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Independent Auditors’ Report

The Board of Directors and Stockholders
Laboratorios Grin, S. A. de C. V.

Opinion

We have audited the financial statements of Laboratorios Grin; S. A. de C. V. (the Company), which
comprise the statéments of financial position as at March 31, 2017 and 2016, the statements of
comprehensrve incoirie, changes in stockholders’ equity and cash flows for the years then ended,-and
notes, comprlsmg a summary of. 51gn1ﬁcant accountmg policies and other explanatory 1nf0rmat10n

In our oplnron the accompanymg ﬁnancral statements present falrly, in all material respects the
financial position of Laboratorios Grin, S. A. de C: V. as at March 31,2017 and 2016, and its results
and its cash flows for the years then ended, in accordance with Mexican Financial Reporting
Standards (FRS).

Basis for Opinion

We conducted our audit in accordance with Internaiional Standards on Auditing (ISAs). Our
responsibilities under those standards are further described in the Auditors’ Responsibilities for the
Audit of the Financial Statements section of our report: We are independent of the Cormpany in
accordance with the ethical requirements that are relevant to our audit of the financial statements in
Mexico, and we have fuifilled our other ethical responsibilities in. accordance with these
requirements. We believe that the audit evidence we have obtamed is sufﬁcrent and appr prlate o
prov1deabas1s for our: oplmon N P SR

to continue as a going concern, dlsclosrng, as apphcable matters related to gomg concern and usmg.
‘the going concern basis of accounting unless management either intends to hqurdate the Company
or to cease operations, or has no realistic alternative but to do so. :

Those charged with governance are responsible for overseeing the Co_mpany’s financial reporting
process. :
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Auditors’ Responsibility for the Audit of the Financial Statements

.

Our objectives are to obtain reasonable assurance about whether the financial statements as a whole

are free from material misstatement, whether due to fraud or error, and to issue an auditors’ report
that includes our opinion. Reasonable assurance is a high level of assurance, but is not a guarantee
that an audit conducted in accordance with ISAs will always detect a materijal misstatement :when it
exists: Misstatements can arise from fraud or error and are considered mater1a1 if, 1nd1v1dually or in
the aggregate, they could reasonably be expected to 1nﬂuence the economic decrsrons of users taken :
on the basis of these financial statements. : ‘

As part of an audit in accordance with ISAs, we exercise professronal judgment and mamtam
professional skepticism throughout the audit. We also: - : : :

s Identify and assess the rlsks of material misstatement of the ﬁnancral statements Whether due to
fraud or error, design and perform audrt procedures responsive to those. rrsks, and obtain audit
evidence that is sufficient and approprlate to provide a basis for our opinion. The risk of not
detecting a material misstatement resulting from fraud is higher than for one resulting from error,
as fraud may involve collusion, forgery, 1ntentlonal omissions, mrsrepresentatlons or the
override of internal control. :

e Obtain an understanding of internal control relevant to the aud1t in order to design audit
procedures that are appropriate in the circumstances, but not for the purpose of expressing an
opinion on the effectiveness of the Company’s internal control.

o Evaluate the appropriateness of accoun'ting'policies used and the reasonableness of accounting
estimates and related dlsclosures made. by management

« . Conclude on the approprrateness of management s use of the going concern ba51s of accounting
and, based on the audit evidence obtained, whether a material uncertainty exists related to events
or condltlons that may cast 51gn1ﬁcant doubt on the Company s ab111ty to contlnue as a. gomg

are madequate to modlfy our oplnlon ‘Our conclusrons are based on the audrt evrdence obtalned _
‘up to the date of our audxtors report However future events or condmons may cause the

1« Evaluate the overall presentation, structure and 'content'of the financial statements, inciuding'the' '
i disclosures, and whether ‘the financial statements represent the underlying transactions and ©
‘ events in a manner that achieves fair presentatlon :
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We communicate with those charged with governance regarding, among other matters, the planned -
scope and timing of the audit and significant audit findings, including any significant deficiencies in
internal control that we identify during our audit.

L.C.C. José AlejandrosRiiz Luna

Mexico City, April 21, 2017
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, Laboratorios Grin, S. A. de C. V.
Statememts of Compréhensive Income

Years ended March 31, 2017 and 2016

(Pesos)
017 - 2016
WNet sales (note 17) - » ' $: 529,772,990 503,072,683
Cost of goods sold (note 17) . : 167,063,761 147,418,543
Gross profit 362,709,229 . 355,654,140
4 Expenses (note 17): . . o
Selling and distribution 146,145,944 141,574,755
Administrative 65,828,130 51,058,899
Research and development 59,263,994 77,871,351
Total expenses 271,238,068 270,505,005
Operating income - 91,471,161 85,149,135
4 Comprehensive financial results: .
Interest expense, net (note 7) (8,972,263) (8,892,019)
Foreign exchange loss, net : (12,434,206) (28,124,010)
Gain in valuation of financial derivative . : .
instruments (note 5) ‘ - (1,021,475)
Comprehensive financial results, net ' (21,406,469) (38,037,504)
Income, before income taxes o 70,064,692 47,111,631
I Income taxes (note 15): - '
’ Current , : : ‘ 35,771,123 17,680,548
Deferred . _ (8,268,014) (762,167)
Total income taxes . - 27,503,109 16,918,381
Net income - ' 42,561,583 30,193,250
Other comprehensive income (note 16) _ .
‘ Remeasurements of deffined benefit liability 55,207 50,566
Comprehensive income : $ 42,616,790 30,243,816

