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1 General information
1.1 Corporate information

General

Crucell NV. (‘Crucell’ or the ‘Company’) is incorporated
and domiciled in Leiden, the Netherlands. Its shares are
publicly traded on NYSE Euronext Amsterdam (CRXL),
and SWX Swiss Exchange Zurich (CRX). Its American
Depositary Shares (ADSs) are publicly traded on
NASDAQ New York (CRXL). Crucell and its subsidiaries
together constitute the Crucell Group, or the ‘Group’.
The Company has subsidiaries in the Netherlands,
Switzerland, Spain, Italy, Sweden, Korea and the US.
Crucell employed 1,126 people at December 31,2008
(2007:1,126).

Crucellis a fully integrated biopharmaceutical
company, focused on developing, producing and
marketing products to combat infectious diseases.
Its core vaccine portfolio includes Inflexal V, a vaccine
against influenza, paediatric vaccines Hepavax-Gene,
Quinvaxem and MoRu-Viraten, and travel vaccines
Vivotif, Dukoral, and Epaxal. In addition to these
portfolio vaccines, the Group has a broad pipeline of
new potential vaccines and proteins. The Group has
developed various proprietary technologies such

as PER.C6, MAbstract, AdVac, STAR and virosome-
adjuvanted technologies. Crucell licenses these
proprietary technologies to other companies in the
biopharmaceutical industry.

List of consolidated companies

Changes in the scope of consolidation

The consolidated financial statements include the
results of the acquired companies for the period
from the date of acquisition unless mentioned
otherwise. There have been the following changes
in the scope of consolidation in 2008.

In November 2008, the Group sold its fully-
owned subsidiary Etna Biotech Srl (Catania, Italy)
to Zydus Cadila (Ahmedabad, India). The sale
resulted in net proceeds for Crucell of €182;

In December 2008, SBL Vaccin Holding AB and
Vitec AB legally merged into SBL Vaccin AB;

On November 30, 2007, Rhein Vaccines B.V. legally
merged into Berna Rhein BV. and ceased to exist as
of that date.

In 2006, the most significant changes in the scope of
consolidation were due to:

The acquisition of the shares of Berna Biotech
AG (February 2006);

The establishment of Crucell Vaccines Inc.
followed by the acquisition of the assets and
liabilities of Berna Products Corporation
(October 2006); and

The acquisition of the shares of SBL Vaccin
Holding AB (November 2006).

Further details on these acquisitions are provided in
note 5.8.

The Company’s most significant subsidiaries as of December 31,2008 were:

Legal seat 2008 2007 2006
Name ownership Country  ownership  ownership  ownership
Crucell Holland B.V. Leiden the Netherlands 100% 100% 100%
U-BiSys B.V. Utrecht the Netherlands 100% 100% 100%
ChromaGenics B.V. Amsterdam the Netherlands 100% 100% 100%
Berna Biotech AG Bern Switzerland 100% 100% 100%
Berna Biotech Espafia SA Madrid Spain 100% 100% 100%
Berna Biotech Italia Srl Milano ltaly 100% 100% 100%
Etna Biotech Srl Catania Italy — 100% 100%
Berna Rhein B.V. Leiden the Netherlands 100% 100% 100%
Rhein Vaccines B.V. Maastricht the Netherlands — — 100%
Berna Biotech Korea corp. Seoul Korea 100% 100% 100%
Crucell Holding Inc. Wilmington, DE United States 100% 100% 100%
Crucell Vaccines Inc. Wilmington, DE United States 100% 100% 100%
Crucell Biologics Inc. Wilmington, DE United States 100% 100% 100%
SBL Vaccin Holding AB Stockholm Sweden — 100% 100%
SBL Vaccin AB Stockholm Sweden 100% 100% 100%
Vitec AB Stockholm Sweden — 100% 100%
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Joint venture and associated companies (not consolidated)

Joint venture/ Legal seat 2008 2007 2006
Name associate ownership ownership Country ownership ownership ownership
Percivia LLC Jointventure Cambridge, MA United States ~ 50.0% 50.0% 50.0%
ADImmune corp. Associated company Taipei Republic of China 1.8% 20.0% —
Kenta Biotech AG * Sold Bern Switzerland —  220% 37.0%
Pevion Biotech AG ** Sold Bern Switzerland — —  50.0%

*OnJuly 3,2008 the Group sold all of the 2,625,000 shares it owned in Kenta Biotech AG to Ingro Finanz AG.

** On November 5, 2007 the Group sold all shares it owned in Pevion Biotech AG to other shareholders of Pevion Biotech.

1.2 Basis of preparation

The consolidated financial statements of the Group
have been prepared in accordance with International
Financial Reporting Standards (IFRS) as issued by the
IASB and are prepared on a historical cost basis
unless stated otherwise. As the Group adopted
IFRIC 14 there are no differences between IFRS

applied by the Group and IFRS as endorsed by the EU.

As permitted by article 362 of Book 2 of the
Netherlands Civil Code, the company financial
statements have been prepared applying the same
IFRS accounting policies as used in the consolidated
financial statements. In conformity with article 402,
Book 2 of the Dutch Civil Code, the Company
income statement is presented in abbreviated form.

The consolidated financial statements for the year
ended December 31,2008 on form 20-F were
authorized for issue in accordance with a director’s
resolution on April 17, 2009.

Foreign currency translation
The functional and presentation currency of the
Company is the Euro. All values are rounded to the

nearest thousand (€ 000) unless indicated otherwise.

Each entity in the group determines its own
functional currency based on the primary economic
environment in which the entity operates. Items
included in the financial statements of each entity
are measured using that functional currency.
Transactions in foreign currencies are initially
recorded in the functional currency rate ruling at
the date of the transaction. Monetary assets and
liabilities denominated in foreign currencies are
retranslated at the functional currency rate of
exchange ruling at the balance sheet date. All
differences are taken to the income statement.
Non-monetary items that are measured in terms of
historical cost in a foreign currency are translated
using the exchange rates as at the dates of the
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initial transactions. Non-monetary items measured
at fair value in a foreign currency are translated
using the exchange rates at the date when the fair
value was determined.

