COVER SHEET

Li[4[8[of2f2] | [ ]

S.E.C. Registration Number

[E[uRjo]- M[E[D] [L]A[BJOJR[A[TIO[Rr [E[S| [p[H]I L] |

HNEEEEEEEEEEEEEEEEEEEEEEEE

I
PiNjelL P T TPV T TP PP TP T PP PP
I
I

HENNEEEEEEEEEEEEEEEEEEEEEEE

I
I
I
I

(Company's Full Name)

L1ofofof [UINJT|TIE[D] INJAIT[I O[N] [A[VIENJUJE] [CO[R]. ]

[SIAIN] [MIAIR[CIEJL]T [NJO] S[T]| | MIAINrfuia] | | | | ]|

(Business Address: No. Street City/Town/Province)

[Sandr a

P ineda | [5240091- 9 8

Contact Person

Month Day
Fiscal Year
2010

Dept. Requiring this Doc.

Total No. of Stockholders

Company Telephone Number

[ 7] o ] | L]

FORM TYPE Month Day
Annual Meeting

Secondary License Type, if Applicable

Amended Articles Number/Section

Domestic Foreign

Total Amount of Borrowings

To be accomplished by SEC Personnel concerned

LI LT T TP TiT]

Fite Number LCU
LT T T T T ]
Document |.D.
Cashier

: ......................... .'
i !
ISTAMPS :

i

Remarks - pls. use black ink for scanning purposes



SECURITIES AND EXCHANGE COMMISSION
SEC FORM 17-Q
ANNUAL REPORT PURSUANT TO SECTION 17

OF THE SECURITIES REGULATION CODE AND SECTION 141
OF THE CORPORATION CODE OF THE PHILIPPINES

1. For the quarterly period ended March 31, 2010

2. SEC Identification Number 148022 3. BIR Tax Identification 000-288-655V

4, Exact name of registrant as specified in its charter EURO-MED LABORATORIES PHIL., INC.

5, Philippines 6} J(SEC Use Only)
(Province, country or other jurisdiction of Industry Classification Code:
incorporation or organization)

7. 1000 United Nations Avenue cor. San Marcelino St., Manila 1000
Address of principal office postal code
8. (632) 524-0091 to 98

Issuer's telephone number, including area code

9. Not Applicable

Former name, former address and former fiscal year, if changed since last report

10. Securities registered pursuant to Sections 8 and 12 of the SRC, or Sections 4 and 8 of the RSA

lumber of Shares of Common Stock Outstandir

Title of Each Class and Amount of Debt Outstanding

Common Stock 3,543,122,000 shares



11. Are any or all of these securities listed on a Stock Exchange?
Yes{ x ] No[ ]
If yes, state the name of such stock exchange and the classes of securities listed therein:

Philippine Stock Exchange Common Stock

12. Check whether the issuer:

(a) has filed all reports required to be filed by Section 17 of the SRC and SRC Rule 17 thereunder, or
Section 11 of the RSA and RSA Rule 11(a) -1 thereunder, and Sections 26 and 141 of The
Corporation Code of the Philippines during the preceding twelve (12) months (or for such shorter
period that the registrant was required to file such reports);

Yes[x ] No[ ]

(b) has been subject to such filing requirements for the past ninety (90) days.

Yes[x ] Nol[ ]
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Item 1.

Part I — Financial Information

Financial Statements
See accompanying Interim Financial Statements.

Item 2. Management Discussion and Analysis of Financial Condition and Results of Operations

A.

In view of the current global financial condition, Euro-Med Laboratories Phil., Inc. (the company)
hereby assess its financial risk exposures on its financial instruments as of date of these financial
statements.

The company being primarily engaged in a manufacturing business have few financial
instruments, such as accounts receivable, accounts payable and notes payable, as distinguished
from a financial institution whose assets and liabilities are mostly financial instruments.

The financial risk exposures of the company are as follows:

1.

Currency or Foreign Exchange risk.

This risk arises on the financial instruments that are denominated in foreign currency other
than the functional currency (the Philippine peso) in which they are measured. Such exposure
arises from the sales of goods to export markets, importation of raw materials from foreign
countries and from differences in exchange rates between assets, liabilities and equities, which
are denominated in foreign currencies.

The Peso/Dollar exchange rate appreciates from about B 46.74/US$ 1 in January 2010 to
about £ 45.22/US$ 1 in March 2010. The company’s export sales for the periods ended
January to March 2010 and 2009 are 11% and 6% of total sales, which are denominated, in
foreign currency.

The raw materials being imported are initial inputs for producing parenteral solutions and
LDPE bottles. The Peso/Dollar exchange rate depreciation will result in an increase in the
company’s production cost. The company manages this risk by maintaining at least two (2) or
more suppliers of its material requirements, so that it would not be dependent in only one (1)
supplier and to provide room for negotiating prices for three (3) months, six (6) months or one
(1) year contracts.

The company’s overall risk management program focus on the unpredictability of financial
markets and seek to minimize potential adverse effects on the Company’s financial
performance by obtaining loans that are peso denominated only and maintaining US$
accounts whose export proceeds are maintained from which payments for imports are made.

Interest rate risk.

This risk arises on interest-bearing financial instruments recognized in the statement of
financial position, such as notes payable and acceptances payable. The company’s exposure
relates primarily to the company’s short-term and long-term debt obligations with banks.

The company’s loans as of March 31, 2010 that is exposed to interest rate risks are as follows:



Maturing within one (1) year:

Notes payable P 1,374,049,999

Acceptances payable 120,199,359 R 1,494,249,358
Maturing over one (1) year:

Notes payable 613,600,000
TOTAL P__ 2,107,849.358

The company manages its exposure in interest rate risk by closely monitoring these loans with
various banks and maximizing borrowing period based on market volatility of interest rates.

Credit risk.
This risk arises when one party to a financial instrument will cause a financial loss to the other
party by failing to discharge an obligation. The company’s exposure to this risk relates to its

deposits with banks and trade and non-trade receivables.

The maximum credit exposure of the company as of March 31, 2010 follows :

Cash in banks P 372,911,705
Trade receivables -net 1,092,039,496
Non-trade receivables 4,249,054
TOTAL P 1,469,200,255

To manage credit risk, the company maintains its bank deposits with reputable banks and
trades only with recognized and credit-worthy customers. It is the Company’s policy that all
customers who wish to trade on credit terms are subjected to credit verification process with
emphasis on their capacity, character and willingness to pay. Each customer, whether
corporate or otherwise, has an approved credit limit. These limits are reviewed regularly by
the Treasury Department, and customer balances are monitored on an ongoing basis with the
result that the company’s exposure to bad debts is not significant. Euro-Med’s customers are
hospitals, clinics, drugstores, medical distributors and traders as well as corporate/industrial
accounts. The company’s customer base is composed of more than 7300 institutions
nationwide. Hence, the company is not dependent on one or a few major customers and no
customer accounts for more than ten percent (10%) of the company’s sales and receivables.

Market risk.

This risk arises from fluctuations in the market prices of the company’s products. The
company is exposed to price risk because of the nature of its business. Euro-Med is the
leading manufacturer of intravenous fluids in the Philippines and competes with other IVF
manufacturers and importers. The risk is managed by maintaining good business relations
with customers, producing a wide-range of products and providing prompt, courteous and
efficient marketing and delivery service. Likewise, for valued customers, prices are
contracted for a long-term period.

The company does not anticipate that its high quality intravenous fluid products will decline
significantly in the foreseeable future and therefore, has not entered into derivative or other
contracts to manage the risk of a decline in market prices. The Company reviews its outlook
for market prices regularly in considering the need for active financial risk management.

Liquidity risk.

This risk arises when the company will encounter difficulty in meeting obligations associated
with financial liabilities. The Company’s exposure relates to the Company’s debt obligations



to banks, to suppliers of raw materials and services and to government regulating and taxing

authorities.

The Company’s financial liabilities as of March 31, 2010 that are exposed to liquidity risk are

as follows:

Bank loans:
Maturing within one (1) year
Maturing over one (1) year

Trade accounts payable
Acceptances payable

Income tax payable

Agency payable/accrued expenses

P 1,374,049,999
613,600,000

486,857,003
120,199,359
64,509,527
8,040,021

P 2,667,255,969

The company manages this risk (a) by maintaining sufficient cash and cash equivalents with
banks to fund the payments of currently maturing liabilities, (b) by securing credit lines from
various reputable banks and (¢) by maintaining good credit standing with banks and trade
suppliers. The Company has Omnibus Credit Lines in the aggregate amount of about P 2.0
Billion on a clean basis from various commercial banks which provided for cash borrowings
(Peso or Dollar), Export/Domestic Bills Purchase Lines, Bankers Acceptances and Letters of
Credit (with no marginal deposit at opening). These credit lines are obtained and regularly
renewed. Liquidity requirements and positions are monitored daily and monthly reports are

reviewed by the management.

B. Euro-Med’s financial instrument profile as of March 31, 2010 follows:

B.1) Classification, description and measurements applied for each:

Classification

1.1) A financial asset or financial
liability at fair value through
profit or loss (FVPL)

1.2) Held to maturity Investments
(HTM)
1.3) Loans and Receivables

1.4) Available-for-sale
Financial assets (AFS)

Description

None

None

3.1) Trade and other
receivables

3.2) Bank loans
(Notes payable &
Acceptances
payable)

3.3) Trade accounts
payable

4.1) PLDT Shares

Measurement

Not Applicable

‘Not Applicable

a) At initial recognition
—~measured at fair value

b) Subsequent
Valuation - at
amortized cost, less
impairment loss if any.

a)At initial recognition
-~ measured at fair



value
4.2)Proprietary b)Subsequent

Shares in  Casino valuation — at cost.
Espafiol de Manila

Investment in PLDT shares is a minimal amount of only R 144,000 and is obtained only in
connection with the various telephone lines required by the company. Likewise, the
investment in the proprietary shares in Casino Espafiol de Manila is only minimal at B
200,000 and is obtained for entertaining Company Clients in its restaurant.

The Company has no complex securities particularly on derivatives.

