Chroma Therapeutics Limited
Report and Consolidated financial statements

Year ended 31 December 2015

OOOOOOOOOOOOOO

§

JM
11

TTTTTTTTTTTT



Company information

Company number

4066289 (England & Wales)

Directors P V Allen (Chairman)

R E Bungay (Chief Executive Officer)

T J Haines '

Dr S J Powell

Dr T Sykes
Secretary R E Bungay
Registered office 1 Cavendish Place

London

W1G 0QF
Auditors Ernst & Young LLP

Apex Plaza

Reading

RG11YE
Contents
Strategic report Pages 3-4
Directors’ report Pages 5-7
Auditors’ report Page 8
Consolidated statement of profit or loss and other
comprehensive income Page 9
Consolidated balance sheet Page 10
Company balance sheet . Page 11
Consolidated and company statements of changes in equity Page 12
Consolidated and company cash flow statements Page 13
Notes to the consolidated financial statements Pages 14-32

Chroma report and consolidated financial statements- 31 December 2015



Strategic report
for the year ended 31 December 2015

The directors present their strategic report and consolidated financial statements for Chroma Therapeutics
Ltd (‘the Company’; registered number 04066289) and its subsidiary (together ‘the Group’) for the year
ended 31 December 2015.

Principal activity
The principal activity of the Group during 2015 continued to be the research and development of novel
therapeutic agents for the treatment of cancer and inflammatory disorders.

A number of restructuring events occurred during 2013 and 2014. At the date of this report, the Group
operates virtually with no ongoing operations, employees or research responsibilities. It retains the rights
to receive milestones and royalties from certain technology programs divested to the following companies.
These companies are responsible for all ongoing research and development activity, cost and decision-
making:

e  GlaxoSmithKline (“GSK") — the clinical development candidate CHR-5154 and ESM technology;

e Viracta Therapeutics, Inc. (“Viracta”) — the clinical development candidate CHR-3936; and

e CRT Pioneer Fund (“CRTPF") - the clinical development candidate CHR-2845 and ESM technology.

General business review — consolidated statement of profit or loss and other comprehensive
income )

During 2015 the Group divested its shares in CTIl Biopharma Inc. (“CTI”) which had been acquired in
consideration for the divestment of its tosedostat programme to CTI.

The Group does not have regular sources of revenue other than interest earned on its cash and short
term deposits.

The Group also receives income relating to the achievement of milestones under its collaborations with
GSK and CRTPF: such milestone income is not predictable. As detailed in Note 4, the Group did not
receive any milestone income during the year ended 31 December 2015.

Research and development expenditure was minimal reflecting the restructuring of its collaborations and
the virtualisation of the Group during previous years. General and administrative expenditure was also
reduced in comparison to the previous financial year as a result of the restructuring.

The Group’s income and expenses during the year were in line with its expectations.

General business review — consolidated balance sheet
The balance sheet has total assets amounting to £128,993 (31 December 2014: £14,026,368).

Assets

The significant decrease in current assets largely arises from the sale of shares in CTl noted above
followed by utilisation of the cash generated to retire part of the unsecured loan notes, along with receipt
of the outstanding R&D tax credit claim during 2015 which was used to fund residual operations.

Liabilities

The significant decrease in total liabilities reflects the part-repayment of the unsecured loan notes and
reduction in trade payables reflecting the de minimis operations of the Group, partly offset by accrued
interest on the unsecured loan (see Note 16). At the date of this report, the unsecured loan notes payable
have a contractual repayment date of January 2018 and a cash repayment amount is £19,467,450.

General business review — consolidated cashflow statement
Cash decreased from the previous year, reflecting its utilisation in the minimal ongoing activities of the
Group. Cash as at the year end was in line with the Group’s expectations.

