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On December 28, 2004, SMC and Monterey executed a Trademark Licensing Agreement
(Agreement) with PF-Hormel to license the Monterey trademark for a period of 20 years
renewable for the same period for a royalty based on net sales revenue. The royalty fee
will apply only for as long as SMC and any of its subsidiaries own at least 51% of
PF-Hormel. In the event that the ownership of SMC and any of its subsidiaries is less
than 51%, the parties will negotiate and agree on the royalty fee on the license of the
Monterey trademark. As a result of the merger of Monterey into SMFI, with SMFI as the
surviving corporation (Note 5), all rights and obligations of Monterey under the
Agreement are automatically transferred to and vested in SMFI per applicable law and
following the provision in the Plan of Merger.

The compensation of the key management personnel of the Group, by benefit type,

follows:
2014 2013 2012
Short-term employee benefits P119,703 P90,640 P75,117
Retirement costs 9,404 8,301 8,957
P129,107 P98,941 P84,074

The compensation of key management personnel, which were paid and charged by
SMC to the Group as management fees, amounted to P1.8 million and
P2.3 million in 2013 and 2012, respectively.

There were no compensation of key management personnel that were paid and charged
by SMC to the Group in 2014,

30. Basic and Diluted Earnings Per Common Share

Basic EPS is computed as follows:

2014 2013 2012

Net income attributable to equity

holders of the Parent Company P3,884,521 P4,096,989 P4,171,984
Dividends on preferred shares for the

year 1,200,000 1,200,000 1,200,000
Net income attributable to common

shareholders of the Parent

Company (a) P2,684,521 P2,896,989 P2,971,984
Common shares issued and

outstanding 166,667,096 166,667,096 166,667,096
Weighted average number of

common shares (b) 166,667,096 166,667,096 166,667,096
Basic earnings per common share

attributable to equity holders of

the Parent Company (a/b) P16.11 P17.38 P17.83

As at December 31, 2014, 2013 and 2012, the Group has no dilutive equity instruments.
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31. Operating Lease Commitments

Group as Lessee

The Group entered into various operating lease agreements. These non-cancellable leases
will expire in various terms. Some leases provide an option to renew the lease at the end
of the lease term and are reviewed to reflect current market rentals.

The minimum future rental payables under these operating leases as at December 31 are
as follows:

2014 2013 2012

Within one year P636,539 P577,551 P396,855
After one year but not more than

five years 794,010 616,386 143,201

After five years 949,871 954,951 975,543

P2,380,420 P2,149,388 P1,515,599

Rent expense recognized in profit or loss amounted to P1,687.6 million, P1,470.4 million
and P1,153.4 million in 2014, 2013 and 2012, respectively (Notes 4, 22 and 23).

Group as Lessor

The Group entered into a lease agreement for the use of its machinery and equipment.
The non-cancellable operating lease has a remaining term of two years and includes a
clause to enable upward revision of the rental charge on an annual basis based on
prevailing market conditions.

The minimum future rental receivables under the operating lease as at
December 31, 2014 within one year, and after one year but not more than five years
amounted to P22.2 million.

There were no non-cancellable operating leases as at December 31, 2013 and 2012.

Rent income recognized in profit or loss amounted to P22.2 million in 2014 and 2013
(Note 4).

32. Financial Risk and Capital Management Objectives and Policies

Objectives and Policies
The Group has significant exposure to the following financial risks primarily from its use
of financial instruments:

= [nterest Rate Risk

* Foreign Currency Risk
= Commodity Price Risk
* Liquidity Risk

*  Credit Risk

This note presents information about the exposure of the Group to each of the foregoing
risks, objectives, policies and processes for measuring and managing these risks, and for
management of capital.
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The principal non-trade related financial instruments of the Group include cash and cash
equivalents, AFS financial assets, short-term and long-term loans and derivative
instruments. These financial instruments, except 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, trade payables and
other current 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 options are
intended mainly for risk management purposes. The Group uses derivatives to manage its
exposures to commodity price risks arising from the operating activities.

The BOD has the overall 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.

