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¢€¢ We pioneer
dermatology
by looking
beyond today
to constantly
improve and
extend what's
possible for
the benefit
of patients.
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Dermatology
beyond the skin

Itis my privilege to meet many people living with
skin diseases and those helping them. These
cenversations are a daily reminder of LEQ Phorma's
purpose: to help people achieve healthy skin. Living
with o skin condition has an impact on a person
far beyond the skin, as it is often both debifitating
and stigmatizing. To provide patients with safe,
effective, and innovative life-changing solutions is
what motivates afl of us ot LEO Pharma every day.

For 2025, we set ourselves the goal to be the
leading company in medical dermatology. To get
ihere, we aim to understand patients and their lives
better than anyone else, and apply this knowledge
to provide even better treatments, Our 2025 Strat-
egy is to strengthen our successful established
portfolio, and invest the proceeds in building our
innovative portfolio, In 2018, we made significant
progress on both areas.

Goed results in fine with expectations
Following a record year in 2017, |LEQ Pharma made
significant progress with our 2025 Strategy. We
invested heavily in our R&D pipeline, which is now
one of the strongest pipelines in dermatology, and
we considerably strengthened our established
portiolic with the agreement to acquire Bayer’s
prescription dermatology unit.

In 2018, LEQ Pharma's revenue amounted to

DKK 10,410 million, a level similar to revenue in 2017
EBITDA increased from DKK 2,005 million in 2017 1o
DKK 2,366 million in 2018, an increase of 18%, mainly
driven by the divestment of @ number of non-core
products to Karo Pharma AB.

Revenue from the established portfolio
omounted to DKK 10,268 million in 2018, which is
in line with 2017 ) am proud to see that Enstilar®,
our feam-based solution for psoriasis, continued
its success being the primary growth driver in our
established portfolio.

For ourinnovative portfolio, the European launches
of Kyntheurn®, our biclogic solution for psoriasis,
continued throughout 2018 following the first
launch in Germany in late 2017 We are excited to

follow the progress of Kyntheum® as we continue
the lounch process in Europe.

A strong and expanding pipeline

Increasing investments in RE&D to 18% of revenues in
2018 fueled the progression of our clinical pipeling
and added candidates to our future innovative
porifolio. In 2018, we initiated our third phase 3
clinical study for tralokinumab, an investigational
monocional antibody for the treatment of moder-
ate-to-severe atopic dermatitis, and entered
phase 2b for delgocitinib for atopic dermatitis and
hand eczema. Togather with further early-stage
projects, including oral treatments, we now have
ohe of the world's strongest pipelines in eczema.

In November, we entered the rare disease arena
by partnering with PellePharm to treat Gorlin
Syndrome. We consulted patients before we made
this decision, a process that not only gave us very
important insights, but also involved very maoving
discussions about how we might be able to help
change the course of this life-altering condition.

We are proud of our collaborative approach and
how we work with specialists within ond outside our
company. It enables us to drive scientific advance-
ments further and to pioneer medical dermatology,
bringing about much needed progress for patients,

Expanding our lead in medical dermatelogy
In July, we agreed with Bayer to acquire their
prescription dermatolagy unit, This adds o series
of strong brands to our established portfolio, and
will expand our global footprint in key markets in
Europe, Asia and Latin America,

High engagement leads to success

The collective skills and efforts of everyone at LEO
Pharma are the basis for cur success, and | would
like to thank our 5,528 employees for their strong
dedication in 2018. Our transformation process
towards achieving our 2025 goals, and the contin-
ued high engagement of our employses is more
important than ever.



‘ We are proud of

our collaborative
approach and how we work
with specialists within and
outside our company.

Gitte P. Aabo
Presicient & CEO
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LEO Pharma's unigue and caring culture is key
factor for our success.

Therefore, it was great to see the results of our
2018 global employee engagement survey, which
showed a sustainable engogement score of 83%,
well above the pharmaceutical industry average.
These results confirm that LEQ Pharma's workforce
is highly committed and purpose-driven. They also
el us that LEO Pharma's employees are deeply
engaged in pursuing our mission of helping pecple
achieve healthy skin.

Our responsible commitment

As a global company, we have the opportunity
as well as the obligation to pursue our business
and strategic objectives in o way that fulfills cur
responsibilities to the scciety we operate in. This is
reflected in our CSR Commitment.

| am pleased and proud that, as a UN Global
Compact member, LEQ Pharma supports the Ten
Principles, which cover the areas of human rights,
laber, environment and anti-corruption, We remain
committed to engaging with our stakeholders.
From 2018 onwards, we will report on our progress,
actions and measurements of outcomes, as we
integrate the UN Global Compact principles into
our business strategy, our culture and our day-to-
day operations.

I'am looking vary much forward to 2019 which
will show significant progress in the tralokinumab
development, as well as the full integration of the
Bayer prescription dermatolegy portiolio.

We have set ourselves ambitious goals to make
a true difference in the lives of people living with
skin diseases. We will continue to werk relentlessly
o further strengthen patients’ voice, develop our
partnerships with patient advecacy, and support
our patients in getting access to the dermatology

care they need.
éfﬁ"éwé’c?
Gitte P. Acbo
President & CEQ
oBAL CO,{, g 3
o % This is our Communication on Progress
@) | e
' J ted Narlons Glol Hpact an
W Y supporting broader UN goals.
chhgérBrIG%AEgIsum aN We welcome feedback on its contents.




Annual Report 2018




LEC Pharma

Our mission

We help people
achieve healthy skin

Our vision

We are the preferred dermatology
care partner improving people’s
lives around the world

Our values

Integrity
Customer focus
Innovation
Passion
Adaptability
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LEO Pharma at a glance

As a leader in medical dermatology with a robust pipeline

2

a wide range of therapies, and o pioneering spirit, LEO
Pharma’s purpose is to make g true difference in the lives
of people living with skin diseases.

P

L E o

LEO FOUNDATION

Foundation ownership

LEO Pharma is owned by the LEC
Foundation. The main purpose of
the foundation is to ensure the long-
term independence and success of
LEO Pharma. The foundation is also
stiongly engaged in global philan-
thropic activities, supporting the best
dermatology research worldwide.

www.leo—foundotion.org

Total revenue of established
and innovative portfolio

Established

10,268
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Revenue
In 2018, LEO Pharma generated DKK 10,410
milkon in revenue from the sale of medical
treatments.

Unique workplace
A great and safe place to work for our
5,500 dedicated employees.

1et medical needs
nnovative medical treat-
55 unmet medical needs
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~ Manufacturing o Partners
Ot five manufacturing sites World-leading R&D We collaberate with
andi 18 oantra‘ct\Mnufacturf O 750 scientists and = academic institutions, research
ing organizations ensure the specialists warkglobally it centers, healthcare professionals
high quality of our products research and development - and the private sector worldwide,
across our established and to drive scientific advance- - with the shared goal of advanc-
innovative portfolios. ment further and o pioneer - ',-' ing medical dermatology
i : modical dermetalogy. o and delivering innovative

treatments.

Suppliers
Wa depend on our
trusted suppliers when
sourcing the highest
guality materials to
manufactura our
preducts.
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Key figures
2014-2018

{DKK rmillion) 2018 2017 2016 2015 2014
Income stotement

Revenue 10,410 10481 98463 8,457 7973
Established portfolio 10,268 10,467 = = =
Innovative portfolic 142 i = - =
Operating profit before depreciation and amortization [EBITDA) 2366 2,005 1343 1,209 1,343
Established portfolio 4045 3010 - N -
Innovative portfolio - 1,679 -1.005 - N =
Operating profit 1,605 852 338 763 762
Established portfolio 3321 1,864 - - .
Innovative portfolio - 1714 -1012 = = =
Net financials -~ 178 934 789 178 1288
Profit before tax 1416 1,783 1124 928 2,050
Net profit 1,258 1,381 744 n3 1,544
Balance sheet

Investments in intangible assets 1516 479 6115 246 160
Investments in property, plant and equipment 478 385 302 261 121
Non-current assets @321 8,222 19490 149202 17357
Cunent assets ’ ' 6963 63n 7494 7325 14,270
Total assets 16,284 14,593 36984 32227 31,627
Equity 9528 8277 25175 24,735 24,523
Ratio

EBITDA margin 23% 9% 14% 14% 7%
EBITDA rrargin established portfolio 39% 29% . N =
Qperating profit margin 5% B% 3% 9% 10%
Return of assets 0% 4% 1% 2% 2%
Return on equity 16% % 5% 4% Q%
Solvency ratio 58% 57% 48% T7% 78%
Employees

Number of employees 5,528 5,251 3170 4,813 4,72

The figures for 2018, 2017 and 2016 as well as the bolance sheet items and ratios for 2015 have been prepared in accordance with IFRS, All ather figures have
been prepared in accordance with the Danish Financial Statements Act, For definition of ratias, please refer to note Tto the Consolidated Financial Statements.



2018 highlights

Established

+ Strengthening our leading position

LEO Pharma strengthens its leading position in
medical dermatology with acquisition of Bayer’s
orescription dermatology unit. The acquisition
will enable LEO Pharma to expand in key markets
woridwide and broaden its therapeutic areas. |
adds a broad range of branded topical prescrip-
tion treatments for acne, fungal skin infections
and rosacea, and a range of topical steroids,
The acquisiticn was closed in the United States
in September 2018, and closing is expected in afl
other countries in July 2019, subject to the fulfillment
of customary closing conditions. LEQ Pharma will
also add a manufacturing plant in northern taly
to its supply chain.

+ Strengthening focus on medical derma-
tology

LEO Pharma strengthens focus on medical derma-
tology and innovative products with the divest-
ment of 10 products to Karo Pharma AB. The sale of
a product portfolio of 10 products to Karo Pharma
AB for DKK 1240 milion means that LEO Pharma
has discontinued over-the-counter (OTC) prod-
ucts in most markets. This marks another important
step towards strategically aligning the portfolio
and increasing focus on innovation and redicat
dermatology.

- Enstilar® has helped one million patients
Enstilar®, LEC Pharma'’s fixed-dose combination
spray foam for the treatment of psoriasis vulgaris,
reached two major milestones since launchin 2016,
Maore than one million patients have now been
treated with Enstilar® worldwide, and global net
sales exceeded DKK 200 million.

Innovative

+ Tralokinumab phase 3 clinical study program
|LEO Pharma achigved full enrollment of ECZTRA
3 - a randomized, double-blind, placebo-con-
trolled, phase 3 trial to evaluate the efficacy and
safety of tralokinumaly in combination with topi-
cal corticosteroids. Also, the enrollment of the
Arst adolescent patients in @ new phase 3 clinical
study with tralokinumab marked an important step
towards meeting the high need for more targeted
and well-tolerated treatment options for patients
under the age of 18. Tralokinumaks is currently not
licensed in any country for any indication,

- LEQ Pharma enters rare diseases

The strategic development and commercialization
collaboration with PellePharm will address unmet
medical needs relating to various skin diseases
with no currently approved treatments, agvonc-
ing innovation and access to potential therapies
for patients with life—altering conditions, such as
Gorlin Syndrome and High Frequency Basal Cell
Carcinoma {BCC), two distinct and rare forms of
skin cancer. Pivotal phase 3 trials are planned to
start in G, 2012

- New partnerships and alliances
partnerships and collaboration form a key
element in LEO Pharma's strategy. In 2078, we
entered a number of partherships with academia
and pharmea partners, ranging from explorative
research to licensing agreements, all with the aim
of strengthening our clinical pipeline.

Examples include: Naked Biome Inc {microtiome
technology), Evotec (drug discovery), Zymeworks
(bispecific anticody licensing and research),
MorphoSys (peptide-derived therapeutics), JW
Pharmaceutical (atopic dermatitis), and Fibro-Tex
{non-invasive skin sampling).

Annual Report 2018
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Financial review
and outlook

In 2018, LEO Pharma made significant progress with our
2025 Strategy. Investments in the innovative portfolio
increased from DKK 1,022 million to DKK 1,836 million {in
local currencies), primarily driven by the phase 3 studies
of tralokinumab and the launch of Kyntheum®, the IL-17

biologic for psoriasis.

Te fund these investments in the innovative port-
folio, LEO Pharma continues to implement cost
savings and improve the EBITDA margin for the
established portfolio. In 2018, cperating expenses
in the established portfolic declined from DKK
6,411 million to DKK 591 million (in local currencies),
resulting in an EBITDA margin for the established
portfolio of 39%, and an adjusted EBITDA margin
of 28% for the established portfolio.

LEO Pharma Group

LEQ Pharma's consalidated revenue amounted to
DKK 10,410 million in 2018, a level similar to revenue
in 2017, Adjusting for divestments and acquisitions,
the decrease in organic sales amounted to

DKK 187 million in local currencies.

Operating profit increased from DKK 852 million
in 2077 to DKK 1,605 million in 2018. The increase
in operating profit was predominaritly driven by
the divestment of LEC Pharma’s non-strategic
derma portfolic to Karo Pharma AB. The divest-
ment resulted in o net gain of DKK 1,566 million
recognized as other operating income.

Sales and distribution costs decreased by

DKK 145 million, frorm DKK 4,091 million in 2017 to
DKK 3246 millicn in 2018, primarily due to a decreqse
in depreciation. Research and development costs
increased by DKK 312 million compared to 2017,
mainly due to planned increased investments in
the innovative portfoiio.

Established portfolio

Revenue from the established portfolio amounted
to DKK 10,268 million in 2018, which is in line with
2017 (in tocal currencies). Enstilar® continues to
be the primary growth driver of the established
partfolic, which grew 95%, or DKK 929 million, in
2018 compared to DKK 477 million in 2017 (in local
currencies).

To further improve the EBITDA margin in the Estab-

lished portfolio, LEO Pharma has divested our

mature derma portfolio to Kare Pharma AB in April
2018. The divestment of our non-strategic derma-
tology portfolio to Karo Pharma AB in April 2018 led
to a significantly reduced number of stock keeping
units, simplified manufacturing and improved gross
profit margins.

In addition, LEQ Pharma acquired Bayer's prascrip-
tion dermatology unit to gain scale in specific
markets in Europe, Asia and Latin America, and to
add sales to the existing organization with only a
marginal increase in costs.

The adjusted EBITDA margin for the established
portfolio, excluding the divestment to Karo Pharma
AB and the acquisition of the Bayer portfolic, was
28%and thereby in line with 2017 Total EBITDA
margin for the established portfolio was 39%
compared to 29% in 2017 This increase was mainly
due to the nst gain of DKK 1,566 million from the
divestment to Karo Pharma AB in 2018,



The US Bayer prescription dermatology business
was integrated as of September 2018, with an
impact of DKK 124 million on 2018 revenus. The full
integration of the rest of the werkd will take pioce
in July 2019

Psoriasis

LEC Pharmer's psoriasis portiolio grew 9% {in local
currencies) compared to 2017, from DKK 3,504
million to DKK 3,828 miliion. The primary growth
driver was Enstilar®, which grew 95% or DKK 452
millicr. Enstilar® in Eurepe+ grew DKK 418 million,
driven by launches in France and Italy ond contin-
ued strong performance in the UK, Spdin and
Germany. Enstilar® in the US increased 11% due to
a successful patient support program.

In Japan, LEQ Pharma launched Daivobet® Gel
i June. The launch has helped to grow the total
psoriasis portfolio in Japan by 2i%, and market
share increased from 42% to 51%.

In Ewrope, the European Patent Office revoked the
Daivobet® gintment patent. As o consequence,
LEQ Pharma saw increased competition in the
Nordics and Germany.

Eczema and skin infections

Sales from LEO Pharma's eczema and skin infec-
tion portfolio declined by DKK 311 million, or Ti% in
local currencies, driven by generic competition
across all markets, with the biggest impact in the
US. Protopic® sales declined by 70% in the US and
by 30% in China. LEQ Pharma's Fucidin® products

declined DKK 25 million, or 2% in local currencies, .

with growth in Rest of World of 3% and smalt
deciine in Europe of 8%.

Actinic keratosis

Sales of Picato®, LEQ Pharma’s actinic keratosis
treatment solution, grew 4% compared to 2017
in locat currencies. In 2018, LEOQ Pharma reduced
promotional activities significantly in order o
improve profitability. The product is now only
actively promoted in Germany and the US, Picate?®
sales grew by 10% in the US, driven by prermoticnal
activities in high prescrioers, and by 10% in Germany
due to marketing activities and a growing market.

Rosaced

The acquisition of the US-based part of the Bayer
prescription dermatology unit took effect on
September 4, 2018. The Bayer portfolic is predom-
inantly focused in the Rosacea market, with Fina-
cea® Foam ond Finacea® Gel being the flogship
products. While Finacea® Gel lost patent exclusivity

on Novemnber 18, 2013, a corresponding author-
ized generic was launched on Novermber 12, 2018.
Reported net sales in 2018 amounted o DKK M2
million in local currencies.

Thrombosis

Sales within LEQ Pharma'’s thrombosis ared, 93%
of which are generated by innohep®, declined by
3% or DKK 77 million in local currencies, The primary
reason for the decline was a mandatory 8.5% price
reduction in France and increasing competition
fromn biosimilars and oral altematives. The price
reduction impacted parformance by DKK 86 million,
as France s responsible for 41% of all innchep®
sales, Revenue graw in the other major markets in
Europe, where the UK grew 4%, Germany 2% and
Spain 5%, Compared to 2077, innohep® sales grew
by 21% in the Middle East and declined by £1% in
Maghreb.

Overall, LEO Pharma saw a 6% volume growih in
innchep®, mainky from cancer-associated throm-
bosis.

Revenue by region

Region Europe+

Region Europe+ grew by DKK 186 million, or 5% in
tocal currencies, to DKK 4,302 million. Sales were
impacted by DKK 397 million due to the divestment
to Kare Pharma AB. The psoriasis franchise grew
by 17% in local currencies, driven by Enstilar® sales
growth of 179%, from DKK 234 million to DKK 651

Annual Report 2018
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million, driven by unprecedented rates of switch
from steroids. Enstikar® sales in Region Europe+
contributed 31% of total topical psoriasis sales in
2018. LEO Pharma saw increased competition on
Daivolet® Qintment in the Nordics and Germany
in 2018 due to the revocation of patents.

Region UsS

Net sales declined by DKK 220 milion, or 7% in local
currencies, to DKK 1,077 million. This decling is reflec—
tive of the competitive landscape in the US resuft-
ing in overall net pricing pressures on LEO Pharma's
branded psoriasis, actinic keratosis and authorized
generic portfolios. This decline was partically offset
by the acquisition of the US business of the Bayer
prescription dermatology unit with reported net
sales of DKK 112 million in 2018,

The US marketed products continued to face price
compression in 2018 which contributed to o 7%
decline in net sales compared to 2017

LEO Pharma's key marketed products in the us,
Enstilar® and Picato®, reported strong net sales
growth of TI% and 10%, respectively. LEQ Pharmr's
authorized generics portfolio declined from DKK 572

million to DKK 280 million, mainly due to increased
generic entrants in the tacrolimus market.

Region International

Region International increased by DKK 127 million,
or 5% in local currencies, to DKK 2,785 million. The
divestment to Karo Pharma AB impacted sales by
DXK 74 million.

In June 2018, LEQ Pharma launched Daivobet®
Gelin Japan. This increased LEQ Pharma's market
share in the psoriasis indication, where sales
increased from DKK 836 million in 2017 to DKX 971
milliorr in 2078. Russia grew 10% in 2078, mainly
driven by Pirnafucin®. China sales grew 8%, driven
by higher inventory levels, butin-market sales agrew
anly 2% due to low sales performance in Protopic®
and Daivonex® Cintment,

Fucidin® performed well, showing increased sales
from DKK 580 million In 2077 to DKK 400 million in
20718. China grew 92% and Turkey grew T1%.




Innovative portfolio

The European launches of Kyntheum®,

LEQ Pharma's biclogic solution for psoriasis and its
first approved treatment in the innovative portfo-
lio, continued throughout 2018 following the first
launch in Germany in late 2017 Kyntheumn® sales
in Region Europet contributed DKK 141 million in
local currencies. Germany continued 1o be a key
driver of revenue within LEOQ Phorma's innovative
portfolio, representing 80% of Kyntheumn® revenue
in 2018, growing from DKK 14 million in 2017 to DKK
12 million in 2018.

in 2018, Region Europe+ launched Kyntheun®in an
additional 10 markets, including Spain and France.
LEO Pharma expacts to launchin taly and Portugal
in 2012

Innovative portfolio operating expenses amounted
to DKK 1,836 million In local currencies, which is
an increase of DKK 814 million compared to 2017
The increase was mainly driven by investments
in tralokinumalb. EBITDA for the innovative port-
folio ended at a loss of DKK 1,679 million in local
currencies.

LEC Pharma has severdl innovative therapedutic
candidates in development.

Financial items

Net financial iterns showed an expense of DKK 78
million, compared with income of DKK 934 million
in 2017 The decrease is mainly due to a fower bond
porticlioin LECQ Pharma after the dividend payment
to LEO Holding A/S at the end of 2017 The foreign
exchange inet) result was a loss of DKK73 million,
compared to a loss of DKK 43 mitlien in 2077

Implementing cur revised Treasury policy with a12
months running hedging herizon through the use of
fareign exchange forward contracts in the begin-
ning of 2018 has resulted in an exchange rate loss
due to the increase in USD and SAR rates against
DKK in the second half of 2018. Further, a negd-
tive fair value as per the end of December 2018 of
approximately DKK 27 miflion has been deferred for
recognition in 2019

Capital expenditure and cash flow

|nvestments in intangible assets amounted to DKK
1,51 million in 2018 (20T7. DKK 477 million). The invest-
ments primarily relate 1o IT development projects
and to the acquisition of the US-based part of
Bayer's prescription dermatology unit in Septem-—
her 2018. LEC Pharma also entered into license
agreement with JW Pharmaceutical to develop
treatments for atopic dermatitis and in November
enteted the rare disease arena by acquiring 16.75%

entering a pivotal phase 3 trial
of a topical gel to reduce skin
cancers in people with Gorlin
Syndrome. Income from sale

af shares in PeliePharm, which is ‘

Annuat Report 2018

Psoriasis gives you
a terrible feeling
of alienation and discon-

of assets mainly comprises the  pection with the world.

divestment of LEO Pharma's

non-strategic derma portialio The inn and exhaustion

1o Karo Pharma AB in April 2018.

that you feel make you

Cosh flowfomoperatingactv-  retreat from many activities

ities totailed DKK -1071 million

compared to DKK 702 millien you used to enjoy doing.

in 2017 The development was
mainly due to a decrease in
o us

financial income.

Follow up on 2018 outlook

In the outlook in the annual report for 2017, LEC
Pharma expected revenue of DKK10 - 10.5 billion.
With a revenue of 10.4 billion, the expectations were
met, Operating profit was expected to be zero
because of the increase in spendings on research
and development, but ended positive due to divest~
ments.

2079 outlook

in 2019, LEO Pharma will continue to move forward
towards its strategic 2025 goals. This means signifi-
cant investments in innovative products, progress in
tha tralokinumab development, continued launches
of Enstilar® and Kyntheum?® in Europe, and theinte-
gration of the remaining part ofthe Bayer prescrip-
tion dermatology portfolio. LEO Pharma expects
sales growth primariy from the ccquisition of Bayer's
prescription dermatology unit, which will have full-.
year impactinthe USand six-months impoct in Rest
af World. Enstilar® and Kyntheum?® in Europe wil also
contribute to this positive trend.

LEO Pharma articipates that annual revenue will
arow 4-6% to DKK10.8-110 billion in 2019 LEQ Pharma
will continue to focus on profitability improverments
in the established portfolio, while also significantly
increasing spending on research and developrment
activities, including spending related to the phase
3 studies of tralokinumab and phase 2b studies of
delgocitinib. LEO Pharma expects thistoleadtoan
operating loss for the LEO Pharma Group in 2019 of
up to DKK 750 milfion. Further divestments or write-
downs of R&D investments can change the outlook.

Towards 2025, LEO Pharma will continue its suiostan-
tial investments in future growth opportunities.
LEO Pharma intends to finance these invesiments
partially through external loan capitat, and partially
through sharehalder loans granted by LEC Helding
A/S, the owner of LEO Pharma.

Margot, 58 yeors
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02. Our Busingss

Our Strategy

Dermatology is changing. Enabled by science and
technology, a new era in dermatology with completely
new types of treatments is advancing rapidly. This will
fundamentally change the lives of millions of people who
do not have the right treatment options for their skin

diseases today.

LEO Pharma's ambition is to be the key driver in this
change, and we have already taken giant leaps
In strengthening our position at the forefront of
medical dermatology.

Towards 2025, we will increase our focus on RED,
innovation, strategic partnerships and acquisi-
tions, with the aims of broadening our portfolio of
treatment offerings comprising oral, biologic and
topical reatments, and investing in treatments for
rare skin diseases,

We drive medical derma-
tology to help people
achieve healthy skin.

The aspiration of LEO Pharma's 2025 strategy is
to help 125 million people by 2025,

Expanding our established portiolio

LEC Pharma has a longstanding heritage inderma-
tology and o strong portfolio of topical treatments.
Our established portfolio forms the foundation on
which we will fercefully build our innovative offerings
to ensure we remain at the forefront of scientific
developments. We will continue to expand this
part of our business, with a focus on increasing
efficiency and profitability, mainly in targeted areas
in Region Europe+ and Region International.