Analysis of financial key performance indicators

The Group primarily measures its performance based upon the achievement of key milestones by the
three companies to which it has divested its research and development programmes, as described above.
No income from such programmes was recognised in 2015. The Group divested its certain residual rights
relating to diagnostic technology and received a one-off cash amount of £36,113 ($50,000), recognised
in revenue for 2015. The Group retains no ongoing entitlement to future milestones or royalties from that
arrangement.
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Strategic report (continued)

Principal risks and uncertainties

The Group operates in a high-risk sector, which is reflected in the Group’s investor base, comprising
primarily specialist venture capital organisations. The key risks facing the Group, which are separated into
those facing the Group’s collaborators and that risk facing the Group, are as follows:

a) Risks facing the Group’s collaborators:

Product risk

The development of a new therapeutic agent carries substantial risks, including difficulties in the design
and execution of studies to evaluate the efficacy and safety of the agent or the results from such studies
being inconsistent with those from earlier studies. In addition, the pharmaceutical sector is highly
competitive with many companies pursuing similar therapeutic approaches. There is substantial risk that
competitors’ agents may reach the market ahead of those being developed by the Group’s collaborators
or have a superior profile to these agents, or that the Group's patent filings may be found to infringe the
rights of others or be declared invalid.

Regulatory risk

The pharmaceutical sector is regulated by relevant authorities in the EU, US and the rest of the world.
There is substantial risk that the Group’s collaborators may not be able to agree study designs with
regulatory authorities that are mutually acceptable or that regulatory requirements may change during the
course of a study, rendering the results of the study unusable.

b) Risk facing the Group

Financing nisk

At the date of this report, the sole future income stream for the Group is the receipt of milestones and
royalties from its collaborators, GSK and CRT Pioneer Fund, contingent on the successful achievement
of future product development, regulatory approval and sales objectives, all of which are outside of the
control of the Group. The timing and quantum of those receipts is uncertain, although the expected timing
extends between 1 and 5 years from the balance sheet date.

At the date of this report, the Group has insufficient funds to settle unsecured loans with a cash-total
repayment amount of £19,467,450, due in January 2018, after deducting net cash receipts from the sale
of CTl shares of £12,147,551 during 2015 and a further repayment of £475,000 during 2016. The Group
will be required to negotiate the further extension of the unsecured loans’ current contractual repayment
terms until further cash receipts from Group collaborators occur. If further cash receipts from collaborators
are insufficient to settle the remaining unsecured loans, the Group will be required to negotiate the waiver
of certain proportions of the unsecured loans owed to shareholders.

On behalf of the Board

7%y —

R E Bungay
Director
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Directors’ report
for the year ended 31 December 2015

The directors present their report and consolidated financial statements for Chroma Therapeutics Ltd (‘the
Company’; registered number 04066289) and its subsidiary (together ‘the Group’) for the year ended 31
December 2015.

Going concern

The financial statements have been prepared on a going concern basis, which assumes that, for the
foreseeable future, the Group will continue in operation and be able to meet its liabilities as they fall due.
In concluding that it is appropriate to adopt the going concern basis the directors considered cash flow
forecasts for the 12 month period from the date of these financial statements.

Given the various restructuring events which began in 2012 and continued to the date of this report the
Directors describe here the position at the date of this Report.

The Group’s sole debt obligations, other than minimal working capital supplier balances, are the
unsecured loan notes held by certain of the Company’s corporate shareholders, with a contractual
repayment date of 19 January 2018. The future cash repayment amount, as at 31 December 2015, is
fixed at £19,942 449, including principal and all associated interest/redemption premiums. A further
repayment of loan notes of £475,000 has been made since the balance sheet date.

The Group is now virtual, with minimal cash outgoings, and is organised in order to collect potential future
milestones, royalties and revenue shares from its collaborations with GSK and CRTPF.

Based on current financial forecasts, the Group has adequate funds to run its envisaged operations for
the 12 month period from the date of these financial statements.

