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KEMWATER PHIL. CORP.
2008 Annual Report on Operations

The year 2008 registered PhP 149.5 million in Gross Sales Revenues, an increase of 33 %
compared to 2007, driven mainly by the 43.6 % growth in volumes. Average selling prices
improved by 2.8 % versus 2007.
Net Income for 2008 was PhP 9.7 million or an increase of 11 %. This would have been much
higher if not for the 137% increase in the average annual cost of sulfuric acid, a major raw
material used in the production of aluminum sulfate.
Manufacturing
With new liquid alum contracts to serve beginning in the last quarter of 2008 and the higher
sales volume for ground alum, production of all alum products increased by 27.3 % in 2008
compared to 2007. However, unlike the three years prior to 2008 when expenses were
reduced, the combined fixed expenses in manufacturing and general administration in 2008
grew by 3.5 %. This was partly due to uncontrolled raw material stock-outs and shipment
delays resulting to higher overtime expenses just to meet delivery requirements.
Plant modifications continued in 2008 to address cost-efficiency including the safety and
environmental aspects of operations. The amount of dusting associated with the production
of coarse and powdered alum has been reduced with the switch from high horse power
motors and high gear drives to low ones. This contributed to improvements in finished
product output and to a cleaner working environment. Another project implemented in 2008
is the setting up of the revised acid line. This project considerably reduces if not totally
eliminates sudden acid leaks in the line that could affect plant personnel. Additionally, the
new acid line requires much lower maintenance costs.

Sales and Marketing
The total sales volume of KPC in 2008 grew by 43.6 % compared to 2007. KPC won partial
supply contracts for liquid alum with two (2) major water utilities. While liquid alum
deliveries to the 2 utilities started only in the last quarter of 2008, they contributed close to a
third of KPC’s total sales volume.
The bulk of the total volume came from KPC’s key clients for powdered alum who increased
their orders in 2008.
While the Company saw the pressing need to adjust selling prices beginning in June due to
higher costs, KPC found it very difficult to do so due to competitive pressure. The
contracted prices for liquid alum with the two utilities were also fixed and firm until the
completion of the contracts.
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Strategic Raw Material Purchasing
The price of aluminum hydroxide improved slightly in 2008. The forex rates, however,
started to deteriorate at the beginning of the 2nd quarter, offsetting its lower dollar price.
The steep rise of the cost of sulfuric acid had the most impact on KPC in 2008. In the second
quarter of 2008, global and domestic prices of sulfur, the raw material for the production of
sulfuric acid, significantly increased. As a result, the purchase price for sulfur of Chemphil
Mfg. Corp., KPC’s major supplier of sulfuric acid, increased by 18 times. For KPC, this
meant a three-fold increase in acid costs.

2009 BUSINESS OUTLOOK
KPC continues to expect a difficult year in 2009.
In terms of sales volume, KPC still expects to show growth in 2009. The challenge, however,
lies in maintaining profitability considering the competition. This will entail significant and
further cuts in operating expenses and finding ways to improve selling prices.
For other products being provided by KPC, even with stiff competition from global players, KPC
will pursue developing the market for polymers and participating in biddings in 2009.
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Statement of Management’s
Responsibility for Financial Statement
The Management of Kemwater Phil. Corp. is responsible for all information and representations
contained in the financial statements as of December 31, 2008 and 2007 and for the years ended
December 31, 2008 and 2007. The financial statements have been prepared in accordance with
Philippine Financial Reporting Standards and reflect amounts that are based on the best estimates
and informed judgment of Management with an appropriate consideration to materiality.
In this regard, Management maintains a system of accounting and reporting which provides for
the necessary internal controls to ensure that transactions are properly authorized and recorded,
assets are safeguarded against unauthorized use or disposition, and liabilities are recognized. The
Management likewise discloses to the Company’s Audit Committee and to its external auditor:
(1) all significant deficiencies in the design or operation of internal controls that could adversely
affect its ability to record, process, and report financial data; (2) material weaknesses in the
internal controls; and (3) any fraud that involves Management or other employees who exercise
significant roles in internal controls.
The Board of Directors reviews the financial statements before such statements are approved and
submitted to the stockholders of the Company.
SyCip, Gorres, Velayo & Co., the independent auditors appointed by the stockholders and the
Board of Directors has examined the financial statements of the Company in accordance with
Philippine Standards on Auditing and has expressed its opinion on the fairness of the
presentation upon completion of such examination, in its report to the Board of Directors and
Stockholders.

ANA MARIA G. ORDOVEZA
President and Chief Executive Officer

JAIME Y. GONZALES
Treasurer and Chief Financial Officer

RAMON Y. NAVARRO
General Manager

Kemwater Phil. Corp.
(A Subsidiary of LMG Chemicals Corp.)
Financial Statements
December 31, 2008 and 2007
and
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SyCip Gorres Velayo & Co.

SyCip Gorres Velayo & Co.
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1226 Makati City
Philippines
Phone: (632) 891 0307
Fax: (632) 819 0872
www.sgv.com.ph
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INDEPENDENT AUDITORS’ REPORT

The Stockholders and the Board of Directors
Kemwater Phil. Corp.
We have audited the accompanying financial statements of Kemwater Phil. Corp. (a subsidiary of
LMG Chemicals Corp.), which comprise the balance sheets as at December 31, 2008 and 2007, and
the statements of income, statements of changes in equity and statements of cash flows for the years
then ended, and a summary of significant accounting policies and other explanatory notes.
Management’s Responsibility for the Financial Statements
Management is responsible for the preparation and fair presentation of these 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; selecting
and applying appropriate accounting policies; and making accounting estimates that are reasonable in
the circumstances.
Auditors’ Responsibility
Our responsibility is to express an opinion on these financial statements based on our audits. We
conducted our audits 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.
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-2Opinion
In our opinion, the financial statements present fairly, in all material respects, the financial position of
Kemwater Phil. Corp. as of December 31, 2008 and 2007, and its financial performance and its cash
flows for the years then ended in accordance with Philippine Financial Reporting Standards.
SYCIP GORRES VELAYO & CO.

Josephine H. Estomo
Partner
CPA Certificate No. 46349
SEC Accreditation No. 0078-AR-1
Tax Identification No. 102-086-208
PTR No. 1566427, January 5, 2009, Makati City
April 13, 2009
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KEMWATER PHIL. CORP.
(A Subsidiary of LMG Chemicals Corp.)

BALANCE SHEETS
December 31
2007
2008
ASSETS
Current Assets
Cash and cash equivalents (Note 4)
Receivables (Note 5)
Due from related parties (Note 10)
Inventories (Note 6)
Prepaid expenses and other current assets (Note 7)
Total Current Assets
Noncurrent Assets
Property, plant and equipment (Note 8)
At cost
At appraised value
Other noncurrent assets
Total Noncurrent Assets
TOTAL ASSETS

P
=4,987,619
30,852,769
40,408,652
30,124,147
3,023,891
109,397,078

P3,903,241
=
14,417,150
52,358,567
13,138,783
1,670,976
85,488,717

11,862,969
32,069,000
2,560,061
46,492,030

13,483,070
32,069,000
2,000
45,554,070

P
=155,889,108

=131,042,787
P

P
=11,205,181
321,703
1,200,000
14,963,670
27,690,554

=4,070,848
P
1,416,178

598,243
28,288,797

652,877
7,208,552

115,000,000
2,763,328
9,836,983
127,600,311

115,000,000
2,565,948
6,268,287
123,834,235

P
=155,889,108

=131,042,787
P

LIABILITIES AND EQUITY
Current Liabilities
Accounts payable and accrued expenses (Note 9)
Income tax payable
Dividends payable (Note 10)
Due to related parties (Note 10)
Total Current Liabilities
Noncurrent Liability
Deferred tax liabilities - net (Note 15)
Total Liabilities
Equity
Capital stock - P
=1 par value
Authorized - 200,000,000 shares
Issued and outstanding - 115,000,000 shares
Revaluation increment in land (Notes 8 and 15)
Retained earnings
Total Equity
TOTAL LIABILITIES AND EQUITY

–

1,068,649
6,555,675

See accompanying Notes to Financial Statements.
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KEMWATER PHIL. CORP.
(A Subsidiary of LMG Chemicals Corp.)

STATEMENTS OF INCOME

Years Ended December 31
2007
2008
NET SALES
COST OF GOODS SOLD (Note 11)
GROSS INCOME
Operating expenses (Note 12)
Interest income (Note 10)
Interest expense (Note 10)
Others - net
INCOME BEFORE INCOME TAX
PROVISION FOR INCOME TAX (Note 15)
Current
Deferred
NET INCOME

P
=149,533,262

=112,732,085
P

126,828,035

88,017,054

22,705,227

24,715,031

(12,369,757)
3,184,011
(32,973)
1,378,748
(7,839,971)

(14,719,235)
2,834,771
(5,650)
273,969
(11,616,145)

14,865,256

13,098,886

5,153,814
142,746
5,296,560
P
=9,568,696

4,580,046
(64,631)
4,515,415
=8,583,471
P

See accompanying Notes to Financial Statements.
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KEMWATER PHIL. CORP.
(A Subsidiary of LMG Chemicals Corp.)