1 See accompanying notes to financial statements.




"sjustale)s Tepoueury o) sajou urduedurosse 39

PLB'B0STVIE £LL'S01 l0r°gov'Ler vl 8S6°16€°LT1 000000281 § _ LT0T ‘1€ YoIeA Jo se saouefeq
06L919TY - LTSS E8SI9STY - 85195y - ‘ T ((2)91 2101) swoour jaN
780°2768°1LT 99505 815 1P878 EvI‘Il SLE0ESYS 000000281 10T ‘1€ YTeN 3O se saouz|eg
918"EvT0E 995°0S - T0sTEeT0E - - 0ST°€61°0€ - - ((9)91 =10u) swoout joN
89T8v9°1¥C - 89T8KIYS eI STILEYYS 000°000°L81  § §10¢ 91 [udy jo se saouereq
Amba auiodul 1e301qns sjunodde saufuniey 32038
SIaployyo0)s aalsuayauduiod fepded oy ) jende) .
je1o], BEYiiTo N pauieydy
Awomu&

S10Z Pue L10T ‘1€ YoIeJq| popus S1e0

Aunby s1apiotpo0is ur safueyy) Jo SjUsWwaelS

"A"D 9P "V 'S ‘UL S0L10je10qY]




Laboratorios Grin, S. A. de C. V.
Statements of Cash Flows
Years ended March 31, 2017 and 2016

(Pesos) .

“Cash flows from operating activities:

Income before income taxes .

Items relating to investing activities:
Depreciation and amortization
Loss on sale of equipment
Interest income
Interest expense
Deferred employee statutory profit sharing
Unrealized foreign exchange loss '

Subtotal

Accounts receivable

Other receivables

Inventories

Prepayments

Trade accounts payable

Accrued expenses

Accruals )

Income taxes paid

Employee statutory profit sharing
Employee benefits

Related parties

Obligations for delivery of products

Net cash (used) provided by operating activities
Cash flows from investing activities:
Acquisitions of property and equipment
Acquisitions of intangible assets
Proceeds from sale of equipment
Interest received

Net cash used in investing activities

(Cash to be obtained from financing activities)
Cash surplus to be applied in financing activities

Cash flows from financing activities:
Interest paid to Lupin Atlantis Holdings, S. A.
Payments to Lupin Atlantis Holdings, S. A.
Net cash used by financing activities

Net (decrease) increase in cash and cash equivalents

Cash and cash equivalents:
At beginning of year

At end of year

See accompanying notes to financial statements.

2017 2016
70,064,692 - 47,111,631
*15,120,610 12,451,422
(251,918) (1,683,253)
(2,707,129) (2,168,561)
11,679,392 11,060,581
(2,917,711) -
12,373,517 31,585,213
103,361,453 98,357,033
(36,373,880) (7,622,571
349,882 3,917,719
(57,651,408) (21,972,701
(2,932,245) (2,450,195)
10,557,693 55,357,696
11,200,142 8,131,827
10,114,262 (2,344,789)
(35,771,123) (18,896,547)
1,300,640 2,887,554
251,003 998 460
(17,732,593) -
2,864,528 (767,623

(10,461,646)

115,595,863

(49,814,135)

(4,751,298)
1,361,550
2,707,129

(40,503,032)

(1,053,179)
2,275,260
2,168,562

(50,496,754)

(37,112,389)

(60,958,400) 78,483,474
(11,679,392) . (11,060,581)
- (33,940,000)
(11,679,392) © (45,000,581)
(72,637,792) - 33,482,893
130,223,704 96,740,811
57,585,912 130,223,704

§
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Laboratorios Grin, S. A. de C. V.
Notes to Financial Statements
For the years ended March 31,2017 and 2016

(Mexican pesos)

(1) Description of business-

@

Laboratorios Grin, S. A. de C. V. is a company incorporated under the laws of Mexico. The
address of the Company s is Rodriguez Saro No. 630, Col. del Valle, C.P. 03100, Mexico City.
The Company is a subsidiary of Lupin Atlantis Holdings, S. A., and related party of Lupin
Limited with which it carries out certain transactions described in note 8.

The Company is mainly involved in the manufactliring, formulation, marketing, import, export
and selling of ophthalmic products and the Company operates mainly in Mexico.

Financial statement authorization and presentation-

"~ Authorization

On April 21, 2017, Paulo Tadeu de Resende (Legal Delegate) authorized the issuance of the
accompanying financial statements and related notes thereto. '

In accordance with the Mexican General Corporations Law and the bylaws of Laboratorios.

Grin, S. A. de C. V., the stockholders are empowered to modify the financial statements after
issuance. The accompanying financial statements will be submitted to the next Stockholders’

Meeting for approval.
Basis of preparation
a) Statement of compliance

The accompanying financial statements have been prepared in accordance with Mexican
Financial Reporting Standards (FRS).

" (Continued)




2
Laboratorios Grin,S. A.de C. V.
Notes to ﬁha_ncial statements

(Mexican pesos)

b) Use of estimates and judgmenfs

The preparation of financial statements requires Management to make a number of estimates
and assumptions that affect the reported amounts of assets and liabilities and the disclosure of
contingent assets and liabilities as of the date of the financial statements and the reported
amount of revenues and expenses during the reporting period. Significant items subject to such
estimates and assumptions include the carrying amount of property, plant and equipment;
valuation allowances for accounts receivable, other receivables, inventories and deferred
income tax assets and liabilities related to employee benefits. Actual results could differ from
those estimates and assumptions. '

c) Functional and reporting currency

The aforementioned financial statements are presented in Mexican pesos (reporting currency),
which is the same as the local currency and the functional currency.

For purposes of disclosure, “pesos” or-“$” means Mexican pesos, and “dollars” or “US$”
means U.S. dollars. '

d) Statement of comprehensive income presentation

 The Company presents comprehensive income in a single statement of net income or loss
entitled “Income Statement” given that the Company did not generate Other Comprehensive
Income (OCI) during the current year or the preceding year, which is presented for comparative

purposes.

