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Directors’ Report

The Directors are pleased to present the accounts of the company for the half
year ended December 31, 2015.

Business Review

Planned activities to realigned product portfolio have been accomplished
successfully. Water availability was disturbed occasionally. If there is no rains
in recent period the Company will have to buy water from Karachi which is very
expensive affair.

Sales in terms of value was almost equal to last year. There was slight
improvement in gross profit rate from 8.7%, last year in the same period to
9.3% in the period under review.

Selling and distribution expenses were under control however, administrative
and general expenses increased by 15.8% in this period compared to last year
due to inflation and other general expenses. Operating loss has increased to
Rs. 94.3 million due to low gross profit. However, financial cost has reduced
from Rs. 55.6 million last year to Rs. 35.1 million in current period. The overall
profitability has hampered due to the afore-said reasons.

Future Outlook

The Company is struggling to come out of troubles and we are optimistic that
the current problems will be solved with the determination and goals set by the
management. We look forward and hope that the regulators will realize the
situation and our pending registration applications for new products and hardship
cases submitted for 1000 mL will be considered favorably. There is firm
commitment from our headquarters to support your Company for which the
management is always thankful.

On behalf of the Board

Hanif Sattar
Chief Executive Officer

Karachi

Dated: February 16, 2016
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INDEPENDENT AUDITORS’ REPORT TO THE MEMBERS ON REVIEW OF
CONDENSED INTERIM FINANCIAL INFORMATION

Introduction

We have reviewed the accompanying condensed interim balance sheet of Otsuka Pakistan
Limited as at December 31, 2015 and the related condensed interim profit and loss account,
condensed interim statement of comprehensive income, condensed interim cash flow statement
and condensed interim statement of changes in equity together with the notes forming part thereof
(here-in-after referred to as ‘the d | interim fi ial information”) for the half year then
ended. The management is responsible for the preparation and presentation of this condensed
interim financial information in accordance with approved accounting standards as applicable in
Pakistan for interim financial reporting. Our responsibility is to express a conclusion on this

d d interim fi ial information based on our review. The figures of the condensed interim
profit and loss account and condensed interim statement of comprehensive income for the quarters
ended December 31, 2015 and December 31, 2014 have not been reviewed as we are required to
review only the cumulative figures for the half year ended December 31, 2015.

Scope of Review

We conducted our review in accordance with the International Standard on Review Engagements
2410, "Review of Interim Financial Information Performed by the Independent Auditor of the
Entity". A review of interim financial information consists of making inquiries, primarily of persons
responsible for financial and accounting matters, and applying analytical and other review
procedures. A review is substantially less in scope than an audit conducted in accordance with
International Standards on Auditing and consequently does not enable us to obtain assurance that
we would become aware of all significant matters that might be identified in an audit. Accordingly,
we do not express an audit opinion.

Conclusion
Based on our review, nothing has come to our attention that causes us to believe that the
accompanying condensed interim financial information as of and for the half vear ended

December 31, 2015 is not prepared, in all material respects, in accordance with approved
accounting standards as applicable in Pakistan for interim financial reporting.

# VS@?% &

Chartered Acfountants

Eng, t Partner: N Ahbas Sheikh
Dated: February 25, 2016
Karachi

A. F. FERG, N & 00, Chartered Accountants, a member firm of the PwC network
State Life Building No. 1-C, LI Chundrigar Road, P.0O. Box 4716, Karachi-7qo00, Pakistan
Tel: +o2 (21) 32426682-6/32426711-5; Fux: +02 (21) 32415007/32427938/32424740; <www.pec.com/pk=
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CONDENSED INTERIM BALANCE SHEET
AS AT DECEMBER 31, 2015

(Unaudited) (Audited)
December 31, June 30,
Note 2015 2015
-----Rupees in '000-----
ASSETS

Non-current assets

Property, plant and equipment 631,259

Long-term loans - considered good C 5,300

Long-term deposits 1,288

Deferred tfax asset - net 117,642
766,594 755,489

Current assets
Stores and spares 50,877 53,314
Stock-in-trade - net 501,881 487,680
Trade debts - unsecured - net 117,078 94,539
Loans and advances - considered good 13,895 13,532
Trade deposits, short-term prepayments and other receivables 12,101 13,374
Taxation - net 166,807
Bank balances 8,644
871,483

Total assets 1,638,077 1,562,659

EQUITY AND LIABILITIES
EQUITY

Share capital
Authorised share capital
20,000,000 (June 30, 2015: 20,000,000) ordinary shares of Rs 10 each 200,000 200,000

Issued, subscribed and paid-up share capital

11,000,000 (June 30, 2015: 11,000,000) ordinary shares of Rs 10 each 110,000 110,000
Revenue reserves (49,993) 31,814
Shareholders' equity 60,007 141,914

LIABILITIES

Non-current liabilities
Long-term finance - secured 54,166 108,333

Current liabilities
Short-term loan from a related party - unsecured 530,448 333,520
Trade and other payables 265,479 278,199
Current maturity of long-term finance - secured 108,334
Short-term running finance - secured 565,323
Mark-up accrued 27,038
1,523,804 1,312,412
Total equity and liabilities 1,638,077 1,562,659

CONTINGENCIES AND COMMITMENTS

The annexed nates 1 1o 18 form an integral part of this condensed interim financial information.

