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Report on Review of Interim Financial Information

To the Board of Directors of
EastPharma Lid.

Introduction

We have reviewed the accompanying consolidated financial statements of EastPharma Ltd.
(the “Company”) and its subsidiaries (together the “Group™) as of 30 June 2009 and the
related consolidated statements of income, consolidated statement of comprehensive income,
changes in equity and cash flows for the six-month period then ended and a summary of
significant accounting policies and other explanatory notes. Management is responsible for
the preparation and fair presentation of this interim financial information in accordance with
International Financial Reporting Standards. Our responsibility is to express a conclusion on
this consolidated interim financial information based on our review.

Scope of Review

We conducted our review in accordance with International Standard on Review Engagements
2410, Review of Interim Financial Information Performed by the Independent Auditor of the
Entity. A review of interim financial information consists of making inquiries, primarily of
persons responsible for financial and accounting matters, and applying analytical and other
review procedures. A review is substantially less in scope than an audit conducted in
accordance with International Standards on Auditing and consequently does not enable us to
obtain assurance that we would become aware of all significant matters that might be
identified in an audit. Accordingly, we do not express an audit opinion.

Conclusion

Based on our review, nothing has come to our attention that causes us to believe that the
accompanying consolidated interim financial information does not present fairly, in all
material respects, the financial position of the Group as at 30 June 2009, and of its financial

performance and its cash flows for the six-month period then ended in accordance with
International Financial Reporting Standards.

Istanbul, 19 August 2009

DeT Ragimaie Vewkim w S.HaM AS

DRT BAGIMSIZ DENETIM VE SERBEST MUHASEBECI MALI MUSAVIRLIK A S.
Member of DELOYTTE TOUCHE TOHMATSU
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EASTPHARMA LTD. AND SUBSIDIARIES

CONSOLIDATED BALANCE SHEET
AS AT 30 JUNE 2009

(Amounts expressed in US Dolfar.)

ASSETS

CURRENT ASSETS

Cash and cash equivalents
Trade and other receivables
Inventories

Other current assets

Total Current Assets

NON CURRENT ASSETS
Property, plant and equipment
Intangible assets

Goodwill

Deferred tax assets

Total Non-Current Assets

TOTAL ASSETS

30 June 31 December

Notes 2009 2008
5 38,713,093 25,355,026
6 113,951,815 73,934,101
8 66,109,168 59,563,187
9 27,422 854 37,661,223
246,196,930 196,513,537

10 135,256,266 136,066,741
11 103,636,055 107,222,172
12 79,371,806 79,836,675
i8 16,522,653 16,527,906
334,786,780 339,653,494

580,983,710 536,167,031

The accompanying notes form an integral part of these consolidated financial statements.
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EASTPHARMA LTD. AND SUBSIDIARIES

CONSOLIDATED BALANCE SHEET
AS AT 30 JUNE 2009

(Amounts expressed in US Dollar}

LIABILITIES AND EQUITY

CURRENT LIABILITIES

Short term borrowings

Trade payables

Obligations under finance leases
Due to related parties

Provisions

Other payables and accrued expenses
Current tax payable

Put option liability

Total Current Liabilities

NON CURRENT LIABILITIES

Long term borrowings

Obligations under finance leases

Provision for employment
termination benefits

Total Non-Current Liabilities

TOTAL LIABILITIES

Commitments and contingencies
EQUITY

Share capital

Premium in excess of par

Legal reserves

Accumulated deficit

Foreign currency translation reserve

Equity attribuiable to equity holders of the
parent

Minority interest
Total equity

TOTAL LIABILITIES AND EQUITY

30 June 31 December
Notes 2009 2008
13 84,740,437 76,486,425
14 35,254,520 36,580,938
15 648,553 644,539
7 158,840 161,263
17 15,877,971 11,395,733
16 10,440,162 11,245,094
18 72,643 276,000
21 6,566,684 2,578,380
$53,759,810 139,368,372
i3 15,327,852 15,595,633
i5 359,266 665,588
19 2,591,792 2,396,691
18,278,910 18,657,912
172,038,720 158,026,284
20
21 338,250,000 338,250,000
21 99,774,445 99,774,445
21 1,215,248 1,215,248
(53,416,324) (56,690,239)
(9,074,132) (16,305,124)
376,749,237 366,244,330
32,195,753 11,896,417
408,944,990 378,140,747
580,983,710 536,167,031

