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o Grant Thornton

INDEPENDENT AUDITOR’S REPORT

To the Board of Directors of
YL Biologics Limited

We have audited the accompanying financial statements of YL Biologics Limited, which comprise
the balance sheet as at Matrch 31, 2019, and the statements of income and changes in equity for the
year then ended, the notes to the financial statements, and the supplementary schedule.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation of these financial statements in accordance with
Regulation on Corporate Accounting and with accounting principles generally accepted in Japan, and
for such internal control as management determines is necessary to enable the preparation of
financial statements that are free from material misstatement, whether due to fraud or error.

Auditor’s Responsibility

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

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures
in the financial statements. The procedures selected depend on the auditor’s judgment, including the
assessment of the risks of material misstatement of the financial statements, whether due to fraud
or error. In making those risk assessments, the auditor considers internal control relevant to the
entity’s preparation of the financial statements in order to design audit procedures that are
appropriate in the circumstances, but not for the purpose of expressing an opinion on the
effectiveness of the entity’s internal control. An audit also includes evaluating the appropriateness of
accounting policies used and the reasonableness of accounting estimates made by management, as
well as evaluating the overall presentation of the financial statements.

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

Opinion

In our opinion, the financial statements of YL Biologics Limited for the vear ended March 31, 2019
and the supplementary schedule are prepared, in all material respects, in accordance with Regulation
on Corporate Accounting and with accounting principles generally accepted in Japan.

Conflict of interest

Grant Thornton Taiyo LLC and our engagement partner have no interest in YL Biologics Limited
which should be disclosed in accordance pursuant to the provisions of the Certified Public
Accountants Law of Japan.

M 47‘,440

April 22, 2019
Tokyo, Japan
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Notes to Financial Statements

1. Summary of Significant Accounting Policies

(1) Basis of presenting financial statements

The accompanying financial statements and the supplementary schedule of YL
Biologics Limited (the “Company”) have been prepared in accordance with
Regulation on Corporate Accounting, from the accounts maintained by the Company
in accordance with accounting principles generally accepted in Japan.

(2) Inventories

Inventories are stated at the lower of cost or market, cost being determined on a
first-in, first-out basis.

(3) Property, plant and equipment, and intangible assets

Property, plant and equipment, and intangible assets are depreciated using the
straight-line method.

(4) Accounting for consumption taxes

Consumption taxes are excluded from sales, costs and expenses in the Statement
of Income.

(5) Foreign currency translations

Assets and liabilities denominated in foreign currencies are translated to Japanese
yven at period-end exchange rates.

2. Changes in Accounting Principle

(1) Classification of deferred tax asset and liability

On Feb. 16, 2018, Accounting Standard Board of Japan issued “Partial
Amendments to Accounting Standard for Tax Effect Accounting”. The Company
adapted the new standard effective April 1, 2018, and as a result, deferred tax
asset 1is classified as a non-current asset and deferred tax liability as a non-
current liability.
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3. Notes to the Balance Sheet

The balance of receivables and payables to affiliated companies as of March 31, 2019
are as follows:

Accounts receivable and Other receivable ¥413,239,5624

Accounts payable, Other payable, and Advance ¥426,585,447

received

4. Notes to Statement of Income

Transactions with affiliated companies for the year ended March 31, 2019 are as

follows:
R&D revenue ¥2,359,143,256
Product sales ¥2,490,000
Service revenue ¥2 761,828
R&D expenses ¥237,803,222
Purchase of inventories ¥20,724,000
Other expenses ¥10,562,203

5. Notes to Statement of Changes in Equity

Total number of shares outstanding as of March 31, 2019

Common stock: 1,000 shares

6. A note to tax effect accounting

Deferred tax asset was recognized on enterprise tax payable as of March 31, 2019 that
will be tax deductible in the next fiscal year.
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7. Notes to transactions with related parties