B.2) Euro-Med has no investment in foreign securities.

B.3)Euro-Med has no financial instrument in the fair value hierarchy (FVPL financial
securities).

B.4)The risks that are incorporated in the valuation of financial assets or liabilities are:
4.1) On Trade receivables —
In subsequent valuation of this account, the credit risk is considered by providing for an
estimate of probable losses on doubtful accounts when collection of the full amount is no

longer probable. The Company has provided an Allowance for doubtful accounts that
reduces the carrying value of this asset.

4.2) Bank loans (Notes payable and Acceptances payable)
Since this liability is recognized initially at an amount equal to the
principal payable at maturity and some are short-term, the interest
rate risk has no significant effect on the carrying amount of this
liability.

4.3  Trade accounts payable

Due to the short-term nature of this liability and is non-interest
bearing, the interest rate risk has no effect on its carrying amount.

B.5) Comparison of fair values (in 000)



As of March 31, 2010 As of Dec. 31, 2009

Carrying Fair Carrying Fair
Value Value Value Value
a) Financial assets
Cash 2 374,636 R 374,636 B 406,133 P 406,133
Trade & other
receivables - net 1,096,289 1,096,289 1,179,492 1,179,492
Available for sale securities
Quoted 144 144 144 144
Unquoted 200 200 200 200
Total P 1,471,269 P 1,471,269 R 1,585,969 P 1,585,969

b) Financial liabilities

Trade accounts pay able P 486,857 B 486,857 R 449,748 P 449,748

Notes payable 1,987,649 1,987,649 2,069,333 2,069,333
Acceptances pay able 120,199 120,199 141,196 141,196
Other current liabilities 8,040 8,040 33,695 33,695
Total P 2602745 B 2,602,745 P 2,693,972 B 2,693,972

B.6) Euro-Med is primarily a manufacturing company and not a financial institution. The Company
has a very minimal investment in PLDT shares, which was obtained only for its telephone line
requirements. Hence, the Company has not established any criteria to determine whether the market
for a financial instrument is active or inactive.

C. The Company’s operations have no seasonal aspects that had a material effect on the financial
condition or results of operations. The Company operates regularly for twelve (12) months during the
year and does its maintenance jobs during Sundays and holiday breaks. There are no known trends,
demands, material commitments for capital expenditures, events, or uncertainties that will have a
_ material impact on the Company’s liquidity or have a material favorable or unfavorable impact on net
sales/revenue/income from continuing operations. There are no known events that will trigger direct
or contingent financial obligation that is material to the Company, including any default or acceleration
of an obligation. There are no off-balance sheet transactions, arrangements, obligations and other
relationships of the Company with unconsolidated entities or other persons created during the reporting
period.

The Company’s top five (5) key performance indicators are:

1.) The Company’s net sales increased by 14% from P 825.2 million for the first
quarter of 2009 to P939.0 million for the first quarter of 2010. The increase in sales
was attributed to the increase in domestic and export sales. Domestic sales increased
by 7% from P 777.5 million for the first quarter of 2009 to P832.2 million for the
first quarter of 2010, while export sales increased by 124% from P47.6 million for
the first quarter of 2009 to P103.8 million for the first quarter of 2010. The increase
in sales indicator was chosen by management as it discloses the level of performance
the Company has attained against the targeted growth. The percentage change is
computed by dividing the peso increase in sales by the peso sales during the
comparable period of previous year.

2.) Gross profit from sales increased by 24% from P 226.9 million for the first
quarter of 2009 to P 282.0 million for the first quarter of 2010. Cost of goods
manufactured and sold increased by 10% from P 598.2 million for the first quarter of



2009 to P 657.0 million for the first quarter of 2010. As a percentage of net sales,
cost of goods manufactured and sold decreased from 72% for the first quarter of 2009
to 70% for the first quarter of 2010. The gross profit indicator provides information
about product selling prices relative to production costs. The percentage change in
gross profit is computed by dividing the peso increase (decrease) in gross profit by
the peso gross profit during the comparable period of previous year.

3.) Income from operations (income before finance income/cost and miscellaneous
income) increase by 12% from P89.2 million for the first quarter of 2009 to P99.8
million for the first quarter of 2010. Operating expenses (administration, selling and
distribution) increased by 32% from P137.8 million for the first quarter of 2009 to
P182.2 million for the first quarter of 2010. The increase was due to increased in
sales hence, the increase also in variable operating expenses, i.e. delivery expenses,
marketing development and entertainment expenses, commission and transportation
expenses. Operating expenses as a percentage of the Company’s net sales increased
from 17% for the first quarter of 2009 to 19% for the first quarter of 2010. Changes
in income from operations and operating expenses are management’s indicators for
the degree of control over the Company’s spending on selling, distribution and
administrative expenses. The percentage change in income from operations is
calculated by dividing the peso increase (decrease) in operating income by the peso
operating income during the comparable period of previous year. The percentage
change in operating expenses is calculated by dividing the peso increase in operating
expenses by the peso operating expenses during the comparable period of previous
year.

4.) Net Finance income/cost and miscellaneous income decreased by 2% from P48.5
million for the first quarter of 2009 to P47.6 million for the first quarter of 2010.
Changes in Net finance income/cost and miscellaneous income indicator provides
information on significant elements of income and other expenditures that did not
arise from the Company’s continuing operations. The percentage change is
calculated by dividing the peso increase(decrease) in Net finance income/cost and
miscellaneous income by the net finance income/cost and miscellaneous income
during the comparable period of previous year.

5.) Provision for income tax increased by 29% from P12.2 million for the first
quarter of 2009 to P15.7 million for the first quarter of 2010. Net income increased
by 29% from P 28.4 million for the first quarter of 2009 to P36.5 million for the first
quarter of 2010. Changes in net income are indicators of the adequacy of amount to
satisfy stockholders’ dividend and rate-of- return expectations. The percentage
change in net income is calculated by dividing the peso increase/decrease in net
income by the peso net income during the comparable period of previous year.

The Company’s total assets decreased by 1% from P6.676 billion in 2009 to P6.637
billion in 2010. Current ratio increased by 4% at 1.36:1 in 2009 and 1.41:1 in 2010,
while Equity ratio increased by 2% from 0.59:1 in 2009 to 0.60:1 in 2010.

The decrease in cash and cash equivalents was due to payment of notes payable and
the decrease in the accounts receivable was due to the collection of trade receivables.
The increase in inventory was attributed to the purchases of new products to be
distributed by the company. The increase in other non-current assets was due to the
advances to subsidiary and advances to suppliers. The increase in Accounts payable
was due to the purchases of new products to be distributed by the company. The
decrease in acceptances payable was due to the payment on trust receipts on letters of
credit for the importation of raw materials. The decrease in other current liabilities
was due to the decrease in output VAT. The decrease in Notes Payable was due to
payment of maturing loans. The income tax payable increased since the amount as of
31 December 2009, represents the audited final and adjusted income tax payable as
of the end of year 2009, while the amount as of 31 March 2010 includes the balance
as of 31 December 2009 and the unaudited estimated tax on income for the first



the first quarter of 2010. The amount of tax payable as of 31 December 2009 was
paid on April 2010.

Projection

The Company expects to increase its sales in 2010 by about15% from its local and
export sales. Majority of the increase, however, would come from its distribution
business line with a higher cost of sales. The Company is continuously expanding its
present product line to include specialty products for inhalation, ophthalmic,
irrigation and other health care purposes. The Company expects to open new export
markets in other countries and increase the number of products being exported.

The gross profit ratio is expected to decrease from 27% of sales in 2009 to about 26%
of sales in 2010 due to higher cost of sales on products, which are being distributed
by the Company. The expected gross profit in 2010 is about P 1,287 million.

The net income for 2010 is expected to increase by about 8%. As a percentage of
sales, the net income ratio is remain the same at 7% of sales in 2010 and 2009. The
expected net income in 2010 is about P333 million.

SIGNATURES

Pursuant to the requirements of the Securities Regulation Code, the issuer has duly caused this report to
be signed on its behalf by the undersigned thereunto duly authorized.

EURO-MED LABORATORIES PHILS., INC.
" By:

2

-

Georgiana S. Evidente
Presiden@w

May 12, 2010 May 12, 2010




EURO-MED LABORATORIES PHIL., INC.

STATEMENTS OF FINANCIAL POSITION

31 March 31 December
Notes 2010 2009
(Unaudited) Audited
ASSETS
Current
Cash and cash equivalents 3.4,5,6,36 P 374,635,882 406,133,407
Trade and other receivables, net 3.5,5,7,36 1,096,288,550 1,179,492,694
Inventories 3.6,8 1,163,811,343 1,061,553,025
Others 9 253,184,404 239,135,273
2,887,920,179 2,886,314,399
Non-current
Investment in subsidiary 3.7,10 107,356,940 107,356,940
Property, plant and equipment 38,11 3,470,252,075 3,506,434,290
Intangible assets 3.11,13 737,573 765,308
Others 12 170,596,296 174,997,544
3,748,942,884 3,789,554,082
TOTAL ASSETS P 6,636,863.064 6.675.868.481
LIABILITIES AND EQUITY
Current
Trade accounts payable 3.12,5,14,36 486,857,063 449,747,857
Notes payable 5,15,36 1,374,049,999 1,455,733,335
Acceptances payable 5,17 120,199,359 141,195,752
Income tax payable 3.2,32 64,509,527 48,843,429
Others 5,18 8,040,021 33,695,239
2,053,655,968 2,129,215,612
Non-current .
Notes payable 5,15 613,600,000 613,600,000
Deferred credits 3,16 5,400,000 5,400,000
619,000,000 619,000,000
Equity 2122 3,964,207,095 3,927,652,869
TOTAL LIABILITIES AND EQUITY P 6,636,863,064 6.675.868.481

The notes on pages 12- 44 are an integral part of these finanical statements.



EURO-MED LABORATORIES PHIL., INC.

