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Report to Shareholders

Dear Sharcholder:

As we enter the second half of the year. our six month results are in line with estimates and remain
on track 10 meet our earnings expectations for the year. Net sales after excise taxes for the six month
period have increased by +5% compared to the prior year. Advertising and promotion expenses during
the sume period are +8% higher reflecting additional investment behind our Global Brands.  Reported
net curnings for the first six months of the year were $420 million which were comparable to the prior
year. Net carnings for the six months includes income of +$18 million from non-recurming items
compared to income of +$35 million from non-recurring items in the prior year. Excluding these
items in both periods, net earnings grew by +3%.

Overall volumes for cur Global Spirits Brands grew by +4% for the first six months of Fiscal 2007 as
compared to the prior year perivd. This growth was led by the strong performance of GREY GOOSE
vodka which increased volumes by +40% as compared to the prior period resulling primarily from
continued growth in the United States and Canada and the devclopment of the brand across other
markets. Volumes for BACARIDY rum arc at the same lcvel as the prior year duc to the continuing
challenges in the key European markets of Spain, Germany and the United Kingdom and the
implementation of substantial price increases over inflation in several European markets, The brand.
however, continues 1o grow in its two principal markets of the United States and Mexico, DEWAR'S
Scotch whisky has performed well in the United States and Venezuela. The DEWAR’S brand portfolio
overall had volume decreases of -2% although the premium portfolio experienced growth with
volume increases of +48% with a locus on investment behind DEWAR'S 12 Year Old in China.
BOMBAY gin grew volumes by +8% reflecting growth across all markets. CAZADORES 1equila
volumes were down -16% as a direct result of the decision to realign invemory levels in Mexico and
a slowdown of the tequila category in Mexico. Volume for MARTINI vermouth improved to a -1%
decrease due 10 the recovery of the Russian market from the first quarter intcrruptions caused by the
new duty stamp regulations. Our Travel Retail business was negatively impacted in the period by the
August implementation of heightened security Testrictions for air travel. ERISTOFF vodka volumes
resulied in double digit growth at +12% led by its principal murkets of France and Belgium.

In September 2006, we announced our inlention to purchase the New Zealand based 42 BELOW
Limited for $91 million. The addition of the 42 BELOW brands, primarily the premium vodka, will
strengthen our strategy for the Asia Pacific region. We do not anticipate the closing will take place
until carly 2007. Looking forward we remain committed 10 maintaining our premium image,
marketing all cur brands in socially responsible manner, and delivering positive results 10 our
sharcholders.

Respectfully.

Facundo L. Bacardi Andreas Gembler
Chairman of the Board President and Chicf Exccutive Officer

#’




BACARDI LIMITED

Business

Bacardi Limited (the "Company™}. a privately held company headquariered in Bermuda, produces,
markets and distributes a variety of irternitionally recognized spirits. Our brand portfolio includes
various brands and labels of rum, vodka, whisky, gin, vermouth and tequila products among others.
of which most of the producis are sold on a global basis. Our Global Spirits Brands include
BACARDI rum. DEWAR'S Scotch whisky, BOMBAY gin, GREY GOOSE vodka, ERISTOFF
vodka, and CAZADORES tequila. The Company operates in markets throughout the world with the
principal markets being the United States, Spain, the United Kingdom, France, Canada, Mexico,
Germany, ltaly and Russia.

Management’s Discussion and Analysis

The following discussion and analysis should be read in conjunction with the 2006 Bacardi Limited
Annual Report. The results of operations for the three and six months ended September 30, 2006 are
not necessarily indicative of the results of operations expected for the full fiscal year.