The accompanying notes form an integral part of these consolidated financial statements.
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EASTPHARMA LTD. AND SUBSIDIARIES

CONSOLIDATED INCOME STATEMENT
FOR THE PERIOD ENDED 30 JUNE 2009

{Amounts expressed in US Dollar.)

1 January — 1 April - 1 January — 1 April -
Notes 30 June 2009 30 June 2009 30 June 2008 30 June 2008
Revenue 22 132,253,440 64,806,143 97,655,214 48,821,371
Cost of sales 23 (69,863,028) (35.551,543)"  (61,351,772) (35,860,909)
Gross profit 62,390,412 29,254,600 36,303,442 12,960,462
Operating expenses 24 (46,841,315 (24,971,222) (57,247,093) (28,602,924)
Investment revenue 25 4,977,099 1.407.265 12,013,028 2,624,579
Finance costs 26 (14,056,171) (3,756.5383) (24,410,154) (6,631,160)
Other gains and losses 27 (2,888,277) (637.215) 20,210,678 6,585,688
Profit/ (loss) before tax 3,581,748 1,296,843 - (13,130,099) {13,063,355)
Current tax expense 18 (392,953) (192,592) (206,750) (147,885)
Deferred tax (expense)\ income 18 {281,196) (1,656,946) 4.375,129 3,053,581
Tax income (674,149) (1,849,538) 4,168,379 2,905,696
Net profit/(loss) for the period 2,907,599 (552,695) (8,961,720) (10,157,659)
Attributable to:
Equity holders of the parent 2,317,086 (405,385) (6,955,025) (9,164,210)
Minority interest 590,513 (147,310) (2,006,695) {993,449)
2,907,599 {552,695) (8,961,720) (10,157,659)
Basic earnings\ (loss) _ -
per share (US Dollar) 30 0.04 0.o1)” {0.12) (0.16)

The accompanying notes form an integral part of these consolidated financial statements.
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EASTPHARMA LTD. AND SUBSIDIARIES

CONSOLIDATED STATEMENT OF COMPREHENSIVE INCOME
FOR THE PERIGD ENDED 30 JUNE 2009

{(Amounts expressed in US Dollar.)

Net profit for the period
Other comprehensive income:

Exchange differences on
translating foreign operations
Total comprehensive income\
(loss) for the period

Total comprehensive income'
(loss) attributable to:

Equity holders of the parent
Minority interest

1 January — 1April—  1January- 1 April -

30 June 2009 30 June 2009 30 June 2008 30 June 2008
2,907,599 (552,695) (8,961,720) {10,157,659)
5,909,004 34,106,855 (21,577,443) 12,852,116
8,817,263 33,554,160 (30,539,163) 2,694, 457
9,548,078 30,859,386 (20,310,462) 7,765,364
(730,815} 2,694.774 (10,228,701) {5,070,907)

The accompanying notes form an integral part of these consolidated financial statements.
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EASTPHARMA LTD. AND wGWmHUE.EHm

FOR THE PERIOD ENDED 30 JUNE 2009

(Amounts expressed in US Dollar.)

Balance as of
1 January 2008

Currency transiation

Transfer to legal reserves
Net loss for the period
Total recognised income and expense

