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KPMG LLP
1 East Pratt Street
Baltimore, MD 21202- 128

Independent Auditors’ Report

The Board of Directors and Stockholders

Lupin Pharmaceuticals, Inc.:

We have audited the accompanying financial statements of Lupin Pharmaceuticals, Inc., which comprise the
balance sheet as of March 31, 2017, and the related statements of operations, changes in stockholders’ equity,
and cash flows for the year then ended, and the related notes to the financial statements.

Management’s ResponSIb///ty for the Financial Stafements

Management is respons(ble for the preparation and fair presentation of these ﬂnancnal statements in
accordance with U.S. generally accepted accounting principles; this includes the design, implementation, and
maintenance of internal control relevant to the preparation and fair presentation of financial statements that are
free from material misstatement, whether due to fraud or error.

¥

Auditors’ Responszblln.‘y

Our responsibility is to express an opinion on these financial statements based on our audit. We conducted our
audit in accordance with auditing standards generaily accepted in the United States of America. Those
standards require that we plan and perform the audit to obtain reasonable assurance about whether the
financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the
financial statements. The procedures selected deépend on the auditors’ judgment, including the assessment of
the risks of material misstatement of the financial statements, whether due to fraud or error. In making those
risk assessments, the auditor considers internal control relevant to the entity’s preparation and fair presentation
of the financial statements in order to design audit procedures that are appropriate in the circumstances, but
not for the purpose of expressing an opinion on the effectiveness of the entity’s internal control. Accordingly, we
express no such opinion. An audit also includes evaluating the appropriateness of accounting policies used and
the reasonableness of significant accounting estimates made by management, as well as evaluating the overall

presentation of the financial statements.

" We believe that the audit evidence we have obtalned is suffi C|ent and appropriate to provide a basis for our

audit opinion.

Opinion
In our opinion, the financial statements referred to above present fairly, in all material respects, the financial

* position of Lupin Pharmaceuticals, Inc. as of March 31, 2017, and the results of its operations and its cash

flows for the year then ended in accordance with U.S. generally accepted accounting principles.

KPMe LLP

May 18, 2017

KPMG LLP is a Delaware limited liability partnership and the U.S. member
firm of the KPMG network of independent member firms affiliated with
KPMG International Cooperative {“KPMG International “}, a Swiss entity.
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LUPIN PHARMACEUTICALS, INC.
BALANCE SHEET

March 31,2017

Restricted cash o ' ' 100,72_3:._

Commitments and contingencies
Stk

Total liabilities and étockholders’ equity : 731,145,

See accompanying notes to financial statements.




LUPIN PHARMACEUTICALS, INC.
STATEMENT OF OPERATIONS E : '

Year Ended
March 31, 2017

9
Service and other revenues - 53,191,788

Cost of revenues . o : . . 1,171,059,253

gation related contingencies 10,000,000

93

1nterest income, net 16,524
[ 9,968
Income from operations before income tax 21,670,109 ,
] 8
Net income ‘ $ 13,568,891

See accompanying notes to financial statements.




 LUPIN PHARMACEUTICALS, INC.
STATEMENT OF CHANGES IN STOCKHOLDERS’ EQUITY

Common Stoc_k, $0.001 " Additional Total
Par Value Paid-in Retained Stockholders’
Shares Amount Capital Earnings : Equity

) )0,000)
palance at March 31, 2017 ' 1,000 $ 1% 9,999,999 § 17,322,849  § 27,322,849 -

See accompanying notes to financial statements.
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LUPIN PHARMACEUTICALS, INC.
STATEMENT OF CASH FLOWS

Year Ended
March 31,2017 -

9
2,056,672

" See accompanying notes to financial statements.




LUPIN PHARMACEUTICALS, INC.
NOTES TO FINANCIAL STATEMENTS
- MARCH 31,2017

Organization and Description of the Business

Lupin Pharmaceuticals, Inc. (the Company) was incorporated in the United States of America under the Laws of the State of
irgzinia on June 30, 2003 as a Maryland corporation and converted to a Delaware corporation on March 8, 2016. The Company is a
wnsohdated subsidiary of Lupin Inc. (LI), who is wholly owned by Lupin Atlantis Holdings SA (LAHSA), who is wholly owned by
§iupin Limited (LL), the Company’s ultimate parent company. The Company s core business as a linijted risk distributor is to.trade in
§oharmaceutical products and to render marketing and ancillary services related thereto.