STATEMENTS OF COMPREHENSIVE INCOME

For Quarter ended 31 March

Notes 2010 2009
(Unaudited) (Unaudited)

NET SALES 3.1,23 P 939,016,496 P 825,198,662
COST OF GOODS
MANUFACTURED AND SOLD 3.1,3.6,26 656,975,809 598,238,863
GROSS PROFIT 282,040,687 226,959,799
Administrative and selling expenses 28 (113,409,459) (89,870,863)
Distribution expenses 27 (68,779,332) (47,923,670)
Finance income 3.1,25 612,209 291,568
Finance cost 3.14,29 (44,759,994) (52,967,223)
Foreign exchange gain (loss) 3.16,36 (4,034,534) 3,982,427
'Miscellaneous income 3.1,24 550,746 182,732
INCOME BEFORE INCOME TAX 52,220,323 40,654,770
PROVISION FOR INCOME TAX 3.2,32 15,666,097 12,196,431
NET INCOME P 36,554,226 P 28.458,339
EARNINGS PER SHARE
Basic and Diluted 3.19,33 P 0.01 P 0.01

The notes on pages 12- 44 are an integral part of these finanical statements.
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EURO-MED LABORATORIES PHIL., INC.

STATEMENTS OF CASH FLOWS

For Quarter ended 31 March

Notes 2010 2009
(Unaudited)
CASH FLOWS FROM OPERATING ACTIVITIES
Income before income tax 52,220,323 P 40,654,770
Adjustment for:
Depreciation and amortization 3.8,11 43,119,261 42,431,870
Finance cost 3.1429 44,759,994 52,967,223
Foreign exchange( income) loss 35,5 4,034,534 (3,982,427)
Finance income 3.1,25 (612,209) (291,568)
Miscellaneous income 324 (550,746) . (182,732)
Operating income before working capital changes 142,971,157 132,071,436
Changes in assets and liabilities:
(Increase) Decrease in:
Trade and other receivables 3.5,5,7,36 83,204,144 20,341,914
Inventories 36,8 (102,258,318) (97,094,065)
Other current assets 9 (14,049,131) 3,379,211
Increase (decrease) in:
Trade accounts payable 3.12,5,14,36 37,109,206 23,363,691
Acceptances payable 5,17 (20,996,393) (23,488,820)
Other current liabilities 5,18 (25,655,218) 7,326,430
Cash generated from operations 100,325,447 65,899,797
Interest paid 3.14,29 (44,759,994) (52,967,223)
Income tax paid 32,32 (3.456,051) (12,196,431)
Interest received 3.1,25 604,659 291,568
Net cash provided by operating activities 52,714,061 1,027,711
CASH FLOWS FROM INVESTING ACTIVITIES
Payment for the acquisition of
property, plant and equipment 38,11 (6,937,048) (24,536,935)
Dividend received 25 7,550 -
Decrease (increase) in other non-current assets 3.1,12 4,401,248 (30,802,006)
Net cash used for investing activities 3.1,23 (2,528,250) (55,338,941)
CASH FLOWS FROM FINANCING ACTIVITIES
Proceeds from (payments of ) availment of notes payable 5,15,36 (81,683,336) (86,729,684)
Increase (decrease) in deferred credits 3,16 - (1,381,261)
Net cash provided by financing activities (81,683,336) (88,110,945)
NET INCREASE(DECREASE) IN CASH (31,497,525) 46,924,483
Cash and Cash Equivalents, Beginning of the Year 3.4,5,6,36 406,133,407 219,316,308
Cash and Cash Eguivalents! End of Period 345636 P 374.635.882 P 266,240,792

The notes on pages 12- 44 are an integral part of these finanical statements.
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EURO-MED LABORATORIES PHIL., INC.
Notes to Financial Statements — March 31, 2010

EURO-MED LABORATORIES PHIL., INC.

NOTES TO FINANCIAL STATEMENTS

1.

Corporate Information

Euro-Med Laboratories Phil., Inc. (Euro-Med/the Company) began its commercial production in 1991
after it has been registered with the Bureau of Food and Drugs (BFAD) to manufacture pharmaceutical
products of large and small volume parenterals and other solutions such as ophthalmic, inhalation,
irrigation and dialysis. The Company is currently the largest manufacturer of high quality intravenous
fluids in the Philippines.

Euro-Med is the Parent Company of its subsidiaries, (1) 102 E. De Los Santos Realty Co., Inc. (102
EDSA/the Subsidiary), a 100% owned firm acquired in May 2000 which is involved in leasing out
investment property, and (2) Hemotek Renal Center, Inc. (Hemotek/ the Subsidiary) a 100% owned firm
which was newly incorporated in June 2008 and is engaged as a dialysis center.

Euro-Med is a publicly listed corporation incorporated and domiciled in the Philippines. The Company
was registered with the Securities and Exchange Commission (SEC) on January 29, 1988. Its registered
office address is at PPL Building, United Nations Avenue corner San Marcelino St., Manila.

Euro-Med had its first listing on the Philippine Stock Exchange (PSE) on July 2, 1998.

Basis of preparation

The accompanying financial statements have been prepared under the historical cost convention method.
The financial statements of the Company are measured using the currency of the primary economic
environment in which the Company operates (“the functional currency”). The financial statements are
presented in Philippine Peso, which is the Company’s functional and presentation currency. All amounts
are rounded to the nearest peso unless otherwise indicated.

Statement of compliance
The Company’s financial statements have been prepared in compliance with Philippine Financial

Reporting Standards (PFRS). The term PFRS in general includes all applicable PFRS, PAS and SIC/IFRIC
interpretations which have been approved by the Financial Reporting Standards Council (FRSC) and
adopted by the SEC pronouncements.

Use of estimates and judgments

The preparation of financial statements requires the management to make judgments, estimates and
assumptions that affect the application of accounting policies and the reported amounts of resources,
liabilities, income and expenses. Actual results may differ from these egtimates.

Estimated underlying assumptions are reviewed on an ongoing basis. Revisions to accounting estimates are
recognized in the period in which the estimates is revised and in any future periods affected.

In particular, information about significant areas of estimation uncertainty and critical judgments in
applying accounting policies that have the most significant effect on the amount recognized in the financial

statements are described in note 4.

Transactions and balances

Foreign currency transactions are translated into Philippine Peso using the exchange rates prevailing at the
dates of the transactions. Foreign exchange gains and losses resulting from the settlement of such
transactions and from the translation at the year-end exchange rates of monetary assets and liabilities
denominated in foreign currencies are recognized in the income statement.

12



EURO-MED LABORATORIES PHIL., INC.
Notes to Financial Statements — March 31, 2010

Changes in accounting policies

In preparing the financial statements, the accounting policies adopted are consistent with those of previous
financial years, except the following new and revised PFRS, PAS and Interpretations of PFRS that are
effective for annual periods beginning on or after January 1, 2009:

The following amendments to existing standards and interpretation to published standards is mandatory
for accounting periods beginning on or after I January 2009:

Amendments to PAS 1:

Presentation of Financial Statements

The amendments to PAS 1 are effective beginning January 1, 2009. In accordance with the amendments to
PAS 1, the statement of changes in equity shall include only transactions with owners, while all non-owner
changes will be presented in equity as a single line with details included in a separate statement. Owners
are defined as the holders of instruments classified as equity.

In addition, the amendments to PAS 1 provides for the introduction of a new statement of comprehensive
income that combines all items of income and expense recognized in the statement of income together with
“Other comprehensive income’. The revisions specify what is included in other comprehensive income,
such as gains and losses on AFS assets, actuarial gains and losses on defined benefit pension plans and
changes in the asset revaluation reserve. Entities can choose to present all items in one statement, or to
present two linked statements, a separate statement of income and a statement of comprehensive income.
The Company has elected to present a single statement of comprehensive income.

First-time Adoption of Philippine Financial Reporting Standards - Cost of an Investment in a Subsidiary,
Jointly Controlled Entity or Associate

The amended PFRS 1 allows an entity, in its separate financial statements, to determine the cost of
investments in subsidiaries, jointly controlled entities or associates (in its opening PFRS financial
statements) as one of the following amounts: a) cost determined in accordance with PAS 27, Consolidated
and Separate Financial Statements; b) at the fair value of the investment at the date of transition to PFRS,
determined in accordance with PAS 39; or ¢) previous carrying amount (as determined under generally
accepted accounting principles) of the investment at the date of transition to PFRS.

Amendment to PAS 23, Borrowing Costs

The amendments to PAS 23 are effective beginning January 1, 2009. This Standard requires capitalization
of borrowing costs when such costs relate to a qualifying asset. A qualifying asset is an asset that
necessarily takes a substantial period of time to get ready for its intended use or sale.

Amendments to PAS 27, Consolidated and Separate Financial Statements - Cost of an Investment in a
Subsidiary, Jointly Controlled Entity or Associate

The amended PAS 27 has changes in respect of the holding companies’ separate financial statements,
including (a) the deletion of the ‘cost method’, making the distinction between pre- and post-acquisition
profits no longer required; and (b) in cases of reorganizations where a new parent is inserted above an
existing parent of the group (subject to meeting specific requirements), the cost of the subsidiary is the
previous carrying amount of its share of equity items in the subsidiary rather than its fair value. All
dividends will be recognized in profit or loss. However, the payment of such dividends requires the entity
to consider whether there is an indicator of impairment.

Amendment to PAS 32, Financial Instruments: Presentation and PAS 1, Presentation of Financial
Statements - Puttable Financial Instruments and Obligations Arising on Liquidation

These amendments specify, among others, that puttable financial instruments will be classified as equity if
they have all of the following specified features: (a) The instrument entitles the holder to require the entity
to repurchase or redeem the instrument (either on an ongoing basis or on liquidation) for a pro rata share of
the entity’s net assets, (b) The instrument is in the most subordinate class of instruments, with no priority
over other claims to the assets of the entity on liquidation, (¢) All instruments in the subordinate class have
identical features, (d) The instrument does not include any contractual obligation to pay cash or financial
assets other than the holder’s right to a pro rata share of the entity’s net assets, and (¢) The total expected
cash flows attributable to the instrument over its life are based substantially on the profit or loss, a change
in recognized net assets, or a change in the fair value of the recognized and unrecognized net assets of the
entity over the life of the instrument.
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Amendments to PFRS 2, Share-based Payment - Vesting Condition and Cancellations

The standard has been revised to clarify the definition of a vesting condition and prescribes the treatment
for an award that is effectively cancelled. It defines a vesting condition as a condition that includes an
explicit or implicit requirement to provide services. It further requires non-vesting conditions to be treated
in similar fashion to market conditions. Failure to satisfy a non-vesting condition that is within the control
of either the entity or the counterparty is accounted for as cancellation. However, failure to satisfy a non-
vesting condition that is beyond the control of either party does not give rise to a cancellation.

