30 am. Manila time on the date corresponding to the end of the
fifth year from the Issue Date (or if not available, the PDST-F Rate on the banking
day prior to such date, or if still not available, the nearest preceding date on which
the PDST-F Rate is available, but if such nearest preceding date is more than five
days prior to the date corresponding to the end of the fifth year from the Issue
Date, the Board of Directors at its reasonable discretion shall determine the
appropriate substitute rate), plus a spread of up to 300 basis points, in either case
calculated in respect of each share by reference to the Issue Price.

2. The dividends declared shall be payable quarterly, beginning on
the third month after the Issue Date of the Series “1” Preferred Shares and every
three months thereafter (each a “Dividend Payment Date”). The dividends on the
Series “1” Preferred Shares shall be cumulative. No dividend shall be declared and
paid on the common shares unless cash dividends shall have been declared and
paid to all holders of the Series “1” Preferred Shares. The holders of the Series “1”
Preferred Shares shall not be entitled to any participation or share in the retained
earnings remaining after dividend payment shall have been made on said Series
“1” Preferred Shares.

3. The Series “1” Preferred Shares are redeemable in whole or in
part, at the sole option of the Corporation, at the end of three years from the Issue
Date or on any Dividend Payment Date thereafter, at the price equa to the Issue
Price plus any accumulated and unpaid cash dividends. The Series “1” Preferred
Shares, when redeemed, shall not be considered retired and may be re-issued by
the Corporation at a price to be determined by the Board of Directors.
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4, In the event of liquidation, dissolution, bankruptcy, or winding up
of the affairs of the Corporation, the holders of the Series “1” Preferred Shares and
the Series “2” Preferred Shares that are outstanding at that time shall enjoy
preference in the payment, in full or, if the remaining assets of the Corporation are
insufficient, on a pro-rata basis as among all holders of outstanding Series “1”
Preferred Shares and Series “2” Preferred Shares, of the Issue Price of their shares
plus any previoudy declared and unpaid dividends, before any asset of the
Corporation is paid or distributed to the holders of common shares. (As amended
by the Board of Directors on April 18, 2012 and by the Sockholders on June 14,
2012)

5. The holders of the Series “1”” Preferred Shares shall not be entitled
to vote except in those cases expresdy provided by law.

6. The holders of the Series “1” Preferred Shares shall have no pre-
emptive right to any issue or disposition of any share of any class of the
Corporation.

Features of the Series “2” Preferred Shares

The Series “2” Preferred Shares shall have the following terms and
features: (As amended by the Board of Directors on April 18, 2012 and by the
Sockholders on June 14, 2012)

1. Series “2” Preferred Shares shall be issued in sub-series or in
tranches as the Board of Directors may determine and authority is hereby expresdy
granted to the Board of Directors, subject to the provisions of this Seventh Article,
to establish and designate the sub-series or tranches of the Series “2” Preferred
shares, fix the issue price and the number of shares in each sub-series or tranche,
and establish the specific rights, preferences and limitations of each sub-series or
tranche.

2. Without limiting the generality of the foregoing authority of the
Board of Directors, the rights, preferences and limitations of each sub-series or
tranche of the Series “2” Preferred Shares may include any or al of the following:

@ Dividends - The holders of the Series “2” Preferred Shares shall be
entitled to receive cash dividends at such rate or amount as the Board of
Directors, in its sole discretion, shall fix at the time of issuance of such
shares. The Board of Directors shall likewise determine the terms and
conditions upon which dividends shall be payable, such as. payment dates,
whether cumulative, and if so, from when; or whether the dividend rate
may adjusted, and if so, the conditions for adjustments..

(b) Conversion - The Series “2” Preferred Shares may be convertible
into common shares of the Corporation as determined by the Board of
Directors and on terms and conditions (including conversion period,
conversion ratio and price) to be determined and fixed by the Board of
Directors at the time of their issuance.

(© Redemption — The Series “2” Preferred Shares may be redeemable
in whole or in part at the sole option of the Corporation at a price and at
such time that the Board of Directors shall determine. The Board of
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Directors may likewise prescribe and regul ate the procedure to be followed
and the details on the redemption of the Series “2” Preferred Shares. The
Series “2” Preferred Shares when redeemed shall not be considered retired
and may be re-issued by the Corporation on such terms and conditions as
may be determined by the Board of Directors at the time of re-issuance.
For purposes of good order and to avoid confusion, the Series “2”
Preferred Shares, upon re-issuance, shall be re-designated as subsequent
sub-series or tranches.

(d) Liquidation - In the event of liquidation, dissolution, bankruptcy,
or winding up of the affairs of the Corporation, the holders of the Series
“1” Preferred Shares and the Series “2” Preferred Shares that are
outstanding at that time shall enjoy preference in the payment, in full or, if
the remaining assets of the Corporation are insufficient, on a pro-rata basis
as among all holders of outstanding Series “1” Preferred Shares and Series
“2” Preferred Shares, of the Issue Price of their shares plus any previously
declared and unpaid dividends, before any asset of the Corporation is paid
or distributed to the holders of common shares.

(e Non-voting - The holders of the Series ‘“2” Preferred Shares shall
not be entitled to vote except in those cases expressly provided by law.

()] No pre-emptive right — The holders of Series “2” Preferred Shares
shall have no pre-emptive right to any issue or disposition of any share of
any class of the Corporation.

The Resolutions of the Board of Directors (the “Enabling Resolutions™)
authorizing the issuance or re-issuance of the Series “2” Preferred Shares, or any
sub-series or tranche thereof, and fixing the number, features, terms and conditions
of such sub-series shall be filed with the Securities and Exchange Commission and
shall form integral part of these Articles of Incorporation.

Denial of Pre-emptive Rights

That there shall be no pre-emptive rights with respect to shares of stock to
be issued, sold or otherwise disposed of by the Corporation to its officers and/or
employees pursuant to a duly approved stock option, stock purchase, stock
subscription or similar plans, provided, however, that where the number of shares
of stock subject to each stock option, stock purchase, stock subscription or similar
plan exceeds five percent (5%) of the outstanding shares of stock at the time of the
approval of the plan involved, there shall be pre-emptive rights with respect to
such sharesin excess of the five percent (5%). (As amended on May 10, 1988)

That there shall be no pre-emptive rights to the issuance of shares relating
to equity linked debt or other securities, any class of Preferred Shares, shares in
payment of a previously contracted debt or shares issued in exchange for property
needed for corporate purposes. (As amended on May 17, 2009.)

That there shall be no pre-emptive rights to any issuance of common

shares. (As amended by the Board of Directors in April 14, 2010, and by the
Sockholders on May 31, 2010.)
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VOTING PROCEDURES

1 For the amendment of the amended Articles of Incorporation to reclassify 810,000,000
Series “1” Preferred Shares to Series “2” Preferred Shares, a vote of two-thirds of the outstanding
capital stock held by shareholders holding both common, Series “1” Preferred Shares, and Series
“2” Preferred Shares, either in person or represented by proxy, at the meeting is necessary for the
approval thereof.

2. For the election of directors, the 15 nominees with the greatest number of votes will be
elected as directors.

Shareholders vote viva voce, unless a motion to cast votes by ballot is made and duly
seconded, and approved by the majority of the shareholders present or represented at the meeting
as the method of voting for any or all of the proposals or matters submitted to a vote at the meeting.

In all proposals or matters for approval except for election of directors, each share of stock
entitles its registered owner (who is entitled to vote on such particular matter) to one vote. In case
of election of directors, cumulative voting as set out in page 4 of this Information Statement shall
be adopted.

Counting of the votes will be done by the Corporate Secretary or Assistant Corporate
Secretaries with the assistance of the independent auditors and the stock transfer agent of the
Company.

FINANCIAL AND OTHER INFORMATION
Brief Description of the General Nature and Business of the Company

San Miguel Corporation (SMC or the Parent Company), together with its subsidiaries
(collectively referred to as the Group), is one of the largest and most diversified conglomerates in
the Philippines by revenue and total assets, with sales accounting for approximately 6.2% of the
Philippine gross domestic product in 2014. Originally founded in 1890 as a single brewery in the
Philippines, SMC has transformed itself from a market-leading beverage, food and packaging
business with a globally recognized beer brand, into a diversified conglomerate with market-
leading businesses and investments in the fuel and oil, energy, infrastructure, telecommunications
and banking industries. SMC owns a portfolio of companies that is tightly interwoven into the
economic fabric of its home market, benefiting from and contributing to, the development and
economic progress of the Philippines. The common shares of SMC were listed on November 5,
1948 at the Manila Stock Exchange, now the Philippine Stock Exchange (PSE).

Established in 1890 as a single brewery in the Philippines, SMC, through its subsidiaries
and affiliates, has become a Philippine market leader in its established businesses in beverage, food
and packaging industries with over 18,000 employees and more than 100 production facilities in
the Asia-Pacific region as of December 31, 2014. The extensive portfolio of SMC products
includes beer, liquor, non-alcoholic beverages, poultry, animal feeds, flour, meat, dairy products,
coffee, various packaging products and full range of refined petroleum products, most of which are
market leadersin their respective markets.

In 2007, in light of the opportunities presented by the global financid crisis, the ongoing
program of asset and industry privatization of the Philippine government, the strong cash position
of SMC enhanced by recent divestments and the strong cash flow generated by its established
businesses, SMC adopted an aggressive business diversification program. The program channeled
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the resources of SMC into what it believes were attractive growth sectors, aligned with the
development and growth of the Philippine economy. SMC believes this strategy will achieve a
more diverse mix of sales and operating income, and better position for SMC to access capital,
present different growth opportunities and mitigate the impact of downturns and business cycles.

Since January 1, 2008, SMC has either directly or through its subsidiaries, made a series of
acquisitionsin the fuel and oil, energy, infrastructure, telecommunications and banking industries.

Through partnerships with major international companies, the Group has gained access to
the latest technologies and expertise, enhancing the Group’s status as a world-class organization.

The Parent Company has strategic partnerships with international companies, among them
Nihon Yamamura Glass Company, Ltd. (NYG), Hormel Foods International Corporation (HFIC)
of the United States, Super Coffee Corporation Pte. Ltd. (SCCPL) of Singapore, Penderyn Pte. Ltd.
(Penderyn) and Kirin Holdings Company Limited (Kirin), one of the largest beer manufacturing
companies in Japan.

In addition, the Group contributes to the growth of downstream industries and sustains a
network of hundreds of third party suppliers.

The Group is one of the nation’s biggest private employers with an estimated over 18,000
employees. In addition, the Group contributes to the growth of downstream industries and sustains
anetwork of hundreds of third party suppliers.

Description of Businesses
Beverage

The beverage business consists of brewing, distilling, selling, marketing and distributing
beer, liquor and non-alcoholic beverages. SMC conducts its beverage business through its
majority-owned subsidiaries. San Miguel Brewery Inc. (SMB) for beer and Ginebra San Miguel
Inc. (GSMI) for liquor and non-alcoholic beverages. On December 5, 2014, the Board of Directors
of GSMI authorized the sale and transfer to SMB of certain non-alcoholic beverage assets
consisting of machinery and equipment as of December 31, 2014, and inventories as of
March 31, 2015.

SMB is primarily engaged in the manufacture and sale of fermented and malt-based
beverages, particularly beer of al kinds and classes. SMB, a majority-owned subsidiary of SMC, is
the largest producer of beer in the Philippines with six production facilities strategically located
across the Philippines and a highly developed distribution system serving approximately 450,000
on-premise and off-premise outlets nationwide

In addition to its Philippine beer operations, SMB has brewery and sales operations in Hong
Kong, Indonesia, Thailand and Vietnam, and two breweries in China through its wholly - owned
subsidiary, San Miguel Brewing International Ltd. (SMBIL). SMBIL aso exports its beer products
to over 30 countries and territories worldwide in North America, South America, Eastern and
Northern Europe, Africa, the Middle East, Australia and the rest of Asia. SMBIL’s exports are
primarily sold under various beer brands as well as under private labels.

SMC, through its majority-owned subsidiary, GSMI, is the largest gin producer by volumein
the world with some of the most recognizable brands in the Philippine liquor market. GSMI also
produces bottled purified water, carbonated energy drinks, non-carbonated tea and fruit juices in
ready-to-drink bottled and powdered formats in the Philippines.

22



GSMI operates one distillery, five liquor bottling plants and one cassava starch milk plant,
and has engaged two toll bottlers strategically located throughout the Philippines and one bottling
and distillery plant in Thailand. GSMI distributes its products throughout the Philippines, and its
primary export markets are Thailand, Taiwan, Korea, Japan, China and the Middle East. GSMI
distributes its products by shipping directly to dealers. GSMI has recently streamlined its
distribution network by reorganizing its network of dealers by assigned geographic areas. The
reorganization was designed to enhance the efficiency of the distribution network by having fewer,
but larger, dealers. GSMI has 119 dealers for its liquor products and nine sales offices for its non-
alcoholic beverage products as of year-end 2014. GSMI utilizes third party services in the
warehousing and delivery of its products.

Food

The food business holds numerous market leading positions in the Philippine food
industry, offering a brand range of high — quality food products and services to both household and
food service customers. The food business is conducted through San Miguel Pure Foods
Company, Inc. (SMPFC). In addition to its Philippine operations, the food business has operations
in Indonesiaand Vietnam.

SMPFC is a leading Philippine food company with market-leading positions in many key
products and offers a broad range of high-quality food products and services to household,
ingtitutional and foodservice customers in the Philippines. SMPFC has some of the most
recognizable brands in the Philippine food industry, including Magnolia for chicken, ice cream and
dairy products, Monterey for fresh and marinated meats, Purefoods for refrigerated processed
meats and canned meats, Star and DariCréme for margarine, San Mig Coffee for coffee and B-Meg
for animal feeds.

The support of SMC and partnerships with major international companies like United
States-based Hormel Foods International Corporation and Singapore-based Super Coffee
Corporation Pte. Ltd. (SCCPL) and Penderyn Pte Ltd. (“Penderyn”) have given SMPFC access to
the latest technologies and expertise, allowing it to deliver flavor, freshness, safety, quality and
value-for-money to its customers.

SMPFC is an 85.37%-owned business of SMC and was incorporated in 1956 to engage
primarily in the business of manufacturing and marketing of processed meat products. SMPFC,
through its subsidiaries, later on diversified into poultry and livestock operations, feeds and flour
milling, dairy and coffee operations, franchising and young animal ration manufacturing and
distribution.

SMPFC operates and manages one of the most extensive distribution networks across the
Philippines, with its products available in every major city. It has a multi-channel distribution
network that supplies its products to supermarkets and traditional retail outlets, trade, food service
channels and franchised stores. For the value-added meats business, it centrally manages sales and
distribution through San Miguel Integrated Sales, which is responsible for selling SMPFC’s value-
added products to both modern trades, such as major supermarket chains, hypermarkets, groceries,
convenience stores, and general trades, market traders and “sari-sari” stores (small neighborhood
stores). For its feeds, poultry, fresh meats and flour businesses, SMPFC maintains busi ness-specific
sales forces to service trade channels and manage its distributors and deaers. Great Food Solutions
of SMPFC, on the other hand, manages sales to key food service customers, such as hotels,
restaurants, bakeshops, fast-food and pizza chains. Meanwhile, the distribution advantage of the
feeds business lies in the location of its production facilities, which are strategically located close
to its primary markets or the major sources of its raw materials.
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SMPFC, then known as Purefoods Corporation, has been listed on the Makati Stock
Exchange (now the PSE) since 1973. SMPFC was consolidated with SMC in April 2001.

Packaging

The packaging business has one of the largest packaging operations in the Philippines,
producing glass, metal, plagtic, aluminum cans, paper, flexibles, PET and other packaging
products. The packaging business is conducted through the Packaging Group, which comprises
San Migud Yamamura Packaging Corporation, San Miguel Y amamura Packaging International
Limited, San Miguel Yamamura Asia Corporation and Mindanao Corrugated Fibreboard, Inc. The
packaging business is the major source for packaging products for the other businesses of SMC. It
also supplies its products to major multinational corporations in the Philippines and customers
across the Asia - Pacific region, the United States, Africa, Australia and the Middle East, as well as
to major multinational corporations in the Philippines, including Coca — Cola Bottling Company,
Nestle Philippines and Pepsi Cola Products Philippines.

The Packaging Group has ten international packaging facilities located in China (glass,
plastic and paperboard), Vietnam (glass and metal), Malaysia (flexibles, plastic films, woven bags,
industrial laminates and a packaging research center) and Australia (plastics and trading).

In January 2008, SMC finalized the joint venture agreement with NY G pursuant to which
NYG purchased 35% of San Miguel Packaging Specialists, Inc. (SMPSI) and San Miguel
Packaging International Limited (SMPIL).

Following the creation of the joint venture between SMPSI and NY G, SMPSI changed its
corporate name to “San Miguel Yamamura Packaging Corporation” (SMYPC), as approved by the
SEC on June 4, 2008. In addition, the BOD of SMPIL likewise approved the change in the
corporate name of SMPIL to “San Miguel Yamamura Packaging International Limited” (SMYPIL)
on January 3, 2008 and such change became effective on June 11, 2008.

SMYPC owns al of the domestic plants of the Packaging Group, except the corrugated
carton plant, Mincorr and SMYAC, which is aready an existing joint venture between SMC and
NYG. SMYPIL’s subsidiaries are the Packaging Group’s international facilities.

In December 17, 2009, the Packaging Group through its international subsidiary, SMYPIL,
acquired a 65% stake in JHK Investments Pty. Ltd., which owns 100% of Cospak Group, the
largest packaging trading firm in Australia. As of October 2013, SMY PIL acquired the remaining
sharesin San Miguedl Y amamura Knox, Pty. Ltd, now San Miguel Yamamura Australasia Pty. Ltd.
(SMYA). Accordingly, SMYA is now wholly - owned by SMYPIL.

In January 2013, SMY PC finalized its joint venture with Can-Pack S.A. for its two-piece
auminum can manufacturing business. The strategic partnership through the joint-venture
company, Can Asia, Inc., will modernize SMYPC’s aluminum can business while utilizing the
know-how and technologies of Can Pack Group. It also aims to introduce various aluminum can
packaging formats to the growing market in the Philippines and the Asia Pacific region.

On March 1, 2013, SMYPC acquired 104,500,000 common shares, equivalent to 35%
equity interest in Northern Cement Corporation (NCC). NCC is primarily engaged in
manufacturing, developing, processing, exploiting, buying and selling cement and/or other
products derived therefrom.
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Real Estate

San Miguel Properties, Inc. (SMPI) was established in 1990 initially as the corporate real
estate arm of SMC. It is the primary property subsidiary of the Group, currently 99.68% owned by
SMC.

SMPI is presently engaged in commercial property development, sale and lease of real
properties, management of strategic real estate ventures and corporate real estate services.

Among the completed projects in Metro Manila are the townhouse development in Lee
Street Mandaluyong and Dr. Sixto Avenue, Pasig City. Other residential development are located
in Genera Trias, Cavite and Sta. Rosa, Laguna. In addition, construction is in full swing for the
luxury townhouse project in San Juan City.

The construction of a 432-room serviced apartment in Legaspi Street, Makati has been
completed and is set to open by first half of 2015.

Energy

The energy business which is conducted through SMC Global Power Holdings Corp.
(SMC Global Power), is one of the leaders in the Philippine power generation industry in terms of
installed capacity. SMC Global Power administers three power plants, located in Sual (coal), Ilijan
(natural gas) and San Roque (hydroelectric), with a combined capacity of 2,545 MW, pursuant to
the Independent Power Producer Administration (IPPA) agreements with Power Sector Assets and
Liabilities Management Corporation (PSALM) and National Power Corporation of the Philippines
(NPC). Asof December 31, 2014, SMC Global Power is one of the largest power companiesin the
Philippines which holds a 22.3% market share of the total installed power generation capacity for
the Luzon power grid and a 17% market share of the national grid according to the Energy
Regulatory Commission of the Philippines.

SMC Globa Power began acting as IPPA of the Sual power plant in November 2009, the
San Rogue power plant in January 2010 and the llijan power plant in June 2010. SMC Global
Power sells power through off take agreements either directly to customers, including the Manila
Electric Company and other distribution utilities, electric cooperatives and industrial customers, or
through the Philippine Wholesa e Electricity Spot Market.

In September 2013, SMC Powergen Inc., a subsidiary of SMC Global Power, acquired the
2 x 35 MW co-generation solid fuel fired plant of Petron Corporation (Petron) located in Limay,
Bataan. The plant added 140 MW to the total capacity of SMC Global Power which brought its
total capacity to 2,685 MW by end September 2014.

In 2013, San Miguel Consolidated Power Corporation broke ground the new 300 MW
coal-fired power plant in Malita, Davao and SMC Consolidated Power Corporation for the other
300 MW cod-fired power plant in Limay, Bataan. These power plants are expected to be
commercialy available by 2016.

In September 2013, SMC Globa Power was awarded the winning concessionaire for the
rehabilitation, operations and maintenance of Albay Electric Cooperative, located in Albay
province. A new subsidiary, Albay Power and Energy Corp. was created for this purpose.

In 2014, PowerOne Ventures Energy Inc. (PVEI), a subsidiary of SMC Global, and Korea
Water Resources Corporation (K-Water) entered into ajoint venture partnership for the acquisition,
rehabilitation, operation and maintenance of the 218 MW Angat Hydroelectric Power Plant,
awarded by PSALM to K-Water.
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Fue and Oil

SMC operates its fuel and oil business through Petron, in which SMC holds an aggregate
of 68.26% equity interest. Petron involves refining of crude oil and marketing and distribution of
refined petroleum products mainly in the Philippines and Maaysia. Petron is the largest integrated
oil refining and marketing company in the Philippines. Petron participates in the reseller (service
station), industrial, lube and LPG sectors. In addition, Petron is engaged in non-fuels business
through its billboards and locators which are largely situated within premises of service stations.

In Malaysia, Petron holds a 16.4% share of the retail market in 2014, based on company
estimates and information from Metrix Research Sdn. Bhd., the market research consultant
appointed by Malaysian retail market participants to compile industry data.

Petron owns and manages the most extensive oil distribution infrastructure in the
Philippines with over 30 depots, terminals and airport installations and close to 2,200 retail service
stations and 8 product terminals and 560 retail service stations in Malaysia. Petron also exports
various petroleum products and petrochemical feedstock, including naphtha, mixed xylene,
benzene, toluene and propylene, to customersin the Asia-Pacific region.

Petron owns and operates a petroleum refining complex located in Limay, Bataan. The
refinery has its own piers and two offshore berthing facilities. Petron upgraded its refinery referred
to as Petron Bataan Refinery Master Plan Phase-2 Upgrade (“RMP-2”). RMP-2 was mechanically
completed in 2014. Petron’s biggest project to date upgraded the Petron Bataan Refinery to a full
conversion refining complex, where al fuel oil is converted to higher valued products — gasoline,
diesal, jet fuel and petrochemicals. This makes the Petron Bataan Refinery comparable to highly
complex refineries worldwide. Currently, the RMP-2 facility is still undergoing performance
guarantee test run facilitated together with the process technology licensors to establish the
capabilities of the plant against the guaranteed yields and product qualities. RMP-2 will be in full
commercia operation by the second quarter of 2015 after the completion of the test run.

Infrastructure

The infrastructure business of SMC, conducted through SMHC, consists of investmentsin
companies that hold long-term concessions in the infrastructure sector in the Philippines. Current
projects include the Tarlac-Pangasinan-La Union Toll Expressway (TPLEX), the Boracay Airport,
MRT-7, NAIA Expressway and the Skyway Stage 3 and operating toll roads — South Luzon
Expressway (SLEX), Skyway 1 & 2 and the Southern Tagalog Arterial Road (STAR) Tollways.

TPLEX

SMHC, through its subsidiary, Rapid Thoroughfares, Inc. (Rapid) owns a 45% equity
interest in Private Infra Dev Corp. (PIDC). PIDC is a company which holds a 35-year Build-
Operate-Transfer (BOT) concession rights to construct an 88.85 km two-lane toll expressway from
La Paz, Tarlac, through Pangasinan to Rosario, La Union. The TPLEX expressway is expected to
be integrated with other major expressways (including the North Luzon Expressway (NLEX) and
Subic-Clark-Tarlac Expressway (SCTEX) to expand the road/expressway network in and around
Metro Manila by 325 km. Construction of the expressway commenced in October 2010. Several
sections of TPLEX (Sections 1 and 2) were constructed on a 2x2 lanes basis.

On October 31, 2013, PIDC opened the first section from Tarlac to Gerona. The 49 km
stretch from Gerona to Carmen was fully operational by April 2014. The 14 km stretch from
Carmen to Urdaneta was opened to the public last December, 2014. On the other hand the last
section from Urdaneta to Rosario is targeted for completion by end - 2015.
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Boracay Airport

SMC, through the 99.77% interest of SMHC in TADHC, is undertaking the expansion of
Boracay Airport under a 25-year build-rehabilitate-operate-transfer concession granted by the
Republic of the Philippines, through the Department of Transportation and Communications.

The rehabilitation of the existing terminal was completed. The extension of the runway to
1.8 km is expected to be completed in the middle of this year while the completion and
construction of a new and bigger terminal is expected to be completed in 2016 that will
accommodate a projected increase in tourist arrivals.

MRT-7

In October 2010, SMC, through SMHC, acquired a 51% stake in ULC, which holds the
BOT concession for MRT-7, a planned expansion of Manila’s metro rail system. MRT-7 is one of
several rail extension projects to the existing Metro Manila rail system. It is expected to take three
and a half years and includes a 22 km six-lane asphalt highway that will connect the North Luzon
Expressway to the intermodal transport terminal in San Jose del Monte Bulacan and a 22 km
mostly elevated MRT with 14 stations that will start from San Jose del Monte City and end at the
integrated LRT-1 / MRT-3 / MRT-7 station at North EDSA. ULC will operate and manage the
system on behalf of the Philippine government for 25 years and will gradualy transfer ownership
of the system to the Philippine government in proportion to semi-annual capacity fee payments
received. UL C received the performance undertaking in October 2014.

S_EX and Skyway

As of December 31, 2014, SMHC had a 46.53% stake in Atlantic Aurum Investments B.V.
(AAIBV), a company which has the following shareholdings. (i) 80% stake in South Luzon
Tollway Corporation, which holds a 30-year concession rights to operate the 36 kilometer SLEX,
one of the three major expressways that link Metro Manila to key southern provinces and (ii)
87.84% beneficiad ownership in CMMTC, through Atlantic Aurum Investments Philippines
Corporation (AAIPC), awholly-owned subsidiary of AAIBV. CMMTC holds a 30-year concession
to construct, operate and maintain the 16.38-kilometer (Stages 1 and 2) Skyway Project. The
effective interest of SMHC in CMMTC is 40.87% as of December 31, 2014.

SMHC has a 60% equity interest in Alloy Manila Toll Expressways Inc. (AMTEX) which
has a 30% interest in Manila Toll Expressway Systems, Inc. (MATES). MATES is the operating
and maintenance company of SLEX. SMHC a so has an additional equity interest viaMTD Manila
Expressways, Inc. (MTDME) which has a 30% direct ownership in MATES and 40% equity in
AMTEX. MTDME is owned by SMHC thru AAIBV. Tota effective interest of SMHC in MATES
as of year-end of 2014 is 37.54%.

SMHC has a 100% equity interest in Terramino Holdings Inc. which has a 100% interest in
Asset Vaues Holding Company Inc. (AVHCI). AVHCI has a 15.43% equity interest in Skyway
O&M Corporation (SOMCO), the operating and maintenance company of Skyway Stage 1 & 2.
CMMTC has a 40% direct equity ownership in SOMCO. As of year-end, the total effective interest
of SMHC in SOMCO is 31.78%.
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On March 5, 2015, a Notariad Deed of Transfer of Shares, in accordance with the
requirements of the laws of the Netherlands, was executed whereby Padma Fund L.P. transferred to
SMHC the following: (i) 44% additional equity interest in AAIBV for a total purchase price of
US$158 million; and (ii) 4.47% equity interest in AAIBV due to the exercise by SMHC of its
option to acquire the said shareholdings in AAIBV in compliance with the terms and conditions of
the Option Agreement.

With the purchase of additional 44% equity interest and the exercise of option for the
4.47% equity interest, SMHC has a 95% ownership interest in AAIBV as of March 5, 2015. As
such, AAIBV became a subsidiary and is controlled by SMHC effective March 5, 2015.

STAR Tollway

SMHC has 58.31% membership interest in Sleep International (Netherlands) Cooperatief
U.A. (Sleep) and 50% equity interest in the outstanding capital stock of Wiselink Investment
Holdings, Inc. (Wisdlink). Sleep was established as a cooperative under the laws of the
Netherlands. Sleep has a 40% equity interest in Cypress Tree Capital Investments, Inc. (Cypress).
Wiselink, a holding company, has 60% equity interest in Cypress. SMH effective interest in CTCII
is53.32%.

Cypress owns 100% of Star Infrastructure Development Corporation (SIDC) and 60% of
Star Tollway Corporation (STC.), SIDC on the other hand, owns the remaining 40% equity interest
in STC. SIDC holds the 30-year build-transfer-operate concession rights of the STAR Project
representing the following: Stage 1 - operation and maintenance of the 22.16 km toll road from Sto.
Tomas to Lipa City; and Stage 2 - financing, design, construction, operation and maintenance of
the 19.74 km toll road from Lipa City to Batangas City.

NAIA Expressway

On May 31, 2013, SMHC incorporated Vertex Tollways Devt Inc. (Vertex), a company
that holds the 30-year build-transfer-operate concession for the construction and operation of the
NAIA Expressway — a four-lane, 7.75 km elevated expressway and 2.2 km at-grade feeder road
that will provide access to NAIA Terminals 1, 2 and 3. NAIA Expressway will connect to the
Skyway system the Manila-Cavite Toll Expressway and the Philippine Amusement and Gaming
Corporation’s Entertainment City. The target date of completion for Phase 2A (NAIA 1 and 2 to
PAGCOR Entertainment City) is on April 2015 while the Phase 2B (Linking skyway, covering
NAIA 3 ending in the intersection of domestic road and MIA road) is on October 2015.

SKyway Sage 3

On February 28, 2014, SMHC through AAIBV incorporated Stage 3 Connector Tollways
Holdings Corp. (S3HC), which holds a 55% ownership interest in Citra Central Expressway Corp.
(CCEC). CCEC holds a 30-year concession to operate, construct and maintain Skyway Stage 3, an
elevated roadway with the entire length of approximately 14.8 km from Buendia Avenue in
Makati to Balintawak, Quezon, City and will connect to the existing Skyway system. This is
envisioned to inter-connect the southern and northern areas of Metro Manila to help decongest
traffic in Metro Manila and stimulate the growth of trade and industry in the southern, central and
northern Luzon areas. The elevated Skyway from Buendia Avenue in Makati to Balintawak,
Quezon City (to connect SLEX to NLEX) is expected to be completed in 2017.
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Telecommunications

In 2010, SMC through its subsidiary, Vega, owns a 41.48% stake in LTHI, a
telecommunications carrier listed in the Philippine Stock Exchange, offering data communications
and data connectivity services. Vegaincreased its ownership from 41.48% to 45.05% in April 2014
and to 45.58% in December 2014.

Also, in 2010, Vega subscribed to shares of stock equivalent to 100% of Two Cassandra-
CCl Conglomerates, Inc., Power Smart Capital Limited, and Perchpoint Holdings, Corp. that
collectively owns 100% of BellTel. In December 2014, VVega made a direct additional investmentto
BellTel by subscribing to its unissued shares.

BellTel, which began commercial operations in 2002, offers an integrated package of
services, including local and long distance telephony, high speed data connectivity and Internet. It
has various licenses that include local exchange carrier (LEC), international gateway facility (IGF),
inter-exchange carrier (IXC), very small aperture terminal (V SAT), internet service provider (ISP),
and wireless local loop (WLL) telephone systems in various cities and municipalities in Nationa
Capital Region. It is authorized to provide the full range of services throughout the Philippines. In
2014, BellTel acquired 100% of Dominer Pointe, Inc. and Somete Logistics & Dev’t. Corp. from
various individuals. Both acquired tower companies are engage in the business of
conceptualization, construction, installation, establishment, operation, leasing, sale and
maintenance, and rendering of specialty technical services for tower infrastructures to be utilized
by telecommunication companies.

In 2010, SMC, through Vega, acquired 100% of the outstanding and issued shares of stock
of AGNP, the beneficial owner of approximately 40% of ETPI, inclusive of the existing businesses,
investments and telecommunications service facilities of ETPI. On October 20, 2011, the Parent
Company through its wholly-owned subsidiary, SMESI, acquired an additional 37.7% of the
outstanding and issued shares of stock of ETPI bringing its total indirect equity interest in ETPI to
77.7%.

Established more than 130 years ago, ETPI offers a full range of telecommunication
services, including internet, data, voice and certain value added services. ETPI is a provider of
voice, dataand internet services to the business process outsourcing market.

Banking

SMC, through SMPI, currently holds approximately 39.9% of the Bank of Commerce, a
commercia bank licensed to engage in banking operations in the Philippines.

Others
South Western Cement Corporation (SAMCC)

On October 15, 2014, San Miguel Equity Investments, Inc. (SMEII) acquired from
Clariden its 100% ownership interest in SWCC.

SWCC is primarily engaged in the business of manufacturing, importing, exporting,
buying, selling or otherwise dealing in, at wholesale, of cements and other goods of similar nature,
and any and all equipment, materials, supplies, used or employed in or related to the manufacture
of such finished goods. SMEII, through SWCC has the exclusive right to conduct mining
operations in 306.46 hectares of land and 505.7929 hectares of land both located in Lo-oc,
Malabuyoc, Cebu pursuant to MPSA No. 059-96-VII and MPSA No. 060-96-V 1, both executed on
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November 18, 1996 between the ROP and Lo-oc Limestone and Development Corporation
(LLDC). LLDC subsequently assigned its rights, title and interest in and to the MPSAs to SWCC,
which assignment was approved by the MGB on September 24, 1997.

The primary purpose of these MPSAs is to provide for the exploration, sustainable
development and commercia utilization of limestone and other mineral deposits existing in the
contract area, with all the necessary services, technology and financing to be provided by SWCC.
The MPSAs have aterm of 25 years from effective date, renewable for another 25 years.

The share of the ROP consists of an excise tax on mineral products as provided for in
Republic Act No. 7729 amending Section 151(a) of the NIRC as amended. If mineras, other than
limestone are discovered in commercial quantities in the contract area, the value thereof shall be
added to the value of the principal mineral in computing the share of the ROP.

Daguma Agro-Minerals, Inc.(DAMI), Bonanza Energy Resources, Inc.(BERI) and Sultan Energy
Phils. Corp.(SEPC)

SMC, through San Miguel Energy Corporation, owns 100% interest in the concession
holders namely DAMI, BERI and SEPC, each of which are engaged in coal mining exploration
activitiesin Mindanao.

North Harbor

SMC, through Petron, aso has a 35% interest in Manila North Harbor Port Inc., which
Petron purchased from Harbour Centre Port Terminal, Inc. in January 2011. The Manila North
Harbor is undergoing rehabilitation and modernization which include construction of a new
passenger terminal, upgrade of the passenger terminal facilities, rehabilitation of the piers,
development of berth facilities and construction of support facilities for cargo handling operations.
The new passenger terminal, which includes the passenger building, ticketing office and parking
area, has recently been completed and opened to passengers.

Financial Statements

The Audited Consolidated Financial Statements of the Company as of December 31, 2014,
including the Company’s Statement of Management’s Responsibility, are attached hereto as Annex
“B”. The Notes to the 2014 Audited Consolidated Financial Statements of the Company arein its
annual report in CD format distributed to the shareholders.

Management’s Discussion and Analysis or Plan of Operation

The Management's Discussion and Analysis or Plan of Operation of the Company as of
December 31, 2014 is attached hereto as Annex “C”.

Changesin and Disagreementswith Accountants on Accounting and Financial Disclosure

There are no disagreements with the Company’s external auditors on accounting and
financial disclosure.
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Audit and Audit Related Fees

The Parent Company paid the externa auditor the amount of P10 million and P13 million,
respectively, for its services rendered in 2014 and 2013. Said fees include compensation for audit
services and other related services such as audit review and research work. There were no fees paid
to the external auditor for tax accounting, compliance, advice, planning, and any other form of tax
services. There were no other fees paid to the auditors other than the above-described services.

The stockholders approve the appointment of the Company’s external auditors. The Audit
Committee reviews the audit scope and coverage, strategy and results for the approval of the Board
and ensures that audit services rendered shall not impair or derogate the independence of the
external auditors or violate SEC regulations. Likewise, the Audit Committee evaluates and
determines any non-audit work performed by external auditors, including the fees therefor, and
ensures that such work will not conflict with External Auditors’ duties as such or threaten its
independence.

Market Price of and Dividends on the Company's Common Equity and Related Stockholder
Matters

The Company's common and Series “2-A”, “2-B”, and “2-C” preferred shares are traded in
the Philippine Stock Exchange. The Series “1” preferred shares of the Company was also traded in
the Philippine Stock Exchange prior to their redemption on October 5, 2012. The Company’s high
and low closing prices for each quarter of the last two (2) fiscal years and for the first quarter of
2015 are asfollows:

2013
Series “2-A” Series “2-B” Series “2-C” Common
High Low High Low High Low High Low
1st 75.00 74.65 77.00 74.50 79.25 74.50 125.00 | 103.20
2nd 80.50 74.95 82.00 75.75 84.00 77.50 125.00 83.00
3rd 77.75 74.50 79.60 75.00 81.50 74.95 94.50 65.50
4th 77.30 75.60 77.50 75.40 79.80 76.80 88.00 57.30

2014
Series “2-A” Series “2-B” Series “2-C” Common
High Low High Low High Low High Low
1st 77.00 75.00 78.95 76.00 81.00 77.50 76.00 54.50
2nd 76.10 74.30 78.90 74.90 81.85 75.00 87.00 74.65
3rd 76.00 74.20 76.50 74.50 78.00 75.00 83.00 76.90
4th 96.90 75.30 79.00 76.00 82.50 77.00 78.95 72.00

2015
Series “2-A” Series “2-B” Series “2-C” Common

High High High Low High Low High Low

1st 76.80 75.00 89.50 78.00 84.50 78.00 81.00 66.70

The closing prices as of April 7, 2015, the latest practicable trading date, are as follows:
Common P 67.80
Series “2-A” Preferred £ 75.90
Series “2-B” Preferred £ 80.55
Series “2-C” Preferred £ 84.90

The approximate number of shareholders as of March 31, 2014 is 37,869.
Thetop 20 common and preferred stockholders as of March 31, 2015 are as follows:
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Series “2-A” | Series “2-B” | Series “2-C” | Total No. of Per centage
Rank Name of Stockholders Common Preferred Preferred Preferred Shares of
Shares Shares Shares outstanding
1 Top Frontier Investment Holdings, 1,573,100,340 0 0 0 | 1,573,100,340 45.656538%
Inc.
2 PCD Nominee Corporation 47,520,708 647,671,659 56,148,970 229,705,987 981,047,324 28.473215%
3 Privado Holdings, Corp. 368,140,516 0 0 0 368,140,516 10.684647%
4 PCD Nominee Corporation 132,345,998 0 0 0 132,345,998 3.841115%
(Filipino)
5 PCD Nominee Corporation (Non- 73,452,081 3,593,701 108,560 749,943 77,904,285 2.261038%
Filipino)
6 China Banking Corporation 0 44,444,400 0 0 44,444,400 1.289922%
7 PCGG in trust for the 27,636,339 0 0 0 27,636,339 0.802097%
Comprehensive Agrarian Reform
Program
8 San Miguel Corporation Retirement 15,001 0 26,435,700 0 26,450,701 0.767686%
Plan
9 G & E Shareholdings Inc. 0 0 0 15,000,000 15,000,000 0.435349%
10 GSIS Provident Fund 0 0 1,300,000 2,666,700 3,966,700 0.115127%
11 Sysmart Corporation 3,457,000 0 0 0 3,457,000 0.100333%
12 Gingoog Holdings Corporation 1,830,082 1,000,000 0 0 2,830,082 0.082138%
13 Petron Corporation Employees’ 0 2,000,000 0 0 2,000,000 0.058047%
Retirement Plan
14 Petron Corporation Employees’ 0 0 2,000,000 0 2,000,000 0.058047%
Retirement Plan
15 Everett Steamship Corporation 1,903,330 0 0 0 1,903,330 0.055241%
16 Eduardo M. Cojuangco, Jr. 1,718,679 0 0 0 1,718,679 0.049882%
17 San Miguel Corp. Retirement Plan 0 590,000 994,800 0 1,584,800 0.045996%
FIP
18 Pac Rim Realty Development Corp. 912,050 667,000 0 0 1,579,050 0.045829%
19 Knights of Columbus Fraternal 0 0 0 1,333,300 1,333,300 0.038697%
Association of the Philippines, Inc.
20 San Miguel Foods, Inc. Retirement 0 600,000 730,000 0 1,330,000 0.038601
Plan
TOTAL 2,232,032,124 700,566,760 87,718,030 249,455,930 | 3,269,772,844 | 94.899546%

Cash dividends declared by the Board of Directors of the Parent Company amounted to

P1.40 per share both in 2014 and 2013.

Cash dividends declared by the Board of Directors of the Parent Company to Series “2”

preferred shareholdersin 2014 and 2013 are as follows:

Subseries “2-A”
Subseries “2-B”
Subseries “2-C”

Description of the following securities of the Group may be found in the indicated Notes to

2013
P7.03125
P7.14844
P7.50

2014

P5.625

P5.71875

P6.00

the 2014 Audited Consolidated Financial Statements, attached herein as Annex “B”:

Long-term Debt

Stockholders’ Equity

Share-Based Transactions

There were no securities sold by the Company within the past three (3) years which were
not registered under the Securities Regulation Code (SRC), except for the issuance of shares under
the LTIP and employee stock purchase plan of the Company in accordance with Section 10.2 of the

SRC.

Note 22
Note 25
Note 39
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Independent Public Accountants

The accounting firm of R.G. Manabat & Co. served as the Company's external auditors for
the last fiscal year. The Board of Directors will again nominate R.G. Manabat & Co., CPAs for re-
appointment this fiscal year.

Representatives of R.G. Manabat & Co. are expected to be present at the stockholders
meeting and will be available to respond to appropriate questions. They will have the opportunity
to make a statement if they so desire. R.G. Manabat & Co., then known as Manabat Sanagustin &
Co., has been the Company’s external auditors since 2006. In 2011 and again in 2013, R.G.
Manabat & Co. changed the signing partner assigned to the Company, in compliance with SRC
Rule 68 (3) (b) (iv) in respect of its engagement of R.G. Manabat & Co.

Compliance with Leading Practice on Corpor ate Gover nance

The evaluation by the Company to measure and determine the level of compliance of the
Board of Directors and top level management with its Manua of Corporate Governance
(“Manual”) is vested by the Board of Directors on the Compliance Officer. The Compliance
Officer is mandated to monitor compliance by all concerned with the provisions and requirements
of the Manual. The Compliance Officer has certified that the Company has substantially adopted
al the provisions of the Manual. Pursuant to its commitment to good governance and business
practice, the Company continues to review and strengthen its policies and procedures, giving due
consideration to developments in the area of corporate governance which it determines to be in the
best interests of the Company and its stockholders. On April 14, 2010, the Board of Directors
amended the Manual pursuant to the Revised Code of Corporate Governance issued by the SEC
under its Memorandum Circular No. 6, series of 2009. On March 27, 2014, the Board of Directors
approved further amendments to the Manual to reflect the requirements of the SEC on the annual
training requirement of directors and key officers of the Company, and the requirements on the
reporting of compliance with the Manual.
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UNDERTAKING

On May 15, 2015, or at least fifteen (15) business days prior to the Annual
Stockholders Meeting of the Company to be held on June 9, 2015, the Company shall upload
an electronic copy of the SEC Form 17-Q for the period ending on March 31, 2015 (the “First
Quarter SEC Form 17-Q”), both to the Company website and the PSE Edge Portal. The
Company will publish in two (2) newspapers of general circulation of the posting of the First
Quarter SEC Form 17-Q.

The Company undertakes, upon the written request of the stockholder, to furnish
such stockholder free of charge with, at their option, a printed or electronic copy of SEC
Form 17-A, and the First Quarter SEC Form 17-Q.

Written requests for copies of the SEC Form 17-A and First Quarter SEC Form 17-Q
shall be addressed to the Office of the Corporate Secretary, 7/F SMC-HOC Building, No. 40
San Miguel Avenue, Mandaluyong City, Philippines, or via sent via email at

smc stse@smg.sanmiguel.com.ph.

SIGNATURE

After reasonable inquiry and to the best of my knowledge and behalf, | certify that the
information set forth in this report is true, complete and correct. This report is signed in the City of
Mandaluyong on May 5, 2015.

SAN MIGUEL/CORPORATION
By: i

Virgilio S. Jacinto
Corporate Secretary
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CERTIFICATION OF INDEPENDENT DI

I, WINSTON F. GARCIA, Filipino, of legal age with address at No. 86 Juan Luna St.,
San Lorenzo Village, Makati City, after having been duly sworn to in accordance with law do
hereby declare that:

1. I am an independent director of San Miguel Corporation.
2. I am affiliated with the companies or organizations listed in Annex “A” hereof.
3. I possess all the qualifications and none of the disqualifications to serve as an

Independent Director of San Miguel Corporation as provided for in Section 38 of the Securities
Regulation Code and its Implementing Rules and Regulations.

4. I shall faithfully and diligently comply with my duties and responsibilities as
independent director under the Securities Regulation Code.

5. I shall inform the Corporate Secretary of San Miguel Corporation of any changes
in the abovementioned information within five days from its occurrence.

Done this 10" day of June 2014 at Mandaluyong City.

AL

WINSTON F. GARCIA
\ Affiant

A
b
At

SUBSCRIBED AND SWORN to before me this 10" day of June 2014 at Mandaluyong

City, affiant personally appeared before me and exhibited to me his Passport No. EB71612732
issued at DFA-Cebu on January 15, 2013.

Doc. No. k> :

Page No.

Book No. RICARDO P. BERNABE 1l
Series of 20 f Commission No. ws-u

Netary Public for Mandaluyong
SMC, 40 Saanm . M0y
" ve., Manda Cl
Roll No. 61 400 N
PTR No. 1845032; 01/03/14; Mandaluyong City
IBP Lifetime Member No. 011669; 03/08/13; RSM



WINSTON F. GARCIA

Present Position:

Annex "A”

e Senior Partner of Garcia Garcia Law Offices

e President. Golden Garfields Development Corporation

e Independent Director, San Miguel Corporation

Previous Position:

e President and General Manager
Vice-Chairman, Board of Trustees

e Chairman

e Chairman
e Chairman
e Chairman
e Board Member

e Director

e Director
e Member (GSIS)

e  Member (GSIS)

e  Member (GSIS)

: Government Service Insurance System

. National Reinsurance Corporation of the

Philippines

: GSIS Mutual Fund. Incorporated

. Asean Forum. Incorporated

. Philippine Social Security Association
¢ Asean Social Security Association

: Philippine National Construction

Corporation

. Philippine Health Insurance Corporation
: International Social Security Association

: Federation of Afro Insurers and

Reinsurers

. International Insurance Society,

Incorporated
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[, REYNATO S. PUNO, Filipino, of legal age with address a

Jose Heights, Commonwealth Avenue, Quezon City, after having been duly sworn to in
accordance with law do hereby declare that:

CERTIFICATION OF INDEPENDENT D

I: I am an independent director of San Miguel Corporation.

2. I am affiliated with the companies and organizations listed in Annex “A™ hereof.

3. I possess all the qualifications and none of the disqualifications to serve as an
Independent Director of San Miguel Corporation as provided for in Section 38 of the Securities
Regulation Code and its Implementing Rules and Regulations.

4. I shall faithfully and diligently comply with my duties and responsibilities as
independent director under the Securities Regulation Code.

5. I shall inform the Corporate Secretary of San Miguel Corporation of any changes
in the abovementioned information within five days from its occurrence.

Done this 10" day of June 2014 at Mandaluyong City.

~oyt ) G

ATO S. PUNO
Affiant

SUBSCRIBED AND SWORN to before me this 10" day of June 2014 at Mandaluyong

City, affiant personally appeared before me and exhibited to me his Passport No. EB52069814
issued at DFA-Manila on April 21, 2012.

Doc. No. <. %
Page No. %; RICARDO . BERNABE I}

Commissioh No. 0416-14
Book No. "L+ Notary Public for Mandaluyong City
Series of 2014, SMC, 20 Sanum:' fmamm c
Roll No. 1400 o
PTR No. 1945032; 01/03/14;

1B# Lifotimé Member N8, 0"060‘ 03/08/13, :SRYM



REYNATO S. PUNO

Present Position:

¢ [ndependent Director :

e Independent Director:

e Independent Director:

e Independent Director:
Other Position:

Annex “A”

San Miguel Corporation

Union Bank Corporation

San Miguel Brewery Hongkong
PT Delta Djakarta. Tbk

e Member, University of the Philippines Board of Regents

Previous Position:

e Appointed Chief Justice of the Supreme Court. December 6. 2006;

Retired. May 17. 2010

e  Chairman, Presidential Electoral Tribunal. 2007

e Chairman. First Division of the Supreme Court. 2007
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CERTIFICATION OF INDEPENDENT DIRECTO

By *

oF
HECEIVED JECT 10 ARVEW
Soaulaad

DCONTENTE

T

C

I, MARGARITO B. TEVES, Filipino, of legal age with address at No. 411 Ambuklao

Street, Ayala, Alabang, after having been duly sworn to in accordance with law do hereby
declare that:

1. [ am an independent director of San Miguel Corporation.
2. I am affiliated with the companies and organizations listed in Annex “A” hereof.
3. I possess all the qualifications and none of the disqualifications to serve as an

Independent Director of San Miguel Corporation as provided for in Section 38 of the Securities
Regulation Code and its Implementing Rules and Regulations,

4. [ shall faithfully and diligently comply with my duties and responsibilities as
independent director under the Securities Regulation Code.

5. I shall inform the Corporate Secretary of San Miguel Corporation of any changes
in the abovementioned information within five days from its occurrence.

Done this 10" day of June 2014 at Mandaluyong City.

MARG O B. TEVES
Affiant

SUBSCRIBED AND SWORN to before me this 10" day of June 2014 at Mandaluyong

City, affiant personally appeared before me and exhibited to me his Passport No. EB00952111
issued at Manila on April 13, 2010.

Doc. No. {’V chEgo P. BERNABE ill

Page No.

: Commission No. 0416-14
Book No. : NotaryPu‘bl_icl’arMandaimngOlty
Satice of ST Until Dec. 31, 2015
€ries o . SMC, 40 San Miguel Ave., Mandaluyong City
Roll No. 61400

PTR No. 1945032; 01/03/14; Mandaluyong City
IBP Lifetime Member No. 011669; 03/08/13; RS}



Annex “A”

MARGARITO B. TEVES

Present Position:

Independent Director. San Miguel Corporation

Independent Director, Petron Corporation

Board of Advisers, Bank of Commerce

Independent Director, Atlantic Aurum Investments Philippines Corporation
Director, AB Capital and Investment Corporation

Managing Director, The Wallace Business Forum

Chairman. Think Tank Inc.

Senior Adviser, China-Asean Economic and Culture Research Center
Visiting Professor, Guilin University of Electronic Technology. China
Independent Director. Alphaland Corporation

Independent Director, Atok-Big Wedge Corporation

Independent Director, The City Club at Alphaland, Makati Place

PREVIOUS POSITION:

VYVVYVVVVVVVVVVVVVVVVYVVVVY

Secretary, Department of Finance

Governor for the Philippines. World Bank Group

Governor for the Philippines. Asian Development Bank

Alternate Governor for the Philippines. International Monetary Fund
Governor for the Philippines. International Fund for Agricultural Development
Chairman, Land Bank of the Philippines

Chairman, Philippine Deposit Insurance Corporation

Chairman, Trade & Investment Development Corporation of the Philippines
Chairman, Home Guaranty Corporation

Chairman, National Power Corporation

Chairman, Power Sector Assets and Liabilities Management Corporation
Chairman, National Transmission Corporation

Chairman, NEDA-ICC Committee

Chairman, Privatization Council

Co-Chair, Capital Market Development Council

Governor for the Philippines at World Bank and Asian Development Bank
President and Chief Executive Officer. Land Bank of the Philippines
President, APRACA-CENTRAB

Chairman. LBP Insurance Brokerage. Inc.

Chairman. LBP Leasing Corporation

Chairman. LBP Realty Development Corporation

Chairman, Masaganang Sakahan, Inc.

Chairman, LBP Financial Services SpA



VVVVVY

VVVVVVVVVVVVVVVVVVVY

Chairman & President, LBP Remittance Co. USA

Chairman, Management Committee. National Livelihood Support Fund (NLSF)
Chairman, People’s Credit and Finance Corporation (PCFC)

Chairman, Philippine Crop Insurance Corporation (PCIC)

Chairman and Chief Executive Officer. Think Tank. Inc.

Chairman & Member, Asia Pacific Rural and Agricultural Credit Association
(APRACA)

Member, Board of Directors. Manila Electric Company

Member. Board of Directors. PhilEquity Fund Inc.

Member, Asean Finance Corporation

Member. Bankers Association of the Philippine

Member. Board of Directors, Bankers Association of the Philippines

Member, Board of Directors, Great Pacific Life Assurance Corporation
Member, Board of Directors, Lifetime Plans Inc.

Member, Board of Directors, Asean Finance Corporation

Member, Board of Directors. Ayala Foundation Inc.

Member, Board of Directors, Solid Bank Corporation

Member, Board of Governors, Philippine Stock Exchange Inc.

Member, Board of Directors. Philippine Economic Society

Member, Board of Directors, Alsons Cement Corporation

Member, Eminent Persons Group. Export Development Council

Member, Board of Directors. Center for Legislative Development Inc.
Coordinator for the Council of Senior Advisers (CSA) and the private sector (ECC)
Commissioner. Preparatory Commission on Constitutional Reforms (PCCR)
Delegate, 1971-72, Constitutional Convention

Private Sector Representative. Economic Coordinating Council (ECC)
Representative, 3 District, Negros Oriental (3 terms). July 1987- June 1998. Philippine
House of Representatives



ANNEX “B”

SAN MIGUEL CORPORATION AND SUBSIDIARIES
CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2014, 2013 and 2012



SAN MIGUEL CORPORATION

STATEMENT OF MANAGEMENT’S RESPONSIBILITY
FOR CONSOLIDATED FINANCIAL STATEMENTS

The management of San Miguel Corporation (the “Company”) is responsible for the preparation
and fair presentation of the consolidated financial statements for the years ended December 31,
2014, 2013 and 2012, including the additional components attached therein, in accordance with
the prescribed financial reporting framework indicated therein. This responsibility includes
designing and implementing internal controls relevant to the preparation and fair presentation of
the consolidated financial statements that are free from material misstatement, whether due to
fraud or error, selecting and applying appropriate accounting policies, and making accounting
estimates that are reasonable in the circumstances.

The Board of Directors reviews and approves the consolidated financial statements and submits
the same to the stockholders of the Company.

R.G. Manabat & Co., the independent auditors appointed by the stockholders, has audited the
consolidated financial statements of the Company in accordance with Philippine Standards on
Auditing, and in its report to the stockholders has expressed its opinion on the fairness of
presentation upon completion of such audits.

RAMON S. ANG
Chairman and Chief Executive Officer President and Chiéf Operating Officer

/’——//

FERDINAND K. CONSTANTINO

Senior Vice President and
Chief Finance Officer / Treasurer

Signed this 26" day of March 2015

40 SAN MIGUEL AVENUE, MANDALUYONG CITY, 1550 METRO MANILA, PHILIPPINES TEL. NO. (632) 632-3000



ACKNOWLEDGMENT

REPUBLIC OF THE PHILIPPINES )
Mandaluyong City )S. S.

Before me, a Notary Public for and in Mandaluyong City this 26™ day of March
2015, personally appeared the following:

Name Passport No. Date/Place of Issue
Mr. Eduardo M. Cojuangco, Jr. XX0410612 02/16/12/DFA-Manila
Mr. Ramon S. Ang XX0492943 02/22/13/DFA-Manila
Mr. Ferdinand K. Constantino EB5297621 05/04/12/DFA-Manila

known to me to be the same persons who executed the foregoing instrument and that
they acknowledged to me that the same is their free and voluntary act and deed and that
of the corporation they represent.

IN WITNESS WHEREOF, | have hereunto affixed my notarial seal at the date
and place first above written.

,\W ?
Doc. No. 78: RICARINO P. BERNABE 11

Commission No, 0416-14

Page No. 17; NotmyPL:bh:c for Mandaluyong City
Book No. _5; sMe ms@%;_m D]ccn, 2015

: 01 : iguel Ave., Mandalwyong C
Series of 2015. Roll No. 61400 o2& City

PTR No. 2253811: 0

1/07/15; Mandal :
IBP Lifetime I.fcr::be;‘ bk uyong City

No. 01 1669; 03/08/ 13; RSM



R.G. Manabat & Co. Telephone  +63 (2) 885 7000

The KPMG Center, 9/F Fax +63 (2) 894 1985
6787 Ayala Avenue Internet www.kpmg.com.ph
Wiakat City 1226, Metro Manila, Philippines E-Mail pheingquiry@kpmg.com

Branches: Subic - Cebu - Bacolod - lloilo

REPORT OF INDEPENDENT AUDITORS

The Board of Directors and Stockholders
San Miguel Corporation

No. 40 San Miguel Avenue
Mandaluyong City

We have audited the accompanying consolidated financial statements of San Miguel Corporation
and Subsidiaries, which comprise the consolidated statements of financial position as at
December 31, 2014 and 2013, and the consolidated statements of income, consolidated
statements of comprehensive income, consolidated statements of changes in equity and
consolidated statements of cash flows for each of the three years in the period ended

December 31, 2014, and notes, comprising a summary of significant accounting policies and
other explanatory information.

Management'’s Responsibility for the Consolidated Financial Statements

Management is responsible for the preparation and fair presentation of these consolidated
financial statements in accordance with Philippine Financial Reporting Standards, and for such
internal control as management determines is necessary to enable the preparation of consolidated
financial statements that are free from material misstatement, whether due to fraud or error.

Auditors’ Responsibility

Our responsibility is to express an opinion on these consolidated financial statements based on
our audits. We conducted our audits in accordance with Philippine Standards on Auditing. Those
standards require that we comply with ethical requirements and plan and perform the audit to
obtain reasonable assurance about whether the consolidated financial statements are free from
material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and
disclosures in the consolidated financial statements. The procedures selected depend on the
auditors’ judgment, including the assessment of the risks of material misstatement of the
consolidated financial statements, whether due to fraud or error. In making those risk
assessments, the auditors consider internal control relevant to the entity’s preparation and fair
presentation of the consolidated financial statements in order to design audit procedures that are
appropriate in the circumstances, but not for the purpose of expressing an opinion on the
effectiveness of the entity’s internal control. An audit also includes evaluating the
appropriateness of accounting policies used and the reasonableness of accounting estimates made
by management, as well as evaluating the overall presentation of the consolidated financial
statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a
basis for our audit opinion.

@ 2015 AL.G. & Co., a Philippine p ; hip and a firrn FRC-BOA Registration No. 0003, valid until December 31, 2016

of the KPMG network of independent firms affilisted with KPMG Intemational SEC Accreditation No. D004-FR4, Group A, valid until November 10
Ce FKPMG ional], a Swiss entity, KPMG Imermational IC Accraditation No. F-2014/014-R, valid until August 26, 2017
providas no cliant sarvices. No mamber firm has any suthority to obligats BSP Accraditad, Category A, valid until Dacember 17, 2017

or bind KPMG I ianal of any othar bar firm vis-8-vis third paries,

nor doas KPMG International heve any such authority to obligate or bind any

N
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Opinion

In our opinion, the consolidated financial statements present fairly, in all material respects, the
consolidated financial position of San Miguel Corporation and Subsidiaries as at December 31,
2014 and 2013, and its consolidated financial performance and its consolidated cash flows for
each of the three years in the period ended December 31, 2014, in accordance with Philippine
Financial Reporting Standards.

R.G. MANABAT & CO.

N A N

JOSE P. JAVIER, JR.
Partner
CPA License No. 0070807
SEC Accreditation No. 0678-AR-2, Group A, valid until March 05, 2017
Tax Identification No. 112-071-224
BIR Accreditation No. 08-001987-16-2014
Issued January 22, 2014; valid until January 21, 2017
PTR No. 4748110MC
Issued January 5, 2015 at Makati City

March 26, 2015
Makati City, Metro Manila



SAN MIGUEL CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF FINANCIAL POSITION

DECEMBER 31, 2014 AND 2013

(In Millions)
Note 2014 2013
ASSETS
Current Assets
Cash and cash equivalents 5,9, 40,41 P258,606 P191,613
Trade and other receivables - net 4,5, 6, 10, 13, 33, 35, 39, 40, 41 136,036 168,141
Inventories 4,5 11 85,846 83,315
Current portion of biological
assets - net 17 3,320 3,427
Prepaid expenses and other current
assets 4,5,12, 13, 14, 34, 40, 41 46,088 33,712
529,896 480,208
Assets held for sale 8,13 9,339 8,798
Total Current Assets 539,235 489,006
Noncurrent Assets
Investments and advances - net 4,13 37,427 60,654
Available-for-sale financial assets 4,14, 40, 41 41,459 42,048
Property, plant and equipment - net 4,5,15,34 453,961 425,832
Investment property - net 4,16 3,643 4,176
Biological assets - net of current portion 4,17 1,973 1,911
Goodwill - net 4,5,18, 38 41,211 41,752
Other intangible assets - net 4,5,18, 38 45,114 36,032
Deferred tax assets 4,5,24 14,651 15,608
Other noncurrent assets - net 4,5,19, 33, 35, 39, 40, 41 38,376 53,068
Total Noncurrent Assets 677,815 681,081
P1,217,050 P1,170,087
LIABILITIESAND EQUITY
Current Liabilities
Loans payable 5, 20, 33, 40, 41 P180,059 P143,226
Accounts payable and accrued expenses 4,5, 21, 33, 35,40, 41 121,844 117,257
Finance lease liabilities - current portion 4, 34,40, 41 16,219 15,654
Income and other taxes payable 5 13,303 13,058
Dividends payable 33, 36 3,134 3,544
Current maturities of long-term
debt - net of debt issue costs 5, 22, 33, 40, 41 19,852 42,807
Total Current Liabilities 354,411 335,546

Forward



Note 2014 2013
Noncurrent Liabilities
Long-term debt - net of current maturities
and debt issue costs 5,22, 33,40, 41 P283,136 P264,690
Deferred tax liabilities 5,24 7,820 11,061
Finance lease liabilities - net of
current portion 4,34, 40, 41 170,111 179,394
Other noncurrent liabilities 4,5, 23, 33, 34, 35, 40, 41 12,091 13,619
Total Noncurrent Liabilities 473,158 468,764
Equity 22,25, 36, 37, 39
Equity Attributable to Equity Holders
of the Parent Company
Capital stock - common 16,415 16,414
Capital stock - preferred 10,187 10,187
Additional paid-in capital 178,101 178,085
Revaluation increment 5 761 764
Reserve for retirement plan (1,115) 862
Cumulative trandlation adjustments 4,251 4,863
Retained earnings.
Appropriated 52,088 28,230
Unappropriated 119,655 138,256
Treasury stock (139,881) (139,954)
240,462 237,707
Non-controlling I nterests 2,56 149,019 128,070
Total Equity 389,481 365,777
P1,217,050 P1,170,087

See Notes to the Consolidated Financial Satements.



SAN MIGUEL CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENTSOF INCOME

FOR THE YEARS ENDED DECEMBER 31, 2014, 2013 AND 2012

(In Millions, Except Per Share Data)

Note 2014 2013 2012
SALES 33 P782434 P748,241 P699,916
COST OF SALES 26 669,641 631,856 595,581
GROSSPROFIT 112,793 116,385 104,335
SELLING AND
ADMINISTRATIVE
EXPENSES 27 (57,018) (60,971) (52,600)
INTEREST EXPENSE AND
OTHER FINANCING
CHARGES 20,22, 30,34 (29,710) (30,970) (29,800)
INTEREST INCOME 31 4,012 3,539 4,253
EQUITY IN NET EARNINGS
(LOSSES) OF ASSOCIATES
AND JOINT VENTURES 13 1,255 (967) 2,638
GAIN ON SALE OF
INVESTMENTSAND
PROPERTY AND
EQUIPMENT 6, 8, 13, 14, 15, 16, 18, 19 777 41,192 4,549
OTHER INCOME (CHARGES) -
Net 14, 32, 40, 41 6,307 (13,780) 12,689
INCOME BEFORE INCOME
TAX 38,416 54,428 46,064
INCOME TAX EXPENSE 24, 42 10,284 3,700 8,406
NET INCOME P28,132 P50,728 P37,658
Attributableto:
Equity holders of the Parent
Company P14,692 P38,053 P26,806
Non-controlling interests 6 13,440 12,675 10,852
pP28,132 P50,728 P37,658
Earnings Per Common Share
Attributableto Equity Holders
of the Parent Company 37
Basic P3.61 P13.43 P8.72
Diluted 3.59 13.36 8.67

See Notes to the Consolidated Financial Statements.



SAN MIGUEL CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME

FOR THE YEARS ENDED DECEMBER 31, 2014, 2013 AND 2012

(In Millions)
Note 2014 2013 2012
NET INCOME P28,132 P50,728 P37,658
OTHER COMPREHENSIVE INCOME (LOSS)
ITEMSTHAT WILL NOT BE RECLASSIFIED
TO PROFIT OR LOSS
Equity reserve for retirement plan 35 (4,109) 1,985 (3,345)
Income tax benefit (expense) 1,233 (592) 957
Share in other comprehensive income (loss) of
associates and joint ventures - net 13 175 (480) 370
(2,701) 913 (2,018)
ITEMSTHAT MAY BE RECLASSIFIED TO
PROFIT OR LOSS
Gain (loss) on exchange differences on trandlation of
foreign operations (522) 219 1,777)
Net gain (loss) on available-for-sale financial assets 14 (810) 1,767 (462)
Income tax benefit (expense) 17 (10) 1
(1,315) 1,976 (2,238)
OTHER COMPREHENSIVE INCOME (LOSS) -
Net of tax (4,016) 2,889 (4,256)
TOTAL COMPREHENSIVE INCOME -
Net of tax P24,116 P53,617 P33,402
Attributableto:
Equity holders of the Parent Company P12,103 P38,923 P25,211
Non-controlling interests 6 12,013 14,694 8,191
P24,116 P53,617 P33,402

See Notes to the Consolidated Financial Satements.



SAN MIGUEL CORPORATION AND SUBSIDIARIES

CONSOL IDATED STATEMENTS OF CHANGESIN EQUITY
FOR THE YEARSENDED DECEMBER 31, 2014, 2013 AND 2012
(In Millions)

Equity Attributable to Equity Holders of the Parent Company

Cumulative Trandation

Additional Reservefor Adjustments Retained Earnings Non-
Capital Stock Paid-in  Revaluation Retirement Trandation Fair Value Appro-  Unappro- Treasury Stock controlling Total
Note Common Preferred Capital Increment Plan Reserve Reserve priated priated Common Preferred Total Interests Equity
Asof January 1, 2014 P16,414 P10,187 P178,085 P764 P862 P4,079 P784 P28,230  P138,256 (P67,166)  (P72,788) P237,707 P128,070  P365,777
Loss on exchange differences on
translation of foreign operations - - - - - (8) - - - - - (8) (514) (522)
Share in other comprehensive
income (loss) of associates and
joint ventures - net 13 - - - - - - 182 - - - - 182 (7) 175
Equity reserve for retirement plan 35 - - - - (1,977) - - - - - - (1,977) (899) (2,876)
Net loss on available-for-sale
financial assets 14 - - - - - - (786) - - - - (786) ) (793)
Other comprehensive loss - - - - (1,977) (8) (604) - - - - (2,589) (1,427) (4,016)
Net income - - - - - - - - 14,692 - - 14,692 13,440 28,132
Total comprehensive income (loss) - - - - (1,977) (8) (604) - 14,692 - - 12,103 12,013 24,116
Issuance of common shares 25 1 - 6 - - - - - - - - 7 - 7
Conversion of exchangeable bonds
from treasury shares 25 - - 10 - - - - - - 73 - 83 - 83
Net addition to non-controlling
interests and others 5,6,13 - - - (3) - - - - - - - (3) 23,363 23,360
Appropriations - net 25 - - - - - - - 23,858 (23,858) - - - - -
Cash dividends and distributions: 36
Common - - - - - - - - (3,329) - - (3,329) (7,810) (11,139)
Preferred - - - - - - - - (6,106) - - (6,106) (2,314) (8,420)
Undated subordinated capital
securities - - - - - - - - - - - - (4,303 (4,303
Asof December 31, 2014 25 P16,415 P10,187 P178,101 P761 (P1,115) P4,071 P180 P52,088  P119,655 (P67,093)  (P72,788) P240,462 P149,019  P389,481

Forward



Equity Attributableto Equity Holders of the Parent Company
Cumulative Translation

Additional Reservefor Adjustments Retained Earnings Non-
Capital Stock Paid-in  Revaluation Retirement Trandation Fair Value Appro- Unappro- Treasury Stock controlling Total
Note Common Preferred Capital Increment Plan Reserve Reserve priated priated Common Preferred Total Interests Equity
Asof January 1, 2013 P16,408 P10,187 P177,762 P1,467 (P176) P5,522 (P491) P27,219  P154,475 (P67,336) (P72,788)  P252,249 P96,688  P348,937
Gain (loss) on exchange differences
on translation of foreign operations - - - - - (1,443) - - - - - (1,443) 1,662 219
Share in other comprehensive
income (loss) of associates and
joint ventures - net 13 - - - - - - (481) - - - - (481) 1 (480)
Equity reserve for retirement plan 35 - - - - 1,038 - - - - - - 1,038 355 1,393
Net gain on available-for-sale
financial assets 14 - - - - - - 1,756 - - - - 1,756 1 1,757
Other comprehensive income (l0ss) - - - - 1,038 (1,443) 1,275 - - - - 870 2,019 2,889
Net income - - - - - - - - 38,053 - - 38,053 12,675 50,728
Total comprehensive income (10ss) - - - - 1,038 (1,443) 1,275 - 38,053 - - 38,923 14,694 53,617
Issuance of common shares 25 6 - 63 - - - - - - - - 69 - 69
Conversion of exchangeable bonds
from treasury shares 25 - - 183 - - - - - - 485 - 668 - 668
Cancellation of Employee Stock
Purchase Plan reverted to
treasury shares 39 - - - - - - - - - (315) - (315) - (315)
Stock options 39 - - 77 - - - - - - - - 77 - 77
Net addition to non-controlling
interests and others 5,6, 13 - - - (703) - - - - - - - (703) 27,186 26,483
Appropriations - net 25 - - - - - - - 1,011 (1,011) - - - - -
Property dividends 13,32 - - - - - - - - (42,299) - - (42,299) - (42,299)
Cash dividends and distributions: 36
Common - - - - - - - - (3,329) - - (3,329) (6,671) (10,000)
Preferred - - - - - - - - (7,633) - - (7,633) (2,153) (9,786)
Undated subordinated capital
securities - - - - - - - - - - - - (1,674) (1,674)
As of December 31, 2013 25 P16,414 P10,187 P178,085 P764 P862 P4,079 P784 P28,230  P138,256 (P67,166)  (P72,788)  P237,707 P128,070  P365,777

Forward



Equity Attributableto Equity Holders of the Parent Company
Cumulative Translation

Additional Reservefor Adjustments Retained Earnings Non-
Capital Stock Paid-in  Revaluation Retirement Trandation Fair Value Appro- Unappro- Treasury Stock controlling Total
Note Common Preferred Capital Increment Plan Reserve Reserve priated priated Common  Preferred Total Interests Equity

Asof January 1, 2012 P16,397 P4,852 P103,511 P1,443 P1,224 P5,607 (P395) P24,315  P142,071 (P67,441) P - P231,584 P69,348  P300,932
Loss on exchange differences on

translation of foreign operations - - - - - (99) - - - - - (99) (1,678) ,777)
Share in other comprehensive

income (loss) of associates and

joint ventures 13 - - - - - - 377 - - - - 377 (7) 370
Equity reserve for retirement plan 35 - - - - (1,400) - - - - - - (1,400) (988) (2,388)
Net gain (loss) on available-for-sale

financial assets 14 - - - - - - (473) - - - - (473) 12 (461)
Other comprehensive loss - - - - (1,400) (99) (96) - - - - (1,595) (2,661) (4,256)
Net income - - - - - - - - 26,806 - - 26,806 10,852 37,658
Total comprehensive income (10ss) - - - - (1,400) (99) (96) - 26,806 - - 25,211 8,191 33,402
Issuance of common shares 25 11 - 118 - - - - - - - - 129 - 129
Issuance of Series “2”

preferred shares 25 - 5,335 73,903 - - - - - - - - 79,238 - 79,238
Conversion of exchangeable bonds

from treasury shares 25 - - 43 - - - - - - 105 - 148 - 148
Redemption of Series “1” preferred

shares 25 - - - - - - - - - (72,788) (72,788) - (72,788)
Stock options 39 - - 187 - - - - - - - - 187 - 187
Net addition to non-controlling

interests and others 5,6, 13 - - - 24 - 14 - - - - - 38 27,326 27,364
Appropriations - net 25 - - - - - - - 2,904 (2,904) - - - - -
Cash dividends: 36

Common - - - - - - - - (4,248) - - (4,148) (6,024) (10,172)

Preferred - - - - - - - - (7,350 - - (7,350) (2,153) (9,503)
As of December 31, 2012 25 P16,408 P10,187 P177,762 P1,467 (P176) P5,522 (P491) P27,219  P154,475 (P67,336)  (P72,788) P252,249 P96,688  P348,937

See Notes to the Consolidated Financial Satements.



SAN MIGUEL CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENTSOF CASH FLOWS
FOR THE YEARS ENDED DECEMBER 31, 2014, 2013 AND 2012

(In Millions)
Note 2014 2013 2012
CASH FLOWSFROM
OPERATING ACTIVITIES
Income before income tax P38,416 P54,428 P46,064
Adjustments for:
Depreciation, amortization and
others - net 7,28 25,224 43,825 5,117
Interest expense and other
financing charges 30 29,710 30,970 29,800
Interest income 31 (4,012 (3,539) (4,253)
Equity in net losses (earnings) of
associates and joint ventures 13 (1,255) 967 (2,638)
Gain on sale of investments and
property and equipment 13,15 (777) (41,192) (4,549)
Operating income before working
capital changes 87,306 85,459 69,541
Changes in noncash current assets,
certain current liabilities and
others 38 (24,867) (2,465) (27,625)
Cash generated from operations 62,439 82,994 41,916
Interest and other financing
charges paid (21,735) (21,423) (16,961)
Income taxes paid (11,287) (11,832) (9,192
Net cash flows provided by
operating activities 29,417 49,739 15,763
CASH FLOWSFROM
INVESTING ACTIVITIES
Acquisitions of subsidiaries, net of
cash and cash equivalents
acquired 38 (302) (512) (18,591)
Additions to investments and
advances 13 (6,314) (26,814) (23,159)
Additions to property, plant and
equipment 7,15 (38,951) (65,865) (52,917)
Payments of other liabilities 13 - - (2,122)
Decrease (increase) in other
noncurrent assets and others 2,688 (14,323) 8,545
Proceeds from sale of investments
and property and equipment 6, 8, 13, 14, 15, 16, 18, 19 66,913 72,962 24,568
Interest received 3,481 3,476 2,465
Dividends received from associates 13 5 3,857 4,949
Net cash flows provided by
(used in) investing activities 27,520 (27,219) (56,262)

Forward



Note 2014 2013 2012

CASH FLOWSFROM

FINANCING ACTIVITIES
Proceeds from:

Short-term borrowings P827,018 P853,769  P752,957

Long-term borrowings 47,591 146,370 59,671
Payments of:

Short-term borrowings (789,191) (865,777) (699,152)

Long-term borrowings (54,309) (80,225) (59,551)
Proceeds from issuance of

Series “2” preferred shares 25 - - 79,238
Redemption of Series “1”

preferred shares 25 - - (72,788)
Payments of finance lease

liabilities (20,152) (19,168) (17,394)
Cash dividends paid 36 (9,702) (10,951) (10,609)
Proceeds from issuance of

capital stock 25 7 69 129
Cash dividends and distributions

paid to non-controlling

shareholders (14,571) (10,454) (7,736)
Increase (decrease) in non-

controlling interests 205 (1,616) (1,138)
Net proceeds from issuance of

preferred shares and undated

subordinated capital securities

of subsidiaries 6 23,008 30,546 14,216
Net cash flows provided by

financing activities 9,904 42,563 37,843
EFFECT OF EXCHANGE

RATE CHANGESON CASH

AND CASH EQUIVALENTS 152 1,023 (701)
NET INCREASE (DECREASE)

IN CASH AND CASH

EQUIVALENTS 66,993 66,106 (3,357)
CASH AND CASH

EQUIVALENTSAT

BEGINNING OF YEAR 191,613 125,507 128,864
CASH AND CASH

EQUIVALENTSAT

END OF YEAR 9 P258,606 P191,613 P125,507

See Notes to the Consolidated Financial Satements.



SAN MIGUEL CORPORATION AND SUBSIDIARIES

NOTESTO THE CONSOLIDATED FINANCIAL STATEMENTS
(Amounts in Millions, Except Per Share Data and Number of Shares)

1. Reporting Entity

San Miguel Corporation (SMC or the Parent Company), a subsidiary of Top Frontier
Investment Holdings, Inc. (Top Frontier or the Ultimate Parent Company), was
incorporated on August 21, 1913. The accompanying consolidated financial statements
comprise the financial statements of the Parent Company and its Subsidiaries
(collectively referred to as the “Group”) and the Group’s interests in associates and joint
ventures. The Parent Company is a public company under Section 17.2 of the Securities
Regulation Code and its shares are listed on The Philippine Stock Exchange, Inc. (PSE).

The Group is engaged in the production, processing and marketing of beverage, food and
packaging products, energy, mining, fuel and oil, infrastructure, telecommunications,
airline and management and devel opment of real estate properties.

The registered office address of the Parent Company is No. 40 San Miguel Avenue,
Mandaluyong City, Philippines.

2. Badsof Preparation

Statement of Compliance

The accompanying consolidated financia statements have been prepared in compliance
with Philippine Financial Reporting Standards (PFRS). PFRS are based on International
Financial Reporting Standards issued by the International Accounting Standards Board
(IASB). PFRS consist of PFRS, Philippine Accounting Standards (PAS) and Philippine
Interpretations issued by the Financial Reporting Standards Council (FRSC).

The consolidated financia statements were authorized for issue by the Board of Directors
(BOD) on March 26, 2015.

Basis of Measurement

The consolidated financial statements of the Group have been prepared on a historical
cost basis of accounting except for the following items which are measured on an
alternative basis at each reporting date:

Items Measurement Basis
Derivative financia instruments Fair value
Financial assets at fair value through profit or  Fair value
loss (FVPL)
Available-for-sale (AFS) financia assets Fair value
Defined benefit retirement asset (liability) Fair value of the plan assets less the

present value of the defined benefit
retirement obligation

Agricultural produce Fair value less estimated costs to sell
at the point of harvest




Functional and Presentation Currency

The consolidated financia statements are presented in Philippine peso, which is the
Parent Company’s functional currency. All financial information are rounded off to the
nearest million (000,000), except when otherwise indicated.