for the period

Change in minority interest

Balance as of
30 June 2008

Balance as of
1 January 2009

Currency translation

Net profit for the period
Total recognised income and expense

for the period

Dilution of interest in

subsidiaries
Balance as of
30 June 2009

CONSOLIDATED mﬁ>ﬁm§m2q_ Oﬂ OEZOmw IN mOCEJ\

Foreign Total equity
currency attributable to
Number of Share Premium in translation Retained  equity holders of
Notes shares capital excess of par  Legal reserve reserve Earnings the parent  Minority interest Total
67,650,000 338,250,000 99,774,445 246,423 53,608,086 {15.575,833) 476,303,121 43,430,558 519.733,679
- - - (13,355,437 - (13,355,431 (8,222.006) (21,577,443
- - - 968,826 - (968,826) - . -
- - - - - (6,955,025) (6,955,025) (2.006,695) (8,961,720)
67,650,000 338,250,000 99,774,445 1,215,249 40,252,649 (23,499.684) 455,992,659 33,201,857 489,194,516
12 - - - - - - - (20,793.486) {20.793.486)
67,650,000 338,250,000 99,774,445 1,215,249 40,252,649 {23.499.684) 455,992,659 12,408,371 468,401,030
67,650,000 338,250,000 99,774,445 1,215,248 (16,305,124) (56,690,239) 366,244,330 11,896,417 378,140,747
' - - - - 7,230,992 - 7,230,992 (1,321,328) 5,909,664
- - - - - 2,317,086 2,317,086 590,513 2,907,599
67,650,000 338,250,000 99,774,445 [.215,248 (9,074.132) (54,373.153) 375,792,408 11,165,602 186,958,010
21 - - - - - 056,829 956,829 21,030,151 21,986,980
67,650,000 338,250,000 99,774,445 1,215,248 (9.074,132) (53,416,324} 376,749,237 32,195.753 408,944,990

e prrereman

The accompanying notes form an integral part of these consolidated financial statements.
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EASTPHARMA LTD. AND SUBSIDIARIES

CONSOLIDATED STATEMENT OF CASH FLOWS
FOR THE PERIOD ENDED 30 JUNE 2009

(Amounts expressed in US Dollar.}

— Six month Six month
peried ended period ended
Notes 30 June 2009 30 June 2008
CASH FLOWS FROM OPERATING ACTIVITIES
Net income\ (loss) for the period 2,907,599 (8,961,720)
Adjustments to reconcile net income/ {loss) to net
cash used in operating activities:
Depreciation of property, plant and equipment 10 4441411 3,733,597
Amortization of other intangible assets 11 5,335,827 4,061,976
Provision for employment termination benefits 19 853,087 1,379,464
(Gain)/ loss on sale and disposal of property, plant ' ‘
and equipment 27 (1,073,279) 51,867
Impairment losses charged to profit and loss 10 332,717 -
Allowance for doubtful receivables 6 707,873 594,227
Amortization of discount 408,535 1,246,433
Change in fair value of put option liability 27 3,988,304 (14,747,649}
Provisions 17 5,295,201 1,300,128
Interest expenses and foreign exchange losses 26 9,493,400 12,838,746
Allowance for diminution in value of inventories 8 (613,178) 70,733
Foreign exchange gain 27 285,646 (5,484,869)
Loss on derivative financial instruments 26 - 3,323,979
Interest income 25 (354,183) (3,549,647)
Interest income from deferred settlement term sales 25 (468,680) -
Tax income/ (expense) i8 674,149 (4,168,379)
Changes in working capital:
Increase in trade receivables (74,793,354) (35,994,221)
Decrease in inventories 4,141,650 3,070,884
Decrease/ (increase) in other receivables
and current assets 35,244,117 (12,787,778
Increase\ (decrease) in trade payables 10,139,022 (2,651,497)
Decrease in due to related parties (2,423) (214,196)
Decrease/ (increase) in other payables and accrued -
expenses (5,521,337) 5,239,744
Cash gererated from operations 1,422,164 {51,648,178)
Income tax paid (739,226) (332,293)
Interest paid (9,493,400) (12,753,746)
Provisions utilized 17 (681,289) (8,263,452)
Cash received for the employment benefits of transferred
personnel - 3,008,502
Employment termination benefits paid 19 (630,105) {636,035)
Net cash used in operating activities (10,121,856} (70,625,202)

The accompanying notes form an integral part of these consolidated financial statements.
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EASTPHARMA LTD. AND SUBSIDIARIES

CONSOLIDATED STATEMENT OF CASH FLOWS
FOR THE PERIOD ENDED 30 JUNE 2009

{(Amounts expressed in US Dollar.)