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 financial reporting process and the systems of
internal accounting and financial controls; b) performance of the internal auditors;
c) annual independent audit of the financial 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; e) 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 policies in 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. Borrowings issued at fixed rates expose
the Group to fair value interest rate risk. On the other hand, borrowings issued at variable
rates expose the Group to cash flow interest rate risk.
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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.

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.

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 as fair value changes reported in profit or loss, if any;

= fair value reserves arising from increases or decreases in fair values of AFS financial
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 P37.0 million in 2014 and 2013. 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.

Interest Rate Risk Table

As at December 31, 2014 and 2013, the terms and maturity profile of the interest-bearing
financial instruments, together with the gross amounts, are shown in the following tables:

December 31, 2014 <1 Year 1-2 Years Total
Fixed rate
Philippine peso-denominated P800,000 P - P800,000
Interest rate 5.4885%
Floating rate
Philippine peso-denominated 3,700,000 - 3,700,000
Interest rate 3-month PDST-F
plus margin

P4,500,000 P - P4,500,000
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December 31, 2013 <l Year 1-2 Years Total
Fixed rate
Philippine peso-denominated P - P800,000 P800,000
Interest rate 5.4885%
Floating rate
Philippine peso-denominated - 3,700,000 3,700,000
Interest rate 3-month PDST-F
plus margin
P - P4,500,000 P4,500,000

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
non-derivative instruments to manage its foreign currency risk exposure.

Information on the Group’s foreign currency-denominated monetary assets and monetary
liabilities and their Philippine peso equivalents as at December 31 are as follows:

2014 2013
us Peso UsS Peso
Dollar  Equivalent Dollar  Equivalent
Assets
Cash and cash equivalents US$4,797 P214,522 US$6,403 P284,261
Trade and other receivables 8,044 359,728 8,652 384,106
12,841 574,250 15,055 668,367
Liabilities
Notes payable 6,522 291,664 14,163 628,766
Trade payables and other current
liabilities 9,899 442,683 14,182 629,610
Other noncurrent liabilities 1 45 1 44
16,422 734,392 28,346 1,258,420
Net foreign currency-denominated
monetary liabilities (US$3,581) (P160,142) (USS13,291)  (P590,053)

The Group reported net foreign exchange gains (losses) amounting to P3.1 million,
P32.9 million and (P47.3 million) in 2014, 2013 and 2012, respectively, with the
translation of its foreign currency-denominated assets and liabilities (Note 26). These
mainly resulted from the movements of the Philippine peso against the US dollar during
the year. Shown in the following table are the foreign exchange rates as at statement of
financial position dates.

Peso to US Dollar
December 31, 2014 44.720
December 31, 2013 44.395
December 31, 2012 41.050
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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;

= translation 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 tables demonstrate 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)
as at December 31, 2014 and 2013.

2014
P1 Decrease in the US Dollar P1 Increase in the US Dollar
Exchange Rate Exchange Rate
Effect on Effect on Effect on Effect on
Income before Equity Income before Equity
Income Tax  (Net of Tax) Income Tax  (Net of Tax)
Cash and cash equivalents (P2,767) (P3,968) P2,767 P3,968
Trade and other receivables (3,731) (6,924) 3,731 6,924
(6,498) (10,892) 6,498 10,892
Notes payable - 6,522 - (6,522)
Trade payables and other
current liabilities 4,230 8,630 (4,230) (8,630)
Other noncurrent liabilities - 1 - (1)
4,230 15,153 (4,230) (15,153)
(P2,268) P4,261 P2,268 (P4,261)

2013

P1 Decrease in the US Dollar
Exchange Rate

P1 Increase in the US Dollar
Exchange Rate

Effect on Effect on Effect on Effect on
Income before Equity Income before Equity
Income Tax  (Net of Tax) Income Tax (Net of Tax)
Cash and cash equivalents (P884) (P6,138) P884 P6,138
Trade and other receivables (3,156) (7,705) 3,156 7,705
(4,040) (13,843) 4,040 13,843
Notes payable - 14,163 - (14,163)
Trade payables and other
current liabilities 4,588 12,805 (4,588) (12,805)
Other noncurrent liabilities - 1 - (1)
4,588 26,969 (4,588) (26,969)
P548 P13,126 (P548) (P13,126)
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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, through SMC, 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 commodities are fixed at levels acceptable to
the Group, thus protecting raw material cost and preserving margins. For hedging
transactions, if prices go down, hedge positions may show mark-to-market losses;
however, any loss in the mark-to-market position is offset by the resulting lower physical
raw material cost.