Agee=T hou At
Hanif Sattar Mehtabuddin Feroz
Chief Executive Officer Director
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CONDENSED INTERIM PROFIT AND LOSS ACCOUNT (UN-AUDITED)
FOR THE HALF YEAR AND QUARTER ENDED DECEMBER 31, 2015

Half year ended Quarter ended
December 31, December 31,
2015 2014 2015 2014
-—- Rupees in '000 —-— ——- Rupees in '000 ——

Net sales 634,672 640,308 289,765 266,976
Cost of sales (575,793) (584,380) (265,562) (233,115)
Gross profit 58,879 55,928 24,203 33,861
Selling and distribution expenses (81,151) (84,032) (42,045) {42,695)
Administrative and general expenses (37,562) (32,440) (18,784) (17,855)
(59,834) {60,544) (36,626) (26,6889)
Other income 10,428 33,641 3,341 23,413
(49,408) {26,803) (33,285) (3,276)
Other expenses (44,882) (14,061) (38,713) (10,344)
Operating loss (94,288) {40,964) {69,998) (13,620)
Finance cost (35,116) (55,670) (17,128) (28,611)
Loss for the period before taxation (129,404) (96.634) (87,126) (42,231)
Taxation - net 49,672 35,156 53117 40,725
Loss for the period after taxation (79,732) (61,478) (34,009) (1,508)

"
Rup

Loss per share - basic and diluted (5.59) (3.09)

The annexed notes 1 to 18 form an integral part of this condensed interim financial information,

AT }Z’}W{t@v@l
Hanif Sattar Mehtabuddin Feroz
Chief Executive Officer Director
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CONDENSED INTERIM STATEMENT OF COMPREHENSIVE INCOME (UN-AUDITED)
FOR THE HALF YEAR AND QUARTER ENDED DECEMBER 31, 2015

Half year ended Quarter ended
December 31, December 31,
2015 2014 2015 2014
----- Rupees in "000 ----- ----- Rupees in '000 -----

Loss for the period after taxation (79,732) (61,478) (34,009) (1,506)
Other comprehensive income:

Items that will not be reclassified to profit or loss
Remeasurements of defined benefit plan (3,199) {2,232)] (3,189) (2,232)
Deferred tax on remeasurements of defined
benefit plan 1,024 781 1,024 781
(2,175) (1,451) (2,175) (1,451)

Total comprehensive loss for the period (81,907) (62,929) {36,184} (2,957

The annexed notes 1 to 18 form an integral part of this condensed interim financial information.

_Adee=T %@W(—Lﬁ&\%_
Hanif Sattar Mehtabuddin Feroz
Chief Executive Officer Director
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CONDENSED INTERIM CASH FLOW STATEMENT (UN-AUDITED)
FOR THE HALF YEAR ENDED DECEMBER 31, 2015
Half year ended
December 31,
2015 2014
CASH FLOWS FROM OPERATING ACTIVITIES ----- Rupees in ‘000 -----

Loss for the period before taxation (129,404) (96,634)

Adjustment for non-cash charges and other items:

Depreciation 53,312 55,226
Gain on disposal of property, plant and equipment (786) (1,577)
Provision / (reversal of provision) for slow moving and obsolete

stock-in-trade - net 13,648 (6,415)
(Reversal of provision) / provision for stents - net 3 7417
Impairment of trade debts - net 774
Mark-up on finances = 55,670

14,461

Working capital changes
(Increase) / decrease in current assets
Stores and spares 2,337 (3,970)
Stock-in-trade (26,247) (87,215)
Trade debts - unsecured (24,167) 51,822
Loans and advances (363)
Trade deposits, short-term prepayments and other receivables 1,273
(47,167)

Increase / (decrease} in current liabilities
Trade and other payables (25,919)
(73,086)

Cash used in operations (101,174) (43,282)

Interest paid (42,249) (56,313)
Taxes paid (31,094) (33,755)
Increase in long-term deposits - (5)
Decrease in long-term loans 410 317
Net cash used in operating activities (174,107) {133,038)