Building our innovative portfolic

With the successful launch of Kyntheum® for treat-
ment of moderate-to-severe psoriasis, ongoing
phase 3 trials for tralckinumalb for atopic derma-

titis, and several cther biclogics in our pipeline,
LEQ Pharma's biotech foothold in dermatology is
growing. We will continue to invest and improve
our ability to tap into the world's most important
innovation envifonments by strengthening our R&D
footprint, mainly in the United States. This includes
partnering with researchers and other companies
who work on technologies in this fiekd, with the aim
of discovering and launching our first treatment for
a rare skin disease by 2025,

Fostering the world's best

dermatology RED

The long~term ambition of LEQ Pharma R&D is
to prevent and cure skin diseases by developing
personalized solutions. We will achieve this through
targeted investmentsin RE&D, strategic partnerships
and acquisitions, as well as an increased focus
on digitalization as a key capability for compet-
itiveness.

LEQ Pharma’s strategy towards 2025 will require
substantial investments over the coming years, not
least in R&D and in product launches, which will lay
the groundwork for the company’s future growth
and profitability.



é6 Towards 2025, we
will increase our focus
on R&D, innovation,
strategic partnerships
and acquisitions,
with the aims of
broadening our
portfolio of treatment
offerings comprising
oral, biologic and
topical treatments, and
investing in treatments
for rare skin diseases.
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] feel it has

§

Sonia, 49 years
us

affected my social
interactions by making
me feel unattractive and
like I'm a person to avoid
because of my skin.

02. Qur Business

Our therapeutic

areds

LEO Pharma has devoted decades of research and deve-
lopment to advance the science of dermatology, setting
new standards of care for people with skin conditions.

Psoriasis

Eczema and skin infection

Psoriasis is a chronic systemic inflammatory disease
affecting nearly 3% of the population, with the
majority remaining undiagnosed or untreated.
There are still many psoriasis patients with unad-
dressed needs who may also suffer from comor-
bidlities. The impact on their quality of life is high;
77% of psoriasis patients have
experienced some form of
stigmatization and 60% report
that the disease has adversealy
affected their day-to-day lives.

Kyntheum®

A monoclonal antibody in a
subcutaneous injection for the
treatment of moderate-to-
severe plagque psoriasis in adult
patients who are candidates for
systemic therapy.

Enstilar®
Cutaneous spray foam for the treatment of psori-
asis vulgaris in adults.

Daivobet® {Taclonex®)

Gelfor toplcal treatment of scalp psoriasis in adults
and of mild-to~moderate non-scalp psoriasis
vulgaris. Daivobet® is also available as cintment.,

Daivonex®
Qintment, cream and solution for topical treatment
of psoriasis vulgaris.

The chronic skin disease atopic dermatitis, also
known as otopic eczema, affects both children and
adults and exerts a heavy toll on patients due to
the intense itching it can produce. As o high-bur-
den disease with few treatment options, thereis an
elevated risk for psychological comorbidities such
as anxiety and depression.

Protopic®

Non-steroidal topical calcineurin inhibitor that is
indicated for moderate-to-severe atopic derma-
titis for patients of two vears of age and aver,

Fucidin®H

Crearn indicated for short-term treatment of
eczema and dermatitis infected with bacteria
susceptible to fucidic acid.

Fucicort®

Cream and lipid cream — both indicated for
short-term treatment of eczematous dermatoses
infected with bacteria susceptible to fucidic acid,
including atopic dermatitis.

Fucidin®

Cream and ointment for cutaneous treatment
of skin infections caused by sensitive strains of
Staphylococcus aureus, Streptococceus spp and
Corynebacterium minutissimum. Fucidin® is also
available as suspension and tablets.

Locoid®

Mid-potent topical stercid indicated for the treat-
ment of conditicns responsive to topical cortico-
steroids, e.g. eczema, dermatitis and psoriasis.



Actinic keratosis

Rosacea

Actinic keratosis (AK) manifests as scaly patches
that appedar on sun-damaged areas of the skin.
AK is considered an early form of squamous cell
carcinoma, which is a variant of non-melanoma
skin cancer. Early treatment of all AK lesions and the
surrounding skin is necessary to avoid the progres-
sion to invasive squamous cell carcinoma,

Picato®
Gel for cutaneous treatment of actinic keratosis
in cdults.

Acne

Acne is a skin condition affecting the sebaceous
glands and hair follicles, characterized by the
presence of noninflammatory lesions (comedones),
inflammartory lesions (papules and pustules), and,
in severe cases, nodules and cysts. It is a disease
with a particularly high burden for patients, given
that it manifests on the visible, sensitive skin on the
face, upper back, chest and shoulders,

Zineryt®
Skin lotion for topical treatment of acne.

Rare skin diseases

In November 2018, LEC Pharma entered a rare
diseases partnership with PellePharm, following
through on our strategic intent to enter this areq.
PellePharm is abotst to enter phase 3 trials for the
first therapy targeting Gorlin Syndrome, a rare and
severe skin disease for which there are currently no
approved therapies.

Rosacea is a chronic inflammatory skin disease
that can cause flushing and redness, typically on
the face, as well as bumps and spider veins, Over
time, flare-ups can progress and the skin may take
on aroughened, orange peel texture.

Due to its highly visible nature, Rosacea takes a
particularty heavy toll on patients.

Finacea®

Foam and gel for the topical treatment of the
inflammatory papules {raised spots) and pustules
{pimple-like bumps) of mild-to-moderate rosacea

Thrombosis (non-dermatology)

Deep vein thiombosis is a blood clot that forms
within a deep vein, usually in the legq. If untreated,
part of the clot can break off and travel to the
lungs, blocking klood flow. This is called a pulmo-
nary embolism and can be fatal if not detected
and treated early. The term venous thrombo
emboalismis a collective term for deep vein throm-
bosis and pulmonary embolism. A bloed clot
associated with cancer disease or cancer treat-
ment is called cancer associated thrombosis.
Other circumstances with increased risk of venous
thromboembelism include pregnancy, surgery and
immobilization.

Innohep®

Subcutaneous treatment of venous thrombo-
embolism in adults and prevention of recurrences
in adults with active cancer, Other LEO Pharma
products indicated for thrombaosis are LEQ Heparin
and protamine sulphate.

Annual Report 2078
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The socio-psychological
impact of skin diseases is
often underestimated, and
many patients experience

stigmatization.

02. Our Business

Building the strongest
pipeline in medical
dermatology

At LEO Pharma, we strive to pioneer scientific understand-
ing of skin diseases. In R&D, our focus is to consta ntly
work to find new, innovative ways to improve skin health,
helping people with skin conditions feel well-treated and
increasing their days of well-being.

Building on LEQ Pharma’s strong legacy of devel-
oping groundbreaking psoriasis treatments and
helping millions of patients, we continue to broaden
our perspective within medical dermatology.

In recent years, we have expanded our pipeline
with innovative topical, oral and biologic inject-
abie treatments, and
have moved into new skin
disease areas such as
atopic dermatitis.

As a result, LEQ Pharma
now has one of the strong-
est eczema pipelines in
the world, In 2018, we ran
six phase 3 clinical studies
for tralokinumakb in atepic
dermatitis. Traiokinumab is an investigationai, fiest-
in—class fully human monoclonal selective IL-13
antibody for the treatment of moderate-to-severe
atopic dermatitis.

We also announced our collaboration with
US-based rare disease pioneers PellePharm. Work-
ing together, we will advance innovative thera-
pies for patients with rare and life-altering skin
diseases with no approved treatments, such as
Gorlin Syndrome and High Frequency Basal Cell
Carcinoma [BCC), two distinct and rare forms of
skin cancer.

We will continue our efforts and investments to
build the strongest pipeline in medical derma-
tology dedicated to meeting the extensive unmet
needs of people living with skin conditions and help
advance disease control to provide more days of
well-being.

15-20%

of all children in the world
are affected by eczema

More than

750

scientists and specialists
work in R&D



Delgocitinib in phase 2b

Delgocitinib is a novel pan-JAK inhibitor for
nen-stercidal topical treatment of inflammatory
skin diseases. LEQ Pharma has initiated phase 2b
clinical dose finding studies evaluating the opti-
mal efficacy and safety of delgocitinib in atopic
dermatitis and chronic hand eczema.

Tralokinumab in phase 2

Tralokinumab.is a novel monaclonal antibody
that targets IL-13, which is considered the primary
effector cytokines in atopic dermatitis. LEO Pharma
is running an extensive phase 3 clinical progrom
evaluating the efficacy and safety of tralokinumab
in patients with moderate to severe atopic derma-
titis.

About skin

= The skin is the body's largest single organ.

« The skin of an adult covers around 2 square meters,

» Maintaining healthy skin is crucial to protecting our
organism against damoga,

« Skin disease is one of the most common
human ilinesses.

- There are more than 3,000 known skin diseoses,
which affect between 30-70% of individiuals of oll
cultures at all ages.
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Our clinical pipeline

Project Description

Psoriasis

Oral PDE4&I A systemic anti-inflammatory compound intended to offer

LPOO58 a long-term oral treatment option for people with psoriasis,

Eczema

Tralokinumab An [L-13 anti-inflammatory monoclenal antibody under

L.LPO162 development for people with atopic dermatitis.

Delgocitinib A topical treatment for inflammatory skin diseases using & pan-JAK inhibitor,
LPO133

SEGRA A selective glucocorticoid non-steroidal receptor agonist for topical treatment
LPOISS of atopic dermatitis.

ARGX-112 An anti-inflarnmatory monoclonal antibody for the treatment of atopic dermatitis.
LPO14S

Oral H4R A systemic anti-pruritic and anti-inflammatory He receptor antagoenist, intended
Antagonist to offer an oral treatment for people with atopic dermatitis.

LPOT20

JAKI oral A systemic anti-inflammatery JAK inhibitor intended to offer an oral treatment
LPO184 for people with moderate-to-severe atopic dermatitis,

All data current as of 31 December 2018



DCiscovery

Phase 1

Proof of concept

Phase 2a Phase 2b

Phase 3

Filed/
regulatory
approval
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02. Cur Busingss

Our CSR

Commitment

Corporate social responsibility (CSR) is embedded in
LEO Pharma's business and in the behavior of

LEO Pharma people.

At LEO Pharma we have a business-driven CSR
approach, acknowledging our economic, social,
and environmental responsibility, and promoting
the Ten Principles of the United Nations Global
Compact, which cover the areas of human and
laber rights, environment, and anti-corru ption.

We comrmit to operating in a way that contributes
to reqlization of the UN Sustaingble Development
Goals (SDGs) and supports the global agrasment
to address society's greatest challenges towards
2030. We believe that aiigning our business with the
SDGs will help us be stronger and more sustainable,
while also contributing to improve health globally.

LEO Pharma’s CSR Commitment 2018-2020 defines
our CSR focus areas in which we take action to
contribute to the SDGs. This commitment is built
on three pillars:

Empowering patients

We are dedicated to always putting the patient
first. We build on deep patient insights in research-
ing and developing new, safe and effective medi-
cines to treat skin diseases. We coliaberate with
our stakeholders in healthcare — including patient
organizations, policy makers, HCPs, payers and
NGOs ~ to raise awareness of the importance of
dermatolegical health and to address the barriers
to heglthcare faced by our patients.

Sustainable operations .

We are committed to operating our business
sustainably, We nurture the cormmitment and
passion of our employees to face the challenge
of future uncertainties to fuifi!l our LEQ Pharma
2025 strategy. As a healthcare company, we want
to minimize the impaoct of our business opearations
on the environment ~ not only today, but well into
the future.

Business integrity

Integrity is one of our core values at LEQ Pharma.
We uphold high ethical standards throughout our
value chain by being accourtable and transpar-
ent, respecting human rights, and maintaining
sound governance,



Empowering patients
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Helping people achieve healthy skin

Our CSR Commitment 2018-2020

Sustainable operations Business integrity

Expanding

dermatological solutions

Removing barriers
to healthcare

Strengthening
patient voice

Climate change, environment
and energy
@ Mental well-being at work
@ People development

@ Employee safety

@ Personal data protection

0 Anti-corruption

@ Responsible supply
chain management

@ Animal welfare

THE GLOBAL GOALS

For Sustainable Development

Towards the UN Sustainable Development Goals
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6

feature!

Judith Duncan, Scotland
Mobiie Marketing Carnpaign Manager
and blogger @thewsablondie

| try to remind
myself that how

my skin looks is the least
important thing about me.
As long as | am as healthy,
as | can be with an auto
~-immune disease, then
how my skin look visually
doesn’t matter. | refuse to
let psoriasis be my defining

02. Our Business

Empowering patients

Patients are our first priority. At any point in time, an
estimated one in four people worldwide is living with a
skin disease, making these diseases some of the most

prevalent worldwide.

LEO Pharma’s ambition is to drive medical derma-
tology and develop medical treatments that help
people with skin disease improve their quality of
life. We do this by constantly improving our undes-
standing of the patient needs and the barriers to
treatment they face,

At the core of this are our RED sfforts, LEOQ Pharma
offers a broad range of important standard treat—
ments, as well as new innovative solutions for skin
diseases. We have built one
of the strongest pipelines in
eczema ~ on area of signi-

ficant unmet medical neads —
and recently entered the field
of rare dermatelogical diseases.

Patients also face significant
barriers to. healthcare because
skin diseases are often over-
looked and under-represented
in the training of physicians. This
leads to long periods where
treatable conditions ge un-
diagnosed or untreated, caus-
ing a great burden on patients,
healthcare systems and soci-
ety. LEQ Pharma is working with
physicians and patient organi-
zations to address this aware-
ness gap. Our educational and
training programs help patients
prepare for their consultations
with physicians. Moreover, LEQ Innavation Lab is
building digital solutions to improve the diagnosis
of skin disease and to help patients and physicians
monitor the progress of treatment.

Portients with skin diseases desernve g stronger voice
in society. A key challenge for access to healtheare
in pscriasis and eczema iz the low prioritization of
these diseases in health systems around the world.
LEQ Pharma is committed to raising awareness of
skin conditions and su pporting patient organiza-
tions in advocating their couse so that patients
have access to the healthcare services and treat-
ments they need.

LEO Pharma programs for achieving
our strategy towards 2025

@ Expanding dermatological solutions

@ Removing barriers to healthcare
@ Strengthening patient voice




Judith Duncan, Scotland
Mobile Marketing Campaign Manager
and blogger @theweeblondie
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02. Our Business

Removing barriers
to healthcare

We want to support patients in getting access to the
dermatological care they need. This includes raising
disease awareness through the training of healthcare
professionals, digital innovation to improve the speed
and accuracy of diagnosis, and identifying solutions to
improve access to dermatological services.

Psoriasis Academy

Engaging and empowering people
living with psoriasis

LEQ Pharma Psoriasis Academy is an educa-
tional and train-the-trairers initiative that offers
€ unique global program to improve the consul-
tation dialogue between patients and their
hedlthcare practitioners.

The program strives to promote person-centered
care and patient empowerment in the fieid of
psoriasis by providing communication stiategies
that help empower patients to take control of their
condition.

LEO Pharma collaberates with a multi-disciplinary
global faculty in the development and facilita-
tion of the train-the-trainers program. The faculty
possesses expertise in fields including: derma-
tology, psychology, psychodermatology, patient
communication/empowerment, dermatology
nursing and patient advocacy.

So far, National Psoriasis Academy Workshops
have been conducted in 20 markets, reaching more
than 1,600 HCPs, including dermatologists, nurses
and student doctors.

Mobile access to treatment

Eringing dermatology health care to
remote areas in Egypt

Under the name “Geldy Elaziz", which in Arabic
means "My dear skin", LEQ Pharma Egypt estab-
lished a comprehensive skin health program to help
people with skin diseases in remote and under-
privileged areas of Egypt.

Four local venues were rebuilt into fully sauipped
clinics to host the activities. The project was run
in partnership with the Egyptian Medical Student
Association (EMSA) and a lecal Egyptian NGO,
Shamseya, which works to create sustainable,
community-based solutions to local healthcare
challenges.

The program included town hall awareness meet-
ings, medical check-ups, diagnosis and prescrip-
tion. Medical students helped prepare individual
follow-up plans for patients, taking severity, costs
and duration of required treatment into consid-
eration,

The project activities covered four districts in
the two Egyptian governorates of Gharbeya
and Minya, in coordination with local NGOs. LEQ
Pharma helped 305 attendees through the town
hall awareness meetings, in addition to SpOoNsoring
690 dermatology check-ups and 101 follow-up
cases.



‘ If we want to

identify benefits
that we bring to a patient
with a therapy, then we
always have to ask the
patients about their indi-
vidual needs.

Kristian Reich

Professor for Transiotional Research in Inflammatary
Skin Diseases, University Medical Center Hamburg-
Eppendorfand skinflammation®, Hamburg, Germany.
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LEQ Pharma Egypt estoblished comprehensive skin health program o help people with skir
diseases in rermote and under-privileged ereds of Egypt.
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02. Our Business

Strengthening

patient voice

Empowering patients to be included, valued and able to
live life free of restraints of their disease.

Exposing the true burden of psoriasis
Helping people with skin diseases means muech
more than delivering pharmaeeutical treatments. It
mearns understanding patients and including their
voice in healthcare policies and decisions,

Inthe UK and Ireland, LEO Pharma runs the Volces
in Partnership (ViP) program, inviting o group of
patients 1o get involved at the heart of our busi-
ness. Working in partnership together helps us
understand how we can best give patients a voice
to drive positive change and address their chal-
lenges. Our ViPs are our patient conscience, telling
us when we get it ight, and more importantly, when
we get it wrong.

Teaming up with the Patients Association, an
independent national charity campaigning for
improvements in health and social care, supported
by an expert multidisciplinary task force and some
of our ViPs, we developed the PSO What? report,
which aims to expose the true burden of psoriasis,
Uncovering many areas of challenge, the report
calls for three key efforts:

Challenge
misconceptions and |
reduce stigma

!

Champion
individualized, !
holistic care

T

-

Drive regular
reviews

r S o Building on the PSO What? report and giming to advance HCP education and patient care,
the “PSOMorbidities” {psoriasis co-morbidities) education Rrogram was developed for
WH AT? heaithcare professionals, comprising @ website, educationa! tools and censultation resources.
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Engaging patients in assessing business
opportunities

2018 saw LEQ Pharma engaging with pecple from
the Gorlin Syndrome Group in assessing whether
and how we should invest in a business opportu-
nity and thereby enter a new area, One of these
people is Matthew Holbert, memger of the Board
of Trustees of the Gorlin Syndrome Group and d
Gorlin Syndrome patient. Matthew participated
in the review of the business case regarding LEO
Pharma’s collaboration with PellePharm.

We are proud that this cclaboration is already
taking us into phase 3 studies in early 2019 with
patidegib, which has the potential to become the
first therapeutic treatment for the rare disease
Gortin Syndrome, also known as Basal Cell Carci-
noma Nevus Syndrome (BCCNS).

Matthew's story:

| was diagnosed with Gorlin Syndrome when | was
in my late thirties, by which time I'd already had
about 20 basal cell cancers (BCC) removed. In the
20 years since then, I've had one or two operations
per year for BCCs due to the lack of other medical
treatment or solutions,

So the worst things about the disease are the
surgery, the scarring and the pain. Butit's also very
important to me to highlight the psychological
effect of Gorlin Syndrome. | often hear pecple say
it must get easier for us over time', because we
know what to expect. It is the complete opposite.
Because you do know what to expect. You know
that you will be going to hospital five or six times

Annual Report 2018

‘ ‘ | was pleased to
get the opportu-
nity to be involved in LEO
Pharma's considerations
in relation to investing in
the development of treat-
ment. Throughout the
process, both LEO Pharma
and PellePharm showed
a sincere interest in the
patient-related outcomes.

Matthew Holbert
Member of the Board of Trustees
of the Gorlin Syndrome Group.

around the surgery. You know that you will have 1o
overcome pdain and scarting.

So the main concern people with the disease have
is about the future. Because you just don't know
when you might get another BCC and require
surgery again. You can't make plans for yourself
or your family because you worry about whether
and when you might need surgery again. Itis those
uncertainties that cause the high prevalence of
depression and arxiety ameng people with Gorlin
Syndrome. It feels like it is your identity thatis being
eroded. So anything that stops that feeling has
got to be good.

Therefore, | was pleased to get the opportunity
to be involved in LEQ Pharma's considerations in
relation to investing in the development of treat-
ment. Throughout the process, both LEQ Pharma
and PellePharm showed a sincere interest in the
patient-related outcomes. For aexample, they
started off by researching people’s stories rather
than geing through texibooks or scientific journals.
That's a very unusual and very refreshing approach.

| think the reason we feel so desperate is that we
really want to find something that is designed for
us, but there is just nothing that is customized to
our needs. Therefore, | think the fact that pharma
is now looking into rare diseases has really posi-
tive implications for us. And so far, it has been
very positive experience to work together with LEC
Pharma and FellePharm, | hope we can continue
into the future.”

34



We pioneer dermatology
by looking beyond today to
constantly improve and extend
what's possible for the benefit
of patients.
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Sustainable
operations

Our aim is to grow our business sustainably.
We foster a workplace where employees
can thrive and manage our environmental
footprint to promote a healthy planet.

We want to pioneer innovations in medical derma-
tology while progressing towards a prosperous
future for all.

To fulfill our LEO Pharma strategy moving towards
2025, we need a wlented, motivated, and diverse
workforce. We want to increase our employees’
satisfaction and motivation by creating o good
and healthy werking envirecnment that fosters o
culture of curiosity, collaboration and innovation,
and supports their well-being at work,

At our manufacturing sites, we have a responsibility
to minimize the impact of cur business and strive to
strengthen the environmental performance of our
operations. This includes reducing our CO, feotprint
in preduction and maintaning sound environmen-
tal practices to help shape a sustainakle future for
generations to come.

LEQ Pharma programs that support
our efforts to contribute to a
sustainable future

Climate change, environment & energy

Mental well-being ot wark

Pecple development

@O O
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‘ To support

LEO Pharma's
commitment to long-term
sustainability, we are
always looking for new
opportunities to reduce
waste, conserve energy,
and minimize our global

carbon footprint.

02, Our Business

Reducing our
environmental

footprint

LEO Pharma strives to have a positive impact on the
health of the planet through sound environmental

stewardship and practices.

Qur ambition is to meet or exceed performance
requirernents for envirohmental regulatory compli-
ance standards in all facilities.

In 2018, we reached our goal to obtain ISO 14001
certifications in accordance with the new I1SQ
standard for all five manufacturing sites by end
of 2018. Cur goal to obtain
1SC 50001 certifications for all
manufacturing sites has been
delayed and is expected tc be
achieved no kater than 2020.

Setling new environmental
goals for 2020

This year, we have continued our
foeus on improving our energy
and environmerrtal performance
across our business.

Our approach to achieving our
2020 energy savings target
includes purchasing efficient
lighting and performing infrastructure upgrades
and replacements that minirmize our direct energy
consumption, in 2018, we made significant progress
towards our target by replacing four hydraulic
engines with energy efficient electric equivalents at
LEC Pharma's Ballerup site, We have also initiated
a process of replacing a significant share of our
lighting with more energy efficient LED light fixtures.
In 2019, we will continue to invest in new technolo-
gies 1o help us reduce the energy consumption of
our operations.

We want to look at the bigger picture regarding
the impact that climate change has on our oper-
ations. Therefore this year, we engaged with an
external partner and established a company-wide
carbon footprint baseling, which will serve as the
basis for understanding major climate change
contributors that we will fock into in 2019 We will
also develop a plan for climate change mitigation
and resilience.

T continue o run an envirtonmentally sustainable
businass, we will still monitor and improve other
areas of our environmental footprint where we
maintain a strong performance. This includes aur
efforts relating 1o waste reduction and recycling.

OUR GOALS FOR

2020

- To save an amount of energy corresponding to
10% of cur energy consumption in 2013 via energy
saving projects.

- To align our climate ambitions to meet EU targets.
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Reducing waste

At our site in Cork, Ireland

Our site in Cork, Ireland uses about 500,000 liters
of ethanol annuglly in two different production
processes. Instead of buying $9% pure ethanol
for both processes, the ethanol used in the first
process is re-distilled on site and re-used in the
second process, which only requires 93% pure
ethanol. All ethanol used in both processes is
re-distiled and sold to a company in the UK that
uses it for other industries, such as bio-ethanol fuel
production, textiles, and chemicals. This means
that there is no ethanol waste stream from the
production processes. This re-use also reduces the
need to purchase about 100,000 fiters of 99% pure
ethanol per year.

At our site in Esbjerg, Denmark
LEO Pharma's production faciiity in Esbjerg,
Denmark hardles 70,000 tons of pig mucosa per
year, However, only 1% of the pig mucosa contains
the core ingredient needed to make the active
pharmaceuticol ingredient {API). To reduce our
waste, we found a way to dispose of processed
pig mucosa that brings vatue to the community
around the Esbjerg facility. Since 207, we have
been working with the Danish company
Hede-Danmark, which spedializes in making geod
use of organic materials for agriculiural purposes,
to turn mucosa waste into Fertigro®, @ high potency
organic fertilizer. With Fertigro®, we are able to
reuse 95% of mucosa waste for a product that
brings organic material and nutrients to the fields
of about 300 farmers in the Esbjerg ared.
Arother valuable waste product is Fertifedt®,
a high potency fat product delivered 10 biogas
plants. Fertifect® contains ¢ high arnount of carbo-
hydrates that can be easily transformed into meth-
ane.

Both Fertigro® and Fertifedt® contribute to LEO
Pharma's circular economy fife cycle management.
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We achieved q high sustain-
able engagement score
of 83%, meaning that LEO

02. Our Business

Building a unique
workplace driven by
a strong purpose

We want to create an environment where our employees
are empowered to grow and shape the future.

In 2018, LEC Pharra undertock a comprehensive
global research study among our employees.
Supplemented by the latest employee survey, it
showed that employees consider LEQ Pharmag to
be a unigue workplace, characterized by:

* Being purpose driven ang having real focus on
improving patients’ lives due to the foundation
ownership,

* Having a high level of trust and people who are
empowered to make an impact and grow.,

* Having a caring cutture with heipful and collabo-
rative colleagues, creating on environment where
each employee can be their best professional self.