Given that the Company is a commercial, ordinary costs and expenses are presented based on
their function, to arrive at the gross profit margin. Additionally, the “Operating income line
item is included, which results from subtracting the cost of sales and expenses from net sales,
as this line item is considered to provide a better understanding of the Company’s economic
and financial performance. Furthermore, the “Other income (expenses)” line item is included
as it is deemed convenient for reporting amounts of activities other than the Company’s

operating activities.

(Continued)
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‘Laboratorios Grin, S. A. de C. V.
Notes to financial statements

(Mexican pesos)

Summary of significant accounting policies-

The accounting policies set out below have been applied consistently to all periods presented
in these financial statements, and have been applied censistently by the Company:

(a) Recognition of the effects of inflation-

(®)

(©

The accompanying financial statements have been prepared in accordance with Mexican

FRS, and include the recognition of the effects of inflation on the financial information -

through March 31, 2007, based on the Mexican National Consumer Price Index (NCPI).
Annual and cumulative inflation percentage of the last three years and the indices used
to determine inflation as of March 31 2017, 2016 and 2015, are as follows:

: : Inflation

March 31, NCPI + Yearly Cumulative
2017 - .. 126.087 . 535% 11.48%
2016 119.505 2.60% 9.80%
2015 : 116.647 3.14% 11.56%

Cash and cash equivalents-

Cash and cash equivalents consist of checking accounts, foreign currency and other
highly liquid instruments. At the date of the financial statements, interest income and
foreign exchange gains and losses are included in the statement of comprehensive

income.

Derivative financial instruments-

All assets and liabilities arising frd_m transactions with financial derivative instruments
are recognized by the Company on the statement of financial position at its fair value.

Fair value is based on known market prices and, when not listed in an observable market,
it is determined based on valuation models using market inputs.

(Continued)
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. Laboratorios Grin, S. A. de C. V.
Notes to financial statements -

(Mexican pesos)

Changes in fair value of derivative financial instruments not designated or that do not

qualify for hedge accounting are recognized in results of operations for the year as .

valuation effects of derivative financial instruments, under comprehensive financial

results. Changes in fair value of derivative financial instruments formally designated

and qualifying as hedging instruments are recognized in accordance with the
corresponding accounting hedging model. :

Premiums paid for and/or received from options not designated or not qualifying for
hedging purposes are initially recognized at fair value as a financial derivative asset
(premiums paid) or liability (premiums received), respectively, without affecting income
or loss. Subsequent changes in the fair value are recognized as valuation effects of
derivatives under comprehensive financial results.

Accounts receivable-

Accounts receivable are reported at realizable value, net of proviéions for returns and
discounts and the allowance for doubtful accounts.

Inventories and cost of sales-

Inventories are measured at the lower of cost and net realizable value. - The cost is -
"determined using the standard cost.

Unit cost is determined using the average price formula.

Cost of sales represents the cost of inventories at the time of sale, increased, as applicable,

~ for reductions in the net realizable value of inventories during the year.

The Company records the necessary allowances for inventory impairment arising from

' damaged obsolete or slow-moving inventories or any other reason indicating that the

carrying amount will exceed the future revenues expected from use or realization of the
inventory items.

(Continued)
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Laboratorios Grin, S. A. de C. V.
 Notes to financial statements

- (Mexican pesos)

Prepayments-

Mainly include prepayments for the purchase of services that are received after the date

“of the statement of financial position and in the ordinary course of operations, and have

presented them in the short or long term attention to the classification of the starting
destination. :

Property, plant and equipment-

From January 1%, 2007, acquisitions of assets under construction or installation include
the related comprehensive financial results as part of the value of assets.

Depreciation on property, plant and equipment is calculated on the straight-line method
over the estimated useful lives of the assets as determined by the Company’s
Management.

The total useful lives and annual depreciation rates of the principal asset classes are as
follows:

Rates
Buildings ~ _ 5%

- Machinery and equipment _ 10%
Transportation equipment ' 25%
Office fumiture and equipment - : 10%
Computer equipment . 30%

Leasehold jmprovements are amortized over the useful life of the improvement or the
related contract term, whichever 1s shorter.

Minor repairs and maintenance costs are expensed as incurred.

- (Continued)
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Laboratorios Grin, S. A. de C. V.
Notes to financial statements

(Mexican pesos)

Intangible assets-
Intangible assets with definite useful life mainly include licenses and trademarks. There
also.include sanitary permits issued for the selling of certain products by the The Federal
Commission for the Protection against Sanitary Risk (COFEPRIS). The factors
determining the useful life of these assets are established by Ley General de Salud. These
assets are recorded at acquisition cost or development cost and amortized using the
straight-line.
The total useful lives and annual amortized rates of the principal asset classes are as
follows:

Rates
Licenses and trademarks -15%
Sanitary permits 20%
Accruals-

Based on Management’s estimates, the Company recognizes accruals for present
obligations where the transfer of assets or the rendering of services is virtually
unavoidable and arises as a consequence of past events, principally royalties, direct
benefits to employees, lawsuits, advises and commissions and events, are recorded at
present value.

Employee benefits -

Short-term benefits

The short-term benefits to employees are recognized in the income statement when
services are accrued. A liability is recognized for the amount expected to be paid if the
company has a legal or constructive obligation to pay this amount as a result of past
services provided and the obligation can be estimated.

Long-term benefits

The net obligation of the Company in relation to long-term benefits (except for deferred
Employee Statutory Profit Sharing) and the Company is expected to pay after twelve
months after the date of the most recent balances presented, is the amount of future
benefits that employees have earned in return for their service in the current and prior
periods.

(Continued)




: Labor.atorios Grin, S. A.de C. V.

Notes to financial statements

(Mexican pesos)

Termination benefits

A liability is recognized for termination benefits and cost or expense when the Company -

has no realistic alternative than to confront payments or can "t withdraw the offer of those
benefits, or when it meets the conditions to reco gmze the costs of restructuring. The thing
that happens first.