CASH FLOWS FROM INVESTING ACTIVITIES

Fixed capital expenditure (12,032) (14,538)
Proceeds from disposal of property, plant and equipment 3,352 2,804
Net cash used in investing activities (8,680) (11,734)

CASH FLOWS FROM FINANCING ACTIVITIES

Long-term finance paid (54,167) (54,167)
Short-term loan from a related party 196,928 53,040
Net cash generated from / (used in) financing activities 142,761 (1,127)

Net decrease in cash and cash equivalents (40,026) (145,839)
Cash and cash equivalents at the beginning of the period (561,070) {553,779)

Cash and cash equivalents at the end of the period (601,096) {699,678)

The annexed notes 1 to 18 form an integral part of this condensed interim financial information.

Hanif Sattar Mehtabuddin Feroz
Chief Executive Officer Director
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CONDENSED INTERIM STATEMENT OF CHANGES IN EQUITY (UN-AUDITED)
FOR THE HALF YEAR ENDED DECEMBER 31, 2015

Issued,
subscribed
and paid-up

capital

Revenue reserves

General
reserve

Accumulated

losses

Sub-total

Balance as at July 1, 2014 110,000

Total comprehensive loss for the half year
ended December 31, 2014 a

367,500

in 000

(187,380)

(62,929)

180,110

(62,929)

280,110

(62.929)

Balance as at December 31, 2014 110.000

367.500

(250,319)

117,181

227.181

Balance as at July 1, 2015 110,000

Total comprehensive loss for the half year
ended December 31, 2015 -

367,500

(335,586)

(81,907)

31,914

(81,807)

141,914

(81,907)

Balance as at December 31, 2015 110,000

367,500

{417.493)

(49,893)

60,007

The annexed notes 1 to 18 form an integral part of this condensed interim financial information.

Hanif Sattar
Chief Executive Officer

)Z]%f(i G
Mehtabuddin Feroz
Director
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NOTES TO AND FORMING PART OF THE CONDENSED INTERIM FINANCIAL STATEMENTS (UN-AUDITED)
FOR THE HALF YEAR ENDED DECEMBER 31, 2015

LEGAL STATUS AND NATURE OF BUSINESS

The Company is incorporated in Pakistan as a public limited company and is listed on the
Pakistan Stock Exchange Limited. The address of its registered office is 30-B, S.M.C.H. Society,
Karachi, Pakistan. It is engaged in the manufacturing, marketing and distribution of intravenous
(IV) infusions and trading in pharmaceutical products, nutritional foods and medical equipment.
The Company is an indirect subsidiary of Otsuka Pharmaceutical Company Limited, Japan.

As at December 31, 2015, the current liabilities of the Company exceeded its current assets
by Rs 652.421 million mainly due to loans obtained by the Company from a group company
and banks for financing the Balancing, Modernisation and Replacement (BMR) of its IV
production line which concluded during the year ended June 30, 2014 and for mesting its
working capital requirements. During the half year ended December 31, 2015, the Company
has incurred a loss before taxation of Rs 129.404 million mainly due to low gross margin as
a result of lack of viable pricing policy / strict control over prices of its pharmaceutical products.
The management believes that in the absence of a formal price adjustment the Company will
continue to face difficulties in future.

The management of the Company has identified factors that might extenuate the financial
performance of the Company in future. Post the BMR phase, the management has also
prepared a formal five years business plan of the Company based on which it strongly believes
that the Company will be able to meet all its current and future liabilities and that there are no
imminent business and cash flow risk. The business plan features a consistent but gradual
increase in the gross profit margin of the Company post price increase on its products (as
more fully discussed in note 16 to the condensed interim financial information), strict control
over expenses, reduction in finance cost as a result of repayment of certain loans, attainment
of greater sales volume through more robust sales promotion and change in product mix. The
management believes that after the implementation of initiatives stated in the five years business
plan the Company will have positive results in future year enabling it to set-off the losses
incurred in the prior years.

BASIS OF PREPARATION
Statement of compliance

This condensed interim financial information has been prepared in accordance with approved
accounting standards as applicable in Pakistan for interim financial reporting. The approved
accounting standards comprise of such International Financial Reporting Standards (IFRSs)
issued by the International Accounting Standards Board as are notified under the Companies
Ordinance, 1984, the requirements of the Companies Ordinance, 1984 and the directives
issued by the Securities and Exchange Commission of Pakistan (SECP}. Wherever the
requirements of the Companies Ordinance, 1984 or the directives issued by the SECP differ
with the requirements of IFRSs, the requirements of the Companies Ordinance, 1984 or the
directives issued by the SECP prevail.

