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To the Shareholders of
Grifols, S.A.

1. We have audited the consolidated interim financial statements of Grifols, S.A. (the Company) and
subsidiaries (the Group), which comprise the consolidated balance sheet at 30 September 2010, the
related consolidated income statement, the consolidated statement of comprehensive income, the
consolidated statement of changes in equity, the consolidated statement of cash flows for the nine-
month period then ended and the consolidated notes thereto, the preparation of which is the
responsibility of the Company’s Directors. Our responsibility is to express an opinion on the

consolidated interim financial statements taken as a whole, based on our examination which was

conducted in accordance with generally accepted auditing standards in Spain, which require
examining, on a test basis, evidence supporting the amounts and disclosures in the consolidated
interim financial statements and evaluating their overall presentation, as well as the appropriateness
of the accounting principles used and the reasonableness of accounting estimates made.

financial statements have been prepared by the Company’s Directors in accordance with article
308 of the Spanish Companies Act for exclusion of the preferential rights of existing shareholders
in the context of a share capital increase of the Company through the issue of new non-voting
shares.

In accordance with prevailing Spanish legislation, the consolidated balance sheet, the consolidated
income statement, the consolidated statement of comprehensive income, the consolidated statement
of changes in equity, the consolidated statement of cash flows for the nine-month period ended 30
September 2010 and the consolidated notes thereto include comparative figures for the prior year
or for the same period of the prior year, respectively. We express our opinion solely on the
consolidated interim financial statements for the nine-month period ended 30 September 2010. On
22 February 2010 we issued our unqualified audit opinion on the consolidated annual accounts for
20009.

In our opinion, these consolidated interim financial statements for the nine-month period ended 30
September 2010 present fairly, in all material respects, the consolidated equity and consolidated
financial position of Grifols, S.A. and subsidiaries at 30 September 2010 and the consolidated
results of their operations and changes in consolidated equity and consolidated cash flows for the
nine-month period then ended, and contain sufficient information necessary for their adequate
interpretation and understanding, in accordance with International Financial Reporting Standards
as adopted by the European Union, which have been applied on a basis consistent with that of the
year ended 31 December 2009.

KPMG Auditores, S.L.

(Signed on the original in Spanish)

David Ghosh Basu

Partner

10 December 2010
KPMG Auditores, S.L., alimited liabitity Spanish company, Reg. Mer Madrid, T. 11961, £ 90,
is an affiliate of KPMG Europe LLP and a member firm of Sec. 8, H. M -188.007 Inscrip. 9

the KPMG network of independent member firms affifiated C1F B-78510153
with KPMG International, a Swiss cooperative.

As described in note 2 to the consolidated interim financial statements, these consolidated interim
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GRIFOLS, S.A. AND SUBSIDIARIES

Consolidated Balance Sheets

at 30 September 2010 and 31 December 2009

(Expressed in thousands of Euros)

(Free translation from the original in Spanish. In the event of discrepancy, the Spanish-language version prevails)

31/12/09

Assets 30/09/10
Non-current assets
Intangible assets
Goodwill (note 7) 184.716 174.000
Other intangible assets (note 8) 77.662 69.385
Total intangible assets 262.378 243385
Property, plant and equipment (note 9) 416.540 371.705
Investments in equity-accounted investees (note 10) 1.111 383
Non-current financial assets (note 11) 7.420 3.731
Deferred tax assets (note 29) 33.343 33.395
Total non-current assets 720.792 652.599
Current assets
Inventories (note 12) 516.804 484.462
Trade and other receivables
Trade receivables 231.228 207.840
Other receivables 43.074 39.540
Current tax assets 25.235 7.802
Total trade and other receivables (note 13) 299.537 255.182
Other current financial assets (note 14) 9.315 8217
Other current assets (note 15) 44.856 7.345
Cash and cash equivalents (note 16) 254.495 249.372
Total current assets 1.125.007 1.004.578
Total assets 1.845.799 1.657.177

The accompanying notes form an integral part of the consolidated interim financial statements.




GRIFOLS, S.A. AND SUBSIDIARIES

Consolidated Balance Sheets

at 30 September 2010 and 31 December 2009

(Expressed in thousands of Euros)

(Free translation from the original in Spanish. In the event of discrepancy, the Spanish-language version prevails)

30/09/10

Total equity and liabilities

The accompanying notes form an integral part of the consolidated interim financial statements.

Equity and liabilities 31/12/09
Equity
Share capital 106.532 106.532
Share premium 121.802 121.802
Reserves
Retained earnings 350.342 264.039
Other reserves 53.273 50.864
Total reserves 403.615 314.903
Own shares 1.927 677)
Interim dividend 0 (31.960)
Profit for the year attributable to the Parent 97.021 147.972
Total equity 727.043 658.572
Available-for-sale financial assets - -
Cash flow hedges (1.800) (1.948)
Currency translation differences (63.523) (90.253)
Other comprehensive income (65.323) (92.201)
Equity attributable to the Parent (note 17) 661.720 566.371
Minority interest (note 19) 12.303 12,157
Total equity 674.023 578.528
Liabilities
Non-current liabilities
Grants (note 20) 2.118 2311
Provisions (note 21) 1.305 1232
Non-current financial liabilities
Loans and borrowings, bonds and
other marketable securities 693.730 703.186
Other financial liabilities 11.571 12,552
Total non-current financial liabilities (note 22) 705.301 715.738
Deferred tax liabilities (note 29) 68.481 60.325
Total non-current liabilities 777.205 779.606
Current liabilities
Provisions (note 21) 4419 4.702
Current financial liabilities
Loans and borrowings, bonds and
other marketable securities 187.626 113.991
Other financial liabilities 16.349 12.230
Total current financial liabilities (note 22) 203.975 126.221
Trade and other payables
Suppliers 115.298 120.909
Other payables 11.456 17.832
Current tax liabilities 25.517 3.258
Total trade and other payables (note 23) 152271 141.999
Other current liabilities (note 24) 33.906 26.121
Total current liabilities 394.571 299.043
Total liabilities 1.171.776 1.078.649
1.845.799 1.657.177




~GRIFOLS, S.A. AND SUBSIDIARIES

Consolidated Income Statements
for the nine-month periods ended 30 September 2010 and 2009

(Expressed in thousands of Euros)

(Free translation from the original in Spanish. In the event of discrepancy, the Spanish-language version prevails)

Profit and loss 30/09/10 30/09/09
(unaudited)

Revenues (note 25) 738.823 689.592
Changes in inventories of finished goods and work in progress
(note 12) 34.441 52.658
Self-constructed non-current assets (notes 8 and 9) 23.812 27.937
Supplies (note 12) (224.525) (212.547)
Other operating income (note 27) 946 1.114
Personnel expenses (note 26) (213.880) (202.034)
Other operating expenses (note 27) (158.052) (150.223)
Amortisation and depreciation (notes 8 and 9) (33.251) (28.992)
Non-financial and other capitai grants (note 20) ' 668 A 1.131
Impairment and gains/(losses) on disposal of fixed assets 105 (713)
Results from operating activities 169.087 177.923
Finance income 2.605 5.221
Finance expenses (36.848) (14.972)
Change in fair value of financial instruments (note 32) (6.368) (1.537)
Exchange gains/(losses) 897 (2.229)
Net finance expense (note 28) (39.714) (13.517)
Share of profit of equity-accounted
investees (note 10) (787) 30
Profit before income tax from continuing operations 128.586 164.436
Income tax expense (note 29) (32.800) (47.361)
Profit after income tax from continuing operations 95.786 - 117.075
Profit attributable to the Parent 97.021 117.055
Profit attributable to minority interest (note 19) (1.235) 20
Consolidated profit for the year 95.786 117.075
Basic earnings per share (Euros) (note 18) 0,46 0,56
Diluted earnings per share (Euros) (note 18) 0,46 0,56

The accompanying notes form an integral part of the consolidated interim financial statements.



GRIFOLS, S.A. AND SUBSIDIARIES

Consolidated Statements of Comprehensive Income
for the nine-month periods ended 30 September 2010 and 2009

(Expressed in thousands of Euros)

(Free translation from the original in Spanish. In the event of discrepancy, the Spanish-language version prevails)

30/09/10 30/09/09
(unaudited)
Consolidated profit for the year 95.786 117.075
Income and expenses generated during the year
Measurement of financial instruments 0 (13)
Available-for-sale financial assets 0 an
Tax effect 0 4
Currrency translation differences 28.330 (11.286)
Income and expenses generated during the year 28.330 (11.299)
Income and expense recognised in the income statement:
Cash flow hedges (note 17 (g)) : 148 : 0
Cash flow hedges 247 0
Tax effect 99) 0
Income and expense recognised in the income statement: 148 0
Total comprehensive income for the year 124.264 105.776
Total comprehensive income attributable to the Parent 123.899 103.614
Total comprehensive income attributable to minority interests 365 2.162
Total comprehensive income for the year 124.264 105.776

The accompanying notes form an integral part of the consolidated interim financial statements.