Defined benefit plans

The net obligation corresponding to the defined benefit plans Comipany is calculated
separately for each plan, estimating the amount of future benefits that employees have
earned in the current year and previous years, deducting that amount.

The calculation of obligations for defined benefit plans are performed annually by
qualified actuaries using the method of projected unit credit. When the calculation results
in a potential asset to the Company, the recognized asset is limited to the present value
of economic benefits available in the form of future refunds from the plan or reductions
in future contributions to it. To calculate the present value of economic benefits, consider
any minimum funding requirements.

The labor cost of the actual service, which represents the cost of employee benefit period

for having completed one year of working life based on benefit plans is recognized in -

costs and operating expenses. The net interest is recognized within "Comprehensive
financial result".

Amendments to plans that affect the cost of past services are recognized in operating
results immediately in the year in which the change occurs without the possibility of
deferral. Also, the effects of events liquidation or reduction obligations in the period that
significantly reduce the cost of future services and /or significantly reduce the population
subject to the beneﬁts respectlvely, are recognized in operating results

Remeasurements (before gains and losses) resulting from difference_s between projected

and actual actuarial assumptions at the end of the year are recognized in the period in
which they are inctirred as part of other comprehensive income in stockholders' equity.

(.Continuea)
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Laboratorios Grin, S. A. de C. V.
- Notes to financial statements

(Mexican pesos)

Income Tax (IT) and Employee Statutory Proﬁt'Sharin__g (ESPS)- -

IT and ESPS payable for the year are determined in conformity with the tax regulations
in effect. '

Deferred IT and ESPS are accounted for under the asset and liability method. Deferred
taxes and ESPS assets and liabilities are réecognized for the future tax consequences
attributable to differences between the financial statement carrying amounts of existing
assets and liabilities and their respective tax bases, and in the case of IT, for operating
loss carryforwards and other recoverable tax credits. Deferred tax and ESPS assets and
liabilities are measured using enacted tax rates expected to apply to taxable income in
the years in which those temporary differences are expected to be recovered or settled.
The effect on deferred tax and ESPS assets and liabilities of a change in tax rates is

~ recognized on the statement of comprehensive income in the period that includes the

enactment date.

Current and deferred income taxes and ESPS are presented and classified in the results
of operations of the period, except those arising from a transaction that is recognized in
Other Comprehensive Income or directly in stockholders” equity.

Revenue recognition-

The Company recognizes revenue from sale of products when the customer takes
ownership and assumes risk of loss. Based on Management’s analysis and estimates, the
Company provides for doubtful receivables (reported under selling expenses), returns
and discounts (deducted from sales) and sales and sales incentives (reported under selling
expenses) . ' : :

Business and credit concentration-

Sales to Nadro, S. A. P. I., Farmacos Nacionales, S. A. de C. V., Farmacia Guadalajara,
S. A. de C. V. and Casa Marzam, S. A. de C. V. represented 64% at March 2017 and

. 62%at March 2016 of the Company’s net sales.

(Continued)




sas T B Rt - S o

: . Ly RS- Pl g L

@

(n)

(o)

®

9
Laboratorios Grin, S. A. deC.V.
Notes to financial statements
(Mexican pesos)
Research and development costs- '
Research and advertising costs are expensed as incurred.
Comprehensive financial results (CFR)-
The CFR includes interest income and expense and foreign exchange gains and losses.
Transactions in foreign currency are recorded at the exchange rate prevailing on the date
of execution or settlement. Monetary assets and liabilities are translated at the exchange
rate in force at the statement of financial position date. Exchange differences arising
from assets and liabilities denominated in foreign currencies are reported on the

statement of comprehenswe 1Income.

Contingencies-

Liabilities for loss contingencies are recorded when it is probable that a liability has been
incurred and the amount thereof can be reasonably estimated. When a reasonable
estimation cannot be made, disclosure is provided in the notes to the financial statements. -
Contingent revenues, earnings or assets are not recognized until realization is assured.

Foreign currency exposure and translation-

Monetary assets and liabilities denominated in dollars translated into the reporting -currency,
as of March 31, 2017 and 2016, were as below: o

Mexican pesos

March March
2017 _ 2016
Current assets ‘ ‘ $ 17,165,001 8,712,371
Liabilities: _ - :
Current S ) $  (38,770,725) (63,192,636)
Long-term _ S (210.781,367) -~ (201,369.195)
] @9,552,092) (264,561,831)
Net liabilities $ (232,387 091) (2558 .9, .60)

(Conﬁnued)
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As of March 31, 2017 and 2016, foreign exchange losses amountmg to $12, 434,206 and
$28,124,010, respectlvely, were recorded.

The exchange rate of Dollar used in the various translation process to the reporting currency at
March 31, 2017 and 2016 were $18.70 and $17.25 respectlvely The exchange rate at the
issuance day April 21, 2017 is $18.81

As of March 31, 2017 the Company did not have foreign exchange hedging instruments.
Financial derivative instruments -

Derivatives held for trading (not designated for hedging purposes)

During the year ended March 31, 2016, the company recognized a gain in the comprehensive
income aggregating $1,021,475 as reahzed effects from the valuation of derivative financial

instruments.