The disclosures made in this condensed interim financial information have, however, been
limited based on the requirements of International Accounting Standard 34: 'Interim Financial
Reporting'. This condensed interim financial information does not include all the information
and disclosures which are required in a full set of financial statements and should be read in
conjunction with the annual published audited financial statements of the Company for the
year ended June 30, 2015.

This condensed interim financial information is unaudited. However, a review has been

performed by the external auditors in accordance with the requirements of the Code of Corporate
Governance.

(9]
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Accounting convention

This condensed interim financial information has been prepared under the historical cost
convention except that obligations in respect of certain staff retirement benefits are carried at
present value of defined benefit obligation less fair value of plan assets and stock-in-trade is
carried at the lower of cost and net realisable value.

ACCOUNTING POLICIES, SIGNIFICANT ESTIMATES, JUDGMENTS AND ASSOCIATED
ASSUMPTIONS

The accounting policies applied for the preparation of this condensed interim financial information
are the same as those applied in the preparation of the annual published audited financial
statements of the Company for the year ended June 30, 2015. Certain standards, interpretations
and amendments to published approved accounting standards are effective in the current
period which have been disclosed in note 3.4,

The preparation of this condensed interim financial information in conformity with the approved
accounting standards requires the management to make estimates, judgments and assumptions
that affect the reported amounts of assets and liabilities, income and expenses. It also requires
the management to exercise judgment in the application of the accounting policies of the
Company. The estimates, judgments and associated assumptions are based on historical
experience and various other factors that are believed to be reasonable under the circumstances.
These estimates and assumptions are reviewed on an ongoing basis. Revisions to accounting
estimates are recognised in the period in which the estimate is revised if the revision affects
only that period, or in the period of revision and future years if the revision affects both current
and future period.

The significant estimates, judgments and assumptions made by management in applying the
accounting policies and the key sources of estimation of uncertainty were the same as those
that were applied to the financial statements of the Company as at and for the year ended
June 30, 2015.

The financial risk management objectives and policies are consistent with those disclosed in
the annual published audited financial statements of the Company for the year ended June
30, 2015.

Standards, interpretations and amendments to published approved accounting standards
that are effective in the current period.

IFRS 13 'Fair Value Measurement' - effective for annual periods beginning on or after January
1, 2015. The standard establishes a single framework for measuring fair value and making
disclosures about fair value measurements when such measurements are required or permitted
by other IFRSs. It unifies the definition of fair value as the price that would be received to sell
an assel or paid to transfer a liability in an orderly transaction between market participants at
the measurement date. It replaces and expands the disclosure requirements about fair value
measurements in other IFRSs, including IFRS 7 'Financial Instruments: Disclosures'. As a
result the Company has included an additional disclosure in this regard in note 14 to the
condensed interim financial information. Notwithstanding the above, the change had no
significant impacts on the measurements of the Company's assets and liabilities.

There are certain other amendments to approved accounting standards that have been
published and are mandatory for the Company's accounting period beginning on or after July
1, 2015 but are expected to have no significant effect on this condensed interim financial
information and are, therefore, not detailed in these condensed interim financial information.
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New and amended standards and interpretations that are not yet effective.

IFRS 15, "Revenue from contracts with customers" deals with revenue recognition and
establishes principles for reporting useful information to the users of financial statements about
the nature, amount, timing and uncertainty of revenue and cash flows arising from an entity’s
contracts with customers. Revenue is recognised when a customer obtains control of a good
or service and, thus, has the ability to direct the use and obtain the benefits from the goods
or services. The standard replaces IAS 18 "Revenue" and IAS 11 "Construction contracts” and
related interpretations. The standard is effective for annual periods beginning on or after 1
January 2017 and earlier application is permitted. The management is in the process of
assessing the impact of this IFRS on the financial statements of the Company.

(Unaudited)  (Audited)
December June
31, 2015 30, 2015
PROPERTY, PLANT AND EQUIPMENT -----Rupees in '000-----

Operating fixed assets i 567,093 617,307
Capital work-in-progress : 20,320 13,952
587,413 631,259

The following additions to and disposals of operating fixed assets have been made during the period:

------ —-— Half year ended D ber 31, 2015

Building on Plantand Furniture,
leasehold fixtures and Vehicles Total
machinery =
land equipment

e SRRSO ==

Additions 280 3,219 364 1,801 5,664

Disposals:
Cost 39 23,407 317 3,112 | 26,875
Accumulated depreciation (22,424) (316) (1,530) (24,309}