GRIFOLS, S.A. AND SUBSIDIARIES

Statements of Cash Flows

for the nine-month periods ended 30 September 2010 and 2009

(Expressed in thousands of Euros)

(Free translation from the original in Spanish. In the event of discrepancy, the Spanish-fanguage version prevaiis)

Cash flows from operating activities

Profit before tax
Adjustments for:
Amortisation and depreciation
Other adjustments:
(Profit) /losses on equity-accounted investees
Exchange gains/losses
Net provision charges
(Profit) / loss on disposal of fixed assets
Government grants taken to income
Finance expense / income
Other adjustments
Changes in operating assets and liabilities
Change in inventories
Change in trade and other receivables
Change in other current financial assets and other current assets
Change in current trade and other payables
Other cash flows from operating activities
Interest paid
Interest received

Income tax paid
Net cash from operating activities

Cash flows from investing activities

Payments for investments
Group companies and business units (note 3)
Property, plant and equipment and intangible assets
Property, plant and equipment
Intangible assets
Other financial assets
Proceeds from the sale of investments

Property, plant and equipment

Net cash used in investing activities
Cash flows from financing activities

Proceeds from and payments for equity instruments
Issue
Acquisttion of own shares

Disposal ot own shares

Proceeds from and payments for financial liability instruments
Issue
Redemption and repayment
Dividends and interest on other equity instruments paid
Other cash flows from financing activities
Other amounts received from financing activities
Net cash (used in)/from financing activities
Effect of exchange rate fluctuations on cash
Net increase in cash and cash equivalents
Cash and cash equivalents at beginning of the year

Cash and cash equivalents at end of year

The accompanying notes form an integral part of the consolidated interim financial statements,

30/09/10 30/09/09
(unaudited)
128.586 164.436
68.223 46.678
33.251 28.992
34.972 17.686
787 (30)
(897) 2.229
825 291)
(239) 713
(668) (1.131)
36.096 11.790
(932) 4.406
(84.508) (141.256)
(14.496) (83.998)
(25.587) (57.478)
(37.321) (1.392)
(7.104) 1.612
(40.454) (46.184)
(21.671) (11.550)
2.158 5.059
(20.941) (39.693)
71.847 23.674
(82.427) (101.116)
(3.728) (15.826)
(75.046) (82.933)
(67.915) (75.510)
(7.131) (7.423)
(3.653) (2.357)
2.551 803
2.551 803
(79.876) (100.313)
(1.250) (24.102)
0 an
(1.250) (24.084)
0 59
27.619 153.101
75.680 184.292
(48.061) (31.191)
(27.282) (48.746)
323 568
323 568
(590) 80.821
13.742 (194)
5.123 3.988
249372 6.368
254.495 10.356




GRIFOLS, S.A. AND SUBSIDIARIES

Statements of Changes in Consolidated Equity
for the nine-month periods ended 30 September 2010 and 2008
(Expressed in thousands of Euros)

(Free translation from the ogmsl in Spunish in the ¢vent of drscrepncy. the Spamsh-lungunge verston presaits)

Attributable to equity hotders of the Parent

Other comprehensive income

Profit attributable Available-for Equity
to sale attributable
Share Share Parent Transfation Cash flow financial to Minority Equity
capital premiua Reserves (7} Company. differences. bedges assets Parent interests
Balances at 31 December 2008 106.532 121.802 247.669 121728 Q (33.087) (84.457) 0 (158) 480,029 1250 481.279
Translation differences - - - - - - (13.428) - - (13.428) 2142 (11.286)
Cash flow hedges o [
Available-for-sale financial assets Gains/(losses) - - - - - - - 13 13 - 13y
QOther comprehensive Income for the period o 0 0 0 D ] (13428) ] (13} (13.441) 2142 (11299)
Profit/(loss) for the period - - - 117.055 - - - - - 117.055 20 117.075
Total comprehensive income for the period 2 ) Q 117.055 (4] g (13.428) 1] (13) 103514 2182 105.776
Overations with own shares - - - - - (23.918) - - (239181 - (23.918)
Other movements - - 186) - - - - - (186 {57) 2431
Business combinations - - - - - - - - a 2876 9.876
Distribution of 2008 profit
Reserves - - 73.037 (73.037) - - - - - ] - a
Dividends - - - (48.691) - - - - - (48.691) (55) (48.746)
Operations with equity holders or owners 0 0 72.851 (121.728) ] (23.918) [ a 0 {72.795) 9.764 (63.031)
Balances at 30 September 2009 [unaudited) 106.532 121.802 320520 117.055 o {57.005) (97.885) 0 7 510848 13.176 524.024
Balances at 31 December 2009 106.532 121.802 314.903 147.872 {31.960) 677) (90.253) (1.948) [ 566.371 12.157 578.528
Transtation differences - - - - - - 26730 - - 26730 1.600 28330
Cash flow hedges - - - - - - - 148 - 148 - 148
Available-for-sale financial assets Gains/(losses) - - - - - - - - 0 - 0
Other comprehensive Income for the period o 0 [ ] 0 Q 26,730 148 0 26.878 1.600 28.478
Profit/(loss) for the period - - - 97.021 o - - - - 97.021 (1.235) 95.786
Total comprehensive income for the perlod 8 0 Q 97.021 0 0 26.730 148 ] 123.899 3868, 124.264
Operations with own shares - - - - - (1.2500 - - - (1.250) - (1.250)
Other movements - - an - - - - - - n (168) (237
- - - - - - - - - ' - 0
Business combinations
Distribution of 2009 profit
Reserves - - 88.783 (88.783) - - - - - 0 o
Dividends - - - (27.229) - - - - - (27.229) (53 (27.282)
interim dividend - - - (31.960) 31.960 - - - - 0 - 0
QOperations with equity holders or owners. Y] Y] 88,712 (147.972) 31.960 (1.250) 0 0 0 (28.550) 219 {28.769)
Balances at 30 September 2010 106.532 121.802 403615 97.021 1 (1.927) (63.523) {1.800) 0 $61.720 12.303 674.023

(") Reserves include accumulated earninas and cther reserves

The accompanving notes form an intearal part of the consolidated interim financial statements.



GRIFOLS, S.A. AND SUBSIDIARIES

Notes to the Consolidated Interim Financial Statements

~ (1)Nature, Principal Activities and Subsidiaries
(a) Grifols, S.A.

Grifols, S.A. (hereinafter the Company) was incorporated with limited liability
under Spanish law on 22 June 1987. Its registered and tax offices are in
Barcelona. The Company’s statutory activity consists of providing corporate and
business administrative, management and control services, as well as investing
in assets and property. The Company’s principal activity consists of rendering
administrative, management and control services to its subsidiaries.

On 17 May 2006 the Company completed its flotation on the Spanish stock
market which was conducted through the public offering of 71,000,000 ordinary
shares of Euros 0.50 par value each and a share premium of Euros 3.90 per
share. The total capital increase (including the share premium) amounted to
Euros 312.4 million, equivalent to a price of Euros 4.40 per share.

With effect as of 2 January 2008 the Company’s shares were floated on the
Spanish stock exchange’s IBEX-35 index.

All of the Company’s shares are listed on the Barcelona, Madrid, Valencia and
Bilbao stock exchanges and on the electronic stock market.

Grifols, S.A. is the parent company of the subsidiaries listed in section 1(b) of
this note to the consolidated interim financial statements.

Grifols, S.A. and subsidiaries (hereinafter the Group) act on an integrated basis
and under common management and their principal activity is the procurement,
manufacture, preparation and sale of therapeutic products, especially
haemoderivatives.

The main factory locations of the Group’s Spanish companies are in Barcelona,
Parets del Vallés (Barcelona) and Torres de Cotilla (Murcia), while the
American companies’ installations are located in Los Angeles.



GRIFOLS, S.A. AND SUBSIDIARIES

Notes to the Consolidated Interim Financial Statements

(b) Subsidiaries

The Group companies are grouped into three areas: industrial, commercial and
services.

- Industrial area
The following companies are included:

Diagnostic Grifols, S.A. which has registered offices in Parets del Vallés
(Barcelona), Spain and was incorporated into the Group on 24 March 1987,
and is engaged in the development and manufacture of diagnostic equipment,
instrumentation and reagents.

Instituto Grifols, S.A. which has registered offices in Parets del Vallés
(Barcelona), Spain, and was incorporated into the Group on 21 September
1987, carries out its activities in the area of bioscience and is engaged in
plasma fractioning and the manufacture of haemoderivative pharmaceutical
products.

Laboratorios Grifols, S.A., with registered offices in Parets del Vallés
(Barcelona), Spain, was incorporated into the Group on 18 April 1989 and is
engaged in the production of glass- and plastic-packaged parenteral solutions,
parenteral and enteral nutrition products and blood extraction equipment and
bags. Its production facilities are in Barcelona and Murcia.

Biomat, S.A. with registered offices in Parets del Vallés (Barcelona), Spain,
was incorporated into the Group on 30 July 1991. It operates in the field of
bioscience and basically engages in analysis and certification of the quality of
plasma used by Instituto Grifols, S.A. It also provides transfusion centres
with plasma virus inactivation services.

Grifols Engineering, S.A., with registered offices in Parets del Vallés
(Barcelona), Spain, was incorporated into the Group on 14 December 2000
and is engaged in the design and development of the Group’s manufacturing
installations and part of the equipment and machinery used at these premises.
The company also renders engineering services to external companies.

Logister, S.A. was incorporated with limited liability under Spanish law on
22 June 1987 and its registered offices are at Poligono Levante, calle Can
Guasch, s/n, 08150 Parets del Vallés, Barcelona. Its activity comprises the
manufacture, sale and purchase, marketing and distribution of all types of
computer products and materials. 99.985% of this company is solely-owned
directly by Movaco, S.A.




GRIFOLS, S.A. AND SUBSIDIARIES

Notes to the Consolidated Interim Financial Statements

Biomat USA, Ine. with registered offices in 1209, Orange Street,
Wilmington, New Castle (Delaware Corporation) (USA), was incorporated
into the Group on 1 March 2002 and carries out its activities in the area of
bioscience, procuring human plasma. Since 1 November 2007, this
company’s share capital is held by Instituto Grifols, S.A. and Grifols, Inc.

Grifols Biologicals, Inc., with registered offices in 15 East North Street,
Dover, (Delaware) (USA), was incorporated into the Group on 15 May 2003
and is exclusively engaged in plasma fractioning and the production of
haemoderivatives. Grifols, Inc. directly owns 100% of this company.