Second Quarter Fiscal 2007 Compared to Second Quarter Fiscal 2006

Summary of Financial Performance

Three Months Ended
September 30,

tenpressed in theusands of U8, Dotlars. except percentages)

2006 2005 % Change

Sules less Fxcise Taxes 998.514 941.676 +6%
Gross Profit 661,044 633139 +4%
Selling, General and Administrative Kxpenses . ... 381,736 335491 +14%
Farnings from Operations 279308 297.648 -6%
Net Income 217,219 240,052 -10%
Grross Margin 53.7% 53.5%
Earnings from Operations Margin 22.7% 25.1%
Effective Tax Rate 11.8% 8.9%
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Management’s Discussion and Analysis (Continued)

Volumes

Three Months Ended
(in thousands of 9. cases) September 30,

2006 2005 % Change

GLOBAL SPIRITS BRANDS
BACARDIrum . ... ..ot 4,810 5,023 -A%%
GREYGOOSE vodka ..........c.iiiinnn. 801 597 +34%
DEWAR'S Scotch whisky ... .o L 901 928 -3%
BOMBAY gin ... ... . e 556 509 +9%
ERISTOFF vadka . ... ... ..o 398 387 +3%
CAZADORES tequila ......................... 129 173 -25%

Totals ... e 7.595 7617 -
MARTINI vermowth ... ............... ... ... 3,447 3415 +1%

Net sales after excise taxes increased by +6% in the second quarter of Fiscal 2007 compared 1o the
Fiscal 2006 period. The primary driver of this growth was from GREY GOOSE vodka with increased
sales of +35%. BACARDI rum sales are at the same level as the prior year quaner due to the
continuing challenges in the key European markets of Spain, Germany and the United Kingdom and
the implementation of substantial price increases over inflation in several European markets. However,
the brand continues to grow in its two principal markets of the United States and Mexico. BOMBAY
gin experienced pusitive growth with sales increasing by +13%. CAZADORES tequila sales were
down -21% in the yuarter as a dircet result of the decision to realign inventory levels in Mexico and a
slowdown of the tequila category in Mexico. MARTINI vermouth sales recovered in the second
quarter with sales increasing by +11%. Volume growth in Global Brands contributed 39% of the total
growth in net sales after excise taxes and pricing margins and sales mix changes contributed 61%.

Increased net safes led to & gross profit increase of +4% for the current three month period. Gross
margin for the quarter ended September 30, 2006 was 53.7%. consistent with the prior year,

Selling, general and administrative cxpenses increased by +$46 million in the current year. This increase
is mainly due to additienal advertising investment behind our Global Brands and general increases in
expenses. Selling, general and administrative expenses include non-recurring items represented by a
gain on the sale of an cquity invesiment of +35 million and a reversal of a special tax provision of +33
million as compared to the prior year which included a gain from a termination indemnity for a
distribution agreement of +315 million and a reversal of a special tax provision of +39 million.

Earnings from operations decreased by -6% compared to the prior period primarily due to the increase
in selling, general and administralive expenses described above. Excluding non-recurring items in
both periods, earnings Irom operations remained consistent with the prior year.
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Management’s Discussion and Analysis (Continued)

The effective tax rale was 11.8% for the current year guarter as cormpared 10 8.9% for the prior year
quarter. This increase results from discrete period tax items recognized in the prior year quarter.

As a result of the itlems described above, consolidated net income for the three months ended

September 30, 2006 was $217 millien as compared 1o $240 million for the prior year quarter.
Excluding non-recurring items from both periods, consolidated net income decreased by -3%.

Six Months Fiscal 2007 Compared to Six Months Fiscal 2006

Summary of Financial Performance
Six Months Ended

{expressed in thousands of U.S. Dollars, except percentuges) September 30,

2006 2005 % Change
Sales less Excise Taxes . . ....................... 1,941.958 1,850,199 5%
GrossProfit . ......... ..., . ... ... ... ... .... 1,304,323 1,240,102 +5%
Selling, General and Administrative Expenses .... 752567 699,900 +8%,
Earnings from Operations .. ......_...._..... .. 551,756 540.202 +2%
Netlncome ... ... ... ... ... ...ivvinnii.. 419,502 423,529 1%
Cash Flow from Operations . _...._ ... ... ... 230,532 280,017 -18%
GrossMargin .. ........ . ... . ... 54.3% 53.3%
Earnings from Operations Margin .. ........_ ... 23.0% 23.2%
Effective Tax Rate .. .......................... 11.3% 10.3%
Total Debt to Total Capital ... ............. .. ... 42.9% 48.7%
Volumes

