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holders of the preferred shares are entitled to a liquidation preference amount in the event of a
liquidation or a sale of the respective subsidiary.

The Group recognises the preferred share balance upon the receipt of cash financing or upon the
conversion of notes into preferred shares at the amount received, or carrying balance of any notes and
derivatives converted into preferred shares. Preferred shares are not allocated shares of the subsidiary
losses.

The following summarises the subsidiary preferred share balance:

2015 2014
As of 31 December: $000s $000s
Akili 2,625 1,763
Follica 94 —
Gelesis 52,640 9,731
Tal 10,143 —
Subsidiary preferred shares 65,502 11,494

In the event of any voluntary or involuntary liquidation, dissolution or winding up of a subsidiary, the
holders of subsidiary preferred shares then outstanding shall be entitled to be paid out of the assets of
the subsidiary available for distribution to shareholders and before any payment shall be made to holders
of common shares. A merger, acquisition, sale of voting control or other transaction of a subsidiary in
which the shareholders of the subsidiary do not own a majority of the outstanding shares of the surviving
company shall be deemed to be a liquidation event. Additionally, a sale, lease, transfer or other
disposition of all or substantially all of the assets of the subsidiary shall also be deemed a liquidation
event.

The minimum liquidation preference that would be payable to the subsidiary preferred holders upon a
liguidation event of the subsidiaries, is as follows:

2015 2014
As of 31 December: $000s $000s
Akili 4,613 4,613
Follica 2,020 2,020
Gelesis 60,490 14,451
Karuna 413 —
Tal 11,430 —
Total 78,966 21,084

As of 31 December 2014, the Group determined that the balance of the subsidiary preferred shares
classified as a current liability was appropriately stated at the issuance amounts, given the high degree of
uncertainty associated with the ultimate conversion of the shares to common stock. However, during
2015 the Group determined that the uncertainty related to conversion to common stock had been
reduced as funding was obtained from the IPO and other sources and the businesses had progressed
toward significant milestone events. As such, the Group has begun to accrete the subsidiary preferred
shares liability up to the minimum liquidation preference amount based on the estimated date of
conversion to common stock.

For the two-year period ending 31 December 2015, the Group recognised the following changes in
subsidiary preferred shares:
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2014

Akili, a growth stage business, closed on an additional $8.1 million equity investment, of which $3 million
was provided by PureTech. Of the $8.1 million equity investment, $5.1 million was due to the conversion
of convertible notes, including $1 million of convertible notes held by PureTech.

2015

In March 2015, Gelesis closed an $18.0 million private equity financing of which PureTech invested $3.0
million in the financing. Also, in conjunction with this transaction, preferred shares were issued upon
conversion of $4.3 million of outstanding convertible notes.

In March 2015, Tal closed a $14.5 million private equity financing of which PureTech invested $5.0 million
in the financing. Also, in conjunction with this transaction, preferred shares were issued upon conversion

of outstanding convertible notes.

In December 2015, Gelesis closed a $31.5 million private equity financing of which PureTech invested
approximately $7 million.

In 2015, the Company reclassified certain Tal and Karuna balances that were previously classified as
equity.

15. Non-controlling interest

The following summarises the changes in the equity classified non-controlling ownership interest in
subsidiaries by reportable segment:

Growth Project
stage phase
businesses businesses Total
S000s S000s S000s
Non-controlling interest as of 1 January (7,148) 5 (7,143)
2014
New funds into non-controlling interest 1,031 — 1,031
Share of comprehensive loss (34,300) — (34,300)
Effect of change in Group’s ownership (4,905) — (4,905)
interest
Non-controlling interest as of 31 December (45,322) 5 (45,317)
2014
New funds into non-controlling interest — — —
Share of comprehensive loss (18,854) 3 (18,851)
Effect of change in Group’s ownership 2,098 — 2,098
interest
Non-controlling interest as of 31 December (62,078) 8 (62,070)
2015

The following table summarises the financial information related to the Group’s subsidiaries with material
non controlling interests, aggregated for interests in similar entities, and before intra group eliminations.
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Growth Project Growth Project
Stage Phase Stage Phase
Businesses Businesses Businesses Businesses
For the year ended 31 December: $000s $000s S000s S000s
Statement of Comprehensive Loss
Revenue 189 1,175 209 1,750
Loss for the year (32,695) 986 (68,198) 201
Other comprehensive loss - - — —
Total comprehensive loss (32,695) 986 (68,198) 201
Comprehensive loss attributable (18,854) 3 (34,300) —
to NCI
Statement of Financial Position
Non-current assets 4,976 1,518 4,110 4
Current assets 44,594 4,201 6,628 1,339
Total Assets 49,570 5,719 10,738 1,343
Non-current liabilities (12,439) - (526) (142)
Current liabilities (130,712) (1,140) (92,716) (1,400)
Total Liabilities (143,151) (1,140) (93,242) (1,542)
Net Liabilities (93,581) 4,579 (82,504) (199)
Carrying amount of NCI (61,600) (470) (40,778) 5
Statement of Cash Flows
Cash flows from operating (20,084) 986 (9,227) 201
activities
Cash flows from investing (2,463) - (373) —
activities
Cash flows from financing 40,041 — 8,348 —
activities
17,494 986 (1,252) 201
16. Subsidiary notes payable
The notes payable balance consists of the following:
2015 2014
As of 31 December: $000s S000s
Loans 2,281 2,459
Convertible notes 2,674 4,489
Total subsidiary notes payable 4,955 6,948

Loans

In October 2010, Follica entered into a loan and security agreement with Lighthouse Capital Partners VI,
L.P. (“Lighthouse Capital”). The loans are secured by all of Follica’s assets, including Follica’s intellectual
property. The loans totalled approximately $1.2 million at 31 December 2015 and 2014.