~ The Company maintained portfolios of explicit derivative finangial instruments and identified

embedded derivatives that were neither formally designated nor qualified to be designated as
hedges and, therefore, their changes in fair value were recognized in comprehensive financial

‘results, in the Company’s comprehenswe income. The derivative financial instruments were

as below:
Currency forwards
_ Effects on
Basic income
Counterparty Notional conditions Expiration 2016

Grupo Financiero Monex - 500,000 16.697 December 3 1,2015 254,750
Grupo Financiero Monex 1,000,000 16.727  January 29, 2016 510,143
Grupo Financieto Monex 500,000 16.727 February 26, 2016 256,582

$ 1,021,475

(Continued)
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(6) Accounts receivables- o

Accounts receivable consist of the following:

March
- 2017 2016
Trade o $ 149,753,943 112,534,113
Less allowance for discounts and returns . 1,157,482 1,338,099
: Less allowance for doubtful accounts 2,906,714 1,880,147
i Accounts receivables ' $ 145,689,747 109,315,867

(7) Related-party transactions and balances-

Transactions carried out with related partiés during the years ended March 31, 2017 and 2016
were as follows:

March
2017 016
Licensing paid to: . L
Lupin Atlantis Holdings, S. A. $ 30,996,000 53,168,085
Lupin Limited - - 16,699,992
Interest expense to: _ : :
Lupin Atlantis Holdings, S. A. ' $ 11,679,392 11,060,581
Expenses for services received from: o
Lupin Inc. $ 8,347,254 2,523,887
Lupin Latam, Inc. _ 3,816,748 -
~ Maintenance, support services
and reimbursements from:
~ Lupin Limited ' $ 3,045,171 | 343,699
ESOP cost » -
Lupin Limited h 1,300,210 - -

(Coritinued)

o
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Balances payable to related parties are as folI'QWS:

2017 2016
Payables:
Lupin Atlantis Holdings, S. A. (1) $ - 30,543,214 53,168,085-
Lupin Latam, Inc. _ 3,585,908 - '
Lupin Inc. : . 3,344,364 2,523,887
Lupin Limited (2) ' _ 789,871 , 303,978

$ 38,263,357 155,995,950

; Balances payable long term to Lupin Atlantis Holdings, S. A. (controlling company) as of
March 31,2017 and 2016, is comprised as follows:

: March

2017 2016
Loan (3) _ '$ 210,781,367 196,062,196
J Interest payable 2,961,665 5,307.319

$ 213,743,032 201,369,515

(1) Relates to a licensing agreement entered with Lupin Atlantis Holdings, S. A. (Controliing -
Company) for research, development and transfer of product distribution rights, the total
agreed amount is USD $4,590,000. Based on these contract, the Company recognized in
research and development expenses $30,996,000 pesos and $53,168,085 pesos as of

. March 31, 2017 and 2016, respectively.

" (2) Relates to a licensing agreement entered with Lupin Limited (related-party) for research,
development and transfer for distribution of products rights, the total agreed'amount is
USD $750,000; based on these contract, the Company recogmzed in research and
development expenses $16,699,992 as of March 31, 2016.

(3) OnOctober 1st 2014 the Company entered into a loan up to USD 15,000,000, of unsecured
credit line payable to Lupin Atlantis Holdings, S. A. (Controlling Company) from which
USD 13,268,826 have been disposed as of December 31, 2014, bearing annual interest
rate of 6M USD LIBOR + 500BPS. The company may, at any time and without penalty
or premium, paid off or part of the principal amount, however with a minimum amounts
of USD 500,000 per repayment. On October 2015 the company made a repayment for
USD 2,000,000.

(Continued)
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(8) Other receivables-

®

Other receivables consist of the fbllowing:

| March
201 2016
Recoverable value-added tax (VAT) $ 9,382,241 7,792,867
Recoverable income taxes (IT) 2,498,628 4,724,384

Employees and officers , 756,180 469.680

$ 12,637,049 12,986,931

TIuventories-

. Inventories are comprised as follows:

March .
2017 2016
Raw materials : $  98,709292 54,730,227
. Finished goods _ : 36,433,819 26,288,189
Work in process , 8.671.072 c -

143,814,183 81,018,416

Less allowance for decrease in value
and obsolete items ' 9.167.668 - 4.023.309

$. 134,646,515 76,995,107

(Continued)
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(10) Prepayments-

Prepayments are comprised as follows:

Insurance
Inventories -
Rights and taxes
Safety deposits
Other

Total prepayments

(11) Property, plant and equipment-

Property, plant and equipment comprise the following:

Buildings ' ' _ $
Machinery and equipment
Transportation equipment
Computer equipment
. Office furniture and fixtures

Less accumulated depreciation
Sub-total property, plant and equipment

Land
Construction in progress (1)

‘Total property, plant and equipment ' $

e 'Constructio‘n in progress consist on remodeling and conditioning laboratory installations, as of
March 31st 2017 and 2016, the paymentes were $49,643,240 and $26,279,127 respectively.The
estimated investment amout for the completion of remodeling and conditioning is $88,363,784

March

2017 2016
4,048,438 3,266,380
2,087,825 . - 711,900
1,248,983 1,171,757
162,219 132,219
669.500 2.464
8,216,965 5,284,720

‘March

2017 016
107,007,261 102,990,088
90,758,575 80,382,545
21,071,069 21,069,710
7,995,621 6,674,243
4.758.984 3.526.109
231,591,510 214,642,695
103,020,915 . 91,059.754
128,570,595 123,582,941
126,418,684 126,418,684
29.986.293 1,220.054
251,221,679

284,975,572

approximately. The estimated date for completion of the project is on july 2017.

(Continued)
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(12) Intangible assets-

2017 2016
Licenses and _ . _
~ trademarks (1) $ 20,400,000 -
Other (sanitary licens) 2.249.905 2,598,607
22,649,905 2,598,607
Less accumulated amortization _ __(170.000) -
Total property, plant and equipment $ 22,479,905 2,598,607

(1) On February 21% 2017, the Cofnpany entered into a contract with Innovaciones
Biomedicas y Tenologicas, S. A. de C. V., for the transferring of certain licenses and

trademarks rights.