Summary of Significant Accounting Policies
asis of Presentation

The accompanying financial statements have been prepared in conformity with accounting principles generally accepted in
e United States of America (GAAP). Any reference in these notes to applicable guidance is meant to refer to GAAP as found in the
ccounting Standards Codification (ASC) and Accountmg Standards Update (ASU) of the Financial Accounting Standards Board
ASB).

fse of Estimates

Management considers many factors in developing the estimates and assumptions that are used in the preparation of these
ifinancial statements. Management must apply significant judgment in this process. In addition, other factors may affect estimates,
dgncluding expected business and operational changes, sensitivity and volatility associated with the assumptions used in developing
estimates, and whether historical trends are expected to be representative of future trends. The estimation process often may yield a
fange of potentially reasonable estimates of the ultimate future outcomes and management must select an amount that falls within that

nge of reasonable estimates. This process may result in actual results differing materially from those estimated amounts used in the
»ﬁpreparatlon of the financial statements if these results differ from historical experience, or other assumptions do not turn out to be
isubstantxally accurate, even if such assumptions are reasonable when made.

g[{evenue Recognition
Product revenues

Our net product sales consist of revenues from sales of our pharmaceutical products, less estimates for chargebacks, rebates,
Zales incentives and allowances, certain royalties, distribution service fees, returns and allowances as well as fees for services. We
fecognize revenue for product sales when title and risk of loss has passed to the customer, which is typically upon delivery to the
wstomer, when estimated provisions for revenue reserves are reasonably determinable, and when collectability is reasonably
tonfirmed. Revenue from the Jaunch of a new or significantly unique product, for which we are unable to develop the requisite
fistorical data on which to base estimates of returns and allowances due to the uniqueness of the therapeutic area or delivery
:flechnology as compared to other products in our portfolio and in the industry, may be deferred until such time that an estimate can be
!determmed all of the conditioris above are met and when the product has achieved market acceptance, which is typically based on
llispensed prescription data and other information obtained prior to and during the period following launch.

Service and other revenues

Product royalties received from third-party collaboratlon partners and licensees of our products and patents are recorded as
Jart of total revenues. Royalties are recognized as earned in accordance with the contract terms when royalties from third parties can
j‘ae reasonably estimated and collectability is reasonably assured. If royalties cannot be reasonably estimated or collectability of a
‘pyalty amount is not reasonably assured, royalties are recognized as revenue when the cash is received.

Receivables, net

Trade accounts receivable are recorded at the invoiced amount net of certain chargebacks, sales incentives and allowances,
md do not bear interest.

.Cash and Cash Equivalents

Cash and cash equivalents consist of all highly liquid investments with original maturities of three months or less.

AR DhE Bt s 2wt




LUPIN PHARMACEUTICALS, INC.
NOTES TO FINANCIAL STATEMENTS
MARCH 31,2017

ﬁtt ycompany and Intracompany Receivables and Payables

Intercompany receivables and payables represent balances due to and due from related parties which are outside of the United
Haatess. Intracompany receivables and payables represent balances due to and due from related parties which are within the United

aventories, net’

Inventories, net are valued at the lower of cost or market. The cost of all inventories is determined using a weighted average
sosting method. Inventories consist of currently marketed products, as well as certain inventories produced in preparatlon for product
aunches that are considered to have a high probablllty of regulatory approval.

:ropel'ty, Plant and Equipment

Property, plant and equipment are deprec1ated usmg the straight-line method over the estimated useful lives of the assets, _
Awhich are generally two to ten years. Maintenance and repairs are expensed as incurred. Upon disposal, retirement, or sale, the related
,_ cost and accumulated depreciation is removed from the accounts and any resulting gain or loss is included in the results of operatlons

“ther Income
Other i mcome is comprised of related paﬁy bllhngs for management fees and commission inconie for the sale of product from
joutsidle contracts.