In May 2014, Gelesis entered into a grant and loan agreement with an Italian economic development
agency. Borrowings under the loan totalled €980,000 (approximately $1.1 million and $1.2 million at 31
December 2015 and 2014, respectively), and the loan bears interest at 0.33 percent per year. Gelesis is
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requwed to make interest payments only in 2014 and 2015, with principal and interest payments from
January 2016 through January 2024.

Funds awarded under the grant may be revoked if irregularities are identified during inspection of costs by
the Italian economic development agency or for failure to implement or comply with the project plan or
to achieve the objectives of the project plan for reasons within Gelesis’ control. In the event of a
revocation of the grant, Gelesis would be required to repay the loan immediately, including accrued
interest.

Convertible Notes
Certain of the Group’s subsidiaries have issued convertible promissory notes (“Notes”) to fund their
operations, with an expectation of an eventual share-based settlement of the Notes.

Substantially all Notes become due and payable on or after either 31 December of the year of issuance on
the thirtieth (30th) day following a demand by the majority of Note holders, as defined. Substantially all of
the Notes bear interest at a rate of 8 percent (or 12 percent upon an event of Default, as defined) or 10
percent (or 15 percent upon an event of Default, as defined). Interest is calculated based on actual days
elapsed for a 360-day calendar year. Generally, the Notes cannot be prepaid without approval from a
majority of the holders of a subsidiary’s Notes.

The Notes constitute complex hybrid instruments, which contain equity conversion features where
holders may convert, generally at a discount, the outstanding principal and accrued interest into shares of
the Borrower before maturity and redemption options upon a change of control of the respective
subsidiary. The three key features are described below:

* Automatic conversion feature—upon a Qualified Financing, as defined, the unpaid principal and
interest amounts are automatically converted into shares of the subsidiary at the conversion price
equal to the price shares are sold at upon a Qualified Financing, less a discount. The discounts range
from 5 percent to 25 percent.

¢ Optional conversion feature—upon a Non Qualified Financing, as defined, holders may convert the
outstanding principal balance and unpaid interest to shares at the conversion price equal to the price
shares are sold at upon a Non Qualified Financing, less a discount. The discounts range from 5 percent
to 25 percent.

* Change-of-control features—The Notes also generally contain a put option such that, in the event of a
Change of Control transaction of the respective subsidiary, as defined, prior to conversion or
repayment of the Notes, the holders will be paid an amount equal to two or three times the
outstanding principal balance plus any accrued and unpaid interest, in cash, on the date of the
Change-of-Control.

The conversion features and put option represent embedded derivative instruments requiring bifurcation
from the debt instruments under IAS 39, Financial Instruments: Recognition and Measurement. The

embedded derivatives are accounted for as liability components, separate from the host debt.

Convertible Notes outstanding were as follows:
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Vedanta Gelesis Tal Karuna Follica Entrega Knode Endra, Akili ~ PureTech Total
Biosciences Inc LLC
1January
2o1a 299,000 — 900,000 505,000 — 125000 50,000 75000 1,148,000 — 3,102,000
Gross
0% 50,000 3,940,000 500,000 - - - - — 2625000 500,000 7,615,000
Principle
Discount —  (1,576,000)  (86,482) - - - - —  (991,080) —  (2,653,562)
Accretion 18,032 568,000 21,620 - - - - — 1,027,930 — 1,635,582
Conversion - —  (900,000) - - - - —  (3,809,850) (500,000) (5,209,850)
Repayment — — — — — — — — — —
i(l) Blecember 367,032 2,932,000 4351138 505,000 — 125000 50,000 75,000 - — 4,489,170
Gross — - — 1644582 200,000 - - - - — 1,844,582
Principle
Discount - - —  (166,306)  (40,000) - - - - —  (206,306)
Accretion 7,513 227,834 64,862 166,306 40,000 - - - - - 506,515
Conversion —  (3,159,834) (500,000 - - - - - - —  (3,659,834)
Repayment (300,000) — — — — — — — — — (300,000)
;1) 105e°ember 74,545 - — 2,149,582 200,000 125,000 50,000 75,000 - — 2,674,127

In August 2015, Karuna, entered into an agreement to issue up to $3.8 million of convertible notes to the
Wellcome Trust subject to meeting certain development milestones. At 31 December 2015, the Company
has drawn down $1.6 million of the note.

In May 2015, Vedanta Biosciences repaid convertible notes and related accrued interest of $366,000.

In conjunction with its March 2015 private financing, Gelesis converted convertible notes and related
accrued interest of $3.5 million into preferred shares. The conversion also includes $759,000 of related
convertible note derivatives.

In March 2015, Tal, also in conjunction with its private financing, converted convertible notes and related
accrued interest of $517,000 interest into preferred shares. The conversion also includes $200,000 of
related convertible note derivatives.

During 2014, all outstanding Convertible Notes and related accrued interest of Akili, totalling $4.1 million,
were converted into 2,312,603 shares of Akili preferred stock. In conjunction with this conversion, the
outstanding derivative related to the converted notes was converted into subsidiary preferred shares in
the amount of $1.3 million.