Basis of Consolidation
The consolidated financial statements include the accounts of the Parent Company and its
subsidiaries. The major subsidiaries include the following:

Per centage of
Owner ship Country of
2014 2013  Incorporation

Beverage Business:
San Miguel Brewery Inc. (SMB) and subsidiaries[including Iconic 5117 5117 Philippines
Beverages, Inc. (I1BI), Brewery Properties Inc. (BPI) and
subsidiary, San Miguel Brewing International Ltd. and subsidiaries
{including San Miguel Brewery Hong Kong Limited (SMBHK)
and subsidiaries, PT Delta Djakarta Tbk ©® and subsidiary, San
Miguel (Baoding) Brewery Company Limited @, San Miguel
Brewery Vietnam Limited @, San Miguel Beer (Thailand) Limited
and San Miguel Marketing (Thailand) Limited}]
Ginebra San Miguel Inc. (GSMI) and subsidiaries[including 7736  77.36 Philippines
DistileriaBago, Inc., East Pacific Star Bottlers Phils Inc.
(EPSBPI), Ginebra San Miguel International, Ltd. (GSMIL), GSM
International Holdings Limited (GSMIHL), Global Beverage
Holdings Ltd. (GBHL) and Siam Holdings Ltd. (SHL)]

Food Business:

San Miguel Pure Foods Company Inc. (SMPFC) and subsidiaries 85.37  85.37 Philippines
[including San Miguel Foods, Inc. (SMFI), San Miguel Mills, Inc.

(SMMI) and subsidiaries {including Golden Avenue Corp.

(GAC) and Golden Bay Grain Termina Corporation (GBGTC)},
The Purefoods-Hormel Company, Inc., Magnalia, Inc. and
subsidiaries { including Golden Food & Dairy Creamery
Corporation and Sugarland Corporation}, San Miguel Super
Coffeemix Co., Inc., PT San Miguel Pure Foods Indonesia and San
Miguel Pure Foods International, Limited (SMPFIL) {including
San Miguel Pure Foods Investment (BVI) Limited (SMPFI
Limited) and subsidiary and San Miguel Hormel (Vn) Co., Ltd.
(SMHVN)}

Packaging Business:

San Miguel Y amamura Packaging Corporation (SMY PC) and 65.00 65.00 Philippines
subsidiaries, SMC Y amamura Fuso Molds Corporation and
Can Asia, Inc. (CAl)

San Miguel Y amamura Packaging International Limited (SMYPIL) 65.00 65.00 BritishVirgin
and subsidiaries [including San Miguel Y amamura Phu Tho Islands (BV1)
Packaging Company Limited ®, Zhaoging San Miguel Y amamura
Glass Co. Ltd., Foshan San Miguel Y amamura Packaging
Company Limited, San Miguel Yamamura Packaging & Printing
Sdn. Bhd., San Miguel Y amamura Woven Products Sdn. Bhd.,

Packaging Research Centre Sdn. Bhd., San Miguel Y amamura
Plastic Films Sdn. Bhd., San Miguel Yamamura Australasia Pty.
Ltd. (SMYA) @ and subsidiaries and San Miguel Y amamura
Glass (Vietnam) Limited and subsidiary]

Mindanao Corrugated Fibreboard, Inc. (Mincorr) 100.00 100.00 Philippines
San Miguel Yamamura Asia Corporation (SMYAC) 60.00  60.00 Philippines
Forward



Per centage of

Owner ship Country of
2014 2013  Incorporation

Energy Business:
SMC Global Power Holdings Corp. (SMC Global) and subsidiaries  100.00 100.00 Philippines
[including San Miguel Energy Corporation (SMEC) and
subsidiaries, South Premiere Power Corp. (SPPC), Strategic Power
Devt. Corp. (SPDC), San Miguel Electric Corp. (SMELC), SMC
PowerGen Inc. (SPI) and asubsidiary, SMC Power Generation
Corp. (SPGC), PowerOne Ventures Energy Inc. (PVEI), Albay
Power and Energy Corp. (APEC), SMC Consolidated Power
Corporation (SCPC) and San Miguel Consolidated Power
Corporation (SMCPC)]

Fuel and Oil Business:

SEA Refinery Corporation and subsidiary, Petron Corporation 100.00 100.00 Philippines
(Petron) and subsidiaries [including Petron Marketing Corporation,
Petron Freeport Corporation, Petrogen Insurance Corporation
(Petrogen), Overseas Ventures Insurance Corporation (Ovincor) @,
Petron Singapore Trading Pte., Ltd. (PSTPL), New Ventures Realty
Corporation (NVRC) and subsidiaries, Petron Global Limited
(PGL), Petron Oil & Gas International Sdn. Bhd. including Petron
Fuel International Sdn. Bhd., Petron Qil (M) Sdn. Bhd. and Petron
Malaysia Refining & Marketing Berhad (PMRMB) (collectively
Petron Malaysia) @, Petron Finance (Labuan) Limited, Limay
Energen Corporation and Petrochemical Asia (HK) Limited (PAHL)
and subsidiaries]

Infrastructure Business:

San Miguel Holdings Corp. (SMHC) and subsidiaries [including 100.00 100.00 Philippines
Rapid Thoroughfares Inc. (Rapid) and subsidiary, Private Infra
Dev Corporation (PIDC) 9, Trans Aire Development Holdings
Corp. (TADHC) ©®, Optimal Infrastructure Development, Inc.
(Optimal), Vertex Tollways Devt. Inc. (Vertex) @, Universal LRT
Corporation (BV1) Limited (ULC) @, Terramino Holdings, Inc.
(THI) and subsidiary @, Alloy Manila Toll Expressways Inc.
(AMTEX) @ and Sleep International (Netherlands) Cooperatief
U.A. (Sleep) and Wisdlink Investment Holdings, Inc. (Wiselink)

{ collectively own Cypress Tree Capital Investments, Inc. (Cypress)
including Star Infrastructure Development Corporation (SIDC) and
Star Tollway Corporation (STC) (collectively the

Cypress Group)} & 9]

Telecommunications Business:

Vega Telecom, Inc. (Vega) and subsidiaries [including Two 100.00 100.00 Philippines
Cassandra-CCl Conglomerates, Inc. (TCCI) @, Perchpoint
Holdings Corp. (PHC)®, Power Smart Capital Ltd. SPSCL) @
Bell Telecommunication Philippines, Inc. (BellTel) @ and
A.G.N. Philippines, Inc. (AGNP)]

Eastern Telecommunications Philippines, Inc. (ETPI) and 7770  77.70 Philippines
subsidiary, Telecommunications Technologies Phils., Inc. (TTPI)

Real Estate Business:

San Miguel Properties, Inc. (SMPI) and subsidiaries[including 99.68  99.68 Philippines
Excel Unified Land Resources Corporation, First HQ Ayala
Business Centers, Inc., SMPI Makati Flagship Realty Corp. (SMPI
Flagship), SMC Originals, Inc. and Integrated Geosolutions, Inc.]®

Others:

San Miguel Foods and Beverage International Limited (SMFBIL) 100.00 100.00 BVI
and subsidiaries [including PT San Miguel Indonesia Foods &
Beverages (PTSMIFB) @ and San Miguel (Guangdong) Foods &
Beverages Co. Ltd. (SMGFB) @]

SMC Shipping and Lighterage Corporation (SMCSLC) and 70.00 70.00 Philippines
subsidiaries[including SL Harbour Bulk Terminal Corporation,
MG8 Terminal Inc. (MG8), SMC Cebu Shipyard Land, Inc.
(SMCCSLI) and Mactan Shipyard Corporation (MSC)]

Forward



Per centage of

Owner ship Country of
2014 2013  Incorporation

Anchor Insurance Brokerage Corporation (AIBC) 58.33 58.33 Philippines

SMC Stock Transfer Service Corporation 100.00 100.00 Philippines

ArchEn Technologies Inc. 100.00 100.00 Philippines

SMITS, Inc. and subsidiaries @ 100.00 100.00  Philippines

Challenger Aero Air Corp. 100.00 100.00 Philippines

San Miguel Equity Securities Inc. (SMESI) 100.00 100.00 Philippines
San Miguel Equity Investments Inc. (SMEII) and subsidiaries

[including South Western Cement Corporation (SWCC) ] 100.00 100.00  Philippines

(@ Thefinancial statements of these subsidiaries were audited by other auditors.
(b) Formerly San Miguel Yamamura Knox Pty. Ltd. (SVYK) (Note 6).

(c) Consolidated to SMHC effective December 27, 2013 (Note 5).

(d) Incorporated on May 31, 2013 (Note 6).

(e) Consolidated to SMHC effective June 28, 2013 (Note 5).

(f) Consolidated to SVIEII effective October 15, 2014 (Note5).

A subsidiary is an entity controlled by the Group. The Group controls an entity if, and
only if, the Group is exposed to, or has rights to, variable returns from its involvement
with the entity and has the ability to affect those returns through its power over the entity.
The Group reassesses whether or not it controls an investee if facts and circumstances
indicate that there are changes to one or more of the three e ements of control.

When the Group has less than mgjority of the voting or smilar rights of an investee, the
Group considers al relevant facts and circumstances in assessing whether it has power
over an investee, including the contractual arrangement with the other vote holders of the
investee, rights arising from other contractual arrangements and the Group’s voting rights
and potential voting rights.

The financia statements of the subsidiaries are included in the consolidated financial
statements from the date when the Group obtains control, and continue to be consolidated
until the date when such control ceases.

The consolidated financial statements are prepared for the same reporting period as the
Parent Company, using uniform accounting policies for like transactions and other events
in similar circumstances. Intergroup balances and transactions, including intergroup
unrealized profits and losses, are eliminated in preparing the consolidated financia
statements.

Non-controlling interests represent the portion of profit or loss and net assets not
attributable to the Parent Company and are presented in the consolidated statements of
income, consolidated statements of comprehensive income and within equity in the
consolidated statements of financial position, separately from the equity attributable to
equity holders of the Parent Company.

Non-controlling interests include the interests not held by the Parent Company in SMB,
GSMI, SMPFC, SMYPC, SMYPIL, SMYAC, Petron, TADHC, ULC, ETPI, SMPI,
AIBC, SMCSLC, PIDC, Sleep, Cypress, Wisdink and AMTEX in 2014 and 2013
(Note 6).



A change in the ownership interest of a subsidiary, without aloss of contral, is accounted
for as an equity transaction. If the Group loses control over a subsidiary, the Group:
(i) derecognizes the assets (including goodwill) and liabilities of the subsidiary, the
carrying amount of any non-controlling interests and the cumulative transaction
differences recorded in equity; (ii) recognizes the fair value of the consideration received,
the fair value of any investment retained and any surplus or deficit in profit or loss; and
(iii) reclassify the Parent Company’s share of components previously recognized in other
comprehensive income to profit or loss or retained earnings, as appropriate, as would be
required if the Group had directly disposed of the related assets or liabilities.

3. Significant Accounting Policies

The accounting policies set out below have been applied consistently to all periods
presented in the consolidated financia statements, except for the changes in accounting
policies as explained below.

Adoption of New and Amended Standards and I nterpretation
The FRSC approved the adoption of a number of new and amended standards and
interpretation as part of PFRS.

Amendments to Standards and Interpretation Adopted in 2014

The Group has adopted the following PFRS effective January 1, 2014 and accordingly,
changed its accounting policiesin the following areas:

= Recoverable Amount Disclosures for Non-financial Assets (Amendments to PAS 36,
Impairment of Assets). These narrow-scope amendments to PAS 36 address the
disclosure of information about the recoverable amount of impaired assets if that
amount is based on fair value less costs of disposal. The amendments clarified that
the scope of those disclosures is limited to the recoverable amount of impaired assets
that is based on fair value less costs of disposal. The adoption of these amendments
did not have an effect on the consolidated financial statements.

=  Offsetting Financial Assets and Financia Liabilities (Amendments to PAS 32,
Financial Instruments). The amendments clarify that: () an entity currently has a
legally enforceable right to set-off if that right is: (i) not contingent on a future event;
and (ii) enforceable both in the normal course of business and in the event of default,
insolvency or bankruptcy of the entity and all counterparties; and (b) gross settlement
is equivalent to net settlement if and only if the gross settlement mechanism has
features that: (i) eliminate or result in insignificant credit and liquidity risk; and
(ii) process receivables and payables in a single settlement process or cycle. The
adoption of these amendments did not have an effect on the consolidated financia
statements.

= Measurement of Short-term Receivables and Payables (Amendment to PFRS 13, Fair
Value Measurement). The amendment clarifies that, in issuing PFRS 13 and making
conseguential amendments to PAS 39 and PFRS 9, Financial Instruments, the
intention is not to prevent entities from measuring short-term receivables and
payables with no stated interest rate at their invoiced amounts without discounting, if
the effect of not discounting is immaterial. The adoption of this amendment did not
have an effect on the consolidated financial statements.



Novation of Derivatives and Continuation of Hedge Accounting (Amendments to
PAS 39, Financial Instruments: Recognition and Measurement). The amendments
allow hedge accounting to continue in a situation where a derivative, which has been
designated as a hedging instrument, is novated to effect clearing with a centra
counterparty as a result of laws or regulation, if specific conditions are met (in this
context, a novation indicates that parties to a contract agree to replace their original
counterparty with a new one). The adoption of these amendments did not have an
effect on the consolidated financia statements.

Philippine Interpretation IFRIC 21, Levies. The interpretation provides guidance on
accounting for levies in accordance with the requirements of PAS 37, Provisions,
Contingent Liabilities and Contingent Assets. The interpretation confirms that an
entity recognizes a liability for a levy when, and only when, the triggering event
specified in the legislation occurs. An entity does not recognize a liability at an
earlier date even if it has no realistic opportunity to avoid the triggering event. Other
standards should be applied to determine whether the debit side is an asset or
expense. Outflows within the scope of PAS 12, Income Taxes, fines and penalties
and liabilities arising from emission trading schemes are explicitly excluded from the
scope. The adoption of this interpretation did not have an effect on the consolidated
financial statements.

Additional disclosures required by the amended standards and interpretation were
included in the consolidated financia statements, where applicable.

New and Amended Slandards and Interpretation Not Yet Adopted

A number of new and amended standards and interpretation are effective for annual
periods beginning after January 1, 2014 and have not been applied in preparing these
consolidated financial statements. Unless otherwise indicated, none of these is expected
to have a significant effect on the consolidated financial statements.

The Group will adopt the following new and amended standards and interpretation on the
respective effective dates:

Annual Improvements to PFRS Cycles 2010-2012 and 2011-2013 contain 11 changes
to nine standards with consequential amendments to other standards and
interpretations, of which only the following are applicable to the Group:

0 Meaning of ‘Vesting Condition” (Amendment to PFRS 2, Share-based Payment).
PFRS 2 has been amended to clarify the definition of ‘vesting condition’ by
separately defining ‘performance condition’ and ‘service condition’. The
amendment also clarifies the following: (i) how to distinguish between a market
and a non-market performance condition; and (ii) the basis on which a
performance condition can be differentiated from a non-vesting condition. The
amendment is required to be applied prospectively for annual periods beginning
on or after July 1, 2014.

0 Scope Excluson for the Formation of Joint Arrangements (Amendment to
PFRS 3, Business Combinations). PFRS 3 has been amended to clarify that the
standard does not apply to the accounting for the formation of al types of joint
arrangements in PFRS 11, Joint Arrangements - i.e., including joint operations -
in the financial statements of the joint arrangements themselves. The amendment
is required to be applied prospectively for annual periods beginning on or after
July 1, 2014.



o Disclosures on the Aggregation of Operating Segments (Amendments to PFRS 8,
Operating Segments). PFRS 8 has been amended to explicitly require the
disclosure of judgments made by management in applying the aggregation
criteria. The disclosures include: (i) a brief description of the operating segments
that have been aggregated; and (ii) the economic indicators that have been
assessed in determining that the operating segments share similar economic
characterigtics. In addition, the amendments clarify that a reconciliation of the
total of the reportable segments’ assets to the entity’s assets is required only if
this information is regularly provided to the entity’s chief operating decision
maker. This change aligns the disclosure requirements with those for segment
liabilities. The amendments are required to be applied prospectively for annual
periods beginning on or after July 1, 2014.

0 Scope of Portfolio Exception (Amendment to PFRS 13). The amendment
clarifies that the scope of the exception for measuring the fair value of a group of
financial assets and financial liabilities with offsetting risk positions on a net
basis (portfolio exception) applies to contracts within the scope of PAS 39 and
PFRS 9, regardless of whether they meet the definition of financial assets or
financial liabilities under PAS 32 - eg., certain contracts to buy or sdl
non-financial items that can be settled net in cash or another financial instrument.
The amendment is required to be applied prospectively for annual periods
beginning on or after July 1, 2014.

0 Definition of ‘Related Party’ (Amendments to PAS 24, Related Parties). The
definition of a ‘related party’ is extended to include a management entity that
provides key management personnel (KMP) services to the reporting entity,
either directly or through a group entity. For related party transactions that arise
when KMP services are provided to a reporting entity, the reporting entity is
required to separately disclose the amounts that it has recognized as an expense
for those services that are provided by a management entity; however, it is not
required to ‘look through’ the management entity and disclose compensation
paid by the management entity to the individuals providing KMP services. The
reporting entity will also need to disclose other transactions with the
management entity under the existing disclosure requirements of PAS 24 - e.g.,
loans. The amendments are required to be applied prospectively for annual
periods beginning on or after July 1, 2014.

0 Inter-relationship of PFRS 3 and PAS 40, Investment Property (Amendment to
PAS 40). PAS 40 has been amended to clarify that an entity should assess
whether an acquired property is an investment property under PAS 40 and
perform a separate assessment under PFRS 3 to determine whether the
acquisition of the investment property constitutes a business combination.
Entities will still need to use judgment to determine whether the acquisition of an
investment property is an acquisition of a business under PFRS 3. The
amendment is required to be applied prospectively for annual periods beginning
on or after July 1, 2014.



Accounting for Acquisitions of Interests in Joint Operations (Amendments to
PFRS 11). The amendments require business combination accounting to be applied
to acquisitions of interests in a joint operation that constitutes a business. Business
combination accounting also applies to the acquisition of additional interests in a
joint operation while the joint operator retains joint control. The additional interest
acquired will be measured at fair value. The previously held interests in the joint
operation will not be remeasured. The amendments place the focus firmly on the
definition of a business, because thisis key to determining whether the acquisition is
accounted for as a business combination or as the acquisition of a collection of assets.
As a result, this places pressure on the judgment applied in making this
determination. The amendments are required to be applied prospectively for annual
periods beginning on or after January 1, 2016. Early adoption is permitted.

Clarification of Acceptable Methods of Depreciation and Amortization (Amendments
to PAS 16, Property, Plant and Equipment and PAS 38, Intangible Assets). The
amendments to PAS 38 introduce a rebuttable presumption that the use of revenue-
based amortization methods for intangible assets is inappropriate. This presumption
can be overcome only when revenue and the consumption of the economic benefits
of the intangible asset are highly correlated, or when the intangible asset is expressed
as a measure of revenue. The amendments to PAS 16 explicitly state that revenue-
based methods of depreciation cannot be used for property, plant and equipment.
This is because such methods reflect factors other than the consumption of economic
benefits embodied in the asset - e.g., changes in sales volumes and prices. The
amendments are required to be applied prospectively for annual periods beginning on
or after January 1, 2016. Early application is permitted.

Classification and Measurement of Contingent Consideration (Amendments to
PFRS 3). The amendments clarify the classification and measurement of contingent
consideration in a business combination. When contingent consideration is a
financial instrument, its classification as a liability or equity is determined by
reference to PAS 32, rather than to any other PFRS. Contingent consideration that is
classified as an asset or aliability is aways subsequently measured at fair value, with
changes in fair value recognized in profit or loss. Consequential amendments are
also made to PAS 39 and PFRS 9 to prohibit contingent consideration from
subsequently being measured at amortized cost. In addition, PAS 37 is amended to
exclude provisions related to contingent consideration. The amendments are required
to be applied prospectively for annua periods beginning on or after July 1, 2014.

Sale or Contribution of Assets between an Investor and its Associate or Joint Venture
(Amendments to PFRS 10, Consolidated Financial Satements and PAS 28,
Investments in Associates). The amendments address an inconsistency in dealing with
the sale or contribution of assets between an investor and its associate or joint
venture between the requirements in PFRS 10 and PAS 28. The amendments require
that afull gain or loss is recognized when a transaction involves a business whether it
is housed in a subsidiary or not. A partial gain or loss is recognized when a
transaction involves assets that do not constitute a business, even if these assets are
housed in asubsidiary. The amendments are required to be applied prospectively for
annual periods beginning on or after January 1, 2016. Early adoption is permitted.



= Annual Improvements to PFRS Cycles 2012-2014 contain changes to four standards,
of which Changes in Method for Disposal (Amendments to PFRS 5, Noncurrent
Assets Held for Sale and Discontinued Operations) is applicable to the Group.
PFRS 5 is amended to clarify that: (@) if an entity changes the method of disposal of
an asset or disposal group - i.e., reclassifies an asset or disposal group from held-for-
distribution to owners to held-for-sale, or vice versa, without any time lag - the
change in classification is considered a continuation of the origina plan of disposal
and the entity continues to apply held-for-distribution or held-for-sale accounting. At
the time of the change in method, the entity measures the carrying amount of the
asset or disposal group and recognizes any write-down (impairment loss) or
subsequent increase in the fair value of the asset or disposal group, less costs to sell
or distribute; and (b) if an entity determines that an asset or disposal group no longer
meets the criteria to be classified as held-for-distribution, then it ceases held-for-
distribution accounting in the same way as it would cease held-for-sale accounting.
Any change in method of disposal or distribution does not, in itself, extend the period
in which a sale has to be completed. The amendments to PFRS 5 are applied
prospectively in accordance with PAS 8, Accounting Policies, Changes in
Accounting Estimates and Errors to changes in methods of disposal that occur on or
after January 1, 2016.

»  PFRS9 (2014) replaces PAS 39 and supersedes the previoudy published versions of
PFRS 9 that introduced new classifications and measurement requirements (in 2009
and 2010) and a new hedge accounting model (in 2013). PFRS 9 includes revised
guidance on the classification and measurement of financial assets, including a new
expected credit loss model for calculating impairment of all financial assets that are
not measured at fair value through profit or loss, which generally depends on whether
there has been a significant increase in credit risk since initial recognition of a
financial asset, and supplements the new general hedge accounting requirements
published in 2013. The new model on hedge accounting requirements provides
significant improvements by aligning hedge accounting more closely with risk
management. The new standard is required to be applied retrospectively for annual
periods beginning on or after January 1, 2018. Early adoption is permitted.

= Philippine Interpretation IFRIC 15, Agreements for the Construction of Real Estate
applies to the accounting for revenue and associated expenses by entities that
undertake the construction of real estate directly or through subcontractors. It
provides guidance on the recognition of revenue among real estate developers for
sale of units, such as apartments or houses, ‘off plan’; i.e., before construction is
completed. It also provides guidance on how to determine whether an agreement for
the construction of real estate is within the scope of PAS 11, Construction Contracts,
or PAS 18, Revenue, and the timing of revenue recognition. The Philippine
Securities and Exchange Commission (SEC) issued a notice dated August 5, 2011
that defers the adoption of thisinterpretation indefinitely.

Financial Assets and Financia Liabilities

Date of Recognition. The Group recognizes a financial asset or financial liability in the
consolidated statements of financial position when it becomes a party to the contractual
provisions of the instrument. In the case of a regular way purchase or sale of financial
assets, recognition is done using settlement date accounting.




Initial Recognition of Financial Instruments. Financia instruments are recognized
initially at fair value of the consideration given (in case of an asset) or received (in case
of a liability). The initial measurement of financial instruments, except for those
designated as at FVPL, includes transaction costs.

‘Day 1’ Profit. Where the transaction price in a non-active market is different from the
fair value of other observable current market transactions in the same instrument or based
on a valuation technique whose variables include only data from observable market, the
Group recognizes the difference between the transaction price and the fair value
(a ‘Day 1’ profit) in profit or loss unlessit qualifies for recognition as some other type of
asset. In cases where data used is not observable, the difference between the transaction
price and model value is only recognized in profit or loss when the inputs become
observable or when the instrument is derecognized. For each transaction, the Group
determines the appropriate method of recognizing the ‘Day 1’ profit amount.

Financial Assets

The Group classifiesitsfinancial assets, at initial recognition, in the following categories:
financial assets at FVPL, loans and receivables, AFS financia assets and held-to-
maturity (HTM) investments. The classification depends on the purpose for which the
investments are acquired and whether they are quoted in an active market. The Group
determines the classification of its financial assets at initial recognition and, where
allowed and appropriate, re-eval uates such designation at every reporting date.

Financial Assets at FVPL. A financia asset is classified as at FVPL if it is classified as
held for trading or is designated as such upon initial recognition. Financial assets are
designated as at FVPL if the Group manages such investments and makes purchase and
sale decisions based on their fair values in accordance with the documented risk
management or investment strategy of the Group. Derivative instruments (including
embedded derivatives), except those covered by hedge accounting relationships, are
classified under this category.

Financial assets are classified as held for trading if they are acquired for the purpose of
selling in the near term.

Financial assets may be designated by management at initial recognition as at FVPL,
when any of the following criteriais met:

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

= the asseats are part of a group of financial assets which are managed and their
performances are evaluated on a fair value basis, in accordance with a documented
risk management or investment strategy; or

= the financiad instrument contains an embedded derivative, unless the embedded

derivative does not significantly modify the cash flows or it is clear, with little or no
analysis, that it would not be separately recognized.
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The Group carries financid assets a& FVPL using their fair values. Attributable
transaction costs are recognized in profit or loss as incurred. Fair value changes and
realized gains or losses are recognized in profit or loss. Far value changes from
derivatives accounted for as part of an effective cash flow hedge are recognized in other
comprehensive income and presented in the consolidated statements of changesin equity.
Any interest earned is recognized as part of “Interest income” account in the consolidated
statements of income. Any dividend income from equity securities classified as at FVPL
isrecognized in profit or loss when the right to receive payment has been established.

The Group’s derivative assets and financial assets at FVPL are classified under this
category (Notes 12 and 41).

Loans and Receivables. Loans and receivables are non-derivative financial assets with
fixed or determinable payments and maturities that are not quoted in an active market.
They are not entered into with the intention of immediate or short-term resale and are not
designated as AFS financial assets or financial assetsat FVPL.

Subsequent to initial measurement, loans and receivables are carried at amortized cost
using the effective interest rate method, less any impairment in value. Any interest
earned on loans and receivables is recognized as part of “Interest income” account in the
consolidated statements of income on an accrual basis. Amortized cost is calculated by
taking into account any discount or premium on acquisition and fees that are an integral
part of the effective interest rate. The periodic amortization is aso included as part of
“Interest income” account in the consolidated statements of income. Gains or losses are
recognized in profit or loss when loans and receivables are derecognized or impaired.

Cash includes cash on hand and in banks which are stated at face value. Cash
equivalents are short-term, highly liquid investments that are readily convertible to
known amounts of cash and are subject to an insignificant risk of changesin value.

The Group’s cash and cash equivalents, trade and other receivables, option deposit,
noncurrent receivables and deposits, and restricted cash are included under this category
(Notes 9, 10, 12, 19 and 41).

AFS Financial Assets. AFS financia assets are non-derivative financial assets that are
either designated in this category or not classified in any of the other financial asset
categories. Subsequent to initial recognition, AFS financial assets are measured at fair
value and changes therein, other than impairment losses and foreign currency differences
on AFS debt instruments, are recognized in other comprehensive income and presented
in the “Fair value reserve” account in the consolidated statements of changes in equity.
The effective yield component of AFS debt securities is reported as part of “Interest
income” account in the consolidated statements of income. Dividends earned on holding
AFS equity securities are recognized as dividend income when the right to receive the
payment has been established. When individual AFS financial assets are either
derecognized or impaired, the related accumulated unrealized gains or losses previously
reported in equity are transferred to and recognized in profit or loss.

AFS financial assets also include unquoted equity instruments with fair values which

cannot be reliably determined. These instruments are carried at cost less impairment in
value, if any.
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The Group’s investments in equity and debt securities are classified under this category
(Notes 12, 14 and 41).

The Group has no financial assets classified as HTM investments as of December 31,
2014 and 2013.

Financial Liabilities

The Group classifies its financial liabilities, at initial recognition, in the following
categories. financial liabilities at FVPL and other financial liabilities. The Group
determines the classification of its financia liabilities at initial recognition and, where
allowed and appropriate, re-evaluates such designation at every reporting date. All
financial liabilities are recognized initialy at fair value and, in the case of loans and
borrowings, net of directly attributable transaction costs.

Financial Liabilities at FVPL. Financial liabilities are classified under this category
through the fair value option. Derivative instruments (including embedded derivatives)
with negative fair values, except those covered by hedge accounting relationships, are
also classified under this category.

The Group carries financial liabilities at FVPL using their fair values and reports fair
value changes in profit or loss. Fair value changes from derivatives accounted for as part
of an effective accounting hedge are recognized in other comprehensive income and
presented in the consolidated statements of changes in equity. Any interest expense
incurred is recognized as part of “Interest expense and other financing charges” account
in the consolidated statements of income.

The Group’s derivative liabilities are classified under this category (Notes 21 and 41).

Other Financial Liabilities. This category pertains to financial liabilities that are not
designated or classified asat FVPL. After initial measurement, other financia liabilities
are carried at amortized cost using the effective interest rate method. Amortized cost is
calculated by taking into account any premium or discount and any directly attributable
transaction costs that are considered an integra part of the effective interest rate of the
liability. The effective interest rate amortization is included in “Interest expense and
other financing charges” account in the consolidated statements of income. Gains and
losses are recognized in profit or loss when the liabilities are derecognized as well as
through the amortization process.

The Group’s liabilities arising from its trade or borrowings such as loans payable,
accounts payable and accrued expenses, long-term debt, finance lease liabilities and other
noncurrent liabilities are included under this category (Notes 20, 21, 22, 23, 34 and 41).

Derivative Financial Instruments and Hedging

Freestanding Derivatives

For the purpose of hedge accounting, hedges are classified as either: a) fair value hedges
when hedging the exposure to changes in the fair value of a recognized asset or liability
or an unrecognized firm commitment (except for foreign currency risk); b) cash flow
hedges when hedging exposure to variability in cash flows that is either attributable to a
particular risk associated with a recognized asset or liability or a highly probable forecast
transaction or the foreign currency risk in an unrecognized firm commitment; or
¢) hedges of anet investment in foreign operations.
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At the inception of a hedge relationship, the Group formally designates and documents
the hedge relationship to which the Group wishes to apply hedge accounting and the risk
management objective and strategy for undertaking the hedge. The documentation
includes identification of the hedging instrument, the hedged item or transaction, the
nature of the risk being hedged and how the entity will assess the hedging instrument’s
effectiveness in offsetting the exposure to changes in the hedged item’s fair value or cash
flows attributable to the hedged risk. Such hedges are expected to be highly effective in
achieving offsetting changes in fair value or cash flows and are assessed on an ongoing
basis to determine that they actually have been highly effective throughout the financial
reporting periods for which they were designated.

Fair Value Hedge. Derivatives classified as fair value hedges are carried at fair value
with corresponding change in fair value recognized in profit or loss. The carrying
amount of the hedged asset or liability is dso adjusted for changes in fair value
attributabl e to the hedged item and the gain or loss associated with that remeasurement is
also recognized in profit or 10ss.

When the hedge ceases to be highly effective, hedge accounting is discontinued and the
adjustment to the carrying amount of a hedged financia instrument is amortized
immediately.

The Group discontinues fair value hedge accounting if: (a) the hedging instrument
expires, is sold, is terminated or is exercised; (b) the hedge no longer meets the criteria
for hedge accounting; or (¢) the Group revokes the designation.

The Group has no outstanding derivatives accounted for as a fair value hedge as of
December 31, 2014 and 2013.

Cash Flow Hedge. Changes in the fair value of a hedging instrument that qualifies as a
highly effective cash flow hedge are recognized in other comprehensive income and
presented in the consolidated statements of changes in equity. The ineffective portion is
immediately recognized in profit or loss.

If the hedged cash flow results in the recognition of an asset or a liability, al gains or
losses previoudly recognized directly in equity are transferred from equity and included
in the initial measurement of the cost or carrying amount of the asset or liability.
Otherwise, for al other cash flow hedges, gains or losses initially recognized in equity
are transferred from equity to profit or loss in the same period or periods during which
the hedged forecasted transaction or recognized asset or liability affects profit or l0ss.

When the hedge ceases to be highly effective, hedge accounting is discontinued
prospectively. The cumulative gain or loss on the hedging instrument that has been
reported directly in equity is retained in equity until the forecasted transaction occurs.
When the forecasted transaction is no longer expected to occur, any net cumulative gain
or loss previoudly reported in equity is recognized in profit or loss.

The Group has no outstanding derivatives accounted for as a cash flow hedge as of
December 31, 2014 and 2013.
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Net Investment Hedge. Hedges of a net investment in a foreign operation, including a
hedge of a monetary item that is accounted for as part of the net investment, are
accounted for in a way similar to cash flow hedges. Gains or losses on the hedging
instrument relating to the effective portion of the hedge are recognized in other
comprehensive income while any gains or losses relating to the ineffective portion are
recognized in profit or loss. On disposa of aforeign operation, the cumulative value of
any such gains and losses recorded in equity is transferred to and recognized in profit or
loss.

The Group has no hedge of a net investment in a foreign operation as of December 31,
2014 and 2013.

For derivatives that do not qualify for hedge accounting, any gains or losses arising from
changes in fair value of derivatives are taken directly to profit or loss during the year
incurred.

Embedded Derivatives
The Group assesses whether embedded derivatives are required to be separated from the
host contracts when the Group becomes a party to the contract.

An embedded derivative is separated from the host contract and accounted for as a
derivative if al of the following conditions are met: a) the economic characteristics and
risks of the embedded derivative are not closely related to the economic characteristics
and risks of the host contract; b) a separate instrument with the same terms as the
embedded derivative would meet the definition of a derivative; and ¢) the hybrid or
combined instrument is not recognized as at FVPL. Reassessment only occurs if thereis
achange in the terms of the contract that significantly modifies the cash flows that would
otherwise be required.

Derecognition of Financial Assets and Financial Liabilities
Financial Assets. A financial asset (or, where applicable, a part of a financial asset or
part of agroup of similar financial assets) is primarily derecognized when:

= therightsto receive cash flows from the asset have expired; or

= the Group has transferred its rights to receive cash flows from the asset or has
assumed an obligation to pay them in full without material delay to a third party
under a “pass-through” arrangement; and either: (a) has transferred substantially all
the risks and rewards of the asset; or (b) has neither transferred nor retained
substantially all the risks and rewards of the asset, but has transferred control of the
asset.

When the Group has transferred its rights to receive cash flows from an asset or has
entered into a pass-through arrangement, it evaluates if and to what extent it has retained
the risks and rewards of ownership. When it has neither transferred nor retained
substantially al the risks and rewards of the asset nor transferred control of the asset, the
Group continues to recognize the transferred asset to the extent of the Group’s continuing
involvement. In that case, the Group aso recognizes the associated liability. The
transferred asset and the associated liability are measured on the basis that reflects the
rights and obligations that the Group has retained.
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Financial Liabilities. A financial liability is derecognized when the obligation under the
liability is discharged or cancelled, or expires. When an existing financial liability is
replaced by another from the same lender on substantially different terms, or the terms of
an existing liability are substantially modified, such an exchange or modification is
treated as a derecognition of the original liability and the recognition of a new liability.
The difference in the respective carrying amounts is recognized in profit or 10ss.

Impairment of Financial Assets
The Group assesses, at the reporting date, whether there is objective evidence that a
financial asset or group of financia assetsisimpaired.

A financial asset or a group of financia assets is deemed to be impaired if, and only if,
there is objective evidence of impairment as a result of one or more events that have
occurred after the initial recognition of the asset (an incurred loss event) and that loss
event has an impact on the estimated future cash flows of the financia asset or the group
of financial assetsthat can be reliably estimated.

Assets Carried at Amortized Cost. For financial assets carried at amortized cost such as
loans and receivables, the Group first assesses whether impairment existsindividually for
financial assets that are individually significant, or collectively for financial assets that
are not individually significant. If no objective evidence of impairment has been
identified for a particular financial asset that was individually assessed, the Group
includes the asset as part of a group of financia assets with similar credit risk
characteristics and collectively assesses the group for impairment. Assets that are
individually assessed for impairment and for which an impairment loss is, or continues to
be recognized, are not included in the collective impairment assessment.

Evidence of impairment for specific impairment purposes may include indications that
the borrower or a group of borrowers is experiencing financial difficulty, default or
delinquency in principal or interest payments, or may enter into bankruptcy or other form
of financial reorganization intended to alleviate the financial condition of the borrower.
For collective impairment purposes, evidence of impairment may include observable data
on existing economic conditions or industry-wide developments indicating that thereis a
measurable decrease in the estimated future cash flows of the related assets.

If there is objective evidence of impairment, the amount of loss is measured as the
difference between the asset’s carrying amount and the present value of estimated future
cash flows (excluding future credit losses) discounted at the financial asset’s original
effective interest rate (i.e., the effective interest rate computed at initial recognition).
Time value is generally not considered when the effect of discounting the cash flows is
not material. If aloan or receivable has a variable rate, the discount rate for measuring
any impairment loss is the current effective interest rate, adjusted for the original credit
risk premium. For collective impairment purposes, impairment loss is computed based
on their respective default and historical 10ss experience.

The carrying amount of the asset is reduced either directly or through the use of an
allowance account. The impairment loss for the period is recognized in profit or loss. If,
in a subsequent period, the amount of the impairment loss decreases and the decrease can
be related objectively to an event occurring after the impairment was recognized, the
previously recognized impairment loss is reversed. Any subsequent reversal of an
impairment loss is recognized in profit or loss, to the extent that the carrying amount of
the asset does not exceed its amortized cost at the reversal date.
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AFSFinancial Assets. For equity instruments carried at fair value, the Group assesses, at
each reporting date, whether objective evidence of impairment exists. Objective evidence
of impairment includes a significant or prolonged decline in the fair value of an equity
instrument below its cost. ‘Significant’ is evaluated against the origina cost of the
investment and ‘prolonged’ is evaluated against the period in which the fair value has
been below its original cost. The Group generally regards fair value decline as being
significant when the decline exceeds 25%. A decline in a quoted market price that
persists for 12 months is generally considered to be prolonged.

If an AFS financial asset is impaired, an amount comprising the difference between the
cost (net of any principal payment and amortization) and its current fair value, less any
impairment loss on that financial asset previously recognized in profit or loss, is
transferred from equity to profit or loss. Reversals of impairment losses in respect of
equity instruments classified as AFS financia assets are not recognized in profit or loss.
Reversals of impairment losses on debt instruments are recognized in profit or loss, if the
increase in fair value of the instrument can be objectively related to an event occurring
after the impairment |oss was recognized in profit or loss.

In the case of an unquoted equity instrument or of a derivative asset linked to and must
be settled by delivery of an unquoted equity instrument, for which its fair value cannot be
reliably measured, the amount of impairment loss is measured as the difference between
the asset’s carrying amount and the present value of estimated future cash flows from the
asset discounted at the current market rate of return for a similar financial asset. Such
impairment loss shall not be reversed.

Classification of Financial Instruments between Debt and Equity
From the perspective of the issuer, afinancial instrument is classified as debt instrument
if it provides for a contractual obligation to:

= deliver cash or another financial asset to another entity;

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

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

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

Debt Issue Costs

Debt issue costs are considered as an adjustment to the effective yield of the related debt
and are deferred and amortized using the effective interest rate method. When aloan is
paid, the related unamortized debt issue costs at the date of repayment are recognized in
profit or loss.

Offsetting Financial Instruments

Financial assets and financial liabilities are offset and the net amount is reported in the
consolidated statements of financia position if, and only if, there is a currently
enforceable legal right to offset the recognized amounts and there is an intention to settle
on anet basis, or to realize the assets and settle the liabilities simultaneoudly. Thisis not
generally the case with master netting agreements, and the related assets and liabilities
are presented gross in the consolidated statements of financial position.
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Inventories
Finished goods, goods in process, materials and supplies and raw land inventory and real
estate projects are valued at the lower of cost and net realizable value.

Costs incurred in bringing each inventory to its present location and condition are
accounted for as follows:

Finished goods and goods in - at cost, which includes direct materials and labor
process and a proportion of manufacturing overhead costs
based on normal operating capacity but excluding
borrowing costs; finished goods include unrealized
gain (loss) on far vauation of agricultural
produce; costs are determined using the moving-

average method.
Petroleum products (except - at cost, which includes duties and taxes related to
lubes and greases, waxes the acquisition of inventories; costs are determined

and solvents), crude oil, and using the first-in, first-out method.
other products
Lubes and greases, waxesand - at cost, which includes duties and taxes related to
solvents the acquisition of inventories; costs are determined
using the moving-average method.
Real estate projects - a cost, which includes acquisition costs of

property and other costs and expenses incurred to
develop the property; costs are determined using
the specific identification of individual costs.

Raw land inventory - at cost, which includes acquisition costs of raw
land intended for sale or development and other
costs and expenses incurred to effect the transfer of
title of the property; costs are determined using the
specific identification of individual costs.

Materials, supplies and others at cost, using the moving-average method.

Cod - at cost, using the first-in, first-out method.

Finished Goods. Net redlizable value isthe estimated selling price in the ordinary course
of business, less the estimated costs necessary to make the sale.

Goods in Process. Net realizable value is the estimated selling price in the ordinary
course of business, less the estimated costs of completion and the estimated costs
necessary to make the sale.

Petroleum Products, Crude Oil, and Tires, Batteries and Accessories. Net realizable
value is the estimated selling price in the ordinary course of business, less the estimated
costs to complete and/or market and distribute.

Materials and Supplies, including Coal. Net realizable value is the current replacement
cost.
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Containers (i.e., Returnable Bottles and Shells). These are stated at deposit values less
any impairment in value. The excess of the acquisition cost of the containers over their
deposit value is presented as “Deferred containers” under “Other noncurrent assets”
account in the consolidated statements of financial position and is amortized over the
estimated useful lives of two to ten years. Amortization of deferred containers is
included under “Selling and administrative expenses” account in the consolidated
statements of income.

Real Estate Projects. Net realizable value is the selling price in the ordinary course of
business, less estimated costs of completion and the estimated costs necessary to make
thesadle.

Raw Land Inventory. Net realizable value is the estimated selling price in the ordinary
course of business, less the estimated costs necessary to make the sale.

Biological Assets and Agricultural Produce

The Group’s biological assets include breeding stocks, growing hogs, cattle and poultry
livestock and goods in process which are grouped according to their physica state,
transformation capacity (breeding, growing or laying), as well as their particular stage in
the production process.

Breeding stocks are carried at accumulated costs net of amortization and any impairment
in value while growing hogs, cattle and poultry livestock, and goods in process are
carried at accumulated costs. The costs and expenses incurred up to the start of the
productive stage are accumulated and amortized over the estimated productive lives of
the breeding stocks. The Group uses this method of valuation since fair value cannot be
measured reliably. The Group’s biological assets have no active market and no active
market for similar assets prior to point of harvest are available in the Philippine poultry
and hog industries. Further, the existing sector benchmarks are determined to be
irrelevant and the estimates (i.e., revenues due to highly volatile prices, input costs and
efficiency values) necessary to compute for the present value of expected net cash flows
comprise awide range of data which will not result in areliable basis for determining the
fair value.

The carrying amounts of the biological assets are reviewed for impairment when events
or changes in circumstances indicate that the carrying amounts may not be recoverable.

The Group’s agricultural produce, which consists of grown broilers and marketable hogs
and cattle harvested from the Group’s biological assets, are measured at their fair value
less estimated costs to sell at the point of harvest. The fair value of grown broilers is
based on the quoted prices for harvested mature grown broilers in the market at the time
of harvest. For marketable hogs and cattle, the fair value is based on the quoted pricesin
the market at any given time.

The Group, in general, does not carry any inventory of agricultura produce at any given
time as these are either sold as live broilers, hogs and cattle or transferred to the different
poultry or meat processing plants and immediately transformed into processed or dressed
chicken and carcass.
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Amortization is computed using the straight-line method over the following estimated
productive lives of breeding stocks:

Amortization Period

Hogs - sow 3yearsor 6 hirths,
whichever is shorter
Hogs - boar 25-3years
Cattle 25-3years
Poultry breeding stock 40 - 44 weeks

Business Combination

Business combinations are accounted for using the acquisition method as at the
acquisition date. The cost of an acquisition is measured as the aggregate of the
consideration transferred, measured at acquisition date fair value, and the amount of any
non-controlling interests in the acquiree. For each business combination, the Group
€l ects whether to measure the non-controlling interests in the acquiree at fair value or at
proportionate share of the acquiree’s identifiable net assets. Acquisition-related costs are
expensed as incurred and included as part of “Selling and administrative expenses”
account in the consolidated statements of income.

When the Group acquires a business, it assesses the financial assets and financial
liabilities assumed for appropriate classification and designation in accordance with the
contractua terms, economic circumstances and pertinent conditions as at the acquisition
date.

If the business combination is achieved in stages, the acquisition date fair value of the
acquirer’s previously held equity interest in the acquiree is remeasured at the acquisition
date fair value and any resulting gain or lossis recognized in profit or loss.

The Group measures goodwill at the acquisition date as. @) the fair value of the
consideration transferred; plus b) the recognized amount of any non-controlling interests
in the acquiree; plus c) if the business combination is achieved in stages, the fair value of
the existing equity interest in the acquiree; less d) the net recognized amount (generally
fair value) of the identifiable assets acquired and liabilities assumed. When the excessis
negative, a bargain purchase gain is recognized immediately in profit or loss.
Subsequently, goodwill is measured at cost less any accumulated impairment in value.
Goodwill is reviewed for impairment, annually or more frequently, if events or changes
in circumstances indicate that the carrying amount may be impaired.

The consideration transferred does not include amounts related to the settlement of
pre-existing relationships. Such amounts are generaly recognized in profit or loss.
Costs related to the acquisition, other than those associated with the issue of debt or
equity securities that the Group incurs in connection with a business combination, are
expensed as incurred. Any contingent consideration payable is measured at fair value at
the acquisition date. If the contingent consideration is classified as equity, it is not
remeasured and settlement is accounted for within equity. Otherwise, subsequent
changes to the fair value of the contingent consideration are recognized in profit or loss.
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= Goodwill in a Business Combination
Goodwill acquired in a business combination is, from the acquisition date, allocated
to each of the cash-generating units, or groups of cash-generating units that are
expected to benefit from the synergies of the combination, irrespective of whether
other assets or liabilities are assigned to those units or groups of units. Each unit or
group of units to which the goodwill is allocated:

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

0 isnot larger than an operating segment determined in accordance with PFRS 8.

Impairment is determined by assessing the recoverable amount of the cash-
generating unit or group of cash-generating units, to which the goodwill relates.
Where the recoverable amount of the cash-generating unit or group of cash-
generating units is less than the carrying amount, an impairment 10ss is recognized.
Where goodwill forms part of a cash-generating unit or group of cash-generating
units and part of the operation within that unit is disposed of, the goodwill associated
with the operation disposed of is included in the carrying amount of the operation
when determining the gain or loss on disposal of the operation. Goodwill disposed
of in this circumstance is measured based on the relative values of the operation
disposed of and the portion of the cash-generating unit retained. An impairment |oss
with respect to goodwill is not reversed.

= |ntangible Assets Acquired in a Business Combination
The cost of an intangible asset acquired in a business combination is the fair value as
a the date of acquisition, determined using discounted cash flows as a result of the
asset being owned.

Following initial recognition, intangible asset is carried at cost less any accumulated
amortization and impairment losses, if any. The useful life of an intangible asset is
assessed to be either finite or indefinite.

An intangible asset with finite life is amortized over the useful economic life and
assessed for impairment whenever there is an indication that the intangible asset may
be impaired. The amortization period and the amortization method for an intangible
asset with afinite useful life are reviewed at least at each reporting date. A changein
the expected useful life or the expected pattern of consumption of future economic
benefits embodied in the asset is accounted for as a change in accounting estimate.
The amortization expense on intangible asset with finite life is recognized in profit or
loss.

Transactions under Common Control

Transactions under common control entered into in contemplation of each other and
business combination under common control designed to achieve an overall commercial
effect are treated as a single transaction.

Transfers of assets between commonly controlled entities are accounted for using book
value accounting.
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Non-controlling Interests

The acquisitions of non-controlling interests are accounted for as transactions with
owners in their capacity as owners and therefore no goodwill is recognized as a result of
such transactions. Any difference between the purchase price and the net assets of the
acquired entity is recognized in equity. The adjustments to non-controlling interests are
based on a proportionate amount of the identifiable net assets of the subsidiary.

Investments in Shares of Stock of Associates and Joint Ventures

An associate is an entity in which the Group has significant influence. Significant
influence is the power to participate in the financial and operating policies of the
investee, but is not control or joint control over those policies.

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

The considerations made in determining significant influence or joint control is similar to
those necessary to determine control over subsidiaries.

The Group’s investments in shares of stock of associates and joint ventures are accounted
for using the equity method.

Under the equity method, the investment in shares of stock of an associate or joint
venture isinitially recognized at cost. The carrying amount of the investment is adjusted
to recognize the changes in the Group’s share of net assets of the associate or joint
venture since the acquisition date. Goodwill relating to the associate or joint venture is
included in the carrying amount of the investment and is neither amortized nor
individually tested for impairment.

The Group’s share in profit or loss of an associate or joint venture is recognized as
“Equity in net earnings (losses) of associates and joint ventures” account in the
consolidated statements of income. Adjustments to the carrying amount may also be
necessary for changes in the Group’s proportionate interest in the associate or joint
venture arising from changes in the associate or joint venture’s other comprehensive
income. The Group’s share on these changes is recognized as “Share in other
comprehensive income (loss) of associates and joint ventures” account in the
consolidated statements of comprehensive income. Unrealized gains and losses resulting
from transactions between the Group and the associate or joint venture are eliminated to
the extent of the interest in the associate or joint venture.

After application of the equity method, the Group determines whether it is necessary to
recognize an impairment loss with respect to the Group’s net investment in the shares of
stock of an associate or joint venture. At each reporting date, the Group determines
whether there is objective evidence that the investment in shares of stock of an associate
or joint ventureisimpaired. If thereis such evidence, the Group recal cul ates the amount
of impairment as the difference between the recoverable amount and carrying amount of
the investment in shares of stock of an associate or joint venture. Such impairment loss
is recognized as part of “Equity in net earnings (l0sses) of associates and joint ventures”
account in the consolidated statements of income.
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Upon loss of significant influence over the associate or joint control over the joint
venture, the Group measures and recognizes any retained investment at fair value. Any
difference between the carrying amount of the investment in shares of stock of an
associate or joint venture upon loss of significant influence or joint control, and the fair
value of the retained investment and proceeds from disposal is recognized in profit or
loss.

The financial statements of the associate or joint venture are prepared for the same
reporting period as the Group. When necessary, adjustments are made to bring the
accounting policiesin line with those of the Group.

Property, Plant and Equipment

Property, plant and equipment, except land, are stated at cost less accumulated
depreciation and amortization and any accumulated impairment in value. Such cost
includes the cost of replacing part of the property, plant and equipment at the time the
cost isincurred, if the recognition criteria are met, and excludes the costs of day-to-day
servicing. Land is stated at cost less any impairment in value.

The initial cost of property, plant and egquipment comprises its construction cost or
purchase price, including import duties, taxes and any directly attributable costs in
bringing the asset to its working condition and location for its intended use. Cost also
includes any related asset retirement obligation (ARO). Expenditures incurred after the
asset has been put into operation, such as repairs, maintenance and overhaul costs, are
normally recognized as expense in the period the costs are incurred. Mgor repairs are
capitalized as part of property, plant and equipment only when it is probable that future
economic benefits associated with the items will flow to the Group and the cost of the
items can be measured reliably.

Construction in progress (CIP) represents structures under construction and is stated at
cost. Thisincludes the costs of construction and other direct costs. Borrowing costs that
are directly attributable to the construction of plant and equipment are capitalized during
the construction period. CIP is not depreciated until such time that the relevant assets are
ready for use.

Depreciation and amortization, which commence when the assets are available for their
intended use, are computed using the straight-line method over the following estimated
useful lives of the assets:

Number of Years

Land improvements 5-50
Buildings and improvements 2-50
Power plants 10-43
Refinery and plant equipment 5-33
Service stations and other equipment 11/2-33
Equipment, furniture and fixtures 2-40
L easehold improvements 5-50

or term of the lease,
whichever is shorter

The remaining useful lives, residua values, and depreciation and amortization methods
are reviewed and adjusted periodically, if appropriate, to ensure that such periods and
methods of depreciation and amortization are consistent with the expected pattern of
economic benefits from the items of property, plant and equipment.
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The carrying amounts of property, plant and equipment are reviewed for impairment
when events or changes in circumstances indicate that the carrying amounts may not be
recoverable.

Fully depreciated assets are retained in the accounts until they are no longer in use.

An item of property, plant and equipment is derecognized when either it has been
disposed of or when it is permanently withdrawn from use and no future economic
benefits are expected from its use or disposal. Any gain or loss arising from the
retirement and disposal of an item of property, plant and equipment (calculated as the
difference between the net disposal proceeds and the carrying amount of the asset) is
included in profit or lossin the period of retirement and disposal.

Investment Property

Investment property consists of property held to earn rentals and/or for capita
appreciation but not for sale in the ordinary course of business, used in the production or
supply of goods or services or for administrative purposes. Investment property, except
for land, is measured at cost including transaction costs less accumulated depreciation
and amortization and any accumulated impairment in value. The carrying amount
includes the cost of replacing part of an existing investment property at the time the cost
is incurred, if the recognition criteria are met, and excludes the costs of day-to-day
servicing of an investment property. Land is stated at cost less any impairment in value.

Depreciation and amortization, which commence when the assets are available for their
intended use, are computed using the straight-line method over the following estimated
useful lives of the assets:

Number of Years

Land improvements 5-50
Buildings and improvements 2-50
Machinery and equipment 3-40

The useful lives, residual values and depreciation and amortization method are reviewed
and adjusted, if appropriate, at each reporting date.

Investment property is derecognized either when it has been disposed of or when it is
permanently withdrawn from use and no future economic benefit is expected from its
disposal. Any gains and losses on the retirement and disposal of investment property are
recognized in profit or lossin the period of retirement and disposal.

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

For a transfer from investment property to owner-occupied property or inventories, the
cost of property for subsequent accounting is its carrying amount at the date of changein
use. If the property occupied by the Group as an owner-occupied property becomes an
investment property, the Group accounts for such property in accordance with the policy
stated under property, plant and equipment up to the date of change in use.
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Intangible Assets

Intangible assets acquired separately are measured on initial recognition at cost. The cost
of an intangible asset acquired in a business combination is its fair value at the date of
acquisition. Subsequently, intangible assets are measured at cost less accumulated
amortization and any accumulated impairment losses. Internally generated intangible
assets, excluding capitalized development costs, are not capitalized and expenditures are
recognized in profit or loss in the year in which the related expenditures are incurred.
The useful lives of intangible assets are assessed to be either finite or indefinite.

Intangible assets with finite lives are amortized over the useful life and assessed for
impairment whenever there is an indication that the intangible assets may be impaired.
The amortization period and the amortization method used for an intangible asset with a
finite useful life are reviewed at least at each reporting date. Changes in the expected
useful life or the expected pattern of consumption of future economic benefits embodied
in the asset are accounted for by changing the amortization period or method, as
appropriate, and are treated as changes in accounting estimate. The amortization expense
on intangible assets with finite lives is recognized in profit or loss consistent with the
function of the intangible asset.

Amortization is computed using the straight-line method over the following estimated
useful lives of other intangible assets with finite lives:

Number of Years

Toll road concession rights 25 - 35 or unit of usage

Leasehold and land use rights 20 - 50 or term of the lease,
whichever is shorter

Mineral rights and eval uation assets 19-30

Airport concession right 25

Power concession right 25

Computer software and licenses 2-8

The Group assessed the useful lives of licenses and trademarks and brand names to be
indefinite. Based on an analysis of all the relevant factors, thereis no foreseeable limit to
the period over which the assets are expected to generate cash inflows for the Group.

Licenses and trademarks and brand names with indefinite useful lives are tested for
impairment annually, either individually or at the cash-generating unit level. Such
intangibles are not amortized. The useful life of an intangible asset with an indefinite life
is reviewed annually to determine whether indefinite life assessment continues to be
supportable. If not, the change in the useful life assessment from indefinite to finite is
made on a prospective basis.

Gains or losses arising from the disposal of an intangible asset are measured as the

difference between the net disposal proceeds and the carrying amount of the asset, and
arerecognized in profit or loss when the asset is derecognized.
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Service Concession Arrangements

Public-to-private service concession arrangements where: (@) the grantor controls or
regulates what services the entities in the Group must provide with the infrastructure, to
whom it must provide them, and at what price; and (b) the grantor controls (through
ownership, beneficial entittement or otherwise) any significant residua interest in the
infrastructure at the end of the term of the arrangement are accounted for under
Philippine Interpretation IFRIC 12, Service Concession Arrangements. Infrastructures
used in a public-to-private service concession arrangement for its entire useful life
(whole-of-life assets) are within the scope of the Interpretation if the conditions in
(a) are met.

The Interpretation applies to both: (a) infrastructure that the entities in the Group
construct or acquire from a third party for the purpose of the service arrangement; and
(b) existing infrastructure to which the grantor gives the entities in the Group access for
the purpose of the service arrangement.

Infrastructures within the scope of the Interpretation are not recognized as property, plant
and equipment of the Group. Under the terms of the contractual arrangements within the
scope of the Interpretation, an entity acts as a service provider. An entity constructs or
upgrades infrastructure (construction or upgrade services) used to provide a public
service and operates and maintains that infrastructure (operation services) for a specified
period of time.

An entity recognizes and measures revenue in accordance with PAS 11 and PAS 18 for
the services it performs. If an entity performs more than one service under a single
contract or arrangement, consideration received or receivable is allocated by reference to
the relative fair values of the services delivered when the amounts are separately
identifiable.

When an entity provides construction or upgrade services, the consideration received or
receivable by the entity is recognized at fair value. An entity accounts for revenue and
costs relating to construction or upgrade services in accordance with PAS 11. Revenue
from construction contracts is recognized based on the percentage-of-compl etion method
measured by reference to the proportion of costs incurred to date to estimated total costs
for each contract. The applicable entities account for revenue and costs relating to
operation services in accordance with PAS 18.

An entity recognizes afinancial asset to the extent that it has an unconditional contractual
right to receive cash or another financial asset from or at the direction of the grantor for
the construction services. An entity recognizes an intangible asset to the extent that it
receives aright (alicense) to charge users of the public service.

When the applicable entity has contractual obligations to fulfill as a condition of its
license: (a) to maintain the infrastructure to a specified level of serviceability, or
(b) to restore the infrastructure to a specified condition before it is handed over to the
grantor at the end of the service arrangement, it recognizes and measures the contractual
obligations in accordance with PAS 37, i.e., at the best estimate of the expenditure that
would be required to settle the present obligation at the reporting date.
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In accordance with PAS 23, Borrowing Costs, borrowing costs attributable to the
arrangement are recognized as expenses in the period in which they are incurred unless
the applicable entities have a contractual right to receive an intangible asset (a right to
charge users of the public service). In this case, borrowing costs attributable to the
arrangement are capitalized during the construction phase of the arrangement.

Intangible Asset - Airport Concession Right. The Group’s airport concession right
pertains to the right granted by the Republic of the Philippines (ROP) to TADHC: (a) to
operate the Caticlan Airport (the Airport Project or the Boracay Airport); (b) to design
and finance the Airport Project; and (c) to operate and maintain the Boracay Airport
during the concession period. This also includes the present value of the annual franchise
fee, as defined in the Concession Agreement, payable to the ROP over the concession
period of 25 years. Except for the portion that relates to the annual franchise fee, which
is recognized immediately as intangible asset, the right is earned and recognized by the
Group as the project progresses (Note 4).

The airport concession right is carried at cost less accumulated amortization and any
accumul ated impairment | osses.

The airport concession right is amortized using the straight-line method over the
concession period and assessed for impairment whenever there is an indication that the
asset may be impaired.

The amortization period and method are reviewed at least at each reporting date.
Changes in the expected useful life or the expected pattern of consumption of future
economic benefits embodied in the asset are accounted for by changing the amortization
period or method, as appropriate, and are treated as changes in accounting estimates. The
amortization expense is recognized in profit or loss in the expense category consistent
with the function of the intangible asset.

The airport concession right is derecognized on disposal or when no further economic
benefits are expected from its use or disposal. Gain or loss from derecognition of the
airport concession right is measured as the difference between the net disposal proceeds
and the carrying amount of the asset, and is recognized in profit or loss.

Intangible Assets - Toll Road Concession Rights. The Group’s toll road concession rights
represent the costs of construction and development, including borrowing costs, if any,
during the construction period of the following:

= Stage 1 and Stage 2 Phase | of the Southern Tagalog Arterial Road (STAR or the
STAR Project);

» Tarlac-Pangasinan-La Union Toll Expressway (TPLEX or the TPLEX Project); and
= Ninoy Aquino International Airport Expressway (NAIA Expressway Project).

In exchange for the fulfillment of the Group’s obligations under the Concession
Agreement, the Group is given the right to operate the toll road facilities over the
concession period. Toll road concession rights are recognized initially at the fair value of
the construction services. Following initial recognition, the toll road concession rights
are carried at cost less accumulated amortization and any impairment losses. Subsequent
expenditures or replacement of part of it are normally charged to profit or loss as these
are incurred to maintain the expected future economic benefits embodied in the toll road
concession rights. Expenditures that will contribute to the increase in revenue from toll
operations are recognized as an intangible asset.
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Thetoll road concession rights are amortized using the straight-line method over the term
of the concession agreement. The toll road concession rights are assessed for impairment
whenever there is an indication that the toll road concession rights may be impaired.

The amortization period and method are reviewed at least at each reporting date.
Changesin the terms of the concession agreement or the expected pattern of consumption
of future economic benefits embodied in the asset are accounted for by changing the
amortization period or method, as appropriate, and treated as changes in accounting
estimates. The amortization expense is recognized in profit or loss in the expense
category consistent with the function of the intangible asset.

The toll road concession rights will be derecognized upon turnover to the ROP. There
will be no gain or loss upon derecognition of the toll road concession rights as these are
expected to be fully amortized upon turnover to the ROP.

Intangible Asset - Power Concession Right. The Group’s power concession right
pertains to the right granted by the ROP to SMC Global to operate the Albay Electric
Cooperative (ALECO). The power concession right is carried at cost less accumulated
amortization and any accumulated impairment losses.

The power concession right is amortized using the straight-line method over the
concession period and assessed for impairment whenever there is an indication that the
asset may be impaired.

The amortization period and method are reviewed at least at each reporting date.
Changes in the expected useful life or the expected pattern of consumption of future
economic benefits embodied in the asset are accounted for by changing the amortization
period or method, as appropriate, and are treated as changes in accounting estimates. The
amortization expense is recognized in profit or loss in the expense category consistent
with the function of the intangible asset.

The power concession right is derecognized on disposal or when no further economic
benefits are expected from its use or disposal. Gain or loss from derecognition of the
power concession right is measured as the difference between the net disposal proceeds
and the carrying amount of the asset, and is recognized in profit or loss.

Intangible Asset - Mineral Rights and Evaluation Assets. The Group’s minera rights and
evaluation assets have finite lives and are measured at cost |ess accumulated amortization
and any accumulated impairment losses.

Subsequent expenditures are capitalized only when it increases the future economic
benefits embodied in the specific asset to which it relates. All other expenditures are
recognized in profit or loss as incurred.

Amortization of mineral rights and evaluation assets is recognized in profit or loss on a
straight-line basis over the estimated useful lives. The estimated useful lives of mineral
rights and evaluation assets pertain to the period from commercial operations to the end
of the operating contract. Amortization method and useful lives are reviewed at each
reporting date and adjusted as appropriate.

Gain or loss from derecognition of mineral rights and eval uation assets is measured as the

difference between the net disposa proceeds and the carrying amount of the asset, and is
recognized in profit or loss.
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Deferred Exploration and Development Costs
Deferred exploration and development costs comprise expenditures which are directly
attributable to:

» Researching and analyzing existing exploration data;

= Conducting geologica studies, exploratory drilling and sampling;
= Examining and testing extraction and treatment methods; and

=  Compiling pre-feasibility and feasibility studies.

Deferred exploration and development costs aso include expenditures incurred in
acquiring minera rights and evaluation assets, entry premiums paid to gain access to
areas of interest and amounts payable to third parties to acquire interests in existing
projects.

Exploration assets are reassessed on a regular basis and tested for impairment provided
that at least one of the following conditions is met:

= the period for which the entity has the right to explore in the specific area has expired
during the period or will expire in the near future, and is not expected to be renewed;

= substantive expenditure on further exploration for and evaluation of minera
resources in the specific areais neither budgeted nor planned;

= such costs are expected to be recouped in full through successful development and
exploration of the area of interest or alternatively, by itssale; or

= exploration and evaluation activities in the area of interest have not yet reached a
stage which permits a reasonable assessment of the existence or otherwise of
economically recoverable reserves, and active and significant operations in relation
to the area are continuing, or planned for the future.

If the project proceeds to development stage, the amounts included within deferred
exploration and devel opment costs are transferred to property, plant and equipment.

Impairment of Non-financial Assets

The carrying amounts of investments and advances, property, plant and equipment,
investment property, biological assets - net of current portion, other intangible assets with
finite useful lives, deferred containers, deferred exploration and development costs and
idle assets are reviewed for impairment when events or changes in circumstances indicate
that the carrying amount may not be recoverable. Licenses and trademarks and brand
names with indefinite useful lives are tested for impairment annualy either individually
or at the cash-generating unit level. If any such indication exists, and if the carrying
amount exceeds the estimated recoverable amount, the assets or cash-generating units are
written down to their recoverable amounts. The recoverable amount of the asset is the
greater of fair value less costs to sell and value in use. The fair value less coststo sell is
the amount obtainable from the sale of an asset in an arm’s length transaction between
knowledgeable, willing parties, less costs of disposa. In assessing value in use, the
estimated future cash flows are discounted to their present value using a pre-tax discount
rate that reflects current market assessments of the time value of money and the risks
specific to the asset. For an asset that does not generate largely independent cash
inflows, the recoverable amount is determined for the cash-generating unit to which the
asset belongs. Impairment losses are recognized in profit or loss in those expense
categories consistent with the function of the impaired asset.
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An assessment is made at each reporting date as to whether there is any indication that
previoudy recognized impairment losses may no longer exist or may have decreased. If
such indication exists, the recoverable amount is estimated. A previously recognized
impairment loss is reversed only if there has been a change in the estimates used to
determine the asset’s recoverable amount since the last impairment loss was recognized.
If that is the case, the carrying amount of the asset is increased to its recoverable amount.
That increased amount cannot exceed the carrying amount that would have been
determined, net of depreciation and amortization, had no impairment loss been
recognized for the asset in prior years. Such reversal is recognized in profit or loss.
After such a reversal, the depreciation and amortization charge is adjusted in future
periods to allocate the asset’s revised carrying amount, less any residual value, on a
systematic basis over its remaining useful life.

Cylinder Deposits

The liquefied petroleum gas cylinders remain the property of the Group and are loaned to
dealers upon payment by the latter of an amount equivalent to 100% of the acquisition
cost of the cylinders.

The Group maintains the balance of cylinder deposits at an amount equivalent to three
days worth of inventory of its biggest dedlers, but in no case lower than P200 at any
given time, to take care of possible returns by deders.

At the end of each reporting date, cylinder deposits, shown under “Other noncurrent
liabilities” account in the consolidated statements of financial position, are reduced for
estimated non-returns. The reduction is recognized directly in profit or loss.

Fair Value Measurements
The Group measures a number of financial and non-financial assets and liabilities at fair
value at each reporting date.

Fair value is the price that would be received to sell an asset or paid to transfer aliability
in an orderly transaction between market participants at the measurement date. The fair
value measurement is based on the presumption that the transaction to sell the asset or
transfer the liability takes place either in the principal market for the asset or liability, or
in the absence of a principal market, in the most advantageous market for the asset or
liability. The principa or most advantageous market must be accessible to the Group.

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

The Group uses valuation techniques that are appropriate in the circumstances and for

which sufficient data are available to measure fair value, maximizing the use of relevant
observable inputs and minimizing the use of unobservable inputs.
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All assets and liabilities for which fair value is measured or disclosed in the consolidated
financial statements are categorized within the fair value hierarchy, described as follows,
based on the lowest level input that is significant to the fair value measurement as a
whole:

= Level 1. quoted prices (unadjusted) in active markets for identical assets or
ligbilities;

= Level 2: inputsother than quoted prices included within Level 1 that are observable
for the asset or liability, either directly or indirectly; and

= Leve 3. inputs for the asset or liability that are not based on observable market
data

For assets and liabilities that are recognized in the consolidated financial statements on a
recurring basis, the Group determines whether transfers have occurred between levelsin
the hierarchy by re-assessing the categorization at the end of each reporting period.

For the purpose of fair value disclosures, the Group has determined classes of assets and
liabilities on the basis of the nature, characteristics and risks of the asset or liability and
the level of the fair value hierarchy.

Provisions

Provisions are recognized when: (a) the Group has a present obligation (legal or
constructive) as a result of past events; (b) it is probable (i.e., more likely than not) that
an outflow of resources embodying economic benefits will be required to settle the
obligation; and (c) ardiable estimate of the amount of the obligation can be made. If the
effect of the time value of money is material, provisions are determined by discounting
the expected future cash flows at a pre-tax rate that reflects current market assessment of
the time value of money and the risks specific to the liability. Where discounting is used,
the increase in the provision due to the passage of time is recognized as interest expense.
Where some or al of the expenditure required to settle a provision is expected to be
reimbursed by another party, the reimbursement is recognized as a separate asset only
when it is virtually certain that reimbursement will be received. The amount recognized
for the reimbursement shall not exceed the amount of the provision. Provisions are
reviewed at each reporting date and adjusted to reflect the current best estimate.

Share Capital

Common Shares

Common shares are classified as equity. Incremental costs directly attributable to the
issue of common shares and share options are recognized as a deduction from equity, net
of any tax effects.

Preferred Shares
Preferred shares are classified as equity if they are non-redeemable, or redeemable only
at the Parent Company’s option, and any dividends thereon are discretionary. Dividends
thereon are recognized as distributions within equity upon approval by the BOD of the
Parent Company.

Preferred shares are classified as a liability if they are redeemable on a specific date or at

the option of the shareholders, or if dividend payments are not discretionary. Dividends
thereon are recognized as interest expense in profit or loss as accrued.
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Treasury Shares

Own equity instruments which are reacquired are carried at cost and deducted from
equity. No gain or loss is recognized on the purchase, sale, reissuance or cancellation of
the Parent Company’s own equity instruments. When the shares are retired, the capita
stock account is reduced by its par value and the excess of cost over par value upon
retirement is debited to additional paid-in capital to the extent of the specific or average
additional paid-in capital when the shares were issued and to retained earnings for the
remaining balance.

Revenue Recognition
Revenue is recognized to the extent that it is probable that the economic benefits
associated with the transaction will flow to the Group and the amount of revenue can be
reliably measured. The following specific recognition criteria must also be met before
revenue is recognized:

Revenue from Sale of Goods

Revenue from sale of goods in the course of ordinary activities is measured at the fair
value of the consideration received or receivable, net of returns, trade discounts and
volume rebates. Revenue is recognized when the significant risks and rewards of
ownership of the goods have passed to the buyer, which is normally upon delivery, and
the amount of revenue can be measured reliably.

Revenue from Power Generation and Trading
Revenue from power generation and trading is recognized in the period when actua
capacity is generated and/or transmitted to the customers, net of related discounts.

Revenue from Toll Operations

Revenue from toll operations is recognized upon the sade of toll tickets. Toll fees
received in advance, through the E-pass account, is recognized as income upon the
holders’ availment of the toll road services.

Construction revenue is recognized by reference to the stage of completion of the
construction activity at the reporting date. When it is probable that the total contract
costs will exceed total contract revenue, the expected loss is recognized as an expense
immediately.

Revenue from Airport Operations
Landing, take-off and parking fees are recognized upon rendering of the service which is
the period from landing to take-off of aircrafts.

Terminal fees are recognized upon receipt of fees charged to passengers on departure.

Construction revenue related to the Group’s recognition of intangible asset on the right to
operate the Boracay Airport, which is the consideration receivable from the ROP relative
to the Airport Project, is earned and recognized as the Airport Project progresses. The
Group recognizes the corresponding amount as intangible asset as it recognizes the
construction revenue. The Group assumes no profit margin in earning the right to
operate the Boracay Airport.

The Group uses the cost to cost percentage-of-completion method to determine the
appropriate amount of revenue to be recognized in a given period. The stage of
completion is measured by reference to the costs incurred related to the Airport Project
up to the end of the reporting period as a percentage of total estimated cost of the Airport
Project.
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Revenue from Agricultural Produce

Revenue from initial recognition of agricultural produce is measured at fair value less
estimated costs to sdll at the point of harvest. Fair value is based on the relevant market
price a the point of harvest.

Revenue from Shipping and Port Operations
Revenue from terminal fees is recognized based on the quantity of items declared by
vessels entering the port multiplied by a predetermined rate.

Revenue from freight services is recognized upon completion of every voyage contracted
with customers during the period multiplied by a predetermined rate.

Revenue from port services is recognized based on the actual quantity of items handled
during the period multiplied by a predetermined rate.

Revenue from Sale of Real Estate

Revenue from sale of real estate projects is recognized under the full accrual method.
Under this method, revenue and cost is recognized in full when 10% or more of the
contract price is received and development of the real estate property (i.e., lot or house
and lot) has reached 100% completion at which point the buyer may already use the

property.

Payments received from buyers which do not meet the revenue recognition criteria are
presented under “Accounts payable and accrued expenses” account in the consolidated
statements of financial position.

Revenue and cost relative to forfeited or back-out sales are reversed in the current year as
they occur.

Revenue from Sale of Raw Land

Revenue from sale of undeveloped land or raw land is recognized under the full accrual
method. Under this method, the Group recognizes in full the revenue and cost from sale
of undeveloped land when 10% or more of the contract priceis received.

Payments received from buyers which do not meet the revenue recognition criteria are
presented under “Accounts payable and accrued expenses” account in the consolidated
statements of financial position.

Revenue from Telecommunications Services

Revenue from telecommunications services is recognized when earned and includes the
vaue of al services provided, net of the share of other telecommunications
administrations, if any, under existing correspondence and interconnection agreements.

Inbound revenue represents settlements from telecommunications providers who sent
traffic to the Group’s network. Inbound revenue is based on agreed payment accounting
rates with other carriers. Interconnection charges are based on the rates agreed with other
carriers.

Both the inbound revenue and interconnection charges are accrued based on actua
volume of traffic. Adjustments are made on the recorded amount for discrepancies
between the traffic volume based on the Group’s records and the records of the other
carriers. These adjustments are recognized as they are determined and agreed with the
other carriers.
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Installation fees received from landline subscribers are also credited to operating
revenues. Therelated labor costs on installation are recognized in profit or 10ss.

Revenue from Insurance
Service fee on insurance is recognized when insurance assistance is provided to the
insured as evidenced by a serviceinvoice.

Commission income on insurance and reinsurance is recognized when the insured is
billed and upon issuance of reinsurance binder or statement of accounts to reinsurers,
respectively. The amount of income is adjusted when there are cancellations or additions
in insurance coverage.

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

Dividend income is recognized when the Group’s right as a shareholder to receive the
payment is established.

Rent income from investment property is recognized on a straight-line basis over the
term of the lease. Lease incentives granted are recognized as an integral part of the total
rent income over the term of the lease.

Revenue from customer loyalty programme is allocated between the customer loyalty
programme and the other component of the sale. The amount allocated to the customer
loyalty programme is deferred, and is recognized as revenue when the Group has fulfilled
its obligations to supply the discounted products under the terms of the programme or
when it is no longer probable that the points under the programme will be redeemed.

Gain or loss on sae of investments in shares of stock is recognized if the Group disposes
of its investment in shares of stock of a subsidiary, associate and joint venture, AFS
financial assets and financial assets at FVPL. Gain or loss is computed as the difference
between the proceeds of the disposed investment and its carrying amount, including the
carrying amount of goodwill, if any.

Cost and Expense Recognition
Costs and expenses are recognized upon receipt of goods, utilization of services or at the
date they are incurred.

Expenses are aso recognized when a decrease in future economic benefit related to a
decrease in an asset or an increase in a liability that can be measured reliably has arisen.
Expenses are recognized on the basis of a direct association between costs incurred and
the earning of specific items of income; on the basis of systematic and rational allocation
procedures when economic benefits are expected to arise over several accounting periods
and the association can only be broadly or indirectly determined; or immediately when an
expenditure produces no future economic benefits or when, and to the extent that future
economic benefits do not qualify, or cease to qualify, for recognition as an asset.

-33-



Share-based Payment Transactions

The cost of Long-term Incentive Plan for Stock Options (LTIP) is measured by reference
to the option fair value at the date when the options are granted. The fair value is
determined using Black-Scholes option pricing model. In valuing LTIP transactions, any
performance conditions are not taken into account, other than conditions linked to the
price of the shares of the Parent Company. The cost of Employee Stock Purchase Plan
(ESPP) is measured by reference to the market price at the time of the grant less
subscription price.

The cost of share-based payment transactions is recognized, together with a
corresponding increase in equity, over the period in which the performance and/or
service conditions are fulfilled, ending on the date when the relevant employees become
fully entitled to the award (the “vesting date”). The cumulative expenses recognized for
share-based payment transactions at each reporting date until the vesting date reflect the
extent to which the vesting period has expired and the Parent Company’s best estimate of
the number of equity instruments that will ultimately vest. Where the terms of a share-
based award are modified, as a minimum, an expense is recognized as if the terms had
not been modified. In addition, an expense is recognized for any modification, which
increases the total fair value of the share-based payment arrangement, or is otherwise
beneficia to the employee as measured at the date of modification.

Where an equity-settled award is cancelled, it is treated as if it had vested on the date of
cancellation, and any expense not yet recognized for the award is recognized
immediately.

However, if a new award is substituted for the cancelled award and designated as a
replacement award on the date that it is granted, the cancelled and new awards are treated
asif they were a modification of the original award.

Leases

The determination of whether an arrangement is, or contains, a lease is based on the
substance of the arrangement and requires an assessment of whether the fulfillment of the
arrangement is dependent on the use of a specific asset or assets and the arrangement
conveys aright to use the asset. A reassessment is made after the inception of the lease
only if one of the following applies:

(a) there is a change in contractual terms, other than a renewa or extension of the
arrangement;

(b) a renewal option is exercised or an extension is granted, unless the term of the
renewal or extension was initially included in the lease term;

(c) there is a change in the determination of whether fulfillment is dependent on a
specific asset; or

(d) thereisasubstantial change to the asset.
Where a reassessment is made, lease accounting shall commence or cease from the date

when the change in circumstances gives rise to the reassessment for scenarios (a), (c) or
(d), and at the date of renewal or extension period for scenario (b) above.
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Finance Lease

Finance leases, which transfer to the Group substantially all the risks and rewards
incidental to ownership of the leased item, are capitalized at the inception of the lease at
the fair value of the leased property or, if lower, at the present value of the minimum
lease payments. Obligations arising from plant assets under finance lease agreement are
classified in the consolidated statements of financial position as finance lease liabilities.