9

r.glucome Taxes

Income taxes are recorded in accordance with ASC Topic 740, Income Taxes (ASC 740), which provides for deferred taxes
wing an asset and liability approach. The Company recognizes deferred tax assets and liabilities for the expected future tax
Zonsequences of events that have been included in the financial statements or tax returns. Deferred tax assets and liabilities are
ietermined based on the differences between the financial statement and tax bases of assets and liabilities using enacted tax rates in
Hffect for the year in which the differences are expected to reverse. Valuation allowances are provided, if based upon the weight of
fyailable evidence, it is more likely than not that some or all of the deferred tax assets will not be realized.

The Company accounts fer uncertain tax positions in accordance with the provisions of ASC 740, When uncertain tax

* fositions exist, the Company recognizes the tax benefit of tax positions to the extent that the benefit will more likely than not be

»_;real ized. The determination as to whether the tax benefit will more likely than not be realized is based upon the technical merits of the
I position as well as consideration of the available facts and circumstances.

Jegal Contingencies

\ The Company records accruals for contingencies as costs expected to be incurred in connection with a loss contingency when
3is probable that a liability has been incurred and the amount can be reasonably estimated. :

Loncentration of Credit Risk

; Financial instruments that potentially subject the Company to a concentration of credit risk consist of cash and cash
Auivalents and accounts receivable. The Company’s cash and cash equivalents are held by two financial institutions and the amounts
on deposit were in excess of Federal Deposit Insurance Company insurance limits. The Company mitigates this risk by depositing its
mmsured cash in major well capitalized financial institutions. Concentrations of credit risk with respect to accounts receivable are
dmited due to the number of customers, all of whom are creditworthy customers representing the FORTUNE 500. The Company
ienves the majority of our revenue from sales to US-based supply chain distributors, pharmacies, etc. We currently have the following
vompames that represent more than ten percent of revénue and accounts receivable as of March 31, 2017: AmerlsourceBergen Health
orp, Mckesson Financial Center, CVS and Cardinal Health

gy

cent Accounting Pronouncements

PRSI -,» it

In May 2014, the FASB issued ASU 2014-09, Revenue from Contracts with Customers (Topic 606). The new standard
¥places existing guidance on revenue recognition, including most industry specific guidance, with a five step model for recognizing
#d measuring revenue from contracts with customers. The objective of the new standard is to provide a singie, comprehensive
evenue recognition model for all contracts with customers to-improve comparability within industries, across industries and across
‘apltal markets. The underlying principle is that an entity will recognize revenue to depict the transfer of goods or services to
mstomers at an amount that the entity expects to be entitled to in exchange for those goods or services. The guidance also requires a




" LUPIN PHARMACEUTICALS, INC.
NOTES TO FINANCIAL STATEMENTS
MARCH 31, 2017

m ber of disclosures regarding the nature, amount, timing and uncertainty of revenue and the related cash flows. The guidance can
agoplied retrospectively to each prior reporting period presented (full retrospective method) or retrospectively with a cumulative
fecct adjustment to retained earnings for initial application of the guidance at the date of initial adoption (modified retrospective
gttrod). The Company is currently assessing the impacts this guidance may have on their financial statements and disclosures as well
gsthe transition method that they will use to adopt the guidance. In August 2015, the FASB issued an amendment to provide a one

~§ car deferral of the effective date to annual reporting periods beginning on or after December 15, 2018, as well as an option to early

o gadOPt the standard for annual periods beginning on or after December 15, 2016. The Company does not plan to early adopt the
: ’45tandard :

In July 2015, the FASB issued ASU 2015-11, Javentory (Topic 330): Simplifying of the Measurement of Inventory. The
gstandard requires inventory to be measured at the lower of cost or net realizable value. The new guidance defines net realizable value
ips the estimated selling price in the ordinary course of business, less reasonably predictable costs of completxon disposal and

g(fansponatmn This definition is consistent with existing authoritative guidance. Current guidance requires inventory to be measured at -

fhe lower of cost or market where market could be replacement cost, net realizable value or net realizable value less an approximately
#orme 2l profit margin. The guidance is effective for periods beginning after December 15, 2016 with, early adoption permitted. The

fuidance is required to be applied prospectively. The Company is cunently evaluating the impact that the standard will have on the
Company’s fi nancial statements and related disclosures.

