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STATEMENT OF MANAGEMENT'’S RESPONSIBILITY FOR

FINANCIAL STATEMENTS

The management of Euro-Med Laboratories Phil., Inc. is responsible for all

information and representations contained in the consolidated financial state-

ments for the years ended December 31, 2007, 2006 and 2005. The consolid-

The Board of Directors reviews the consolidated financial statements be-
fore such statements are approved and submitted to the stockholders of the

company.

For the years ended 31 December 2007, 2006, the consolidated financial
statements of the Company have been audited by Mercado, Calderon, Jara-
vata & Co., Certified Public Accountants, and for the year ended 31 Decem-
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INDEPENDENT AUDITORS’ REPORT

The Shareholders and the Board of Directors
Euro-Med Laboratories Phil., Inc. and Subsidiary
PPL Building, United Nations Avenue cor.

San Marcelino St., Manila

Report on the Financial Statements

We have audited the accompanying consolidated financial statements of Euro-Med Laboratories
Phil., Inc. and Subsidiary which comprise the consolidated balance sheets as of December 31, 2007
and 2006 and the related consolidated statements of income and expenses, changes in equity and cash
flows for the years then ended, and a summary of significant accounting policies and other explanatory
notes.

The consolidated financial statements as of and for the year ended December 31, 2005, which were
presented for comparative purposes were examined and reported on by another independent auditors
whose report dated April 5, 2006, expressed an unqualified opinion thereon.

N

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these consolidated financial
statements in accordance with Philippine Financial Reporting Standards. This responsibility includes:
designing, implementing and maintaining internal control relevant to the preparation and fair
presentation of financial statements that are free from material misstatement, whether due to fraud or
error: selectine and apnlving. aooronriate accounting policies; and making accounting estimates that are

reasonable in the circumstances.

Auditors’ Responsibility

Our responsibility is to express an opinion on these consolidated financial statements based on our
audit. We conducted our audit in accordance with Philippine Standards on Auditing. Those standards
require that we comply with ethical requirements and plan and perform the audit to obtain reasonable
assurance whether the financial statements are free from material misstatement. An audit involves
performing procedures to obtain audit evidence about the amounts and disclosures in the financial
statements. The procedures selected depend on the auditor’s judgment, including the assessment of the
risks of material misstatement of the financial statements, whether due to fraud or error. In making
those risk assessments, the auditor considers internal control relevant to the entity’s preparation and fair
presentation of the financial statements in order to design audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the entity’s
internal control. An audit also includes evaluating the appropriateness of accounting policies used and
the reasonableness of accounting estimates made by management, as well as evaluating the overall
presentation of the financial statements.

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



Opinion

In our opinion, the consolidated financial statements present fairly, in all material respects, the financial
position of Euro-Med Laboratories Phil,, Inc. and Subsidiary as of December 31, 2007 and 2006,
and of its financial performance and its cash flows for the years then ended in accordance with
Philippine Financial Reporting Standards.

MERCADO CALDERON JARAVATA & CO.

NAPOLEON AL CALDERON
Partner (signing for the firm)
PRC Registration No. 041369
Issued on June I, 1980

Effective until September 17, 2009
TIN no. 102-921-214

P.T.R. No. 0997757

Issued on January 16, 2008
Makati City

BIR A.N. 08-003338-1-2006
Issued on July 2006

Effective until July 2009

SEC Accreditation No. 0060-AR-
Issued on February 2, 2007
Effective until 1 February 1, 2010

April 9, 2008
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INDEPENDENT AUDITORS’ REPORT

The Shareholders and the Board of Directors
Euro-Med Laboratories Phil., Inc. and Subsidiary
PPL Building, United Nations Avenue cor.

San Marcelino St., Manila

We have audited the financial statements of Euro-Med Laboratories Phil., Inc. and Subsidiary as of December
31, 2007, on which we have rendered the attached report dated Apri¥9, 2008.

In compliance with Securities Regulation Code Rule 68, we are stating that the above Company has a total of
five hundred eighty six (586) shareholders owning one hundred (100) or more shares each.

MERCADO, CALDERON, JARAVATA & CO.