Six month Six month
period ended period ended
Notes 30 June 2009 30 June 2008
CASH FLOWS FROM INVESTING ACTIVITIES
Acquisttion of additional Deva shares 12 - (43,427,130)
Purchases of property, plant and equipment 10 (8,080,534) (33,550,346)
Purchases of intangible assets 11 (2,947.997) (49,558.674)
Proceeds on disposal of property, plant and
equipment 3,378,326 42,845
Interest received 822,863 3,549,647
Net cash used in investing activities (6,827,342) (122,943,658)
CASH FLOWS FROM FINANCING ACTIVITIES
Proceeds from borrowings 171,537,517 386,828,738
Repayment of borrowings {162,757.260) (276,885,025}
Repayment of finance leases (301,060) (298,898)
Proceeds from dilution of interest in subsidiaries 21 21,986,980 -
Settlement of derivative financial instruments - (2,732,506}
Net cash provided by financing activities 30,466,177 106,912,309
NET CHANGES IN CASH AND CASH 13,516,979 (86,656,551
CASH AND CASH EQUIVALENTS AT THE
BEGINNING OF THE PERIOD 25,355,026 155,700,972
Effect of exchange rate changes on the balance of cash
held in foreign currencies (158,912) 4,889,427
CASH AND CASH EQUIVALENTS AT THE END
OF THE PERIOD 5 38,713,093 73,933,848

The accompanying notes form an integral part of these consolidated financial statements.
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EASTPHARMA LTD. AND SUBSIDIARIES

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE PERIOD ENDED 30 JUNE 2009

{Amounts expressed in US Dollar,)

1.

ORGANIZATION AND OPERATIONS OF THE GROUP

EastPharma Ltd. (the “Company” or “EastPharma) is a limited company incorporated in Bermuda.
The Company was established on 17 August 2006 and the address of its registered office is Church
Street Hamilton, Bermuda. EastPharma is the indirect holding company of Deva Holding A.S.
(“Deva™), a pharmaceutical company incorporated in Istanbul, Turkey which was acquired on 27
November 2006 and Saba ilag Sanayi ve Ticaret A.S. (“Saba”), a pharmaceutical company
incorporated in Istanbul, Turkey which was acquired on May 2007 (see note 31). EastPharma and its
subsidiaries are collectively referred to as “the Group” in this report.

The Group operates in the pharmaceutical industry and is one of the branded generic players in the
market. The Group has a wide range product portfolio and a country-wide organized sales force.

The Group has 111 pharmaceutical molecules in 253 pharmaceutical forms ranging from antimicrobial
agents to antineoplastics and antihypertensives. Of these 17 molecules are licensed molecules in 28
presentation forms. The Group has six production facilities which are operated in compliance with the
Good Manufacturing Practice (“GMP™).

During February 2008, the Company signed a definitive Asset Purchase Agreement with F. Hoffmann-
La Roche Ltd (“Roche™) for the purchase of all rights, liabilities and registrations of eight Roche
products registered in Turkey. There is no termination date for the Asset Purchase Agreement. In
addition, on 21 May 2008, the Company signed a License and Supply Agreement allowing EastPharma
SARL to license an additional eight Roche products on an exclusive basis for Turkey. The necessary
regulatory approvals of Turkish Competition Board were obtained on 16 May 2008 and the agreement
became effective on 19 June 2008.

The details of the Company’s direct and indirect subsidiaries at 30 June 2009 and 31 December 2008 are
as follows:

Place of
Name Ownership % incorporation  Principal activity
30 June 31 December

Direct holdings: 2009 2008

EastPharma SARL 100.0 100.0 Luxembourg  Direct parent company of
Deva Holding

Indirect holdings: —

Deva 84.0 935 Turkey Production and sales o£
human pharmaceuticals

Saba 99.9 99.9 Turkey Production and sales of
human pharmaceuticals

EastPharma Ilag 100.0 100.0 Turkey Non — operating



EASTPHARMA LTD. AND SUBSIDIARIES

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE PERIOD ENDED 30 JUNE 2009

{Amounts expressed in US Dollar.)