At the reporting date, the assets and liabilities of
subsidiaries with different functional currencies are
translated into Euro at the rate of exchange ruling at
the balance sheet date and their income statements
and cash flow statements are translated into Euro
at the weighted average exchange rates for the year.
The exchange rate differences arising on the
translation are taken directly to the translation
reserve, a separate component of equity.

1.3 Basis of consolidation

The consolidated financial statements comprise
the financial statements of the Company and its
subsidiaries per December 31 and for the period
then ended. The financial statements of the
subsidiaries are prepared for the same reporting
year as the Group, using consistent accounting
policies. All intra-group balances and transactions
are eliminated in full.

Subsidiaries

Subsidiaries are entities controlled by the Company.
Control is achieved where the Company has the
power to govern the financial and operational
policies of an enterprise so as to obtain benefits
from its activities. Subsidiaries are fully consolidated
from the date of acquisition, which is the date on
which the Group obtains control, and continue to
be consolidated until the date such control ceases.

Minority interests represent the portion of profit

or loss for the year and net assets at the end of

the year not held by the Group and are presented
separately in the consolidated income statement
and within equity in the consolidated balance sheet,
separately from the equity attributable to equity
holders of the parent.



Joint ventures

Ajoint venture is a contractual arrangement
whereby two or more parties undertake an
economic activity that is subject to joint control.
Ajointly controlled entity is a joint venture that
involves the establishment of a separate entity in
which each venturer has an interest. The Group
recognizes its interest in joint ventures using the
equity method. Under the equity method, the
investment in the joint venture is carried in the
balance sheet at cost plus post-acquisition changes
in the Group’s share of net assets of the joint
venture. The income statement reflects the share
of the results of operations of the joint venture.
Periodically the Group determines whether it is
necessary to recognize an impairment loss with
respect to the Group’s net investment in the joint
venture. The reporting dates of the joint ventures
are the same as those of the Group and the
accounting policies of the joint ventures conform
to those used by the Group.

Associates

The Group’s investments in associates are accounted
for under the equity method of accounting and are
initially recognized at cost. An associate is an entity
in which the Group has significant influence and
which is neither a subsidiary nor a joint venture. The
reporting dates of the associates are the same as
those of the Group and the associates’ accounting
policies conform to those used by the Group.

1.4 Use of estimates and judgments

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

Estimates and underlying assumptions are reviewed
on an ongoing basis. Revisions to accounting
estimates are recognized in the period in which the

estimate is revised and in any future periods affected.

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

Revenue recognition
Sales transactions concluded by the Group may be
complex as the underlying sales agreements can
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contain multiple components whose accounting
treatment may be affected by the other
components. Reviewing these agreements requires
due care and a degree of management’s judgment.
Revenue is not recognized before it is assessed that
significant risks and rewards of ownership have
been transferred and that the Group retains no
continuing managerial involvement or effective
control over the goods sold. For some transactions
this can result in cash receipts being initially
recognized as deferred income and then released
to income over subsequent periods on the basis of
the performance of the conditions specified in the
agreement. The Group is also subject to various
licensing agreements that contain milestones that
may only be recognized if they are ‘substantive’.
Determining whether a milestone is substantive
also requires management judgment.

Valuation of deferred tax assets and liabilities
Determination of income taxes in jurisdictions

in which the Group operates, requires exercising
judgment. This involves estimating the actual
current tax exposure together with assessing the
valuation of carry forward losses and temporary
differences. The temporary differences mainly relate
to intangible assets, property, plant and equipment,
inventories and pension assets.

In assessing the valuation of the deferred tax assets
and liabilities the following items are considered:
the future taxable profit projections, historical
results, tax planning strategies, changes
(substantially) enacted in tax laws and the specific
timing of the recovery of deferred tax positions.

In the event that actual results differ from these
estimates due to future changes in income tax

law or after final review of our tax returns by tax
authorities, the Group may need to adjust the
valuation of our deferred tax assets and liabilities,
which could materially impact the financial position
and results of operations. Management believes
that the estimates are reasonable.

As at December 31, 2008, the Group had
unrecognized tax carry forward losses of € 172,732
(2007: € 254,51, 2006: € 222,338) that are available,
with certain restrictions in time, for offset against
future taxable profits of the companies in which the
losses arose. Management assessed the likelihood
that the carry forward losses will be recovered from
future taxable profit. To the extent Management
believes that recovery is probable, a deferred tax
asset was recognized, which at December 31, 2008
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was € 9,060 (2007: € 678, 2006: € 749). To the
extent the likelihood of recovery of deferred tax
assets changes, an expense or a gain within the tax
charge in our income statement for the relevant
period will be included.

Accounting for business combinations

Business combinations are accounted for using
the purchase method. This involves recognizing
identifiable assets (including previously
unrecognized intangible assets) and liabilities
(including contingent liabilities) of the acquired
business at the estimated fair values at acquisition
date. Judgments, made in identifying and valuating
assets and liabilities assumed in a business
combination and in determining the useful life of
any acquired assets, can significantly affect both
current period as future periods operating results.
Estimated fair values in a business combination
are based on information available at the date that
the purchase price allocation is completed. Assets
and liabilities may be adjusted or recognized
retrospectively within the period of one year

if management receives additional information
about facts and circumstances that existed at the
acquisition date.

Goodwill is measured as the excess of the total
consideration over the net of the acquisition-date
amounts of the identifiable assets acquired and

the liabilities assumed. Goodwill includes

intangible assets that were identified in a business
combination, but not valued separately because
the assets were either not separable or could not

be measured reliably. Assets identified and included
as part of goodwill can be specific customer
relationships, supply contracts not meeting the
recognition requirements or the workforce acquired.
Goodwill recognized can significantly affect both
current period as future periods operating results as
goodwill is subject to an annual impairment review
and not to periodical amortization.