PlasmaCare, Inc. with registered offices in 1209, Orange Street, County of
New Castle, Wilmington, Delaware 19801, was incorporated into the Group
on 3 March 2006 and carries out its activities in the area of bioscience,
procuring human plasma. Since 1 November 2007, this company’s share
capital is held by Instituto Grifols, S.A. and Grifols, Inc.

Plasma Collection Centers, Inc. with registered offices in 1209 Orange
Street, County of New Castle, Wilmington, Delaware 19801 (USA) and
incorporated on 2 March 2007. Its activity, developed in the bioscience area,
consists of procuring human plasma. 100% of this company’s share capital is
held directly by Biomat USA Inc. In January 2010 Plasma Collection
Centers, Inc. merged with Biomat USA, Inc. and this has not had any impact
on the Group.

Lateral Grifols Pty Ltd. (formerly Diamed Australia Pty Ltd.), with
registered offices at 14 Palmer Court, Mount Waverley, Victoria 3149
(Australia), was incorporated into the Group on 3 March 2009. Its activity
consists of the distribution of pharmaceutical products and the development
and manufacture of reagents for diagnostics. This company is directly and
fully owned by Woolloomooloo Holdings Pty Ltd.

Medion Grifols Diagnostic AG, with registered offices at Bonnstrasse, 9,
3186 Diidingen, Switzerland, was incorporated into the Group on 3 March
2009. The Company’s statutory activity consists of development and
production in the biotechnology and diagnostic sectors. 80% of this company
is directly held by Saturn Investments AG.

- Commercial area

The companies responsible for the marketing and distribution of, mainly,
products manufactured by the industrial area companies are all grouped in the
commercial area.



GRIFOLS, S.A. AND SUBSIDIARIES

Notes to the Consolidated Interim Financial Statements

Movaco, S.A. was incorporated with limited liability under Spanish law on
21 July 1987 and its registered offices are at Poligono Levante, calle Can
Guasch, s/n, 08150 Parets del Vallés, Barcelona. Its principal activity is the
distribution and sale of reagents, chemical products and other pharmaceutical
specialities, and of medical-surgical materials, equipment and instruments for
use in laboratories and healthcare centres.

Grifols International, S.A., with registered offices in Parets del Valles
(Barcelona), Spain, was incorporated into the Group on 4 June 1997. This
company directs and coordinates the marketing, sales and logistics for all the
Group’s commercial subsidiaries. Products are marketed through subsidiaries
operating in different countries. These subsidiaries, their registered offices
and date of incorporation into the Group, are listed below.

Grifols Portugal Productos Farmacéuticos e Hospitalares, Lda., was
incorporated with limited liability under Portuguese law on 10 August 1988.
Its registered offices are at Jorge Barradas, 30 —c R/C, 1500 Lisbon (Portugal)
and it imports, exports and markets pharmaceutical and hospital equipment
and products, particularly Grifols products. 99.975% of this company is
owned directly by Movaco, S.A.

Grifols Chile, S.A. was incorporated under limited liability in Chile on 2 July
1990. Its registered offices are at calle Avda. Americo Vespucio 2242,
Comuna de Conchali, Santiago de Chile (Chile). Its statutory activity
comprises the development of pharmaceutical businesses, which can involve
the import, production, marketing and export of related products.

Grifols Argentina, S.A. was incorporated with limited liability in Argentina
on 1 November 1991 and its registered offices are at Bartolomé Mitre 1371,
fifth floor office “P” (CP 1036), Buenos Aires (Argentina). Its statutory
activity consists of clinical and biological research, the preparation of
reagents and therapeutic and diet products, the manufacture of other
pharmaceutical specialities and the marketing thereof.

Grifols s.r.o. was incorporated with limited liability under Czech Republic
law on 15 December 1992. Its registered offices are at Zitna 2, Praga (Czech
Republic) and its statutory activity consists of the purchase, sale and
distribution of chemical-pharmaceutical products, including human plasma.

Logistica Grifols, S.A. de C.V (formerly Grifols México, S.A. de C.V.) was
incorporated with limited liability under Mexican law on 9 January 1970,
with registered offices at calle Eugenio Cuzin n° 909, Parque Industrial
Belenes Norte, 45150 Zapopan, Jalisco (Mexico). Its statutory activity
comprises the manufacture and marketing of pharmaceutical products for
human and veterinary use. On 6 May 2008 Grifols Mexico S.A. de C.V. was
spun off into two companies and its name was changed to Logistica Grifols
S.A.de C.V.



GRIFOLS, S.A. AND SUBSIDIARIES

Notes to the Consolidated Interim Financial Statements

Grifols México, S.A. de C. V. was incorporated with limited liability under
Mexican law on 6 May 2008, as a result of the spin off of the former
company Grifols Mexico S.A. de C.V. Its registered offices are at calle
Eugenio Cuzin n° 909, Parque Industrial Belenes Norte, 45150 Zapopan,
Jalisco (Mexico). Its statutory activity comprises the production,
manufacture, adaptation, conditioning, sale and purchase, commissioning,
representation and consignment of all kinds of pharmaceutical products and
the acquisition of machinery, equipment, raw materials, tools, assets and
property for the aforementioned purposes.

Grifols USA, LLC. was incorporated in the State of Florida (USA) on 19
April 1990. Its registered offices are at 8880 N.W. 18 Terrace, Miami, Florida
(USA) and its statutory activity is any activity permitted by US legislation.
This company is 100% directly owned by Grifols Biologicals, Inc.

Grifols Italia S.p.A. has its registered offices at Via Carducci 62 d, 56010
Ghezzano, Pisa (Italy) and its statutory activity comprises the purchase, sale
and distribution of chemical-pharmaceutical products. 66.66% of this
company was acquired on 9 June 1997 and the remaining 33.34% on 16 June
2000.

Grifols UK Ltd., the registered offices of which are at 72, St. Andrew’s
Road, Cambridge CB4 1G (United Kingdom), is engaged in the distribution
and sale of therapeutic and other pharmaceutical products, especially
haemoderivatives. 66.66% of this company was acquired on 9 June 1997 and
the remaining 33.34% on 16 June 2000.

Grifols Deutschland GmbH was incorporated with limited liability under
German law on 21 May 1997, with registered offices at Siemensstrasse 18, D-
63225 Langen (Germany). Its statutory activity consists of the import, export,
distribution and sale of reagents, chemical and pharmaceutical products,
especially to laboratories and healthcare centres, and medical and surgical
materials, equipment and instruments for laboratory use.

Grifols Brasil, Ltda. was incorporated with limited liability in Brazil on 4
May 1998. Its registered offices are at Rua Marechal Hermes 247, Centro
Civico, CEP 80530-230, Curitiba (Brazil). Its statutory activity consists of the
import and export, preparation, distribution and sale of pharmaceutical and
chemical products for laboratory and hospital use, and medical-surgical
equipment and instrumentation.

Grifols France, S.A.R.L. was incorporated with limited liability under
French law on 2 November 1999, with registered offices at Centre d’affaires
auxiliares system, Bat. 10, Parc du Millenaire — 125, Rue Henri Becquerel,
34036, Montpellier (France). Its statutory activity is the marketing of
chemical and healthcare products.
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Alpha Therapeutic Italia, S.p.A. was incorporated on 3 July 2000, with
registered offices at Piazza Meda 3, 20121 Milan (Italy), and engages in the
distribution and sale of therapeutic products, especially haemoderivatives.

Grifols Asia Pacific Pte, Ltd was incorporated on 10 September 1986 , with
registered offices at 501 Orchard Road #20-01 Wheelock Place, Singapore,
and its activity consists of the distribution and sale of medical and
pharmaceutical products.

Grifols Malaysia Sdn Bhd is partly owned (30%) by Grifols Asia Pacific
Pte, Ltd. The registered offices of this company are in Selangor (Malaysia)
and it engages in the distribution and sale of pharmaceutical products.

Grifols (Thailand) Ltd was incorporated on 1 September 1995 and its
registered offices are at 287 Liberty Square Level 8, Silom Road, Bangkok.
Its activity comprises the import, export and distribution of pharmaceutical
products. 48% of this company is directly owned by Grifols Asia Pacific Pte.,
Ltd.

Grifols Polska Sp.z.o.0. was incorporated on 12 December 2003, with
registered offices at UL. Nowogrodzka, 68, 00-116, Warsaw, Poland, and
engages in the distribution and sale of pharmaceutical, cosmetic and other
products.

Australian Corporate Number 073 272 830 Pty Ltd. (formerly Lateral
Grifols Diagnostics Pty Ltd.), with registered offices at 14 Palmer Court,
Mount Waverley, Victoria 3149 (Australia) was incorporated into the Group
on 3 March 2009. Its activity comprises the distribution of pharmaceutical
products and reagents for diagnostics. This company is 100% directly held by
Woolloomooloo Holdings Pty Ltd.

Medion Diagnostics GmbH with registered offices at Lochhamer Schlag 12
D-82166 Grifelfing (Germany), was incorporated into the Group on 3 March
2009. The Company’s statutory activity consists of the distribution and sale
of biotechnological and diagnostic products. This company is directly and
fully owned by Medion Grifols Diagnostic AG.

Xepol, AB with registered offices in Engelbrekts Kyrkogata 7B 114 26
Stockhom, Sweden was incorporated into the Group on 3 June 2010. Its
activity consists of research and development, production and marketing,
either directly or through subsidiaries, of pharmaceutical products, medical
devices and any other asset deriving from the aforementioned activities. This
company is 100% directly owned by Grifols, S.A.
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Grifols Colombia, Ltda, with registered offices at Cra 7 71-52 TBP 9
Cundinamarca, Bogota, Colombia, was incorporated on 3 June 2010. Its
activity consists of the sale, commercialisation and distribution of medicines,
pharmaceutical (including but not limited to haemoderivatives) and hospital
products, medical devices, biomedical equipment, laboratory instruments and
reactives for diagnosis and/or sanitary software.