Lease payments are apportioned between financing charges and reduction of the lease
liability so as to achieve a constant rate of interest on the remaining balance of the
liability. Financing charges are recognized in profit or |oss.

Capitalized leased assets are depreciated over the estimated useful lives of the assets
when there is reasonable certainty that the Group will obtain ownership by the end of the
lease term.

Operating Lease

Group as Lessee. Leases which do not transfer to the Group substantialy al the risks
and rewards of ownership of the asset are classified as operating leases. Operating lease
payments are recognized as an expense in profit or loss on a straight-line basis over the
lease term. Associated costs such as maintenance and insurance are expensed as incurred.

Group as Lessor. Leases where the Group does not transfer substantially all the risks and
rewards of ownership of the assets are classified as operating leases. Rent income from
operating leases is recognized as income on a straight-line basis over the lease term.
Initial direct costs incurred in negotiating an operating lease are added to the carrying
amount of the leased asset and recognized as an expense over the lease term on the same
basis as rent income. Contingent rents are recognized as income in the period in which
they are earned.

Borrowing Costs

Borrowing costs are capitalized if they are directly attributable to the acquisition or
construction of a qualifying asset. Capitalization of borrowing costs commences when
the activities to prepare the asset are in progress and expenditures and borrowing costs
are being incurred. Borrowing costs are capitalized until the assets are substantially
ready for their intended use.

Research and Development Costs

Research costs are expensed as incurred. Development costs incurred on an individual
project are carried forward when their future recoverability can be reasonably regarded as
assured. Any expenditure carried forward is amortized in line with the expected future
sales from the related project.

The carrying amount of development costsis reviewed for impairment annually when the
related asset is not yet in use. Otherwise, thisis reviewed for impairment when events or
changes in circumstances indicate that the carrying amount may not be recoverable.

Employee Benefits

Short-term Employee Benefits

Short-term employee benefits are expensed as the related service is provided. A liability
is recognized for the amount expected to be paid if the Group has a present legal or
constructive obligation to pay this amount as a result of past service provided by the
employee and the obligation can be estimated reliably.
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Retirement Costs

The Parent Company and mgority of its subsidiaries have separate funded,
noncontributory retirement plans, administered by the respective trustees, covering their
respective permanent employees. The cost of providing benefits under the defined
benefit retirement plan is actuarially determined using the projected unit credit method.
Projected unit credit method reflects services rendered by employees to the date of
valuation and incorporates assumptions concerning employees’ projected salaries.
Actuarial gains and losses are recognized in full in the period in which they occur in
other comprehensive income. Such actuarial gains and losses are adso immediately
recognized in equity and are not reclassified to profit or [oss in subsegquent period.

The net defined benefit retirement liability or asset is the aggregate of the present value
of the amount of future benefit that employees have earned in return for their service in
the current and prior periods, reduced by the fair value of plan assets (if any), adjusted for
any effect of limiting a net defined benefit asset to the asset ceiling. The asset ceiling is
the present value of economic benefits available in the form of reductions in future
contributions to the plan.

Defined benefit costs comprise the following:

= Service costs

= Netinterest on the defined benefit retirement liability or asset
= Remeasurements of defined benefit retirement liability or asset

Service costs which include current service costs, past service costs and gains or losses
on non-routine settlements are recognized as expense in profit or loss. Past service costs
are recognized when plan amendment or curtailment occurs. These amounts are
calculated periodically by independent qualified actuary using the projected unit credit
method.

Net interest on the defined benefit retirement liability or asset is the change during the
period as aresult of contributions and benefit payments, which is determined by applying
the discount rate based on the government bonds to the defined benefit retirement
liability or asset. Net interest on the defined benefit retirement liability or asset is
recognized as expense or income in profit or loss.

Remeasurements of net defined benefit retirement liability or asset comprising actuarial
gains and losses, return on plan assets, and the effect of the asset ceiling (excluding net
interest) are recognized immediately in other comprehensive income in the period in
which they arise.

When the benefits of a plan are changed, or when a plan is curtailed, the resulting change
in benefit that relates to past service or the gain or loss on curtailment is recognized
immediately in profit or loss. The Group recognizes gains and losses on the settlement of
a defined benefit retirement plan when the settlement occurs.

Foreign Currency

Foreign Currency Trandations

Transactions in foreign currencies are trandated to the respective functional currencies of
the Group entities at exchange rates at the dates of the transactions. Monetary assets and
monetary liabilities denominated in foreign currencies at the reporting date are trand ated
to the functional currency at the exchange rate at that date. The foreign currency gain or
loss on monetary items is the difference between amortized cost in the functional
currency at the beginning of the year, adjusted for effective interest and payments during
the year, and the amortized cost in foreign currency translated at the exchange rate at the
reporting date.
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Nonmonetary assets and nonmonetary liabilities denominated in foreign currencies that
are measured at fair value are trandated to the functional currency at the exchange rate at
the date the fair value was determined. Nonmonetary itemsin foreign currencies that are
measured in terms of historical cost are trandated using the exchange rate at the date of
the transaction.

Foreign currency differences arising on trandation are recognized in profit or loss, except
for differences arising on the trandation of AFS financial assets, a financial liability
designated as an effective hedge of the net investment in aforeign operation or qualifying
cash flow hedges, which are recognized in other comprehensive income.

Foreign Operations

The assets and liabilities of foreign operations, including goodwill and fair vaue
adjustments arising on acquisition, are trandlated to Philippine peso at exchange rates at
the reporting date. The income and expenses of foreign operations, excluding foreign
operations in hyperinflationary economies, are translated to Philippine peso at average
exchange rates for the period.

Foreign currency differences are recognized in other comprehensive income and
presented in the “Translation reserve” account in the consolidated statements of changes
in equity. However, if the operation is not a wholly-owned subsidiary, then the relevant
proportionate share of the trandation difference is allocated to the non-controlling
interests. When aforeign operation is disposed of such that control, significant influence
or joint control is lost, the cumulative amount in the trandation reserve related to that
foreign operation is reclassified to profit or loss as part of the gain or loss on disposal.

When the Group disposes of only part of its interest in a subsidiary that includes a
foreign operation while retaining control, the relevant proportion of the cumulative
amount is reattributed to non-controlling interests. When the Group disposes of only part
of itsinvestment in shares of stock of an associate or joint venture that includes a foreign
operation while retaining significant influence or joint control, the relevant proportion of
the cumulative amount is reclassified to profit or loss.

When the settlement of a monetary item receivable from or payable to aforeign operation
is neither planned nor likely to occur in the foreseeable future, foreign exchange gains
and losses arising from such a monetary item are considered to form part of a net
investment in aforeign operation and are recognized in other comprehensive income and
presented in the “Translation reserve” account in the consolidated statements of changes

in equity.

Taxes

Current Tax. Current tax is the expected tax payable or receivable on the taxable income
or loss for the year, using tax rates enacted or substantively enacted at the reporting date,
and any adjustment to tax payable in respect of previous years.

Deferred Tax. Deferred tax is recognized in respect of temporary differences between
the carrying amounts of assets and liabilities for financial reporting purposes and the
amounts used for taxation purposes.
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Deferred tax liabilities are recognized for all taxable temporary differences, except:

= wherethe deferred tax liability arises from the initial recognition of goodwill or of an
asset or liability in atransaction that is not a business combination and, at the time of
the transaction, affects neither the accounting profit nor taxable profit or loss; and

= with respect to taxable temporary differences associated with investments in shares
of stock of subsidiaries, associates and interestsin joint ventures, where the timing of
the reversal of the temporary differences can be controlled and it is probable that the
temporary differences will not reverse in the foreseeabl e future.

Deferred tax assets are recognized for all deductible temporary differences, carryforward
benefits of unused tax credits - Minimum Corporate Income Tax (MCIT) and unused tax
losses - Net Operating Loss Carry Over (NOLCO), to the extent that it is probable that
taxable profit will be available against which the deductible temporary differences, and
the carryforward benefits of MCIT and NOL CO can be utilized, except:

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

= with respect to deductible temporary differences associated with investments in
shares of stock of subsidiaries, associates and interests in joint ventures, deferred tax
assets are recognized only to the extent that it is probable that the temporary
differences will reverse in the foreseeable future and taxable profit will be available
against which the temporary differences can be utilized.

The carrying amount of deferred tax assetsis reviewed at each reporting date and reduced
to the extent that it is no longer probable that sufficient taxable profit will be available to
allow all or part of the deferred tax asset to be utilized. Unrecognized deferred tax assets
are reassessed at each reporting date and are recognized to the extent that it has become
probable that future taxable profit will alow the deferred tax asset to be recovered.

The measurement of deferred tax reflects the tax consequences that would follow the
manner in which the Group expects, at the end of the reporting period, to recover or settle
the carrying amount of its assets and liabilities.

Deferred tax assets and liabilities are measured at the tax rates that are expected to apply
in the year when the asset is redlized or the liability is settled, based on tax rates
(and tax laws) that have been enacted or substantively enacted at the reporting date.

In determining the amount of current and deferred tax, the Group takes into account the
impact of uncertain tax positions and whether additional taxes and interest may be due.
The Group believes that its accruals for tax liabilities are adequate for al open tax years
based on its assessment of many factors, including interpretation of tax laws and prior
experience. This assessment relies on estimates and assumptions and may involve a
series of judgments about future events. New information may become available that
causes the Group to change its judgment regarding the adequacy of existing tax
liabilities; such changes to tax liabilities will impact tax expense in the period that such a
determination is made.

Current tax and deferred tax are recognized in profit or loss except to the extent that it

relates to a business combination, or items recognized directly in equity or in other
comprehensive income.
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Deferred tax assets and deferred tax liabilities are offset, if a legally enforceable right
exists to set off current tax assets against current tax liabilities and the deferred taxes
relate to the same taxable entity and the same taxation authority.

Value-added Tax (VAT). Revenues, expenses and assets are recognized net of the
amount of VAT, except:

= wherethe tax incurred on a purchase of assets or servicesis not recoverable from the
taxation authority, in which case the tax is recognized as part of the cost of
acquisition of the asset or as part of the expense item as applicable; and

= receivables and payables that are stated with the amount of tax included.

The net amount of tax recoverable from, or payable to, the taxation authority is included
as part of “Prepaid expenses and other current assets” or “Income and other taxes
payable” accounts in the consolidated statements of financial position.

Non-cash Distribution to Equity Holders of the Parent Company, Assets Held for Sale
and Discontinued Operations

The Group classifies noncurrent assets, or disposal groups comprising assets and
liabilities as held for sale or distribution, if their carrying amounts will be recovered
primarily through sale or distribution rather than through continuing use. The assets or
disposa groups are generally measured at the lower of their carrying amount and fair
value less costs to sell or distribute, except for some assets which are covered by other
standards. Any impairment loss on a disposal group is allocated first to goodwill, and
then to the remaining assets and liabilities on pro rata basis, except that no loss is
alocated to inventories, financial assets, deferred tax assets, employee benefit assets,
investment property or biological assets, which continue to be measured in accordance
with the Group’s accounting policies. Impairment losses on initia classification as held
for sale or distribution and subsequent gains and losses on remeasurement are recognized
in profit or loss. Gains are not recognized in excess of any cumulative impairment
losses.

The criteria for held for sale or distribution is regarded as met only when the sae or
distribution is highly probable and the asset or disposal group is available for immediate
sale or distribution in its present condition. Actions required to complete the sale or
distribution should indicate that it is unlikely that significant changes to the sale will be
made or that the sale will be withdrawn.

The Group recognizes a liability to make non-cash distributions to equity holders of the
Parent Company when the distribution is authorized and no longer at the discretion of the
Parent Company. Non-cash distributions are measured at the fair value of the assetsto be
distributed with fair value remeasurements recognized directly in equity. Upon
distribution of non-cash assets, any difference between the carrying amount of the
liability and the carrying amount of the assets to be distributed is recognized in profit or
loss.

Intangible assets, property, plant and equipment and investment property once classified
as held for sale or distribution are not amortized or depreciated. In addition, equity
accounting of equity-accounted investees ceases once classified as held for sale or
distribution.

Assets and liabilities classified as held for sale or distribution are presented separately as
current items in the consolidated statements of financial position.
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Discontinued operations are excluded from the results of continuing operations and are
presented as a single amount as “Profit or loss after tax from discontinued operations” in
the consolidated statements of income.

Related Parties

Parties are considered to be related if one party has the ability, directly or indirectly, to
control the other party or exercise significant influence over the other party in making
financial and operating decisions. Parties are also considered to be related if they are
subject to common control and significant influence. Related parties may be individuals
or corporate entities. Transactions between related parties are on an arm’s length basis in
amanner similar to transactions with non-related parties.

Basic and Diluted Earnings Per Common Share (EPS)

Basic EPS is computed by dividing the net income for the period attributable to equity
holders of the Parent Company, net of dividends on preferred shares, by the weighted
average number of issued and outstanding common shares during the period, with
retroactive adjustment for any stock dividends declared.

Diluted EPS is computed in the same manner, adjusted for the effects of the shares
issuable to employees and executives under the LTIP of the Parent Company, which are
assumed to be exercised at the date of grant.

Where the effect of the assumed conversion of shares issuable to employees and
executives under the stock purchase and option plans of the Parent Company would be
anti-dilutive, diluted EPS is not presented.

Operating Segments

The Group’s operating segments are organized and managed separately according to the
nature of the products and services provided, with each segment representing a strategic
business unit that offers different products and serves different markets. Financial
information on operating segments is presented in Note 7 to the consolidated financial
statements. The Chief Executive Officer (the chief operating decision maker) reviews
management reports on aregular basis.

The measurement policies the Group used for segment reporting under PFRS 8 are the
same as those used in the consolidated financial statements. There have been no changes
in the measurement methods used to determine reported segment profit or loss from prior
periods. All inter-segment transfers are carried out at arm’s length prices.

Segment revenues, expenses and performance include sales and purchases between
business segments. Such sales and purchases are eliminated in consolidation.

Contingencies
Contingent liabilities are not recognized in the consolidated financial statements. They

are disclosed in the notes to the consolidated financial statements unless the possibility of
an outflow of resources embodying economic benefits is remote. Contingent assets are
not recognized in the consolidated financial statements but are disclosed in the notes to
the consolidated financial statements when an inflow of economic benefitsis probable.

Events After the Reporting Date

Post year-end events that provide additional information about the Group’s financial
position at the reporting date (adjusting events) are reflected in the consolidated financial
statements. Post year-end events that are not adjusting events are disclosed in the notes
to the consolidated financial statements when material.
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4. Significant Accounting Judgments, Estimates and Assumptions

The preparation of the consolidated financial statements in accordance with PFRS
requires management to make judgments, estimates and assumptions that affect the
application of accounting policies and the amounts of assets, liabilities, income and
expenses reported in the consolidated financial statements at the reporting date.
However, uncertainty about these judgments, estimates and assumptions could result in
an outcome that could require a material adjustment to the carrying amount of the
affected asset or liability in the future.

Judgments and estimates are continually evaluated and are based on historical experience
and other factors, including expectations of future events that are believed to be
reasonable under the circumstances. Revisions are recognized in the period in which the
judgments and estimates are revised and in any future period affected.

Judgments
In the process of applying the Group’s accounting policies, management has made the

following judgments, apart from those involving estimations, which have the most
significant effect on the amounts recognized in the consolidated financial statements:

Finance Lease - Group as Lessee. In accounting for its Independent Power Producer
Administration (IPPA) Agreements with the Power Sector Assets and Liabilities
Management Corporation (PSALM), the Group’s management has made a judgment that
the IPPA Agreements are agreements that contain alease.

SMY A also entered into |eases of equipment needed for business operations.

The Group’s management has made a judgment that it has substantially acquired all the
risks and rewards incidental to the ownership of the power plants and equipment.
Accordingly, the Group accounted for the agreements as finance |ease and recognized the
power plants, equipment and finance lease liabilities at the present value of the agreed
monthly payments (Notes 15 and 34).

Finance lease liabilities recognized in the consolidated statements of financial position
amounted to P186,330 and P195,048 as of December 31, 2014 and 2013, respectively
(Note 34).

The combined carrying amounts of power plants and equipment under finance lease
amounted to P188,155 and P193,356 as of December 31, 2014 and 2013, respectively
(Notes 15 and 34).

Operating Lease Commitments - Group as Lessor/Lessee. The Group has entered into
various lease agreements either as alessor or alessee. The Group had determined that it
retains all the significant risks and rewards of ownership of the property leased out on
operating leases while the significant risks and rewards for property leased from third
parties are retained by the lessors.

Rent income recognized in the consolidated statements of income amounted to P1,672,
P1,428 and P1,139 in 2014, 2013 and 2012, respectively (Note 34).

Rent expense recognized in the consolidated statements of income amounted to P3,649,
P3,315 and P3,019 in 2014, 2013 and 2012, respectively (Notes 26, 27 and 34).
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Applicability of Philippine Interpretation IFRIC 12. In accounting for the Group’s
transactions in connection with its Concession Agreement with the ROP, significant
judgment was applied to determine the most appropriate accounting policy to use.

Management used Philippine Interpretation IFRIC 12 as guide and determined that the
Concession Agreement is within the scope of the interpretation since it specifically
indicated that the ROP will regulate what services the Group must provide and at what
prices those will be offered, and that at the end of the concession period, the entire
infrastructure, as defined in the Concession Agreement, will be turned over to the ROP
(Note 34).

Management determined that the consideration receivable from the ROP, in exchange for
the fulfillment of the Group’s obligations under the Concession Agreement, is an
intangible asset in the form of a right (license) to charge fees to users. Judgment was
further exercised by management in determining the components of cost of acquiring the
right. Further reference to the terms of the Concession Agreement (Note 34) was made to
determine such costs.

a. Airport Concession Right. The Group’s airport concession right consists of: (i) total
Airport Project cost; (ii) present value of total franchise fees over 25 years and its
subsequent amortization; and (iii) present value of infrastructure retirement
obligation (IRO).

(i) The Airport Project cost is recognized as part of intangible assets as the
construction progresses. The cost to cost method was used as management
believes that the actual cost of construction is most relevant in determining the
amount that should be recognized as cost of the intangible asset at each reporting
date as opposed to the percentage-of -compl etion approach.

(ii) The present value of the IRO will be recognized as part of intangible assets upon
completion of the Airport Project because only at that time will significant
maintenance of the Boracay Airport also commence. It will be amortized
simultaneoudly with the cost related to the Airport Project. However, since the
Group had aready started the maintenance of the rehabilitated Boracay Airport,
the entire present value of the annual estimated costs had aready been
recognized in CIP - airport concesson arrangements, portion of which
representing the actual amount incurred in the current year for the maintenance
of the Boracay Airport, had been recognized as part of the cost of intangible
assets, subjected to amortization.

(iii) The present value of the obligation to pay annual franchise fees over 25 years has
been immediately recognized as part of intangible assets because the right related
to it has aready been granted and is already being enjoyed by the Group as
evidenced by itstaking over the operations of the Boracay Airport during the last
quarter of 2010. Consequently, management has started amortizing the related
value of the intangible asset and the corresponding obligation has likewise been
recogni zed.

b. Toll Road Concession Rights. The Group’s toll road concession rights represent the
costs of construction and development, including borrowing costs, if any, during the
construction period of the following projects: (i) STAR Project; (ii) TPLEX Project;
and (iii) NAIA Expressway Project.
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Pursuant to the Concession Agreement, any stage or phase or ancillary facilities
thereof, of afixed and permanent nature, shall be owned by the ROP.

c. Power Concession Right. The Group’s power concession right represents the right to
operate ALECO; i.e., license to charge fees to users. At the end of the concession
period, all assets and improvements shall be returned to ALECO and any additions
and improvements to the system shall be transferred to ALECO.

Difference in judgment in respect to the accounting treatment of the transactions would
materially affect the assets, liabilities and operating results of the Group.

Recognition of Profit Margin on the Airport and Toll Road Concession Arrangements.
The Group has not recognized any profit margin on the construction of the airport and
toll road projects as it believes that the fair value of the intangible asset reasonably
approximates the cost. The Group also believes that the profit margin of its contractors
on the rehabilitation of the existing airport and its subsequent upgrade is enough to cover
any difference between the fair value and the carrying amount of the intangible asset.

Recognition of Revenue from Sale of Real Estate and Raw Land. The Group recognizes
its revenue from sale of rea estate projects and raw land in full when 10% or more of the
total contract price is received and when development of the real estate property is 100%
completed. Management believes that the revenue recognition criterion on percentage of
collection is appropriate based on the Group’s collection history from customers and
number of back-out sales in prior years. Buyer’s interest in the property is considered to
have vested when the payment of at least 10% of the contract price has been received
from the buyer and the Group ascertained the buyer’s commitment to complete the
payment of the total contract price.

Digtinction Between Investment Property and Owner-occupied Property. The Group
determines whether a property qualifies as investment property. In making its judgment,
the Group considers whether the property generates cash flows largely independent of the
other assets held by the Group. Owner-occupied properties generate cash flows that are
attributable not only to property but also to other assets used in the marketing or
administrative functions. Some properties comprise a portion that is held to earn rental
or for capital appreciation and another portion that is held for use in marketing or for
administrative purposes. If the portion can be sold separately (or leased out separately
under finance lease), the Group accounts for this portion separately. If the portion cannot
be sold separately, the property is accounted for as investment property only if an
insignificant portion is held for use in the supply of services or for administrative
purposes. Judgment is applied in determining whether ancillary services are so
significant that a property does not qualify as investment property. The Group considers
each property separately in making its judgment.

In 2014, the Group through SMPI and SMPI Flagship, opted to operate the Makati
Diamond Residences (the “MDR Project”) as a first class, high-rise serviced apartment
open to the general public. Accordingly, the balance of construction in progress that
pertains to the MDR Project, model unit and land where the property is located was
reclassified from “Investment property” account to “Property, plant and equipment”
account in the 2014 consolidated statement of financial position (Notes 15 and 16).

Classification of Redeemable Preferred Shares. Based on the features of TADHC’s
preferred shares, particularly mandatory redemption, management determined that the
shares are, in substance, a financia liability. Accordingly, it was classified as part of
“Other noncurrent liabilities” account in the consolidated statements of financial position
(Note 23).
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Consolidation of Entities in which the Group has Less than Majority of the Voting Rights.
The Group considers that it controls PAHL and PIDC even though it owns less than 50%
of these entities and less than 50% of the voting rights. The Group had determined that it
is the largest stockholder of PAHL and PIDC with 45.85% and 45% equity interests,
respectively. In addition, the Group also determined, by virtue of the extent of the
Group’s participation in the BOD and management of PAHL and PIDC, that it: (i) has
power over these entities; (ii) is exposed and has rights to variable returns from its
involvement with these entities; and (iii) has the ability to use its power over these
entities to affect the amount of returns (Note 5).

Classification of Joint Arrangements. The Group has determined that it has rights only to
the net assets of the joint arrangements based on the structure, legal form, contractua
terms and other facts and circumstances of the arrangement. As such, the Group
classified itsjoint arrangements as joint ventures (Note 13).

Contingencies. The Group is currently involved in various pending claims and lawsuits
which could be decided in favor of or against the Group. The Group’s estimate of the
probable costs for the resolution of these pending claims and lawsuits has been devel oped
in consultation with in-house as well as outside legal counsel handling the prosecution
and defense of these matters and is based on an analysis of potential results. The Group
currently does not believe that these pending claims and lawsuits will have a materia
adverse effect on its financial position and financial performance. It is possible, however,
that future financial performance could be materialy affected by the changes in the
estimates or in the effectiveness of strategies relating to these proceedings. No accruals
were made in relation to these proceedings (Note 44).

Estimates and Assumptions

The key estimates and assumptions used in the consolidated financia statements are
based upon management’s evaluation of relevant facts and circumstances as of the date
of the consolidated financial statements. Actual results could differ from such estimates.

Fair Value Measurements. A number of the Group’s accounting policies and disclosures
require the measurement of fair values for both financia and non-financial assets and
liabilities.

The Group has an established control framework with respect to the measurement of fair
values. This includes a valuation team that has the overall responsibility for overseeing
all significant fair value measurements, including Level 3 fair values. The valuation team
regularly reviews significant unobservable inputs and valuation adjustments. If third
party information is used to measure fair values, then the valuation team assesses the
evidence obtained to support the conclusion that such valuations meet the requirements
of PFRS, including the level in the fair value hierarchy in which such valuations should
be classified.

The Group uses market observable data when measuring the fair value of an asset or
liability. Fair values are categorized into different levelsin afair value hierarchy based
on the inputs used in the va uation techniques (Note 3).

If the inputs used to measure the fair value of an asset or aliability can be categorized in
different levels of the fair value hierarchy, then the fair value measurement is categorized
in its entirety in the same level of the fair value hierarchy based on the lowest level input
that is significant to the entire measurement.

The Group recognizes transfers between levels of the fair value hierarchy at the end of
the reporting period during which the change has occurred.
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The methods and assumptions used to estimate the fair values for both financia and non-
financial assets and liabilities are discussed in Notes 11, 13, 16, 18, 35 and 41.

Allowance for Impairment Losses on Trade and Other Receivables, and Noncurrent
Receivables and Deposits. Provisions are made for specific and groups of accounts,
where objective evidence of impairment exists. The Group evaluates these accounts on
the basis of factors that affect the collectability of the accounts. These factors include,
but are not limited to, the length of the Group’s relationship with the customers and
counterparties, the current credit status based on third party credit reports and known
market forces, average age of accounts, collection experience and historical loss
experience. The amount and timing of the recorded expenses for any period would differ
if the Group made different judgments or utilized different methodologies. An increase
in the alowance for impairment losses would increase the recorded selling and
administrative expenses and decrease current and noncurrent assets.

The alowance for impairment losses on trade and other receivables, and noncurrent
receivables and deposits, included as part of “Other noncurrent assets” account in the
consolidated statements of financial position, amounted to P8,511 and P8,708 as of
December 31, 2014 and 2013, respectively.

The carrying amount of trade and other receivables, and noncurrent receivables and
deposits amounted to P151,003 and P193,438 as of December 31, 2014 and 2013,
respectively (Notes 10 and 19).

Wkite-down of Inventory. The Group writes-down the cost of inventory to net realizable
value whenever net redlizable value becomes lower than cost due to damage, physical
deterioration, obsolescence, changesin price levels or other causes.

Estimates of net realizable value are based on the most reliable evidence available at the
time the estimates are made of the amount the inventories are expected to be realized.
These estimates take into consideration fluctuations of price or cost directly relating to
events occurring after the reporting date to the extent that such events confirm conditions
existing at the reporting date.

The write-down of inventories amounted to P2,310 and P2,136 as of December 31, 2014
and 2013, respectively.

The carrying amount of inventories amounted to P85,846 and P83,315 as of
December 31, 2014 and 2013, respectively (Note 11).

Impairment of AFSFinancial Assets. AFSfinancial assets are assessed asimpaired when
there has been a significant or prolonged decline in the fair value below cost or where
other objective evidence of impairment exists. The determination of what is significant
or prolonged requires judgment. In addition, the Group evaluates other factors, including
normal volatility in share price for quoted equities, and the future cash flows and the
discount factors for unquoted equities.

The alowance for impairment losses on AFS financial assets amounted to P78 as of
December 31, 2013. No impairment loss was recognized in 2014.

The carrying amount of AFS financial assets amounted to P41,890 and P42,406 as of
December 31, 2014 and 2013, respectively (Note 14).
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Estimated Useful Lives of Property, Plant and Equipment, Investment Property and
Deferred Containers. The Group estimates the useful lives of property, plant and
equipment, investment property and deferred containers based on the period over which
the assets are expected to be available for use. The estimated useful lives of property,
plant and equipment, investment property and deferred containers are reviewed
periodically and are updated if expectations differ from previous estimates due to
physical wear and tear, technical or commercia obsolescence and legal or other limits on
the use of the assets.

In addition, estimation of the useful lives of property, plant and equipment, investment
property and deferred containers is based on collective assessment of industry practice,
internal technical evaluation and experience with similar assets. It is possible, however,
that future financial performance could be materialy affected by changes in estimates
brought about by changes in factors mentioned above. The amounts and timing of
recorded expenses for any period would be affected by changes in these factors and
circumstances. A reduction in the estimated useful lives of property, plant and
equipment, investment property and deferred containers would increase the recorded cost
of sales and selling and administrative expenses and decrease noncurrent assets.

Property, plant and equipment, net of accumulated depreciation and amortization
amounted to P464,188 and P437,279 as of December 31, 2014 and 2013, respectively.
Accumulated depreciation and amortization of property, plant and equipment amounted
to P170,184 and P156,966 as of December 31, 2014 and 2013, respectively (Note 15).

Investment property, net of accumulated depreciation and amortization amounted to
P3,651 and P4,184 as of December 31, 2014 and 2013, respectively. Accumulated
depreciation and amortization of investment property amounted to P780 and P752 as of
December 31, 2014 and 2013, respectively (Note 16).

Deferred containers, net of accumulated amortization, included as part of “Other
noncurrent assets” account in the consolidated statements of financia position amounted
to P8,278 and P7,950 as of December 31, 2014 and 2013, respectively. Accumulated
amortization of deferred containers amounted to P10,850 and P9,607 as of December 31,
2014 and 2013, respectively (Note 19).

Estimated Useful Lives of Intangible Assets. The useful lives of intangible assets are
assessed at the individual asset level as having either afinite or indefinite life. Intangible
assets are regarded to have an indefinite useful life when, based on analysis of al of the
relevant factors, there is no foreseeable limit to the period over which the asset is
expected to generate net cash inflows for the Group.

Intangible assets with finite useful lives amounted to P37,862 and P28,784 as of
December 31, 2014 and 2013, respectively (Note 18).

Estimated Useful Lives of Intangible Assets - Airport, Toll Road and Power Concession
Rights. The Group estimates the useful lives of airport, toll road and power concession
rights based on the period over which the assets are expected to be available for use. The
Group has not included any renewal period on the basis of uncertainty of the probability
of securing renewal contract at the end of the original contract term as of the reporting
date.

The amortization period and method are reviewed when there are changes in the expected

term of the contract or the expected pattern of consumption of future economic benefits
embodied in the asset.
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The combined carrying amounts of airport, toll road and power concession rights
amounted to P34,061 and P13,946 as of December 31, 2014 and 2013, respectively
(Note 18).

Impairment of Goodwill, Licenses and Trademarks and Brand Names with Indefinite
Useful Lives. The Group determines whether goodwill, licenses and trademarks and
brand names are impaired at least annually. This requires the estimation of value in use
of the cash-generating units to which the goodwill is allocated and the value in use of the
licenses and trademarks and brand names. Estimating value in use requires management
to make an estimate of the expected future cash flows from the cash-generating unit and
from the licenses and trademarks and brand names and to choose a suitable discount rate
to calculate the present value of those cash flows.

The carrying amount of goodwill amounted to P41,211 and P41,752 as of December 31,
2014 and 2013, respectively (Note 18).

The combined carrying amounts of licenses and trademarks and brand names amounted
to P7,252 and P7,248 as of December 31, 2014 and 2013 (Note 18).

Acquisition Accounting. The Group accounts for acquired businesses using the
acquisition method of accounting which requires that the assets acquired and the
liabilities assumed are recognized at the date of acquisition based on their respective fair
values.

The application of the acquisition method requires certain estimates and assumptions
concerning the determination of the fair values of acquired intangible assets and property,
plant and equipment, as well as liabilities assumed at the acquisition date. Maoreover, the
useful lives of the acquired intangible assets and property, plant and equipment have to
be determined. Accordingly, for significant acquisitions, the Group obtains assistance
from valuation specialists. The valuations are based on information available at the
acquisition date. The Group’s acquisitions have resulted in goodwill.

The Group is currently completing the purchase price allocation exercise on acquisitions
made during the year. The identifiable assets and liabilities at fair value are based on
provisionary amounts as at the acquisition date, which is allowed under PFRS 3, within
12 months from the acquisition date.

The carrying amount of goodwill arising from business combinations amounted to P7
and P1,572 in 2014 and 2013, respectively (Notes 5, 18 and 38).

Estimating Mineral Reserves and Resources. Minera reserves and resources estimates
for development projects are, to a large extent, based on the interpretation of geological
data obtained from drill holders and other sampling techniques and feasibility studies
which derive estimates of costs based upon anticipated tonnage and grades of ores to be
mined and processed, the configuration of the ore body, expected recovery rates from the
ore, estimated operating costs, estimated climatic conditions and other factors. Proven
reserves estimates are attributed to future development projects only where there is a
significant commitment to project funding and execution and for which applicable
governmental and regulatory approvals have been secured or are reasonably certain to be
secured. All proven reserve estimates are subject to revision, either upward or downward,
based on new information, such as from block grading and production activities or from
changes in economic factors, including product prices, contract terms or development
plans. Estimates of reserves for undeveloped or partially developed areas are subject to
greater uncertainty over their future life than estimates of reserves for areas that are
substantially developed and depleted. As an area goes into production, the amount of
proven reserves will be subject to future revisions once additional information becomes
available.
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Pursuant to the Philippine Mineral Reporting Code for Reporting of Exploration Results,
Mineral Resources and Ore Reserves which was adopted by the PSE, SEC and
Department of Environment and Natural Resources Administrative Order No. 2010-09
(Providing for the Classification and Reporting Standards of Exploration Results,
Mineral Resources and Ore Reserves), al mineral resources and minera/ore reserves
report is prepared and signed by a person accredited by the relevant professional
organization as a Competent Person.

Recoverability of Deferred Exploration and Development Costs. A valuation allowance
is provided for estimated unrecoverable deferred exploration and devel opment costs
based on the Group's assessment of the future prospects of the mining properties,
which are primarily dependent on the presence of economically recoverable reserves in
those properties.

The Group’s mining activities are all in the exploratory stages as of December 31, 2014
and 2013. All related costs and expenses from exploration are currently deferred as mine
exploration and development costs to be amortized upon commencement of commercial
operations. The Group has not identified any facts and circumstances which suggest that
the carrying amount of the deferred exploration and development costs exceeded the
recoverable amounts as of December 31, 2014 and 2013.

Deferred exploration and development costs included as part of “Other noncurrent
assets” account in the consolidated statements of financia position amounted to P673 and
P526 as of December 31, 2014 and 2013, respectively (Notes 19 and 34).

Realizability of Deferred Tax Assets. The Group reviews its deferred tax assets at each
reporting date and reduces the carrying amount to the extent that it is no longer probable
that sufficient taxable profit will be available to alow all or part of the deferred tax assets
to be utilized. The Group’s assessment on the recognition of deferred tax assets on
deductible temporary difference and carryforward benefits of MCIT and NOLCO is
based on the projected taxable income in the following periods.

Deferred tax assets amounted to P14,651 and P15,608 as of December 31, 2014 and
2013, respectively (Note 24).

Impairment of Non-financial Assets. PFRS requires that an impairment review be
performed on investments and advances, property, plant and equipment, investment
property, biological assets - net of current portion, other intangible assets with finite
useful lives, deferred containers, deferred exploration and development costs and idle
assets when events or changes in circumstances indicate that the carrying amount may
not be recoverable. Determining the recoverable amounts of these assets requires the
estimation of cash flows expected to be generated from the continued use and ultimate
disposition of such assets. While it is believed that the assumptions used in the
estimation of fair values reflected in the consolidated financial statements are appropriate
and reasonable, significant changes in these assumptions may materially affect the
assessment of recoverable amounts and any resulting impairment loss could have a
material adverse impact on the financial performance.

Accumulated impairment losses on property, plant and equipment and investment

property amounted to P10,235 and P11,455 as of December 31, 2014 and 2013,
respectively (Notes 15 and 16).
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The combined carrying amounts of investments and advances, property, plant and
equipment, investment property, biological assets - net of current portion, other
intangible assets with finite useful lives, deferred containers, deferred exploration and
development costs and idle assets amounted to P544,602 and P530,899 as of
December 31, 2014 and 2013, respectively (Notes 13, 15, 16, 17, 18 and 19).

Present Value of Defined Benefit Retirement Obligation. The present value of the
defined benefit retirement obligation depends on a number of factors that are determined
on an actuarial basis using a number of assumptions. These assumptions are described in
Note 35 to the consolidated financia statements and include discount rate and salary
increase rate.

The Group determines the appropriate discount rate at the end of each reporting period.
It is the interest rate that should be used to determine the present value of estimated
future cash outflows expected to be required to settle the retirement obligations.
In determining the appropriate discount rate, the Group considers the interest rates on
government bonds that are denominated in the currency in which the benefits will be
paid. The terms to maturity of these bonds should approximate the terms of the related
retirement obligation.

Other key assumptions for the defined benefit retirement obligation are based in part on
current market conditions.

While it is believed that the Group’s assumptions are reasonable and appropriate,
significant differences in actua experience or significant changes in assumptions may
materially affect the Group’s defined benefit retirement obligation.

The present value of defined benefit retirement obligation amounted to P26,925 and
P26,013 as of December 31, 2014 and 2013, respectively (Note 35).

Asset Retirement Obligation. The Group has ARO arising from leased service stations,
depots, blending plant and franchised store and certain locators. Determining ARO
requires estimation of the costs of dismantling, installing and restoring leased properties
to their origina condition. The Group determined the amount of the ARO by obtaining
estimates of dismantling costs from the proponent responsible for the operation of the
asset, discounted at the Group’s current credit-adjusted risk-free rate ranging from 5.40%
to 9.81% depending on the life of the capitalized costs. While it is believed that the
assumptions used in the estimation of such costs are reasonable, significant changes in
these assumptions may materially affect the recorded expense or obligation in future
periods.

The Group aso has ARO arising from its refinery. Such obligation, with circumstances
during the year making it possible to be quantified, was recognized in 2014. Thus, the
ARO included under “Other noncurrent liabilities” account in the consolidated statements
of financia position amounting to P1,659 as of December 31, 2014 covers the refinery,
leased service stations, depots, blending plant, and franchised store while ARO
amounting to P1,004 as of December 31, 2013 covers only the Group’s leased service
stations, depots, blending plant and franchised store (Note 23).
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Present Value of Annual Franchise Fee and IRO - Airport Concession Arrangement.
Portion of the amount recognized as airport concession right as of December 31, 2014
and 2013 pertains to the present value of the annual franchise fee payable to the ROP
over the concession period. The recognition of the present value of the IRO is
temporarily lodged in CIP - airport concession arrangements until the completion of the
Airport Project.

The present values of the annual franchise fee and IRO were determined based on the
future value of the obligations discounted at the Group’s internal borrowing rate at 9%
which is believed to be a reasonable approximation of the applicable credit-adjusted risk-
free market borrowing rate.

A significant change in such internal borrowing rate used in discounting the estimated
cost would result in a significant change in the amount of liabilities recognized with a
corresponding effect in profit or loss.

The present value of the annua franchise fees payable to the ROP over 25 years is
discounted using the 9% internal borrowing rate, included as part of “Airport concession
right” under “Other intangible assets” account amounted to P86 and P92 as of
December 31, 2014 and 2013, respectively (Note 18).

The cost of infrastructure maintenance and restoration represents the present value of
TADHC’s IRO recognized and is presented under “Accounts payable and accrued
expenses” and “Other noncurrent liabilities” accounts amounting to P21 and P44 in 2014
and P16 and P44 in 2013, respectively (Notes 21 and 23).

Percentage-of-Completion - Airport and Toll Road Concession Arrangements. The
Group determines the percentage-of-completion of the contract by computing the
proportion of actual contract costs incurred to date, to the latest estimated total airport
and toll road project cost. The Group reviews and revises, when necessary, the estimate
of airport and toll road project cost as it progresses, to appropriately adjust the amount of
construction cost and revenue recognized at the end of each reporting period (Notes 12
and 26).

Accrual for Repairs and Maintenance - Toll Road Concession Arrangements. The Group
recognizes accruals for repairs and maintenance based on estimates of periodic costs,
generally estimated to be every five to eight years or the expected period to restore the
toll road facilities to alevel of serviceability and to maintain its good condition before the
turnover to the ROP. Thisis based on the best estimate of management to be the amount
expected to be incurred to settle the obligation, discounted using a pre-tax discount rate
that reflects the current market assessment of the time value of money.

The accrual for repairs and maintenance amounting to P24 and P19 as of December 31,

2014 and 2013 isincluded as part of “IRO” under “Other noncurrent liabilities” account
in the consolidated statements of financial position, respectively (Note 23).
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5. Business Combinations
Fue and Oil

= PAHL

The Parent Company through Petron has 45.85% equity interest in PAHL, a
company incorporated in Hong Kong.

PAHL indirectly owns, among other assets, a 160,000-metric ton polypropylene
production plant in Mariveles, Bataan.

In accordance with PFRS 10, management assessed that the Group controls PAHL on
a de facto basis. As a result, the Group applied acquisition accounting on its
investment in PAHL in 2013 (Note 4).

Petron has elected to measure non-controlling interest at proportionate interest in
identifiable net assets.

The following summarizes the recognized amounts of assets and liabilities at the
business combination date:

2013
Assets
Cash and cash equivalents P432
Trade and other receivables 637
Inventories 1,048
Prepaid expenses and other current assets 272
Property, plant and equipment - net 2,863
Deferred tax assets 70
Other noncurrent assets - net 104
Liabilities
Loans payable (1,792)
Accounts payable and accrued expenses (2,393)
Other noncurrent liabilities 2
Total Identifiable Net Assets at Fair Value P1,239

The fair value of the trade and other receivables amounts to P637. None of the
receivables has been impaired and it is expected that the full amount can be collected.

Goodwill was recognized as a result of the business combination as follows:

Note 2013

Carrying amount of investment at January 1, 2013 P866
Non-controlling interest measured at proportionate

interest in identifiable net assets 671

Tota identifiable net assets at fair value (1,239)

Goodwill 18, 38 P298
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Infrastructure

PIDC

The Parent Company through Rapid, a wholly-owned subsidiary of SMHC, has a
45% equity interest in PIDC upon approval by the Toll Regulatory Board (TRB) of
the issuance of stock certificates to Rapid in 2013.

PIDC is a company primarily engaged in the business of construction and
development of various infrastructure projects such as roads, highways, toll roads,
freeways, skyways, flyovers, viaducts and interchanges. PIDC holds the toll road
concession right representing the contract to finance, design, construct, operate and
maintain the TPLEX Project.

With the increase in ownership interest in PIDC from 35% to 45% in 2013, Rapid
determined that it controls PIDC effective December 27, 2013 (Note 4).

SMHC has elected to measure non-controlling interest at proportionate interest in
identifiable net assets.

The following summarizes the recognized amounts of assets acquired and liabilities
assumed at the acquisition date:

Note 2013
Assets
Cash and cash equivalents P845
Trade and other receivables 1,601
Prepaid expenses and other current assets 1,051
Property, plant and equipment - net 64
Other intangible assets - toll road concession rights 18 10,652
Other noncurrent assets - net 43
Liabilities
Accounts payable and accrued expenses (1,306)
Long-term debt - net of debt issue costs 22 (6,941)
Total Identifiable Net Assets at Fair Value P6,009

The fair value of the trade and other receivables amounts to P1,601. None of the
receivables has been impaired and it is expected that the full amount can be collected.

Total identifiable net assets at fair value is equa to the consideration transferred and
non-controlling interest measured at proportionate interest in identifiable net assets.

Sleep and Wiselink

In 2013, the Parent Company through SMHC, acquired 58.31% membership interest
in Sleegp and 50% of the outstanding capital stock of Wisdlink, for a tota
consideration of P1,098.

Sleep, a cooperative incorporated under the laws of the Netherlands, and Wiselink, a
holding company, owns 40% and 60% equity interest in Cypress, respectively.
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Cypress owns 100% equity interest in SIDC and 60% equity interest in STC, with the
remaining 40% indirectly owned by Cypress through SIDC (collectively the
“Cypress Group”). The Cypress Group holds the toll road concession right of the
STAR Project representing the following: (1) Stage 1 - operation and maintenance of
the 22.16-kilometer (km) toll road from Sto. Tomas to Lipa City; and (2) Stage 2 -
financing, design, construction, operation and maintenance of the 19.74-km toll road
from Lipa City to Batangas City.

With the acquisition of Sleep and Wiselink, SMHC effectively owns 53.32% of the
Cypress Group. As such, SMHC abtained control and consolidated the Cypress
Group effective June 28, 2013.

SMHC has elected to measure non-controlling interest at proportionate interest in
identifiable net assets.

The following summarizes the recognized amounts of assets acquired and liabilities
assumed at the acquisition date;

Note 2013
Assets
Cash and cash equivalents pP182
Trade and other receivables - net 149
Prepaid expenses and other current assets 15
Property, plant and equipment - net 16
Other intangible assets - toll road concession rights 18 2,074
Deferred tax assets 43
Liabilities
Accounts payable and accrued expenses (1,378)
Income and other taxes payable 2
Long-term debt - net of debt issue costs (1,128)
Deferred tax liabilities (29
Other noncurrent liabilities (49)
Total |dentifiable Net Liabilitiesat Fair Value (P107)

The fair value of the trade and other receivables amounts to P149. The gross amount
of the receivables is P164, of which P15 is expected to be uncollectible as at the
acquisition date (Note 10).

Goodwill was recognized as aresult of the acquisition as follows:

Note 2013

Tota consideration transferred P1,098
Non-controlling interest measured at proportionate

interest in identifiable net assets 69

Tota identifiable net liabilities at fair value 107

Goodwiill 18, 38 P1,274

Goodwill arising from the acquisition is attributable to the benefit of expected
synergies with the Group’s infrastructure business, revenue growth, and future
development. These benefits are not recognized separately from goodwill because
they do not meet the recognition criteriafor identifiable intangible assets.
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Telecommunications

Somete Logistics & Development Corporation (SLDC) and Dominer Pointe Inc.
(DPI)

In May and June 2014, BellTel acquired 100% of the outstanding and issued shares
of stock of SLDC and DPI, respectively, from various individuals for a tota
consideration of P1,264.

SLDC and DPI are engaged in the business of conceptualization, construction,
installation, establishment, operation, leasing, sale and maintenance, and rendering of
speciaty technical services for tower infrastructures to be utilized by
telecommuni cation companies.

The following summarizes the recognized amounts of assets acquired and liabilities
assumed at the acquisition date:

2014
Assets
Cash and cash equivalents P1,017
Trade and other receivables 81
Prepaid expenses and other current assets 135
Property, plant and equipment - net 1,072
Deferred tax assets 8
Other noncurrent assets - net 1
Liabilities
Accounts payable and accrued expenses (1,055)
Income and other taxes payable (2
Total Identifiable Net Assets at Fair Value P1,257

The fair value of the trade and other receivables amounts to P81. None of the
receivables has been impaired and it is expected that the full amount can be collected.

Goodwill was recognized as aresult of the acquisition as follows:

Note 2014
Tota cash consideration transferred P1,264
Tota identifiable net asset at fair value 1,257
Goodwill 18, 38 P7
Other's
= SWCC

On Octaober 15, 2014, the Parent Company through SMEII, as buyer, and Clariden
Holdings, Inc. (Clariden), as seller, executed the following: (i) the Deed of Absolute
Sale of Shares covering 100% of the outstanding and issued shares of stock of
SWCC for a total consideration of P61; and (ii) the Deed of Assignment of
Receivables covering the receivables of Clariden in SWCC amounting to P209.



SWCC is primarily engaged in the business of manufacturing, importing, exporting,
buying, selling or otherwise dealing in, at wholesale, of cements and other goods of
similar nature, and any and all equipment, materials, supplies, used or employed in or
related to the manufacture of such finished goods.

The following summarizes the recognized amounts of assets acquired and liabilities
assumed at the acquisition date:

Note 2014

Assets
Cash P1
Land 104
Deferred tax assets 1
Other intangible assets - mineral rights and evaluation

assets 18 165
Other noncurrent asset 1
Liabilities
Accounts payable and accrued expenses (211)
Total Identifiable Net Assets at Fair Value P61

Total identifiable net assets at fair value is equal to the consideration of the purchase
made by SMEII.

On December 5, 2014, the Parent Company through SMEII subscribed to additional
110,000 common shares of SWCC for P16. The said subscription was fully paid, and
the subject shares of stock were issued to SMEII on February 24, 2015.

As discussed in Note 4, the Group is currently completing the purchase price alocation
exercise on acquisitions made during the year. The identifiable assets and liabilities are
based on provisionary amounts as at the acquisition date, which is alowed under
PFRS 3, within 12 months from the acquisition date.

6. Investmentsin Shares of Stock of Subsidiaries

The following are the developments relating to the Parent Company’s investments in
shares of stock of subsidiaries:

Fud and Oil

= Petron

a) Issuance of Undated Subordinated Capital Securities

On February 6 and March 11, 2013, the Parent Company through Petron, issued
undated subordinated capital securities (the “Securities”) at an issue price of
100% and 104.25% amounting to US$500 and US$250, respectively. The
securities were listed on the Hong Kong Stock Exchange.

The holders of the Securities are conferred a right to receive distribution, on a
semi-annual basis from their issue date, at the rate of 7.5% per annum, subject to
a step-up rate. Petron has a right to defer this distribution under certain
conditions.
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b)

The Securities have no fixed redemption date and are redeemable in whole, but
not in part, at principal amounts together with any accrued, unpaid or deferred
distributions, at the option of Petron on or after August 6, 2018 or on any
distribution payment date thereafter or upon the occurrence of certain other
events.

The proceeds of the issuance were used by Petron for capital and other
expenditures in respect of the Refinery Master Plan Phase 2 (RMP-2) Project and
for genera corporate purposes. On July 1, 2014, the RMP-2 Project was
completed and turned over to Petron.

Issuance of Series 2 Preferred Shares

On November 3, 2014, the Parent Company through Petron, issued 10,000,000
Series 2 Preferred Shares, inclusive of the 3,000,000 shares issued upon the
exercise of the oversubscription option, with a par value of P1.00 per share and
an offer price of P1,000.00 per share. The Series 2 Preferred Shares were issued
in two subseries (“Series 2A Preferred Shares” and “Series 2B Preferred Shares™)
and are peso-denominated, cumulative, non-voting, non-participating and non-
convertible.

Petron has the redemption option starting on the 5" anniversary from the listing
date for the Series 2A Preferred Shares and starting on the 7" anniversary from
listing date for the Series 2B Preferred Shares. Dividend rates are 6.3000% and
6.8583% per annum for Series 2A Preferred Shares and Series 2B Preferred
Shares, respectively, and are payable on February 3, May 3, August 3 and
November 3 of each year, as and if declared by the BOD of Petron.

All shares rank equally with regard to Petron’s residual assets, except that
holders of preferred shares participate only to the extent of the issue price of the
shares plus any accumulated and unpaid cash dividends.

On November 3, 2014, the Series 2 Preferred Shares were listed and traded on
the Main Board of the PSE.

Redemption of the 2010 Preferred Shares of Petron

On November 7, 2014, the BOD of Petron approved the redemption of the 2010
Preferred Shares, consisting of 100,000,000 shares, at a redemption price of
P100.00 per share, in accordance with the terms and conditions of the issuance.

The redemption price of the 2010 Preferred Shares and all accumulated unpaid
cash dividends were paid on March 5, 2015, to the stockholders of record as of
February 18, 2015.

PGL

On March 13, 2014, the Parent Company through Petron, acquired 12,685,350
common shares of PGL for US$1.00 per share or for atotal consideration of US$13.
On September 26, 2014, Petron acquired an additional 11,251,662 common shares of
PGL for US$1.00 per share or for atotal consideration of US$11.

Petron holds a total of 73,559,188 common shares representing 100% of the capital
stock of PGL as of December 31, 2014.
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Infrastructure

SMHC

On February 11, 2013, the SEC approved the application of SMHC for the
Amendment of Articles of Incorporation for the increase in authorized capital stock
from P1,000 divided into 1,000,000 common shares to P5,000 divided into 5,000,000
common shares, both with a par value of P1,000.00 per share. The increase in
authorized capital stock was approved by the BOD and stockholders of SMHC on
April 13, 2012,

On May 29, 2013, the BOD and stockholders of SMHC approved to further increase
its authorized capital stock from P5,000 divided into 5,000,000 common shares to
P35,000 divided into 35,000,000 common shares, both with a par value of P1,000.00
per share. Of the total increase in authorized capital stock, the Parent Company
subscribed to 10,500,000 common shares for a total subscription price of P15,750
and paid P15,422. The application for the Amendment of Articles of Incorporation
for the increase in authorized capital stock was filed with the SEC on December 27,
2013 and was approved on January 21, 2014.

On various dates in 2014, the Parent Company paid the outstanding subscription
payable amounting to P328 and entered into Subscription Agreements with SMHC
for the subscription of additional 9,500,000 common shares for a total subscription
price of P14,250 or P1,500.00 per share of which P9,874 was paid.

a) THI and Citra Metro Manila Tollways Corporation (CMMTC)

On September 27, 2013, the Parent Company through THI, a wholly-owned
subsidiary of SMHC, entered into a Deed of Sale of Shares with Atlantic Aurum
Investments Philippines Corporation (AAIPC), a wholly-owned subsidiary of
Atlantic Aurum Investments B.V. (AAIBV), for the sale of 25,409,482 common
shares of CMMTC, representing THI’s 37.33% ownership interest for a tota
consideration of P13,759. As a result of the sdle, CMMTC ceased to be a
subsidiary of the Group as of date of the sale. The Group derecognized the assets
(including goodwill) and liabilities, and the carrying amount of non-controlling
interest.

The Group recognized a loss amounting to P654, included as part of “Gain on
sale of investments and property and equipment” account in the 2013
consolidated statement of income.

On December 17, 2014, the BOD and stockholders of THI resolved and
approved the increase in authorized capital stock from P3 divided into 30,000
common shares to P850 divided into 8,501,550 common shares, both with a par
value of P100.00 per share. The application for the Amendment of Articles of
Incorporation for the increase in authorized capital stock was approved by the
SEC on February 18, 2015.
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b) Vertex and Optimal

On May 6, 2013, the Department of Public Works and Highways (DPWH)
awarded Optimal, a wholly-owned subsidiary of SMHC, the financing, design,
construction and operation of the NAIA Expressway Project through the Notice
of Award issued on April 19, 2013. The NAIA Expressway Project links the
three NAIA terminals to the South Metro Manila Skyway (Skyway), the Manila-
Cavite Toll Expressway and the Entertainment City of the Philippine Amusement
and Gaming Corporation (PAGCOR). The concession period is 30 years and the
project cost is approximately P23,805.

In accordance with the provisions of the Notice of Award requiring the
incorporation of a special-purpose company, SMHC incorporated Vertex, a
wholly-owned subsidiary, on May 31, 2013. Vertex’s primary purpose of
business is to engage in and carry on the construction, development and
contracting business involving tollways, its facilities, interchanges, roads,
highways, bridges, tunndls, airports, airfield, railroads, infrastructure works and
other related public works, including operation and maintenance thereof. Optimal
nominated Vertex as the concessionaire of the NAIA Expressway Project.

On June 5, 2013, Vertex paid an upfront fee of P11,000 to the DPWH for the
NAIA Expressway Project, presented as part of “Other intangible assets” account
in the consolidated statements of financial position (Note 18). The concession
agreement was signed on July 8, 2013.

On October 1, 2013, the BOD and stockholders of Vertex resolved and approved
the increase in authorized capital stock from P100 divided into 100,000,000
common shares to P16,500 divided into 16,500,000,000 common shares, both
with a par value of P1.00 per share. Of the total increase, SMHC subscribed to
8,600,000,000 common shares for a total subscription price of P12,900 or P1.50
per share. The application for the Amendment of Articles of Incorporation for the
increase in authorized capital stock was filed with the SEC on November 27,
2013 and was approved on December 13, 2013.

On September 1, 2014, SMHC entered into Subscription Agreements with the
following: (a) Vertex - for the subscription of 1,335,268,279 common shares for
a total subscription price of P2,003 or P1.50 per share and initialy paid P733;
and (b) Optimal - for the subscription of 2,000 common shares out of the
unissued capita stock for atotal subscription price of P2 or P1,000.00 per share.

Rapid

On September 24, 2013, the BOD and stockholders of Rapid resolved and
approved the increase in authorized capita stock from P400 divided into
4,000,000 common shares to P1,800 divided into 18,000,000 common shares,
both with a par value of P100.00 per share. The application for the Amendment
of Articles of Incorporation for the increase in authorized capital stock was filed
with the SEC on December 27, 2013 and was approved on January 30, 2014.

On various dates in 2014, SMHC entered into Subscription Agreements with

Rapid for the subscription of 14,000,000 common shares for a total subscription
price of P2,100 or P150.00 per share.
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d)

Food

On various dates in 2014, SMHC has made additional deposits for future stock
subscription amounting to P579.

On December 19, 2014, the BOD and stockholders of Rapid resolved and
approved the increase in authorized capital stock from P1,800 divided into
18,000,000 common shares to P3,050 divided into 30,500,000 common shares,
both with a par value of P100.00 per share. The application for the Amendment
of Articles of Incorporation for the increase in authorized capital stock was filed
with the SEC on December 29, 2014. The approval is still pending approval as
of March 26, 2015.

TADHC

On February 25, 2013, the SEC approved the application for the Amendment of
Articles of Incorporation for the increase in authorized capital stock of TADHC
from P810 divided into 7,900,000 common shares and 200,000 preferred shares,
both with a par value of P100.00 per share, to P1,520 divided into 15,000,000
common shares and 200,000 preferred shares, both with a par value of P100.00
per share. The increase in authorized capital stock was approved by the BOD
and stockholders of TADHC on September 7, 2012.

On December 9, 2013, SMHC subscribed to additional 2,610,580 common
shares at P100.00 per share. SMHC paid atotal of P315 consisting of the total
subscription price and the unpaid subscription amounting to P54.

On March 5, 2014, SMHC executed a Subscription Agreement with TADHC for
the subscription of additional 2,714,420 common shares at P100.00 per share.

On November 7, 2014, the BOD and stockholders of TADHC resolved and
approved the increase in authorized capital stock from P1,520 divided into
15,000,000 common shares and 200,000 preferred shares to P1,720 divided into
17,000,000 common shares and 200,000 preferred shares, both with a par value
of P100.00 per share. SMHC subscribed to 1,965,580 common shares for a total
subscription price of P197. The application for the Amendment of Articles of
Incorporation for the increase in authorized capital stock was filed with the SEC
on December 29, 2014. The application is still pending approval as of March 26,
2015.

= SMPFC

a)

Secondary Offering of SMPFC Common Shares

On November 23, 2012, the Parent Company completed the secondary offering
of a portion of its common shares of stock in SMPFC following the crossing of
such shares at the PSE on November 21, 2012. The offer consisted of
25,000,000 common shares, inclusive of an over-allotment of 2,500,000 common
shares at a price of P240.00 per share. The completion of the secondary offering
resulted in the increase of SMPFC’s public ownership from 0.08% to 15.08% of
its outstanding common shares.

The Group recognized a gain amounting to P2,419 included as part of “Gain on

sale of investments and property and equipment” account in the 2012
consolidated statement of income.
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b)

Felicisimo Martinez & Co. Inc.’s (FMC) La Pacita

In November 2014, the Parent Company through SMPFC entered into an
Intellectual Property Rights Transfer Agreement with FMC for the transfer to
SMPFC of FMC’s trademarks, formulations, recipes and other intangible
properties (1P Rights) relating to FMC’s La Pacita biscuit and flour-based snack
business. SMPFC made a refundable deposit on the same date, included as part
of “Non-trade” under “Trade and other receivables” account in the 2014
consolidated statement of financial position (Notes 10 and 43).

Beverage

= SMB

a)

b)

Deligting of SMB Shares

When the amended rules on minimum public ownership of PSE took effect on
January 1, 2012 and the SEC denied all requests made (including the request of
SMB) for the extension of the grace period for listed companies to comply with
the minimum public ownership requirement, the BOD of SMB approved the
voluntary delisting of SMB’s common shares from the PSE on February 15,
2013. SMB undertook a tender offer to buy back all of the common shares held
by the public (other than those held by its major stockholders and directors) to
comply with the PSE requirements on voluntary delisting.

A total of 51,425,799 SMB common shares at an offer price of P20.00 per share,
were tendered and accepted by SMB for payment, equivalent to 0.3337% of the
total issued and outstanding shares of SMB, and were accordingly recorded as

SMB’s treasury shares. The common shares of SMB were delisted from the PSE
effective May 15, 2013.

Amendment of Article Il (Primary Purpose) of the Amended Articles of
Incorporation

On December 5, 2014, the BOD of SMB approved the amendment of Article Il
(Primary Purpose) of the Amended Articles of Incorporation of SMB to include
the non-alcohalic beverage business (Proposed Amendment). SMB likewise
obtained the affirmative vote of stockholders owning or representing at least
two-thirds of the outstanding capital stock of SMB to the Proposed Amendment,
through their respective written assent received by SMB as of February 20, 2015.
The SEC approved the Proposed Amendment on March 11, 2015.

Acquisition of Non-Alcoholic Beverage (NAB) Assets of GSMI

On December 5, 2014, the BOD of SMB authorized the acquisition by SMB of
the NAB assets of GSMI, comprised of the machinery and equipment as of
December 31, 2014, and finished goods inventory and other inventories
consisting of containers (pallets, crates, bottles and shells), packaging materials
and raw materials as of March 31, 2015, used in the NAB business of GSMI.
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= BPI

On April 7, 2014, the BOD and stockholders of BPI resolved and approved the
increase in authorized capital stock from P800 to P1,600 consisting of 3,200,000
common shares with a par value of P350.00 per share and 4,800,000 preferred shares
with a par value of P100.00 per share. SMB subscribed and paid for an additiona
1,546,000 common shares amounting to P541 while San Miguel Brewery Inc.
Retirement Plan subscribed and paid for an additional 2,319,000 preferred shares
amounting to P232. The application for the Amendment of Articles of Incorporation
for the increase in authorized capital stock was approved by the SEC on
November 18, 2014.

= GSMI

On December 5, 2014, the BOD of GSMI authorized the sale and transfer to SMB of
certain non-alcoholic beverage assets consisting of machinery and equipment as of
December 31, 2014, and inventories as of March 31, 2015.

Energy
= SMC Globd

a) Issuance of Undated Subordinated Capital Securities

On May 7, 2014, the Parent Company through SMC Global, issued and listed on
the Singapore Stock Exchange (SGX-ST), US$300 undated subordinated capital
securities (the “Securities”) at an issue price of 100%.

The holders of the Securities are conferred a right to receive distribution on a
semi-annual basis from their issue date at the rate of 7.50% per annum, subject to
the step-up rate. SMC Global has a right to defer this distribution under certain
conditions.

The Securities have no fixed redemption date and are redeemable, in whole, but
not in part, at the option of SMC Global on November 7, 2019 or any distribution
payment date thereafter or upon the occurrence of certain other events.

The proceeds were used by SMC Global to finance investments in power-related
assets and other general corporate purposes.

b) SPI

On September 23, 2013, the Parent Company through SPI, a wholly-owned
subsidiary of SMC Global, acquired from Petron the 2 x 35 Megawatt (MW)
Co-Generation Solid Fuel-Fired Power Plant (Power Plant Phase 1) and all other
pertinent equipment, facilities and structures being constructed and installed
which comprise the additional 2 x 35 MW Co-Generation Solid Fuel-Fired
Power Plant (Power Plant Phase 2) in Limay, Bataan (Note 22).
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Packaging

CAl

On January 15, 2013, the Parent Company through SMYPC, sold the 35% equity
interest in CAl to Can Pack S.A., aforeign corporation duly organized and existing
under the laws of Poland, for P420. CAIl is 65% owned by SMYPC as of
December 31, 2014 and 2013.

CAl is a company primarily engaged in trade or operation as a manufacturer, buyer,
importer, exporter, contractor, dealer, broker, commission merchant, agent or
representative of all kinds of packaging products, and to render servicesto its clients
and customers as may be necessary for the assembling, packaging and/or repacking
of their respective products, particularly aluminum cans and ends which started
commercial operationsin 2013.

SMYA

On October 1, 2013, the BOD of SMYPIL approved the acquisition of the remaining
35% shares in SMYK from James Huntly Knox and SMYK employees holding
Management Incentive Shares for US$14.

With the additional investment, SMYPIL has obtained 100% ownership in SMYK.
On October 25, 2013, the Austraian Securities and Investments Commission
approved the change in its name to San Miguel Yamamura Australasia Pty. Ltd.

Mincorr

On November 20, 2013, the SEC approved the application of Mincorr for the
Amendment of Articles of Incorporation for the increase in authorized capital stock
from P500 divided into 450,000 common shares and 50,000 preferred shares, both
with a par value of P1,000.00 per share to P650 divided into 600,000 common shares
and 50,000 preferred shares, both with a par value of P1,000.00 per share.

Real Estate

SMPI

On February 5, 2013, the BOD of SMPI approved the filing of the petition for
voluntary delisting and conduct of atender for the acquisition of common shares held
by the minority shareholders of SMPI in response to a letter received from the PSE
imposing trading suspension due to failure to comply with the minimum public
ownership requirement. On March 4, 2013, SMPI filed the petition for voluntary
delisting with May 6, 2013 as the effective date of delisting.

On April 25, 2013, the PSE approved the voluntary delisting of SMPI’s common
shares.

Out of the 1,072 shares tendered by the minority shareholders, only 309 shares were
transferred and recorded as treasury shares for an equivalent transaction value of PA1L.
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SMPI Flagship

On October 20, 2014, the BOD of SMPI Flagship approved the change of SMPI
Flagship’s primary purpose. SMPI Flagship is now alowed to engage in the
development, management and administration of condominiums, hotels,
condominium hotels, service apartments, residential or buildings, and other
horizontal or vertica developments. The change was approved by the SEC on
November 3, 2014.

SMPI Flagship’s project is the MDR Project, a first class, high-rise serviced
apartment located in Makati City, which is currently under construction. The MDR
Project is expected to be completed and start commercial operations by 2015.

Telecommunications

Vega

On January 24, 2014, the SEC approved the application for the Amendment of
Articles of Incorporation for the increase in authorized capital stock of Vegafrom P1
divided into 10,000 common shares to P655, divided into 6,550,000 common shares,
both with a par value of P100.00 per share. Of the said increase, the Parent Company
subscribed to 4,350,000 common shares for a total subscription price of P653 or
P150.00 per share.

On December 1, 2014, the BOD and stockholders of Vega resolved and approved to
further increase its authorized capital stock from P655 divided into 6,550,000
common shares with a par value of P100.00 per share to P25,000 consisting of
30,000,000 common shares with a par value of P100.00 per share and 22,000,000
preferred shares with a par value of P1,000.00 per share. The Parent Company, in a
Deed of Subscription executed on the same date, subscribed to 9,147,500 common
shares and 13,500,000 preferred shares for atotal subscription price of P21,394. The
application for the Amendment of Articles of Incorporation for the increase in
authorized capital stock was filed with the SEC on December 29, 2014. The
application is still pending approval as of March 26, 2015.

BellTel

The Parent Company through Vega, has 100% equity interest in TCCI, PHC and
PSCL, which collectively owns 100% of BellTel as of December 31, 2013.

BellTe is a grantee of a franchise to instal, operate and maintain local exchange
networks and Wireless Loca Loop (WLL) in several areas including specid
economic zones, inter-exchange networks, nationwide VSAT network, international
gateway facilities, and cellular mobile telecommunications network (Note 34).

In December 2014, Vega subscribed to 8,408,000 common shares from the unissued
common shares of BellTel for P3,100 equivalent to 45.68% direct ownership interest.

Asaresult of the subscription, Vega owns 100% equity interest in BellTel, consisting

of 45.68% direct ownership interest and 54.32% indirect ownership interest through
TCCI, PHC and PSCL.
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Mining

Clariden

On August 12, 2013, the BOD of the Parent Company authorized the sale of 100% of
the outstanding and issued shares of stock of Clariden and al of the rights and
interests therein, followed by the execution of the Share Purchase Agreement (the
Agreement) between the Parent Company and Top Frontier on August 15, 2013.

On August 30, 2013 (the Closing Date), the Parent Company and Top Frontier
executed the following: (i) the Deed of Absolute Sale of Shares covering 100% of the
Clariden shares for a total consideration of P2,135; and (ii) the Deed of Assignment
of Receivables covering the Parent Company’s receivables in Clariden and its
subsidiaries amounting to P725. On September 6, 2013, the Parent Company and
Top Frontier, with the conformity of Clariden, executed the Deed of Assignment of
Subscription Rights for P604.

Pursuant to the Agreement, the consideration for the sale of the Clariden shares and
the assignment of subscription rights are collectible as follows. (i) P427 on
September 9, 2013; and (ii) the remaining balance of P2,312 is collectible in two
parts. (a) P1,099, inclusive of 5.75% interest per annum, is collectible at the end of
the 5" year from Closing Date; and (b) P1,213, inclusive of 6.00% interest per
annum, is to be collected at the end of the 7" year from Closing Date.

The consideration for the assignment of receivables is collectible in five equal
installments beginning from the 1% anniversary of commercial operations of the
Nonoc Project, a project primarily focused in extracting nickel deposits in Nonoc
Island, Surigao City, Surigao del Norte. These amounts are subject to 5.75% interest
per annum and shall accrue upon commencement of commercial operations.

The remaining balance of the consideration amounting to P3,037 is presented as part
of “Noncurrent receivables and deposits” under “Other noncurrent assets” account in
the consolidated statements of financial position (Note 19).

As a result of the sale, Clariden ceased to be a subsidiary of the Group and
accordingly derecognized the assets and liabilities, and the carrying amount of non-
controlling interests. The Group recognized a gain amounting to P866, included as
part of “Gain on sale of investments and property and equipment” account in the
2013 consolidated statement of income.
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The details of the Group’s material non-controlling interests are as follows:

December 31, 2014 December 31, 2013

Petron SMB SMPFC Petron SMB SMPFC

Per centage of non-controlling interests 31.74% 48.83% 14.63% 31.74% 48.83% 14.63%

Carrying amount of non-controlling interests P81,621 P18,729 P19,397 P75,359 P15,824 P20,591

Net income attributable to non-controlling interests P3,947 P7,018 P1,553 P3,303 P6,365 P1,611
Other comprehensive income (loss) attributableto

non-controlling interests (P1,556) P201 (P6) P1,603 P157 (P28)

Dividends paid to non-controlling interests P6,027 P4,570 P2,858 P3,784 P4,622 P1,917

The following are the audited condensed financial information of investments in subsidiaries with material non-controlling interest:

December 31, 2014 December 31, 2013

Petron SMB SMPFC Petron SMB SMPFC
Current assets P219,029 P20,413 P48,192 P183,960 P24,742 P53,493
Noncurrent assets 172,295 68,135 18,463 173,498 68,168 19,250
Current liabilities (202,587) (9,105) (29,782) (176,570) (33,116) (24,972)
Noncurrent liabilities (75,045) (41,189) (910) (69,000) (26,759) (5411)
Net assets P113,692 P38,254 P35,963 P111,888 P33,035 P42,360
Sales P482,535 P79,005 P102,999 P463,638 P75,053 P99,773
Net income P3,009 P13,515 P3,843 P5,092 P12,521 P4,084
Other comprehensive income (loss) (4,758) 443 (40) 2,835 (39) (146)
Total comprehensive income (10ss) (P1,749) P13,958 P3,803 pP7,927 P12,482 P3,938
Cash flows provided by (used in) operating activities (P576) P15,457 P5,786 P33,752 P13,670 P6,996
Cash flows provided by (used in) investing activities (3,820) (3,501) 11,488 (43,329) (3,839) (2,939)
Cash flows provided by (used in) financing activities 44,488 (16,290) (10,089) 32,539 (17,918) (1,311)
Effects of exchange rate changes on cash and cash equivalents 112 22 - 471 326 4
Net increase (decrease) in cash and cash equivalents P40,204 (P4,312) P7,185 P23,433 (P7,761) P2,750
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7. Segment Information

Operating Segments

The reporting format of the Group’s operating segments is determined based on the
Group’s risks and rates of return which are affected predominantly by differences in the
products and services produced. The operating businesses are organized and managed
separately according to the nature of the products produced and services provided, with
each segment representing a strategic business unit that offers different products and
serves different markets.

The Group’s reportable segments are beverage, food, packaging, energy, fuel and ail,
infrastructure and telecommunications.

The beverage segment produces and markets al coholic and non-al coholic beverages.

The food segment includes, among others, feeds production, poultry and livestock
farming, processing and selling of poultry and meat products, processing and marketing
of refrigerated and canned meat products, manufacturing and marketing of flour
products, premixes and flour-based products, dairy-based products, breadfill, desserts,
cooking ail, importation and marketing of coffee and coffee-related products.

The packaging segment is involved in the production and marketing of packaging
products including, among others, glass containers, glass molds, polyethylene
terephthalate (PET) bottles and preforms, PET recycling, plastic closures, corrugated
cartons, woven polypropylene, kraft sacks and paperboard, pallets, flexible packaging,
plastic crates, plastic floorings, plastic films, plastic trays, plastic pails and tubs, metal
closures and two-piece aluminum cans, woven products, industrial laminates and radiant
barriers. It isaso involved in crate and plastic pallet leasing, PET bottle filling graphics
design, packaging research and testing, packaging development and consultation,
contract packaging and trading.

The energy segment is engaged in power generation, distribution and trading and coa
mining. The power generation assets supply electricity to a variety of customers,
including Manila Electric Company (Meralco), electric cooperatives, industrial customers
and the Philippine Wholesal e Electricity Spot Market (WESM).

The fuel and oil segment is engaged in refining and marketing of petroleum products.

The infrastructure segment is engaged in the business of construction and development of
various infrastructure projects such as airports, roads, highways, toll roads, freeways,
skyways, flyovers, viaducts and interchanges.

The telecommunications segment is engaged in rendering al types of domestic and
internationa telecommunications services.

Segment Assets and Liabilities

Segment assets include al operating assets used by a segment and consist primarily of
operating cash, receivables, inventories, biological assets, and property, plant and
equipment, net of allowances, accumulated depreciation and amortization, and
impairment. Segment liabilities include all operating liabilities and consist primarily of
accounts payable and accrued expenses and other noncurrent liabilities, excluding
interest payable. Segment assets and liahilities do not include deferred taxes.
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Inter-segment Transactions

Segment revenues, expenses and performance include sales and purchases between
operating segments. Transfer prices between operating segments are set on an arm’s
length basis in a manner similar to transactions with third parties. Such transactions are

eliminated in consolidation.

Major Customer
The Group does not have a single external customer from which sales revenue generated

amounted to 10% or more of the total revenues of the Group.
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Operating Segments

Financial information about reportable segments follows:

For the Years Ended December 31, 2014, 2013 and 2012

Beverage

Food

Packaging

Energy

Fuel and Oil Infrastructure

Telecommunications Others Eliminations

Consolidated

2014

2013

2012

2014

2013

2012

2014

2013

2012

2014

2013

2012

2014 2013 2012 2014 2013 2012

2014

2013

2012 2014 2013 2012 2014 2013 2012 2014

2013

2012

Sales
External

sales P94,230
Inter-

segment

sales 286

P88,936

516

P89,448

155

P102,976

24

P99,754

19

P95,759

28

P19,365

4,861

P18,559

6,628

P17,566

6,894

P77,586

6,707

P72,212

1,832

P73,910

746

P475,425 P459,102 P420,269 P9,657 P6,473 P134

7,110 4,536 4,526 - - -

P1,515

P1,347

P1,225 P1680 P1858 P1,605 P - P - P - P782,434

- 5491 4067 4233  (24479) (17,598) (16,582) -

P748,241

P699,916

Total slles  P94,516

P89,452

P89,603

P103,000

P99,773

P95,787

P24,226

P25,187

P24,460

P84,293

P74,044

P74,656

P482,535 P463,638 P424795 P9,657 P6,473 P134

P1,515

P1,347

P1225 P7171 P5925 P5838 (P24,479) (P17,598) (P16,582) P782,434

P748,241

P699,916

Result
Segment
result P22,437

P20,476

P21,345

P6,463

P5,510

P5,177

P2,078

P1,589

P25,899

P20,541

P17,123

P2,211 P10,580 P8,682  (P373) P3,868 (P77)

(P463)

(P239)

(P442) (P2,956) (P7,213) (P2,593)  P479 P302  P236  P55,775

P55,414

P51,735

Interest
expense
and other
financing

Equity in net
earnings
(losses) of
associates
and joint
ventures

Gain onsale
of

investments
and property
and

equipment

Other income
(charges) -
net

Income tax
expense

(29,710)

4,012

1,255

7

6,307

(10,284)

(30,970)

3,539

(967)

41,192

(13,780)

(3,700)

(29,800)

4,253

2,638

4,549

12,689

(8,406)

Net income

P28,132

P50,728

P37,658

Attributable to:
Equity holders
of the Parent
Company
Non-controlling
interests

P14,692

13,440

P38,053

12,675

P26,806

10,852

Net Income

P28,132

P50,728

P37,658
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December 31, 2014, 2013 and 2012

Beverage Food Packaging Energy Fuel and Oil Infrastructure Telecommunications Others Eliminations Consolidated
2014 2013 2012 2014 2013 2012 2014 2013 2012 2014 2013 2012 2014 2013 2012 2014 2013 2012 2014 2013 2012 2014 2013 2012 2014 2013 2012 2014 2013 2012
Other

Infor mation
Segment assets  P72,346 P78,069 P86,251 P62,494 P68,398 P50,954 P31,959 P33,132 P34,094 P300,520 P292,344 P255516 P380,435 P346,524 P267,869 P60,734 P41,186 P30,210 P14,144 P11,432 P9,977 P250,806 P258556 P205,840 (P100,985) (P128,866) (P130,803) P1,072,453 P1,000,775 P809,908
Investmentsin

and advances

to associates

and joint

ventures 659 720 789 - - 6,317 3782 3,636 1,500 10,612 6,012 13,421 1,169 892 1,641 10,769 7,465 5949 8,873 7,515 8,154 1,563 34,414 124,643 - - - 37,427 60,654 162,414
Goodwill and

trademarks

and brand

names 41,454 41,995 48,961
Other assets 41,726 42,257 2,006
Assets held for

sdle 9,339 8,798 9,373
Deferred tax

assets 14,651 15,608 10,308
Consolidated

Total Assets P1,217,050 P1,170,087 P1,042,970
Segment

liahilities P21,243 P23574 P22,735 P16,220 P15,854 P14,617 P5318 P6383 P5851 P23519 P16941 P13360 P65165 P72522 P42919 P16,811 P31,141 P18631 P25361 P21,062 P19,529 P75555 P76,109 P102,871 (P117,636) (P135,125) (P146,494) P131,556 P128,461 P94,019
Loans payable 180,059 143,226 151,097
Long-term debt 302,988 307,497 224,045
Finance lease

liabilities 186,330 195,048 195,153
Income and

other taxes

payable 13,303 13,058 11,123
Dividends

payable and

others 5513 5,959 5,621
Deferred tax

liabilities 7,820 11,061 12,975
Consolidated

Total

Liabilities P827,569 P804,310  P694,033
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For the Years Ended December 31, 2014, 2013 and 2012

Beverage Food Packaging Energy Fuel and Oil Infrastructure Telecommunications Others Eliminations Consolidated

2014 2013 2012 2014 2013 2012 2014 2013 2012 2014 2013 2012 2014 2013 2012 2014 2013 2012 2014 2013 2012 2014 2013 2012 2014 2013 2012 2014 2013 2012

Capital

expenditures P1,138 P1,278 PL1,098 Pe47 P1978 P1,957 P2092 P2383 Pl1161 P17,447 P4,123 P4,772  P13,038 P51,412 P41,848 P34 P69 P7 P1599 P1,231 P394 P2,956 P3,391 P1,680 P - P - P - P38,951 P65,865 P52,917
Depreciation and

amortization of

property, plant

and equipment

(Note 28) 2,153 2,295 2,312 1,057 932 884 1,329 1,415 1,575 6,171 5,404 5,194 5,494 5,253 4,690 54 28 12 378 428 537 1,132 1,012 790 - - - 17,768 16,767 15,994
Noncash items

other than

depreciation

and

amortization of

property, plant

andequipment 1,185 2,106 1,219 2089 1959 1,193 438 1,057 257 973 9,724 (8,386) 738 3,558 (748) 366 1,303 8 35 15 26 570 5701  (3,387) - - - 6,394 25423 (9,818)
Loss (reversal) on

impairment of

goodwill,

property, plant

and equipment,

and other

noncurrent

assets - 1539  (1427) 245 - 19 19 - 348 - - - 798 - - - - - - - - - 96 1 - - - 1,062 1,635 (1,059)
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8. AssetsHeld for Sale

a)

b)

d)

Indophil Resources NL (Indophil)

On December 18, 2014, the shareholders of Indophil qualified to vote, approved the
scheme proposed by Alsons Prime Investments Corporations (APIC) to purchase all
the shares of current shareholders of Indophil, inclusive of the shares held by Coastal
View Exploration Corporation (Coastal View) for Australian dollar (A$) 30 cents per
share.