STATEMENTS OF CHANGES IN EQUITY
FOR THE YEARS ENDED DECEMBER 31, 2008 AND 2007

Capital Stock

Revaluation
Increment
in Land
(Notes 8
and 15)

P
=115,000,000

P
=2,565,948

–

–

8,583,471

8,583,471

115,000,000

2,565,948

6,268,287

123,834,235

Change in tax rates (Note 15)

–

197,380

–

197,380

Dividends declared - P
=0.052 per share (Note 10)

–

–

(6,000,000)

(6,000,000)

Net income for the year

–

–

9,568,696

9,568,696

P
=115,000,000

P
=2,763,328

P
=9,836,983

P
=127,600,311

BALANCES AT DECEMBER 31, 2006
Net income for the year
BALANCES AT DECEMBER 31, 2007

BALANCES AT DECEMBER 31, 2008

Retained
Earnings
(Deficit)

Total

=115,250,764
(P
=2,315,184) P

See accompanying Notes to Financial Statements.
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KEMWATER PHIL. CORP.
(A Subsidiary of LMG Chemicals Corp.)

STATEMENTS OF CASH FLOWS

Years Ended December 31
2007
2008
CASH FLOWS FROM OPERATING ACTIVITIES
Income before income tax
Adjustments for:
Depreciation and amortization (Note 8)
Provision for inventory losses
Interest income
Interest expense
Amortization of deferred license fee (Notes 12 and 19)
Operating income before working capital changes
Decrease (increase) in:
Receivables
Due from related parties
Inventories
Prepaid expenses and other current assets
Increase (decrease) in:
Accounts payable and accrued expenses
Due to related parties
Other noncurrent liabilities
Net cash generated from (used in) operations
Interest received
Interest paid
Income taxes paid, including creditable withholding tax
and final tax
Net cash from (used in) operating activities

P
=14,865,256

=13,098,886
P

14,742,863

2,556,252
–
(2,834,771)
5,650
2,549,475
15,375,492

(16,435,619)
11,949,915
(17,320,557)
(1,778,452)

4,808,572
(32,683,130)
11,794,757
222,499

7,134,333
12,095,021
10,387,504
3,184,011
(32,973)

(1,825,083)
593,269
(64,631)
(1,778,255)
2,834,771
(5,650)

(5,822,752)
7,715,790

(5,758,096)
(4,707,230)

CASH FLOWS FROM INVESTING ACTIVITIES
Additions to property, plant and equipment (Note 8)
Decrease (increase) in other noncurrent assets
Net cash from (used in) investing activities

(1,073,351)
(2,558,061)
(3,631,412)

(138,521)
297,793
159,272

CASH FLOWS FROM FINANCING ACTIVITY
Dividends paid (Note 10)

(3,000,000)

2,693,452
335,193
(3,184,011)
32,973
–

–

–

NET INCREASE (DECREASE) IN CASH AND CASH
EQUIVALENTS

1,084,378

(4,547,958)

CASH AND CASH EQUIVALENTS
AT BEGINNING OF YEAR

3,903,241

8,451,199

CASH AND CASH EQUIVALENTS
AT END OF YEAR (Note 4)

P
=4,987,619

=3,903,241
P

See accompanying Notes to Financial Statements.
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KEMWATER PHIL. CORP.
(A Subsidiary of LMG Chemicals Corp.)

NOTES TO FINANCIAL STATEMENTS

1. Corporate Information
Kemwater Phil. Corp. (the Company), a 60%-owned company of LMG Chemicals Corp. (LMG or
the parent company), was incorporated in the Philippines and is primarily engaged in the
manufacture and trade of chemicals such as water and sewage treatment chemicals, inorganic
coagulants for the paper industry and ground alum for the detergent industry. LMG is
73.93%-owned by Chemical Industries of the Philippines, Inc. (CIP), the ultimate parent
company. The registered office address of the Company is Chemphil Building, 851 A. Arnaiz
Avenue, Legaspi Village, Makati City.
The financial statements of the Company as of and for the years ended December 31, 2008 and
2007 were authorized for issue by the Board of Directors (BOD) on April 13, 2009.

2. Summary of Significant Accounting and Financial Reporting Policies
Basis of Preparation and Statement of Compliance
The financial statements of the Company are prepared under a historical cost basis except for land
which is carried at revalued amounts, and are presented in Philippine Peso (Peso), which is the
Company’s functional currency. The financial statements have been prepared in compliance with
Philippine Financial Reporting Standards (PFRS).
Changes in Accounting Policies and Disclosures
The accounting policies adopted are consistent with those of the previous financial year except for
the adoption of the following Philippine Interpretations based on International Financial
Reporting Interpretations Committee (IFRIC) Interpretations which became effective on
January 1, 2008, and an amendment to an existing standard that became effective on July 1, 2008.
Adoption of these changes in PFRS did not have any significant effect to the Company:
·

Philippine Interpretation IFRIC 11, PFRS 2 - Group and Treasury Share Transactions

·

Philippine Interpretation IFRIC 12, Service Concession Arrangements

·

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

·

Amendments to PAS 39, Financial Instruments: Recognition and Measurement and
PFRS 7, Financial Instruments: Disclosures - Reclassification of Financial Assets

New Accounting Standards, Interpretations, and Amendments to
Existing Standards Effective Subsequent to December 31, 2008
The Company will adopt the following standards and interpretations enumerated below 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 significant impact on its
financial statements. The relevant disclosures will be included in the notes to the financial
statements when these become effective.

*SGVMC309198*
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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.
PFRS 8, Operating Segments
This standard will replace PAS 14, Segment Reporting, and adopts a management approach to
reporting segment information. The information reported would be that which management uses
internally for evaluating the performance of operating segments and allocating resources to those
segments. Such information may be different from that reported in the balance sheet and
statement of income and companies will need to provide explanations and reconciliations of the
differences.
Amendment to PAS 1, Presentation of Financial Statements
This interpretation requires a company to present all items of income and expense recognized in
the period in a single statement of comprehensive income or in two statements: a separate
statement of income and a statement of comprehensive income. The statement of comprehensive
income shall disclose profit and loss for the period, plus each component of income and expense
recognized outside of profit and loss. The Company will assess the impact of this standard to its
financial statements.
PAS 23, Borrowing Costs
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. In accordance with the transitional requirements of this standard, the
Company will adopt this as a prospective change in accounting policy. Accordingly, borrowing
costs will be capitalized on qualifying assets with a commencement date after January 1, 2009.
No changes will be made for borrowing costs incurred to this date that have been expensed.
Amendments to PAS 27, Consolidated and Separate Financial Statements Cost of an Investment in a Subsidiary, Jointly Controlled Entity or Associate
Amendments to PAS 27 has changes in respect of the holding companies separate financial
statements including (a) the deletion of ‘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 identify, among others, certain specified features, the presence of all of which
will make puttable financial instruments to be classified as equity.
Philippine Interpretation IFRIC 13, Customer Loyalty Programmes
This interpretation requires customer loyalty award credits to be accounted for as a separate
component of the sales transaction in which they are granted and therefore part of the fair value of
the consideration received is allocated to the award credits and realized in income over the period
that the award credits are redeemed or expire.

*SGVMC309198*
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This Interpretation provides guidance on identifying foreign currency risks that qualify for hedge
accounting in the hedge of net investment; where within the group the hedging instrument can be
held in the hedge of a net investment; and how an entity should determine the amount of foreign
currency gains or losses, relating to both the net investment and the hedging instrument, to be
recycled on disposal of the net investment.
Improvements to PFRSs
In May 2008, the International Accounting Standards Board issued its first omnibus of
amendments to certain standards, primarily with a view to removing inconsistencies and
clarifying wordings. There are separate transitional provisions for each standard. The applicable
amendments to the Company are as follows:
·

PFRS 5, Noncurrent Assets Held for Sale and Discontinued Operations
When a subsidiary is held for sale, all of its assets and liabilities will be classified as held for
sale under PFRS 5, even when the entity retains a non-controlling interest in the subsidiary
after the sale.

·

PAS 19, Employee Benefits
Revises the definition of ‘past service costs’ to include reductions in benefits related to past
services (‘negative past service costs’) and to exclude reductions in benefits related to future
services that arise from plan amendments. Amendments to plans that result in a reduction in
benefits related to future services are accounted for as a curtailment.
Revises the definition of ‘return on plan assets’ to exclude plan administration costs if they
have already been included in the actuarial assumptions used to measure the defined benefit
obligation.

·

PAS 23, Borrowing Costs
Revises the definition of borrowing costs to consolidate the types of items that are considered
components of ‘borrowing costs’ - that is, components of the interest expense calculated
using the effective interest rate method.

·

PAS 28, Investment in Associates
An investment in an associate is a single asset for the purpose of conducting the impairment
test. Therefore, any impairment test is not separately allocated to the goodwill included in the
investment balance.

·

PAS 36, Impairment of Assets
When discounted cash flows are used to estimate ‘fair value less cost to sell’ additional
disclosure is required about the discount rate, consistent with disclosures required when the
discounted cash flows are used to estimate ‘value-in-use’.

·

PAS 38, Intangible Assets
Expenditure on advertising and promotional activities is recognised as an expense when the
Company either has the right to access the goods or has received the service.