- Services area
The following companies are included in this area:

Grifols, In¢. was incorporated on 15 May 2003 with registered offices at 15
East North Street, Dover (Delaware, USA). Its principal activity is the
holding of investments in companies.

Grifols Viajes, S.A., with registered offices in Barcelona, Spain, was
incorporated into the Group on 31 March 1995 and operates as a retail travel
agency exclusively serving Group companies.

Squadron Reinsurance Ltd., with registered offices in Dublin, Ireland, was
incorporated into the Group on 25 April 2003 and engages in the reinsurance
of Group companies’ insurance policies.

Arrahona Optimus, S.L., with registered offices at Gracia 33, 08201
Sabadell, was incorporated into the Group on 28 August 2008. The
Company’s statutory activity is the development and construction of offices
and business premises. Its only asset is the office complex located in the
municipality of Sant Cugat del Vallés.

Gri-Cel, S.A., with registered offices at Avenida de la Generalitat 152, Sant
Cugat del Vallés (Barcelona), was incorporated on 9 November 2009. The
Company’s statutory activity consists of research and development in the
field of regenerative medicine, awarding of research grants, subscription to
collaboration agreements with entities and participation in projects in the area
of regenerative medicine.

Saturn Australia Pty Ltd. with registered offices at 14 Palmer Court, Mount
Waverley, Victoria 3149 (Australia), was incorporated to the Group on 3
March 2009. Its activity consists of holding shares and investments. This
company is directly and fully owned by Woolloomooloo Holdings Pty Ltd.
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Saturn Investments AG with registered offices at c/o Dr. Christoph Straub,
Hanibuel 8, CH 6300 Zug (Switzerland) was incorporated into the Group on
3 March 2009. Its activity consists of the holding of shares. This company is
directly and fully owned by Saturn Australia Pty Ltd.

Woolloomooloo Holdings Pty Ltd. with registered offices at 14 Palmer
Court, Mount Waverley Victoria 3149 (Australia), was incorporated into the
Group on 3 March 2009. Its activity consists of holding shares. 49% of this
holding company is directly held by Grifols, S.A.

(c) Associates and others

Quest Internacional, Inc, 35% owned by Diagnostic Grifols, S.A., with
registered offices in Miami, Florida (USA), engages in the manufacture and
marketing of reagents and clinical analysis instruments.

UTE Salas Blancas, 50% owned by Grifols Engineering, S.A. was incorporated
in 2009. This joint venture (UTE) and is domiciled at calle Mas Casanovas 46,
Barcelona. Its statutory activity consists of the drafting of the project, execution «

_of works and installation of clean rooms and other facilities in the Banc de Sang
i Teixits (blood and tissue bank) building.

Nanotherapix, S.L. was incorporated on 25 June 2009 and is 51% owned by
Gri-Cel, S.A through a share capital increase carried out on 9 March 2010. This
company is domiciled at Avenida Generalitat 152, San Cugat del Valles,
Barcelona and its activity consists of the development, validation and production
of the technology required to implement the use of genetic and cellular therapy
for the treatment of human and animal pathologies.

(2) Basis of Presentation

The consolidated interim financial statements for the nine-month period ended 30
September 2010 have been prepared on the basis of the accounting records of
Grifols, S.A. and of the Group companies. These consolidated interim financial
statements are authorised for issue for the special purpose of that established in
article 308 of the new Spanish Companies Act for exclusion of the preferential right
in the context of a share capital increase of the Parent through the issue of new
shares with no voting rights. These documents have been prepared under
International Financial Reporting Standards as adopted by the European Union (EU-
IFRS) to present fairly the consolidated equity and consolidated financial position of
Grifols, S.A. and subsidiaries at 30 September 2010, as well as the consolidated
results from their operations, consolidated comprehensive income, consolidated cash
flows and changes in consolidated equity for the nine-month period ended 30
September 2010. '
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The Group adopted EU-IFRS for the first time on 1 January 2004.

(a) Comparison of information

The consolidated financial statements for the nine-month period ended 30
September 2010 present for comparative purposes:

e For each individual caption in the consolidated balance sheet at 31
December 2009, comparative figures which have been obtained
through consistent application of EU-IFRS.

e For each individual caption in the consolidated income statement,
consolidated statement of comprehensive income, consolidated
statement of cash flows, consolidated statement of changes in
equity, comparative figures from the consolidated financial
statements for the nine-month period ended 30 September 2009,
which have been obtained through consistent application of EU-
IFRS.

(b) Relevant accounting estimates, assumptions and judgements used
when applying accounting principles

The preparation of the consolidated interim financial statements for the
nine-month period ended 30 September 2010 in conformity with EU-IFRS
requires management to make judgements, estimates and assumptions that
affect the application of Group accounting policies. A summary of the
items requiring a greater degree of judgement or complexity, or where the
assumptions and estimates made are significant to the preparation of the
consolidated interim financial statements for the nine-month period ended
30 September 2010 are as follows:

e The assumptions used for calculation of the fair value of financial
instruments (see note 4 (k)).

e Measurement of assets and goodwill to determine any related
impairment losses (see note 4(i)).

o Useful lives of property, plant and equipment and intangible assets
(see notes 4(g) and 4(h)).

e Evaluation of the capitalisation of development costs (see note 4(h)).

¢ Evaluation of provisions and contingencies (see note 4(r)).

Evaluation of the effectiveness of hedging (see note 17 (g)).

The application of the definition of a business (see note 4(b)).
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(¢) Consolidation

The percentages of direct or indirect ownership of subsidiaries by the
Parent at 30 September 2010 and 31 December 2009, as well as the
consolidation method used in each case for preparation of the
accompanying consolidated interim financial statements, are detailed

below:
30/09/10 31/12/09

Percentage ownership Percentage ownership

Direct Indirect Direct Indirect
Parent
Grifols, S.A. - - - --
Fully-consolidated companies
Laboratorios Grifols, S.A. 99.998 0.002 99.998 0.002
Instituto Grifols, S.A. 99,998 0.002 99.998 0.002
Movaco, S.A. 99.999 0.001 99.999 0.001
Grifols Portugal Productos

Farmacéuticos e Hospitalares, Lda. 0.015 99.985 0.015 99.985

Diagnostic Grifols, S.A. ‘ 99.998 0.002 99.998 0.002
Logister,S.A. - 100.000 - 100.000
Grifols Chile,S.A. 99.000 -- 99.000 -
Biomat,S.A. 99.900 0.100 99.900 0.100
Grifols Argentina,S.A. 99.260 0.740 100.000 -
Grifols,s.r.o. 100.000 -- 100.000 -~
Logistica Grifols S.A de C.V 99.990 0.010 100.000 - "
Grifols México,S.A. de C.V. 99.990 0.010 100.000 -
Grifols Vigjes,S.A. 99.900 0.100 99.900 0.100
Grifols USA, LLC. = 100.000 - 100.000
Grifols International,S.A. 99.900 0.100 99.900 0.100
Grifols Italia,S.p.A. 100.000 - 100.000 --
Grifols UK,Ltd. 100.000 - 100.000 --
Grifols Deutschland, GmbH 100.000 -- 100.000 -
Grifols Brasil,Ltda. 100.000 -- 100.000 -
Grifols France,S.A.R.L. 99.000 1.000 99.000 1.000
Grifols Engineering, S.A. 99.950 0.050 99.950 0.050
Biomat USA, Inc. -- 100.000 -- 100.000
Squadron Reinsurance Ltd. 100.000 -- 100.000 -
Grifols Inc. 100.000 -- 100.000 --
Grifols Biologicals Inc. - 100.000 -- 100.000
Alpha Therapeutic Italia, S.p.A. 100.000 - 100.000 -
Grifols Asia Pacific Pte., Ltd. 100.000 -- 100.000 --
Grifols Malaysia Sdn Bhd -- 30.000 -- 30.000
Grifols (Thailand) Ltd. - 48.000 - 48.000
Grifols Polska Sp.z.0.0. 100.000 -- 100.000 --
Plasmacare, Inc. -- 100.000 -- 100.000
Plasma Collection Centers, Inc. - - -- 100.000
Arrahona Optimus S.L. 99.995 0.005 100.000 -
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30/09/10 31/12/09

Percentage ownership Percentage ownership

Direct Indirect Direct Indirect
Woolloomooloo Holdings Pty Ltd. 49.000 49.000
Lateral Grifols Pty Lid. -- 49.000 -- 49.000
Australian Corporate Number 073 272830 Pty Ltd - 49.000 - 49.000
Saturn Australia Pty Ltd. -- 49.000 -- 49.000
Saturn Investments AG - 49.000 -- 49.000
Medion Grifols Diagnostic AG - 39.200 -- 39.200
Medion Diagnostics GmbH - 39.200 -- 39.200
Gri-Cel, S.A. 0.001 99.999 0.001 99.999
Grifols Colombia Ltda 99.000 1.000 - -
Xepol AB 100.000 - -- --
Companies accounted for using the equity method
Quest International, Inc. - 35.000 -- 35.000
Nanotherapix, S.L. -~ 51.000 - -~

Subsidiaries in which the Company directly or indirectly owns the majority
of equity or voting rights have been fully consolidated. Associates in
which the Company owns between 20% and 50% of share capital and has
no power to govern the financial or operating policies of these companies
have been accounted for under the equity method.

Although the Group holds 30% of the shares with voting rights of Grifols
Malaysia Sdn Bhd, it controls the majority of the profit-sharing and voting
rights of Grifols Malaysia Sdn Bhd through a contract with the other
shareholder and a pledge on its shares.

Grifols (Thailand) Ltd. has two classes of shares and it grants the majority
of voting rights to the class of shares held by the Group.

The Group holds 99% of the voting rights in its Australian and Swiss
subsidiaries.

