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ITEM 3. KEY INFORMATION B -11'0“' 131 In nT ,51N

A.SELECTED FINANCIAL DATA

We have derived the following selected consolidated financial data for the years ended March 31,2016, 2015 and 2014, and as of March 31,2016 and
March 31,2015, from our audited consolidated financial statements set forth elsewhere in this 2016 Annual Report, which have been prepared in accordance
with U.S. GAAP. We have derived the consolidated selected financial data for the three months ended March 31,2012 and for the years ended December 31,
2011, and as of March 31, 2013 and 2012, and December 31, 2011, from our audited consolidated financial statements not included in this Annual
Report. You should read the selected consolidated financial data together with “ltem 5—Operating and Financial Review and Prospects” and our
consolidated financial statements, related notes and other financial information included elsewhere in this 2016 Annual Report. In 2012, we changed our
fiscal year end from December 31 to March 31.

Three months Year Ended
Year Ended March 31, Ended March 31,  December 31,
2016 2015 2014 2013 2012 2011

U.S. dollars and shares in thousands (except per share data)
Consolidated Statements of Operations Data:

Sales, net $ 950,751 $ 862944 % 759,285 § 670954 § 145,141 §$ 505,668
Cost of sales 169,743 186,359 179,279 176,128 45,971 176,143
Impairment 2,042 — - - — —
Gross profit 778,966 676,585 580,006 494,826 99,170 329,525
Operating expenses:
Research and development 71,160 65,510 55,430 46,508 9,847 30,867
Selling, marketing, general and administrative 92,365 87,644 91,733 86,438 23,101 93,918
Settlements and loss contingencies 973 (4,200) 2,590 33,300 —_ —_
164,498 148,954 149,753 166,246 32,948 124,785
Operating income 614,468 527,631 430,253 328,580 66,222 204,740
Financial (income) expenses, net (19,672) (51,311) (12,285) (3,931) 1,000 (3.697)
Other gain (loss), net 2,680 2,738 1,369 3,352 (94) 609
Income before income taxes 636,820 581,680 443,907 335,863 65,128 209,046
Tax expense 95,313 96,059 82,729 67,799 17,791 24,551
Income from continuing operations 541,507 485,621 361,178 268,064 47,337 184,495
Net (loss) income from discontinued operations
attributable to Taro (236) (787) (319) (1,194) 66 (1,217)
Net income 541,271 484,834 360,859 266,870 47,403 183,278
Net income attributable to non-controlling interest 339 577 472 664 151 ATy

Net income attributable to Taro $ 540932 § 484257 $§ 360387 § 266206 § 47252 $ 182,680
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The following table sets forth selected items from our consolidated statements of operations as a percentage of total sales:

For the year ended March 31,

I0l6 s 2014

Consolidated Statements of Operations

Sales, net 100.0% 100.0% 100.0%
Cost of sales 17.9% 21.6% 23.6%
Giross profit 81.9% 78.4% 76.4%
Operating expenses:

Research and development 7.5% 7.6% 7.3%
Selling, marketing, general and administrative 9.7% 10.2% 12.1%
Operating income 64.6% 61.1% 56.7%
MNet income attributable to Taro 57.0% 56.1% 47.5%
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(*) Factoring - is often used synonymously with accounts receivable financing.
Factoring is a form of commercial finance whereby a business sells its accounts
receivable (in the form of invoices) at a discount. Effectively, the business is no
longer dependent on the conversion of accounts receivable to cash from the actual
payment from their customers, which takes place on typical 30 to 90 day terms.
Businesses benefit from the acceleration of cash flow.

(**) cookie jar accounting - An accounting practice where a company uses
generous reserves from good years against losses that might be incurred in bad
years (Source: www.investopedia.com).
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Summary:

¢ Potential problems associated with deteriorating cash conversion cycle

O

O

O

O
O

Cash tlow from operations likely to lag earnings as annual
DSOs are up 15% and DOH are up 37%

Concerns about cash management systems and extended terms
on recervables

Inventory turns less than twice a year

Potential premature revenue recognition

Weak operating cash flows may surprise mvestors as Taro does
not provide quarterly cash flow information

¢ Gross margins inconsistent with peers
e Trades at a premium to peers yet underperforms on cash flows
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Table 1: Quarterly Cash Conversion Cyele — Taro vs. Peers

2003
Annual %

i days FYE 2002 1Q 2Q 3Q 1Q FYE 2003 | Change
TARO
Days Sales Outstanding (DSOs) 03 03 93 103 116 110 15.4% Significant
Diays Inventory on Hand (DOHs) 164 172 w07 [ 23 w2 1356 37.7% year-end
Davs Payable Outstanding (DPOs) 87 195 202 177 190 152 - 74.9%