Partner (Signihg/for the firm)
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ASSETS BY y L r
N/ T -
Current L_
Cash and cash equivalents 28,4 P 303,183,128 P 278,927,935 P 171,413,350
Trade and other receivables, net 2.10,5 792,133,157 685,906,844 564,820,124
Inventories 21,6 471,179,050 466,324,801 361,166,960
Qthers 2.14,7 89,095,906 48,045,681 41,564,640
1,655,591,241 1,479,205,261 1,138,965,074
Non-current
Property, plant and equipment 2.12,8 3,897,082,436 3,978,494,590 3,951,483,641
Others 2.14-15,9 178,221,276 159,559,801 135,552,898
4,075,303,713 4,138,054,391 4,087,036,539
TOTAL ASSETS P 5,730,894,954 P 5617,259,652 P 5,226,001,613
LIABILITIES AND EQUITY
Current
Trade accounts payable 2.16, 10 P 67,111,043 P 90,066,396 P 47,853,380
Notes payable 2.18, 1 1,407,266,667 1,109,666,667 1,032,000,000
Acceptances payable 12 95,207,403 112,801,119 55,733,080
Income tax payable 221,3.3,29 55,554,215 50,836,808 47,440,452
Instaliment contract payable 13 2,265,502 2,117,291 1,978,777
Others 14 26,607,634 34,953,619 11,452,262
1,654,012,464 1,400,441,900 1,196,457,951
Non-current
Notes payable 218,11 585,999,998 988,866,665 1,062,000,000
Installment contract payable 13 149,255,904 151,521,406 153,638,697
Deferred credits 15 5,400,000 5,400,000 2,700,000
740,655,902 1,145,788,071 1,218,338,697
Equity 17,18, 19 3,336,226,588 3,071,029,681 2,811,204,965

TOTAL LIABILITIES AND EQUITY

P 5,730,894,954

P 5,617,259,652

P 5,226,001,613

The notes on pages 7 to 37 are an integral part of these financial statements.

Mercavo Catoeson Jamvata& Co 3



EURO-MED LABORATORIES PHIL., INC. AND SUBSIDIARY

STATEMENTS OF INCOME AND EXPENSES

Years Ended 31 December

Notes 2007 2006 2005
NET SALES 217,20 P 2,372,254,262 P 2,173,164,046 P 1,668,561,937
COST OF GOODS
MANUFACTURED AND SOLD 23 1,299,198,445 1,112,289,632 783,132,792
GROSS PROFIT 1,073,055,817 1,060,874,414 885,429,145
Administrative and selling expenses 24 (274,225,473) (256,183,343) (205,309,619)
Distribution expenses 25 (167,816,405) (156,145,678) (128,722,877)
Finance income 2.17,21 2,755,307 3,153,795 1,877,780
Finance costs 26 (217,620,994) (248,044,076) (190,497,262)
Foreign exchange gain(loss) 2.20,33 (12,421,163) (7,882,758) -
Miscellaneous 22 3,231,407 3,997,365 1,497,324
INCOME BEFORE INCOME TAX 406,958,496 399,769,719 364,274,491
PROVISION FOR INCOME TAX 2.21,3.3,2¢ 142,461,849 139,945,003 118,403,872
NET INCOME P 264,496,647 P 259,824,716 P 245,870,619
EARNINGS PER SHARE
Basic and Diluted 2.22,30 P 0.09 P 0.10 P 0.11

The notes on pages 7 to 37 are an integral part of these financial statements.

Mercaoo CaLoeron Jaravata & Co
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EURO-MED LABORATORIES PHIL., INC. AND SUBSIDIARY