983 1 1,682 2,566

---—-—---- Half year ended December 31, 2014 ---—-—-—

Building on Plant and Furniture,
leasehold fixtures and Vehicles Total
machinery .
equipment

Additions

Disposals:
Cost 3,289 | | 3,289
Accumulated depreciation (2,062) (2,082)

1,227 1,227

(Unaudited)  (Audited)
December June
31, 2015 30, 2015

Capital work-in-progress --——-Rupees in '000--—-

Stores and spares held for capital expenditure 9,269 9,137
Others 11,051 4,815

20,320 13,952

@
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DEFERRED TAX ASSET - NET

The Company has an aggregate amount of Rs 616.279 million (June 30, 2015: Rs 519.482
million) in respect of tax losses as at December 31, 2015. The management carries out periodic
assessment to assess the benefit of these losses as the Company would be able to carry
forward and set off these losses against the profits earned in future years. Based on this
assessment the management has recognised a deferred tax debit balance on unused tax
losses amounting to Rs 197.209 million (June 30, 2015: Rs 156.859 million) including on
unabsorbed tax depreciation of Rs 89.004 million (June 30, 2015: Rs 83.26 million). The
deferred tax debit balance represents the management’s best estimate of probable benefit
expected to be realised in future years in the form of reduced tax liability as the Company
would be able to set off the profit earned in these years against losses carried forward from
prior years. The amount of this benefit has been determined based on a business plan of the
Company for the next five years. The business plan involves certain key assumptions underlying
the estimation of future taxable profits estimated in the plan. The determination of future taxable
profit is most sensitive to certain key assumptions such as product pricing, future price increase
of the Company’s products, cost to income ratio, exchange and inflation rates, cost of material,
supply arrangements, product mix, plant operations and its related maximum capacity utilisation,
sales forecast and certain cost rationalisation measures expected to be achieved during the
next five years. Any significant change in the aforementioned key assumptions may have an
effect on the realisibility of the deferred tax asset. The management believes that it is probable
that the Company will be able to achieve the profits projected in the business plan and
consequently the deferred tax asset recognised will be realised in future years.

(Unaudited)  (Audited)
December June
31, 2015 30, 2015
LONG-TERM FINANCE - SECURED Note ===e=-Rupees in '000---===

From banking company

Long-term finance utilised under mark-up arrangements 6.1 162,500 216,667

Less: Current maturity (108,334) (108.334)
54,166 108,333

The long-term finance facility amounting in aggregate to Rs 162.500 million (June 30, 2015:
Rs 216.667 million) was availed from Bank of Tokyo-Mitsubishi UFJ, Limited (Pakistan branch)
to finance the Balancing, Modernisation and Replacement (BMR) project of the Company. The
facility was drawn down by the Company on January 30, 2013 and is to be fully repaid by
January 2, 2017. Mark-up and principal amounts are repayable in equal semi-annual installments
with the first three installments being repaid on July 2, 2014, January 2, 2015 and July 2, 2015,
Mark-up is charged at the rate of 6 months KIBOR + 1.75% (June 30, 2015: KIBOR + 1.75%)
per annum on the outstanding balance of the facility. The facility is secured by first pari-passu
hypothecation and / or first equitable mortgage charge on all of the Company’s present and
future fixed assets including but not limited to land, building, plant and machinery, equipment,
furniture and fixtures, etc.

(Unaudited) (Audited)
December June
31, 2015 30, 2015
SHORT-TERM LOAN FROM A RELATED PARTY - UNSECURED Note  —-—Rupees in '000——

Loan from Otsuka Pharmaceutical Factory, Inc. 7 530,448 333,520
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This represents a foreign currency denominated loan obtained in two tranches of JPY 75 million
each drawn down on June 16, 2014 and December 26, 2014, three tranches of JPY 125 million
each drawn down on February 26, 2015, April 27, 2015 and July 27, 2015 and one tranche
of JPY 84.50 million drawn down on December 16, 2015, Each facility is to be repaid within
one year of the initial drawn down date with the first two tranches of JPY 75 million each, falling
due on June 15, 2015 and December 21, 2015 and getting rolled over for a further period of
one year. Mark-up is charged at LIBOR + 0.40% (2014: LIBOR + 0.40%) per annum and is
payable semi-annually in arrears.

(Unaudited)  (Audited)
December June
31, 2015 30, 2015
SHORT-TERM RUNNING FINANCE - SECURED Note  --—=----Rupees in "000------

From banking companies
Short-term running finances utilised under mark-up
arrangements - secured i 609,740 565,323

Particulars of short-term running finance - secured

TUnaudited] TAudited)
LimitinRs Mark-up i :f"'::':’ Facility  December June
‘000 rate Y "’ expirydate 31,2015 30, 2015
RRyER -—Rupees in ‘000~

The Bank of 525000 3months (a) Third supplemental joint pari passu Quarterdy  Ssptember 333,078 354,529
Tokyo Mitsubishi KIBOR + letter of hypothecation for: 30, 2016
UFJ, Limited 1.00% p.a.