Amendments to PFRS 7, Financial Instruments: Disclosures - Improving Disclosures abowt Financial
Instruments

These amendments are effective beginning January 1, 2009. The amended Standard requires additional
disclosure about fair value measurement and liquidity risk. Fair value measurements related to items
recorded at fair value are to be disclosed by source of inputs using a three level fair value hierarchy, by
class, for all financial instruments recognized at fair value. In addition, a reconciliation between the
beginning and ending balance for level 3 fair value measurements is now required, as well as significant
transfers between levels in the fair value hierarchy. The amendments also clarify the requirements for
liquidity risk disclosures with respect to derivative transactions and assets used for liquidity management.
The amendments to this Standard have no significant impact on the financial statements except for the
additional disclosures presented in Note 5 to the financial statements.

PFRS 8, Operating Segments

This Standard is effective beginning January 1, 2009. This Standard adopts a full management approach to
identifying, measuring and disclosing the results of an entity’s operating segments. The information
reported would be that which management uses internally for evaluating the performance of operating
segments and allocating resources to those segments. The Company determined that the operating
segments were the same as the business segments previously identified under PAS 14, Segment Reporting.
Except for the additional disclosures, adoption of this Standard did not have any effect on the financial
position or performance of the Company.

The following Philippine Interpretations and amendment to a Philippine Interpretation and Standard which
are already effective did not have a significant impact on the financial statements of the Company:

Amendment to Philippine Interpretation IFRIC 9, Remeasurement of Embedded Derivatives and PAS 39,
Financial Instruments: Recognition and Measurement - Embedded Derivatives

Philippine Interpretation IFRIC 12, Service Concession Arrangements

Philippine Interpretation IFRIC 13, Customer Loyalty Programmes

Philippine Interpretation IFRIC 14, PAS 19, The Limit on a Defined Benefit Asset, Minimum Funding
Requirements and their Interaction

Philippine Interpretation [FRIC 16, Hedges of a Net Investment in a Foreign Operation

New Accounting Standards, Interpretations, and Amendments to Existing Standards Effective in 2010.

The Company will adopt the following standards and interpretations when these become effective. Except
as otherwise indicated, the Company does not expect the adoption of these new and amended PFRS and
Philippine Interpretations to have a significant impact on its financial statements.

Revised PFRS 3, Business Combinations and PAS 27, Consolidated and Separate Financial Statements
The revised PFRS 3 introduces a number of changes in the accounting for business combinations that will
impact the amount of goodwill recognized, the reported results in the period that an acquisition occurs, and
future reported results. The revised PAS 27 requires, among others, that (a) change in ownership interests
of a subsidiary (that do not result in loss of control) will be accounted for as an equity transaction and will
have no impact on goodwill nor will it give rise to a gain or loss; (b) losses incurred by the subsidiary will
be allocated between the controlling and non-controlling interests (previously referred to as ‘minority
interests’); even if the losses exceed the non-controlling equity investment in the subsidiary; and (c) on
loss of control of a subsidiary, any retained interest will be remeasured to fair value and this will impact
the gain or loss recognized on disposal. The changes introduced by the revised PFRS 3 must be applied
prospectively, while changes introduced by revised PAS 27 must be applied retrospectively with a few
exceptions. The changes will affect future acquisitions and transactions with non-controlling interests.
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Amendment to PAS 39, Financial Instruments: Recognition and Measurement — Eligible Hedged Items
The amendment to PAS 39 will be effective on July 1, 2009, which addresses only the designation of a
one-sided risk in a hedged item, and the designation of inflation as a hedged risk or portion in particular
situations. The amendment clarifies that an entity is permitted to designate a portion of the fair value
changes or cash flow variability of a financial instrument as a hedged item.

Philippine Interpretation IFRIC 17, Distribution of Non-cash Assets to Owners
This Interpretation covers accounting for two types of non-reciprocal distributions of assets by an entity to
its owners acting in their capacity as owners. The two types of distribution are:

a) distributions of non-cash assets (e.g., items of property, plant and equipment, businesses as defined in
PFRS 3, ownership interests in another entity or disposal groups as defined in PFRS 5); and
b) distributions that give owners a choice of receiving either non-cash assets or a cash alternative.

This Interpretation addresses only the accounting by an entity that makes a non-cash asset distribution. It
does not address the accounting by shareholders who receive such a distribution.

Philippine Interpretation IFRIC 18, Transfers of Assets from Customers

This Interpretation covers accounting for transfers of items of property, plant and equipment by entities
that receive such transfers from their customers. Agreements within the scope of this Interpretation are
agreements in which an entity receives from a customer an item of property, plant and equipment that the
entity must then use either to connect the customer to a network or to provide the customer with ongoing
access to a supply of goods or services, or to do both. This Interpretation also applies to agreements in
which an entity receives cash from a customer when that amount of cash must be used only to construct or
acquire an item of property, plant and equipment and the entity must then use the item of property, plant
and equipment either to connect the customer to a network or to provide the customer with ongoing access
to a supply of goods or services, or to do both.

Improvements to PFRSs
e In April 2009, the IASB issued its second omnibus of amendments to certain standards. Below are
the separate transitional provisions for each standard:

PFRS 2, Share-based Payment

e The contribution of a business on formation of a joint venture and combinations under common
control are not within the scope of PFRS 2 even though they are out of scope of PFRS 3 (as
revised in 2008).

PERS 5, Noncurrent Assets Held for Sale and Discontinued Operations

e Clarifies that the disclosures required in respect of non-current assets or disposal groups classified
as held for sale or discontinued operations are only those set out in PFRS 5.

e The disclosure requirements of other PFRSs only apply if specifically required for such noncurrent
assets or discontinued operations.

e Also clarifies that the general requirements of PAS 1 still apply, particularly paragraphs 15 (to
achieve a fair presentation) and 125 (sources of estimation uncertainty) of PAS 1.

PFRS 8, Segment Reporting
e Segment assets and liabilities need only be reported when those assets and liabilities are included
in measures that are used by the chief operating decision maker.

PAS 1, Presentation of Financial Statements
e The terms of a liability that could result, at anytime, in its settlement by the issuance of equity
instruments at the option of the counterparty do not affect its classification.

PAS 7, Statement of Cash Flow Statement
e  Explicitly states that only expenditure that results in a recognized asset can be classified as a cash
flow from investing activities.

PAS 17, Leases
e Removes the specific guidance on classifying land as a lease so that only the general guidance
remains.
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PAS 18, Revenue
e The IASB has added guidance (which accompanies the Standard) to determine whether an entity is
acting as a principal or as an agent. The features indicating an entity is acting as a principal are
whether the entity:
i. Has primary responsibility for providing the goods or service
ii. Has inventory risk
iii. Has discretion in establishing prices
iv. Bears the credit risk

PAS 36, Impairment of Assets
e Clarifies that the largest unit permitted for allocating goodwill acquired in a business combination
is the operating segment, as defined in PFRS 8, before aggregation for reporting purposes.

PAS 38, Intangible Assets

e If an intangible asset acquired in a business combination is identifiable only with another
intangible asset, the acquirer may recognize the group of intangible assets as a single asset
provided the individual assets have similar useful lives.

e  The valuation techniques presented for determining the fair value of intangible assets acquired in a
business combination that are not traded in active markets are only examples and are not
restrictive on the methods that can be used.

PAS 39, Financial Instruments: Recognition and Measurement

e A prepayment option is considered closely related to the host contract when the exercise price of a
prepayment option reimburses the lender up to the approximate present value of lost interest for
the remaining term of the host contract.

e The scope exemption for contracts between an acquirer and a vendor in a business combination to
buy or sell an acquire at a future date, applies only to binding forward contracts, and not derivative
contracts where further actions by either party are still to be taken.

e Gains or losses on cash flow hedges of a forecast transaction that subsequently results in the
recognition of a financial instrument or on cash flow hedges of recognized financial instruments
should be reclassified in the period that the hedged forecast cash flows affect profit or loss.

Philippine Interpretation IFRIC 9, Reassessment of Embedded Derivatives

e The IASB amended the scope paragraph of IFRIC 9 to clarify that it does not apply to possible
reassessment, at the date of acquisition, to embedded derivatives in contracts acquired in a
combination between entities or businesses under common control or the formation of a joint
venture.

Philippine Interpretation IFRIC 16, Hedge of a Net Investment in a Foreign Operation

e The amendment states that, in a hedge of a net investment in a foreign operation, qualifying
hedging instruments may be held by any entity or entities within the group, including the foreign
operation itself, as long as the designation, documentation and effectiveness requirements of PAS
39 that relate to a net investment hedge are satisfied.

Significant Accounting Policies

The accounting policies set out below have been applied consistently to all periods presented in these
financial statements, unless otherwise stated.

3.1, Revenue and Expense Recognition

Revenue is recognized to the extent that it is probable that the economic benefits will flow to the Company
and the revenue can be reliably measured. Revenue is measured at the fair value of the consideration
received, excluding discounts, rebates and other sales taxes or duty. The following specific recognition
criteria must also be met before revenue is recognized:

Sale of goods
Revenue from sale of goods is recognized upon delivery, when the significant risks and rewards of

ownership of the goods have passed to the buyer and the amounts of revenue can be measured reliably.
Revenue is measured at the fair value of the consideration receive or receivable, excluding any trade
discounts, prompt payment discounts and volume rebates.
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Rental income
Rental income is recognized in the income statement when earned in accordance with the term of the lease
agreement and on a straight-line basis over the term of the lease.