Whilst a significant proportion of the unsecured loan is expected to remain outstanding at the current
contractual repayment date of 19 January 2018 and uncertainties exist in relation to the timing and
quantum of future cash receipts from GSK and CRTPF, and completing the extension of the contractual
repayment date of unsecured loans until after the receipt of such amounts, the Directors have reasonable
expectations that the noteholders will consent to extending the contractual repayment date and that
sufficient future milestones, royalties and revenue shares will be generated to enable the remaining
unsecured loan notes to be repaid. In the event that such future cash receipts are not sufficient to repay
the outstanding unsecured loan notes, the Group would renegotiate the outstanding loan amounts to a
level which could be settled based on funds available. The status of future collaboration income will be
reassessed regularly by the directors and shareholders/loan note holders.

Accordingly the Board considers that the business is a going concern and continues to adopt the going
concern basis in preparing the financial statements. The financial statements do not contain the
adjustments that would result if the Group was unable to continue as a going concern.

Results and dividends

The Group made a loss for the year of £18,512,278 (year ended 31 December 2014: profit of
£21,435,132). The directors do not recommend the payment of a dividend. Expenditure on tangible fixed
assets during the year was £nil (year ended 31 December 2014: £nil).

Future developments

Following the restructuring of its operations to become a virtual company with minimal cash burn, the
Group expects expenditures to be significantly lower in 2016.
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Directors’ report (continued)

Directors and their interests
The directors who held office during the year and their interests in the share capital of the Company, as
recorded in the register of directors’ interests, of those serving at the year end, were as follows:

Options over ordinary Ordinary shares of £0.001
shares of £0.001 each each
At 31 At 31 At 31 At 31
Dec 2015 Dec 2014 Dec 2015 Dec 2014
PV Allen 80,000 80,000 80,000 80,000
R E Bungay 250,000 250,000 - -

Directors’ qualifying third party indemnity provisions

The Company has granted an indemnity to its directors against liability in respect of proceedings brought
by third parties, subject to the conditions set out in the Companies Act 2006. Such qualifying third party
indemnity provision remains in force as at the date of approving the directors’ report.

Financial risk management

In light of its limited operations, the Group did not seek to hedge its exposure to the US dollar as a result
of its shareholding in CTI Biopharma, Inc. (“CTI) during the year ended 31 December 2015. The Group
did not have any other material exposure to foreign currencies during the year ended 31 December 2015.
To the extent that cash reserves are not required to meet immediate operational requirements, excess
reserves are invested in an interest-bearing deposit account. The Group does not currently have any
material exposure to credit risk.

Charitable and political donations
The Group did not make any charitable or political donations during the year.

Payment of creditors

The Group's policy with respect to the payment of its suppliers is to either use standard payment terms or
to agree payment terms when entering into a transaction and to abide by those terms. Trade payables as
at 31 December 2015 were minimal, reflecting the virtualisation of the Group.

Disclosure of information to the auditors

So far as each person who was a director at the date of approving this report is aware, there is no relevant

audit information, being information needed by the auditor in connection with preparing its report, of which

the auditor is unaware. Having made enquiries of fellow directors and the Group’s auditor, each director

has taken all the steps that they are obliged to take as a director in order to make themselves aware of
_any relevant audit information and to establish that the auditor is aware of that information.

Re-appointment of auditors

A resolution to reappoint Ernst & Young LLP as auditors and to authorise the directors to fix their
remuneration will be proposed at the forthcoming Annual General Meeting.
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Directors’ report (continued)

Statement of directors’ responsibilities in respect of the consolidated financial statements

Company Law requires that the directors are responsible for preparing the Annual Report and the

consolidated financial statements in accordance with applicable United Kingdom law and have elected to

prepare consolidated financial statements in accordance with those International Financial Reporting