- current assets for Rs 500 million;

- fixed asssts (plant and machinery}
for Rs 254 million; and

(b) Secand supplemental joint
memarandum confiming constructive
deposit of title deeds over land and
building far Rs 124 million.

Bank Alfalah 185,000 3 months (a) Third supplemental joint pari passu  Quarterly February 111,827
Limited KIBOR + letter of hypothecation for: 28, 2016
o
1:25% P2 current assets for Rs 147 million;

- fixed assets (plant and machinery)
for Rs 121 million; and

(b) Secand supplemental Jeint
memorandum confimming conslructive
deposit of title deeds over land and
building for Rs 51 million.

The Bank of 100,000 3manths  Third supplemental joint pari passu leller  Quarlerly  December
Punjab KIBOR + of hypothecation for Rs 133.334 million 31,2015
1.25% pa. ovar current assets and a ranking chargs
over fixed assets for Rs 133 millian.

608,740 565,323

CONTINGENCIES AND COMMITMENTS

The Federal Board of Revenue (FBR) has selected Tax Year 2014 of the Company for income
tax audit under section 177 of the Income Tax Ordinance, 2001 through computer balloting
held on September 14, 2015 under section 214C. In this connection, on October 20, 2015, a
notice was served by the Deputy Commissioner Inland Revenue which required the Company
to furnish details / explanations in respect of certain matters included in the income tax return
filed by the Company with the FBR. The Company has submitted the necessary explanations
through its tax advisors for which the response is awaited.
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The Federal Board of Revenue (FBR) has selected Tax Year 2014 for sales tax audit under
section 72B of the Sales Tax Act, 1990 through computer random ballot held on September
14, 2015. In this connection, on September 28, 2015, a notice was served by the Deputy
Commissioner Inland Revenue (DCIR) which required the Company to furnish certain details
to the tax authorities. Upon submission of these documents, a show cause notice was served
on the Company on December 16, 2015 by the DCIR regarding certain discrepancies in the
return filed earlier. The Company submitted the necessary explanations through its sales tax
advisors for which the response is awaited.

Cn March 05, 2015, a notice of demand was served on the Company by the Additional
Commissioner Inland Revenue (ACIR) for an amount of Rs 164.778 million (June 30, 2015:
Rs 164.778 million) under section 122 (5A) of the Income Tax Ordinance, 2001. The ACIR
added back certain items such as exchange loss, claims against provisions and write-offs of
inventory & trade debts, disallowance of finance cost, ete. in the income returned for tax year
2012. The Company filed an appeal with the Commissioner Inland Revenue (Appeals) [CIR(A)]
who upheld the action of ACIR on certain items against which the Company filed an appeal
before the Appellate Tribunal Inland Revenue to review the action of the CIR(A) which is
pending adjudication. As at December 31, 2015, no provision has been made in this condensed
interim financial information in respect of this amount as the management expects a favourable
outcome in respect of the above matter.

In August 2009, a notice of demand was served on the Company by the Deputy Commissioner
of Income Tax (DCIT) for an amount of Rs 5.721 million (June 30, 2015: Rs 5.721 million)
including additional tax amounting to Rs 0.457 million (June 30, 2015: Rs 0.457 million) under
sections 161, 162 and 205 of the Income Tax Ordinance, 2001. QOut of the total demand, the
Company had already paid an amount of Rs 1.50 million (June 30, 2015: Rs 1.50 million). The
Company had filed an appeal against the order of the DCIT which is pending adjudication. As
at December 31, 2015, no provision has been made in this condensed interim financial
information in respect of the amount of Rs 5.721 million (June 30, 2015: Rs 5.721 million) as
the management is confident that the matter will be decided in favour of the Company.

(Unaudited) (Audited)
December June
Note 31, 2015 30, 2015
Commitments ------Rupees in '000------

Capital expenditure contracted for but not incurred 4,256 620
Letters of credit 15,190 50,624
Letters of guarantee 9,287 31,103

Claim not acknowledged as debt 9.6.1 33,763 14,531

During the year ended June 30, 2015, the Collector of Customs withheld stocks of polyethylene,
pharmaceutical grade granules at import stage with a view that those should have been
classified as packaging material instead of raw materials. The management contended that
those materials were used for manufacturing 1V solutions and constituted an integral part of
the finished products and were, therefore, exempt from sales tax under SRO 551 (1)/2008
dated June 11, 2008. Subsequently, the Collector of Customs released the said stocks against
bank guarantees issued by the Company.