We aie proud that our employ-
ees feel that they belong to g
unigue workplace, We de not
take this for granted and wiil
continue to develop our people

Pharmq employees are highly and enhance their well-being
motivated and commit- at work.

ted, and feel g very strong
connection to the overql|
purpose of LEQ Pharma.

Enabling people and LEC
Pharma to grow

In December 2018, wa launched
LEO GROW, a new dlobal
process that ensure managers
and employees have ongoing conversations about
performance and developrnent. As part of this,
the agreed business goals are supplemented with
behavior goals to ensure a dual focus on both
what to deliver and how to deliver.

The goals are backed up by a development plan
for the employea's current job and potential future
job roles.

Leadershipas a key enabler

We know from our benchmarking that we have
strong teaders at LEO Pharma, and we see strong
leadership as g key enabler for our change journey,
In 2018, we prepared and adopted g leadership
development strategy for developing the mast
critical leadership behaviors for executing the
LEQ Pharma 2025 Strategy. In 2019, we will start to
launch the leadership development program for
those who are new to the leadership role as well
Qs our senicr leaders.

-_— O

Sustainable work-life
balance

Qur appraach to sustainabls wark-life is an-
chored in our new Position eon Mental Well-being
at Work.

As a caring healtheare company, we recoghize
that a productive work-life balance is based on
a healthy work life, encompassing good physical
and mentagl well-being. Thisis g prefequisite for
performance in a modem globalized workplace.
A sustainable working environment is important
in giving our employees satisfaction ang eng-
bling them to lead good lives at work and with
their friends and families,



Gender diversity
in management

We achieved our goal to have at least
two fernale members on the Board of
Directors by 2019 already in 2017,

In 2018, we set the goal to have at
least three female board members on
the Board of Directors of LEQ Pharma
A/S (in addition to the employee-
elected board members) by 2021

Currently, as one female member
resigned during the course of 2018,
one of the eight Beard of Directors
members is female.

Women represent a total of 41% of
management positions at levels
below the Board of Directors of LEQ
Pharma A/S.

Statutory report on gender diversity,
pursuant to section 99b of the Danish
Einancial Statements Act.

Annua! Report 2018
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02. Our Business

Business integrity

At LEO Pharma, we want to be valued not only for our
treatments, but also for the way we work.

integrity is one of our core values, and we are
committed to acting ethically and responsibly
throughout our business. Whether it is finding
technological alternatives to animals in science
for our research, safeguarding data privacy, or our
zero tolerance to bribery and corruption, we apply
high standards of ethical practice throughout our
business and supply chain.

Integrity also defines how we Agpproach dialogue
with our stakeholders, including our suppliers, We
waent to build trust by listening to their concerns and
communicating transparently about LEO Pharma.
To build and maintain trust with our stakeholders,
we work with a number of perograms in our CSR
Commitment 2018-2020 that focus on integrity.

‘ ‘ Integrity is one of
our core values, and
we are committed to acting

ethically and responsibly
throughout our business.

We are guided by nattional law and international
framewoerks in aur approach to responsible business
practice. This includes the UN Global Compact, as
well as intemational conventions such as the OECD
Cuidesiines for Multinational Enterprises, and the UN
Gulding Principles on Business and Hurnan Rights.

We also comply with our legal ohligations, includ-
ing the social responsiblity reporting under Danish
law, the UK Bribery Act, Foreign Corrupt Practices
Act, the UK Modern Slavery Act, and the General
Data Protection Regulation (GDRR).

LEO Pharma programs that contribute
to upholding the high integrity
standards of our business

Employee safety

Personal data protection

Anti-Corruption

Responsible supply chain management

Animal welfare

939006
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Strengthening a
culture of safety by
engaging employees

Maintaining positive safety performance requires strong,
proactive and credible leadership, and direct engagement
with our employees across the company.

At LEO Pharma, we are determined to protect our
employees by dvoiding potential accidents and
promoting a safe working environment and culture,
Our approach to LEQ Pharma employee safety is
anchored in our Occupational Health and Safety
policy, yet we believe that a true culture of safety
relies on continued direct engagement with our
colleagues.

Our ambition is to have a safety performance that
is en par with the best in our incustry by 2020 Until
now, this has been measured in the LTI rate. With
an LTl rate of 3.7 in 20i8, down from 4.7 in 2017, we
are moving in the right direction.

In 2018, we introduced o “Best in Safety” project.
One element of the *Best in Safety” project is train-
ing managers in praduction to lead by example

A safer year in Dublin

In 2018, LEO Pharma’s Dublin site celebrated o year with only two inciderts
of lost time due to injury, down from seven incidents in 2017 Stephen Rush,
Senior Director in Finished Goods Manufacturing, Dubiin, is proud of this
achievement: “We are creating o stronger culture of safety by making small
things impaortant. We try to talk about safety every day and we communi-
cate miner incidents and near-miss events to get even better. We strive for
an injury-free workplace. That is our ultimate godai.

and motivate their teams through ongoing safety
training and shop floor “tocibox talks”, These inter-
active sessions strengthen a culture of safety by
encouraging employees to engage in their own
safety and address potential safety issues through
reflections on everyday situations,

In 2019, we will focus on safety as o guiding prin-
ciple when designing new solutions, and we will
intreduce a data-driven approach to find the best
risk mitigation solutions for preventing incidents.
We will alse develop and report on new value-
creating KPIs that help us improve our safety
performance, while warking proactively to identify
and manage risks and prevent accidents.

LTlrate® at LEQ Pharma manufacturing sites:

O = N W B~ th oo

2014 2015 2016 2017 2018

"LT rate per million working hours calcuioted as:

[Number of injuries with mors than one day
absent from wark x 7,000,000 working hours)

Total number of warking hours
based on locol standard working hours



Data protection
across the globe

In a rapidly evolving digital world, the responsible
handling of personal data is ever more important and

complex.

As a globol pharmaceutical company, LEQ Pharma
processes large amounts of data, Much of this data
contains personal information.

Our employees, patients, custemers, and busi-
ness partners have the right to expect that we
safeguard their personal data and handle it with
respect and intagrity. The EU General Data Protec-
tion Regulation (GDPR) that came into force on
May 25, 2018 clarifies what companies must do to
observe this right.

Our "Binding Corperate Rules” on data protection
set the highest possible privacy protection stand-
ard across alt countries where we aperate, includ-
ing those with more lenient data privacy legislation.
This means that our employees, patients, cusiom-
ers and business partners — regardless of location
— have their right to data privacy protected in
accordance with the highest standards, as set
out by the GDPR.

Embedding a privacy culture

Safeguarding privacy requires company-wide
awareness of the importance of accountable
ana ethical handling of personal data. in 2018, we
launched an extensive training program for LEC
Pharma employees who handle personal data.
These trainings introduced the legal requirements
of the GDPR, the ethical importance of privacy
protection, and the new LEQC Pharma systems
and procedures we are implementing to hondle
data responsibly and with integrity. In 2019, we will
complement these trainings with an awareness
campaign to further anchor privacy in the hearts
and minds of all LEQ Pharma pecple.

Building strong data privacy performance
In 2018, there were zero significant data breaches
reported within cur operations. A significant data
breach is a personal data breach that is likely to
result in a risk to the rights and freedoms of indi-
viduals and requires reporting to the Danish Data
Protection Agency. Nevertheless, we did encoun-
ter 13 minor data breach incidents. Minor data
breaches are those registred through our informa-
fion security plotform that do not require report-
ing to the authorities. In these cases, we work to
remedy, investigate the rootcause, and implernent
mitigartive actions.

Going forward, we want to maintain our proud
record of no significant data breaches, while striv-
ing to further decrease minor data breaches. We
will incorporate learning from these minor inci-
dents into our training and awareness-raising
programs to further strengthen a culture of rigor
in the handling of persenal data.

Binding Corporate Rules

Annual Report 2018

Binding Corporate Rules (BCR) is a European authority approved mechanism
for data transfers within | EG Pharma. By applying GOPR principles globally,
EU data protection authorities dllow — upon approval — for the free transfer
of personal data out of the European Economic Union, thereby permitting

the use of global functions and IT systems.
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Building rezponsible supply chaing

02. Our Business

Working responsibly
with suppliers

LEO Pharma wants to create better supply chains in the
pharmaceutical and healthcare industry. Through our
responsible supply chain management processes, we
work to minimize adverse impacts from suppliers of
goods and services in relation to labor and human rights,
environment, and anti-corruption.

We believe we can be more effective by joining
forces with other companies in our industry than by
acting alone. Therefore, in 2018, we engaged with
two collaborartive platforms focusing on impraving
the social, environmental, and ethical performance
of supply chains in the pharmaceutical and health-
care industry.

First, we initioted a networking group through the
Danish Initiative for Ethical Trade (DIEH) for best
practice sharing and peer learning on implement-
ing responsible business practices in pharmaceu-
tical supply chains.

Second, we joined the Pharmaceutical Supply
Chain Initiative (PSCI), a collaborative initiative that
Qims to estaitlish and promote a set of common
standards for the centinuous improvement of
social, health, safety, and environmental perfor-
mance in supply chains. Through our wark with
the audit committee group, we collaborate in the
development of shared tools and standards in the:
pharmaceutical industry and engage ina progc-
tive approach to supplier assessment. Next year,
we will also participate in PSCI's Human and Labour
rights working group. This will enable us to work with
our peers on understanding and addressing key
hurnan rights risks in pharmaceutical and health-
care industry supply chains.

Stronger assessment of suppliers
As aur supply chains are complex and ever-
changing, we must continue to improve our respon-

sible supply chain management program aleng
the way. Since 2014, we have progressively inte-
grated our due diligence process into the procure-
ment processes of key affiliates. Today, more than
80% of our spend is covered by our responsibie
supply chain management processes,

Roll-out of Responsible Supply Chain
Management Program across affiliates

2004 DK
2016 FR, IE, AU
2017 North Europe: UK, BE, NL, Fl, NO, SE

Central Europe: CH, DE, CZ, RO, PL,
AT, 8K

South Europe: ES, IT

Rest of the world: CH, JP, SG, SKR,
PT, GCCI

2018

In 2015, we will reinforce supplier engagement and
develop a site visit program to increase awareness
about responsible business practices ameng our
priority suppliers. Qur aim in engaging proactively
with the suppliers is to emphasize collaboration
and foster dialogue about transparent governance
frameworks and responsible business practices. We



will base the site visit program on recommenda-
tions in the OECD Guidelines for Multinational
Enterprises as well as the Pharmaceutical Supply
Chains Initiative audit framework.

In 2018, we complemented our established supplier
assessment program by incorporating an assess-
ment of hurman rights impacts in our supply chains.
The outcomes of this process allow us to improve
our supplier selection and assessment processes
by identifying potential human rights issues early
. and accurately through a process of analysis.

In 2018, we will conduct site visits of key suppliers
using recommendaticns from the QECD guide-
lines and PSCI audit framework and upload one
site assesment to PSCI platform, In 2020, we will
perform five site visits.

Choosing more sustainable options

at LEO Pharma

Sometimes small changes can create a ripple
affect through the years. As part of our "What We
Buy' project, we have taken our first steps in the
journey of choosing the more sustainable option
at LEQ Pharma.

We have looked at changing our indirect products
+o more sustainable sclutions ininternal collabora-
tion with the procurement team. We have decided
to work with the products and services with a green
impact that is visible to empleyees. This project will
continue in 2019

Annual Report 2018

Location of Tier 1 suppliers in our Responsible Supply Chain
Management Program

. QECD countries . Non-QECD countries

LEO Pharma due diligence process

LEO Pharma systematically screens all new suppliers based on parameters
aligned with the Ten Principles of the UN Global Compact and the LEQ
Pharena Third Party Complianee Code. Through o risk- based approach,
we prioritize supgpliers for further assessment. in 2018, we implemented new
ranking criteria that will strengthen our due diligence by increasing our
knowledge of suppliers’ CSR performance in20%
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‘ No one understands

how much | am
affected by my psoriasis. In
my own mind, | think it's
comparable to leprosy in the
Middle Ages”

Jakob, 65
Denmark
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Special business
and financial risks

In implementing our 2025 Strategy, it is crucial that

LEO Pharma continues to diligently manage the risks
inherent in our business activities and reduce the poten-
tial negative impact of these risks to an acceptable level.

Throughout 2018, a number of initiatives to improve
enterprise risk management were enacted, includ-
ing the establishment of o Global Risk & Compli-
ance Officer role reporting 1o the Audit Committes.
The Global Risk & Complicnce Officer oversees risk
management at enterprise level.

The following section cutlines the major negative
enterprise risks, all with extensive and continucusly
evolving prevention and mitigation plans in place:

Strategic risks

Pipeline attrition is an inherent risk in pharma-
ceutical research and development. This includes
potential development failure of one or more of
our key pipeline assets, including tralokinumab and
delgocitinib.

Market access restrictions and pricing pressura is a
trend that is expected to continue for the industry
as a whole and potentially at o higher rate than
expected. The main factor driving this trend is that
private and government payers are demanding
increasingly higher discounts and rebates, while
restricting reimbursement and access to new and
established products (both topicals and systemics).
This poses a significant risk for LEO Pharma across
most geographies, but is most pronounced in the
US market.

The competition dynamics of the prescription
dermatology market are rapidly changing, with
new players steadily emerging. This can poten-
tially impact our ability to maintain market shares
of established products, sustain product launch

trajectory of recently launched products, and
successfully commercialize our development
pipeline assets (including tralokinumab), while
also affecting our akility to partner with the right
investigators and study sites for our clinical trials.

Operating risks

Supply disruptions due to delays or failures
throughout our global supply chain is a significant
risk. These disruptions may result from breakdaowns
inour internal supply processes or those of external
pariners, causing product shortages for patients
and caregivers and negatively impacting LEQ
Pharma’s finances and reputation.

information security breaches, including malware
attacks and data breaches, form a significant risk.
The potential risk Impact has increased throughout
2018, due in part to the wide-ranging legislative
requirements coming into effect, including the EU
General Data Protection Regulation, and due to
the extensive malware attacks that have signif-
icantly impacted other medium and large size
corporations recently.

Compliance risks

Violatlons of external legislation, regulations,
industry codes and internal standards is a potential
risk for a company like LEQ Pharma, which oper-
ates on a global scale in a strictly and increasingly
regulated industry. These risks may materialize in
our internal operations or in external dealings with
business partners, healthcare providers, etc. Such
violations could lead to investigations by extermal



authorities and lawsuits filed against LEO Pharma,
causing financial and reputational damage to
LEC Pharma, while also negatively impacting the
individuals involved,

Financial risks

Transfer pricing disputes with tax authorities and
currency impact due to exchange rate fluctuctions
are external risks that could affect LEQ Pharma
at any time. LEQ Pharma’s foreign exchange risk
is most significant in USD, GBP and CAD, as the
foreign exchange risk arising from EUR sales is
regarded as low due to Denmark's fixed-rate policy
towards EUR.

CSR risks

LEC Pharma is committed to addressing CSR risks
linked to our products and our business operations.
This includes addressing the risks of our business on
society, the environment, and on climate change,
and the risks CSR issues pose to our long-term
business objectives.

On pages 57-60 you can find an overview of our
CSRrisks assessment process, material CSR issues
and the LEQ Pharma programs we implement to
address them.

Annual Report 2018

66 As a
foundation-
owned company,
we have the
independence
and obligation to
put patients first.
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Company information

A proactive and transparent corporate governdance
structure promotes sustainable business behavior and
long-term value creation.

Ownership structure Board of Directors
LEO Pharma A/S LEO Pharma A/S
LEO Pharma A/Sis a fully owned subsidiary of Jukka Pekka Pertola
Chairman, Board member since 2071
LEQ Foundation
Loutrupsgade 7, 5th floor Olivier Bohuon
2100 Copenhagen @, Denmark. Vice Chairman, Boeard Member since 2018
Patrik Oluf Dahlén
LEO Group legal structure Board member since 2016
Jesper Heiland
LED Foundation Board Member since 2016
100% Cristina Patricia Lage
Board Member since 2017
LEO Holdi S
il Jan van de Winkel
Board member since 2017
100%
Anders Ekblom
LEOG Pharma Group Board member since 2018
John Robert Weeks
Board Member since 2014
*Group comprises LEQ Pharma A/S and its
Danish ond international sulbsidiaries. Jesper Mailind
Board Member since 2018
Signe Maria Christensen

Employee-elected Board Member since 2018

Franck Maréno
Employee-elected Board Member since 2018

Jannie Kegsball
Employee-ciected Board Member since 1998

See full bios of LEO Pharma Board of Directors Karin Attermann
members an page 53-54 Employee elected Board Member since 2008
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Remuneration and Nomination Committee

The Soard of Directors has established a Remuneration and Nomination Committee to assist the Board
of Directors in aspects related to remuneration, assessment and nomination. The Remuneration and
Nomination Committee meets when required but at least twice a year. The Remuneration and Nomination
Committee is comprised of four members, three of whom are members of the Board of Directors and one
of whom is appointed by the LEC Foundation.

The Board of Diractors has elected the following board members o the Remuneration Nomination
Committee: Jukka Pekka Pertola (Chairman), Olivier Bohuon, John Robert Weeks & Jesper Mailind (The
LEO Foundation}

Audit Committee

The Board of Directors has astablished an Audit Committee to assist the Board of Directors in overseeing
aspects related to financial reporting, auditing, risk management, currency and investment policies and
compliance. The Audit Committee meets when required but at least four times a year. The Audit Committee
comprises three members, all of whom are members of the Board of Directors. The members possess the
relevant qudlifications as specified in the Rules of Procedure for the Audit Committee.

The Board of Directors has elected the following board members to the Audit Committee:
Patrik Clof Dahlén {Chairmany), Cristina Pafricia Lage & Karin Attermann

Scientific Committee

The Board of Directors has established a Scientific Commitiee to assist the Board of Directors in over-
seeing the Research and Development Strategy and the R&D pipeline. The Scientific Committee meets
when reguired but at least four imes a year. The Scientific Committee is comprised of three members, all
of whom are members of the Board of Directors.

The Beard of Directors has elected the following board members to the Scientific Committee:
Jan van de Winkel {Chairman), Jesper Hailand & Anders Ekblom
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LEO Pharma A/S
Board of Directors

Jukka Pekka Pertola

Chairman, Board Member since 2011

Nationalkity: Finnish,

Special competencies: More than 25 years of
management experience in heaithcare, energy,
industry and infrastructure sectors,

Board committees, LEO Pharma A/S: Remunerg-
tion and Nomination Committee,

Career: Former CEC, Siemens Denmark. Has been
with Siemens since 1984. Now professionat board
memker.

Education: M.Sc. in Electrical Engineering from
Helsinki University of Technology.

Other beard memberships:

* Siemens Garnesa Renewable Energy A/S
{Chairman).

« Tryg A/S / Tryg Forsikring A/S {Chairman).

» Gomspace Group AB / Gomspace A/S
[Chatirmany).

» Akademi for de Tekniske Videnskaber {President).

- Monsenso ApS {Chairman).

- loT Denmark A/S (Chairman).

- COWI Holding A/S (Vice Chairman),

* Industriens Pensionsforsikring A/S.

Olivier Bohuon

Vice Chairman,
Board Member since 2018

Nationality: French.
Special competencies: Pharmaceutical Industry.

Board committees, LEQ Pharma A/S: Remunera-
tion and Nomination Committee,

Career: CEOQ Smith and Nephew ple (UK} from 207
ta 20718, CEO Pierre Fabre, Corporate EVP and
President Abbott Laboratories Pharmaceutical
division.

Education: MBA HEC Paris, France / Doctorate in
Pharmacy, University of Paris X1, France.

Other board memberships:
* Takeda ple.

+ Smiths Group plc.
-Virbac ple,

Patrik Oluf Dahlén

Board Member since 2016

Nartionality: Finnish.

Special competencies: 32 years of global
management experience in the field of health-
care, diagnostics and kfe science.

Board committees, LEO Pharma A/S: Audit
committee (Chairman).

Carger: Senior leccership roles in PerkinElmer,
CEQ in Dako (DK}, NeuroSearch {DK), Immuna-
diagnostics Systems (UK}, 83l Diagnostica {DK).
Board memberships and investor in several
start-up companies.

Education: MSc Biochemistry, Abo Akademi,
Finland / PhD Biochemistry, Turku University,
Finkand,

Other board memberships:

« VisioPharm A/S (Chairman).
« Advalight A/S (Chairman).
- Immudex A/S.

Jesper Hgiland
Board Member since 2016

Natlonality: Danish.

Special competencias: 25+ years of life sciences
leadership and experience in the biopharmaceu-
tical industry across leadership roles, geographies
and therapeutic areas.

Board committees, LEO Pharma A/S: Scientific
Committee (Member).

Career: President & CEQ, Radius Health, 2017
1o present. Nove Nordisk Inc., A/S, 1987 1o 2015,
including President/Executive Vice President LSA,
2013 - 2016.

Education: M.5c. from Copernhagen Business
Schaol,

Other board memberships:
* Radlius Health, Inc.

Cristina Patricia Lage
Board Member since 2017

Naticnality: Danish,

Special competencies: Finance, M&A, asset
management, TSR, top mancgement.

Board committees, LEQ Pharma A/S:
Audit Committee (Membaer).

Career: CEOQ Fincnce Industry {investment,
Pension] and inter alia media. Now professional
board member. ’

Education: M.Sc. Economics, CBS Copenhagen.

Other board memberships:

- Arbejdsmarkedets Erhvervssikring {Chairman).
+ LEO Foundation,

* LEQ Helding A/S.

» Det Obelske Familiefond.

+C. L. Davids Fond,

Jan van de Winkel
Board Member since 2017

Nationality: Dutch.

Special competencies: Extensive antibody crea-
tion and development expertise, broad knowl-



edge of the biotechnology industry and executive
management skills.

Board committees, LEO Pharma A/S:
Scientific Committes [Chairmanl).

Career: CO-founder, president and CEO of
Genmab A/S. Served as Vice President and Scien-
tific Director of Medarex Europe prior 1o Genmacb
and holds a professorship of immunotherapy at
Utrecht University,

Education: M.Sc. in Biology and Ph.D. in Immurl-
ogy from University of Nijmegen, The Netherlands.

Other board memberships:
+ Hookipa Pharma (Chairman).
= Celdara Medical.

John Robert Weeks

Board Member since 2014

Nationality: American.

Special competencies: Leadership, Organization
Design, Company Culture, Change.

Board committees, LEQ Pharma A/S:
Remuneration and Nomination Committee
(Member),

Career: Professor of Leadership and Crganiza-
tional Behavior, IMD.

Edueation: PhD, Management, MIT Sloan Schoot
of Management MPhil, Management, Oxfard
University / BA, Computer Science, University of
Californic, Berkeley.

Anders Ekblom

Board Member since 2018

Nationality: Swedish.

Special competencles: Broad business

knowledge, 20 years experience from senior roles
in the biopharmaceutical industry and giobal work
cross functions and countries, delivering products,
projects, productivity and change management.

Board committees, LEO Pharma A/S:
Scientific Committee (Member).

Career: Former Executive Vice President Global
Medicines Development at AstraZeneca Plc, and
CEOQ AstraZeneca AB. Now professional board
member.

Education: M.D., Ph.D., DD.S. Karolinska Institutet,
Stockholm, Sweden.

Other board memberships:

- Alligator Bioscience AB (Director).

« AnaMar, AB {Director).

« Elypta AB (Chairman}.

- Infant Bacterial Therapeutics AB {Director).
+ Mereo Biopharma Group Pl (Director).

+ Trial Form Support AB {Chairman).

Jesper Mailind

Board Member since 2018
Nationality: Danish.

Special competencies: Global leadership and
transfermation experience in healthcare, medical
devices and industry.

Board committees, LEQ Pharma A/S:
Remuneration and Nominaition Committee
{Member).

Career: CEC, LEQ Foundation, former CEOQ GN
Resound, RTX and SVP in Nycomed {Takeda).

Education: MBA, Insead.

Qther board memberships:

« RTX A/S (Deputy Chairman).
+ Sonion A/S.

*Etac AB,

Signe Maria Christensen
Employee elected Board Member
since 2018

Nationality: Danish.

Career: Strategic Alliance manager, Has been
with LEO for 8 years in different roles in research
and development.

Education: M.5¢. in chemical engineering and
Ph.D. in crganic chemistry from The Technical
University of Danmark.
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Franck Maréno
Employee-elected Board Member
since 2018

Nationatlity: Danish.

Career: Operator at Ferring A/S, Operator at
Cederroth Paramedical. Now Principal Technician.
Former staff delegate at Feming Pharmaceuticals,
now vice chairman of the Technicians Club at
Leo Pharma.

Education: AP Graduate Laberatory and Biotech-
nolagy "Techroncme”.

Jannie Kogsboll
Employee-eiected Board Member
since 1998

Nationality: Danish.

Career: Has been with LEQ Pharma since 1985,
Other board memberships:

+ A/B Stenrosen (Chairman).

« LEQ Foundation,
- LEQ Holding A/S.

Karin Attermann
Employee-elected Board Member

since 2008

Nationality: Danish.

Board committees, LEQ Pharma A/S:
Audit Committee {Member}.,

Career: 30 years with LEQ Pharma A/S in various
roles within the commercial orgonisation, since
2012 with focus on complicnes,

Education: BA in English and German.
Other board memberships:

+ LEO Pharma Secial Chlub "Personalsforeningan
LEQ* {Chairman).
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Research Project Board
LEQ Pharma's Global Leadership Team has established the Research Project Board to ensure alignment on
rmanaging the research projects, from initiation until decision to start clinical testing.

The Research Project Board is a cross-functional board with members frem the wider areas of R&D, including
Research, Medical Science and Pharmaceutical Design & Development.

Chairman; Thorsten Thormann, Vice President, Ressarch.