*SGVMC309198*

-4·

PAS 40, Investment Properties
Revises the scope (and the scope of PAS 16, Property, Plant and Equipment) to include
property that is being constructed or developed for future use as an investment property.
Where an entity is unable to determine the fair value of an investment property under
construction, but expects to be able to determine its fair value on completion, the investment
under construction will be measured at cost until such time as fair value can be determined or
construction is complete.

Effective in 2010
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 and PAS 27 must be applied retrospectively, except for some scenarios, and will
affect future acquisitions and transactions with non-controlling interests.
Philippine Interpretation IFRIC 17, Distributions of Non-cash Assets to Owners
This Interpretation covers accounting for all non-reciprocal distribution of non-cash assets to
owners. It provides guidance on when to recognize a liability, how to measure it and the
associated assets, and when to derecognize the asset and liability and the consequences of doing
so.
Amendment to PAS 39, Financial Instruments: Recognition and Measurement Eligible Hedged Items
Amendment to PAS 39 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.
Effective in 2012
Philippine Interpretation IFRIC 15, Agreement for Construction of Real Estate
This Interpretation covers accounting for revenue and associated expenses by entities that
undertake the construction of real estate directly or through subcontractors. This Interpretation
requires that revenue on construction of real estate be recognized only upon completion, except
when such contract qualifies as a construction contract to be accounted for under PAS 11,
Construction Contracts, or involves rendering of services in which case revenue is recognized
based on stage of completion. Contracts involving provision of services with the construction
materials and where the risks and reward of ownership are transferred to the buyer on a
continuous basis, will also be accounted for based on stage of completion.

*SGVMC309198*
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Cash and Cash Equivalents
Cash includes cash on hand and in banks. Cash equivalents are short-term, highly liquid
investments that are readily convertible to known amounts of cash with original maturities of
three months or less and are subject to an insignificant risk of changes in value.
Financial Assets and Financial Liabilities
Classification and recognition
Financial assets and financial liabilities are recognized initially at fair value. Transaction costs
are included in the initial measurement of all financial assets and financial liabilities, except for
financial instruments measured at fair value through profit and loss. Fair value is determined by
reference to the transaction price or other market prices. If such market prices are not readily
determinable, the fair value of the consideration is estimated as the sum of all future cash
payments or receipts, discounted using the prevailing market rates of interest for similar
instruments with similar maturities.
The Company recognizes a financial asset or a financial liability in the balance sheet when it
becomes a party to the contractual provisions of the instrument. In the case of regular way
purchase or sale of financial assets, recognition and derecognition, as applicable, is done using
settlement date accounting. Regular way purchases or sales are purchases or sales of financial
assets that require delivery of the assets within the period generally established by regulation or
convention in the market place.
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 equity, net of any
related income tax benefits.
Financial assets and financial liabilities are further classified into the following categories:
financial asset or financial liability at fair value through profit or loss, loans and receivables, heldto-maturity investments, available-for-sale financial assets and other financial liabilities. The
Company determines the classification at initial recognition and, where allowed and appropriate,
re-evaluates this classification at every balance sheet date.
a. Financial assets or financial liabilities at fair value through profit or loss
Financial assets or financial liabilities classified in this category are financial assets or
financial liabilities that are held for trading or financial assets and financial liabilities that are
designated by management as at fair value through profit or loss on initial recognition when
any of the following criteria are met:
· 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
· the assets and liabilities are part of a group of financial assets and financial liabilities,
respectively, or both financial assets and financial liabilities, which are managed and their
performance is evaluated on a fair value basis, in accordance with a documented risk
management or investment strategy, or
· 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.

*SGVMC309198*
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selling in the near term. Derivatives are also classified as held for trading unless they are
designated as effective hedging instruments.
Financial assets and financial liabilities at fair value through profit or loss are recorded in the
balance sheet at fair value. Changes in fair value are recorded in profit or loss. Interest
earned is recorded as interest income, while dividend income is recorded in dividend income
according to the terms of the contract, or when the right of the payment has been established.
Interest incurred is recorded as interest expense.
The Company has not designated any financial asset or financial liability as at fair value
through profit or loss as of December 31, 2008 and 2007.
Embedded derivatives
An embedded derivative is separated from the host financial or non-financial contract and
accounted for as a derivative if all of the following conditions are met:
·
·
·

the economic characteristics and risks of the embedded derivative are not closely related
to the economic characteristic of the host contract;
a separate instrument with the same terms as the embedded derivative would meet the
definition of a derivative; and
the hybrid or combined instrument is not recognized as at fair value through profit or loss.

The Company assesses whether embedded derivatives are required to be separated from host
contracts when the Company first becomes party to the contract. Reassessment only occurs if
there is a change in the terms of the contract that significantly modifies the cash flows that
would otherwise be required.
Embedded derivatives that are bifurcated from the host contracts are accounted for as
financial assets as at fair value through profit or loss. Changes in fair values are included in
the statement of income.
The Company has no embedded derivatives as of December 31, 2008 and 2007.
b. Loans and receivables
Loans and receivables are non-derivative financial assets with fixed or determinable payments
that are not quoted in an active market. They arise when the Company provides money,
goods or services directly to a debtor with no intention of trading the receivables. Loans and
receivables are carried at cost or amortized cost in the balance sheet. Amortization is
determined using the effective interest rate method. Loans and receivables are included in
current assets if maturity is within 12 months from the balance sheet date, otherwise, these are
classified as noncurrent assets.
Classified as loans and receivables are the Company’s cash in bank and cash equivalents,
receivables and due from related parties (see Note 17).

*SGVMC309198*
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Held-to-maturity investments are non-derivative financial assets with fixed or determinable
payments and fixed maturities wherein the Company has the positive intention and ability to
hold to maturity. Held-to-maturity investments are carried at cost or amortized cost in the
balance sheet. Amortization is determined using the effective interest rate method. Assets
under this category are classified as current assets if maturity is within 12 months from the
balance sheet date, otherwise, these are classified as noncurrent assets.
The Company has not designated any financial asset as held-to-maturity as of
December 31, 2008 and 2007.
d. Available-for-sale financial assets
Available-for-sale financial assets are non-derivatives that are either designated in this
category or not classified in any of the other categories. Available-for-sale financial assets
are carried at fair value in the balance sheet. Changes in the fair value of investments
classified as available-for-sale financial assets are recognized in equity (net of the related
deferred tax), except for the foreign exchange fluctuations on available-for-sale debt
securities and the related effective interest which are taken directly to the statement of
income. These changes in fair values are recognized in equity until the investment is sold,
collected or otherwise disposed of or until the investment is determined to be impaired, at
which time the cumulative gain or loss previously reported in equity are included in the
statement of income. Assets under this category are classified as current assets if maturity is
within 12 months of the balance sheet date, otherwise, these are classified as noncurrent
assets.
The Company has not designated any financial assets as available-for-sale financial asset as
of
December 31, 2008 and 2007.
e. Other financial liabilities
This category pertains to financial liabilities that are not held for trading and are not
designated as at fair value through profit or loss upon the inception of the liability. These
include liabilities arising from operating (e.g., accounts payable and accrued expenses and
due to related parties) and financing activities.
Borrowings are recognized initially at fair value, net of transaction costs incurred.
Borrowings are subsequently stated at amortized cost; any difference between the proceeds
(net of transaction costs) and the redemption value is recognized in the statement of income
over the period of the borrowing using the effective interest rate method.
Borrowings are classified as current liabilities unless the Company has an unconditional right
to defer settlement of the liability for the least 12 months after the balance sheet date.
Accounts payable, accrued expenses and due to related parties are recognized in the period in
which the related money, goods or services are received or when a legally enforceable claim
against the Company is established. These are measured at amortized cost, normally equal to
nominal amount.
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-8Other financial liabilities are recognized initially at fair value and are subsequently carried at
amortized cost, taking into account the impact of applying the effective interest rate method
of amortization (or accretion) for any related premium (or discount) and any directly
attributable transaction costs.
Derecognition of Financial Assets and Financial Liabilities
a. Financial assets
A financial asset (or, where applicable, a part of a financial asset or part of a group of similar
financial assets) is derecognized when:
·
·
·