11
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(d)

On 9 March 2010 one of the Group companies acquired 51% of
Nanotherapix, S.L., a technologically based company which engages in
advisory services, training of researchers, design and development of
technologies, services, know-how, molecules and products applied to
biotechnology, biomedicine and pharmaceutical fields. The investment has
been made through a share capital increase in 2010 and between 2011 and
2014 successive contributions will be made through additional yearly share
capital increases amounting to Euros 1,472 thousand. These contributions
are dependent on certain shareholders of Nanotherapix, S.L. performing
research advisory and management tasks for this company. The acquisition
of Nanotherapix, S.L. has been treated as an equity-accounted joint
venture, as the company’s strategic and operational decisions require
shareholder approval and Grifols does not avail of the majority of the
members of the board of directors.

On 3 June 2010 the Group acquired 100% of Xepol AB which holds the
intellectual property rights for the treatment of the post-polio syndrome
which includes patents for the USA, Europe and Japan for a specific
method of treatment for this syndrome using intravenous immunoglobulin
(haemoderivative). The sum paid for this acquisition amounted to Euros
2,255 thousand. The assets acquired and liabilities settled do not constitute
a business pursuant to the definition provided in IFRS 3 and, therefore, the
transaction has been recognised as the acquisition of an intangible asset.

Changes to EU-IFRS during the nine-month period ended 30
September 2010

The following standards have entered into force during the nine-month
period ended 30 September 2010 and have therefore been taken into
consideration when preparing these interim financial statements.

Obligatory
application in years
Standards adopted by the EU, applicable in years beginning
beginning subsequent to 1 January 2009 subsequent to:
IAS 27 (revised): Consolidated and separate financial
statements 1 July 2009
Ammendment to IAS 39: Financial Instruments:
recognition and measurement 1 July 2009
IFRS 3 (revised): Business combinations 1 July 2009
[FRIC 12: Service concession arrangements 27 March 2009
IFRIC 16: Hedges of a net investment in a foreign
operation 30 June 2009
IFRIC 17: Distribution of non-cash assets to owners 1 November 2009
IFRIC 18: Transfers of assets from customers 1 November 2009

12
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In accordance with IFRS 3, transaction costs, which differ from costs of
issuing debt or equity instruments, are recognised as an expense as incurred.
The application of this new standard has an impact on the financial
statements of the Grifols Group (see note 15). The application of the other
standards has not had a significant impact on the Group’s financial
statements.

The European Union has adopted the following standards which are
obligatory for years beginning subsequent to 1 January 2010. Therefore, the
application of these standards is not obligatory for the Group in 2010 and it
has not opted to apply them in advance:

Obligatory
application in years
Standards adopted by the EU, applicable in years beginning
beginning subsequent to 1 January 2010 subsequent to:
Amendment to IAS 32: Classification of rights issues 1 February 2010
IFRS 1 (revised): First-time adoption of international
financial reporting standards 1 January 2010
Amendment to IFRS 2: Group cash-settled share based .
payment transactions 1 January 2010
Improvements to IFRSs 1 January 2010
IFRIC 15: Agreements for the construction of real estate 1 January 2010

At the date of issue of these consolidated financial statements it is not
expected that the standards or interpretations published by the International
Accounting Standards Board (IASB), pending adoption by the European
Union, will have a significant effect on the Group’s consolidated interim
financial statements.

The Group has not applied any of the standards or interpretations issued and
adopted by the EU prior to their deadline. The Company’s directors do not
expect that the entry into force of these modifications will have a significant
effect on the consolidated interim financial statements.
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(3) Business combinations

3.1 Acquisition of Australian-Swiss group

On 3 March 2009 the Group acquired 49% of the profit-sharing rights and 99%
of the voting rights in a holding company of the Australian-Swiss group
Woolloomooloo, thereby gaining control of this group, for Euros 25 million
through a share capital increase which was fully paid by Grifols, S.A.

Details of the aggregate business combination cost, the fair value of the net
assets acquired and goodwill at the acquisition date were follows:

Thousands of

Euros
Cost of business combination
Cash paid 25,000
Directly attributable costs 497
Total cost of the business combination 25,497
Fair value of net assets acquired 9,307
Goodwill 16,190

(see note 7)

At 3 March 2009 not all the information necessary to allocate the purchase price
correctly between the different balance sheet captions used in the business
combination was available to the Group. Further information was obtained at 31
December 2009 which made it possible to allocate assets and liabilities more
accurately. Upon completion of the analysis, no changes have arisen to the
estimate made at 31 December 2009.

Goodwill generated in the acquisition is attributed to the synergies and other
expected benefits from the business combination of the assets and activities of
the Group.

The Australian-Swiss Group provides the commercial strength required by
Grifols to consolidate and increase its presence in the diagnostic markets of
Australia and New Zealand, which until then only consisted of the sale of
instruments through distributors.

After obtaining the licence for Flebogamma DIF in Australia (next generation
IVIG), Grifols haemoderivatives started to be commercialised in this country.

14
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Grifols’s investment also included the acquisition of Medion, located in
Switzerland, which has developed new technology for determining blood
groups, supplementary to that used by Grifols.

Had the acquisition taken place at 1 January 2009, the Group’s revenue and
consolidated profit for the period would not have varied significantly.
Accumulated losses incurred by the Australian-Swiss group attributable to the
Group results from the date of acquisition to 30 September 2009 amount to

Euros 307 thousand.

At the date of acquisition the amounts of recognised assets, liabilities and

contingent liabilities are as follows:

Intangible assets (note 8)

Property, plant and equipment (note 9)
Deferred tax assets (note 29)
Inventories (note 12)

Trade and other receivables

Other current assets

Cash and cash equivalents
Total assets

Trade and other payables
Other current liabilities

Deferred tax liabilities (note 29)

Total liabilities and contingent liabilities
Total net assets

Minority interests (note 19)

Total net assets acquired

Goodwill (note 7)

Cash paid
Cash and cash equivalents of the acquired
company

Cash outflow for the acquisition

Thousands of Euros

Carrying
Fair value amount
6,525 476
2,307 3,113
500 258
3,549 3,549 -
2,096 2,096
293 293
10,112 10,112
25,382 19,897
3,165 3,165
1,273 1,272
1,761 551
6,199 4,988
19,183 14,909
(9,876)
9,307
16,190
25,497
(10,112)
15,385

Intangible assets were measured at fair value using the royalties method for
certain patents acquired by the Group. An 8% royalty was considered, together
with a discount rate after tax of 10%. Patents were measured using a 15 year
period based on sales projected during that period.
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(4) Significant Accounting Principles
(a) Subsidiaries

Subsidiaries are entities, including special purpose entities (SPE), over which the
Group exercises control, either directly or indirectly, through subsidiaries.
Control is the power to govern the financial and operating policies of an entity
so as to obtain benefits from its activities. In assessing control potential voting
rights held by the Group or other entities that are exercisable or convertible at
the end of each reporting period are considered.

Information on subsidiaries forming the consolidated Group is included in note 2

(©).

The income, expenses and cash flows of subsidiaries are included in the
consolidated interim financial statements from the date of acquisition, which is
when the Group takes control, until the date that control ceases.

Intercompay balances and transactions and unrealised gains or losses are
eliminated on consolidation.

The accounting policies of subsidiaries have been adapted to those of the Group
for transactions and other events in similar circumstances.

The financial statements of consolidated subsidiaries have been prepared as of
the same date and for the same reporting period as the financial statements of the
Parent.

(b) Business combinations

The Group has applied the exception permitted under IFRS 1 “First-time
adoption of International Financial Reporting Standards”, whereby only those
business combinations performed as from 1 January 2004, date of transition to
EU-IFRS, have been recognised using the acquisition method. Entities acquired
prior to that date were recognised in accordance with accounting principles
prevailing at that time, taking into account the necessary corrections and
adjustments at the transition date.

The Group applies IFRS 3 “Business combinations” revised in 2008, in
transactions made subsequent to 1 January 2010.

The Company applies the acquisition method for business combinations.

The acquisition date is the date on which the Company obtains control of the
acquiree.
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Business combinations made subsequent to 1 January 2010

The consideration transferred in a business combination is determined at
acquisition date and calculated as the sum of the fair values of the assets
transferred, the liabilities incurred or assumed, the equity interests issued and
any asset or liability contingent consideration depending on future events or the
compliance of certain conditions in exchange for the control of the business
acquired.

The consideration transferred excludes any payment that does not form part of
the exchange for the acquired business. Acquisition-related costs are accounted
for as expenses when incurred. Share increase costs are recognised as equity
when the increase takes place and borrowing costs are deducted from the
financial liability when it is recognised.

At the acquisition date the Group recognises at fair value the assets acquired and
liabilities assumed. Liabilities assumed include contingent liabilties provided
that they represent present obligations that arise from past events and their fair
value can be measured reliably. The Group also recognises indemnification
assets transferred by the seller at the same time and following the same
measurement criteria as the item that is subject to indemnification from the
acquired business taking into consideration, where applicable, the insolvency
risk and any contractual limit on the indemnity amount.

This criteria does not include non-current assets or disposable groups of assets
which are classified as held for sale, long-term defined benefit employee benefit
liabilities, share-based payment transactions, deferred tax assets and liabilities
and intangible assets arising from the acquisition of previously transferred rights.

Assets and liabilities assumed are classified and designated for subsequent
measurement in accordance with the contractual terms, economic conditions,
operating or accounting policies and other factors that exist at the acquisition
date, except for leases and insurance contracts.

The excess between the consideration transferred and the value of net assets
acquired and liabilities assumed, less the value assigned to minority interests, is
recognised as goodwill. Where applicable, any shortfall, after evaluating the
consideration transferred, the value assigned to minority interest and the
identification and measurement of net assets acquired, is recognised in profit and
loss.
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The contingent consideration is classified in accordance with underlying
contractual terms as a financial asset or financial liability, equity instrument or
provision. Provided that subsequent changes to the fair value of a financial asset
or financial liability do not relate to an adjustment of the measurement period,
they are recognised in consolidated profit and loss or other comprehensive
income. The contingent consideration classified as equity is not subject to
subsequent change, with settlement being recognised in equity. The contingent
consideration classified as a provision is recognised subsequently in accordance
with the relevant measurement standard.