Cash Conversion Cyele 172 70 98 148 188 183

Peer Group - —— TARO better payable
Days Sales Outstanding (DSOs) 58 56 44 60 55 6 g 3% cycle - yet,

Days Inventory on Hand (DOHs) 131 149 101 138 129 I 127 - I -2 00 EDl"ISidEfEbl“-,-' |Qr|ger
Days Payable Outstanding (DPOs) 29 33 43 53 41 L _E__I -20.8% collection and in'.,.r13['|[.|:|.|ﬂj.r

Cash Conversion Cycle 160 152 102 145 144 160 0.3% cycles

Source: Company Reports, GLC.
Note: Peers include AT.O, BEL, MYL. Quarterly figures based on 91.5 day period. Taro AP includes additional accrued expenses that may
limit comparabalify.

5.4.2004 3xnn GlassLewis&Co naan 7w Yellow card report nirtn injz71 nraman

(http://lwww.glasslewis.com/downloads/sampleresearch/Yellowcard Report_Taro.pdf)
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EBITDA 7'9on

($ In Millions) workiva WB8%. O Newrelic  OOX woen  OPIGEE () shopify

Company Information iE

Revs (Year of Pricing) $112 %49 $63 $214 $433 $68 $167
Revs (Forward) $140 %82 %104 $280 $530 $87 $224
YoY Est Rev Growth 25% 67% 65% 31% 22% 28% 34%
LT Growth 25% 50% 35% 38% 30% 30% 35%
# Quarters Profitability MNP NP MNP NP 7 NP MP
Offering Information
Pricing Date 12/11/2014 12/11/2014 12/11/2014 172242015 2/11/2015 4j23/2015 5/20/2015
Shares Offered 7.2 1.2 5.8 14 .4 254 5.1 89
Offer Price $14.00 $16.00 $23.00 $14.00 $27.00 $17.00 $£17.00
Relative to Range In Range Abaove Above Above Above In Range Above
Amount Offered $101 $£115 $132 $201 $685 $87 $151
% Secondary Stock 0% 0% 0% 0% 0% 0% 0%
Post-deal Market Cap $553.3 $665.9 $1,058.1 $1,630.2 $3,900.9 $4594 5 $1,265.4
Subszcription Level Bx 25x 30x 20x 20 20x 35x
Pricing Multiples
Forward PE MM MM MM NM NM MM MM
Forward EBITDA MM MM NM NM C 183x D MM MM
Forward Revs 2 Tx 4 8x 5 7x 4 Ax S 4 4x 5 Gx
Valuation Methodology 2015/ 2016 Revs 2016 Revs 2016 Revs 2016 Revs 2016 Ref 2016 Revs 2016 Revs
Aftermarket Performance
T+1 (1.8%) 64.9% 47 8% 65.9% 0.0% (1.8%) 51.1%
T+30 14.0% 68.6% 47.2% 346% 1.9% (7.9%) MA
Current ‘¥ (5.5%) 64.2% 42 3% 26.0% (1.6%) (17.4%) 60.0%

7 »190 EBITDA 9951 ]

Source: Jefferies, Enterprise Software Monthly_June2015
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Security Management ($ /n Millions)
Price Equity Enterprise
Company 5/29/2015 Value Value
Security Management
Enterprise Focused Security Software Vendors
Barracuda Networks, Inc. (CUDA) $39.34 $2.082 $1,893
:}gﬁiruim Software Technologies Ltd. 8172 15.897 12,163
CyberArk Software, Ltd. (CYBR) 62.19 2,163 1,872
FireEye, Inc. (NASDAQGS:FEYE) 46 57 7,280 6,883
Fortinet Inc. (FTMT) 40.06 6,959 5,880
Imperva Inc. (IMPV) 6081 1.861 1,618
Imprivata, Inc. (IMPR) 15.80 381 306
EBITDA Margin TEV / Revenue
Company CY15 CY16 CY15 CY16
Security Management
Enterprise Focused Security Software Vendors
Barracuda Networks, Inc. (CUDA) 26.7% 23.0% 6. 1x 5.1x
fgﬁ';: oint Software Technologies Ltd. 556%  559%  7.5¢  7.0x
CyberArk Software, Lid. (CYBR) 17.2% 17.0% 14 2x 10.9x
FireEye, Inc. (NASDAQGS:FEYE) (33.1%) (16.3%) 10.9x 7.9x
Fortinet Inc. (FTNT) 17.1% 18.4% 6.3x 5.3x
Imperva Inc. (IMPY) (7.2%) (2.6%) 7.8x 6.5x
Imprivata, Inc. (IMPR) (7.6%) [0.9%) 2.4x 1.9x