STATEMENTS OF CASH FLOWS

Years ended December 31

Notes 2007 2006 2005
CASH FLOWS FROM OPERATING ACTIVITIES
Income before income tax P 406,958,496 P 399,769,719 P 364,274,491
Adjustment for:
Depreciation and amortization 8,23 166,179,888 164,459,954 140,393,662
Finance costs 26 217,620,997 248,044,076 190,497,262
Provision for bad debts 24 3,653,208 3,838,828 3,983,499
Foreign exchange (gain) loss 220,33 12,421,163 7,882,758 -
Finance income 217,21 (2,755,307) (3,153,795) (1,877,780)
Miscellaneous income 22 (3,231,407) (3,997,365) (1,497,324)
Prior year adjustments 16 700,260 - (819,482)
Operating income before working capital changes 801,547,298 816,844,175 694,954,328
Changes in assets and liabilities:
Increase in:
Trade and other receivables 5 (106,379,521)  (121,086,720)  (129,745,537)
Inventories 6 (4,854,249) (105,157,841) (66,081,605)
Other current assets 7 (41,050,225) (6,481,041) (23,417,803)
Increase (decrease) in:
Trade accounts payable 10 (22,955,353) 42,213,016 (8,861,351)
Acceptances payable 12 (17,593,716) 57,068,039 691,392
Other current liabilities 14 (8,345,985) 23,501,357 (3,822,755)
Cash generated from operations 600,368,248 706,900,985 463,716,669
Interest received 2,743,842 3,132,798 1,863,925
Income taxes paid (146,934,198) (133,380,006) (105,531,744)
Interest paid (221,117,879)  (264,768,168)  (188,661,081)
Net cash provided by operating activities 235,060,013 311,885,609 171,387,769
CASH FLOWS FROM INVESTING ACTIVITIES
Payment for the acquisition of
property, plant and equipment 8 (84,767,737)  (185,624,827)  (466,152,321)
Dividend received 8,350 6,150 8,550
Decrease (increase) in other non-current assets 9 (18,661,475) (24,006,903) (25,168,927)
Net cash used in investing activities (103,420,862)  (209,625,580)  (491,312,698)
CASH FLOWS FROM FINANCING ACTIVITIES
Net proceeds from availment of notes payable (105,266,667) 4,533,332 339,000,000
Payment on installment contract payable 13 (2,117,291) (1,978,777) (1,849,324)
Increase (decrease) of deferred credits 15 - 2,700,000 (2,700,000)
Net cash provided by (used in) financing activities (107,383,958) 5,254,555 334,450,676
NET INCREASE IN CASH AND CASH EQUIVALENTS 24,255,193 107,514,584 14,525,747
CASH AND CASH EQUIVALENTS, BEGINNING OF YEAR 4 278,927,934 171,413,350 156,887,603
CASH AND CASH EQUIVALENTS, END OF YEAR 28,4 P 303,183,127 P 278,927,934 P 171,413,350

_ The notes on pages 7 to 37 are an integral part of these financial statements.

MERCADO CALDERON JARAVATA & CO 6



EURO-MED LABORATORIES PHIL., INC.
AND SUBSIDIARY

NOTES TO FINANCIAL STATEMENTS

1.

Corporate information

Euro-Med Laboratories Phil., Inc. (Euro-Med/the Parent) 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. Euro-Med is currently the largest manufacturer of high quality intravenous fluids in the
Philippines.

The consolidated financial statements of the Company for the years ended December 31, 2007, 2006 and
2005 comprised of the Parent and its only subsidiary, 102 E. De Los Santos Realty Co., Inc. (102
EDSA/the Subsidiary), a 100% owned firm acquired in May 2000. The Subsidiary is involved in leasing
out investment property.

Euro-Med is a publicly listed corporation incorporated and domiciled in the Philippines. The Parent
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 cor. San Marcelino St., Manila.

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

102 EDSA was incorporated in the Philippines and registered with the Securities and Exchange
Commission on May 23, 1975. Its registered office address is at 102 E. Delos Santos Avenue,
Mandaluyong City.

These financial statements have been authorized for issue by the Board of Directors on April 9, 2008.

Summary of significant acco:mting policies

The principal accounting policies applied in the preparation of the financial statements are set out below.
These policies have been consistently applied to all the years presented, unless otherwise stated.

2.1 Basis of Preparation

The consolidated financial statements have been prepared on a historical cost basis which are presented in
Philippine peso. Amounts are rounded off to the nearest peso, except when otherwise indicated.

The preparation of consolidated financial statements in conformity with PFRS requires management to
make judgments, estimates and assumptions that affect the application of policies and reported amounts
of assets, liabilities, income and expenses. The estimates and associated assumptions are based on
historical experience and various other factors that are believed to be reasonable under the circumstances,
the results of which form the basis of making the judgments about the carrying values of assets and
liabilities that are not readily apparent from other sources. Actual results may differ from those estimates.
The areas involving a higher degree of judgment or complexity, or areas where assumptions and estimates
are significant to the financial statements are disclosed in Note 3.

The estimates and underlying assumptions are reviewed on an ongoing basis. Revisions to accounting
estimates are recognized in the period in which the estimate is revised if the revision affects only that
period, or in the period of the revision of future periods if the revision affects both current and future
periods.