In February 2014, all outstanding convertible notes and accrued interest of Tal, totalling $1.1 million, were
converted into 820,932 shares of Tal preferred stock. In conjunction with this transaction, the outstanding
derivative related to the converted notes was converted into accumulated deficit in the amount of
$321,000.

During 2014, outstanding convertible notes and related accrued interest of PureTech, totalling $507,000,
were converted into 331,560 shares. In conjunction with this transaction, the outstanding derivative
related to the converted notes was converted into accumulated deficit in the amount of $70,000.

17. Subsidiary warrants

The following is a summary of the warrants on subsidiary shares outstanding related to various
borrowings, stock issuances and business transactions:
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Recorded value as at 31

December:
Issued Classification  Exercisable for Number of 2015 2014
Shares $000s $000s
Gelesis and Gelesis LLC
Aug-08 Equity Common stock 1,314 6 6
May-09 Equity Common stock 1,314 6 6
May-09 Equity Common stock 1,501 1 1
Nov-09 Equity Common stock 28,361 18 18
Apr-11 Liability Series A-1 — 664 801
preferred stock
Jun-12 Liability Series A-3 238,190 2,830 2,447
preferred stock
Aug-13 Liability Series A-4 719,677 7,561 8,134
preferred stock
Aug-13 Equity Common stock 719,677 52 52
Follica
Jul-13 Liability Preferred stock 2,263,508 2,593 2,219
Aug-13 Liability Preferred stock 193,023 222 189
Jan-14 Liability Preferred stock 193,023 223 190
Oct-14 Liability Preferred stock 146,697 170 145
Dec-15 Equity Common stock 19,688 20 —
Total Liabilities 14,263 14,125
Total Equity 103 83

In connection with obtaining various amendments to its 2008 Loan, Gelesis issued the following warrants:

In 2008 and 2009, Gelesis issued warrants to purchase 1,314 and 1,314 shares of its common stock,
respectively, at an exercise price of $59.94 per share. The warrants expire upon the earlier of (i) 10
years from the issuance date (ii) five years after the effective date of an initial public offering of
Gelesis, or (iii) a sale of Gelesis.

A warrant was issued in 2009, amended in 2009 and in 2011, ultimately for 1,501 shares of common
stock at an exercise price of $0.56 per. The warrants terminate upon the earlier of (i) 7 May 2019, (ii)
five years after the effective date of an initial public offering of Gelesis, or (iii) the sale of Gelesis.

In 2009, Gelesis issued a warrant to purchase, 28,361 shares of Gelesis’ common stock and in 2011
the warrant exercise price was amended to $0.56 per share. The warrant terminates upon the earlier
of (i) 30 November 2019 (ii) three years after the effective date of an initial public offering or (iii) a
sale of Gelesis.

In 2011, Gelesis issued a warrant to purchase shares of Series A-1 at an exercise price equal to the
lower of $4.44 per share or the price per share received in the first sale of shares of Gelesis’ stock
resulting in at least $5 million gross proceeds to Gelesis. The warrant is exercisable for the number of
shares of Series A-1 equal to the quotient of $332,000 divided by the exercise price of the warrant.
The warrant terminates upon the earlier of (i) 27 April 2021 (ii) three years after the effective date of
an initial public offering or (iii) a sale of Gelesis. The fair value of the warrants was $664,000 and
$801,000 at 31 December 2015 and 2014, respectively.
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In June 2012, in connection with an amendment to a master purchase and licensing agreement with one
of its customers, in exchange for the right to expand the field use of the intellectual property purchased,
Gelesis issued fully vested warrants to purchase 238,190 shares of Series A 3 at an exercise price of $0.04
per share. The warrant is subject to automatic exercise upon a deemed liquidation event. The warrants
expire in June 2022. The warrants were amended in December 2014, and became exercisable upon
completion of Gelesis’ acquisition of a particular company in February 2015.

The fair value of the warrants was $708,000 at the date of issuance and was recorded as an intangible
licence asset, and a corresponding warrant liability. The fair value of the warrants was $2.8 million and
$2.5 million at 31 December 2015 and 2014, respectively.

In August 2013, in connection with the issuance of Series A 4 convertible preferred stock, or Series A 4,
Gelesis issued contingent warrants to purchase 719,677 shares of Series A 4 at an exercise price of $0.04
per share. The warrants were required to be issued if Gelesis did not complete an IPO, or was liquidated,
dissolved, wound up or sold prior to February 2015. Such an IPO or other event did not occur prior to
February 2015 and the warrants were issued at that time. The warrants will expire 10 years from the date
of issuance.

The warrants were classified as a liability and recorded at fair value, which was estimated at $1.5 million
at the date of issuance. The fair value of the warrants was $7.5 million and $8.1 million at 31 December
2015 and 2014, respectively.