Corporate Social Responsibility Board
The Corporate Social Responsibility {C$R) Board is an initiative of LEQ Pharma's Globai Leadership Team. The LEQ
Pharma CSR Board sets the strategic direction for CSR at LEQ Pharma and supports implementation, The board
discusses and approves high-level CSR initiatives, approves annual CSR reporting and acts as CSR spokaspersons,
supperting internal and external CSR communication. The board also formally appoints CSR Drivers based on recom-
mendations from the CSR team. The Prasident and CEO of LEQ Pharma appoints the members of the CSR Board.
The C3SR Board is a cross-functional board with members from the following functions: Glabal Procurement, Global
Cormmunications and Public Affairs, Research, Dematclogy Value Stream and Cluster Europe (North), Australia &
New Zealand.

Chairman; Mette Vestergaard, Executive Vice President, Global People & Business Transformation,

Development Board
LEO Pharma’s Global Leadership Team has established the Development Board to ensure strategic alignment and
to maximize the value of the portfolio of projects in development, from first clinical studies until launch.

The Development Board is a cross-functional board with members from Global Research & Development, Global
Product Supply, Marketing, Region US, Finance, and the CEC.

Chairrman; Kim Kjefler, Executive Vice President, Global Research & Development.

Life Cycle Management Board
LEO Pharma’s Global Leadership Team has established the Life Cycle Management Board to ensure strategic
aligrment, to maximize the value and to ensure compiliance for LEQ Pharma’s marketed solutions.

The Life Cycle Management Board is a cross-functional board with members from Research & Development,
Global Product Supply, Marketing & Sales Regions, and Finance.

Chairman: Jergen Damsbo Andersen, Executive Vice President, Region international.

Compliance Board
The Cornpliance Board is an initiative of LEO Pharma's Global Leadership Team, The role of the compliance board
is to strengthen the overall compliance community and to strengthen the compliance mindset threughout the
organization. The compliance board has oversight responsibility with respect to overall compliance programs and
proceduras, and monitors the implementation of compliance programs, procedures and guidelines. The compliance
board also oversees the investigation of potential compliance violations.

The Campliance Board is a cross-functional board with members from Global Compliance & Risk, Business Ethics,
Global Qudlity and Global Legal.

Chairman: Mette Vestergaard, Executive Vice President, Global Peopie & Business Transformation.

LEO Innovation Lab Board
Established by LEC Pharma's Global Leadership Team. Advisory board to LEO Innovation Lab in setting the stra-
tegic direction.

The LEQ Innovcertion Lab Board consists of the Head of LEO Innovation Lab, the President and CEQ of LEQ Pharmag,
the Executive Vice President Global People & Business Transformation, as well as Jacob Jenck, entrepreneur, and
Toramy Ahlers, entrepreneur (stepped down from the board on May 3, 2018).

Chairman: Kim Kjelter, Executive Vice President, Global Research & Development.
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LEO Pharma A/S

Global Leadership Team

From left;
Anders Kroriborg, Kim Kjpiler, Mette Vestergaard, Jargen Damsbo Andersen, Gitte P. Aabo, Patrice Baudry, Guilloume Clément, Rhonda Duffy & Chris Posner.

Gitte Aabo: President & CEC

Anders Kronborg: Executive Vice President, Global Finance & Business Services

Chris Posner: Executive Vice President, US and President & CEC of LEC Pharma, Inc.

Guillaume Clément: Executive Vice President, Region Europe+

Jorgen Damsbo Andersen: Executive Vice President, Region Internaticnal

Kim Kjeller: Executive Vice President, Global Research & Development

Mette Vestergaard: Executive Vice President, Global People & Business Transformation

Patrice Baudry: Executive Vice President, G3M — Global Marketing, Market Access & Medical Affairs

Rhonda Duffy: Executive Vice President, Global Product Supply



LEQ Pharma 03. Our Governance

Defining our
CSR issues

In our CSR Commitment 2018-2020, we commit to focus
on addressing issues where our impact on society and our
business is the most significant.

As a global pharmaceutical company that nno-
vates, researches, produces, and distributes medi-
cines to our patients, our business performs many
functions that impact on society.

Mostimportantly, we address unmet medical needs
and support our patients by helping to remove
barriers to healthcare and promote patients’ voice
in heatthcare decisions. We also employ a diverse
workforce of blue and white collar employees, and
maintain relationships with a broad range of busi-
ness partners throughout our global value chain.,

Our CSR focus areas

Qur CSR Commitment 2018-2020 sets the frame-
work for working on the CSR issues which are most
important to our business, Through continuous
dialogue with internal and extermnal stakeholders,
we work to understand the impact of our business
on scciety.

Wa included in our assessment views from patient
organizations, regulators, policy makers, civil soci-
ety, business partners and employees. We have
prioritized Tl issues thart are considered to be most
impaortant to our stakeholders and to LEQ Pharmer,
These key issues are addressed through our portfo-
lio of M programs supporting the CSR Committment.
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Issue Issue description Program UN Sustainable Development goal
Unmet medical Address unmet medical needs of people with skin Expanding Target 3.4 Target 1717
needs disease through continued development of medi- demartological e &

cines and minimize risk to patients' safety through solutions

robust clinical tricls and data transparency.
Barriers to Improve accessibility, quality, and affordability of Removing barriers = Target 3.8 Target 1717
hedlthcare health services availoble to dermatology patients.  to healthcare e &
Patient voice in Increase patients’ influence on policies, guidelines, Strengthening Target 3.8 [Ed Target 1217
healthcare policies  ond disease management. patient voice @
and decisions
Sustainable operations
Issue Issue description Program UN Sustainable Development goal

Resource use and
climate change

Sustainable workiife

Manage impact of our operations on
climate change and the environment by
reducing energy consumption and CO,
emissions throughout our valug chain.

Faster a positive working environment and
enhance mentat well-being at work.

Climate change,
environment and
energy

Menial well-being
at work

=7 Target 73 (L
o

Target 13.1

=1

Target 8.8

A capable Ensure that we are able to attract, People
and motivated develop and retain the people with development
workforce the right competences.
Business integrity
Issue Issue description Program UN Sustainable Development goal
Workplace safety Protecting the heaith and safety of our employees.  Employes safety “"f}“ Target 8.8
(1]

Corruption and Work against corruption and bribery in Anti-corruption T Target 165
unethical business all its forms, with attention o high risk countries, k.4
practices relevant internal functions such as sales and

marketing, procuremant, legal, finance and audit,

and interaction with public officials, healthcare

professionals (HCPs) and business partners.
Responsible Conduct CSR due diligence and promote Responsible =] Target 87 Target 12.4
conduct of suppiiers  responsible business conduct of suppliers. supply chain il E% Target gg

managerent Target 12

Privacy protection

Animal welfare in
research

Protect the privacy of clinical triclists {patients),
healthcare professionals {(HCPs), our employees
and other stakeholders in our global operations.

Reduce number of animals in experiments and
refine the use of animals.

Personal data
protection

Animal welfare




LEO Pharma

03, Our Governance

Human Rights at
LEO Pharma

As a member of the UN Global Compact, LEO Pharma is
committed to respecting all human rights as described
in the Universal Declaration of Human Rights, the Inter-
national Bill of Human Rights, and the ILO Declaration on
Fundamental Principles and Rights at Work.

LEC Phama is committed to business practices
that respect internationally recognized human
fights. As a leader in medical dermatology, we
commit to ensure patient safety and safeguard
the right to privacy and freedom of consent in
reference to clinical trials. Across our global oper-
ations, we work to strengthen laber rights through
fair and safe working conditions, and promote the
respect for labor and human rights in our supply
chains. As a member of the UN Global Compact,
LEO Pharma is committed to respecting all hurman
rights as described in the Universal Declaration
of Human Rights, the International Bill of Human
Rights, and the: International Labour Organization
(ILO) Declaration on Fundamental Principles and
Rights at Work,

LEO Pharma Code of Conduct and Human Rights Policy

We want to ensure that cur employees respect human rights and integrate human
and labor rights considerations into their daily work.

Our LEO Pharma Code of Conduct, our Human and Labor Rights Policy, and
Third-Party Compiiance Code set the framework for our cormmitment to safeguard
and respect human rights across our global operations and supply chains. This
framework has been endersed by LEO Pharma's CEQ and the Glabal Leadership
Team. Training on our Code of Conduct is mandatory for all employees and is
available in available in 20 languages.

59

We implement the UN Guiding Principles on Busi-
ness and Human Rights (UNGPs), including assess-
ing our principle human rights risks in relation to
our operations.

We pariicipate in three multi-stakeholder human
rights business networks to support our capacity

building efforts: The Human Rights Working Group
of the UN Global Compact Network Denmark,
and the UN Guiding Principles Network of Global
CSR, and the Human Rights Impact Assessment
Network (HRIA) of the Danish Initiative for Ethical
Trade (DIEH).

$tregthening our due diligence

In 2078, we achieved our goal relating to implemen-
tation of the UN Guiding Principles by conducting
human rights due diligence on LEQ Pharma head-
quarters. Over the course of the year, the scope
was expanded to include LEQ Pharma Group. Self-
assessment provide us with an understanding of
how our business activities could potentially have
impacts on rights holders, The self-assessment .
also provided an overview of the measures we
implement ta prevent these impacts.

All LEO Pharma manufacturing sites are located
within the EU. We operate in a highly-regulated
incdlustry in relation to the development, produc-
tien, marketing, and distribution of cur products,
and the monitoring of preduct safety. These indus-
try regluations inform our LEQ Pharma palicies,
which helps us mitigate our human rights risks, The
self-assessment showed that we manage our most
significant human rights risks well, and that our
LEQ Pharma policies and programs constitute an
adequate framework of preventative measures.
These policies and preventative measures are
listed on p. 0.

In 2019, we will build upon this work and focus on
supporting areas of the business that are key for
our human rights performance. We will also initiate
an assessment in one of our key dffiliates.
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Rights holder

Qur people Qur patients

Qur business partners

Business activity

Our business operations + Research & Development
+ Clinical tricls
- Digital schutions

Sourcing of materials

» Distribution of medicines
Human rights Working conditions « Right to heatth « Working conditions
focus area » Right to privacy « Intellectuat property rights
Key issues + Working hours « Patient safety « Working hours
» Remuneration and pay - Freedom of consent « Remuneration and pay
+ Leave and vacation in clinical irials + Leave and vacation
« Health and safety « Privacy of personal data * Health and safety
+ Non-discrimination - Responsible lobbying, sales - Non-discrimination
+ Freedom from harassment and distribution of medicines - Freedom from harassment
» Freedom of association « Freedom of association
+ Privacy of personal data « Privacy of personal data
- Faiir and equitable sharing of benefits
from use of genetic resources, includ-
ing traditional knowledge
Policies and - LEO Pharma Code of Conduct » LEQ Pharma Code of Conduct « Third Party Campliance Code
documents to - Human and Laber Rights Policy « Human and Labor Rights Policy ~ + Position on Responsible Procurement
manage our . Protejc’tion of Personal Data Policy - Helsinki Declaration + Nagoya Protocol
Human rights » Position on Mentol - Patient safety (GXP Quality Policy)
issues Well-being at Work - Protection of Personal Data
- Ocoupational Health Policy
and Safety Policy
« Bullying and Harassment Policy
+ S0P for Job Descriptions
« Global Redundancy Policy
- Employee contracts
Program @ Responsible supply chain
mcnagement

Perscnal data protection

@ Employee safety @ Expanding dermatological
solutions

@ Mental well-being ot work @

@ Perscnat data protsction

0 Personal data protection

Access to remedy

We recognize the importance of continuously menitoring our potential human rights risks through our due diligence process
and whistleblower hotline. This remediation channe! gives LEO Pharma people and others associated with LEO Pharma the
ability to report unethical behavior and serious concerms in a secure and confidential way.

In 2018, no reports regarding serious impact on human rights were raceived through the LEC Pharma Whistieblower Hotline.
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Empowering patients

Goal 2020 Status
Help people with skin diseases get In progress
access to heatth and healthcare

Empower pecple with skin diseases In progress
Train healthcare workers In progress

L]

e MRl soG3 - Target 3.4
s KB socr - Target 717

Expanding dermatological
treatments

Issue: Unmet medical needs

We provide value to our patients and society by developing
medicines to improve outcomes of existing treatments and
conditions for which no other freatment exists. Our committ-
ment to focus on rare dermatology diseases is unigue.

With the aim to treat more patients, in 2018 we have:

- Expanded our clinical pipeline {see page 23).

- Refocused new projects in Research to be
First in Class.

» Built & special unit for rare dermatolagy diseases, establish-
ing a workstream for preparing new projects in rare derma-
tological diseases.

* Expanded our offering globally. Approvals of
established products in new global markets.

With the ambition to have world class science in our der-
matology research and development programs, we work in
partnerships with academia and cther pharma companies
to expand our innovative technologies,

Furthermore, we have an Open Innovation Platform for ex-
ploring oppartunities for drug discovery with externc| port-
ners. The Open Innovation Platform provides the opportunity
1o test, free of charge and in full confidentiality, whether a
cempound has the potential to treat dermartology diseses.

Qur position on Public Access to Clinical Trials Information ap-
plies to all Clinical Trials sponsored by LEQ Pharma, thereby
ensuring that these trials meet and in some cases exceed
reguiatory requirements,

In 2019, we will:

- Continue to develop our projects in our pipeline, and ex-
pand our dermatological treatments by both developing
internal projects and looking for external opportunities in—
cluding academic collaborations.

*Invest in recsearch and development globally, to ensure
waorld closs seience within dermatology.

Read more about LEQ Pharma's position on Public Access to
Clinical Tricils Information.

Link: leo-pharma.com/ clinicaitrialstransparency
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Removing barriers to healthcare

Issue: Barriers to healthcare

We seek to understond the barriers to hedlthcare that pecple
with skin diseases face. We aim to remove the social, cuttural,
financial and other barriers to enable dermatelogical patients
to five full, happy and healthy lives and access the best care
and treatment for their condition,

We strive to develop potient-focused training programs, as
well as digital solutions ond artificial intelligence (Al) technol-
ogy, to support Healthcare Professionals (HCPs) and patients
in skin condition prediction, diognosis, and progression mon-
itoring.

In 208, we increased the integration of HCPs and patients in
our Psoriasis Academy. We trained HCPs in two different re-
gions, reaching an estimated total of 15,000 patients. We also
launched clinical consultation templates for use by patients
and physicians dlike to optimize the dermatology consuita-
tions, and deveioped a new content rmodule on suicidal idea~
tion in psoriasis patients.

We also launched the ‘imaging” tracking tool and
started  development of the “Better Visit" chatbot.
Desigred to promete more widespread use of the patient
template, the chatbot enables patients o use their smart-
phone to prepare for a dermatology consultation while in the
waiting room.

in 2019, we will: .

. Extend the outreach of the Academy to include dermatol-
agy nursing staff in our sessions, as well as consolidate our
patient outreach by increasing ease and occessibility of the
Acaderty webpage, and optimizing HCP/patient interaction
with the prospective introduction of our chatbot.

. Launch a Policy Committrent outlining cur positicn on ac-
cess 1o health and well-being for dermatological patients.

« Explore the possitility to expand our program to a new dis-
ease area and work with our partners to develop an “Eczema
Academy”, which will support disease awareness. We will also
expand our patient understanding by initiating a validation
studly in order fo measure patient impact of participating in
our prograrm.
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Strengthening patient voice

1ssue; Patient voice in healthcare policies

and decisions

We advocate for the increased inclusion of the patient
voice, as we believe this is pivotal to impraving the health
and well-being of people living with skin diseases. We work
in close partnership with patient advocacy groups, support-
ing their work as advocates for our patients. We commit to
portnerships and follow the guidance of the LEO Code of
Conduct and comply with applicable laws, legislation and
industry codes on relationships between the pharmaceautical
industry and patient organisations.

In 2078, we worked towards this goal by organizing a sernmi-
nar with patients, payers, policymakers, legiskators from the
FDA, EMA and OECD ameng others to discuss incorporating
the patient perspective at all stages of drug development
and patient access decisions. While potients are represent-
ed with a seat on many committess, further progress needs
ta be made in truly incorporating their views on drug access
issues. LEO Pharma wilk continue to work with patients on this
important togic.

In 2019, we will:

- Continue partnering with patients and policymakers to fur-
thex strengthen the patient voice and further develop our
close partnerships with patient advocacy groups.

- Continue our pursuit to roll put the WHQ resolution on psori-
asis at the national level.
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Sustainable operations

Climate change, environment and energy

Goal 2018 Status
Set new climate change KPis In progress
Plan climate change mitigation In progress
activities at LEQ Pharma

Standardize and reduce internal Parthy
complexity regarding EHS achieved
certifications

Goal 2020

Define climate change KPls In progress
Mental well-being at work

Goal 2018 Status
Prasent a global position to Achieved
enharice mental well-being at work

at LEO Pharma

Goal 2020

Create o baseline for mental well-be- in progress
ing issues and for current activities cand

initiatives

Share best practices and roll out mentat In progress
well-being supporting material

Engage mangers, HR, and EMS commu- In progress
nicates to enhance mental well-being at

work inftictives for LEO pecple

Fellow up on assessment of mental in progress
waell-being issues and activities

People development

Goal 2018 Status
Reach 82% or more in Achieved
sustainable engogement score

Create a strategy for leadership Achieved
development

Goal 2020

Implement a global process for In progress

performance management

% Bl SDG7 - Target73
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Climate change,
environment and energy

Issuer Resource use and climate change
We want to be more efficient in how we power and heat our
manufacturing sites and offices.

Qur policy on Environment, Climate and Energy is part of our
Code of Conduct, which acknowledges our adherence to in-
ternational conventions and applicable laws and regulations,
Furthermore, it describes the responsibility of LEQ Pharma
people to consider environmental and energy performance in
new projects and their daily work.

Our five manufacturing sites are 1SO 14001 certified. We follow
the ‘Plan ~ Do — Check - Act’ due diigence model on which
this ISO standard is based.

On energy efficiency, we have set g godl to save an amount
of energy corresponding to 10% of our energy consumption in
2013 via energy savings, This is eaual 1o recucing our energy
consumption by 12,200 Mwh,

In 2018, we made progress towards this goal by replacing ven-
tilation and installing LED lighting, which led to a total reduc—
tion of 1,600 MWh. This vear, we also decided on the imple-
mentation of heat pumps in our new Ballerup factory. Once
the new factary is in operation, we will be delivering our ex-
cess heat to the municipal grid in Ballerup 1,650 households
in Ballerup are expected to be warmed with our excess heat,
which wolld result in an expected saving of 126 tons of Co,
annually,

In 2018, we engaged with an external partner and completed
a company-wide carbon footprint analysis.

In 2019, we will:

* Use data from the carbon footprint analysis to increase our
understanding of our majer climate change contributors and
develop a plan for working with climate change mitigation
and resilience,

* Set 2025 goals according to climate change KP| and define
local, site-specific cimate change KPls.

* Aim to reduce 6,000 MWh by saving energy in ventilation,
pumps, heating, lighting and compressed air, and by install-

ing solor panels,

Read more about LEC Pharma's Environment, Climate and
Energy policy part of our LEQ Code of Conduct,

Link: leo-pharma.com/codeofconduct
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Mental well-being at work

Issue: Sustainable worklife

Having motivated and heaithy employees is the foundation
for LEO Pharma to reach our corporate strategy 2025. Work-
ing conditions represent a salient influence cn our smployees’
mental well-being.

Our LEO Pharma Code of Conduct includes our Occupational
Health and Safety Policy, which acknowledges our responsi-
pility to ensure a safe and healthy working environment that
compliss with applicable laws, regulations and industry codes.

We assess the psycho-social working environment and risks
through assessments such as our global engagement survey
{LEC Vioice), and mitigate any gaps in reference 1o the mental
well-being of our employees at work. We acknowledge the
cecupational risk of work-related stress, which we take medas-
ures to mitigate and prevent.

In 2018, we tock the preventive measures of continuing the
training of manogers in Heodquariers in arganisational stress
prevention.

In 2018, a key delivercble was to develop a LEO Pharma Posi-
tion on Mental Well-being at Work, which going forward, will
serve as our global framework for LEOQ Pharma employees.

n 2019, we will:
« Roll out the LEO Pharma position on mentol well-being at
work throughout the organization.

. Collect data on metal well-being issues to create o base-
line

. Continue to conduct employee engagement surveys
throughout the year to monitor the current siatus.

Read more about LEQ Pharmer's Position on Mental Well-be-

ing at Work.

Link: leo-pharma.com/| mentatweli-beingatworkposition
leo-pharma.com/codecfconduct
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People development

Issue: A capable and motivated workforce

The success of LEQ Pharma fies in our people; a competent
and highly engaged werkforce is preraquisite for executing
our LEQ Pharma 2025 strategy. In 2077, we launched a new
strategy requirering that we are able to build and develop
strategic competences that are new to the company.

As a consequence, o number of strategic initictives were in-
iticted in 2018, We reached the KPls that we had defined for
the year.

. We reached a sustaincble engagement score of 83%,
which confirms that our people are highly motivated and
committed.

- We developed a leadership development strategy cover-
ing all leaders that focuses on developing the leadership
behaviors critical for executing our LEO Pharma 2025 strat-

egy.

. tn December we launched LEQ GROW — LEO Pharma's new
process to ensure clear individual goals and focused devel-
opment through on-going conversations between mandag-
er and employee.

In 2019, we will:
. Follow the continued implementation of LEQ GROW closely.

- implement the leadership development strategy, starting
with new leaders and senior leaders.

- Build on the Employer Value Proposition that we develcped
in 2018 and start to move fram reactive recruiting to pro-
active sourcing by creating increased awareness about
LEO Pharma as an employer and buitding relationships with
prospective future employees.

- Implement the talent development framework that we
created in 2018, which focuses on how we dccelerate the
development of talents for key leadership positions.

We will continue to closely follow the engagement of our
pecple through 3 surveys per yedr.

64
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Business integrity

conduct

Employee safety

Goal 2018 Status
Set new KPls In progress
Achieve LTI rate <35 for manufacturing Not
sites achieved
Standaordize and reduce interngl Particilty
complexity regarding EHS certifications achieved
Goal 2020

Define new KPIs In progress
Anti-Corruption

Goal 2018 Status
Develop strengthened Anti-Corruption Achieved
Prograrn ready for implementation

Goal 2020

Develop and implement the Anti- In progress
Corruption program

Train all employees In progress
Train all partners whose employees In progress
represent LEQ Pharma

Strengthen awareness of good business In progress

[ =1
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Employee safety

Issue: Workplace safety

Keeping our employess sofe is of great importance in
evarything we do. We want to protect the health and safe-
ty of our colleagues and avoid disruptions to our operations
caused by workplace cecidents. We face some challenges
relating to ergonomics and manual hanaling, which will be
one of our focus areas in 2019

Our Occupational Health and Safety Policy is set out in our LEQ
Pharma Code of Conduct and reflected in internal procedures,
In terms of safety due diligence, we consistently assess our
systems and processes on safety, while employee and builder
safety is alse a key priority in the design and building phase of
new buildings at our sites.

Our five manufacturing sites have OHSAS 18001 certifications
and we follow the ‘Pian — Do - Check — Act' due diligence model
on which this standard is based.

In 2018, we centinued our simpilification and standardization
journey relating to EHS certifications. Our glebal EHS manage-
ment system was implemented in 2018. The sites in Ballerug,
Esbjerg and Cork were audited against this global system and
now share the same OHSAS 18001 and SO 14001 certifications,
The remaining manufacturing sites are expected to join no
later than 2020,

Furthermore, we strengthened our focus on improving a culture
of safety among employses through our engoing “Best in Safsty”
project at our manufacturing sites, This yedr we have intensified
our focus on direct engagement, shop floor dialogues and
indlividual training.

Ourlost time injury (LTI} rate et manufacturing sites fell far the fifth
year in arow, We came close to the set 2018 Pl of < 3.5 with an
LT rate of 3.7 To maintain this trend and centinuously improve
our safety performance, we started the process of developing
additional KPIs to better monitor the causes and severity of
incidents that could result in LTls,

In 2019, we will:

+ Assess the maturity and quality of our data collection system
to ensure that we have the data nesded to produce an ac-
curate picture of our safety performance.

Read more about LEO Pharma’s Occupational Health and
Safety Policy in the LEQ Pharma Code of Conduct.

Link: wwwleo~pharma.com/codecfconduct
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Anti-corruption

Issue: Corruption and unethical business practices
Integrity is one of LEO Pharma's core values, At LEG Pharma,
we ore committed to upholding high business stondards and
promoting good business conduct globally in cur interactions
with customers, healthcare professionals, public officials ond
other business partners.

Our commitment o work against corruption is set out in our
Anti-Corruption and -Bribery Policy, which is part of the LEO
Pharma Code of Conduct, The areas identified ds most criti-
cal to our global operations froman anti-corruption perspec-
tives are where LEQ Pharma people interact with healthcare
professionals, healthcare organizations and public officials.

All LEO Pharma people receive training in the Anti-Corrup-
tion and -Bribery Policy. LEO Pharma people working in arecs
identified as medium or high risk of exposure to corruption,
including the above menticred high risk areas, receive acddi-
tional training. New employees undergo mandatory training in
anti-cormuption shortly after their employment.

The Anti-Corrupticn Program is supported by the LEO Pharma
Whistleblower Hotline, where employees ana externdl stake-
holders can report serious concerns in a secure and confiden-
fial way.

In 2078, we have been focusing on strengthening our Anti-
Corruption Program to improve the prevention and early
detection of corruption.

In 2019, we will:

« Implement the new Anti-Corruption prograrm across the
wusiness and train all employess. The prograrm will strengthen
processes of key areas such as risk cissessment, training, due
diligence, and monitoring and ensuring continuous alignment
with global stondards and best practices of fighting corrup-
tion.