1.

ORGANIZATION AND OPERATIONS OF THE GROUP (cont.)
Description of operations:

The Group classifies its operations into five business segments: production and sale of human
pharmaceuticals, active pharmaceutical ingredient (“API”) manufacturing, veterinary products,
consumer goods, and others. These segments are the basis on which the Group reports its segment
information. Further segment information about the Group’s operations is presented in note 28.

The human pharmacenticals segment derives the majority of its revenues from the sale of branded
generic and licensed products. Branded generic products are finished pharmaceutical products that Deva
produces and sells under its trademarked name rather than the chemical name of the active
pharmaceutical compound. Licensed products are finished pharmaceutical products that the Company
produces and sells under licenses from other pharmaceutical companies that hold the rights to the
pharmaceutical compound. The business encompasses a wide range of medicines combating diseases in
the musculoskeletal, alimentary, metabolism and cardiovascular system and infections. Corporate
expenses and assets are included in the human pharmaceuticals segment.

The APl manufacturing segment derives its revenues from the manufacturing and sale of antibiotic active
ingredients to local producers including the Company’s other subsidiaries as well as to foreign
pharmaceutical companies. In addition to its manufacturing activities, a subsidiary of the Group
conducts, at its microbiology laboratories, tests and research on the adaptation of raw materials, selection
of micro-organisms, formulation of culture mediums, “and executes various test and research
fermentations on pilot fermentators,

The veterinary products segment derives revenue from the sale of products that meet the needs of
veterinarians and animal breeders. Revenues of the veterinary products segment are derived from the sale
of 76 registered products and 122 presentation forms.

The operations in the consumer goods segment include emptj} ampoules and hygienic products.

The Group’s operations and production facilities are located in Turkey with production facilities located
throughout the country. During 2007, the Group decided o consolidate its production facilities to a
single integrated campus and as part of this process sold its Levent production facility and is currently
building three new production facilities. In connection with the consolidation of the production
facilitics, the Board approved the termination of approximately 400 workers and the payment of the
employees’ employment termination benefits and other benefits of approximately US Dollar 9.9 miliion.
Most of the employees were terminated in the first quarter of 2008. The restructuring provision in the
balance sheet as of 30 June 2009 is related to the remaining 70 employees to be terminated (Note 17).



EASTPHARMA LTD. AND SUBSIDIARIES

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE PERIOD ENDED 30 JUNE 2009

{Amounts expressed in.US Dollar.)-

2.

ADOPTION OF NEW AND REVISED INTERNATIONAL FINANCIAL REPORTING
STANDARDS

In the current year, the Group has adopted all of the new and revised Standards and Interpretations issued
by the International Accounting Standards Board (“the IASB”) and the International Financial Reporting
Interpretations Committee (“IFRIC”) of the IASB that are relevant to its operations and effective for
accounting periods beginning on 1 January 2009.

The following standards, amendments and interpretations to published standards are mandatory for
accounting periods beginning on or after 1 January 2009 but they are not relevant to the Group’s
operations:

IFRS 1 (Revised), “First time adoption of International Financial Reporting Standards™,
IFRS 2 (Revised), “Share-based Payments™

IFRS 7 (Revised), “ Financial Instruments: Disclosures”,

IAS 32 (Revised), “Financial Instruments: Presentation”,

[AS 39, “Financial Instruments: Recognition and Measurement »,

IFRIC 15 “Agreements for the Construction of Real Estate™,

[FRIC 16 “Hedges of a Net Investment in a Foreign Operation”

Standards, amendments and interpretations to existing standards that are not yet effective and have

not been early adopted by the Group

At the date of authorization of these financial statements, the following Standards and Interpretations
were in issue but not yet effective:

¢ [FRIC 17 “Distributions of Non-cash Assets to Effective for annual periods beginning on or
Owners” after 1 July 2009

e |FRIC 18 “Trans_fers of Assets from Customers” Effective for annual periods beginning on or
after 1 July 2009