Goodwill at December 31,2008 amounted to

€ 46,076 compared to € 44,377 at the end of 2007.
Goodwill increased due to a strengthening of the
foreign currencies underlying the investment in the
foreign operations. The increase is mainly caused by
the appreciation of the Swiss Franc and the US
Dollar against the Euro in 2008.
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Impairment reviews of property, plant and
equipment, intangible assets and goodwill

An asset’s recoverable amount is the higher of the
asset’s fair value less costs to sell and its value in
use. For goodwill, the recoverable amount is tested
at the level of the cash generating unit. The Group
starts its impairment reviews of property, plant

and equipment, intangible assets and goodwill by
determining the asset’s (or cash generating unit’s)
recoverable amount based on the fair value less
costs to sell of an asset. If the fair value less costs to
sell does not exceed the carrying amount, the Group
will also consider the value in use before an asset

is impaired. The best evidence of an asset’s fair
value less costs to sell is a price in a binding sale
agreement in an arm’s length transaction, adjusted
for incremental costs that would be directly
attributable to the disposal of the asset. However
for most of the Group’s assets there are typically no
observable market prices as the assets have a level
of specificity for which no active market exists. The
fair values less costs to sell are predominantly based
on discounted net present value calculations that
use assumptions applicable in the current market.
Key assumptions are those regarding the discount
rates, the estimated terminal growth rate, expected
changes to market share and the selling prices and
costs in the forecasted period. Where applicable, the
forecasted cash flows for pre-clinical programs are
adjusted for the risk of failure of the program.

Property, plant and equipment and intangible assets
The Group assesses for its property, plant and
equipment and intangible assets at each reporting
date whether there is an indication that an asset
may be impaired. If there is such an indication of
impairment or when an annual impairment test for
an asset is required, an impairment test is performed.

In the year ended December 31,2006, an impairment
loss of € 19,568 was recognized for two buildings,
including installed equipment, that were acquired
in the business combination with Berna Biotech AG.
Both buildings are located in Switzerland. Berna
Biotech AG performed contract manufacturing

and conducted a candidate vaccine development
program in those buildings. The development of the
candidate vaccine and the contract manufacturing
were phased out during 2007. The buildings are
specially configured for biotechnology purposes and
it is impracticable to separate the equipment from
the buildings. Since at the time there was no direct
use for these buildings for any of the Group’s other
activities, no market for the sale of the buildings to
third parties and no expectation that these buildings



could be utilized in the foreseeable future, an
impairment was recorded for the total carrying
amount of €19,568 as at December 31, 2006.

In the fourth quarter of 2006 an impairment loss of
€10,848 was recognized on the in-process research
and development of the Tetra vaccine which was
acquired in February 2006 when the Company
acquired Berna Biotech AG. Management decided
to stop the development of Tetra after Quinvaxem
received approval by the WHO. Consequently, the
carrying value of Tetra was impaired for the total
amount of €10,848.

An impairment loss recognized in prior periods for
an asset other than goodwill shall be reversed if, and
only if, there has been a change in the estimates
used to determine the asset’s recoverable amount
since the last impairment loss was recognized. In
the first quarter of 2008, the Group entered into an
exclusive agreement with Wyeth Pharmaceuticals.
The Group develops and manufactures certain
components of a vaccine for use by Wyeth in clinical
studies. The contract manufacturing takes place in
one of the two buildings that was impaired in 2006,
as discussed above. The Group reassessed the
recoverable amount of the asset and reversed

€ 5,219 of the previously recognized impairment
loss in the 2008 financial statements.

In the fourth quarter of 2008, the Group also
recognized an impairment charge of € 331 for the
animal housing facility in Bern, Switzerland, that
is no longer in use.

Goodwill

Goodwill is reviewed annually or more frequently
when changes in circumstances indicate that the
carrying amount may be impaired. The discounted
net present value calculations are derived from the
Group’s most recent long range plan, which
forecasts the period for the next five years. Beyond
this five year window, cash flows are extrapolated
based on the estimated terminal growth rate.

Management exercised judgment in determining
the segments and the subsequent allocation of
the goodwill. In 2008, the Group reorganized its
reporting structure in a way that changes the
composition of one or more cash-generating units
to which goodwill has been allocated, as the
Vaccines and Proteins business units were
integrated. In the prior year, all goodwill was
allocated to the Vaccines Unit. As a result of

the change in composition, Management had to
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reallocate the goodwill and decided to assign all
goodwill to the 2006 business acquisitions that led
to the recognition of the goodwill. Management
decided not to allocate the goodwill to the
individual business acquisitions as the operations
are integrated and the allocation would be arbitrary.

Valuation of defined benefit plans

Under defined benefit plans, the pension
entitlements are calculated using the projected

unit credit actuarial method. The pension liability
recognized in the balance sheet is the present value
of the defined benefit obligation at the balance
sheet date, less the fair value of the plan assets after
adding or subtracting unrecognized actuarial gains
or losses and past-service costs.

The defined benefit obligation is calculated
separately for each plan by estimating the amount of
future benefit that employees have earned in return
for their service in the current and prior periods. That
benefit is discounted to determine its present value
and any unrecognized past service costs and the fair
value of any plan assets are deducted.

The weighted average of the principal assumptions
used in determining the employee benefit
obligations for the defined benefit plans of the
Group are shown below:

2008 2007 2006
Discount rate 3.37% 3.40% 3.32%
Expected return
on plan assets 4.53% 4.53% 4.55%
Future salary
increases 1.19% 1.22% 1.19%
Future pension
increases 0.71% 0.78% 0.66%

Share based payments

Option plans

The Company operates share-based payment
programs, whereby in consideration for equity
instruments both employees and non-employees
render services.

The cost of equity-settled share-based option
programs are measured by reference to the fair
value at the date on which they are granted. The
Company accounts for its stock options under the
fair value method. The following weighted average
assumptions were used in determining the fair
value of the stock options.

wwuw.crucell.com | Crucell Annual Report and Form 20-F 2008



Financial Statements

134

Notes to the Consolidated Financial Statements

Year ended December 31, 2008 2007 2006
Risk-free interest rate  4.3% 4% 3.6%
Expected dividend yield - - -
Expected volatility 36.7% 33.3% 21.8%
Expected life (years) 4.76 4.25 4.25

Expected volatilities are based on historical
volatilities of the Company’s stock measured over
a period commensurate with the expected term of
the grants. The expected term used is based on the
anticipated exercise behavior. Dividend yields used
are based on historical information as to dividends
declared by the Company. Risk-free interest rates
used are equal to the implied yield available on
zero-coupon Dutch government bonds with a
remaining term equal to the expected term of the
share-based instrument.

