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Others include the Group Retirement Plans’ investments in real estate such as memorial lots
and foreclosed properties, investments in government securities, cash and cash equivalents
and receivables which earn interest.

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
P58.5 million to the Retirement Plans in 2017.

The Retirement Plans expose the Group to actuarial risks such as investment 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 partially offset
by an increase in the return on the Retirement Plans’ investments and if the return on plan
asset falls below this rate, it will create a deficit in the Retirement Plans. Due to the long-term
nature of the defined benefit retirement obligation, a level 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 defined benefit retirement obligation is
calculated by reference to the best estimates of: (1) the mortality of plan participants, both
during and after employment, 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

2016 2015
Discount rate 4.81 to 8.25 4.47109.0
Salary increase rate 7.0 to 8.0 7.0t0 8.0

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
2.8 to 10.63 years and 2.9 to 9.0 years as at December 31, 2016 and 2015, respectively.

As at December 31, 2016 and 2015, 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:

2016 2015
1 Percent 1 Percent 1 Percent 1 Percent
Increase Decrease Increase Decrease
Discount rate (#30,614) £33,183 (£27,986) £30,375
Salary increase rate 30,154 (28,398) 26,322 (24,828)

Gold increase rate 148 (225) 149 (235)
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28. Related Party Disclosures

The Parent Company and certain subsidiaries and their shareholders, in the normal course of
business, purchase products and services from one another. Transactions with related parties
are made at normal market prices and terms. Amounts owed by/owed to related parties are
collectible/will be settled in cash. An assessment is undertaken at each financial year by
examining the financial 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 at
December 31:

Revenues Purchases Amounts Amounts
from from Owed by Owed to
Related Related Related Related
Year Parties Parties Parties Parties Terms Conditions
Ultimate 2016 R40 P- B111 P— Ondemand; Unsecured;
Parent 2015 = - 50 — non-interest no impairment
Company bearing
Intermediate 2016 33,325 711,289 36,911 175,333 Ondemand; Unsecured;
Parent 2015 7,692 889,709 23,852 184,713 non-interest no impairment
Company bearing
Entities under 2016 202,712 4,966,499 278,243 1,356,373 On demand; Unsecured;
Common 2015 30,383 4,564,446 140,914 1,020,711 non-interest no impairment
Control bearing
Shareholder 2016 = 555,376 8,650 30,644 On demand; Unsecured;
in Subsidiaries 2015 - 303,923 9,986 136,564 non-interest no impairment
bearing
Total 2016 £236,077 £6,233,164 P323,915 £1,562,350
Total 2015 238,075 P5,758,078 P174,802 P1,341,988

Amounts owed by related parties consist mainly of trade and non-trade receivables.
As at December 31, 2016, amounts owed by related parties amounting to £0.3 million is
included under “Prepaid expenses and other current assets” account. Amounts owed by
related parties amounting to 8.3 million and 1.0 million as at December 31, 2016 and 2015,
respectively, are included under “Other noncurrent assets™ account.

Amounts owed to related parties consist mainly of trade and non-trade payables and
management fees.

On December 28, 2004, SMC and Monterey Foods Corporation (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, 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.
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The compensation of the key management personnel of the Group, by benefit type, follows:

2016 2015 2014
Short-term employee benefits £130,022 P128,338 P119,703
Retirement costs 7,787 10,810 9,404
P137,809 139,148 P129,107
29. Basic and Diluted Earnings Per Common Share
Basic EPS is computed as follows:
2016 2015 2014
Net income attributable to equity
holders of the Parent Company P5,682,272 P4,499,555 P3,884,521
Dividends on preferred shares for the
year 848,535 936,401 1,200,000

Net income attributable to common

shareholders of the Parent

Company (a) $4,833,737 P3,563,154 P2,684,521
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) £29.00 P21.38 P16.11

As at December 31, 2016, 2015 and 2014, the Group has no dilutive equity instruments.

30. Operating Lease Commitments

The Group as a 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:
2016 2015
Within one year £82,997 59,301
After one year but not more than five years 90,595 68,668
After five years 784,764 945,909
P958,356 P1,073,878

Rent expense recognized in profit or loss amounted to £2,061.1 million, £2,093.2 million and
P1,687.6 million in 2016, 2015 and 2014, respectively (Notes 4, 21 and 22).
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The Group as a Lessor

The Group entered into a lease agreement for the use of its machinery and equipment. The
non-cancellable operating lease has a term of three 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, 2016
within one year, and after one year but not more than five years amounted to £22.2 million.