SMC enters into commodity derivative transactions on behalf of the Group to reduce cost
by optimizing purchasing synergies within the SMC Group of Companies and managing
inventory levels of common materials.

The Group uses commodity futures, swaps and options to manage the Group’s exposures
to volatility in prices of certain commodities such as soybean meal and wheat.

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.

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; (c) 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 a daily basis. A committed stand-by credit facility from several local banks is
also available to ensure availability of funds when necessary.
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The table below summarizes the maturity profile of the Group’s financial assets and
financial liabilities based on contractual undiscounted receipts and payments used for

liquidity management.

2014

Carrying
Amount

Contractual
Cash Flow

1 Year >1 Year- >2 Years- Over

or Less

2 Years

5 Years 5 Years

Financial Assets

Cash and cash
equivalents

Trade and other
receivables - net

Derivative assets
(included under
“Prepaid expenses and
other current assets”™
account)

AFS financial assets
(included under “Other
noncurrent assets”
account)

Financial Liabilities

Notes payable

Trade payables and other
current liabilities
(excluding dividends
payable, derivative
liabilities and statutory
liabilities)

Derivative liabilities
(included under “Trade
payables and other
current liabilities”
account)

Current maturities of
long-term debt - net of
debt issue costs

Other noncurrent
liabilities (excluding
retirement liability)

P14,215875

10,827,434

12,422

9,962

8,753,425

14,726,814

55,310

4,491,685

41

P14,215,875

10,827,434

12,422

9,962

8,763,524

14,726,814

55,310

4,683,379

41

P14,215,875

10,827,434

12,422

8,763,524

14,726,814

55,310

4,683,379

41

- 9,962
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2013
Carrying  Contractual 1 Year =1 Year- =2 Years- Over
Amount Cash Flow or Less 2 Years 5 Years 5 Years
Financial Assets
Cash and cash
equivalents P7,030,943  P7,030,943 P7,030,943 P - P - P -
Trade and other
receivables - net 25,662,903 25,602,903 25,662,903 - - -

Derivative assets

(included under

“Prepaid expenses and

other current assets”

account) 4,621 4,621 4,621 - - -
AFS financial assets

(included under “Other

noncurrent assets”

account) 9416 9416 - - - 9,416
Financial Liabilities
Notes payable 8,647,785 8,668,590 8,668,590 - - -

Trade payables and other

current liabilities

(excluding dividends

payable, derivative

liabilities and statutory

liabilities) 14,343,256 14,343,256 14,343,256 - - -
Derivative liabilities

(included under “Trade

payables and other

current liabilities”

account) 249,772 249,772 249,772 - - -
Long-term debt - net of
debt issue costs 4,483,300 4,877,952 194,573 4,683,379 - -

Other noncurrent
liabilities (excluding
retirement liability) 41 41 - 41 - -

Credit Risk

Credit risk is the risk of financial loss to the Group if a customer or counterparty to a
financial instrument fails to meet its contractual obligations, and arises principally from
the 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 internal control reviews to monitor the granting of credit and
management of credit exposures.

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.
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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 several 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 allowance 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 individually 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.

Investments

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 a portfolio level.

Financial information on the Group’s maximum exposure to credit risk as at
December 31, 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) 7 P14,198,983 P7,015,241
Trade and other receivables - net 8 10,827,434 25,662,903
Derivative assets 33 12,422 4,621
AFS financial assets 33 9,962 9416

P25,048,801 P32,692,181

The credit risk for cash and cash equivalents, derivative assets and AFS financial assets is
considered negligible, since the counterparties are reputable entities with high quality
external credit ratings.

The Group’s exposure to credit risk arises from default of counterparty. Generally, the
maximum credit risk exposure of trade and other receivables 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.
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Financial 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 environmental 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 and
meat plants and issue certificates accordingly. The authorities, however, may impose
additional 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.