Business combinations made prior to 1 January 2010

The cost of the business combination is calculated as the sum of the acquisition-
date fair values of the assets transferred, the liabilities incurred or assumed, and
equity instruments issued by the Group, in exchange for control of the acquiree,
plus any costs directly attributable to the business combination. Any additional
consideration contingent on future events or the fulfilment of certain conditions
is included in the cost of the combination provided that it is probable that an
outflow of resources embodying economic benefits will be required and the
amount of the obligation can be reliably estimated. Subsequent recognition of
contingent considerations or subsequent variations to contingent considerations
are recognised as a prospective adjustment to the cost of the business
combination.

Where the cost of the business combination exceeds the Group’s interest in the
fair value of the identifiable net assets of the entity acquired, the difference is
recognised as goodwill, whilst the shortfall, once the costs of the business
combination and the fair values of net assets acquired have been reconsidered, is
recognised in profit and loss.

(¢) Minority interests

Minority interests in subsidiaries acquired after 1 January 2004 are recognised at
the acquisition date at the proportional part of the fair value of the identifiable
net assets. Minority interests in subsidiaries acquired prior to the transition date
were recognised at the proportional part of the equity of the subsidiaries at the
date of first consolidation.

Minority interests are disclosed in the consolidated balance sheet under equity
separately from equity attributable to the Parent. Minority interests’ share in
consolidated profit or loss for the period (and in consolidated comprehensive
income for the period) is disclosed separately in the consolidated income
statement (consolidated statement of comprehensive income).
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The consolidated profit or loss (consolidated comprehensive income) and
changes in equity of the subsidiaries attributable to the Group and minority
interests after consolidation adjustments and eliminations, is determined in
accordance with the percentage ownership at period end, without considering the
possible exercise or conversion of potential voting rights. However, Group and
minority interests are calculated taking into account the possible exercise of
potential voting rights and other derivative financial instruments which, in
substance, currently allow access to the economic benefits associated with the
interests held, such as entitlement to a share in future dividends and changes in
the value of subsidiaries.

The excess of losses attributable to minority interests, which cannot be attributed
to the latter as such losses exceed their interest in the equity of the Company, is
recognised as a decrease in the equity of the Parent, except when the minority
interests are obliged to assume part or all of the losses and are in a position to
make the necessary additional investment. Subsequent profits obtained by the
Group are attributed to the Parent until the minority interest’s share in prior
years’ losses is recovered.

Nevertheless, as of 1 January 2010, profit and loss and each component of other
comprehensive income are assigned to equity attributable to shareholders of the
Parent company and to minority interest in proportion to their interest, although
this implies a balance receivable from minority interests. Agreements signed
between the Group and the minority interests are recognised as a separate
transaction.

(d) Associates and joint ventures

Associates

Associates are entities over which the Company has significant direct or indirect
influence through subsidiaries. Significant influence is the power to participate
in the financial and operating policy decisions of the investee but is not control
or joint control over those policies. The existence of potential voting rights that
are currently exercisable or convertible, including potential voting rights held by
the Group or other entities, are considered when assessing whether an entity has
significant influence.

Investments in associates are accounted for using the equity method from the
date that significant influence commences until the date that significant
influence ceases.

Details of investments accounted for using the equity method are included in
note 2 (c).
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Purchases of shareholdings in associates are recognised applying the acquisition
method, as described for subsidiaries. Any excess of cost of acquisition over the
part of fair value of the identifiable net assets acquired is considered as goodwill,
which is included in the fair value of the investment. If the cost of acquisition is
less than the fair value of identifiable net assets acquired, the difference is
recognised when determining the investor’s share in the profit of the associate in
the period of acquisition.

The Group’s share in the profit or loss of the associates from the date of
acquisition is recognised as an increase or decrease in the value of the
investments, with a credit or debit to profit or loss of associates accounted for
using the equity method of the consolidated income statement (consolidated
statement of comprehensive income). The Group’s share in other comprehensive
income of the associate obtained from the date of acquisition is recognised as an
increase or decrease in the investment in the associate with a balancing entry on
a separate line in other comprehensive income. The distribution of dividends is
recognised as a decrease in the value of the investment. The Group’s share of
profit and loss, including impairment losses recognised by the associates, is
calculated based on income and expenses arising from application of the
purchase method.

The Group’s share in the profit or loss of an associate and changes in equity are
calculated to the extent of the Group’s interest in the associate at year end and
does not reflect the possible exercise or conversion of potential voting rights.
However, the Group’s share is calculated taking into account the possible
exercise of potential voting rights and other derivative financial instruments
which, in substance, currently allow access to the economic benefits associated
with the interests held, such as entitlement to a share in future dividends and
changes in the value of associates.

Losses of an associate attributable to the Group are limited to the extent of its
interest, except where the Group has legal or implicit obligations or when
payments have been made on behalf of the associate. For the purpose of
recognising losses in associates, net investments are considered as the carrying
amount of the investment after application of the equity method plus any other
item which in substance forms part of the investment in the associate.
Subsequent profits attributable to those associates for which impairment losses
are limited are recognised to the extent of the previously unrecognised losses.

Unrealised gains and losses on transactions between the Group and associates
are only recognised when they relate to interests of other unrelated investors,
except in the case of unrealised losses evidencing the impairment of the
transferred asset.
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The accounting policies of associates have been harmonised in terms of timing
and measurement, applying the policies described for subsidiaries.

Joint ventures

Joint ventures are those in which there is a contractual arrangement to share the
control over an economic activity, in such a way that strategic financial and
operating decisions relating to the activity require the unanimous consent of the
Group and the remaining venturers.

Interests in joint ventures are recognised using the equity method.

The acquisition cost of interests in joint ventures is determined consistently with
that established for investments in associates.

(e) Foreign currency transactions
(1) Functional currency and presentation currency

The consolidated interim financial statements are presented in thousands of
Euros, which is the functional and presentation currency of the Parent.

(ii) Transactions, balances and cash flows in foreign currency

Foreign currency transactions are translated into the functional currency
using the previous month’s exchange rate for all transactions performed
during the current month. This method does not differ significantly from
applying the exchange rate at the date of the transaction.

Monetary assets and liabilities denominated in foreign currencies have been
translated into thousands of Euros at the closing rate, while non-monetary
assets and liabilities measured at historical cost have been translated at the
exchange rate prevailing at the transaction date. Non-monetary assets
measured at fair value have been translated into thousands of Euros at the
exchange rate at the date that the fair value was determined.

In the consolidated statement of cash flows, cash flows from foreign
currency transactions have been translated into thousands of Euros at the
exchange rates prevailing at the dates the cash flows occur. The effect of
exchange rate fluctuations on cash and cash equivalents denominated in
foreign currencies is recognised separately in the statement of cash flows as
“Effect of exchange rate fluctuations on cash and cash equivalents”.
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Exchange gains and losses arising on the settlement of foreign currency
transactions and the translation into thousands of Euros of monetary assets
and liabilities denominated in foreign currencies are recognised in profit or
loss.

(i) Translation of foreign operations

The translation into thousands of Euros of foreign operations for which the
functional currency is not the currency of a hyperinflationary economy is
based on the following criteria:

e Assets and liabilities, including goodwill and net asset adjustments
derived from the acquisition of the operations, including comparative
amounts, are translated at the closing rate at each balance sheet date.

e Income and expenses, including comparative amounts, are translated
using the previous month's exchange rate for all transactions performed
during the current month. This method does not differ significantly from
using the exchange rate at the date of the transaction;

o All resulting exchange differences are recognised as translation
differences in equity.

In the consolidated statement of cash flows, cash flows, including
comparative balances, of the subsidiaries and foreign joint ventures are
translated into thousands of Euros applying the exchange rates prevailing at
the transaction date.

(f) Borrowing costs

In accordance with IAS 23 Borrowing Costs, since 1 January 2009 the
Group recognises interest cost directly attributable to the purchase,
construction or production of qualifying assets as an increase in the value of
these assets. Qualifying assets are those which require a substantial period
of time before they can be used or sold. To the extent that funds are
borrowed specifically for the purpose of obtaining a qualifying asset, the
amount of borrowing costs eligible for capitalisation is determined as the
actual borrowing costs incurred, less any investment income on the
temporary investment of those funds. Capitalised interest borrowing costs
corresponding to general borrowing are calculated as the weighted average
of the qualifying assets without considering specific funds. The amount of
borrowing costs capitalised cannot exceed the amount of borrowing costs
incurred during that period. The capitalised interest cost includes
adjustments to the carrying amount of financial liabilities arising from the
effective  portion of hedges entered into by the Group.
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The Group begins capitalising borrowing costs as part of the cost of a
qualifying asset when it incurs expenditures for the asset, interest is accrued,
and it undertakes activities that are necessary to prepare the asset for its
intended use or sale, and ceases capitalising borrowing costs when all or
substantially all the activities necessary to prepare the qualifying asset for its
intended use or sale are complete. Nevertheless, capitalisation of borrowing
costs is suspended when active development is interrupted for extended
periods.

(g) Property, plant and equipment
(1) Initial recognition

Property, plant and equipment are recognised at cost or deemed cost, less
accumulated depreciation and any accumulated impairment losses. The cost
of self-constructed assets is determined using the same principles as for an
acquired asset, while also considering the criteria applicable to production
costs of inventories. Capitalised production costs are recognised by
allocating the costs attributable to the asset to self-constructed non-current
assets in the consolidated income statement.

At 1 January 2004 the Group opted to apply the exemption regarding fair
value and revaluation as deemed cost as permitted by IFRS 1 First time
Adoption of IFRS.