Rent income recognized in profit or loss amounted to £22.2 million in 2016, 2015 and 2014
(Note 4).

31. 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:

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,
the 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, 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,
excluding dividends payable and statutory liabilities, and other noncurrent liabilities arise
directly from and are used to facilitate its daily operations.

The derivative instruments of the Group such as commodity options and currency forwards
are intended mainly for risk management purposes. The Group uses derivatives to manage its
exposures to commodity price and foreign currency risks arising from the operating activities.
The accounting policies in relation to derivatives are set out in Note 3 to the consolidated
financial statements.

The BOD has the overall responsibility for the establishment and oversight of the risk
management framework of the Group.

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 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
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accounting and financial controls; b) performance of the internal auditors; ¢) 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 Audit Committee also 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.

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.

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 is to 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.

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.

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 £37.0 million in 2014. 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.

As at December 31, 2016 and 2015, the Group has no more floating rate borrowings.
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Interest Rate Risk Table

As at December 31, 2015, the terms and maturity profile of the interest-bearing financial
instruments, together with its gross amounts, is shown in the table below:

December 31, 2015 <] Year 1 —2 Years Total
Fixed rate
Foreign currency-denominated
(expressed in Philippine peso) P64,809 P P64,809
Interest rate 12.85%, 12.45% and
13.27%
P64,809 P P64,809

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:

2016 2015
US Peso uS Peso
Dollar Equivalent Dollar Equivalent
Assets
Cash and cash equivalents US$4,700 £233,684 USS$2,917 P137,274
Trade and other receivables 4,241 210,863 5,603 263,677
8,941 444,547 8,520 400,951
Liabilities
Notes payable 3,160 157,115 2,246 105,697
Trade payables and other
current liabilities 10,813 537,622 21,703 1,021,343
Other noncurrent liabilities - — 1 47
13,973 094,737 23,950 1,127,087
Net foreign currency-
denominated monetary
liabilities (US$5,032) (#250,190) (US$15,430) (P726,136)

The Group reported net foreign exchange gains (losses) amounting to P20.8 million,
(P47.2 million) and 3.1 million in 2016, 2015 and 2014, respectively, with the translation of
its foreign currency-denominated assets and liabilities (Note 25). These mainly resulted from
the movements of the Philippine peso against the US dollar as shown in the following table:

Peso to US Dollar

December 31, 2016 49,720
December 31, 2015 47.060
December 31, 2014 44.720

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.
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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 income 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, 2016 and 2015.

2016
21 Increase in the US Dollar

£1 Decrease in the US Dollar

Exchange Rate Exchange Rate
Effect on Effect Effect on Effect
Income before on Equity Income before on Equity
Income Tax (Net of Tax) Income Tax (Net of Tax)
Cash and cash equivalents (B3,434) (£3,670) $3,434 £3,670
Trade and other receivables (1,106) (3,909) 1,106 3,909
(4,540) (7,579) 4,540 7,579
Notes payable - 3,160 - (3,160)
Trade payables and other
current liabilities 6,396 8,894 (6,396) (8,894)
6,396 12,054 (6,396) (12,054)
P1,856 P4,475 (P1,856) (P4,475)
2015

21 Increase in the US Dollar
Exchange Rate

P1 Decrease in the US Dollar
Exchange Rate

Effect on Effect Effect on Effect
Income before on Equity  Income before on Equity
Income Tax (Net of Tax) Income Tax (Net of Tax)
Cash and cash equivalents (B1,516) (P2,463) B1,516 P2,463
Trade and other receivables (1,780) (5,069) 1,780 5,069
(3,296) (7,532) 3,296 7,532
Notes payable = 2,246 = (2,246)
Trade payables and other
current liabilities 17,365 16,493 (17,365) (16,493)
Other noncurrent liabilities = 1 - (1)
17,365 18,740 (17,365) (18,740)
214,069 211,208 (P14,069) (P11,208)

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 marked-to-market losses; however, any loss in the
marked-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.
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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.

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.