Revenue

CY15

$313

1,625

139

629

840

206

125

TEV / EBITDA

CY15

22.7x

13.5x
MM
NM

36.6x
NM
MM

Source: Jefferies, Enterprise Software Monthly_June2015

CYl6

22.4x
12.4x
64 1x
NM
28.9x
MM
MM

EBITDA 7'9on

Revenue Growth
CY16 CY15 CYle
$368 17.7% 17.7%
1,750 87% 7.6%
181 347% 30.5%
866 47 8% 37.6%
1,105 22.0% 17.6%
250 257% 21.0%
160 29.0% 27.6%
P/E
CY15 CYle
NM NI
21.2x 19.0x
NM NI
NM NM
MNM 61.2x
NM NI
NM NM

103 Ty

NN DR 73 .y 1iwa niw 2'01oixip ,KPMG International -2 n*7x1wn nnann N1 NISNIYA NTIRO 9y NNnIvA NoNIY ,|'7n Jnio 20180



EBITDA 7'9on

TEV / EBITDA
Enterprise Focused Security Software Vendors  CY15 CY16 ($ In M|”|0nS)

Barracuda Networks, Inc. (CUDA) 29 Tx 29 Ay

Check Point Software Technologies Ltd.
(CHKF)

CyberArk Software, Ltd. (CYBR)

12.4x

FireEye, Inc. (NASDAQGS:FEYE)

Forinet fne. (FTND T3 019 PN 5W 90010 NN
Imperva Inc. (IMPY) NM 7799) }
Imprivata, Inc. (IMPR) NM NM

Infoblox Inc. (BLOX) 352x 21.2x

Mobilelron, Inc. (MOEL) MM MM

Palo Alto Networks, Inc. (PANW) 71.4x  40.8x

Proofpoint, Inc. (PFPT) MM MM

Qualys, Inc. (QLYS) 30.5x  23.9x

Splunk, Inc. (SPLK) MM MM

Varonis Systems, Inc. (VRNS) NM NM

VASC0 Data Security International Inc.

(VDS 16.5x 13.9x

Enterprise Focused Vendors Median 30.5x 23.1x

1 104
Source: Jefferies Tiny
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Value por Employee
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The new Web economy, which draws its value not from employees making
hardware but from users employing software, operates with a totally different
valuation calculus than AT&T or Microsoft.

There’s an old saying, »if yowre not buying the product, yowre the product.”
Instagram and Facebook are free. They’re valuable because they’re selling (or have
the potential to sell) so much of you.
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http://www.theatlantic.com/business/archive/2012/04/instagram-is-now-worth-77-million-per-employee/255640
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Tech . Chart of the Day

Facebook Paid $42 Per WhatsApp User

Value per user based on market capitalization or acquisition price

$141.32

$84.95 $83.53

$42.22

facebook Linked [f} L 4 (©) Whatsapp

BUSINESS INSIDER

Source: Company filings, Yahot

o! Finance

©®me statista¥a

Face Value

How the sale of WhatsApp compares to some recent deals

for well-known brands

Company {date announced) Deal value E::'::ﬁf,.??
WhatsApp (2014)
Publicis Groupe (2013)
BT -
Beam (2014)
T 42
Motorala Mobility (2011
T 507
NYSE Euronext (2012)

$3.6
Constellation Energy (z011)
$1.0

Fouchuding debt

Sources: the companies; Bealogic

Year th i
2009 service was foundes

$5 Amount of venture
F =t capital it has raised
n (from Sequoia)

Annual cost of
gg¢ WhatsApp service
(free for first year)

55 Number of
employees including
32 engineers

450 s
n

70% Percentage of users

that are active daily

The Wall Street Joumal

TIND M) 22901 9 Ny WhatsApp nero9
P UNNWND TPON TN 229050 19D TN TAWD
D NMT (NYDIN) PIAD»OY o2 NNY PA0ND
nYLVPON X WhatsApp nympdn  moionn
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http://www.businessinsider.com/price-per-user-for-whatsapp-2014-2
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On-Premise Software Companies
Rev Multiples vs. Rev Growth - Q4 2015

0%== 0% < 10%=< 20%= 30%=
10% == 20% == 30%=>

.TTM REVENUE GROWTH
Source: Software Equity Group

MEDIAN EV/REVENUE

20

18 4

16 4

14 4

12 4

10 4

mHany 9Ny oYMa)  o99aon S
DYNYT NNNN NV Mbya SaaS

015

10%=< 20%= 30%= 40% < 50%=
20% => 30%== 40%==> 50% ==

TTM REVENUE GROWTH

™MHINA MDIINN 592991 ,20% DY NNPNIX NNT D52 NIXRID NN
PNNONN 122NN AN M) SaaS MooI1an
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