(i1) Depreciation

Property, plant and equipment are depreciated by allocating the depreciable
amount of an asset on a systematic basis over its useful life. The depreciable
amount is the cost or deemed cost less its residual value. The Group
determines the depreciation charge separately for each component of
property, plant and equipment with a cost that is significant in relation to the
total cost of the asset.

Property, plant and equipment are depreciated using the following criteria:

Depreciation

method Rates
Buildings Straight line 1% -3%
Plant and machinery Straight line 8%-10%
Other installations, equipment and furniture Straight line 10% - 30%
Other property, plant and equipment Straight line 16% - 25%

The Group reviews residual values, useful lives and depreciation methods at
each financial year end. Changes to initially established criteria are accounted
for as a change in accounting estimates.
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(ii1) Subsequent recognition

Subsequent to initial recognition of the asset, only those costs incurred which
will probably generate future profits and for which the amount may reliably
be measured are capitalised. Costs of day-to-day servicing are recognised in
profit and loss as incurred.

Replacements of property, plant and equipment which meet the requirements
for capitalisation are recognised as a reduction in the carrying amount of the
items replaced. Where the cost of the replaced items has not been depreciated
independently and it is not possible to determine the respective carrying
amount, the replacement cost is used as indicative of the cost of items at the
time of acquisition or construction.

(iv) Impairment

The Group tests for impairment and reversals of impairment losses on
property, plant and equipment based on the criteria set out in section (i) of
this note.

(h) Intangible assets
(i) Goodwill

Goodwill is generated on the business combinations. As permitted by IFRS
1: First-time Adoption of International Financial Reporting Standards, the
Group has recognised only business combinations that occurred on or after 1
January 2004, the date of transition to EU-IFRS, using the acquisition
method. Entities acquired prior to that date were recognised in accordance
with accounting principles prevailing at that time, taking into account the
necessary corrections and adjustments at the transition date.

Goodwill is not amortised, but tested for impairment annually or more
frequently if events indicate a potential impairment loss. Goodwill acquired
in business combinations is allocated to the cash-generating units (CGUSs) or
groups of CGUs which are expected to benefit from the synergies of the
business combination and the criteria described in note 7 are applied. After
initial recognition, goodwill is measured at cost less any accumulated
impairment losses.

(i) Internally generated intangible assets

Any research and development expenditure incurred during the research
phase of projects is recognised as an expense when incurred.
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Costs related with developnient activities are capitalised when:

e The Group has technical studies justifying the feasibility of the
production process;

e The Group has undertaken a commitment to complete production of the
asset whereby it is in condition for sale or internal use;

e The asset will generate sufficient future economic benefits;

e The Group has sufficient financial and technical resources to complete
development of the asset and has developed budget and cost accounting
control systems which allow budgeted costs, introduced changes and
costs actually assigned to different projects to be monitored.

The cost of internally generated assets is calculated using the same criteria
established for determining production costs of inventories. The production
cost is capitalised by allocating the costs attributable to the asset to self-
constructed assets in the consolidated income statement.

Costs incurred in the course of activities which contribute to increasing the
value of the different businesses in which the Group as a whole operates are
expensed as they are incurred. Replacements or subsequent costs incurred
on intangible assets are generally recognised as an expense, except where
they increase the future economic benefits expected to be generated by the
assets.

(i11) Other intangible assets

Other intangible assets are carried at cost, less accumulated amortisation and
impairment losses.

(iv) Emission rights

Emission rights, which are recognised when the Group becomes entitled to
such rights, are carried at cost less accumulated impairment. Rights acquired
free of charge or at a price substantially lower than fair value, are recognised
at fair value, which is generally the market value of the rights at the start of
the calendar year. The difference between fair value and, where appropriate,
the amount received, is recognised under government grants. Government
grants are recognised in profit or loss in line with the emission of gases in
proportion to total emissions foreseen for the complete period for which the
emission rights have been received, irrespective of whether the rights
previously received have been sold or impaired.
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Under the terms of Law 1 of 9 March 2005 governing greenhouse gas
emission rights, emission rights deriving from a certified reduction in
emissions or from a unit created to reduce emissions through clean
development mechanisms or a pooling of rights, are carried at cost of
production using the same criteria as for inventories.

Emission rights are not amortised. The Group derecognises emission rights
on a weighted average cost basis.

(v) Useful life and amortisation rates

The Group assesses whether the useful life of each intangible asset acquired
is finite or indefinite. An intangible asset is regarded by the Group as having
an indefinite useful life when there is no foreseeable limit to the period over
which the asset will generate net cash inflows.

Intangible assets with indefinite useful lives are not amortised but tested for
impairment at least annually.

Intangible assets with finite useful lives are amortised by allocating the
depreciable amount of an asset on a systematic basis over its useful life, by
applying the following criteria:

Estimated

Amortisation years of

method useful life
Development expenses Straight line 3-5
Concessions, patents, licences, trademarks and similar Straight line 5-15
Software Straight line 3-6

The depreciable amount is the cost or deemed cost of an asset less its
residual value.

The Group reviews the residual value, useful life and amortisation method
for intangible assets at each financial year end. Changes to initially
established criteria are accounted for as a change in accounting estimates.

(i) Impairment of non-financial assets subject to depreciation or amortisation

The Group evaluates whether there are indications of possible impairment losses
on non-financial assets subject to amortisation or depreciation to verify whether
the carrying amount of these assets exceeds the recoverable amount.

Irrespective of any indication of impairment, the Group tests for possible
impairment of goodwill, intangible assets with indefinite useful lives, and
intangible assets with finite useful lives not yet available for use, at least
annually.
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The recoverable amount of the assets is the higher of their fair value less costs to
sell and their value in use. The recoverable amount is the higher of an asset's fair
value less costs to sell and its value in use. An asset’s value in use is calculated
based on an estimate of the future cash flows expected to derive from the use of
the asset, expectations about possible variations in the amount or timing of those
future cash flows, the time value of money, the price for bearing the uncertainty
inherent in the asset and other factors that market participants would reflect in
pricing the future cash flows deriving from the asset.

Negative differences arising from comparison of the carrying amounts of the
assets with their recoverable amounts are recognised in the consolidated income
statement.

Recoverable amount is determined for each individual asset, unless the asset
does not generate cash inflows that are largely independent of those from other
assets or groups of assets. If this is the case, recoverable amount is determined
for the cash-generating unit (CGU) to which the asset belongs.

Impairment losses recognised for cash-generating units are first allocated to
reduce, where applicable, the carrying amount of goodwill allocated to the CGU
and then to the other assets of the CGU pro rata on the basis of the carrying
amount of each asset. The carrying amount of each asset may not be reduced
below the highest of its fair value less costs to sell, its value in use and zero.

At the end of each reporting period the Group assesses whether there is any
indication that an impairment loss recognised in prior periods may no longer
exist or may have decreased. Impairment losses on goodwill are not reversible.
Impairment losses for other assets are only reversed if there has been a change in
the estimates used to calculate the recoverable amount of the asset.

A reversal of an impairment loss is recognised in consolidated profit or loss. The
increase in the carrying amount of an asset attributable to a reversal of an
impairment loss may not exceed the carrying amount that would have been
determined, net of depreciation or amortisation, had no impairment loss been
recognised.

The reversal of an impairment loss for a CGU is allocated to its assets, except
for goodwill, pro rata with the carrying amounts of those assets, with the limit
per asset of the lower of its recoverable value and the carrying amount which
would have been obtained, net of depreciation, had no impairment loss been
recognised.
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" (j) Leases
(1) Lessee accounting records
The Group has the right to use certain assets through lease contracts.

Leases in which the Group assumes substantially all the risks and rewards
incidental to ownership are classified as finance leases, otherwise they are
classified as operating leases.

e Finance leases

At the commencement of the lease term, the Group recognises finance
leases as assets and liabilities at the lower of the fair value of the leased
asset and the present value of the minimum lease payments. Initial direct
costs are added to the asset’s carrying amount. Minimum lease payments
are apportioned between the finance charge and the reduction of the
outstanding liability. The finance charge is allocated to each period
during the lease term so as to produce a constant periodic rate of interest
on the remaining balance of the liability. Contingent rents are recognised
as an expense in the years in which they are incurred.

e  Operating leases

Lease payments under an operating lease (excluding insurance and
maintenance) are recognised as an expense on a straight-line basis unless
another systematic basis is representative of the time pattern of the user’s
benefit.

(i1) Leasehold investments

Non-current investments in properties leased from third parties are classified
using the same criteria as for property, plant and equipment. Investments are
amortised over the lower of their useful lives and the term of the lease
contract. The lease term is consistent with that established for recognition of
the lease.

(k) Financial Instruments
(1) Classification of financial instruments

Financial instruments are classified 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 liability, a
financial asset and an equity instrument set out in IAS 32, Financial
Instruments - Presentation.
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Financial instruments are classified into the following categories: financial
assets and financial liabilities at fair value through profit and loss, loans and
receivables, held-to-maturity investments, available-for-sale financial assets
and financial liabilities. The Group -classifies financial instruments into
different categories based on the nature of the instruments and management’s
intentions on initial recognition.

Regular way purchases and sales of financial assets are recognised at trade
date, when the Group undertakes to purchase or sell the asset.

a) Financial assets at fair value through profit or loss

Financial assets and financial liabilities at fair value through profit or loss
are those which are classified as held for trading or which the Group
designated as such on initial recognition.

A financial asset or liability is classified as held for trading if:

e it is acquired or incurred principally for the purpose of selling or
repurchasing it in the near term

e it forms part of a portfolio of identified financial instruments that are
managed together and for which there is evidence of a recent pattern of
short-term profit-taking, or

e it is a derivative, except for a derivative which has been designated as a
hedging instrument and complies with conditions for effectiveness or a
derivative that is a financial guarantee contract.