The following weighted average assumptions were used to determine the fair value of the warrants at 31
December 2015:

Series A-1 Series A-3 Series A-4
Warrants Warrants Warrants
Expected term 5.3 years 6.5 years 7.6 years
Expected volatility 59.00% 68.00% 72.00%
Expected dividend yield — — —
Risk-free interest rate 1.76% 2.01% 2.09%
Estimated fair value of S4.44 $3.00 $3.77
the convertible
preferred stock
Exercise price of S4.44 $S0.04 $0.04

warrants

The following weighted average assumptions were used to determine the fair value of the warrants at 31
December 2014:

Series A-1 Series A-3 Series A-4

Warrants Warrants Warrants
Expected term 6.3 years 7.5 years 8.6 years
Expected volatility 74.00% 59.00% 57.00%
Expected dividend yield — — —
Risk-free interest rate 1.76% 1.97% 2.07%
Estimated fair value of $3.68 $3.65 $3.63

the convertible
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preferred stock
Exercise price of S4.44 $S0.04 $0.04
warrants

In connection with various amendments to its 2010 Loan and Security Agreement, Follica issued preferred
stock warrants at various dates in 2013 and 2014. Each of the warrants has an exercise price of $0.1425
and a contractual term of ten years from the date of issuance. The warrants issued in 2013 and January
2014 were deemed to have no value at the time of their issuance. The warrant liability has been marked
to market at each subsequent reporting date and at 31 December 2015 and 2014 the warrants were
deemed to have a value of $3.2 million and $2.7 million, respectively.

A warrant was issued in 2015 for 19,688 shares of common stock at an exercise price of $0.75 per. The
warrant is classified within equity and expires on 14 December 2020.

The following weighted average assumptions were used to determine the fair value of the warrants at 31
December:

2015 2014
Expected term 7.56-8.80 years 8.56-9.80 years
Expected volatility 59.93%-63.96% 59.34%-60.43%
Expected dividend yield - —
Risk-free interest rate 2.02%-2.15% 2.02%-2.15%
Estimated fair value of the convertible $1.25 $1.08
preferred stock
Exercise price of warrants $0.14 S0.14

18. Trade and other payables

2015 2014
As of 31 December: $000s $000s
Trade payables 2,393 1,614
Accrued expenses 4,830 3,117
Total trade and other payables 7,223 4,731

19. Leases

Office and laboratory space is rented under non cancellable operating leases. These lease agreements
contain various clauses for renewal at the Group’s option and, in certain cases, escalation clauses typically
linked to rates of inflation.

In December 2014, the Company entered into a 10-year lease for 9,446 square feet of office space
beginning in April 2015 and ending on 31 August 2025. The lease requires a letter of credit of $350,000,
which is held in a certificate of deposit, as further discussed in note 11. The lease has a base rent of
approximately $444,000, which increases by approximately two percent per year over the lease term.

In August 2015, Vedanta entered into a lease for 9,027 square feet of office space beginning February
2016 and ending December 2022. The lease requires a letter of credit of $350,000, which is held in a
certificate of deposit, as further discussed in note 11. The lease has an initial base rent of approximately
$330,000, which increases to approximately $576,000 over the lease term.
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In November 2015, Akili entered into a lease for 3,603 square feet of office space beginning December
2015 and ending January 2019. The lease requires a security deposit of approximately $21,000 recorded
as other non-current assets. The lease has a base rent of approximately $128,000, which increase
approximately 3 percent per year over the lease term.

Minimum rental commitments under non cancellable leases were payable as follows:

2015 2014
As of 31 December: $000s $000s
Within one year 867 331
Between one and five years 4,255 2,330
More than five years 3,570 2,387
Total minimum lease payments 8,692 5,048

Total rent expense under these leases was approximately $432,000 and $296,000 during the years ended
31 December 2015 and 2014, respectively. Rent expense is included in general and administrative
expenses in the consolidated statements of comprehensive loss.

20. Financial instrument and related disclosures

All of the Group’s financial assets and liabilities, with the exception of the derivative and warrant
liabilities, are measured at amortised cost. The derivative and warrant liabilities are carried at fair value
with changes recognised in through Finance costs, net in the consolidated statements of comprehensive
loss. Assumptions of the Group in the estimation of fair value of the derivative liability are below and refer
to note 17 for assumptions used in the estimation of the warrant fair value.

Financial instruments by category at 31 December:

2015
Carrying amount Fair Value
Financial Financial Level 1 Level 2 Level 3 Total
assets liabilities $000s $000s $000s $000s
$000s $000s

Financial assets
Cash and cash equivalents 134,751 — 134,751 — — 134,751
U.S. Treasuries 178,955 — 178,955 — — 178,955
Certificates of deposit 826 — — 826 — 826
Other deposits 57 — — 57 — 57
Loans and receivables:
Trade and other receivables 706 — — 706 — 706
Total financial assets 315,295 - 313,706 1,589 - 315,295
Financial liabilities
Trade and other payables — 7,223 — 7,223 — 7,223
Subsidiary warrant liability — 14,263 — — 14,263 14,263
Subsidiary derivative liability — 65,501 — — 65,501 65,501
Subsidiary preferred shares — 65,502 — 65,502 — 65,502
Financial liabilities measured at amortised cost:
Subsidiary notes payable — 4,955 — 4,955 — 4,955
Total financial liabilities — 157,444 - 72,725 79,764 157,444
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2014
Carrying amount Fair Value
Financial Financial Level 1 Level 2 Level 3 Total
assets liabilities $000s $000s $000s $000s
$000s $000s