In accordance with the order of the Supreme Court of Victoria and as approved by
the shareholders of Indophil, the effective date of transfer of shares from current
shareholders to APIC is on January 23, 2015.

Accordingly, the carrying amount of the investment in Indophil, amounting to P527
as of December 31, 2014 was reclassified to “Assets held for sale” account in the
2014 consolidated statement of financial position (Note 14).

On January 30, 2015, Coastal View received the payment on the sale of investment
in shares of stock of Indophil amounting to A$14.

Bank of Commerce (BOC)

In 2014, SMPI is still committed to sell its equity ownership interest in BOC. SMC,
on behaf of SMPI, engaged the services of an international bank to handle the
process of negotiating the sale of its equity ownership interest in BOC. Accordingly,
the carrying amount of the investment of P8,785 representing 44,817,164 common
sharesin BOC is still maintained as part of “Assets held for sal€” account in the 2014
consolidated statement of financial position.

Management determined that the carrying amount of investment in BOC as of
December 31, 2014 is fully recoverable, thus, no impairment loss was recognized in
2014.

Prestigio Redlty, Inc. (Prestigio)

In 2013, SMPI entered into a Memorandum of Agreement (MOA) for the sdle of
Prestigio shares to a certain individual. Management believes that the sale will push
through, thus reclassifying the investment amounting to P13 as part of “Assets held
for sale” account in the 2013 consolidated statement of financial position.

Equipment of CAl

The Group has various equipment for disposal as a result of CAI’s modernization
project. In September 2014, a foreign buyer committed to purchase these assets.
Accordingly, the carrying amount of the equipment to be sold amounting to P14 was
reclassified as “Assets held for sale” account in the 2014 consolidated statement of
financial position.
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€) Petron MegaPlaza

Petron had properties consisting of office units located at Petron Mega Plaza with a
floor area of 19,686 square meters covering the 28" - 31% floors and 33 - 44" floors
and 196 parking spaces amounting to P588. During the latter part of 2012, a
prospective buyer tendered an offer to purchase the said properties. The management
of Petron made a counter offer in December 2012 effectively rendering the Petron
Mega Plaza office units and parking spaces as assets held for sale as of December 31,
2012.

The sale was consummated during the 2™ quarter of 2013. The Group recognized a
gain amounting to P580 included as part of “Gain on sale of investments and
property and equipment” account in the 2013 consolidated statement of income.

f) SanMiguel (Thailand) Co. Ltd. (SMTCL)

On December 27, 2011, the Parent Company through SMFBIL, signed a Share Sale
and Purchase Agreement to sell its outstanding shares in SMTCL to Pepsi Thai
Trading Co., for a purchase price of US$35. The sale was completed on February 15,
2012. The Group recognized a gain of P63, included as part of “Gain on sale of
investments and property and equipment” account in the 2012 consolidated statement
of income.

g) PT San Migued Yamamura Utama Indoplas (SMY Ul)

In 2011, the Parent Company through SMY PIL and Nihon Y amamura Glass Co. Ltd.
(NYG), entered into a non-binding Memorandum of Understanding (MOU), wherein
NY G offered to buy 51% equity interest in SMYUI. On December 2, 2011, the BOD
of SMYPIL unanimously accepted NYG’s offer and approved the share sale
transaction as contemplated in the MOU. The disposal was completed in January
2012. The Group recognized a gain of P22, included as part of “Gain on sale of
investments and property and equipment” account in the 2012 consolidated statement
of income.

9. Cash and Cash Equivalents

Cash and cash equivalents consist of:
Note 2014 2013
Cash in banks and on hand P32,363 P38,202
Short-term investments 226,243 153,411
40, 41 P258,606 P191,613

Cash in banks earns interest at the respective bank deposit rates. Short-term investments
include demand deposits which can be withdrawn at anytime depending on the
immediate cash requirements of the Group and earn interest at the respective short-term
investment rates.
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10. Trade and Other Receivables

Trade and other receivables consist of:

Note 2014 2013

Trade P57,872 P66,056
Non-trade 6, 13, 39 64,383 91,697
Amounts owed by related parties 33,35 22,034 18,838
144,289 176,591

L ess alowance for impairment losses 4 8,253 8,450

4,40, 41 P136,036 P168,141

Trade receivables are non-interest bearing and are generally on a 30 to 45-day term.

Non-trade receivables include interest receivable, claims receivable and other
receivables.

The movements in the allowance for impairment losses are as follows:

Note 2014 2013
Balance at beginning of year P8,450 P6,387
Charges for the year 27 848 3,372
Amounts written off (348) (297)
Acquisition of subsidiaries 5 - 15
Trandation adjustments and others (697) (1,127)
Balance at end of year P8,253 P8,450
The aging of receivablesisasfollows:
Amounts
owed by
related
December 31, 2014 Trade Non-trade parties Total
Current P46,001 P30,251  P22,034 P98,286
Past due:
1- 30 days 5,441 3,642 - 9,083
31 - 60 days 1,671 281 - 1,952
61 - 90 days 604 181 - 785
Over 90 days 4,155 30,028 - 34,183
P57,872 P64,383 P22,034  P144,289
Amounts
owed by
related
December 31, 2013 Trade Non-trade parties Totd
Current P52,684 P58,049  P18,813  P129,546
Past due:
1- 30 days 5,905 1,424 6 7,335
31 - 60 days 3,337 4,515 - 7,852
61 - 90 days 1,385 3,528 - 4,913
Over 90 days 2,745 24,181 19 26,945

P66,056 P91,697 P18,838 P176,591
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Various collaterals for trade receivables such as bank guarantees, time deposit and red
estate mortgages are held by the Group for certain credit limits.

The Group believes that the unimpaired amounts that are past due by more than 30 days
are still collectible based on historical payment behavior and analyses of the underlying
customer credit ratings. There are no significant changes in their credit quality (Note 40).

11. Inventories

Inventories consist of :

2014 2013
Finished goods and goodsin process (including
petroleum products) P60,850 P60,232
Materials and supplies (including coal) 19,529 17,815
Raw land inventory and real estate projects 4,255 3,924
Containers 1,212 1,344

P85,846 P83,315

The cost of finished goods and goods in process amounted to P61,750 and P61,068 as of
December 31, 2014 and 2013, respectively.

If the Group used the moving-average method (instead of the first-in, first-out method,
which is the Group’s policy), the cost of petroleum, crude oil and other petroleum
products would have increased by P618 as of December 31, 2014 and decreased by
P1,398 as of December 31, 2013.

The cost of materials and supplies amounted to P20,372 and P18,636 as of December 31,
2014 and 2013, respectively.

Containers at cost amounted to P1,779 and P1,823 as of December 31, 2014 and 2013,
respectively.

The fair value of agricultural produce less costs to sell, which formed part of finished
goods inventory, amounted to P553 and P746 as of December 31, 2014 and 2013,
respectively, with corresponding costs at point of harvest amounting to P509 and P653,
respectively. Net unrealized gain on fair valuation of agricultural produce amounted to
P44 and P93 as of December 31, 2014 and 2013, respectively.

The fair values of marketable hogs and cattle, and grown braoilers, which comprise the
Group’s agricultural produce, have been categorized as Level 1 and Level 3, respectively,
in the fair value hierarchy based on the inputs used in the val uation techniques.

The valuation model used is based on the following: (a) quoted prices for harvested
mature grown broilers at the time of harvest; and (b) quoted prices in the market at any
given time for marketable hogs and cattle; provided that there has been no significant
change in economic circumstances between the date of the transactions and the reporting
date. Costs to sell are estimated based on the most recent transaction and is deducted
from the fair value in order to measure the fair value of agricultural produce at point of
harvest. The estimated fair value would increase (decrease) if weight and quality
premiums increase (decrease) (Note 4).
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The net realizable value of raw land inventory and real estate projects is higher than the
carrying amount as of December 31, 2014 and 2013, based on management’s assessment.

The fair value of raw land inventory amounted to P7,318 and P7,890 as of December 31,
2014 and 2013, respectively. The fair value has been categorized as Level 3 in the fair
value hierarchy based on the inputs used in the val uation techniques (Note 4).

In estimating the fair value of the raw land inventory, management takes into account the
market participant’s ability to generate economic benefits by using the assets in their
highest and best use. Based on management assessment, the best use of the Group’s raw
land inventory isits current use.

The Level 3 fair value of raw land inventory was derived using the observable recent
transaction prices for similar raw land inventory in nearby locations adjusted for
differences in key attributes such as property, size, zoning and accessibility. The most
significant input into this valuation approach is the price per square meter, hence, the
higher the price per square meter, the higher the fair value (Note 4).

12. Prepaid Expensesand Other Current Assets

Prepaid expenses and other current assets consist of

Note 2014 2013
Prepaid taxes and licenses P34,547 P27,438
Advances to contractors and suppliers 3,673 3
Restricted cash - current 40, 41 1,604 385
Option deposit 13, 40, 41 1,118 1,110
CIP - airport concession arrangements 4 857 819
Prepaid insurance 453 361
AFSfinancial assets - current portion 4,14, 40, 41 431 358
Derivative assets 40, 41 360 681
Prepaid rent 318 273
Financial assetsat FVPL 40, 41 136 117
Others 2,591 2,167

P46,088 P33,712

The CIP - airport concession arrangement of the Group includes the accumulated costs
incurred on the design of the upgrade component of the Boracay Airport Project. It also
includes the cost of a parcel of land earmarked for such upgrade, capitalized borrowing
cost and the present value of the obligation to maintain and restore the Boracay Airport
prior to its transfer to the ROP at the end of the concession period. The cost included in
CIP that relates to the upgrade component of the Project was recognized as construction
cost upon commencement of the upgrade (Note 4). The interest expense related to the
accretion of the IRO amounting to P4 in 2014, 2013 and 2012, was recognized as part of
“Other financing charges” under “Interest expense and other financing charges” account
in the consolidated statements of income (Note 30).

“Others” consist of advances to officers and employees and prepayments for various
operating expenses.

The methods and assumptions used to estimate the fair values of restricted cash, option

deposit, financial assets at FVPL, derivative assets and AFS financial assets are discussed
in Note 41.
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13. Investments and Advances

Investments and advances consist of:

Note 2014 2013
Investmentsin Shares of Stock of Associates and Joint
Ventures - at Equity
Acquisition Cost
Balance at beginning of year P43,144 P157,789
Additions 3,578 9,613
Disposal (21,506) (43,296)
Reclassification to investments in shares of stock of
subsidiaries 5 - (2,813)
Declaration of property dividends 32 - (44,431)
Reclassification to AFS financial assets 14 - (35,903)
Others (5,889) 2,185
Balance at end of year 19,327 43,144
Accumulated Equity in Net Ear nings (L osses)
Balance at beginning of year (6,839) (5,210)
Disposal 5,712 (5,130)
Equity in net earnings (losses) 1,255 (967)
Sharein other comprehensive income (10ss) 175 (304)
Reclassification to investments in shares of stock
subsidiaries 5 - 355
Dividends (5) (3,857)
Declaration of property dividends 32 - 6,944
Reclassification to AFS financial assets 14 - 74
Others (12) 1,256
Balance at end of year 287 (6,839)
19,614 36,305
Advances 17,813 24,349
P37,427 P60,654

Investmentsin Shares of Stock of Associates:

a. Trustmark Holdings Corporation (Trustmark), Zuma Holdings and Management
Corporation (Zuma) and Fortunate Star Limited (Fortunate Star)

On October 23, 2014, the conditions as set forth in the joint agreement signed by the
Parent Company, together with SMEII, and the Lucio Tan Group on September 12,
2014, were satisfied by all of the parties. The joint agreement covers the following:
(i) sde of the 49% equity interest in Trustmark and Zuma, including indirect
ownership interests of 43.23% and 48.98% in Philippine Airlines, Inc. and Air
Philippines Corporation, respectively; and (ii) sale of the equity interest and
cancellation of subscription rights on the shares of stock of Fortunate Star.

The Group received atotal of US$874 or an equivalent of P38,616 and recognized a

gain of P491, included as part of “Gain on sale of investments and property and
equipment” account, in the 2014 consolidated statement of income.
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b. AAIBV

The Parent Company through SMHC holds 16,022,041 Class B common shares,
representing 46.53% of the outstanding capital stock of AAIBV.

AAIBV has indirect equity interests in the companies holding the concessions to
construct, operate and maintain the Skyway and South Luzon Expressway.

On May 24, 2012, SMHC entered into an Option Agreement (the Agreement) with
Padma Fund L.P. (Padma), a corporation organized and existing under the laws of
Cayman Idands, for the option to acquire additiona 4.47% equity interest in AAIBV
and up to 100% of the outstanding capital stock of certain corporations where Padma
holds ownership interest for US$25 or P1,110 (Note 12). The option is exercisable at
any time from the execution of the Agreement or such other date as may be agreed
upon by the partiesin writing. The option was exercised by SMHC on December 17,
2014, subject to the fulfillment of certain conditions as set out in the Agreement.

The conditions for the transfer of the 4.47% equity interest in favor of SMHC were
fulfilled and satisfied on March 5, 2015 (Note 43).

c. Northern Cement Corporation (NCC)

On March 1, 2013, the Parent Company through SMY PC, completed the acquisition
of 104,500,000 common shares, equivalent to 35% equity interest in NCC for
P3,500.

NCC is primarily engaged in manufacturing, developing, processing, exploiting,
buying and selling cement and/or other products derived therefrom.

d. Liberty TelecomsHoldings, Inc. (LTHI)

The Parent Company through Vega, has 41.48% stake in LTHI representing
643,700,669 common shares and 587,951,737 preferred shares as of December 31,
2013. The preferred shares are voting, non-redeemable and participating.

LTHI, a public company listed on the PSE, is a holding company with ownership
interests in telecommunication companies that offer internet broadband services.

In April and December 2014, the Parent Company through Vega, subscribed to
additional 1,316,683,697 and 431,200,000 preferred shares, respectively, increasing
itsstakein LTHI to 45.58%.

The fair value of the Group’s investment in LTHI common shares amounting to
P1,378 and P1,056 as of December 31, 2014 and 2013, respectively, has been
categorized as Leve 1 inthefair value hierarchy based on the quoted market price of
LTHI sharesin active markets available at the reporting date (Note 4).

The fair value of the Group’s investment in LTHI preferred shares amounting to
P4,999 and P964 as of December 31, 2014 and 2013, respectively, has been
categorized as Level 2 in the fair value hierarchy based on inputs other than quoted
prices included within Level 1 that are observable for the asset at the reporting date
(Note 4).
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e. Top Frontier

On October 17, 2013, the BOD of the Parent Company approved the declaration, by
way of property dividends, of 240,196,000 common shares of Top Frontier
to the SMC common shareholders of record (the “Receiving Shareholders”) as of
November 5, 2013. The SEC approved the property dividend declaration on
November 19, 2013, and the Certificate Authorizing Registration was issued by the
Bureau of Internal Revenue (BIR) on December 26, 2013.

The Receiving Shareholder received one common share of Top Frontier for every ten
common shares of the Parent Company. Fractional shares below ten were dropped.
Thefair value of the Top Frontier sharesis P178.00 per share, based on the Vauation
and Fairness Opinion rendered by an independent advisor.

The property dividend distribution resulted in the Parent Company’s public
shareholders owning about 11.8% of Top Frontier. As a result of the property
dividend distribution, the Group recognized a remeasurement gain on property
dividends amounting to P4,812, included as part of “Other income (charges)”
account in the 2013 consolidated statement of income (Note 32).

As a result of the dividend distribution, the remaining investment in 2,561,031
common shares and 1,904,540 preferred shares of Top Frontier amounting to
P35,829 were reclassified to “Available-for-sale financial assets” account in the 2013
consolidated statement of financial position (Note 14). As a result of the
reclassification, the Group recognized a remeasurement gain of P51, included as part
of “Other income (charges)” account in the 2013 consolidated statement of income
(Note 32).

The fair value of Top Frontier shares applied a combination of the following
approaches below:

Net Asset Value (NAV) Method. The NAV method bases the valuation of an entity’s
equity on the net redlizable value of its assets less its liabilities and preferred
stockholdings. The values based on the most recent audited financia statements,
adjusted to reflect current market value, were used as basis for the NAV.

Relative Valuation Method - Price-to-Book Value (PBV) Approach. To estimate the
fair value of shares under this method, the net book value of an entity to be used, and
the determination of the appropriate price-to-book value multiple to be used, were
determined. To arrive at an entity’s equity shares fair value, the computed net assets
ismultiplied by the selected PBV multiple.

In determining the appropriate book value, the most recent available financia
statements were used. The net book value is obtained by deducting the reported total
liabilities from an entity’s total assets.

A representative PBV multiple was derived by evaluating the PBV multiples of
comparable entities. The entity’s comparability is typically assessed in terms of
business activity, industry grouping, capitalization, asset structure, turnover level,
and growth trends.

On December 18, 2013, the PSE approved the application for the listing by way of

introduction of all the common shares of Top Frontier. The shares were listed on the
PSE on January 13, 2014.
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f. Meraco

On May 14, 2012, the Group received the stock certificates for the property dividend
from Meralco consisting of 1,042,801,676 common shares of stock of Rockwell
Land Corporation with abook value of P1,522. The shares received from Meralco as
property dividends were sold through the PSE at P2.01 per share on July 27, 2012.
The Group recognized a gain of P571, included as part of “Gain on sale of
investments and property and equipment” account, in the 2012 consolidated
statement of income.

On July 19, 2013, the Parent Company sold 64,333,330 shares of common stock in
Meralco at P270.00 per share.

On September 30, 2013, the Parent Company, together with SMPFC and SMC
Global, entered into a Share Purchase Agreement with JG Summit Holdings, Inc., for
the sale of the remaining 305,689,397 shares of stock of Meralco for P71,837. The
Parent Company received P40,400 as downpayment in 2013. The remaining balance
amounting to P31,437, included as part of “Non-trade” under “Trade and other
receivables” account in the 2013 consolidated statement of financial position, was
received by the Group on March 25, 2014 (Note 10).

The Group recognized a gain of P40,423, included as part of “Gain on sale of
investments and property and equipment” account in the 2013 consolidated statement
of income.

Investmentsin Shares of Stock of Joint Ventures:

a TSML

The Parent Company through GSMI’s subsidiary, GSMIL, has an existing Joint
Venture (JV) with Thai Life Group of Companies (Thai Life) covering the ownership
and operations of TSML. TSML is alimited company organized under the laws of
Thailand in which GSMIL owns 40% ownership interest. TSML holds a license in
Thailand to engage in the business of manufacturing alcohol and manufacturing,
selling and distributing brandy, wine and distilled spirits products both for domestic
and export markets.

Through the acquisition by SHL, a subsidiary of GSMI, of the 49% ownership
interest in Siam Wine Liquor Co., Ltd. (SWL) and SWL’s acquisition of shares
representing 10% ownership of the outstanding capital stock of TSML, the Group’s
share in TSML increased from 40% to 44.9%.

b. TGT
The Parent Company through GSMI’s subsidiary, GSMIHL, aso has an existing
40% ownership interest in TGT, which was formed as another JV with Tha Life.
TGT functions asthe selling and distribution arm of TSML.

Through the acquisition of SWL of the 10% ownership interest in TGT, the Group’s
sharein TGT increased from 40% to 44.9%.
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C.

Angat Hydropower Corporation (Angat Hydro) and KWPP Holdings, Corp. (KWPP)

In accordance with the agreement of the Parent Company through PVEI, a subsidiary
of SMC Global, and Korea Water Resources Corporation (K-Water) to enter into a
joint venture partnership for the acquisition, rehabilitation, operation and
maintenance of the 218 MW Angat Hydroelectric Power Plant (Angat Power Plant)
awarded by PSALM to K-Water, PVEI deposited US$26 to an escrow account.

On November 18, 2014, PVEI acquired from the individua stockholders and
K-Water, 2,817,270 shares or 60% of the outstanding capital stock of Angat Hydro
and from the individual stockholders, 75 shares representing 60% of KWPP
outstanding capital stock. Accordingly, PVElI paid K-Water and the individual
stockholders a total of US$39 as full payment of the share purchase price. The
payment was funded in part by the deposit in escrow.

In accordance with the entry of SMC Global into Angat Hydro and KWPP, K-Water
and SMC Globa are jointly in control of the management and operation of Angat
Hydro and KWPP.

Further, SMC Global agreed to pay K-Water a support fee amounting to 3% of the
total amount of the bridge loan facility which was obtained for the acquisition by
Angat Hydro of the Angat Power Plant.

Angat Hydro was incorporated on November 15, 2013 and was created to engage in
the operations and maintenance of the Angat Power Plant and to supply power
generated to power corporations, electric utilities, to import hydro-electric facilities
and equipment, and to do all acts necessary and incidental thereto, in accordance with
EPIRA Law (RA 9136: “Electric Power Industry Reform Act of 2001”).

Advances;

a. SMPI provided deposits to Primeria Commercio Holdings, Inc. (PCHI) amounting to

b.

P804 and P800 as of December 31, 2014 and 2013, respectively. The deposits will
be applied against future stock subscriptions of SMPI to the shares of stock of PCHI.

Vega has made deposits to a telecommunications company, a future investee,
amounting to P5,958 as of December 31, 2014 and 2013, to be applied against future
stock subscriptions.

SMC Global and SMEC made deposits to certain land holding companies for future
stock subscriptions amounting to P8,602 and P5,752, as of December 31, 2014 and
2013, respectively.

Other advances pertain to deposits made to certain companies which will be applied
against future stock subscriptions.
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The details of the Group’s material investments in shares of stock of associates and joint ventures which are accounted for using the equity method

areasfollows:
December 31, 2014 December 31, 2013

Angat Hydro  TGT and Trustmark Fortunate TGT and

AAIBV NCC LTHI and KWPP TSML Others Total and Zuma AAIBV Star NCC LTHI TSML Others Total
Cayman

Country of incorporation Netherlands _ Philippines _ Philippines Philippines  Thailand Philippines  Netherlands Islands _ Philippines Philippines Thailand

Per centage of ownership 46.53% 35.00% 45.58% 60.00% 44.90% 49.00% 46.53% 20.00% 35.00% 41.48% 44.90%
Sharein net income (loss) P1,246 P170 (P389) (P11) (P66) P305  P1,255 (P3,219) P275 P - P206 (P600) (P75)  P2,446 (P967)
Sharein other comprehensive income (loss) 199 (24) - - 6 (6) 175 - (393) - - (39) 6 122 (304)
Sharein total comprehensiveincome (loss) P1,445 P146 (P389) (P11) (P60) P299  P1,430 (P3,219) (P118) P - P206 (P639) (P69)  P2568  (P1,271)
Dividendsreceived from associates P - P - P - P - P - P5 P5 P - P - P - P70 P - P - P3,787 P3,857

Carrying amount of investmentsin shares

of stock of associatesand joint ventures P8,732 P3,782 P2,915 P1,819 P659 P1,707 P19,614 P15,642 P7,287 P5,821 P3,636 P1,557 P720  P1,642 P36,305

The following are the unaudited condensed financial information of the Group’s material investments in shares of stock of associates and joint

ventures:
December 31, 2014 December 31, 2013

Angat Hydro TGT and Trustmark TGT and
AAIBV NCC LTHI and KWPP TSML and Zuma AAIBV NCC LTHI TSML
Current assets P21,293 P1,763 P936 P407 P1,295 P28,477 P7,407 P2,061 P339 P1,319
Noncurrent assets 60,669 4,374 2,532 20,187 1,330 97,608 57,498 3,325 3,208 1,536
Current liabilities (7,914) (719) (1,989) (19,714) (30) (80,385) (6,930) (699) (5,251) (642)
Noncurrent liabilities (60,740) (178) (330) (17) (1,300) (41,135) (50,840) (141) (368) (609)
Net assets (liabilities) P13,308 P5,240 P1,149 P863 P1,295 P4,565 P7,135 P4,546 (P1,522) P1,604
Sales P11,831 P4,545 P427 P154 P848 P85,045 P11,534 P4,022 Pa47 P1,124
Net income (loss) P2,759 P761 (P897) (P19) (P148) (P6,924) P4,590 P760 (P1,446) (P167)

Other comprehensive loss (131) (69) - - - - (1,341) - (96) -
Total comprehensive income (loss) P2,628 P692 (P897) (P19) (P148) (P6,924) P3,249 P760 (P1,542) (P167)
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14. Available-for-Sale Financial Assets

Available-for-sale financia assets consist of:

Note 2014 2013

Equity securities P40,968 P41,420
Government and other debt securities 722 815
Proprietary membership shares and others 200 171
4,40, 41 41,890 42,406

L ess current portion 12 431 358

P41,459 P42,048

Equity Securities

a)

b)

Top Frontier. The investmentsin Top Frontier consist of 2,561,031 common shares
and 1,904,540 preferred shares, which were reclassified to “Available-for-sale
financial assets” account in 2013 as a result of the property dividend distribution
(Note 13).

Indophil. The Parent Company through Coastal View, a subsidiary of SMHC, has
approximately 3.99% equity interest in Indophil as of December 31, 2014 and 2013.

Indophil is an Australian company listed on the Australian Stock Exchange, which
owns a 37.5% beneficial interest in Sagittarius Mines, Inc. (SMI). SMI has the rights
to the Tampakan gold and copper mine in South Cotabato.

The investment in Indophil amounting to P527 was reclassified to “Assets held for
sale” account in the 2014 consolidated statement of financial position in view of the
sale of Indophil sharesto APIC on January 23, 2015 (Note 8).

Government Securities

a)

b)

Petrogen’s government securities are deposited with the Bureau of Treasury in
accordance with the provisions of the Insurance Code, for the benefit and security of
its policyholders and creditors. These investments bear fixed annual interest rates
ranging from 6% to 8.875% in 2014 and 2013.

Ovincor’s ROP9 Bonds are maintained at the HSBC Bank Bermuda Limited and
carried at fair value with fixed annual interest rates of 8.25% to 8.875%.

The methods and assumptions used to estimate the fair value of AFS financial assets are
discussed in Note 41.
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15. Property, Plant and Equipment

Property, plant and equipment consist of:

Service
Land Refinery  Stationsand Equipment,
and Land Buildings and Power and Plant Other Furnitureand Leasehold Construction in
I mprovements I mprovements Plants Equipment Equipment Fixtures  Improvements Progress Total

Cost
January 1, 2013 P22,664 P39,722 P214,319 P48,744 P14,276 P113,401 P1,706 P66,645 P521,477
Additions 1,999 6,554 7,441 1,086 2,130 6,674 415 39,566 65,865
Disposal reclassifications/acquisition

of subsidiaries 778 334 - (255) (789) 1,035 50 2,361 3,514
Currency translation adjustments 33 894 - 73 52 2,410 5 (78) 3,389
December 31, 2013 25,474 47,504 221,760 49,648 15,669 123,520 2,176 108,494 594,245
Additions 771 3,438 5,028 789 1,292 5,852 112 21,669 38,951
Disposalreclassifications/acquisition

of subsidiaries 2,788 (749) - 682 (426) (4,518) (32) 5,988 3,733
Currency trandation adjustments (428) (450) - (587) (393 (489) (37) (173) (2,557)
December 31, 2014 28,605 49,743 226,788 50,532 16,142 124,365 2,219 135,978 634,372
Accumulated Depreciation and

Amortization
January 1, 2013 2,664 16,933 15,813 28,096 9,152 66,990 737 - 140,385
Additions 137 1,547 5,312 2,364 1,175 6,111 121 - 16,767
Di sposals/reclassifications/acquisition

of subsidiaries 24 (129) - (226) (687) (670) 291 - (1,397)
Currency trandation adjustments (13) 286 - 51 33 851 3 - 1,211
December 31, 2013 2,812 18,637 21,125 30,285 9,673 73,282 1,152 - 156,966
Additions 181 1,805 5,804 1,887 1,310 6,637 144 - 17,768
Di sposals/reclassifications/acquisition

of subsidiaries 421 (227) - (40) (274) (3,149) (21) - (3,290)
Currency translation adjustments (31 (276) - 86 (238) (796) (5) - (1,260)
December 31, 2014 3,383 19,939 26,929 32,218 10,471 75,974 1,270 - 170,184

Forward
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Service

Land Refinery Stations Equipment,
and Land Buildings and Power and Plant and Other Furnitureand Leasehold Construction in

I mprovements | mprovements Plants Equipment Equipment Fixtures  Improvements Progress Total
Accumulated |mpairment L osses
January 1, 2013 P385 P2,027 P - P- P- P6,692 P1 P - P9,105
Additions - 388 - - - 1,151 - - 1,539
Disposals and reclassifications (119) - - - - (52) - - (171)
Currency trandation adjustments - 248 - - - 726 - - 974
December 31, 2013 266 2,663 - - - 8,517 1 - 11,447
Additions - - - - - 19 - - 19
Disposals and reclassifications - (403) - - - (885) - - (1,288)
Currency trandation adjustments - 10 - - - 39 - - 49
December 31, 2014 266 2,270 - - - 7,690 1 - 10,227
Carrying Amount
December 31, 2013 P22,396 P26,204 P200,635 P19,363 P5,996 P41,721 P1,023 P108,494 P425,832
December 31, 2014 P24,956 P27,534 P199,859 P18,314 P5,671 P40,701 P948 P135,978 P453,961

“Equipment, furniture and fixtures” includes machinery, telecommunications equipment, transportation equipment, tools and small equipment and
office equipment.

Tota depreciation, amortization and impairment |osses/reversals recognized in profit or loss amounted to P17,787, P18,306 and P14,489 in 2014,

2013 and 2012, respectively (Notes 28 and 32). These amounts include annual amortization of capitalized interest amounting to P19, P13 and P14 in
2014, 2013 and 2012, respectively.

The Group has interest amounting to P3,708 and P5,544 which was capitalized in 2014 and 2013, respectively. The capitalization rates used to
determine the amount of interest eligible for capitalization range from 4.88% to 8.10% and 5.59% to 6.3131% in 2014 and 2013, respectively. The
unamortized capitalized borrowing costs amounted to P9,148 and P5,650 as of December 31, 2014 and 2013, respectively.

The combined carrying amounts of power plants and equipment under finance lease amounted to P188,155 and P193,356 as of December 31, 2014
and 2013, respectively (Notes 4 and 34).
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b)

d)

Davao PET Plant

On November 4, 2013, the Parent Company, BPI and SMY PC signed respective Sale
and Purchase Agreements and Asset Purchase Agreements with Coca-Cola Bottlers
Philippines, Inc. and its subsidiary, Luzviminda Land Holdings, Inc., for the sale of
the PET Plant and other properties located in Davao for P1,263. The Group
recognized a gain amounting to P186, which was included as part of “Gain on sale of
investments and property and equipment” account in the 2013 consolidated statement
of income.

San Miguel (Vietnam) Co. Ltd. (SMVCL)

On February 23, 2012, SMVCL sold its building and land use rights in Amata
Industria Zone, Vietnam for US$12. The Group recognized a gain amounting to
P256 included as part of “Gain on sale of investments and property and equipment”
account in the 2012 consolidated statement of income.

SMVCL is formerly a wholly-owned subsidiary of SMFBIL. The State Securities
Commission of Vietham approved the dissolution of SMVCL on May 31, 2012.

PTSMIFB

On September 28, 2012, PTSMIFB sold its land use rights, building and equipment
for US$27. The Group recognized a gain amounting to P45 included as part of “Gain
on sale of investments and property and equipment” account in the 2012 consolidated
statement of income.

Sumilao Property

Land and land improvements include a 144-hectare property in Sumilao, Bukidnon,
acquired by SMFI in 2002, which later became the subject of a petition for
revocation of conversion order filed by MAPALAD, a group of Sumilao farmers,
with the Department of Agrarian Reform (DAR), and appealed to the Office of the
President (OP). Total acquisition and development costs amounted to P37.

To settle the land dispute, a MOA was executed among SMFI, MAPALAD, OP and
DAR on March 29, 2008. The MOA provided for the release of a 50-hectare portion
of the property to qualified farmer-beneficiaries, and the transfer of additional 94
hectares outside of the property to be negotiated with other Sumilao landowners.
Under the MOA, SMFI shall retain ownership and title to the remaining portion of
the property for the completion and pursuit of the hog farm expansion.

SMFI fully complied with all the provisions of the MOA in the last quarter of 2010.
To formally close the pending cases filed by MAPALAD with the Supreme Court
and OP, SMFI forwarded in November 2010 to the Sumilao farmers’ counsels the
draft of the Joint Manifestation and Motion for Dismissal of the cases pending with
the Supreme Court and the OP for their concurrence. Pursuant to the Joint
Manifestation and Motion for Dismissal dated March 3, 2011 filed by SMFI and
NQSR Management and Development Corporation, the origina owner of the
Sumilao property, the Supreme Court and the OP, in a Resolution dated March 15,
2011 and in an Order dated April 6, 2011, respectively, dismissed the appeal of
MAPALAD on the DAR’s denial of their petition for the revocation of the
conversion order. SMFI considers the said Order and Resolution to have attained
finality as at March 19, 2015. SMFI is not aware of any appea or relief therefrom
filed or applied for by MAPALAD.
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16. Investment Property

The movements in investment property are asfollows:

Land and Land Buildingsand Machinery and Construction

Improvements I mprovements Equipment inProgress  Total
Cost
January 1, 2013 P2,581 P620 P1,108 P840  P5,149
Additions 11 3 - 789 803
Reclassifications (299) (116) (643) 2 (1,056)
Disposals (12) - - - (12)
Currency trandation adjustments 25 27 - - 52
December 31, 2013 2,306 534 465 1631 4,936
Additions 970 4 6 19 999
Reclassifications 125 - 3 (1,631) (1,503)
Disposals - - (6) - (6)
Currency trandation adjustments 2 3 - - 5
December 31, 2014 3,403 541 468 19 4431
Accumulated Depreciation and

Amortization

January 1, 2013 106 256 999 - 1,361
Additions 8 16 21 - 45
Disposals and reclassifications (18) 77) (574) - (669)
Currency trandation adjustments 5 10 - - 15
December 31, 2013 101 205 446 - 752
Additions 8 13 11 - 32
Disposals - - (6) - (6)
Currency trandation adjustments 1 1 - - 2
December 31, 2014 110 219 451 - 780
Accumulated I mpair ment L osses
December 31, 2013 and 2014 8 - - - 8
Carrying Amount
December 31, 2013 P2,197 P329 P19 P1,631 P4,176
December 31, 2014 P3,285 P322 P17 P19 P3,643

No impairment loss was recognized in 2014, 2013 and 2012.

There are no other direct selling and administrative expenses other than depreciation and
amortization and real property taxes arising from investment property that generated
incomein 2014, 2013 and 2012.

The fair value of investment property amounting to P6,561 and P6,434 as of
December 31, 2014 and 2013, respectively, has been categorized as Level 3 in the fair
value hierarchy based on the inputs used in the valuation techniques (Note 4).

The fair value of investment property was determined by external, independent property
appraisers having appropriate recognized professional qualifications and recent
experience in the location and category of the property being valued. The independent
appraisers provide the fair value of the Group’s investment property on aregular basis.
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Valuation Technigue and Significant Unobservable Inputs
The valuation of investment property applied one or more or a combination of the three
approaches bel ow:

Cost Approach. This approach is based on the principle of substitution, which holds that
an informed buyer would not pay more for a given property than the cost of an equally
desirable dternative. The methodology of this approach is a set of procedures that
estimate the current reproduction cost of the improvements, deducts accrued depreciation
from all sources, and adds the value of investment property.

Sales Comparison Approach. The market value was determined using the Sales
Comparison Approach. The comparative approach considers the sale of smilar or
substitute property, registered within the vicinity, and the related market data The
estimated value is established by process involving comparison. The property being
valued is then compared with sales of similar property that have been transacted in the
market. Listings and offerings may also be considered. The observable inputs to
determine the market value of the property are the following: location characteristics,
size, time element, quality and prospective use, bargaining allowance and marketability.

Income Approach. The rental value of the subject property was determined using the
Income Approach. Under the Income Approach, the market value of the property is
determined first, and then proper capitalization rate is applied to arrive at its rental value.
The renta value of the property is determined on the basis of what a prudent lessor or a
prospective lessee are willing to pay for its use and occupancy considering the prevailing
rental rates of similar property and/or rate of return a prudent lessor generally expects on
the return on itsinvestment. A study of current market conditions indicates that the return
on capital for similar real estate investment ranges from 3% to 5%.

17. Biological Assets

Biological assets consist of:

Note 2014 2013
Current:

Growing stocks P2,977 P3,086
Goods in process 343 341
3,320 3,427

Noncurrent:
Breeding stocks - net 4 1,973 1,911
P5,293 P5,338

The amortization of breeding stocks recognized in profit or loss amounted to P1,537,
P1,524 and P1,311 in 2014, 2013 and 2012, respectively (Note 28).

Growing stocks pertain to growing broilers, hogs and cattle, while goods in process
pertain to hatching eggs.
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The movements in biological assets are as follows:

Note 2014 2013

Cost
Balance at beginning of year P6,036 P6,213
Increase (decrease) due to:

Production 38,787 38,170

Purchases 896 996

Mortality (734) (657)

Sales and harvest (37,411) (37,438)

Retirement (1,401) (1,288)

Currency trandation adjustments - 40
Balance at end of year 6,173 6,036
Accumulated Amortization
Balance at beginning of year 698 489
Additions 28 1,537 1,524
Disposals (16) (26)
Retirement (1,339 (1,288)
Currency trandation adjustments - (D
Balance at end of year 880 698
Carrying Amount P5,293 P5,338

The Group harvested approximately 452.9 million and 472.5 million kilograms of grown
broilers in 2014 and 2013, respectively, and 0.75 million and 0.86 million heads of
marketable hogs and cattle in 2014 and 2013, respectively.

18. Goodwill and Other Intangible Assets

Goodwill and other intangibl e assets consist of:

Note 2014 2013

Goodwill 5,38 P41,211 P41,752
Other intangible assets 45,114 36,032
P86,325 P77,784

The movements in goodwill are as follows:

Note 2014 2013

Balance at beginning of year P41,752 P48,724
Additions 5,38 7 1,572
Disposals - (8,783)
Currency translation adjustments and others (548) 239
Balance at end of year P41,211 P41,752
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The movements in other intangible assets with indefinite useful lives are as follows:

Trademarks
and Brand
Licenses Names Total
Cost
January 1, 2013 P6,987 P413 P7,400
Currency trandation adjustments 18 23 41
December 31, 2013 7,005 436 7,441
Currency trandation adjustments 4 1 5
December 31, 2014 7,009 437 7,446
Accumulated I mpair ment L osses
January 1, 2013 - 176 176
Currency trandation adjustments - 17 17
December 31, 2013 - 193 193
Currency trandation adjustments - 1 1
December 31, 2014 - 194 194
Carrying Amount
December 31, 2013 P7,005 P243 P7,248
December 31, 2014 P7,009 P243 P7,252

The movements in other intangible assets with finite useful lives are asfollows:

Leasehold Mineral Computer
Toll Road and Land Rightsand Airport  Software Power Project
Concession Use  Evaluation Concession and Concesson Development
Note Rights Rights Assets Right Licenses Right Cost  Others Total

Cost
January 1, 2013 P29,039 P3,190 P1,987 P295 P269 P - P - P2,024  P36,804
Additions 586 - 107 393 6 - 11,040 94 12,226
Acquisition of

subsidiaries 5,38 12,726 - 13111 - - - - - 25,837
Disposals and

reclassifications (29,039) (1,749) (13,485) 229 (56) - - (16)  (44,116)
Currency translation

adjustments - 141 - - (@) - - 17 157
December 31, 2013 13,312 1,582 1,720 917 218 - 11,040 2,119 30,908
Additions 7,540 - - 1,402 34 496 - 127 9,599
Acquisition of

subsidiaries 5,38 - - 165 - - - - - 165
Disposals and

reclassifications 11,040 (95) - - (11) - (11,040) 104 (@)
Currency translation

adjustments - 6 - - 1 - - (30) (23)
December 31, 2014 31,892 1,493 1,885 2,319 242 496 - 2,320 40,647
Accumulated

Amortization and

Impairment Losses
January 1, 2013 8,438 448 - 13 101 - - 953 9,953
Additions 5,38 803 33 - 12 21 - - 253 1,122
Disposals and

reclassifications (8,983) (16) - - - - - (4) (9,003)
Currency translation

adjustments - 45 - - - - - 7 52
December 31, 2013 258 510 - 25 122 - - 1,209 2,124
Additions 5,38 336 33 - 12 13 15 - 289 698
Disposals and

reclassifications 6 - (22) - - - - - (@] (23)
Currency translation

adjustments - 2 - - - - - (16) (14)
December 31, 2014 594 523 - 37 135 15 - 1,481 2,785
Carrying Amount
December 31, 2013 P13,054 P1,072 P1,720 P892 P96 P - P11,040 P910  P28,784
December 31, 2014 P31,298 P970 P1,885 P2,282 P107 P481 P - P839  P37,862
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Project development cost represents the upfront fee paid by Vertex on June 25, 2013 to
the DPWH for the NAIA Expressway Project. The amount was reclassified to toll road
concession rights as of December 31, 2014 (Notes 6 and 34).

Goodwill, licenses and trademarks and brand names with indefinite lives and mineral
rights and evaluation assets with finite lives acquired through business combinations,
have been allocated to individual cash-generating units, for impairment testing as
follows:

2014 2013
Licenses, Mineral Licenses, Minera
Trademarks Rightsand Trademarks Rights and
and Brand Evaluation and Brand Evaluation
Goodwill Names Assets  Goodwill Names Assets
Fuel and ail P30,947 P - P - P31,412 P - P -
Infrastructure 3,580 - - 3,556 -
Food 2,820 229 - 2,945 229
Packaging 2,069 - - 2,053 -
Beverage 1,000 1,802 - 999 1,798
Telecommunications 733 5,221 - 726 5,221 -
Energy - - 1,720 - 1,720
Others 62 - 165 61 - -
Total P41,211 P7,252 P1,885 P41,752 P7,248 P1,720

The recoverable amount of goodwill has been determined based on fair value less costs to
sell or avaluation using cash flow projections (value-in-use) covering a five-year period
based on long range plans approved by management. Cash flows beyond the five-year
period are extrapolated using a constant growth rate determined per individual cash-
generating unit. This growth rate is consistent with the long-term average growth rate for
theindustry. The discount rate applied to after tax cash flow projections ranged from 6%
to 14% in 2014 and 2013. The discount rate also imputes the risk of the cash-generating
units compared to the respective risk of the overall market and equity risk premium. The
recoverable amount of goodwill has been categorized as Level 3 in the fair value
hierarchy based on the inputs used in the valuation technique (Note 4).

Impairment loss recognized in 2014 amounted to P127 (Note 32). No impairment loss
was recognized in 2013 and 2012.

The recoverable amount of trademarks and brand names has been determined based on a
valuation using cash flow projections (value-in-use) covering afive-year period based on
long range plans approved by management. Cash flows beyond the five-year period are
extrapolated using a determined constant growth rate to arrive at its terminal value. The
range of the growth rates used is consistent with the long-term average growth rate for
the industry. The discount rates applied to after tax cash flow projections ranged from
6.4% to 16.6% and from 6.6% to 21.4% in 2014 and 2013, respectively. The recoverable
amount of trademarks and brand names has been categorized as Level 3 in the fair value
hierarchy based on the inputs used in the val uation technique.

No impairment loss was recognized in 2014, 2013 and 2012.
Management believes that any reasonably possible change in the key assumptions on

which the recoverable amount is based would not cause its carrying amount to exceed its
recoverable amount.
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The calculations of value in use are most sensitive to the following assumptions:

= Gross Margins. Gross margins are based on average values achieved in the period
immediately before the budget period. These areincreases over the budget period for
anticipated efficiency improvements. Values assigned to key assumptions reflect
past experience, except for efficiency improvement.

= Discount Rates. The Group uses the weighted-average cost of capital as the discount
rate, which reflects management’s estimate of the risk specific to each unit. This is
the benchmark used by management to assess operating performance and to evaluate
future investment proposals.

= Raw Material Price Inflation. Consumer price forecast is obtained from indices
during the budget period from which raw materials are purchased. Values assigned
to key assumptions are consistent with external sources of information.

19. Other Noncurrent Assets

Other noncurrent assets consist of:

Note 2014 2013
Noncurrent receivables and deposits- net 33, 35, 39,40,41  P14,967 P25,297
Deferred containers - net 4 8,278 7,950
Retirement assets 35 3,830 6,737
Noncurrent prepaid rent 2,989 5,039
Catayst 1,540 179
Noncurrent prepaid input tax 1,435 1,768
Restricted cash 40, 41 1,055 1,800
Idle assets 4 785 1,066
Deferred exploration and devel opment costs 4,34 673 526
Others 2,824 2,706

P38,376 P53,068

Noncurrent receivables and deposits include amounts owed by related parties amounting
to P11,427 and P19,994 as of December 31, 2014 and 2013, respectively (Note 33) and
the costs related to the capitalized expenditures for the development of the Metro Rail
Trangit Line 7 (MRT 7) Project amounting to P2,429 and P2,393 as of December 31,
2014 and 2013, respectively (Note 34).

Restricted cash represents: (i) SPI’s Cash Flow Waterfall Accounts with a local bank
amounting to P1,021 and P626 as of December 31, 2014 and 2013, respectively, as part
of the provisons in the Omnibus Loan and Security Agreement; (ii) APEC’s
reinvestment fund for sustainable capital expenditures and cash collected from customers
for membership fees and bill deposits which are refundable amounting to P34 as of
December 31, 2014; and (iii) amounts deposited in an escrow account amounting to
P1,174 as of December 31, 2013 in connection with the MOA entered into by PVEI and
K-Water. In 2014, the amount was withdrawn and paid to the sellers (Note 13).

The methods and assumptions used to estimate the fair values of noncurrent receivables
and deposits and restricted cash are discussed in Note 41.
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20. Loans Payable

L oans payable consist of:
Note 2014 2013
Parent Company
Peso-denominated P7,685 P7,750
Subsidiaries
Peso-denominated 136,265 114,246
Foreign currency-denominated 36,109 21,230
40, 41 P180,059 P143,226

Loans payable mainly represent unsecured peso and foreign currency-denominated
amounts obtained from local and foreign banks. Interest rates for peso-denominated
loans range from 2% to 5.50% and from 0.50% to 6.50% in 2014 and 2013, respectively.
Interest rates for foreign currency-denominated loans range from 1.625% to 9% and from

1.16% t0 13.78% in 2014 and 2013, respectively (Note 30).

Loans payable include interest-bearing amounts payable to a related party amounting to

P6,400 and P4,275 as of December 31, 2014 and 2013, respectively (Note 33).

L oans payable of the Group are not subject to covenants.

21. Accounts Payable and Accrued Expenses

Accounts payable and accrued expenses consist of :

Note 2014 2013
Non-trade P56,447 P37,013
Trade 56,250 71,288
Accrued payroll 4,528 3,333
Accrued interest payable 2,379 2,414
Payables on the purchase of shares of stock 1,206 1,337
Amounts owed to related parties 33 499 1,297
Derivative liabilities 40, 41 325 455
Retirement liabilities 35 127 100
Subscriptions payable 28 -
Current portion of IRO 4 21 16
Others 34 4
40, 41 P121,844 P117,257

Trade payables are non-interest bearing and are generally on a 30 to 45-day term.

Non-trade payables include contract growers/breeders’ fees, guarantee deposits, utilities,

rent and other expenses payable to third parties.

“Others” include accruals for materials, repairs and maintenance, advertising, handling,

contracted labor, supplies and various other payables.

The methods and assumptions used to estimate the fair value of derivative liabilities are

discussed in Note 41.
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22. Long-term Debt

Long-term debt consists of:

2014 2013
Parent Company
Term notes:
Peso-denominated:
Floating interest rate based on PDST-F plus margin,
with maturities up to 2015 (a) P7,850 P8,649
Foreign currency-denominated:
Floating interest rate based on LIBOR plus margin,
with maturities in various dates through 2018 (b) 73,506 72,641
Fixed interest rate of 4.875% with maturities up to 2023 (c) 35,336 35,034
Fixed interest rate of 2.00% with maturities up to 2014 (d) - 9,511
116,692 125,835
Subsidiaries
Bonds:
Peso-denominated:
Fixed interest rate of 8.875% and 10.50% maturing in 2014 and
2019, respectively (e) 2,793 25,078
Fixed interest rate of 6.05%, 5.93% and 6.60% maturing
in 2017, 2019 and 2022, respectively (f) 19,862 19,837
Fixed interest rate of 5.50% and 6.00% maturing
in 2021 and 2024, respectively (g) 14,863 -
Foreign currency-denominated:
Fixed interest rate of 7.00% maturing in 2016 (h) 13,190 13,247
Term notes:
Peso-denominated:
Fixed interest rate of 7.00% maturing in 2017 (i) 19,891 19,859
Fixed interest rate of 6.2921% and 6.0606%
with maturities up to 2023 (j) 13,386 12,117
Fixed interest rate of 6.3212% and 7.1827%
with maturities up to 2018 and 2021, respectively (k) 3,466 3,498
Fixed interest rate of 6.175% and 6.145% maturing in 2016 (1) 1,500 1,500
Fixed interest rate of 5.4885% maturing in 2015 (m) 798 797
Fixed interest rate of 8.14% and 9.33% maturing
in 2014 and 2016, respectively (n) - 9,782
Fixed interest rate of 7.25% maturing in 2014 (0) - 1,269
Fixed interest rate of 7.89% and 7.25% maturing in 2015 (p) - 812
Floating interest rate based on PDST-F plus margin,
with maturities up to 2021 (q) 11,415 6,941
Floating interest rate based on PDST-F plus margin,
maturing in 2015 (m) 3,693 3,686
Floating interest rate based on PDST-F plus margin
or BSP overnight rate plus margin, whichever is higher,
with maturities up to 2019 (r) 3,240 3,486
Floating interest rate based on PDST-F plus margin,
with maturities up to 2023 (s) 3,462 2,064
Floating interest rate based on PDST-F plus margin,
with maturities up to 2022 (t) 3,175 2,344
Floating interest rate based on PDST-F plus margin
or BSP overnight rate, whichever is higher,
with maturities up to 2018 (u) 457 572
Floating interest rate based on PDST-F plus margin, with
maturities up to 2021 (v) 349 -
Forward
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2014 2013

Foreign currency-denominated:
Floating interest rate based on LIBOR plus margin,

with maturities up to 2018 (w) P21,984 P21,725
Floating interest rate plus afixed spread,

with maturities up to 2019 (x) 20,821 -
Floating interest rate based on LIBOR plus margin,

with maturities up to 2017 (y) 15,094 21,069
Floating interest rate based on LIBOR plus margin,

with maturities up to 2016 (2) 9,052 11,979
Floating interest rate based on COF plus margin,

with maturities up to 2019 (aa) 3,805 -

186,296 181,662

302,988 307,497
Less current maturities 19,852 42,807

P283,136  P264,690

a. The amount represents drawdown of various loans in 2009 and 2010 by the Parent
Company used for financing general and corporate requirements.

Unamortized debt issue costs amounted to P1 as of December 31, 2013.

b. The amount represents drawdown by the Parent Company on various datesin 2013 to
pay in full and refinance the US$1,000 loan availed of in 2010, to fund infrastructure
investments and for general corporate purposes.

Unamortized debt issue costs amounted to P1,176 and P1,499 as of December 31,
2014 and 2013, respectively.

Cc. The amount represents the drawdown of US$800 Notes (the “Notes”) issued on
April 19, 2013, from the Parent Company’s US$2,000 Medium Term Note
Programme which was listed on the SGX-ST on the same date. The Notes bear
interest at the rate of 4.875% per annum, payable semi-annually in arrears every 26"
of April and October of each year.

Unamortized debt issue costs amounted to P440 and P482 as of December 31, 2014
and 2013, respectively.

On March 19, 2015, the Parent Company announced in the SGX-ST the tender offer
for the purchase of up to US$400 of the US$800 Notes.

d. The amount represents the balance of the US$600 Exchangeable Bonds
(the “Bonds™) of the Parent Company issued on May 5, 2011 and listed on the
SGX-ST on the same date. The Bonds bear interest at the rate of 2.00% per annum,
payable semi-annually in arrears, every 5" of May and November of each year, with
the 1% interest payment made on November 5, 2011.

The Bonds are exchangeable for common shares from the treasury shares of the
Parent Company (Note 25). The number of common shares to be delivered in
exchange of a Bond is determined by dividing the principal amount of the Bond to be
exchanged (trandated into Philippine Peso at the fixed rate of P43.34=US$1.00) by
the initial exchange price of P137.50 per share, subject to adjustment in certain
circumstances.
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Pursuant to the resolution of the BOD of the Parent Company authorizing
management to refinance its existing financial obligations under such terms and
conditions which are favorable and advantageous to the Parent Company, the Parent
Company solicited the consent of the bondholders to tender their bonds for
repurchase. On various dates in 2013, the Parent Company has repurchased Bonds
having an aggregate principal amount of US$363. The aggregate cash amount paid
by the Parent Company based on the aggregate principa amount of the Bond
repurchased, as well as accrued interest, is US$398. The Group recognized aloss on
redemption of exchangeable bonds amounting to P1,500, shown as part of “Other
income (charges)” account in the 2013 consolidated statement of income (Note 32).

A total of US$24 and US$22 worth of exchangeable bonds representing 9,794,587
and 8,717,014 common shares of the Parent Company were exchanged at issue prices
ranging from P80.44 to P113.24 as of December 31, 2014 and 2013, respectively
(Note 25).

On May 5, 2014, the Parent Company redeemed the remaining balance of the
exchangeable bonds amounting to US$213, in accordance with the terms and
conditions of the said exchangeable bonds.

Unamortized bond issue costs amounted to P25 as of December 31, 2013.

The amount represents SMB’s peso-denominated fixed rate bonds (Bonds) worth
P38,800 which were sold to the public pursuant to a registration statement that was
rendered effective by the SEC on March 17, 2009 and were listed on the Philippine
Dealing & Exchange Corp. (PDEX) for trading.

The Bonds were issued in three series. Series A Bonds with a fixed interest rate of
8.25% per annum; Series B Bonds with a fixed interest rate of 8.875% per annum,
and Series C Bonds with a fixed interest rate of 10.50% per annum (Series ABC
Bonds).

The Series A Bonds (P13,590) and the Series B Bonds (P22,400) matured on April 3,
2012 and April 4, 2014, respectively, and were redeemed by SMB on the said dates.

The Series C Bonds with an aggregate principa amount of P2,810 remain
outstanding as of December 31, 2014.

Unamortized debt issue costs amounted to P17 and P34 as of December 31, 2014 and
2013, respectively.

The amount represents SMB’s Bonds worth P20,000, which were sold to the public
pursuant to a registration statement that was rendered effective by the SEC on
March 16, 2012. The Bonds were issued on April 2, 2012 at the issue price of
100.00% of face value in three series. Series D Bonds with fixed interest rate of
6.05% per annum; Series E Bonds with afixed interest rate of 5.93% per annum; and
Series F Bonds with a fixed interest rate of 6.60% per annum. The proceeds were
used to refinance SMB’s existing financial indebtedness and for general working
capital purposes.

The Series E Bonds and Series F Bonds were listed on the PDEx on April 2, 2012

while the Series D Bonds were listed for trading on the PDEXx effective October 3,
2012.
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Unamortized debt issue costs amounted to P138 and P163 as of December 31, 2014
and 2013, respectively.

On February 7, 2014, the BOD of SMB approved the issuance of Philippine peso-
denominated bonds of up to P15,000, subject to an option on the part of SMB to
increase the amount by up to P5,000 in case of an oversubscription, with a minimum
tenor of seven years and a maximum of 15 years, to support the redemption of the
Series B of the Series ABC Bonds, maturing on April 4, 2014.

Pursuant to such approval and registration statement rendered effective by the SEC
on March 17, 2014, SMB offered for sale to the public on March 17 to 25, 2014, the
Philippine peso fixed rate bonds in the aggregate principal amount of P15,000,
consisting of Series G Bonds in the aggregate principal amount of P12,462 with a
term of 7 years and interest rate of 5.50% per annum and Series H bonds in the
aggregate principal amount of P2,538 with a term of 10 years and interest rate of
6.00% per annum (Series GH Bonds).

Interest on the Series GH Bonds is paid every April 2 and October 2 of each year
(each an Interest Payment Date). SMB may aso (but shal be likewise not be
obligated to) redeem all (and not a part only) of the outstanding Series GH Bonds on
the 11™ Interest Payment Date for the Series G Bonds, and on the 14", 16" or 18"
Interest Payment Dates for the Series H Bonds.

The Series GH Bonds were issued and listed on the PDEX on April 2, 2014.
Unamortized debt issue costs amounted to P137 as of December 31, 2014.

On December 5 and 16, 2014, the BOD of SMB (through the Executive Committee
in the December 16, 2014 meeting) approved the conduct of a consent solicitation
process for the holders of record as of December 15, 2014 of the Series C Bonds,
Series D Bonds, Series E Bonds and Series F Bonds (Record Bondholders) for the
amendment of the negative covenants in the trust agreements covering the Series C
Bonds, Series D Bonds, Series E Bonds and Series F Bonds to align the same with
the negative covenants of the Series GH Bonds, and alow SMB to engage, or amend
its articles of incorporation to engage in the business of manufacturing, selling,
distributing, and/or dealing, in any and al kinds of beverage products (Negative
Covenant Amendment). SMB obtained the consents of Record Bondholders
representing 90% of the outstanding aggregate principal amount of the Series C
Bonds and 81.05% of the outstanding aggregate principa amount of the Series D
Bonds, Series E Bonds and Series F Bonds for the Negative Covenant Amendment.
The supplemental agreements amending the trust agreements covering the Series C
Bonds, Series D Bonds, Series E Bonds and Series F Bonds to reflect the Negative
Covenant Amendment were executed by SMB and the respective trustees of the said
Bonds on February 2, 2015.

The amount represents US$300, 7%, five-year bond issued by SMC Global in 2011
under the Regulations of the US Securities Act of 1933, as amended. The unsecured
bond issueislisted on the SGX-ST.

Unamortized bond issue costs amounted to P72 and P71 as of December 31, 2014
and 2013, respectively.
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The amount represents P20,000 peso-denominated notes issued by Petron in 2010.
The principal and interest will be trandated into and paid in US dollar based on the
average representative market rate at the applicable rate calculation date at the time
of each payment. The notes bear interest of 7% per annum, payable semi-annually in
arrears every 10" of May and November of each year. The notes will mature on
November 10, 2017.

Unamortized debt issue costs amounted to P109 and P141 as of December 31, 2014
and 2013, respectively.

The amount represents P1,500 and P12,300 drawdowns by SPI on September 30,
2014 and 2013, respectively, from the P13,800, 10-year term loan facility agreement
with syndicate of banks with fixed interest rate of 6.5446% and 6.3131%,
respectively. Effective November 29, 2014, Step Down Interest Rate is 6.2921% and
6.0606% for the 2014 and 2013 drawdowns, respectively. The Facility Agreement
has afina maturity date of September 2023.

The proceeds of the loan were used for the acquisition of the Power Plant Phase 1
and Power Plant Phase 2 in Limay, Bataan, from Petron (Note 6). The drawdown
includes payable to BOC amounting to P3,451 and P3,120 as of December 31, 2014
and 2013, respectively (Note 33).

Unamortized debt issue costs amounted to P221 and P183 as of December 31, 2014
and 2013, respectively.

The amount represents Fixed Rate Corporate Notes (FXCN) issued by Petron in 2011
consisting of Series A Notes amounting to P690 having a maturity of seven years
from the issue date and Series B Notes amounting to P2,910 having a maturity of
10 years from the issue date. The Notes are subject to fixed interest coupons of
6.3212% per annum for the Series A Notes and 7.1827% per annum for the Series B
Notes. The net proceeds from the issuance were used for genera corporate
requirements.

Unamortized debt issue costs amounted to P27 and P30 as of December 31, 2014 and
2013, respectively.

The amount represents drawdown by SMCSLC in 2011, from a loca bank, which
was used for working capital requirements.

. The amount represents corporate notes which SMFI offered for sale and subscription
to the public in December 2010. These are Philippine peso-denominated fixed rate
and floating rate notes with principal amounts of P800 and P3,700, respectively.
Both types of notes have a term of five years and one day beginning on
December 10, 2010 and ending on December 11, 2015. The fixed rate note bears
interest of 5.4885% per annum while the floating rate note bears interest based on
3-month PDST-F plus an agreed margin. Proceeds from the issuance of the notes
were used to fund expansion and investment in new businesses by SMFI and for
general corporate purposes.

Unamortized debt issue costs amounted to P9 and P17 as of December 31, 2014 and
2013, respectively.
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The amount represents FXCN issued by Petron amounting to P5,200 and P4,800 or a
total of P10,000. The P5,200 five-year notes bear a fixed rate of 8.14% per annum
and were redeemed on maturity date in June 2014. On the other hand, the P4,800
seven-year notes bear afixed rate of 9.33% per annum with six principal payments of
P48 per year commencing in June 2010 with the fina payment of P4,512 in
December 2016. Petron exercised the early redemption option and made a final
payment of P4,560 in December 2014.

Unamortized debt issue costs amounted to P26 as of December 31, 2013.

The amount represents syndicated |oans obtained by SMYAC which were used for
capital expenditures. Theloan was fully paid in 2014.

Unamortized debt issue costs amounted to P1 as of December 31, 2013.

The amount represents drawdown by GSMI, from a local bank, which was used for
working capital requirements. The loan was fully paid in December 2014.

Unamortized debt issue costs amounted to P2 as of December 31, 2013.

The amount represents series of drawdowns by PIDC amounting to P4,500 and
P7,000 in 2014 and 2013, respectively, from the P11,500 loan facility agreement
with loca banks, which were used to finance the TPLEX Project (Note 5). The loan
is payable in 24 quarterly installments commencing on the 51% month.

Unamortized debt issue costs amounted to P85 and P59 as of December 31, 2014 and
2013, respectively.

The amount represents drawdown from the loan agreement entered into by SMYPC
with BOC in October 2012 amounting to P3,500 used for genera financing and
corporate requirements maturing on October 11, 2019. In April 2014, SMYPC paid
P250 as partial settlement of the loan principal (Note 33).

Unamortized debt issue costs amounted to P10 and P14 as of December 31, 2014 and
2013, respectively.

The amount represents series of drawdowns by SIDC amounting to P1,411 and
P2,089 in 2014 and 2013, respectively, from the P3,500 loan facility agreement used
to refinance its existing debt and to finance the construction and development of
Stage II, Phase Il of the STAR Project. The loan is payable in 32 quarterly
installments commencing on the 27" month.

Unamortized debt issue costs amounted to P38 and P25 as of December 31, 2014 and
2013, respectively.

The amount represents series of drawdowns amounting to P832, P1,601 and P755 in
2014, 2013 and 2012, respectively, from a loan agreement entered into by TADHC
with BOC amounting to P3,300, used for financing the Airport Project. The loan is
payablein 28 quarterly installments commencing on the 12" quarter (Note 33).

Unamortized debt i ssue costs amounted to P14 and P12 as of December 31, 2014 and
2013, respectively.
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The amount represents EPSBPI’s unsecured loan used to finance the construction of
its bottling facilities. The loan is payable in equal quarterly installments starting
February 18, 2012, bearing an interest rate equivalent to the higher of benchmark rate
(three-month PDST-F rate) plus a spread or the overnight rate (BSP overnight
reverse repo rate on interest rate settling date).

The amount represents the seven-year bank loan obtained by CAIl from BOC in
April 2014 amounting to P350. The loan was obtained for capital expenditure
purposes (Note 33).

Unamortized debt issue costs amounted to P1 as of December 31, 2014.

. The amount represents SMC Global’s drawdown of US$500 from the US$650,
five-year term loan with a syndicate of banks signed on September 8, 2013. The loan
proceeds were used to refinance SMC Global’s existing US$200 three-year term loan
and to finance new investments in power-related assets. On November 15, 2013, the
US$650 facility agreement was amended to increase the facility amount to US$700.
Drawn amount from the facility agreement amounted to US$500 as of December 31,
2014.

Unamortized debt issue costs amounted to P376 and P473 as of December 31, 2014
and 2013, respectively.

The amount represents the US$300 loan facility signed and executed by Petron on
May 14, 2014. The facility is amortized over five years with a two-year grace period
and is subject to a floating interest rate plus a fixed spread. The total amount was
drawn in 2014 and the proceeds were used to refinance existing debt and for genera
corporate purposes. Petron completed the syndication of the facility, and increased
the facility amount to US$475 on September 29, 2014. Drawdowns related to the
additional US$175 were made on October 24 and November 6, 2014. Amortization
in seven equal amounts will start in May 2016, with final amortization due in
May 2019.

Unamortized debt issue costs amounted to P421 as of December 31, 2014.

The amount represents amount drawn from the loan facility signed and executed by
Petron on October 31, 2012, amounting to US$485 with a syndicate of nine banks.
The facility is amortized over five years with two-year grace period and is subject to
afloating interest rate plus a fixed spread. Petron has drawn US$210 and US$275 in
2013 and 2012, respectively. The proceeds were used to finance the capital
expenditure requirements of RMP-2 Project. The loan is payable in seven equa
amounts starting in November 2014, with final payment due in November 2017.
Petron made partia payments on June 24 and October 24, 2014 amounting to US$70
for each payment date.

Unamortized debt issue costs amounted to P335 and P463 as of December 31, 2014
and 2013, respectively.
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The amount represents the US$480 term loan facility signed and executed by Petron
on September 30, 2011. The 1% drawdown of US$80 was made on November 25,
2011. Petron availed of the remaining US$400 of the term loan facility on
February 15, 2012. The loan proceeds were used to finance the capital expenditure
requirements of the RMP-2 Project. Petron made partial payments amounting to
US$69, US$26 and US$H180 in 2014, 2013 and 2012, respectively. The facility is
amortized over five years with a two-year grace period and is subject to a floating
interest rate plus a fixed spread.

Unamortized debt issue costs amounted to P148 and P198 as of December 31, 2014
and 2013, respectively.

The amount represents the Malaysian ringgit (MYR) 300 loan availed by Petron
Malaysiain 2014. Proceeds from the loans were used to finance the refurbishment of
the retail stationsin Malaysia. All loans bear an interest rate of Cost of Fund (COF)
plus margin.

Unamortized debt issue costs amounted to P33 as of December 31, 2014.

Long-term debt includes interest-bearing amounts payable to arelated party amounting to
P10,240 and P8,976 as of December 31, 2014 and 2013, respectively (Note 33).

The debt agreements contain, among others, covenants relating to merger and
consolidation, maintenance of certain financia ratios, working capital requirements,
restrictions on loans and guarantees, disposal of a substantial portion of assets, significant
changes in the ownership or control of subsidiaries, payments of dividends and

redemption of capital stock.

The Group is in compliance with the covenants of the debt agreements as of

December 31, 2014 and 2013.

The movements in debt issue costs are as follows:

Note 2014 2013

Balance at beginning of year P3,919 P2,679
Additions 1,093 3,204
Amortization 30 (764) (1,322
Reclassification, capitalized and others (441) (642)
Balance at end of year P3,807 P3,919

Repayment Schedule

The annual maturities of long-term debt are as follows:
Y ear Gross Amount Debt Issue Costs Net
2015 P20,203 P351 P19,852
2016 37,935 609 37,326
2017 41,198 333 40,865
2018 110,287 1,664 108,623
2019 and thereafter 97,172 850 96,322
Total P306,795 P3,807 P302,988

Contractual terms of the Group’s interest-bearing loans and borrowings and exposure to

interest rate, foreign currency and liquidity risks are discussed in Note 40.
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23. Other Noncurrent Liabilities

Other noncurrent liabilities consist of:

Note 2014 2013
Retirement liabilities 35 P7,970 P7,466
ARO 4 1,659 1,004
Cash bonds 870 363
Cylinder deposits 442 210
Obligation to ROP - service concession
agreement 4,18,34 71 73
IRO 4 68 63
Redeemable preferred shares 4 15 14
Retention payable - 3,913
Others 996 513

40, 41 P12,091 P13,619

“Redeemabl e preferred shares” represent the preferred shares of TADHC issued in 2010.
The preferred shares are cumulative, non-voting, redeemable and with liquidation
preference. The shares are preferred as to dividends, which are given in the form of
coupons, at the rate of 90% of the applicable base rate (i.e., one year PDST-F). The
dividends are cumulative from and after the date of issue of the preferred shares, whether
or not in any period the amount is covered by available unrestricted retained earnings.

The preferred shares will be mandatorily redeemed at the end of the 10-year period from
and after the issuance of the preferred shares by paying the principal amount, plus al
unpaid coupons (at the sole option of TADHC, the preferred shares may be redeemed
earlier in whole or in part).

In the event of liquidation, dissolution, bankruptcy or winding up of the affairs of
TADHC, the holders of the preferred shares are entitled to be paid in full, an amount
equivalent to the issue price of such preferred shares plus al accumulated and unpaid
dividends up to the current dividend period or proportionately to the extent of the
remaining assets of TADHC, before any assets of TADHC will be paid or distributed to
the holders of the common shares.

“Others” include amounts owed to related parties amounting to P54 and P49 as of
December 31, 2014 and 2013, respectively (Note 33).

24. Income Taxes

Deferred tax assets and liabilities arise from the following:

2014 2013

Allowance for impairment losses on trade and other
receivables and inventory P3,643 P3,611
NOLCO 1,408 1,994
MCIT 486 446
Undistributed net earnings of foreign subsidiaries (713) (3,361)
Unrealized intercompany charges and others 2,007 1,857
P6,831 P4,547
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The above amounts are reported in the consolidated statements of financial position as
follows:

Note 2014 2013

Deferred tax assets 4 P14,651 P15,608
Deferred tax liabilities (7,820) (11,061)
P6,831 P4,547

As of December 31, 2014, the NOLCO and MCIT of the Group that can be claimed as
deduction from future taxable income and deduction from corporate income tax due,
respectively, are asfollows:

Y ear
Incurred/Paid Carryforward BenefitsUp To NOLCO MCIT
2012 December 31, 2015 P794 P83
2013 December 31, 2016 2,010 78
2014 December 31, 2017 1,888 325
P4,692 P486

The components of income tax expense are shown below:

2014 2013 2012
Current P10,891 P11,712 P9,248
Deferred (607) (8,012) (842)
P10,284 P3,700 P8,406

The reconciliation between the statutory income tax rate on income before income tax
and the Group’s effective income tax rate is as follows:

2014 2013 2012
Statutory income tax rate 30.00% 30.00% 30.00%
Increase (decrease) in income tax rate
resulting from:
Interest income subject to final tax (3.13%) (1.95%) (2.77%)
Equity in losses (net earnings) of
associates and joint ventures (0.98%) 0.53% (1.72%)
Gain on sale of investments subject to
final or capital gainstax (0.38%) (22.44%) (2.57%)
Others, mainly income subject to
different tax rates - net 1.27% 0.66% (4.69%)
Effective income tax rate 26.78% 6.80% 18.25%
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25. Equity

a.

The following are the significant developments:

Amendments to the Articles of Incorporation

On July 23, 2009, during the annual stockholders’ meeting of the Parent Company,
the stockholders approved the amendments to the Articles of Incorporation of the
Parent Company providing for the declassification of the common shares of the
Parent Company. The authorized capital stock of the Parent Company amounting to
P22,500 was divided into 2,034,000,000 Class “A” common shares, 1,356,000,000
Class “B” common shares with a par value of P5.00 per share and 1,110,000,000
Series “1” preferred shares with a par value of P5.00 per share, and defined the terms
and features of the Series “1” preferred shares. The SEC approved the amendments
to the Amended Articles of Incorporation of the Parent Company on August 20,
20009.

During the April 18, 2012 and June 14, 2012 meetings of the BOD and stockholders
of the Parent Company, respectively, the BOD and stockholders approved the
amendments to the Articles of Incorporation of the Parent Company, to increase the
authorized capital stock of the Parent Company from P22,500 to P30,000 as follows:
(@ the increase in the number of the common shares from 3,390,000,000
common shares to 3,790,000,000, or an increase of 400,000,000 common shares; and
(b) the creation and issuance of 1,100,000,000 Series “2” preferred shares with a par
value of P5.00 per share.

On September 21, 2012, the SEC approved the amendment to the Articles of
Incorporation of the Parent Company to increase the authorized capital stock, and
consequently creating the Series “2” preferred shares.

Exchange of Capital Stock

On July 23, 2009, the stockholders of the Parent Company approved the Offer by the
Parent Company to exchange existing common shares of up to approximately 35% of
the issued and outstanding capital stock of the Parent Company with Series “1”
preferred shares. The exchange ratio was one common share for one Series “1”
preferred share and the qualified shareholders of record as of July 2, 2009, were
vested with the right to participate on the exchange.

On October 5, 2009, the Parent Company completed the exchange of 476,296,752
Class “A” common shares and 396,876,601 Class “B” common shares for Series “1”

preferred shares.

Series “1” Preferred Shares

On October 15, 2009, the BOD of the Parent Company approved the issuance,
through private placement, of up to 226,800,000 Series “1” preferred shares.

On December 22, 2009, the Parent Company issued 97,333,000 Series “1” preferred

shares to qualified buyers and by way of private placement to not more than 19
non-qualified buyers at the issue price of P75.00 per Series “1” preferred share.
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Series “2” Preferred Shares

On June 26, 2012, the Parent Company filed with the SEC a Notice of Filing of
Registration Statement for the registration of up to 1,067,000,000 Series “2”
preferred shares with par value of P5.00 per share, to be offered by way of public
offering, inclusive of sharesfor oversubscription.

Capital Sock

Common Shares

On July 27, 2010, the BOD of the Parent Company approved the offer to issue
approximately 1,000,000,000 common shares (from unissued capital stock and
treasury shares) at a price of not less than P75.00 per share.

Effective August 26, 2010, all Class “A” common shares and Class “B” common
shares of the Parent Company were declassified and are considered as common
shares without distinction, as approved by the SEC. Both shall be available to
foreign investors, subject to the foreign ownership limit.

The Parent Company has a total of 37,194 common stockholders as of December 31,
2014.

The movements in the number of issued and outstanding shares of common stock are
asfollows:

Note 2014 2013 2012
Issued and outstanding
shares at beginning of year 3,282,756,743 3,281,546,290 3,279,334,575
I ssuances during the year 39 140,928 1,210,453 2,211,715
Issued shares at end of year 3,282,897,671  3,282,756,743  3,281,546,290
Less treasury shares 904,752,537 905,761,960 908,892,669
Issued and outstanding
shares at end of year 2,378,145,134 2,376,994,783  2,372,653,621
Preferred Shares

i. Series “1” Preferred Shares

Series “1” preferred shares have a par value of P5.00 per share and are entitled to
receive cash dividends upon declaration by and at the sole option of the BOD of
the Parent Company at afixed rate of 8% per annum cal culated in respect of each
Series “1” preferred share by reference to the Issue Price thereof in respect of
each dividend period.

Series “1” preferred shares are non-voting except as provided for under the
Corporation Code. The Series “1” preferred shares are redeemable in whole or in
part, at the sole option of the Parent Company, at the end of three years from the
issue date at P75.00 plus any accumulated and unpaid cash dividends.

All shares rank equally with regard to the residual assets of the Parent Company,

except that holders of preferred shares participate only to the extent of the issue
price of the shares plus any accumulated and unpaid cash dividends.
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On October 3, 2011 and December 8, 2010, the Parent Company listed
97,333,000 and 873,173,353 Series “1” preferred shares worth P7,300 and
P65,488, respectively.

ii. Series “2” Preferred Shares

Series “2” preferred shares consisting of 1,067,000,000 shares were fully
subscribed at the issue price of P75.00 per share. The Series “2” preferred shares
were issued in three sub-series (Subseries “2-A”, Subseries “2-B” and Subseries
“2-C”) and are peso-denominated, perpetual, cumulative, non-participating and
non-voting.

The Parent Company has the redemption option starting on the 3¢, 5" and 7"
year and every dividend payment thereafter, with a “step-up” rate effective on
the 5", 7" and 10" year, respectively, if the shares are not redeemed. Dividend
rates are 7.500%, 7.625% and 8.000% per annum for Subseries “2-A”, “2-B” and
“2-C”, respectively.

Bulk of the proceeds from the issuance of Series “2” preferred shares were used
by the Parent Company to redeem the Series “1” preferred shares as well as for
general corporate purposes, including short-term debt repayment.

On September 28, 2012, the Parent Company listed the Series ‘“2” preferred
shares on the PSE.

The Parent Company has 1,067,000,000 outstanding Series “2” preferred shares
and has atotal of 935 preferred stockholders as of December 31, 2014.

c. Treasury Shares

Treasury shares consist of:

2014 2013 2012
Common P67,093 P67,166 P67,336
Preferred 72,788 72,788 72,788

P139,881 P139,954 P140,124

I.  Common Shares

The movements in the number of common shares held in treasury are as follows:

Note 2014 2013 2012

Number of shares at

beginning of year 905,761,960 908,892,669 910,303,273
Cancellation of ESPP 39 68,150 3,410,250 -
Conversion of exchangeable

bonds 22 (1,077,573) (6,540,959) (1,410,604)
Number of shares at

end of year 904,752,537 905,761,960 908,892,669
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1. A portion of the total treasury shares of the Parent Company came from
25,450,000 common shares, with an acquisition cost of P481, [net of the cost
of the 1,000,000 shares paid to the Presidential Commission on Good
Government (PCGG) as arbitral fee pursuant to the Compromise Agreement,
as herein defined] which were reverted to treasury in 1991 upon
implementation of the Compromise Agreement and Amicable Settlement
(Compromise Agreement) executed by the Parent Company with the United
Coconut Planters Bank (UCPB) and the Coconut Industry Investment Fund
(ClIF) Holding Companies in connection with the purchase of the Parent
Company shares under an agreement executed on March 26, 1986.

Certain parties have opposed the Compromise Agreement. The right of such
parties to oppose, as well as the propriety of their opposition, has been the
subject matters of cases before the Sandiganbayan and the Supreme Court.