the rights to receive cash flows from the asset have expired;
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 ‘passthrough’ arrangement; or
the Company has transferred its rights to receive cash flows from the asset and either
(a) has transferred substantially all the risks and rewards of the asset, or (b) 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 receive cash flows from an asset and has
neither transferred nor retained substantially all the risks and rewards of the asset nor
transferred control of the asset, the asset is recognized to the extent of the Company’s
continuing involvement in the asset. Continuing involvement that takes the form of a
guarantee over the transferred asset is measured at the lower of original carrying amount of
the asset and the maximum amount of consideration that the Company could be required to
pay.
b. Financial liabilities
A financial liability is derecognized when the obligation under the liability is discharged,
cancelled or has expired.
Where an existing financial 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 the original liability and the
recognition of a new liability, and the difference in the respective carrying amounts is
recognized in the statement of income.
Impairment of Financial Assets
The Company assesses at each balance sheet date whether a financial asset or a group of financial
assets is impaired.
a. Assets carried at amortized cost
If there is an objective evidence that an impairment loss on loans and receivables carried at
amortized cost has been incurred, the amount of 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
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-9effective 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 loss, if any, is recognized in the statement of 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. Objective evidence includes observable data that
comes to the attention of the Company about loss events such as, but not limited to,
significant financial difficulty of the counterparty, a breach of contract, such as a default or
delinquency in interest or principal payments, probability that the borrower will enter
bankruptcy or other financial reorganization. If it is determined that no objective evidence of
impairment exists for an individually assessed financial asset, whether significant or not, the
asset is included in the group of financial assets with similar credit risk and characteristics and
that group of financial assets is collectively assessed for impairment. Assets that are
individually assessed for impairment and for which an impairment loss is recognized are not
included in a collective assessment of impairment.
Loans and receivables, together with the related allowance, are written off when there is no
realistic prospect of future recovery and all collateral has been realized. If, in a subsequent
period, the amount of the 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. Any subsequent reversal of an impairment loss is
recognized in the statement of income, to the extent that the carrying value of the asset does
not exceed its amortized cost at the reversal date.
b. Assets carried at cost
If there is an objective evidence that an impairment loss of an unquoted equity instrument that
is not carried at fair value because its fair value cannot be reliably measured, or a derivative
asset that is linked to and must be settled by delivery of such unquoted equity instrument 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 discounted at the current
market rate of return for a similar financial asset.
c. Available-for-sale financial assets
If an available-for-sale financial asset is impaired, the 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 the statement of income, is transferred from
equity to the statement of income. Reversals in respect of equity instruments classified as
available-for-sale financial asset are not recognized in the statement of income. Reversals of
impairment losses on debt instruments are reversed through the statement of income if the
increase in fair value of the instrument can be objectively related to an event occurring after
the impairment loss was recognized in the statement of income. In the case of debt
instruments classified as available-for-sale financial assets, impairment is assessed based on
the same criteria as financial assets carried at amortized cost. Future interest income is based
on the reduced carrying amount and is accrued based on the rate of interest used to discount
future cash flows for the purpose of measuring impairment loss. Such accrual is recorded as
part of “Interest income” in the statement of income. If, in subsequent year, the fair value of
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- 10 a debt instrument increases and the increase can be objectively related to an event occurring
after the impairment loss was recognized in the statement of income, the impairment loss is
reversed through the statement of income.
Day-1-Profit or Loss
Where the transaction price in a non-active market is different from the fair value from other
observable current market transactions in the same instrument or based on a valuation technique
whose variables include only data from observable market, the Company recognizes the
difference between the transaction price and fair value (a Day-1 profit or loss) in the statement of
income unless it qualifies for recognition as some other type of asset. In cases where use is made
of data which is not observable, the differences between the transaction price and model value is
only recognized in the statement of income when the inputs become observable or when the
instrument is derecognized. For each transaction, the Company determines the appropriate
method of recognizing the ‘Day-1’ profit or loss amount.
Offsetting Financial Instruments
Financial assets and financial liabilities are offset and the net amount reported in the balance
sheet if, and only if, there is a 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 not generally the case with master netting agreements, and the related
financial assets and financial liabilities are presented gross in the balance sheet.
Inventories
Inventories are valued at the lower of cost and net realizable value. Costs incurred in bringing
each inventory item to its present location and condition are accounted for as follows:
Raw materials, spare parts and
factory supplies
Finished goods, work in process
and merchandise inventories

-

cost is determined on a moving-average method

-

cost includes direct materials and labor and a
proportion of manufacturing overhead costs

Cost of raw materials is the current replacement cost. Net realizable value of finished goods is the
estimated selling price in the ordinary course of business, less estimated costs of completion,
marketing and distribution.
Property, Plant and Equipment
Property, plant and equipment, except land, are stated at cost less accumulated depreciation and
any accumulated impairment in value, except for land which are carried at revalued amount as
determined as of March 28, 2007 by an independent firm of appraisers.
Revaluation is made with sufficient regularity such that the carrying amount does not differ
materially from that which would be determined using fair value at the balance sheet date. Any
resulting increase in the asset’s carrying amount as a result of the revaluation is credited directly
to “Revaluation increment in land”, net of related deferred tax liability. Any resulting decrease is
directly charged against any related revaluation increment to the extent that the decrease does not
exceed the amount of the revaluation increment in respect of the same asset.
The initial cost of property, plant and equipment consists of its purchase price, including import
duties, taxes, and any directly attributable costs of bringing the asset to its working condition and
location for its intended use. Expenditures incurred after the property, plant and equipment have
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- 11 been put into operation, such as repairs and maintenance and overhaul costs, are normally charged
to income in the period in which the costs are incurred. In situations where 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, plant and equipment beyond its
originally assessed standard of performance, the expenditures are capitalized as an additional cost
of property, plant and equipment.
Construction in progress is stated at cost. This includes cost of construction, equipment, and
other direct costs. Construction in progress is not depreciated until such time that the relevant
assets are completed and becomes available for use.
Depreciation is calculated on a straight-line basis over the estimated useful lives of the assets as
follows:

Land improvements
Plant, machinery and equipment
Buildings and structures
Transportation equipment
Office furniture and fixtures