Dividend income

Dividend income is recognized when the shareholders’ right to receive payment is established. The
dividend is a cash dividend from another domestic corporation and is tax free under the Tax Code of the
Philippines.

Interest income
Revenue is recognized when it is determined that such income will accrue to the Company taking into
account the effective yield on the asset and is presented gross of applicable tax withheld by the banks.

Costs and expenses are charged to operations when incurred.
3.2. Income Taxes

Current Tax

Current tax assets and liabilities for the current and prior periods are measured at the amount expected to
be recovered from or paid to the taxation authorities. The tax rates and tax laws used to compute the
amount are those that are enacted or substantially enacted as at financial position date.

Deferred tax

Deferred tax is provided using the balance sheet liability method on temporary difference at the financial
position date between the tax bases of assets and liabilities and their carrying amounts for financial
reporting purposes. Deferred tax liabilities are recognized for all taxable temporary differences, except:

Where the deferred tax liability arises from the initial recognition of goodwill or 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

In respect of taxable temporary differences associated with investment in subsidiaries, associates and
interest in 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 foreseeable future.

The carrying amount of deferred tax assets is reviewed at each financial position 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 is to be utilized. Unrecognized deferred tax assets are reassessed at each financial
position date are recognized to the extent that it has become probable that future taxable profit will allow
the deferred tax asset to be recognized.

Deferred tax assets and liabilities are measured at the tax rates expected to apply to the year when the asset
is realized or the liability is settled, based on tax rates and tax laws that have been enacted or substantively
enacted at the financial position date.

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.

3.3. Financial Assets and Liabilities

Financial assets include cash on hand and cash equivalents and other financial instruments. Financial
instruments, other than hedging instruments, are classified into the following categories: financial assets at
fair value through profit or loss, loans and receivables, held-to-maturity investments and available-for-sale
financial assets. Financial assets are assigned to the different categories by management on initial
recognition, depending on the purpose for which the investments were acquired.
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The summary of accounting policies for financial instruments is presented below:

3.3.a. Date of recognition

Financial instruments are recognized in the statement of condition when the Company becomes a
party to the contractual provisions of the instruments. Purchases or sales of financial assets that
require delivery of assets within the time frame established by the regulation or convention in the
marketplace are recognized on the settlement date.

3.3.b. Initial recognition of financial instruments

Financial instruments are recognized initially at fair value. Except for financial instruments at fair
value through profit or loss (FVPL), the initial measurement of financial assets and liabilities
includes transaction cost. The Company classifies its financial assets in the following categories:
financial assets at FVPL, held-to-maturity (HTM) investments, Available for sale (AFS) financial
assets, and loans and receivables, The Company classifies its financial liabilities as either
financial liabilities at FVPL or other financial liabilities as appropriate. The classification depends
on the purpose for which the investments were acquired and whether they are quoted in an active
market. Management determines the classification of its investments at initial recognition and,
where allowed and appropriate, re-evaluates such designation at every reporting date.

3.3.c. Classification of financial instruments between debt and equity
A financial instrument is classified as debt, otherwise as equity, if it has a contractual obligation to:

e Deliver cash or another financial asset to another entity, or
e Exchange financial assets or financial liabilities with another entity under conditions that
are potentially unfavorable to the Company.

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

Financial instruments are classified as liabilities or equity in accordance with the substance of the
contractual arrangement. Interest, dividends, gains and losses relating to a financial instrument or
a component that is a financial liability, are reported as expense or income. Distributions to
holders of financial instruments classified as equity are charged directly to stockholder’s equity
net of any related income tax benefits.

Designation at fair value through profit or loss
The Company has designated financial assets and liabilities at fair value through profit or loss
when either:

The assets or liabilities are managed, evaluated and reported internally on a fair value basis;
The designation eliminates or significantly reduces an accounting mismatch which would
otherwise arise; or
e The asset or liability contains an embedded derivative that significantly modifies the cash
flows that would otherwise be required under the contract.
Financial assets at FVPL are not reclassified subsequent to their recognition. As of March 31, 2010
and 2009, the Company has no financial asset and financial liability at FVPL.

HTM investments

HTM investments are quoted non-derivative financial assets with fixed or determinable payments
and fixed maturities for which management has the positive intention and ability to hold to
maturity. Where the company sells other than an insignificant amount of HTM investments, the
entire category would be tainted and reclassified as AFS securities. After initial measurement,
these investments are subsequently measured at amortized cost using the effective interest rate
method, less impairment in value. 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 amortization is included in the investment income in the statement of income. Gains and
losses are amortized in income when the HTM investments are derecognized and impaired, as well
as through the amortization process. The losses arising from impairment of such investments are
recognized in the income statement.

As of March 31, 2010 and 2009, the Company has no held-to-maturity investments.
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Loans and receivables

Loans and receivables are financial assets with fixed or determinable payments and fixed
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 classified as financial assets held for trading,
designated as AFS or FVPL.

After initial measurement, loans and receivables are subsequently measured at amortized cost
using the effective interest rate method, less allowance for impairment. Amortization 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 amortization is included in the interest income in
the statement of income. The losses arising from impairment of such loans and receivables are
recognized in Provision for credit losses under the “General and administrative expense” account
in the statement of income.

AFS financial assets

AFS financial assets are those which are designated as such or do not qualify to be classified as
designated as financial assets at FVPL, HTM investment or loans and receivables. They are
purchased and held indefinitely, and may be sold in response to liquidity requirement or changes
in market conditions. These include government securities, equity investments and other debt
instruments.

After initial measurement, AFS financial assets are subsequently measured at fair value. The
effective yield component of AFS debt securities, as well as the impact of restatement on foreign
currency-denominated AFS debt securities, is reported in earnings. Interest earned on holding
AFS financial assets are reported as interest income using the effective interest rate. Dividends
earned on holding AFS financial assets are recognized in the statement of income as “Dividend
income” when the right of the payment has been established. The unrealized gains and losses
arising from the fair valuation of AFS financial assets are reported as “Reserve for fluctuation on
available-for-sale financial assets” in the equity section of the statement of financial position. The
losses arising from impairment of such investments are recognized as “Provision on impairment
losses” in the statement of income. When the security is disposed of, the cumulative gain or loss
previously recognized in equity is recognized as “Net realized gain on sale of AFS financial
assets” in the statement of income.

When the fair value of AFS financial assets cannot be measured reliably because of lack of
reliable estimates of future cash flows and discount rates necessary to calculate the fair value of
unquoted equity instruments, these investments are carried at cost.

Other financial liabilities

Issued financial instruments or their components, which are designated as financial liabilities at
FVPL are classified as other financial liabilities, where the substance of the contractual
arrangement results in the Company having an obligation either to deliver cash or another
financial assets to the holder, or to satisfy the obligation other than by the exchange of a fixed
amount of cash or another financial asset for a fixed number of own equity shares. This includes
investment contracts which mainly transfer financial risk and has no or insignificant insurance
risk.

After initial measurement, other financial liabilities are subsequently measured at amortized cost
using the effective interest rate method. Amortization cost is calculated by taking into account any
discount or premium on the issue and fees that are an integral part of the effective interest rate.

This accounting policy applies primarily to the Company’s payable to customers, accounts
payable and accrued expenses, that meets the above definition (other than liabilities covered by
other accounting standards, such as income tax payable).

3.3.d Derecognition

The Company derecognize a financial asset when the contractual rights to the cash flows from the
asset expire, or it transfers the rights to receive the contractual cash flows on the financial asset in
a transaction in which substantially all the risks and rewards of ownership of the financial asset are
transferred. Any interest in transferred financial assets that is created or retained by the Company
is recognized as a separate asset and liability.

The Company derecognizes a financial liability when the contractual obligations are discharged or
cancelled or expired.
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The Company enters into transactions whereby it transfers assets recognized on its statement of
financial position, but retained either all risks or rewards of the transferred assets or a portion of
them. If all or substantially all risks and rewards are retained, then the transferred assets are not
derecognized from the statements of condition. Transfers of assets with retention of all or
substantially all risks and rewards include, for example, securities lending and repurchase
transactions.

The Company also derecognizes certain assets when it charges off balances pertaining to the assets
deemed to be uncollectible.

3.3.e. Offsetting

Financial assets and financial liabilities are offset and the net amount reported in the statements of
condition if, and only if, the Company has a legal right to set off the recognized amounts and
intends either to settle on a net basis or to realize the asset and settle the liability simultaneously.
This is generally the case with master netting agreements; thus, the related assets and liabilities are
presented gross in the statement of condition.

Income and expenses are presented on a net basis only when permitted by the accounting
standards, or for gains and losses arising from a group of similar transactions.

3.3.f Amortized cost measurement

The amortize cost of a financial asset or liability is the amount at which the financial asset or
liability is measured at initial recognition, minus principal repayments, plus or minus the
cumulative amortization using the effective interest method of any difference between the initial
amount recognized and the maturity amount, minus any reduction for impairment.

3.3.g. Fair value measurement

The fair value for financial instruments traded in active markets at the financial position date is
based on their quoted market price or dealer price quotations (bid price for long positions and ask
price for short positions), without any deduction for transaction costs. When- current bid and
asking prices are not available, the price of the most recent transaction provides evidence of the
current fair value as long as there has been a significant change in economic circumstances since
the time of the transaction.

For all other financial instruments not listed in an active market, the fair value is determined by
using appropriate valuation techniques. Valuation techniques included net present value
techniques, comparison to similar instruments for which market observable prices exist, options
pricing models, and other relevant valuation models.

3.3 h.Impairment of Financial Instrument

The Company assesses at each financial position date whether a financial
asset or a group of financial assets is impaired.