Financial assets
Cash and cash equivalents 61,960 - 61,960 - - 61,960
U.S. Treasuries 701 - 701 - - 701
Certificates of deposit 472 - - 472 - 472
Other deposits 5 - - 5 - 5
Loans and receivables:
Trade and other receivables 1,750 - - 1,750 - 1,750
Total financial assets 64,888 - 62,661 2,227 - 64,888
Financial liabilities
Trade and other payables - 4,731 - 4,731 - 4,731
Subsidiary warrant liability - 14,125 - - 14,125 14,125
Subsidiary derivative liability - 52,794 - - 52,794 52,794
Subsidiary preferred shares - 11,494 - 11,494 - 11,494
Financial liabilities measured at amortised cost:
Subsidiary notes payable - 6,948 - 6,948 - 6,948
Total financial liabilities - 90,092 - 16,225 66,919 90,0952

The embedded derivatives associated with the subsidiary convertible promissory notes and the
conversion option within the subsidiary preferred shares are accounted for as liabilities and are marked to
fair value at each reporting period. The fair value of the embedded derivative liability at inception, 31
December 2015 and 2014 was determined using a probability weighted present value technique, which
includes unobservable (Level 3) inputs supported by little or no market activity, such as time to next
qualified equity financing, implied discount rate, and probability of a qualified financing or an option
pricing allocation method. Based on existing business plans, the Group also contemplated future equity
raises and the impact on the valuation of the embedded derivative liability if the stock value is below the
exercise price at the estimated date of the projected future capital raise.

A summary of the changes in the Group’s embedded derivative liabilities and warrant liabilities measured
at fair value using significant unobservable inputs (“Level 3”) as of and for the years ended 31 December
2015 and 2014 is as follows:

Derivative

Liability-
Derivative Liability- Convertible Warrant
Preferred Stock Conversion Notes Liability
S000s S000s $000s
Balance as of 1 January 2014 2,075 504 2,548
Value of derivatives at issuance 4,159 2,675 145
Change in fair value 45,487 (414) 11,432
Settlement of derivatives — (1,692) —
Balance as of 31 December 2014 51,721 1,073 14,125
Value of derivatives at issuance 6,041 206 —
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Change in fair value 7,402 26 138
Settlement of derivatives — (968) —
Balance as of 31 December 2015 65,164 337 14,263

The change in the fair value of derivatives and warrants is recorded in Finance costs, net in the
consolidated statements of comprehensive loss.

At each measurement date, the fair value of the conversion rights embedded in the preferred shares was
determined using with and without framework which consisted of a three-step process. First, the value of
each business within the Group was determined using a discounted cash flow model, guideline
transaction method, or through a recent arm’s length financing round. Second, the value of the subject
preferred shares was determined using either an option pricing allocation model or a probability weighted
expected return model, where the conversion rights of the preferred shareholders were included and
then excluded. Third, the fair value of conversion rights was calculated as the difference of value between
the concluded values of preferred shares with and without the conversion rights.

Quantitative information about the significant unobservable inputs used in the fair value measurement of
the Group’s embedded derivative liability related to the subsidiary preferred shares designated as Level 3
as follows:

Option Pricing Model Inputs

Range of Values

Measurement Date Expiration Date Volatility Risk-Free Rate
28/2/2014 3.5 years 60.00% 0.94%
31/3/2014 5 years 75.00% 1.73%
31/12/2014 2.0-5.0 years 60.00% 0.67%-1.65%
30/6/2015 1.5-4.5 years 35.0%-65.0% 0.48%-1.53%
31/12/2015 1.5-4.0 years 35.0%-60.0% 0.86%-1.54%

Probability Weighted Expected Return Method Inputs

Range of Values

Time to Anticipated Probability of
Measurement Date Exit Event IPO/M&A/Dissolution Sale
31/3/2014 1.0 year 40.0%/45.0%/15.0%
31/12/2014 0.33 years 70.0%/25.0%/5.0%
30/6/2015 0.38-0.50 years 70.0%/30.0%/0.0%
31/12/2015 1.33 years 70.0%/30.0%/0.0%

Quantitative information about the significant unobservable inputs used in the fair value measurement of
the Group’s embedded derivative liability related to the convertible notes designated as Level 3 is as
follows:
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As at 31 December:

Significant Unobservable Inputs At Issuance 2015 2014
Time to next qualified equity 1-2.03 years 0.5-1 years 0.16-0.25 years
financing

Implied discount rate 11.3%-2,459.0% 11.0%-31.7% 18.3%-34.8%
Probabilities of a qualified financing 0%-100% 45.0%-75.0% 10%-90%

Valuation policies and procedures are regularly monitored by the Company’s finance group. Fair value
measurements, including those categorised within Level 3, are prepared and reviewed on their issuance
date and then on an annual basis and any third-party valuations are reviewed for reasonableness and
compliance with the fair value measurements guidance under IFRS.

The fair value of these embedded derivative liabilities may differ significantly in the future from the
carrying value as of 31 December 2015, and, accordingly, adjustments may be recorded in the
consolidated statements of comprehensive loss at that time.

21. Capital and financial risk management

The Company’s financial strategy policy is to support its strategic priorities, maintain investor and creditor
confidence, and to sustain future development of the business through an appropriate mix of debt and
equity. Management monitors the level of capital deployed and available for deployment in subsidiary
projects. The Directors seek to maintain a balance between the higher returns that might be possible with
higher levels of deployed capital and the advantages and security afforded by a sound capital position.

The Group’s Directors have overall responsibility for establishment and oversight of the Group’s risk
management framework. The Group is exposed to certain risks through its normal course of operations.
The Group’s main objective in using financial instruments is to promote the commercialisation of
intellectual property through the raising and investing of funds for this purpose. The Group’s policies in
calculating the nature, amount and timing of investments are determined by planned future investment
activity. Due to the nature of activities and with the aim to maintain the investors’ funds secure and
protected, Group’s policy is to hold any excess funds in highly liquid and readily available financial
instruments and maintain exposure to other financial risks to insignificant.