Some of our share-based option programs include
specific market-based conditions that are estimated
at the time of the grant, as IFRS 2 does not allow
updates to the original estimate for market-based
conditions during the vesting period. Estimates of
market based conditions that have an effect on the
fair values of any shares or options allocated in our
share based payment plans are share price growth
on the stock markets and our Total Shareholder
Return (‘TSR’) compared to a index of biotech
companies. TSR reflects the return received by a
shareholder, taking into account both the change in
share price and dividends received, while assuming
dividends are re-invested in the Company.

Recognition of provisions for litigations and claims
Provisions are recognized when the Group has a
present obligation (legal or constructive) as a result
of a past event, it is probable that an outflow of
resources embodying economic benefits will be
required to settle the obligation and a reliable
estimate can be made of the amount of the
obligation. Management uses judgmentin
determining the provision for litigations and
exposure to contingent liabilities related to pending
litigation or other outstanding claims. Judgment is
used in assessing the likelihood that a pending claim
will succeed or a liability will arise and in quantifying
the possible range of the final settlement.

The Group is subjected to (potential) lawsuits and
other legal proceedings, resulting from the ordinary
course of business. The current status of pending
proceedings has been reviewed with legal counsel.
Upon consideration of known relevant facts and
circumstances, provisions were recognized for losses
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that are considered to be more likely than not and
that can reasonably be estimated as of the balance
sheet date.

Valuation of inventories

Inventories are stated at the lower of cost and net
realizable value. Management exercises judgment in
determining the allowance for obsolete inventory.
Inventories are usually written down to net
realizable value item by item. In some circumstances,
however, it may be appropriate to group similar or
related items. In these cases, the Group considers
numerous items, which include test results by
quality control, review by local supply chain, historic
scrapping and rejection percentages per product
and the current product portfolio. The allowance
recognized in 2008 is € 3,218 (2007: € 6,428).

1.5 Changes in accounting policies

1.5.1 New adopted accounting policies in the
financial year 2008

IFRIC 14, ‘IAS 19 — The limit on a defined benefit
asset, minimum funding requirements and their
interactions’, as issued by the IASB is effective in
periods beginning on or after January 1, 2008.

This interpretation is endorsed by the EU with the
change that it should be applied at the latest, as
from the commencement date of its first financial
year starting after 31 December 2008. The difference
in the effective date would for the Group cause a
difference in equity and results between IFRS as
issued by the IASB and IFRS as endorsed by the EU.
Foreign private issuers that are unable to assert
compliance with IASB-issued IFRS have to reconcile
their financial information to US GAAP. To avoid a
mandatory reconciliation between IFRS as endorsed
by the EU and US GAAP, the Group adopted IFRIC 14
effective as of January 1, 2008.

The interpretation provides guidance on assessing
the limit of the surplus in a defined benefit pension
fund that can be recognized as an asset. It also
explains how the pension asset or liability may be
affected by a statutory or contractual minimum
funding requirement. The pension fund in
Switzerland has a minimum funding requirement
with economic benefits from overfunding being
available as a reduction of future contributions.
The application of the interpretation results in

an increase in the assets recorded on the Group’s
balance sheet and a corresponding increase in the
Group’s equity.
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As required by the transition provisions of IFRIC 14, the Group has applied the revised standard retrospectively as of the beginning
of the first period presented in the first financial statements to which the interpretation applies. The impact on the December 31,
2008, 2007 and 2006 consolidated balance sheets and the consolidated income statements are as follows:

In thousands of Euro

2008 2007 2006
After After
Before IFRIC14 Before retrospective Before retrospective
IFRIC14 Impact adopted IFRIC14 Impact application IFRIC14 Impact application
Income statement
Gross margin 121,402 — 121,402 68,902 — 68902 41,078 — 41,078
Operating expenses (132,367) 2,676 (129,691) (129,787) 3,869 (125918) (148,341 467 (147,874)
Profit (loss) before tax 3,600 2,676 6,276 (48,987) 3,869  (4518) (98,116) 467 (97,649)
Income Tax 8,885 (575) 8,310 3,040 (832) 2,208 10,551 (100) 10,451
Profit/(loss) for the year 12,485 2101 14,586 (45947) 3,037 (42,910) (87,565) 367 (87,198)

Balance sheet

Pension asset recognized 759

7,853 8,612 2,479 4,918 7397 2,555 746 3,301

Deferred tax liabilities (15,297) (1,688) (16,985) (28,210)  (1,057) (29,267) (33,586) (160)  (33,746)
Equity attributable to equity holders

of the parent (447.327)  (6,165) (453,492) (437,242)  (3,861) (441,103) (497300)  (586) (497,886)
Profit (loss) per share — basic 0.21 0.01 0.22 (0.71) 0.05 (0.66) (1.53) 0.01 (1.52)
Profit (loss) per share —diluted 0.21 0.01 0.22 (0.71) 0.05 (0.66) (1.53) 0.01 (1.52)

The following standard was not yet effective at
December 31, 2008, but has been early adopted by
the group:

IFRS 8, ‘Operating segments’ (effective from
January1,20009). IFRS 8 replaces IAS 14 ‘Segment
reporting’ and aligns segment reporting with
the requirements of the US standard SFAS 131,
‘Disclosures about segments of an enterprise
and related information’. The new standard
requires a ‘management approach’, under which
segment information is presented on the same
basis as that used for internal reporting
purposes. The Group applies IFRS 8 from January
1,2007. The impact of the early adoption is
described in note 4 ‘Segment information’.

1.5.2 Other new accounting pronouncements
The following amendments to existing standards
and interpretations were not yet effective at the
balance sheet date and were not early adopted by
the Group:

IAS 23 (Amendment), ‘Borrowing costs’ (effective
from January 1, 2009). The amendment requires
an entity to capitalize borrowing costs directly
attributable to the acquisition, construction or
production of a qualifying asset (one that takes a
substantial period of time to get ready for use or
sale) as part of the cost of that asset. The option

of immediately expensing those borrowing costs
will be removed. The Group will apply IAS 23
(Amended) from January 1, 2009, but adoption
will have no impact on the Group’s financial
statements as borrowing costs directly
attributable to qualifying assets are already
capitalized in line with the allowed alternative
treatment of IAS 23.