Carrying Contractual 1 Year >1 Year - =>2 Years - Over
2016 Amount  Cash Flow or Less 2 Years 5 Years 5 Years
Financial Assets
Cash and cash equivalents £7,539,514 £7,539.,514 £7,539,514 - P P
Trade and other receivables - net 11,252,266 11,252,266 11,252,266 - - -

Derivative assets (included under

“Prepaid expenses and other

current assets” account) 7,062 7,062 7,062 - - -
AFS financial assets (included

under “Other noncurrent assets”

account) 12,016 12,016 - - - 12,016
Noncurrent receivables and deposits

(included under “Other

noncurrent assets” account) 61,547 61,547 - 32,832 10,466 18,249
Financial Liabilities
Notes payable 5,125,851 5,132,930 5,132,930 - - -

Trade payables and other current

liabilities (excluding dividends

payable, derivative liabilities and

statutory liabilities) 16,827,904 16,827,904 16,827,904 - - -
Derivative liabilities (included

under “Trade payables and other

current liabilities™ account) 176,214 176,214 176,214 - - -

Carrying  Contractual 1 Year =1 Year - =2 Years - Over

2015 Amount Cash Flow or Less 2 Years 5 Years 5 Years
Financial Assets

Cash and cash equivalents PO,283,850  P9283.850 P9,283.850 P B- B-

Trade and other receivables - net 10,164,379 10,164,379 10,164,379 - - -

Derivative assets (included under

“Prepaid expenses and other

current assets” account) 10,378 10,378 10,378 - - -
AFS financial assets (included

under “Other noncurrent assets”

account) 10,682 10,682 - - = 10,682
Noncurrent receivables and deposits

(included under “Other

noncurrent assets” account) 28,084 28,084 = 2,309 1,119 24,656
Financial Liabilities
Notes payable 3,576,155 3,579,062 3,579,062 - - -

Trade payables and other current

liabilities (excluding dividends

payable, derivative liabilities and

statutory liabilities) 15,751,674 15,751,674 15,751,674 - - -
Derivative liabilities (included

under “Trade payables and other

current liabilities™” account) 64,384 64,384 64,384 - = o
Current maturities of long-term debt
- net of debt issue costs 64,809 72,701 72,701 - = =

Other noncurrent liabilities
(excluding retirement liability) 40 40 - 40 = =
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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 Group’s 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.

The Group obtains collateral or arranges master netting agreements, where appropriate,
so that in the event of default, the Group would have a secured claim.

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 without considering
the effects of collaterals and other risk mitigation techniques, is presented below:

Note 2016 2015

Cash and cash equivalents
(excluding cash on hand) 7 P7,528,756 P9,271,416
Trade and other receivables - net 8 11,252,266 10,164,379
Derivative assets 32 7,062 10,378
AFS financial assets 32 12,016 10,682
Noncurrent receivables and deposits 32 61,547 28,084

P18,861,647  P19,484,939




NURTURING

APPETITES

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.

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:

e 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.

e 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.

e 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.

133
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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 reserve, fair value reserve, reserve for retirement plan,
revaluation increment and other equity reserves 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 monitors capital on the basis of debt-to-equity ratio, which is calculated as total
debt divided by total equity. Total debt is defined as total current liabilities and total
noncurrent liabilities, while equity is total equity as shown in the consolidated statements of
financial position.

The Group is not subject to externally-imposed capital requirements.

32. 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, 2016 and 2015:

2016 2015
Carrying
Amount Fair Value Carrying Amount Fair Value
Financial Assets
Cash and cash equivalents £7,539,514 £7,539,514 £9,283,850 £9,283,850
Trade and other receivables - net 11,252,266 11,252,266 10,164,379 10,164,379

Derivative assets (included under

“Prepaid expenses and other

current assets” account) 7,062 7,062 10,378 10,378
AFS financial assets (included

under "Other noncurrent assets”

account) 12,016 12,016 10,682 10,682
Noncurrent receivables and

deposits (included under “Other

noncurrent assets” account) 61,547 61,547 28,084 28,084
Financial Liabilities
Notes payable 5,125,851 5,125,851 3,576,155 3,576,155

Trade payables and other current

liabilities (excluding dividends

payable, derivative liabilities

and statutory liabilities) 16,827,904 16,827,904 15,751,674 15,751,674
Derivative liabilities (included

under “Trade payables and

other current liabilities”

account) 176,214 176,214 64,384 64,384
Current maturities of long-term
debt - net of debt issue costs - - 64,809 66,920

Other noncurrent liabilities
(excluding retirement liability) - - 40 40
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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 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.