Mercano CaLperon Jaravata& Co 7



EURO-MED LABORATORIES PHIL., INC. AND SUBSIDIARY
Notes to Fil jal S s — D ber 31, 2007

2.2 Statement of Compliance

The consolidated financial statements were prepared in accordance with the Philippine Financial
Reporting Standards (PFRS). The term PFRS includes all applicable PFRS, Philippine Accounting
Standards (PAS) and interpretations which have been approved by the Accounting Standards Council
(now called, Financial Reporting Standards Council or FRSC) and adopted by the SEC, including SEC
pronouncements.

2.3 Basis of Consolidation

The consolidated financial statements include the financial statements of the Parent Company and its
wholly owned subsidiary for each year presented. The financial statements of the subsidiary were
prepared in November 30, 2007, 2006 and 2005 using the same accounting policies.

Subsidiary

Subsidiary is an entity that is controlled by another entity known as the parent company. Control exists
when the Company has the power, directly or indirectly, to govern the financial and operating policies of
an entity so as to obtain benefits from its activities. In assessing control, potential voting rights that
presently are exercisable or convertible are taken into account. The financial statements of the subsidiary
is included in the consolidated financial statements of the Company from the date that control commences,
being the date of acquisition, until the date that control ceases.

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
subsidiary, 102 E. Delos Santos Reaity Co., Inc,, from equity method to cost method.

The consolidated financial statements are prepared using uniform accounting policies for like transactions
and other events in similar circumstances. All significant intercompany transactions and balances are
eliminated in the consolidation.

The cost of an acquisition is fieasured at the fair value of the assets given, equity instruments issued and
liabilities incurred or assumed at the date of exchange, plus cost directly attributable to the acquisition.
Identifiable assets acquired and liabilities and contingent liabilities assumed in a business combination are
measured initially at their fair value at the acquisition date, irrespective of the extent of any minority
interest.

Any excess of the cost of the business combination over the Parent’s interest in the net fair value of the
Subsidiary’s identifiable assets, liabilities and contingent liabilities represents goodwill.

2.4 Functional and Presentation Currency

The consolidated financial statements of the Company are measured using the currency of the primary
economic environment in which it operates ("the functional currency”). The consolidated financial
statements are presented in Philippine peso, which is the Company’s functional and presentation
currency. All values are rounded to the nearest peso unless otherwise indicated.

2.5 Use of Estimates and Judgments

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

2.6 Changes in Accounting Policies

The accounting policies adopted are consistent with those of the previous financial years except that the
Company has adopted the following new and amended PFRS and Philippine Interpretations from
International Financial Reporting Interpretation Committee (IFRIC) during the year. Adoption of these
revised standards and interpretations did not have any effect on the Company’s consolidated financial
statements. These, however, required additional disclosures on the financial statements.

Mercano CALDERON Jaravata & Co 8



EURO-MED LABORATORIES PHIL., INC. AND SUBSIDIARY
Nores to Financial Statements — December 31, 2007

e PFRS 7, Financial Instruments - Disclosures. PFRS 7 includes all of the disclosure requirements relating
to financial instruments and will replace the disclosure section of PAS 32 Financial Instruments:
Disclosure and Presentation and all of PAS 30 Disclosures in the Financial Statements of Banks and
Similar Financial Institutions. PAS 32 will then contain only presentation requirements for financial
instruments. The most significant additional disclosure requirements of PFRS 7 {compared to PAS 32 and
PAS 30) are as follows: (a) qualitative risk disclosures are to include information on the processes that an
entity uses to manage and measure its risks, (b) quantitative data about the exposure to each type of risk
(including credit risk, liquidity risk and market risk) arising from financial instruments, (c) information
about the credit quality of financial assets that are neither past due nor impaired, (d) an analysis of
financial assets that are past due or impaired, including a description of collateral held as security and its
fair value, (e) a market risk sensitivity analysis which includes the effect of a reasonably possible change
in the risk variables, along with the methods and assumptions used in preparing the analysis. The adoption
of the Standard did not have a direct impact on the amounts included in the Company’s financial
statements. However, the new Standard resulted to changes in the financial instrument disclosures
included in the Company’s financial statements.