Six Months Ended
{in thowsandy of 9, cases) September 30,

2006 2005 % Change

GLOBAL SPIRITS BRANDS

BACARDIrum ... ... . ... .. ... ......... 9718 0,745 -

GREY GOOSEvodka . ........................ 1,653 1177 +40%
DEWAR'S Scotch whisky ...................... 1,631 1.665 -2
BOMBAY gin .. ... ... .. ... ... . ... ... 1,073 990 +8%
ERISTOFFvodka . ............................ 843 751 +12%

| CAZADORES tequila .. ... ... ..., ... 213 253 -16%
Totals .. ... 15.13) 14581 +4%

MARTINIvermouth . .......................... 6916 7.021 -1%




Management’s Discussion and Analysis (Continued)

Net sales after excise taxes increased by +5% for the current six month period as compared to the prior
year period. This growth was led by GREY GOOSE vodka with increased sales of +43%. BACARD!
rum and BOMBAY gin experienced strong growth with sales increasing by +3% and +12%,
respectively. This increase was partially oflset by a dectine in CAZADORES sales of -15% compared
to the prior year as a result of the decision to realign inventory levels in Mexico and a slowdown of
the tequila category in Mexico, Volume growth contributed 61% of the total growth in Global Brands
net sales after excise taxes and pricing margins and sales mix changes contributed 39%.

Increased net sales and profit margins resulted in a +5% growth in gross profit. The gross margin
increased to 54.3% from 53.3% io the same period of last ycar resulting from a favorable portiolio
mix and price increases in our Global Brands.

Selling, general and administrative expenses increased by +853 million or +8% year to date primarily
due 1o increased advertising in support of our Global Brands and general increases in expenses.
Selling, general and administrative expenses include non-recurring items represented by a +$5 million
gain on a sale of an equity investment, an +§11 millivn gain on a sale of a regional brand and income
of +33 million for the reversal of a special tax provision, compared to the prior year which includes
a +%15 million gain from a termination indemnity for a distribution agreement and income of +$19
million for the reversal of a special tax provision.

Eamings from operations increased +2% primarily due to increased sales partially offset by higher
selling, general and administrative expenses described above. Excluding non-recurring items from both
periods, eamings from operations increased by +5%. The fluctuation in other (income} expenses results
from foreign currency losses in the current year compared to foreign currency gains in the prior year.

The effective tax rate was 11.3% for the current six month period as compared to 10.3% for the same
prior year period. This increase results from discrete period tax items recognized in the prior year.

As aresult of items described above, consolidated net income for the six months ended September 30,
2006 was $420 million compared to $424 million for the prior year. Excluding non-recurring items
from both periods, consolidated net income increased by +3%.

Liquidity and Financial Condition

Cash and equivalents of $21.7 million at September 30, 2006 remained fairly consistent with the
March 31, 2006 batance. Cash flows (rom operations decreased by -$49 million from the same period
of last year due to changes in working capital, The changes in working capital primarily related to
increases in inventory and accounts receivable balances mainly from increased sales of our Global
Brands and a new agency distribution agreement in Mexico. Cash used in investing activities was
primarily for additional investments made in property, plant and equipment as well as contingency
payouts refated 1o the Fiscal 2005 acquisition of the GREY GOOSE brand, offset by proceeds from
sales of brands and investments, Cash used in financing activities during the current year is primarily
refated to dividends paid and repaymerts on lerm borrowings.
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Management’s Discussion and Analysis (Continued)

New Accounting Pronouncements

During July 2006, the Financial Accounting Standards Board ("FASB™) issued FASB Interpretation
No. 48 (“FIN 48"). FIN 48 clarifies the accounting for uncertainty in income taxes recognized in a
company's financial statements in accordance with Statement of Financial Accounting Standards No.
109, “Accounting for Income Taxes™; prescribes a recognition threshold and measurement attribute
for tax positions; and provides guidance on derecognition, classification, interest and penaltics,
uccounting in interim periods, disclosure and transition. FIN 48 is effective Tor the Company s fiscal
year commencing April 1, 2007, The Company is currently evaluating the impact this interpretation
may have on its finuncial stitements and disclosures.