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 foreign currency-denominated loans range from 8.13% to 9.10% as at
December 31, 2015. 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.

As at December 31, 2016 and 2015, the Group has no outstanding bought and sold options
covering its wheat and soybean meal requirements.

Embedded Derivatives

The Group’s embedded derivatives include currency forwards embedded in non-financial
contracts. As at December 31, 2016 and 2015, the total outstanding notional amount of such
embedded currency forwards amounted to US$85.0 million and US$73.0 million,
respectively. These non-financial contracts consist mainly of foreign currency-denominated
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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, 2016 and
amounted to

2015, the net negative fair value of these embedded currency forwards
£169.2 million and £54.0 million, respectively.

The Group recognized marked-to-market losses from freestanding and embedded derivatives
amounting to 203.4 million, 2123.0 million and 219.1 million in 2016, 2015 and 2014,

respectively (Note 25).

Fair Value Changes on Derivatives
The net movements in fair value of all derivative instruments are as follows:

2016 2015
Balance at beginning of year (B54,006) (P42,888)
Net changes in fair value of derivatives not
designated as accounting hedges (203,394) (122,993)
(257,400) (165,881)
Less fair value of settled instruments (88,248) (111,875)
Balance at end of year (P169,152) (P54,006)

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 wvalue 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:

2016 Level 1 Level 2 Total
Financial Assets

Derivative assets B 27,062 £7,062
AFS Financial assets 10,640 1,376 12,016
Financial Liabilities

Derivative liabilities - 176,214 176,214
2015 Level 1 Level 2 Total
Financial Assets

Derivative assets P- P10,378 P10,378
AFS Financial assets 9,599 1,083 10,682
Financial Liabilities

Derivative liabilities - 64,384 64,384

The Group has no financial instruments valued based on Level 3 as at December 31, 2016 and
2015. 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 measurement.
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33. 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.

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 2016 and 2015.

There were no expenses for share-based payments that were paid and charged by SMC to the
Group in 2016, 2015 and 2014.

34. 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:

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

e 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.

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

Total tolling expenses in 2016, 2015 and 2014 amounted to £7,309.2 million,
P6,733.4 million and P6,406.4 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.
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¢)

d)

e)

Commitments
The outstanding capital and purchase commitments of the Group as at December 31, 2016
and 2015 amounted to 16,795.1 million and £13,805.4 million, respectively.

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 (Executive Order no. 226), GBGTC
is entitled to incentives which include, among others, income tax holiday (ITH) for a
period of four years from July 2013 until July 2017.

SMFI

SMEFT’s (formerly Monterey) Sumilao Hog Project (Sumilao Project) was registered with
the BOI on a pioneer status as New Producer of Hogs on July 30, 2008 under Registration
No. 2008-192. In accordance with the provisions of the Omnibus Investment Code of
1987 (Executive Order No. 226), the Sumilao Project was entitled to incentives which
include, among others, ITH for a period of six years, extendable under certain conditions
to eight years.

SMEFTI’s six-year ITH for the Sumilao Project ended on January 31, 2015. SMFI’s
application for one year extension of ITH from February 1, 2015 to January 31, 2016 was
approved by the BOI on May 20, 2016. SMFI management decided to no longer apply
for the second year extension of ITH.

Foreign Exchange Rate

The foreign exchange rates used in translating the US dollar accounts of foreign
subsidiaries to Philippine peso were closing rates of 249.72 and 47.06 in 2016 and 2015,
respectively, for consolidated statements of financial position accounts; and average rates
of P47.48, P45.50 and P44.39 in 2016, 2015 and 2014, respectively, for income and
expense accounts.

Certain amounts 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.

35. Events After the Reporting Date

On February 2, 2017, the Parent Company’s BOD declared cash dividends to all common
shareholders of record as at February 17, 2017 amounting to 1.50 per share payable on
March 1, 2017. SMPFC’s BOD likewise declared on February 2, 2017 cash dividends to all
preferred (series 2) shareholders of record as at February 17, 2017 amounting to
P14.14225 per share payable on March 13, 2017.
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