o Amendments 1o PAS 1, Presentation of Financial Statements - Capital Disclosure. This amendment,
which is effective for annual periods beginning on or after January 1, 2007, requires entities to disclose
information that enables readers to evaluate the entity’s objectives, policies and processes for managing
capital. The disclosures are based on information provided internally to key management personnel, and
will include: (a) the objectives, procedures and policies used to manage capital (b) a description of what
the entity manages as capital, the nature of any externally imposed capital requirements (if any) and how
it meets objectives for managing capital, (¢) quantitative information about what the entity manages as
capital and any changes from the prior period, (d) whether the entity complied with externally imposed
capital requirements and the consequences of any non-compliance, (if applicable). Additional disclosures
required were included in the financial statements, where applicable.

e Philippine Interpretation IFRIC 7, Applying the Restatement Approach under PAS 29, Financial
Reporting in Hyperinflationary Economies” — the Company adopted the interpretation in 2007 which
requires that when a country becomes hyperinflationary, PAS 29 must be applied as if the country had
always been hyperinﬂationar)7 and it provides guidance on calculating deferred taxes and comparatives.

e Philippine Interpretation IFRIC 8, - "“Scope of PFRS 2" - This interpretation requires PFRS 2 to be
applied to any arrangements in which the entity cannot identify specifically some or all of the goods
received, in particular where equity instruments are issued for consideration which appears to be less than
fair value.

o IFRIC 9, Reassessment of Embedded Derivatives. The Interpretation clarifies whether an entity should
reassess whether an embedded derivative needs to be separated from the host contract after the initial
hybrid contract is recognized. It concludes that reassessment is prohibited unless there is a change in the
terms of the contract that significantly modifies the cash flows that otherwise would be required under the
contract, in which case reassessment is required. As the Company has no such transactions, this
interpretation did not have any effect on the financial statements.

e IFRIC 10, Interim Financial Reporting and Impairment. IFRIC 10 addresses an inconsistency between
PAS 34, Interim Financial Reporting and the impairment requirements relating to goodwill in PAS 36,
Impairment of Assets and equity instruments classified as available for sale in PAS 39 Financial
Instruments: Recognition and Measurement. The Interpretation states that the specific requirements of
PAS 36 and PAS 39 take precedence over the general requirements of PAS 34 and, therefore, any
impairment loss recognized for these assets in an interim period may not be reversed in subsequent
interim periods. The adoption of this interpretation did not have any effect on the financial statements of

the Company.

Mercapo CaLperon Jaravata& Co 9



EURO-MED LABORATORIES PHIL., INC. AND SUBSIDIARY
Notes to Financial Statements — December 31, 2007

2.7 Future Changes in Accounting Policies

The following are the new accounting standards, amendments to existing standards and interpretations
that will become effective subsequent to 2007.

e PFRS 8, Operating Segments (effective for annual periods beginning on or after January 1, 2009)
adopts a management approach to reporting segment information. PFRS 8 will replace PAS 14,
Segment Reporting.

e Amendment to PAS 23, Borrowing Costs (effective for annual periods beginning on or after January 1,
2009)

o Amendment to PAS 1, Presentation of Financial Statements, which will be effective for annual periods
beginning on or after January 1, 2009, introduces new disclosures to aggregate information in the
financial statements on the basis of shared characteristics. Additional disclosures required by this
amendment will be included in the financial statements when this amendment is adopted.

e Amendment to PAS 32 and PAS 1. Puttable Financial Instruments, (will be effective for annual
period beginning on or after January 1, 2009). The amendment to PAS 32 requires certain puttable
instruments and obligations arising on liquidation to be classified as equity if certain criteria are met.
The amendment to PAS requires disclosure of certain information relating to puttable instruments
classified as equity. The Company does not expect these amendments to impact the financial
statements of the Company.

e Philippine Interpretation IFRIC 12, Service Concession Arrangements, (effective for annual periods
beginning on or after January 1, 2008).

e Philippine Interpretation IFRIC 13, Customer Loyalty Programmes, (will become effective on July 1,
2008). This interpretation requires customer loyalty award credits to be accounted for as a separate
component of the sales trangaction in which they are granted and therefore part of the fair value of the
consideration received is allocated to the award credits and deferred over the period that the award
credits are fulfilled. The Company expects that this interpretation will have no impact on the
Company’s financial statements as no such schemes currently exist.

 Philippine Interpretation IFRIC 14, PAS 19, The Limit on a Defined Benefit Asset, Minimum Funding
Requirements and their Interaction (effective for annual periods beginning on or after January 1, 2008).

2.8 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.