The Group has exposure to the following risks arising from financial instruments:

Credit risk

Credit risk is the risk of financial loss to the Group if a customer or counterparty to a financial instrument
fails to meet its contractual obligations. Financial instruments that potentially subject the Group to
concentrations of credit risk consist principally of cash and cash equivalents and trade and other
receivables. The Group held following balances:

2015 2014

$000s S000s

Cash and cash equivalents 134,751 61,960
Short term investments 178,955 701
Trade and other receivables 706 1,750
Total 314,412 64,411
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The Group invests excess cash in U.S. Treasury Bills, U.S. debt obligations and money market accounts,
which the Group believes are of high credit quality.

The Group assesses the credit quality of customer, taking into account its financial position, past
experience and other factors. The credit quality of financial assets that are neither past due nor impaired
can be assessed by reference to credit ratings (if available) or to historical information about counterparty
default rates.

The ageing of trade and other receivables that were not impaired at 31 December:

2015 2014

$000s S000s

Neither past due nor impaired 496 1,250

Past due 30-90 days - —

Past due 90-365 days 210 500

Total 706 1,750
Liquidity risk

Liquidity risk is the risk that the Group will encounter difficulty in meeting the obligations associated with
its financial liabilities that are settled by delivering cash or another financial asset. The Group actively
manages its risk of a shortage of funds by closely monitoring the maturity of its financial assets and
liabilities and projected cash flows from operations, under both normal and stressed conditions, without
incurring unacceptable losses or risking damage to the Group’s reputation. The table below summarises
the maturity profile of the Group’s financial liabilities as at 31 December 2015 based on contractual
undiscounted payments:

2015
Carrying Within 3to12 1to5
amount 3 months months years Total
$000s $000s $000s $000s $000s
Subsidiary notes payable 4,955 4,310 — 1,072 5,382
Trade and other payables 7,223 5,341 1,882 — 7,223
Subsidiary preferred shares 65,502 65,502 — — 65,502
Other liabilities 622 554 68 — 622
Total 78,302 75,707 1,950 1,072 78,729
2014
Carrying Within 3to12 1to5
amount 3 months months years Total
S000s S000s $000s S000s S000s
Subsidiary notes payable 6,948 785 3,570 2,954 7,309
Trade and other payables 4,731 4,731 — — 4,731
Subsidiary preferred shares 11,494 11,494 — — 11,494
Other liabilities 288 211 60 17 288
Total 23,461 17,221 3,630 2,971 23,822

In addition to the above financial liabilities, the Group is required to spend the following minimum
amounts under intellectual property licence agreements:
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2016 2017 2018 2019 2020

$000s $000s $000s $000s $000s

Licence fees 30 40 50 75 100
Total 30 40 50 75 100

Market risk

Market risk is the risk that changes in market prices, such as foreign exchange rates, interest rates and
equity prices, will affect the Group’s income or the value of its holdings of financial instruments. The
objective of the Group’s market risk management is to manage and control market risk exposures within
acceptable parameters, while optimising the return. The Group maintains the exposure to market risk
from such financial instruments to insignificant levels. The Group’s exposure to changes in interest rates is
determined to be insignificant.

Foreign exchange risk

The Group’s grant revenues and the research and development costs associated with those grants are
generated and incurred in Euros. The Group’s results of operations and cash flows will be subject to
fluctuations due to change in foreign currency exchange rates. Foreign currency transaction exposure
arising from external trade flows is generally not hedged.

Capital risk management
The Group is funded by equity and debt financing. Total capital is calculated as ‘total equity’ as shown in
the consolidated statements of financial position.

The Group’s objectives when managing capital are to safeguard the Group’s ability to continue as a going
concern in order to provide returns for shareholders and benefits for other stakeholders and to maintain
an optimal capital structure to reduce the cost of capital. In order to maintain or adjust the capital
structure, the Group may issue new shares or borrow new debt. The Group has some external debt and
no material externally imposed capital requirements. The Group’s share capital is clearly set out in note
13.

As discussed in note 14, certain of the Group’s subsidiaries have issued preferred shares that include the
right to receive a payment in the event of any voluntary or involuntary liquidation, dissolution or winding
up of a subsidiary, which shall be paid out of the assets of the subsidiary available for distribution to
stockholders and before any payment shall be made to holders of common stock.

22. Commitments and contingencies

Gelesis has entered into a patent licence and assignment agreement whereby it will be required to pay
approximately $8 million upon the achievement of certain milestones, pay royalties on future sales and/or
a percentage of sublicense income. None of the milestones have been met.

Gelesis has also been awarded grants from two government agencies, which are recognised as revenue as
the qualifying expenses are incurred. The grant agreement contains certain provisions, including, inter
alia, maintaining a physical presence in the region for defined periods. Failure to comply with these
covenants would require either a full or partial refund of the grant to the granting authority.

On 12 January, 2015, Vedanta entered into an agreement which grants Janssen Biotech, Inc. (“JBI”), a
subsidiary of Johnson & Johnson, the exclusive right and licence to make, use, sell, import and otherwise
develop or commercialise any licensed product during the term of the agreement. Vedanta has entered
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into a licence agreement whereby it agreed to pay 10 percent of the licence fee income generated by the
JBI Agreement to the University of Tokyo. As of 31 December 2015, the Company received an upfront
payment of $10 million from JBI, resulting in $1 million in payments to University of Tokyo.