Accruals-

" Accruals include the following:

Direct Advertisement

benefits to ‘ and Marketing Others
Fees Rovalties employees Lawsuits commissions sponsorship services Total
Balances as of )

March 31,2016 § - 138,105 4,258,637 1,779,000 2,223,851 385,557 = - 8,785,150
Increases 17,564,328 - 4,785,999 - 3,436,125 11,130,285 660,942 37,577,679
Payments (10.695.126) (138,105) (3.552.438) - (3.791.805) (8.868.758) (417.185) (27.463.417)
Balances as of i :

March 31,2017 $ 6,869,202 - 5,492,198 1,779,000 1,868,171 2,647,084 243,757 18,899,412

(1) During 2016, the Company was liable for certain employee lawsuits.
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(14) Employee benefits-

The Company has a defined benefit plan covering all of its employees. The benefits are based

on years of service and the employee’s compensation.

~ The cost, obligations and other elements of the seniority premium and severance compensation
plans for reasons other than restructuring, mentioned in note 3(h), have been determined based
on computations prepared by independent actuaries as of March 31, 2017 and 2016.

Cash flows-

The contributions and benefits paid were as follows:

Benefits paid

2017
Post-retirement

016

—

benefits $ 4,727,063

The components of defined benefit cost for the years ended March 31, 2017 and 2016 are

shown below:

Post-Retirement Benefits

Current Service Cost (CLSA) $
Net interest on DBNL or (DBNA)* -

Prior Service Labor Cost provided in the
- year

Remeasurements of DBNL or (DBNA)
- recognized in income of the period

Defined Benefit Cost (income)

2017 2016
425241 846,009
251,897 -

4,249,611 152,449

(3.890) 6.738

4,922,859 1,005,196

{Continued)
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Beginning balance of DBNL or (DBNA)*
remeasurements

Remeasurements generated in the year

Ending balance of DBNL or (DBNA)*
remeasurements

Beginning balance of DBNL or .(DBNA)*

Defined Benefit Cost (income) ‘
Payménts charged to DBNL or (DBNA)*
Other Adjustments '

Ending balance of DBNL or (DBNA)*

below:

Post-Retirement Benqﬁfs

2017 2016

(50,566)

(55,207) 50.566

(105.773) - (50,566

The present value of benefit obligations of the plans at March 31, 2017 and

Post-Retirement Benefits

2017
Projected liability - $ 4,245,721

Discount rate (net of inflation)

Rate of compensation increase

' Amortization period of
unrecognized items (applicable to
retirement benefits)

4,049,925 3,102,033
4,978,066 1,055,762
(4,727,063) (57,304)
_(55.207) (50.566)
4245721 4.049.925

2016 as fol_lows

2016
4,049,925
Benefits
. March
2017 2016
7.89% 6.58%
5.30% 5.30%
14 years 13 years

(Continued)
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(15) Tax on earnings (Income Tax (IT) and employee statutory profit sharing (ESPS)-
IT Law effective as of January 1, 2014 imposes an IT rate 6f 30% for 2014 and thereafter.

a) Tax on earnings

The income tax expense (benefit) is as follows:

March
2017 2016
Current IT $ 35,771,123 17,680,548
Deferred . (8.268.014) (762.167)
Deferred IT ' $ 27,503,109 16,918,381

Income tax expense attributable to income from continuing operations before income taxes,
differed from the amounts computed by applying the Mexican statutory rates of 30% IT to
income before income taxes, as a result of the items shown below:

March
2017 - 2016
Computed “expected” tax expense $ 20,887,286 14,068,650
Increase (reduction) resulting from: ) -
Effects of inflation, net o _ 1,512,861 " 390,343
Non-deductible expenses 5.102.962 2,459,388
IT expense ' ' $ 27,503,109 16,918,381
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The tax effects of temporary differences that give rise to significant portions of the deferred
income tax assets and liabilities, as of March 31, 2017 and 2016.are presented below:

March
: 2017 2016
Deferred tax assets: ‘
Allowance for doubtful accounts $ 872,014 564,044
Allowance for inventory obsolescence. - 2,750,300 1,206,993
Allowance . for doubtful accounts
employees - 1,322,834 121,090
Allowance for returns _ ‘ 347,245 401,430
Allowance for fee . 2,060,761 -
Property, plant and equipment 4,942,013 1,576,342
Employee benefits 1,273,716 1,214,978
Accruals » 2,286,229 2,635,545
" Deferred revenue  ° . 1,514,942 655,584
ESPS o © 3,031,070 . 2,640,878
Deferred ESPS ' - 299.362
Total deferred tax assets : 20,401,124 11,316,246
Deferred tax liabilities: _ , _
Prepaid expenses ' 3,091,395 2,111,763
~ Transportation equipment 898,892 - 1,029,249
Buildings : 7,620,255 8,228,617
Deferred ESPS 575,951 -
Total gross deferred tax liabilities 12,186.494 11,369,629

Net deferred tax liability ’ . $  8214,631 (53,383)

In assessing the realizability of deferred tax assets, Management considers whether it is more

likely than not that some portion or all of the deferred tax assets will not be realized.

The ultimate realization of deferred tax assets is dependent upon the generation of future
taxable income during the periods in which those temporary differences become deductible.
Management considers the scheduled reversal of deferred tax liabilities, projected future

taxable income, and tax planning strategies in making this assessment.