The matter has been taken up by the Company in the High Court of Sindh and the management
and its legal advisor believe that the decision will be in favour of the Company. Accordingly,
no provision has been made in the condensed interim financial information of the Company
during the half year ended December 31, 2015 against these claims.

There were no other contingencies and commitments outstanding as on December 31, 2015
and June 30, 2015.
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TRANSACTIONS WITH RELATED PARTIES

Related parties include Otsuka Pharmaceutical Company Limited the holding company,
associated companies / undertakings (namely Otsuka Pharmaceutical Factory Incorporation,
Japan, Thai Otsuka Pharmaceutical Company Limited, Thailand, PT Otsuka Indonesia,
Indonesia, Otsuka Pharmaceutical Company, Vietnam, Microport Medical (Shanghai) Company
Limited, Otsuka Welfare Clinic, ete.), entities under common directorship (namely Hospital
Supply Corporation and Efroze Chemicals Industries (Private) Limited), staff retirement funds
and key management personnel. Details of transactions with related parties are as follows:

[Unaudited)
Half year ended December 31, 2015

(Unaudites
Hggyearena d
cember 31,
Other related 2014

Particulars Other
agaoiaked man;( it
comapniss/un il parties
dettakings | P

Rupees in ‘000

Transactiors duringtheperiod
Net sales (net of discounts allowed Rs 47.181

millian; 2014: Rs 44,523 million) - 206,094 - 298,110
Inwentory purchased 28,576 71135 102,832
Donation to Otsuka Welfare Clinic - - 105
Consullancy charges - - 2400
Remuneration of the key management personnel - - 4 40412
Shart-tem loan obtained from a related party 175,376 & 175,376
IMark-up expense an short-term loan from a

related party 1514 - 1514
Late payment charges recaived from HSC - 144
Charge relating tn staff provident fund - 4 BBT
Charge relating to staff gratuity fund = J 3220

(Unaudited)
As at December 31, 2015

Other K (Audited!
assotiated | oo eyment Other related June 30, 2015
cunnapnk[esfun persggna\ parties
derlakings

Particulars

Rupees in'000

Balance outstanding as at theend of theperiod / year

Recaivable from Hospital Supply Corporation
against sale of goods

Payable 1o Otsuka Pharmaceutical Company
Limited, Japan

Payable to Otsuka OPV Jaint Stack Company

Payable to Shanghal Microport Medical {Group)
Company Limited

Payable to Otsuka Pharmaceutical Factory, Inc.

Payable to Thai Otsuka Pharmaceutical
Company Limited, Thaand

Payable to ldrees Plastios

Loan from Olsuka Pharmaceutical Factory, Inc.

Advance from key management personnel

IMark-up payable on short-term loan from an
assodiated company

Payable 1o Employees' Provident Fund

Payable 1o Employees' Gratuity Fund

Receivable from Shanghal Micropart Medical (Graup)
Company Limitad

Payable to P. T. Otsuka Indonesia




@tsuka Pakistan Limited + Otsuka

The Company enters into transactions with related parties for the sale of its products, purchase
of raw materials, finished goods and spare parts and for rendering of certain services. Sales
to related parties represent sales made to Hospital Supply Corporation which is the sole
distributor of the Company's products in the southern region. The Company allows discount
to the distributor on trade price based on agreed terms. In addition to the discount given at
the time of sale, the Company also offers specific discounts based on product promotion
policies. Purchases from related parties primarily represent purchases of raw materials and
finished goods from Otsuka group companies.

Remuneration to the key management personnel is based on the agreed terms of employment
with such personnel. Key management personnel are those persons having authority and
responsibility for planning, directing and controlling the activities of the Company. The Company
considers all members of their management team, including the Chief Executive Officer and
working directors to be its key management personnel.

Contributions to and accruals in respect of staff retirement benefit plans are made in accordance
with actuarial recommendations and terms of the contribution plans.

CASH AND CASH EQUIVALENTS

Cash and cash equivalents included in the condensed interim cash flow statement comprise
the following items included in the condensed interim balance sheet:

(Unaudited) (Unaudited)
December December
31, 2015 31, 2014
-—=-Rupees in '000---

Cash and bank balances 8,644 6,353
Short-term running finance utilised under mark-up arrangements (609.740)  (706,031)
(601.096) _ (699,678)

SEGMENT INFORMATION

This condensed interim financial information has been prepared on the basis of a single
reportable segment.