- Train partners whose employees repressnt LEQ Pharma by
the end of 2012

Read more about LEO Pharma's Anti-Corruption and -Bribery
Policy as part of the LEC Pharma Code of Conduct.

Link: wwwieo—pharmc.com/codeofconduct

Annual Report 2018
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Business integrity

Responsible supply chain management

Goal 2018 Status
Strengthen due diligence procedures Achieved
Reinforce focus on supply chain Achieved
management by strengthening

procedures

Goal 2020

Conduct five supplier site visits In progress
Personal data protection

Goal 2018 Status
Establish global unified programme and Achieved
conduct awareness campaigns

Goal 2020

Establish a global privacy framework for In progress
stakeholder diclogue and collabaration

Strengthen data protection culture In progress
Strengthen stakeholder diclague, in progress
engagement and colloboration

Anirnal welfare

Goal 2020

Engage with approved collaboration In progress
partners with full approvement for all

species of laboratory animals,

Use fewer animals in the discovery phase  In progress
of drug development,

Inspire ather research institutions in In progress
Denmark to use capillary micro sampling

as blood collection technique.

Produce on overview of experimen- In progress

tal onimals used in research, including
numbers and species used for drug
development projects from 2018 anwards

SDG 8 - Target 87
SDG 12 - Target 12.4; 125, 12.6
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Responsible supply chain
management

Issue: Responsible conduct of suppliers

We work with around 5,300 active glebal supphiers. Our LEQ
Pharma Position on Responsible Supply Chain Management
(updated in 2018) and LEC Pharma Third-Party Compliance
Code outline our expectations of our suppliers to operate in
campliance with applicable laws, rules and regulations, and
to work with high quaility and ethical standards,

Based on the Crganisation for Economic Co-operation and
Development {OECD) Guidelines for Multinational Enterprises
and LEQ Pharma Third Party Compliance Code, we conduct
Qssessments and evaluations through a risk-based approach
based on frequency of purchase, dependency, spend, and
known risks. We focus on areas where adverse impact in our
supply chain is most likely to oceur or where the consequences
are most severe.

In 2018, we assessed 1,657 suppliers across all supplier egte-
gorfes. In high risk cases, we engaged directly with suppliers
through self-assessment questionnaires or follow-up quastions.

in 2018, we identified our salient human rights in our supply
chain to be: Right to iife, Right to health, and Right to adequate
standard of living. We use this outcome to improve processes,
50 we place appropriate focus on the categories with high
risk of potential adverse impact on human rights, and take
preventative measures to adress this risk,

In 2019, we wiill:

* Plan to conduct site visits of key suppliers, using recommen-
dations from the OECD guidelines and PSC audit frame-
work.

* Perform one site visit and upload one site assessment to
the Pharmaceutical Supply Chain Initiative (PSCI) Platform.

+ Train employees in due diligence.

Read more about LEO Pharma Third-Party Compliance Code
and Position on Responsible Supply Chain Management under
the Responsible Supply Chain Management section of our
website,

Link: www.’eo—pharma.com/thfrdparty
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Personal data protection

Issue: Privacy protection

We must safeguard the privocy of the LEO Pharma people,
patients, doctors and medical staff with whom we engage,
and we must protect personal data.

Our policy on Protection of Personal Dota is part of our LEQ
Pharma Code of Cenduct. Through our commitment to Bind-
ing Corporate Rules, we do not distinguish between regions
in our approach to safeguarding individual rights ond free-
doms, even though some regions have stricter data protec-
tion legislation than others. We set the highest bar every-
where.

In 2078, we strengthened cur global privacy program 1o be
fully aligned with the EU’s General Data Protection Regula-
tion (GDPR). The program mapped the impact of GODPR on
business lines and developed governance and training pro-
grams to be structurally comgpliant with GDPR.

As part of these efforts, in 2018 we trained more than 2,500
L EO Pharma people who handle personal dotg, both online
and in face-to-face settings. This has been supported by an
internal campaign to raise awareness of personal data pro-
tection reqguirements.

In 2019, we will:

- Keep strengthening the data protection culture internal-
ly through ongoing training of the remaining LEQ Pharma
people and awareness-raising activities.

- Buitd collaberation with external stakeholders regarding
data privacy and establish a global privacy framework for
stakeholder diglogue and collaboration.

Read more about LEO Pharma’s policy on Protection of Per-
sonal Data and Hurnan and Labor rights policy in the LEO
Pharma Coede of Conduct.

Link: www leo-pharma.com/codecfconduct
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Animal welfare

Issue: Responsible research

Animal experimentation is a prerequisite for diug develop-
ment. As stated in our LEO Pharma Position on Animal Wel-
fare, we want to adhere to the highest standards in animal
research, based on the 3Rs and the EU Directive on the pro-
tection of animals used for scientific purposes. The 3Rs en-
sure replacement, reduction and refinerment in the work with
resecrch animals. In practice, this means we only use animals
if there are no alternatives, and in these cases we use as
few animals as possible and minimize the negative impact
an each animal.

In 2018, we commenced animal registration to monitor the
number of animals used in each research project, with the
aim of reducing this use moving towards 2025.

Around 70% of our animal research is performed externally
and we have an ongeing focus on improving animal wel-
fare at our partners’ facilities through audits and dialogue.
In 2018, we audited sites in China and the United States, and
approved specific research activities where the animal wel-
fare standards comply with our internal standards.

At our animal faciiity in Ballerup, Denmark, we developed
and implemented cages for rats that are significantly larger
and contain more enrichment than required. This work was
rewarded with the Animal Welfare Prize 2018 from the Danish
3R Cenier.

In 2019, we will:
- Continue to focus on capacity building among our partners
to increase their general animal welfare standards.

Read mere about LEQ Phama’s Position on Animal Welfare.

Link: leo-pharma.com/animalwelfareposition
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Income statement
1January - 31 December

(DKK million} Note 2018 2017
Rewvenue 2 10,410 10,481
Cost of scles 371 {3,040} (2938}
Gross profit 7370 7543
Sales and distribution costs 3,67 {3946} (&,091)
Research and development costs 36,7 {1914} (1,602}
Administrative costs 36715 {1.302) (1,11
Other operating income 4 1,512 145
Other operating expenses 4 (215) (32}
Operating profit 1,605 852
Share of profit/(loss) of investmertt in assaciates () 3
Financial incorme 16 24 1,689
Financial expenses 1% {202) 155)
Profit before tax 1,416 1,783
Tax on profit for the year 9 {ts8) (402)
Net profit for the year 1,258 1,381




Statement of comprehensive income
1 January - 31 December
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(DKK million} Note 2018 2017
Net profit for the year 1,258 1381
Other comprehensive income

Actuarial gains/ (losses) 14 59 13
Tox @ (&) {48)
Items that will not be reclassified subsequently to the income statement 83 83
Exchange rate adjustments on investments in foreign subsidiaries {40} (64)
Additions, cash flow hedges (exchange rate) deferred gains/{losses) during the period 13 (27 -
Disposats, cash flow hedges linterest rate) deferred gains/(losses) during the period 13 2 5
OCther adjustments = 17
Tax ? 3 U
Items that may be reclassified subsequently to the income statement (60) (43}
Other comprehensive income n 40
Comprehensive income for the year 1,251 1,421

T4
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Balance sheet at 31 December

Assets
(DKK million} Note 2018 2017
Intefiectual property rights 3514 35992
Development projects 2,099 1,159
Saftware 654 497
Intangible assets 6 6,267 5648
Land and buildings 707 691
Leasehold improvements 38 39
Plant and machinery 496 434
Other fixtures and fittings, tools and equipment 124 )
Assets under construction 799 551
Property, plant and equipment 7 2,164 181
Investment in associates 35 3
Other financial securities 13 " 27
Deferred tox assets 10 819 &73
Other receivables 13 7 40
Financial assets 890 763
Total non-current assets 9321 8,222
Inventories m 1,729 1719
Trade receivables 12 3229 2644
Tax receivables 689 4656
Other receivables 499 384
Prepayments 207 160
Other securities 3 3M 451
Cash and cash equivalents 13 .299 357
Total current assets 6963 6,371
Total assets 16,284 14,593
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Balance sheet at 31 December
Equity and liabilities
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(DKK million} Note 2018 2017
Share capital 8 250 250
Foreign currency translation reserve (212} (172)
Hedging reserve (28} {3)
Retained sormings o518 8,202
Equity 9528 8,277
Deferred tax liabifities 10 T 20
Retirement benefif obligations 3 243 355
Provisions 8 234 170
Credit institutions 13 536 1,006
Loan from the LEO Foundation 13 1,000 1002
Contract liabilities 2 - 1A
Other long-term liobilities & 22
Total non-current liabilities 2,017 2,589
Provisions 8 842 673
Credit institutions 13 214 482
Trade payables 2063 1,991
Poyables to the LEQ Foundation 13 0] 150
Tax payables 184 70
Contract liakilities 2 15 30
Qther payables 721 731
Total current liabilities 4,739 3,727

16,284 14,593

Total equity and liabilities
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Statement of changes in equity

Share Foreign Hedging Retained Total
capital currency reserve earnings
translation

{DKK mitlion) reserve
2018
Equity at 1 January 2018 250 (172) (3 8,202 8,277
Net profit for the year - N - 1,258 1258
Other comprehensive
income for the year = (%0) {20} 53 @
Total other comprehensive
income for the year - (40) (20} 131 1,251
Equity at 31 December 2018 250 {n12) (23} 9,513 9,528
2077
Equity at 1 January 2077 250 (108) (s} 25,041 25175
Net profit for the year = = = 1381 1381
Other comprehensive
income for the year - {64) 5 99 40
Total other comprehensive
income for the year - {64) 5 1,480 1421
Transactions with owners:
Dividend distributed = - = (18.319) (18,21%)
Changes in equity in 2017 = . = (18,319) (18,319)
Equity at 31 December 2017 250 (172) {3} 8,202 8,277
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Cash flow statement
1January - 31 December

{DKK million} Note 2018 2017
Operating profit 1,605 852
Adjustment for non-cash operating items

Amortization, depreciation and impairment losses 6,7 760 1143
Change in retirement benefit obligations 4 12} {420)
Change in provisions 8 203 21
Reversal of gair on sale of assets 4 (1,593} .
Cther adjustments ° {66} 50

Change in working capital

Change in inventories and receivables {643} {398)
Change in trade payables and other payables e {541)
Corparation tax paid (240} 161)
Interest paid and similar items 143} (49)
Interest received and similar items 18 256
Cash flows from operating activities {101) 720
Investments in intangible assats 6 {878) {479)
Investments in property, plant and equipment 7 (478) {385)
Proceeds from sale of intangible assets and property, plant and equipment 4 1,858 45
investments in business activities 5 {a36) =
Investments in other securities {30} -
Proceeds from sale of other securities 193 5,654
Cash flows from investing activities 229 4,835
Proceeds from raising loans = 100C
Repayment of bank debt (474} (5,325)
Overdraft 443 N
Dividends paid {150} {1,000)
Cash flows from financing activities (181} (5,325)
Change in cash and cash equivalents {53} 230
Cash and cash eqguivalents at 1 January 357 144
Urredlized exchange gains/(losses) on cash and cash equivalents {5} {17
Cash and cash equivalents at 31 December 259 357

The figures in the cash flow statement cannot be directly derived from the figures in the balance sheet.
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Note 1 Basis of reporting

Basis of preparation
The Consoiidated Financial Staternents have been prepared in accordance with International Financial Reporting Standards {IFRS) as
endorsed by the EU, and the additional requirements of the Danish Financial Statemants Act.

The Consolidated Financial Statements are presented in Danish kroner {DKK, which is also the functional currency of the Parent Company.

The accounting policies applied to the Consclidated Financial Statements in general are described below, while the remaining account-
ing policies are described in the notes to which they relate. Except for that stated under new standards and interpretations below, the
accounting policies described in the individual notes are applied consistently during the financial year and for the comparotive figures.

Applying matertality
In the preparation of the Consolidated Financial Statements, LEO Pharma aims to focus on information which is considered to be material
and relevant to the users of the Consolidated Finoncial Statements.

The Consolidated Financial Statements are o result of aggregating large numbers of transactions into classes of similar items according to
their nature or function in the Consolidoted Financial Statements. If o line item is not individually marterial, it is aggregated with other items
of a similar nature in the Consolidated Financial Statements or in the notes.

The provisions in IFRS contain extensive disclosure requirements. The specific disclosures required by IFRS are provided in the Consolidated
Financial Statements unless the infarmation is considered immarterial to the users of the financial statements.

Key accounting estimates and judgements

Executive Management has made certain estimates and judgements that affect the accounting policies and the reported
amounts in the Consolidated Financial Statements, Estimates are based on any information that is currently available, as well as
historical experiences and assumptions reasonable under the circumstances. Therefore, the actual amounts may differ from the
estimated amounts.

Listed below are the key accounting estimates and judgements relevant to the specific notes:

- Note 5 Acquisition and divestments: assessment of type of acquisitions and control and purchase price allocation
- Note 6 Intangible assets: Estimated useful lives, impairment test, and judgment on acouired intangible assets

- Note 8 Provisions: Estimates of provision for lega] disputes and sales deductions

— Note 10 Deferred tax: Estimates of deferred tax assets

- Note 11 Inventories: Estirctes of valuation of inventories

- Note T3 Financial instruments: Judgment on measurement of fair value, classifications and assessment of credit risk
Refer to the specific notes for further information on the key accounting estimates and judgements.

In 2018, the useful ives of intangible assets have been re-assessed. Bosed on the review, the useful lives of certain inteliectual
property rights have been increased to reflect the pattern of future economic benefits from the assets, The change is accounted for
in accordance with IAS 8 as a change in accounting estimates. The impact on the Consolidated Firancial Stotements in 2018 is a
decrease in amortisation of DKK 239 million in the incorne statement and a corresponding increase in carrying amourt of intangible
assets in the balance sheet.
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Note 1Basis of reporting (continued)

General Accounting Policies

Consolidation
The Consolidated Financial Statements comprise LEQ Pharma A/S and entities in which LEO Pharma A/S directly holds more than 50% of
the votes or otherwise exercises control (its subsidiaries).

Entities in which LEQ Pharma A/S directly or indirectly holds or have the ability to exercise between 20% and 50% of the voting rights, but
do not exercise control, are accounted for as associates. This is based on a specific assessment of LEO Pharma A/S' ability to exercise
influence. Entities in which LEC Pharma A/S holds less than 20% can be accounted for as associates when LEC Pharma A/S has the ability
1o exercise significant influence. Influence means our ability to influence financial and operational decisions.

The Cansolidated Financial Statements are prepared by combining the Financial Statements of the Parent Company and all subsidicries
with subsequent elimination of intercompany transactions, intercompany shareholdings and balances, as well as unrealized profits from
intercompany transactions. The Financial Statements of ali companies have been prepared according to the same accounting policies as
applied by LEO Pharma Group.

Foreign currency translation

On initial recognition, transactions in foreign currencies are translated at the exchange rates at the transaction dates. Exchange rate
differences arising between the rates on the transaction and payment dates are recognized in Financial income and Financial expenses
in the income statement.

Receivables, payables and other monetary items in foreign currencies are translated at the exchange rates on the balance sheet date. Any
differences between the exchange rate on the bolance sheet date and the rate at the time when the receivable or the payable arises, or
on recoghition in the most recent Financial Statements, are recognized in financial income and financial expenses in the income statement.

On consclidation of foreign subsidiaries having a functicnal currency other than DKK, income statements are translated into DKK ot the
average exchange rates for the period, and balance sheet items are transkated at the exchange rates on the balance sheet date. The
effects of the translation of the apening equity of foreign subsidiaries at the exchange rates on the balance sheet date and the translation
of the statement of comprehensive income from average exchange rates to the exchange rates on the balance sheet date are recognized
in other comprehensive income.

Cash flow statement

The cash flow statement is prepared according to the indirect method based on operating profit. The statement shows cash flows from
operating, investing and financing activities, as well as cash and cash equivalents at the start and end of the year. Cash flows from operat-
ing activities are calculated as the Groug's operating profit, adjusted for non-cash operating items such as depreciation, amortization and
impairment losses, as well as changes in working capital. Working capital comprises inverttories, trade receivables and trade payables, ete.

Cash flows frorm Investing activities comprise payments from acquisitions and disposals of intangible assets, property, plant and
equipment, as well as net investments in securities,

Cash flows from financing activities comprise proceeds from raising loans and repayment of bank debt, and payments to and from
sharehalders.
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Note 1Basis of reporting (continued)

Implementation of new standards and interpretations

While LEQ Pharma in 2017 applied IFRS 9, Financial instruments, and IFRS 15, Revenue from contracts with customers, in advance of their
effective dates, other new and amended standards and interpretations that are effective os at 1 January 2018 have been implemented in
the current year, Their adoption has not had any materiol impact on the disclosures or on the amounts reported in the financial statements.

The following new or changed accounting standards and interpretations have been implemented:
E IFRIC 22 Foreign Currency Transactions and Advonce Consideration
E Annual Improvement Cycle — 2014-2016

New and revised IFRSs issued but not yet effective that are relevant to LEO Pharma
LEG Pharma has not applied the following standards that have been issued but are not yet effective:

IFRS 16 Leoses (effective for annual pericds beginning on or after 1 January 2015)

LEG Pharma will adopt IFRS 16 from the effective date. Prefiminary conclusions show that the change in lease accounting will have limited
impact, both on the balance sheet and the income statement, LEQ Pharma will implement the standard based on the simplified transition
method, where comparative figures will not be restated. The balance sheet is expected to increase by the right-of-use assets by an esti-
mated 2-3% of the total assets in 2019 In the income statement, the lease costs will be split between depreciation of the right-of-use asset
of and interest on the lease liobilities recognized in financial expenses, The impact on operating profit will be insignificant.

IFRIC 23 Uncertainty over Income Tax Treatments (effective for annual periods beginning on or after 1 January 2019)

The interpretation addresses the accounting for income taxes when tax treatments involve uncertainty affecting the application of IAS

12 and does not apply to taxes and levies outside the scope of IAS 12, nor does it specifically include requirements relating to interest and
penalties associated with uncertain tax treatments. LEQ Pharma will apply the interpretation from its effective date and perform the neces-
sary procedusres to ensure implementation in o timely manner. LEO Pharma does not anticipate that the application of the amendments in
the future will have an impact on the Consolidated Financial Statements.

Other new and revised IFRSs issued but net yet effective are listed below. LEQ Pharma does not expect that the adoption of these stand-
ards will have a material impact on the Group Financial Statements in future periods.

. Amendments to IFRS 9 (Prepayment Features with negative compensation)
Amendrments to 1AS 28 {Long-term interests in associates and Joint Venturas)
Annual Improvements to IFRS Standards 2015 -2017 Cycle {Amendments to IFRS 3 Business Combinations, IFRS 11 Jaint Arrangements,
IAS 12 income Taxes, and 1AS 23 Borrowing Costs)
Amendments to IAS 19 Employee Benefits (Plan Amendment, Curtgilment or Settlement)



Note 1Basis of reporting (continued)

Definition of key figures

Average number of employess

Operating profit margin'

Return on assets'

Return on equity’

Sclvency ratio’

EBITDA

Adjusted EBITDA

EBITDA margin

Annual Report 2018

Average number of full-time equivalent employees

Operating profit

Revenue

Cperating profit

Average assets

Profit before tax

Average equity

Equity

Assets

x 10C

x 100

x 100

x 100

Operating profit before financial income and expenses, tax and depreciation and amortization

EBITDA adjusted for transactions related to divestment to Kevo Pharma AB and acquisition
from Bayer AG, redundancies and provision for potential revocation of patents.

EBITDA

Revenue

x 100

'Definitions according to the Danish Seciety of Financial Analysts' "Recommendations & Ratios”
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Note 2 Revenue

Accounting policies

Revenue from the sale of goods for resale and finished goods is recognized in the income statement when control has been trans—
ferred — generally this is when delivery and transfer of risk have token place. For sales delivered on a consignment basis, control is
transferred when the products are sold 0 the end-customer.

Revenue is measured at the omount of consideration which the Group expects to be entitled to in exchange for transferring the
goods. Revenue is recognized exclusive of VAT and net of sales deductions, including product returns, discounts and rebates.

Revenue includes ficense incorne and sales-based royalties from autlicensed products, as well as milestone payments and other
revenues in connection with partnerships. These revenues, except for rovalties, are recognized when the performance obligation is
sdtigfied, ie. when transfermred to the customer. For sales-based royalties, revenue is recognized when the subsequent sale oceurs.
Please refer to Note 8, “Provisions® regarding the accounting policies for sates deductions and returns.

(DKK million) 2018 2017
Revenue by region

Europe+ 6,530 6379
International 2,795 2,745
us 1,085 1357
Total 10,410 10,481

Revenue by therapeutic area

Psoriasis 3837 3587
Eczema/Skin infections 2,598 3015
Thrombosis 2396 2,488
Actinic keratosis 374 349
Other 1,205 1022
Total 10,410 10,481
Revenue by category

Products 10,164 10,083
Sales-based royalties 225 377
Other 21 21
Total 10,410 10,481

Timing of revenue recognition

Goods transferred at a peint in time 16,380 10,449
Services transferred over time 30 32
Total 10,410 10,481
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Note 2 Revenue (continued)

Contract balances:

Generally, biling cccurs subsequent to revenue recognition, resulting in trade receivables. Payment terms are typically 30-60 days.
However, the Group sometimes receives upfront payments related to various sades and distribution rights where the upfront payments are
recognized over time, resulting in contract liabilities. Contract licbilities are recognized as revenue in line with fuifillment of the contract
obligation,

{DKK million) 2018 2017 2016
Contract liabilities (non-current) - 14 45
Contract liobilities {current) 15 30 30
Total contract liabilities 15 44 75

Revenue recognized in the period from:

Ameunts included in contract liability ot the beginning of the period 30 32 26

Unsatisfied performance obligations:
The Group's unsatisfied performance obligations relate to the contract liabilities that have not yet been recognized as revenue, as well
as contracts where the Group has an obligation to deliver goods, which has not yet been satisfied.

The transaction price not yet recognized as revenue is:

(DKK miflion) 2019 2020 Total

Remaining performance obligations expected to be recognized as of
31 December 2018 m = m
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Note 3 Staff expenses

{DKK miltion) 2018 2017
Wages and salories 3,068 2,726
Pensions — defined benefit plans é 7
Pensions — defined contribution plans 256 n
Social security expenses 292 27N
Other employee expenses 213 219
Total 3,835 3434
Capitaiized staff expenses (137 (63)
Total staff expenses in the income statement 3,698 33N
Staff expenses inciuded in:

Cost of sales 656 603
Sales and distribution costs 1,701 1625
Research and development costs 709 658
Administrative costs 632 485
Total 3,698 33N
Average number of full-time employees 5,528 5,251




Note 3 Staff expenses (continued)

Remuneration to Executive Management and Board of Directors
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Salary Bonus® Severance Total
payments remu-
{DKK million) neration
2018
Registered members of Executive Mancgement 13 12 = 2%
Other members of Executive Management' 23 4 - 4]
Board of Directors & . = &
Total 42 26 - 73
2017
Registered members of Executive Management 13 - 23
Other members of Executive Management' 2 3 24
Board of Diractors 5 - = 5
Total 30 17 3 52

1 Other members of Executive Management comprise Kim Kjeller {(Executive Vice President, Global Research & Development), Guillaume
Clément (Executive Vice President, Regional Europe+), Jergen Damsbo Andersen (Executive Vice President, Region International}, Chris
Pasner (Executive Vice President, Region US), Patrice Baudry (Executive Vice President, Global Marketing, Market Access and Market
Affairs), Rhonda Duffy {Executive Vice President, Global Product Supply) and Mette Vestergaard (Executive Vice President, Global People
and Business Transformation) of which the last three were not included in the Executive Management in 2017

2. Members of Executive Management participate in short- and long-term incentive programs that provide a baonus for the

achievement of predetermined targets.
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Note 4 Other operating income and expenses

Accounting policies
Qther operating income and other operating expenses comprise itemns of a secondary nature to LEO Pharma Group's
primary activities.

Other operating income and expenses

Other operating income in 2018 comprises mainly of gain from sale of product rights to Kare Pharma AB of DK 1,566 million. The increcse
in other operating expenses from DKK 32 million in 2017 ta DKK 215 rniflion in 2018, refates mainly to compensation to Karo Pharma AB for
a share of the net profit from soles under the transferred product rights in an intermediate period where LEC Pharma continues to be
responsible for the sales to the customers.
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Note 5 Acquisition of activities

Accounting policies
Acquisition of activities are recognized using the acauisition method, whereby assets, liabilities and contingent liabilities are
measured at fair value on the date of acquisition.

The fair value of inteflectual property rights is determined using an income approach where they are valued of present value based
on the expected cash flows. Other ossets and liabilities are valued using the most relevant approach fof the individual item.

Key accounting estimates and judgements

Assassment of type of transaction and control

LEO Pherma carries out specific assessments of each transaction to determine whether aequried assets and liabilities constitute
a business i.e. the transaction is o so called asset acarisition, where by the costs of aquisition is allocated to the group assets and
liabilities acquired. This includes an assessment of the assets and activities acauired, determination of acquisition date and LEC
Pharma's ability to exercise influence in the acquired enterprise.

Purchase price allocations

When we opply the acquisition method for business combinations, by nature this involves judgment in assessing the fair value of
identifiable assets and fiabilities. The assessment of fair value of intellectual property rights is based on o number of estimates
regarding WACC and expected cash flows which have a large impact on the fair value.