During September 2006, the FASB issued Statement of Financial Accounting Standards (“SFAS™)
No. 158. “Employers’ Accounting for Defined Benefit Pension and Gther Postretirement Plans—an
amendment of FASB Statements No. 87, 88. 106, and 132(R)". This standard requires employers to
recognize the overfunded or underfunded status of a defined benefit postretirement plan as an asset or
ligbility in its staternent of financial position and to recognize changes in the funded status in the year
in which the changes occur through accumulated other comprehensive income. Additionally, SFAS
No., 158 requires employers 10 measure the funded status of a plan as of the date of its year-end
statement of financial position. The new reporting requirements and related new footnote disclosure
rules of SFAS No. 158 are effective for fiscal years ending after June 15, 2007, The new measurement
date requirement applies for fiscal years ending after December 5, 2008, The Company is currently
evaluating the impact that the implementation of SFAS No. 158 will have on its financial statemenits
and disclosures,




Condensed Consolidated Statements of Earnings
{Unaudited)

Six Months Ended
September 30,

Three Months Ended
September 30,

2006 2003
§ $

fexpressed in thausands of U.S. Dollars)

2006
$

2005
$

2324812
478.613
9u8,514 H1.676 1.850.199
Costofsales .._......................... 33747 08537 610.097
Grossprofit .. .. ... ... ... ... ... ... ... 661.044 633,539 1.304.323 1,240,102
Selling, general and administrative expenses . 3R1.736 335,491 752,567 699.9()
Earnings from operations . ................ 279,308 297.048 551,756 540.202

1183825
242,149

2,403,260
461.302
1.941,95%
637.635

.................................. 1,230,967
EXCISe 1AXECS . .. .. i it 232,453

Other {income) expenses

Interest income ... ......... . ... ..., (716) (683) (1.519) (1.148)
Interest EXPENSE .o vh v 15,300 35,598 69918 71434
Miscellaneous (income) expense - net ... ... {1.532) (683) 10,311 (2.063)
33,052 34,230 78,710 68,223

Earnings before income taxes ............. 246,256 263,418 473.046 471,979
Provision for income taxes _......_........ 20,037 23.366 53.544 4%.450
Netincome ............ ... .. cc.oooon. 217,219 240,052 419.502 423.529

The accompanying notes are integral part of these condensed consolidated financial statements.
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Condensed Consolidated Balance Sheets
(Unaudited)

(expressed in thousands of U.S. Dollars, except share and per share umounts) Septcmber 30, March 31,
2006 2006
$ $

Assets
Current Assets
Cash and equivalents 21,733 20,706
Accounts receivable. less allowance Tor doubtful accounts of
$30,722 and $27.992, respectively 942250 723645
Inventories 218,086 718,967
168097 119.040
1,950,166 1,582,358

Long-Term Investments, Advances and Qther Assels 247072 232,524
Property, Plant and Equipment, Nel 533,252 527,685
Intangible Assets 5.305432 5,273,962

8,035,922 7,616,529

Liabilities
Current Lizbilities
Short-term borrowings 351,722 243 887
Accounts payable 282,767 219.650
Accrued liabilities 548,088 502,441
Taxes payable 163,911 142,229
Dividends payable 144,100 -
Current portion of long-term debt 238.910 249,316
1725498 1,357.523

Long-Term Debt 2,254 402 2.335.736
Other Liabilities 492 986 502,424
Series 3 Preferred Shares 150,824 144,207

4,623,710 4,339,890

BMRH Founders’ Common Shares 92,467 92,467

Shareholders' Equity
Common Shares, $1.40 par value; 24,000,000 shares authorized,