; In February 2016, the FASB issued ASU No. 2016-02, Leases (Topic 842) (ASU 2016-02), which requires lessees to
?}rccognize assets and liabilities for the rights and obligations created by most 1&ases on their balance sheet. The guidance is effective
Yfor fiscal years beginning after December 15, 2019, including interim periods within those fiscal years beginning after December 15,
12020. Early application is permitted. ASU 2016-02 requires modified retrospective adoption for all leases existing at, or entered into
&fter, the date of initial application, with an option to use certain transition relief. The Company is currently evaluating the impact the
standard may have on the Company’s financial statements and related disclosures.

In August 2016, the FASB issued ASU No. 2016-15, Statement of Cash Flows (Topic 230): Classification of Certain Cash
Receipts and Cash Payments (ASU 2016-15), which amended the existing accounting standards for the statement of cash flows by
roviding guidance on eight classification issues related to the statement of cash flows. ASU 2016-15 will be effective in fiscal years
heginning after December 15, 2017, including interim periods within those fiscal years, and early adoption is permitted. The
imendments should be applied retrospectively to all periods presented. For issues that are impracticable to apply retrospectively, the
amendments may be applied prospectively as of the earliest date practicable. The Company is currently in the process of assessmg the
lmpac't of ASU 2016-15 on the Company’s financial statements and related disclosures.

Note 3. Accounts Receivable, net

The composition of accounts receivable, net is as follows:

. ’ March 31,2017
Gross accounts receivable s 699,743,494

(77,498,117)

Accounts receivable, net $ 446,193,976




. LUPIN PHARMA CEUTICALS, INC.
NOTES TO FINANCIAL STATEMENTS
MARCH 31,2017

Note 4. Inventories, net

Inventories consist of:

March 31, 2017

Note 5. Property, Plant and Equipment, net
Property, plant and equipment, net consists of the following:

March 31, 2017

Depreciation expense was $1,613,071 for the year ended March 31, 2017.

Note 6. Accrued Expenses

J Accrued expenses consist of the following:

Bonus and incentives

3,878,064

Partner payouts

Payroll and benefits. 833,777

Note 7. Commitments and Contingencies

Operating Leases

_‘ The Company leases office premises and vehicles which are classified as operating leases. Rent expense under operating
kases for the year ended March 31, 2017 was $1,709,067. Rent expense is recorded in selling, general and administrative expense on
he statement of operations. : : :

-

Future minimum lease payments as of March 31, 2017 are as follows:




LUPIN PHARMACEUTICALS, INC.'
NOTES TO FINANCIAL STATEMENTS
MARCH 31, 2017

Leg al Proceedings

The Texas Attorney General’s ofﬁce served the Company with several Civil Investigative Demands beginning May 29, 2012
and continuing through 2016, The State of Texas filed a lawsuit against the Company, LL, LI and certain executives on June 14, 2016
% (the “Original Lawsuit) alleging violations of the Texas Medicaid Fraud Prevention Act (TMFPA). Texas voluntarily dismissed the
Origginal Lawsuit on November 29, 2016. On December 2, 2016, a substantially similar lawsuit (the “Current Lawsuit) was filed by a
private party, and Texas intervened as an additional plaintiff in the Current Lawsuit. The Current Lawsuit is titled State of Texas ex rel
T Express Med Pharmaceuticals vs. Lupin Pharmaceuticals, Lupin Ltd., Lupin Inc., Vinita Gupta and Robert Hoffman. On April 11,
2017, LL and LI filed a motion to dismiss based on lack of personal jurisdiction and the other defendants filed a general denial. A

i Third Amended Petition filed on April 12, 2017 added Gavis Pharmaceuticals, LLC as an additional defendant.

There are no active settlement discussions, and there are no open offers from either party. Texas’ original demand to Lupin
Jwas $165,000,000. Their last counteroffer, on June 7, 2016 was a demand of $81,000,000 in response to Lupin’s June 6, 2016 offer to
pay $10,000,000. A formal settlement conference was held September 20, 2016 and neither party revised their previous positions. On
May 17,2017, the Company received Texas’ Responses to Defendants’ Request for Disclosure. In the section for Amount and
Methrod of Calculating Remedies, Texas stated that it is entitled to recover the entire amount that it spent reimbursing Texas
pharimacies for the identified drugs in the amount of $214,000,000. The Company has a $10,000,000 reserve established for the claim.

‘INote 8. Income Taxes

; i [ 1 t ¥

The Company’s income before income taxes was $21,670,109 for the twelve months ended March 31, 2017, and was
generated entirely in the United States.