Other members of the Group are also parties to certain licensing agreements that require milestone
payments and/ or royalties on future sales. None of the milestones have been met and the amounts of
any potential future milestone or royalty payments cannot be reliably measured as of the date of the
financial information.

23. Related parties

Transactions with key management personnel compensation.

Key management personnel compensation

Key management includes executive directors and members of the executive management team of the

Group. The compensation of key management personnel of the Group was as follows for the years ended
31 December:

2015 2014

$000s $000s

Short-term employee benefits 2,150 1,612
Share-based payments 2,235 282
Total 4,385 1,894

Wages and employee benefits include salaries, health care and other non cash benefits. Share-based
payments are generally subject to vesting terms over future periods.

Convertible debt issued to directors, key management personnel and key personnel of the businesses
Certain members of the Group have invested in convertible notes issued by the Group’s subsidiaries.
Activity of related parties by subsidiary are presented below.

Vedanta Akili Tal Karuna Peerln Total
Biosciences

Balance as of 1 January 2014 — 51 317 39 54 461
Loans advanced 50 50 — — — 100
Loan repayments made — — — — — —
Interest charged 3 8 4 4 5 24
Interest paid — — — — — —
Conversions — (109) (321) — — (430)
Balance as of 31 December 53 — — 43 59 155
2014

Loans advanced — — — — — _
Loan repayments made — — — — — _
Interest charged 5 — — 3 5 13
Interest paid — — — — — —
Conversions — — — — — —_
Balance as of 31 December 58 - - 46 64 168
2015
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The notes issued by Vedanta Biosciences, have no stated maturity date but are payable upon demand of a
majority of noteholders. The notes issued by Akili are also payable upon demand of a majority of
shareholders no earlier than 31 December 2015. The notes issued to related parties bear interest rates,
maturity dates, discounts and other contractual terms that are the same as those issued to outside
investors during the same issuances, as described in note 16.

All of the outstanding principal and interest on the notes issued by Akili to related parties during 2013 and
2014 totalling $109,000 was converted to 70,460 Series A 2 preferred shares in December 2014.

All of the outstanding principal and interest on the notes issued by Tal to related parties during 2011
totalling $321,000 was converted to 247,747 Series A 2 preferred shares in February 2014.

Directors’ and senior managers’ shareholdings and share incentive awards
The Directors and senior managers hold beneficial interests in shares in the following businesses and

sourcing companies as at 31 December 2015:

Number of Number of

shares options
held as at held as at
31 31
Business name December December  Ownership
Directors (share class) 2015 2015 interest(1)
Mr. Joichi Ito Akili (Series A-2 26,627 — 0.30%
preferred)
Ms. Daphne Zohar(2) Gelesis (common) 34,444 618,734 5.20%
Dame Marjorie Scardino — — — —
Dr. Bennett Shapiro(4) Akili (Series A-2 33,088 — 0.30%
preferred)(3)
Gelesis (common) 24,010 10,841 0.50%
Gelesis (Series A-1 23,419 — 0.50%
preferred)
Tal (Series A-2 14,451 — 0.10%
preferred)(3)
Vedanta Biosciences — 25,000 0.50%
(common)
Dr. Robert Langer Entrega (common) — 250,000 5.00%
Dr. Raju Kucherlapati Enlight (Class B 30,000 — 3.00%
common)
Dr. John LaMattina(4) Akili (Series A-2 37,372 — 0.40%
preferred)
Gelesis (common)(4) 54,120 63,050 1.30%
Gelesis (Series A-1 49,524 — 1.30%
preferred)(4)
Tal (Series A-2 114,411 — 1.20%
preferred)
Vedanta Biosciences — 25,000 0.50%
(common)

Mr. Christopher Viehbacher — — — _
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Mr. Stephen Muniz — — — _
Senior Managers

Dr. Eric Elenko — — — —
Mr. David Steinberg — — — —

Notes:

(1) Ownership interests are as at 31 December 2015 calculated on a diluted basis, including issued and
outstanding shares, warrants and options (and written commitments to issue options) to purchase shares,
but excluding unallocated shares authorised to be issued pursuant to equity incentive plans, and any
shares of common stock issuable upon conversion of outstanding convertible promissory notes.

(2) Common stock and options held by Yishai Zohar, the husband of Ms. Zohar. Ms. Zohar does not have
any direct interest in the share capital of Gelesis. Ms. Zohar recuses herself from any and all material
decisions with regard to Gelesis.

(3) Shares held through Dr. Bennett M. Shapiro and Ms. Fredericka F. Shapiro, JTWROS. 49,523 shares of
common stock and 49,523 shares of Series A 1 preferred stock in Gelesis held by Dr. John and Ms. Mary
LaMattina. 12,642 shares in Gelesis held individually by Dr. LaMattina.

(4) In addition, the following Directors hold convertible notes issued by businesses: (i) Dr. Bennett Shapiro
holds convertible notes issued by Vedanta Biosciences in the aggregate principal amount of $50,000 and
(ii) Dr. John LaMattina holds convertible notes issued by PeerIn in the aggregate principal amount of
$50,000.

Directors and senior managers hold 32,974,173 shares and 13.9% voting rights of the Company as of 31
December 2015.