On September 14, 2000, the Supreme Court upheld a Sandiganbayan
Resolution requiring the Parent Company to deliver the 25,450,000 common
shares that were reverted to treasury in 1991 to the PCGG and to
pay the corresponding dividends on the said shares (the “Sandiganbayan
Resolution™).

On Octaober 10, 2000, the Parent Company filed a motion for reconsideration
with the Supreme Court to be alowed to comply with the delivery and
payment of the dividends on the treasury shares only in the event that another
party, other than the Parent Company, is declared owner of the said sharesin
the case for forfeiture (Civil Case) filed by the Philippine government
(Government).

On April 17, 2001, the Supreme Court denied the motion for reconsideration.

On September 19, 2003, the PCGG wrote the Parent Company to deliver to
the PCGG the stock certificates and cash and stock dividends under the
Sandiganbayan Resolution upheld by the Supreme Court. The Parent
Company referred the matter to its external financial advisor and externa
legal counsd for due diligence and advice. The external financial advisor
presented to the BOD on December 4, 2003 the financial impact of
compliance with the resolution considering “with and without due
compensation” scenarios, and applying different rates of return to the
origina amount paid by the Parent Company. The financial advisor stated
that if the Parent Company is not compensated for the conversion of the
treasury shares, there will be: (a) a negative one-off EPS impact in 2003 of
approximately 17.5%; (b) net debt increase of approximately P2,100; and
(c) anegative EPS impact of 6.9% in 2004. The external legal counsd at the
same meeting advised the BOD that, among others, the facts reviewed
showed that: (a) the compromise shares had not been validly sequestered;
(b)no timely direct action was filed to nullify the transaction;
(c) no rescission can be effected without a return of consideration; and
(d) more importantly, requiring the Parent Company to deliver what it
acquired from the sellers without a substantive ground to justify it, and a
direct action in which the Parent Company is accorded full opportunity to
defend its rights, would appear contrary to its basic property and due process
rights. The external legal counsel concluded that the Parent Company has
“legal and equitable grounds to challenge the enforcement” of the
Sandiganbayan Resol ution.
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On January 29, 2004, the external legal counsd made the additional
recommendation that the Parent Company should file a Complaint-in-
Intervention in the Civil Case (now particularly identified as SB Civil Case
No. 0033-F), the forfeiture case brought by the Government involving the
so-called CIIF block of the Parent Company shares of stock of which the
treasury shares were no longer a portion. The Complaint-in-Intervention
would pray that any judgment in the Civil Case forfeiting the ClIF block of
the Parent Company shares of stock should exclude the treasury shares.

At its January 29, 2004 meeting, the BOD of the Parent Company
unanimously decided to: (a) deny the PCGG demand of September 19, 2003,
and (b) authorize the filing of the Complaint-in-Intervention. Accordingly,
the externa legal counsel informed the PCGG of the decision of the Parent
Company and the Complaint-in-Intervention was filed in the Civil Case.

In a Resolution dated May 6, 2004, the Sandiganbayan denied the
Complaint-in-Intervention. The externa legal counsel filed a Motion for
Reconsideration, which was denied by the Sandiganbayan in its Decision
dated November 28, 2007.

The external legal counsdl advised that because the Sandiganbayan had
disadlowed the Parent Company’s intervention, the Sandiganbayan’s
disposition of the so-called CIIF block of the Parent Company shares in
favor of the Government cannot bind the Parent Company, and that the
Parent Company remains entitled to seek the nullity of that disposition
should it be claimed to include the treasury shares.

The externa legal counsel also advised that the Government has, in its own
court submissions: (i) recognized the Parent Company’s right to the treasury
shares on the basis that the Compromise Agreement is valid and binding on
the parties thereto; and (ii) taken the position that the Parent Company and
UCPB had aready implemented the Compromise Agreement voluntarily,
and that the PCGG had conformed to the Agreement and its implementation.
The Executive Committee of the Parent Company approved the
recommendation of external legal counsel on January 18, 2008 which was
ratified by the BOD on March 6, 2008.

On July 23, 2009, the stockholders of the Parent Company approved the
amendment of the Articles of Incorporation to issue Series “1” preferred
shares, and the offer to exchange common shares to Series “1” preferred
shares. The PCGG, with the approval of the Supreme Court in its Resolution
dated September 17, 2009, converted the sequestered common shares in the
Parent Company in the name of the CIIF Holding Companies, equivalent to
24% of the outstanding capital stock, into Series “1” preferred shares.
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On February 11, 2010, the Supreme Court, amending its Resolution dated
September 17, 2009, authorized the PCGG to exercise discretion in
depositing in escrow, the net dividend earnings on, and/or redemption
proceeds from, the Series “1” preferred shares of the Parent Company, either
with the Development Bank of the Philippines/Land Bank of the Philippines
or with the UCPB. All dividends accruing to the Series “1” preferred shares
are remitted to the escrow account established with UCPB. On October 5,
2012, the Parent Company redeemed all Series “1” preferred shares
including those Series “1” preferred shares in the name of the CIIF Holding
Companies. Proceeds of such redemption with respect to Series “1”
preferred shares in the name of the CIIF Holding Companies, including all
accumulated dividends were paid to the Nationa Treasury. Asof October 5,
2012, CIIF Holding Companies are no longer stockholders of the Parent
Company.

On June 30, 2011, the PCGG filed with the Supreme Court relating to an
Urgent Motion to Direct the Parent Company to comply with the
Sandiganbayan Resolution (the “Urgent Motion”). On March 30, 2012, the
Parent Company filed a Comment on the Urgent Motion in compliance with
the Supreme Court's Resolution dated December 13, 2011 in
G.R. Nos. 180705, 177857-58 and 178193, which was received by the Parent
Company on February 22, 2012, directing the Parent Company to file its
Comment on the Urgent Motion. The Supreme Court, in the Resolution of
April 24, 2012 noted the comment of the Parent Company.

Theresafter, the PCGG filed in G.R. Nos. 177857-58 and 178193 a
“Manifestation and Omnibus Motion 1) To Amend the Resolution
Promulgated on September 4, 2012 to Include the “Treasury Shares” Which
are Part and Parcel of the 33,133,266 Coconut Industry Investment Fund
(CIIF) Block of San Migue Corporation (SMC) Shares of 1983 Decreed by
the Sandiganbayan, and Sustained by the Honorable Court, as Owned by the
Government; and 2) To Direct San Miguel Corporation (SMC) to Comply
with the Final and Executory Resolutions Dated October 24, 1991 and
March 18, 1992 of the Sandiganbayan Which Were Affirmed by the
Honorable Court in G.R. Nos. 104637-38” (“Manifestation and Omnibus
Motion”).

The Supreme Court, in the Resolution of November 20, 2012 in
G.R. Nos. 177857-58 and 178193, required the Parent Company to comment
on COCOFED, et al.’s “Manifestation” dated October 4, 2012 and PCGG’s
“Manifestation and Omnibus Motion.” Atty. Estelito P. Mendoza, counsel
for Eduardo M. Cojuangco, Jr. in G.R. No. 180705, who is a party in that
case, filed a “Manifestation Re: ‘Resolution’ dated November 20, 2012,
dated December 17, 2012, alleging that () Mr. Cojuangco, Jr. is not a party
in G.R. Nos. 177857-58 and 178193 and he has not appeared as counsel for
any party in those cases; (b) the Parent Company is likewise not a party in
those cases, and if the Parent Company is indeed being required to comment
on the pleadings in the Resolution of November 20, 2012, a copy of the
Resolution be furnished the Parent Company; and (c) the Supreme Court had
already resolved the motion for reconsideration in G.R. Nos. 177857-58 and
178193 and stated that “no further pleadings shall be entertained, thus, any
motion filed in the said cases thereafter would appear to be in violation of the
Supreme Court’s directive”.
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In its Resolution of June 4, 2013 in G.R. Nos. 177857-58 and 178193, the
Supreme Court required the Parent Company to file its comment on the
(a) Manifestation, dated October 4, 2012 filed by petitioners COCOFED,
et a. and (b) Manifestation and Omnibus Motion dated October 12, 2012
filed by the Office of the Solicitor General for respondent Republic
of the Philippines, as required in the Supreme Court Resolution, dated
November 20, 2012, within ten (10) days from notice thereof.

In the latest Resolution, dated September 10, 2013, the Supreme Court
directed the Parent Company, through its counsel or representative, to
immediately secure from the Office of the Clerk of Court of the Supreme
Court En Banc photocopies of the (a) Manifestation, dated October 4, 2012
filed by petitioners COCOFED, et a. and (b) Manifestation and Omnibus
Motion dated October 12, 2012 filed by the Office of the Salicitor, and
granted the Parent Company’s motion for a period of thirty (30) days from
receipt of the pleadings within which to file the required comment per
resol utions dated November 20, 2012 and June 4, 2013.

The Parent Company, thru external counsel, filed the following comments
required in the Supreme Court Resolution of June 4, 2013 in G.R.
Nos. 177857-58; (a) “Comment of San Miguel Corporation on the
‘Manifestation’ of Petitioners COCOFED, et al., Dated October 4, 2012 on
November 6, 2013; and (b) “Comment of San Miguel Corporation on the
‘Manifestation and Omnibus Motion...” Dated October 12, 2012 of the
Respondent Republic” on December 3, 2013.

In the Entry of Judgment received on January 27, 2015, the Supreme Court
entered in the Book of Entries of Judgments the Resolution of September 4,
2012 in G.R. Nos. 177857-58 and G.R. No. 178193 wherein the Supreme
Court clarified that the 753,848,312 SMC Series “1” preferred shares of the
ClF companies converted from the CIIF block of SMC shares, with all the
dividend earnings as well as al increments arising therefrom shall now be
the subject matter of the January 29, 2012 Decision and declared owned by
the Government and used only for the benefit of al coconut farmers and for
the development of the coconut industry. Thus, the fallo of the Decision
dated January 24, 2012 was accordingly modified.

In the meantime, the Parent Company has available cash and shares of stock
for the dividends payable on the treasury shares, in the event of an
unfavorable ruling by the Supreme Court.

In 2009, 873,173,353 common shares were acquired through the exchange of
common shares to preferred shares, on a one-for-one basis, a P75.00 per
share amounting to P65,488.

On May 5, 2011, the Parent Company completed the secondary offering of
its common shares. The offer consists of 110,320,000 shares of stock of the
Parent Company consisting of 27,580,000 common shares from the treasury
shares of the Parent Company and 82,740,000 common shares of
Top Frontier. The Offer Shares were priced at P110.00 per share on
April 20, 2011.
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4. Also on May 5, 2011, US$600 worth of exchangeable bonds of the Parent
Company sold to overseas investors were simultaneoudy listed at the
SGX-ST. The exchangeable bonds have a maturity of three years, a coupon
of 2% per annum and a conversion premium of 25% of the offer price. The
exchangeable bonds are exchangeable for common shares from the treasury
shares of the Parent Company. The initial exchange price for the exchange
of the exchangeable bondsinto common shares is P137.50 per share.

On December 5, 2011, 765,451 common shares were delivered to the
bondholders of the Parent Company’s exchangeable bonds who exercised
their exchange rights under the terms and conditions of the bonds at an
exchange price of P113.24 per share. Subsequently on December 8, 2011
and February 10 and 16, 2012, the delivered common shares of stock of the
Parent Company were transacted and crossed at the PSE via a specia block
sale in relation to the issuance of common shares pursuant to the US$600
exchangeabl e bonds of the Parent Company.

On April 29, 2014 and on various dates in 2013 and 2012, additional
1,077,573, 6,540,959 and 1,410,604 common shares, respectively, were
delivered to the bondholders of the Parent Company’s exchangeable bonds
who exercised their exchange rights under the terms and conditions of the
bonds at exchange prices ranging from P80.44 to P113.24 per share. The
additional common shares of stock of the Parent Company were transacted
and crossed at the PSE on various dates via special block sales.

A total of 9,794,587 and 8,717,014 common shares were issued to the
bondholders of the Parent Company’s exchangeable bonds as of
December 31, 2014 and 2013, respectively (Note 22).

5. A tota of 68,150 and 3,410,250 common shares under the ESPP were
cancelled and reverted to treasury shares in 2014 and 2013, respectively
(Note 39).

Il. Series “1” Preferred Shares

On August 13, 2012, the BOD of the Parent Company approved the redemption
of Series “1” preferred shares at a redemption price of P75.00 per share.
On October 5, 2012, 970,506,353 Series “1” preferred shares were reverted to
treasury and were no longer outstanding but remained issued as of December 31,
2014.

Unappropriated Retained Earnings

The unappropriated retained earnings of the Parent Company is restricted in the
amount of P67,093, P67,166 and P67,336 in 2014, 2013 and 2012, respectively,
representing the cost of common shares held in treasury.

The Group’s unappropriated retained earnings includes the accumulated earnings in

subsidiaries and equity in net earnings of associates and joint ventures not available
for declaration as dividends until declared by the respective investees.
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e. Appropriated Retained Earnings

The BOD of certain subsidiaries approved additional appropriations amounting to
P23,858, P1,015 and P5,904 in 2014, 2013 and 2012, respectively, to finance future
capital expenditure projects. Reversal of appropriations amounted to P4 and P3,000
in 2013 and 2012, respectively.

26. Cost of Sales

Cost of sales consists of:

Note 2014 2013 2012
Inventories P515,138 P498,098 P468,655
Taxes and licenses 40,088 36,551 30,804
Energy fees 34 30,776 31,269 33,150
Depreciation, amortization and
impairment 28 15,541 14,096 13,117
Fuel and oil 11,834 10,448 13,269
Freight, trucking and handling 11,653 10,300 7,890
Contracted services 9,227 8,672 7477
Communications, light and water 8,933 5,978 5,562
Construction cost 8,735 970 85
Personnel 29 6,484 5,528 5,020
Power purchase 6,046 3,929 4,452
Repairs and maintenance 2,934 3,391 3,425
Rent 4,34 683 655 754
Others 1,569 1,971 1,921

P669,641 P631,856 P595,581

27. Sdling and Administrative Expenses

Selling and administrative expenses consist of:

2014 2013 2012
Selling P28,823 P29,892 P28,970
Administrative 28,195 31,079 23,630

P57,018 P60,971 P52,600
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Sdlling expenses consist of

Note 2014 2013 2012
Personnel 29 P7,330 P6,884 P6,890
Freight, trucking and handling 7,194 7,020 6,407
Advertising and promotions 5,035 6,952 7,085
Depreciation, amortization and
impairment 28 3,076 2,679 2,239
Rent 4,34 2,807 2,398 2,232
Repairs and maintenance 1,071 1,266 1,320
Taxes and licenses 621 634 524
Professiona fees 562 499 487
Supplies 453 209 422
Communications, light and water 451 470 396
Others 4,10, 39 223 881 968

P28,823 P29,892 P28,970

Administrative expenses consist of:

Note 2014 2013 2012
Personnel 29 P13,773 P12,392 P11,433
Depreciation, amortization and
impairment 28 4,464 4,613 4,633
Professiona fees 2,623 2,206 2,013
Taxes and licenses 2,060 1,712 1,119
Advertising and promotion 1,175 1,027 1,105
Communications, light and water 840 916 745
Repairs and maintenance 782 776 835
Supplies 645 873 682
Freight, trucking and handling 265 306 269
Rent 4,34 159 262 33
Research and devel opment 134 113 119
Others 39 1,275 5,883 644

P28,195 P31,079 P23,630

“Others” consist of entertainment and amusement, gas and oil, and other administrative
expenses.

-112 -



28. Depreciation, Amortization and I mpair ment
Depreciation, amortization and impairment are distributed as follows:

Note 2014 2013 2012

Cost of sdles:
Property, plant and equipment 7,15 P13,071 P12,181 P11,972
Deferred containers, biologica

assets and others 17,19 2,470 1,915 1,145
26 15,541 14,096 13,117

Selling and administrative expenses:
Property, plant and equipment 7,15 4,697 4,624 4,022
Deferred containers and others 19 2,843 2,668 2,850
27 7,540 7,292 6,872

P23,081 P21,388 P19,989

“Others” include amortization of concession rights, computer software, leasehold and
land use rights, licenses and investment property.

29. Personnel Expenses

Personnel expenses consist of:

Note 2014 2013 2012
Salaries and wages P13,291 P11,935 P11,010
Retirement costs 35 1,191 1,362 1,108
Other employee benefits 13,105 11,507 11,225

P27,587 P24,804 P23,343

Personnel expenses are distributed as follows:

Note 2014 2013 2012
Cost of sales 26 P6,484 P5,528 P5,020
Sdlling expenses 27 7,330 6,884 6,890
Administrative expenses 27 13,773 12,392 11,433

pP27,587 P24,804 P23,343

30. Interest Expense and Other Financing Charges

Interest expense and other financing charges consist of :

Note 2014 2013 2012
Interest expense P26,566 P27,191 P26,852
Other financing charges 12 3,144 3,779 2,948

P29,710 P30,970 P29,800
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Amortization of debt issue costs included in “Other financing charges” amounted to
P764, P1,322 and P1,234 in 2014, 2013 and 2012, respectively (Note 22).

Interest expense on loans payable, long-term debt and finance lease liabilities is as

follows:
Note 2014 2013 2012
Loans payable 20 P5,028 P6,114  P5411
Long-term debt 22 10,820 10,093 10,110
Finance lease liabilities 34 10,718 10,984 11,331

P26,566 P27,191 P26,852

31. Interest Income

Interest income consists of ;

Note 2014 2013 2012
Interest from short-term investments,
cash in banks and others P3,530 P2,446 P2,730
Interest on amounts owed by
related parties 33,35 482 1,093 1,523

P4,012 P3,539  P4,253

32. Other Income (Charges)

Other income (charges) consists of:

Note 2014 2013 2012

Gains (losses) on derivatives - net 41 P7,513 P2,448 (P1,270)
PSALM monthly fees reduction 815 872 918
Remeasurement of property

dividends and AFS financia

assets 13 - 4,863 -
L oss on redemption of

exchangeable bonds 22 - (1,500) -
Reversal (additional provision)

on impairment (a) 15, 18, 19 (242) (1,502) 1,060
Gains (losses) on foreign exchange 40 (2,412) (19436) 11,373
Others (b) 633 474 608

P6,307 (P13,780) P12,689

a. Reversal (Additional Provision) on Impairment of Property, Plant and Equipment,
Trademarks and Brand Names and Idle Assets.

SVIBHK and San Miguel (Guangdong) Brewery Company Limited (SVIGB)

The Group has determined that no further impairment losses, nor reversals of
previously recognized impairment losses are required as of December 31, 2014 and
2013. The recoverable amount, which is the value in use, exceeds the carrying
amount.

- 114 -



SVIBHK. In 2012, there was a change in the estimates used to determine the
SMBHK cash-generating unit’s (SMBHK CGU) recoverable amount as the Group
was able to determine fair value less cost to sell based on ardiable estimate of the
amount obtainable from the sale of most of the assets belonging to the SMBHK CGU
under an arm’s length transaction between knowledgeable and willing parties, due to
recent comparabl e transaction data becoming available. The fair value less costs to
sell of the SMBHK CGU was greater than the value-in-use as of December 31, 2012.
Hence, the Group determined the recoverable amount based on the fair value less
coststo sell and reversed a part of previously recognized impairment |osses in respect
of the SMBHK CGU to the extent that the revised carrying amount of individual
assets does not exceed the smaller of: (i) the fair value less costs to sell as of
December 31, 2012; and (ii) what would have been determined had no impairment
loss been recognized in prior years.

The estimates of the cash-generating unit’s fair value less costs to sell were
determined by reference to the observable market prices for smilar assets. In
estimating this amount, the Group engaged an independent firm of surveyors, LCH
(Asia-Pacific) Surveyors Limited, that has among its staff, members of the
Hong Kong Institute of Surveyors.

Also in 2012, the Group noted an increase in the investment property’s recoverable
amount, mainly arising from an increase in the fair value less costs to sell, which
exceeded the relevant carrying amount. Hence, the Group reversed previously
recognized impairment losses on the investment property to the extent that the
revised carrying amount does not exceed the smaller of: (i) the fair value less costs to
sell as of December 31, 2012; and (ii) what would have been determined had no
impairment loss been recognized in prior years.

The estimates of the investment property’s fair value less costs to sell were
determined by reference to the observable market prices for similar assets.
In estimating this amount, the Group engaged an independent firm of surveyors,
LCH (Asia-Pacific) Surveyors Limited, that has among its staff, members of the
Hong Kong Institute of Surveyors.

A reversal of an impairment loss was made to the carrying amount that would have
been determined had no impairment loss been recognized in prior years with respect
to interests in leasehold land held for own use under operating leases, as there has
been afavorable change in the estimates used to determine the recoverable amount.

SMIGB. In 2012, the Group noted that fierce market competition resulted in the
decline in the demand for its products in mainland China compared to previous sales
forecasts. Consequently, operating losses were incurred. These factors are indications
that non-current assets of the operations in mainland China, comprising mainly of the
production plant located in Shunde, Guangdong Province and other tangible assets
may be impaired. The Group recognized an impairment loss amounting to P20 in
2012.

The estimates of recoverable amount were based on the assets’ fair values less costs
to sdall, determined by reference to the observable market prices for similar assets. In
estimating this amount, the Group engaged an independent firm of surveyors, LCH
(Asia-Pacific) Surveyors Limited, that has among its staff, members of the Hong
Kong Institute of Surveyors.
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Based on the Group’s assessment of the recoverable amounts of the CGUs to which
these assets belong, the carrying amounts of the assets in the CGUs were written
down (up) by (P1,428) included as part of “Other income (charges)” account in 2012.

SMIGFB. SMGFB’s plant ceased operations due to significant decline in market
demand for its products. As a result, the Group estimated the recoverable amount of
the assets and noted that such is below the carrying amount. Accordingly, an
impairment loss amounting to P1,501 was recognized in profit or lossin 2013.

b. “Others” consist of rent income, commission income, dividend income from AFS
financial assets, changes in fair value of financial assets at FVPL, gain on settlement
of ARO and insurance claims.

33. Related Party Disclosures

The Parent Company, certain subsidiaries and their shareholders and associates and joint
ventures in the normal course of business, purchase products and services from one
another. Transactions with related parties are made a normal market prices and terms.
An assessment is undertaken at each financial year by examining the financia position of
the related party and the market in which the related party operates.

The following are the transactions with related parties and the outstanding balances as of

December 31:
Revenue Purchases Amounts Amounts
from from Owed by Owed to
Related Related Related  Related
Note Year Parties Parties Parties  Parties Terms Conditions
Ultimate Parent 36 2014 P26 P - P5,677 P551  Ondemand or Unsecured;
Company lessthan 4to 6
years;
2013 - - 5,658 551 Interest and No impairment
non-interest
bearing
Retirement 10,19,35 2014 216 - 12,686 - On demand,; Unsecured;
Plans 2013 25 - 22,604 - Interest No impairment
bearing
Associates  10,19,21,23 2014 2,066 98 7473 159 Ondemand; Unsecured;
2013 11,078 332 10,173 1 Interest and No impairment
non-interest
bearing
20,22 2014 - - - 16,640 Lessthanl Unsecured and
2013 - - - 13,251 to10years; secured
Interest bearing
JvC 10,19,21 2014 - 83 674 1 Ondemand; Unsecured;
2013 - 137 325 28 Non-interest No impairment
bearing
Shareholders 10,21,23 2014 107 15 20 347 Ondemand; Unsecured;
insubsidiaries 2013 - 36 61 239 Non-interest No impairment
bearing
Others 10, 21,23 2014 92 - 6,931 46  On demand; Unsecured;
2013 10 - 11 1,078 Non-interest No impai rment
bearing
Total 2014 P2,507 P196 P33,461 P17,744
Total 2013 P11,113 P505 P38,832 P15,148
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a. Amounts owed by related parties consist of current and noncurrent receivables and
deposits, and share in expenses.

b. Amounts owed to related parties consist of trade payables and professional fees. The
amount owed to the Ultimate Parent Company pertains to dividend payable
(Note 36).

c. The amounts owed to associates include interest bearing loans to BOC presented as
part of “Loans payable” and “Long-term debt” accounts in the consolidated
statements of financial position.

d. The compensation of key management personnel of the Group, by benefit type,

follows:
Note 2014 2013 2012
Short-term employee benefits P544 P489 PA47
Retirement benefits 35 D (15 (251)
Share-based payments 39 - 10 17
P543 PA484 P213

34. Significant Agreements and L ease Commitments

Significant Agreements:

= Energy

a

Independent Power Producer (IPP) Administration (IPPA) Agreements

As aresult of the biddings conducted by PSALM for the Appointment of the IPP
Administrator for the Contracted Capacity of the following power plants, the
Group was declared the winning bidder and act as IPP Administrator through the
following subsidiaries:

Subsidiary Power Plant Location
SMEC Sual Coal - Fired Power Station Sual, Pangasinan
(Sual Power Plant) Province
SPDC San Roque Hydroelectric Power Plant  San Roque, Pangasinan
(San Roque Power Plant) Province
SPPC Ilijan Natural Gas - Fired Combined Ilijan, Batangas
Cycle Power Plant (Ilijan Power Province
Plant)

The IPPA Agreements are with the conformity of National Power Corporation
(NPC), a government-owned and controlled corporation created by virtue of
Republic Act (RA) No.6395, as amended, whereby NPC confirms,
acknowledges, approves and agrees to the terms of the Agreements and further
confirms that for so long as it remains the counterparty of the IPP, it will comply
with its obligations and exercise its rights and remedies under the origina
agreement with the IPP at the request and instruction of PSALM.
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The IPPA Agreements include, among others, the following common salient
rights and obligations:

i. Theright and abligation to manage and control the contracted capacity of the
power plant for its own account and at its own cost and risks;

ii. Theright to trade, sell or otherwise deal with the capacity (whether pursuant
to the spot market, bilateral contracts with third parties or otherwise) and
contract for or offer related ancillary services, in al casesfor its own account
and at its own risk and cost. Such rights shall carry the rights to receive
revenues arising from such activities without obligation to account therefore
to PSALM or any third party;

iii. The right to receive a transfer of the power plant upon termination of the
IPPA Agreement at the end of the corporation period or in case of buy-out;

iv. For SMEC and SPPC, the right to receive an assignment of NPC’s interest to
exigting short-term bilateral power supply contracts;

v. Theobligation to supply and deliver, at its own cost, fuel required by the IPP
and necessary for the Sual Power Plant to generate the electricity required to
be produced by the IPP;

vi. Maintain the performance bond in full force and effect with a qualified bank;
and

vii. The obligation to pay PSALM the monthly payments and energy fees in
respect of all electricity generated from the capacity, net of outages.

Relative to the IPPA Agreements, SMEC, SPDC and SPPC have to pay PSALM
monthly payment for 15 years until October 1, 2024, 18 years until April 26,
2028 and 12 years until June 26, 2022, respectively. Energy fees for 2014 and
2013 amounted to P30,776 and P31,269, respectively (Note 26). SMEC, SPDC
and SPPC renewed their performance bonds in US dollar amounting to US$58,
US$20 and US$60, which will expire on November 3, 2015, January 25, 2015
and June 16, 2015, respectively. Subsequently, the performance bond of SPDC
was renewed up to January 25, 2016.

Market Participation Agreements (MPA)

SMEC, SPDC and SPPC have entered into a MPA with the Philippine Electricity
Market Corporation (PEMC) to satisfy the conditions contained in the Philippine
WESM Rules on WESM membership and to set forth the rights and obligations
of a WESM member. Under the WESM Rules, the cost of administering and
operating the WESM shall be recovered through a charge imposed on all WESM
members or transactions, as approved by Energy Regulatory Commission (ERC).
For the years ended December 31, 2014 and 2013, PEMC’s market fees charged
to SMEC, SPDC and SPPC amounted to P234 and P247, respectively.
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In March 2013, SMELC entered into an MPA for Supplier as Direct WESM
Member - Customer Trading Participant Category with the PEMC to satisfy the
conditions contained in the Philippine WESM Rules on WESM membership and
to set forth the rights and obligations of a WESM member. SMELC has a
standby letter of credit, expiring on December 26, 2015, to secure the full and
prompt performance of obligations for its transactions as a Direct Member and
trading participant in the WESM.

Power Supply Agreements

SMEC, SPPC, SPDC and SPI have Power Supply Agreements with various
counterparties, including related parties, to sell eectricity produced by the power
plants. All agreements provide for renewals or extensions subject to mutually
agreed terms and conditions of the parties.

Certain customers, like electric cooperatives, are hilled based on the time-of-use
(TOU) per kilowatt hour (kwh) while others are billed at capacity-based rate.
However, as stipulated in the contracts, each TOU-based customer hasto pay the
minimum charge based on the contracted power using the basic energy charge
and/or adjustments if customer has not fully taken or failed to consume the
contracted power. For capacity-based contracts, the customers are charged the
capacity fees based on the contracted capacity even if there is no associated
energy taken during the month.

SMEC, SPPC, SPDC and APEC purchases replacement power from WESM and
other power generation companies during periods when the power generated
from the power plant is not sufficient to meet customers’ power requirements.

Coal Qupply Agreements

SMEC and SPI have supply agreements with various coa suppliers for their
power plants’ coal requirements.

Retail Supply Agreements

SMELC has retail supply agreements with customers to supply or sell electricity
purchased from related parties and WESM. All agreements provide for renewals
or extensions subject to terms and conditions mutually agreed by the parties.

The customers are billed based on the capacity charge and associated energy
charge. However, as stipulated in the contracts, each customer has to pay the
capacity charge based on the contracted capacity using the capacity fee and
associated energy with adjustments if customer has not fully taken or failed to
consume the contracted capacity.

Retail Electricity Supplier’s (RES) License

On August 22, 2011, SMELC was granted a RES License by the ERC pursuant
to Section 29 of the RA No. 9136 or the EPIRA Law which requires all suppliers
of electricity to the contestable market to secure a license from the ERC. The
term of the RES Licenseisfor aperiod of five years from the time it was granted
and renewable thereafter.
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g. Concession Agreement

SMC Global entered into a 25-year Concession Agreement with ALECO on
October 29, 2013. It became effective upon confirmation of the Nationa
Electrification Administration on November 7, 2013.

The Concession Agreement include, among others, the following rights and
obligations: i) SMC Globa shall organize and establish APEC, a fully-owned
and controlled subsidiary which shall assume al the rights and interests and
perform the obligations of SMC Global under the Concession Agreement. APEC
was incorporated on November 19, 2013. The assignment by SMC Globa to
APEC is effective January 3, 2014; ii) as Concession Fee, APEC shall pay to
ALECO: (a) separation pay of ALECO employees in accordance with the
Concession Agreement; (b) the amount of P2 every quarter beginning January 1,
2014 for the upkeep of residual ALECQO,; iii) if the net cash flow of APEC is
positive within five years or earlier from the date of signing of the Concession
Agreement, 50% of the Net Cash Flow each month shall be deposited in an
escrow account until the cumulative nominal sum reaches P4,049; iv) on the 201
anniversary of the Concession Agreement, the concession period may be
extended by mutual agreement between ALECO and APEC; and v) at the end of
the concession period, all assets and system shall be returned by APEC to
ALECO in good and usable condition. Additions and improvements to the
system shall likewise be transferred to ALECO. In this regard, APEC shall
provide services within the franchise area and shall be allowed to collect fees and
charges, as approved by the ERC. ALECO turned over the operations to APEC
on February 26, 2014.

h. MOA with San Roque Power Corporation (SRPC)

On December 6, 2012, SPDC entered into a five-year MOA with SRPC to sdll a
portion of the capacity of the San Rogue Power Plant.

Under the MOA: i) SRPC shall purchase a portion of the capacity sourced from
the San Rogue Power Plant; ii) SRPC shall pay a settlement amount to SPDC for
the capacity; and iii) the MOA may be earlier terminated or extended subject to
terms and mutual agreement of the parties.

i. Coal Operating Contracts (COC)

Daguma Agro-Minerals, Inc.’s (DAMI) coa property covered by COC No. 126,
issued by the Department of Energy (DOE), is located in South Cotabato
consisting of two coal blocks with a total area of 2,000 hectares, more or less,
and has an In-situ coa resources (measured plus indicative coal resources) of
about 94 million metric tons as of December 31, 2014, based on exploratory
drilling and additional in-fill drilling.

Sultan Energy Phils. Corp. (SEPC) has a coa property and right over an
aggregate area of 7,000 hectares, more or less, composed of seven coa blocks
located in South Cotabato and Sultan Kudarat. As of December 31, 2014, COC
No. 134 has an In-situ coa resources (measured plus indicative coal resources)
of about 35 million metric tons, based on exploratory drilling and confirmatory
drilling.
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Bonanza Energy Resources, Inc.’s (BERI) COC No. 138, issued by the DOE, is
located in Sarangani Province and South Cotabato consisting of eight coa blocks
with atotal area of 8,000 hectares, more or less, and has an In-situ coal resources
(measured plus indicative coal resources) of about 23 million metric tons as of
December 31, 2014, based on initial exploratory drilling.

Satus of Operations

In 2008 and 2009, the DOE approved the conversion of the COC for Exploration to
COC for Development and Production of DAMI, SEPC and BERI, respectively,
effective on the following dates:

Subsidiary COC No. Effective Date Term*
DAMI 126 November 19, 2008 10 years
SEPC 134 February 23, 2009 10 years
BERI 138 May 26, 2009 10 years

* The term is followed by another 10-year extension, and thereafter, renewable for a series of 3-year periods not
exceeding 12 years under such termsand conditions as may be agreed upon with the DOE.

In May 2011, DAMI, SEPC and BERI separately requested the DOE for a
moratorium on suspension of the implementation of the production timetable as
specified in the Five-Year Development and Productive Work Progress of COC
Nos. 126, 134 and 138 due to the newly enacted Environment Code of South
Cotabato which prohibits open-pit mining and other related activities, hence,
constrained these companies into implementing the production time table without
violating thisloca ordinance. On April 27, 2012, the DOE granted DAMI, SEPC and
BERT’s request for a moratorium on their work commitments from the effective dates
of their respective COCs when these were converted to Development/Production
Phase until December 31, 2012.

On December 27, 2012, DAMI, SEPC and BERI submitted separately their
Five-Year Work Program (WP) to the DOE. The DOE, however, imposed certain
requirements before it can further process the WP. On August 8, 2013, DAMI,
SEPC and BERI resubmitted the Five-Year WP incorporating additional
requirements of the DOE.

On April 29, 2014, these companies requested for a suspension of their work
commitments under their respective COCs until December 31, 2016 or until the ban
on open-pit mining pursuant to the Environment Code of South Cotabato has been
lifted, whichever comes first. On January 26, 2015, DOE granted the companies’
request.

Fud and Oil

Supply Agreement

Petron has assigned all its rights and obligations to PSTPL (as Assignee) to have a
term contract to purchase Petron’s crude oil requirements from Saudi Arabian
American Oil Company (Saudi Aramco), based on the latter’s standard Far East
selling prices. The contract is for a period of one year from October 28, 2008 to
October 27, 2009 with automatic one-year extensions thereafter unless terminated at
the option of either party, within 60 days written notice. Outstanding liabilities of
Petron for such purchases are included as part of “Accounts payable and accrued
expenses” account in the consolidated statements of financial position as of
December 31, 2014 and 2013 (Note 21).
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PMRMB currently has a long-term supply contract of Tapis crude oil and
Terengganu condensate for its Port Dickson Refinery from ExxonMobil Exploration
and Production Maaysia Inc. (EMEPMI) and Low Sulphur Waxy Residue
Sale/Purchase Agreement with Exxon Trading Asia Pacific, a divison of
ExxonMobil Asia Pacific Pte. Ltd. On the average, around 70% of crude and
condensate volume processed are from EMEPMI with balance of around 30% from
spot purchases.

Supply Contract with NPC and PSALM

Petron entered into various fuel supply contracts with NPC and PSALM. Under
these contracts, Petron supplies the bunker fuel, diesel fuel oil and engine lubricating
oil requirements of selected NPC and PSALM plants, and NPC-supplied PP plants.

Infrastructure
0o Airport Concession Agreement

The ROP awarded TADHC the Airport Project through a Notice of Award
(NOA) issued on May 15, 2009. The Airport Project is proposed to be
implemented through a Contract-Add-Operate and Transfer Arrangement, a
variant of the Build-Operate-Transfer (BOT) contractual arrangement under RA
No. 6957, as amended by RA No. 7718, otherwise known as the BOT Law, and
its revised implementing rules and regulations.

On June 22, 2009, TADHC entered into a Concession Agreement with the ROP,
through the Department of Transportation and Communication (DOTC) and
Civil Aviation Authority of the Philippines. Based on the Concession
Agreement, TADHC has been granted with the concession of the Airport Project
which includes the extension or expansion of the Boracay Airport. Subject to
exigting law, the Concession Agreement also grants to TADHC the franchise to
operate and maintain the Boracay Airport up to the end of the concession period,
whichisfor aperiod of 25 years, and to collect the fees, rentals and other charges
as may be agreed from time to time based on the Parametric Formula as defined
in the Concession Agreement.

The following are the salient features of the Concession Agreement:

1. The operations and management of the Boracay Airport shall be transferred
to TADHC, provided that the ROP shall retain the operations and control of
air traffic services, national security matters, immigration, customs and other
governmental functions and the regulatory powers insofar as aviation
security, standards and regulations are concerned at the Boracay Airport.

2. Asconcessionaire, TADHC shall have full responsibility in al aspect of the
operation and maintenance of the Boracay Airport and shall collect the
regulated and other fees generated from it and from the end users. To
guarantee faithful performance of its obligation in respect to the operation
and maintenance of the Boracay Airport, TADHC shall post in favor of the
ROP, an Operations and Maintenance Performance Security (OMPS)
amounting to P25, which must be valid for the entire concession period of
25 years. TADHC has yet to pay the OMPS as of December 31, 2014 and
2013, since it is payable only after the completion of the construction of the
Airport Project.
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3. Immediately upon receiving the Notice to Commence Implementation (NCI)
and provided all conditions precedent in the Concession Agreement are
fulfilled or waived, TADHC shall start all the activities necessary to upgrade
and rehabilitate the Boracay Airport into a larger and more technologically
advanced aviation facility to allow international airport operations.

4. TADHC shall finance the cost of the Airport Project, while maintaining a
debt-to-equity ratio of 70:30, with debt pertaining to third party loans.
TADHC’s estimated capital commitment to develop the Airport Project
amounts to P2,500, including possible advances to the ROP for the right of
way up to the amount of P466. Such ratio is complied with as TADHC fully
issued its authorized capital stock as a leverage to the loan obtained from a
related party (Note 33).

5. TADHC shal also post a P250 Work Performance Security in favor of the
ROP as guarantee for faithful performance by TADHC to develop the
Airport Project. This performance security shall be partially released by the
ROP from time to time to the extent of the percentage-of-completion of the
Airport Project. TADHC has paid P1 premium both in 2014 and 2013, for
the Work Performance Security. The unamortized portion is included as part
of “Prepaid expenses and other current assets” account in the consolidated
statements of financial position (Note 12).

6. In consideration for allowing TADHC to operate and manage the Boracay
Airport, TADHC shall pay the ROP P8 annudly. The 1% payment shall be
made immediately upon the turnover by the ROP of the operations and
management of the Boracay Airport to TADHC, and every year thereafter
until the end of the concession period. The operations and management of
the Boracay Airport was turned over to TADHC on October 16, 2010.

After fulfillment of al contractual and legal requirements, the Concession
Agreement became effective on December 7, 2009. The NCI issued to TADHC
by the DOTC was accepted by TADHC on December 18, 2009.

The Concession Agreement may be renewed or extended for another 25 years
upon written agreement of the parties through the execution of a renewa or
extension contract.

In accordance with the license granted by the ROP, as expressly indicated in the
Concession Agreement, TADHC presently operates the Boracay Airport.
TADHC completed the rehabilitation of the existing airport terminal building and
facilities on June 25, 2011. Construction work for the extension of runway is
currently ongoing and various pre-construction work is being done for the new
terminal, such as project design, clearing and acquisition of the right of way.
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0 MRT 7 Concession Agreement

In 2008, the ROP awarded ULC the financing, design, construction, supply,
completion, testing, commissioning and operation and maintenance of the
MRT 7 Project through a NOA issued on January 31, 2008. The MRT 7 Project
is proposed to be an integrated transportation system, under a Build-Gradual
Transfer-Operate, Maintain and Manage scheme which is a modified Build-
Transfer-Operate (BTO) arrangement under RA No. 6957, as amended by RA
No. 7718, otherwise known as the BOT Law, and its revised implementing rules
and regulations, to address the transportation needs of passengers and to dleviate
traffic in Metro Manila, particularly traffic going to and coming from North
Luzon.

On June 18, 2008, ULC entered into a Concession Agreement with the ROP,
through the DOTC, for a 25-year concession period, subject to extensions as may
be provided for under the Concession Agreement and by law. Based on the
Concession Agreement, UL C has been granted the right to finance, construct and
operate and maintain the proposed MRT 7 Project, which consists of 44 km of
rail transportation (from North Avenue station in EDSA, Quezon City passing
through Commonwealth Avenue, Regalado Avenue, Quirino Highway up to
Intermodal Transportation Terminal in San Jose del Monte, Bulacan) and road
(from San Jose del Monte, Bulacan to Bocaue Interchange of the North Luzon
Expressway).

The following are the salient features of the Concession Agreement:

1. The MRT 7 Project cost shall be financed by UL C through debt and equity at
a ratio of approximately 75:25 and in accordance with existing BSP
regulations on foreign financing components, if any. Based on the
Concession Agreement, ULC’s estimated capital commitment to develop the
MRT 7 Project amounts to US$1,235.60, adjusted to 2008 prices at
US$1,540 per Nationa Economic and Development Authority Board
approval of June 2013. ULC shall endeavor to have signed the financing
agreements not later than 18 months from the signing of the Concession
Agreement.

2. ULC shal post a Performance Security for Construction and Operation and
Maintenance (O&M) in favor of the ROP as guarantee for faithful
performance by ULC to develop the MRT 7 Project. This performance
security for O&M shall be reduced every year of the concession period to the
amounts as specified in the Concession Agreement.

3. Inthe event that the MRT 7 Project is not completed by the end of the grace
period, which is 100 calendar days following the project completion target as
defined in the Concession Agreement, ULC shall pay the ROP liquidated
damages of US$0.1 for every calendar day of delay.

4. As payment for the gradual transfer of the ownership of the assets of the
MRT 7 Project, the ROP shall pay ULC a fixed amortization payment on a
semi-annual basis in accordance with the schedule of payment described in
the Concession Agreement. The ROP’s amortization payment to ULC shall
start when the MRT 7 Project is substantially completed.

5. Net passenger revenue shall be shared by the ROP and ULC on a
30:70 basis.
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6. All rail-based revenues above 11.90% interna rate of return of ULC for the
MRT 7 Project over the cooperation period, which means the period
covering the construction and concession period, shall be shared equally by
ULC and the ROP at the end of the concession period. All rail-based
revenues above 14% internal rate of return shall wholly accrue to the ROP.

7. The ROP grants ULC the exclusive and irrevocable commercial devel opment
rights (including the right to lease or sublease or assign interests in, and to
collect and receive any and al income from, but not limited to, advertising,
installation of cables, telephone lines, fiber optics or water mains, water lines
and other business or commercial ventures or activities over al areas and
aspects of the MRT 7 Project with commercia development potentials) from
the effectivity date of the Concession Agreement until the end of the
concession period, which can be extended for another 25 years, subject to the
ROP’s approval. In consideration of the development rights granted, ULC or
its assignee shall pay the ROP 20% of the net income before tax actually
realized from the exercise of the development rights.

On July 23, 2014, the ROP through the ROP/DOTC confirmed their obligations
under the MRT 7 Agreement dated June 18, 2008. On August 19, 2014, ULC
received the Performance Undertaking (PU) issued by the Department of
Finance. The PU is a recognition of the obligations of the ROP thru the DOTC
under the Concession Agreement, particularly the remittance of semi-annual
amortization payment in favor of ULC. The issuance of the PU triggers the
obligation of ULC to achieve financia close within 18 months from the date of
receipt of the PU. As of December 31, 2014, the construction of MRT 7 Project
has not yet started.

Toll Road Concession Agreements
(i) TPLEX Project

PIDC entered into a Concession Agreement with the ROP through the
DPWH and the TRB to finance, design, construct, operate and maintain the
TPLEX Project. The TPLEX Project is a toll expressway from La Paz,
Tarlac to Rosario, La Union which is approximately 88.85 km. The two-lane
expressway will have nine toll plazas from start to end. Under the
Concession Agreement, PIDC will:

a) finance, design and construct the TPLEX Project;

b) undertake the operations and maintenance of the TPLEX Project;
¢) obtain financing on a limited recourse project finance basis; and
d) impose and collect tolls from the users of the TPLEX Project.

The initial toll rate was submitted by PIDC as part of its bid and was duly
confirmed by the DPWH and incorporated as part of the Concession
Agreement. Toll rate shall be collected using the close-system which may be
changed into an open-system whenever there is a new interchange required
to be built as per Concession Agreement.

The toll revenue collected from the operation of the TPLEX Project is the
property of PIDC. PIDC shall have the right to assign or to enter into such
agreements with regard to the toll revenue and its collection, custody,
security and safekeeping.
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In the event that PIDC is disallowed from charging and collecting the
authorized amounts of the toll rates as prescribed in the Concession
Agreement from the users of the TPLEX Project, PIDC shall be entitled to
compensation on a monthly basis based on actua traffic volume for the
month, the resulting loss of revenue which would have been collected had
said adjustment been implemented.

The concession period shall be for aterm of 35 calendar years starting from
the effectivity of the Concession Agreement and any approved extension
thereof.

The TPLEX Project shal be owned by the ROP without prejudice to the
rights and entitlement of PIDC. The legal transfer of ownership of the
TPLEX Project shall be deemed to occur automatically on a continuous basis
in accordance with the progress of construction and upon issuance of the
Certificate of Substantial Completion for each section of the TPLEX Project.

On October 31, 2013, PIDC partialy opened the first section of the TPLEX
Project. The first section which is a 23-km stretch is comprised of three
segments: (1) Tarlac to Victoria, (2) Victoria to Gerona and (3) Gerona to
Paniqui. During the soft opening, segments one and two were opened to the
public free of toll fare charges.

On December 23, 2013, the TPLEX Project was formaly opened to the
public.

On January 18, 2014, PIDC obtained approval from the TRB to collect toll
fares (inclusive of VAT) for the use of the three segments of section one.

The stretch from Carmen to Urdaneta is nearing completion and is expected
to be fully operational by the 2™ quarter of 2015. On the other hand, the last
section from Urdanetato Rosario is targeted for completion by 2016.

(ii) STAR Project

On July 18, 1998, SIDC and the ROP, individually and collectively, acting
by and through the DPWH and the TRB, entered into a Concession
Agreement covering the STAR Project.

Under the Concession Agreement, the activities are defined related to the
following components of the STAR Project:

1. The preliminary and final engineering design, financing and construction
of Stage Il of the STAR Project.

2. The design and construction of all ancillary toll road facilities, toll
plazas, interchanges and related access facilities of Stage | of the STAR
Project, a ROP-constructed toll road, and for Stage Il of the STAR
Project road to be constructed by SIDC.

3. The operation and maintenance of the STAR Project as toll road

facilities within the concession period of 30 years from January 1, 2000
up to December 31, 2029.
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However, based on the Concession Agreement amendatory agreement
dated December 2006, the concession period is extended for an
additional six years, to compensate for the delay in the commencement
of the construction of the Stage Il of the STAR Project, Phase |1 toll
road. Accordingly, the concession period shall be deemed to end on
December 31, 2035.

4. The financing of the STAR Project is through equity and debt
instruments until its full satisfaction and for the operation and
maintenance of the toll road and its facilities within the concession
period.

Also pursuant to the Concession Agreement, the STAR Project and any stage
or phase or ancillary facilities thereof of a fixed and permanent nature shall
be owned by the ROP, without prejudice to the rights and entitlements of
SIDC. The legal transfer of ownership of the STAR Project and/or any
stage, phase or ancillary thereof shall be deemed to occur automatically on a
continuous basis in accordance with the progress of the construction and
upon the ROP’s issuance of the Certificate of Substantial Completion.
Provided, that the right of way shall be titled in the ROP’s name regardless
of the construction thereon.

The STAR Project consists of two stages as follows:

Stage | O&M of the 22.16-km toll road from Sto. Tomas, Batangas to
Lipa City, Batangas

Stage Il Finance, design, construction, O&M of the 19.74-km toll road
from Lipa City, Batangas to Batangas City, Batangas

SIDC started its commercial operations on August 1, 2001 after the issuance
by the TRB to SIDC of the Toll Operation Certificate (TOC) for the O&M of
the Stage | toll road facility of the STAR Project on July 31, 2001.

The TRB issued to SIDC the TOC for the O&M of the Stage 1, Phase | tall
road facility of the STAR Project on April 16, 2008. SIDC started the
construction of the remaining portion of Stage Il in 2013 and was completed
in October 17, 2014.

(i) NAIA Expressway Project

On July 8, 2013, Vertex entered into a Concession Agreement with the ROP,
through DPWH, for a 30-year concession period subject to extensions, as
may be provided for under the Concession Agreement. Based on the
Concession Agreement, Vertex has been granted the right to finance,
construct, and operate and maintain the NAIA Expressway Project, which
consists of a 4-lane, 7.75 km elevated expressway and 2.22 km At-Grade
feeder road that will provide accessto NAIA Terminals 1, 2 and 3, and link
the Skyway and the Manila-Cavite Toll Expressway.
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The following are the salient features of the Concession Agreement:

1. Vertex shal at al times during the concession period maintain aleverage
ratio not exceeding 80%.

2. Vertex shal post a Performance Security for Construction and O&M in
favor of the ROP as guarantee for faithful performance to develop the
NAIA Expressway Project. The Performance Security for Construction
shall be reduced on the date of expiry of the At-Grade Works and
Phase I1(a) Defects Liability Period to the amounts as specified in the
Concession Agreement.

Throughout the construction period, the DPWH and the TRB shall be
alowed to monitor, inspect and check progress and quality of the
activities and works undertaken by Vertex to ensure compliance with the
Concession Agreement’s Minimum Performance Standards and
Specifications, Certified Detailed Engineering Design (DED) or At-
Grade Works DED. Vertex shall directly pay for the cost of the Project
Overhead Expenses incurred by the DPWH or the TRB until the end of
the construction period. The liability of Vertex for the Project Overhead
Expenses due to the TRB and DPWH shall not exceed P25 and P50,
respectively.

3. If by the Completion Deadline, the Independent Consultant has not
issued written notice that al conditions in the Concession Agreement in
relation to the At-Grade Works, Phase 11(a) and Phase I1(b) have been
fulfilled, Vertex shal be liable to the DPWH for the payment of
liguidated damages in the amount of P0.15, P1.5 and P2 for every day of
delay beyond the At-Grade Works, Phase IlI(a8) and Phase II(b)
Construction Completion Deadline, respectively.

4. Thetoll revenues collected from the operations of the NAIA Expressway
Project are the property of Vertex. Vertex has the right to assign or to
enter into such agreements with regard to the toll revenues and their
collection, custody, security and safekeeping.

5. The equity structure of Vertex shall comply with the equity requirements
set out in the Concession Agreement. During the lock-up period, which
is from the signing date until the end of the third year of the Operation
Period, Vertex shall not register or otherwise permit any transfer of its
equity or any rights in relation to its equity except: (a) if after the
transfer, (i) the Qualifying Initial Stockholders continue to meet its
Equity Requirement; (ii) the Initial Shareholders collectively continue to
meet its Equity Requirements, and in each case any new shareholder is
approved by the DPWH such consent not to be unreasonably withheld;
(b) with the DPWH’s prior written consent; (c) by way of the grant of a
Permitted Security Interest or the exercise of rights under a Permitted
Security Interest; or such transfer is necessary to comply with any
applicable foreign ownership restrictions and the transferee and the terms
of the transfer are both approved by the DPWH.
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6. At the end of the concession period, Vertex shal turnover to the DPWH
the NAIA Expressway in the condition required for turnover as described
in the Minimum Performance Standards Specifications.

In January 2014, the construction of the 5.4-km NAIA Expressway started.
This will connect the Skyway system to PAGCOR City and Roxas
Boulevard and provide convenient accessto NAIA Terminals 1, 2 and 3.

=  Telecommunications

Franchise with the National Telecommunications Commission (NTC)

o BdlTd

In 1994, the Philippine Congress passed RA No. 7692 which granted a franchise
to BelTel to instal, operate and maintain telecommunications systems
throughout the Philippines and for other purposes.

On October 28, 1997, the NTC, under NTC Case No. 94-229, granted a
Provisional Authority (PA) to BelTel, vaid for 18 months, or until
April 27, 1999, to ingtall, operate and maintain the following telecommunication
services:

international gateway facility;

inter-exchange carrier facility;

VSAT system nationwide;

telephone systems in the selected cities and municipalitiesin the Luzon areg;
Wireless Local Loop telephone systems in the cities of Muntinlupa,
Las Pifias, Pasig, Mandaluyong, Makati, Pasay, Parafiaque, Taguig and
Marikina; and in the municipalities of Pateros and San Juan; and

o telephone systemsin all economic zones identified under RA No. 7916.

Since then, this PA had been extended severa times, the latest extension of
which is valid untii March 5, 2015. An ex-parte motion was filed on
March 5, 2015 which is till pending the approval with the NTC.

In an Order dated October 19, 2007 (CCC Case No. 94-223), the NTC granted
BellTel aPA, valid for 18 months or until April 19, 2009, to install, operate and
maintain a Mobile Telecommunication Network as set forth in the said Order.
Since then, this PA had been extended, the latest extension of which is valid until
April 17, 2015.
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o ETP

On October 3, 2002, RA No. 9172 entitled “An Act Renewing and Amending the
Franchise Granted to ETPI (Eastern Extension Australasia and China Telegraph
Company Limited) under RA No. 808, as Amended” extended for another 25
years ETPI’s legislative franchise to construct, install, establish, operate and
maintain for commercial purposes and in the public interest, throughout the
Philippines and between the Philippines and other countries and territories, the
following telecommunications services:

e wire and/or wireless telecommunications systems, including but not limited
to mobile, cellular, paging, fiber optic, multi-channel distribution system,
local multi-point distribution system, satellite transmit and receive systems,
switches, and their value-added services such as, but not limited to,
transmission of voice, data, facsimile, control signs, audio and video,
information services bureau and all other telecommunications systems
technologies as are at present available or will be made available through
technological advances or innovations in the future; and

e construct, acquire, lease and operate or manage transmitting and receiving
stations, lines, cables or systems, as is, or are, convenient or essentia to
efficiently carry out the purpose of the franchise.

o TTH

TTPI has an approved congressional franchise granted under RA No. 7671, as
amended by RA No. 7674, to install, operate and maintain telecommunications
systems throughout the Philippines.

On September 25, 1996, the NTC granted TTPI a PA to install, operate and
maintain Local Exchange Carrier (LEC) services in the provinces of Batanes,
Cagayan, Isabela, Kainga, Apayao, Nueva Vizcaya, Ifugao and Quirino and the
cities of Manila and Caloocan as well as the municipality of Navotas in order to
commence compliance with the requirements of Executive Order No. 109
(s. 1993), which required ETPI to put up a minimum of 300,000 LEC lines. TTPI
is alowed to deploy Public Calling Offices in municipalities and barangays
within its authorized service areaiin lieu of rolling out LEC lines.

On January 18, 2006, the NTC granted TTPI a Certificate of Public Convenience
and Necessity (CPCN) to install, operate and maintain LEC services in the cities
of Manila and Cdoocan, as well as in the provinces of Cagayan and Isabela. In
addition, in a letter dated August 14, 2006, the NTC confirmed that TTPI has
already completely served the remaining areas it needs to serve under the PA of
September 25, 1996. On January 8, 2010, TTPI was granted a CPCN to ingtal,
operate and maintain LEC services in the municipality of Navotas and the
provinces of Cagayan, Isabela, Apayao, Batanes, Ifugao, Kalinga, Nueva
Vizcaya and Quirino.

On September 25, 1996, October 16, 2006 and December 23, 2008, the NTC
issued separate PAs in favor of TTPI to install, operate and maintain LEC
services in the remaining cities and municipalities of Metro Manila, in the
provinces of Cavite, Laguna, Batangas, Rizal and Quezon (CALABARZON) and
in the provinces of Apayao, Batanes, Ifugao, Kalinga, Nueva Vizcaya and
Quirino.
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The NTC granted TTPI a PA to install, operate and maintain LEC service in the
rest of the Greater Manila Area on October 16, 2006. The PA was extended by
the NTC on September 11, 2008 for three years but not beyond April 16, 2011.
The motion for an extension of the PA is still pending with the NTC as of
December 31, 2014,

L ease Commitments;

Finance Leases

Group as Lessee

a

IPPA Agreements

The IPPA Agreements are with the conformity of NPC, a government-owned and
controlled corporation created by virtue of RA No. 6395, as amended, whereby
NPC confirms, acknowledges, approves and agrees to the terms of the IPPA
Agreements and further confirms that for as long as it remains the counterparty
of the IPP, it will comply with its obligations and exercise its rights and remedies
under the original agreement with the IPP at the request and instruction of
PSALM.

Relative to the IPPA Agreements, SMEC, SPDC and SPPC have to pay PSALM
monthly fees for 15 years until October 1, 2024, 18 years until April 26, 2028
and 12 years until June 26, 2022, respectively.

The IPPA Agreements provide the Group with aright to receive atransfer of the
power station in case of buy-out or termination.

In accounting for the Group’s IPPA Agreements with PSALM, the Group’s
management has made a judgment that the IPPA Agreement is an agreement that
contains a finance lease. The Group’s management has also made a judgment
that it has substantially acquired all the risks and rewards incidental to the
ownership of the power plants. Accordingly, the carrying amount of the Group’s
capitalized asset and related liability of P188,133 and P186,304 as of
December 31, 2014 and P193,319 and P195,003 as of December 31, 2013,
respectively, (equivalent to the present value of the minimum lease payments
using the Group’s incremental borrowing rates for US dollar and Philippine peso
payments) are presented as part of “Property, plant and equipment” and “Finance
lease liabilities” accounts in the consolidated statements of financial position
(Notes 4 and 15).

The Group’s incremental borrowing rates are as follows:

US Dollar Philippine Peso

SMEC 3.89% 8.16%
SPPC 3.85% 8.05%
SPDC 3.30% 7.90%
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The discount determined at inception of the agreement is amortized over the
period of the IPPA Agreement and recognized as part of “Interest expense and
other financing charges” account in the consolidated statements of income.
Interest expense amounted to P10,718, P10,984, and P11,331, in 2014, 2013 and
2012, respectively (Note 30).

The future minimum lease payments for each of the following periods are as
follows:

2014
Peso Equivalent
Doallar of Dollar Peso
Payments Payments  Payments Total

Not later than one year US$239 P10,668 P11,423 P22,091
More than one year and not

later than five years 1,027 45,928 49,178 95,106
Later than five years 1,413 63,225 67,753 130,978

2,679 119,821 128,354 248,175

Less: Future finance charges

on finance lease liabilities 462 20,677 41,194 61,871
Present values of finance

lease liabilities US$2,217 P99,144 P87,160 P186,304

2013
Peso Equivalent
Dollar of Dollar Peso
Payments Payments Payments Total

Not later than one year US$218 P9,679 P10,438 P20,117
More than one year and not

later than five years 997 44,284 47,766 92,050
Later than five years 1,682 74,666 80,589 155,255

2,897 128,629 138,793 267,422

Less: Future finance charges

on finance lease liabilities 547 24,282 48,137 72,419
Present values of finance

lease liabilities US$2,350 P104,347 P90,656 P195,003

The present values of minimum lease payments for each of the following periods
are asfollows:

2014
Peso Equivalent
Dallar of Dollar Peso

Payments Payments Payments Total
Not later than one year US$195 P8,719 P7,486 P16,205

More than one year and not
later than five years 765 34,207 26,605 60,812
Later than five years 1,257 56,218 53,069 109,287
US$2,217 P99,144 P87,160 P186,304
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2013
Peso Equivaent

Dollar of Dollar Peso

Payments Payments Payments Total
Not later than one year US$185 Pg,221 P7,410 P15,631

More than one year and not
later than five years 771 34,230 27,918 62,148
Later than five years 1,394 61,896 55,328 117,224
US$2,350 P104,347 P90,656 P195,003

b. Equipment

The Group’s finance leases cover equipment needed for business operations.
The agreements do not allow subleasing. The net carrying amount of leased
assets is P22 and P37 as of December 31, 2014 and 2013, respectively (Notes 4
and 15).

The Group’s share in the minimum lease payments for these finance lease
liabilities are as follows:

2014
Minimum
Lease
Payable I nterest Principal
Within one year P16 P2 P14
After one year but not more than
two years 14 2 12
P30 P4 P26
2013
Minimum
Lease
Payable Interest Principal
Within one year P27 P4 P23
After one year but not more than
two years 22 - 22
P49 P4 P45

Operating Leases

Group as Lessor

The Group has entered into lease agreements on its investment property portfolio,
consisting of surplus office spaces (Note 16). The non-cancellable leases have
remaining terms of 3 to 14 years. All leases include a clause to enable upward

revison of the rental charge on an annual basis based on prevailing market
conditions.
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The future minimum lease receipts under non-cancellable operating leases are as

follows:
2014 2013 2012
Within one year P4,317 P322 P340
After one year but not more than five years 12,003 544 494
After five years 25 43 69
P16,345 PO09 P903

Rent income recognized in the consolidated statements of income amounted to
P1,672, P1,428 and P1,139 in 2014, 2013 and 2012, respectively (Note 4).

Group as Lessee

The Group leases a number of office, warehouse and factory facilities under
operating leases. The leases typically run for a period of 1 to 16 years. Some leases
provide an option to renew the lease a the end of the lease term and are being
subjected to reviews to reflect current market rentals.

Non-cancellable operating lease rental s are payabl e as follows:

2014 2013 2012
Within one year P1,930 P1,684 P1,418
After one year but not more than five years 3,946 4,052 3,230
More than five years 10,706 9,357 7,680

P16,582 P15,093 P12,328

Rent expense recognized in the consolidated statements of income amounted to
P3,649, P3,315 and P3,019 in 2014, 2013 and 2012, respectively (Notes 4, 26
and 27).

35. Retirement Plans

The Parent Company and majority of its subsidiaries have funded, noncontributory,
defined benefit retirement plans (collectively, the Retirement Plans) covering al of their
permanent employees. The Retirement Plans of the Parent Company and mgjority of its
subsidiaries pay out benefits based on fina pay. Contributions and costs are determined
in accordance with the actuarial studies made for the Retirement Plans. Annua cost is
determined using the projected unit credit method. Mgority of the Group’s latest
actuarial valuation date is December 31, 2014. Valuations are obtained on a periodic
basis.

Magjority of the Retirement Plans are registered with the BIR as tax-qualified plans under
RA No. 4917, as amended. The control and administration of the Group’s Retirement
Plans are vested in the Board of Trustees of each Retirement Plan. The Board of
Trustees of the Group’s Retirement Plans exercises voting rights over the shares and
approve material transactions. The Retirement Plans’ accounting and administrative
functions are undertaken by the Retirement Funds Office of the Parent Company.
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The following table shows a reconciliation of the net defined benefit retirement asset (liability) and its components:

Present Value of Defined

Fair Value of Benefit Retirement Effect of Net Defined Benefit
Plan Assets Obligation Asset Ceiling Retirement Liability
2014 2013 2014 2013 2014 2013 2014 2013
Balance at beginning of year P29,235 P25,559 (P26,013) (P24,573) (P4,051) (P3,965) (P829) (P2,979)
Benefit asset of newly-acquired and
disposed subsidiaries - - - 36 - - - 36
Recognized in profit or loss
Service costs - - (1,258) (1,205) - - (1,258) (1,205)
Interest expense - - (1,148) (1,213) - - (1,148) (1,213)
Interest income 1,297 1,239 - - - - 1,297 1,239
Interest on the effect of asset ceiling - - - - (178) (183) (178) (183)
Settlements - - 96 - - - 96 -
1,297 1,239 (2,310) (2,418) (178) (183) (1,191) (1,362)
Recognized in other compr ehensiveincome
Remeasurements:
Actuaria (gains) losses arising from:
Experience adjustments - - (1,167) (583) - - (1,167) (583)
Changesin financia assumptions - - (166) (608) - - (166) (608)
Changes in demographic assumptions - - 537 63 - - 537 63
Return on plan asset excluding interest (4,756) 3,016 - - - - (4,756) 3,016
Changesin the effect of asset ceiling - - - - 1,443 97 1,443 97
(4,756) 3,016 (796) (1,128) 1,443 97 (4,109) 1,985
Others
Contributions 1,692 1,356 - - - - 1,692 1,356
Benefits paid (2,040) (1,977) 2,145 2,046 - - 105 69
Transfers from other plans - 43 - (43) - - - -
Transfersto other plans - (43) - 43 - - - -
Other adjustments 16 42 49 24 - - 65 66
(332 (579) 2,194 2,070 - - 1,862 1,491
Balance at end of year P25,444 P29,235 (P26,925) (P26,013) (P2,786) (P4,051) (P4,267) (P829)
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The Group’s annual contribution to the Retirement Plans consists of payments covering
the current service cost plus amortization of unfunded past service liability.

Retirement benefits recognized in the consolidated statements of income by the Parent
Company amounted to P31, P63 and P57 in 2014, 2013 and 2012, respectively (Note 29).

Retirement costs recognized in the consolidated statements of income by the subsidiaries
amounted to P1,222, P1,425 and P1,165 in 2014, 2013 and 2012, respectively (Note 29).

As of December 31, 2014, net retirement assets and liabilities, included as part of “Other
noncurrent assets” account, amounted to P3,830 (Note 19) and under “Accounts payable

and accrued expenses” and “Other noncurrent liabilities” accounts, amounted to P127
and P7,970, respectively (Notes 21 and 23).

As of December 31, 2013, net retirement assets and liabilities, included as part of “Other
noncurrent assets” account, amounted to P6,737 (Note 19) and under “Accounts payable
and accrued expenses” and “Other noncurrent liabilities” accounts, amounted to P100
and P7,466, respectively (Notes 21 and 23).

The carrying amounts of the Group’s retirement fund approximate fair values as of
December 31, 2014 and 2013.

The Group’s plan assets consist of the following:

In Percentages

2014 2013

Investments in marketable securities and shares of stock 70.11 74.54
Investments in pooled funds:

Fixed income portfolio 747 5.69

Stock trading portfolio 5.78 3.58

Investmentsin real estate 0.49 0.38

Others 16.15 15.81

Investments in Marketable Securities

As of December 31, 2014, the plan assets include:

= 21,733,617 common shares, 6,661,840 Series “2”, Subseries “2-A” and 32,511,970
Series “2”, Subseries “2-B” preferred shares of the Parent Company with fair market
value per share of P73.80, P75.60 and P78.15, respectively;

= 731,516,097 common shares and 2,945,000 preferred shares of Petron with fair
market value per share of P10.60 and P101.80, respectively;

= 18,959,785 common shares of GSMI with fair market value per share of P15.88;

= 226,998 common shares and 54,835 preferred shares of SMPFC with fair market
value per share of P208.00 and P1,009.00, respectively;

= 33,635,700 common shares of SMB with fair market value per share of P20.00; and

= 2,170,861 common shares of Top Frontier with fair market value per share of
P124.00.
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As of December 31, 2013, the plan assets include:

19,203,227 common shares, 4,046,420 Series “2”, Subseries “2-A” and 32,536,970
Series “2”, Subseries “2-B” preferred shares of the Parent Company with fair market
value per share of P62.50, P76.15 and P76.30, respectively;

1,492,681,097 common shares and 2,945,000 preferred shares of Petron with fair
market value per share of P13.96 and P109.00, respectively;

18,959,785 common shares of GSMI with fair market value per share of P23.00;

226,998 common shares and 54,835 preferred shares of SMPFC with fair market
value per share of P238.00 and P1,045.00, respectively; and

33,635,700 common shares of SMB with fair market value per share of P20.00.

The fair market value per share of the above marketable securities is determined based on
guoted market prices in active markets as of the reporting date (Note 4).

The Group’s Retirement Plans recognized gains (losses) on the investment in marketable
securities of Top Frontier, Parent Company and its subsidiaries amounting to (P6,096)
and P4,426 in 2014 and 2013, respectively.

Dividend income from the investment in shares of stock of Parent Company and its
subsidiaries amounted to P365 and P713 in 2014 and 2013, respectively.

Investments in Shares of Sock

a BOC

San Miguel Corporation Retirement Plan (SMCRP) has 39.94% equity interest in
BOC amounting to P8,870, representing 44,834,286 common shares, accounted for
under the equity method as of December 31, 2013. SMCRP recognized its share in
accumulated equity in net losses amounting to P630 in 2013.

In 2014, SMCRP is still committed to sell its equity ownership interest in BOC.
SMCRP engaged the services of an international bank to handle the process of
negotiating the sale of SMCRP’s equity ownership interest in BOC with interested
foreign and domestic groups that intend to expand business in the Philippines.
Accordingly, SMCRP’s investment in BOC is reclassified from “Investment in
shares of stock” to “Noncurrent assets held for sal€” account in the SMCRP’s
statement of net asset available for plan benefits as of December 31, 2014.

PAHL

Petron Corporation Employees Retirement Plan (PCERP) has an investment in
PAHL with a carrying amount of P1,553 and P1,660 as of December 31, 2014 and
2013, respectively, equivalent to 54.1% equity interest, representing 273,000,000
Class A shares and 102,142,858 Class B shares.

PCERP recognized its share in accumulated equity in net earnings (losses) amounting
to (P107) and P61 in 2014 and 2013, respectively.
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c. BPI
The Group’s plan assets also include San Miguel Brewery Inc. Retirement Plan’s
investment in BPI representing 4,708,494 and 2,389,494 preferred shares as of
December 31, 2014 and 2013, respectively.

Investments in Pooled Funds

Investments in pooled funds were established mainly to put together a portion of the
funds of the Retirement Plans of the Group to be able to draw, negotiate and obtain the
best terms and financial deals for the investments resulting from big volume transactions.

The Board of Trustees approved the percentage of asset to be allocated to fixed income
instruments and equities. The Retirement Plans have set maximum exposure limits for
each type of permissible investments in marketable securities and deposit instruments.
The Board of Trustees may, from time to time, in the exercise of its reasonable discretion
and taking into account existing investment opportunities, review and revise such
allocation and limits.

Approximately 16% and 15% of the Retirement Plans investments in pooled funds in
stock trading portfolio include investments in shares of stock of the Parent Company and
its subsidiaries as of December 31, 2014 and 2013, respectively.

Approximately 49% and 57% of the Retirement Plans investments in pooled funds in
fixed income portfolio include investments in shares of stock of the Parent Company and
its subsidiaries as of December 31, 2014 and 2013, respectively.

Investmentsin Real Estate

The Retirement Plans of the Group have investments in rea estate properties as of
December 31, 2014 and 2013.

Others

Others include the Retirement Plans’ investmentS in trust account, government securities,
bonds and notes, cash and cash equivalents and receivables which earn interest.
Investment in trust account represents funds entrusted to a financial institution for the
purpose of maximizing the yield on investible funds.

The Board of Trustees reviews the level of funding required for the retirement fund.
Such a review includes the asset-liability matching (ALM) strategy and investment risk
management policy. The Group’s ALM objective is to match maturities of the plan
assets to the defined benefit retirement obligation as they fall due. The Group monitors
how the duration and expected yield of the investments are matching the expected cash
outflows arising from the retirement benefit obligation. The Group is expected to
contribute the amount of P1,947 to the Retirement Plansin 2015.
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The Retirement Plans expose the Group to actuaria risks such asinvestment risk, interest
rate risk, longevity risk and salary risk as follows:

Investment and Interest Rate Risks. The present value of the defined benefit retirement
obligation is calculated using a discount rate determined by reference to market yields to
government bonds. Generally, a decrease in the interest rate of a reference government
bond will increase the defined benefit retirement obligation. However, this will be
partialy offset by an increase in the return on the Retirement Plans’ investments and if
the return on plan asset fals below this rate, it will create a deficit in the Retirement
Plans. Due to the long-term nature of the defined benefit retirement obligation, alevel of
continuing equity investments is an appropriate element of the long-term strategy of the
Group to manage the Retirement Plans efficiently.

Longevity and Salary Risks. The present value of the defined benefit retirement
obligation is calculated by reference to the best estimates of: (1) the mortality of the plan
participants, and (2) the future salaries of the plan participants. Consequently, increases
in the life expectancy and salary of the plan participants will result in an increase in the
defined benefit retirement obligation.

The overall expected rate of return is determined based on historical performance of the
investments.

The principal actuarial assumptions used to determine retirement benefits are as follows:

In Percentages

2014 2013
Discount rate 344-880 344-6.75
Salary increase rate 4.00-8.00 4.00-8.00

Assumptions for mortality and disability rates are based on published statistics and
mortality and disability tables.

The weighted average duration of defined benefit retirement obligation ranges from
15 to 27.78 years and 1.5 to 28.18 years as of December 31, 2014 and 2013,

respectively.

As of December 31, 2014 and 2013, the reasonably possible changes to one of the
relevant actuarial assumptions, while holding all other assumptions constant, would have
affected the defined benefit retirement obligation by the amounts below, respectively:

Defined Benefit
Retirement Obligation
2014 2013
1Percent 1Percent 1Percent 1 Percent
Increase Decrease Increase Decrease

Discount rate (P1,108) P1,281  (P1,215) P1,395
Salary increase rate 1,138 (1,009) 1,251 (1,117)
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The outstanding balances of the Group’s receivables from the retirement plans are as
follows:

a. Petron has advances to PCERP amounting to P6,263 and P16,393 as of
December 31, 2014 and 2013, respectively, included as part of “Amounts owed by
related parties” under “Trade and other receivables” and “Other noncurrent assets”
accounts in the consolidated statements of financial position (Notes 10 and 19). The
advances are subject to interest of 5% in 2014 and 2013.

b. The Parent Company has advances to SMCRP amounting to P6,420 and P6,208 as of
December 31, 2014 and 2013, respectively, included as part of “Amounts owed by
related parties” under “Trade and other receivables” account in the consolidated
statements of financial position (Note 10). The advances are subject to interest of
5.75% in 2014 and 2013.

Transactions with the Retirement Plans are made at normal market prices and terms.
Outstanding balances as of December 31, 2014 and 2013 are unsecured and settlements
are made in cash. There have been no guarantees provided for any retirement plan
receivables. The Group has not made any provision for impairment losses relating to the
receivables from the Retirement Plans for the years ended December 31, 2014, 2013 and
2012.

36. Cash Dividends

Cash dividends declared by the BOD of the Parent Company to common shareholders
amounted to P1.40 per share both in 2014 and 2013.

Cash dividends declared by the BOD of the Parent Company to all Series “2” - Subseries
“2-A”, Subseries “2-B” and Subseries “2-C” preferred shareholders, amounted to P5.625,
P5.71875 and P6.00 per share, respectively, in 2014.

Cash dividends declared by the BOD of the Parent Company to all Series “2” - Subseries

“2-A”, Subseries ‘“2-B” and Subseries ‘“2-C” preferred shareholders, amounted to
P7.03125, P7.1484375 and P7.50 per share, respectively, in 2013.

- 140 -



37. Basic and Diluted Earnings Per Share

Basic and diluted EPS is computed as follows:

Note 2014 2013 2012

Income attributable to equity holders

of the Parent Company P14,692 P38,053 P26,806
Dividends on preferred shares for the year 25, 36 (6,106) (6,106) (6,127)
Net income attributable to common

shareholders of the Parent Company (a) P8,586 P31,947 P20,679
Weighted average number of common

shares outstanding (in millions) - basic (b) 2,378 2,378 2,370
Effect of dilution - common 39 13 14 16
Weighted average number of common

shares outstanding (in millions) -

diluted (c) 2,391 2,392 2,386
Earnings per common share attributable to

equity holders of the Parent Company
Basic (a/b) P3.61 P13.43 P8.72
Diluted (a/c) 3.59 13.36 8.67

38. Supplemental Cash Flow Information

Supplementa information with respect to the consolidated statements of cash flows is
presented below:

a. Changesin noncash current assets, certain current liabilities and others are as follows
(amounts reflect actual cash flows rather than increases or decreases of the accounts
in the consolidated statements of financial position):

2014 2013 2012
Trade and other receivables - net (P457) (P21,181) (P25,704)
Inventories (3,649) 1,797 (1,018)
Prepaid expenses and other current assets (12,690) (2,604) (8,972
Service concession assets (6,265) (12,018) -
Loans payable (1,021) 1,023 (231)
Accounts payable and accrued expenses 451 27,882 6,831
Income and other taxes payable and others (1,236) 2,636 1,469
Changes in noncash current assets, certain
current liabilities and others (P24,867) (P2,465) (P27,625)
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b. Acquisition of subsidiaries (Note 5)

Note 2014 2013 2012
Cash and cash equivalents P1,022 P1,477 P12,011
Trade and other receivables - net 86 2,450 12,844
Inventories - 1,048 13,164
Prepaid expenses and other current assets 213 1,407 686
Investments and advances - net - - 168
Property, plant and equipment - net 1,184 3,078 18,859
Investment property - net - - 412
Other intangible assets - net 165 25,837 20,601
Deferred tax assets 9 144 29
Other noncurrent assets - net 2 72 6,520
Loans payable - (4,792)  (15,353)
Accounts payable and accrued expenses (1,309) (6,209)  (19,326)
Income and other taxes payable 2 2 (754)
Long-term debt - net of debt issue costs - (8,069) (19,411)
Deferred tax liabilities - (740) (1,496)
Other noncurrent liabilities - (11,376) (853)
Non-controlling interests (32) (3,351) (10,900)
Net assets 1,338 3,974 17,201
Cash and cash equivalents (1,022) (4,477)  (12,011)
Goodwill in subsidiaries 4,18 7 1,572 18,272
Investment at equity (21) (3,569) (4,871)
Revaluation increment - 12 -
Net cash flows P302 P512  P18,591

39. Share-Based Transactions

ESPP

Under the ESPP, 80,396,659 shares (inclusive of stock dividends declared) of the Parent
Company’s unissued shares have been reserved for the employees of the Group. All
permanent Philippine-based employees of the Group, who have been employed for a
continuous period of one year prior to the subscription period, will be allowed to
subscribe at 15% discount to the market price equal to the weighted average of the daily
closing prices for three months prior to the offer period. A participating employee may
acquire at least 100 shares of stock through payroll deductions.

The ESPP requires the subscribed shares and stock dividends accruing thereto to be
pledged to the Parent Company until the subscription isfully paid. The right to subscribe
under the ESPP cannot be assigned or transferred. A participant may sell his shares after
the second year from the exercise date.

The current portion of receivable from employees amounted to P109 and P126 as of
December 31, 2014 and 2013, respectively, presented as part of “Non-trade” under
“Trade and other receivables” account in the consolidated statements of financial position
(Note 10).

The noncurrent portion of P157 and P327 as of December 31, 2014 and 2013,

respectively, is presented as part of “Noncurrent receivables and deposits” under “Other
noncurrent assets” account in the consolidated statements of financial position (Note 19).
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The ESPP also allows subsequent withdrawal and cancellation of participants’
subscriptions under certain terms and conditions. The shares pertaining to withdrawn or
cancelled subscriptions shall remain issued shares and shall revert to the pool of shares
available under the ESPP or convert such shares to treasury stock. As of
December 31, 2014 and 2013, 3,478,400 and 3,410,250 common shares under the ESPP,
respectively, were cancelled and held in treasury (Note 25).