(Continued)
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b) Deferred ESPS

The deferred ESPS effect were amounting to $(2,917,711) and $118,077, as of March 31, 2017
and 2016 respectively. The ESPS effects of temporary differences that give rise to significant
portions of the deferred ESPS assets and liabilities, at March 31, 2017 and 2016, are presented
beiow: '

. March
2017 2016
Deferred tax assets: _
Allowance for doubtful accounts $ 290,671 188,015
Allowance for decrease in value 916,767 402,331
Allowance for doubtful accounts '
employees ' 440,946 40,363
Allowance for returns 115,748 133,810
Allowance for fee 686,920 -
Property, plant and equipment o 1,647,338 525,447
- Employee benefits 7 424,572 404,993
Accruals ) - 762,076 878,515
Deferred revenue - : ' 504,981 218,528
Net deferred ESPS assets 8 5,790,018 2,792,002
- Deferred tax liébilities: _ ' : -
Prepaid expenses : 1,030,465 703,921
Transportation equipment ' 299,631 343,083
Buildings (immediate deduction) 2.540.085 2,742,872
Total gross deferred ESPS | . o
‘liabilities 3,870,181 3,789,876
Net deferred ESPS asset (liability) $ - 1,919,837 (997,874)

(Continued)
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(16) Stockholders’ equity-

The principal characteristics of Stockholders equity are described below:

(@

Structure of capital stock-

On Septémber 30,2014, Lupin Atlant.is Holdings, S. A. and its legal delegate Dr. Amrut

~ Naik acquired the 100% of the shares of Laboratorios Grin, S. A. de C. V. of Infrema,

(b)

S. A. de C. V., becoming from this date the new controlling company who will
consolidate its financial information.

The Company’s capital stock at March 31, 2015 is represented by 187,000,000 common,
registered shares, with a par value of one peso each of the class “I”, which 186,999,999
shares belong to Lupin Atlantis, S. A. and one share belongs to Amrut Diwakar Naik.

At the Stockholders’Meeting held on June 6, 2016, a resolution to the stockholder Amrut
Diwakar Naik, gratuitously give in its shareholding in Laboratorios Grin, S. A. de C. V.
to Lupm Mexico, S. A.de C. V.

After the aforementioned activity, the Company’s capital stock at March 31, 2017 is
represented by by 187,000,000 common, registered shares, with a par value of one peso
each of the class “T”?, which 186,999,999 shares belong to Lupin Atlantis, S. A. and one
share belongs to Lupin Mexico, S. A.de C. V.

Other comprehensive income (OCI) -

Other comprehensive income, which is presented in the statements of changes in
stockholders' equity, represents the result of meseaurement of actuarial gain and
movements in exchange rates as follows.

March March
2017 2016
Initial (gain) loss arising  from :
experience adjustments $ - (50,566) 114,549
Remeasurement (gain) arising from _
experience adjustments (55.207) (165.115)
~ Total $ (105,773) (50,566)

(Continued)
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(c) Restrictions on stockholders’ equity-

In accordance with the Mexican General Corporations Law, five percent of net income
for the year must be appropriated to the statutory reserve, until it reaches one-fifth of
capital stock. As of March 31, 2017, the statutory reserve amounts to $6,752,316, and
has not reached the minimum required by law amount. Retained earnings and other
stockholders’ equity accounts aggregating, on which no IT have been paid, are subject
to income taxes in the event of distribution, at the rate of 30%, payable by the Company;
consequently, the stockholders may only receive 70% of such amounts.

Revenue, cost and expenses-

Revenues are as follows:
j March

2017 2016

Sales $ 568,713,642 560,844,621
Returns (24,370,197)  (35,167,424)
Discounts and rebates (14.570.455)  (22,604,514)
Total | $ 529,772,990 - 503,072,683

The main items comprising cost and general expenses at March 31, 2017 and 2016 are shown

below:
March
017 2016

Costs of sales: _

Raw material purchases $ 81,900,870 65,870,042
Salaries and related cost 43,788,600 40,656,275
Maintenance and other : 32,866,192 33,257,671
Depreciation and amortization 8,508,099 7,094,904

539,651

Rents -
$ 167,063,761 147,418,543

{Continued)
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March

Selling and distribution expenses:

Salaries and related cost
Maintenance and other .
Promotional and advertising
Sales incentives

Medical test

Depreciation and amortization

Insurances

Employee statutory profit sharing

Rents

Administrative expenses:

Salaries and related cost
Maintenance and other

Advice of legal entities
Depreciation and amortization
Employee statutory profit sharing

Bank charges
Insurances

Cost of sales equipment
Deferred ESPS

Research and development expenses:

Licensing

-Maintenance and other

‘Salaries and related cost
Depreciation and amortization
Employee statutory profit sharing

2017 2016 -
$ 53,828,584 47,389,797
40,053,226 19,264,875
29,099,198 24,395,921
10,038,625 11,652,843
5,515,258 31,513,290
4,107,229 2,837,139
1,969,051 1,572,267
1,507,666 2,931,780
27107 16,843
$ 146,145,944 141,574,755
$ 39,671,207 24,530,614
17,026,386 16,570,679
6,575,203 3,671,978
2,403,967 1,448,084
1,766,977 2,285,258
. 674,359 667,735
627,743 1,174,465
- 592,009
(2.917.711) 118,077
$ 65,828,130 51,058,899
'$ 53,089,635 69,868,077
3,073,442 2,269,408
2,237,302 4,703,165
718,498 707,973
145,117 322.728
$ 59,263,994 77,871,351

(Continued)
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Commitments and contingent liabilities-
(a) There is a contingent liability arising from the labor obligations mentioned in note 3(j).

() In accordance with Mexican tax law, the tax authorities are empowered to examineg
‘transactions carried out during the five years prior to the most recent income tax return

filed.

(¢) Inaccordance with the IT Law, companies carrying out transactions with related parties
are subject to certain requirements as to the determination of prices, which should be
similar to those that would be used in arm’s-length transactions.

Should the tax authorities examine the transactions and reject the related-party prices,
they could assess additional taxes plus the related inflation adjustment and interest, in
addition to penalties of up to 100% of the omitted taxes.