Acquisition

©n 27 July 2078, LEO Pharma Group entered into two separate agreements to purchase Bayer's global portfolic of prescription dermato-
logy. The first agreement refating to the US Business is recognized in the Consalidated financial statement at closing date 4 September
2018, The second agreement regarding the rest of the world will be recegnized as of the date when LEO Pharma obtains control, which is
expected to be 1 July 2012 The acquisitions are accounted for as business combinations.

From the acquisition date to 31 December 2018, the US business contributed with a revenue of DKK 128 million. If the acquisition had
cccurred on 1 January 2018, the impact on the Group revenue would have been DKK 423 million.

US acquisition in 2018

Cash consideration of DKK 436 million was paid in 2018, Based on a purchase price allocation, intellectual property rights were valued at
DKK 332 million and inventory at DKK 104 million. No gocdwill was recognized as a part of the transaction, Transaction costs of DKK 27 million
are recogised as administrative costs.

Rest of the world 2019

LEC Pharma will ocquire the global products rights and take over sales and marketing organisations in the rest of the world. The acquisition
comprises furthermore a factory in Segrate, Italy and 100% shares in German companies Intendis GmbH, Intraserv GmbH and Intrasery KG.
The initial accounting for the purchase price allocation for the rest of the world agreement will commence in 2019, Please refer to Note 20 on
commitmerts relating to the acquisition,

There were nc cequisitions or divestments in 2017
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Note 6 Intangible assets

Accounting policies
Inteflectual property rights are measured at cost less accumulated amortization and impairment losses. Amortization is provided
on a straight-line basis over the expected useful ives of the ossets. For the relevant assets, the amortization profile is adjusted for

the economic benefit relating o the underlying asset. Amortization of intellectual property rights s mainly recognized in sales and
distributioh costs.

Costs relating to the maintenance of patents, etc. are expensed in the income statement as incutred.
Development projects are recognized us intangible assets if the recognition eriteria are met. Development costs are capitalized

only if the following can be demonstrated: technical feasibility of and intention to complete the asset, ability to use o sell the asset
expectation of generating future economic benefits and ability to measure the expenditure reliabiy.

+

The costs of development projects include direct salaries, matericls and other direct costs attributable to the development project.
Other development costs are recognized in the income statement as incurred. Profects are assessed on an ongoing basis, taking

into account development progress, expected approvals and commercial utitization. Development projects are not amartized, as
the assets are not available for use,

Research costs are recognized in the income statement as incurred,

Internally developed computer software and other IT prajects for intemal use are recognized as intangible assets if the recognition
criteria are met. Amoriization is provided on a straight-line basis over the expected usefu! fives. Amortization and impairment are
recognized in the income statement as administrotive costs.

Useful lives are determined at the acquisition date and reassessed annually, The expected useful lives are as follows:

Intellectual property rights and trademarks 3-15 years
Software 3-10 years
Impairment

At the end of each reporting period, LEQ Pharma reviews the carrying amounts of the intangible assets to determine whether there is any
indication that they have suffered an impairment less. f any such indication exists, the recoverable amount of the asset is estimated in
orcdler to determine the extent of the impairment loss.

Intangible assets not yet available for use are tested for impairment at least annually, and whenever there is an indication that the asset
may be impaired,

The recoverable amount is the higher of fair value less costs of disposal and value in use. in assessing value in use, the estimated future
cosh flows are discounted to their present value using a pre-tax discount rate that reflects current market assessments of the time value of
money and the risks specific 1o the asset for which the estimates of future cash flows have not been adjusted.
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Note 6 Intangible assets (continued)

Key accounting estimates and judgements

To determine the value in use, the expected cash flow appreach is applied. The expected future cash flows are based on the
budget and target plans for the next five years for marketable products and up to 15 years for icences where products have not yet
been launched as a result of the patent period. Useful life is estimated individually in ecch case. In addition, the budgets and target
plans are based on the Executive Management's expectations of current market conditions and future growth expectations. The
key foctors used in caleulating the value are revenue, EBIT, working capital and discount rote.

LEO Pharma has identified capitalized software refating to the ERP system SAP (GLOBE} as corporate assats. During the year, the
Executive Management considers the recoverability of the assets and assesses indications of impairment.

Useful lives are initially assessed when the assets are acquired. Exacutive Management assesses intangible assets for changes in
useful lives and impairment on an annuct basis. The assessment of the value may involve judgment and inherent uncertainties, as
there is often no active market for the intangible assets. Please refer to Note 1for a description of change in usefut lives in 2078,

Impairment testing

Inrespective of whether there is an indication of impaiment, intangible assets not yet available for use are tested for impairment
annually. Intangible assets in use with definite useful lives are tested for impairment if there is any indication of impairment.
Indications of impairment are the following:

- Changes in patent and license rights

- Changes 1o future cash inftows in the Group

- R&D results

- Technological changes

- Development of competing products
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Note 6 Intangible assets (continued)

Intellectual Trademarks Deve- Software Total
property lepment intangible

(DKK millior} rights projects assets
2018
Cost at 1 January 2018 10,292 30 2924 617 13,863
Adjustment to opening 24 - (64) - (40}
Addiitions during the year 331 - 1058 127 1516
Disposals during the year (542) (30) n - (573}
Transters - = Mma) 14 -
Cost at 31 December 2018 10,105 0 3,803 858 14,766 '
Amortization and impairment losses (6,300) (30) {1,765) {120) {8.215)
at 1 January 2018
Adjustment to opening (24) - & - 40
Amortization for the year (662) i - (76) (538)
Disposals during the year 195 30 1 = 226
Impairment losses for the year - - () (8) (12}
Amortization and impairment losses
at 31 December 2018 {6,591) o (1,704) {204) (8,499}
Carrying amount at 31 December 2018 3,514 0 2,099 454 6,267
2017
Cost at 1 January 2017 10,150 30 2,846 475 15,501
Addiitions during the year 125 N 297 57 479
Disposals during the year (117) - - N (117
Transfers 134 = (219) 85 =
Cost at 31 December 2017 10,292 30 2924 4617 13,8463
Amortization and impairment losses (5,623} (30 (1,745} (86) (7504)
at 3 January 2017
Amortization for the year {758} - - (34 (792)
Disposals during the yvear 81 = N = 81
Amortization and impairment losses
at 31 December 2017 {6,300) (30) (1,765) (120) (8,215)
Carrying amount at 31 December 2017 3992 0 1,159 497 5,648
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Note 6 Intangible assets (continued)

In 2018, research and development costs recognized in the income statement amounted to DKK 1214 million (2017: DKK 1,602 mitlion).
Research and development costs primarily comprise internal and external costs related to studies, employee costs, materials, depreciation
and other directly attributable costs.

Additions during 2018 comprises mainly intellectual rights acquired from Bayer AG and development projects with Pellepharm Inc, and JW
Pharmaceutical Corp.

At 31 December 2018, other individually significant rights comprises assets acquired from Astellas with o carrying amount of DKK 2,963
million, development project Tralokinumab with a carrying amaunt of DKK 711 million and Kyntheurn®, carrying amount of DKK 225 million.

(DKK million) 2018 2077
Amortization and impairment losses are specified as follow:

Sales and distribution costs 446 74
Research and development costs 4 -
Administrative costs 100 78
Total 550 792

%4
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Note 7 Property, plant and eguipment

Accounting policies

Property, plant and equipment are measured at cost less accumuloted depreciation and impairment. Cost comprises the
acguisition price and other directly attributable costs until the date the asset is available for use. For self-constructed assets,
cost comprises direct costs of materials, sub-suppliers, salaries, etc. The total cost of an asset is broken down info components
that-are depreciated separately if the expected usefut lives of the individual components are not the same.

Depreciation is provided on a straight-line basis from the time of acquisition, or when the asset is available for use, over the
expacted useful lives. A reassessment is made once a year to ascertain that the depreciation basis reflects the expected useful

lives and future residual values of the assets. Land is not deprecicated.

The expected useful lives are as follows:

Buildings
Leasehold improvements
Plant and machinery

Impairment testing

10-50 years
Up 1o 10 years
S5-10 years
Qther fixtures and fittings, tools and equipment  3-10 years

The carrying amount of property, plant and equipment is reviewed 1o determine whether there is any indication of impairment loss.

If the recoverable amount of an asset is estimated to be less than the carrying amount, an impairment loss is recognized.

Far 2018, the irmpairment test resulted in no impdirment losses {2077 DKX 147 million).

Land and Leasehold Plantand  Ctherfixtures Fixed assets  Total property,
buildings improvements machinery and fittings, under plant and
(DKK million} toolsand  construction equipment
equipment
2018
Cost at 1January 2018 2,085 148 2248 452 673 5,606
Exchange rate adjustment 3 n 1 - 2 5
Additions during the year 0 4] 3 45 424 478
Disposals during the year (25) {73) (8%} (16) (34) {(237)
Transfers 70 N 78 8 (266) >
Cost at 31 December 2018 2,133 80 2,341 499 799 5,852
Depreciation and impairment losses (1,394) (109} (1.814) (356) (122) (3,795)
at 1 January 2078
Adjustment to opening - = = = 122 122
Exchange rate adjustment (2) 2 1) o} = 0
Disposals during the year 22 73 20 12 - °7
Depreciation for the year (52) 8 (120) (31 = 2m
Depreciation and impairment
losses at 31 December 2018 (1.426) {42) {1,845) (375) 0 (3.688)
Carrying amocunt
at 31 December 2018 707 38 496 124 799 2,164
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Note 7 Property, plant and equipment {continued)

Land and Leasehold Plantand  Other fixtures Fixed assets  Total property,
buildings improvements machinery and fittings, under plant and
(DKK million) tools and construction equipment
equipment
2017
Cost at 1 Jonuary 2077 2,98 158 2,446 465 406 5,673
Exchonge rate adjustment 1 ) vl (@) = (12)
Additions during the year = 8 3 34 340 385
Disposals during the year 21 (s} (261) {47 = (438)
Transfers 7 = 62 4 (73} E
Cost at 31 December 2017 2,085 148 2248 452 673 5,606
Depreciation and impairment losses (1,438} (88} (1954} {382) - (3862
at 1January 2017
Exchange rate adjustment 1) 4 2 2 - 7
Disposals during the year 121 Q 244 H7 = 421
Impairment for the year - (20} {s) - (122) (147)
Depreciation for the year (76} {14) fion) {23) - (214)
Depreciation and impairment
losses at 31 December 2017 (1,394) {109} (1,814) {356) {122) {3,795}
Carrying amount
at 31 December 2017 691 39 434 96 551 1,81
{DKK million) 2018 2017

Depreciation and impairment losses are specified as follows:

Cost of sales 176 326
Sales and distribution costs ’ 13 15
Research and development costs 10 10
Administrative costs 12 10
Total n 381
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Note 8 Provisions

Accounting policies

Pravisions are recegnized when, as a result of events befare or on the balance sheet date, the Group has a legal or a constructive
obligation, it is probable that there may be an outflow of economic resaurces to settle the obligation, and the obligation can be
measured reliably. Provisions are measured as the best estimate of the costs required to settle the liabilities on-the balance sheet
date,

Provisions for sates deductions and retuns are recognized ot the time the related revenues are recognized, Unsettled deductions
and returns are recognized as provisions when the timing or amount is unceriain. Where absolute amounts are known, the deduc-
ticns are recognized as other liabilities.

Staff-related provisions include employee benefits such as long-term incentive programs and long-service awards, as well as
pravisions for restructuring. Provisions for restructuring are made only for licbilities set out in G specific restructuring plan, sither by
starting to implement the plan or anncuncing its main components.

Other provisions consist of different types of provisions, including provisions for legal disputes and other restructuring provisions.

Key accounting estimates and judgements

Provisions for legal disputes

Provisions for legal disputes consist of various types of provisions linked o ongoing legal disputes. The Executive Managemeant
makes judgements about provisions and contingencies, including the probability of pending and potential future litigation
outcomes, which, by their very nature, are dependent on inherently uncertain future events. When determining likely outcomes of
litigations, ete,, the Executive Management considers the input of external counsels in each case, as well as known outcomes in
case law.

Although the Executive Management believes that the total provisions for legal proceedings are adequate based on currently
available infarmation, there can be no assurance that there will not be any changes in facts or matters, or that any fture lawsuits,
claims, proceedings or investigations will not be material,

Provisions for sales deductions
Sales discounts and rebates are predominantly issued in the US in connection with the US Federal and State Government Health-
care programs, prirnarily commercial rebates, copay schemes, Medicare and Medicaid.

The Executive Management's estimate of sales discounts and rebates is based on a calculation which includes a combination of
historical utilization data, combined with expectations in relation to the development in sales and utilization. Furthermore, specific
circumstances regarding the different programs are considered. The obligations for discounts and rebates are incurred at the time
the sale is recorded. However, the actud discount or rebate related to a specific sake may be invoiced six to nine months later,

LEQ Pharma considers the provisions established for sales discounts and rebates to be reasonable and appropricte based on
currently available information. However, the actual amount of discounts and rebates maty differ from the amounts estimated by
the Executive Management as more detailed information becomes available.
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Sales Product Staff-related Other Total
{DKK million) deductions returns provisions  provisions
2018
Provisions at 1 Jonuary 2018 452 162 152 e 843
Exchange rate adjustment 17 5 (s} 3 20
Additional provisions 1547 126 130 66 1,869
Used during the year (1,315) 73 (1o} (2¢) (524}
Reversed during the year (92} (12) (7 (2n (132)
Provisions at 31 December 2018 609 208 160 99 1,076
Provisions are recognized in the balance sheet as
Non-current liabilities . T2 40 82 234
Current liabilities 409 %6 120 7 842
Provisions at 31 December 2018 609 208 160 99 1,076
2017
Provisions at 1 January 2017 460 208 237 49 954
Exchange rate adjustrent (48) (21 (5} M {75)
Additional provisions 1123 88 60 34 1305
Used during the year {929) (109) {118) (5} 1,159}
Reversed during the year (154} (&) (24} - (182}
Provisions at 31 December 2017 452 162 152 77 843
Provisions are recognized in the balance sheet as
Non-current liabilities = 121 36 13 70
Current liakilities 4#52 Ll L[s3 64 673
Provisions at 31 December 2017 452 162 152 77 843

98



LEQ Pharma 04. Financial Statements

Note 9 Tax on profit for the year

Accounting policies

Tax for the year, which consists of the year's current tax, the change in deferred tax and adjustment in respect of previous years,
is recognized In the income statement ot the amount that can be atiributed to the net profit or loss for the year, and in other
comprehensive income at the amount that can be attributad to items in other comprehensive income. The effect of foreign
currency exchange differences on deferred tax is recognized in the balance sheet as part of the movement in deferred tax.

Current tax for the year is calculated based on the income tax rates and rules applicable on the balance sheet date.
The Parent Company, Danish subsidiaries, and LEQ Helding are jointly taxed.

(DKK million) 2018 2017
Current tax 336 73
Prior-year adjustments, current tax (14) {18)
Prior-year adjustments, deferred tax 30 7
Change in deferred tax for the year {193) 379
Total tax for the year 159 451
Tax for the year is included in

Tax on profit/(loss) for the year 158 402
Tax in other comprehensive income 1 49
Total tax for the year 159 451

For a specification of tax on other comprehensive income, please refer to the statement of comprehensive income,
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Note 9 Tax on profit for the year {continued)

Explanaticn of the Group's effective tax rate relative to the Danish corporate income tax rate

DXK milion %
2018
Profit/{loss} before tax 1516
Calculated tox, 22 % 32 22.0%
Tax effect of:
Differences in the income taix rates of foreign subsidiaries from the Danish corporate income tax rate {150) ~10.6%
Non-deductible expenses/non-taxable incorme and other permanent differences 5 0.4%
Tax credits {n -01%
Change in deferred tax as a result of changed income tax rates {24) -17%
Prior-year tox adjustments, etc, total effect on operations 6 1.1%
Effective tax/tax rate for the year 158 1%
2017
Profit/{loss} before tax 1,783
Caleulated tax, 22 % 392 220%
Tax effect of:
Differences in the income tax rates of foreign subsidiaries from the Danish corporate income tax rate (86) -4.8%
Non-deductible expenses/non-taxable income and other permanent differences 28 1.6%
Tox credits (3) -0.2%
Change in deferred tax as a result of changed income tax rates 56 3%
Change in valuation of net tax assets 16 09%
Prior-year tax adjustments, etc, total effect on operations H -0.1%
Effective tax/tax rate for the year 402 22.5%
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Note 10 Deferred tax

101

Accounting policies

Deferred tax is recognized on all temporary differences between the carrying amounts of assats and liabllities ond their tax bases,
except for temporary differences arising on initial recognition of a transaction that is not & business combination and with the
temporary difference ascertdined at the time of initicl recognition daffecting neither the financial resutt nor the toxable income.

Deferred tax is measured on the basis of the income tax rates and tax rules in foree in the respective countries on the balance sheet
date. Change in deferred tex'as a result of changed income tax rates or tax rules is recognized in the income statement.

Deferred tax assets, including the tax value of tax loss carryforwards, are recognized in the balance sheet at the value at which the
assets are expected 1o be realized.

Key accounting estimates and judgements
The Executive Management's estimate of future income according to budgets, forecasts, business plans and initiatives scheduled
for the coming years supports the utilization of the deferred tax assets within the foreseeable future.

The Group operates in a multinational tax enviranment. Complying with tax rules can be complex, as the interpretation of legisla-
tion and case law may not always be clear or may change over time. Transfer pricing disputes with the tax authorities may oceur.
Executive Management judgment is applied to assess the possible effect of exposures and the possible outcome of disputes or
interpretational uncertainiies.
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Balance at Effectof  Adjustment of Movements Bodance at 31
1 January foreign deferred tax during the December
currency  ctbeginning year
- exchange of year
(DKK million} —_
2018
Intangible assets 176 1 m (126) 50
Property, plant and equipment 8 1 4 22 45
Inventories 543 = = 27 570
Provisions (203) 2 12) 302 a9
Other items T3 2 (21 29 &1
Tax loss canyforwards, etc. 6 0 = 3) L3
Total temporary differences 653 2 (30} 193 a18
Deferred tax assets 673 2 (30 174 819
Deferred tax liabilities (20) - - 9 0
Deferred (tax assets}/tax liabilities 453 2 (30} 193 818
2017
Intangible assets 29 - )] 148 176
Property, plant and equipment {2 - U] 2 18
Inventories 599 ] = {55) 543
Provisions o8 - - {307) (203)
Other items 333 (6) {15} {199 3
Tax loss carryforwards, etc. - (1 - 7 &
Total temporary differences 1,057 (8} {17) (379} 453
Deferred tax assets 1,057 (8} a7 (359} 673
Deferred tax licbilities - - - (20 (20}
Deferred (tax assets)/tax liabilities 1,057 {8) (17} {379) 653
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Note 11 Inventories

Accounting policies
Irventories are measured at the lower of standard costs under the FIFQ method and net realizable vatua.

Finished goods and work in progress comprise the cost of raw materials, consumables, direct lobor and indirect production costs.
indirect production costs comprise indirect consumables and labor, as well as maintenance and depreciation of the machinery,
factory buildings and equipment used in the manufacturing process, and costs of factory administration and management.

The net redlizable value of inventories js calculated as sales price less costs of completion and expensas incurred to affect the sale,
and is determined allowing for marketability, obsolescence and development in expected sales price.

Obsolete goods, including slow-maoving goods, are written down,
Key accounting estimates and judgements
Executive Management perfarms a yearly assessment of whether the standard cost of inventeries is ot approximately the same

level as the actuol costs. The standard cost is adjusted if there are significant deviations.

Indirect production overheads are calculated on the basis of relevant assumptions as to capacity utilization, production time and
other relevant factors, and allocated based on the normal production capacity.

{DKK million) 2018 2017
Raw materials and consumables 169 164
Work in progress Bé&4 932
Finished goods and goods for resale 696 621
TOTAL 1,729 1,79
Wirite-down for the year . . . 72 76 .
Cost of goeds sold included in cost of sales 24866 2,295
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Note 12 Trade receivables

Accounting policies

Trade receivables are recognized initially at their transaction price and subsegquently measured at amortized cost, which usually
corresponds tor the nominal value less lifetime expected credit losses. The expected credit losses on frade receivables are esti-
mated using @ provisicn matrix with reference to past default experience of the debtor and an analysis of the debtor's current
financial position, adjusted for general econamic conditions of the market in which the debtor operates. The Group recognizes a

Annual Report 2018

loss allowance for expected credit losses and wiites off trade receivables when there is information indicating that the debtor isin

severe financial difficulty and there is no redlistic prospect of recovery.

The amount of write-downs is recognized in the income statement under sales and distribution costs. Subsequent recoveries of

amounts previousty writtern down are credited against sales and distribution costs.

{DKK million) 2018 2017 2016
Trade receivables 3273 2,76 2,600
Write-downs {as) (72) (85)
Total 3,229 2,644 2,515

Write-downs have decreased by DKK 28 million compared to 2017 The decrease is reiated to a total realised loss of DKK 16 million for

customers in El Salvador, Uruguay and Peru after ended court trials, and as a positive result of increased focus on dunning processes and
customer collections equal to DKK 12 million, Previous bad debt provisions have been reversed with customners in Chile, Mexico, Panama and

Greece having the largest share.

The following table details the risk profile of trade receivables based on the Group's provision matrix. The Group's historical credit losses do
not show different patterns for different customer segments.

{DKK million) Notpast — Overdue by 3 Overdue by Overdue by Overdue by Total
due months 3-6 months 6-12 months more than 12
months
31 December 2018
Expected credit ioss rate 0% 0% 0% 36% 66%
Trade receivables 2,899 204 89 30 51 3273
Lifetime expected credit losses ¢} o] 0 m 33 {743
31 December 2017
Expected credit loss rate 0% 2% 4% 75% &1%
Trade receivables 2,257 249 Q0 8 92 2,716
Lifetime expected credit losses 1 S 4 <] 56 72
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Note 13 Financial instruments

Accounting policies

Financial instrumerrts

Financial assets and financial liobifities ere recognized when LEQ Pharma becormes o party to the conttarctual provistons of the
Instrument. Financial dssets other than trade receivables are initiclly measured at fair value. Transaction costs that are directhy
attributable to the acquisition or issue of the financial assets and financid liabilities (sther than financial assets and financial liabik-
ties at fair value through profit and loss) are added to or deducted from the fair value of the financial assets or financial liobilities, as
appropiiate, on initial recognition.

Financiol assets

All recognized financial dssets are reguired to be measured subsequently at amortized cost or fair value on the basis of the busi-
ness model for monaging the financial assets and the contractual cash flow charocteristics of the financial assets. Cther financial
securities presented under ron-current assets consist of equity investments and bonds. Investiments in bonds that are held within
a business model, the objective of which is to collect the contractual cash flows, are subsequently meosured at amortized cost.
Investments that are held within a business model, the objective of which is both 1o collect the contractual cash flows and to sell,
are subseguently measured at fair value through other comprehensive income, All other investments, including equity investments,
are subsequently measured ot fair value through profit and loss. Other securities presented under current assets, which comprise
listed bonds and shares, are classified as cument assets and measured at fair value through profit and loss. Securities that are
subsequently measured at amortized cost or ot fair value through other comprehensive income are subject to impairment.

Financiol iabilities
All financial liobilities are subsequently measured at amortized cost using the effective interest method.

Derivative financial Instruments

Derivative finarcial instruments are used to manage the exposure to interest rate and foreign exchange rate risk. None of the deriva-
tive financial instruments are held for trading. On initiction of the contract, LEQ Pharma designates each derivative financial contract
as either a hedge of the fair value of a recognized asset or liability {fair value hedge), or as a hedge of a future transaction {cash flow
hedge). All contracts cre initially recognized at fair value and subsequently remeasured at the end of the reporting period. The resutt-
ing gain or loss is recognized in the income statemertt immediately, unless the derivative is designated and effective as o hedging
instrurent, in which case the timing of the recognition in the income statement depends on the nature of the hedge relationship.

Hedge accourting

LEC Pharma designates certain derivatives as hedging instruments in respect of foreign currency risk as either fair value hedges or
cash flow hedges, and certain derivatives as hedging instruments in respect of interest rate risk as cash flow hedges,

The falr value adjustment on qualifying hedging instruments is recognized in the ncome statemerit under financial ncome or
financial expenses, along with any value adjustment of the hedged asset or liability that are attributable to the hedged risk.
Value adjustments of the effective part of cash low hedges are recognized in equity through Other comprehensive incorme, The
cumulative value adjustment of these contracts is transferred from Other comprehensive income to the income statement under
Financial income or Financial expenses when the hedged transaction is recognized in the income statement.

Discontinuance of cash flow hedging

When a hedging instrument expires or is sold but the hedge still meets the criteria for hedge accounting, any cumulative gain or
loss existing in eqiuity at that time remains in equity and is recognized when the foracast transaction is ultimately recognized in the
income statement. When a forecast transaction is ro longer expacted to occur, the cumulative gain or koss thert was reported in
equity is immediately transferred to the income statement under Financial ineome or Financial expenses.
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Note 13 Financial instruments {continued)

Key accounting estimates and judgements
The application of IFRS 9 and IFRS 13 recuires significont fudgements, including:

- Judgment on measurement of fair value
- Classification of financial assets and assessment of business maodel within which the assets are held
- Assessment of credit risks on financiol gssets and impairment within IFRS 9

Financial risks

LEO Pharma has centralized management of the Group's financial risks. The overall objectives and policies for the company's financial risk
management are outlined in an internal Treasury Policy. The new Treasury Policy approved in February 2018 incorporates cash flow hedges
of highly probable forecasted sales and purchase transactions as A new ared.

The Treasury Policy consists of the Foreign Exchange Policy, the Investment Policy and the Policy Regarding Credit Risk on Financial
Counterparts, and includes a description of permitted use of financial instruments. LES Pharma hedges only commercial exposures and
consequently does not enter into derivative transactions for trading or speculative purposes. LEC Pharmauses a fully integrated Treasury
Management System to manage all financial positions.