Standards as adopted by the European Union. Under Company Law the directors must not approve the

consolidated financial statements unless they are satisfied that they present fairly the financial position,

financial performance and cash flows of the Group for that period. In preparing those consolidated financial
statements, the directors are required to:

e select suitable accounting policies in accordance with IAS8: Accounting Policies, Changes in
Accounting Estimates and Errors, and apply them consistently;
make judgements and estimates that are reasonable and prudent;
present information, including accounting policies, in a manner that provides relevant, reliable,
comparable and understandable information;

e provide additional disclosures when compliance with the specific requirements in IFRSs is insufficient
to enable users to understand the impact of particular transactions, other events and conditions on
the Group's financial position and financial performance;

o state that the Group has complied with IFRSs, subject to any material departures disclosed and
explained in the financial statements; and

« prepare the consolidated financial statements on the going concern basis unless it is inappropriate to
presume that the Group will continue in business.

The directors are responsible for keeping adequate accounting records that are sufficient to show and
explain the Group’s and the Company’s transactions and disclose with reasonable accuracy at any time
the financial position of the Group and Company and enable them to ensure that the consolidated financial
statements comply with the Companies Act 2006. They are also responsible for safeguarding the assets
of the Group and the Company and hence for taking reasonable steps for the prevention and detection of
fraud and other irregularities.

Events after the end of the reporting period

During May 2016 the Group disposed of its interests in the clinical development candidate CHR-3996 to
Viracta in exchange for 3,471,539 shares of the Viracta’'s Series A-1 Preferred Stock valued at
approximately $3 million. During June 2016 the Group received £500,000 from GSK in relation to a
milestone in GSK’s research programme using the ESM technology.

This report was approved by the Board-on 7 November 2016 and has been prepared in accordance with
the Companies Act 2006.

On behalf of the Board

%,

R E Bungay
Director
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Independent auditor’s report to the members of Chroma Therapeutics Limited

We have audited the consolidated and parent company financial statements (the “financial statements”) of
Chroma Therapeutics Limited for the year ended 31 December 2015 which comprise the consolidated statement
of profit or loss and other comprehensive income, consolidated and parent company balance sheets, the
consolidated and parent company statements of changes in equity, the consolidated and parent company cash
flow statements and the related notes 1 to 20. The financial reporting framework that has been applied in their
preparation is applicable law and International Financial Reporting Standards (IFRSs) as adopted by the
European Union.

This report is made solely to the Company’s members, as a body, in accordance with chapter 3 of Part 16 of the
Companies Act 2006. Our audit work has been undertaken so that we might state to the Company’s members
those matters we are required to state to them in an auditor's report and for no other purpose. To the fullest
extent permitted by law, we do not accept or assume responsibility to anyone other than the Company and the
Company’s members as a body, for our audit work, for this report, or for the opinions we have formed.

Respective responsibilities of directors and auditors

As explained more fully in the directors’ responsibilities statement set out on page 7, the directors are
responsible for the preparation of the financial statements and for being satisfied that they give a true and fair
view. Our responsibility is to audit and express an opinion on the financial statements in accordance with
applicable law and International Standards on Auditing (UK and Ireland). Those standards require us to comply
with the Auditing Practices Board's Ethical Standards for Auditors.

Scope of the audit of the financial statements

An audit involves obtaining evidence about the amounts and disclosures in the financial statements sufficient to
give reasonable assurance that the financial statements are free from material misstatement, whether caused
by fraud or error. This includes an assessment of: whether the accounting policies are appropriate to the Group’s
and the parent company’s circumstances and have been consistently applied and adequately disclosed; the
reasonableness of significant accounting estimates made by the directors; and the overall presentation of the
financial statements. In addition, we read all the financial and non-financial information in the annual report to
identify material inconsistencies with the audited financial statements and to identify any information that is
apparently materially incorrect based on, or materially inconsistent with, the knowledge acquired by us in the
course of performing the audit. If we become aware of any apparent material misstatement or inconsistencies
we consider the implications for our report.