Transactions with other related parties

Management services and overhead agreement with a stockholder

PureTech has entered into an agreement with AZTherapies, Inc. to provide management services,
including operating, legal and administrative services, as well as office space and infrastructure services.
As compensation for these services, AZTherapies, Inc. issued 50,000 and 150,000 shares of its common
stock to PureTech during each of the years ended 31 December 2015 and 2014. The value of these shares
was determined based on the fair value of the services received. The scientific founder and chairman of
AZTherapies, Inc. is Dr. David Elmaleh, Ms. Zohar’s father, and is also a shareholder of PureTech.

24. Taxation

Amounts recognised in profit or loss:

2015 2014

$000s $000s

Net loss (58,244) (75,943)
Income taxes expense/(benefit) 1,924 (278)
Net loss before taxes (56,320) (76,221)
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Recognised income tax expense/(benefit)

2015 2014
$000s $000s
Federal 1,895 36
Foreign 95 73
State (16) 10
Total current income tax expense 1,974 119
Federal - —
Foreign (50) (397)
State — —
Total deferred income tax (benefit) (50) (397)
Total income tax expense/(benefit), 1,924 (278)
recognised

Reconciliation of effective tax rate

The Group is primarily subject to taxation in the U.S., therefore the reconciliation of the effective tax rate
has been prepared using the U.S. statutory tax rate. A reconciliation of the U.S. statutory rate to the
effective tax rate is as follows:

2015 2014
% %
Weighted average statutory rate 34.00% 34.00%
Effect of state tax rate in U.S. 3.24% 0.90%
Credits 0.27% 0.19%
Share-based payment measurement -0.54% 3.84%
Mark to market adjustments -4.53% -24.39%
Income of partnerships not subject to tax -3.97% -1.45%
Accretion on preferred shares -2.12% 0.00%
Other -3.92% -1.95%
Current year losses for which no deferred tax asset is -25.85% -10.78%
recognised
-3.42% 0.36%

The Group is subject to taxation in the U.S. and U.K. Additionally, the Group is exposed to state taxation in
certain jurisdictions within the U.S. Changes in corporate tax rates can change both the current tax
expense (benefit) as well as the deferred tax expense (benefit). The maximum corporate tax rate in the
U.S. for the corresponding periods is 35 percent. The Group is generally subject to a 34 percent rate
applicable to smaller taxpayers.

U.S. corporations are routinely subject to audit by federal and state tax authorities in the normal course of
business. Gelesis is currently under examination by the IRS for the financial year ended 31 December
2012. The Group does not expect an unfavourable outcome from this tax audit which would adversely
impact the Group’s financial condition, results of operations or cash flows.

Deferred tax assets
Deferred tax assets have not been recognised for the U.S. amounts in respect of the following items,
because it is not probable that future taxable profit will be available against which the Group can use the
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beneflts therefrom. Deferred tax assets have been
following items:

recognised for the foreign amounts in respect of the

2015 2014

$000s S000s

Operating tax losses 22,057 11,239
Capital loss carryovers 758 758
Research credits 850 925
Investment in subsidiaries 1,061 791
Other 2,568 550
Share-based payments 7,256 4,253
Deferred tax assets 34,550 18,516
Other (1,590) (171)
Deferred tax liabilities 32,960 18,345
Deferred tax assets/(liabilities), net, recognised - (55)
Deferred tax assets/(liabilities), net, not recognised 32,960 18,400

Deferred tax is measured at the rates that are expected to apply in the period when the temporary
differences are expected to reverse, based on tax rates and laws that have been enacted or substantially

enacted by the statement of financial position date.

There were no movements in deferred tax recognised in income or equity for the United States in 2015 or
2014 as the deferred tax asset was not recognised in any of those years. There was movement in deferred
tax recognised in income or equity in 2015 and 2014 for the foreign jurisdiction in the following amounts,

respectively ($55,000) and ($412,000).

The Group considers earnings generated from its foreign subsidiary in Italy to be permanently re-invested,
therefore U.S. taxes have not been provided on undistributed earnings.

Uncertain tax positions

The changes to uncertain tax positions from 1 January 2014 through 31 December 2015, were as follows:

u.s. Foreign Total
S000s S000s $000s
Gross tax liabilities at 1 January 2014 — 53 53
Additions based on tax provisions related to the current — 3 3
year
Additions to tax positions of prior years — 34 34
Reductions due to settlements with tax authorities — — —
Reductions for positions of prior years — — —
Gross tax liabilities at 31 December 2014 — 90 90
Additions based on tax provisions related to the current — — —
year
Additions to tax positions of prior years 78 — 78
Reductions due to settlements with tax authorities — — —
Reductions for positions of prior years — (57) (57)
Gross tax liabilities at 31 December 2015 78 33 111
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Included in the balance of uncertain tax positions at 31 December 2015 was approximately $33,000 of
unrecognised tax benefits that, if recognised, would affect the annual effective income tax rate.

The liability for uncertain tax benefits as of 31 December 2015 and 2014 included accrued interest of
$2,000 and $4,000, respectively.

25. Subsequent events
In January 2016, Akili closed a $30.5 million private equity financing of which $16 million was received in
the initial closing in January 2016 and $14.5 million is to be received upon the final closing in September

2016. PureTech invested approximately $11.5 million of the initial closing. PureTech’s ownership interest
in Akili remains substantially the same as it was prior to the financing.
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