= The livestock 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
(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 adjustments, in 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 capital to
shareholders or issue new shares.

The Group defines capital as paid-in capital stock, additional paid-in capital and retained
earnings, both appropriated and unappropriated. Other components of equity such as
treasury stock, cumulative translation adjustments and revaluation surplus are excluded
from capital for purposes of capital management.
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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 is not subject to externally-imposed capital requirements.

33. Financial Assets and Financial Liabilities

The table below presents a comparison by category of carrying amounts and fair values
of the Group’s financial instruments as at December 31, 2014 and 2013:

2014 2013
Carrying Carrying
Amount  Fair Value Amount  Fair Value

Financial Assets
Cash and cash equivalents P14,215,875 P14,215.875 P7,030,943 P7,030,943
Trade and other receivables - net 10,827,434 10,827,434 25,662,903 25,662,903
Derivative assets (included under

“Prepaid expenses and other current

assets™ account) 12,422 12,422 4,621 4,621
AFS financial assets (included under

“Other noncurrent assets™ account) 9,962 9,962 9,416 9.416
Financial Liabilities
Notes payable 8,753,425 8,753,425 8,647,785 8,647,785

Trade payables and other current

liabilities (excluding dividends

payable, derivative liabilities and

statutory liabilities) 14,726,814 14,726,814 14,343,256 14,343,256
Derivative liabilities (included under

“Trade payables and other current

liabilities™ account) 55,310 55,310 249,772 249,772
Current maturities of long-term debt -

net of debt issue costs 4,491,685 4,514,109 - -
Long-term debt - net of debt issue costs - - 4,483,300 4,533,089
Other noncurrent liabilities (excluding

retirement liability) 41 41 41 41

The following methods and assumptions are used to estimate the fair value of each class
of financial instruments:

Cash and Cash Equivalents and Trade and Other Receivables. The carrying amounts of
cash and cash equivalents, and trade and other receivables approximate fair values
primarily due to the relatively short-term maturities of these financial instruments.

Derivatives. The fair values of forward exchange contracts are calculated by reference to
current forward exchange rates. In the case of freestanding commodity derivatives, the
fair values are determined based on quoted prices obtained from active markets.
Fair values for stand-alone derivative instruments that are not quoted from an active
market and for embedded derivatives are based on valuation models used for similar
instruments using both observable and non-observable inputs.

AFS Financial Assets. The fair values of publicly traded instruments and similar
investments are based on quoted market prices in an active market. Unquoted equity
securities are carried at cost less impairment.
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Notes Payable and Trade Payables and Other Current Liabilities. The carrying amounts
of notes payable and trade payables and other current liabilities approximate fair values
due to the relatively short-term maturities of these financial instruments.

Long-term Debt 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 at reporting date. Discount
rates used for Philippine peso-denominated loans range from 2.54% to 2.69% and 0.47%
to 2.48% as at 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, through SMC, enters into various commodity derivative contracts to manage
its exposure on commodity price risk. The portfolio is a mixture of instruments including
futures, swaps and options.

Derivative Instruments Not Designated as Hedges

The Group enters into certain derivatives as economic hedges of certain underlying
exposures. These include freestanding commodity options and embedded currency
forwards which are not designated as accounting hedges. Changes in fair value of these
instruments are accounted for directly in profit or loss. Details are as follows:

Freestanding Derivatives
Freestanding derivatives consist of various commodity options entered into by SMC on
behalf of the Group.

The Group has outstanding bought and sold options covering its wheat requirements with
notional quantities as at December 31, 2014 and 2013 of 5,987 and 174,248 metric tons,
respectively.  These options can be exercised at various calculation dates in 2015 and
2014 with specified quantities on each calculation date. As at December 31, 2014 and
2013, the net negative fair value of these options amounted to P5.0 million and
P185.9 million, respectively.

As at December 31, 2014 and 2013, the Group has no outstanding bought and sold
options covering its soybean meal requirements.