Opinion on financial statements

In our opinion:

+ the financial statements give a true and fair view of the state of the Group's and the parent company's
affairs as at 31 December 2015 and of the Group's loss for the year then ended,;

« the Group and Company financial statements have been properly prepared in accordance with IFRSs as
adopted by the European Union; and

« the Group and Company financial statements have been prepared in accordance with the requirements of
the Companies Act 2006.

Opinion on other matter prescribed by the Companies Act 2006
In our opinion the information given in the strategic report and the directors' report for the financial year for which
the financial statements are prepared is consistent with the financial statements.

Matters on which we are required to report by exception

We have nothing to report in respect of the following matters where the Companies Act 2006 requires us to

report to you if, in our opinion:

e adequate accounting records have not been kept or returns adequate for our audit have not been received
from branches not visited by us; or

« the parent company financial statements are not in agreement with the accounting records and returns; or

e certain disclosures of directors’ remuneration specified by law are not made; or

¢ we have not received all the information and explanations we require for our audit.

Emnst “@fnxuj LLFP

lan Oliver (Senior statutory auditor)
for and on behalf of Ernst & Young LLP, Statutory Auditor
Reading

Date: |1 Novembe ~ 2016
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Consolidated statement of profit or loss

and other comprehensive income
for the year ended 31 December 2015

Chroma

THERAPEUTICS

Year ended

Note Year ended
31 December 31 December
2015 2014
£ £
Revenue t 4 36,113 17,000,239
Research and development costs (3,005) (749,895)
Administrative expenses (276,073) (331,416)
Other operating expense 4 (776,387) (36,691)
Operating profit. (1,019,352) 15,882,237
Finance revenue 110 18,258,015
Finance expense (17,493,099) (12,705,120)
Profit/(Loss) before taxation (18,512,341) 21,435,132
Tax credit 7 73 -
Profit / (loss) for the year and total (18,512,268) 21,435,132
comprehensive income/(expense) for the year
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Consolidated balance sheet

as at 31 December 2015

Chroma

THERAPEVUTICS §

Note 31 December 31 December
2015 2014
£ £
ASSETS
Current assets )
Trade and other receivables ] 2,682 176
R&D tax credit receivable 7 - 155,723
Prepayments - 19,723
Available for sale investments - 13,663,119
Cash and short term deposits 10 126,311 187,627
128,993 14,026,368
TOTAL ASSETS 128,993 14,026,368
EQUITY AND LIABILITIES
Equity
Issued capital 12 49,999 49,999
Share premium 63,566,660 63,566,660
Warrants 118,934 118,934
Other reserves 12 189,560 203,281
Accumulated losses (82,809,275) (64,297,007)
Total equity (18,884,122) (358,133)
Non-current liabilities
Unsecured loan 16 18,983,923 13,638,375
Current liabilities
Trade and other payables 14 29,192 746,126
TOTAL EQUITY AND LIABILITIES 128,993 14,026,368
Approved by the Board on 7 November 2016 signed on its behalf by
R E Bungay
Director
Company number: 04066289 (England & Wales)
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Company balance sheet

as at 31 December 2015

Chroma

‘"THERAPEUTICS §

31 December

31 December

Note - 2015 2014
£ £
ASSETS
Non-current assets
Investment in subsidiary company 8 5,000,002 5,000,002
Current assets
Trade and other receivables 9 2,682 176
R&D tax credit receivable 7 - 155,723
Prepayments - 19,723
Available for sale investments - 13,663,119
Cash and short term deposits 10 126,311 187,627
128,993 14,026,368
TOTAL ASSETS 5,128,995 19,026,370
EQUITY AND LIABILITIES
Equity
issued capital 12 49,999 49,999
Share premium 63,566,660 63,566,660
Warrants 118,934 118,934
Other reserves 12 189,560 203,281
Accumulated losses (77,809,273) (59,297,005)
Total equity (13,884,120) 4,641,869
Non-current liabilities
Unsecured loan 16 18,983,923 13,638,375
Current liabilities
Trade and other payables 14 29,192 746,126
TOTAL EQUITY AND LIABILITIES 5,128,995 19,026,370