There were no shares offered under the ESPP in 2014 and 2013.

LTIP

The Parent Company also maintains LTIP for the executives of the Group. The options
are exercisable at the fair market value of the Parent Company shares as of the date of
grant, with adjustments depending on the average stock prices of the prior three months.
A total of 54,244,905 shares, inclusive of stock dividends declared, are reserved for the
LTIP over its 10-year life. The LTIP is administered by the Executive Compensation
Committee of the Parent Company’s BOD.

Therewere no LTIP offered to executivesin 2014 and 2013.

Options to purchase 13,278,578 shares and 13,660,856 shares in 2014 and 2013,
respectively, were outstanding at the end of each year. Options which were exercised
and cancelled totaled 382,278 shares and 3,024,920 shares in 2014 and 2013,

respectively.

The stock options granted under the LTIP cannot be assigned or transferred by a
participant and are subject to a vesting schedule. After one complete year from the date
of the grant, 33% of the stock option becomes vested. Another 33% is vested on the
second year and the remaining option lot isfully vested on the third year.

Vested stock options may be exercised at any time, up to a maximum of eight years from
the date of grant. All unexercised stock options after this period are considered forfeited.
A summary of the status of the outstanding share stock options and the related weighted
average price under the LTIP is shown below:

2014 2013
Number of Weighted Number of Weighted
Share Stock Average Share Stock Average
Options Price Options Price
Class “A”
Number of shares at beginning of year 9,716,435 P70.75 11,456,960 P69.78
Exercised during the year (101,241) 53.21 (807,234) 57.54
Expired during the year (204,574) 102.54 (933,291) 70.30
Number of shares at end of year 9,410,620 70.25 9,716,435 70.75
Class “B”
Number of shares at beginning of year 3,944,421 67.20 5,228,816 71.10
Exercised during the year (39,687) 58.08 (403,219) 73.03
Expired during the year (36,776) 66.25 (881,176) 87.67

Number of shares at end of year 3,867,958 P67.30 3,944,421 67.20

Effective August 26, 2010, all Class “A” common shares and Class “B” common shares
of the Parent Company were declassified and considered as common shares without
distinction. However, as of December 31, 2014 and 2013, the number of the outstanding
share stock options and related weighted average price under LTIP were presented as

Class “A” and Class “B” common shares to recognize the average price of stock options
granted prior to August 26, 2010.
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The fair value of equity-settled share options granted is estimated as of the date of grant
using Black-Scholes option pricing model, taking into account the terms and conditions
upon which the options were granted. Expected volatility is estimated by considering
average share price volatility.

The range of prices for options outstanding was P40.50 to P120.30 as of December 31,
2014 and 2013.

Share-based payment charged to operations, included under “Administrative expenses -
personnel expenses” account, amounted to P1, P95 and P242 in 2014, 2013 and 2012,

respectively (Note 27).

40. Financial Risk and Capital Management Objectivesand Policies

Objectives and Policies
The Group has significant exposure to the following financia risks primarily from its use
of financial instruments:

Interest Rate Risk
Foreign Currency Risk
Commodity Price Risk
Liquidity Risk

Credit Risk

This note presents information about the exposure to each of the foregoing risks,
objectives, policies and processes for measuring and managing these risks, and for
management of capital.

The principal non-trade related financial instruments of the Group include cash and cash
equivalents, option deposit, AFS financial assets, financial assets at FVPL, restricted
cash, short-term and long-term loans, and derivative instruments. These financial
instruments, except financial assets at FVPL and derivative instruments, are used mainly
for working capital management purposes. The trade-related financial assets and
financial liabilities of the Group such as trade and other receivables, noncurrent
receivables and deposits, accounts payable and accrued expenses, finance lease liabilities
and other noncurrent liabilities arise directly from and are used to facilitate its daily
operations.

The outstanding derivative instruments of the Group such as commodity and currency
options, forwards and swaps are intended mainly for risk management purposes. The
Group uses derivatives to manage its exposures to foreign currency, interest rate and
commodity price risks arising from the operating and financing activities.

The BOD has the overal responsibility for the establishment and oversight of the risk
management framework of the Group. The BOD has established the Risk Management
Committee, which is responsible for developing and monitoring the risk management
policies. The committee reports regularly to the BOD on its activities.
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The risk management policies of the Group are established to identify and analyze the
risks faced by the Group, to set appropriate risk limits and controls, and to monitor risks
and adherence to limits. Risk management policies and systems are reviewed regularly
to reflect changes in market conditions and activities. The Group, through its training
and management standards and procedures, aims to develop a disciplined and
constructive control environment in which all employees understand their roles and
obligations.

The Audit Committee oversees how management monitors compliance with the risk
management policies and procedures of the Group and reviews the adequacy of the risk
management framework in relation to the risks faced by the Group. The Audit
Committee is assisted in its oversight role by Internal Audit. Internal Audit undertakes
both regular and ad hoc reviews of risk management controls and procedures, the results
of which are reported to the Audit Committee.

The BOD constituted the Audit Committee to assist the BOD in fulfilling its oversight
responsibility of the Group’s corporate governance process relating to the: a) quality and
integrity of the financial statements and financia reporting process and the systems of
internal accounting and financial controls, b) performance of the internal auditors; c)
annual independent audit of the financia statements, the engagement of the independent
auditors and the evaluation of the independent auditors’ qualifications, independence and
performance; d) compliance with legal and regulatory requirements, including the
disclosure control and procedures; €) evaluation of management’s process to assess and
manage the enterprise risk issues; and f) fulfillment of the other responsibilities set out by
the BOD. The Audit Committee shall also prepare the reports required to be included in
the annual report of the Group.

The accounting policiesin relation to derivatives are set out in Note 3 to the consolidated
financial statements.

Interest Rate Risk

Interest rate risk is the risk that future cash flows from a financial instrument (cash flow
interest rate risk) or its fair value (fair value interest rate risk) will fluctuate because of
changes in market interest rates. The Group’s exposure to changes in interest rates
relates primarily to the long-term borrowings and investment securities. Investments
acquired or borrowings issued at fixed rates expose the Group to fair value interest rate
risk. On the other hand, investment securities acquired or borrowings issued at variable
rates expose the Group to cash flow interest rate risk.

The Group manages its interest cost by using an optimal combination of fixed and
variable rate debt instruments. Management is responsible for monitoring the prevailing
market-based interest rate and ensures that the mark-up rates charged on its borrowings
are optimal and benchmarked against the rates charged by other creditor banks.

On the other hand, the investment policy of the Group isto maintain an adequate yield to
match or reduce the net interest cost from its borrowings pending the deployment of
funds to their intended use in the operations and working capital management. However,
the Group invests only in high-quality securities while maintaining the necessary
diversification to avoid concentration risk.

In managing interest rate risk, the Group aims to reduce the impact of short-term

fluctuations on the earnings. Over the longer term, however, permanent changes in
interest rates would have an impact on profit or loss.
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The management of interest rate risk is also supplemented by monitoring the sensitivity
of the Group’s financial instruments to various standard and non-standard interest rate
scenarios. Interest rate movements affect reported equity in the following ways:

= retained earnings arising from increases or decreases in interest income or interest
expense as well asfair value changes reported in profit or loss, if any;

= fair value reserves arising from increases or decreasesin fair values of AFS financia
assets reported as part of other comprehensive income; and

» hedging reserves arising from increases or decreases in fair values of hedging
instruments designated in qualifying cash flow hedge relationships reported as part of
other comprehensive income.

The sensitivity to a reasonably possible 1% increase in the interest rates, with all other
variables held constant, would have decreased the Group’s profit before tax (through the
impact on floating rate borrowings) by P1,655 and P1,579 in 2014 and 2013,
respectively. A 1% decrease in the interest rate would have had the equal but opposite
effect. These changes are considered to be reasonably possible given the observation of
prevailing market conditions in those periods. There is no impact on the Group’s other
comprehensive income.
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Interest Rate Risk Table

The terms and maturity profile of the interest-bearing financial instruments, together with its gross amounts, are shown in the following tables:

December 31, 2014 <1Year 1-2 Years >2-3 Years >3-4 Years >4-5Years >5Years Total
Fixed Rate
Philippine peso-denominated P2,438 P4,033 P26,141 P4,384 P17,171 P38,042 P92,209
Interest rate 5.4885% - 8.2498% 6.0606% - 8.2498% 6.05% - 8.2498% 6.0606% - 8.2498% 5.93% - 10.50% 5.50% - 8.2498%
Foreign currency-denominated
(expressed in Philippine peso) - 13,262 - - - 35,776 49,038
Interest rate 7% 4.875%
Floating Rate
Philippine peso-denominated 11,664 1,495 1511 1512 1,147 1,467 18,796
Interest rate PDST-F + margin PDST-F + margin PDST-F + margin PDST-F + margin PDST-F + margin PDST-F + margin
or BSP overnight or BSP overnight or BSP overnight or BSP overnight or BSP overnight
rate+ margin, rate+ margin, rate+ margin, rate+ margin, rate+ margin,
whichever is whichever is whichever is whichever is whichever is
higher higher higher higher higher
Foreign currency-denominated
(expressed in Philippine peso) 6,101 19,145 13,546 104,391 3,569 - 146,752
Interest rate LIBOR +margin LIBOR + LIBOR + margin, LIBOR + margin, LIBOR + margin,
margin, COF + COF + margin COF + margin COF + margin
margin
P20,203 P37,935 P41,198 P110,287 pP21,887 P75,285 P306,795
December 31, 2013 <lYear 1-2 Years >2-3 Years >3-4 Years >4-5 Years >5 Years Total
Fixed Rate
Philippine peso-denominated P29,457 P2,494 P7,450 P24,438 P2,080 P29,214 P95,133
Interest rate 6.3131%-9.33%  5.4885% - 9.33% 6.145% - 9.33% 6.05% - 7.1827% 6.3131% - 7.1827% 5.93% - 10.5%
Foreign currency-denominated
(expressed in Philippine peso) 9,536 - 13,319 - - 35,516 58,371
Interest rate 2% 7% 4.875%
Floating Rate
Philippine peso-denominated 1,019 12,180 2,181 2,341 2,618 7,528 27,867
Interest rate PDST-F + margin  PDST-F + margin PDST-F + margin PDST-F + margin PDST-F + margin PDST-F + margin
or BSP overnight or BSP overnight or BSP overnight or BSP overnight
rate + margin, rate + margin, rate + margin, rate + margin,
whichever is whichever is whichever is whichever is
higher higher higher higher
Foreign currency-denominated
(expressed in Philippine peso) 3,076 12,240 12,240 6,152 96,337 - 130,045
Interest rate LIBOR + margin  LIBOR + margin LIBOR + margin LIBOR + margin LIBOR + margin
P43,088 P26,914 P35,190 P32,931 P101,035 P72,258 P311,416
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Foreign Currency Risk

The functional currency is the Philippine peso, which is the denomination of the bulk of
the Group’s revenues. The exposure to foreign currency risk results from significant
movements in foreign exchange rates that adversely affect the foreign currency-
denominated transactions of the Group. The risk management objective with respect to
foreign currency risk is to reduce or eliminate earnings volatility and any adverse impact
on equity. The Group enters into foreign currency hedges using a combination of non-
derivative and derivative instruments such as foreign currency forwards, options or swaps
to manage its foreign currency risk exposure.

Short-term currency forward contracts (deliverable and non-deliverable) and options are
entered into to manage foreign currency risks arising from importations, revenue and
expense transactions, and other foreign currency-denominated obligations. Currency
swaps are entered into to manage foreign currency risks relating to long-term foreign
currency-denominated borrowings.

Information on the Group’s foreign currency-denominated monetary assets and monetary
liabilities and their Philippine peso equivalentsis as follows:

December 31, 2014 December 31, 2013
us Peso us Peso
Dollar Equivalent Dollar Equivalent
Assets
Cash and cash equivalents US$2,761 P123,571 US$1,354 P60,037
Trade and other receivables 900 40,264 1,160 51,472
Prepaid expenses and other
current assets 26 1,150 25 1,111
Restricted cash - - 26 1,174
AFS financial assets - - 7 314
Noncurrent receivables 184 8,199 191 8,464
3,871 173,184 2,763 122,572
Liabilities
Loans payable 808 36,109 478 21,230
Accounts payable and
accrued expenses 1,220 54,576 1,509 66,971
Long-term debt (including
current maturities) 4,378 195,790 4,244 188,416
Finance lease liabilities
(including current portion) 2,218 99,169 2,351 104,392
Other noncurrent liabilities 713 31,912 507 22,494
9,337 417,556 9,089 403,503
Net foreign currency-
denominated monetary
liabilities (US$5,466) (P244,372) (US$6,326) (P280,931)
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The Group reported net gains (losses) on foreign exchange amounting to (P2,412),
(P19,436) and P11,373 in 2014, 2013 and 2012, respectively, with the trandation of its
foreign currency-denominated assets and liabilities (Note 32). These mainly resulted
from the movements of the Philippine peso againgt the US dollar as shown in the
following table:

US Dallar

to Philippine Peso

December 31, 2014 44,720
December 31, 2013 44,395
December 31, 2012 41.050

The management of foreign currency risk is also supplemented by monitoring the
sensitivity of the Group’s financial instruments to various foreign currency exchange rate
scenarios. Foreign exchange movements affect reported equity in the following ways:

= retained earnings arising from increases or decreases in unrealized and realized
foreign exchange gains or losses;

= tranglation reserves arising from increases or decreases in foreign exchange gains or
losses recognized directly as part of other comprehensive income; and

= hedging reserves arising from increases or decreases in foreign exchange gains or
losses of the hedged item and the hedging instrument.

The following table demonstrates the sensitivity to a reasonably possible change in the
US dollar exchange rate, with all other variables held constant, of the Group’s profit
before tax (due to changes in the fair value of monetary assets and liabilities) and the
Group’s equity (due to translation of results and financial position of foreign operations):

P1 Decreasein the P1Increaseinthe
US Dollar Exchange Rate US Dollar Exchange Rate
Effect on Effect on
Income before Effect on Income before Effect on
December 31, 2014 Income Tax Equity Income Tax Equity
Cash and cash equivalents (P2,242) (P2,091) P2,242 P2,091
Trade and other receivables (261) (821) 261 821
Prepaid expenses and other
current assets (26) (18) 26 18
Noncurrent receivables (166) (135) 166 135
(2,695) (3,065) 2,695 3,065
Loans payable 454 675 (454) (675)
Accounts payable and
accrued expenses 494 1,069 (494) (1,069)
Long-term debt (including
current maturities) 4,292 3,091 (4,292) (3,091)
Finance lease liabilities
(including current portion) 2,218 1,552 (2,218) (1,552)
Other noncurrent liabilities 637 522 (637) (522)
8,095 6,909 (8,095) (6,909)
P5,400 P3,844 (P5,400) (P3,844)
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P1 Decrease in the P1 Increase in the

US Dollar Exchange Rate US Dollar Exchange Rate
Effect on Effect on
Income before Effect on Income before Effect on
December 31, 2013 Income Tax Equity Income Tax Equity
Cash and cash equivalents (P1,003) (P1,053) P1,003 P1,053
Trade and other receivables (209) (1,097) 209 1,097
Prepaid expenses and other
current assets (25) (18) 25 18
Restricted cash (26) (18) 26 18
AFSfinancial assets - @) - 7
Noncurrent receivables (174) (139) 174 139
(1,437) (2,332 1,437 2,332
Loans payable 30 469 (30) (469)
Accounts payable and
accrued expenses 548 1,344 (548) (1,344)
Long-term debt (including
current maturities) 4,244 2,971 (4,244) (2,971)
Finance lease liabilities
(including current portion) 2,351 1,645 (2,351) (1,645)
Other noncurrent liabilities 74 128 (74) (128)
7,247 6,557 (7,247) (6,557)
P5,810 P4,225 (P5,810) (P4,225)

Exposures to foreign exchange rates vary during the year depending on the volume of
overseas transactions. Nonetheless, the analysis above is considered to be representative
of the Group’s foreign currency risk.

Commodity Price Risk

Commodity price risk is the risk that future cash flows from a financial instrument will
fluctuate because of changes in commodity prices. The Group enters into various
commodity derivatives to manage its price risks on strategic commodities. Commodity
hedging allows stability in prices, thus offsetting the risk of volatile market fluctuations.
Through hedging, prices of commaodities are fixed at levels acceptabl e to the Group, thus
protecting raw material cost and preserving margins. For hedging transactions, if prices
go down, hedge positions may show marked-to-market losses; however, any loss in the
marked-to-market position is offset by the resulting lower physical raw material cost.

The Parent Company enters into commodity derivative transactions on behalf of its
subsidiaries and affiliates to reduce cost by optimizing purchasing synergies within the
Group and managing inventory levels of common materials.

Commodity Swaps, Futures and Options. Commodity swaps, futures and options are
used to manage the Group’s exposures to volatility in prices of certain commodities such
asfuel ail, crude oil, aluminum, soybean meal and wheat.

Commodity Forwards. The Group entersinto forward purchases of various commodities.
The prices of the commodity forwards are fixed either through direct agreement with
suppliers or by reference to arelevant commodity price index.

Liquidity Risk
Liquidity risk pertains to the risk that the Group will encounter difficulty to meet
payment obligations when they fall under normal and stress circumstances.

-150 -



The Group’s objectives to manage its liquidity risk are as follows: a) to ensure that
adequate funding is available at all times; b) to meet commitments as they arise without
incurring unnecessary costs, ) to be able to access funding when needed at the least
possible cost; and d) to maintain an adequate time spread of refinancing maturities.

The Group constantly monitors and manages its liquidity position, liquidity gaps and
surplus on adaily basis. A committed stand-by credit facility from several local banksis
also available to ensure availability of funds when necessary. The Group also uses

derivative instruments such as forwards and swaps to manage liquidity.

The table below summarizes the maturity profile of the Group’s financial assets and
financial liahilities based on contractual undiscounted receipts and payments used for

liquidity management.

Carrying Contractual
December 31, 2014 Amount Cash Flow

1Year
or Less

>1VYear -
2Years

>2VYears-
5Years

Over
5Years

Financial Assets
Cash and cash equivalents P258,606 P258,606
Trade and other receivables - net 136,036 136,036
Option deposit (included

under “Prepaid expenses

and other current assets”

account) 1,118 1,118
Derivative assets (included

under “Prepaid expenses

and other current assets”

account) 360 360
Financial assetsat FVPL

(included under “Prepaid

expenses and other current

assets” account) 136 136
AFSfinancial assets

(including current portion

presented under “Prepaid

expenses and other current

assets” account) 41,890 41,927
Noncurrent receivables and

deposits - net (included

under “Other noncurrent

assets” account) 14,967 14,977
Restricted cash (included

under “Prepaid expenses

and other current assets”

and “Other noncurrent

assets” accounts) 2,659 2,659
Financial Liabilities
Loans payable 180,059 181,011
Accounts payable and

accrued expenses

(excluding current

retirement liabilities,

derivative liabilities and

IRO) 121,371 121,371
Derivative liabilities

(included under “Accounts

payable and accrued

expenses” account) 325 325
Long-term debt (including

current maturities) 302,988 367,781
Finance lease liabilities

(including current portion) 186,330 248,201
Other noncurrent liabilities

(excluding noncurrent

retirement liabilities, IRO

and ARO) 2,394 2,397

P258,606
136,036

1,118

360

136

460

1,604

181,011

121,371

325
34,219

22,105

P-

41,253

2,434

1,055

50,063

23,173

1,907

214

8,072

196,766

71,945

4471

86,733

130,978

487
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December 31, 2013

Carrying
Amount

Contractual
Cash Flow

1Year
or Less

>1Year-
2 Years

>2Years-
5Years

Over
5Years

Financial Assets

Cash and cash equivalents

Trade and other receivables - net

Option deposit (included
under “Prepaid expenses
and other current assets”
account)

Derivative assets (included
under “Prepaid expenses
and other current assets”
account)

Financial assets at FVPL
(included under “Prepaid
expenses and other current
assets” account)

AFSfinancial assets
(including current portion
presented under “Prepaid
expenses and other current
assets” account)

Noncurrent receivables and
deposits - net (included
under “Other noncurrent
assets” account)

Restricted cash (included
under “Prepaid expenses
and other current assets”
and “Other noncurrent
assets” accounts)

Financial Liabilities

Loans payable

Accounts payable and
accrued expenses
(excluding current
retirement liabilities,
derivative liabilities and
IRO)

Derivative liabilities
(included under “Accounts
payable and accrued
expenses” account)

Long-term debt (including
current maturities)

Finance lease liabilities
(including current portion)

Other noncurrent liabilities
(excluding noncurrent
retirement liabilities, IRO
and ARO)

P191,613
168,141

1,110

681

117

42,406

25,297

2,185

143,226

116,686

455

307,497

195,048

5,086

P191,613
168,141

1,110

681

117

42,431

25,307

2,185

143,787

116,686

455

372,608

267,467

5,119

P191,613
168,141

1,110

681

117

411

385

143,787

116,686

455
56,270

20,140

P -

41,895

12,294

1,800

38,984

22,036

4,849

P -

125

8,576

193,287

70,036

13

P -

4,437

84,067

155,255

257

Credit Risk

Credit risk is the risk of financia loss to the Group if a customer or counterparty to a
financial instrument fails to meet its contractual obligations, and arises principally from
trade and other receivables and investment securities. The Group manages its credit risk
mainly through the application of transaction limits and close risk monitoring. It is the
Group’s policy to enter into transactions with a wide diversity of creditworthy
counterparties to mitigate any significant concentration of credit risk.

The Group has regular interna control reviews to monitor the granting of credit and
management of credit exposures.
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Trade and Other Receivables

The exposure to credit risk is influenced mainly by the individual characteristics of each
customer. However, management also considers the demographics of the Group’s
customer base, including the default risk of the industry and country in which customers
operate, as these factors may have an influence on the credit risk.

Goods are subject to retention of title clauses so that in the event of default, the Group
would have a secured claim. Where appropriate, the Group obtains collateral or arranges
master netting agreements.

The Group has established a credit policy under which each new customer is analyzed
individually for creditworthiness before the standard payment and delivery terms and
conditions are offered. The Group ensures that sales on account are made to customers
with appropriate credit history. The Group has detailed credit criteria and severa layers
of credit approval requirements before engaging a particular customer or counterparty.
The review includes external ratings, when available, and in some cases bank references.
Purchase limits are established for each customer and are reviewed on a regular
basis. Customers that fail to meet the benchmark creditworthiness may transact with the
Group only on a prepayment basis.

The Group establishes an alowance for impairment losses that represents its estimate of
incurred losses in respect of trade and other receivables. The main components of this
allowance include a specific loss component that relates to individualy significant
exposures, and a collective loss component established for groups of similar assets in
respect of losses that have been incurred but not yet identified. The collective loss
allowance is determined based on historical data of payment statistics for similar
financial assets.

I nvestments

The Group recognizes impairment losses based on specific and collective impairment
tests, when objective evidence of impairment has been identified either on an individual
account or on aportfolio level.

Financial information on the Group’s maximum exposure to credit risk, without
considering the effects of collaterals and other risk mitigation techniques, is presented
below.

Note 2014 2013

Cash and cash equivalents (excluding
cash on hand) 9 P255,786 P187,515
Trade and other receivables - net 10 136,036 168,141
Option deposit 12 1,118 1,110
Derivative assets 12 360 681
Financial assets at FVPL 12 136 117
AFSfinancial assets 12,14 41,890 42,406
Noncurrent receivables and deposits - net 19 14,967 25,297
Restricted cash 12,19 2,659 2,185
P452,952 P427,452

The credit risk for cash and cash equivalents, option deposit, derivative assets, financia
assets at FVPL, AFS financia assets and restricted cash is considered negligible, since
the counterparties are reputabl e entities with high quality external credit ratings.
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The Group’s exposure to credit risk arises from default of counterparty. Generally, the
maximum credit risk exposure of trade and other receivables and noncurrent receivables
and deposits is its carrying amount without considering collaterals or credit
enhancements, if any. The Group has no significant concentration of credit risk since the
Group deals with a large number of homogenous counterparties. The Group does not
execute any credit guarantee in favor of any counterparty.

Financia and Other Risks Relating to Livestock

The Group is exposed to financial risks arising from the change in cost and supply of
feed ingredients and the selling prices of chicken, hogs and cattle and related products, all
of which are determined by constantly changing market forces such as supply and
demand and other factors. The other factors include environmenta regulations, weather
conditions and livestock diseases for which the Group has little control. The mitigating
factors are listed below.

= The Group is subject to risks affecting the food industry, generally, including risks
posed by food spoilage and contamination. Specifically, the fresh meat industry is
regulated by environmental, health and food safety organizations and regulatory
sanctions. The Group has put into place systems to monitor food safety risks
throughout all stages of manufacturing and processing to mitigate these risks.
Furthermore, representatives from the government regulatory agencies are present at
all times during the processing of dressed chicken, hogs and cattle in all dressing
plants and meat plants and issue certificates accordingly. The authorities, however,
may impose additiona regulatory requirements that may require significant capital
investment at short notice.

= The Group is subject to risks relating to its ability to maintain animal health status
considering that it has no control over neighboring livestock farms. Livestock health
problems could adversely impact production and consumer confidence. However,
the Group monitors the health of its livestock on a daily basis and proper procedures
are put in place.

= Thelivestock industry is exposed to risk associated with the supply and price of raw
materials, mainly grain prices. Grain prices fluctuate depending on the harvest
results. The shortage in the supply of grain will result in adverse fluctuation in the
price of grain and will ultimately increase the Group’s production cost. If necessary,
the Group enters into forward contracts to secure the supply of raw materials at a
reasonable price.

Other Market Price Risk

The Group’s market price risk arises from its investments carried at fair value (financial
assets at FVPL and AFS financial assets). The Group manages its risk arising from
changes in market price by monitoring the changes in the market price of the
investments.

Capital Management

The Group maintains a sound capital base to ensure its ability to continue as a going
concern, thereby continue to provide returns to stockholders and benefits to other
stakeholders and to maintain an optimal capital structure to reduce cost of capital.

The Group manages its capital structure and makes adjustmentsin the light of changes in
economic conditions. To maintain or adjust the capital structure, the Group may adjust
the dividend payment to shareholders, pay-off existing debts, return capita to
shareholders or issue new shares.
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The Group defines capital as paid-in capital stock, additiona paid-in capital and retained
earnings, both appropriated and unappropriated. Other components of equity such as
treasury stock, cumulative translation adjustments, reserve for retirement plan and
revaluation increment are excluded from capital for purposes of capital management.

The BOD has overall responsibility for monitoring capital in proportion to risk. Profiles
for capital ratios are set in the light of changes in the external environment and the risks
underlying the Group’s business, operation and industry.

The Group, except for BOC which is subject to certain capitalization requirements by the
BSP, is not subject to externally imposed capital requirements.

41. Financial Assets and Financial Liabilities

The table below presents a comparison by category of the carrying amounts and fair
values of the Group’s financial instruments:

December 31, 2014 December 31, 2013
Carrying Fair Carrying Fair
Amount Value Amount Vaue
Financial Assets
Cash and cash equivalents P258,606 P258,606 P191,613 P191,613
Trade and other receivables - net 136,036 136,036 168,141 168,141
Option deposit (included under “Prepaid expenses
and other current assets” account) 1,118 1,118 1,110 1,110
Derivative assets (included under “Prepaid
expenses and other current assets” account) 360 360 681 681

Financia assets at FVPL (included under

“Prepaid expenses and other current assets”

account) 136 136 117 117
AFS financia assets (including current portion

presented under “Prepaid expenses and other

current assets” account) 41,890 41,890 42,406 42,406
Noncurrent receivables and deposits - net

(included under “Other noncurrent assets”

account) 14,967 14,591 25,297 24,854
Restricted cash (included under “Prepaid

expenses and other current assets” and “Other

noncurrent assets” accounts) 2,659 2,659 2,185 2,185
Financial Liabilities
Loans payable 180,059 180,059 143,226 143,226

Accounts payable and accrued expenses
(excluding current retirement liabilities,

derivative liabilities and IRO) 121,371 121,371 116,686 116,686
Derivative liabilities (included under “Accounts

payable and accrued expenses” account) 325 325 455 455
Long-term debt (including current maturities) 302,988 327,077 307,497 326,940
Finance lease liabilities (including current

portion) 186,330 186,330 195,048 195,048
Other noncurrent liabilities (excluding noncurrent

retirement liabilities, IRO and ARO) 2,394 2,394 5,086 5,086
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The following methods and assumptions are used to estimate the fair value of each class
of financial instruments:

Cash and Cash Equivalents, Trade and Other Receivables, Option Deposit, Noncurrent
Receivables and Deposits and Restricted Cash. The carrying amount of cash and cash
equivalents, trade and other receivables and option deposit approximates fair value
primarily due to the relatively short-term maturities of these financial instruments. In the
case of noncurrent receivables and deposits and restricted cash, the fair value is based on
the present value of expected future cash flows using the applicable discount rates based
on current market rates of identical or similar quoted instruments.

Derivatives. The fair values of forward exchange contracts are calculated by reference to
current forward exchange rates. In the case of freestanding currency and commodity
derivatives, the fair values are determined based on quoted prices obtained from their
respective active markets. Fair values for stand-alone derivative instruments that are not
guoted from an active market and for embedded derivatives are based on valuation
models used for similar instruments using both observable and non-observable inputs.

Financial Assets at FVPL and AFS Financial Assets. The fair values of publicly traded
instruments and similar investments are based on quoted market prices in an active
market. For debt instruments with no quoted market prices, a reasonable estimate of their
fair values is calculated based on the expected cash flows from the instruments
discounted using the applicable discount rates of comparable instruments quoted in active
markets. Unguoted equity securities are carried at cost |ess impairment.

Loans Payable and Accounts Payable and Accrued Expenses. The carrying amount of
loans payable and accounts payable and accrued expenses approximates fair value due to
the relatively short-term maturities of these financial instruments.

Long-term Debt, Finance Lease Liabilities and Other Noncurrent Liabilities. The fair
value of interest-bearing fixed-rate loans is based on the discounted value of expected
future cash flows using the applicable market rates for similar types of instruments as of
reporting date. Discount rates used for Philippine peso-denominated |oans range from
2.5% to 4.3% and 0.4% to 3.8% as of December 31, 2014 and 2013, respectively. The
discount rates used for foreign currency-denominated loans range from 0.2% to 2.1% and
0.2% to 2.9% as of December 31, 2014 and 2013, respectively. The carrying amounts of
floating rate loans with quarterly interest rate repricing approximate their fair values.

Derivative Financial Instruments

The Group’s derivative financial instruments according to the type of financial risk being
managed and the details of freestanding and embedded derivative financial instruments
are discussed below.

The Group entersinto various currency and commodity derivative contracts to manageits
exposure on foreign currency and commodity price risk. The portfolio is a mixture of
instruments including forwards, swaps and options.
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Derivative Instruments not Designated as Hedges

The Group enters into certain derivatives as economic hedges of certain underlying
exposures. These include freestanding and embedded derivatives found in host contracts,
which are not designated as accounting hedges. Changes in fair value of these
instruments are accounted for directly in profit or loss. Details are asfollows:

Freestanding Derivatives
Freestanding derivatives consist of commodity and currency derivatives entered into by
the Group.

Currency Forwards

The Group has outstanding foreign currency forward contracts with aggregate notional
amount of US$1,673 and US$1,445 as of December 31, 2014 and 2013, respectively, and
with various maturities in 2015 and 2014. The net positive fair value of these currency
forwards amounted to P0.4 and P640 as of December 31, 2014 and 2013, respectively.

Currency Options

As of December 31, 2014, the Group has outstanding currency options with an aggregate
notional amount of US$245 and with various maturities in 2015. The negative fair value
of these currency options amounted to P140 as of December 31, 2014. The Group has no
outstanding currency option agreements as of December 31, 2013.

Commodity Svaps

The Group has outstanding swap agreements covering its aluminum requirements, with
various maturities in 2015 and 2014. Under the agreement, payment is made either by
the Group or its counterparty for the difference between the agreed fixed price of
aluminum and the price based on the relevant price index. The outstanding equivalent
notional quantity covered by the commodity swaps is 610 and 960 metric tons as of
December 31, 2014 and 2013, respectively. The net negative fair value of these swaps
amounted to P2 and P6 as of December 31, 2014 and 2013, respectively.

The Group has outstanding swap agreements covering its oil requirements, with various
maturities in 2015 and 2014. Under the agreement, payment is made either by the Group
or its counterparty for the difference between the hedged fixed price and the relevant
monthly average index price. The outstanding equivalent notional quantity covered by
the commodity swaps is 6.6 and 2.0 million barrels as of December 31, 2014 and 2013,
respectively. The positive fair value of these swaps amounted to P1,420 and P6 as of
December 31, 2014 and 2013, respectively.

Commodity Options

The Group has outstanding bought and sold options covering its wheat requirements with
notional quantities of 5,987 and 174,248 metric tons as of December 31, 2014 and 2013,
respectively. These options can be exercised at various calculation dates in 2015 and
2014 with specified quantities on each calculation date. The net negative fair value of
these options amounted to P5 and P186 as of December 31, 2014 and 2013, respectively.

The Group has outstanding commaodity options covering its crude oil requirements with
notional quantity of 1.0 million barrels as of December 31, 2013. These call and put
options can be exercised at various calculation dates in 2014 with specified quantities on
each calculation date. The net negative fair value of these options amounted to P41 as of
December 31, 2013. The Group has no outstanding commodity options on the purchase
of crude oil as of December 31, 2014.
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Embedded Derivatives

The Group’s embedded derivatives include currency derivatives (forwards and options)
embedded in non-financial contracts.

Embedded Currency Forwards

The total outstanding notional amount of currency forwards embedded in non-financia
contracts amounted to US$152 and US$183 as of December 31, 2014 and 2013,
respectively. These non-financial contracts consist mainly of foreign currency
denominated purchase orders, sales agreements and capital expenditures. The embedded
forwards are not clearly and closely related to their respective host contracts. The net
negative fair value of these embedded currency forwards amounted to P54 and P163 as of
December 31, 2014 and 2013, respectively.

Embedded Currency Options

The total outstanding notional amount of currency options embedded in non-financia
contracts amounted to US$1 and US$3 as of December 31, 2014 and 2013, respectively.
These non-financia contracts consist mainly of saes agreements. These embedded
options are not clearly and closely related to their host contracts. The net negative fair
value of these embedded currency options amounted to P1 as of December 31, 2014 and
2013.

The Group recognized marked-to-market gains (losses) from freestanding and embedded
derivatives amounting to P7,513, P2,448 and (P1,270) in 2014, 2013 and 2012,
respectively (Note 32).

Fair Value Changes on Derivatives
The net movements in fair value of all derivative instruments are as follows;

2014 2013

Balance at beginning of year P226 (P224)
Net change in fair value of hon-accounting hedges 7,513 2,448
7,739 2,224

Lessfair value of settled instruments 7,704 1,998
Balance at end of year P35 P226

Fair Value Hierarchy

Financia assets and financia liabilities measured at fair value in the consolidated
statements of financia position are categorized in accordance with the fair value
hierarchy. This hierarchy groups financial assets and financid liabilities into three levels
based on the significance of inputs used in measuring the fair value of the financial assets
and financia liabilities (Note 3).

Thetable below analyzes financial instruments carried at fair value by valuation method:

December 31, 2014 December 31, 2013

Level 1 Level 2 Total Level 1 Level 2 Total
Financial Assets
Derivative assets P - P360 P360 P - P681 P681
Financial assets at FVPL 136 - 136 117 - 117
AFS financial assets 533 41,357 41,890 956 41,450 42,406
Financial Liabilities
Derivative liabilities - 325 325 - 455 455
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The Group has no financial instruments valued based on Level 3 as of December 31,
2014 and 2013. As of December 31, 2014, AFS financial assets with a carrying amount
of P318 was transferred from Level 2 to Level 1 fair value category with the listing of the
common shares of Top Frontier in the PSE as discussed in Note 7. During the year, there
were no transfers out of Level 3 fair value measurement.

42. Registration with the Board of Investments (BOI)
a SMC Globa

SEPC

On August 21, 2007, SEPC was registered with the BOI under the Omnibus
Investment Code of 1987 (Executive Order No. 226), as New Domestic Producer of
Coa on a Non-pioneer Status and was entitled to certain incentives that include,
among others, an Income Tax Holiday (ITH) for four years from June 2011 or date of
actual start of commercial operations, whichever is earlier, but in no case earlier than
the date of registration.

SMEC, SPDC and SPPC

SMEC, SPDC and SPPC are registered with the BOI as administrator/operator of
their respective power plant on a pioneer status with non-pioneer incentives and were
granted ITH for four years without extension beginning August 1, 2010, subject to
compliance with certain requirements under their registrations. The ITH incentive
availed was limited only to the sale of power generated from the power plants.

SMCPC and SCPC

In 2013, SMCPC and SCPC were granted incentives by the BOI on a pioneer status
for six years beginning December 2015 and February 2016, respectively, or start of
commercial operations whichever is earlier, subject to the representations and
commitments set forth in the application for registration, the provisions of Omnibus
Investment Code of 1987, the rules and regulations of the BOI and the terms and
conditions prescribed. The ITH incentive shal be limited only to the revenues
generated from the sale of the electricity from the power plants.

On September 3, 2013 and January 28, 2014, the BOI issued a Certificate of
Authority to SMCPC and SCPC, respectively, subject to provisions and
implementing rules and regulations of Executive Order No. 70, entitled “Reducing
the Rates of Duty on Capital Equipment, Spare Parts and Accessories imported by
BOI Registered New and Expanding Enterprises”. Authority shall be valid for one
year from the date of issuance. Advanced authority to import capital equipment was
granted on May 21, 2013. For the subsequent year, BOI issued new Certificates of
Authority dated September 4, 2014 and February 6, 2015 to SMCPC and SCPC
respectively, both with avalidity of one year from the date of issuance.

b. SMPFC
Certain operations of consolidated subsidiaries of SMPFC are registered with the
BOI as pioneer and non-pioneer activities. As registered enterprises, these

subsidiaries are subject to some requirements and are entitled to certain tax and non-
tax incentives.
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GBGTC

GBGTC was registered with the BOI under Registration No. 2012-223 on a
non-pioneer status as a New Operator of Warehouse for its grain terminal project in
Mabini, Batangas on October 19, 2012.

Under the terms of GBGTC’s BOI registration and subject to certain requirements as
provided in the Omnibus Investments Code of 1987 (Executive Order No. 226),
GBGTC is entitled to incentives which include, among others, ITH for a period of
four years from July 2013 or actual start of commercial operations, whichever is
earlier, but in no case earlier than the date of registration.

SMFI

SMFI’s (formerly Monterey Foods Corporation) Sumilao Hog Project (Sumilao
Project) was registered with the BOI under Registration No. 2008-192, in accordance
with the provisions of the Omnibus Investments Code of 1987 (Executive Order
No. 226) on a pioneer status as New Producer of Hogs on July 30, 2008. As a
BOl-registrant, the Sumilao Project is entitled to incentives which include, among
others, ITH for a period of six years, extendable under certain conditions to eight
years, from February 2009 or actual start of commercial operations, whichever is
earlier, but in no case earlier than the date of registration.

Petron

Benzene, Toluene and Propylene Recovery Units

On October 20, 2005, Petron registered with the BOI under the Omnibus Investments
Code of 1987 (Executive Order No. 226) as. (1) a pioneer, new export producer
status of Benzene and Toluene; and (2) a pioneer, new domestic producer status of
Propylene. Under the terms of its registration, Petron is subject to certain
requirements principally that of exporting at least 50% of the combined production of
Benzene and Toluene.

As a registered enterprise, Petron is entitled to the following benefits on its
production of petroleum products used as petrochemical feedstock:

a. ITH: (1) for six years from May 2008 or actual start of commercia operations,
whichever is earlier, but in no case earlier than the date of registration for
Benzene and Toluene; and (2) for six years from December 2007 or actual start
of commercial operations, whichever is earlier, but in no case earlier than the
date of registration for Propylene.

b. Tax credit equivalent to the national internal revenue taxes and duties paid on
raw materials and supplies and semi-manufactured products used in producing its
export product and forming parts thereof for 10 years from start of commercia
operations.

c. Simplification of custom procedures.
d. Access to Customs Bonded Manufacturing Warehouse (CBMW) subject to
custom rules and regulations provided firm exports at least 50% of combined

production of Benzene and Toluene.

e. Exemption from wharfage dues, any export tax, duty, imposts and fees for a 10-
year period from the date of registration.
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f. Importation of consigned equipment for a period of 10 years from the date of
registration subject to the posting of re-export bond.

g. Exemption from taxes and duties on imported spare parts and consumable
supplies for export producers with CBMW exporting at least 50% of combined
production of Benzene and Toluene.

h. Petron may qualify to import capital equipment, spare parts, and accessories at
zero (one percent for Propylene) duty from date of registration up to June 5, 2006
pursuant to Executive Order No. 313 and itsimplementing rules and regulations.

The BOI extended Petron’s ITH incentive for its Propylene sales from
December 2013 to November 2014 and for its Benzene and Toluene sales from May
2014 to April 2015.

Fluidized Bed Catalytic Cracker (PetroFCC) Unit

On December 20, 2005, the BOI approved Petron’s application under RA 8479 for
new investment in its Bataan Refinery for the PetroFCC. Subject to Petron’s
compliance with the terms and conditions of registration, the BOI is extending the
following major incentives:

a. ITH for five years without extension or bonus year from December 2008 or
actual start of commercia operations, whichever is earlier, but in no case earlier
than the date of registration subject to arate of exemption computed based on the
percentage share of product that are subject to retooling.

b. Minimum duty of three percent and VAT on imported capita equipment and
accompanying spare parts.

c. Tax credit on domestic capital equipment shall be granted on locally fabricated
capital equipment. This shall be equivalent to the difference between the tariff
rate and the three percent duty imposed on the imported counterpart.

d. Importation of consigned equipment for a period of five years from date of
registration subject to posting of the appropriate re-export bond; provided that
such consigned equipment shall be for the exclusive use of the registered
activity.

e. Exemption from wharfage dues, any export tax, duty, imposts and fees for a
10-year period from date of registration.

f. Exemption from taxes and duties on imported spare parts for consigned
equipment with bonded manufacturing warehouse.

g. Exemption from real property tax on production equipment or machinery.
h. Exemption from contractor’s tax.

PetroFCC entitlement period ended in February 2013 and registration with BOI was
cancelled on July 4, 2013.
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70 MW Coal-Fired Power Plant (Limay, Bataan)

On November 3, 2010, Petron registered with the BOI as new operator of a 70 MW
Coal-Fired Power Plant on a pioneer status with non-pioneer incentives under the
Omnibus Investments Code of 1987 (Executive Order No. 226). Subject to Petron’s
compliance with the terms and conditions of registration, the BOI is extending the
following major incentives:

a. ITH for four years from July 2012 or actua start of commercia operations,
whichever is earlier. The ITH incentive is limited to the revenue generated from
the electricity sold to the grid.

b. Importation of consigned equipment for a period of 10 years from the date of
registration subject to the posting of re-export bond.

c. Petron may qualify to import capital equipment, spare parts and accessories at
zero percent duty from date of registration up to June 16, 2011 pursuant to
Executive Order No. 528 and its implementing rules and regulations.

The power plant started commercial operations on May 10, 2013 and Petron availed
of ITH from May to September 2013.

On March 4, 2014, the BOI approved the transfer of BOI Certificate of Registration
No. 2010-181 covering the 70 MW Coal-Fired Power Plant Project to SPI, the new
owner of the said facility.

RMP-2 Project

On June 3, 2011, the BOI approved Petron’s application under RA No. 8479 as an
Existing Industry Participant with New Investment in Modernization/Conversion of
Bataan Refinery’s RMP-2. The BOI is extending the following major incentives:

a. ITH for five years without extension or bonus year from July 2015 or actual start
of commercial operations, whichever is earlier, but in no case earlier than the
date of registration based on the formula of the ITH rate of exemption.

b. Minimum duty of three percent and VAT on imported capital equipment and
accompanying spare parts.

c. Importation of consigned equipment for a period of five years from date of
registration subject to posting of the appropriate re-export bond; provided that
such consigned equipment shall be for the exclusive use of the registered
activity.

d. Tax credit on domestic capital equipment shall be granted on locally fabricated
capital equipment which is equivalent to the difference between the tariff rate
and the three percent duty imposed on the imported counterpart.

e. Exemption from real property tax on production equipment or machinery.

f. Exemption from contractor’s tax.
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70 MW Solid Fuel-Fired Power Plant

On February 14, 2013, Petron registered with the BOI as an expanding operator of a
70 MW Solid Fuel-Fired Power Plant on a pioneer status under Omnibus Investments
Code of 1987 (Executive Order No. 226). Subject to Petron’s compliance with the
terms and conditions of registration, the BOI is extending the following major
incentives:

a. ITH for three years from December 2014 or actuad start of commercial
operations, whichever is earlier. The ITH incentive is limited to the revenue
generated from the electricity sold to the grid, other entities and/or communities.

b. Importation of capital equipment, spare parts and accessories at zero duty from
the date of effectivity of Executive Order No. 70 and its implementing rules and
regulations for a period of five years reckoned from the date of registration or
until the expiration of Executive Order No. 70, whichever is earlier.

c. Importation of consigned equipment for a period of 10 years from the date of
registration subject to the posting of re-export bond.

On March 4, 2014, the BOI approved the transfer of BOI Certificate of Registration
No. 2013-047 covering the 70 MW Solid Fuel-Fired Power Plant Project to SPI, the
new owner of the said plant.

Yearly certificates of entitlement have been timely obtained by Petron to support its
ITH credits.

SMYAC

SMYAC is registered with the BOI as a new domestic producer of glass containers
for the new production facility (Phase I) and as expanding producer of glass
containers for the expansion of the existing production facility (Phase I1), both on a
non-pioneer status under the Omnibus Investments Code of 1987 (Executive Order
No. 226).

As aregistered enterprise, SMYAC is entitled to the following ITH benefits:

a. Phase | - for a period of four years from February 2007 or actua start of
commercial operations, whichever is earlier, but in no case earlier than
March 23, 2005, the date of registration.

b. Phase Il - for a period of three years from August 2007 or actual sart of
commercial operations, whichever is earlier, but in no case earlier than
March 23, 2005, the date of registration.

SMYAC’s entitlement for ITH for Phase I expired in August 2010 while the
entitlement for ITH for Phase Il was extended until November 2012.
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e. SMCSLC

SMCSLC is registered with the BOI for the operation of domestic cargo vessels and
motor tankers with the following incentives:

a

Operation of Motor Tanker (Samho Snipe). The project was registered on
May 26, 2009, where SMCSLC is entitled to ITH for six years from July 2009 or
actual start of commercial operations, whichever is earlier, but in no case earlier
than the date of registration. The 100% ITH incentives shall be limited only to
the revenue generated by the registered project.

Operation of Two Brand New Double-hulled Oil Tanker Vessels (S& Tanglad
and SL Banaba). The project was registered on December 23, 2009, where
SMCSLC is entitled to ITH for six years from August 2010 or actua start of
commercia operations, whichever is earlier, but in no case earlier than the date
of registration. The 100% ITH incentives shall be limited only to the revenue
generated by the registered project.

Operation of Brand New Non-propelled Barge (M/V Kalusugan 2). The project
was registered on July 22, 2010, where SMCSLC is entitled to ITH for six years
from August 2010 or actual start of commercial operations, whichever is earlier,
but in no case earlier than the date of registration. The 100% ITH incentives shall
be limited only to the revenue generated by the registered project.

Operation of Leased Qil Tanker Vessdl (S. Maple). The project was registered
on September 16, 2010, where SMCSLC is entitled to ITH for six years from
September 2010 or actua start of commercial operations, whichever is earlier,
but in no case earlier than the date of registration. The 100% ITH incentives shall
be limited only to the revenue generated by the registered project.

Operation of Brand New Non-propelled Barge (M/V Katarungan 2). The project
was registered on November 11, 2010, where SMCSLC is entitled to ITH for six
years from November 2010 or actual start of commercial operations, whichever
is earlier, but in no case earlier than the date of registration. The 100% ITH
incentives shall be limited only to the revenue generated by the registered
project.

Operation of Brand New Oil Tanker (SL Bignay). The project was registered on
August 13, 2010, where SMCSLC is entitled to ITH for six years from June 2011
or actual start of commercial operations, whichever is earlier, but in no case
earlier than the date of registration. The 100% ITH incentives shall be limited
only to the revenue generated by the registered project.

Operation of Brand New Non-propelled Barge (M/V Katapatan 2). The project
was registered on June 9, 2011, where SMCSLC is entitled to ITH for six years
from July 2011 or actua start of commercia operations, whichever is earlier, but
in no case earlier than the date of registration. The 100% ITH incentives shal be
limited only to the revenue generated by the registered project.

Operation of Double-hulled Marine Tanker Vessd (MMM Ashton). The project
was registered on January 6, 2012, where SMCSLC is entitled to ITH for four
years from January 2012 or actual start of commercial operations, whichever is
earlier, but in no case earlier than the date of registration. The 100% incentives
shall be limited only to the revenue generated by the registered project.
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i. Operation of Brand New Domestic/Inter-isand Shipping Vessd (M/T SL
Beluga). The project was registered on February 20, 2013, where SMCSLC is
entitled to ITH for six years from February 2013 or actual start of commercial
operations, whichever is earlier, but in no case earlier than the date of
registration. The 100% incentives shall be limited only to the revenue generated
by the registered project.

j. Operation of New Domestic/Inter-Island Shipping Operator Vessd (MV SL
Venus 8). The project was registered on February 27, 2014, where SMCSLC is
entitled to ITH for four years from February 2014 or actual start of commercial
operations, whichever is earlier, but in no case earlier than the date of
registration. The 100% incentives shall be limited only to the revenue generated
by the registered project.

43. Events After the Reporting Date

a. Acquisition of the 49% interest in SMIPFI Limited

d.

On January 26, 2015, SMPFIL, a wholly-owned subsidiary of SMPFC incorporated
in the BVI, signed an Agreement for the purchase from Hormel Netherlands B.V ., of
the latter’s 49% of the issued share capital of SMPFI Limited. SMPFIL already
owns the remaining 51% of SMPFI Limited. SMPFI Limited is the sole investor in
SMHVN, a company incorporated in Vietnam that engages in live hog farming and
the production of feeds and fresh and processed meats. Following completion of the
transaction, SMPFI Limited has become a wholly-owned subsidiary of SMPFIL.

Acquisition of La Pacita |P Rights

In February 2015, the acquisition by SMPFC of FMC’s IP Rights relating to FMC’s
La Pacita biscuit and flour-based snack business was completed following the
substantial fulfillment of the closing conditions and payment of the consideration for
such IP Rights (Note 6).

Redemption of SVIPFC of Outstanding Preferred Shares

On February 3, 2015, the BOD of SMPFC approved the redemption on March 3,
2015 of the 15,000,000 outstanding preferred shares issued on March 3, 2011 at the
redemption price of P1,000.00 per share.

The redemption price and all accumulated unpaid cash dividends were paid on
March 3, 2015 to relevant stockholders of record as at February 17, 2015. The
redeemed preferred shares thereafter became part of the treasury shares of SMPFC.

Issuance of Series “2” Perpetual Preferred Shares (PFP2 Shares)

On January 20, 2015, the PSE approved, subject to SEC approval and certain
conditions, the application of SMPFC to list up to 15,000,000 PFP2 Shares with a par
value of P10.00 per share to cover SMPFC’s preferred shares offering at an offer
price of P1,000.00 per share and with a dividend rate to be determined by
management.
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On February 5, 2015, the SEC favorably considered the Registration Statement of
SMPFC covering the registration of up to 15,000,000 PFP2 Shares at an offer price
of P1,000.00 per share (the “PFP2 Shares Offering”), subject to the conditions set
forth in the pre-effective letter issued by the SEC on the same date.

On February 9, 2015, the PSE issued, subject to certain conditions, the Notice of
Approva on SMPFC’s application to list up to 15,000,000 PFP2 Shares with a par
value of P10.00 per share to cover the PFP2 Shares Offering at an offer price of
P1,000.00 per share and with a dividend rate till to be determined by management
on February 11, 2015, the dividend rate setting date.

On February 11, 2015, further to the authority granted by the BOD of SMPFC to
management during the BOD meetings on November 5, 2014 and February 3, 2015
to fix the terms of the PFP2 Shares Offering, management determined the terms of
the PFP2 Shares (Terms of the Offer), including the initid dividend rate for the PFP2
Shares at 5.6569% per annum.

A summary of the Terms of the Offer is set out below:

SMPFC, through the underwriters and selling agents, offered up to 15,000,000
cumulative, non-voting, non-participating and non-convertible peso-denominated
PFP2 shares at an offer price of P1,000.00 per share during the period from
February 16 to March 5, 2015. The dividend rate was set at 5.6569% per annum with
dividend payable once for every dividend period defined as (i) March 12 to
June 11, (ii) June 12 to September 11, (iii) September 12 to December 11, or
(iv) December 12 to March 11 of each year, calculated on a 30/360-day basis, as and
if declared by the BOD of SMPFC. The PFP2 Shares are redeemable in whole and
not in part, in cash, a the sole option of SMPFC, on the 3 anniversary of the listing
date or on any dividend period thereafter, at the price equal to the offer price plus any
accumulated and unpaid cash dividends. The PFP2 Shares may also be redeemed in
whole and not in part, under certain conditions (i.e., accounting, tax or change of
control events). Unless the PFP2 Shares are redeemed by SMPFC on the 5" year
anniversary of the listing date, the dividend rate shall be adjusted thereafter to the
higher of the dividend rate of 5.6569% or the three-day average of the seven-year
PDST-R2 plus 3.75%.

On February 12, 2015, the SEC rendered effective the Registration Statement and
other papers and documents attached thereto filed by SMPFC, and issued the Order
of Registration of up to 15,000,000 PFP2 Shares at an offer price of P1,000.00 per
share. The Certificate of Permit to Offer Securities for Sale was issued by the SEC on
the same date.

On March 12, 2015, the 15,000,000 PFP2 Shares of SMPFC with par value of
P10.00 per share were issued and listed with the PSE.

Acquisition of 44% Equity Interest in AAIBV and Exercise of Option to Acquire
Additional 4.47%

On March 5, 2015, a Notarial Deed of Transfer of Shares in accordance with the
requirements of the laws of the Netherlands was executed whereby Padma
transferred to SMHC the following: (i) 44% additional equity interest in AAIBV for
a total purchase price of US$158; and (ii) exercise of 4.47% equity interest in
AAIBYV following the exercise by SMHC of its option in compliance with the terms
and conditions of the Option Agreement.
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With the purchase of additional 44% equity interest and the exercise of option for the
4.47% equity interest, SMHC has 95% ownership interest in AAIBV as of March 5,
2015. As such, AAIBV became a subsidiary and is controlled by SMHC effective
March 5, 2015.

SMHC has elected to measure non-controlling interest at proportionate interest in
identifiable net assets.

The following summarizes the recognized amounts of assets acquired and liabilities
assumed at the acquisition date;

2015
Assets
Cash and cash equivalents P22,481
Trade and other receivables - net 124
Prepaid expenses and other current assets 806
Investments and advances - net 1,344
Property, plant and equipment - net 49
Other intangible assets - net 53,975
Other noncurrent assets - net 848
Liabilities
Accounts payable and accrued expenses (3,915)
Income and other taxes payable (536)
Dividends payable (268)
Long-term debt - net of debt issue costs (59,164)
Deferred tax liabilities (4,348)
Other noncurrent liahilities (590)
Total Identifiable Net Assets at Fair Value P10,806

Goodwill was recognized as aresult of the acquisition as follows:

2015
Total consideration transferred P16,906
Non-controlling interest measured at proportionate

interest in identifiable net assets 7,832

Totd identifiable net assets at fair value (10,806)
Goodwill P13,932

The Group is currently completing the purchase price alocation exercise on the
acquisitions. The identifiable assets and liabilities are based on provisionary amounts
as at the acquisition date, which is alowed under PFRS 3, within 12 months from the
acquisition date.
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44, Other Matters

a Contingencies

The Group is a party to certain lawsuits or claims (mostly labor related cases) filed
by third parties which are either pending decision by the courts or are subject to
settlement agreements. The outcome of these lawsuits or claims cannot be presently
determined. In the opinion of management and itslegal counsel, the eventual liability
from these lawsuits or claims, if any, will not have a material effect on the
consolidated financial statements of the Group.

Deficiency Excise Tax

On April 12, 2004 and May 26, 2004, the Parent Company was assessed by the
BIR for deficiency excise tax on “San Mig Light”, one of its beer products. The
Parent Company contested the assessments before the Court of Tax Appeals
(CTA) (1* Division) under CTA case numbers 7052 and 7053.

In relation to the aforesaid contested assessments, the Parent Company, on
January 31, 2006, filed with the CTA (1% Division), under CTA case
number 7405, a claim for refund of taxes paid in excess of what it believes to be
the excise tax rate applicable toit.

The above assessment cases (CTA case numbers 7052 and 7053) and claim for
refund (CTA case number 7405), which involve common questions of fact and
law, were subsequently consolidated and jointly tried.

On November 27, 2007, the Parent Company filed with the CTA (3" Division),
under CTA case number 7708, a second claim for refund, also in relation to the
contested assessments, as it was obliged to continue paying excise taxes in
excess of what it believes to be the applicable excise tax rate.

On January 11, 2008, the BIR addressed a letter to the Parent Company,
appealing to the Parent Company to settle its alleged tax liabilities subject of
CTA case numbers 7052 and 7053 “in order to obviate the necessity of issuing a
Warrant of Distraint and Garnishment and/or Levy”. The Parent Company’s
external legal counsdl responded to the aforesaid letter and met with appropriate
officials of the BIR and explained to the latter the unfairness of the issuance of a
Warrant of Digtraint and Garnishment and/or Levy against the Parent Company,
especiadly in view of the Parent Company’s pending claims for refund.
As of December 31, 2014, the BIR has taken no further action on the matter.

On July 24, 2009, the Parent Company filed its third claim for refund with the
CTA (3" Division), under CTA case number 7953, also in relation to the
contested assessments. This caseis still undergoing trial.

On January 7, 2011, the CTA (3" Division) under CTA case number 7708
rendered its decision in this case, granting the Parent Company’s petition for
review on its claim for refund and ordering respondent Commissioner of Internal
Revenue to refund or issue atax credit certificate in favor of the Parent Company
in the amount of P926, representing erroneously, excessively and/or illegaly
collected and overpaid excise taxes on “San Mig Light” during the period from
December 1, 2005 up to July 31, 2007. This decision was elevated by the BIR
Commissioner to the CTA En Banc and the appeal was denied in the case
docketed as CTA EB No. 755. The Office of the Solicitor General filed with the
Second Division of the Supreme Court a Petition for Review which was docketed
as G.R. No. 205045. Thiscaseisnow with the Third Division of the Court.
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On October 18, 2011, the CTA (1% Division) rendered its joint decision in CTA
case numbers 7052, 7053 and 7405, cancelling and setting aside the deficiency
excise tax assessments against the Parent Company, granting the latter’s claim
for refund and ordering the BIR Commissioner to refund or issue a tax credit
certificate in its favor in the amount of P781, representing erroneoudy,
excessively and/or illegally collected and overpaid excise taxes on “San Mig
Light” during the period from February 1, 2004 to November 30, 2005.
A motion for reconsideration filed by the BIR Commissioner on the aforesaid
decision has been denied and the Commissioner elevated the decision to CTA
En Banc for review, which was docketed as CTA EB No. 873, the same was
dismissed in a Decision dated October 24, 2012. The subsequent Motion for
Reconsideration filed by the Commissioner was likewise denied. The CTA
En Banc Decision was later elevated by the Office of the Solicitor General to the
Supreme Court by Petition for Review, which was docketed as G.R. No. 20573
and raffled to the Third Division. This case was subsequently consolidated with
G.R. No. 205045. Both cases are now with the Third Division.

In a Resolution dated July 21, 2014, a copy of which was received by the Parent
Company’s counsel on August 27, 2014, the Third Division of the Supreme
Court required the parties to submit memoranda. Both the Parent Company’s
counsel and the BIR Commissioner, through the Office of the Solicitor General,
have filed their respective Memoranda. The two cases are deemed submitted for
decision.

In the meantime, effective October 1, 2007, the Parent Company spun off its
domestic beer business into a new company, SMB. SMB continued to pay the
excise taxes on “San Mig Light” at the higher rate required by the BIR.

On September 28, 2009, SMB filed a clam for refund with the CTA
(3" Division) under CTA case number 7973; on December 28, 2010, its second
clam for refund with the CTA (1% Division) under case number 8209; on
December 23, 2011, its third claim for refund with the CTA (3r0| Division) under
case number 8400; on July 30, 2012, its fourth claim for refund under case
number 8591; and on December 19, 2013, its fifth claim for refund with the CTA
(2rml Division) under case number 8748. CTA case numbers 7973, 8209, 8400,
and 8591 have all been decided by the respective CTA Divisions, where they are
pending, in favor of the Parent Company. The counsel for the BIR Commissioner
are now in the process of appealing to the CTA En Banc the decisions rendered
by the CTA Divisionsin CTA case numbers 7973 and 8400. On the other hand,
the decision in CTA case number 8209 has been declared final and executory by
the CTA Division concerned for failure on the part of the BIR Commissioner to
file a Motion for Reconsideration on the decision. In CTA case number 8591,
the BIR Commissioner filed a Motion for Reconsideration, which we opposed
and which has been denied. With respect to CTA Case number 8748, the same is
till undergoing trial in the Second Division. In December 2014, SMB filed its
sixth claim for refund with the CTA under case number 8955. The BIR has asked
for additional time to fileits Answer.
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Deficiency Tax Liabilities

The BIR issued a Final Assessment Notice dated March 30, 2012 (2009
Assessment), imposing on 1Bl deficiency tax liabilities including interest and
penalties for the tax year 2009. IBI treated the royalties earned from the
licensing of its intellectua properties to SMB as passive income, and therefore
subject to the 20% final tax. However, the BIR is of the postion that said
royalties are business income subject to the 30% regular corporate income tax.

On May 16, 2012, 1BI filed a protest againgt the 2009 Assessment. In its Final
Decision on Disputed Assessment issued last January 7, 2013, the BIR denied
IBI’s protest and reiterated the demand to pay the deficiency income tax
including interests and penalties. On February 6, 2013, IBI filed a Petition for
Review before the CTA contesting the 2009 Assessment. The case is docketed as
CTA case number 8607 and is already submitted for discussion.

For the taxable year 2010, on November 17, 2013, IBI received a Formal Letter
of Demand with the Final Assessment Notice (2010 Assessment) from the BIR
with a demand for payment of income tax and VAT deficiencies with
administrative penadties. The BIR maintained its position that royalties are
business income subject to the 30% regular corporate income tax. The 2010
Assessment was protested by IBI before the BIR through a letter dated
November 29, 2013. A Petition for Review was filed with the CTA and the case
was docketed as CTA case number 8813.

Tax Credit Certificates Cases

In 1998, the BIR issued a deficiency excise tax assessment against Petron
relating to Petron’s use of P659 worth of Tax Credit Certificates (TCCs) to pay
certain excise tax obligations from 1993 to 1997. The TCCs were transferred to
Petron by suppliers as payment for fuel purchases. Petron contested the BIR’s
assessment before the CTA. In July 1999, the CTA ruled that as a fuel supplier
of BOI-registered companies, Petron was a qualified transferee of the TCCs and
that the collection by the BIR of the alleged deficiency excise taxes was contrary
to law. On March 21, 2012, the Court of Appeals promulgated a decision in
favor of Petron and against the BIR affirming the ruling of the CTA striking
down the assessment issued by the BIR to Petron. On April 19, 2012, a motion
for reconsideration was filed by the BIR, which was denied by the CTA in its
Resolution dated October 10, 2012. The BIR elevated the case to the Supreme
Court through a petition for review on certiorari dated December 5, 2012. On
June 17, 2013, Petron filed its comment on the petition for review filed by the
BIR. The petitionisstill pending as of December 31, 2014.
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Pandacan Terminal Operations

In November 2001, the City of Manila enacted Ordinance No. 8027 reclassifying
the areas occupied by the oil terminals of Petron, Pilipinas Shell Petroleum
Corporation (Shell) and Chevron Philippines Inc. (Chevron) from industrial to
commercial. This reclassification made the operation of the oil terminals in
Pandacan, Manila illegal. However, in June 2002, Petron, together with Shell
and Chevron, entered into an MOU with the City of Manila and the DOE,
agreeing to scale down operations, recognizing that this was a sensible and
practical solution to reduce the economic impact of Ordinance No. 8027.
In December 2002, in reaction to the MOU, the Social Justice Society (SJS) filed
a petition with the Supreme Court against the Mayor of Manila asking that the
latter be ordered to enforce Ordinance No. 8027. In April 2003, Petron filed a
petition with the Regiona Trial Court (RTC) to annul Ordinance No. 8027 and
enjoin its implementation. On the basis of a status quo order issued by the RTC,
Mayor of Manila ceased implementation of Ordinance No. 8027.

The City of Manila subsequently issued the Comprehensive Land Use Plan and
Zoning Ordinance (Ordinance No. 8119), which applied to the entire City of
Manila. Ordinance No. 8119 allowed Petron (and other non-conforming
establishments) a seven-year grace period to vacate. As aresult of the passage of
Ordinance No. 8119, which was thought to effectively repeal Ordinance
No. 8027, in April 2007, the RTC dismissed the petition filed by Petron
guestioning Ordinance No. 8027.

However, on March 7, 2007, in the case filed by SJS, the Supreme Court
rendered a decision (the March 7 Decision) directing the Mayor of Manila to
immediately enforce Ordinance No. 8027. On March 12, 2007, Petron, together
with Shell and Chevron, filed motions with the Supreme Court seeking
intervention and reconsideration of the March 7 Decision. In the same year,
Petron also filed a petition before the RTC of Manila praying for the nullification
of Ordinance No. 8119 on the grounds that the reclassification of the oail
terminals was arbitrary, oppressive and confiscatory, and thus unconstitutional,
and that the said Ordinance contravened the provisions of the Water Code of the
Philippines (Presidential Decree No. 1067, the Water Code). On February 13,
2008, Petron, Shell and Chevron were alowed by the Supreme Court to
intervene in the case filed by SJS but their motions for reconsideration were
denied. The Supreme Court declared Ordinance No. 8027 valid and dissolved all
exigting injunctions against the implementation of the Ordinance No. 8027.

In May 2009, the Mayor of Manila approved Ordinance No. 8187, which

amended Ordinance No. 8027 and Ordinance No. 8119 and permitted the
continued operations of the oil terminalsin Pandacan.
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On August 24, 2012 (August 24 Decision), the RTC of Manila ruled that
Section 23 of Ordinance No. 8119 relating to the reclassification of subject oil
terminals had already been repealed by Ordinance No. 8187; hence any issue
pertaining thereto had become moot and academic. The RTC of Manila adso
declared Section 55 of Ordinance No. 8119 null and void for being in conflict
with the Water Code. Nonetheless, the RTC upheld the validity of all other
provisions of Ordinance No. 8119. On September 25, 2012, Petron sought
clarification and partial consideration of the August 24 Decision and prayed for
the nullification of the entire Ordinance No. 8119. In an order dated
December 18, 2012, the RTC of Manila denied the motion filed by Petron.
Petron filed a notice of appea on January 23, 2013. In an order dated
February 6, 2013, the RTC of Manila directed that the records of the case be
forwarded to the Court of Appeals. On April 15, 2013, Petron received an Order
dated April 1, 2013 requiring it to file its appellant’s brief. Petron submitted its
appellant’s brief on July 29, 2013. On December 19, 2013, Petron, through its
counsel, received the City of Manila’s appellee’s brief dated December 12, 2013.
Petron filed its appellant’s reply brief on February 11, 2014. As of December 31,
2014, the appea remained pending.

With regard to Ordinance No. 8187, petitions were filed before the Supreme
Court, seeking for its nullification and the enjoinment of its implementation.
Petron filed a manifestation on November 30, 2010 informing the Supreme Court
that, without prgudice to its position in the cases, it had decided to cease
operation of its petroleum product storage facilities in Pandacan within five years
or not later than January 2016 due to the many unfounded environmental issues
being raised that tarnish the image of Petron and the various amendments being
made to the zoning ordinances of the City of Manila when the composition of the
local government changes that prevented Petron from making long-term plans.
In aletter dated July 6, 2012 (with copies to the offices of the Vice Mayor and
the City Council of Manila), Petron reiterated its commitment to cease the
operation of its petroleum product storage facilities and transfer them to another
location by January 2016.

On November 25, 2014, the Supreme Court issued a Decision (November 25
Decision) declaring Ordinance 8187 unconstitutional and invalid with respect to
the continued stay of the oil terminals in Pandacan. Petron, Shell and Chevron
were given 45 days from receipt of the November 25 Decision to submit a
comprehensive plan and relocation schedule to the RTC of Manila. Acting on a
motion for reconsideration filed by Shell, a Motion for Clarification filed by
Chevron, and a Manifestation filed by Petron, on March 10, 2015, the Supreme
Court denied Shell’s motion with finality and clarified that relocation and
transfer necessarily include removal of the facilities in the Pandacan terminals
and should be part of the required comprehensive plan and relocation schedule.

On January 5, 2015, Petron filed a Manifestation of Understanding of the
dispositive portion of the November 25 Decision of the Supreme Court declaring
Ordinance 8187 unconstitutional and invalid with respect to the continued stay of
the oil terminals in Pandacan and requiring Petron, Shell and Chevron to submit
to the RTC of Manila within 45 days from receipt of the November 25 Decision
a comprehensive plan and relocation schedule. The manifestation conveyed the
understanding of Petron that the submission of the comprehensive plan and
relocation schedule as required by the Supreme Court is intended to assure that
the Pandacan oil terminals would cease to operate in line with Ordinance 8119.
On January 12, 2015, Shell filed a motion for reconsideration thereby preventing
the November 25 Decision from becoming final.
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= Qil Spill Incident in Guimaras

On August 11, 2006, MT Solar I, a third party vessel contracted by Petron to
transport approximately two million liters of industrial fuel oil, sank 13 nautical
miles southwest of Guimaras, an island province in the Western Visayas region
of the Philippines. In separate investigations by the Philippine Department of
Justice (DOJ) and the Specia Board of Marine Inquiry (SBMI), both agencies
found the owners of MT Solar | liable. The DOJ found Petron not criminally
liable, but the SBMI found Petron to have overloaded the vessel. Petron has
appeaed the findings of the SBMI to the DOTC and is awaiting its resolution.
Petron believes that SBMI can impose administrative penalties on vessel owners
and crew, but has no authority to penalize other parties, such as Petron, which are
charterers.

In 2009, complaints for violation of the Philippine Clean Water Act of 2004
(RA No. 9275, the Clean Water Act) and homicide and less serious physical
injuries were filed against Petron. Complainants claim that their exposure to and
close contact with waters along the shoreline and mangroves affected by the oil
spill has caused them maor heath problems. On February 13, 2012, an
Information was filed against the owner and the Captain of MT Solar | and the
former President and Chairman of Petron for violation of the Clean Water Act.
On March 28, 2012, the court dismissed the information for lack of probable
cause and for lack of jurisdiction over the offense charged. The Provincia
Prosecutor and the private prosecutor filed a motion for reconsideration of this
March 28 Order of the court. On August 13, 2012, the court issued an order
denying the said motion for reconsideration.

Other complaints for non-payment of compensation for the clean-up operations
during the oil spill were filed by atotal of 1,063 plaintiffs who allegedly did not
receive any payment of their claims for damages arising from the ail spill. The
total claims for both cases amounted to P292. Both cases are still pending as of
December 31, 2014.

= Generation Paymentsto PSALM

SPPC disputed the claims of PSALM for energy fees. The claims arose from
differing interpretations of certain provisions in the IPPA Agreement related to
generation payments, the fees payable to PSALM for the generation of power to
customers. SPPC’s management is in discussions with PSALM to secure a
common understanding through amicable means. However, management and its
legal counsel assessed that SPPC’s bases for the amounts due to PSALM are
consistent with the terms of the Ilijan IPPA Agreement. The information usually
required is not disclosed on the grounds that it may prejudice the outcome of the
discussion.

b. Master Year Limited (MYL)
On September 30, 2013, Privado Holdings, Corp. (Privado) acquired 368,140,516
common shares of the Parent Company from MYL. The acquisition was transacted

thru the PSE at P75.00 per share.

On February 14, 2014, Privado acquired 50,000 common shares of stock of the
Parent Company at the PSE at P58.00 per share.

-173-



C.

Philippine Foundation of Blessed Mary Mother of the Poor, Inc. (the Foundation)

On January 11, 2011, SMPI entered into a contract with the Foundation, a non-profit
religious organization, for the donation of a 33-hectare parce of land located in
Alfonso, Cavite (the Donated Property). The land title of the Donated Property was
transferred in the name of the Foundation on April 28, 2011.

In accordance with the Deed of Donation, the Donated Property shall be used and
devoted exclusively by the Foundation for the construction, operation and
maintenance of its project, the Montemaria Oratory of the Blessed Virgin Mary
(the Montemaria Project). The Montemaria Project will consist of a Shrine of the
Blessed Virgin Mary, churches and chapels, Way of the Cross and such other
structures and facilities for Roman Catholic religious purposes, and socio-civic and
non-profit activities and programs of the Foundation.

Further, the Deed of Donation requires that the Montemaria Project must be at |east
50% completed by 2015 and fully completed by 2020. If the Foundation will not be
able to comply with this requirement, the Donated Property will revert back to SMPI.

On February 24, 2014, the Board of Trustees of the Foundation had resolved to
return the Donated Property to SMPI. However, the Foundation has not formally
returned the Donated Property as of December 31, 2014.

Commitments

The outstanding purchase commitments of the Group as of December 31, 2014
amounted to P38,770.

Amount authorized but not yet disbursed for capital projects as of December 31,
2014 is approximately P25,600.

Foreign Exchange Rates

The foreign exchange rates used in trandating the US dollar accounts of foreign
subsidiaries and associates and joint ventures to Philippine peso were closing rates of
P44.72 and P44.395 in 2014 and 2013, respectively, for consolidated statements of
financial position accounts; and average rates of P44.39, P42.43 and P42.24 in 2014,
2013 and 2012, respectively, for income and expense accounts.

Temporary Restraining Order (TRO) Issued to Meralco

On December 23, 2013, the Supreme Court issued a TRO, effective immediately,
preventing Meralco from collecting from its customers the power rate increase
pertaining to November 2013 hilling. As a result, Meralco was constrained to fix its
generation rate to its October 2013 level of P5.67/kWh. Claiming that since the
power supplied by generators, including SMEC and SPPC, is billed to Meralco’s
customers on a pass-through basis, Meralco deferred a portion of its payment on the
ground that it was not able to collect the full amount of its generation cost. Further,
on December 27, 2013, the DOE, ERC, and PEMC, acting as a tripartite committee,
issued a joint resolution setting a reduced price cap on the WESM of P32/kwWh. The
price will be effective for 90 days until a new cap is decided upon. As of
December 31, 2013, the outcome of this case cannot be determined.
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On January 16, 2014, the Supreme Court granted Meralco’s plea to include other
power supplier and generation companies, including SMEC and SPPC, as
respondents to an inquiry. On February 18, 2014, the Supreme Court extended the
period of the TRO until April 22, 2014 and enjoined the respondents (PEMC and the
generators) from demanding and collecting the deferred amounts.

On March 3, 2014, the ERC issued an order declaring the November and December
2013 Luzon WESM prices void and imposed the application of regulated prices.
Accordingly, SMEC, SPPC and SPDC recognized a reduction in the sale of power
while SMELC recognized a reduction in its power purchases. Consequently, a
payable and receivable were also recognized for the portion of over-collection or
over-payment. The settlement of which shal be covered by a 24-month Specia
Payment Arrangement agreed with PEMC which took effect in June 2014. On
June 26, 2014, SMEC, SPPC and SPDC filed with the Court of Appeals a Petition for
Review of these orders.

Electric Power Industry Reform Act of 2001

RA No. 9136, otherwise known as the EPIRA sets forth the following: (i) Section 49
created PSALM to take ownership and manage the orderly sale, disposition and
privatization of al existing NPC generation assets, liabilities, |PP contracts, real
estate and all other disposable assets; (ii) Section 31(c) requires the transfer of the
management and control of at least 70% of the total energy output of power plants
under contract with NPC to the IPP Administrators as one of the conditions for retail
competition and open access; and (iii) Pursuant to Section 51(c), PSALM has the
power to take title to and possession of the IPP contracts and to appoint, after a
competitive, transparent and public bidding, qualified independent entities who shall
act as the IPP Administrators in accordance with the EPIRA. In accordance with the
bidding procedures and supplemented bid bulletins thereto to appoint an PP
Administrator relative to the capacity of the IPP contracts, PSALM has conducted a
competitive, transparent and open public bidding process following which the Group
was selected winning bidder of the IPPA Agreements.

The EPIRA requires generation and distribution utility (DU) companies to undergo
public offering within five years from the effective date, and provides cross
ownership restrictions between transmission and generation companies. If the
holding company of generation and DU companiesis already listed with the PSE, the
generation company or the DU need not comply with the requirement since such
listing of the holding company is deemed already as compliance with the EPIRA.

A DU is alowed to source from an associated company engaged in generation up to
50% of its demand except for contracts entered into prior to the effective date of the
EPIRA. Generation companies are restricted from owning more than 30% of the
installed generating capacity of a grid and/or 25% of the national installed generating

capecity.
Certain accountsin prior years have been reclassified for consistency with the current

period presentation. These reclassifications had no effect on the reported financia
performance for any period.
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‘ Ms. BellaO. Navarra ‘ ‘ ‘ ‘ ‘ ‘

Contact Person's Address

Note: In case of death, resignation or cessation of office of the officer designated as contact person, such incident shall be reported to the
Commission within thirty (30) calendar days from the occurrence thereof with information and complete contact details of the new contact person
designated.
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REPORT OF INDEPENDENT AUDITORS ON
SUPPLEMENTARY INFORMATION

The*Board of Directors and Stockholders
San Miguel Corporation

No. 40 San Miguel Avenue
Mandaluyong City

We have audited, in accordance with Philippine Standards on Auditing, the consolidated financial
statements of San Miguel Corporation (the “Company”) and Subsidiaries (the “Group”) as at
December 31, 2014 and 2013 and for each of the three years in the period ended December 31,
2014, and have issued our report thereon dated March 26, 2015.

Our audits were made for the purpose of forming an opinion on the consolidated financial
statements of the Company taken as a whole. The supplementary information included in the
following accompanying additional components is the responsibility of the Company’s
management.

= Map of the Conglomerate
= Schedule of Philippine Financial Reporting Standards and Interpretations
=  Supplementary Schedules of Annex 68-E

This supplementary information is presented for purposes of complying with the Securities
Regulation Code Rule 68, As Amended, and is not a required part of the consolidated financial
statements. Such supplementary information has been subjected to the auditing procedures
applied in the audits of the consolidated financial statements and, in our opinion, is fairly stated,
in all material respects, in relation to the consolidated financial statements taken as a whole.

R.G. MANABAT & CO.