¢ [FRS 3 “Business Combinations™ Effective for annual periods beginning on or
e IAS 27 “Consolidated and Separate Financial after 1 July 2009
Statements”

¢ [AS 31 “Interests in Joint Ventures”
Comprehensive revision on applying the
acquisition method

e IAS 39, “Financial Instruments: Recognition and  Effective for annual periods beginning on or
Measurement Amendments for eligible hedged after 1 July 2009
items” N

IFRS 3, “Business Combinations™

The revised standard continues to apply the acquisition method to business combinations, with some
significant changes. For example, all payments to purchase a business are to be recorded at fair value at
the acquisition date, with contingent payments classified as debt subsequently re-measured through the
income statement. During the six month period ended 30 June 2009, the Company did not acquire any
subsidiaries within the scope of IFRS 3,
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EASTPHARMA LTD. AND SUBSIDIARIES

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE PERICD ENDED 30 JUNE 2009

{Amounts expressed in US Dollar.)

2. ADOPTION OF NEW AND REVISED INTERNATIONAL FINANCIAL REPORTING
STANDARDS (cont.)

IFRIC 17, “Distributions of non-cash assets to owners™

[FRIC 17 applies to all reciprocal non-cash distributions of assets by an entity to its owners, including
the distributions that give owners a choice of receiving either non-cash assets or a cash alternative. The
adoption of the Interpretation in future periods will have no material impact on the financial statements
of the Group.

IFRIC 18 “Transfers of Assets From Customers”

The Interpretation clarifies the accounting for cash received from a customer that must be used only to
acquire or construct the item of property, plant, and equipment in order to connect the customer to a
network or provide the customer with ongoing access to a supply of goods or services. The adoption of
the interpretation in future periods will have no material impact on the financial statements of the
Group.

IAS 39, “Financial Instruments: Recognition and Measurement” Amendments relating to hedging
items

The amendment clarifies that inflation may only be hedged if changes in inflation are a contractually
specified portion of cash flows of a recognised financial instrument.

The management anticipates that the adoption of these Standards and Interpretations in future periods
will not have a material impact on the financial statements of the Group.

3. SIGNIFICANT ACCOUNTING POLICIES

The accompanying consolidated financial statements have been prepared in accordance with International
Financial Reporting Standards (“IFRS™).

The consolidated financial statements have been prepared on the historical cost basis except for the
revaluation of certain assets. The principal accounting policies are set out below.

Functional currency

The functional currency of the Company is the US Dollar, which reflects the economic substance of its
operations. The Company uses the US Dollar in measuring items in its financial statements and as the
reporting currency of the Group. All currencies other than US Dollar are treated as foreign currencies.

The individual financial statements of each group entity are presented in the currency of the primary
economic environment in which the entity operates (its functional currency). For the purpose of the
consolidated financial statements, the results and financial position of each entity are expressed in US Dollar,
which is the functional currency of the Company.

In preparing the financial statements of the individual entities, transactions in currencies other than each
entity’s functional currency are recorded at the rates of exchange prevailing on the dates of the transactions.
At each balance sheet date, monetary assets and liabilities that are denominated in foreign currencies are
retranslated at the rates prevailing on the balance sheet date. Non-monetary items carried at fair value that are
denominated in foreign currencies are translated at the rates prevailing on the date when the fair value was
determined. Non-monetary items that are measured in terms of historical cost in a foreign currency are not
retranslated.

11



EASTPHARMA LTD. AND SUBSIDIARIES

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE PERIOD ENDED 30 JUNE 2009

(Amounts expressed in US Dollar.)

3.

SIGNIFICANT ACCOUNTING POLICIES (cont.)

Functional currency (cont.)

The translation of Group’s foreign operations financial statements from their functional currency to the
Group’s functional currency is performed as follows:

*  Assets and liabilities are translated at closing exchange rate at the date of each consolidated
balance sheet presented;

*  All income and expenses are translated at the average exchange rates for the period
presented;

¢  Resulting exchange differences are included in equity and presented separately as
“Foreign currency translation reserve”.