Foreign exchange risk

As a global company, LEC Pharmo undertakes transactions denominated in foreign currencies, and therefore, foreign exchange risk has
a significant impact on the income statement, balance sheet and cask fow statement. The overall objective of foreign exchange risk
management is to reduce the short-term negative impact of exchange rate fluctuations on earnings and cash flow.

LEQ Pharma hedges existing assets and liabilities in key currencies, as well as future expected cash flows 12 months on a rolling basis. The
majority of LEQ Pharma's sales are in EUR, USD, GBF, CAD, JPY. RUB, SAR and CNY. The EUR exchange risk is considered low, as we believe
that Denmark will maintain its fixed-exchange-rate policy.

Monetary assets and monetary liabilities for the major currencies at 31 December

LEC Pharma is mainly exposed to USD, GBP, CAD, JPY, RUB, SAR and CNY, either through direct sales to third parties or indirect sales
through a subsidiary. The carrying amount of the foreign currency-denominated moenetary assets and fiabilities in LEC Pharma can be seen
in the table below.

Monetary assets Monetary liabilities

(DKK million) 2018 2017 2018 2017
uso 1239 1,251 483 1,000
GBP 254 280 471 350
CAD 78 183 3 10
JPY 309 n2 44 46
RUB 129 m 23 =
SAR 168 7 12 =
CNY 134 77 42 38
AUD 36 43 208 241

Monetary assets and monetary liabilities include trade receivables, other receivables, securities, cash, trade payables and other payables.
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Note 13 Financial instruments (continued)

Foreign currency sensitivity analysis

The sensitivity analysis below shows the estimated impact on operating profit of a 5% change in DKK versus the key currencies. The
analysis shows the impoct of foreign currency exchange differences on the Group’s monetary assets and liabilities and foreign exchange
forwards at the end of the year. A similar negative change in exchange rates would have a similar opposite effect on operating profit.

Estimated impact on profit/(loss) for the year and equity of a 5% increase in year-end exchange rates of the major currencies

(DKK million} CAD CNY GBP JPY UushD RUB SAR
2018
Profit/{loss) for the year ! 3 (13) - 14 - -
Other comprehensive income’ (8 - {(13) = ] (5) {s)
2017
Profit/(loss} for the year/Equity - 2 (%) 1 2} 1 =

" This is mainly as a resuit of the changes in fair value of derivative instruments designated as cash flow hedges.

Forward exchange rate contracts

Itis the policy of LEO Pharma to enter either forward exchange contracts or currency options to hadge minimum 80% of the forecasted
sales and purchase transactions for the coming 12 months and to hedge recognized assets and liabilities. For the hedges of highly
probable forecast sales and purchases, as the critical terms {i.e. the noticnal amount, life and underlying) of the foreign exchange
forward contracts and their coresponding hedged items are the same, LEO Pharma performs a qualitative assessment of effectiveness
and it is expected that the volue of the forward contracts and the vatue of the corresponding hedged items will systematically change
in opposite directions in response to movements in the underlying exchange rates. Executive Management has chosen to classify the
result of cash flow hedging activities as part of financial items and not in the same line os the hedged item.

Currently, net investments in foreign subsidiaries are not hedged.

LEO Pharma has entered into foreign exchange forward contracts to hedge the exchange rate risk arising from the expected future
sales transacticns that will toke place during the next 12 months, at which time the amount deferred in equity will be reclassified to gain
or loss under financial items. During 2018, no purchase transactions where hedged. The following table shows the outstanding forward
contracts classified as cash flow hedges at the end of the year. Foreign currency forward contract assets and liabilities are presenied
imreither other asset or as other liabilities within the statemer:t of financial position {see the table, Categories of financial assets and
financial liabilities):

Financial derivatives — cash flow hedges 2018
Forward exchange contracts Average Notional Contract  Canrying amount Change in foir
hedge rate value foreign value of the hedging  value recognized
currency instrtuments  inother compre-
(DKK million} assets/iabilities) hensive income
Sold CAD 4,75 74 352 4/3) 1
Sold GBP 831 31 258 1/ =
Sold UsSD 616 38 234 (1 {11}
Sold SAR 162 &4 104 (7 ]
Scld RUB 0,093 1,060 99 3 3
Sold PLN 171 51 87 (] 0
Sold THB 0w 278 33 (3 {3
Sold other currencies N/A N/A Lyl 4 / (14} 5}
Total 12/{40) {27)
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The financial contracts are expectad to impact the income statement for the next 12 months when the cash flow hedges mature and the
fair value will be transfered to either financiol income or financial expenses.

At the end of December 2018, LEQ Pharma has classified the following contracts as fair value hedges. The resuit of the fair value hedging

activities is presented as part of financial items.

Financial derivatives — fair value hedges 2018 2017

Forward exchange contracts Contract  Fair value Maturity end  Contract  Fair value Marturity end
against DKK value at year- date value <t year- date
{DKK million) end end

Sold CAD 63 1 29/03/2019 78 ] 12/03/2018
Sold CNY' 25 = 10/01/2019 - - N/A
Scld GBP 34 - O4/01/2012 - - N/A
Soid JPY 263 {6) 2%/03/20% 43 - 28/03/2008
Sold SAR 150 = 28/03/2019 98 = T/06/2018
Sold RUB 108 2 22/03/2019 100 - 21/03/2078
Sold USD 475 - 15/02/2019 29% 5 31/07/2018
Bought AUD 74 {6} 15/03/2012 4] = 29/01/2018
Bought EUR? 1,533 1 22/02/2019 1,845 1 28/06/2018
Sold other currencies 406 3) 08/08/201% 461 )] 15/06/2018
Tetal 3.2 (11} 3,065 &

TChinese yuan traded offshore (CNH) is used as a proxy when hedging the CNY currency exposure of the Group.

2Even though the exchange rate risk of EUR is considered low, EUR is still hedged.

The fair value loss of forward exchange contracts of DKK T million at the end of 2018 is recognized in the income statement in financial
expenseas (2017 gain of DKK 4 milion recognized in financial income}.

Interest rate risk

Long-term funding at floating interest rates is mitigated by entering interest rate swaps as hedge instruments where, the Group pays
fixed and receives floating rates. Hedging of interest rate risk is approved by the Exacutive Management, and hedge effectiveness is
assessed on a regular basis. No ineffectiveness has been observed so far. The current hedging instruments are shown in the next table.
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Note 13 Financial instruments (continued)

Classification and maturity dates of financial liabilities

Outstanding receive floating pay fixed Notional Changein Fair value Average Maturity end
contracts principal fair value assets  fixed interest date
value recognized {liabilities) rate
in other

comprehen-
(DKK million} sive incorme
2018
DKK 100 1 = 0.386% 29/03/2019
DKK 370 1 0] 0.445% 30/12/2019
Total 2 M
2017
DKK fito) = = 0.325% 28/03/2018
DKK 400 2 (1) 0.386% 29/03/2019
DKK 370 3 2 Q.445% 30/12/2019
Total 5 {3)

At 31 December 2018, the fair value of DKK 1 million has been recognized in other payables. At 31 December 2077, the fair value of DKK 3
million was recogrized in other payables.

Credit risk

LEO Pharma’s products are sold primarily to pharmacies, wholesalers and hospitals. Historically, realized losses sustained on debtors
have been insignificant, which was alse the case in both 2018 and 2017 However, LEQ Pharma has a number of ongoing legal actions
against customers in receivership and other financial difficulties that are nearing completion.

LLEQ Pharma has no significant concentration of credit risk related to trade receivables, as the exposure is spread over o large number
of counterparties and customers. As such, LEQ Pharma has no significant refiance on any specific customer. LEC Pharma continues

o monitor the credit exposure on all customers, both new and existing. Therefore, the risk of significant koss is minimized ond is at an
acceptable level. . )

To manage credit risk on financial counterparties, LEC Pharma anly enters into derivative financial instruments and money market
deposits with financial counterparties possessing a satisfactery long-term credit rating assigned by at lsast one out of the three
international crediit rating agencies: Standard and Poor's, Mgody’s and Fitch. If @ counterparty has a rating below Investment Grade,
LEG Pharma minimizes the risk by keeping the lowest possible bank balance or by spreading the risk between several banks. At year-
end, the bank balances with a rating below investment Garde are low, and therefor the credit risk is considered low. Furthermore, the
credit risk on bond invastrments is limited, as investments are made in highly liquid bonds with solid credit ratings, such as Investment
Grade.

Liquidity risk

LEC Pharma manages liquidity risk by maintaining adequate reserves, banking facilities and reserve borrowing facilittes, by continuously
maonitoring forecast and actual cash flows, and by matching the maturity profites of financial assets and liakilities, The table below
outlines the details of the current cash resources and undrawn credit facifities that the Group has at its disposal.
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Note 13 Financial instruments (continued)

Cash resources and financing facilities

The Group has access to financing facilities as described Below, of which DKK 532 million was unused os of the reporting date (2017
DKX 791 million). The Group expects to meet its ather abligations from operating cash flows and proceeds of maturing financial aissets.

(DKK million) 2018 2017
Cash and cash equivalents 299 357
Secured overdraft facilities, banks — amount unused 532 7N
Cash resources, banks 831 1,148
Marketable securities - 144
Securities at 31 December - 141
Cash resources, banks and securities 83t 1.289

In addition to the cash resources, at the end of 2018 the Parent Compary has pledged bonds with a carrying amount of DKK 311 millicn
(2017: DKK 30% million}.

Table of maturity of contractual cash flows

Contractual Less than 1-3vyears 4-5years  More than
(KK million) amount 1year S years
2018
Non-financial derivatives:
Floatting interest rate bank debt 47 471 = = -
Fixed interest rate bank debt 543 4 539 - .
Fixed interest rate lean LEQ Foundation 1,219 25 49 49 1094
Trade and other payables 2,543 2543 - = -
Financial derivatives:
Interest rate swaps used as hedging instruments 1 1 - = .
Forwards used as hedging instruments 60 60 = - -
Total contractual cash flow 4,837 3,104 588 49 1,096
2017
Non-financial derivatives:
Floating interest rate bank debt 872 401 471 = N
Fixed interest rate bank debt 629 B7 486 56 =
Fixed interest rate loan LEQ Foundation 1,243 25 49 42 1120
Trade and other payables 2322 2,322 = - N
Other payables to LEO Foundation 150 150 = = o
Financial derivatives:
Interest rate swap's used as hedging instruments 3 2 1 = =
Forwards used as hedging instruments 3 S = = -
Total contractual cash flow 5,224 2992 1,007 105 1,120
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Note 13 Financial instruments (continued)

Categories of financial assets and financial fiabilities

Carrying amount Fair value
{DKK million) 2018 2077 2018 2017
Financial assets
Amortized cost
Cash and bank balances 299 357 29% 357
Trade and other receivables 3,728 3028 3728 3028
Other financial assets 36 a7 34 87
Total 4,063 3,472 45,063 3,472
Fair value through profit and loss (FVTPL)
Financial assets mandatorily measured at FYTPL 31 45]
Derivative instrurnents in designated hedge relationships 0 9
Total 321 460
Fair value through other comprehensive income
Derivative instruments in designated hedge refationships 12 =
Total 12 0
Financial liabilities
Amortized cost
Trade and other payables 2,784 2,322 2,784 2,322
Bank lcans (both current and non-current) 1450 1,488 1,458 1,503
Loan from the LEQ Foundation 1,000 1.002 1000 1,002
Payables to the LEO Foundation 0 150 C 150
Total 4,790 4962 4,798 4577
Fair value through profit and loss
Derivative instruments in designated fair value hedge relation- 22 S
ships
Total 22 5
Fair value through other comprehensive income
Derivative instruments in designated hedge accounting relation- 32 3
ships
Total 39 3

Fair value measurements

The fair value of derivative financial instruments is measured on the basis of quoted market prices of financial instruments traded in
active markets {Level 1}. If an active market exists, the fair value is based on the most recently observed market price at the end of the
year. If o financial instrument is quoted in a market that is not active, LEQ Pharma bases its valuation on the most recent transaction
price. Adjustment is made for subsequent changes in market conditions, for instance by including transactions in similar financial instru-

ments assumed to be motivated by normal business considerations.
If ar: active market does not exist, the fair value of standard and simple financial instruments, such as foreign exchange forward

contracts, interest rate swaps, currency swaps and unlisted bonds and shares, is measured accord ing to generally accepted valuation
techniques (Level 2. Market-based parameters are used to measure the fair value.
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Note 13 Financial instruments (continued)

Fair value hierarchy of financial assets and financial liabilities measured or disclosed at fair value

Fair value hierarchy at 31 December 2018

Annual Report 2018

(DKX million) Level1 Level 2 Level 3 Total
Financial assets

Measured at fair value

Danish mortgage bonds 3N S . 31
Derivative instruments B 22 - 22
Total n 22 - 333
Financial liabilities

Amortized cost, disclosure of fair value

Bank loans = 1,014 = 1014
Measured at fair value

Derivative instruments = 61 = &1
Total - 1,075 - 1,075
Fair value hierarchy at 31 Cecember 2017

{DKK miillion} Level1 Level 2 Level 3 Total
Financical assets

Amortized cost, disclosure of fair value

Danish mortgage bonds 451 = = 451
Measured at fair value

Derivative instruments = Q = 9
Total 451 9@ - 460
Financial liabilities

Amortized cost, disclosure of fair value

Bark loans = 1,503 - 1,503
Measured at fair value

Derivative instruments N 8 N 8
Total - 1,571 - 1,51

ltermns with a carmying amount corresponding to fair value are not included in the fair value hierarchy above
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Note 14 Retirement benefit obligations

Accounting policies

Defined contribution plans

Payments to defined contribution plans are recognised in the income statement in the period to which they relate, and any
amounts payobile are recognised in other payables in the balance sheet,

Defined banefit plans

Where defined benefit plans are concemed, an annual actuarial calculation is mode of the present value of future payments under
the scheme, The present value is calculated based on assumptions relating to future developments in salary, imerest rates, inflation,
mortality and other facters. Present value is calculated only for the benefits to which the employees have earned a right through
their employment with the Group. Plan assets are recognised to the extent the Group is able to obtain future economic benefits in
the form of reimbursement from the pension scheme or reduction of future poyments,

Pension costs for the year are recognised in the income statement based on actuaricd estimates and financial expectdtions at the
beginning of the year.

Any differences between expected developments in plan assets and defined benefit obligations on the cne hand, and the reclised
values colculated at the beginning of the vear an the other hand, are considered actuarial gains or losses. Actuarial gains and
losses are recognised in other comprehensive income. Past service costs are recognised in the income statement as incurred.

Defined contribution plans
The Group operates a number of defined contribution plans throughout the werld. These plans are extemally funded in entities that are
legally separated from the Group.

Defined benefit plans
In a few countries, the Group operates defined benefit plans. The most significant of these are operated in Ireland, the UK and France, The
defined benefit plans expose the Group to actuarial risks, such as longevity, interest rate, salary, market and currency risks.

The plans in Irelond and the UK are funded and constituted under o trust whose assets are legally separated from those of the Group.
Under the scheme-funding regime intraduced by the UK Pensions Act 2004, the trustees are required to carry out regular scheme-funding
valuations for the plans and establish a schedule of contributions and a recovery plan when there is a shartfall in the plan. The plans entitle
the employees to an annual pension on retirement based on the service and sakary level up to retirement.

The planin France is funded and covered by an insurance contract whose assets are legally separated from those of the Group. The plan
is defined by the collective agreement of “Pharmacie; industrie” and covers dll employees, who are entitled to a lump-sum payment on
retirement based on the service and salary level up to retirement.

Enhanced transfer value in freland

In 2017, the employees in Ireland were offered an enhanced transfer value (ETV), which was exercised and carried out during 2017 The ETV
resulied in a net settlement gain of DKK 98 million, recognized under other operating income 2017
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Note 14 Retirement benefit obligations {continued)
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(DKX million} 2018 2017
Present value of defined benefit plans

Present value of defined benefit plans at 1 January 1,773 2374
Effect of exchange rate adjustment - {24)
Current service costs 6 7
(Gains)/losses on settlements = m)
Interest costs 39 5¢
Actuarial [gains)/losses from changes in demographic assumptions {4 )
Actuarial [gains)/losses frem changes in financial assumgtions i26) (38}
Experience adjustments {12) (30
Settlement payments from plon assets - {257}
Settlerent payments from employer = (17)
Benefits paid to employeas {s1) {70}
Past service costs 3 =
Cther = (16)
Present value of defined benefit plans at 31 December 1,628 1773
Fair value of plan assets

Fair value of plan assets at 1 January 1,418 1,504
Effect of exchange rate adjustment = (19)
Return on plan assets (82) &2
Interest income 33 35
Benefits paid to employees (51 (70)
Settlement payments from plan assets - (251)
Employer contributions 67 &7
Fair value of plan assets at 31 December 1,385 1,418
Net retirement benefit obligations at 31 December 243 355
Specification of amount recognized in the statement of comprehensive income

Actuarial (gains)/losses (59} (131)
Total (59) {131)

Sensitivity analysis

The discount rate is the most significant assumption used in the calculation of the cbligation for defined benefit plans. The sensitivity

analysis indicates what the development in the obligation would be as a result of a change in the individuat assumption. However, the

assumptions will most likely be correlated and consequently result in a different obligatior.

A 0.25% decrease in the discount rate would result in an increase in the obligation of approximately DKK 3 million in France and DKK 43
million in Irefand and vice versa. A 0.1% decrease in the discount rate would result in an increase of approximately DKK 12 million in the UK

and vice versa,
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Note 15 Audit fees

{DKK million) 2008 2017

Deloitte Statsautoriseret Revisionspartnerselskab

Statutory audit 7 6
Tax advisory services 2 .
Other non-audit services 6 3
Total 15 9

Note 16 Financial income and expenses

Accounting policies

Financial income and expenses comprise interest, realized and unrealized exchange rate adjusiments, and market value adjust-
ments of financial assets. Market value adjustments of eurrency derivatives that have not been classified as effective cash flow
hedges are presented as financial income and expenses.

(DKK million} 2018 2017
Interest income on bonds [amortized cost) 8 183
Interest income on bonds {fair value} - 28
Capital gains, financial assets = 582
Gain arising on reclassification of financial assets from amortized cast to fair value through profit - 252
and loss

Cther interest income 3 .
Cther finoncial incorme ) . S 13 e 44
Financial income 24 1,089
Interest expenses, loan from the LEO Foundation (24) (2
Interest experses, banks (19) -
Loss arising from financial assets measured at amortized cost - (i0)
Loss arising on financial assets designated ot fair value through profit and loss (2 =
Exchange rate losses (73) (43)
Financial assets write-down (67) (48)
Other financial expenses W) (52}
Financial expenses (202) (155)
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Note 17 Other adjustments
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(DKK million) 2018 2017

inventory write-down (43} (20

Provisian for bad debt (27 (14}

Cther 4 84

Total (68) 50
Note 18 Share capital

The share capital comprises 250 shares with o nominal value of DKK 1 million. The share capital is divided

into 17C A shares and 80 B shares.

Holders of A shares have pre-emption rights if the share capitat is increased. Holders of B shares can only vote in connection with alterations

to the articles of association, cf. section 107 of the Danish Companies Act.

The total share capital is owned by LEO Holding A/S, which is ultimately cwned by the LEC Foundation. No shares or shareholders have any

additional special rights.

Note 19 Leasing

Operating lease obligations

LEO Pharma has operating lease cbligations of DKK 435 million (2017: DKK 321 millior). The obligations are primarily related to

company cars and office premises.

(DKK million) 2018 2017

Minimum operating lease payments are as follows:

Within one year 138 109

Between one and five years 256 164

After five years Al 48

Total 435 321
148 148

Rental and lease expenses recognized in the income statement
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Note 20 Contingencies and commitments

Guarantees
The total guarantee commitment for LEO Pharma amournts to DKK 1,896 miliion at 31 December 2018 (2017 DKK 471 mitlion},

At 31 December 2018, the guarantee commitment comprises mainly guarantees relating to acquisitions of DKK 1,271 millicn and pension
commitments of DKK 559 million (2017 DKK 309 million),

Contractual obligations and commitments
Contracted for but not provided in the financial staterments:

(DK rnillion) 2018 2017
Intangible assets 6,283 1432
Property, plant and equipment 456 -
Other current assets 373 =
Total 2 1,432

The commitrnents related to intangible assets comprise bath intellectual property rights from acquisitions and milestone payments rela-
ting to development of new products, DKK 4,297 million of the total commitrment comprises fixed contractual obligations, The remaining
commitments relote to agreements, which includle certain milestone payments that LEQ Pharma is committed to paying upcn achieve-
ment, The amounts are not risk-adjusted or discounted.

In addition to the above, there are certain commercial milestone payments that depend on future sale.

Pending lawsuits

At the end of 2018, there were pending patent lawsuits filed by and against LEO Pharma concaming rights related to products in LEG
Pharma's pseriasis portfolio in both the US and Europe. LEQ Pharma does not expect the pending cases to have any significant effect on
LEQ Pharma's financial position.

Tax

As a global business, LEC Pharma will from time to time have tax audits and tax discussions with tax authorities in various countries regarding
transfer pricing issues. The Executive Management is of the opinion thert current tax audits and tax discussions will have no significant impact
on LEQ Pharma's financial position, except for what has dlready been provided for in the Consolidated Financial Statements.
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Note 21 Related parties

LEO Pharma A/S’ related parties comprise:

. The contrelling owner, LEQ Holding A/S and the ultimate parent of the Group, the LEO Faundation

. The associates, Skinvisicn BV. and PellePharm, Inc.

= Members of the LEQ Foundation's Board of Trustees and Executive Board, LEC Pharma A/S’ and LEQ Holding A/S" Board of Directors
and Executive Management, as well as close relatives of these persons

There have been the following transactions and balancas with the LEO Foundation in 2018:

+  Loan of DKK 1,000 million {2017: DKK 1,0C0 million}

- Dividend payment from LEO Pharma A/S of DKK 150 million (2077 DKK 1,000 million}

+  Receivables of DKK 0.2 million (2017: Receivables of DKK 2 million) and payables of DKK 0.2 million {2017: Payables of DKK 150 million)
= Interest expenses of DKK 24 million {2017: DKK 2 million)

There have been the following transactions and baknces with LEO Holding A/S in 2018
. Dividend payrment from LEQ Pharma A/S of DKK O million {2017 DKK 17,169 million}

There have been the following transactions and balances with associates in 2018
«  Loan and interests have been converted to investment in the company, tatal DKK 97 million, (2017; DKK &3 million in locins)

+  Capital tronsactions from LEQ Pharma A/S amount to totol DKK 144 million (2017; DKK O million).

There have been no transactions with the Board of Directors or the Executive Management besides remuneration. For information on remu-
neration, please refer to Note 3.

The LEO Pharma Group is included in the Consolidated Financial Statements of the LEQ Foundation.