Financial Instruments Carried at Amortized Cost

If there is objective evidence that an impairment loss on loans and  receivables carried at
amortized cost has been incurred, the amount of the 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 that have not been incurred) discounted at the financial
asset's original effective interest rate (i.e., the effective interest rate computed at initial
recognition). The carrying amount of the asset shall be reduced through the use of an
allowance account. The amount of the loss shall be recognized in the statement of
comprehensive income. The Company first assesses whether objective evidence of
impairment exists individually for financial assets that are individually significant, and
individually or collectively for financial assets that are not individually significant. If it is
determined that no objective evidence or impairment exists for an individually assessed
financial asset, whether significant or not, the asset is included in a group of financial
assets with similar credit risk characteristics and that the financial assets are collectively
assessed 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 a collective
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assessment of impairment. If, in a subsequent period, the amount of 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 by
adjusting the allowance account. The amount of the reversal is recognized in the statement
of comprehensive income. Interest income continues to be accrued on the reduced carrying
amount based on the original effective interest rate of the asset. Loans together with the
associated allowance are written off when there is no realistic prospect of future recovery
and all collateral, if any, has been realized or has been transferred to the Company. If, ina
subsequent year, the amount of the estimated impairment loss increases or decreases
because of an event occurring after the impairment was recognized, the previously
recognized impairment loss is increased or decreased by adjusting the allowance for
impairment losses account. If a future write-off is later recovered, the recovery is
recognized in the statement of comprehensive income. Any subsequent reversal of an
impairment loss is recognized in the statement of comprehensive income to the extent that
the carrying value of the asset does not exceed its amortized cost at reversal date.

Financial Instruments carried at Cost.

If there is objective evidence that an impairment loss has been incurred in an
unquoted equity instrument that is not carried at fair value because its fair value cannot be
reliably measured, or on a derivative asset that is linked to and must be settled by delivery
of such an unquoted equity instrument, the amount of the loss is measured as the difference
between the asset's carrying amount and the present value of estimated future cash flows
discounted at the current market rate of return for a similar financial asset.

Available for Sale (AFS)Financial Assets

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

3.4. Cash and Cash Equivalents

Cash includes cash on hand and in banks and revolving fund. This account is recorded at face value. Cash
equivalents are short-term, highly liquid investments that are readily convertible to known amount of cash
with original maturities of three months or less and that are subject to an insignificant risk of change in
value.

3.5. Trade and Other Receivables

3.5.a - Trade
Trade receivables are recognized and carried at original invoice amount less an estimate made for

doubtful accounts based on the review of all outstanding amounts as of financial position date. An
estimate for probable losses is made when collection of the full amount is no longer probable.

The Company has provided an allowance for doubtful accounts to take care of the estimated
possible losses, which may be incurred in the non-collection of receivables.

3.5.b._- Others

This account includes the current portions of advances and deposits, housing loan assistance, and
car loans, which are expected to be realized in the twelve (12) month period from financial
position date.
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3.6. Inventories

Inventories are valued at the lower of cost and net realizable value. Net realizable value for finished goods
and raw materials is the estimated selling price in the ordinary course of business, less estimated costs of
completion and estimated costs necessary to make the sale. In determining the net realizable value, the
Company considers any adjustments necessary for obsolescence.

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

3.6.a. - Finished Goods

Determined primarily on the basis of using the first-in, first out (FIFO) method; cost includes
direct materials and labor and a proportion of manufacturing overhead costs based on actual goods
processed and produced.

3.6.b. - Raw Materials
Cost is determined using the first-in, first-out basis.

3.7. Investment in Subsidiary

A subsidiary is an entity that is controlled by another entity known as the parent company. Subsidiary is an
entity over which the parent company has the power to govern the financial and operating policies
generally accompanying a shareholding of more than half of the voting rights. The existence and effect of
potential voting rights that are currently exercisable or convertible are considered when assessing whether
the Company controls another entity.

Upon the adoption of PAS 27, “Consolidated and Separate Financial Statements” in the beginning of the
year 2005, the Company changed its accounting method to account for its 100% investment in its
subsidiaries, 102 E. Delos Santos Realty Co., Inc. and Hemotek Renal Center, Inc. from equity method to
cost method.

3.8. Property, Plant and Equipment

Property, plant and equipment, except land, are carried at cost less accumulated depreciation and
amortization and accumulated provision for any impairment in value.

The initial cost of property and equipment comprises its purchase price and other costs directly attributable
in bringing the assets to its working condition and location for its intended use. Expenditures incurred after
the property have been put into operation, such as repairs and maintenance, are normally charged to
income in the year the costs are incurred. In situations when it can be clearly demonstrated that the
expenditures have resulted in an increase in the future economic benefits expected to be obtained from the
use of an item of property beyond its originally assessed standard of performance and the cost of such item
can be measured reliably, the expenditures are capitalized as an additional cost of the said property and
equipment.

Land is stated at cost less impairment in value; if any. The carrying values of the property, plant and
equipment are reviewed for impairment when events or changes in the circumstances indicate that the
carrying values may not be recoverable.

Depreciation is computed using the straight-line method over the following estimated useful lives of the
assets:

Land improvements 20 years
Building and improvements 30 years
Machinery and equipment 20 years
Laboratory equipment 10 years
Transportation equipment 10 years
Office furniture, equipment and improvements 10 years

The useful life and depreciation method are reviewed periodically to ensure that the period and method of
depreciation are consistent with the expected pattern of economic benefits from items of property.

When assets are retired or otherwise disposed of, the cost and the related accumulated depreciation are
removed from the accounts and any resulting gain or loss is credited or charged to current operations.
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3.9. Impairment of Non-financial Assets

The carrying amounts of the Company’s non-financial assets, other than deferred tax assets, are reviewed
at each reporting date to determine whether there is any indication of impairment. If any such indication
exists then the asset’s recoverable amount is estimated.

An impairment loss is recognized when the carrying amount of an asset or its cash-generating unit exceeds
its recoverable amount.

The recoverable amount of an asset or cash-generating unit is the greater of its value in use and its fair
value less costs to sell. In assessing the value in use, the estimated future cash flows are discounted to
their present value using the pre-tax discount rate that reflects current market assessments of the time value
of money and the risks specific to the asset.

Impairment losses recognized in prior periods are assessed at each reporting date for any indications that
the loss has decreased or no longer exists. An impairment loss is reversed 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 the statement of comprehensive income.

There is no impairment loss recognized on the company's assets in the financial statements for March 31,
2010 and 2009.

3.10. Prepaid Marketing Development Expense

This refers to the expenditure paid to customers in accordance with the terms of sales
contracts for an average period of about 2 to 5 years. The cost shall provide the customer the
amount to cover marketing development expenses in promoting the use of company products
in their institutions for the agreed monthly average purchases during the contract period. The
cost is amortized over the period of the sales contract.

3.11. Patents/Rights

Patents and rights are carried at acquisition cost and being amortized over a period of twenty (20) years.

Subsequent expenditure on intangible asset is capitalized only when it increases the future economic
benefit embodied in the specific asset to which it relates. All other expenditure is expensed when incurred.

3.12. Trade Accounts Payable

This account represents the outstanding non-interest bearing payables to suppliers of finished goods, raw
materials and other services. There are no existing advances from directors, officers and employees.

3.13. Leases

The determination of whether an arrangement is, or contain a lease is based on the substance of the
arrangement at inception date of whether the fulfillment of the arrangement conveys a right to use the

asset.
Company as a Lessee. Operating lease payments are recognized as an expense in profit or loss on a

straight-line basis over the lease term (see Note 38).

Company as a Lessor. Leases where the Company does not transfer substantially all the risks and benefits
of ownership of the asset are classified as operating leases. Initial direct costs incurred in negotiating an
operating lease are added to the carrying amount of the leased asset and recognized over the lease term on
the same bases as rental income.

3.14. Borrowing Costs

The Company accounts its borrowing costs as expenses in the period in which they are incurred, except to
the extent that they are capitalized. Accordingly, interest on loans used to finance capital expenditures is
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capitalized as part of the cost of the property during the installation/construction period. Under PAS 23,
capitalization of borrowing cost as part of the cost of an asset commences when:

e expenditures of the asset are being incurred;
e borrowing costs are being incurred ; and

e activities to prepare the asset for its intended use or sale are in progress.

Capitalization of borrowing costs ceases when substantially all the activities necessary to prepare the asset
for its intended use or sale are completed.

3.15. Research and Development Costs

Expenditure on research for activities undertaken with the prospect of gaining new scientific or technical
knowledge and understanding is recognized in profit or loss as an expense when incurred.

Expenditure on development activities, whereby research findings are applied to a plan or design for the
production of new or substantially improved product and processes, is capitalized if the product or process

is technically and commercially feasible.

3.16. Foreign Currency Transaction and Translations

Foreign currency transactions are recorded in Philippine peso based on the exchange rate prevailing at the
time of transaction. Outstanding foreign currency denominated assets and liabilities are restated based on
the exchange rate prevailing at the financial position date. Foreign exchange gain(loss) account on foreign
exchange translation represents gains and loss arising from subsequent settlements or restatements of
foreign currency denominated assets and liabilities at exchange rates different from those at which they
were recorded and are credited or charged to income.

3.17. Business Segment Information

The Company’s properties which are all located in the Philippines is primarily used in manufacturing
pharmaceutical products whether for domestic and export sales that constitute the Company’s reportable
segments, which is consistent with how the Company’s management internally disaggregate financial
information for the purpose of making internal operating decisions and evaluating performance. The
company has a customer base composed of more than 7,300 institutions nationwide. The company’s sales
are not dependent on one or a few major customers and no customer accounts more than ten (10) percent
of the company’s sales. Details of the company’s domestic and export sales are shown in Note nos. 22 and
23.

The Company’s assets are utilized for manufacturing pharmaceutical products whether for domestic or
export sales. Management considers that it is impractical to allocate such assets and related liabilities to
the business segments. Accordingly, segment assets, segment liabilities and other segment information on
cash flows and capital expenditures are not separately allocated to the business segments.

3.18. Provisions and Contingencies .

3.18.a. - Provision

Provisions are recognized when the Company has a present obligation (legal or constructive) as a
result of a past event; it is probable that an outflow of resources embodying economic benefits will
be required to settle the obligation; and a reliable estimate can be made of the amount of the
obligation.