IAS 1 (Revised), ‘Presentation of financial
statements (effective from January 1, 2009).
The revised standard will prohibit the
presentation of items of income and expenses
(that is, ‘non-owner changes in equity’) in the
statement of changes in equity, requiring
‘non-owner changes in equity’ to be presented
separately from owner changes in equity. All
non-owner changes in equity will be required
to be shown in a performance statement, but
entities can choose whether to present one
performance statement (the statement of
comprehensive income) or two statements
(the income statement and statement of
comprehensive income). The Group will apply
IAS 1 (Revised) from January 1, 2009.

IFRS 2 (Amendment), ‘Share-based payment’
(effective from January 1, 2009). The amended
standard deals with vesting conditions and
cancellations. It clarifies that vesting conditions
are service conditions and performance
conditions only. Other features of a share-based
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payment are not vesting conditions. These
features would need to be included in the grant
date fair value for transactions with employees
and others providing similar services; they would
not impact the number of awards expected to
vest or valuation thereof subsequent to grant
date. All cancellations, whether by the entity

or by other parties, should receive the same
accounting treatment. The Group will apply

IFRS 2 (Amendment) from January 1, 2009

and currently assesses the impact of the
amended standard.

IFRS 3 (Revised), ‘Business combinations’
(effective from July 1, 2009). The revised
standard continues to apply the acquisition
method to business combinations, with some
significant changes. For example, all payments
to purchase a business are to be recorded at fair
value at the acquisition date, with contingent
payments classified as debt subsequently
re-measured through the income statement.
There is a choice on an acquisition-by-acquisition
basis to measure the non-controlling interest

in the acquiree either at fair value or at the
non-controlling interest’s proportionate share of
the acquiree’s net assets. All acquisition-related
costs should be expensed. The Group will apply
IFRS 3 (Revised), ‘Business combinations’ from
January 1,2010 and currently assesses the impact
of the amended standard.

IAS 36 (Amendment), Impairment of assets’
(effective from January 1, 2009). The amendment
is part of the IASB’s annual improvements
project published in May 2008. Where fair value
less costs to sell is calculated on the basis of
discounted cash flows, disclosures equivalent

to those for value-in-use calculation should

be made. The Group will apply the IAS 36
(Amendment) and provide the required
disclosure where applicable for impairment
tests from January 1, 2009.

Not all amendments to existing standards and
interpretations that are not yet effective and not
early adopted by the Group have been listed above
as they may not be applicable to the operations of
the Group or are not likely to have a significant
impact on the financial statements of the Group.
The Group currently assesses in detail the impact
of the amendments and interpretations.
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2 Summary of significant accounting policies
2.1 Revenue recognition

General

In general, revenue is recognized to the extent that
itis probable that the economic benefits will flow to
the Group and the amount of revenue and the costs
(to be) incurred in the transaction can be measured
reliably. Revenue is measured at the fair value of the
consideration received excluding discounts, rebates,
value added taxes and duties.

Revenues are recognized on a gross basis when

the Group acts as the principal in an arrangement,
and recognized on a net basis when the Group acts
as agent.

Goods or services traded for items of a similar
nature are not regarded as transactions that
generate revenue. Goods or services traded for
dissimilar items are regarded as transactions that
generate revenue.

Product sales
Revenue from product sales is recognized when:

Significant risk and rewards of ownership of
the products have passed to the buyer;

The Group does not retain either managerial
involvement to the degree usually associated
with ownership or effective control over the
goods sold;

The amount of revenue and the costs (to be)
incurred in the transaction can be measured
reliably; and

Itis probable that the economic benefits
associated with the transaction will flow to
the Group.

Products could include a specific right to return,
either pursuant to the sales contract or local law.
Revenue from that sale is recognized at time of sale
only if all of the following conditions are met in
addition to the general revenue recognition terms
described above:

The customer is obligated to pay and that
obligation is not contingent on resale of

the product;

The customer’s obligation to pay will not be
changed in the event of theft or physical
destruction or damage of the product;



The customer acquiring the product for resale
has economic substance apart from that
provided by the Group, e.g. the customer sells
other products besides the products the Group
delivers to it;

The Group does not have significant future
performance obligations to directly ensure resale
of the product by the buyer; and

The amount of future returns can be

reasonably estimated.

Revenue and cost of sales that are not recognized
at the time of the sale because the foregoing
conditions were not met are recognized on the
earlier of either the substantial expiration of the
customer’s right to return the product or the
subsequent satisfaction of those conditions.

License revenues

The Group recognizes initial fees to the licensing of
the technology as revenues over the period of the
significant continuing performance obligations, if
any, and upon transfer of the significant risks and
rewards to the buyer.

Under certain arrangements, the Group has no
continuing performance obligations after delivery
of the associated technology under the license
agreement or any other arrangement with the
licensee. In such arrangements, initial license fees
are recognized as revenue when significant risks and
rewards pass to the buyer, which is the moment the
transfer of developed technology is completed.

The Group’s arrangements provide for continuing
support of its technology at standard consulting
rates. Revenues derived from consulting services
that are not essential to licensee’s ability to use the
Group’s technology, are recognized as earned during
the period that the consulting services are performed.

In certain arrangements, the Group collaborates
with third parties to develop novel products or
processes using its proprietary technology. These
arrangements generally include an initial license fee
upon the delivery of the proprietary technology and
additional fees for providing ongoing research and
development activities. The research and
development activities performed are substantive
and critical to the licensees’ exploitation of the
delivered technology. When significant risks and
rewards pass to the buyer, initial fees from these
arrangements are recognized as revenues over

the period of continuing performance obligations.
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Additional fees from research and development
activities are recognized as revenues earned over
the period of the development collaboration or the
manufacturing obligation. All fees received under
collaboration agreements are non-refundable.

Certain of the Group’s license agreements provide
for additional non-refundable fees to be paid to
the Group upon the achievement of milestones
by the licensee. These milestone payments may
be included in license agreements regardless of
whether the Group has continuing performance
obligations under a particular agreement.

For license agreements where there are no
continuing performance obligations, milestone
revenue is recognized when those amounts
become due and payable upon achievement of
the milestone. The licensee has to confirm the
achievement of a milestone in writing before
the revenue is recognized.

The Group also has license agreements with
continuing performance obligations. License
revenues from the achievement of these research
and development milestones, if deemed
substantive (as described below), are recognized
as revenue when the milestones are achieved, and
the milestone payments are due and collectible
under the terms of the agreement.