2.9 Financial Assets and Financial Liabilities

Financial assets within the scope of PAS 39 are classified as either, financial assets at fair value through
profit or loss (FVPL), held-to-maturity (HTM) investments, available-for-sale (AFS) investments, or
loans and receivables financial assets, as appropriate. Financial liabilities on the other hand are classified
as either financial liabilities at FVPL or other liabilities, as appropriate. The Company determines the
classification of its financial assets and financial liabilities at initial recognition and where allowed and
appropriate, reevaluates this designation at each financial year end.

Financial assets and financial liabilities are recognized initially at fair value. Directly attributable
transaction costs, if any, are included in the initial measurement of financial assets and financial liabilities,
except for any financial instruments measured at FVPL. The Company recognizes a financial asset or
financial liability in the balance sheet when it becomes a party to the contractual provision of the
instruments. All regular way purchases and sales of financial asset are recognized on the trade date, i.e.

Mercapo Carperon Jaravata& Co 10



EURO-MED LABORATORIES PHIL., INC. AND SUBSIDIARY
Notes to Fi jal S s — D ber 31, 2007

the date that the Company commits to purchase the asset. Regular way purchases or sales of financial
assets that require delivery of assets within the period generally established by regulation or convention in
the marketplace are recognized on the settlement date.

Determination of Fair Value

The fair value for financial instruments traded in active markets at balance sheet 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 ask prices are not available,
the price of the most recent transaction provides evidence of the current fair value as long as there has not
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 include net present value techniques, comparison to similar
instruments for which market observable prices exist, options pricing models and other relevant valuation
models.

Financial Assets and Financial Liabilities at FVPL
Financial assets and financial liabilities at FVPL include financial instruments held for trading and
financia! instruments designated upon initial recognition as at FVPL.

Financial assets and financial liabilities are classified as FVPL if they are required for the purpose of
selling and repurchasing it in the near term. Derivatives, including separated embedded derivatives, are
also classified as held for trading unless they are designated as effective hedging instruments or a
financial guarantee contract. The mark-to-market loss on the derivative is included in the income
statement under “Foreign exchange gain (loss) “ account.

Financial assets and financial liabilities classified in this category are designated by management on
initial recognition when any of the following criteria are met:

e the designation eliminates or significantly reduces the inconsistent treatment that would
otherwise arise from measuring the assets or liabilities or recognizing gains or losses on them on
a different basis; or" «

e _the assets and liabilities are part of a group of financial assets, financial liabilities or both which
are managed and their performance are evaluated on a fair value basis, in accordance with a
documented risk management or investment strategy; or

e _the financial instrument contains an embedded derivative, unless the embedded derivative does
not significantly modify the cash flows or it is clear, with little or no analysis, that it would not
be separately recorded.

Financial assets and financial liabilities at FVPL are recorded in the balance sheet at fair value. Changes
in fair value are reflected in the statement of income. Interest earned or incurred is recorded in interest
income or expense, respectively, while dividend income is recorded in other operating income according
to the terms of the contract, or when the right of the payment has been established.

The Company has no financial asset and financial liability at FVPL as of December 31, 2007, 2006 and
2005.

Held-to-Maturity (HTM) Investments

HTM investments are quoted non-derivative financial assets with fixed or determinable payments and
fixed maturities which the Company’s 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 investments. After initial measurement, these
investments are subsequently measured at amortized cost using the effective interest rate method, less any
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. Gains and losses are recognized
in the statement of 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
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statement of income and expenses. The effects of restatement of foreign currency-denominated HTM
investments are recognized in the consolidated statement of income and expenses..

As of December 31, 2007, 2006 and 2005, the Company has no HTM investments.

Loans and Receivables

Loans and receivables are non-derivative 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 other financial assets held for trading, designated
as AFS investments or financial assets designated at FVPL. This accounting policy applies primarily to
the Company’s receivables. After initial measurement, loans and receivables are subsequently carried at
amortized cost using the effective interest rate method less any allowance for impairment. Amortized cost
is calculated taking into account any discount or premium on acquisition and includes fees that are an
integral part of the effective interest rate and transaction costs. The amortization is included under interest
income account in the statement of income. Gains and losses are recognized in the statement of income
when the loans and receivables are derecognized or impaired, as well as through the amortization process.

As of December 31, 2007, 2006 and 2005, the Company has no non-derivative financial assets
categorized as loan and receivables.