23,506,653 issued and outstanding 32,909 32,909
Share Premium 957,267 957,267
Retained Earnings 2,466,645 2327342
Accumutated Other Comprehensive Loss . .................. .. (137,076) (133,346)

3,319,745 3,184,172
8,035,922 7.616,529

The accompanying notes are integral part of these condensed consolidated financial statements,




Condensed Consolidated Statement of Shareholders’
Equity (Unaudited)

Accumulated
ther Tl
Retained  Comprehensive  Shareholders’
Earnings Loy Equity
5 5 $ $

Balance at March 31, 2006 957,267 2,327,342 (133,346) 3,184,172
Comprehensive income:

(expressed in thousands of 11.8, Dollars)

Net income 419,502 - 419,502
Foreign currency translation adjustments - 3.830 3.830
Minimum pension ltability adjustments,

net of lx of $167 (2500 (250)
Net change in loss on derivative

MSIFUMENES, oo oo e e e e as (8.218) (R.21%)

908 908
415,772

(280,199 (280,199)

957,267 2,466,645 (137,076} 3,319,745

The accompanying notes are integral part of these condensed consolidated financial statements.
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Condensed Consolidated Statements of Cash Flows

{Unaudited)

texpressed in theusandds of 1.5 Doliars)

Cash Rows from operating activities
Cash provided from operations (Note 3)

Cash flows used in investing activities
GREY GOOSE brand acquisition related payments. ............
Proceeds from sales of brands and investments . ...............
Purchase of property, plant and equipment
Proceeds on disposition of property, plant and equipment
Change in long-termt investments and advances

Cash used in investing activities

Cash flows used in financing activities
Dividends paid
Shortflong-term debt:
Borrowings
Repayments
Payment of deferred finance costs ... ... ..
Cash used in financing activitics

Change in cash and equivalents .. ...........................
Change in cash and equivalents due to unrealized
foreign exchange
Cash and cquivalents — Beginning of period
Cash and cquivalents — End of period

Six Months Ended
September 30,

2006
$

2005
$

230,532

280.017

{17.542)
16,152
(28.648)
5,328
(26.484)

(10.428)

{24.862)
5,292
6.521

(51,194

(28.477)

(140,100

331579
(369.378)
(238)

(85,094

242,430
(404 0128)

(178.137)

(246.692)

1,201

(174)
20,706

4843

104
17,019

21,733

21971

The accompanying notes are integral part of these condensed consolidated financial statements.




Notes to Condensed Consolidated Financial
Statements

1. Basis of Preparation

The accompanying unaudited interim condensed consolidated financial statements have been
prepared in accordance with accounting principles generally accepted in the United States of America
for interim financial information, are presented in United States dollars and include all adjustments
necessary for the fair presentation of such financial statements. United States generally accepted
accounting principles are acceptable for the Company under Bermuda law. Due o the seasonal nitture
of the Company s uperations, the results of operations for the six months ended September 30, 2006
are not necessarily indicative of the results of operations expected for the year ending March 31, 2007.
The March 31. 2006 condensed balance sheet data was derived from audited financial statements, but
does not include all disclosures required by accounting principles generally accepted in the United
States of America. These unaudited interim condensed consolidated financial statements should be
read together with the audited annual consolidated financial statements and the accompanying notes
included in the Company's 2006 Annual Report.

2. New Accounting Pronouncements

During July 2006, the Financial Accounting Standards Board ("FASB™) issued FASB Intcrpretation
No. 48 (“FIN 48™). FIN 48 clarifies the accounting for uncertainty in income taxes recognized in a
company s linancial statements in accordance with Statement of Financial Accounting Standards No.
109, “Accounting for Income Taxes™ prescribes a recognition threshold and measurement attribute
for tax positions; and provides guidance on derecognition, classification, interest and penaltics.
accounting in interim periods, disctosure and transition. FIN 48 is effective for the Company s fiscal
year commencing April 1, 2007, The Company is currently evaluating the impact this interpretation
may have on its financial statements and disclosures.