Embedded Derivatives

The Group’s embedded derivatives include currency forwards embedded in non-financial
contracts. As at December 31, 2014 and 2013, the total outstanding notional amount of
such embedded currency forwards amounted to US$85.6 million and US$52.0 million,
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.
As at December 31, 2014 and 2013, the net negative fair value of these embedded
currency forwards amounted to P37.9 million and P59.2 million, respectively.

For the years ended December 31, 2014, 2013 and 2012, the Group recognized
mark-to-market gains (losses) from freestanding and embedded derivatives amounting to
(P19.1 million), (P475.2 million) and P205.5 million, respectively (Note 26).
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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 (P245,151) (P19,833)
Net changes in fair value of derivatives
Not designated as accounting hedges (19,064) (475,173)
(264,215) (495,006)
Less fair value of settled instruments (221,327) (249,855)
Balance at end of year (P42,888) (P245,151)

Fair Value Hierarchy

Financial assets and financial liabilities measured at fair value in the consolidated
statements of financial position are categorized in accordance with the fair value
hierarchy. This hierarchy groups financial assets and financial liabilities into three levels
based on the significance of inputs used in measuring the fair value of the financial assets
and financial liabilities (Note 3).

The table below analyzes financial instruments carried at fair value by valuation method:

2014
Level 1 Level 2 Total
Financial Assets
Derivative assets P - P12,422 P12,422
AFS financial assets 8,867 1,095 9,962
Financial Liabilities
Derivative liabilities - 55,310 55,310
2013
Level 1 Level 2 Total
Financial Assets
Derivative assets P - P4,621 P4,621
AFS financial assets 8,312 1,104 9,416
Financial Liabilities
Derivative liabilities - 249772 249,772

As at December 31, 2014 and 2013, the Group has no financial instruments valued based
on Level 3. During the year, there were no transfers between Level 1 and Level 2 fair
value measurements, and no transfers into and out of Level 3 fair value measurements.

34. Employee Stock Purchase Plan

SMC offers shares of stocks to employees of SMC and those of its subsidiaries under the
ESPP. Under the ESPP, all permanent Philippine-based employees of SMC and its
subsidiaries who have been employed for a continuous period of one year prior to the
subscription period will be allowed to subscribe at a price equal to the weighted average
of the daily closing market prices for three months prior to the offer period less 15%
discount. A participating employee may acquire at least 100 shares of stocks, subject to
certain conditions, through payroll deductions.
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The ESPP requires the subscribed shares and stock dividends accruing thereto to be
pledged to SMC until the subscription is fully paid. The right to subscribe under the
ESPP cannot be assigned or transferred. A participant may sell his shares after the second
year from exercise date.

The ESPP also allows subsequent withdrawal and cancellation of participants’
subscriptions under certain terms and conditions.

There were no shares offered under the ESPP in 2014 and 2013.

Expenses billed by SMC for share-based payments recognized by the Group in profit or
loss and included in “Selling and Administrative Expenses” amounted to P18.6 million
and P33.2 million in 2013 and 2012, respectively. There were no expenses for
share-based payments that were paid and charged by SMC to the Group in 2014.

35. Other Matters

a. Toll Agreements
The significant subsidiaries of the Parent Company are into toll processing with
various contract growers, breeders, contractors and processing plant operators
(collectively referred to as the “Parties™). The terms of the agreements include the
following, among others:

» The Parties have the qualifications to provide the contracted services and have
the necessary manpower, facilities and equipment to perform the services
contracted.

* Tolling fees paid to the Parties are based on the agreed rate per acceptable output
or processed product. The fees are normally subject to review in cases of changes
in costs, volume and other factors.

* The periods of the agreement vary. Negotiations for the renewal of any
agreement generally commence six months before expiry date.

Total tolling expenses in 2014, 2013 and 2012 amounted to P6,406.4 million,
P6,006.4 million and P5,275.9 million, respectively.

b. 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 financial statements of the Group.

c. Commitments
The outstanding capital and purchase commitments of the Group as at
December 31, 2014 and 2013 amounted to P16,528.0 million and P12,981.5 million,
respectively.
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d. Registration with the Board of Investments (BOI)

Certain operations of the Parent Company’s consolidated subsidiaries are registered
with the BOI as pioneer and non-pioneer activities. As registered enterprises, these
consolidated subsidiaries are subject to some requirements and are entitled to certain
tax and non-tax incentives.