Where the Company expects some or all of a provision to be reimbursed, for example under an
insurance contract, the reimbursement is recognized as a separate asset but only when the
reimbursement is virtually certain. The expense relating to any provision is presented in the
income statement net of any reimbursement. 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 assessments of the time value of money and where appropriate, the risks
specific to the liability. Where discounting is used, the increase in the provision due to the passage
of time is recognized as a borrowing cost.

3.18.b. - Contingencies
A contingent asset is not recognized in the financial statements but disclosed when an inflow of
economic benefits is probable. Contingent liabilities are not recognized in the financial
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statements. They are disclosed unless the possibility of an outflow of resources embodying
economic benefits is remote.

3.19. Earnings Per Share (EPS)

Basic EPS is computed by dividing net income attributable to equity holders by the weighted average
number of common shares issued and outstanding during the year, adjusted for any stock dividends
declared.

Diluted (EPS) is calculated by dividing the net income attributable to ordinary equity holders by the
weighted average number of ordinary shares outstanding during the year plus the weighted average
number of ordinary shares that would be issued on the conversion of all dilutive potential ordinary shares
into ordinary shares.

3.20. Related Party Transactions

Parties are considered to be related if one of the parties 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 subjected to common control or common
significant influence. Related parties may be individuals or corporate entities.

3.21. Events After the Financial position Date

Post year-end events that provide additional information about the Company’s position at the financial
position date (adjusting events) are reflected in the financial statements. Post year-end events that are not
adjusting events are disclosed in the notes to financial statements when material.

Significant Accounting Judgments and Estimates

The preparation of the financial statements in accordance with PFRS requires the Company to make
estimates and assumptions that affect the reported amounts of assets, liabilities, income and expenses and
disclosure of contingent assets and contingent liabilities. Future events may occur which will cause the
assumptions used in arriving at the estimates to change. The effects of any change in estimates are
reflected in the financial statements as they become reasonably determinable.

Estimates and judgments 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.

4.1. Judgments

In the process of applying the Company’s accounting policies, management has made the following
judgments, apart from those involving estimations that have the most significant effect on the amounts
recognized in the financial statements:
Classification of Financial Instruments )
The Company classifies a financial instrument, or its component parts, on initial recognition, as a
financial asset, a financial liability or an equity instrument in accordance with the substance of the
contractual arrangement and the definitions of a financial asset, a financial liability or an equity
instrument. The substance of a financial instrument, rather than its legal form, governs its
classification in the statements of financial position.
Operating Lease Commitments — Company as Lessee
The Company has operating lease agreements for its depots and office. The Company has
determined that the risks and rewards of ownership for the underlying properties have been
retained by the respective lessors. Accordingly, the leases are accounted for as operating leases.

Contingencies

The Company is currently involved in various legal proceedings. The estimate of the probable
costs for the resolution of these claims has been developed in consultation with the company's
legal counsel handling the defense in these matters and is based upon an analysis of potential
results. The Company currently does not believe that these proceedings will have a material
adverse effect on its financial position. It is possible, however, that future results of operations
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could be materially affected by changes in the estimates or in the effectiveness of the strategies
relating to these procedures.

4.2, Key sources of estimation uncertainty

The key assumptions concerning the future and other sources of estimation uncertainty at the financial
position date that have a significant risk of causing a material adjustment to the carrying amounts of
assets and liabilities within the next financial year are discussed below.

Estimated Allowance for Impairment Losses on Receivables

The Company evaluates the possibility of losses that may arise out of the non-collection of
receivables based on a certain percentage of the outstanding balance of receivable and on an
evaluation of the current status of the receivable account.

The amount and timing of recorded expenses for any period would differ if the Company made
different judgments or utilized different estimates. An increase in the allowance for impairment
losses on receivables would increase recorded operating expenses and decrease current assets.

Allowance for impairment loss on trade receivables amounted to P29,884,380 in 2010 and 2009.
Total receivables, net of allowance for impairment loss, amounted to P1096,288,550 and
P1,179,492,694 as of March 31, 2010 and 2009, respectively (see Note 7).

Estimated Useful Lives of Property and Equipment

The Company reviews annually the estimated useful lives of property and equipment based on the
period over which the assets are expected to be available for use and are updated if expectations
differ from previous estimates due to physical wear and tear, technical or commercial
obsolescence, and legal or other limits on the use of the property and equipment It is possible that
future results of operations could be materially affected by changes in these estimates brought
about by changes in the factors mentioned.

The carrying values of property and equipment as of March 31, 2010 and 2009 are disclosed in
Note 11.

Impairment of Non-Financial Assets

The Company assesses impairment on assets whenever events or changes in circumstances
indicate that the carrying amount of an asset may not be recoverable. The factors that the
Company considers important which could trigger an impairment review include the following:

o significant underperformance relative to expected historical or projected future operating
results;
significant changes in the manner of use of the assets or the strategy for overall business; and
e significant negative industry or economic trends.

The Company evaluated impairment on non-financial assets on a basis described in accounting policy 3
3.9).

No indications of impairment were noted on property and equipment as of March 31, 2010 and 2009.

Recognition of deferred tax assets

Deferred tax assets are recognized for all deductible temporary differences to the extent that it is probable
that taxable profit will be available against which these can be utilized. Significant management judgment
is required to determine the amount of deferred tax assets that can be recognized. These assets are
periodically reviewed for realization. Periodic reviews cover the nature and amount of deferred income
and expense items, expected timing when assets will be used or liabilities will be required to be reported,
reliability of historical proﬁtablhty of businesses expected to provide future earnings and tax planning
strategies which can be utilized to increase the likelihood that tax assets will be realized.

The Company reviews its deferred tax assets at each financial position date and reduces the carrying
amount to the extent that is no longer probable that sufficient taxable profit will be available to allow all or
part of the deferred tax asset to be utilized. Any deferred tax asset will be re-measured if it might result in
derecognition when the expected tax law to be enacted has a possible risk on the realization.
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Financial Assets and Liabilities

The following methods and assumptions were used to estimate the fair value of each class of financial
instrument for which it is practicable to estimate such value:

Short-term financial instruments:

Due to the short-term nature of the transactions, the carrying value of cash and cash equivalents, trade and
other receivables, trade accounts payable, acceptances payable and other current liabilities approximate
their fair values.

Available-for-sale financial assets

The fair values of publicly traded instruments and similar investments are based on quoted bid prices. The
Company’s available-for-sale financial assets represents the PLDT stocks held under the Investees’
Subscribers Investment Plan and corporate proprietary shares in Casino Espafiol de Manila (CEdM)

The fair value of PLDT shares equal its year-end book value while the fair value of the CEdM securities
cannot be reasonably be determined, thus, these are carried at cost, subject to impairment.

Long-term debt
The fair value of the long-term debt approximates its carrying value due to the quarterly repricing of the
instrument.

Fair Value Measurement

The fair value is the amount for which an asset could be exchanged, or a liability settled, between
knowledgeable, willing parties in an arm’s length transaction. In determining the fair value of its
financial assets and liabilities, the Company takes into account its current circumstances and the
costs that would be incurred to exchange or settle the underlying financial assets and liabilities.

Fair value hierarchy
The Company uses the following hierarchy for determining and disclosing the fair value of financial
instruments by valuation technique:

Quoted prices in active markets for identical assets or liabilities (level 1);
Those involving inputs other than quoted prices included in Level 1 that are observable for the
asset or liability, either directly (as prices) or indirectly (derived from prices) (level 2); and

e Those with inputs for the asset or liability that are not based on observable market data
(unobservable inputs) (level 3).

The following table sets forth the carrying values and estimated fair values of the financial assets and
financial liabilities presented per class and category as of March 31, 2010 and 2009.
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6.

2010 2009
Carrying Fair Carrying Fair
Amount Value Amount Value
Financial assets
Cash P 374,635882 P 374,635,882 P 406,133,407 P 406,133,407
Trade and other receivables
Trade-net 1,092,039,496 1,092,039,496 1,175,212,064 1,175,212,064
Non-trade 4,249,054 4,249,054 4,280,630 4,280,630
1,470,924,432 P 1470924432 1,585,626,101 P 1,585,626,101
Available-for-sale securities
Quoted 144,000 144,000 144,000 144,000
Unquoted 200,000 200,000 200,000 200,000
344,000 344,000 344,000 344,000
P 1,471,268,432 P 1,471,268,432 P 1,585,970,101 P 1,585,970,101
Financial liabilities
Trade accounts payable P 486,857,063 P 486,857,063 P 449,747,857 P 449,747,857
Notes payable 1,987,649,999 1,987,649,999 2,069,333,335 2,069,333,335
Acceptances payable 120,199,359 120,199,359 141,195,752 141,195,752
Other current liabilities 8,040,021 8,040,021 33,695,239 33,695,239

P 2,693,972,183

P 2,602,746,442 P 2,602,746,442

P 2,693,972,183

Below shows the hierarchy level of fair value of available for sale securities:

Level 1 Level 2 Level 3 Total
Available-for-sale investments P 144,000 P - P 200,000 P 344,000
Cash and Cash Equivalents
This account consists of:
2010 2009
Cash on hand/revolving fund P 1,724,177 P 1,614,177
Cash in banks 372,911,705 404,519,230

P 374,635,882 P

406,133,407

The following are the details of US$ savings deposits as of March 31, 2010 and 2009:

2010 2009
Cash in banks USD2,265,897 USD 1,292,581
Exchange rate 45.22 46.36
Amount in Peso 102,463,883 P 59,924,055
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7. Trade and Other Receivables

This account consists of:

2010 2009

Trade P 1,121,923,878 P 1,205,096,444
Others 4,249,054 4,280,630
1,126,172,931 1,209,377,074

Less: Allowance for doubtful accounts 29,884,380 29,884,380

P 1,096,288,551 P 1,179,492,694

Other receivables represents dividends receivable and other non-trade receivable.

The Company evaluates the possibility of losses that may arise out of the non-collection of receivables
based on a certain percentage of the outstanding balance of receivable and on an evaluation of the current

status of the account.