During September 2006, the FASB issucd Statement of Financial Acceunting Standards ("SFAS™)
No. 158, “Employers” Accounting for Defined Benefit Pension and Other Postretirement Plans—an
amendment of FASB Statements No, 87, 88, 106, and 132(R)". This standard reyuires employers to
recognize the overfunded or underfunded status of a defined benefit postretirement plan as an asset or
liability in its statement of’ financial position and to recognize changes in the funded status in the year
in which the changes oceur through accumulated other comprehensive income. Additionally, SFAS
No. 158 requires employers 1o measure the funded status of a plan as of the date of its year-end
statement of linancial position. The new reporting requirements and related new footnote disclosure
rules of SFAS No. 158 are effective for fiscal years ending after June 15, 2007, The new measurement
date requirement applics for fiscal years ending after December 15, 2008. The Company is currently
evaluating the impact that the implementation of SFAS No. 158 will have on its financial statements
and disclosures.
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Notes to Condensed Consolidated Financial
Statements (Continued)

3. Statemeni of Cash Flows

Cash provided from operations is comprised as follows: Six Months Ended
September 30,

{expressed in thousands of U.S. Dollars)

2006 2005
$ $
Netincome ... ... . .. . e 419,502 423,529
Items not affecting cash:
Deferred income taxes ... o 6,179 (1.574)
Equity earnings net of dividends ... ... o o o o oL (1,780) (5,954)
Gain on sale of brand and related assets ... ... ... ... ... {10,531 -
Gainonsale ol assets ... ..o o e (8,107) 1,432y
Depreciation and amontization ... ... oL 36,142 35,649
Incentive compensation plans expense . ..., ... .. . ... 11,340 21619
Net change in other items related to operations:
Accounts receivable L. L L (192,139 (174 892)
Inventomies .. ... (77.315) 16511
Accounts payable .. ... e 55,118 (51.603)
Accrued liabilities ... ... ... .. 10,531 {18,531)
Taxespayable . ... ... e 18413 36,562
Pension liabilities .. ....... ... .. ... .. . . . . 7179 (3.567)
OHher COTTENt ASSCLS - .. oottt c e e ie s {43,907) (21,228)
Other biabilities .. .. ... 603 15,079
Proceeds from issuance of Long-Term Incentive Plan shares ... ... .. 7.450 27,619
Payments to incentive compensation plan participants .. ........... (8.146) {17,770y
Cash provided from operations .. ............ ... ... ... . ..., 230,532 280,017

4. Inventories

Inventories comprise:
September 30, March M,

feapressed in thousamdy of U.S. Doifars) 2006 2006

5

Raw materials and supplies ............. .. .. i 99,242 96,718

Work-in-progress ... .. e e 75,541 69,894
Aging product .. ... 303,351 283,405
Finished goods .. ... .. 339,952 268,950

818,086 718,967
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Notes to Condensed Consolidated Financial
Statements (Continued)

5. Accumulated Other Comprehensive Loss

Accumulated other comprehensive loss is comprised of the following:

fexpressed in thousends of 4.8, Dotlars) Scptember 30, March 31,
2006 2006
3 $
Foreign curreney translation ... oo (138,955} (142,7853)
Minimum pension liability, net of taxes of $6,741 and $6,570,

TESPECHIVELY ... e (13,501} (13,251)
Unrealized gain on cash flow hedges .. ... . .. ... .. . ... 15,627 23,845
Other .. e {247) (1.155)
Accumulated Other Comprehensive Loss ..................... .. (137,076} (133.346)

6. Income Taxes

The Company’s consolidated effective tax rate may differ from current statutory rates due to events
or transactions for which book and tax consequences differ, or different tax rates. The Company uses
the estimated annual cffective tax rate in determining interim results.

7. Gains on Sales
On May 1, 2006, the Compuny sold a regional brand and related assets for approximately $10.5
million resulting in a net gain of $10.5 million. Nct Sales for this brand were $0.7 million and $2.6

million for the six months ended September 30, 2006 and 2005, respectively.