Number
of Years
10
10
8
5
2

The residual values, useful lives and depreciation method are periodically reviewed and adjusted
if appropriate at each balance sheet date.
When property and equipment carried at cost are retired or otherwise disposed of, the cost and the
related accumulated depreciation and impairment in value are removed from the accounts and any
resulting gain or loss is recognized in the statement of income.
Upon disposal of revalued land, the related revaluation increment realized in respect of the latest
valuation will be released from the revaluation increment directly to retained earnings.
Fully depreciated property and equipment are retained in the accounts until these are no longer in
use.
Impairment of Nonfinancial Assets
The carrying values of the property, plant and equipment are reviewed for impairment when
events or changes in circumstances indicate the carrying values may not be recoverable. If any
such indication exists and where the carrying values exceed the estimated recoverable amounts,
the assets are written down to their recoverable amounts. An asset’s recoverable amount is the
greater of net selling price and value-in-use. In assessing value-in-use, the estimated future cash
flows are discounted to their present values using a pre-tax discount rate that reflect current
market assessments of the time value of money and the risks specific to the asset. Any
impairment loss is recognized in the statement of income.
An assessment is made at each balance sheet date as to whether there is any indication that
previously recognized impairment losses may no longer exist or may have decreased. If such
indication exists, the recoverable amount is estimated. A previously recognized impairment loss
is reversed only 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, had no impairment
loss been recognized for the asset in prior years. Such reversal is recognized in the statement of
income.
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License fees are costs incurred for the license agreement that have been capitalized and amortized
over the period covered by the agreement of 10 years until November 2007 (see Note 19).
Retirement Benefits Cost
Retirement benefits cost is actuarially determined using the projected unit credit method of
actuarial valuation. This method reflects services rendered by employees up to the date of
valuation and incorporates assumptions concerning employee’s projected salaries. Actuarial
valuations are conducted with sufficient regularity, with options to accelerate when significant
changes to underlying assumptions occur. Retirement benefits cost include current service cost,
interest cost, expected return on any plan assets, actuarial gains and losses, past service cost and
the effect of any curtailment or settlement. Actuarial gains and losses are recognized as income
or expense when the net cumulative unrecognized actuarial gains and losses of the defined benefit
plan at the end of the previous reporting year exceeded 10% of the higher of the defined benefit
obligation and the fair value of plan assets at that date. These gains and losses are recognized
over the expected average remaining working lives of the employees participating in the defined
benefit retirement plan.
The net retirement liability recognized by the Company in respect of the defined benefit
retirement plan is the aggregate of the present value of the defined benefit obligation and actuarial
gains and losses not recognized reduced by the past service cost not yet recognized and the fair
value of plan assets out of which the obligations are to be settled directly.
The net retirement asset recognized by the Company in respect of the defined benefit retirement
plan is the lower of: (a) the present value of the defined benefit obligation at the balance sheet
date less the fair value of the plan assets, together with adjustments for unrecognized actuarial
gains or losses and past service costs that shall be recognized in later periods or (b) the total of
any net cumulative unrecognized actuarial losses and past service cost and the present value of
any economic benefits available in the form of refunds from the plan or reductions in future
contributions to the plan.
The defined benefit obligation is calculated annually by an independent actuary using the
projected unit credit method. The present value of the defined benefit obligation is determined by
discounting the estimated future cash outflows using risk-free interest rates of government bonds
that have terms of maturity approximating the terms of the related pension liability.
The present value of the defined benefit obligation is determined by discounting the estimated
future cash outflows using risk-free interest rates of government bonds that have terms to maturity
approximating to the terms of the related retirement liability.
Leases
The determination of whether the arrangement is, or contains a lease is based on the substance of
the arrangement at inception date of whether the fulfillment of the arrangement is dependent on
the use of a specific asset or assets or the arrangement conveys a right to use the asset. A
reassessment is made after inception on the lease only if one of the following applies: (a) there is
a change in contractual terms, other than a renewal or extension of the arrangement; (b) a renewal
option is exercised or extension granted, unless the term of the renewal or extension was initially
included in the lease term; (c) there is a change in the determination of whether fulfillment is
dependent on a specified asset; or (d) there is substantial change to the asset.
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- 13 Where a reassessment is made, lease accounting shall commence or cease from the date when the
change in circumstances gave rise to reassessment for scenarios (a), (c), or (d) and at the date of
renewal or extension period for scenario (b).
The determination whether a lease agreement is a finance or an operating lease is dependent on
the retention or transfer of substantially all the risks and rewards incidental to the ownership of
the leased asset. Finance leases are those that transfer substantially all risks and rewards of
ownership to the lessee.
Company as lessee
Leases where the lessor retains substantially all the risks and benefits of ownership of the asset
are classified as operating leases. Operating lease payments are recognized as an expense in the
statement of income on a straight-line basis over the lease term.
Revenue
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. The following specific recognition criteria
must also be met before revenue is recognized:
Sale of goods
Revenue is recognized when the significant risks and rewards of ownership of the goods have
passed to the buyer.
Interest income
Interest is recognized as interest accrues (using the effective interest rate method that is the rate
that exactly discounts estimated future cash receipts through the expected life of the financial
instrument to the net carrying amount of the financial asset).
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 substantively enacted at the balance sheet
date.
Deferred Tax
Deferred tax is provided using the balance sheet liability method, on temporary differences at the
balance sheet 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, including asset
revaluations. Deferred tax assets are recognized for all deductible temporary differences,
carryforward benefits of unused tax credits from minimum corporate income tax (MCIT) over
regular corporate income tax (RCIT) and net operating loss carryover (NOLCO), to the extent that
it is probable that tax profit will be available against which the deductible temporary differences
and carry forward benefits of unused tax credits from excess MCIT over RCIT and NOLCO can
be utilized. Deferred tax assets and liabilities are not recognized when it arises from the initial
recognition of an asset or liability in a transaction that is not a business combination and, at the
time of transaction, affects neither the accounting profit nor taxable profit or loss.
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- 14 Deferred tax liabilities are not provided on taxable temporary differences associated with
investments in subsidiaries and affiliates.
The carrying amount of deferred tax assets is reviewed at each balance sheet 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 assets to be utilized. Unrecognized deferred tax assets are reassessed at
each balance sheet date and are recognized to the extent that it has become probable that future
taxable profit will allow the deferred tax asset to be recorded.
Deferred tax assets and liabilities are measured at the tax rates that are expected to apply in the
year when the asset is realized or the liability is settled based on the tax rates that have been
enacted or substantively enacted at the balance sheet date.
Income tax relating to items recognized directly in equity is recognized in equity and not in the
statement of income.
Deferred tax assets and deferred tax liabilities are offset if a legally enforceable right exists to
offset the deferred tax assets against the deferred tax liabilities and the deferred taxes relate to the
same taxable entity and the same taxation authority.
Foreign Currency-Denominated Transactions and Translations
Transactions denominated in foreign currencies are recorded in Peso based on the exchange rates
prevailing at the transaction dates. Foreign currency denominated monetary assets and liabilities
are translated to Peso at closing rates prevailing at the balance sheet date.
Foreign exchange differentials between rate at transaction date and rate at settlement date or
balance sheet date of foreign currency-denominated monetary assets or liabilities are credited to
or charged against current operations.
Provisions and Contingencies
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. 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 reflect 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 an
interest expense.
Contingent liabilities are not recognized in the financial statements. These are disclosed unless
the possibility of an outflow of resources embodying economic benefits is remote. A contingent
asset is not recognized in the financial statements but disclosed when an inflow of economic
benefit is probable.
Events After the Balance Sheet Date
Post year-end events up to the date of the approval of the BOD that provide additional
information about the Company’s position at the balance sheet date (adjusting events) are
reflected in the financial statements. Post year-end events that are not adjusting events are
disclosed in the notes to the financial statements when material.
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3. Significant Accounting Judgments, Assumptions and Estimates
The preparation of the financial statements in accordance with PFRS requires management to
make judgments, assumptions and estimates that affect the amounts reported in the financial
statements and accompanying notes. The judgments, assumptions and estimates used in the
financial statements are based upon management’s evaluation of relevant facts and circumstances
that are believed to be reasonable as of the date of the financial statements. While the Company
believes that the assumptions are reasonable and appropriate, differences in the actual experience
or changes in the assumptions may materially affect the estimated amounts. Actual results could
differ from such estimates.
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 and future periods if the revision affects
both current and future periods.
Judgments
In the process of applying the Company’s accounting policies, management has made the
following judgments, apart from those involving estimations, which has the most significant
effect on the amounts recognized in the financial statements.
Determination of the Company’s functional currency
The Company, based on the relevant economic substance of the underlying circumstances, has
determined its functional currency to be the Peso. It is the currency of the primary economic
environment in which it operates.
Classification of financial instruments
The Company classifies a financial instrument, or its components, 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 Company’s balance sheet.
The Company determines the classification at initial recognition and re-evaluates this designation,
where allowed and appropriate, at every reporting date. The categories of the Company’s
financial assets and financial liabilities are disclosed in Note 17.
Determination of leases
The Company has property leases, where it has determined that the risks and rewards related to
those properties are retained with the lessors. As such, these lease agreements are accounted for
as operating leases.
Estimates and Assumptions
The estimates and underlying assumptions are reviewed on an ongoing basis. Revisions to
accounting estimates are recognized in the period in which the estimates is revised if the revision
affects only that period, or in the period of the revision and future periods if the revision affects
both current and future periods.
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balance sheet 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.
Estimation of allowance for doubtful accounts
The Company maintains allowance for doubtful accounts based on the result of an individual
assessment under PAS 39. Under the individual assessment, the Company is required to obtain the
present value of estimated cash flows using the receivable’s original effective interest rate.
Impairment loss is determined as the difference between the receivable’s carrying balance and the
computed present value. The methodology and assumptions used for the individual assessments
are based on management’s judgment and estimate.
Therefore, the amount and timing of recorded expense for any period would differ depending on
the judgments and estimates made for the year. Receivables, net of allowance for doubtful
accounts of P
=280,290 in 2008 and P
=303,520 in 2007, amounted to P
=30,852,769 and P
=14,417,150
as of December 31, 2008 and 2007, respectively (see Note 5).
Determination of net realizable value of inventories
The Company’s estimates of the net realizable values of inventories are based on the most reliable
evidence available at the time the estimates are made, of the amount that the inventories are
expected to be realized. These estimates consider the fluctuations of price or cost directly relating
to events occurring after the end of the period to the extent that such events confirm conditions
existing at the end of the period. A new assessment is made of net realizable value in each
subsequent period. When the circumstances that previously caused inventories to be written down
below cost no longer exist or when there is a clear evidence of an increase in net realizable value
because of change in economic circumstances, the amount of the write-down is reversed so that
the new carrying amount is the lower of the cost and the revised net realizable value. The
Company’s inventories as of December 31, 2008 and 2007 amounted to P
=30,124,147 and
=13,138,783, respectively (see Note 6).
P
Estimation of useful lives and residual values of property, plant and equipment
The Company estimates the useful life of its property, plant and equipment based on the period
over which the assets are expected to be available for use. The Company reviews annually the
estimated useful lives and residual values of property, plant and equipment based on factors that
include asset utilization, internal technical evaluation, technological changes, environmental and
anticipated use of the assets tempered by related industry benchmark information. It is possible
that future results of operation could be materially affected by changes in these estimates brought
about by changes in the factors mentioned. A reduction in the estimated useful lives of property,
plant and equipment would increase depreciation expense and decrease noncurrent assets.
Revaluation of land
The Company’s land is carried at revalued amount, which approximate its fair value at the date of
the revaluation, less any subsequent accumulated impairment losses. The valuation was
performed by professionally qualified appraisers. Revaluations are made every two to three years
to ensure that the carrying amount does not differ materially from that which would be determined
using fair value at balance sheet date.
Land at appraised value amounted to P
=32,069,000 as of December 31, 2008 and 2007
(see Note 8).
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- 17 Recognition of deferred tax assets
The Company reviews the carrying amounts at each balance sheet date and adjusts the balance of
deferred tax assets 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 assets to be utilized.
The Company’s deferred tax assets amounted to P
=586,041 and P
=728,787 as of December 31, 2008
and 2007, respectively (see Note 15).
Estimation of provision for impairment of nonfinancial assets
Internal and external sources of information are reviewed at each balance sheet date to identify
indications that the property, plant and equipment may be impaired or an impairment loss
previously recognized no longer exists or may be decreased.
If any such indication exists, the recoverable amount of the asset is estimated. An impairment loss
is recognized whenever the carrying amount of an asset exceeds its recoverable amount.
The Company assesses the impairment of 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:
·
·

Significant underperformance relative to expected historical or projected future operating
results; and
Significant negative industry or economic trends.

The carrying value of the Company’s property, plant and equipment amounted to P
=43,931,969
and P
=45,552,070 as of December 31, 2008 and 2007, respectively (see Note 8).
Estimation of retirement benefits cost
The determination of the obligation and cost of retirement benefits is dependent on the selection
of certain assumptions used by independent actuary in calculating such amounts. Those
assumptions are described in Note 14 and include among others, discount rates, expected returns
on plan asset and salary increase rates. Actual results that differ from the Company’s
assumptions are accumulated and amortized over future periods and thereafter, generally affect
the recognized expense and recorded obligation in such future periods. While the Company
believes that the assumptions are reasonable and appropriate, significant differences in the actual
experience or significant changes in the assumptions may materially affect the retirement
obligations.
The Company’s retirement expense charged to operations amounted to P
=65,305 in 2008 and
=297,793 in 2007. No retirement asset was recognized as of December 31, 2008 and 2007
P
(see Note 14).
Provisions and contingencies
The Company provides for present obligations (legal or constructive) where it is probable that
there will be an outflow of resources embodying economic benefits that will be required to settle
said obligations. An estimate of the provision and contingency is based on known information at
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- 18 balance sheet date, net of any estimated amount that may be reimbursed to the Company. If the
effect of the time value of money is material, provisions and contingencies are discounted using a
current pre-tax rate that reflects the risks specific to the liability. The amount of provision is
being re-assessed at least on an annual basis to consider new relevant information. No provision
or contingency was made as of December 31, 2008 and 2007.