Available-for-Sale (AFS) Investments

AFS investments are those non-derivative investments which are designated as such or do not qualify to
be classified as designated financial assets or financial liabilities at FVPL, HTM investments or loans and
receivables. They are purchased and held indefinitely, and may be sold in response to liquidity
requirements or changes in market conditions. After initial measurement, AFS investments 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 the
consolidated statement of income. The unrealized gains and losses arising from the fair valuation of AFS
investments are excluded, net of tax, from reported earnings and are reported under the Equity section of
the consolidated balance sheet, if any.

-~

When the security is disposed of, the cumulative gain or loss previously recognized in equity is
recognized in the consolidated statement of income. Interest earned on holding AFS investments are
reported as interest income using the effective interest rate. Where the Company holds more than one
investment in the same security these are deemed to be disposed of on a first-in first-out basis. Interest
eamed on holding AFS investments are reported as interest income using the effective interest rate.
Dividends earned on holding AFS investments are recognized in the consolidated statement of income,
when the right to receive payment has been established. The losses arising from impairment of such
investments are recognized in the statement of consolidated statements of income and expenses.

Other Financial Liabilities
Other financial labilities include: notes payable; trade and other payable; and long-term debt. These are
initially recognized at cost being the fair value of the consideration received less directly attributable

transaction costs.

Gains and losses are recognized in the statement of income when the liabilities are derecognized, as well
as through amortization process.

Derecognition of Financial Assets and Liabilities

Financial Assets

Financial instruments are recognized in the financial statements when the Company becomes a party to
the contractual provisions of the instrument. A financial asset (or where applicable, a part of a group of
similar financial assets) is derecognized when:

e The right to receive cash flows from the assets have expired;
o The Company retains the right to receive cash flows from the asset, but has assumed an obligation to
pay them in full without material delay to a third-party under a “pass-through” arrangement; or
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e The Company has transferred substantially all the risks and rewards of the asset, or has neither
transferred nor retained substantially all the risks and rewards of the asset, but has transferred
control of the asset.

Where the Company has transferred its rights to reccive cash flows from an assets and has neither
transferred nor retained substantially all the risk and rewards of the assets, the assets is recognized to the
extent of the Company’s continuing involvement in the asset. Continuing involvement

Financial Liabilities

A financial liability is derecognized when the obligation under the liability is discharged or cancelled or
has expired.

Where an existing liability is replaced by another from the same lender on substantially different terms, or
the terms of an existing liability are substantially modified, such an exchange or modification is treated as
a derecognition of an existing liability and recognition of a new liability, and the difference in the
respective carrying amounts is recognized in the consolidated statements of income and expenses.

Offsetting Financial Instruments

Financial assets and liabilities are offset and the net amount reported in the consolidated balance sheet if,
and only if, there is currently enforceable legal right to offset the recognized amounts and there is an
intention to settle on a net basis, or to realize the asset and settle the liability simultaneously. This is
generally not the case with master netting agreements, and the related assets and liabilities are presented at
gross amounts in the consolidated balance sheet.

2.10 Trade and Other Receivables

Arade allyd A e

2.10a 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 balance sheet 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.

2.10b Others

This account includes dividend receivable and other non-trade receivables.

2.11 Inventories

pLiBAZ LA Lt

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, while net realizable value for other
materials and supplies is the replacement cost. 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 condition are accounted for as follows:

2.11a 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.
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2.11 b Raw Materials

Cost is determined using the first-in, first-out basis.

2.12 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.

2.13 Impairment of Non-financial Assets

The company performs impairment review on assets on an annual basis or more frequently if events or
changes in circumstances indicate that the carrying values maybe impaired. If the carrying values of the
assets exceed the estimated recoverable amount, the assets are written down to their recoverable amount.
An asset's recoverable amount is calculated as the higher of the asset's value in use or its net selling price.
Estimating the value in use requires the company to make an estimate of the expected future cash flows
from the asset and also to choose a suitable period and discount rate in order to calculate the present value
of those cash flows. Impairment is recognized only if the carrying amount of an asset exceeds its
recoverable amount. An impairment loss, if any, is charged to the operations in the period in which it
arises.

There is no impairment loss recognized on the Company's assets in the consolidated financial statements
for the years ended December 31, 2007, 2006 and 2005.

2.14 Prepaid Marketing Development Expense

This refers to the amount stipulated in the Company’s sales contracts, which are amortized over the term
of the relevant sales contracts.
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