During Scptember 2006, the Company sold an equity investment for approximately $5.6 million
resulting in a net gain of $5.1 million included in selling, general and administrative expenses.

8. Proposed Acquisition
Daring September 2006, the Company tendered an offer 1o acquire 42 BELOW Limited, a company

publicly listed on the New Zealand Stock Exchange, for a purchase price of approximately $91
million in cash. The Company anticipates closing before the end of fiscal year ending March 31, 2007.
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Notes to Condensed Consolidated Financial
Statements (Continued)

9. Contingencies

Commencing in November 2003, a series of virtually identical class action lawsuits have been filed
int the United States against the Company, certain of its subsidiaries, and many other spirits, beer and
wine manufacturers and importers, alleging primarily that the named companies improperly target
underage consumers through deceptive and unfair marketing and advertising practices. To date, nine
such class actions have been filed by the same national plaintifl"s counsel seeking to recover, on
behalf of parents or guardians of underage children, disgorgement of profits made by the named
defendants from alleged underage sales, restitution of funds used by such underage consumers on
aleohol purchases, and cerain other remedies. The Company. which is participating in a joint defense
effort with other industry members, believes the lawsuits to be entirely without merit and is
vigorously defending them. To date, six of the lawsuits have been dismissed on the merits by courts
in six separate jurisdictions (and one asdditional case was voluntarily dismissed by the plaintiff).
Appeals from these rulings by the plaintiffs are pending. Moreover, earlier this year, plaintifls have
agreed to voluntarily dismiss, withoul prejudice, all non U.S. Bacardi companies (and certain other
affiliates}), including the Company, subject to certain conditions that may permit plaintiffs to reinstate
the lawsuits against such companies in the future. As a result, for the rime being, only the Compuny s
U.S. distributor remains a defendunt in these lawsuits. The ultimate outcome of or potential losses
arising from these cases cannot be fully determined at this time given the pendency of the appeals
filed by plaintilfs as well as the Tact that in certain of the cases. the courts have yet w rule on
defendants’ pending motions to dismiss.

On August 24, 2005, one of the Company 's subsidiaries received an Administrative Order from the
U.S. Environmental Protection Agency ("EPA™) containing findings of violations of permit discharge
limits and permit special conditions at its production facilitics in Puerto Rico, providing for interim
discharge limits, and ordering compliance with certain provisions of the Clean Water Act. Since the
issuance of this Order, the Company's subsidiary has met with the EPA, and 'the local Puerto Rican
environmental bourd, and made several submissions. including two Plans of Action which intend 10
address the EPA's concerns.  On March 22, 2006, the EPA issued a second Order updating the
allegations in the first Order. extending the interim discharge limits until September 30, 2006 and
incorporating as requirements (wo demonstration studies proposed by the Company’s subsidiary in
one of its Plans of Action. On September 28, 2006, the EPA issued a third Order updating the

allegations in the second Order, extending again the interim discharge fimits until March 31, 2007 or
until the EPA determines that some or all of the interim limits are no longer justified.




Notes to Condensed Consolidated Financial
Statements (Continued)

9. Contingencies (Continued)

This third Order incorporated the requirements of the prior two Administrative Orders, added a
requirement to conduct Flow Weighted Composite Sampling, and continued the requirement to
submit Quarterly and ether Progress Reports, The Company is continuing to cooperate with the EPA
and the Puerte Rican authoritics to resolve this mater. At this time, the Company cannot determine
the ultimate outcome or any potential loss arising from the EPA Order.

The Company and its subsidiaries are party to various legal claims, actions and complaints. While the
Company currently belicves that the ullimate outcome of these proceedings will not have a material
adverse effect on the Company s results of operations, financial position or cash flows, litigation is
subject to inherent uncertaintics. It is not possible w predict with certainty whether or not the
Company and its subsidiaries will ultimately be suceessful in any of these legal matters, or, if’ not,
what the impact may be. Legal costs are expensed as incurred.,
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