Milestones are considered ‘substantive’ if all of the
following conditions are met:

The milestone payments are non-refundable
under the terms of the agreement;
Achievement of the milestone involved a degree
of risk and was not reasonably assured at the
inception of the arrangement;

Substantial effort is involved in achieving

the milestone;

The amount of the milestone payment is
reasonable in relation to the effort expended
or the risk associated with achievement of the
milestone; and

A reasonable amount of time passed between
the upfront license payment and the first
milestone payment as well as between each
subsequent milestone payment.

If any of these conditions are not met, the Group

would recognize the proportionate amount of the
milestone payment upon receipt as revenue that
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corresponds with the percentage of work already
completed. The remaining portion of the milestone
payment would be deferred and recognized as
revenue as performance obligations are completed.

In addition to the initial fee, the Group’s
arrangements generally provide that the licensee
makes semi-annual or annual payments (called
‘license maintenance fees’) to maintain the license
for a subsequent term. Generally, licensees may
terminate the license and related maintenance
fees upon 30 to 9o days’ notice. License
maintenance fees are recognized as revenues
when the amounts become fixed and payable.
The aggregate of license maintenance fees paid
are generally deductible from any earned royalty
payments which may be due on future product
sales of the licensee, if any, under the license
agreement. Royalties are recognized as revenue
when they become fixed and payable.

Service fees

As part of various collaboration agreements, the
Group receives service fees for work performed
under such agreements. The Group does not
retain the residual interest on products developed
under the agreements and will normally not have
ownership of intellectual property rights on these
products. Revenues and related costs associated
with completing performance services are
recognized when the service is completed and the
collectibility of the receivable is deemed probable.
Revenues associated with time and material
performance contracts are recognized when the
costs incurred and the costs to complete the
transaction can be measured reliably.

2.2 Cost of product sales and cost of service fees

Cost of product sales and cost of service fees both
comprise direct labor, materials and overhead
costs, incurred in performing work under various
collaboration agreements that directly relate to
revenues earned.

2.3 Other operating income

Government grants

The Group receives certain government grants that
support research efforts in defined projects. These
grants generally provide for reimbursement of
approved costs incurred as defined in various
grants. Income associated with these grants is
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recognized when costs under each grant are
incurred in accordance with the terms and
conditions of the grant and the collectibility of

the receivable is deemed probable and there is
reasonable assurance that attaching conditions will
be achieved. Where the grant relates to an expense
item, it is recognized as income over the period
necessary to match the grant on a systematic basis
to the costs that it is intended to compensate.

Other income

Other income mainly consists of the
reimbursement of development costs and funding
by non-governmental agencies, but also includes
non-core business transactions such as the sale

of property, plant and equipment and income
generated from training courses.

2.4 Research and Development expenses

Expenditure on research activities is recognized

as an expense in the period in which itis incurred.
Internally generated intangible assets arising from
the Group’s development activities are recognized if
all of the recognition criteria for internally generated
intangible assets are met, including:

An asset is created that can be identified;

Itis probable that the asset created will generate
future economic benefits; and

The development cost of the asset can be
measured reliably.

Product registration fees will, in principle, meet
these recognition requirements. Where no internally
generated intangible asset can be recognized,
development expenditure is recognized as an
expense in the period in which it is incurred.
Research and development expenses consist

of personnel expenses, laboratory expenses,
technology purchases, patent related fees,
technology license fees, depreciation and
amortization of tangible and intangible assets
related to research and development, and lease
expenses for lab space and equipment leases.
Research and development expenses also include
fees paid to third parties who conduct research on
behalf of the Group.



2.5 Taxes

Current tax

Current tax assets and liabilities for the current and
prior periods are measured at the amount expected
to be recovered from or paid to the tax authorities.
The tax rates and tax laws used to compute the
amount are those that are enacted, or substantially
enacted, at the balance sheet date. Current income
tax relating to items recognized directly in equity

is recognized in equity and not in the income
statement. Current tax assets and current tax
liabilities are offset, if a legally enforceable right
exists to offset the recognized amounts and

the Group intends either to settle on a net

basis, or to realize the asset and settle the

liability simultaneously.

Deferred tax

Deferred income tax is calculated using the asset
and liability method on temporary differences at
the balance sheet date between the tax bases of
assets and liabilities and their carrying amounts
under IFRS. Deferred tax liabilities are recognized
for all taxable temporary differences, except:

Where the deferred tax liability arises from the
initial recognition of goodwill or of an asset or
liability in a transaction that is not a business
combination and, at the time of the transaction,
affects neither the accounting profit nor taxable
profit or loss; and

In respect of taxable temporary differences
associated with investments in subsidiaries,
associates and interests in joint ventures, where
the timing of the reversal of the temporary
differences can be controlled and it is probable
that the temporary differences will not reverse
in the foreseeable future.

Deferred income tax assets are recognized for all
deductible temporary differences and carry-forwards
of unused tax credits and unused tax losses, to the
extent that it is probable that taxable profit will be
available against which the deductible temporary
differences, and the carry-forwards of unused tax
credits and unused tax losses, can be utilized.

The unrecognized deferred income tax assets are
reassessed at each balance sheet date and are
recognized to the extent that it has become
probable that future taxable profit will allow the
deferred tax asset to be recovered. Deferred income
tax assets and liabilities are measured at the tax
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rates that are expected to apply to the year when
the asset is realized or the liability is settled, based
on tax rates (and tax laws) that have been enacted
at the balance sheet date.

Income tax relating to items recognized directly

in equity is recognized in equity and not in the
income statement. Deferred tax assets and
deferred tax liabilities are offset, if a legally
enforceable right exists to set off current tax assets
against current tax liabilities and the deferred taxes
relate to the same taxable entity and the same
taxation authority.

2.6 Profit/ (loss) per share

Basic net profit/ (loss) per share is computed based
on the weighted average number of ordinary shares
outstanding during the period. Diluted net profit/
(loss) per share is computed based on the weighted
average number of ordinary shares outstanding,
including the dilutive effect of stock options, if any.

2.7 Cash and cash equivalents

Cash and cash equivalents include cash in hand

and all highly liquid investments with maturities of
three months or less that are convertible to a known
amount of cash and bear an insignificant risk of
change in value.