Lo 7 e~

JOSE P. JAVIER, JR.
Pariner
CPA License No. C070807
SEC Accreditation No. 0678-AR-2, Group A, valid until March 05, 2017
Tax identification No. 112-071-224
BIR Accreditation No. 08-001987-16-2014
Issued January 22, 2014; valid until January 21, 2017
PTR No. 4748110MC
Issued January 5, 2015 at Makati City

March 26, 2015
Makati City, Metro Manila
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SMC and its Major Subsidiaries and Associates
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Subsidiaries:

1. San Miguel Brewery Inc. subsidiaries also include Iconic Beverages, Inc. and Brewery Properties Inc. and

2. San Miguel Brewing International Ltd. subsidiaries include San Miguel Brewery Hong Kong Limited and subsidiaries,
PT Delta Djakarta Tbk and subsidiary, San Miguel (Baoding) Brewery Company Limited, San Miguel Brewery
Vietnam Limited, San Miguel Beer (Thailand) Limited and San Miguel Marketing (Thailand) Limited

3. Ginebra San Miguel Inc. subsidiaries include Distileria Bago, Inc., East Pacific Star Bottlers Phils In¢c., Ginebra San
Miguel International Ltd., GSM International Holdings Limited, Global Beverage Holdings Ltd. and Siam Holdings
Ltd.

4. San Miguel Pure Foods Company Inc. subsidiaries include San Miguel Foods, Inc., San Miguel Mills, Inc. and
subsidiaries, The Purefoods-Hormel Company, Inc., Magnolia, Inc. and subsidiaries, San Miguel Super Coffeemix
Co., Inc., PT San Miguel Pure Foods Indonesia and San Miguel Pure Foods International Limited and subsidiary
and San Miguel Hormel (Vn) Co., Ltd.

5. San Miguel Yamamura Packaging International Limited subsidiaries include San Miguel Yamamura Phu Tho
Packaging Company Limited, Zhaoging San Miguel Yamamura Glass Co., Ltd., Foshan San Miguel Yamamura
Packaging Company Limited, San Miguel Yamamura Packaging & Printing Sdn. Bhd., San Miguel Yamamura
Woven Products Sdn. Bhd., Packaging Research Centre Sdn. Bhd., San Miguel Yamamura Plastic Films Sdn. Bhd.,
San Miguel Yamamura Australasia Pty. Ltd. and subsidiaries and San Miguel Yamamura Glass (Vietnam) Limited
and subsidiary

6. SMC Global Power Holdings Corp. subsidiaries also include San Miguel Electric Corp., SMC PowerGen Inc.,
PowerOne Ventures Energy Inc., Albay Power and Energy Corp., SMC Consolidated Power Corporation and San
Miguel Consolidated Power Corporation

7. Petron Corporation subsidiaries include Petron Marketing Corporation, Petron Freeport Corporation, Petrogen
Insurance Corporation, Overseas Ventures Insurance Corporation, Petron Singapore Trading Pte., Ltd., New
Ventures Realty Corporation and subsidiaries, Petron Global Limited, Petron Oil & Gas International Sdn. Bhd.
including Petron Fuel International Sdn. Bhd., Petron Qil (M) Sdn. Bhd. and Petron Malaysia Refining & Marketing
Berhad (collectively Petron Malaysia), Petron Finance (Labuan) Limited, Limay Energen Corporation and
Petrochemical Asia (HK) Limited and subsidiaries

8. San Miguel Holdings Corp. subsidiaries also include Optimal Infrastructure Development, Inc., Terramino Holdings,
Inc. and subsidiary and Alloy Manila Toll Expressways Inc.
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REPORT OF INDEPENDENT AUDITORS
ON SUPPLEMENTARY INFORMATION

The Board of Directors and Stockholders
San Miguel Corporation

No. 40 San Miguel Avenue
Mandaluyong City

We have audited in accordance with Philippine Standards on Auditing, the separate financial
statements of San Miguel Corporation (the “Company”), which comprise the separate statements
of financial position as at December 31, 2014 and 2013, and the separate statements of income,
separate statements of comprehensive income, separate statements of changes in equity and
separate statements of cash flows for the years then ended, and have issued our report thereon
dated March 26, 2015.

Our audits were made for the purpose of forming an opinion on the separate financial statements
of the Company taken as a whole. The supplementary information included in the Reconciliation
of Retained Earnings Available for Dividend Declaration is the responsibility of the Company’s
management. This supplementary information is presented for purposes of complying with the
Securities Regulation Code Rule 68, As Amended, and is not a required part of the separate
financial statements. Such supplementary information has been subjected to the auditing
procedures applied in the audits of the separate financial statements and, in our opinion, is fairly
stated, in all material respects, in relation to the separate financial statements taken as a whole.

R.G. MANABAT & CO.

JOSE P. JAVIER, JR.
Partner
CPA License No. 0070807
SEC Accreditation No. 0678-AR-2, Group A, valid until March 05, 2017
Tax Identificaticn No. 112-071-224
BIR Accreditation No. 08-001987-16-2014
Issued January 22, 2014; valid until January 21, 2017
PTR No. 4748110MC
Issued January 5, 2615 at Makati City

March 26, 2015
Makati City, Metro Manila
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SAN MIGUEL CORPORATION
No. 40 San Miguel Avenue, Mandaluyong City
RECONCILIATION OF RETAINED EARNINGS
FOR DIVIDEND DECLARATION
(In millions)

Unappropriated Retained Earnings, January 1, 2014 P136,881
Adjustments:
(see adjustments in previous year’s reconciliation) (70,669)
Unappropriated Retained Earnings, as adjusted, January 1, 2014 66,212
Add: Net income actually earned/realized during the period
Net income during the period closed to Retained Earnings 23,117
Deferred tax asset 562
Net income actually earned during the period 23,679
89,891
Less: Treasury stock - common 73
Dividend declarations during the period (9,435)

TOTAL RETAINED EARNINGS AVAILABLE FOR
DIVIDEND DECLARATION, DECEMBER 31, 2014 P80,529




SAN MIGUEL CORPORATION AND SUBSIDIARIES

PHILIPPINE FINANCIAL REPORTING STANDARDS AND
INTERPRETATIONS
Effective as of December 31, 2014

Adopted

Not
Adopted

Not
Applicable

Framework for the Preparation and Presentation of Financial
Statements

Conceptual Framework Phase A: Objectives and qualitative
characteristics

PFRSs Practice Statement Management Commentary

Philippine Financial Reporting Standards

PFRS 1 First-time Adoption of Philippine Financial Reporting
(Revised) | Standards

Amendments to PFRS 1 and PAS 27: Cost of an
Investment in a Subsidiary, Jointly Confrolled Entity or
Associate

Amendments to PFRS 1: Additional Exemptions for
First-time Adopters

Amendment to PFRS 1: Limited Exemption from
Comparative PFRS 7 Disclosures for First-time Adopters

Amendments to PFRS 1: Severe Hyperinflation and
Removal of Fixed Date for First-time Adopters

Amendments to PFRS 1: Government Loans

Annual Improvements to PFRSs 2009 - 2011 Cycle:
Repeated Application of PFRS 1

Annual Improvements to PFRSs 2009 - 2011 Cycle:
Borrowing Cost Exemption

Annual Improvements o PFRSs 2011 - 2013 Cycle:
Meaning of effective PFRSs*

PFRS 2 Share-based Payment

Amendments to PFRS 2: Vesting Conditions and
Cancellations

Amendments to PFRS 2: Group Cash-setftled Share-
based Payment Transactions

Annual Improvements to PFRSs 2010 - 2012 Cycle:
Definition of ‘vesting condition’*

PFRS 3 Business Combinations
(Revised)

Annual Improvements to PFRSs 2010 - 2012 Cycle:
Accounting for contingent consideration in a business
combination*

Annual Improvements o PFRSs 2011 - 2013 Cycle:
Scope exceptions for joint arrangements*

PFRS 4 Insurance Contracts

Amendments to PAS 39 and PFRS 4: Financial
Guarantee Contracts

PFRS 5 Non-current Assets Held for Sale and Discontinued
Operations

Annual Improvements to PFRSs 2012 - 2014 Cycle:
Changes in methods of disposal*

PFRS 6 Exploration for and Evaluation of Mineral Resources




PFRS 7

Financial Instruments: Disclosures

Amendments to PFRS 7: Transition

Amendments to PAS 39 and PFRS 7: Reclassification of
Financial Assets

Amendments to PAS 39 and PFRS 7: Reclassification of
Financial Assets - Effective Date and Transition

Amendments to PFRS 7: Improving Disclosures about
Financial Insfruments

Amendments to PFRS 7: Disclosures - Transfers of
Financial Assets

Amendments to PFRS 7: Disclosures - Offsetting
Financial Assets and Financial Liabilities

Annual Improvements to PFRSs 2012 - 2014 Cycle:
Servicing contracts*

Annual Improvements to PFRSs 2012 - 2014 Cycle:
Applicability of the amendments to PFRS 7 to
condensed interim financial statements*

PFRS 8 Operating Segments
Annual Improvements to PFRSs 2010 - 2012 Cycle:
Aggregation of operating segments and
reconciliation of the fotal of the reportable segments’
assefs fo the entity’s assets*

PFRS 9 Financial Instruments*

(2014)

PFRS 10 Consolidated Financial Statements
Amendments to PFRS 10, PFRS 11, and PFRS 12:
Transition Guidance
Amendments to PFRS 10, PFRS 12, and PAS 27:
Investment Entities
Amendments to PFRS 10 and PAS 28: Sale or
Contribution of Assets between an Investor and its
Associate or Joint Venture*
Amendments to PFRS 10, PFRS 12, and PAS 28:
Investment Entities: Applying the Consolidation
Exception*

PFRS 11 Joint Arrangements
Amendments to PFRS 10, PFRS 11, and PFRS 12:
Transition Guidance
Amendments to PFRS 11: Accounting for Acquisitions
of Interests in Joint Operations*

PFRS 12 Disclosure of Interests in Other Entities

Amendments to PFRS 10, PFRS 11, and PFRS 12:
Transition Guidance

Amendments to PFRS 10, PFRS 12, and PAS 27:
Investment Entities




PFRS 13

Amendments to PFRS 10, PFRS 12, and PAS 28:
Investment Entities: Applying the Consolidation
Exception*

Fair Value Measurement

Annual Improvements to PFRSs 2010 - 2012 Cycle:
Short-term receivables and payables

Annual Improvements to PFRSs 2011 - 2013 Cycle:
Portfolio excepftion*

PFRS 14

Regulatory Deferral Accounts*

Philippine Accounting Standards

PAS 1 Presentation of Financial Statements

(Revised)
Amendment to PAS 1: Capital Disclosures
Amendments to PAS 32 and PAS 1: Puttable Financial
Instruments and Obligations Arising on Liquidation
Amendments to PAS 1: Presentation of Items of Other
Comprehensive Income
Annual Improvements to PFRSs 2009 - 2011 Cycle:
Comparative Information beyond Minimum
Requirements
Annual Improvements to PFRSs 2009 - 2011 Cycle:
Presentation of the Opening Statement of Financial
Position and Related Notes
Amendments to PAS 1: Disclosure Initiative*

PAS 2 Inventories

PAS 7 Statement of Cash Flows

PAS 8 Accounting Policies, Changes in Accounting
Estimates and Errors

PAS 10 Events after the Reporting Period

PAS 11 Construction Contracts

PAS 12 Income Taxes
Amendment to PAS 12 - Deferred Tax: Recovery of
Underlying Assets

PAS 16 Property, Plant and Equipment

Annual Improvements to PFRSs 2009 - 2011 Cycle:
Classification of Servicing Equipment

Annual Improvements to PFRSs 2010 - 2012 Cycle:
Revaluation method - proportionate restatement of
accumulated depreciation *

Amendments to PAS 16 and PAS 38: Clarification of
Acceptable Methods of Depreciation and
Amortization*

Amendments to PAS 16 and PAS 41: Bearer Plants*

PAS 17

Leases




PAS 18 Revenue

PAS 19 Employee Benefits

(Amended)
Amendments to PAS 19: Defined Benefit Plans:
Employee Contributions*
Annual Improvements to PFRSs 2012 - 2014 Cycle:
Discount rate: regional market issue*

PAS 20 Accounting for Government Grants and Disclosure of
Government Assistance

PAS 21 The Effects of Changes in Foreign Exchange Rates
Amendment: Net Investment in a Foreign Operation

PAS 23 Borrowing Costs

(Revised)

PAS 24 Related Party Disclosures

(Revised)
Annual Improvements to PFRSs 2010 - 2012 Cycle: Key
management personnel*

PAS 26 Accounting and Reporting by Retirement Benefit
Plans

PAS 27 Separate Financial Statements

(Amended)
Amendments to PFRS 10, PFRS 12, and PAS 27:
Investment Entities
Amendments to PAS 27: Equity Method in Separate
Financial Statements*

PAS 28 Investments in Associates and Joint Ventures

(Amended)
Amendments to PFRS 10 and PAS 28: Sale or
Contribution of Assets between an Investor and its
Associate or Joint Venture*
Amendments to PFRS 10, PFRS 12, and PAS 28:
Investment Entities: Applying the Consolidation
Exception*

PAS 29 Financial Reporting in Hyperinflationary Economies

PAS 32 Financial Instruments: Disclosure and Presentation
Amendments to PAS 32 and PAS 1: Puttable Financial
Instruments and Obligations Arising on Liquidation
Amendment to PAS 32: Classification of Rights Issues
Amendments to PAS 32: Offsetting Financial Assets
and Financial Liabilities
Annual Improvements to PFRSs 2009 - 2011 Cycle:
Income Tax Consequences of Distributions

PAS 33 Earnings per Share

PAS 34 Interim Financial Reporting
Annual Improvements to PFRSs 2009 - 2011 Cycle:
Segment Assets and Liabilities




Annual Improvements to PFRSs 2012 - 2014 Cycle:
Disclosure of information ‘elsewhere in the interim
financial report’*

PAS 36

Impairment of Assets

Amendments to PAS 36: Recoverable Amount
Disclosures for Non-Financial Assets

PAS 37

Provisions, Contingent Liabilities and Confingent
Assets

PAS 38

Intangible Assets

Amendments to PAS 16 and PAS 38: Clarification of
Acceptable Methods of Depreciation and
Amortization*

Annual Improvements to PFRSs 2010-2012 Cycle:
Revaluation method - proportionate restatement of
accumulated amortization*

PAS 39

Financial Instruments: Recognition and Measurement

Amendments to PAS 39: Transition and Initial
Recognition of Financial Assets and Financial
Liabilities

Amendments to PAS 39: Cash Flow Hedge
Accounting of Forecast Intragroup Transactions

Amendments to PAS 39: The Fair Value Option

Amendments to PAS 39 and PFRS 4: Financial
Guarantee Contracts

Amendments to PAS 39 and PFRS 7: Reclassification of
Financial Assets

Amendments to PAS 39 and PFRS 7: Reclassification of
Financial Assets - Effective Date and Transition

Amendments to Philippine Interpretation IFRIC-9 and
PAS 39: Embedded Derivatives

Amendment to PAS 39: Eligible Hedged Items

Amendment to PAS 39: Novation of Derivatives and
Continuation of Hedge Accounting

PAS 40

Investment Property

Annual Improvements o PFRSs 2011 - 2013 Cycle:
Inter-relationship of PFRS 3 and PAS 40*

PAS 41

Agriculture

Amendments to PAS 16 and PAS 41: Bearer Plants*

Philippine Interpretations

IFRIC 1 Changes in Existing Decommissioning, Restoration
and Similar Liabilities
IFRIC 2 Members' Share in Co-operative Enfities and Similar

Instruments




IFRIC 4

Determining Whether an Arrangement Contains a
Lease

IFRIC 5 Rights to Interests arising from Decommissioning,
Restoration and Environmental Rehabilitation Funds

IFRIC 6 Liabilities arising from Participating in a Specific
Market - Waste Electrical and Electronic Equipment

IFRIC 7 Applying the Restatement Approach under PAS 29
Financial Reporting in Hyperinflationary Economies

IFRIC 9 Reassessment of Embedded Derivatives
Amendments to Philippine Interpretation IFRIC-9 and
PAS 39: Embedded Derivatives

IFRIC 10 Interim Financial Reporting and Impairment

PHILIPPINE FINANCIAL REPORTING STANDARDS AND
INTERPRETATIONS
Effective as of December 31, 2014

Adopted

Not
Adopted

Not
Applicable

IFRIC 12 Service Concession Arrangements

IFRIC 13 Customer Loyalty Programmes

IFRIC 14 PAS 19 - The Limit on a Defined Benefit Asset,
Minimum Funding Requirements and their Interaction
Amendments to Philippine Interpretations IFRIC- 14,
Prepayments of a Minimum Funding Requirement

IFRIC 14 Hedges of a Net Investment in a Foreign Operation

IFRIC 17 Distributions of Non-cash Assets to Owners

IFRIC 18 Transfers of Assets from Customers

IFRIC 19 Extinguishing Financial Liabilities with Equity
Instruments

IFRIC 20 Stripping Costs in the Production Phase of a Surface
Mine

IFRIC 21 Levies

sIC-7 Intfroduction of the Euro

SiC-10 Government Assistance - No Specific Relation to
Operating Activities

SIC-15 Operating Leases - Incentives

SIC-25 Income Taxes - Changes in the Tax Status of an Entity
or its Shareholders

SIC-27 Evaluating the Substance of Transactions Involving
the Legal Form of a Lease

SIC-29 Service Concession Arrangements: Disclosures.

SIC-31 Revenue - Barter Transactions Involving Advertising
Services

SIC-32 Intangible Assets - Web Site Costs

Philippine Interpretations Committee Questions and Answers

PIC Q&A
2006-01

PAS 18, Appendix, paragraph 9 - Revenue
recognition for sales of property units under pre-
completion contracts




PIC Q&A PAS 27.10(d) - Clarification of criteria for exemption
2006-02 from presenting consolidated financial statements
(Amended)

PIC Q&A PAS 40.27 - Valuation of bank real and other
2007-03 properties acquired (ROPA)

PIC Q&A PAS 19.78 - Rate used in discounting post-
2008-01 employment benefit obligations
(Revised)

PIC Q&A PAS 20.43 - Accounting for government loans with low
2008-02 interest rates under the amendments to PAS 20

PIC Q&A Framework.23 and PAS 1.23 - Financial statements
2009-01 prepared on a basis other than going concern
(Amended)

PIC Q&A PAS 1R.16 - Basis of preparation of financial
2010-02 statements

PIC Q&A PAS 1 Presentation of Financial Statements -
2010-03 Current/non-current classification of a callable term
loan

PHILIPPINE FINANCIAL REPORTING STANDARDS AND
INTERPRETATIONS Adopted
Effective as of December 31, 2014

Not Not
Adopted | Applicable

PIC Q&A PFRS 3.2 - Common Control Business Combinations

2011-02

PIC Q&A Accounting for Inter-company Loans

2011-03

PIC Q&A PAS 32.37-38 - Costs of Public Offering of Shares
2011-04

PIC Q&A PFRS 1.D1-D8 - Fair Value or Revaluation as Deemed
2011-05 Cost

PIC Q&A PFRS 3, Business Combinations (2008), and PAS 40,
2011-06 Investment Property - Acquisition of Investment
properties - asset acquisition or business
combination?

PIC Q&A PFRS 3.2 - Application of the Pooling of Interests
2012-01 Method for Business Combinations of Entities Under
Common Control in Consolidated Financial
Statements

PIC Q&A Cost of a New Building Constructed on the Site of a
2012-02 Previous Building

PIC Q&A Applicability of SMEIG Final Q&As on the Application
2013-01 of IFRS for SMEs to Philippine SMEs

PIC Q&A Conforming Changes to PIC Q&As - Cycle 2013

2013-02

PIC Q&A PAS 19 - Accounting for Employee Benefits under a
2013-03 Defined Contribution Plan subject to Requirements of
(Revised) | Republic Act (RA) 7641, The Philippine Refirement

Law

*These standards or amendments will become effective subsequent to December 31, 2014. The Group
will adopt these new and amended standards on the respective effective dates.



SAN MIGUEL CORPORATION AND SUBSIDIARIES

INDEX TO FINANCIAL STATEMENTS AND
SUPPLEMENTARY SCHEDULES
DECEMBER 31, 2014

A - FINANCIAL ASSETS
B - AMOUNTS RECEIVABLE FROM DIRECTORS, OFFICERS,
EMPLOYEES, RELATED PARTIES AND PRINCIPAL STOCKHOLDERS
(OTHER THAN RELATED PARTIES) NOT APPLICABLE
C - AMOUNTS RECEIVABLE FROM/(PAYABLE TO) RELATED PARTIES WHICH
ARE ELIMINATED DURING THE CONSOLIDATION OF FINANCIAL
STATEMENTS
D - INTANGIBLE ASSETS AND OTHER ASSETS
E - LONG-TERM DEBT
F - INDEBTEDNESS TO RELATED PARTIES

G - GUARANTEES OF SECURITIES OF OTHER ISSUERS NOT APPLICABLE

H - CAPITAL STOCK



SAN MIGUEL CORPORATION AND SUBSIDIARIES

SCHEDULE A - FINANCIAL ASSETS
DECEMBER 31, 2014
(Amounts in Millions)

Amount Value Based
Shown in the on Market Income

Name of Issuing Entity / Statements of Quotations at Received
Description of Each Issue Financial Position December 31, 2014 and Accrued
Cash and cash equivalents P 258,606 258,606 P 2,772
Trade and other receivables - net 136,036 136,036 772

Option deposit 1,118 1,118 -
Derivative assets 360 360 7,513
Financial assets at fair value through profit or loss 136 136 19
Available-for-sale financial assets ** 41,890 41,890 629
Noncurrent receivables and deposits - net 14,967 14,591 438
Restricted cash 2,659 2,659 29
P 455772 P 455396 P 12,172

*

that have matured during the year and those that are still outstanding as of year-end.
=% The number of shares or principal amount of bonds and notes are presented in
ATTACHMENT TO SCHEDULE A - AVAILABLE-FOR-SALE FINANCIAL ASSETS.

See Notes 40 and 41 of the Consolidated Financial Statements.

This represents net marked-to-market gains/losses from derivative assets and derivative liabilities



SAN MIGUEL CORPORATION AND SUBSIDIARIES
ATTACHMENT TO SCHEDULE A - AVAILABLE-FOR-SALE FINANCIAL ASSETS

DECEMBER 31, 2014

(Amounts in Millions, Except No. of Shares Data)

Name of Issuing Entity

Number of Shares or
Principal Amount of
Bonds and Notes (a)

Value Based on
Market Quotation at
December 31, 2014 (a)

San Miguel Corporation

Alabang Country Club

Ansor International

Apo Golf & Country Club

Baguio Country Club

Bancom Group Inc

Calatagan Golf Club

Camp John Hay

Canlubang Golf Club

Capitol Hills Golf & Country Club
Carmen Red Ltd.

Casino Espanol de Manila

Cebu Country Club

Celebrity Sports Plaza

Club Filipino

Continental Potash

Evercrest

Export & Industry Bank

Green Valley Club - Baguio
Greenfield Tennis Club

lloilo Golf Club

Inter island Broadcasting Corp
Landgolf Inc

Makati Executive Center

Makati Sports Club

Manila Bankers Life

Manila Electric Company

Manila Golf & Country Club
Manila Polo Club

Manila Southwoods Golf & Country Club
Medical Doctors Inc.

Merchant Investment
Metropolitan Club

Metropolitan Theater

Mimosa Golf & Country Club
Monserrat Trading

Motor Services

Naga Telephone Co.

Negros Occidental Golf club
Norcem Philippines

Orchard Golf & Country Club
Pacific Club Corporate
Pantranco South Express
People's Press

Phil. Columbian Club

Phil. Dealing Sytem Holding Corp.
Phil. International Fair

Phil. Long Distance Tel. Co

Phil. Overseas Resources
Pilipino Telephone

Professional Services Inc
Puerto Azul Golf Club

Quezon City Sports Club

Sta Elena Properties

Sta Elena Golf Club

Sta Lucia Realty Golf Club
Subic Bay Yacht Club

Tagaytay Highland Golf and Country Club
Tagaytay Midlands Country Club
The Country Club - Canlubang
Top Frontier Holdings, Inc. - Common
Top Frontier Holdings, Inc. - Preferred
Universal Leisure Club

Valle Verde Golf Club

Valley Golf Club Inc.

Victorias Country Club

W W =N

7,909

2
940,560,000
1

3

1
4,458,928
2

1

1
250,000
100,331
3

2

1
83,379
41,660
2

198

3

1,000
52,500
220

6
80,000
5

1
340,992
1,500

3
250,000
500
230,594
10,000
600
11,250

N =R =N =~ =W

2,561,031
1,904,540
1

53
2
1

318
35,424
15

1

(a) if the principal amount of bonds and notes and value based on market quotation of investment is less than

P500,000, the amount will show zero,



Name of Issuing Entity

Number of Shares or
Principal Amount of
Bonds and Notes (a)

Value Based on
Market Quotation at
December 31, 2014 (a)

Petron Corporation
HDMF0515C038
PSALMs1(PSAL0515D017)
Government Security - PIID 0311 G085
Government Security - PIID 0516 C107
Megaworld Bond
PSALM (PSALO717D019)

Sa

>

Miguel International Limited
Others

San Miguel Brewery Inc.
Royal Orchid International Golf Club
Guangzhou Luhu Golf Club
HSBC Holdings
Pacific Club Kowloon
Hongkong Arts Centre Ltd.
The American Club Hong Kong
Hong Kong Football Club
Discovery Bay Golf Club

San Miguel Properties, Inc.
Apo Golf & Country Club
Mimosa Golf & Country Club
Sta. Elena Golf & Country Club
Metro Club
Phil. Long Distance Tel Co
Meralco
Italia Country Club
Riviera Golf Course and Country Club
Tagaytay Midlands Country Club

Pacific Central Properties, Inc.
Corporate Investment Phils Inc
Herald Publications

San Miguel Paper Packaging Corp.
Phil Long Distance Tel.
Evercrest Golf & Country Club
Orchard Golf & Country Club
Apo Golf & Country Club

Anchor Insurance Brokerage Corporation
Phil. Long Distance Tel. Co.
Export & Industry Bank

San Miguel Yamamura Asia Corporation
Manila Southwoeds Golf & Country Club
Orchard Golf and Country Club
Evercrest Golf & Country Club

San Miguel Yamamura Packaging Corporation

Canlubang Golf & Country Club

Manila Southwoods

Orchard Golf & Country Club

Puerto Azul

Manila Southwoods Golf and Country Club
QOrchard Golf and Country Club

Philippine Longdistance Tel. Co.

Riviera Golf Club

20,400

G

PGy

12,200
273,118
89

200,000
410
5,200

1

1

1

50
766,000

1
1
1
1
1
1
1,800
1

N
4
300
73
162
55

(a) if the principal amount of bonds and notes and value based on market quotation of investment is less than

P500,000, the amount will show zero.



Name of Issuing Entity

Number of Shares or
Principal Amount of
Bonds and Notes (a)

Value Based on
Market Quotation at
December 31, 2014 (a)

San Miguel Purefoods Company, Inc.

Club Filipino

Makati Sports Club, Inc.

Philippine Long Distance Telephone Company
Valle Verde Country Club

Capitol Hills Golf and Country Club, Inc.
Alabang Country Club

Golf Club Bogor Raya

Manila Southwoods Golf & Country Club
Sta Elena Golf Club

Manila Electric Company

Tagaytay Highland Golf and Country Club
Piltel

Royal Tagaytay Country Club

Orchard Golf and Country Club

Vega Telecom Holdings, Inc.

Makati Sport Club
MERALCO - SIP
Other Telecom Companies

Total Available - for - Sale Financial Assets

4,253

8,493
2,520,000

- -

1

3

41,890

(a) if the principal amount of bonds and notes and value based on market quotation of investment is less than

P500,000, the amount will show zero.

* See Notes 4, 14, 40 and 41 of the Consolidated Financial Statements.



SAN MIGUEL CORPORATION AND SUBSIDIARIES

SCHEDULE C - AMOUNTS RECEIVABLE FROM RELATED PARTIES WHICH ARE ELIMINATED

DURING THE CONSOLIDATION OF FINANCIAL STATEMENTS

DECEMBER 31, 2014
{(Amounts in Millions)

ADDITIONS/ AMOUNTS
BEGINNING CTA/RECLASS/ COLLECTED/ ENDING
NAME OF RELATED PARTY BALANCE OTHERS CREDIT MEMO WRITTEN OFF TOTAL CURRENT NONCURRENT BALANCE

San Miguel Corporation 95793 P 8,685 P (21,339) P 83,039 P 61,568 21,471 83,039
San Miguel International Limited and Subsidiaries 21,171 201 (8,802) 12,570 12,570 - 12,570
San Miguel Yamamura Packaging Corp. and a Subsidiary 1,672 104 (779) 997 930 67 997
Petron Corporation and Subsidiaries 1,225 9,013 (9,205) 1,033 1,033 - 1,033
SMC Global Power Holdings Corp. and Subsidiaries 710 8,470 (8,055) 1,125 1,125 - 1,125
SMC Shipping and Lighterage Corporation 695 5,687 (5,625) 757 757 - 757
San Miguel Yamamura Asia Corporation 771 2,217 (2,487) 501 436 65 501
San Miguel Holdings Corp. and Subsidiaries 445 4,532 (188) 4,789 4,789 - 4,789
SMITS, Inc. and a Subsidiary 419 1,165 (1,220) 364 350 14 364
Archen Technologies, Inc. 338 1,350 (1,373) 315 315 - 315
San Miguel Properties, Inc. and Subsidiaries 264 389 (435) 218 218 - 218
Ginebra San Miguel, Inc. and Subsidiaries 242 292 (278) 256 256 - 256
San Miguel Brewery Inc. and Subsidiaries 148 292 (291) 149 138 11 149
San Miguel Pure Foods Company, Inc. and Subsidiaries 104 120 (90) 134 133 1 134
Others 875 1,390 (1,483) 782 782 - 782

124,872 P 43,807 P (61,650) P 107,029 P 85,400 P 21,629 107,029




SAN MIGUEL CORPORATION AND SUBSIDIARIES
SCHEDULE C - AMOUNTS PAYABLE TO RELATED PARTIES WHICH ARE ELIMINATED
DURING THE CONSOLIDATION OF FINANCIAL STATEMENTS
DECEMBER 31, 2014
(Amounts in Millions)

ADDITIONS/
BEGINNING CTA/RECLASS/ AMOUNTS PAID/ AMOUNTS ENDING
NAME OF RELATED PARTY BALANCE OTHERS DEBIT MEMO WRITTEN OFF TOTAL CURRENT NONCURRENT BALANCE

Sea Refinery Corporation 33,433 P - P (235) P - P 33,198 P 33,198 P - 33,198
Vega Telecom Inc. and Subsidiaries 20,363 4,563 (434) - 24,492 3,098 21,394 24,492
San Miguel Corporation 17,381 7,145 (11,566) - 12,960 12,960 - 12,960
San Miguel Holdings Corp. and Subsidiaries 31,491 2,244 (17,626) 16,109 15,823 286 16,109
San Miguel Intemnational Limited and Subsidiaries 5,131 76 (135) - 5,072 5,072 - 5,072
San Miguel Properties, Inc. and Subsidiaries 2,290 168 (140) - 2,318 2,120 198 2,318
Challenger Aero Air Corporation 2,221 97 (266) - 2,052 2,052 - 2,062
San Miguel Brewery Inc. and Subsidiaries 2,331 6,466 (7,541) - 1,256 1,256 1,256
San Miguel Yamamura Packaging Corp. and a Subsidiary 1,474 120 (409) - 1,185 1,185 = 1,185
Petron Corporation and Subsidiaries 1,018 8,368 (8.251) - 1,135 1,135 - 1,135
San Miguel Pure Foods Company, Inc. and Subsidiaries 1,628 4,642 (5,246) - 1,024 1,024 - 1,024
Ginebra San Miguel, Inc. and Subsidiaries 912 3,754 (3,923) - 743 743 - 743
SMC Global Power Holdings Corp. and Subsidiaries 664 4,617 (4,625) - 656 651 5 656
San Miguel Beverages, Inc. 605 51 - - 656 656 - 656
Advantage Properties Corporation 546 = - - 546 546 - 546
San Miguel Paper Packaging Corp. 416 14 - - 430 26 404 430
San Miguel Campo Carne Corporation 398 - - - 308 398 - 398
San Miguel Yamamura Asia Corporation 294 2,443 (2,388) - 349 349 - 349
San Miguel Equity Securities, Inc. 302 - - - 302 302 - 302
Pacific Central Properties, Inc. 223 - - - 223 223 - 223
Others 1,752 1,156 (983) - 1,925 1,762 163 1,925

124,873 P 45,924 P (63,768) P L 107,029 P 84,579 P 22,450 P 107,029




Part A - Goodwill and Other Intangible Assets

SAN MIGUEL CORPORATION AND SUBSIDIARIES
SCHEDULE D - INTANGIBLE ASSETS AND OTHER ASSETS
DECEMBER 31, 2014
(Amounts in Millions)

Additions/ Disposal/ Currency
Beginning Acquisition of Reclassed to other Charged to Costs Translation Ending
Description Balance Subsidiaries Accounts and Expenses Adjustments Balance
Goodwill P 41,752 P 7P - - P (548) P 41,211
Other Intangible Assets
Cost:
Trademarks and brand names P 436 P - P - - P 1 P 437
Computer software and licenses 7,223 34 (1) - 5 7,251
Airport concession right 917 1,402 - - - 2,319
Toll road concession rights 13,312 7,540 11,040 - - 31,892
Project development cost 11,040 - (11,040) - Fi -
Mineral rights and evaluation assets 1,720 165 - - - 1,885
Leasehold and land use rights 1,582 - (95) & 6 1,493
Power concession right - 496 - - - 496
Others 2,119 127 104 - (30) 2,320
38,349 9,764 2) - (18) 48,093
Accumulated Amortization and Impairment Losses:
Trademarks and brand names P 193 P - P - - P 1 P 194
Computer software and licenses 122 - - 13 - 135
Airport concession right 25 - - 12 - 37
Toll road concession rights 258 - - 336 - 594
Leasehold and land use rights 510 - (22) 33 2 523
Power concession right - - - 15 - 15
Others 1,209 = 1) 289 (18) 1,481
2,317 % (23) 698 (13) 2,979
Carrying Amount: P 36,032 P 9,764 P 21 (698) P {5 P 45,114

See Notes 4, 5 and 18 of the Consolidated Financial Statements.



SAN MIGUEL CORPORATION AND SUBSIDIARIES

SCHEDULE D - INTANGIBLE ASSETS AND OTHER ASSETS
DECEMBER 31, 2014
(Amounts in Millions)

Part B - Other Noncurrent Assets

Additions / Charged to Other Changes/ Currency

Beginning Acquisition of Cost and Reclassifications/ Translation Ending

Description Balance Subsidiaries Expenses (Disposal)/(Collection) Adjustments Balance
Noncurrent receivables and deposits - net P 25297 P 928 P - P (11,324) P 66 P 14,967
Deferred containers - net 7,950 2,268 (1,252) (688) = 8,278
Noncurrent prepaid rent 5,039 85 (244) (1,738) (153) 2,989
Others - net 14,782 2,363 (423) (4,556) (24) 12,142
P 53,068 P 5,644 P {1,919) P (18,306) P (111) P 38,376

See Notes 4, 5, 19, 33, 35, 39, 40 and 41 of the Consolidated Financial Statements



SAN MIGUEL CORPORATION AND SUBSIDIARIES
SCHEDULE E - LONG-TERM DEBT
DECEMBER 31, 2014

(Amounts in Millions)
Outstanding Current Transaction Amount Noncurrent churr?m Amount Number of .
Balsnes Portion of Cost Shown as Portion Transaction Shown as Current Periodic Interest Final
TITLE OF ISSUE AGENT / LENDER Debt Current Current Debt Cost Long-term and Noncurrent INTEREST RATES Instaliments Payments Maturity
San Miguel Corporation
Term notes:
Pesa denominated,
Floating Banco De Oro Unibank, Inc. P 7.850 P 7850 P - P 7850 P - P P - 7,850 PDST-F plus margin Bullet Quarterly December 2015
Foreign currency - denominated
Floating Standard Chartered Bank 67,080 - - - 67,080 (1,058) 66,022 66,022 LIBOR plus margin Bullet 1/3/6 months July 2015
Floating Maybank International Labuan Branch 7602 - - - 7,602 (118) 7,484 7,484 LIBOR plus margin Bullet 1/3/6 months October 2018
Fixed DB Trustees (Hong Kong) Limited 39,776 - - - 35,776 (440) 35,336 35,336 4.875% Bullet Semi-annual April 2023
110,458 - - = 110,458 {1,616) 108,842 108,842
Subsidiaries
Bonds:
Peso denominated;
San Miguel Brewery Inc.
Fixed Philippine Depasitory & Trust Corp. 2,810 - - = 2,810 {17) 2,793 2,793 10.50% Bullet Semi-annual April 2018
Fixed Philippine Depository & Trust Corp. 3,000 - - - 3,000 {15) 2,985 2,985 6.05% Bullet Semi-annual April 2017
Fixed Philippine Depository & Trust Corp. 10,000 - - - 10,000 (67) 9,933 9,933 5.930% Bullet Semi-annual April 2018
Fixed Philippine Depository & Trust Corp. 7.000 - - = 7,000 (56) 6,944 6,944 6.60% Bullet Semi-annual April 2022
Fixed Philippine Depository & Trust Caorp. 12,462 = < - 12,462 (113) 12,349 12,349 5.500% Bullet Semi-annual April 2021
Fixed Philippine Depository & Trust Corp. 2,538 - - - 2,538 (24) 2514 2514 6.00% Bullet Semi-annual April 2024
37,810 = - - 37,810 {282) 37,518 37,518
Forsign currency - denominated.
Fixed DB Trustees (Hongkong) Limited 13,262 = - - 13262 (72) 13,190 13,190 7.00% Bullet Semi-annual January 2016
Term notes:
Paso denominated:
Petron Corporation
Fixed Deutsche Bank AG, Hongkong Branch 20,000 - - - 20,000 {109) 19,891 19,891 7.00% Bullet I 2017
SMC PowerGen Inc.
Fixed Philippine National Bank as Trustee 13,607 1,373 (43) 1,330 12,234 {178) 12,058 13,386 6.2921% and 6,0606% Amartized Quaterly Septermnber 2023
Petron Comporation
Fixed Rizal Commercial Banking Corporation 3493 36 {3) 33 3,457 {24) 3,433 3,466 6.3212% and 7.1827% Amartized ‘Semi-annual October 2021
SMC Shipping and L
Fixed Security Bank Corporation 1,250 - - - 1,250 - 1,250 1.250 B6.175% Bullet Quarterly May 2016
Fixed Security Bank C ion 250 - - = 250 - 250 250 6.145% Bullet Quarterly May 2016
1,500 n = = 1,500 - 1,500 1,500
San Miguel Pure Foods Company Inc..
Fixed China Bank Savings, Inc. Trust as Truste 17 17 - 17 - - - 17 5.4B85% Bullet Quarterly December 2015
Fixed China Banking Corporation 230 230 230 - - - 230 5.4885% Bullat Quarterly December 2015
China Banking Corporation - Trust 5.4885%
Fixed Group as Trustee 53 53 - 53 - - 53 i Bullet Quarterly December 2015
Land Bank of the Philippi 500 500 (2} 488 - - - 488 5.4885% Bullet Quarterly December 2015
800 800 ) 798 - - - 798
Erivate infra Dev Corporation
Floating Banco De Oro Unibank, Inc. as Trustee 11,500 144 (15) 129 11,356 (70) 11286 11,415 PDST-F plus margin Amortized Quarterly Septernber 2021
San Miquel Pure Foods Company Inc.
Floating Banco de Oro Unibank, Inc. 1,500 1,500 @ 1497 - - - 1,497 PDST-F plus margin Bullet Quarterly December 2015
Floating China Banking Corporation 1.200 1.200 @ 1,198 - - - 1,198 PDST-F plus margin Bullet Quarterly December 2015
Floating Land Bank of the Philippines 500 500 M 499 - - - 499 PDST-F plus margin Bullet Quarterly December 2015
Floating Maybank Philippines, Inc. 500 500 (1) 499 - - - 499 PDST-F plus margin Bullet Quarterly December 2015
3,700 3,700 {7) 3,693 - - - 3,693
San Miquel ra Packaging Corporation.
Floating Bank of Commerce 3,250 - - - 3,250 (10} 3,240 3,240 PDST-F plus margin Amortizied Quarterly Qctober 2018
Star Infrastructure Development Corporation
Floating Philippine National Bank as Trustee 3,500 85 )] 78 3,415 (31 3,384 3,462 PDST-F plus margin Amortized Quarterly July 2023
Trans, ment Holdings Cor.
Floating Bank of Commerce 3,189 - - 3,189 (14) 3,175 3175 PDST-F plus margin Amortized Quarterly Qctober 2022
East Pacific Star Bottlers Phils ine.
Floating 457 114 - 114 343 - 343 457 PDST-F plus margin Amortized Quarterly October 2018
San Miguel F Co i
Floating Bank of Commerce 350 - {1 m 350 - 350 349 PDST-F plus margin Amortizied Quarterly April 2021

Forward



SAN MIGUEL CORPORATION AND SUBSIDIARIES
SCHEDULE E - LONG-TERM DEBT

DECEMBER 31, 2014

(Amounts in Millions)

Outstanding Current Transaction Amount Noncurrent Noncurrent Amount Number of
Hitiis Portion of Cost Shown as Portion Transaction Shown as Current Periodic Interest Final
TITLE OF ISSUE AGENT J LENDER Debt Current Current Debt Cost Long-term and Noncurrent INTEREST RATES Payments: Maturity
Subsidiaries
Foreign currency - denominated
SMC Giobal Power ngs Corp,
Standard Chartered Bank {Hongkong)
Floating Limited 22,360 P - P - P - 22,360 P (376) P 21,984 P 21,884  LIBOR plus margin Bullet Quarterly September 2018
Petron Corporation
Standard Chartered Bank (Hong
Fleating Kong) Limited 21,242 - - - 21,242 (421) 20,821 20,821 LIBOR plus margin Amortized  Every 1, 3 or 6 months May 2018
Standard Chartered Bank (Hong
Floating Kong) Limited 15,429 3,035 (172) 2,863 12,394 (163) 12,231 15,094  LIBOR plus margin Amortized  Every 1, 3 or 6 months Movember 2017
Standard Chartered Bank (Hong
Floating Kong) Limited 8,200 3,066 (101) 2,965 6,134 (47) 6,087 9,052 LIBOR plus margin Amortized  Every 1, 3 or 6 months November 2016
Floating CIMB Bank 1,918 % A . 1,918 (16) 1,903 1,803  COF plus margin Amortized Quarterly March 2019
Floating Malayan Banking Berhad 1,918 - - - 1,919 (17 1,902 1,902 COF plus margin Amortized Quarterly July 2018
72,089 6,101 {273) 5,828 65,968 (1,040) 64 928 70,756
Total Long-term Debt P 306,795 P 20,203 P ‘351' P 19,852 P 286,592 P (3,6£L 283,136 P 302,988

See Note 5, 22, 33, 40 and 41 of the Consolidated Financial Statements.




SAN MIGUEL CORPORATION AND SUBSIDIARIES
SCHEDULE F - INDEBTEDNESS TO RELATED PARTIES
DECEMBER 31, 2014
(Amounts in Millions)

Beginning Ending
NAME OF RELATED PARTY Balance Balance *
Bank of Commerce
Loans payable P 4275 P 6,400
Long-term debt 8,976 10,240
P 13,251 P 16,640

*  The increase on the indebtedness to a related party in 2014 was mainly due to the availment of

loans payable and long-term debt.

See Notes 20, 21, 22 and 33 of the Consolidated Financial Statements.



SAN MIGUEL CORPORATION AND SUBSIDIARIES
SCHEDULE H - CAPITAL STOCK

December 31, 2014

NUMBER NUMBER OF SHARES HELD BY:
NUMBER NUMBER NUMBER OF SHARES DIRECTORS,
OF SHARES OF SHARES TREASURY OF SHARES RESERVED OFFICERS AND
DESCRIPTION AUTHORIZED ISSUED SHARES OUTSTANDING FOR OPTIONS *  AFFILIATES EMPLOYEES
ISSUED SHARES
COMMON STOCK 3,790,000,000 3,282,897,671 904,752,537 2,378,145,134 134,641,564 16,395 14,086,420
SERIES "1" PREFERRED SHARES 1,110,000,000 970,506,353 970,506,353 - - - -
SERIES "2" PREFERRED SHARES 1,100,000,000 1,067,000,000 - 1,067,000,000 - 26,435,700 322,300
6,000,000,000 5,320,404,024 1,875,258,890 3,445,145,134 134,641,564 26,452,095 14,408,720

* See Note 25 of the Audited Consolidated Financial Statements.



Trade

Non-trade

Others

Total

Less allowance for impairment losses
Net

SAN MIGUEL CORPORATION AND SUBSIDIARIES
TRADE AND OTHER RECEIVABLES
DECEMBER 31, 2014
(Amounts in Millions)

Past Due
Total Current 1 - 30 Days 31 - 60 Days Over 60 Days
P 57,872 P 46,001 P 5441 P 1,671 P 4,759
64,383 30,251 3,642 281 30,209
22,034 22,034 - " -
144,289 P 98,286 P 9,083 P 1,952 P 34,968
8.253

P 136,036




SAN MIGUEL CORPORATION ANNEX "C"

MANAGEMENT’S DISCUSSION AND ANALYSIS
OF FINANCIAL POSITION AND FINANCIAL PERFORMANCE

This discussion summarizes the significant factors affecting the consolidated financial performance,
financial position and cash flows of San Miguel Corporation (SMC or the “Parent Company™) and
its subsidiaries (collectively referred to as the “Group”) for the three-year period ended
December 31, 2014. The following discussion should be read in conjunction with the attached
audited consolidated statements of financial position of the Group as of December 31, 2014 and
2013, and the related consolidated statements of income, comprehensive income, changes in equity
and cash flows for each of the three years in the period ended December 31, 2014. All necessary
adjustments to present fairly the Group’s consolidated financial position as of December 31, 2014
and the financial performance and cash flows for the year ended December 31, 2014 and for all the
other periods presented, have been made.

I. BASIS OF PREPARATION

Statement of Compliance

The accompanying consolidated financial statements have been prepared in compliance with
Philippine Financial Reporting Standards (PFRS). PFRS are based on International Financial
Reporting Standards issued by the International Accounting Standards Board (IASB). PFRS
consist of PFRS, Philippine Accounting Standards (PAS) and Philippine Interpretations issued
by the Financial Reporting Standards Council (FRSC).

Basis of Measurement

The consolidated financial statements of the Group have been prepared on a historical cost basis
of accounting except for the following items which are measured on an alternative basis at each
reporting date:

[tems Measurement Basis
Derivative financial instruments Fair value
Financial assets at fair value through profit or  Fair value
loss (FVPL)
Available-for-sale (AFS) financial assets Fair value
Defined benefit retirement asset (liability) Fair value of the plan assets less the

present value of the defined benefit
retirement obligation

Agricultural produce Fair value less estimated costs to sell
at the point of harvest

Functional and Presentation Currency
The consolidated financial statements are presented in Philippine peso, which is the Parent

Company’s functional currency. All financial information are rounded off to the nearest million
(000,000), except when otherwise indicated.




Management Discussion and Analysis
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Significant Accounting Policies

The accounting policies set out below have been applied consistently to all periods presented in
the consolidated financial statements, except for the changes in accounting policies as explained

below.

Adoption of New and Amended Standards and I nterpretation

The FRSC approved the adoption of a number of new and amended standards and interpretation
as part of PFRS.

Amendments to Sandards and Interpretation Adopted in 2014

The Group has adopted the following PFRS effective January 1, 2014 and accordingly, changed
its accounting policiesin the following aress:

Recoverable Amount Disclosures for Non-financial Assets (Amendments to PAS 36,
Impairment of Assets). These narrow-scope amendments to PAS 36 address the
disclosure of information about the recoverable amount of impaired assetsif that amount
is based on fair value less costs of disposal. The amendments clarified that the scope of
those disclosures is limited to the recoverable amount of impaired assets that is based on
fair value less costs of disposal. The adoption of these amendments did not have an
effect on the consolidated financial statements.

Offsetting Financial Assets and Financia Liabilities (Amendments to PAS 32, Financial
Instruments). The amendments clarify that: (a) an entity currently has a legally
enforceable right to set-off if that right is. (i) not contingent on a future event; and
(ii) enforceable both in the normal course of business and in the event of default,
insolvency or bankruptcy of the entity and all counterparties; and (b) gross settlement is
equivalent to net settlement if and only if the gross settlement mechanism has features
that: (i) eliminate or result in insignificant credit and liquidity risk; and (ii) process
receivables and payables in a single settlement process or cycle. The adoption of these
amendments did not have an effect on the consolidated financia statements.

Measurement of Short-term Receivables and Payables (Amendment to PFRS 13, Fair
Value Measurement). The amendment clarifies that, in issuing PFRS 13 and making
consequential amendments to PAS 39 and PFRS 9, Financial Instruments, the intention
is not to prevent entities from measuring short-term receivables and payables with no
stated interest rate at their invoiced amounts without discounting, if the effect of not
discounting is immaterial. The adoption of this amendment did not have an effect on the
consolidated financial statements.

Novation of Derivatives and Continuation of Hedge Accounting (Amendments to PAS
39, Financial Instruments. Recognition and Measurement). The amendments allow
hedge accounting to continue in a situation where a derivative, which has been
designated as a hedging instrument, is novated to effect clearing with a centra
counterparty as a result of laws or regulation, if specific conditions are met (in this
context, a novation indicates that parties to a contract agree to replace their original
counterparty with anew one). The adoption of these amendments did not have an effect
on the consolidated financial statements.

Philippine Interpretation IFRIC 21, Levies. The interpretation provides guidance on
accounting for levies in accordance with the regquirements of PAS 37, Provisions,
Contingent Liabilities and Contingent Assets. The interpretation confirms that an entity
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Page 3

recognizes a liability for alevy when, and only when, the triggering event specified in
the legislation occurs. An entity does not recognize aliability at an earlier date even if it
has no realistic opportunity to avoid the triggering event. Other standards should be
applied to determine whether the debit side is an asset or expense. Outflows within the
scope of PAS 12, Income Taxes, fines and penalties and liabilities arising from emission
trading schemes are explicitly excluded from the scope. The adoption of this
interpretation did not have an effect on the consolidated financial statements.

Additional disclosures required by the amended standards and interpretation were included
in the consolidated financial statements, where applicable.

I1. FINANCIAL PERFORMANCE

Comparisons of key financial performance for the last three years are summarized in the
following tables.

Y ear s Ended December 31

2014 2013 2012
(In Millions)

Sales P782,434 P748,241 P699,916
Gross Profit 112,793 116,385 104,335
Selling and Administrative Expenses (57,018) (60,971) (52,600)
Operating Income 55,775 55,414 51,735
Financing Charges - Net (25,698) (27,431) (25,547)
Equity in Net Earnings (L osses) of

Associates and Joint Ventures 1,255 (967) 2,638
Gain on Sale of Investments and

Property and Equipment 777 41,192 4,549
Other Income (Charges) - Net 6,307 (13,780) 12,689
Net Income 28,132 50,728 37,658
Net Income Attributable to Equity

Holders of the Parent Company 14,692 38,053 26,806

2014 vs. 2013

In 2014, the consolidated sales revenues of San Miguel Corporation reached P782,434 million,
5% higher than the previous year, as majority of the businesses of SMC posted healthy revenue
growth on the back of robust volumes and higher selling prices.

Consolidated operating income amounted to P55,775 million, 1% higher than last year. The
core businesses posted strong results, led by the double-digit growth from the food business and
the profit delivery of the liguor business, a turnaround from last year loss. For the new
businesses, the Energy business delivered optimum performance while Petron Corporation
(Petron) was challenged by declining crude oil prices.

As aresult, consolidated net income amounted to P28,132 million, of which P14,692 million is
attributable to the equity holders of the parent company. SMC recognized one-time gains in
2013 from the sale of the Manila Electric Company (Meralco) shares, which brought net income
to P50,728 million at that time. Taking out the effect of these one-off items, SMC posted a
recurring net income of P27,891 million, 244% higher than last year.
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The following are the highlights of the performance of the individual business segments:
BEVERAGE

San Miguel Brewery Inc. (SMB)

San Miguel Brewery Inc.’s consolidated volumes reached 207.3 million cases, a 2%
improvement from the previous year, when volumes slowed as a result of the implementation of
the new excise tax structure beginning in 2013. Volume improvement was driven mainly by
growth across the domestic market--particularly in the Visayas region and demand-generating
programs.

SMB has put in place an effective price management program, which resulted in the increase in
sales revenues by 5% to P79,005 million.

SMB remained focused on managing its fixed costs and implementing cost efficiency measures.
Beer International in particular was able to redlize significant improvements in its operations.
As aresult, consolidated operating income rose 2% to P22,079 million.

Beer Domestic

2014 was a recovery year for SMB’s domestic operations. Volumes of 172.5 million cases grew
3% over last year, while sales revenues reached P64,303 million and operating income of
P21,118 million, growing by 6% and 2%, respectively. The improvement in sales performance
was achieved through intensified implementation of demand-generating programs and cost-
efficiency measures. Red Horse Beer remained the number 1 strong beer in the country and
asserted dominance through the “Kaya Mo Na”, Pambansang Muziklaban and Pasiklaban
barangay activations. San Miguel Pale Pilsen’s “iconic” positioning was reinforced through
“Bilib” thematic campaign and the “Sarap MagBabad” summer program, among others.

San Mig Light strengthened relevance with the enhanced “One Word” campaign, “On All
Night” loyalty program, Bucket Nights/Party All Night programs and digital campaigns,
promotions and sponsorships.

Gold Eagle Beer improved sales through its well-focused “Sama-Sama Mag-Jamming, Sama-
Sama Mag-Gold Eagle Beer” campaign in the Visayas and Mindanao. On the other hand,
Lifestyle Brews, San Miguel Premium All-Malt, Super Dry and Cerveza Negra, brand image
continued to improve with “Ingredients” and “Awards” campaigns. Newly-launched San Mig
Zero started to make its contribution to the SMB portfolio, proving that campaigns focused on
strengthening visibility and trial-generating activations were well-received by consumers.

Meanwhile, San Miguel Flavor Beer’s market continued to expand through the success of
“Game Tayo” digital campaign, “Talk” TVC and store penetration programs.

Beer International

San Miguel Beer International operations posted P14,702 million in revenues in 2014, dightly
higher than the previous year mainly driven by modest growth in sales of its branded products.
This was despite lower volumes resulting from discontinued private label volumes.

In South China, volumes of the San Miguel brand in targeted expansion areas continued to
register double-digit growth, partly offset by lower volumes in the core markets due to
distribution gaps. Total volumes however, grew due to higher local brand volumes and increased
exports production. North China operations, on the other hand, continued to be challenged by
intense competition.
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SMB Hong Kong (SMBHK) volume ended flat due to the termination of the distribution
agreement for certain premium brands, and the pro-democracy demonstrations (from September
to December) in the country which resulted in weaker domestic volumes. Improvements in
margins, together with higher exports slightly offset the effects of lower volumes in operating
profitability.

Indonesia operations was weighed down by dealer and wholesaler pricing issues in the second
and third quarter of the year, resulting in a 7% drop in volumes. However, recovery in the fourth
guarter, as well as higher margins and prudent spending on fixed costs protected profitability.

Vietnam registered a double-digit growth in its domestic volumes, spearheaded by San Mig
Light and W1N Biawhich grew 7% and 21%, respectively.

Despite apalitical crisisin Thailand that saw the imposition of martial law in the second quarter,
volumes still grew by 3%. Marketing programs and outlet penetration activities proved
successful in achieving an average 5% monthly growth in the second half of 2014. Operating
performance substantially improved, buoyed by higher volumes and better margins.

Exports volumes for San Miguel brands grew 9% on the back of steady growth in the UAE,
Tawan, Korea and the US and new markets in Africa and Australia. This, however, was
outweighed by lower private label volumes, resulting to a 9% volume decline in total exports.

Liquor and Spirits

Ginebra San Miguel Inc. (GSMI) achieved milestone results in 2014, a year which marked its
flagship brand Ginebra San Miguel’s 180th year of gin excellence. GSMI delivered a strong
performance, registering an operating profit of P358 million, a turnaround from previous year’s
operating loss of P793 million.

Growth was driven by the resurgence in volume sales and lower costs resulting from improved
efficiency and more deliberate cost-management programs.

GSMI went back to basics and focused its strategy on its core gin products, led by flagship
Ginebra San Miguel. The “Ganado sa Buhay” thematic campaign and the nationwide concert
series “Ginumanfest” resonated with consumers and was a huge success which allowed GSMI to
regain key markets in Northern Luzon. Purposive product launches aso alowed GSMI to
capture new markets, particularly in the Eastern Visayas. GSMI also reinforced its distribution
network through wholesalers, extending its reach in unserved areas in Luzon and Visayas.

As a result, domestic liguor volume grew 4% to 22.1 million cases. Consequently, revenues
reached P15,511 million, 8% higher than in 2013.

Increased use of second-hand bottles, better distillery and bottling efficiencies yielded reduced
production spending. Fixed costs were kept in check with more prudent spending, particularly
with advertising and promotion. These significantly improved margins and GSMI’s overall
profitability.

Inspired by the momentum generated in 2014, growth prospects for this year will be hinged on
volume growth, with focus in securing relevance to its core drinkers and generating incremental
consumption. The launch of the sequel to the "Ganado sa Buhay" thematic campaign will
strengthen the dominance of the flagship brand Ginebra San Miguel in the gin category. The
introduction of Primera Light brandy and the re-launch of GSM Blue, both lower proof a cohol



Management Discussion and Analysis
Page 6

products, will create an appeal to a younger consumer segment. These programs together with
sustained cost improvement programs are expected to sustain profit growth of the business.

FOOD

San Miguel Pure Foods Company Inc. (SMPFC) registered another growth year in 2014 as
revenues reached P102,999 million, a 3% increase over 2013. This was mainly driven by the
strong performance of its Agro-Industrial and Flour Milling businesses.  Volumes were spurred
by on-going innovation programs and expanded distribution network, further strengthened by
improvements in its established branded products, development of new variants and supported
by innovative marketing and promotional activities.

The impact of Typhoon Glenda and the congestion in Manila’s main ports made operating
conditions relatively difficult. Nevertheless, operating income grew by 17% to P6,463 million,
on the back of strong performance of poultry and fresh meats businesses, which benefitted from
favorable selling prices, better farm efficiencies and improved availability of cassava. The
Milling business also contributed to operating income growth with increased sales volume and
lower wheat cost.

San Miguel Pure Foods’ established strategies and unwavering focus were key in mitigating
effects of such uncontrollable forces and allowed the company to deliver a solid 2014
performance. Its vertically-integrated business model remains to be a fundamental strategy in
controlling costs in all levels of production. The expansion of exclusive retail outlets, such as the
Magnolia Chicken stations, Monterey Meatshops and Kambal Pandesal, continued to increase
their contribution in sales. SMPFC also continued to increase brand equity through product
innovations and brand-building initiatives.

Agro-Industrial

The Agro-Industrial business posted revenues of P69,648 million, up by 6%, with all segments
contributing to the growth. Revenues from poultry and fresh meats grew on the back of
favorable selling prices. On the other hand, revenues from the feeds business increased by 7%,
driven by higher volumesin hogs, broiler and duck feeds.

Value-Added

2014 was relatively challenging for the Value-added Meats business which was affected by high
trade inventory at the beginning of the year and the port congestion problem during the 2nd half
of the year that had an adverse impact on logistics costs and raw materials availability.

Revenues, however, till grew 1% to P15,069 million given by higher selling prices, saes
performance of new products and increased convenient food offerings such as bone-in fried
chicken, canned chicken and meaty spaghetti sauce. The native line segment was also expanded
showcasing SMPFC’s Magnolia chicken.

Milling

The Milling operations ended the year with revenue of P9,916 million, 5% growth versus last
year, on the back of an overal 2% volume growth led by the value - added flour products and
additional revenues from the new Grains Terminal operations.

Third-party owned and operated Kamba Pandesal bakery outlets continue to grow at a
remarkable rate, reaching 447 stores in December 2014, from only 168 outlets in the prior year.
Using high quality ingredients from SMPFC’s Milling and Branded Value-Added businesses,
Kambal Pandesal bakeries brought delicious bread products such as Pan de Keso, Pan de Hotdog
and Pan de Kape to the masses at affordable prices.
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Dairy and Others

The Dairy, Fats and Qils business registered revenues of P7,787 million, a 9% growth on the
back of strong volume growth from butter, margarine and cheese. New flavors launched
strengthened the “Best of the Philippines” line that allowed Magnolia ice cream to make its
contribution.

Meanwhile, the coffee business, under the San Mig Coffee brand, focused on its core products
and realized revenue growth of 24% for its Sugarfree variant.

PACKAGING

While several external factors made 2014 a challenging year for San Miguel Yamamura
Packaging Group (SMYPG), SMY PG remained focused on protecting its profitability and as a
result, turned in improved margins for the year.

Operating income grew 11% to P2,305 million, even as revenues declined 4% to P24,226
million. Lower requirements from beverage industry customers trandated to lower orders for
bottles, metal caps and crates, which affected both topline and bottomline performance of these
segments.

However, SMYPG’s long-established efficiency improvement and cost-containment programs,
coupled with improved performance from paper, PET and exports, alowed them to deliver a
higher operating performance compared to previous year.

Glass. Glass remained the biggest revenue contributor, despite the decline in volumes due to
lower bottle requirements from beer and softdrinks customers in the first half of the year. This,
however, was cushioned by increase in sales from other beverage customers in the second half.
Exports from China and Vietnam also remained to be very strong.

The furnace repair and facilities upgrade in Manila, Cebu and Vietnam were completed during
the year to improve utilization and quality of production.

Metal. Demand for metal cans remained stable in 2014, though affected by lower requirements
from beverage customers.

Modern machine technology has been installed enabling the business to produce new product
lines and expanding its market reach to new territories such as Papua New Guinea, Sri Lanka
and Nepa. A new can tolling facility is also being constructed in San Fernando, Pampanga to
serve customers for fruit juices, energy drinks and soft drinks.

Plastics. Lower demand for crates in the plastic business was overshadowed by the significant
improvement in the pallet leasing business, which grew more than three-folds in revenues.

Paper. It was a banner year for the paper business achieving the highest historical performance
in volumes and revenues. Better carton deliveries was driven by higher demand from export fruit
companies that propelled sales which trandlated to double-digit growth in operating income.

PET. Meanwhile, the PET segment, registered double-digit revenue growth as mgjor customers
for beverage filling continued to increase requirements. The PET Packaging facilities were
almost 100% utilized for the year, which resulted in improved operating performance.
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Strong product developments were initiated with new products for the beer and softdrinks
industries. The PET facility installed a flexible line that will serve both cold and hot-filled
beverages, providing quality packaging to both juices and carbonated drinks.

Malaysia. Malaysia operations’ plastic film business ended the year with favorable volume and
revenue versus last year while its flexibles business was faced with higher raw materials prices,
amid intense competition.

Australia. Cospak also had a banner year as cost-containment programs delivered almost four
times growth in operating income. This was complemented by higher volumes from wine
customers which boosted revenues.

ENERGY

It was a banner year for SMC Global Power Holdings Corp. (SMC Global) as profitability
soared by 26% in operating income at P25,899 million. This was mainly driven by higher
bilateral volumes, with consolidated offtake volumes reaching 17,001 Gigawatt hours (GWh),
5% higher than last year.

Apart from the addition of the 140 Megawatts (MW) capacity from the Limay co-generation
power plant, the power business benefitted from improved efficiencies in its other major plants,
amid higher demand for power, especialy during the summer months. These, complemented by
higher average Philippine Wholesale Electricity Spot Market (WESM) prices, trandated to
consolidated revenues of P84,294 million, a 14% jump from last year.

The Sual Power Plant sold a total of 7,132 GWh of electricity, 1% higher than last year while
revenues grew 3% to P32,758 million. Capacity utilization of the plant during the summer
months was at its highest level, reaching 90% average utilization rate, as better performance of
the plant took advantage of high market demand for power.

Offtake volumes of 8,863 GWh, 5% higher than previous year, brought P40,077 million in
revenues for the llijan power plant. This is on account of higher bilateral volume nominations
driven by the increased demand for electricity.

San Rogue power plant offtake volumes reached 841 GWh, 6% higher than last year, despite
lower water dam reservoir level than expected. Together with ancillary service contribution,
revenues reached P6,488 million, a 41% growth from 2013.

SMC Global Power’s new ventures have also started to contribute initstotal performance.

The Limay Co-generation power plant added 537 GWh in offtake volumes and revenues of
P5,629 million, with the full commercial operations of thel40 MW in 2014 or an additional 70
MW from previous year.

The construction of the new coal-fired power plants in Malita, Davao and Limay, Bataan are
progressing well. These plants will provide an additional 600 MW initial capacity once
completed.
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FUEL AND OIL

It was a challenging 2014 for Petron Corporation. Both Philippines and Malaysia operations
were affected by the steep drop in crude oil pricesin the second half of the year, putting pressure
on oil companies around the world. From arelatively stable first half, with the benchmark Dubai
crude averaging US$108/barrel in June 2014, a supply glut and a weak global economy caused
crude prices to plunge by as much as 44% to average US$60/barrel in December 2014.

Petron, however, managed to end the year with a 4% growth in revenues posting P482,535
million, despite lower selling prices. This was driven by the 6% growth in consolidated saes
volume of 86.5 million barrels. Philippine operations sold 51.5 million barrels, up 9%,
benefiting from higher demand from the retail sector supported by the service station expansion
program and robust industrial and LPG sales. Maaysia operations contributed 35.0 million
barrels, on the back of strong industrial and retail sales.

Petron aso ended the year with an operating profit of P7,605 million, amid record | osses being
posted industry-wide. Petron’s risk management programs mitigated effects of the volatility in
the market, reducing inventory losses by half.

In this volatile and uncertain year, Petron maintained its strategic focus and marked the year with
the completion of the US$2-billion Refinery Master Plan 2 (RMP-2) project. This is a key
milestone for Petron at it now operates on a higher plane, changing the mechanics on how it runs
the business. The upgrade allows full utilization of its 180,000 barrel-per-day Bataan refinery
and significantly increases the production of high-margin products such as gasoline and
petrochemicals. It also enables use of cheaper crude oil. The project likewise alows the local
production of more efficient, superior, and environment-friendly fuels to meet Euro IV
standards.

Retail network expansion in the Philippines also continued in 2014, with total number of service
stations close to 2,200. The project allows for increased channels for Petron’s products to reach
underserved markets across the country which is akey driver of domestic volume growth.

In Malaysia, the rebranding and upgrading project has been completed successfully for the
exigting service stations. Petron is also expanding the retail network in this market, with about
20 new service stations currently under construction.

INFRASTRUCTURE

It was also a year of many significant milestones for SMC’s infrastructure business, particularly
in tollways, as the very first Greenfield tollway project of the Group was opened and
construction of the NAIA and Skyway Stage 3 expressways began.

Thus far, the company has opened about 63 kilometers of the 88.6-kilometer of the Tarlac-
Pangasinan-La Union Expressway (TPLEX), running al the way from Tarlac to Urdaneta City
in Pangasinan. As of year-end 2014, TPLEX has served about 8,500 average daily vehicles
bound for the Northern Luzon area, providing faster and more convenient travel to motorists.
The remaining stretch up to Rosario, LaUnion, is estimated to be completed by end of 2015.

In January 2014, the construction of the 5.4-km NAIA Expressway that will connect to the
Skyway system, PAGCOR City and Roxas Boulevard and provide convenient access to NAIA
Terminals 1, 2 and 3 commenced. Substantial completion of the project is expected by end of
this year.
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Also at the start of 2014, the Group broke ground for the much awaited Skyway Stage 3, which
involves the construction of a 14-km elevated expressway, with 8 exit ramps, starting from the
exiging Skyway from Buendia in Makati to Balintawak, Quezon City. The project is vital in
improving the traffic situation in Metro Manila, providing an aternate, direct route for motorists
traveling for North to South and vice-versa. Completion of this project is slated for 2017.

Even as the new tollroad projects have gotten off the ground, the Group’s existing operating
tollway assets also continue to perform well. Combined traffic flow of the South Luzon
Expressway (SLEX) and Skyway averaged 475,000 vehicles, about 6% higher than the previous
year. Meanwhile, testing for the migration of toll collection to the RFID system is ongoing and
will be completed within 2015.

As of March 5, 2015, San Miguel Holdings Corp. (SMHC) increased its ownership in Atlantic
Aurum Inc. B.V. (AAIBV) to 95% when Padma Funds L.P. conveyed and transferred its
outstanding shares in AAIBV equivalent to 48.47%. This effectively increased SMC’s
ownership in SLEX to 76% and the Skyway System to 83.45%.

STAR Tollway registered double-digit growth of 13% from the previous year with average daily
traffic of about 33,000 vehicles. This growth is expected to continue as improvements on the
tollway have been completed, including the construction of additional lanes in the Lipa to
Batangas stretch.

The Group’s airport project in Caticlan is also on schedule. The extension of the Boracay Airport
runway to 1.8 km, which is targeted for completion by middle of this year, will enable it to
accommodate larger aircrafts. Improvements will also alow for night landing, which will further
help boost tourism. A new and bigger terminal will likewise be constructed to accommodate the
projected increase in tourist arrivals.

Finally, the Group received the performance undertaking for the Mass Rail Transit 7 (MRT7) in
October 2014. The project involves the construction of a 22-km light rail transit from North
Epifanio de los Santos Avenue to San Jose Del Monte, Bulacan. It also includes the construction of
a 22-km road that will connect to NLEX at the Bocaue exit. Congtruction of this project is
targeted to begin by middle of 2016.

REAL ESTATE

San Miguel Properties Inc. (SMPI) registered P756 million in total revenues, 6% higher than in
2013, as booked sdles for projects increased, given the positive response to its residential
projects that target mid to high-end clients.

The company expects this growth to continue with the delivery of long-awaited projectsin 2015,
such as the Makati Diamond Residences. Also due for turnover within the year, are One Dover
View in Mandaluyong and Emerald 88 in Pasig. Completion of Doverhill model unit in San Juan
early this year, dong with the launch of Picolo Square, a residentia building project in Genera
Trias, should also bring in more salesin the future.

2013 vs. 2012
Consolidated revenues rose 7% to P748,241 million, 72% of which is derived from the new

businesses of the Group. Revenues from the new businesses grew 9% in 2013 while the core
beverages, food and packaging businesses grew at a more modest rate of 2%.



Management Discussion and Analysis
Page 11

Consolidated operating income grew 7%, reaching P55,414 million, on the back of strong
margins from the beer and power businesses and the sustained performance of Petron and
SMPFC.

Gains from the sale of the Meralco shares of stock amounting to almost P40,423 million
provided a hedge againgt the effects of the appreciation of the US dollar in the second half of
2013, completely offsetting foreign exchange losses. As a result, the Group’s bottom line grew
by 42%, with consolidated net income attributable to the equity holders of the Parent Company
reaching P38,053 million.

The following are the highlights of the performance of the individual business segments:
BEVERAGE

SMB

It was a challenging year for SMB. The new excise tax structure implemented starting January 1,
2013, compounded by natural calamities and power supply shortage, challenged the Philippine
operations, resulting in slowdown of volumes to 204 million cases, 9% lower than 2012.
Nonetheless, SMB managed to match 2012 performance by posting revenues of P75,053
million. More importantly, SMB was able to protect its profitability and maintain healthy
margin levels, ddivering P21,554 million in income from operations.

Despite sowdown in volumes, SMB maintained operating margins within 2012 levels due to
efforts on fixed cost management and operational efficiencies improvements for both domestic
and international operations.

Beer Domestic

2013 was marked by a new excise tax regime for the alcoholic beverage industry, prompting
alcoholic players to raise selling prices which led to the general dowdown of consumption of
alcoholic drinks in 2013. Typhoons and earthquake, the power crisis and armed conflict in
Mindanao as well as weak agriculture further tempered alcoholic consumption. To address the
impact of the price hikes and boost sales, players escalated consumer and trade promotions and
introduced new products which in turn heightened competition in the industry. As a result,
volumes of SMB slowed in 2013 following the implementation of a price increase for its major
brands in February 2013 and adverse external developments.

Despite the challenges, SMB strengthened its leadership in the beer industry and sustained its
dominance in the total alcoholic market. Focus was directed towards key volume drivers and
smaller but more widespread activations such as “Milyun-Milyong Panalo” nationwide under-
the-crown promo and Oktoberfest barangay street parties which broadened consumer reach and
benefited more areas while increasing cost efficiency.

Red Horse Beer remained the country’s favorite extra strong beer, reinforced by “Origins”
thematic campaign, Pambansang Muziklaban Rock Challenge and Pasiklaban barangay
activations. Flagship brand San Miguel Pale Pilsen reinforced its image as the Filipino icon and
standard of taste for alcoholic drinks highlighted in its “Amanda” thematic campaign, “Sarap
Mag Babad” summer program and the “Pilsen Time Na” activations across the country, among
others.

Meanwhile, SMB shifted the communication positioning for San Mig Light to “Only 100
Calories” story. To support this positioning, San Mig Light launched several marketing
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initiatives including the “One Word” campaign, “Bucket Nights” promo outlet-based “Party All
Night” events, digital activations, and consumer and penetration initiatives.

SMB also strengthened the position of its Lifestyle Brews, namely, San Miguel Premium All-
Malt, Super Dry and Cerveza Negra, through the “Hands” TV commercial, cinema ad
placements, consumer promos, 2013 full year digital campaign, visibility programs, and the
“Bites and Brews” bar activations. On the other hand, economy brand Gold Eagle Beer
continued to strengthen its value proposition by focusing in rural areas and ownership of
“Jamming” storyline.

San Miguel Flavored Beer meanwhile continued to do well, cornering a larger share of the
market through the “Playtime” bar tour, the “Talk” ad, webisode program, and sari-sari store
penetration initiative, and merchandising drive.

In March, San Mig Zero was officially introduced in the market, backed by awareness and trial-
generating programs. This latest addition to SMB’s portfolio aims to tap specific market
segments particularly consumers who are committed to a healthy lifestyle. Enhancements were
introduced on the supply chain to support volumes, brand-specific initiatives and cost
effectiveness. These include improvements in penetration, availability and retailer-based
servicing, launch of internet ordering, installation and modification of production equipment and
process optimization, among others.

SMB was not spared from the impact of natural disasters that hit the country as typhoons and an
earthquake in southern Philippines, caused damage to facilities and affected employees and
business partners, thereby disrupting operations. These served to highlight the resilience of
SMB’s business and the spirit of fellowship and camaraderie within SMB.

Amid the numerous challenges, SMB continued to deliver a solid financia performance. Higher
selling prices resulted in revenues of P60,438 million, matching levelsin 2012. Beer Domestic’s
profitability remained strong, with margins at remarkable levels as a result of continuing cost
management and efficiency programs.

Beer International

With revenues reaching almost P14,615 million, 2% higher than the previous year, 2013 turned
out to be one of San Miguel Beer International’s strongest thus far. Sales volumes were higher
across most markets, with the turnaround of SMBHK, steady growth in Indonesia, and steady
improvements in South Chinaand Thailand.

Operating income grew 58% significantly higher than 2012 on the back of margin improvements
and fixed cost rationalization, particularly more efficient advertising and promotion spending, as
well as volume growths in some of its subsidiaries. Most units, except for North China and
Vietnam, posted improvements in 2013 versus 2012, led by the turnaround in SMBHK, steady
growth in Indonesia, as well as the improvement in South China and Thailand.

Throughout SMB’s overseas markets, the goal was to ensure that the volume generated also
achieves growth in profit levels to develop a long-term, sustainable business. Improvements
were achieved through targeted price increases, coupled with a continued focus on cost control
and the efficient use of assets.

Led by the Anker and Carlsberg brands, volumes in Indonesia grew on the back of territory
expansion programs and better-targeted marketing initiatives. In November 2013, SMB
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matched an industry-wide price increase that was implemented by other rival brewersin the first
quarter of 2013.

Despite lower volumes, Beer International posted a strong profit recovery in Hong Kong with
operating profits rising 32 times higher than in 2012. This turnaround was achieved through the
restructuring of its distribution strategy, which resulted in the expansion of sales channels and a
stronger territory focus in terms of sales management. Its leadership position was further
strengthened by the launch of strategic programs aimed at enhancing San Miguel’s brand equity
and reinforcing its bond with customers and consumers.

In Thailand, volumes grew despite the ongoing political unrest and an excise tax increase. In
particular, improved outlet penetration greatly benefitted San Mig Light, the fastest-growing
brand in this market.

Vietnam operations saw improvements in domestic volumes, driven by an increase in sales for
the San Miguel brand and WIN Bia. Neighborhood outlet expansion programs have been
successful, as Vietnam’s distributor group has implemented an incentive program for W1N Bia.

In China, the operations have been restructured and re-focused to ensure that SMB capture
volume growth in this large market. While SMB continued to face chalenges in North China,
SMB performance in South China continued to improve with significantly reduced |osses versus
2012. The new going-to-market and distribution strategy worked well, improving SMB’s
products’ reach. At the same time, the clustering of SMB’s business areas and activities also
increased operating efficiency.

Meanwhile, Beer International Exports continued to grow, with the United Arab Emirates, South
Korea, Angolaand Qatar all registering marked improvement from 2012.

Liquor and Spirits

With the imposition in January 2013 of a new excise tax regime effectively doubling tax rates
for the hard liquor industry, GSMI continued to struggle in the face of a very difficult operating
environment. Competition was fierce, as players stepped up their marketing and trade
promotions to compensate for the excise tax increase. To stay afloat, GSMI was compelled to
increase retail prices, resulting in lower volume sales in the first haf of 2013. Volumes
recovered in the third quarter with the gin products growing by double-digits over the previous
guartersin 2013.

Encouragingly, GSMI continued to strengthen its hold on the gin market, with the
implementation of the “Lahing Ginebra” campaign, which proved a huge success in Luzon.
Market share of the flagship brand grew nearly 3% over 2012.

GSMI’s non-alcoholic segment of the business appears to have gained traction, with volumes
growing 20% compared to 2012. Thisis aresult of efforts to improve its distribution network,
which increased its coverage of the market.

GSMTI’s consolidated revenues matched 2012 levels at P14,399 million, as GSMI’s pricing
strategy allowed it to largely maintain sales revenues in the domestic liquor segment. Supported
by robust volume sales growth, revenues of the non-alcoholic beverage segment grew nearly
double-digits.

Costs of mgjor materials were significantly lower in 2013 due to better distillery efficiencies and
an improved buying strategy. These reduced acohol usage cost by 3% and increased usage of
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second hand bottles. Lower volumes brought about by higher excise taxes, however, resulted in
ahigher operating loss for 2013, at P793 million.

Buffeted by a strong second half, GSMI is looking to further reinforce its strategy of capitalizing
on its flagship, while at the same time aggressively promoting other gin brands to grow volumes
in both its liquor and non-al coholic business segments.

FOOD

Consolidated revenues for SMPFC improved 4% over 2012, reaching P99,773 million with
virtually al segments, led by the value-added business cluster, contributing to this growth.
Volumes increased across most categories, spurred by on-going innovation programs and an
expanded distribution network. Overall, the Food Group strengthened its brands by improving
established products, developing successful new variants and support these with innovative
marketing and activations.