4. Cash and Cash Equivalents
Cash on hand and in banks
Short-term investments

2008
P
=4,837,619
150,000
P
=4,987,619

2007
=3,553,241
P
350,000
=3,903,241
P

Cash in banks earn interest at the respective bank deposit rates. Short-term investments are made
for varying periods of up to three months depending on the immediate cash requirements of the
Company, and earn interest at the respective short-term investment rates.

5. Receivables
Trade
Others
Less allowance for doubtful accounts

2008
P
=29,699,008
1,434,051
31,133,059
280,290
P
=30,852,769

2007
=12,828,912
P
1,891,758
14,720,670
303,520
=14,417,150
P

Based on management’s assessment of impairment of its receivables, on an individual assessment
basis, accounts aggregating to P
=280,290 and P
=303,520 are impaired as of December 31, 2008 and
2007, respectively. Outstanding accounts amounting to P
=23,230 were written-off in 2008 and no
additional provision was provided.
A reconciliation of the allowance for doubtful accounts is as follows:
Beginning balances
Amounts written off
Ending balances

2008
P
=303,520
(23,230)
P
=280,290

2007
=303,520
P
–
=303,520
P

6. Inventories
At cost:
Merchandise on hand (Note 10)
Work in process

2008

2007

P
=1,234,593
7,873,098

=1,865,450
P
1,743,865

(Forward)
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At net realizable value:
Finished goods
Raw materials:
On hand (Note 10)
In transit
Spare parts and factory supplies:
On hand
In Transit

2008

2007

10,219,459

5,090,953

8,068,732
40,080

1,051,372
152,691

2,688,185
–
P
=30,124,147

2,758,729
475,723
=13,138,783
P

Cost of inventories carried at net realizable value amounted to P
=21,901,281 and P
=10,079,099 as of
December 31, 2008 and 2007, respectively.
7. Prepaid Expenses and Other Current Assets
2008
P
=2,500,704
420,359
102,828
P
=3,023,891

Input value-added taxes
Prepaid expenses
Others

2007
=520,944
P
980,552
169,480
=1,670,976
P

8. Property, Plant and Equipment
2008
Plant,
Land Machinery and
Improvements
Equipment
At Cost:
Beginning balances
Additions
Reclassification
Ending Balances
Accumulated Depreciation
Beginning balances
Depreciation and amortization
Ending balances
Net Book Values

Buildings
and Transportation
Structures
Equipment

Office
Furniture
and
Fixtures

Construction
In Progress

Total

P
= 2,893,879
–
–
2,893,879

P
= 25,391,754
449,107
–
25,840,861

P
= 5,029,695
–
1,526,973
6,556,668

P
= 3,135,973
–
–
3,135,973

P
= 813,910
12,054
–
825,964

P
= 1,865,221 P
= 39,130,432
612,190
1,073,351
–
(1,526,973)
950,438
40,203,783

1,698,051
289,388
1,987,439
P
= 906,440

16,717,093
1,794,157
18,511,250
P
= 7,329,611

3,993,606
287,754
4,281,360
P
= 2,275,308

2,578,123
265,176
2,843,299
P
= 292,674

660,489
56,977
717,466
P
= 108,498

–
–
–
P
= 950,438

25,647,362
2,693,452
28,340,814
P
= 11,862,969

Construction
In Progress

Total

2007

At Cost:
Beginning balances
Additions
Reclassification
Ending Balances
Accumulated Depreciation
Beginning balances
Depreciation and amortization
Ending balances
Net Book Values

Land
Improvements

Plant,
Machinery and
Equipment

Buildings
and
Structures

Transportation
Equipment

Office
Furniture
and
Fixtures

=2,893,879
P
–
–
2,893,879

=24,290,378
P
80,504
1,020,872
25,391,754

=4,395,788
P
–
633,907
5,029,695

=3,135,973
P
–
–
3,135,973

=755,893
P
58,017
–
813,910

=3,502,744
P
–
(1,637,523)
1,865,221

=38,974,655
P
138,521
17,256
39,130,432

1,408,663
289,388
1,698,051
=1,195,828
P

14,979,244
1,737,849
16,717,093
=8,674,661
P

3,816,724
176,882
3,993,606
=1,036,089
P

2,281,639
296,484
2,578,123
=557,850
P

604,840
55,649
660,489
=153,421
P

–
–
–
=1,865,221
P

23,091,110
2,556,252
25,647,362
=13,483,070
P

Land at revalued amount
Cost

2008
P
=32,069,000
28,121,388

2007
=32,069,000
P
28,121,388
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- 20 Plant, machinery and equipment with an aggregate cost of P
=13,424,191and P
=12,826,794 were fully
depreciated as of December 31, 2008 and 2007, respectively. These property and equipment are
still being used in the Company’s operations.

9. Accounts Payable and Accrued Expenses
Trade (Note 10)
Accrued operating expenses
Others

2008
P
=10,962,926
89,592
152,663
P
=11,205,181

2007
=2,162,315
P
535,021
1,373,512
=4,070,848
P

10. Related Party Transactions
Significant transactions with related parties consist of:
a. KPC extends loans with interest rate of 8% in 2008 and 2007 to CAWC, Inc. (CAWC) to
support CAWC’s operations. Outstanding loans to CAWC amounted to P
=35,400,000 and
=48,650,000 as of December 31, 2008 and 2007, respectively. Interest income on these loans
P
amounted to P
=2,977,679 and P
=2,702,776 in 2008 and 2007, respectively.
b. Purchase of merchandise inventories and raw materials in the ordinary course of business
from its stockholders, Kemira Chemicals Oy of Finland (Kemira) and LMG, respectively.
Total purchases from CMC amounted to P
=61,805,130 in 2008 and P
=11,008,082 in 2007. Total
purchases from Kemira amounted to P
=415,990 in 2008 and P
=1,453,059 in 2007.
c. Share in common costs and expenses under a plant support services agreement with CMC
and a management support services agreement with CIP. The shared services fees are billed
by CMC and CIP using activity-based costing, under which services rendered are based on
man-hours spent or number of items processed or output produced as applicable. The
Company’s share in common services, included under “Cost of goods sold” in the statements
of income, under the agreement with CMC amounted to P
=503,752 in 2008 and P
=920,478 in
2007. The Company’s share in common services, included under “Operating expenses” in
the statements of income, under the agreement with CIP amounted to P
=5,940,237 in 2008 and
=6,029,940 in 2007.
P
d. Lease of its warehouse space from CMC for one year renewable at the option of both parties.
Rental expense amounted to P
=417,600 in 2008 and P
=1,276,097 in 2007 (Note 11).
f.

Lease of its office space from CIP for one year renewable at the option of both parties.
Rental expense amounted to P
=219,254 in 2008 and 2007 (Note 12).

g. Noninterest-bearing and interest-bearing cash advances and reimbursable expenses with the
parent company and affiliates. The interest-bearing cash advances bear interest of 8% in 2008
and 2007. Related interest income amounted to P
=2,977,679 in 2008 and P
=2,707,154 in 2007.
Related interest expense amounted to P
=17,792 in 2008. There was no interest expense in
2007.
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- 21 h. Compensation of key management personnel consists of short-term employee benefits and
termination benefits amounting to P
=3,388,897 and P
=118,485, respectively, in 2008 and
=3,158,832 and P
P
=56,185, respectively, in 2007.
i.

The Company declared dividends amounting to P
=6,000,000, of which P
=3,600,000 is
attributable to LMG. Outstanding dividends payable amounted to P
=3,000,000 of which
=1,800,000 is attributable to LMG as of December 31, 2008.
P

h. Outstanding balances of the related party accounts in the balance sheets are as follows:
Advances
Noninterest-bearing
Interest-bearing
2007
2007
2008
2008
Due from:
CAWC
CIP

P
= 13,717
–
P
= 13,717

=56,183 P
P
= 35,400,000
1,016,545
–
=1,072,728 P
P
= 35,400,000

=48,650,000
P
–
=48,650,000
P

Noninterest-bearing Advances due to :
CMC
LMG
Vision Insurance Consultants, Inc.
CIP
Perfumeria Española Corp.