(1) Parent company and other shareholders

(Yen)
Name of .
Ownershi i Amount of Balance,
the ; . ; Description of ,
Category p of voting | Relationship . transaction Account March 31,
company, . transactions
rights (*9) 2019 (*9)
etc.
Development
servi ided for | 1,928,797,45 Advance
ervice provi (.e or 5 va.m 23,128,089
pharmaceutical 9 received
products (*1)
Sales of promotional A t
S i 2,490,000 CEOTIES 1 689,200
goods (*2) receivable
Trade & .
administration fee | 2,761,828 CEOHNTES 9 989,770
receivable
revenue (¥3)
Directl ;
Parent | Yoshindo e Contract Reimbursement
; Inc SRALER Services charged for Other
SERRER ' 55% 48,469,740 : 48,469,740
purchase of pen receivable
device etc. (¥4)
Subcontract fee
harged for Other
charged or 56,638,891 | 21,248,798
pharmaceutical payable
products (*5)
Commissions paid Other
10,562,203 950,567
(*6) payable
Reimbursement for
; ; Other
License-in 183,166,500 , 197,819,820
receivable
payment(*5)
Development
Vi rovided for A t
service provi ('e or 430,345,797 ccc.>un s 11,414,494
pharmaceutical receivable
products (*1)
; Purcha f DS/PFS Oth
Lupin | 1o iy Hrenase o v 106,471,343 | 436,558
Other Atlantis d Contract materials (*7 payable
owne
affiliate | Holdings A8 Services
270
SA Li i t Other
WERRG TR DAYIREE | aamom0,n0 | 333,030,000
(*8) payable
Reimbursement for
: ; Other
the License-in 149,863,500 ; 149,863,500
receivable

payment(*8)
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(2) Subsidiaries of Parent company
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(Yen)
Name of
Ownership . . Lo Amount of Balance,
the . Relationshi Description of .
Category of voting i " transaction Account March 31,
company, ransactions
bany dghte | T (*9) 2019 (+9)
ete.
Subcontract fee
charged for Other
Subsidi B ; 74,692,988 21,509,615
¢ AY pharmaceutical payable
i Pharmace Contract products (*5)
Parent . None .
uticals Services
compan :
p Co., Ltd. Puxcha.se of Hoepmnts
y promotional goods 20,724,000 22,381,920
payable
(*2)

’(I‘ransasction conditions, policy for determining transaction conditions, etc., are as follows:
Notes

(*1) The Company charged development service fee to Yoshindo Inc. (“Yoshindo”)
and Lupin Atlantis Holdings SA (“LAHSA”) at the service rate as set by the
Joint Venture Agreement and the Contract Research Service Agreement with
the two companies.

(*2) The Company purchased promotional goods from AY Pharmaceuticals Co., Ltd.
(“AY Pharma”) and sold them to Yoshindo, at a price determined in the same
manner as general terms of transaction.

(*3) Trade administration fee charged to Yoshindo is determined based on the total
trade volume and the charge rate as agreed with Yoshindo.

(*4) The Company charged to Yoshindo the actual cost of purchase of pen device etc.

(*5) Subcontract fee charged by Yoshindo and AY Pharma is determined in the same
manner as general terms of transactions.

(*6) Commissions paid to Yoshindo are determined based on the agreement with
Yoshindo.

(*7) The Company purchased DS/PFS materials from LAHSA at a price determined
in the Joint Venture Agreement and the Contract Research Service Agreement

(*8) License-in payment to LAHSA is made in accordance with the License
Agreement between Yoshindo, LAHSA and the Company, whereby the
Company pays the License-in to LAHSA, and Yoshindo and LAHSA reimburse
to the Company.

(*9) Consumption taxes are excluded from the amount of transactions while it is
included in the year-end balances.

8. Notes to the per share information
¥896,582.72
¥132,891.69

(1) Book value per share

(2) Net earnings per share
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YL Biologics Limited
YL AFad s Ak et

Schedule of Selling, general and administrative expenses

IReEHE N O —REHEDONRE

From April 1, 2018 to March 31, 2019

(Unit: Yen) (BA7:M)

(2 -2 A A A BB A AN EENENEERENREEREREN)

Accounts #iEFH Amount 4:%8

Salaries and allowances BTy 68,804,654
Housing Allowance EEFY 125,000
Legal welfare R TE R 5,714,117
Employee benefit AR 1,055,283
Recruitment and training BHEER 8,461,364
Advertisement INC =R 88,000
Entertainment AEBRERT 5,095,387
Meeting expenses e 699,416
Travel and.transportation e Bk 9,210,965
Communication EfE 2,510,346
Consumables {HFESh#L 354,829
Office supplies RSN 2,465,571
Books and subscription B [ Sy 70,980
Research fees AT 5,709,835
Membership fees g 6,793,358
Commissions paid SCHATFHECE 14,300,773
Rent HAREHH 14,542,894
Lease — A%} 308,212
Insurance premiums PRER 71,700
Taxes and dues FHALAN TR 9,716,000
Professional fees ST 14,593,502
Depreciation expenses Tl 5 BN 1,234,787
Amortization of prepaid expenses & HAFTHA T F{E A 240,408

Total & &t 172,167,381