Income tax expense consists of:

For the Year Ended
March 31, 2017

U.S. federal $ 18 529’05.,42.:

Total current provision 19,965,499'

Income tax expense dlﬁ”ered from the amounts computed by applying the U. S federal income tax rate of 35% to pretax income
as a result of the following:

For the Year Ended
March 31,2017

Statutory tax rate 35 %

. state tax provision

Increase (decrease) in income

101,218

ncome tax expense

Deferred taxes are recognized for temporary dxfferences between the basis of assets and liabilities for financial statement and

lscome tax purposes. The significant components of the Company’s deferred tax assets are related to accounts receivable (prmcmallv
{ue to returns and allowances, as well as price protection adjustmenis), and litigation reserve. The temporary differences that give rise




LUPIN PHARMACEUTICALS, INC.
NOTES TO FINANCIAL STATEMENTS
MARCH 31, 2017

: 1o si gnificant portions of the deferred tax liabilities at March 31, 2017 are related to leasehold improvements and equipment
$(prircipally due to differences in depreciation), as well as prepaid expenses. '

The Company has evaluated the positive and negative evidence bearing upon the realizability. of its deferred tax assets. Based
"on thhe Company’s history of taxable income since inception, the Company has concluded that it is more likely than not that the benefit
3ofits deferred tax assets will be realized. Accordingly, the Company has not placed any valuation allowance on its'deferred tax assets,

_ The tax effects of temporary differences that give rise to significant portions of the deferred tax assets and liabilities consists
“sof: ' . '

March 31,2017

11,282,982

‘The Company files income tax returns in the United States and various state jurisdictions. The federal and state income tax
‘returns are generally subject to tax examinations for the tax year énded March 31, 2014 and succeeding tax years. To the extent the
-Company has tax attribute carryforwards, the tax years in which the attribute was generated may still be adjusted upon examination by
:the Internal Revenue Service or state tax authorities to the extent utilized in a future period.

Note 9. Related Party Transactions

The Company enters into transactions with related parties. Related parties are:

Companies where control exists:
- LL (Ultimate Parent Company)
- LAHSA (Parent Company)
- LI (Direct Parent Company)
Other related parties having transactions with the Company’s fellow subsidiaries:
~ - Lupin GmbH (GmbH) '
- Lupin (Europe) Limited )
- Gavis Pharmaceuticals, LLC (Gavis)
- Novel Laboratories, Inc, (Novel)
- Lupin Pharma Canada Limited (Canada)
- Hormosan Pharma GmbH ’
~ - Lupin Latam, Inc. (Latam)

Transactions, which take place at an arm’s length, between entities range from clinical service charges, capital contributions,
dividend payments, expense reimbursement, guarantee fees, management fees, research services, short term borrowings and tax

sharing.

11
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LUPIN PHARMACEUTICALS, INC.
NOTES TO FINANCIAL STATEMENTS
MARCH 31, 2017

The following représents related party sales:

Year Ended

Salés 16 LL 7
Sales to LAHSA

Year Ended
ch 31,2017

¥

O S AV

) ‘ Due from Gavis
; D :
Intracompany receivables _ $ 20,994,091

1,201

e A g

mb 3,
Intercompany payables . o . ‘ T $ - 480,960,480

ch 31, 201

:Note 10. Employee Benefit Plan
The Company maintains a 401(k) plan pursuant to which employees may make contributions which are not to exceed

statutory limits. Employer matching contributions are equal to 100% of the first 3%, and 50% of the second 3% of employee
tontributions. For the year ended March 31, 2017, the Company made matching contributions of $857,898.

12
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LUPIN PHARMACEUTICALS, INC.
NOTES TO FINANCIAL STATEMENTS
-MARCH 31,2017

1 Note 11. Gavis Acquisition

During the year ended March 31, 2016, the Company entered into a loan agreement for $35, 000,000 with a commercial bank,

which was subsequently repaid during the year ended March 31, 2017.

INote 12. Subsequent Events

The Company evaluates events or transactions that occur after the balance sheet date but prior to the issuance of financial
statexnents and concluded that no subsequent events have occurred through May 18, 2017 that require adjustment to or disclosure in
the Company’s fi nancial statements.

13
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