Allowance for doubtful accounts relates to trade receivables. No allowance was provided on other
receivables. The movement in the allowance for doubtful accounts follows:

2010 2009

Balance, January 1
Additional provision for the year

P 29,884,380 P 28,149,217
- 1,735,163

Balance, March 31

P 29,884,380 P‘29,884,3 80

8. Inventories

The account consists of:

2010 2009

Raw materials
Finished goods

P 191,355,150 P 206,417,137
972,456,193 855,135,888

P 1,163,811,343 P 1,061,553,025

There are no transactions or events which occurred during the year involving the following:

e Declines subsequent to financial position date in market prices of inventory not protected by firm

sales contract.

Changes in pricing methods and the effects thereof;

e Unusual purchase commitments and accrued net losses, if any, on such commitments. (Losses
which are expected to arise from firm and noncancellable commitments for the future purchase of
inventory items should, if material, be recognized in the accounts and separately disclosed in the

income statements);

e The amount of any substantial and unusual write downs.

The estimated net realizable values of inventories are as follows:

2010 2009

Raw materials
Finished goods

P 580,116,298 P 669,943,826
1,125,200,557 1,090,277,522

P 1,705,316,855 P 1,760,221,348
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9.

10.

Other Current Assets

The account consists of:

2009 2009
Advances to related party P 124,500,000 P 121,500,000
Prepaid marketing development 33,388,767 34,768,310
Bidders and performance bond 24,091,173 20,456,567
Input VAT (unamortized portion) . 19,134,847 18,314,142
Advances and deposits 17,502,849 16,867,204
Advances to officers and employees, housing and car loans 15,312,636 14,765,192
Creditable withholding VAT/tax 19,254,132 12,463,858

P 253,184,404 P 239,135,273

Advances to related party refers to advances made by the Company to its wholly owned subsidiary,
Hemotek Renal Center, Inc. which was newly incorporated in June 2008 and is engaged in dialysis center.

Prepaid marketing development refers to the current portion of the amount presented in non-current
asset- others and which are to be amortized within the next twelve (12) month period.

Bidders and Performance bond refers to cash bonds deposited with customers as required by its bidding
procedures. Bidders bond are withdrawable within thirty (30) days from completion of bidding, while
performance bonds are withdrawable within six (6) to twelve (12) months from completion of sales
contracts.

Input tax refers to the Value Added Tax (VAT) due from or paid by a VAT registered person in the course
of his trade or business on importation of goods or local purchases of goods and for services, including
lease or use of property, from a VAT - registered person. These are creditable against the output VAT on
sale of goods and services during the taxable quarter(s), except input tax for purchases of capital goods, the
aggregate acquisition cost of which in a calendar month exceeds one million pesos (P1.0 million) which
shall be spread evenly on a monthly basis over the estimated useful life of the capital goods.

Advances and deposits refer to advances to supplier of goods and services and are liquidated within the
next twelve(12) month period.

Advances to officers and employees, car, housing loan, etc. - refers to advances for company expenses
which are subject to liquidation by concerned officers/employees within the next twelve(12) month period.
Housing and car loans includes loan assistance to employees for acquisition of house or car and are
deductible from the salaries of concerned employees,

Creditable withholding VAT and TAX refers to deductions made b‘y customers from their payments for
our sales of goods and are creditable from VAT output tax, upon submission of the relative Certificate of
Withholding VAT from these customers.

Investment in Subsidiaries

The Company has two wholly owned subsidiaries. The details of the equity investments at cost method of
the Company at March 31 are as follows:

2010 2009
102 E. De Los Santos Realty Co., Inc. P 82,356,940 P 82,356,940
Hemotek Renal Center, Inc. 25,000,000 25,000,000

P 107,356,940 P 107,356,940
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11. Property, Plant and Equipment

The roll-forward analysis of this account follows:

Land and land Building and Machinery and  Transportation Total
improvements  improvements equipment equipment 4
Cost
January 1, 2010 P 39,693,201 P 415452389 P 4,554,182,811 P 12,751,750 P 5,022,080,151
Additions - 2,191,939 4,745,109 - 6,937,048
Disposals - - - - -
March 31, 2010 39,693,201 417,644,328 4,558,927,920 12,751,750 5,029,017,199
Accumulated depreciation
January 1, 2010 12,703,217 145,221,137 1,346,930,906 10,790,601 1,515,645,861
Depreciation 187,416 2,515,621 40,275,687 140,541 43,119,264
Disposals - - - - -
March 31, 2010 12,890,633 147,736,758 1,387,206,593 10,931,142 1,558,765,125
Net book value
March 31, 2010 P 26,802,568 P 269,907,570 P 3,171,721,327 P 1,820,608 P 3,470,252,074
Land and land  Building and Machinery and  Transportation Total
improvements  improvements equipment equipment N
Cost
January 1, 2009 P 39,693,201 P 383,580,561 P 4,512,163,834 P 12,751,750 P 4,948,189,346
Additions - 31,871,828 42,018,977 - 73,890,805
Disposals - - - - -
December 31, 2009 39,693,201 415,452,389 4,554,182,811 12,751,750 5,022,080,151
Accumulated depreciation
January 1, 2009 11,953,563 135,759,814 1,188,275,606 10,228,439 1,346,217,422
Depreciation 749,654 9,461,323 158,655,300 562,162 169,428,438
Disposals - - - - -
December 31, 2009 12,703,217 145,221,137 1,346,930,906 10,790,601 1,515,645,860
Net book value
December 31, 2009 P 26,989,984 P 270,231,252 P 3,207,251,905 P 1,961,149 P 3,506,434,291

Depreciation expense for the period ended March 31, 2010 and 2009 amounted to P43,119,261 and
P169,428,439 respectively, broken down as follows:

2010 2009

Charged to:
Factory overhead P 40,824,420 P 160,540,829
Distribution expenses 1,237,148 5,296,650
Administrative and selling expenses 1,057,693 3,590,960

P 43,119,261

P 169,428,439

Certain real estate and machines were used as collateral for long-term borrowings (See note 15)
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12. Other Non-Current Assets

The account at March 31 consists of:

2010 2009

Prepaid marketing development expense P 133,555,068 P 139,073,244
Advances and deposits, housing and car loans

(realizable beyond the next 12 month period) 27,731,915 26,614,987

Deferred tax asset-allowance for doubtful accounts 8,965,314 8,965,314

Available-for-sale securities : 344,000 344,000

P 170,596,297 P 174,997,545

Prepaid marketing development expenses, refer to those expenses which are to be amortized for more than
twelve months. The amount presented is net of current portion reported under current assets-others.

Advances and deposits pertain to advances to suppliers for company expenses which are subject to
liquidation beyond the next twelve (12) month period from financial position date. Housing and car loans
are deductible from salaries of concerned employees. The amount presented is net of current portion
reported under current asset-others.

Deferred tax asset refers to the deferred income tax on allowance for bad debts.

Available-for-sale securities are the Company’s investment in PLDT shares and Casino Espaiiol de
Manila. As of March 31, 2010, the fair value of the said investments equals its year-end book value.

The account consists of’

2010 2009

Philippine Long Distance Tel. Corp. (PLDT) P 144,000 P 144,000
Casino Espaiiol de Manila 200,000 200,000

P 344,000 P 344,000

The PLDT shares represents stocks held by the Company under the investee’s Subscribers Investment
Plan. This is in connection with the various telephone lines acquired by the Company. Investment in
Casino Espaifiol de Manila represents corporate proprietary shares.

The PLDT Shares are traded in PSE, while corporate proprietary shares in Casino Espaiiol de
Manila are not traded in any stock exchange. These investments are made by the Company in
connection with acquiring various telephone lines (PLDT Shares) and for the entertainment of
company clients (Casino Espafiol). These are purchased by ‘the management for the stated
purposes above and as the amount is not material, the company has no intention of disposing the
said instruments unless there is severe financial crisis.

13. Intangible Assets

Patents and rights are carried at acquisition cost and being amortized over a period of twenty (20) years.
The Company has registered tradenames and trademarks with the Department of Trade — Bureau of
Patents, Trademarks and Technology (BPTTT).

Movement in Patents rights account for the years March 31, 2010 and 2009 are as follows:
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2010 2009
Balance, beginning P 765,307 P 876,246
Addtions during the year - -
Amortizations during the period (27,734) (110,939)
Balance, ending P 737,573 P 765,308

14. Trade Accounts Payable

15.

The account relates to the outstanding payables to the Company’s suppliers of raw materials, distributed
products and other services. As of financial position date, the balances amount to P486,857,063 and
P449,747,857 for 2010 and 2009, respectively.

Notes Payable

The account consists of:

2010 2009

Notes payable - Short term P 1,229,000,000 P 1,249,000,000
Current maturing portion of Notes payable-Long term P 145,049,999 P 206,733,335
Notes payable- current P 1,374,049,999 P 1,455,733,335
Notes payable - non-current 613,600,000 613,600,000
Total P 1,987,649,999 P 2,069,333,335

Notes payable — short term represents the Company's net availments from the Omnibus
Credit lines granted by various local banks. The proceeds of the loans were used for working
capital and capital expenditures. Credit lines are available in peso or dollar availments of up
to 360 days term. Interest is payable monthly or every 60 to 90 days in arrears at prevailing
bank loan rate.

Current maturing portion of Notes payable — long term represents installments payable
within the next 12 month period.

The Notes payable — non current represents the total long-term loans net of current
maturing portion as follows:

' 2010 2009

Long-term loans P 758,649,999 P 820,333,335
Less:Current portion of long-term loans 145,049,999 206,733,335
Notes Payable - non current P 613,600,000 P 613,600,000

The long term loans pertains to the loans obtained by the Company from local banks payable
in three (3) to seven (7) years on principal amortization and interest rates are based on T-bills
plus spread. The loan proceeds were used to refinance short-term notes payable and for capital
expenditures. The loans are collateralized by a mortgage on land with an area of 36,314 sq.
meters in Cavite; building and improvements on lands; and machinery consisting of three (3)
production lines.

The details of Property, Plant and Equipment pledged as security to liabilities based on fair
market value as at current date follows:







