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Managements’ statement

The Executive and Supervisory Boards have today discussed and approved the Annual Report of Forward Pharma A/S
for the financial year ended December 31, 2015.

The Annual Report has been prepared in accordance with International Financial Reporting Standards as adopted by
the EU and with additional Danish disclosure requirements for annual reports.

It is our opinion that the parent financial statements give a true and fair view of the company’s financial position as of
December 31, 2015 and of the results of its operations and cash flows for the financial year ended December 31, 2015.

In our opinion, the Management review includes a fair review of the development in the company’s operations
and financial conditions as well as the results and cash flows of the company’s operations and financial position.

We recommend that the Annual Report be approved at the Annual General Meeting.

Copenhagen, f_,S_.April 2016
Executive Board
Peder Moller Andersen Joel Sendek Rupert Sandbrink

Supervisory Board

Florian Schénharting John Kevin Buchi Torsten L. Goesch
Chairman
Jan G J. van de Winkel Grant Hellier Lawrence Jakob Mosegaard Larsen



Managements”™ statement

e Foocotove and Supervisony Boerds hase loday conslaersd aind aborpeat the Aural Keport of Forwaod Pharna 4
for thre Minaviral vear endid Dogceomber 11 2013

e Anmial Repait oy progusned 1 wepantance sab lnternationad §amm il Repurting Standandy as adopled by the 14
Muorcover, te Annual Repan s preparcd bn acoundstos sath aditional Diumsh s liomure reguirerments foe minual

ropals

I e apiaton, the becompuny e Frowncia! Sudementy gooe a titie amd bar veerw o this imaic i) prasiiton &0 | arwand
Prarme A 5 e of Decomber 11, 00 5 and the restlls uf 1 operations and cash thws foe the vear ended Diecernber 7
s

W tauiumen! that the \nnual Reprat be sdiyred a the Ausnund General Mectinie

Cupenhagen. '] & Al""l 20/6

Exevative Buard / ﬁ//ﬁ’% 2\[\%

P\-m:rﬁ-’l)lur'?lfﬁm:n_ , uﬁ Sendek : ndbrink
Ly S AT
Supervisory Board

bt kevin Buchs orslen L.

Mier Lawrence useyaard Larven




Independent auditors’ reports

To the shareholders of Forward Pharma A/S

We have audited the parent financial statements of Forward Pharma A/S for the financial year 2015, which comprise
the statement by the supervisory and executive boards on the annual report, the management’s review, statement of
financial position, statement of comprehensive loss, statement of changes in equity, statement of cash flows, a
summary of significant accounting policies and notes. The financial statements have been prepared in accordance with
International Financial Reporting Standards as adopted by the EU and additional Danish disclosure requirements in
the Danish Financial Statements Act.

Management’s responsibility for the annual report

Management is responsible for the preparation of parent financial statements that give a true and fair view in
accordance with International Financial Reporting Standards as adopted by the EU and additional Danish disclosure
requirements in the Danish Financial Statements Act and for such internal control that Management determines is
necessary to enable the preparation of parent financial statements that are free from material misstatement, whether
due to fraud or error.

Auditor’s responsibility and basis of opinion

Our responsibility is to express an opinion on the parent financial statements based on our audit. We conducted our
audit in accordance with International Standards on Auditing and additional requirements according to Danish audit
regulations. This requires that we comply with ethical requirements and plan and perform the audit to obtain
reasonable assurance as to whether the parent financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the parent
financial statements. The procedures selected depend on the auditor’s judgement, including an assessment of the risks
of material misstatement of the parent financial statements, whether due to fraud or error. [n making those risk
assessments, the auditors consider internal control relevant to the entity’s preparation of parent financial statements
that give a true and fair view 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. An audit also includes
evaluating the appropriateness of accounting policies used and the reasonableness of accounting estimates made by
Management, as well as evaluating the overall presentation of the parent financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit
opinion.

Our audit has not resulted in any qualification.

Opinion

In our opinion, the parent financial statements give a true and fair view of the parent company’s financial position at
31 December 2015 and of the results of its operations and cash flows for the financial year 2015 in accordance with

International Financial Reporting Standards as adopted by the EU and additional Danish disclosure requirements in

the Danish Financial Statements Act.



Independent auditors’ reports

Statement on the management’s review

Pursuant to the Danish Financial Statements Act, we have read the Management’s review. We have not performed any
further procedures in addition to the audit of the parent financial statements. On this basis, it is our opinion that the
information in the Management's review is consistent with the parent financial statements.

Copenhagen, [5 April 2016

Ernst & Young
Godkendt Revisionspartnerselskab
CVR no. 30 70 02 28

A 4

Claus Kronbak
State Authorised Public Accountant



Management's review

The overall objective of Forward Pharma A/S is to develop and market pharmaceutical products.
The current development is focused on the development of Forward Pharma’s innovative product for the treatment of
immune related diseases such as multiple sclerosis and psoriasis.

This Annual Report includes only parent company financials. Forward Pharma A/S is referred to herein as the
“Company”. Forward Pharma A/S and its subsidiaries are collectively referred to herein as the “Group.” Amounts
reported herein are stated in United States Dollars, or USD, unless otherwise stated. The Company is required to file
Group consolidated financial statements with the US Securities and Exchange Commission that are included in the
Company’s Form 20-F but are not part of this Annual Report.

For each of the years ended December 31, 2015 and 2014 the Company’s reported net loss was $51.1 million and
$13.7 million, respectively.

As many of the development activities are carried out through the wholly owned subsidiary in Leipzig, Germany the
investment in this subsidiary is a major part of our business and operations.

As of December 31, 2015 the Company had cash and cash equivalent of $44.4 million. Available—for-sale financial
assets totaled $124.4 million including amounts classified as non-current assets.

Development during the year

As of December 31, 2015 the Company held cash, cash equivalents and available-for-sale investments of approximately
$168.8 million and accordingly we have the ability to fund our operations beyond the next twelve months. The Company
is developing FP187, a proprietary formulation of dimethyl fumarate, or DMF, for the treatment of several inflammatory
and neurological indications, including multiple sclerosis, or MS. Since our founding in 2005, we have worked to
advance unique formulations and dosing regimens of DMF, an immune modulator, as a therapeutic to improve the
health and well-being of patients with immune disorders. including MS. FP187, our clinical candidate, is a DMF
formulation in a delayed and slow release oral dose, which we plan to advance for the treatment of relapsing remitting
MS, or RRMS, and other immune disorders, such as psoriasis. During 2015 we continued our research and development
efforts to commercialize FP187 by conducting numerous preclinical and clinical studies. We also continued our focus
to strengthen our intellectual property as several additional patent claims were submitted to support FP187 in the United
States and Europe.

Subsequent events

There have been no material events occurring subsequent to December 31, 2015.



Statement of Financial Position

as of December 31, 2015 and 2014

December 31,
Notes 2015 2014
USD ‘000  USD *000
Assets
Available-for-sale finAncial ASSELS ....cccccrararsiaasinssrsssasssssesssrassasessssssssassassssssasssnnansssnss 43 82,746 131,899
Investment in SubSIHIATIES ..o it st s s s e AR as 4.4 9,146 16,068
Total non-current assets .... i T A 91,892 147,967
Prepayments . S R T R R e 3.1 612 676
Income tax TeceIvable .. iinminimiinsniatininma s e w2 158 320
Other receivables......cocevccinrierasns 32 552 653
Intercompany receivables 675 415
Available-for-sale financial assets 4.3 41,637 46,236
Gash atd cashy CqUIVAl SIS s s s e s TR T aa oA e 44,407 44,043
Total current assets 88.041 92,343
Total @SSELS..cveereeeereereesrrernensensessseaanenns 179.933 240,310
December 31,
Notes 2015 2014
USD 000 USD “000

Equity and Liabilities
SHATE CAPILAL....ocevermenemeneresrsrsrnssmsasasarssssesessasssersstasssssnsassssnsonnsnsssassasasssnsessasssssssnsn 4.1 814 809
Share premium ......ccoevveenennresesesenene B e T A 339,828 339,678
Other components of equity:

Foreign currency translation reserve ... AR S NS (35,715) (11,424)

Fair value adjustment available-for-sale financial assets .......cccveevcvuniesensnnens 102 (238)
Accumulated deficit ........... S R (128,334)  (90.,808)
Equity attributable 10 shareholders..... ..o 176,695 238,017
Total equity ......... sovenssssesssanise 176,695 238,017
Trade payables and accrued EXPENSES.....cvvverirsissesmrnsissiasssissssssessssssasssssssssss 3.3 3,238 2,293
Current liabilities s N ARG S SRR S A R A 3,238 2,293
Toral TADINOES . v i it esaie s s 3,238 2,293
Total equity afid Habilities: i ismiaivnniimmmiraiamd i T 179,933 240,310

See accompanying notes to these financial statements




Statement of Profit or Loss

for the years ended December 31, 2015 and 2014

Notes 2015 2014
UsD USD
Other operating iNCOME ...iciusiasmssississiiniseiimmisaias 177 143
Research and development costs 2.1,22 (13,983) (5,820)
General and administrative costs 2.1,2.2,24,5.1 (9,504) (4,172)
OPErating 0SS .ueeeeeerrereeereereeresrersreessesaeesnssesmssesnessasassnes (23,310) (9,849)
Fair value adjustment to net settlement obligation to
shareholder Warrahts wiinsmmsimmimssmwisimas 4.4 — (968)
Fair value adjustment to convertible [0ans ........ccccveerues 3.4 - (3.823)
Exchange rate gain (105s), Net....cccoueenrererecsrnrnssenessensnens 11,978 5,652
Impairment loss of investment in subsidiaries .......c.c..... (40,375) (4.499)
Interest INCOME wivivsinmsmnsinisssii e 438 63
INLEIESt EXPENSE 1.vevrevvecrsesensressesssasssesnssanssessensns 34,44 — (426)
Other finance costs (132) (62)
Net loss before tax......... A R (51,401) (13.912)
Dol g3 = b, ol 57123 £ RS OUPOUS Y S 2.3 336 250
Net 1055 for the Year «uuismsmasississssiiimiss (51,065) (13,662)
Net loss for the year attributable to:
Equitv holders.coiammanniinnnimmmmniaiinmmi (51,065) (13,662)

See accompanying notes to these financial statements



Statement of Other Comprehensive Loss

for the years ended December 31,2015 and 2014

Netloss forthe year . uuanausninnaniai
Other comprehensive loss
Other comprehensive income (loss) to be reclassified to profit or loss

in subsequent periods:
Change in fair value of available-for-sale financial assets ..........ccoe.ce.... 4.3
Exchange differences on translation from functional currency to

presentation CUTTENCY v csiiicitasinissisimasiins
Net other comprehensive loss to be reclassified to profit or loss in

SUBSEQUETE PETTOMS i smussssmisaanvimssisss s smstssisi sisstassssssis s
Other comprehensive loss .............
Total comprehensive loss........
Attributable to:

Notes 2015 2014
USD ‘000 USD ‘000
(51,065) (13.662)
340 (238)
(24.291) _ (10,480)
(23,951) (10,718)
(23,291)  (10,718)
(75,016)  (24,380)
(75,016)  (24,380)

Equity holders ..uiwnmimiaamimminasssossamiis

See accompanying notes to these financial statements




At January 1,2014....
Net loss for the year..
Other comprehensive
1088 s
Total comprehensive
oSS s
[ssue of share capital
forcash..........coeee.
Cost related to capital
INCrease ..........c.....
Exercise of warrants .
Class B Award..........
Change in nominal
b 71T TR —
Proceeds from initial
public offering
CAPOM e
Cost related to PO ...
Conversion of
interest-bearing
convertible loans
to share capital .....
Share-based payment
COBIS .o iiamasviie
Transactions with
OWNETS ..o
At December 31,
2004

At January 1, 2015....
Net loss for the year..
Other comprehensive
income (loss)........
Total comprehensive
income (loss)........
Issuance of deferred
Shareyi. s uasuiin
Exercise of warrants .
Share-based payment
COSIS s vusiviissvvanaranis
Transactions with
OWIIETS...c.voviieanens
Al December 31,
/(1) [ —————

Statement of Changes in Shareholders’ Equity

for the years ended December 31,2015 and 2014

Fair value
Foreign adjustment
currency available-for-
Share Share translation sale financial Accumulated Total
Notes capital premium reserve assets deficit equity
USD 000 USD ‘000 USD “000 USD ‘000 USD ‘000 USD 000
305 26,680 (944) — (40,363) (14,322)
- - — — (13.,662) (13,662)
— — (10,480) (238) — (10,718)
— — (10,480) (238) (13.662) (24.380)
4.1 3 2,005 — — — 2,008
= (8) = = = (8)
4.1 25 29,483 — — _ 29,508
4.1 3 42,731 — —_ (42,734) S
4.1 262 (262) — —_ — —
4.1 191 235,009 — —_ — 235,200
24 (20.489) — —_ -— (20,489)
34 20 24,529 _ — — 24,549
22 = — = — 5,951 5,951
504 312,998 — — (36,783) 276,719
809 339.678 (11.424) (238) (90,808) 238,017
809 339,678 (11,424) (238) (90,808) 238,017
— — - — (51,065) (51,065)
— — (24.291) 340 — (23,951)
— — (24.291) 340 (51,065) (75,016)
4.1 = — — —_ —_— 2
4.1 3 150 — —_ — 153
22 = == — — 13,539 13,539
5 150 — —_— 13,539 13,694
814 339,828 (35,715) 102 (128.334) 176,695

See accompanying notes to these financial statements
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Statement of Cash Flows

for the years ended December 31, 2015 and 2014

Notes 2015 2014
USD*000  USD ‘000

Operating activities:
Net 1088 DEfOre tam oo sesssssssssmss (51,401) (13,912)
Adjustments to reconcile loss before tax to net cash flow:
Fair value adjustment to net settlement obligation shareholder

warrants and convertible 10ans ........vcveieeieienneeneeenecnseseeesessnens 34,43 S 4,791
Other finance adjustments including foreign exchange rate gain

OIS ncvmsamsnosmumesos om0 o T R T AR SR B VSO RSP STV (12,416) (1,737)
Share-based payment COSIS.....uurmnermrarrneeesses s ssssssssssss 22 6,598 1,442
Impairment: losscurmmicnim s mmasaaarar e 40,375 3.864
Depreciation expense — 2
CASH IOV ATETER s siavass cuinnstosnis oos sisssvans swss s asasas M asinneswss s Emusis 1,452 -
CaSh OV TR EE sovmnnsissmoavarss sipvussmisesisnsisspnmossssspssstsamenerssssasnasasnn 466 —
(Increase) decrease in other receivables and prepayments ....... (379) (2,152)
Increase in trade payables and accrued expenses 1,197 1,647
Net cash flows used in operating activities ....cveeecveverevreesrncsrernninens (14,108) (6,055)
Investing activities:
Purchase of available-for-sale financial assets .....coceeveeveeirersnecsenseens 43 — (191,110)
Investment in subsidiary 4.4 (28,119) (3,700)
Proceeds from the maturity of available-for-sale financial assets... 43412 —
Net cash flows used in investing activities......covveerernncrnnsesruncsnnens 15,293 (196,810)
Financing activities:
Proceeds from issuance of interest-bearing convertible loans......... 34,43 — 21,284
Shares issued for cash 4.1 155 1,982
Transaction costs of capital INCrease ......c.ocovevcenivscinisnnniecisisasins — (6)
Proceeds from IPO net of underwriters’ COMMmMiSSioN.....cueeeeeeuerereans 4.1 — 218,736
IPO transaction costs excluding underwriters’ commission..... 24.4.1 - (4,425)
Net cash flows from financing activities .....c.oevveeercerrnsiecenen 155 237,571
Net increase in cash and cash equivalents.... 1,340 34,706
Net foreign exchange differences.......cocvvveeeenienieesrccncsvcscinnces (976) 6,595
Cash and cash equivalents at January ©.....cccocoevvviiiininnenriesnenns 44,043 2,742
Cash and cash equivalents at December 31.....ococovvvecurenirinerereenne 44,407 44,043

See accompanying notes to these financial statements




Notes to Financial Statements

Corporate Information

Forward Pharma A/S, (the “Company), is a limited liability company incorporated and domiciled in Denmark. The
registered office is located in Copenhagen, Denmark. The parent financial statements included herein are those of the
Company. The Company’s wholly-owned Danish, German and United States of America subsidiaries Forward
Pharma FA ApS, Forward Pharma GmbH and Forward Pharma USA, LLC, respectively, are reflected in the
accompanying parent company financial statements as an investment carried at cost unless the investment has been
impaired. The Company’s Board of Directors authorized the issuance of the parent financial statements included
herein on April __ , 2016.

The Company is a biopharmaceutical company preparing to initiate a Phase 3 clinical trial using FP187, a proprietary
formulation of dimethyl fumarate (*“DMF™) for the treatment of multiple sclerosis (“MS”) patients. Since the
Company’s founding in 2003, it has worked to advance unique formulations of DMF, an immune modulator, as a
therapeutic to improve the health and well-being of patients with immune disorders including MS. FP187, the
Company’s clinical candidate, is a proprietary formulation of DMF that the Company plans to advance for the
treatment of MS and other immune disorders, such as psoriasis.

Public listing of American Depositary Shares representing Ordinary Shares

During the fourth quarter of 2014 the Company completed the initial public offering (*IPO”) of American Depositary
Shares (“ADS”) representing ordinary shares of the Company in the United States and issued 11.2 million ADSs at a
price per ADS of $21.00 to investors. The IPO proceeds totaled approximately $235 million before deducting the
underwriters” commission (7% of gross proceeds) and other direct and incremental costs associated with the IPO.
Each ADS represents one ordinary share with a per share nominal value of 0.10 Danish Kroner or DKK. Each
ordinary share is entitled to one vote. Immediately prior to the IPO, Class A shares were issued to the Class B
shareholders (“Class B Award”) in consideration for amendments to certain contractual rights held by the Class B
shareholders, all of the Company’s outstanding Class A and Class B shares were converted into ordinary shares on a 1
for | basis (“Share Conversion™), and additional ordinary shares (“Proportional Shares™) were issued to all
shareholders in proportion to their respective ownership. Finally, a share split of 10 for 1 (*Share Split™) was
completed immediately prior to the IPO. The Company accounted for the Class B Award as a preferential share
issuance that resulted in an increase in the loss attributable to ordinary shareholders of $42.7 million for the year
ended December 31, 2014. All share and per share information included herein has been adjusted to reflect the
issuance of the Proportional Shares and the Share Split as if they had occurred as of the beginning of the earliest
period presented, unless otherwise stated, since the issuance of the Proportional Shares and the Share Split resulted in
no additional consideration received by the Company nor did it change the individual ownership percentages of
individual shareholders of the Company. The issuance of the Class B Award and the Share Conversion are reflected
herein on the dates such issuances occurred.

Liquidity

As of December 31, 2015, the Company had $168.8 million in cash, cash equivalents and available-for-sale financial
assets. For the years ended December 31, 2015 and 2014, the Company incurred net losses of $51.1 million and $13.7
million respectively. Cash used in operations in each of the years ended December 31, 2015 and 2014 was

$14.1 million and $6.1 million respectively. The Company currently has no commercial products or revenue and does
not expect any for the foreseeable future. Management believes, based on current estimates, that cash, cash
equivalents and available-for-sale financial assets held at December 31, 2015 will be adequate to allow the Company
to meet its planned operating activities, including increased levels of research and development activities, in the
normal course of business beyond the next twelve months. Should the Company experience unforeseen expenses or
other usages of cash the effect could negatively impact management’s estimated operating results and financial
position. The Company will need to raise funds to complete the development and commercialization of FP187. Such
funding could be in the form of either additional equity or debt financing or in exchange for product rights in all or
certain geographies. There can be no assurances that the Company will be able to obtain additional financing when
needed in the future. The long-term success of the Company will be based on successfully commercializing FP187
and defending its intellectual property. There can be no assurance that the Company will commercialize a product,
successfully defend its intellectual property, achieve or sustain positive cash flows from operations or become
profitable.
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Section 1 Basis of Presentation
1.1 Accounting policies

Basis of preparation

The accompanying financial statements of the Company have been prepared in accordance with International
Financial Reporting Standards (“IFRS™) as adopted in the European Union (*EU”) and include disclosures required
for Danish Class B entities. These parent financial statements are those of the Company and therefore the Company’s
subsidiaries are reflected herein as investments net of impairment charges. As the result of the Company’s size, it is
exempt from preparing consolidated financial statements under Danish accounting legislation.

The financial statements have been prepared on a historical cost basis, except for derivative financial instruments (net
settlement obligation to shareholder warrants and certain loans) that have been measured at fair value. The financial
statements are presented in U.S. Dollars, or USD, and all values are rounded to the nearest thousand (USD’000),
except when otherwise indicated.

Foreign Currencies

The Company’s financial statements are presented in USD which is not the functional currency of the Company. The
Company has elected USD as the presentation currency due to the fact that the Company has listed ADSs on the
Nasdaq Global Select Exchange, or NASDAQ, in the United States, under the ticker symbol “FWP.”

In the translation to the presentation currency assets and liabilities are translated to USD using the closing rate as of
the date of the statements of financial position while income and expense items for each statement presenting profit or
loss and other comprehensive income are translated into USD at the average exchange rates for the year. Exchange
differences arising from such translation are recognized directly in other comprehensive loss and presented in a
separate reserve in equity.

The Company’s functional currency is the DKK. Transactions in foreign currencies are initially recorded by the
Company in DKK using the spot rate at the date the transaction first qualifies for recognition. Monetary assets and
liabilities denominated in foreign currencies are translated at the functional currency spot rate at each reporting date.
Differences arising on settlement or translation of monetary items denominated in foreign currency are recognized in
the statement of profit or loss within “Exchange rate gain (loss).”

Share-based Compensation

Employees, board members and consultants (who provide services similar to employees) of the Company receive
remuneration in the form of equity settled awards whereby services are rendered as consideration for equity awards
(warrants, deferred shares or share options). The fair value of these equity-settled awards is determined at the date of
grant resulting in a fixed fair value at grant date that is not adjusted for future changes in the fair value of the equity
awards that may occur over the service period. Fair value of warrants and options is determined using the Black
Scholes model while fair value of deferred shares is determined as fair value of the underlying shares less present
value of expected dividend.

Non-employee consultants of the Company have received equity settled awards in the form of share options as
remuneration for services. The fair value of these equity-settled awards are measured at the time services are rendered
using the Black Scholes model. Under this method, the fair value is determined each quarter over the service period
until the award vests.

The Company has never granted cash settled awards.

The cost of share-based payments for awards granted to Company employees, board members and consultants is
recognized as an expense together with a corresponding increase in equity over the period in which the performance
and/or service conditions are fulfilled. In the event that equity instruments are granted conditionally upon an equal
number of equity instruments granted in prior periods not being exercised. they are treated as a new grant for the
current period and a modification of the equity instruments granted in the prior period. For equity instruments that are
modified or replaced, in addition to recognizing any unamortized prior costs, the incremental value, if any, that results
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from the modification is recognized as an expense over the period in which performance and/or service conditions are
fulfilled or immediately if there are no performance and/or service conditions to be fulfilled.

The fair value of equity-settled awards is reported as compensation expense pro rata over the service period to the
extent such awards are estimated to vest. No cost is recognized for awards that do not ultimately vest.

The cost of share-based compensation for employees and consultants of the German and US subsidiaries are
recognized as an increase in the carrying value of the Company’s investment in subsidiary with a corresponding
increase in equity.

Employee benefits
Employee benefits are primarily made up of salaries and share-based payments. These cost are recognized as expenses
as services are delivered.

Classification of Operating Expenses in the Statement of Profit or Loss

Research and development expense

Research and development costs primarily comprise salary and related expenses, including share based payment
expense, license, patent and other intellectual property-related costs incurred in connection with patent claims and
other intellectual property rights conducted by patent registry offices (for example the United States Patent and
Trademark Office (*USPTQ™), the European Patent Office (“EPO™)) or other country-specific patent registry offices,
manufacturing costs of pre-commercial product used in research, clinical costs, and depreciation of equipment, to the
extent that such costs are related to the Company’s research and development activities.

If expenses are incurred associated with the Company’'s intellectual property-related activities carried out in the courts
to protect, defend and enforce granted patent rights against third parties (excluding activities and proceedings
conducted within the USPTO, EPO or other country-specific patent registry offices) (*Court Expenses”) they are
classified within general and administrative expenses. The Company has filed a lawsuit against Biogen Idec GmbH,
Biogen Idec International GmbH and Biogen Idec Ltd. (collectively “Biogen™) in the Regional Court in Dusseldorf,
Germany. asserting infringement by Biogen’s marketing of Tecfidera® in Germany. The Company is seeking damages
for Biogen’s sales of Tecfidera® in Germany. The outcome of the Biogen litigation is uncertain and no benefit has
been recognized in the accompanying financial statements from this litigation. Court Expenses incurred in connection
with the Biogen litigation for the year ended December 31, 2015 totaled $602,000 while Court Expenses incurred
prior to January 1, 2015 were not material. [f the Company is unsuccessful in the litigation, the Company could be
subject to a claim by Biogen for statutory legal fees.

The Company’s research and development activities concentrate on the development of unique formulations of DMF
for the treatment of immune disorders such as MS and psoriasis, and include all patent office-related activities
regarding the Company’s patent estate development (i.e., interference proceedings. oppositions and new patent
developments). Research and development costs incurred by the Company to date have not been eligible for
capitalization, and consequently have been expensed in the period incurred.

General and administrative expenses

General and administrative costs relate to the administration of the Company, and comprise salaries and related
expenses, including share-based payment expense, costs associated with our public listing of ordinary shares in the
United States and depreciation of equipment, to the extent such expenses are related to the Company’s administrative
functions as well as Court Expenses.

Income Taxes

Current income tax

Tax assets and liabilities for the current period are measured at the amount expected to be recovered from or paid to
the taxation authorities within one year from the date of the statement of financial position. The tax rates and tax laws
used to compute the amount are those that are enacted or substantively enacted at the reporting date.

Management periodically evaluates positions taken in the tax returns with respect to situations in which applicable tax

regulations are subject to interpretation or “uncertainty” and establishes provisions where appropriate. To date, there
have been no provisions established for uncertain tax positions.
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Deferred tax
Deferred tax is provided using the liability method on temporary differences arising between the tax bases of assets
and liabilities and their carrying amounts for financial reporting purposes at the reporting date.

Deferred tax assets are recognized for all deductible temporary differences, the carry forward of unused tax credits
and any unused tax losses to the extent that it is probable that taxable profit will be available against which the
deductible temporary differences and the carry forward of unused tax credits and unused tax losses, can be utilized.

The carrying amount of deferred tax assets is reviewed at each reporting date and reduced to the extent that it is no
longer probable that sufficient taxable profit will be available to allow all or part of the deferred tax asset to be
utilized. Unrecognized deferred tax assets are re-assessed at each reporting date and are recognized to the extent that it
has become probable that future taxable profits will allow the deferred tax asset to be recovered.

Deferred tax assets and liabilities are measured at the tax rates that are expected to apply in the year when the asset is
realized or the liability is settled, based on tax rates (and tax laws) that have been enacted or substantively enacted at
the reporting date.

Deferred tax relating to items recognized outside the profit or loss are recognized in correlation to the underlying
transaction either in other comprehensive income or directly in equity.

Deferred tax assets and deferred tax liabilities of the same tax jurisdiction are offset if a legally enforceable right
exists to set off.

Since January 2013, the Company has been subject to a joint taxation scheme with Tech Growth Invest ApS (see
Note 2.3) and entities under Tech Growth Invest ApS’ control (collectively “Tech Growth™). Under this scheme, the
Company receives a refund equal to the tax benefit realized by Tech Growth from Tech Growth’s utilization of the
Company’s tax losses at the applicable corporate tax rate to the extent that the tax losses reduce the taxable income of’
the joint taxation group. An entity that was part of Tech Growth experienced a change in ownership on December 31,
2015. As a result of the change in ownership, the year ended December 31, 2015 will be the final year where the
Company will receive a refund equal to the tax benefit realized by Tech Growth from Tech Growth’s utilization of the
Company’s tax losses. The joint taxation with Tech Growth ceased on January 1. 2016.

Equipment

Equipment includes computers, office equipment and furniture and is stated at cost, net of accumulated depreciation.
There have been no impairment losses of equipment recognized by the Company in the years ended December 31,
2015 and 2014. Depreciation is calculated on a straight-line basis over the expected useful lives of the underlying
assets of 3 years. The residual values of equipment are not material. The useful life of and method of depreciation of
equipment are reviewed by management at least each year end or more often based on changes in facts or
circumstances that may result and are adjusted prospectively as changes in accounting estimates. For all periods
reflected herein, there have been no changes in accounting estimates for equipment. As of December 31, 2015 and
2014, equipment was not material.

Investment in subsidiaries

Investments in subsidiaries are carried at cost less impairment. Impairment testing is performed if there is an
indication that the Company’s investment in a subsidiary is not recoverable such as situations where the subsidiary is
experiencing recurring losses and profitability is not anticipated or the Company’s investment exceeds the net book
value of assets in the subsidiary. If an investment in a subsidiary is deemed to be impaired, the carrying value of the
investment in the subsidiary is written down to the estimated recoverable amount. See Note 4.4.

Financial Assets.

Initial recognition and measurement

Financial assets that meet certain criteria are classified at initial recognition as either financial assets at fair value
through profit or loss, available-for-sale financial assets, held to maturity investments or receivables. The Company’s
financial assets include cash, cash equivalents, other receivables and available-for-sale financial assets. The Company
does not hold assets that have been classified at fair value through profit or loss or held to maturity. Generally the
Company’s financial assets are available to support current operations; however, amounts expected to be realized
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within the next twelve months are classified within the statement of financial position as current assets. Certain
available-for-sale financial assets have been classified within the statement of financial position as non-current assets
as management currently has no intention or business reason to dispose of these financial assets within the next twelve
months. The Company has no derivative financial assets nor has there been a change in classification of a financial
asset after initial recognition and measurements as discussed herein.

The Company’s financial assets are recognized initially at fair value plus, in the case of financial assets not carried at
fair value through profit and loss, transaction costs that are attributable to the acquisition of the financial asset, il any.

Subsequent measurement

The subsequent measurement of financial assets depends on their classification. After initial measurement, loans and
receivables are measured at amortized cost using the effective interest rate method. Historically the Company’s
receivables are due within a short period of time and therefore the impact of using the effective interest rate method on
the Company’s financial statements has been immaterial. The Company has no loans. This category also applies to
cash and cash equivalents that comprise cash at banks available on demand.

Available-for-sale financial assets include government issued debt instruments. After initial recognition they are
carried at fair value with changes in fair value from period to period recognized in other comprehensive income.
Interest earned from available-for-sale financial assets is reported as interest income using the effective interest rate
method with foreign exchange gains or losses recognized in the statement of profit and loss within foreign exchange
rate gain (loss).

Financial asset impairment

The Company assesses at the end of each reporting period whether there has been objective evidence that a financial
asset or group of financial assets may be impaired. Impairment losses are incurred if there is objective evidence of
impairment and the evidence indicates that estimated future cash flows will be negatively impacted. For financial
assets held at amortized costs, the amount of loss to be recognized in the financial statements is measured as the
difference between the carrying value of the financial asset and the present value of the expected cash flows of the
financial asset using the original effective interest rate. For each of the years ended December 31, 2015 and 2014, the
Company did not experience an impairment of a financial asset. For impaired available-for-sale financial assets, the
amount of loss to be recognized is measured as the difference between the acquisition cost, adjusted for any
amortization of discount or premium, of the available-for-sale financial asset and its fair value.

Financial Liabilities

The Company’s financial liabilities historically have included trade payables, convertible loans and the net settlement
obligation of sharecholder warrants. The Company’s convertible loans and net settlement obligation of shareholder
warrants were converted to ordinary shares or exercised prior to December 31, 2014. As discussed further below,
generally if a financial instrument is issued that allows for settlement in ordinary shares of the Company and contains
provisions whereby settlement can be on a net basis in cash or ordinary shares, for a variable number of ordinary
shares or a variable amount of cash, then the financial instrument will be accounted for at fair value through profit and
loss.

Trade payables

Trade payables relate to the Company’s purchase of products and services from various vendors in the normal course
of business with payment terms generally not exceeding 30 days. Trade payables are initially recognized at fair value
and subsequently measured at amortized cost using the effective interest rate method in the event a vendor has
provided extended payment terms to the Company. Historically none of the Company’s vendors have provided
extended payment terms and therefore the effective interest method has not been used.

Convertible loans

The Company in the past has issued convertible loans that meet certain technical requirements, including (but not
limited to) settlement of the conversion option for a fixed number of the Company’s ordinary shares, that are initially
recognized at fair value, net of transaction costs incurred. Subsequently these convertible loans are measured at
amortized cost and accounted for using the effective interest rate method. Gains and losses are recognized in the
statement of profit or loss within other finance costs when the convertible loans are derecognized as well as through
the effective interest rate amortization process. Amortized cost is calculated by taking into account any discount or
premium from the face value of the convertible loan plus direct and incremental transaction costs incurred in
connection with issuance of the convertible loan. See Note 4.3
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Convertible loans that do not settle for a fixed number of the Company’s ordinary shares are initially and subsequently
recognized at fair value. Direct and incremental transactions costs incurred in connection with the issuance of
convertible loans that contain such provisions are recognized in profit or loss as incurred. Gains and losses resulting
from changes in fair value from period to period are recognized in profit or loss as non-operating gains or losses. See
Note 3.4.

Net settlement obligation shareholder warrants

Shareholder warrants were issued by the Company containing terms that allow the holder of the warrant to settle for a
variable number of the Company’s ordinary shares. Accordingly. this term required that the shareholder warrants be
accounted for as financial liability at fair value through profit and loss. Gains and losses resulting from changes in fair
value from period to period are recognized in profit or loss as financial gains or losses. See Note 4.3.

Other Receivables

Other receivables primarily comprise value added tax (*VAT™) receivables and accrued interest income on
available-for-sale financial assets. Other receivables that are not financial assets are recognized and measured at cost
less impairment losses, if any. There have been no impairment losses in the financial periods presented. For more
information on other receivables see Note 3.2.

Intercompany Receivables
Intercompany receivables are measured at amortized cost less any impairment losses.

Cash and Cash Equivalents

Cash and cash equivalents comprise cash at banks available on demand.

Statement of Cash Flow

The statement of cash flows is presented using the indirect method. The statement of cash flows shows cash flows
used in operating activities, cash flows used in investing activities, cash flows from financing activities, and the
Company’s cash and cash equivalents at the beginning and end of the year.

Cash flows used in operating activities primarily comprise the net loss for the year adjusted for non-cash items. such
as share based payment expense, fair value revaluations of derivatives, foreign exchange gains and losses, impairment
charges, depreciation and changes in working capital.

Cash flows used in investing activities are comprised primarily of payments relating to equipment purchases and the
investment in or maturity of available-for-sale financial assets.

Cash flows from financing activities are comprised of proceeds from borrowings and proceeds from share issuances
net of transaction costs including the proceeds from the 1PO.

For the year ended December 31, 2015 the Company’s cash inflows for interest income totaled $1.4 million. For the
year ended December 31, 2014 the Company’s cash inflows for interest income was not material.

For the year ended December 31, 2014 the Company’s cash outflows for interest expense totaled $196,000. For the
year ended December 31, 2015 the Company had no cash outflow for interest expense.

Other Operating Income
Other operating income consists of management fees from the German subsidiary. Management fees are recognized
on an accrual basis. There are no management fees due from the Company’s US or Danish subsidiaries.

1.2 Significant Accounting Judgements, Estimates and Assumptions

The preparation of the financial statements requires management to make judgments, estimates and assumptions that
affect the reported amounts of income, expenses, assets and liabilities, as well as the accompanying disclosures.
Uncertainty about these assumptions and estimates could result in outcomes that require a material adjustment to the
carrying amount of the asset or liability affected in future periods.
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Judgments made in applying accounting policies

In the process of applying the Company’s accounting policies, management has made the following judgments that
have the most significant effect on the amounts recognized in the financial statements. Refer to the Note for more
details:

Research and development costs not eligible for capitalization Note 1.1

Estimates and assumptions

The key assumptions concerning the future and other key sources of estimation uncertainty at the reporting date that
have a significant risk of causing a material adjustment to the carrying amounts of assets and liabilities within the next
financial year, are listed below. The Company based its assumptions and estimates on information available when the
financial statements were prepared.

Management has determined that the following items are subject to a high degree of estimation uncertainty
and are significant to the financial statements:

Valuation of share-based Payment........ccu coccoeiecccreeeese e ase s e e sasessesenensasssenenes Note 2.2
Deferred tax ASSets . v sinemiasitst i s e s e Note 2.3

1.3 Standards Issued But Not Yet Effective

Standards effective in 2015:
New standards and amendments to standards and interpretations were issued by the IASB that became effective
during 2015. None of these new or amended standards had an effect on the Company’s financial statements.

Standards issued but not yet effective:

A number of new standards and amendments to standards and interpretations were issued by the [ASB that become
effective on or after January 1, 2016. The future adoption of these new or amended standards are currently not
expected to have an effect on the Company’s financial statements except for IFRS 9 Financial Instruments (“IFRS 97),
IFRS 15 Revenue from Contracts with Customers (“IFRS 157) and IFRS 16 Leases (“IFRS 16"), which are discussed
below.

IFRS 9: This standard addresses the accounting for financial assets and liabilities including their classification and
measurement, impairment and hedge accounting. The Company does not anticipate adopting IFRS 9 before the
mandatory effective date of January 1, 2018, The impact on the Company’s financial statements of the future adoption
of IFRS 9 will be determined based on facts and circumstances that exist at the time of adoption that cannot be
predicted currently. The only financial instruments held by the Company at December 31, 2015 that will be affected
by IFRS 9 are the available-for-sale financial assets that are currently measured each reporting period at fair value
through other comprehensive income. Management’s preliminarily position is that the available-for-sale financial
assets held at December 31, 2015 would meet the definition under IFRS 9 to be accounted for under the amortized
cost category. In reaching this preliminary position, management considered the Company’s historic investment
activity, current investment policies and intent to not sell the available-for-sale financial assets prior to maturity and
believes that the appropriate business model assessment would result in the conclusion that the Company’s financial
assets are held to collect contractual cash flows. The effect of using amortized cost to account for the Company’s
available-for-sale financial assets at December 31, 2015 would eliminate the need to carry such assets at fair value
resulting in a reversal of cumulative fair value beneficial adjustment of the available-for-sale assets with a
corresponding reduction in other components of equity of $102,000. In addition, the benefit reflected in the statement
of comprehensive loss for the year ended December 31, 2015 from the change in fair value of the available-for-sale
financial assets would be eliminated. The future adoption of [FRS 9 is not expected to have an effect on the
Company’s reported net loss or cash flows.

IFRS 15: This standard addresses the accounting and disclosure requirements for revenue contracts with customers.
The effective date is January 1, 2018. The impact on the Company’s financial statements of the future adoption of
IFRS 15 cannot currently be estimated as the Company currently does not have revenue from customers and the
impact can only be determined based on facts and circumstances that exist at the time of adoption.

IFRS 16: This standard introduces a single lessee accounting model and requires a lessee to recognize assets and
liabilities for all leases with a term of more than twelve months, unless the underlying asset is of low value. A lessee is
required to recognize a right-of-use asset representing its right to use the underlying leased asset and a lease liability
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representing its obligation to make lease payments. IFRS 16 has an effective date of January 1, 2019. Management is
in the process of evaluating the effect the adoption of IFRS 16 will have on the Company’s financial statements and
therefore until the evaluation is complete an estimate of the effect the adoption of IFRS 16 will have on the
Company’s financial statements cannot be made.

Section 2 Results for the Year
2.1 Staff Costs

The Company’s staff costs, that are expensed as incurred. for each of the years ended December 31, 2015 and 2014
are as follows:

2015 2014
USD ‘000  USD ‘000
Wages and SAlATIES......vceueereerereeerererseesaensrnssese e esesssnssesreseesassessens 670 173
Social taxes and benefits......ccovvcrvviniininiininns 1 !
Share-based payment (NOte 2.2).....ccvvinrienniinneninsissesinssnssesaesssssenns 6.598 1,442
B 0 £ TS : 7,269 1.616
Staff costs are included in the statement of profit or loss as
follows:

Research and develOpPMENT COSES ..ccccuermsianismisssesasssssssianssnssasassassants 4,272 1,113
General and administrative costs .... 2.997 503
TTORAL. o vsomissvasmvenseveimmsssiss e s s T S ¥ S E Ao Vs SN S S S s ES 7,269 1,616

Key management consists of the Company’s Chief Executive Officer and Chief Financial Officer (“CFO™). The
Company’s CFO is compensated by Forward Pharma USA. LLC. Although the CFO is not directly compensated by
the Company, and therefore excluded from the above table, the table below includes the compensation of the CFO.

2015 2014
USD ‘000  USD ‘000

Compensation to the Group’s key management

Short-term employee benefits ..., 718 532
Share-based compensation (Note 2.2) ......... 5,500 3,828
Total compensation paid to key management personnel .........cccceee 6.218 4,360

2.2 Share-based Compensation

The Company has entered into various share-based payment arrangements through the granting of equity awards in
the form of warrants, options or deferred shares (collectively “equity awards™) to employees, consultants (who
provide services similar to employees), non-employee consultants and members of the board of directors of the
Company and its wholly owned subsidiaries. Equity awards have been granted under either the Company’s 2014
Omnibus Equity Incentive Compensation Plan (the “Equity Plan™) or outside the Equity Plan. Outstanding warrants
and options have exercise prices stated in DKK or USD. Options and warrants that have exercise prices in DKK have
been converted to USD.

The terms of the Equity Plan provide for the board of directors, or a committee appointed by the board of directors, to
grant equity awards (as defined below) to employees, consultants and directors of the Company and its wholly owned
subsidiaries. At the inception of the Equity Plan there were approximately 3.1 million ordinary shares available for
grant under the Equity Plan. Awards can be in the form of ordinary shares, deferred shares, restricted shares or share
options with terms and vesting conditions determined by the board of directors. The Equity Plan contains anti-dilution
provisions in the event of a stock split or similar corporate transaction. As of December 31, 2015, 1.3 million shares
were available for future grant under the Equity Plan.



During the year ended December 31, 2015, the Company’s board of directors approved the granting of 706,000 stock
options to certain employees, board members and consultants (who provide services similar to employees) and
500,000 to non-employee consultants. The options granted to the non-employee consultants are discussed in more
detail below. The option exercise prices per share, excluding the 500,000 options awarded to the non-employee
consultants, range from $20.90 to $36.85. Vesting terms are pro rata over either a three or four year term, however,
each award contains a provision whereby the option holder cannot exercise prior to a defined date. Vesting and
exercise periods are accelerated in the event there is a change in control, as defined in the option award agreements.
Stock option expiration dates vary with the latest expiration date being six years from the date of grant. At the date of
grant, the aggregate fair value of options granted in 2013, excluding the fair value of the options granted to the non-
employee consultants, totaled $10.2 million.

As discussed above, during the year ended December 31, 2015 a total of 500,000 options were granted to non-
employee consultants of the Company (“Consultant Options™). 250,000 Consultant Options have an exercise price of
$28.26 and the balance have an exercise price of $141.30. The Consultant Options expire on May 15, 2020 and
vesting is over five years; however, the Consultant Options only can be exercised during the period from April 2,
2020 to May 15, 2020. Vesting and exercise are accelerated in the event there is a change in control as defined in the
option award agreements. The Company’s board of directors holds a unilateral right to terminate the Consultant
Options for any reason at any time prior to vesting. The fair value of the Consultant Options is measured using the
Black Scholes model with inputs consistent with those discussed below. The fair value of the Consultant Options is
determined as services are rendered. As of December 31, 2015 none of the Consultant Options have vested. The fair
value of the Consultant Options was computed using the Black Scholes method and not based on the value of the
services received. In reaching the decision to use the value of the Consultant Options and not the value of the services,
management considered the variability in the nature, timing and extent of services to be provided by the non-
employee consultants that will be significantly affected by actions taken by parties who are not under the control of
the Company. Accordingly the value and timing of the services to be received over the service period cannot be
estimated reliably and therefore the value of the Consultant Options was deemed to be a more accurate measure of the
consideration paid to the non-employee consultants for services rendered. The weighted average fair value per
Consultant Option applied for recognition of an expense during the year ended December 31, 2015 was $11.88 and
the total expense recognized was $2.0 million. There were no Consultant Options outstanding prior to 2015.

In order to provide employees, including the Chief Executive Officer, consultants and a board member of the
Company and its wholly subsidiaries with the ability to forgo exercising warrants or share options that were set to
expire on or before January 1, 2016 (“Expiring Awards™), (i) the board of directors, during the year ended December
31,2013, approved the granting of 1,365,000 share options or warrants (“Replacement Awards”) to replace 1,405,000
Expiring Awards (1,316,000 Expiring Awards expired prior to December 31, 2015 and the balance expire on January
1, 2016) and (ii) the Company’s shareholders, at the ordinary general meeting in April 2015, approved the extension
of the period during which holders may exercise 334,000 Expiring Awards (“Extended Awards™). Further, in order to
incentivize holders of Expiring Awards to remain engaged with the Company, the board of directors, during the year
ended December 31, 20135, approved the granting of additional share options or warrants to holders of Expiring
Awards to subscribe for an aggregate of 362,000 ordinary shares (“Additional Awards”). The Replacement Awards
have substantially similar terms as the Expiring Awards, except the expiration dates were extended to various dates
the latest being March 2021. The expiration date for 167,000 of the Extended Awards was extended to June 2018,
while the expiration date for the balance of the Extended Awards was extended to November 2018. If individual
holders exercise their Expiring Awards, then the Replacement Awards and the Additional Awards held by such
holders provide for immediate expiration and cancellation of such Replacement Awards and the Additional Awards
for no compensation. Replacement Awards have the same exercise price as Expiring Awards ranging from $0.57 to
$1.23 per share. Replacement Awards are fully vested on the date of grant while Additional Awards vest over a period
of three years. Replacement Awards and Additional Awards (except for 85,000 Replacement Awards) cannot be
exercised prior to March 2018; however, Replacement Awards and Additional Awards vest and can be exercised
immediately in the event there is a change in control, as defined in the award agreements. The aggregate fair value of
Replacement Awards and Additional Awards at the date of grant totaled $6.8 million. The financial statement impact
of the Extended Awards was not material.

A total of 55,000 deferred shares were granted during 2015 to an employee and two consultants (who provide services
similar to employees). The employee’s deferred shares vest in July 2016 and the consultants” deferred shares vest over
a four year period. Deferred shares vest and will be issued immediately in the event there is a change in control, as
defined in the award agreements, At the date of grant, the aggregate fair value of the deferred shares granted in 2015
totaled $1.4 million.
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During the year ended December 31, 2015, 216,000 warrants were exercised yielding proceeds to the Company of
$153,000. The weighted average fair value of an ordinary share of the Company on the dates of exercise was $33.79.

For the year ended December 31, 2014 the Committee awarded 569,000 deferred shares (“Deferred Shares™) to the
Company’s Chief Financial Officer. The Deferred Shares give the holder no rights as a shareholder until the Deferred
Shares vest except for certain dividend rights. In addition, 471,000 share options (“Share Options™) were awarded to
employees, including 379,000 awarded to the Company’s Chief Financial Officer. that allow the holder to purchase an
equal number of ordinary shares at an exercise price per ordinary share of $21.00. In addition, 177,000 warrants were
granted during the year ended December 31, 2014 including 89,000 that were granted to a director, at an exercise
price of $11.02 per share, and the balance were granted to a consultant at an exercise price of $0.67 per share. The
Deferred Shares, the Share Options and the warrants issued to the director vest incrementally over four years with
accelerated vesting under certain situations including a change in control as defined. Approximately 53,000 of the
warrants granted to the consultant vested immediately and the remaining balance vest over 18 months with accelerated
vesting under certain situations including a change in control as defined. The aggregate fair value of the Deferred
Shares, the Share Options and the warrants on the date of award totaled $9.2 million, $6.0 million and $1.2 million
respectively. During April 20135 142,000 Deferred Shares vested and were issued.

During the year ended December 31, 2014, 1.6 million warrants were modified to extend the expiration date or similar
by two, six or seven months that have a weighted average exercise price of $1.21. The financial statement impact of
the modification was not material.

In July 2014, 135,000 warrants, after the Share Split and the Proportional Share adjustments, were exercised yielding
gross proceeds to the Company of $92,000. The estimated fair value per share of an ordinary share of the Company on
the date of exercise was $11.00.

Share-based compensation for each of the years ended December 31, 2015 and 2014 is included in the following
accounts:

2015 2014
USD *000 USD *000
Research and development costs......... RO Trs Oh 3.990 1,088
General and administrative COSES it sisssaisss s 2,608 354
InVEStTNENT 1N SUDSIIATIES  vucnmassasissssnsnssvassnins ooissssansssass e sismissssesdssmssssnms Kismoasiss 6,942 4,509
Toltaliicwmammiman s R R B AR R SRR 13,540 5.951

The table below summarizes the activity for each of the years ended December 31, 2015 and 2014 for equity awards
in the form of options and warrants and the weighted average exercise price (“WAEP”):

Share Options and Warrants:

Key Employees Non-
Management and Employee Total

Personnel  Consultants Consultants Awards WAEP

No. ‘000 No. “000 No. ‘000 No. ‘000

Outstanding at December 31, 2013 ...ooviiiecveciicieceseeseecsessaeeneenns 590 1,860 — 2,450 $1.46
Oranted ...simsisniananas : 468 180 — 648 $16.84
Exercised — (135) — (135) $0.67
Expired....... . S (109) - (109)  $0.67
Qutstanding at December 31, 2014 .......cooicieiiicisirnsneresssssarenes 1.058 1.796 — 2,854  $5.03
L€ 1y TSR 178 528 500 1.206 $51.62
EXPITING AWAIUS....veveierirerereeereeeinsesessesesesesesessesesssessseseseassesnens (333) (983) — (1,316) $0.98
Replacement Awards......... SRR 423 942 — 1,365 $0.96
Additional AWATdS......cccierisemneiiininisessisasesissesissssssssassssssssasas 147 215 — 362 $30.13
EXEFOISEA cconumnssmmssmsmmmsimisssiisssin s sssamnieismiisimsass — (216) — (216) $0.70
Outstanding at December 31, 2015 ...ccviinieciciniiseesesecrennans 1,473 2,282 500 4255 $20.39
Exercisable at December 31, 2015 ..o sveisessveans 872 1.539 - 2411
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The weighted average remaining contractual life of equity awards in the form of options and warrants outstanding as
of December 31, 2015 and 2014 was 4.9 years and 2.6 years respectively.

The table below summarizes the range of exercise prices, after converting where applicable exercise prices that are
stated in DKK to USD, for outstanding equity awards in the form of options and warrants as of December 31, 2015
and 2014. Exercise prices disclosed below have changed from amounts previously reported as the result of a change in
the DKK to the USD exchange rate.

Range of exercise prices (per share) 2015 2014
No. ‘000 No. 000

BOST 0L 2B wiinmnnamaamssiarm i ae s 2,007 2.169
BT 58 R0 BB, cvusvasmiuieussassmsins isissminsnn s sasasssnsias orssa s mos g s suasianss 214 214
$20.90 10 $28.26 ..o 1,104 471
$30.54 10 $360.85 .o 680 —
S1AL30 i s S 250 —
Tolalsiaiimsisussnsiarm 4,255 2,854

The tables below summarize the inputs to the model used to value equity awards in the form of options and warrants
as well as the average fair value per option or warrant awarded for each of the years ended December 31, 2015 and
2014:

Year ended December 31, 2015

Dividend yield (%) 0
Expected vOlatility (70) .ooeerevereeerressesieseessresse s essssassesassssnssaaes 69-76
Risk=free interest rate (J0) i cormmminn s msibsanamaisbemi s (0.1)to 1.7
Expected life of the equity award (years) 3.5t05.0
Share price (B).c...cowummennminmi. 18.10 USD to 39.00 USD
Model used... — Black Scholes
Basis for delcrmmatmn ufshare pl’]C€: Quote on NASDAQ
Average fair value per option or warrant granted ($)......cccovuvnvinrerueens 13.05 USD
Year ended De 31,2014

Dividend yield (96)icnssniiuvmminiiismsimimiismmsiimn i 0
Expected volatility (%0) ....c.cereerrirscrmrracraesssnsnssssensscncaas 84-110
Risk-free interest rate (%) 0.0t00.4
Expected life of the equity award (years) ......... l.5t05
Shareprice (Bissconstmmsiimmmnssiammie 11.89 USD or 21.00 USD
Model used.ii i Black Scholes
Basis for determination ofshare price (a) (b) ... seveETG DCF-model or [PO price
Average fair value per option or warrant gramed ($) .......................... 12.28 USD

(a)

(b)

Discounted cash flow or “DCF.”

The [PO price per share was used to value equity awards granted immediately prior to the PO,
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The table below summarizes the deferred share activity for each of the years ended December 31, 2015 and 2014:

Deferred Shares:
Key Employees
Management and Total

Personnel Consultants Awards

No. *000 No. ‘000 No. *000
Qutstanding at January 1, 2014 .....ccoovinvinerennnenesiininssssiseeres — — —
BRI cxcsonssssnsumvunmsmmsensnvonsnsis i genossssmu s pimes S S eHsp SRR ST S 569 — 569
Outstanding at December 31, 2014 569 — 569
Granted ......ooceee i e e es e s - 55 55
Vested and issued......coeeeveeeevencninnnnns (142) - (142)
Outstanding at December 31, 2015 427 55 482

Subsequent to the PO, the expected life of an equity award is based on the assumption that the holder will not
exercise until after the equity award is fully vested and all restrictions on the holders ability to dispose of the
underlying ordinary shares expire. Actual exercise patterns may differ from the assumption used herein. The expected
volatility is based on peer group data and reflects the assumption that the historical volatility over a period similar to
the life of the equity awards is indicative of future trends, which may not necessarily be the actual outcome. The peer
group consists of listed companies that management believes are similar to the Company in respect to industry and
stage of development.

Significant estimation uncertainty regarding share based paymenis

Prior to the Company’s [PO, determining the initial fair value and subsequent accounting for equity awards granted to
the employees, consultants and directors required management to use many subjective assumptions including
estimating the fair value of the Company’s ordinary shares. The subjective nature of the assumptions required
management to use significant judgment, and small changes in any individual assumption or in combination with
other assumptions could have yielded significantly different results. The most significant assumptions included the
following: estimated long-term cash flows of the Company discounted for the risk and uncertainty of successfully
developing and commercializing FP187: the expected period an equity award would be outstanding and the peer
group we used to determine volatility. Before the Company’s ADSs were quoted on an active market, the underlying
share price applied was determined by applying a discounted cash flow (DCF) model. The expected future cash flows
were based on strategic plans up until product launch and projections for the following years.

Subsequent to the Company’s PO, determining the initial fair value and subsequent accounting for equity awards will
continue to require significant judgment regarding expected life and volatility of an equity award; however, asa
public listed company there is objective evidence of the fair value of an ordinary share on the date an equity award is
granted and therefore DCF valuations are no longer used. As a public listed entity, in the future after there has been an
extended period of historical trading activity of the Company’s ordinary shares, the Company will determine the fair
value of an equity award using an option valuation model that incorporates the historical trading attributes of the
Company’s ordinary shares including the volatility and the expected life of an equity award.

All amounts presented in this Note have been adjusted to reflect the Proportional Shares and the Share Split as if they

had occurred at the beginning of each respective period. Amounts disclosed herein may be different from amounts
previously reported as the result of changes in exchange rates.
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2.3 Income Taxes

The major components of income tax for the years ended December 31, 2015 and 2014 are as follows:

Statement of profit and loss

2015 2014
USD *000 USD ‘000
Current income tax:
Current income tax benefit ...........ccvuiiiiiiinininnrcrnsrsmsnnssissisasss 336 250
Income tax benefit reported in the statement of profit and loss......... 336 250

Included in the current income tax benefit for the years ended December 31, 2015 and 2014 are amounts due to the
Company for participating under a joint taxation scheme with Tech Growth of $158,000 and $250,000 respectively
(see “Joint Taxation” below for additional information regarding Tech Growth). Also included in the tax benefit for
the year ended December 31, 2015 is the favorable result from an application made in 2015 with the Danish tax
authorities whereby the Danish tax authorities approved a refundable tax credit of $178.000 related to the Company’s
research and development efforts after reducing the Company's 2012 tax loss carryforward. The refundable tax credit
was received during the year ended December 31, 2015.

The tax benefit recorded for the years ended December 31, 2015 and 2014 is reconciled as follows:

2015 2014
USD ‘000 USD *000

1y [0 (003 720 L] U 1, SR (51.401) (13,912)
At the Company’s statutory income tax rate (*) ....ccvrvnrnvernsenienn (12,079) (3,408)
Adjustments:
Non-deductible expenses, including impairment loss, for tax

PUPPOSES cisvisiiassinssntansioasinviiiigis 8.569 936
Unrecognized deferred tax assets.... 3,352 2.222
Refundable taX Credil.. e creiereeessesessssessseesseessnsessasssesssnsssses (178) —_
At the effective income tax rate of 2% for 2015 and 1% for 2014 ... (336) (250)

(*) The statutory tax rates for 2015 and 2014 were 23.5% and 24.5% respectively.

For the year ended December 31, 2015 the Company’s cash inflows for taxes totaled $466,000 and there were no cash
outflows. For each of the years ended December 31, 2014 and 2013 there were no cash inflows or outflows for taxes.

Deferred tax

The unrecognized deferred tax assets at December 31, 2015 and 2014 are as follows:

2015 2014
USD *000 USD *000
Tax effect of tax loss carry forwards........oveeeerrererereerereneesnnnes . 5,515 3,447
Share-based payment .......coceeeveeceeens 3,507 3.330
Other deferred taxes, net liability (131) (147)
Unrecognized deferred tax assets, Nel......cooeocveeeeeennescnieans e en 8.891 6,630

The table above excludes a tax asset of $306 million at December 31, 2015 and $345 million at December
31,2014 related to an intangible asset and a corresponding contingent tax liability, in the same amount, that may
become available for Danish tax purposes in the event the Company generates tax revenues in future periods. The
decrease in the amount from 2014 to 2015 is the result of a change in the exchange rate between the DKK and the
USD.
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The loss carry forwards that total $25.1 million at December 31, 2015 have no expiry date. The Company’s ability to
use tax loss carry forwards in any one year is limited to 100% of the first $1.1 million of taxable income plus 60% of
taxable income above $1.1 million. Other deductible temporary differences are not subject to any restrictions.

Joint Taxation

As of January 19, 2013, the Company became part of a tax group with Tech Growth Invest ApS and its subsidiaries.
Under applicable provisions of the Danish taxation law, the Company will be entitled to obtain refunds at the
prevailing tax rate from other entities within the joint taxation scheme who utilize tax losses of the Company. The tax
benefit included within the statement of profit and loss for each of the years ended December 31, 2015 and 2014
represents the estimated benefit to be derived from the joint taxation scheme. During the year ended December 31,
2015, the Company received a cash payment from Tech Growth of $288,000 that represented the actual benefit
derived from other entities within the joint taxation scheme who utilized the Company’s tax losses for each of the
years ended December 31, 2014 and 2013. After adjusting for changes in exchange rates between the DKK and the
presentation currency, or USD, the difference between the estimated tax benefit recorded in operating results for each
of the years ended December 31, 2014 and 2013 and the actual amount received was not material. A subsidiary of
Tech Growth Invest ApS experienced a change in ownership on December 31, 2015. The effect of the change in
ownership will result in the year ended December 31, 2015 being the final year where the Company will receive a
refund equal to the tax benefit realized by Tech Growth Invest ApS and other entities within the joint taxation scheme
who utilized the Company’s tax losses. On January 1, 2016, the joint taxation with Tech Growth ceased. The
Company is jointly and severally liable with other entities in the joint taxation scheme for the group’s Danish tax
liabilities.

Significant accounting judgments, estimates and assumptions

The Company recognizes deferred tax assets, including the tax base of tax loss carry-forwards, if management
assesses that these tax assets can be offset against positive taxable income within a foreseeable future. Significant
management judgment is required to determine the amount of deferred tax assets that can be recognized, based upon
the likely timing and the level of future taxable profits together with future tax planning strategies. This judgment is
made on an ongoing basis and is based on budgets and business plans for the coming years, including planned
commercial initiatives.

The development of therapeutic products within the biopharmaceutical industry, such as the Company’s product
candidate FP187, are subject to considerable risks and uncertainties and there is no assurance a therapeutic product
will be successfully developed. As the result of this uncertainty and since the Company has reported significant losses
since inception, has no commercial products or revenues and does not expected to generate revenues or profits for the
foreseeable future, management has concluded that deferred tax assets should not be recognized as of December 31,
2015 or at any other prior date. The tax assets are currently not deemed to meet the criteria for recognition as
management is not able to provide convincing positive evidence that taxable profits will be available in the future to
utilize the benelit from the tax assets.

2.4 IPO Costs

During the year ended December 31, 2014, the Company incurred direct and incremental costs associated with its [IPO
that totaled approximately $4 million (excluding the underwriters’ commission of 7% of gross proceeds received from
the IPO) that have been accounted for as a reduction of the gross proceeds received from the IPO and recorded
through shareholders’ equity. In addition, during the year ended December 31, 2014, the Company incurred costs that
were directly associated with the [PO but were not incremental and therefore were not eligible to be offset against the
gross proceeds and were therefore included in general and administrative expenses. Such amounts totaled
approximately $2 million. No costs were incurred in connection with the IPO in the year ended December 31, 2015.
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Section 3 Operating Assets and Liabilities

3.1 Prepaid Expenses

December 31,
2015 2014
USD ‘000 USD “000
544 667
68 9
612 676
3.2 Other Receivables
December 31,
2015 2014
USD *000 USD 000
VAT receiVables i R T 311 274
Accrtued INterest IMCOME i iisvimiisimisssnisiissaisissisesiinssnsisserisiissarssiiisnsiniinidinmitinive 231 365
O ER TR ORIVADIES < snummissavsunmmmmen s s oSS SR S RS FE SR S SN TR 10 14
Mol ucaammsimmsrises st 552 653
3.3 Trade Payables and Accrued Expenses
December 31,
2015 2014
USD *000 USD ‘000
TAEIE DIATAONES: <o vsnnouicvssuusiamssssmesssisionsiwsisssssios suios fobslmds Sovn R Suos 3 A R T BT S 1.454 1,148
ACCTUSH EXPEINSES weenrererereermessermererssesessesnassenseraessenssseessssesseasesessesessesnessessesasssessess 1,784 1,145
TOLAL.c e eeeieiciecreecritccirecrseen s e s e sraseas s sbaessnsrans e ssaesas e s e sananseesbaensnasanssabasasnnsssasannes 3,238 2,293
3.4 Convertible Loans

During 2014, the Company entered into two convertible note agreements borrowing € 8.35 million and $10 million
respectively.

On May 30, 2014 the Company entered into a convertible loan agreement (“Euro Note™) with NB FP Investment I
K/S, a related party. The terms of the Euro Note allowed the Company to borrow up to € 8.35 million in installments.
Outstanding borrowings accrued interest at an annual rate of 10% payable, with principal, on December 31, 2018. The
full € 8.35 million was borrowed during the three months ended September 30, 2014. There was a mandatory
conversion provision that was triggered in October 2014 as the result of the Company successfully completing the
IPO whereby the Euro Note plus accrued interest converted into 602,000 ordinary shares of the Company. The Euro
Note conversion rate represented a 15% discount from the fair value of the ordinary shares issued and was accounted
for as discussed below. Accrued interest on the Euro Note at the time of conversion totaled $177,000.

On August 6, 2014 the Company entered into a convertible loan agreement (“USD Note™) with BVF Forward

Pharma L.P., a related party. The terms of the USD Note were similar to the Euro Note except that the Company
could borrow $10 million. The full $10 million was borrowed during the three months ended September 30, 2014. The
USD Note plus accrued interest converted into 566,000 ordinary shares of the Company upon the completion of the
IPO. The USD Note conversion rate represented a 15% discount from the fair value of the ordinary shares issued and
was accounted for as discussed below. Accrued interest on the USD Note at the time of conversion totaled $118,000.
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For financial reporting purposes, the Euro Note and the USD Note (collectively “Notes™) were carried at fair value
and the change in fair value from period-to-period reflected as the fair value adjustment to convertible loans in the
statement of profit or loss for the year ended December 31, 2014. This accounting treatment is the result of the
derivative associated with the conversion feature deemed to be not closely related to the debt host. For the year ended
December 31, 2014 there was a loss of $3.8 million representing the increase in fair value of the Notes from the time
the Notes were issued to the time the Notes were converted to ordinary shares. The Notes meet the definition of'a
Level 2 financial instrument, as defined below, since there was no active market where the Notes were traded.
Therefore determining fair value required the Company to use an alternative approach that was based on the automatic
conversion feature to ordinary shares at a 15% discount to the per share price of the IPO. The fair value of the Notes
on the date of conversion was determined based on the number of ordinary shares issued at the quoted price per
ordinary share at the time of the IPO ($21.00) adjusted for the 15% discount.

Section 4 Capital Structure, Financial Risks and Related Items

4.1 Equity and Capital Management

The following table summarizes the Company’s share activity for each of the years ended December 31, 2015 and
2014:

Class A Class B

ordinary preferred Ordinary

shares shares shares

No. ‘000 No. ‘000 No. ‘000
December 31, 2013 oo essee e sesse e eenss e sessrnasas s saeebnessns 28.502 856 —
Capital increase for Cash .....ooverrererereeierere e — 157 —_
Cashless settlement of interest-bearing convertible loans upon

exercise of shareholder Warrants.......coocevevvrcreecinrsnncnesieesennenes 2.456 — —

Exercise of shareholder warrants for cash ......cccevoeeviinnciisienieenes 5 — —
Exercise of warrants for Cash......coeeieinicieenieeee e 135 — _
Class B Award (*) 2,034 — —
Share COnVersion (%) wminiimviinnmsiimivavssieiamiaig (33.132) (1,013) 34,145
Conversion of the Euro Note and USD Note (¥) cocvveeeiivcineniieennns — - 1,169
PO including over-allotment (¥) - - 11,200
December 31, 2014 — — 46,514
Issuance of deferred shares.... - — 142
Exercise of warrants for cash — - - 216
December 31, 2015 ... miieeereereerersessesasseessesasssessesassesssssssesasssensesens — — 46,872

*) See Corporate Information and Note 3.4 for additional information.

The Company has never paid a dividend on ordinary shares and does not expect to pay dividends for the foreseeable
future.

During the year ended December 31, 2015 142,000 ordinary shares were issued upon the vesting of Deferred Shares,
and the receipt of the nominal value of $2,000, and 216,000 ordinary shares were issued in connection with the
exercise of warrants and the receipt of $153,000. See Note 2.2.

In connection with the IPO, including the partial exercise of the underwriters” over-allotment option, the Company
sold approximately 11.2 million ordinary shares at $21.00 per share yielding gross proceeds of approximately
$235 million. The underwriters’ commission and other direct and increment cost totaled approximately $16 million
and $4 million respectively resulting in net proceeds to the Company of approximately $215 million.

Prior to the Share Conversion, Class A ordinary shares and Class B preferred shares had a different nominal value per
share than an ordinary share. The adjustment that appears in the Statement of Changes in Shareholders Equity, for the
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year ended December 31, 2014, in the amount of $262,000 represents the effect of the change in Share Capital to
conform with the per share nominal value of an ordinary share or 0.10 DKK.

The proceeds received during the year ended December 31, 2014 pursuant to the issuance of approximately 157,000
Class B shares for cash totaled approximately $1.9 million. The issuance price per Class B share was approximately
$12.11.

During March 2014 a convertible loan that had been accruing interest at a rate of 20% per annum in the amount of
$2.5 million that was held by Nordic Biotech Opportunity Fund K/S, a shareholder and related party, was converted to
share capital and share premium in consideration for the exercise of shareholder warrants resulting in the issuance of
2.5 million Class A shares. See Note 4.3.

During the year ended December 31, 2014, the Company issued approximately 5,000 and 135,000 Class A shares at
per share prices of approximately $1.07 and $0.68 respectively yielding aggregate proceeds of approximately $5,000
and $92,000 respectively.

All amounts presented in this Note have been adjusted to reflect the Proportional Shares and the Share Split
adjustments as if they had occurred at the beginning of earliest period presented.

Capital Management

For the purpose of the Company’s capital management, capital includes issued capital, share premium and all other
equity reserves attributable to the equity holders of the Company. The primary objective of the Company’s capital
management is to maximize shareholder value. The board of directors’ policy is to maintain a strong capital base so as
to maintain investor, creditor and market confidence, and a continuous advancement of the Company’s intellectual
property, product pipeline and business. Cash, cash equivalents and financial assets are monitored on a regular basis
by management and the board of directors in assessing current and long-term capital needs. As of December 31, 2015
the Company held cash, cash equivalents and available-for-sale financial assets totaling $168.8 million that will be
sufficient to fund operations beyond the next twelve months. The Company currently has no significant planned
capital expenditures.

4.2 Financial Risk Factors

The Company’s activities expose it to a number of financial risks whereby future events, which can be outside the
control of the Company, could have a material effect on the Company’s financial position and operating results. The
known risks include foreign currency, interest and credit risk and there could be other risks currently unknown to
management. The Company historically has not hedged its financial risks.

Foreign Currency

The Company and its subsidiaries conduct operations in Denmark, Germany and the United States that use the DKK,
the Euro and the USD as their functional currencies respectively. The Company conducts cross border transactions
where the functional currency is not always used, including purchases from major vendors in the in the United States
where the USD is used and in the United Kingdom where the British Pound (“GBP™) is used. In addition, the
Company, whose functional currency is the DKK, has invested in debt instruments issued by the governments of
Germany, Great Britain and the United States. Accordingly, future changes in the exchange rates of the DKK, the
Euro, the USD and/or the GBP will expose the Company to currency gains or losses that will impact the reported
amounts of assets, liabilities, income and expenses and the impact could be material. For each of the years ended
December 31, 2015 and 2014, the impact on the Company’s statement of profit or loss of possible changes in the
USD. GBP and Euro exchange rates against the Company’s functional currencies. USD, DKK and EUR, would be as
follows.

Currency Possible change 2015 2014

USD *000 USD 000
USD it s sesssssaenaes +-10% +8,068/-8,068 +10,188/~10,188
OBP sisc okt +-10% +1,001/-1,001 +921/-921
EUIR visminnmnmmmra i it +-2% +1,424/-1,424 +1,974/-1,974
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Interest Rate Risk

The Company has invested in debt instruments issued by the governments of Germany, Great Britain and the
United States (collectively “Bonds™) that pay interest at fixed rates. The effective yield on the Bonds is less than 1%.
Should market interest rates rise in the future, it would have a negative effect on the fair value of the Bonds, which
could be material, and would result in a realized loss i a Bond was sold before maturity. As of December 31, 2015
and 2014, the impact on the fair value of the Company’s Bonds of a possible increase or decrease in the interest rates
would be as follows.

D ination Currency Possible change 2015 2014
USD *000 USD “000
+/~1%-point —862/+862 -1,491/+1.491
+/—1%-point —68/+68 =119/+119
+/—1%-point —835/+835 -1,319/+1,319

Credit Risk
The Company’s credit risk is associated with cash held in banks and the Bonds. The Company does not trade financial
assets for speculative purposes and invests with the objective of preserving capital by investing in a diversified group
of highly rated debt instruments.

The Company’s cash and cash equivalents are held primarily at one bank in Denmark with a Moody’s long-
term credit rating of Aa3. The Company's available for sale financial assets are invested in government issued debt

instruments that are carried at fair value with maturities not exceeding three years. Moody’s credit rating of each of
the individual governments is Aal or better.

4.3 Financial Assets and Liabilities

Recognized financial instruments
The Company has recognized the following categories of financial assets and liabilities.
Financial assets:

Other receivables as of December 31, 2015 and 2014

2015 2014
Carrying Fair Carrying Fair
amount value t value
USD 000 USD *000 USD *000 USD 000
Other receivables ......... 552 552 653 653
Tolalaiisiinmmmimicammariio e i sissmious 552 552 653 653
Intercompany receivables as of December 31, 2015 and 2014
2015 2014
Carrying Fair Carrying Fair
t value value
USD *000 USD “000 USD *000 USD *000
Intercompany receivables .....ooevverveereccriniesieeeneenans 675 675 415 415
675 675 415 415
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Available-for-Sale Financial Assets as of December 31,

Included in current assets (Level 1)
ETETTETIY scnsmmnmnssosss nmsasasisssinvemssss
United Kingdom ...
United States........

2015 and 2014
2015 2014
Carrying Fair Carrying Fair
unt value value
USD *000 USD *000 USD 000 USD ‘000
17,223 17,223 19,351 19,351
4,438 4,438 1.915 1,915
19.976 19,976 24,970 24,970
41,637 41,637 46,236 46,236

At December 31, 2015 the face values of the German, United Kingdom and United States available-for-sale financial
assets were 15.6 million Euros, 2.9 million GBP and 20.0 million USD respectively. At December 31, 2014 the face
values of the German, United Kingdom and United States available-for-sale financial assets were 15.7 million Euros,

1.2 million GBP and 25.0 million USD respectively.

Included in non-current assets (Level 1)

TETIATI cvuses snsnsnversunssssssonsssssunssse i oessae s san NS REERS

United Kingdom
United States.........

2015 2014
Carrying Fair Carrying Fair
t value amount value
USD *000 USD 000 USD “000 USD 000

43,558 43,558 67,862 67,862
1,855 1,855 6,769 6,769
37,333 37.333 57,268 57.268
- 82,746 82,746 131,899 131,899

At December 31, 2015 the face values of the German, United Kingdom and United States available-for-sale financial
assets were 39.3 million Euros, 1.2 million GBP and 37.5 million USD respectively. At December 31, 2014 the face
values of the German, United Kingdom and United States available-for-sale financial assets were 54.9 million Euros,

4.1 million GBP and 57.5 million USD respectively.

Financial Liabilities:

Financial liabilities at amortized cost as of December 31, 2015 and 2014

Trade payables and accrued expenses

Totilnnammi i amismi iR o

2015 2014
Carrying Fair Carrying Fair
value amount value
USD *000 USD *000 USD *000 USD ‘000
; 3.238 3.238 2,293 2,293
3,238 3.238 2,293 2,293

Fair value of trade payables is deemed to be their carrying amount based on payment terms that are generally 30 days.

Financial instrument valuation hierarchy

Financial instruments recognized at fair value are allocated to one of the following valuation hierarchy levels:

e Level 1: Quoted (unadjusted) prices in active markets for identical assets or liabilities. The Company’s
available-for-sale financial assets meet the definition of Level 1.

e  Level 2: Other techniques for which all inputs that have a significant effect on the recorded fair value are
observable, either directly or indirectly. The Company did not have financial instruments allocated to this

level as of December 31, 2015 or 2014.
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e Level 3: Techniques that use inputs that have a significant effect on the recorded fair value that are not based
on observable market data. The Company did not have financial instruments allocated to this level as of
December 31, 2015 or 2014.

For all periods presented there were no transfers of financial instruments between Levels 1, 2 or 3.

Interest bearing convertible loan

As of December 31, 2013, the Company’s borrowing consisted of a convertible loan denominated in DKK held by
Nordic Biotech Opportunity Fund K/S, a related party. The loan was due on October 31, 2018 and was carried at
amortized cost. Interest accrued at an annual rate of 20%. The convertible loan contained various terms and conditions
including provisions for mandatory conversion, under certain defined circumstances, as well as optional conversion
provisions into Company shares. The lender had a put option that provided for immediate repayment of the
convertible loan that was exercisable based on conditions that were not within the control of the Company and
therefore the convertible loan was classified as a current liability at December 31, 2013. On March 17, 2014 the
convertible loan was cancelled in consideration for exercising shareholder warrants that are discussed below. The
carrying value of the convertible loan was $2.5 million at the time of cancellation and was transferred from liability

classification to share premium. Interest expense recognized during each of the year ended December 31, 2014 totaled
$100,000.

Net settlement obligation of shareholder warrants

On May 31. 2011, Nordic Biotech Opportunity Fund K/S, one of the Company’s shareholders, was granted 138.000
shareholder warrants that entitled the holder to acquire an equal number of Class A ordinary shares (or 2.5 million
ordinary shares after the Proportional Shares and the Share Split adjustments) at an exercise price of approximately
$1.07 per ordinary share after the Proportional Share and Share Split adjustments. The terms of the shareholder
warrants allowed the holder to net settle in shares whereby the holder could exercise all the shareholder warrants and
receive fewer Class A shares with a fair value equal to the intrinsic value of the shareholder warrants without
remitting the exercise price. The shareholder warrants were classified as a derivative financial instrument due to the
fact that the holder could elect net share settlement and were recorded within current liabilities in the statement of
financial position. All shareholder warrants were exercised on March 17, 2014 in a single transaction in which 5,000
Class A shares (afier the issuance of Proportional Shares and the Share Split adjustments) were issued for cash
consideration of $5,000 and the balance in consideration for the cancellation of a convertible loan discussed

above. The fair value of the shareholder warrants as of the exercise date was $27.0 million and was transferred from
liability classification to share premium within shareholders’ equity as of that date.

The following table summarizes the changes in the carrying value of the net settlement obligation of shareholder
warrants for each of the year ended December 31, 2014:

2014
USD *000
Carrying amount at January 1, 2014 .......ocvevvrcnvsermsinsesrmssesssssissosnsssssassasssssnssass 26,124
Fair value adjustment recognized as an expense... 968
Exchange differences ..o eveicrininiesinisiissss s s (123)
ERETCING oo 1nsnmeassamnsassnnssassansamsssaruesmisbs e s E R R AR SRR SRR e eas (26,969)

Carrying amount at December 31, 2014 .....cooovverirevenerrerise e —

4.4 Investment in Subsidiaries

The Company’s wholly-owned German, United States and Danish subsidiaries Forward Pharma GmbH, Forward
Pharma USA, LLC and Forward Pharma FA ApS, respectively, are reflected in the accompanying financial statements
as an investment carried at cost unless the investment has been impaired.
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The investment account activity for each of the Company’s wholly-owned subsidiary for the years ended December
31,2015 and 2014 is as follows:

German us Denmark Total
UsSD 000 USD'000  USD'000  USD 000
Balance January 1, 2014 11,788 — - 11,788
Capital contribution 5,000 700 — 5,700
Share-based compensation 645 3.864 — 4,509
Translation adjustment (1,365) (65) — (1,430)
Impairment loss — (4,499) —_ (4,499)
Balance December 31, 2014 16,068 — — 16,068
Capital contribution 25,886 2,159 74 28,119
Share-based compensation 2,009 4,933 — 6,942
Translation adjustment (1.597) (10) (1) (1,608)
Impairment loss (34,238) (6,137) — (40,375)
Balance December 31, 2015 8,128 945 73 9,146

The Company’s subsidiary in Germany experienced a net loss in 2015 that was significantly higher than the net losses
it incurred in prior years and management expects this negative trend to continue for the foreseeable future. As a result
of these factors, combined with the uncertainty as to whether the German subsidiary will become profitable in the
future, management performed an impairment test at December 31, 2015 to determine i the Company’s investment in
the German subsidiary was recoverable. The result of the impairment test indicated that the full recovery of the
Company’s investment in the German subsidiary was uncertain and accordingly an impairment loss is reflected within
the Company’s profit and loss statement for the year ended December 31, 2015 totaling $34.2 million.

The Company’s US subsidiary supports the Company’s operations by providing administrative services such as
investor relations, accounting and financial reporting services. The US subsidiary has no current revenues and does
not expect revenues to be generated in the future. For the years ended December 31, 2015 and 2014, the US subsidiary
incurred net losses and expects to incur net losses for the foreseeable future. Accordingly management has determined
that its investment in the US subsidiary was impaired and recognized an impairment loss for of $6.1 million and $4.5
million in the years ended December 31, 2015 and 2014 respectively.

Forward Pharma GmbH’s registered office is Leipzig, Germany. As of December 31, 2015 and 2014, Forward
Pharma GmbH had a shareholder’s equity of $8.1 million and $391,000 respectively. The net loss of Forward Pharma
GmbH for the years ended December 31, 2015 and 2014 was $18.0 million and $4.7 million respectively.

Forward Pharma USA LLC’s registered office is New York, USA. As of December 31, 2015 and 2014, Forward
Pharma USA LLC had a shareholder’s equity of $945,000 and $56,000 respectively. The net loss of Forward Pharma
USA LLC for the years ended December 31, 2015 and 2014 was $1.4 million and $644,000 respectively. Forward
Pharma USA LLC was formed on July 25, 2014.

Forward Pharma FA ApS’s registered office is Copenhagen. Denmark. As of December 31, 2015 Forward Pharma FA

ApS had a shareholder’s equity of $73,000. Forward Pharma FA ApS has been inactive since its formation on
December 31, 2015.

Section 5 Other Disclosures

5.1 Related Party Transactions

The Company is controlled by NB FP Investment K/S and affiliates (collectively “NB™). The ultimate controlling
party of the Company is Mr. Florian Schénharting who controls NB.

A Director of the Company, who was elected to the Board of Directors on July 20, 2015, was a partner in the law firm
that provided Danish legal services to the Company. As of January 1, 2016 the Director became a partner in another
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Danish law firm, which now provides Danish legal services to the Company. The Director serves on the Company’s
Board of Directors in his individual capacity and not as a representative of any of the law firms.

Beginning in 2013, the Company became part of the Tech Growth tax group. Participants in Tech Growth tax group
include the Company, Tech Growth Invest ApS and subsidiaries of Tech Growth Invest ApS. The Company’s
participation in the Tech Growth tax group ceased on January 1, 2016. Refer to Note 2.3.

The following table provides the total amount of transactions that have been entered into with related parties for the
relevant year-end or as of year-end:

2015 2014
USD “000 USD 000
Danish legal services rendered while a Director .......cocveereveeevevennes 560 —
Amounts owed to related parties.......ooceveveeeereeee e 271 —

Amounts owed by related parties .......ocuriineessreninennniiessseeianes — -
The above table excludes the related party transactions disclosed in Notes 3.4, 4.1, 4.4 and 5.2.
Terms and conditions of transactions with related parties
The sales to and purchases from related parties are made at terms equivalent to those that prevail in arm’s length
transactions. Outstanding balances at the year-end are uncollateralized and interest free. There have been no
guarantees provided or received for any related party receivables or payables. For the years ended December 31, 2015
and 2014, the Company has not recorded any impairment of receivables relating to amounts owed by related parties.

Transactions with key management

The Company has not granted any loans, guarantees, or other commitments to or on behalf of any of the members of
the board of directors or key management personnel.

Other than the remuneration including share-based payment relating to key management personnel described in
Notes 2.1 and 2.2, no other significant transactions have taken place with key management personnel during the
period presented herein.

Compensation paid to the members of the board of directors

Compensation paid to members of the Company’s board of directors, excluding share-based compensation, for each
of the years ended December 31, 2015 and 2014 totaled $35,000 and $8,000 respectively. Share-based compensation
paid to members of the Company’s board of directors for each of the years ended December 31, 2015 and 2014
totaled $1.8 million and $346,000 respectively. See Note 2.2.

Patent transfer agreement between Aditech Pharma AG and the Company

In 2010, the Company entered into a patent transfer agreement with Aditech Pharma AG, a related party, which is
discussed in Note 5.2.

Major Shareholders

The following shareholders are as of the date of adoption of the financial statements registered as major shareholders:
Nordic Biotech K/S, Copenhagen, Denmark

Nordic Biotech Opportunity Fund K/S, Copenhagen, Denmark

NB FP Investment K/S, Copenhagen, Denmark

Rosetta Capital [, LP, Wilmington, DE, USA
The Bank of New York Mellon, New York, NY, USA
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5.2 Commitments and Contingent Liabilities
Leased office space

Lease contracts, where the lessor retains the significant risks and rewards associated with the ownership of the asset,
are classified as operating leases.

The Company leases office space from Nordic Biotech Advisors ApS, a related party, under an agreement that can be
cancelled on short notice. Lease payments under the lease agreement are recognized in the statement of profit and loss
over the lease term. The Company’s remaining non-cancellable operating lease commitment as of December 31, 2015
was not material. Operating lease payments recognized as an expense amounted to $83,000 and $64.000 for each of
the years ended December 31, 2015 and 2014 respectively.

Contingent liabilities

Contingent liabilities are liabilities that arose from past events but whose existence will only be confirmed by the
occurrence or non-occurrence of future events that in some situations are beyond the Company” control.

As of January 19, 2013, the Company became part of the Tech Growth tax group. The tax group exposes the
Company to joint and several liability for the tax liabilities arising from the tax group or any entity participating in the
tax group. The accompanying financial statements do not include a provision for any loss that may result from this
contingency. See Note 2.3.

The Company is party to an agreement with Forward Pharma GmbH whereby the Company will compensate Forward
Pharma GmbH for the research and development services performed by Forward Pharma GmbH for the benefit of the
Company. The compensation payable to Forward Pharma GmbH will be based on future net sales (“Net Sales™) of the
Company, as defined in the agreement, that result from or are related to the research and development services
provided by Forward Pharma GmbH for the benefit of the Company and will consist of a 2% royalty on the
Company’s Net Sales. To date there have been no Net Sales. The agreement also provides Forward Pharma GmbH
with an exclusive license, limited to the German market, to make, sell, offer for sale or use any product or process that
results from or are related to the research and development services provided by Forward Pharma GmbH for the
benefit of the Company as defined in the agreement.

Aditech Pharma AG is considered to be a related party of the Company due to control over Aditech Pharma AG by
NB. In 2004, a private Swedish company Aditech Pharma AB (together with its successor-in-interest, a Swiss
company Aditech Pharma AG, “Aditech™), controlled by NB, began developing and filing patents for, among other
things, formulations and dosing regimens of DMF. In 2005, the Company entered into a patent license agreement with
Aditech to license this patent family from Aditech. In 2010, the Company acquired this patent family from Aditech
pursuant to a patent transfer agreement which replaced the patent license agreement. Under the Company’s agreement
with Aditech, the Company obtained, among other things, Aditech’s patents and associated know-how related to DMF
formulations and delivery systems (the “Aditech IP”), subject to both diligence and minimum annual expenditure

(€1 million per year) obligations on the part of the Company. Aditech has the option to receive back, for no
consideration, all of the Company’s DMF related assets (which include patent and other rights related to DMF,
including FP187) should the Company fail to satisfy these obligations. The Company is required to pay Aditech a
royalty of up to 2% of net sales generated from the Company’s DMF products and processes, regardless of whether
such net sales are generated by the Company or its affiliates, assignees or licensees. Included in the determination of
the Company’s payment to Aditech is any cash or non-cash consideration generated from the Company’s DMF
products and processes and received by the Company or its assignees, affiliates and licensees. Further, the Company’s
agreement with Aditech gives Aditech a 90-day right of first offer to acquire non-DMF related intellectual property
assets that the Company might choose to sell. Our annual expenditures related to our DMF formulations and delivery
systems are expensed as incurred. To date, the Company has not incurred the royalty; however, in the future if we
were to realize net sales, as defined, from the Aditech IP, the royalty would be expensed in the period when the net
sales are recognized in our operating results.

5.3 Events after the reporting period

Subsequent to December 31, 2015 there were no events that were required to be reported.
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