Note 22 Events after the balance sheet date

No events have occcurred in the period from the balance sheet date until the presentation of the Censclidated Financial Statements thot
materially affect the assessment of the Annuai Report.
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Note 23 - Companies in the LEO Pharma Group

Activities
{DKK million} Country Share of  Sales and Manu- Sates & Cther
ownership  distribu~  focturing  Services
% tion
Parent Company
LEQ Pharma A/S Denmark e A L 4 4
Subsidiaries
SARL LEO Pharma Algeria 100 *
LEC Pharma Southpert Pty Ltd {in voluntary liquidation)  Australia 00 A
LEQ Pharma Pty Ltd Australia 00 ®
LEC Pharma GmbH Austria 00 &
LEO Pharma NV Belgium 10C e
LEO Pharma LTDA Brazil 100 L
LEC Pharma inc. Canada 100 ®
LEG Pharma Cansultancy Company Ltd. China 100 *
LEQ Pharma Trading Company Ltd. China 100 ®
LEQ Pharma s.ro. Czech Republic 100 +
Lavens Kemiske Fabriks Handelsaktieselskab Denmark 106 v
LEO Pharma OY Finland 1oc ®
Laboratoires LEC S.A. France 100 ® A
LEQ Pharma GmbH Germany 100 ®
LEQ Pharmaceutical Hellas SA. Greece 100 ®
LEQ Laboratories Lid. Irefand 100 ® A
Wexport Ltd. Ireland 100 A
LEO Pharma Holding Ltd. Ireland 100
LEO Pharma Sp.A. Italy 100 ®
LEO Pharma KX, Japan 100 ®
LEQ Pharmaceuticals, S. de RL de CV. Mexico 100 L ]
LEO Pharma LLC Morocco 100 +
LEO Pharma BY Netherlands 100 ®
LEO Pharma Ltd. - New Zealand 100 L J
LEO Pharma AS Norway 100 ®
LEQ Pharmma Sp. z co. Poland 100 2
LEO Farmacéuticos Lda. Partugal 106 ®
LEQ Pharmaceutical Products LLC Russica 106 ®
LEQ Pharma Asia PTE Ltd. Singapore 106 +
LEQ Pharmma Ltd South Xorea 106 [
Laboratorios LEQ Pharma S.A. Spain 10C ®
LEQ Pharma AB Sweden 100 L
LEQ Pharmaceutical Products Sarath Lid. Switzerland 100 @
LEQ Pharma SARL Tunisia 100 *
LEQ Pharma llag Ticaret Anonim Sirketi Turkey 100 L
LEO Laboratories Ltd. United Kingdom 160 [ J
LEO Pharrma Inc. usa 160 @
LEQ Spiny Merger Sub Inc. USA 100
LEO US Holding Inc. Usa 100
Associates
SkinVision BY Netherlands 2632 v
PellePharm Inc, USA 1675

ne



Annual Report 2018

120






Financial
Statements
- Parent Company



LEQ Pharma 4. Financial Statements

123



Annual Report 2018

Income statement
1.January - 31 December
Parent Company
(DKX miflion) Note 2018 2017
Revenue 1 7608 8,031
Cost of sales 39 (5.029) (5,047
Gross profit 2,579 2984
Sales and distribution costs 389 {2,389) 1994}
Research and development costs 39 {1,573) {1,364}
Administrative costs 2389 (9567) {81
QOther operating income 8 2,016 408
QOther operating expenses (193) 2
Operating profit/{loss} {527) (859)
Income from investments in subsidiaries 10 1,863 1,299
Share of profit/{loss) of investment in asscciates {1 {3}
Financial income 4 26 1,094
Financial expenses 5 (188) (107}
Profit before tax 1,163 1,424
Tax on profit for the year 6 =2 {63
Net profit for the year 7 1,257 1,381
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Balance sheet at 31 December

Assets Parent Company

{DKK million} Note 2018 2017
Intellectual property rights 3,514 3992
Development projects 2,095 1159
Software 654 497
Intangible assets 8 6,283 5,648
Land and buildings 361 351
Leasehold improvements 6 6
Plant and machinery 275 230
Other fixtures and fittings, tools and equipment 96 65
Fixed ossets under construction 493 352
Property, plant and equipment 2 1,231 1,004
Investrments in subsidiaries 10 5412 5,015
Investment in associates 35 3
Other financial securities 19 27
Deferred tax assets n 146 =
Other receivables 12 17 57
Financial assets 5,629 5,102
Total non-current assets 13,123 1,754
Raw materials and consumables 26 31
Work in progress 599 488
Finished goods and goods for resale 319 274
Inventories 944 793
Trade receivakles 1151 1,059
Loans to subsidiaries 727 302
Receivables from the LEO Foundation 0 2
Receivables from subsidiaries 715 601
Tax receivables &4 1%
QOther receivables 12 303 207
Prepayments 13 151 99
Receivables 3m 2,289
Other securities n 450
Cash at bank and in hand 35 25
Total current assets 4,400 3,557
Total assets 17,523 15,31
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Equity and liabilities
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Parent Company

(DKK million} Note 2018 2017
Share capital 8 250 250
Net revatuation, subsidiaries 4,284 3909
Reserve for development projects 120 367
Retained earnings 3.807 377
Equity 9552 8,297
Deferred tax liabifities n = 20
Provisions 14 164 452
Provisions 164 &2
Credit institutions 536 1006
Loan from the LEQ Foundation 1000 1,002
Other long-term liabilities - 14
Non-current ligbilities 5 1,536 2022
Credit institutions 876 482
Trade payables 1200 807
Payabiles to the LEQ Foundation o} 150
Loans from subsiciaries 2,761 2,535
Payables to subsidiaries 1051 577
Tax payables 123 24
Other payables 260 355
Current liabilities 6,271 4930
Total equity and liabilities 17,523 15,31
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Statement of changes in equity

Share Netreva- Reserve Retained Proposed Total
capital luation, for deve~ earnings dividend
subsi- lopment

{DKK million) diaries projects
2018
Equity at 1 January 2018 250 3209 367 377 = 8297
Profit/{loss) - 1,863 - ({60s) - 1,257
Capitalized development costs, net - - Bht (844) N =
Deferred gains/losses on financial instruments = - - (25) N {25)
Dividend received from subsidiaries E (1,506} - 1,506 - -
Exchange rate adjustment on foreign
subsidiaries = {41) » N N {27)
Other movements = 59 . - - 52
Tax on changes in equity - = . 5 - 5
Equity at 31 December 2018 250 4,284 1.21 3,807 = 9,552
2017
Equity at 1 January 2017 250 1,141 83 23,570 150 25194
Profit/ (loss) - 1,299 - a2 N 138t
Capitalized development costs, net - - 284 (284) - -
Deferred gains/losses on financial instruments - = - 5 . 5
Dividend received from subsidiaries - (1,707 - 1707 - -
Dividend distributed = - - {18,169) (150} (18,319)
Exchange rate adjustment on foreign
subsidiarics = {64} = = - {64)
Divestrnent - 3153 - (3.153) - .
Other movements N 87 = 14 = 101
Tax on changes in equity - - - W = (]
Equity at 31 December 2017 250 3909 367 3 - 8,297
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Note 1 Revenue

Annual Report 2078

(DKK million) 2018 2017
Revenue by region
Europe+ 4908 5092
International 1,802 1922
us 898 1017
Total 7,608 8,031
{DKK miflion) 2018 2017
Revenue by category
Products 7362 7633
Sales-based royakies 225 377
QOther 2] 27
Total 7608 8,031
Note 2 Audit fees
{DKK million} 2018 2017
Deloitte Statsautoriseret Revisionspartnerseiskab
Statutory audit 2 2
Tax advisory services 1 C
Other services é 3
Total 10 5
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Note 3 Staff expenses

{DKK million) 2018 2017
Wages and salaries 1475 1284
Pensions 144 T4
Social security expenses 14 15
Other employee expenses 42 50
Total 1,675 1,463
Capitalized staff expenses n9) (52)
Total staff expenses in the income statement 1,556 1,4M
Staff expenses included in:
Cost of sales 324 331
Sales and distribution costs 228 96
Research and development costs 580 S40
Administrative costs 424 344
Total 1,556 1,411
Remuneration to registered members of Executive Management 26 23
Remuneration to Board of Directors & 5
For a specification of the remuneration in cotegories, refer to Note 3 to the Consolidated Financial Statements.
Average number of full-time employees 2,220 2m
Note 4 Financial income
(DKK million) 2018 2017
Interest income on bonds 8 n
Intersst income from subsidiaries 4 4
Capital gains, financial assets = 582
Gain arising on reclassification of financial assets from amortized cost to fair value through income = 252
statement
Other financial income i’ 45
Total 26 1,094
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Note 5 Financial expenses
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{DKK million) 2018 2017
Interest expenses, loan from the LEO Foundation {25) {2}
Interest expenses to subsidiaries {2) (10}
Interest expenses bank {18) =
Loss on financial cssets measured ot cost 2) (10}
Exchange raite losses (73) %)
Financial assets write-down (67) {48}
Other financial expenses m {28t
Total {(188) {107}
Note 6 Tax on profit for the year
{DKK million} 2018 2017
Current tax for the year (94} 72
Prior-year adjustments, current tax 27 (16}
Prior-year adjustments, deferred tax i o
Change in deferred tax for the year 155 99
Total 99 (64}
Tax on profit/loss for the year o4 (43)
Tax on changes in equity 5 {1
Total tax for the year 99 (44)
Note 7 Proposed distribution of net profit for the year
(DKK million) 2018 2017
Net revaluaticn for the year 1,863 1,299
Retained earnings {606} 82
Total 1,257 1,381
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Note 8 Intangible assets

Intellectual Trade- Deve- Software Total
property marks lopment intangible
{DKK million) rights projects assets
2018
Cost at 1 January 2018 10,292 30 1,236 &1/ 12,175
Adjustment to opening 24 - {64) = (40)
Additions during the year 331 = 1,054 127 1012
Disposals during the year (542) (30 m - (573)
Transfers - - (M) N4 -
Cost ot 31 December 2018 10,105 (o] 2,m 858 13,074
Amortization and impairment losses ot 1 January 2018 {6,300) {30) {77 (120} {6,527)
Adjustment to opening (24) - o4 - 40
Amortization for the year (462} - - {76} {538)
Disposals during the year 195 30 1 = 226
impairment losses for the year - - {4) {8) {12)
Amortization and impairment losses
at 31 December 2018 {6,591} 0 {18) {204) (6,871
Carrying amount at 31 December 2018 3,514 0 2,095 654 6,263
2077
Cost at 1 January 2017 10,150 30 1156 475 1,81
Additions during the year 125 = 299 57 481
Disposals during the year 7} - E = {117)
Transfers 134 - (215} 85 -
Cost at 31 December 2017 10,292 30 1,236 817 12,175
Amortization and impairment losses at 1.January 2017 (5,623) {30) 77 (86) (5.816)
Amortization for the year (758} - - (34) {792
Disposals during the year 81 - = - 81
Amortization and impairment losses
at 31 December 2018 {6,300) {30} ™ {120) (6,527)
Carrying amount at 31 December 2017 3992 (4] 1,159 497 5,648

Development projects in progress amounted to DKK 2,095 million (2017: DKK 1,159 million). Capitalized costs for development projects
primarily consist of licences in relation to research and development projects and internally developed software.

{DKK million) 2018 2017

Amortization and impairment losses are specified as follows:

Sales and distribution costs L4485 '
Research and development costs & -
Administrative costs 100 78
Total 550 792
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Land and Leasehaold Plant and Other Fixed Total
buildings improve- machinery fixtures assets property,
ments and under plant and
fittings, constiuc-  equipment
tools and tion
{DKK millior) equipment
2018
Cost at 1 January 2018 49 & 1035 355 352 2,697
Additions during the year o 1 1 41 328 371
Disposals during the year {3 0 (22) 16} {2n (62}
Transfers 50 - 99 17 {166) -
Cost at 31 December 2018 996 7 1,113 397 493 3,006
Depreciation and impairment losses (598) 0 (805) {290} - {1,693}
at 1 January 2018
Disposals during the year o 0 21 12 = 33
Depreciation for the year (37 M (54) {23) E {115}
Depreciation and impairment losses
at 31 December 2018 (635) ] {s38) (301} 0 {1,775}
Carrying amount at 31 December 2018 361 & 275 96 4593 1.231
2017
Cost at 1 Janucry 2017 1069 3 1217 381 78 2,848
Additions during the year N 7 2 16 215 240
Disposals during the year {i21) (4) {219} (an - (391
Transfers 1 = 35 5 {a1) =
Cost at 31 December 2017 L9 6 1,035 358 352 2,697
Depraciation and impairment losses (691) 2 {982) (319} - (1994}
at 1 January 2017
Disposals during the year 121 3 218 46 B 388
Depreciation for the year (28) ) (41) w = {87)
Depreciation ond impairment losses
at 31 December 2017 (598) 0 (805) {29Q) (¢] {1,693)
Carrying amount at 31 December 2017 351 6 230 65 352 1,004
{DKK million) 2018 2017
Depreciation and impairment losses are specified as follows:
Cost of sales 28 74
Sales and distribution costs 2 2
Research and development costs 10 m
Administrative costs s N
Total s 87
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Note 10 Investment in subsidiaries

{DKK million) 2018 2017
Cost at 1 January 1,106 3,245
Acquisitions 23 140
Divestments 1) (2,279)
Cost at 31 December 1,128 1,106
Value adjustment ot 1 January 3209 1,341
Share of profit/{loss) for the year 1,863 1,299
Dividend (1.506) 0,707
Exchange rate adjustment {e) {64)
Divestmenit 0 3153
Other movements 59 87
Value adjustment at 31 December 5,284 3,909
Carrying amount at 31 December 5,412 5015
Note 11 Deferred tax
{DKK millicn) 2018 2017
Deferrad tax assets/ (iabilities) at 1 January (20} 80
Adjustment refating 1o previous years i M
Deferred tax on profit for the year 155 (99}
Deferred tax assets/(tex liabilities) at 31 December 146 {20)

The deferred tax assets relate to current assets, licenses, fixed assets, intercompany profits, indirect production costs, etc. Deferred tax ligbili-
ties have beean calculated at the tempoerary differences betweean assets and liohilities expected to be redlized, based on a tax rate of 22%.

Note 12 Other Receivables

Other non-current receivables decreased DKK 40 million compared to 2077, mainly due to conversion of loan.

The increase in other current receivables mainly relates to VAT and royalty accruals.
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Note 13 Prepayments

Prepayments primarily consist of research and development payments relating to clinical trials.

Note 14 Provisions

(DKK million) 2018 2017
Staff-rekated provisions a2 4
Sales deductions 10 17
Cther provisions 72 21
Total 164 42

Cther provisions fall due:

Within one year 58 40
Between one and five years 106 1
After five years 0 1
Total 164 42

Note 15 Non-current liabilities

{DKK million) 2018 2017

Cther long-term liabilities fall due:

Between one and five years 5 i = 536 1020
After five years 1,000 1,002
Total 1,536 2,022

Non-current liabilities after five years only relate to loan from the LEC Foundation. Please refer to Note 13 in the Consoliderted Financial Stertemenits.

Note 16 Leasing

Operating Lease Obligations

The Parent Company had lease obligations of DKK 52 million (2017: DKK 33 million}, of which DKK 22 million is related to leases for office
premises with the subsidiaries (2017: DKK 23 million).
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Note 17 Contingencies and commitments

Guarantees
The total guarantee commitment for the Parent Company amounts to DKK 1,896 million at 31 December 2018 (2017: DKK 471 million}.

At 31 December 2018, the guarantee commitment comprises mainly guarantees relating to acquisitions of DKK 1,271 million and pension
commitments of DKK 559 million {2017 DKK 309 milion).

Contractudl obligations and commitments
Contracted for but not provided in the financial statements:

(DKK million} 2018 2017
Intangible assets 6,283 1432
Property, plant and equipment 456 =
Other current assets 373 -
Total 712 1,432

The commitments related to intangible assets comprise both intellectual property rights from acquisitions and milesione payments relat-
ing 1o development of new products. DKK 4,297 million of the total commitment comprises fixed contractual obligations. The remaining
commitments relate to agreements which contain certain milestone payments that the Parent Compnay is committed to paying upon
achievement. The amounts are net risk-adjusted or discounted.

In addition to the above, there are certain commercial milestone payments that depend on future sales.

Pending lawsuits

At the end of 2018, there were pending patent lawsuits filed by and against the Parent Company conceming rights related to products in
the Parent Company's psoriasis portfolic in both the US and Europe. The Parent Company does not expect the pending cases to have any
sigrificant effect on the Parent Company’s financial position.

Tax )

As a global business, LEO Pharma will from time to time have tax audits and tax discussions with tax authorities in various countries regarding

transfer pricing issues. The Executive Management is of the opinion that current tax audits and tax discussions will have no significant impaoct -
on LEC Pharma'’s financial position, except for what has already been provided for.

Note 18 Other notes

For other operating income and expenses, please refer 1o Note 4 to the Consolidated Financial Statements,
For financial instruments, please refer to Note 13 to the Consclidated Financial Statements.

For share capital, please refer to Note 18 to the Consolidated Financial Statements.

For related parties, please refer 1o Note 21 to the Consolidated Financial Statements,

For events after the balance sheet date, please refer to Note 22 to the Consolidated Financial Statements.
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Note 19 Accounting policies

The Financial Statements of the Parent Company, LEQ Pharma A/S, for 2018 have been prepared in accordance with the provisions of
the Danish Financial Statements Act applying to large enterprises of reporting class C.

The accounting pelicies remain unchanged from the previous year.

The Parent Company's accounting policies for recognition and measurement are consistent with the policies for the Consolidated
Financial Statements.

Cash flow statement
In accordance with the exemption clause in section 86(4} of the Danish Financial Statements Act, no separate cash flow statement has
been prepared for the Parent Company.

Tax

The Parent Company is jointly taxed with all its Danish subsidiaries.

The Parent Cempany and its Danish subsidiaries settle the tax with its owner and the administration company LFQ Holding A/S. The
current Danish tax is allocated between the jointly taxed companies in proportion to their taxable income.

Equity

Reserve for development costs

The raserva for development costs comprises capitalized development costs. This reserve cannct be used for dividends or distributions
or to cover losses, If the recegnized development costs are sold or otherwise excluded from the company's operations, the reserve will
be dissolved and transferred directly to the distributable reserves under equity. if the recognized development costs are written down,
the part of the reserve correspending to the write-down of the development costs will be reserved. if @ write-down of development
costs is subsequently reserved, the reserve will be re-established. The reserve is reduced by amortization of capitalized development
costs on an ongoing basis.

Investments in subsidiaries

Investment in subsidiaries are measured under the equity rhethog. This rfieans that the subsidiaries are measured in the balance sheet
at the proportionate share of their net asset value, With deduction or addition of unredlized intercompany profits or losses, and addition
of any remaining value of positive differences (g'oodwil% The_Par‘ent,ngppny's shares of the subsidiaries’ profit for the year is receg-
nized in the income statement less unredlized intercompany proftts”” ¢ E

The tatal net revaluation of investments in subsidiaries is transferred to *Reserve for net revaluation under the eguity method” under
aquity.

The reserve is reduced by dividends distributed to the Parent Company.
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Management's
Statement

The Executive Board and the Board of Directors have today considered and
adopted the Annual Report of LEO Pharma A/S for the financial year 1 January
- 31 December 2018.

The Consolidated Financial Staternents have been prepared in accordance with International Financial
Reporting Standards as endorsed by the EU, and the additional requirements of the Danish Financial
Statements Act, and the Parent Company Financial Statements have been prepared in accordance with
the Danish Financial Statements Act.

Inour opinion, the Consclidated Financial Statements and the Parent Company Financial Statements give a
true ard fair view of the financial position of the Group and the Parent Company at 31 December 2018, and
of the results of the Group's and the Parent Company’s operations and the consalidated cash flows for 2018.
We believe that the Management's review includes a fair review of developments in the Group's and the
Parent Company's activities and finances, results for the year and the Group's and the Parent Company's
financial position in general, as well as a fair description of the principal risks ond uncertainties to which
the Group and the Parent Company are exposed.

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

Ballerup, 26 February 2019

Executive boa:d. ]

Gitte P. Aabo Anders Kronborg
President & CEO

Board of directors:

NI
Jukka Pekka Pertola Olivier Bohuon Jespertdiland Cristing’ Patricia Lage
Chairman

wnidlenson.

Signe Maria Christensen Ahders Ekblom

Pl

Japnie Xogsbel Patrik Olof Bahlén

Janfan de Winkel
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Independent
Auditor’s Report

To the shareholder of LEQ Pharma A/S

Opinion

We have audited the Consolidated Financial
Statements and the Parent Comgany Financial
Statements for the financial year 1 January 2018
- 31 December 2018, which comprise the income
stotement, balance sheet, statement of changes
in equity and notes, including a summary of signif-
icant accounting policies, for the Group as well
as the Parent Company, and the statement of
comprehensive income and the cash flow state-
ment of the Group. The Consclidated Financial
Statements have been prepared in accordance
with International Financial Reporting Standards
as adopted by the EU and additional requirements
of the Danish Financial Statements Act, and the
Parent Company Financial Statements have been
prepared in accordance with the Danish Financiat
Statements Act.

In our opinion, the Consolidated Financial State-
ments give a true and fair view of the Groug's finan-
cial position at 31 Decemicer 2018 and of the results
of its operations and cash flows for the financial year
1 January 2018 - 31 December 2018 in accordance
with International Financial Reporting Standards
as adoepted by the EU and additional requirements
uncler the Danish Financial Statements Act.

Further, in our opinion, the Parent Company Finan-
cial Statements give a true and fair view of the
Parent’s financial position at 31 December 2078 and
of the results of its operations for the financial year
1 January 2018 - 31 December 2018 in accordance
with the chish Financial Statements Act.

Basis for Opinion

We conducted our audit in accordance with Inter-
national Standards on Auditing (ISAs) end the addi-
tional requirements applicable in Denmark. Our
respensibilities under those standards ond require-
ments are further described in the Auditor’s respon-
sibilities for the audit of the Consolidated Financial
Statements and the Parent Financial Statements
section of this auditor’s report. We are independent
of the Group in accordance with the International

Ethics Standards Board of Accountants’ Code of
Ethics for Professional Accountants (lESBA Code)
and the additional requirements applicable in
Denmark, and we have fulfilled our other ethical
responsibilities in accordance with these require-
ments. We believe that the audit evidence we have
cbhtained is sufficient and appropriate to provide a
basis for our cpinicn.

Statement on the monagement's review
Management is responsible for the Management’s
Review.

Our opinion on the Consolidated Financial State-
ments and the Parent Company Financial State-
ments does not cover the Management's Review,
and we do not express any form of assurance
conclusion therecn.

In connection with our audit of the Censolidated
Financial Statements and the Parent Company
Financial Statements, our responsibility is to
read the Management's Review and, in doing
s0, consider whether the Management's Review
is materially inconsistent with the Consolidated
Financial Statements and the Parent Company
Financial Statements or our knoewledge obtained
in the audit or otherwise appears to be materially
misstated.

Morecover, itis our responsibility to consider whether
the Management's Review provides the information
required under the Danish Financial Statements Act.

Based on the work we have performed, we conclude
that the Maonagement’s Review is in accordance
with the Consclidated Financial Statements, and
the Parent Company Financial Statements and
has been prepared in accerdance with the require-
ments of the Danish Financial Statements Act. We
did not identify any material misstatement in the
Management's Review.

Annuat Report 2018
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Management’s Responsibilities for the
Consolidated Financial Statements and the
Parent Company Financial Statements
Management is responsible for the preparation
of Consolidated Financial Statements that give
a true and fair view in accordance with Interna-
tional Financial Reporting Standards os adopted
by the EU and additional requirements of the
Danish Financial Statements Act, as welt as the
preparation of Parent Company Financial State-
ments that give a true and fair view in accordance
with the Danish Financial Statements Act, and for
such internal control as Management determines
is necessary to enable the preparation of Consoli-
dated Financial Statements and Parent Company
Financial Statements that are free frormn material
misstatement, whether due to fraud or error.

In preparing the Consolidated Financial State-
ments and the Parent Company Financial State-
ments, Management is responsible for assessing
the Group's and the Parent’s ability to continue
as a going coencern, for disclosing, as applicable,
matters relerted to going concern, and for using the
going concern basis of accounting in preparing the
Consolidated Financial Statements and the Parent
Company Financial Staternents unless Manage-
ment either intends to liquidate the Group or the
Entity or to cease operations, or has no redlistic
alternative but to do so.

Auditor's Responsibilities for the Audit of the
Consolidated Financial Statements and the Parent
Company Financial Statements

Qur objectives are 1o obtain reasonable assur-

.ance about whether the Consolidated Financial

Statements and the Parent Comijpany Financial
Statements as a whole are free from material
misstatement, whether due to fraud or error, and to
issue an auditor's report that includes our opinion.
Reasonable assurance is a high level of assurance,
but is not a guarantee that an audit conducted in
accordance with ISAs and the additional require-
ments applicable in Denmark will clways detect
a material misstatement when it exists. Misstate-
ments can arise from fraud or error and are consid-
ered material if, individually or in the caggregate,
they could reasonably be expected to influence
the economic decisions of users taken on the basis
of these Consolidated Financial Statements and
the Parent Company Financial Staternents.

As part of an audit conducted in accordance with
1SAs and the additional requirements applicable in
Denmark, we exercise professional judgment and
rmcintain professional skepticism throughout the
audit. We also:

» Identify and assess the risks of material misstate-

.

ment of the Consolidated Financial Statements
and the Parent Company Financial Statements,
whether due to fraud or etror, design and perform
audit procedures responsive o those risks, and
obtain audit evidence that is sufficient and appro-
priate to provide a basis for our opinion. The risk of
not detecting a material misstatement resulting
from fraud is higher than for one resulting from
erroras fraud may involve collusion, forgery, inten
tional omissions, misrepresentaticons, or the override
of internal control.

Obtain an understanding of internal control
relevant to the audit in order to design audit
procedures that are gppropriate in the circum-
stances, but not for the purpose of expressing an
opinion on the effectiveness of the Group's and
the Parent Company’s internal control,

Evaluate the appropriateness of accounting poli-
cies used and the reasonableness of account~
ing estimates and related disclosures made by
Management.

Conclude on the appropriateness of Manage-
ment's use of the going concern basis of
accounting in preparing the Consolidated
Financial Statements and the Parent Company
Financial Statements, and, based on the audit
evidence obtained, whether a material uncer-
tainty exists related to events or conditions that
may cast significant doubt on the Group's and the
Parent Company's ability to continue as a going
concern. if we conclude that a material uncer-
tainty exists, we are required to draw atiention
in our auditor's report to the related disclosures
in the Consolidated Financial Statements and the
Parent Company Financial Statements or, if such
disclosures are inadequate, to modify our opinion.
Qur conclusions are based on the audit evidence
obtained up te the date of our auditor's report.
However, future events or conditions may cause
the Group and the Entity to cease to continue as
a going concern.

Evaluate the overall presentation, structure and
content of the Consolidated Financial Statements
and the Parent Company Financial Statements,
including the disciosures in the notes, and whether
the Consclidated Financial Statements and the
Parent Company Financial Statements represent
the underlying transactions and events in a
manner that gives a true and fair view.

- Obtain sufficient appropriate audit evidence

regarding the financial information of the entities
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of business activities within the Group to express
an opinicn on the Consolidated Financial State-
ments. We are responsible for the direction, super-
vision and performance of the Group audit. We
remain solely responsible for our audit cpinion.

We communicate with those charged with govern-
ance regarding, among other matters, the planned
scope and timing of the audit and significant audit
findings, including any significant deficiencies in
internal control that we identify during our audit.

Copenhagen, 26 February 2019
Deloitte

Statsautoriseret Revisionspartnerselskab
Business Registration No. 33 96 35 56

et it Bd—

Kirsten Aaskov Mikkelsen Sumit Sudan
State-Authorized Public Accountont State-Authorized Public Accountant
MNE no, 21358 MNE no. 33716
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LEO Pharma in the world

LEO Science & Tech Hub LN Leb
Boston, US ;

ol

Manufacturing
Esbjerg & Ballerup,
Denmark

LEO Innovation Lab

Manufacturing
San Francisco, US

Cork & Dublin,
Ireland

LEQ Innovation Lab
Toronto, Canada R&D Hub

Madison, NJ, US

Manufacturing
- Vernouillet, France

{

LEO Innovation Lab
London, UK

Treatments available Founded in Present in
in more than
countries and headquartered in Denmark countries
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.
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Tokyo, Japan
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Shanghai, China
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Shanghai, China
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