Consolidation

The consolidated financial statements incorporate the financial statements of the Company and entities
controlled by the Company (its subsidiaries). Control is deemed to exist where the Company has the
power to govern the financial and operating policies of an entity so as to obtain benefits from its
activities.

The results of subsidiaries acquired or disposed of during the year are included in the consolidated
income statement from the effective date of acquisition or up to the effective date of disposal, as
appropriate.

Where necessary, adjustments are made to the financial statements of subsidiaries to bring their
accounting policies in line with those used by other members of the Group.

All intra-group transactions, balances, income and expenses are eliminated on consolidation.

Minority interests in the net assets of consolidated subsidiaries are identified separately from the
Group’s equity therein. Minority interests consist of the amount of those interests at the date of the
original business combination and the minority’s share of changes in equity-since the date of the
combination. Losses applicable to the minority in excess of the minority’s interest in a given
subsidiary’s equity are allocated against the interests of the Group except to the extent that the minority
has a binding obligation, and is able, to make an additional investment to cover the losses.

Business combinations

Acquisitions of subsidiaries are accounted for using the purchase method. The cost of the acquisition is
measured at the aggregate of the fair values, at the date of exchange, of assets given, liabilities incurred
or assumed, and equity instruments issued by the Group in exchange for control of the acquiree, plus
any costs directly attributable to the business combination. The acquiree’s identifiable assets, liabilities
and contingent liabilities that meet the conditions for recognition under IFRS 3 Business Combinations
are recognized at their fair values at the acquisition date.

Goodwill arising on acquisition is recognized as an asset and initially measured at cost, being the

excess of the cost of the business combination over the Group’s interest in the net fair value of the
identifiable assets, liabilities and contingent liabilities recognized.
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EASTPHARMA LTD. AND SUBSIDIARIES

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE PERIOD ENDED 30 JUNE 2009

(Amounts expressed in US Dollar.}

3.

SIGNIFICANT ACCOUNTING POLICIES (cont.)

Business combinations (conl.)

The interest of minority sharcholders in the acquiree is initially measured at the minority’s proportion
of the net fair value of the assets, liabilities and contingent liabilities recognized.

Subsequent acquisitions of additional purchases in a controlled entity are accounted for at book value.
Goodwill is calculated as the difference between the consideration paid for the additional interest and
the book value of the net assets of the subsidiary.

Goodwill

Goodwill arising on the acquisition of a subsidiary represents the excess of the cost of acquisition over
the Group’s interest in the net fair value of the identifiable assets, liabilities and contingent liabilities
of the subsidiary recognized at the date of acquisition. Goodwill is initially recognized as an asset at
cost and 1s subsequently measured at cost less any accumulated impairment losses.

For the purpose of impairment testing, goodwill is allocated to each of the Group’s cash-generating
units expected to benefit from the synergies of the combination. Cash-generating units to which
goodwill has been allocated are tested for impairment, annually or more frequently when there is an
indication that the unit may be impaired. If the recoverable amount of the cash-generating unit is less
than the carrying amount of the unit, the impairment loss is allocated first to reduce the carrying
amount of any goodwill allocated to the unit and then to the other assets of the unit pro-rata on the
basts of the carrying amount of each asset in the unit. An impairment loss recognized for goodwill is
not reversed in a subsequent period.

On disposal of a subsidiary or a jointly controlled entity, the attributable amount of goodwill is
included in the determination of the profit or loss on disposal.

Revenue recognition

Sale of goods

Revenue is generated from the sale of pharmaceutical goods to third party warehouse distributors.
Revenue is measured at the fair value of the consideration received or receivable for goods provided
in the normal course of business, net of related taxes, and incentives.

The Company grants price concessions to its distributors, including sales and volume discounts and
price refunds. Certain discounts are granted at the point of sale or based upon volumes purchased in a
period. Subsequent to a decrease in the reference price of any of its products, the Company may
decide to refund its distributors a portion of the amounts paid for their prior purchases of such
product. All price concessions are recorded as a reduction in revenue. At the end of each period, a
provision is recorded for the best estimate of these price concessions, based on facts available at the
time and the Company’s historical experience.