Operating income likewise improved 6% to P5,510 million, on account of better margins due to
higher selling prices of meats, improved availability of cassava, breaks in prices of dairy raw
materials and better efficiencies.

In November 2013, SMPFC inaugurated its Golden Bay Grain Terminal in Mabini, Batangas,
the most modern bulk grain termina in the country today. Capable of accommodating larger
vessels, this new facility will alow SMPFC to save on freight and terminal fees. The full
benefits of this project will be realized in the coming years as capacity is maximized.

Agro-Industrial

The agro-industrial segment ddlivered a 4% growth in revenues driven by higher volumes and
selling prices. Revenues of the poultry and fresh meats business grew by 5% despite a
challenging year for the poultry industry as supply grew faster than market demand. The fresh
meats business performed strongly on account of improvements in hog growing efficiencies and
favorable sdlling prices. On the other hand, revenues from the feeds business increased by 3%
resulting from better sales mix and the double-digit volume growth of gamefowl and aquatic
feeds.

Value-Added

Revenues of the value-added meats segment jumped 9% over 2012. This was mostly driven by
the continued success of the core brands such as Tender Juicy, Purefoods and Star. These,
together with the aggressive brand-building initiatives and new product launches, alowed
SMPFC’s sales to grow faster than industry.

Milling

Revenues of the milling segment grew by 4% on account of higher flour sales volume despite
lower selling prices reflecting the drop in wheat cost. This, coupled with the growth in value-
added flour blends and premixes translated to an operating income improvement for the
segment. In 2013, the number of third party-owned and operated neighbourhood “Kambal
Pandesal” bakery outlets using SMPFC's premixes reached the 150 mark from 61 outlets in
2012. Thisis expected to continue to grow in the future.

Dairy and Others

The dairy, fats and oils achieved revenue growth of 4% in 2013, driven by the modest
performance of its mature core lines of butter and margarine and the aggressive growth of the
emerging lines of jelly snacks, milk, all-purpose cream, cooking oil, and salad aids. On the other
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hand, ice cream segment also delivered a good performance, despite industry contraction, on
account of higher volumes from export and food service channels. Operating income of the
dairy segment grew significantly due to breaks in dairy raw materia prices on top of the volume
gains.

San Miguel Super Coffeemix Co., Inc. continued to reap the benefits of aggressive advertising
and promotion such as TV placements, radio advertisements, and digital campaigns. Both new
product launches and wider distribution reach aso contributed to the overal sales revenue
growth of 18%. Moreover, the re-naming of the Food Group’s PBA franchise to the San Mig
Coffee Mixers, significantly heightened brand awareness.

PACKAGING

SMC’s packaging group brought in revenues of P25,187 million in 2013, on the back of
continued customer-penetration programs. The packaging group was able to grow markets for its
various business units, with growth being strongest in the exports segments, at 23%. Product
innovations also enabled the packaging group to tap new customers to suitably address their
packaging needs.

Early in 2013, San Migud Yamamura Packaging Corporation (SMY PC) sealed a partnership
with Poland’s CanPack SA for a metal container plant in Genera Trias, Cavite. Aiming to
compete globally and meet the changing customers’ needs, the facility will undergo
modernization to produce down-gauged 202 cans.

Across other facilities, SMYPC aso implemented a capacity-building and equipment
modernization program. In the case of the San Fernando Glass plant, this resulted in record-high
capacity utilization.

Glass. Glass remains the most preferred packaging format in Asia, and as such, it continues to
be SMYPC'’s strongest segment, accounting for the biggest share in total revenues. In order to
protect the market share, SMYPC modernized one of their glass facilities and acquired the
SO 22000 Food Safety Certification. As a result, exports of glass from China to the US grew
by 15% while new markets were developed in Asia

Metal. Despite higher metal can volumes, the metals segment declined due to slower demand
for metal closures from major customers, compounded by the shutdown of facilities of some of
its pharmaceutical customers.

Plastics. The plastics segment turned in strong results, both in terms of growth in revenues and
profitability. It continued to benefit from the first-to-market advantage enjoyed by E-mats, a
product innovation designed specifically for use as poultry flooring. Together with sustained
sales of plastic crates, the segment was able to grow its market share by 31%.

Paper. The paper segment, on the other hand, posted the most significant revenue improvement
a 16%, on the back of higher demand for cartons which trandated to better volumes. An
expansion program undertaken in 2012 also allowed the paper segment to double its production

capacity.

PET. The PET segment registered double-digit revenue growth as volume sales for preforms
increased. Mgjor customers for beverage filling were also retained.
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Malaysia. Malaysia operations maintained revenue performance on the back of reliable volumes
from plastic films and woven products.

ENERGY

SMC Global executed on its strategy to increase its capacity and extend its reach to areas outside
Luzon, whereit is currently the largest power producer.

In 2013, SMC Global broke ground for new coal-fired power plantsin Malita, Davao and Limay
in Bataan. Set for completion by early 2016, these generation plants will initially provide an
additional 600 MW to SMC Global’s current 2,615 MW capacity.

In September 2013, SMC Global also acquired the co-generation power plant of Petron. The co-
generation power plant added an initial 70 MW to total capacity. Another 70 MW unit currently
under construction will be commercially available by the second half of 2014.

Meanwhile, SMC Global’s existing power plants delivered consolidated revenues of P74,044
million, dlightly lower than 2012 due to lower WESM prices mainly from supply months of
November and December 2013, where an Energy Regulatory Commission order voided WESM
prices and instead imposed regulated prices. Total off-take volumes of 16,163 GWh were up
slightly against the previous year due to the improvement in Sual’s utilization.

The power business’ profitability improved with a 20% growth in income from operations at
P20,541 million due to lower generation costs.

Revenues from the Sua coal-fired power plant declined 5% to P31,795 million due to lower
WESM prices, coupled with lower bilateral demand and sales price, which was brought about by
a change in Meralco’s price rate structure. Operating income, however, surpassed 2012 levels by
47% to P13,130 million, given lower power purchases, and the lower cost of coal.

Revenues for the llijan power plant declined 5% to P38,469 million, due to lower Meraco
nominations, as well as lower average WESM sales prices. Offtake volume totaled 8,459 GWh,
lower by 3% as a result of lower demand from Meralco. Consequently, operating income was
behind 2012 at P4,522 million.

The San Roque multi-purpose hydroelectric plant registered P4,605 million in revenues, lower
than 2012 given the re-computation of the WESM prices to lower levels. This trandated to a
28% decline in operating income, which reached P2,491 million.

FUEL AND OIL

Petron’s consolidated revenues grew 9% to P463,638 million in 2013, mainly attributed to the
full consolidation of Petron Maaysia, which contributed P183,141 million in revenues, versus
nine monthsin 2012.

Total volumes reached 81.5 million barrels, a 10% increase from 74.3 million barrels in 2012.
Aside from the full consolidation of Petron Malaysia which sold 34.4 million barrels, retail
volumes in the Philippine operations also grew by nearly 3%.

Income from operations reached P11,684 million, higher by 49% with Philippine operations
growing substantially by 48% at P9,470 million. Refining margins improved as regiona crude
prices was less volatile in 2013. In addition, Petron Maaysia added P2,214 million, an increase
of 50% from 2012.
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Petron’s major project, the Refinery Master Plan 2 or RMP-2 is near full completion at the end
of 2013. The US$2-hillion project alowed Petron to convert low margin outputs to high value
products and operate at amost its full refining capacity of 180,000 barrels per day, significantly
increasing production of high-value products and petrochemicals. Petron’s refinery will be the
only one in the country capable of producing products that meet Euro-IV standards. Full
commercia operation of the project is dated by 2015.

The service station network expansion project is aso in full gear. By the end of 2013, Petron
aready hit 2,200 gasoline stations thereby giving stronger market presence and reach.

Petron has aso successfully re-branded nearly 300 stations in Malaysia as of end- 2013. Petron
aims to complete the re-branding of the remaining stations in the network by end 2014.
Malaysian operations also put up 10 new stations as part of itsretail network expansion program.

INFRASTRUCTURE

The year saw SMC make great strides in infrastructure, particularly in tollways, as it opened the
very first greenfield tollway project and began construction early in 2013 of two other major,
priority projects.

SMC opened the first 22.65 kilometers of the total 88.58-kilometer length of TPLEX, from
Tarlac to Paniqui and alowed free access to vehicles traveling north during the soft opening
from November 1, 2013 to January 4, 2014. The inauguration of the said section was held on
December 23, 2013, which was attended by President Benigno S. Aquino. By the second half of
2014, SMC expects to complete Phase 1 of the project, which runs all the way to Carmen,
Pangasinan. It is estimated that the remainder of the project up to Rosario, La Union will be
operational by early 2016.

In May 2013, SMC won the concession to build and operate the Ninoy Aquino International
Airport (NAIA) Expressway for a period of 30 years. This project involves the construction of
an 8.8-kilometer toll road that will connect the Skyway system to Philippine Amusement and
Gaming Corporation (PAGCOR) City and Roxas Boulevard and provide fast access to NAIA
Terminals 1, 2 and 3. SMC broke ground for this project early in 2013 and is targeting its
completion by 2016.

The NAIA Expressway is avital component of the infrastructure master plan of SMC. It extends
the reach of the Skyway and South Luzon Expressway (SLEX). With the addition of NAIA
Expressway Project, SMC effectively integrates the roads in the south, which can provide a more
efficient and synergistic tollway system.

In 2013, SMC also consolidated the STAR Tollway business. This investment extends SMC’s
reach further in the Southern Luzon tollway system. With this, SMC is now involved in the
operations and maintenance of the 42-kilometer expressway that connects SLEX in Sto. Tomas,
running through to Batangas City. Currently, the said tollroad is undergoing expansion and
rehabilitation to increase convenience and safety of motorists traveling to the south of Metro
Manila.

On January 22, 2014, SMC also broke ground for Skyway 3, another major project that will be
of beneficial to the public. This project, done in partnership with PT Citra Lamtoro Gung
Persada, involves the construction of a 14-kilometer elevated expressway, with 8 exit ramps,
which will extend the existing Skyway from Buendia in Makati all the way to the North
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Expressway via Balintawak, decongesting some of our major thoroughfares, particularly the
Epifanio de los Santos Avenue.

Finally, the extension of the Boracay Airport runway is on schedule. The preparatory works are
ongoing at the site, with the start of construction targeted by the first half of 2013. Preparatory
works for the new terminal will also proceed by the fourth quarter of 2013. Once the project is
complete by 2016, the Boracay Airport will be able to accommodate larger aircrafts, boosting
tourism not just to the country’s top tourist destination, but also to the rest of the Visayas region.

REAL ESTATE

SMPI took in P1 billion in reservation sales, a record-high, on strong demand and interest for its
new residential projects in Metro Manila, namely, One and Two Dover View in Mandaluyong
and Doverhill in San Juan.

In 2014, SMPI will continue to focus on generating revenues from existing SMC assets by
developing quality residential projects. By the last quarter of 2014, SMPI is expected to
compl ete construction of a serviced apartment in Legaspi, Makati.

FINANCIAL POSITION
A. Thefollowing arethe major developmentsin 2014:

BUSINESS COMBINATIONSAND INVESTMENTSIN SUBSIDIARIES

BEVERAGE
GSMI

On December 5, 2014, the BOD of GSMI authorized the sale and transfer to SMB of certain
non-alcoholic beverage (NAB) assets consisting of machinery and equipment as of
December 31, 2014, and inventories as of March 31, 2015.

SMB

On December 5, 2014, the BOD of SMB authorized the acquisition by SMB of the NAB assets
of GSMI, comprised of machinery and equipment as of December 31, 2014, and finished goods
inventory and other inventories consisting of containers (palets, crates, bottles and shells),
packaging materials and raw materias as of March 31, 2015, used in the NAB business of
GSMI.

TELECOMMUNICATIONS

=  SometeLogistics & Development Corporation (SLDC) and Dominer Pointe Inc. (DPI)

In May and June 2014, BellTel acquired 100% of the outstanding and issued shares of stock of
SLDC and DPI, respectively, from various individuals for a tota consideration of P1,264
million.

SLDC and DPI are engaged in the business of conceptualization, construction, installation,
establishment, operation, leasing, sale and maintenance, and rendering of speciaty technical
services for tower infrastructures to be utilized by telecommunication companies.
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MINING

= South Western Cement Cor poration (SWCC)

On October 15, 2014, the Parent Company through San Miguel Equity Investments Inc.
(SMEII), as buyer, and Clariden Holdings, Inc. (Clariden), as seller, executed the following: (i)
the Deed of Absolute Sale of Shares covering 100% of the outstanding and issued shares of
stock of SWCC for a total consideration of P61 million; and (ii) the Deed of Assignment of
Receivables covering the receivables of Clariden in SWCC amounting to P209 million.

SWCC is primarily engaged in the business of manufacturing, importing, exporting, buying,
selling or otherwise dedling in, at wholesale, of cements and other goods of similar nature, and
any and all equipment, materials, supplies, used or employed in or related to the manufacture of
such finished goods.

On December 5, 2014, the Parent Company through SMEII subscribed to additional 110,000
common shares of SWCC for P16 million. The said subscription was fully paid, and the subject
shares of stock were issued to SMEII on February 24, 2015.

INVESTMENTSIN ASSOCIATES

Receipt of the Remaining Balance of the Proceeds from the Sale of Shares of Stock of the
Manila Electric Company (M eralco)

On July 19, 2013, the Parent Company, sold 64,333,330 shares of common stock in Meralco at
P270.00 per share.

On September 30, 2013, the Parent Company, together with SMPFC and SMC Global, entered
into a Share Purchase Agreement with JG Summit Holdings, Inc. (JG Summit), for the sale of
the remaining 305,689,397 shares of stock of Meralco for P71,837 million. The Parent Company
received P40,400 million as down payment in 2013. The remaining balance amounting to
P31,437 million was received by the Group on March 25, 2014.

Asaresult of the sale, the Group recognized a gain of P40,423 million in 2013.

Divestment of the Equity Interests in Philippine Airlines, Inc. (PAL) and Air Philippines
Corporation (PAL Express) and Other Rdated | nvestments and Advances

On October 23, 2014, the conditions as set forth in the joint agreement signed by the Parent
Company, together with SMEII, and the Lucio Tan Group on September 12, 2014, were satisfied
by al of the parties. Thejoint agreement coversthe following: (i) sale of the 49% equity interest
in Trustmark and Zuma, including indirect ownership interests of 43.23% and 48.98% in PAL
and PAL Express, respectively; and (ii) sadle of the equity interest and cancellation of
subscription rights on the shares of stock of Fortunate Star Limited.

The Group received a total of US$874 million or an equivalent of P38,616 million and
recognized a gain of P491 million.
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Angat Hydropower Corporation (Angat Hydro) and KWPP Holdings, Corp. (KWPP)

In accordance with the agreement of the Parent Company through PowerOne Ventures Energy
Inc. (PVEI), asubsidiary of SMC Global, and Korea Water Resources Corporation (K-Water) to
enter into a joint venture partnership for the acquisition, rehabilitation, operation and
maintenance of the 218 MW Angat Hydroe ectric Power Plant (Angat Power Plant) awarded by
Power Sector Assets and Liabilities Management Corporation (PSALM) to K-Water, PVEI
deposited US$26 million to an escrow account.

On November 18, 2014, PVEl acquired from the individua stockholders and
K-Water, 2,817,270 shares or 60% of the outstanding capital stock of Angat Hydro and from the
individual stockholders, 75 shares representing 60% of KWPP outstanding capital stock.
Accordingly, PVEI paid K-Water and the individua stockholders a total of US$39 million as
full payment of the share purchase price. The payment was funded in part by the deposit in
€sCrow.

In accordance with the entry of SMC Global into Angat Hydro and KWPP, K-Water and the
Company arejointly in control of the management and operation of Angat Hydro and KWPP.

Further, SMC Global agreed to pay K-Water a support fee amounting to 3% of the total amount
of the bridge loan facility which was obtained for the acquisition by Angat Hydro of the Angat
Power Plant.

Angat Hydro was incorporated on November 15, 2013 and was created to engage in the
operations and maintenance of the Angat Power Plant and to supply power generated to power
corporations, electric utilities, to import hydro-electric facilities and equipment, and to do al
acts necessary and incidental thereto, in accordance with EPIRA Law (RA 9136: “Electric
Power Industry Reform Act of 20017).

BORROWINGSAND EQUITY TRANSACTIONS

BEVERAGE
Completion of the P15 Billion Fixed Rate Bond Offering by SMB

On February 7, 2014, the BOD of SMB approved the issuance of Philippine peso-denominated
bonds of up to P15,000 million, subject to an option on the part of SMB to increase the amount
by up to P5,000 million in case of an oversubscription, with a minimum tenor of 7 years and a
maximum of 15 years, to support the redemption of the Series B of the Series ABC bonds,
maturing on April 4, 2014.

Pursuant to such approval and registration statement rendered effective by the SEC on March 17,
2014, SMB offered for sale to the public on March 17 to 25, 2014, the Philippine peso fixed rate
bonds in the aggregate principal amount of P15,000 million, consisting of Series G bonds in the
aggregate principal amount of P12,462 million with aterm of 7 years and interest rate of 5.50%
per annum and Series H bonds in the aggregate principal amount of P2,538 million with aterm
of 10 years and interest rate of 6.0% per annum (Series GH Bonds).

Interest on the Series GH Bonds is paid every April 2 and October 2 of each year (each an
Interest Payment Date). SMB may also (but shall be likewise not be obligated to) redeem all
(and not a part only) of the outstanding Series GH Bonds on the 11" Interest Payment Date for
the Series G bonds, and on the 14™, 16" or 18" Interest Payment Dates for the Series H bonds.
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The Series GH Bonds wereissued and listed on the PDEx on April 2, 2014.

On December 5 and 16, 2014, the BOD of SMB (through the Executive Committee in the
December 16, 2014 meeting) approved the conduct of a consent solicitation process for the
holders of record as of December 15, 2014 of the Series C bonds, Series D bonds, Series E
bonds and Series F bonds (Record Bondholders) for the amendment of the negative covenantsin
the trust agreements covering the Series C bonds, Series D bonds, Series E bonds and Series F
bonds to align the same with the negative covenants of the Series GH Bonds, and allow SMB to
engage, or amend its articles of incorporation to engage, in the business of manufacturing,
selling, distributing, and/or dealing, in any and al kinds of beverage products (Negative
Covenant Amendment). SMB obtained the consents of Record Bondholders representing 90% of
the outstanding aggregate principal amount of the Series C bonds and 81.05% of the outstanding
aggregate principal amount of the Series D bonds, Series E bonds and Series F bonds for the
Negative Covenant Amendment. The supplemental agreements amending the trust agreements
covering the Series C bonds, Series D bonds, Series E bonds and Series F bonds to reflect the
Negative Covenant Amendment were executed by SMB and the respective trustees of the said
bonds on February 2, 2015.

FUEL AND OIL

Drawdown of US$475 Million L oan by Petron

On May 14, 2014, Petron signed and executed the US$300 million loan facility. The facility is
amortized over five years with a two-year grace period and is subject to a floating interest rate
plus a fixed spread. The total amount was drawn in 2014 and the proceeds were used to
refinance existing debt and for general corporate purposes. Petron completed the syndication of
the facility, and increased the facility amount to US$475 million on September 29, 2014.
Drawdowns related to the additiona US$175 million were made on October 24 and
November 6, 2014. Amortization in seven equal amounts will start in May 2016, with fina
amortization due in May 2019.

I ssuance of Series2 Preferred Shares by Petron

On November 3, 2014, the Parent Company through Petron, issued 10,000,000 Series 2
Preferred Shares, inclusive of the 3,000,000 shares issued upon the exercise of the
oversubscription option, with a par value of P1.00 per share and an offer price of P1,000.00 per
share. The Series 2 Preferred Shares were issued in two subseries (“Series 2A Preferred Shares”
and “Series 2B Preferred Shares”) and are peso-denominated, cumulative, non-voting, non-
participating and non-convertible.

Petron has the redemption option starting on the 5th anniversary from the listing date for the
Series 2A Preferred Shares and starting on the 7th anniversary from listing date for the Series 2B
Preferred Shares. Dividend rates are 6.3000% and 6.8583% per annum for Series 2A Preferred
Shares and Series 2B Preferred Shares, respectively, and are payable on February 3, May 3,
August 3 and November 3 of each year, as and if declared by the BOD.

All shares rank equally with regard to Petron’s residual assets, except that holders of preferred
shares participate only to the extent of the issue price of the shares plus any accumulated and
unpaid cash dividends.

On November 3, 2014, the Series 2 Preferred Shares were listed and traded on the Main Board
of the PSE.
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ENERGY

I ssuance of the US$300 Million Undated Subordinated Capital Securitiesby SMC Global

On May 7, 2014, the Parent Company through SMC Glabal, issued and listed on the Singapore
Stock Exchange (SGX-ST), US$300 million undated subordinated capital securities (the
“Securities”) at an issue price of 100%.

The holders of the Securities are conferred a right to receive distribution on a semi-annual basis
from their issue date at the rate of 7.50% per annum, subject to the step-up rate. SMC Global has
aright to defer this distribution under certain conditions.

The Securities have no fixed redemption date and are redeemable on November 7, 2019, in
whole, but not in part, a the option of SMC Global or any distribution payment date thereafter
or upon the occurrence of certain other events.

The proceeds were used by SMC Glaobal to finance investments in power-related assets and other
general corporate purposes.

PARENT COMPANY

Redemption by SM C of the Remaining Balance of the Exchangeable Bonds Amounting to
US$213 Million

Pursuant to the resolution of the BOD of the Parent Company authorizing management to
refinance its existing financial obligations under such terms and conditions which are favorable
and advantageous to the Parent Company, the Parent Company solicited the consent of the
bondholders to tender their bonds for repurchase. On various datesin 2013, the Parent Company
has repurchased Bonds having an aggregate principal amount of US$363 million. The aggregate
cash amount paid by the Parent Company based on the aggregate principal amount of the Bond
repurchased, as well as accrued interest, is US$398 million. The Group recognized a loss on
redemption of exchangeable bonds amounting to P1,500 million in 2013.

A totd of US$24 million and US$22 million worth of exchangeable bonds representing
9,794,587 and 8,717,014 common shares of the Parent Company were exchanged at issue prices
ranging from P80.44 to P113.24 as of December 31, 2014 and 2013, respectively.

On May 5, 2014, the Parent Company redeemed the remaining balance of the exchangeable
bonds amounting to US$213 million, in accordance with the terms and conditions of the said
exchangeabl e bonds.

B. Thefollowing arethe major developmentsin 2013:

BUSINESS COMBINATIONSAND INVESTMENTSIN SUBSIDIARIES

FUEL AND OIL

Petrochemical Asia (HK) Limited (PAHL)

The Parent Company through Petron has 45.85% equity interest in PAHL, a company
incorporated in Hong Kong.
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PAHL indirectly owns, among other assets, a 160,000-metric ton polypropylene production
plant in Mariveles, Bataan.

In accordance with PFRS 10, management assessed that the Group controls PAHL on a de facto
basis. Asaresult, the Group applied acquisition accounting on its investment in PAHL in 2013.

INFRASTRUCTURE

Vertex Tollways Devt. Inc. (Vertex) and Optimal Infrastructure Development, Inc.
(Optimal)

On May 6, 2013, the Department of Public Works and Highways (DPWH) awarded Optimal, a
wholly-owned subsidiary of SMHC, the financing, design, construction and operation of the
NAIA Expressway Project through the Notice of Award issued on April 19, 2013. The NAIA
Expressway Project links the three NAIA terminas to the South Metro Manila Skyway
(Skyway), the Manila-Cavite Toll Expressway and the Entertainment City of the Philippine
Amusement and Gaming Corporation (PAGCOR). The concession period is thirty years and the
project cost is approximately P23,805 million.

In accordance with the provisions of the Notice of Award requiring the incorporation of a
specia -purpose company, SMHC incorporated Vertex, a wholly-owned subsidiary, on May 31,
2013. Vertex’s primary purpose of business is to engage in and carry on the construction,
development and contracting business involving tollways, its facilities, interchanges, roads,
highways, bridges, tunnels, airports, airfield, railroads, infrastructure works and other related
public works, including operation and maintenance thereof. Optimal nominated Vertex as the
concessionaire of the NAIA Expressway Project.

On June 5, 2013, Vertex paid an upfront fee of P11,000 million to the DPWH for the NAIA
Expressway Project. The concession agreement was signed on July 8, 2013.

On October 1, 2013, the BOD and stockholders of Vertex resolved and approved the increase in
authorized capital stock from P100 million divided into 100,000,000 common shares to P16,500
million divided into 16,500,000,000 common shares, both with a par value of P1.00 per share.
Of thetotal increase, SMHC subscribed to 8,600,000,000 common shares for atotal subscription
price of P12,900 million or P1.50 per share. The application for the Amendment of Articles of
Incorporation for the increase in authorized capital stock was filed with the SEC on
November 27, 2013 and was approved on December 13, 2013.

On September 1, 2014, SMHC entered into Subscription Agreements with the following:
(a) Vertex - for the subscription of 1,335,268,279 common shares for a total subscription price of
P2,003 million or P1.50 per share and initially paid P733 million; and (b) Optimal - for the
subscription of 2,000 common shares out of the unissued capital stock for a total subscription
price of P2 million or P1,000.00 per share.

Sleep International (Netherlands) Cooperatief U.A. (Sleep) and Wiselink Investment
Holdings, Inc. (Wisdlink)

In 2013, the Parent Company through SMHC, acquired 58.31% membership interest in Sleep
and 50% of the outstanding capital stock of Wiselink, for atotal consideration of P1,098 million.

Sleep, a cooperative incorporated under the laws of the Netherlands, and Wiselink, a holding
company, owns 40% and 60% equity interest in Cypress, respectively.
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Cypress owns 100% equity interest in SIDC and 60% equity interest in STC, with the remaining
40% indirectly owned by Cypress through SIDC (collectively the “Cypress Group”). The
Cypress Group holds the toll road concession right of the STAR Project representing the
following: (1) Stage 1 - operation and maintenance of the 22.16-kilometer (km) toll road from
Sto. Tomas to Lipa City; and (2) Stage 2 - financing, design, construction, operation and
mai ntenance of the 19.74-km toll road from Lipa City to Batangas City.

With the acquisition of Sleep and Wiselink, SMHC effectively owns 53.32% of the Cypress
Group. Assuch, SMHC obtained control and consolidated the Cypress Group effective June 28,
2013.

Private Infra Dev Corporation (PIDC)

The Parent Company through Rapid, a wholly-owned subsidiary of SMHC, has a 45% equity
interest in PIDC upon approval by the Toll Regulatory Board (TRB) of the issuance of stock
certificates to Rapid in 2013.

PIDC is a company primarily engaged in the business of construction and development of
various infrastructure projects such as roads, highways, toll roads, freeways, skyways, flyovers,
viaducts and interchanges. PIDC holds the toll road concession right representing the contract to
finance, design, construct, operate and maintain the TPLEX Project.

With the increase in ownership interest in PIDC from 35% to 45% in 2013, Rapid determined
that it controls PIDC effective December 27, 2013.

Sale of CitraMetro Manila Tollways Corporation (CMMTC)

On September 27, 2013, the Parent Company through Terramino Holdings, Inc. (THI), awholly-
owned subsidiary of SMHC, entered into a Deed of Sae of Shares with Atlantic Aurum
Investments Philippines Corporation (AAIPC), a wholly-owned subsidiary of Atlantic Aurum
Investments B.V. (AAIBV), for the sale of 25,409,482 common shares of CMMTC, representing
THI’s 37.33% ownership interest for a total consideration of P13,759 million. As a result of the
sale, CMMTC ceased to be a subsidiary of the Group as of the date of the sale.

The Group recognized aloss amounting to P654 million as aresult of the transaction.
BEVERAGE

Voluntary Delisting of SMB Shares from the PSE and the Buy Back of all their Publicly
Listed Sharesthrough a Tender Offer.

When the amended rules on minimum public ownership of PSE took effect on January 1, 2012
and the SEC denied dl requests made (including the request of SMB) for the extension of the
grace period for listed companies to comply with the minimum public ownership requirement,
the BOD of SMB approved the voluntary delisting of SMB’s common shares from the PSE on
February 15, 2013. SMB undertook a tender offer to buy back al of the common shares held by
the public (other than those held by its mgjor stockholders and directors) to comply with the PSE
requirements on voluntary delisting.

A total of 51,425,799 SMB common shares at an offer price of P20.00 per common share, were
tendered and accepted by SMB for payment, equivalent to 0.3337% of the total issued and
outstanding shares of SMB, and were accordingly recorded as SMB’s treasury shares. The
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common shares of SMB were delisted from the PSE effective May 15, 2013.
MINING

Sale of Clariden Holdings, Inc. (Clariden) to Top Frontier Investment Holdings, Inc. (Top
Frontier)

On August 12, 2013, the BOD of the Parent Company authorized the sale of 100% of the
outstanding and issued shares of stock of Clariden and all of the rights and interests therein,
followed by the execution of the Share Purchase Agreement (the Agreement) between the Parent
Company and Top Frontier on August 15, 2013.

On August 30, 2013 (the Closing Date), the Parent Company and Top Frontier executed the
following: (i) the Deed of Absolute Sale of Shares covering 100% of the Clariden shares for a
total consideration of P2,135 million; and (ii) the Deed of Assignment of Receivables covering
the Parent Company’s receivables in Clariden and its subsidiaries amounting to P725 million.
On September 6, 2013, the Parent Company and Top Frontier, with the conformity of Clariden,
executed the Deed of Assignment of Subscription Rights for P604 million.

Pursuant to the Agreement, the consideration for the sadle of the Clariden shares and the
assignment of subscription rights are collectible as follows: (i) P427 million on September 9,
2013; and (ii) the remaining balance of P2,312 million is collectible in two parts: (a) P1,099
million, inclusive of 5.75% interest per annum, is collectible at the end of the 5th year from
Closing Date; and (b) P1,213 million, inclusive of 6.00% interest per annum, isto be collected at
the end of the 7th year from Closing Date.

The consideration for the assignment of receivables is collectible in five equal installments
beginning from the 1st anniversary of commercial operations of the Nonoc Project, a project
primarily focused in extracting nickel depositsin Nonoc Island, Surigao City, Surigao del Norte.
These amounts are subject to 5.75% interest per annum and shall accrue upon commencement of
commercia operations.

The remaining balance of the consideration amounted to P3,037 million.

As aresult of the sale, Clariden ceased to be a subsidiary of the Group. The Group recognized a
gain amounting to P866 million in 2013.

ENERGY
SMC Power Gen Inc. (SPI)

On September 23, 2013, the Parent Company through SPI, a wholly-owned subsidiary of SMC
Global, acquired from Petron the 2 x 35 Megawatt (MW) Co-Generation Solid Fuel-Fired Power
Plant (Power Plant Phase 1) and al other pertinent equipment, facilities and structures being
constructed and installed which comprise the additional 2 x 35 MW Co-Generation Solid Fuel-
Fired Power Plant (Power Plant Phase 2) in Limay, Bataan.
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PACKAGING

San Miguel Yamamura Australasia Pty. Ltd. (SMYA)

On October 1, 2013, the BOD of San Miguel Yamamura Packaging International Limited
(SMYPIL) approved the acquisition of the remaining 35% sharesin SMYK from James Huntly
Knox and SMY K employees holding Management Incentive Shares for US$14 million.

With the additional investment, SMYPIL has obtained 100% ownership in SMYK. On
October 25, 2013, the Australian Securities and Investments Commission approved the change
inits nameto San Miguel Yamamura Australasia Pty. Ltd.

REAL ESTATE

Voluntary Delisting of SMPI Shares from the PSE and the Buy Back of all their Publicly
Listed Sharesthrough a Tender Offer

On February 5, 2013, the BOD of SMPI approved the filing of the petition for voluntary
delisting and conduct of a tender for the acquisition of common shares held by the minority
shareholders of SMPI in response to a letter received from the PSE imposing trading suspension
due to failure to comply with the minimum public ownership requirement. On March 4, 2013,
SMPI filed the petition for voluntary delisting with the PSE with May 6, 2013 as the effective
date of delisting.

On April 25, 2013, the PSE approved the voluntary delisting of SMPI’s common shares.

Out of the 1,072 shares tendered by the minority shareholders, only 309 shares were transferred
and recorded as treasury shares for an equivalent transaction value of P41 million.

INVESTMENTSIN ASSOCIATES

Distribution of Common Shares of Top Frontier as Property Dividend

On October 17, 2013, the BOD of the Parent Company approved the declaration, by way of
property dividends, of 240,196,000 common shares of Top Frontier to the SMC common
shareholders of record (the “Receiving Shareholders”) as of November 5, 2013. The SEC
approved the property dividend declaration on November 19, 2013, and the Certificate
Authorizing Registration was issued by the Bureau of Internal Revenue (BIR) on December 26,
2013.

The Receiving Shareholder received one common share of Top Frontier for every ten common
shares of the Parent Company. Fractional shares below ten were dropped. The fair value of the
Top Frontier sharesis P178.00 per share, based on the Valuation and Fairness Opinion rendered
by an independent advisor.

The property dividend distribution resulted in the Parent Company’s public shareholders owning
about 11.8% of Top Frontier. As a result of the property dividend distribution, the Group
recognized a remeasurement gain on property dividends amounting to P4,812 million.

As a result of the dividend distribution, the remaining investment of the Parent Company in
2,561,031 common shares and 1,904,540 preferred shares of Top Frontier amounting to P35,829
were reclassified to “Available-for-sale financial assets” account in the 2013 consolidated
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statement of financial position.
Investment in Northern Cement Corporation (NCC)

On March 1, 2013, the Parent Company through SMYPC, completed the acquisition of
104,500,000 common shares, equivalent to 35% equity interest in NCC for P3,500 million.

NCC is primarily engaged in manufacturing, developing, processing, exploiting, buying and
selling cement and/or other products derived therefrom.

BORROWINGSAND EQUITY TRANSACTIONS

PARENT COMPANY

Draw Down of Loan by SMC

On April 29, 2013, SMC has drawn US$1,000 million from a loan facility agreement with a
maturity period of 5 years to pay in full and refinance the US$1,000 million loan availed in
2010. Also, on various dates in 2013, SMC availed a total of additional US$670 million loan for
general corporate purposes and to fund infrastructure investments. The loan has an interest rate
of LIBOR plus margin.

I ssuance of US$ Denominated Notesby SMC

On April 19, 2013, SMC issued US$800 million Notes from the US$2,000 million Medium
Term Note Programme which was listed in the Singapore Exchange Securities Trading Limited
on the same date. The Notes bear interest at the rate of 4.875% per annum. The proceeds of the
Notes were used for refinancing, working capital and genera corporate purposes of the SMC
Group.

ENERGY
Draw Down of Loan by SMC Global

In September 2013, SMC Global has drawn US$500 million from the US$650 million facility
agreement with a 5-year floating rate. The loan proceeds were used to refinance SMC Global’s
existing US$200 million 3-year term loan and to finance new investments in power-related
assets. The credit line limit was amended on November 15, 2013 to increase the loan amount to
US$700 million.

Availment of Loan by SMC Power Gen Inc. (Power Gen)

On September 30, 2013, SPI has drawn P12,300 million from the P13,800 million, 10-year term
loan facility agreement with syndicate of banks with fixed interest rate of 6.3131%. The
proceeds of the loan were used for the acquisition of the 2 x 35 MW Co-Generation Solid Fuel-
Fired Power Plant (Power Plant Phase 1) and all other pertinent machinery, equipment, facilities
and structures being constructed and installed which comprise the additional 2 x 35 MW Co-
Generation Solid Fuel-Fired Power Plant (Power Plant Phase 2) in Limay, Bataan, from Petron.
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FUEL AND OIL

Draw Down of Loan by Petron

In January 2013, Petron availed of the remaining US$210 million of the US$485 million five-
year term loan facility which was signed and executed on October 31, 2012. The proceeds were
used partly to finance the capital expenditure requirements of RMP-2 Project.

I ssuance of Undated Subordinated Capital Securities by Petron

On February 6 and March 11, 2013, the Parent Company through Petron, issued undated
subordinated capital securities (the “Securities”) at an issue price of 100% and 104.25%
amounting to US$500 million and US$250 million, respectively. The securities were listed on
the Hong Kong Stock Exchange.

The holders of the Securities are conferred aright to receive distribution, on a semi-annual basis
from their issue date, at the rate of 7.5% per annum, subject to a step-up rate. Petron has a right
to defer this distribution under certain conditions.

The Securities have no fixed redemption date and are redeemable in whole, but not in part, at
principal amounts together with any accrued, unpaid or deferred distributions, at the option of
Petron on or after August 6, 2018 or on any distribution payment date thereafter or upon the
occurrence of certain other events.

The proceeds of the issuance were used by Petron for capital and other expenditures in respect of
the Refinery Master Plan Phase 2 (RMP-2) Project and for general corporate purposes.
On July 1, 2014, the RMP-2 Project was completed and turned over to Petron.

INFRASTRUCTURE

Draw Down of Trans Aire Development Holdings Corp. (TADHC)

In April and December 2013, Trans Aire Development Holdings Corp. (TADHC) has drawn an
additional of P1,601 million from the P3,300 ten-year term loan facility used for the financing of
the Airport Project. The loan bearsinterest rate of PDST-F plus margin.

Draw Down of Loan by Star Infrastructure Development Cor poration (SIDC)
In July and October 2013, SIDC has drawn P2,090 million from the P3,500 million ten-year
term loan facility used to refinance its existing P1,136 million ten-year loan availed in 2007 and

to finance the construction and development of Stage I, Phase |1 of the STAR Project. The loan
bears an interest rate of PDST-F plus margin.

C. MATERIAL CHANGESPER LINE OF ACCOUNT
2014 vs. 2013
The Group’s consolidated total assets as of December 31, 2014 amounted to P1,217,050 million,

P46,963 million higher than 2013. The increase is primarily due to the higher balances of cash
and cash equivalents, property, plant and equipment and other intangible assets.
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Cash and cash equivalents increased by P66,993 million mainly due to receipt of the proceeds
from the sale of equity interest in Trustmark and Zuma and other related investments and
advances, collection of the remaining balance of the receivable on the sale of Meralco shares
from JG Summit and the proceeds from issuance of undated subordinated capital securities of
SMC Global.

Trade and other receivables decreased by P32,105 million mainly due to collection of the
remaining balance of the receivable on the sale of Meralco shares from JG Summit.

Prepaid expenses and other current assets increased by P12,376 million mainly due to the
increase in the net input Value-added Tax (VAT) of: &) Petron as a result of the importations of
crude and finished products; b) SMC Global dueto payments made for the purchase of materias
and equipment and payment of labor for the construction of the new power plants; and c) Infra
Group for the purchase of services, supplies and equipment related to the construction of
TPLEX, NAIA Expressway, STAR and Boracay Airport Projects; and advances to suppliers of
Petron Singapore Trading Pte., Ltd. and to the contractors of Vertex (NAIA Expressway Project)
and PIDC (section 2 of TPLEX Project).

The increase in assets held for sale and the corresponding decrease in AFS financial assets
pertains to the reclassification of the carrying value of investment in shares of stock of Indophil
Resources NL from AFS financial assets.

Investments and advances decreased by P23,227 million in 2014 mainly due to the sale of the
investment in shares of stock of Trustmark and Zuma and cancellation of subscription rights on
investments and advances related to PAL and PAL express.

Property, plant and equipment increased by P28,129 million primarily due to the additional
capital expenditures on the RMP 2 Project of Petron, the refurbishment of retail stations of
Petron Malaysia, Phase 2 of the power plant in Limay, Bataan and the Greenfield project - new
power plantsin Davao and Limay, Bataan — Phase 1 of the Energy business.

Investment properties decreased by P533 million mainly due to the reclassification of the cost of
Makati Diamond Residences Project of SMPI to property, plant and equipment, net of the
acquisition of a property in Malabon by Brewery Properties, Inc. for future expansion of Polo
Brewery.

Other intangible assets increased by P9,082 million mainly due to the recognition of additional
toll road concession rights for the TPLEX Project, STAR Project, the NAIA Expressway Project
and the Boracay Airport Project.

Deferred tax assets decreased by P957 million mainly due to the application of deferred taxes for
NOLCO and MCIT of the Parent Company against taxable income in 2014.

Other noncurrent assets decreased by P14,692 million mainly due to the partial collection by
Petron of its receivables from Petron Corporation Employees Retirement Plan.

L oans payable increased by P36,833 million in 2014 mainly due to the net availments made by
Petron in 2014, to fund the importation of crude oil and petroleum products.

Dividends payable decreased by P410 million mainly due to the payment in 2014 of the
outstanding dividends payable in 2013 by the Parent Company to its common stockhol ders.
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The decrease in long-term debt of P4,509 million was mainly due to the redemption of the
following: SMC exchangeable bonds and SMB bonds, net of availments used for the various
capital projects of the Infrastructure, Energy and Fuel and Oil businesses.

Deferred tax liabilities decreased by P3,241 million primarily due to the reversal of deferred tax
liability on the undistributed net earnings of foreign subsidiaries and the effect of recognition of
remeasurement loss on the plan assets of Petron.

The decrease in finance lease liabilities was mainly due to payments, net of the effect of interests
and foreign exchange rate changes.

Other noncurrent liabilities decreased by P1,528 million mainly due to reclassification to current
liabilities of the retention payable to the contractors of Petron's capital projects, net of the
recognition of pension liability by Petron which resulted from the substantial reduction in the
fair value of plan assets.

Reserve for retirement plan decreased by P1,977 million mainly due to the recognition of
remeasurement loss on the plan assets of Petron.

Cumulative trandation adjustments decreased by P612 million mainly due to the fair value
adjustment on AFS financial assets, net of the share in other comprehensive income of associates
and joint ventures.

Additional appropriations on retained earnings were made by SMC Global, SMCSL, SMPFC,
SMYAC and SMITS mainly to finance future capital expenditures.

Non-controlling interests (NCI) increased by P20,949 million primarily due to the issuance of
undated subordinated capital securities by SMC Global and issuance of Series 2 Preferred Shares
of Petron.

Equity

Theincreasein equity in 2014 is due to:

(In millions) 2014
Income during the period P28,132
Addition to non-controlling interests and others 23,360
Issuance of capital stock 20
Other comprehensive loss (4,016)
Cash dividends declared (23,862)
P23,704

2013 vs. 2012

The Group’s consolidated total assets as of December 31, 2013 amounted to P1,170,087 million,
P127,117 million higher than 2012, mainly due to the proceeds from the availment of long-term
debt which was used primarily to finance the capital expenditure projects of Petron and SMC
Global.
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Cash and cash equivalents increased by P66,106 million due to net proceeds from borrowings,
issuance of undated subordinated capita securities by Petron, sale of investmentsin Meralco, net
of a) Petron’s major capital projects such as the RMP-2 Project and rebranding of service
stations, b) payment of financing charges, finance lease liabilities and dividends, and
c) investmentsin NCC, STAR Project and NAIA Expressway Project.

Trade and other receivables increased by P45,597 million mainly due to the Group's receivable
on the sale of the investment in shares of stock of Meralco and Petron's higher government
receivables from VAT.

Prepaid expenses and other current assets increased by P6,036 million mainly due to the increase
in the excess input tax over VAT payable of Petron and SMHC’s consolidation of PIDC.

Assets held for sale decreased by P575 million mainly due to the completion of the sae of
Petron Mega Plaza in the second quarter of 2013.

Investments and advances decreased by P101,760 million mainly due to disposa of the
investment in Meralco shares of stock, reclassification of SMC's investment in Top Frontier
shares to AFS financial assets and declaration of Top Frontier common shares as property
dividends.

AFS financial assets increased by P40,478 million mainly due to the reclassification of SMC's
remaining investment in Top Frontier from investment in an associate to AFS financia assets.

Property, plant and equipment increased by P53,845 million mainly due to Petron's major capital
projects at the Refinery specifically the RMP-2 Project, as well as Petron Malaysia’s rebranding
of service gations, SPI's ongoing construction for the Phase 2 of Units 3 & 4 of the Power Plant
acquired from Petron, SMC Consolidated Power Corp.'s power plant project in Davao and
Bataan, costs of Golden Bay Grain Terminal Corporation’s (GBGTC) grain termina in
Batangas, and consolidation of PAHL's balance, net of depreciation in 2013.

Investment property increased by P396 million mainly due to additional construction costs of
SMPI's Manila Diamond Residences Project.

Biological assets decreased by P386 million on account of regional subsidiary’s reduction of
sow level to temper the impact of industry’s oversupply and rationalization of domestic
subsidiary’s contract breeders.

Goodwill decreased by P6,972 million mainly due to the sale of Terramino's investment in
CMMTC, net of the recognition of goodwill upon the consolidation of Sleep, Wisglink and the
Cypress Group.

Other intangible assets increased by P1,957 million mainly due to the upfront fee paid by Vertex
to DPWH for the NAIA Expressway Project, consolidation of the toll road concession rightsin
TPLEX and STAR Projects of PIDC and Cypress, respectively, net of the deconsolidation of
CMMTC’s toll road concession rights on the South Metro Manila Skyway.

Deferred tax assets increased by P5,300 million primarily due to the recognition of deferred tax
on: a) SMC Global's excess of depreciation and interest over monthly PSALM payments and b)
unrealized foreign exchange losses and net operating loss carry over (NOLCO) of SMC.
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Other noncurrent assets increased by P17,779 million due to SMC's noncurrent receivables,
SPI’s noncurrent input VAT on the purchase of power plant from Petron, increase in retirement
assets of Petron and SMC, and purchases of new bottles and shells by SMB.

L oans payable decreased by P7,871 million mainly due to net payments, net of the consolidation
of PAHL's balance and trand ation adjustments.

Accounts payable and accrued expenses increased by P32,867 million due to the increase in the
liability of Petron for crude oil importation.

Income and other taxes payable increased by P1,935 million mainly due to increase in output
VAT payable of SMC Global, SMPFC and GSMI.

Long-term debt increased by P83,452 million primarily due to the net availments made by SMC,
SMC Global, Petron, SIDC and TADHC and translation adjustments, net of SMC’s redemption
of exchangeable bonds and deconsolidation of CMMTC's balance.

Deferred tax liabilities decreased by P1,914 million mainly due to the effect of recognition of
lower deferred tax liability on the undistributed net earnings of foreign subsidiaries.

Other noncurrent liabilities increased by P1,849 million mainly due to higher retention payable
to the contractors of Petron's capital projects.

Revaluation increment decreased by P703 million mainly due to the dilution of the ownership
interest in SMB after the tender offer of shares held by the public and the acquisition of the
remaining 35% non-controlling interest in SMYA by SMYPIL.

Reserve for retirement plan increased by P1,038 million mainly due to the recognition of
actuarial gain on remeasurement of the defined benefit obligation by Petron.

Non-controlling interests increased by P31,382 million in 2013 mainly due to the recognition of
NCI on the issuance of undated subordinated capital securities by Petron and the share of non-
controlling interests in the Group's net income, net of dividends.

Equity

Theincreasein equity in 2013 is due to:

(In millions) 2013
Income during the period P50,728
Addition to non-controlling interests and others 26,483
Other comprehensive income 2,889
Issuance of capital stock - net 499
Cash dividends and distributions (21,460)
Distribution of property dividends (42,299)

P16,840
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IV.CASH FLOW
SOURCES AND USES OF CASH
A brief summary of cash flow movements is shown below:
December 31
2014 2013 2012
(In Millions)
Net cash flows provided by operating activities P29,417 P49,739 P15,763
Net cash flows provided by (used in) investing 27,520 (27,219) (56,262)
activities
Net cash flows provided by financing activities 9,904 42,563 37,843

Net cash from operations basically consists of income for the period and changes in noncash
current assets, certain current liabilities and others.

Net cash flows provided by (used in) investing activities are as follows:

December 31
2014 2013 2012
(In Millions)
Proceeds from sale of investments and property
and equi pment P66,913 P72,962 P24,568
Interest received 3,481 3,476 2,465
Decrease (increase) in other noncurrent assets
and others 2,688 (14,323) 8,545
Dividends received from associates 5 3,857 4,949
Additionsto property, plant and equipment (38,951) (65,865) (52,917)
Additions to investments and advances (6,314) (26,814) (23,159)
Acquisition of subsidiaries, net of cash and cash
equivalents acquired (302) (512) (18,591)
Payment of other liabilities - - (2,122)
Net cash flows provided by (used in) financing activities are as follows:
December 31
2014 2013 2012
(In Millions)

Net proceeds from (payments of) short-term

borrowings P37,827 (P12,008) P53,805
Net proceeds from issuance of preferred shares

and undated subordinated capital securities of

subsidiaries 23,008 30,546 14,216
Increase (decrease) in non-controlling interests 205 (1,616) (1,138)
Proceeds from issuance of capital stock and

reissuance of treasury stock 7 69 129
Cash dividends paid (24,273) (21,405) (18,345)
Payments of finance lease liabilities (20,152) (19,168) (17,394)
Net proceeds from (payments of) long-term (6,718) 66,145 120

borrowings
Proceeds from issuance of Series "2

preferred shares - - 79,238

Redemption of Series"1" preferred shares - - (72,788)
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The effect of exchange rate changes on cash and cash equivalents amounted to P152 million,
P1,023 million and (P701 million) in December 31, 2014, 2013 and 2012, respectively.

. ADDITIONAL INFORMATION ON UNAPPROPRIATED RETAINED EARNINGS

The unappropriated retained earnings of the Parent Company is restricted in the amount of
P67,093, P67,166 and P67,336 in 2014, 2013 and 2012, respectively, representing the cost of
common shares held in treasury.

The Group’s unappropriated retained earnings includes the accumulated earnings in subsidiaries
and equity in net earnings of associates and joint ventures not available for declaration as
dividends until declared by the respective investees.

KEY PERFORMANCE INDICATORS

The following are the major performance measures that the Group uses. Analyses are employed
by comparisons and measurements based on the financial data of the current period against the
same period of previous year. Please refer to Item II “Financial Performance” of the MD&A for
the discussion of certain Key Performance Indicators.

December 31
2014 2013
Liquidity:
Current Ratio 152 1.46
Solvency:
Debt to Equity Ratio 212 2.20
Asset to Equity Ratio 3.12 3.20
Profitability:
Return on Average Equity Attributable to Equity Holders of
the Parent Company 6.15% 15.53%
Interest Rate Coverage Ratio 297 2.50
Operating Efficiency:
Volume Growth 3% 5%
Revenue Growth 5% 7%

Operating Margin 7.13% 7.41%



Management Discussion and Analysis
Page 35

The manner by which the Group cal culates the key performance indicatorsis as follows:

KPI

Formula

Current Ratio
Debt to Equity Ratio
Asset to Equity Ratio

Return on Average
Equity

Interest Rate Coverage
Ratio

Volume Growth
Revenue Growth
Operating Margin

VII. OTHER MATTERS

Current Assets
Current Liabilities

Tota Liabilities (Current + Noncurrent)
Equity + Non-controlling Interests

Total Assets (Current + Noncurrent)
Equity + Non-contralling Interests

Net Income Attributable to Equity Holders of the Parent Company

Average Equity Attributable to Equity Holders of the Parent
Company

Earnings Before Interests, Taxes, Depreciation and Amortization

Interest Expense and Other Financing Charges

Prior Period Net Sales

[ Current Period Net Sales ] 1
Prior Period Net Sales )

Income from Operating Activities
Net Sales

[ Sum of all Businesses’ Revenue at Prior Period Prices ] 1

= Events After the Reporting Date

a. Acquisition of the 49% interest in San Miguel Pure Foods Investment (BVI) Limited

(SMIPFI Limited)

On January 26, 2015, PT San Miguel Pure Foods Indonesia and San Miguel Pure Foods
International, Limited (SMPFIL), awholly-owned subsidiary of SMPFC incorporated in
the BVI, signed an Agreement for the purchase from Hormel Netherlands B.V., of the
latter’s 49% of the issued share capital of SMPFI Limited. SMPFIL already owns the
remaining 51% of SMPFI Limited. SMPFI Limited is the sole investor San Miguel
Hormel (Vn) Co., Ltd., a company incorporated in Vietham that engages in live hog
farming and the production of feeds and fresh and processed meats. Following
completion of the transaction, SMPFI Limited has become a wholly-owned subsidiary of
SMPFIL.

Acquisition of La Pacita IP Rights

In February 2015, the acquisition by SMPFC of Felicisimo Martinez & Co. Inc.’s
(FMC) IP Rights relating to FMC’s La Pacita biscuit and flour-based snack business was
completed following the substantial fulfillment of the closing conditions and payment of
the consideration for such IP Rights.
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Redemption of SVIPFC of Outstanding Preferred Shares

On February 3, 2015, the BOD of SMPFC approved the redemption on March 3, 2015
of the 15,000,000 outstanding preferred shares issued on March 3, 2011 at the
redemption price of P1,000.00 per share.

The redemption price and al accumulated unpaid cash dividends were paid on
March 3, 2015 to relevant stockholders of record as at February 17, 2015. The redeemed
preferred shares thereafter became part of the treasury shares of SMPFC.

Issuance of Series “2” Perpetual Preferred Shares (PFP2 Shares)

On January 20, 2015, the PSE approved, subject to SEC approval and certain conditions,
the application of SMPFC to list up to 15,000,000 PFP2 Shares with a par value of
P10.00 per share to cover SMPFC’s preferred shares offering at an offer price of
P1,000.00 per share and with a dividend rate to be determined by management.

On February 5, 2015, the SEC favorably considered the Registration Statement of
SMPFC covering the registration of up to 15,000,000 PFP2 Shares at an offer price of
P1,000.00 per share (the “PFP2 Shares Offering”), subject to the conditions set forth in
the pre-effective letter issued by the SEC on the same date.

On February 9, 2015, the PSE issued, subject to certain conditions, the Notice of
Approval on SMPFC’s application to list up to 15,000,000 PFP2 Shares with a par value
of P10.00 per share to cover the PFP2 Shares Offering at an offer price of P1,000.00 per
share and with a dividend rate still to be determined by management on February 11,
2015, the dividend rate setting date.

On February 11, 2015, further to the authority granted by the BOD of SMPFC to
management during the BOD meetings on November 5, 2014 and February 3, 2015 to
fix the terms of the PFP2 Shares Offering, management determined the terms of the
PFP2 Shares (Terms of the Offer), including the initial dividend rate for the PFP2 Shares
at 5.6569% per annum.

A summary of the Terms of the Offer is set out below:

SMPFC, through the underwriters and selling agents, offered up to 15,000,000
cumulative, non-voting, non-participating and non-convertible peso-denominated PFP2
shares at an offer price of P1,000.00 per share during the period from
February 16 to March 5, 2015. The dividend rate was set at 5.6569% per annum with
dividend payable once for every dividend period defined as (i) March 12 to June 11, (ii)
June 12 to September 11, (iii) September 12 to December 11, or (iv) December 12 to
March 11 of each year, calculated on a 30/360-day basis, as and if declared by the BOD
of SMPFC. The PFP2 Shares are redeemable in whole and not in part, in cash, at the
sole option of SMPFC, on the 3" anniversary of the listing date or on any dividend
period thereafter, at the price equa to the offer price plus any accumulated and unpaid
cash dividends. The PFP2 Shares may also be redeemed in whole and not in part, under
certain conditions (i.e., accounting, tax or change of contral events). Unless the PFP2
Shares are redeemed by SMPFC on the 5" year anniversary of the listing date, the
dividend rate shall be adjusted thereafter to the higher of the dividend rate of 5.6569% or
the 3-day average of the 7-year PDST-R2 plus 3.75%.



Management Discussion and Analysis
Page 37

On February 12, 2015, the SEC rendered effective the Registration Statement and other
papers and documents attached thereto filed by SMPFC, and issued the Order of
Registration of up to 15,000,000 PFP2 Shares at an offer price of P1,000.00 per share.
The Certificate of Permit to Offer Securities for Sale was issued by the SEC on the same
date.

On March 12, 2015, the 15,000,000 PFP2 Shares of SMPFC with par value of P10.00
per share were issued and listed with the PSE.

Acquisition of 44% Equity Interest in AAIBV and Exercise of Option to Acquire
Additional 4.47%

On March 5, 2015, a Notarial Deed of Transfer of Shares in accordance with the
requirements of the laws of the Netherlands was executed whereby Padma transferred to
SMHC the following: (i) 44% additional equity interest in AAIBV for atotal purchase
price of US$158 million; and (ii) 4.47% equity interest in AAIBV following the exercise
by SMHC of its option in compliance with the terms and conditions of the Option
Agreement.

With the purchase of additional 44% equity interest and the exercise of option for the
4.47% equity interest, SMHC has 95% ownership interest in AAIBV as of March 5,
2015. As such, AAIBV became a subsidiary and is controlled by SMHC effective
March 5, 2015.

Contingencies

The Group is a party to certain lawsuits or claims (mostly labor-related cases) filed by
third parties which are either pending decision by the courts or are subject to settlement
agreements. The outcome of these lawsuits or claims cannot be presently determined. In
the opinion of management and its legal counsel, the eventual liability from these
lawsuits or claims, if any, will not have a material effect on the consolidated financia
statements of the Group.

a. Deficiency Excise Tax

On April 12, 2004 and May 26, 2004, the Parent Company was assessed by the BIR
for deficiency excise tax on “San Mig Light”, one of its beer products. The Parent
Company contested the assessments before the Court of Tax Appeas (CTA) (1%
Division) under CTA case numbers 7052 and 7053.

In relation to the aforesaid contested assessments, the Parent Company, on
January 31, 2006, filed with the CTA (1% Division), under CTA case number 7405,
aclaim for refund of taxes paid in excess of what it believes to be the excise tax rate
applicableto it.

The above assessment cases (CTA case numbers 7052 and 7053) and claim for
refund (CTA case number 7405), which involve common questions of fact and law,
were subsequently consolidated and jointly tried.

On November 27, 2007, the Parent Company filed with the CTA (3rd Division),
under CTA case number 7708, a second claim for refund, also in relation to the
contested assessments, as it was obliged to continue paying excise taxes in excess of
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what it believes to be the applicable excise tax rate.

On January 11, 2008, the BIR addressed a letter to the Parent Company, appealing
to the Parent Company to settle its alleged tax liabilities subject of CTA case
numbers 7052 and 7053 “in order to obviate the necessity of issuing a Warrant of
Distraint and Garnishment and/or Levy”. The Parent Company’s external legal
counsel responded to the aforesaid letter and met with appropriate officias of the
BIR and explained to the latter the unfairness of the issuance of a Warrant of
Distraint and Garnishment and/or Levy against the Parent Company, especialy in
view of the Parent Company’s pending claims for refund. As of December 31, 2014,
the BIR has taken no further action on the matter.

On July 24, 2009, the Parent Company filed its third claim for refund with the CTA
(3" Division), under CTA case number 7953, also in relation to the contested
assessments. This caseis still undergoing trial.

On January 7, 2011, the CTA (3" Division) under CTA case number 7708 rendered
its decision in this case, granting the Parent Company’s petition for review on its
claim for refund and ordering respondent Commissioner of Internal Revenue to
refund or issue atax credit certificate in favor of the Parent Company in the amount
of P926 million, representing erroneoudly, excessively and/or illegally collected and
overpaid excise taxes on “San Mig Light” during the period from December 1, 2005
up to July 31, 2007. This decision was elevated by the BIR Commissioner to the
CTA En Banc and the appeal was denied in the case docketed as CTA EB No. 755.
The Office of the Solicitor General filed with the Second Division of the Supreme
Court a Petition for Review which was docketed as G.R. No. 205045. This case is
now with the Third Division of the Court.

On October 18, 2011, the CTA (1% Division) rendered itsjoint decision in CTA case
numbers 7052, 7053 and 7405, cancelling and setting aside the deficiency excise tax
assessments against the Parent Company, granting the latter’s claim for refund and
ordering the BIR Commissioner to refund or issue atax credit certificate in its favor
in the amount of P781 million, representing erroneoudly, excessively and/or illegally
collected and overpaid excise taxes on “San Mig Light” during the period from
February 1, 2004 to November 30, 2005. A motion for reconsideration filed by the
BIR Commissioner on the aforesaid decision has been denied and the Commissioner
elevated the decision to CTA En Banc for review, which was docketed as CTA EB
No. 873, the same was dismissed in a Decision dated October 24, 2012. The
subsequent Moation for Reconsideration filed by the Commissioner was likewise
denied. The CTA En Banc Decision was later elevated by the Office of the Solicitor
General to the Supreme Court by Petition for Review, which was docketed as G.R.
No. 20573 and raffled to the Third Divison. This case was subsequently
consolidated with G.R. No. 205045. Both cases are now with the Third Division.

In a Resolution dated July 21, 2014, a copy of which was received by the Parent
Company’s counsel on August 27, 2014, the Third Division of the Supreme Court
required the parties to submit memoranda. Both the Parent Company’s counsel and
the BIR Commissioner, through the Office of the Solicitor General, have filed their
respective Memoranda The two cases are deemed submitted for decision.

In the meantime, effective October 1, 2007, the Parent Company spun off its
domestic beer business into a new company, SMB. SMB continued to pay the
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excise taxes on “San Mig Light” at the higher rate required by the BIR.

On September 28, 2009, SMB filed a clam for refund with the CTA
(3 Division) under CTA case number 7973; on December 28, 2010, its second
claim for refund with the CTA (1% Division) under case number 8209; on December
23, 2011, its third claim for refund with the CTA (3rd Division) under case number
8400; on July 30, 2012, its fourth claim for refund under case number 8591; and on
December 19, 2013, its fifth claim for refund with the CTA (2™ Division) under
case number 8748. CTA case numbers 7973, 8209, 8400 and 8591 have all been
decided by the respective CTA Divisions, where they are pending, in favor of the
Parent Company. The counsel for the BIR Commissioner are now in the process of
appealing to the CTA En Banc the decisions rendered by the CTA Divisionsin CTA
case numbers 7973 and 8400. On the other hand, the decision in CTA case number
8209 has been declared final and executory by the CTA Division concerned for
failure on the part of the BIR Commissioner to file aMotion for Reconsideration on
the decision. In CTA case number 8591, the BIR Commissioner filed a Motion for
Reconsideration, which we opposed and which has been denied. With respect to
CTA case number 8748, the same is still undergoing trial in the Second Division.

Deficiency Tax Liabilities

The BIR issued a Fina Assessment Notice dated March 30, 2012 (2009
Assessment), imposing on Iconic Beverages, Inc. (IBI) deficiency tax liabilities
including interest and penalties for the tax year 2009. [BI treated the royalties
earned from the licensing of its intellectua properties to SMB as passive income,
and therefore subject to the 20% final tax. However, the BIR is of the position that
said royalties are business income subject to the 30% regular corporate income tax.

On May 16, 2012, I1BI filed a protest against the 2009 Assessment. In its Final
Decision on Disputed Assessment issued last January 7, 2013, the BIR denied IBI’s
protest and reiterated the demand to pay the deficiency income tax including
interests and penalties. On February 6, 2013, IBI filed a Petition for Review before
the CTA contesting the 2009 Assessment. The case is docketed as CTA case humber
8607 and is already submitted for discussion.

For the taxable year 2010, on November 17, 2013, IBI received a Formal Letter of
Demand with the Final Assessment Notice (2010 Assessment) from the BIR with a
demand for payment of income tax and VAT deficiencies with administrative
penalties. The BIR maintained its position that royalties are business income subject
to the 30% regular corporate income tax. The 2010 Assessment was protested by IBI
before the BIR through a letter dated November 29, 2013. A Petition for Review
was filed with the CTA and the case was docketed as CTA case number 8813.

Tax Credit Certificates Cases

In 1998, the BIR issued a deficiency excise tax assessment against Petron relating to
Petron’s use of P659 million worth of Tax Credit Certificates (TCCs) to pay certain
excise tax obligations from 1993 to 1997. The TCCs were transferred to Petron by
suppliers as payment for fuel purchases. Petron contested the BIR’s assessment
before the CTA. In July 1999, the CTA ruled that as a fuel supplier of BOI-
registered companies, Petron was a qualified transferee of the TCCs and that the
collection by the BIR of the aleged deficiency excise taxes was contrary to law. On
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March 21, 2012, the Court of Appeals promulgated a decision in favor of Petron and
against the BIR affirming the ruling of the CTA striking down the assessment issued
by the BIR to Petron. On April 19, 2012, a motion for reconsideration was filed by
the BIR, which was denied by the CTA in its Resolution dated October 10, 2012.
The BIR elevated the case to the Supreme Court through a petition for review on
certiorari dated December 5, 2012. On June 17, 2013, Petron filed its comment on
the petition for review filed by the BIR. The petition is still pending as of
December 31, 2014.

Pandacan Terminal Operations

In November 2001, the City of Manila enacted Ordinance No. 8027 reclassifying the
areas occupied by the oil terminals of Petron, Pilipinas Shell Petroleum Corporation
(Shell) and Chevron Philippines Inc. (Chevron) from industrial to commercial. This
reclassification made the operation of the oil terminals in Pandacan, Manila
illegal. However, in June 2002, Petron, together with Shell and Chevron, entered
into an Memorandum of Understanding (MOU) with the City of Manila and the
Department of Energy (DOE), agreeing to scale down operations, recognizing that
this was a sensible and practical solution to reduce the economic impact of
Ordinance No. 8027. In December 2002, in reaction to the MOU, the Socia Justice
Society (SJS) filed a petition with the Supreme Court against the Mayor of Manila
asking that the latter be ordered to enforce Ordinance No. 8027. In April 2003,
Petron filed a petition with the Regional Trial Court (RTC) to annul Ordinance No.
8027 and enjoin its implementation. On the basis of a status quo order issued by the
RTC, Mayor of Manila ceased implementation of Ordinance No. 8027.

The City of Manila subsequently issued the Comprehensive Land Use Plan and
Zoning Ordinance (Ordinance No. 8119), which applied to the entire City of
Manila. Ordinance No. 8119 allowed Petron (and other non-conforming
establishments) a seven-year grace period to vacate. As a result of the passage of
Ordinance No. 8119, which was thought to effectively repeal Ordinance No. 8027,
in April 2007, the RTC dismissed the petition filed by Petron questioning Ordinance
No. 8027.

However, on March 7, 2007, in the case filed by SJS, the Supreme Court rendered a
decision (the March 7 Decision) directing the Mayor of Manila to immediately
enforce Ordinance No. 8027. On March 12, 2007, Petron, together with Shell and
Chevron, filed motions with the Supreme Court seeking intervention and
reconsideration of the March 7 Decision. In the same year, Petron aso filed a
petition before the RTC of Manila praying for the nullification of Ordinance No.
8119 on the grounds that the reclassification of the oil terminals was arbitrary,
oppressive and confiscatory, and thus unconstitutional, and that the said Ordinance
contravened the provisions of the Water Code of the Philippines (Presidential
Decree No. 1067, the Water Code). On February 13, 2008, Petron, Shell and
Chevron were alowed by the Supreme Court to intervene in the case filed by SIS
but their motions for reconsideration were denied. The Supreme Court declared
Ordinance No. 8027 vaid and dissolved all existing injunctions against the
implementation of the Ordinance No. 8027.

In May 2009, the Mayor of Manila approved Ordinance No. 8187, which amended
Ordinance No. 8027 and Ordinance No. 8119 and permitted the continued
operations of the oil terminalsin Pandacan.
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On August 24, 2012 (August 24 Decision), the RTC of Manila ruled that
Section 23 of Ordinance No. 8119 relating to the reclassification of subject oil
terminals had aready been repealed by Ordinance No. 8187; hence any issue
pertaining thereto had become moot and academic. The RTC of Manila aso
declared Section 55 of Ordinance No. 8119 null and void for being in conflict with
the Water Code. Nonetheless, the RTC upheld the validity of all other provisions of
Ordinance No. 8119. On September 25, 2012, Petron sought clarification and
partia consideration of the August 24 Decision and prayed for the nullification of
the entire Ordinance No. 8119. In an order dated December 18, 2012, the RTC of
Manila denied the motion filed by Petron. Petron filed a notice of appea on
January 23, 2013. In an order dated February 6, 2013, the RTC of Manila directed
that the records of the case be forwarded to the Court of Appeals. On April 15,
2013, Petron received an Order dated April 1, 2013 requiring it to file its appellant’s
brief. Petron submitted its appellant’s brief on July 29, 2013. On December 19,
2013, Petron, through its counsel, received the City of Manila’s appellee’s brief
dated December 12, 2013. Petron filed its appellant’s reply brief on February 11,
2014. As of December 31, 2014, the appeal remained pending.

With regard to Ordinance No. 8187, petitions were filed before the Supreme Court,
seeking for its nullification and the enjoinment of its implementation. Petron filed a
manifestation on November 30, 2010 informing the Supreme Court that, without
prejudice to its position in the cases, it had decided to cease operation of its
petroleum product storage facilities in Pandacan within five years or not later than
January 2016 due to the many unfounded environmental issues being raised that
tarnish the image of Petron and the various amendments being made to the zoning
ordinances of the City of Manila when the composition of the local government
changes that prevented Petron from making long-term plans. In aletter dated July 6,
2012 (with copies to the offices of the Vice Mayor and the City Council of Manila),
Petron reiterated its commitment to cease the operation of its petroleum product
storage facilities and transfer them to another location by January 2016.

On November 25, 2014, the Supreme Court issued a Decision (November 25
Decision) declaring Ordinance 8187 unconstitutional and invalid with respect to the
continued stay of the oil terminals in Pandacan. Petron, Shell and Chevron were
given 45 days from receipt of the November 25 Decision to submit a comprehensive
plan and relocation schedule to the RTC of Manila. Acting on a motion for
reconsideration filed by Shell, a Motion for Clarification filed by Chevron, and a
Manifestation filed by Petron, on March 10, 2015, the Supreme Court denied Shell’s
motion with finality and clarified that relocation and transfer necessarily include
removal of the facilities in the Pandacan terminals and should be part of the required
comprehensive plan and relocation schedule.

On January 5, 2015, Petron filed a Manifestation of Understanding of the dispositive
portion of the November 25 Decison of the Supreme Court declaring Ordinance
8187 unconstitutional and invalid with respect to the continued stay of the oil
terminals in Pandacan and requiring Petron, Shell and Chevron to submit to the RTC
of Manila within 45 days from receipt of the November 25 Decision a
comprehensive plan and relocation schedule. The manifestation conveyed the
understanding of Petron that the submission of the comprehensive plan and
relocation schedule as required by the Supreme Court is intended to assure that the
Pandacan oil terminals would cease to operate in line with Ordinance 8119. On
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January 12, 2015, Shell filed a motion for reconsideration thereby preventing the
November 25 Decision from becoming final.

e. Oil Spill Incident in Guimaras

On August 11, 2006, MT Solar I, a third party vessel contracted by Petron to
transport approximately two million liters of industrial fuel oil, sank 13 nautical
miles southwest of Guimaras, an island province in the Western Visayas region of
the Philippines. In separate investigations by the Philippine Department of Justice
(DQOJ) and the Special Board of Marine Inquiry (SBMI), both agencies found the
owners of MT Solar | liable. The DOJ found Petron not criminally liable, but the
SBMI found Petron to have overloaded the vessel. Petron has appealed the findings
of the SBMI to the DOTC and is awaiting its resolution. Petron believes that SBMI
can impose administrative penalties on vessel owners and crew, but has no authority
to penalize other parties, such as Petron, which are charterers.

In 2009, complaints for violation of the Philippine Clean Water Act of 2004
(RA No. 9275, the Clean Water Act) and homicide and less serious physical injuries
were filed against Petron. Complainants claim that their exposure to and close
contact with waters along the shoreline and mangroves affected by the oil spill has
caused them magjor health problems. On February 13, 2012, an Information was filed
against the owner and the Captain of MT Solar | and the former President and
Chairman of Petron for violation of the Clean Water Act. On March 28, 2012, the
court dismissed the information for lack of probable cause and for lack of
jurisdiction over the offense charged. The Provincial Prosecutor and the private
prosecutor filed a motion for reconsideration of this March 28 Order of the court.
On August 13, 2012, the court issued an order denying the said motion for
reconsideration.

Other complaints for non-payment of compensation for the clean-up operations
during the oil spill were filed by a total of 1,063 plaintiffs who allegedly did not
receive any payment of their claims for damages arising from the oil spill. The total
claims for both cases amounted to P292 million. Both cases are till pending as of
December 31, 2014.

f. Generation Paymentsto PSALM

SPPC disputed the claims of PSALM for energy fees. The claims arose from
differing interpretations of certain provisions in the IPPA Agreement related to
generation payments, the fees payable to PSALM for the generation of power to
customers. SPPC’s management is in discussions with PSALM to secure a common
understanding through amicable means. However, management and its legal
counsel assessed that SPPC’s bases for the amounts due to PSALM are consistent
with the terms of the Ilijan IPPA Agreement. The information usually required is not
disclosed on the groundsthat it may prejudice the outcome of the discussion.

Master Year Limited (MYL)
On September 30, 2013, Privado Holdings, Corp. (Privado) acquired 368,140,516

common shares of the Parent Company from MY L. The acquisition was transacted thru
the PSE at P75.00 per share.
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On February 14, 2014, Privado acquired 50,000 common shares of stock of the Parent
Company at the PSE at P58.00 per share.

Philippine Foundation of Blessed Mary Mother of the Poor, Inc. (the Foundation)

On January 11, 2011, SMPI entered into a contract with the Foundation, a non-profit
religious organization, for the donation of a 33-hectare parcel of land located in Alfonso,
Cavite (the Donated Property). The land title of the Donated Property was transferred in
the name of the Foundation on April 28, 2011.

In accordance with the Deed of Donation, the Donated Property shall be used and
devoted exclusively by the Foundation for the construction, operation and maintenance
of its project, the Montemaria Oratory of the Blessed Virgin Mary
(the Montemaria Project). The Montemaria Project will consist of a Shrine of the
Blessed Virgin Mary, churches and chapels, Way of the Cross and such other structures
and facilities for Roman Catholic religious purposes, and socio-civic and non-profit
activities and programs of the Foundation.

Further, the Deed of Donation requires that the Montemaria Project must be at |east 50%
completed by 2015 and fully completed by 2020. If the Foundation will not be able to
comply with this requirement, the Donated Property will revert back to SMPI.

On February 24, 2014, the Board of Trustees of the Foundation had resolved to return
the Donated Property to SMPI. However, the Foundation has not formally returned the
Donated Property as of December 31, 2014.

Commitments

The outstanding purchase commitments of the Group as of December 31, 2014
amounted to P38,770 million.

Amount authorized but not yet disbursed for capital projects as of December 31, 2014 is
approximately P25,600 million.

Foreign Exchange Rates

The foreign exchange rates used in trandating the US dollar accounts of foreign
subsidiaries and associates and joint ventures to Philippine peso were closing rates of
P44.72 and P44.395 in 2014 and 2013, respectively, for consolidated statements of
financial position accounts; and average rates of P44.39, P42.43 and P42.24 in 2014,
2013 and 2012, respectively, for income and expense accounts.

Temporary Restraining Order (TRO) Issued to Meralco

On December 23, 2013, the Supreme Court issued a TRO, effective immediately,
preventing Meralco from collecting from its customers the power rate increase
pertaining to November 2013 billing. As a result, Meralco was constrained to fix its
generation rate to its October 2013 level of P5.67/kWh. Claiming that since the power
supplied by generators, including SMEC and SPPC, is billed to Meralco's customers on
a pass-through basis, Meralco deferred a portion of its payment on the ground that it was
not able to collect the full amount of its generation cost. Further, on December 27, 2013,
the DOE, ERC, and PEMC, acting as a tripartite committee, issued a joint resolution
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setting a reduced price cap on the WESM of P32/kWh. The price will be effective for
90 days until a new cap is decided upon. As of December 31, 2013, the outcome of this
case cannot be determined.

On January 16, 2014, the Supreme Court granted Meralco’s plea to include other power
supplier and generation companies, including SMEC and SPPC, as respondents to an
inquiry. On February 18, 2014, the Supreme Court extended the period of the TRO until
April 22, 2014 and enjoined the respondents (PEMC and the generators) from
demanding and collecting the deferred amounts.

On March 3, 2014, the ERC issued an order declaring the November and December
2013 Luzon WESM prices void and imposed the application of regulated prices.
Accordingly, SMEC, SPPC and SPDC recognized a reduction in the sale of power while
San Miguel Electric Corp. recognized a reduction in its power purchases. Consequently,
a payable and receivable were a so recognized for the portion of over-collection or over-
payment. The settlement of which shall be covered by a 24-month Special Payment
Arrangement agreed with PEMC which took effect in June 2014. On June 26, 2014,
SMEC, SPPC and SPDC filed with the Court of Appeals a Petition for Review of these
orders.

Electric Power Industry Reform Act of 2001

RA No. 9136, otherwise known as the EPIRA sets forth the following: (i) Section 49
created PSALM to take ownership and manage the orderly sale, disposition and
privatization of all existing NPC generation assets, liabilities, IPP contracts, real estate
and all other disposable assets; (ii) Section 31(c) requires the transfer of the management
and control of at least 70% of the total energy output of power plants under contract with
NPC to the IPP Administrators as one of the conditions for retail competition and open
access; and (iii) Pursuant to Section 51(c), PSALM has the power to take title to and
possession of the IPP contracts and to appoint, after a competitive, transparent and
public bidding, qualified independent entities who shall act as the IPP Administratorsin
accordance with the EPIRA. In accordance with the bidding procedures and
supplemented bid bulletins thereto to appoint an IPP Administrator relative to the
capacity of the IPP contracts, PSALM has conducted a competitive, transparent and
open public bidding process following which the Group was selected winning bidder of
the IPPA Agreements.

The EPIRA requires generation and distribution utility (DU) companies to undergo
public offering within five years from the effective date, and provides cross ownership
restrictions between transmission and generation companies. If the holding company of
generation and DU companies is aready listed with the PSE, the generation company or
the DU need not comply with the requirement since such listing of the holding company
is deemed already as compliance with the EPIRA.

A DU is alowed to source from an associated company engaged in generation up to
50% of its demand except for contracts entered into prior to the effective date of the
EPIRA. Generation companies are restricted from owning more than 30% of the
installed generating capacity of the grid and/or 25% of the national installed generating

capacity.
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Certain accounts in prior years have been reclassified for consistency with the current
period presentation. These reclassifications had no effect on the reported financial
performance for any period.

There are no unusual items as to nature and amount affecting assets, liabilities, equity,
net income or cash flows, except those stated in Management’s Discussion and Analysis
of Financial Position and Financial Performance.

There were no material changes in estimates of amounts reported in prior interim
periods of the current year or changes in estimates of amounts reported in prior financia
years.

There were no known trends, demands, commitments, events or uncertainties that will
have a materia impact on the Group’s liquidity.

There were no known trends, events or uncertainties that have had or that are reasonably
expected to have a favorable or unfavorable impact on net sales or revenues or income
from continuing operation.

There were no known events that will trigger direct or contingent financial obligation
that is material to the Group, including any default or acceleration of an obligation and
there were no changes in contingent liabilities and contingent assets since the last annual
reporting date, except for Note 25 (¢) of the 2014 Audited Consolidated Financial
Statements and “Contingencies” of Section VIl above, that remain outstanding as of
December 31, 2014. No material contingencies and any other events or transactions
exist that are material to an understanding of the current interim period.

The effects of seasonality or cyclicality on the interim operations of the Group’s
businesses are not material.

There were no material off-statements of financial position transactions, arrangements,
obligations (including contingent obligations), and other relationship of the Group with
unconsolidated entities or other persons created during the reporting period, except for
the outstanding derivative transactions entered by the Group as of and for the period
December 31, 2014.