Sales from Intravenous Solutions represent 51.08 percent while sales from others represent
48.92 percent (December 31, 2014: 79.89 percent and 20.11 percent) respectively of the total
sales of the Company.

(Unaudited) (Unaudited)
December December
31, 2015 31, 2014
The geographic segmentation of sales is as follows: --—---- In percent -------

Pakistan 98.79 97.21
Afghanistan 1.21 2.79

Sales to Hospital Supply Corporation (a related party of the Company) which is the sole
distributor in the southern region was around 46.65 percent during the period ended December
31, 2015 (December 31, 2014: 44.82 percent).

All non-current assets of the Company as at December 31, 2015 are located in Pakistan.
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PLANT CAPACITY AND PRODUCTION

Half year ended Half year ended
December 31, 2015 December 31, 2014

Actual : Actual
production Capacity* preduction
sessmmmemssssssnee million bottles =---==semeeeue-a. —n

Capacity*

1.V. solutions 16.0 8.2 16.0 12.0
Plastic ampoules 4.2 3.3 4.2
20.2 115 20.2

The Company’s under-utilised capacity mainly arose as a result of the stoppage of production
of IV solutions for planned maintenance of GF machine and planned stoppage from September
11, 2015 to November 8, 2015. However, sufficient stocks were available to meet market
demand.

* On a proportionate basis
FAIR VALUE OF FINANCIAL INSTRUMENTS

Fair value is the amount for which an asset could be exchanged, or liability settled, between
knowledgeable willing parties in an arm's length transaction. Consequently, differences can
arise between lhe carrying value and the fair value eslimales.

Underlying the definition of fair value is the presumption that the Company is a going concern
without any intention or requirement to curtail materially the scale of its operations or to
undertake a transaction on adverse terms.

As at December 31, 2015 the Company does not have any financial assets which are tradable
in an open market. The estimated fair values of all financial assets and liabilities are considered
not o be significantly different from carrying values as the items are either short-term in nature
or are periodically repriced.

International Financial Reporting Standard (IFRS) 7, "Financial Instruments: Disclosures"
requires the Company to classify fair value measurements using a fair value hierarchy that
reflects the significance of the inputs used in making the measurement. The fair value hierarchy
has the following levels:

- guoted prices (unadjusted) in active markets for identical assets or liabilities (level 1);

- input other than quoted prices included within level 1 that are observable for the asset or
liability, either directly (i.e. as prices) or indirectly (i.e. derived from prices) (level 2); and

- inputs for the asset or liability that are not based on observable market data (unobservable
inputs) (level 3).

As at December 31, 2015 and June 30, 2015, there were no financial instruments which were
measured at fair value in the financial statements.

CORRESPONDING FIGURES
Corresponding figures have been rearranged and reclassified wherever necessary for the

purpose of comparison and better presentation. There were no major reclassifications in this
condensed interim financial information during the current period.
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EVENT AFTER REPORTING PERIOD

During the year ended June 30, 2015, the Drug Regulatory Authority of Pakistan (DRAP), with
the approval of its Policy Board and the Federal Government, issued the Drug Pricing Policy-
2015 (the Policy) vide a notification dated March 5, 2015. The poliey called for a transparent
mechanism to be devised by the Policy Board to review the Maximum Retail Prices (MRPs)
of drugs which had become non-viable in the market. Under clause 10(4) of the Policy, hardship
cases of scheduled molecules submitied on specified form and complete in all respect were
required to be processed on priority and decided on a first come first served basis but not later
than 9 months from the date of notification of the Policy. In view thereof, the management of
the Company submitted certain special considerations for its IV product lines and a committee
was formed to evaluate problems and to recommend price increase for the given products.

Since the committee did not give any decision on the price increase within the stipulated nine
months, the management was left with no choice but to inform the DRAP that it was compelled
to increase the prices of the IV products of the Company. Subsequent fo the period ended
December 31, 2015, the Company has increased the prices of seven products and intends
to increase the prices of additional seven products by the year ending June 30, 2016. In order
to avoid any adverse action from DRAP, the Company has filed a Civil Suit in respect of the
subject matter before the High Court of Sindh (SHC) against DRAP and the Federation of
Pakistan. The SHC has issued a notice to the DRAP and the Federation of Pakistan that no
coercive action may be taken against the Company.

DATE OF AUTHORISATION FOR ISSUE

This condensed interim financial information was authorised for issue on February 16, 2016
by the Board of Directors of the Company.

GENERAL

Figures in this condensed interim financial information have been rounded off to the nearest
thousand rupees.

_/ﬁg"/o(" V] ;]l]% ;’Jg\;\g’l
Hanif Sattar Mehtabuddin Feroz
Chief Executive Officer Director
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