2.8 Financial assets

The Group classifies its financial assets in the
following categories: at fair value through profit or
loss, loans and receivables, and available for sale.
The Group has no held-to-maturity investments.
The classification depends on the purpose for which
the financial assets were acquired. Management
determines the classification of its financial assets
at initial recognition.

Financial assets at fair value through profit or loss
Financial assets at fair value through profit or loss
are financial assets held for trading. A financial asset
is classified in this category if acquired principally for
the purpose of selling in the short-term. Derivatives
are also categorized as held for trading unless they
are designated as formal hedges. Assets in this
category are classified as current assets.

Loans and receivables

Loans and receivables are non-derivative financial
assets with fixed or determinable payments that
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are not quoted in an active market. They are
included in current assets, except for maturities
greater than 12 months after the balance sheet date.
These are classified as non-current assets. The
Group’s loans and receivables comprise cash and
cash equivalents, trade accounts receivable, other
financial assets and other current assets in the
balance sheet.

Trade accounts receivable, other current assets
and other financial assets

Trade accounts receivable, other current assets and
other financial assets are recognized initially at fair
value and subsequently measured at amortized cost
using the effective interest method, less provision
forimpairment. A provision for impairment of trade
receivables is established when there is objective
evidence that the group will not be able to collect
all amounts due according to the original terms of
the receivables.

Available-for-sale financial assets
Available-for-sale investments are those non-
derivative financial assets that are designated

as available-for-sale. After initial measurement,
available-for-sale financial assets are measured
at fair value with unrealized gains or losses being
recognized directly in equity in the net unrealized
gains reserve. When the investment is disposed of,
the cumulative gain or loss previously recorded in
equity is recognized in the income statement.
Available-for-sale investments are included in
non-current assets unless management intends
to dispose of the investment within 12 months

of the balance sheet date.

Derecognition of financial assets
Afinancial asset is derecognized when:

The rights to receive cash flows from the asset
have expired;

The Group retains the right to receive cash flows
from the asset, but has assumed an obligation to
pay them in full without material delay to a third
party under a ‘pass through’ arrangement; or
The Group has transferred its rights to receive
cash flows from the asset and either has
transferred substantially all the risks and
rewards of the asset, or has neither transferred
nor retained substantially all the risks and
rewards of the asset, but has transferred

control of the asset.
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2.9 Derivative financial instruments and hedging

Derivative financial instruments are initially
recognized at fair value on the date a derivative
contract is entered into and are subsequently
remeasured at fair value. The fair value is based on
the market prices of the instruments. Derivatives
are carried as assets when the fair value is positive
and as liabilities when the fair value is negative.
To the extent that no formal hedge accounting is
applied, any gains and losses arising from changes
in the fair value of the instruments are recognized
in the income statement during the period in which
they arise.

The Group applies formal hedge accounting for
specific forward derivative instruments that are
designated as cash flow hedges. At the inception

of derivative instruments, the relationship between
the derivative and the underlying financial
instrument, as well as the objective of the risk
management and the strategy for undertaking
transactions are documented. In the documentation
itis also stated whether the hedge relationship is
expected to be highly effective (prospective and
retrospective) and how the effectiveness is tested.

Changes in the fair value of a highly effective
derivative, that is designated and qualifies as a cash
flow hedge, are recorded in equity for the effective
part, until the profit or loss is affected by the
variability in cash flows of the designated hedged
item. The ineffective part of the cash flow hedge

is recognized in the income statement.

2.10 Inventories

Inventories are stated at the lower of cost or net
realizable value. The cost of inventories includes
expenditures for materials acquired, directly
attributable costs and related production overhead
expenses. Net realizable value is determined using
the estimated selling price in the ordinary course of
business, less estimated costs of completion and
the estimated costs necessary to make the sale.
Allowances are made for obsolete inventory.

2.12 Property, plant and equipment

Property, plant and equipment is stated at cost,
excluding the costs of day-to-day servicing, less
accumulated depreciation and accumulated
impairment in value. The cost of replacing a part
of a plant or equipment is capitalized if the



recognition criteria are met. Where an item of
property, plant and equipment comprises major
components having different useful lives, they are
accounted for as separate items of property, plant
and equipment. Depreciation is charged to the
income statement on a straight-line basis over
the estimated useful life of the assets:

Freehold land is not depreciated;

Buildings: 20 to 50 years;

Computer equipment: three years;

Furniture and laboratory equipment: five years;
and

Leasehold improvements: the shorter of the
lease term and ten years.

An item of property, plant and equipment is
derecognized upon disposal or when no future
economic benefits are expected from its use. Any
gain or loss arising on derecognition of the asset is
included in the income statement. The asset’s
residual values, useful lives and methods are
reviewed, and adjusted if appropriate, at each
financial year-end.

Borrowing costs

Borrowing costs directly attributable to the
acquisition, construction or production of qualifying
assets are added to the cost of these assets until
they are substantially ready for their intended use.
Qualifying assets are those assets that necessarily
take a substantial period of time to be completed
for their intended use. All other borrowing costs are
recognized as an expense in the income statement
when incurred.

2.3 Intangible assets

Intangible assets acquired are measured at cost

on initial recognition. The cost of intangible assets
acquired in a business combination is the fair

value at the date of acquisition. Following initial
recognition, intangible assets are carried at cost less
any accumulated amortization and accumulated
impairment losses. Internally generated intangible
assets are not capitalized if the recognition
requirements are not met, in which case the
expenses associated with generating the intangible
asset are recognized in the income statement. The
useful lives of intangible assets are assessed to be
either finite or indefinite. Intangible assets with
finite lives are amortized over their useful lives. The
amortization period and the amortization method
are reviewed at least at each financial year-end.
Changes in the expected useful life or the expected
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pattern of consumption of future economic
benefits embodied in the asset are accounted for by
changing the amortization period or method, and
treated as changes in accounting estimates. The
amortization expense on intangible assets with
finite lives is recognized in the income statement
consistent with the function of the intangible asset.

The estimated useful life of the assets is as follows:

Patents and licenses: one year to 20 years;
Customer lists: three years;

Developed technology: five years to 20 years; and
In-process R&D is not depreciated until
completion of the asset.