Standard prices for pharmaceutical products in Turkey are established by the Ministry of Health.
Gross product sales are subject to sales discounts, volume discounts and free of charge goods
incentives.
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EASTPHARMA LTD. AND SUBSIDIARIES

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE PERICD ENDED 30 JUNE 2009

(Amounts expressed in US Dollar.}

3.

SIGNIFICANT ACCOUNTING POLICIES (cont.)

Revenue recognition (cont.)

Sale of goods (cont)

Sales discounts are granted at the point of sale based on a fixed percentage and are recorded as a
reduction of revenue in the period of the sale. Sales discount percentages vary depending on the
product sold.

Volume discounts are granted in the period of sale based on a fixed percentage and the total sales
made in the period. Volume discount percentages vary depending on the distributor. The estimate for
volume discounts is based on actual invoiced sales within each period at a fixed discount rate and is
recorded as a reduction of revenue in the period of the sale.

The Company also provides distributors with sales incentives in the form of free products (free of
charge goods). The free of charge goods incentive allows distributors to provide its customers with
free products at no cost to the distributor as the Company will provide an equivalent amount of
product to the distributor. Starting in July 2006, distributors had the option to be reimbursed for the
cost of the free products through a reduction in amounts owed (sales credit) rather than free goods. At
the end of each period, distributors provide the Company with a total amount of godds provided to
customers for free. The estimate for sales credit is estimated based on the actual number of products
given for free during the period and is recorded as a reduction of revenue.

Revenue from sale of goods is recognised when all the following conditions are satisfied:

* The Group has transferred to the buyer the significant risks and rewards of ownership of the goods
which occurs upon delivery of the goods to the customer;

* The Group retains neither continuing managerial involvement to the degree usually associated
with ownership nor effective control over the goods sold;

» The amount of revenue can be measured reliably;

e It is probable that the economic benefits associated with the transaction will flow to -the entity; and
* The costs incurred or to be incurred in respect of the transaction can be measured reliably.
Interest revenue

Interest révenue is accrued on a time basis, by reference to the principal outstand}ng and at the

effective interest rate applicable, which is the rate that discounts estimated future cash receipts
through the expected life of the financial asset to that asset’s net carrying amount.
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EASTPHARMA LTD. AND SUBSIDIARIES

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE PERIOD ENDED 30 JUNE 2009

{Amounts expressed in US Dollar.)

3.

SIGNIFICANT ACCOUNTING POLICIES (cont.)

Cost of sales - free of charge goods _

Free of charge goods provided to distributors are estimated based on the actual number of free
products given by the distributors to its customers during the period and the cost of the free of charge
goods are included as part of cost of sales.

Inventories

Inventories are stated at the lower of cost and net realizable value. Costs, including an appropriate
portion of fixed and variable overhead expenses, are assigned to inventories held by the method most
appropriate to the particular class of inventory, with being valued on a weighted moving average cost
basis. Net realizable value represents the estimated selling price Iess all estimated costs of completion
and costs necessary to make a sale. )

Property_plant and equipmenti

Land and buildings held for use in the production or supply of goods or services, or for administrative
purposes, are carried at cost less accumulated depreciation and any permanent impairment loss.

Furniture and equipment are carried at cost expressed less accumulated depreciation and any
accumulated impairment loss. Depreciation is charged so as to write off the cost of assets, other than
land and construction in progress, over their estimated useful lives, using the straight line method.
Assets held under finance leases are depreciated over their expected useful lives on the same basis as
owned assets, or, when shorter, the term of the relevant lease.

The depreciation periods for property, plant and equipment are as follows:

i Useful life
Buildings - 25-50
Machinery and equipment 4-30
Vehicles : 5
Fumniture and fixtures - 5
Leasehold improvements ' 2-3

The gain or loss arising on the disposal or retirement of an item of property, plant and equipment is
determined as the difference between the sales proceeds and the carrying amount of the asset and is
recognized in profit or loss.
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