Interest Receivable
2007
2008

2008
Total

=2,635,839
P
–
=2,635,839
P

P
= 40,408,652
–
P
= 40,408,652

P
= 4,994,935
–
P
= 4,994,935

2007
Total
=51,342,022
P
1,016,545
=52,358,567
P

2008

2007

P
=12,658,912
1,800,000
467,235
20,237
17,286
P
=14,963,670

=–
P
602,483
444,818
–
21,348
=1,068,649
P

2008
P
=114,409,444
3,783,943

2007
=62,659,683
P
2,555,265

3,012,146
2,790,358
2,520,047
2,368,508
1,189,028
503,752
502,218
2,498,977

2,137,785
2,496,542
2,383,627
2,466,641
1,941,217
920,478
518,890
2,382,489

11. Cost of Goods Sold
Raw materials used (Note 10)
Direct labor (Note 13)
Manufacturing overhead:
Repairs and maintenance
Communication, light and water
Depreciation and amortization (Note 8)
Personnel (Note 13)
Rent (Note 10)
Share in common services (Note 10)
Insurance
Others
Changes in finished goods and semi-processed
inventories
Cost of merchandise inventories sold

(7,824,182)
1,073,796
P
=126,828,035

5,866,725
1,687,712
=88,017,054
P
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12. Operating Expenses
Share in common services (Note 10)
Personnel (Note 13)
Outside services
Communication, light and water
Taxes and licenses
Rent (Note 10)
Insurance
Depreciation and amortization (Note 8)
Entertainment, amusement and recreation
Amortization of deferred license fee (Note 19)
Others

2008
P
=5,940,237
2,764,046
1,798,010
279,121
242,459
219,254
206,730
173,405
60,463
–
686,032
P
=12,369,757

2007
=6,029,940
P
2,798,527
1,481,374
259,062
305,060
219,254
185,803
172,625
49,682
2,549,475
668,433
=14,719,235
P

2008
P
=7,780,848
65,305
1,070,344
P
=8,916,497

2007
=6,685,670
P
297,793
836,970
=7,820,433
P

13. Personnel Expenses
Salaries and other compensation
Retirement benefits cost (Note 14)
Other employee benefits

14. Retirement Benefits Cost
The Company, together with its affiliated companies, is participating in a funded and noncontributory defined benefit retirement plan covering substantially all its regular employees. The
benefits are based on the years of service and latest monthly compensation of the employees.
Net retirement benefits cost recognized in the statements of income are as follows:
Current service cost
Interest cost
Expected return on plan assets
Net actuarial loss
Effect (reversal) of asset limit
Net retirement benefits cost for the year

2008
P
=140,271
89,368
(60,213)
12,216
(116,337)
P
=65,305

2007
=148,657
P
65,435
(56,459)
16,989
123,171
=297,793
P

Actuarial return on plan assets

(P
=26,141)

=37,540
P
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- 23 Net retirement assets recognized by the Company as of December 31, 2008 and 2007 are as
follows:
Present value of retirement liabilities
Fair value of plan assets
Net cumulative unrecognized actuarial gain (loss)
Asset ceiling limit
Net retirement assets

2008
P
=508,279
567,055
(58,776)
51,942
6,834
P
=–

2007
=869,616
P
602,132
267,484
(390,655)
123,171
=–
P

Movements in the retirement assets during the years ended December 31, 2008 and 2007 are as
follows:
2008
P
=–
(65,305)
65,305
P
=–

Balance at beginning of year
Retirement benefits cost
Contribution
Balance at end of year

2007
=297,793
P
(174,622)
(123,171)
=–
P

Changes in the present value of retirement liabilities are as follows:
Balance at beginning of year
Interest cost
Current service cost
Benefits paid
Actuarial gain for the year
Balance at end of year

2008
P
=869,616
89,368
140,271
(74,241)
(516,735)
P
=508,279

2007
=789,324
P
65,435
148,657

2008
P
=602,132
60,213
65,305
(74,241)
(86,354)
P
=567,055

2007
=564,593
P
56,459
–
–
(18,920)
=602,132
P

(133,800)
=869,616
P

Changes in fair value of plan assets are as follows:
Balance at beginning of year
Expected return on plan assets
Actual contribution
Benefits paid
Actuarial loss for the year
Balance at end of year

The major categories of plan assets of the Company as a percentage of the fair value of the plan
assets are as follows:
Investment in government securities
Investment in stocks
Other investments
Other assets

2008
58%
25%
5%
12%

2007
68%
13%
13%
6%
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- 24 The overall expected return on the plan assets is determined based on the market prices prevailing
on the date applicable to the period over which the obligation is to be settled. There has been no
change in the expected rate of return on plan assets.
The principal assumptions used in determining retirement benefits costs for the Company’s plans
are as follows as of January 1 of each year:
2007
14
8%
10%
7%

2008
14
10.28%
10.00%
6.63%

Number of employees
Discount rate per annum
Expected annual rate of return on plan assets
Future annual increase in salary

As of December 31, 2008, the following are the assumptions: discount rate of 17%, expected
annual rate of return on plan assets of 10% and future annual increase in salary of 6.63%.
Amount for the current and previous years are as follows:
Defined benefit obligations
Fair value of plan assets
Unfunded (funded) retirement obligation
Experience adjustment on plan
liabilities - loss (gain)
Experience adjustment on plan assets - loss

2008
P
=508,279
567,055
(58,776)
–
–

2007
=869,616
P
602,132
267,484

2006
=789,324
P
564,593
224,731

2005
=
P1,414,379
1,798,873
334,494

(150,064)
263,421
(18,920) (1,359,167)

–
–

15. Income Taxes
a. The Company’s net deferred tax liabilities are as follows:
Deferred tax assets on:
Allowance for:
Doubtful accounts
Probable inventory losses
Accrued expenses
Unamortized past service cost
Deferred tax liabilities on:
Revaluation increment in land
Net deferred tax liabilities

2008

2007

P
=84,087
265,448
121,439
115,067
586,041

=106,232
P
192,371
275,521
154,663
728,787

1,184,284
P
=598,243

1,381,664
=652,877
P

Management, however, believes that it is improbable that any deferred tax liability will arise
from revaluation of land since it is unlikely that the revalued property will be sold, exclusive
of the business, in the foreseeable future.
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- 25 b. The reconciliation of the statutory income tax, computed by multiplying income before
income tax by the statutory tax rate, and the provision for income tax shown in the statements
of income is as follows:
Statutory income tax
Adjustments for:
Interest income already subjected to final tax
at lower rates
Nondeductible portion of interest expense
Effect of changes in tax rate
Others
Provision for income tax

2008
P
=5,202,840

2007
=4,584,610
P

(30,950)
11,540
78,495
34,635
P
=5,296,560

(19,143)
1,978
–
(52,030)
=4,515,415
P

c. The components of the Company’s provision for income tax-current are as follows:
RCIT
Final tax on interest income

2008
P
=5,112,548
41,266
P
=5,153,814

2007
=4,554,522
P
25,524
=4,580,046
P

d. Under Republic Act 9337, the Expanded Value-Added Tax Act of 2005 which took effect on
November 1, 2005, the corporate income tax rate shall be 35% for three years effective on
November 1, 2005, and 30% starting on January 1, 2009 and thereafter; and the unallowable
deduction for interest expense shall be 42% of the interest income subject to final tax,
effective November 1, 2005 and 33% effective January 1, 2009.
e. The President signed into law on June 17, 2008 RA 9504 amending provisions of the 1997
Tax Code. RA 9504 became effective on July 7, 2008 fifteen (15) days after its publication
last June 22, 2008 in major newspapers of general circulation. The new law shall be effective
starting taxable year 2008. The new law includes provision relating to the availment of
optional standard deductions (OSD). Corporations, except for nonresident foreign
corporations, may now elect to claim standard deduction in an amount not exceeding 40% of
their gross income. A corporation must signify in its return its intention to avail the OSD. If
no indication is made, it shall be considered as having availed of the itemized deductions.
The availment of the OSD shall be irrevocable for the taxable year for which the return is
made.
On September 24, 2008, the Bureau of Internal Revenue issued Revenue Regulation 10-2008
for the implementing guidelines of the law.

16. Financial Risk Management Objectives and Policies
The Company’s principal financial instruments comprise of cash and cash equivalents and due
to/from related parties. The Company has various other financial assets and financial liabilities
such as trade receivables and trade payables, which arise directly from its operations.
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- 26 The main risks arising from the Company’s financial instruments are credit and concentration risk
and liquidity risk. The BOD reviews and approves the policies for managing each of these risks
and they are summarized below:
Credit risk
Credit risk is the risk that the Company will incur a loss because its customers, clients or
counterparties failed to discharge their contractual obligations. The Company manages and
controls credit risk by setting limits on the amount of risk it is willing to accept for individual
counterparties and by monitoring exposures in relation to such limits.
It is the Company’s policy that all customers that wish to trade on credit terms are subject to
credit verification procedures. In addition, receivable balances are monitored on a continuous
basis with the result that the Company’s exposure to bad debts is not significant.
Maximum exposure to credit risk
The table below shows the maximum exposure to credit risk for the components of the balance
sheet as of December 31:
Cash and cash equivalents, excluding cash on hand
Receivables
Due from related parties
Total credit risk exposure

2008
P
=4,985,106
30,852,769
40,408,652
P
=76,246,527

2007
P3,897,047
=
14,417,150
52,358,567
=70,672,764
P

Credit quality of financial assets
The credit quality of financial assets is managed by the Company using internal credit
verification. High grade customers are those with sound financial standing, those that pay within
their credit terms and require either little or nil collection efforts. Standard grade customers are
those in good financial standing but with the paying habit of settling their accounts outside of
regular credit terms which require moderate follow through. Substandard grade customers have
poor financial condition and tend to default thus requiring strict to follow through and monitoring.
The table below shows the credit quality by class of financial asset based on the Company’s credit
rating system.
December 31, 2008
Neither past due nor impaired
Standard
High Grade
Grade
Cash and cash equivalents,
excluding cash on hand
Receivables:
Trade receivables
Others
Due from related parties
Total