(19) Recently issued financial reporting standards-

The Consejo Mexicano de Normas de Informacion Financiera, A. C. (CINIF) has issued the

FRS and Improvements listed below:

FRS C-2 “Investment in financial instruments”- FRS C-2 is effective for years beginning on
January 1, 2018. It specific rules for the accounting recognition of investments in financial
instruments, principally those held for trading purposes, and the classification of financial
instruments based on the business model of an entity, for all instruments as a whole.

FRS C-3 “dccounts Receivable”- FRS C-3 is effective for years beginning January 1, 2018,
and is applicable retrospectively; however, early adoption is allowed as of January 1, 2016
provided that it takes place concurrently with the adoption' of FRS related to financial
instruments whose effective date and early adoption are in the same terms. Some of the pnmary
changes resulting from the adoption of this FRS are as follows:

. FRS C-3 provides that accounts receivable based on a contract are deemed financial
instruments. On the other hand, some other accounts receivable, resulting from legal or
tax provisions, may include certain characteristics of a financial instrument, such as
bearing interest, though these are not deemed financial instruments.

(Continued)




25
. Laboratorios Grin, S. A.de C. V,
Notes to financial statements

(Mexican pesos)

] FRS C-3 sets out that the allowance for doubtful trade receivables shall be recognized as
revenue is earned. Thus, the allowance shall be recorded as expenses in the statement of
comprehensive income. :

. FRS C-3 provides that, from initial recognition, the time value of money shall be
considered. Therefore, should the effect of the present value of the account receivable be
significant in light of its term, an adjustment must be made to take into consxderatxon

such present value.

o A reconciliatiOn between the initial and final balances of the allowance for doubtful
accounts is required for each period presented. -

FRS C-9 “Provisions, Contingencies and Commitments”- FRS C-9 is effective for years
beginning on or after January 1, 2018; early adoption is allowed as of January 1, 2016 provided
that it takes place concurrently with the initial adoption of FRS C-19 “Financial instruments
payable”. FRS C-9 supersedes Bulletin C-9 “Liabilities, Provisions, Contingent Assets and
Liabilities and Commitments”. The first-time adoption of this FRS does not produce
accounting changes in the financial statements. Some of the main points covered by this FRS
include the following:

. Its scope is reduced by moving the subject concerning the accounting treatment of
~ financial liabilities to FRS C-19 ‘“Financial instruments payable”.

. The definition of “liability"’ is changed by eliminating the qualifier “virtually
unavoidable” and including the word “probable”.

e The terminology employed throughout the standard is updated to standardlze its
presentation to the rest of the FRS. :

FRS C-16 “Impairment of, ﬁnancial instruments receivable”~ FRS C-16 is effective for years
beginning on January 1, 2018. It establishes standards for the accounting recognition of
impairment losses of ‘all financial instruments receivable; it indicates when and how an
expected impairment loss should be recognized and establishes the methodology for

determination.

(Continued)
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FRS C-19 “Financial instruments payable”- FRS C-19 is effective for years beginning on
or after January 1, 2018 with retrospective effects and early adoption is allowed as of January
1, 2016 provided that it takes place concurrently with the adoption of FRS C-9 and the FRS
related to financial instruments whose effective date and early adoption are in the same terms.
Some of the main points covered by this FRS include the following:

. It provides for the possibility of measuring, subsequent to their initial recognition, certain

financial liabilities at fair value when certain conditions are fulfilled.
. Long-term liabilities are initially recognized at present value.

. In restructuring a liability, without the future cash flows for its settlement being
substantially modified, the costs and commissions expensed in this process shall affect
the amount of the liability and be amortized on a modiﬁed effective interest rate basis

instead of directly affecting the net income or loss.

. It includes the provisions of IFRIC 19 “Extinguishing Financial Liabilities with Equity
Instruments”, which was not provided for by the existing standard.

. The effect of extinguishing a financial liability should be presented as a financial result
in the comprehensive statement of income. :

. It introduces the concepts of amortized cost in valuing ﬁnancxal liabilities and of the :

effective interest method based on the effective interest rate.

FR“ D-1 “Revenue from contracts with custoimers”- FRS D-1 is effective for years beginning
on January 1, 2018 and eliminates the supplementary application of International Accounting
Standard (IAS) 18. It establishes standards for the accounting recognition of revenue arising

from contracts with customers.

-FRS D-2 “Costs from contracts with customers”- FRS D-2 is effective for years beginning on
January 1, 2018. It establishes standards for the accounting recognition of costs of sales of

goods or provision of services.

(Continued)
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2016 FRS Improvements

In December 2015, CINIF issued the document referred to as “2016 FRS Iinprovements”,
which contains precise modifications to some FRS. The modifications that bring about
accounting changes are listed below:

FRS C-1 “Cash and cash equivalents” and FRS B -2 “Statement of cash flows”-These
modify the definition of cash and cash equivalentsto agree with the definitions established in
the international financial reporting standards (IFRS) and .changes the term “investments
available on demand” to “highly-liquid financial instruments”. It also stipulates that cash on
the initial and subsequent recognition should be valued at fair value, which is face value, cash
equivalents should be valued at fair value on initial recognition and highly-liquid financial
instruments should be valued based in the provisions of the standard for financial instruments,
in accordance with the purpose for which each type of instrument is maintained. These
revisions are effective for years beginning on or after January 1, 2016 and the accountmg
changes that arise should be recogmzed retrospectively.

Bulletin C- 10 “Derivative financial instruments and hedging activities”- In order to -

homologlze with IFRS: it specifies that throughout the hedge period, the hedge must be
evaluated in terms of effectiveness; it specifies how to determine the primary position and
incorporates the concept “transaction costs” and makes adjustments for the accounting
recognition of such costs. These revisions are effective for years beginning on or after January
1, 2016 and the accounting changes that arise should be recognized retrospectively.

- Management estimates that the new FRS and the imp’rovérhents to FRS will be immaterial.