Financial assets and financial liabilities at fair value through profit or loss
are initially recognised at fair value. Transaction costs directly attributable
to the acquisition or issue are recognised as an expense.

The Group does not reclassify any financial assets or liabilities from or to
this category while they are recognised in the consolidated balance sheet.

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, other than
those classified in other financial asset categories. These assets are
recognised initially at fair value, including transaction costs, and are
subsequently measured at amortised cost using the effective interest
method.
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¢) Available-for-sale financial assets

Available-for-sale financial assets are non-derivative financial assets that
are either designated specifically to this category or do not comply with
requirements for classification in the above categories.

Available-for-sale financial assets are initially recognised at fair value,
plus any transaction costs directly attributable to the purchase.

After initial recognition, financial assets classified in this category are
measured at fair value and any gain or loss is accounted for in other
comprehensive income recognised in equity. On disposal of the financial
assets amounts recognised in other comprehensive income or the
impairment loss are reclassified to profit or loss.

d) Financial assets and liabilities carried at cost

Investments in equity instruments whose fair value cannot be reliably
measured and derivative instruments that are linked to and must be settled
by delivery of such unquoted equity instruments, are measured at cost.

The Group only recognises income from investments in equity instruments
carried at cost to the extent that the retained earnings of the investee,
generated after the acquisition, are distributed. Dividends received in
excess of these earnings are considered as a recovery of the investment and
are therefore recognised as a reduction in the investment’s carrying
amount.

e) Financial assets and liabilities at fair value through profit or loss

Financial assets and financial liabilities at fair value through profit or loss,
which comprise derivatives, are initially recognised at fair value and after
initial recognition are recognised at fair value through profit and loss.

(1) Offsetting principles
A financial asset and a financial liability can only be offset when the Group
currently has a legally enforceable right to set off the recognised amounts

and intends either to settle on a net basis, or to realise the asset and settle the
liability simultaneously.
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(i) Fair value

The fair value is the amount for which an asset can be exchanged, or a
liability settled, between knowledgeable, willing parties in an arm’s length
transaction. The Group generally applies the following systematic hierarchy
to determine the fair value of financial assets and financial liabilities:

e Firstly, the Group applies the quoted prices of the most advantageous
active market to which the entity has immediate access, adjusted where
appropriate to reflect any differences in counterparty credit risk between
instruments traded in that market and the one being valued. The quoted
market price for an asset held or liability to be issued is the current bid
price and, for an asset to be acquired or liability held, the asking price. If
the Group has assets and liabilities with offsetting market risks, it uses
mid-market prices as a basis for establishing fair values for the offsetting
risk positions and applies the bid or asking price to the net open position as
appropriate.

e When current bid and asking prices are unavailable, the price of the most
recent transactions is used, adjusted to reflect changes in economic
circumstances.

e Otherwise, the Group applies generally accepted measurement
techniques using, insofar as is possible, market data and, to a lesser extent,
specific Group data.

(iv) Amortised cost

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

(v) Impairment of financial assets carried at cost

The amount of the impairment loss on assets carried at cost is measured as
the difference between the carrying amount of the financial asset and the
present value of estimated future cash flows discounted at the current
market rate of return for a similar financial asset. Such impairment losses
cannot be reversed and are therefore recognised directly against the value of
the asset and not as an allowance account.
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(vi)

(vii)

Impairment of available-for-sale financial assets

When a decline in the fair value of an available-for-sale financial asset at
fair value through profit or loss has been accounted for in other
comprehensive income, the accumulative loss is reclassified from equity to
profit or loss when there is objective evidence that the asset is impaired,
even though the financial asset has not been derecognised. The impairment
loss recognised in profit and loss is calculated as the difference between the
acquisition cost, net of any reimbursements or repayment of the principal,
and the present fair value, less any impairment loss previously recognised in
profit and loss for the year.

Impairment losses relating to investments in equity instruments are not
reversible and are therefore recognised directly against the value of the asset
and not as an allowance account

If the fair value of debt instruments increases and the increase can be
objectively related to an event occurring after the impairment loss was
recognised, the increase is recognised in profit and loss up to the amount of
the previously recognised impairment loss and any excess is accounted for
in other comprehensive income recognised in equity..

Financial liabilities

Financial liabilities, including trade and other payables, which are not
classified at fair value through profit or loss, are initially recognised at fair
value less any transaction costs that are directly attributable to the issue of
the financial liability. After initial recognition, liabilities classified under this
category are measured at amortised cost using the effective interest method.

(viii) Derecognition of financial assets

The Group applies the criteria for derecognition of financial assets to part of
a financial asset or part of a group of similar financial assets or to a financial
asset or group of similar financial assets.
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Financial assets are derecognised when the contractual rights to the cash
flows from the financial asset expire or have been transferred and the Group
has transferred substantially all the risks and rewards of ownership. Where
the Group retains the contractual rights to receive cash flows, it only
derecognises financial assets when it has assumed a contractual obligation to
pay the cash flows to one or more recipients and if the following
requirements are met:

e Payment of the cash flows is conditional on their prior collection.
e The Group is unable to sell or pledge the financial asset.

e The cash flows collected on behalf of the eventual recipients are
remitted without material delay and the Group is not entitled to
reinvest the cash flows. This criterion is not applicable to investments
in cash or cash equivalents made by the Group during the settlement
period from the collection date to the date of required remittance to
the eventual recipients, provided that interest earned on such
investments is passed on to the eventual recipients.

If the Group neither transfers nor retains substantially all the risks and
rewards of ownership of the financial asset, it determines whether it has
retained control of the financial asset. In this case:

e If the Group has not retained control, it derecognises the financial
asset and recognises separately as assets or liabilities any rights and
obligations created or retained in the transfer.

e If the Group has retained control, it continues to recognise the
financial asset to the extent of its continuing involvement in the
financial asset and recognises an associated liability. The extent of the
Group’s continuing involvement in the transferred asset is the extent
to which it is exposed to changes in the value of the transferred asset.
The transferred- asset and the associated liability are measured on a
basis that reflects the rights and obligations that the Group has
retained. The associated liability is measured in such a way that the
carrying amount of the transferred asset and the associated liability is
equal to the amortised cost of the rights and obligations retained by
the Group, if the transferred asset is measured at amortised cost, or to
the fair value of the rights and obligations retained by the Group, if the
transferred asset is measured at fair value. The Group continues to
recognise any income arising on the transferred asset to the extent of
its continuing involvement and recognises any expense incurred on
the associated liability. Recognised changes in the fair value of the
transferred asset and the associated liability are accounted for
consistently with each other in profit and loss or equity, following the
general recognition criteria described previously, and are not offset.
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If the Group retains substantially all the risks and rewards of ownership of a
transferred financial asset, the consideration received is recognised in equity.
Transaction costs are recognised in profit and loss using the effective interest
method.

(I) Hedge accounting

The Group has an interest rate cash flow hedge relating to the issue of bonds.

Hedging financial instruments are initially recognised using the same criteria
as those described for financial assets and financial liabilities. Hedging
financial instruments that do not meet the hedge accounting requirements are
classified and measured as financial assets and financial liabilities at fair
value through profit and loss. Derivative financial instruments which qualify
for hedge accounting are initially measured at fair value.

At the inception of the hedge the Group formally designates and documents
the hedging relationships and the objective and strategy for undertaking the
hedges. Hedge accounting is only applicable when the hedge is expected to
be highly effective at the inception of the hedge and in subsequent years in
achieving offsetting changes in fair value or cash flows attributable to the
hedged risk, throughout the period for which the hedge was designated
(prospective analysis) and the actual effectiveness, which can be reliably
measured, is within a range of 80%-125% (retrospective analysis).

(1) Cash flow hedges

The Group recognises the portion of the gain or loss on the measurement at
fair value of a hedging instrument that is determined to be an effective hedge
in other comprehensive income. The ineffective portion and the specific
component of the gain or loss or cash flows on the hedging instrument,
excluding the measurement of the hedge effectiveness, are recognised with a
debit or credit to finance expenses or finance income.

If a hedge of a forecast transaction subsequently results in the recognition of
a financial asset or a financial liability, the associated gains or losses that
were recognised in other comprehensive income are reclassified from equity
to profit or loss in the same period or periods during which the asset
acquired or liability assumed affects profit or loss and under the same
caption of the consolidated income statement (consolidated statement of
comprehensive income).
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(m) Parent own shares

(n)

The Group’s acquisition of equity instruments of the Parent is recognised
separately at cost of acquisition in the consolidated balance sheet as a reduction
in equity, regardless of the motive of the purchase. Any gains or losses on
transactions with own equity instruments are not recognised in consolidated
profit or loss.

The subsequent redemption of Parent shares, where applicable, leads to a
reduction in share capital in an amount equivalent to the par value of such
shares. Any positive or negative difference between the cost of acquisition and
the par value of the shares is debited or credited to accumulated gains.

Transaction costs related with own equity instruments, including the issue costs
related with a business combination, are accounted for as a deduction from
equity, net of any tax effect.

No gains or losses are recognised on transactions with own equity instruments.
The consideration paid or received is recognised directly in equity and the
difference with the amount paid upon acquisition is recognised as a balancing
entry in reserves.

Inventories

Inventories are measured at the lower of cost and net realisable value. The cost
of inventories comprises all costs of purchase, costs of conversion and other
costs incurred in bringing the inventories to their present location and condition.

The costs of conversion of inventories include costs directly related to the units
of production and a systematic allocation of fixed and variable production
overheads that are incurred in converting. Fixed production overheads are
allocated based on the higher of normal production capacity or actual level of
production.

The cost of raw materials and other supplies, the cost of merchandise and costs
of conversion are allocated to each inventory unit on a first-in, first-out (FIFO)
basis.

The Group uses the same cost model for all i