2.14 Goodwill and business combinations

Business combinations are accounted for using

the purchase method. This involves recognizing
identifiable assets (including previously unrecognized
intangible assets) and liabilities (including contingent
liabilities, but excluding future restructuring) of the
acquired business at fair value. Goodwill acquired in
a business combination is initially measured at cost,
which is the excess of the cost of the business
combination over the Group’s interest in the net

fair value of the acquiree’s identifiable assets,
liabilities and contingent liabilities. Following

initial recognition, goodwill is measured at cost

less accumulated impairment losses.

Goodwill includes intangible assets that were
identified in a business combination, but not valued
separately because the assets were either not
separable or could not be measured reliably. Assets
identified and included as part of goodwill can be
specific customer relationships or supply contracts
not meeting the requirements for separate
recognition and the workforce acquired.

Assigning fair values to the assets and liabilities
acquired in a business combination inherently
requires the use of estimates. Under IFRS 3 Business
Combinations, these fair values can be adjusted up
to one year after the acquisition date, which can
affect the amount recognized as goodwill.

Goodwill acquired in a business combination is
allocated from the acquisition date to each of the
Group’s cash-generating units that are expected
to benefit from the synergies of the combination,
irrespective of whether other assets or liabilities
of the Group are assigned to those units or groups
of units.
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Goodwill and fair value adjustments arising on the
acquisition of a foreign operation are treated as
assets and liabilities of the foreign operation and,
if necessary, translated into Euro at the rate of
exchange ruling at the balance sheet date.

2.15 Impairment of non-financial assets

The Group assesses non-financial assets at each
reporting date to determine whether there is an
indication that an asset may be impaired. If any
such indication exists, or when annual impairment
testing for an asset is required, the Group estimates
the asset’s recoverable amount. An asset’s
recoverable amount is the higher of the asset’s

fair value less costs to sell and its value in use. The
recoverable amount is determined for an individual
asset, unless the asset does not generate cash
inflows that are largely independent of those from
other assets or groups of assets. Where the carrying
amount of an asset exceeds its recoverable amount,
the asset is considered impaired and is written
down to its recoverable amount.

An impairment loss recognized in prior periods for
an asset other than goodwill shall be reversed if,
and only if, there has been a change in the estimates
used to determine the asset’s recoverable amount
since the last impairment loss was recognized. If this
is the case, the carrying amount of the asset shall be
increased to its recoverable amount, but so that the
increased carrying amount does exceed the carrying
amount that would have been determined had no
impairment loss been recognized for the asset in
prior years.

Goodwill is reviewed for impairment annually

or more frequently if events or changes in
circumstances indicate that the carrying value may
be impaired. Impairment is determined for goodwill
by assessing the recoverable amount of the cash-
generating unit to which the goodwill has been
allocated. Where the recoverable amount of the
cash-generating unit is less than the carrying
amount of the cash-generating unit to which
goodwill has been allocated, an impairment loss

is recognized. Impairment losses relating to
goodwill cannot be reversed in future periods.
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2.16 Employee benefits

Pensions

The Group operates both defined benefit plans and
defined contribution plans. For defined contribution
plans, obligations for contributions are recognized
as an expense when they are due. The Group has

no obligation to pay further contributions into a
defined contribution plan if the fund does not hold
sufficient assets to pay all plan benefits.

Under defined benefit plans, the pension
entitlements are calculated using the projected

unit credit actuarial method. The pension liability
recognized in the balance sheet is the present value
of the defined benefit obligation at the balance
sheet date, less the fair value of the plan assets after
adding or subtracting unrecognized actuarial gains
or losses and past-service costs.

The defined benefit obligation is calculated
separately for each plan by estimating the amount
of future benefit that employees have earned in
return for their service in the current and prior
periods. That benefit is discounted to determine its
present value and any unrecognized past-service
costs and the fair value of any plan assets are
deducted. For each plan the recognized assets

are limited to the net total of any cumulative
unrecognized net actuarial losses and past-service
costs and the present value of any future refunds
from the plan or reductions in future contributions
to the plan (the ‘asset ceiling’). The economic benefit
available as a reduction in future contributions is
determined as the present value of the estimated
future service cost in each year less the estimated
minimum funding contributions required in respect
of the future accrual of benefits in that year.
Actuarial gains and losses in excess of a threshold
of the higher of 10% of the pension liabilities and
10% of the fair value of the plan assets are charged
or credited to the income statement over the
employees’ expected average remaining

working lives.

Share-based payment transactions

Stock option plans

The Group operates a number of equity-settled,
share-based compensation plans, under which

the Group receives services from employees as
consideration for equity instruments (options) of the
Group. The cost of equity-settled transactions with
employees is measured by reference to the fair value
at the date on which the options are granted.



The maximum amount to be expensed is
determined by reference to the fair value of the
options granted, excluding the impact of any
non-market service and performance vesting
conditions. The impact of market conditions on the
fair value of options under these plans is estimated
on the date of grant using a lattice-based option
valuation model. The model calculates the likelihood
of achievement of the market-based measures at
various levels.

Non-market vesting conditions are included in
assumptions about the number of options that

are expected to vest. The cost of equity-settled
transactions is recognized, together with a
corresponding increase in equity, over the period in
which the performance and/or service conditions
are fulfilled, ending on the date on which the
relevant employees become fully entitled to the
award (‘the vesting date’). The cumulative expense
recognized for equity-settled transactions at each
reporting date until the vesting date reflects the
extent to which the vesting period has expired and
the Group’s best estimate of the number of equity
instruments that will ultimately vest. The income
statement charge or credit for a period represents
the movement in cumulative expense recognized
as at the beginning and end of that period with
the offsetting entry recorded in share premium in
equity. Every option that is exercised results in the
issuance of one ordinary share.

At each balance sheet date, the estimates of the
number of options that are expected to vest based
on the non-marketing vesting conditions are
revised. The Group recognizes the impact of the
revision to original estimates, if any, in the income
statement, with a corresponding adjustment

to equity.

Share based incentive plans

The fair value of share grants is estimated on the
date of grant by multiplying the number of shares
available to be granted by the fair value of the
Company’s shares on the grant date. Management
assumes any performance goals required by the
incentive plan will be achieved and the award will
vestin full.

Options granted to non-employees

The cost of options granted to non-employees is
recognized at the fair value of the goods or serv