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, GBGTC is entitled to incentives
which include, among others, income tax holiday (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

SMFT’s (formerly Monterey) 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 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.

Foreign Exchange Rate

The foreign exchange rates used in translating the US dollar accounts of foreign
subsidiaries 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.

Certain amounts in prior year have been reclassified for consistency with the current
period presentation. These reclassifications had no effect on the reported financial
performance for any period.

36. Events After the Reporting Date

a.

Acquisition of Hormel Netherlands B.V.’s (Hormel) 49% interest in SMPFI Limited

In January 2015, SMPFIL, a wholly-owned subsidiary of SMPFC, signed an
agreement for the purchase from Hormel of the latter’s 49% of the issued share
capital of SMPFI Limited. SMPFIL already owns 51% interest in SMPFI Limited
prior to the acquisition. SMPFI Limited is the sole investor in SMHVN, a company
incorporated in Vietnam, which is licensed to engage in live hog farming and the
production of feeds and fresh and processed meats.
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Acquisition of La Pacita Trademarks

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 the payment of the consideration
for such IP Rights.

Redemption of Outstanding Preferred Shares

On February 3, 2015, the Parent Company’s BOD 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 Parent Company’s treasury
shares.

Issuance of Perpetual Series “2" Preferred Shares

On January 20, 2015, the BOD of the PSE approved, subject to SEC approval and
certain conditions, the application of the Parent Company to list up to 15,000,000
perpetual series “2” preferred shares (PFP2 Shares) with a par value of P10.00 per
share to cover the Parent Company’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 Parent Company’s
Registration Statement 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 the Parent Company’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
Parent Company’s BOD 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
perpetual series 2 preferred shares at an offer price of P1,000.00 per share during the
period 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. The series 2 preferred shares are
redeemable in whole and not in part, in cash, at the sole option of the
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Parent Company, 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 series 2 preferred 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 series 2 preferred shares are redeemed by the Parent Company 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%.

On February 12, 2015, the SEC rendered effective the Registration Statement and
other papers and documents attached thereto filed by the Parent Company, 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 Parent Company’s 15,000,000 PFP2 Shares with par value
of P10.00 per share were issued and listed with the PSE.

Declaration of Cash Dividends
On February 3, 2015, the Parent Company’s BOD declared cash dividends to all

preferred and common shareholders of record as at February 17, 2015 amounting to
P20.00 and P1.20 per share, respectively, payable on March 3, 2015.
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The JMT Corporate Condominium

ADB Avenue, Ortigas Center, Pasig City
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Telephone: (632) 317-5000

Fax: (632) 914-8746
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SHAREHOLDER SERVICES AND ASSISTANCE

The SMC Stock Transfer Service Corporation serves as

the Company’s stock transfer agent and registrar.

For inquiries regarding dividend payments, change of address and
account status, lost or damaged stock certificates,

please write or call:

SMC STOCK TRANSFER SERVICE CORPORATION

INSTITUTIONAL INVESTOR INQUIRIES

The Company welcomes inquiries from institutional investors,
analysts, and the financial community

For such inquiries, please write or call:

SMC INVESTOR RELATIONS

SMC Head Office Complex

40 San Miguel Avenue, Mandaluyong City

1550 Metro Manila, Philippines

Telephone: (632) 632-3752

Fax: (632) 632-3313 / 632-3749

2nd Floor, SMC Head Office Complex

40 San Miguel Avenue, Mandaluyong City
1550 Metro Manila, Philippines
Telephone: (632) 632-3450 to 52

Fax: (632) 632-3535

E-mail address: smc_stsc@smg.sanmiguel.com.ph

CUSTOMER CARE

For inquiries, orders, suggestions on

our products and services, please write or call:
SAN MIGUEL CUSTOMER CARE CENTER
San Miguel Properties Center

7th St. Francis Street, Mandaluyong City

1550 Metro Manila, Philippines

Telephone: (632) 632-2000

Fax: (632) 632-7621

Toll free: 1-800-18888-7621

E-mail address:
customercare.corporate@smg.sanmiguel.com.ph
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