Past due
but not
impaired

Impaired

Total

P
= 4,985,106

P
=–

P
=–

P
=–

P
=4,985,106

6,646,974
1,434,051
40,408,652
P
= 53,474,783

9,674,882
–
–
P
=9,674,882

13,096,862
–
–
P
=13,096,862

280,290
–
–
P
=280,290

29,699,008
1,434,051
40,408,652
P
=76,526,817
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- 27 December 31, 2007
Neither past due nor impaired
Standard
High Grade
Grade
Cash and cash equivalents,
excluding cash on hand
Receivables:
Trade receivables
Others
Due from related parties
Total

Past due
but not
impaired

Impaired

Total

=3,897,047
P

=–
P

=–
P

=–
P

=3,897,047
P

3,996,196
1,891,758
52,358,567
=62,143,568
P

5,981,046
–
–
=5,981,046
P

2,548,150
–
–
=2,548,150
P

303,520
–
–
=303,520
P

12,828,912
1,891,758
52,358,567
=70,976,284
P

The Company has no substandard grade financial asset as of December 31, 2008 and 2007.
Aging analysis of past due but not impaired trade receivables
December 31, 2008
Days past due

Trade receivables

Less than
30 days
P
= 13,086,481

31 to 60 days
P
=10,381

61-90 days
P
=–

More than
90 days
P
=–

Total
P
=13,096,862

December 31, 2007
Days past due

Trade receivables

Less than
30 days

31 to 60 days

61-90 days

More than
90 days

Total

=2,548,150
P

=–
P

=–
P

=–
P

=2,548,150
P

The Company holds no collateral to any of its financial assets. The Company has no financial
assets whose terms have been renegotiated.
Impairment assessment
The main considerations for the impairment assessment include whether any payments of
principal or interest are within the normal payment cycle peculiar to the industry there are any
known difficulties in the cash flows of counterparties, credit rating downgrades, or infringement
of the original terms of the contract. The Company addresses impairment on an individual account
basis.
Items considered when determining allowance amounts include the sustainability of the
counterparty’s business plan, its ability to improve performance once a financial difficulty has
arisen, projected receipts and the expected dividend payout should bankruptcy ensue, the
availability of other financial support and the realizable value of any collateral, and the timing of
the expected cash flows. The impairment losses are evaluated at each reporting date, unless
unforeseen circumstances require more careful attention.
Liquidity risk
Liquidity risk is the risk that the Company will be unable to meet its payment obligations when
they fall due under normal and stress circumstances. To limit this risk, management has arranged
diversified funding sources in addition to its core deposit base, manages assets with liquidity in
mind, and monitors future cash flows and liquidity on a daily basis. This incorporates an
assessment of expected cash flows and the availability of high grade collateral which could be
used to secure additional funding if required.
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- 28 The Company’s objective is to maintain a balance between continuity of funding and flexibility
through the use of bank loans. The Company addresses liquidity concerns primarily though cash
flows from operations and short-term borrowings.
The table below summarizes the maturity profile of the Company’s financial liabilities based on
contractual undiscounted repayment obligations. Repayments which are subject to notice are
treated as if notice were to be given immediately.
December 31, 2008

Trade and other
payables
Due to related parties
Dividends payable
Total undiscounted
financial liabilities

On demand

Less than 3
months

3 to 12
months

P
= 11,052,519
14,963,670
1,200,000

P
=–
–
–

P
=–
–
–

P
=–
–
–

P
=– P
=11,052,519
–
14,963,670
–
1,200,000

P
= 27,216,189

P
=–

P
=–

P
=–

P
=– P
=27,216,189

1 to 5 years Over 5 years

Total

December 31, 2007
On demand
Trade and other
payables
Due to related parties
Total undiscounted
financial liabilities

Less than 3
months3 to 12 months

1 to 5 years Over 5 years

Total

=2,697,336
P
1,068,649

=–
P
–

=–
P
–

=–
P
–

=– =
P
P2,697,336
– 1,068,649

=3,765,985
P

=–
P

=–
P

=–
P

=– P
P
=3,765,985

17. Financial Assets and Financial Liabilities
Set out below is a comparison by category of carrying amounts and fair values of all of the
Company’s financial instruments that are carried in the financial statements:
Carrying Amount
2007
2008
Financial assets:
Loans and Receivables
Cash and cash equivalents - net of
cash on hand
Receivables
Due from related parties
Financial liabilities:
Other Liabilities
Accounts payable and accrued
expenses
Dividends payable
Due to related parties

Fair Value
2008

2007

P
=4,985,106
30,852,769
40,408,652
P
=76,246,527

P3,897,047
=
14,417,150
52,358,567
=70,672,764
P

P
=4,985,106
30,852,769
40,408,652
P
=76,246,527

P3,897,047
=
14,417,150
52,358,567
=70,672,764
P

P
=11,052,519
1,200,000
14,963,670
P
=27,216,189

=2,697,336
P

P
=11,052,519
1,200,000
14,963,670
P
=27,216,189

=2,697,336
P

–

1,068,649
=3,765,985
P

–

1,068,649
=3,765,985
P

The carrying amounts of cash and cash equivalents, trade receivables and payables and due to/from
related parties approximate their fair values because of their short-term nature.
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-29 18. Capital Management
The Company maintains a capital base to cover risks inherent in the business. The primary
objectives of the Company’s capital management are to ensure that it maintains a strong credit
rating and healthy capital ratios in order to support its business and maximize shareholder value.
The Company manages its capital structure and makes adjustments to it in the light of changes in
economic conditions and the risk characteristics of its activities. In order to maintain or adjust the
capital structure, the Company may adjust the amount of dividend payment to shareholders,
return capital to shareholders or issue capital securities. No changes were made in the objectives,
policies and processes from the previous year.
The following table summarizes the total capital considered by the Company:
Capital stock
Revaluation increment in land
Retained earnings

2008
P
=115,000,000
2,763,328
9,836,983
P
=127,600,311

2007
=115,000,000
P
2,565,948
6,268,287
=123,834,235
P

19. License Agreement with Kemira
The Company has a license agreement (the Agreement) with Kemira for 10 years until
November 2007, to manufacture and sell water treatment chemicals by using product technology
developed and to be developed by Kemira. Under the Agreement, the Company will pay
US$550,000 covering license fees, basic designs, commissioning and start-up of a new aluminum
sulfate plant; management and marketing; technical support; and production know-how. The
license fee amount in the Agreement was later reduced to US$400,000.
Total license fee payments made by the Company amounting to US$300,000 or P
=11,331,000
(net of taxes), were deferred and shown as “Other noncurrent assets” account in the balance
sheets.
Amortization of deferred license fee charged to operations presented under “Operating Expenses”
amounted to P
=2,549,475 in 2007. This has been fully amortized as of December 31, 2007.

20. Registration with the Board of Investments (BOI)
The Company is registered with the BOI as a preferred nonpioneer enterprise for the Aluminum
Sulfate Modernization Project. Under the terms of the registration, the Company is entitled to tax
and nontax incentives and is subject to certain requirements.
There were no incentives availed of in 2008 and 2007.
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Benedicto M. Hernandez, Sr. Manager
Gerardo Ernesto J. Roca, Asst. Manager

Financial Services
Maureen T. Cabanban, Vice-President
Carlota M. Paulino, Manager, Corprate Finance & Treasury
Avelinda C. Latinazo, Asst. Manager, Disbursement Services
Precello F. Faigao, Asst. Manager, Credit & Collection Services
Controllership and Internal Audit Services
Donald M. Sanchez, Senior Manager /Group Controller
Human Resources (HR)
Hilda M. Del Rosario, Director, HR
Pearl T. Laurea Bravo, Assistant Vice-President, HR-Pasig
Fe O. Ureta, Manager, HR-Makati
Management Information System Services
Ma. Teresa E. Manaog, Manager
Medical & Community Services Department
Luz D. Pagkalinawan, Consultant, Medical Services
Alexis B. Alumno, Medical Officer
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Corporate Directory
HEAD OFFICE
Chemphil Building, 851 Antonio S. Arnaiz Avenue
Legaspi Village, Makati City
Telephone Nos.: 818-8711 to 28
Fax No.:
817-4803
PLANT LOCATION
Bo. Kalawaan, Pasig City
Telephone Nos.: 641-0891 to 94, 641-9275 to 77
Fax No.:
641-8987
MAILING ADDRESS
P.O. Box 1489
Makati Central Post Office
WEBSITE
www.chemphil.com.ph
Email ADDRESS
KemwaterPhilCorp@chemphil.com.ph
EXTERNAL AUDITOR
SyCip, Gorres, Velayo & Co.
SGV Building, 6760 Ayala Avenue
Makati City
EXTERNAL LEGAL COUNSELS
Angara, Abello, Concepcion, Regala & Cruz
5th Floor, ACCRA Building
122 Gamboa Street, Legaspi Village, Makati City
Benitez, Parlade, Africa, Herrera, Parlade and Panga Law Offices
Ground Floor, Pacific Bank Building
6776 Ayala Avenue, Makati City
BANKS

Metropolitan Bank & Trust Company
Country Rural Bank of Taguig, Inc.
Hongkong & Shanghai Banking Corp. Ltd.
Bank of the Philippine Islands