Approved by the Board on 7 November 2016 signed on its behalf by

oty

R E Bungay
Director

Chroma report and consolidated financial statements- 31 December 2015 1



Chroma

THERAPEUVUTICS

Consolidated and company statements of changes in equnty
for the year ended 31 December 2015

Issued
capital
£

Share
premium
£

Warrants

£

Other
reserves
£

Accumulated
losses

£

Total equity
£

Group
At 1 January 2014

Expense reversal
of share options
issued to
employees (Note
12)

Profit for the year

At 31 December
2014

Expense reversal
of share options
issued to
employees (Note
12)

Loss for the year

At 31 December
2015

Company
At 1 January 2014

Expense reversal
of share options
issued to
employees (Note
12)

Profit for the year

"At 31 December
2014

Expense reversal
of share options
issued to
employees (Note
12)

Loss for the year

At 31 December
2015
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49,999

63,566,660

118,934

224,913

(21,632)

(85,732,139)

21,435,132

(21,771,633)

(21,632)

21,435,132

49,999

63,566,660

118,934

203,281

(13;721)

(64,297,007)

(18,512,268)

(358,133)

(3.721)

(18,512,268)

49,999

63,566,660

118,934

189,560

(82,809,275)

(18,884,122)

49,999

63,566,660

118,934

224,913

(21,632)

(80,732,137)

21,435,132

(16,771,631)

(21,632)

21,435,132

49,999

63,566,660

118,934

203,281

(13,721)

(59,297,005)

(18,512,268)

4,641,869

(13,721)

(18,512,268)

49,999

63,566,660

118,934

189,560

(77,809,273)

(13,884,120)
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Consolidated and company cashflow statements
for the year ended 31 December 2015

Chroma o

Group Company Group Company
Note Year Year Year Year
ended 31 ended 31 ended 31 ended 31
December December December December
2015 2015 2014 2014
£ £ £ £
Cash flows from operating activities
Operating (loss)/profit (1,019,352) (1,019,352) 15,882,237 15,882,237
Adjustments to reconcile operating
(loss)/profit to net.cash flows from
operating activities:
Non-cash items .
e Reversal of expense of share
options issued to employees (13,721) (13,721) (21,632) (21,632)
*  Revaluation of shares held as 844,224 844,224 (338,907) (338,907)
investment
e Licensing income received as non- _ ) (13,302,981) (13,302,981)
cash consideration T T
e  Release of provision against
amount due from subsidiary 9 - (27,024) - (1,801,336)
company ’
. IRelease of provision for onerous B ) (388,169) (388,169)
ease
e  Profit on disposal of fixed assets 4 - - (6,130) (6,130)
Working capital adjustments
e Income tax received 155,796 155,796 - -
e Decrease in payables (716,934) (716,934) (2,417,568) (2,417,568)
e  Decrease in receivables 17,217 44 241 580,410 2,381,746
Net cash outflow from operating
activities (732,770) (732,770) (12,740) (12,740)
Cash flows from investing activities
Proceeds from sale of shares held as
investment 12,818,895 12,818,895 - -
Proceeds from sale of property, plant
and equipment 4 ) ) 6,130 6,130
Net cash flows generated by 12,818,895 12,818,895 6,130 6,130
investing activities
Cash flows from ﬁnancing activities
Repayment of unsecured loan (12,147,551) (12,147,551) 570 570
Interest received 110 110 570 570
Net cash inflow/(outflow) from (12,147,441) (12,147,441) 570 570
financing activities
Net (decrease) in cash and cash
equivalents (61,316) (61,316) (6,040) (6,040)
g:rsigdand cash equivalents at start of 10 187,627 187,627 193,667 193,667
Cash and cash equivalents at end of 10 126,311 126,311 187,627 187,627

period
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Chroma o

Notes to the consolidated financial statements
for the year ended 31 December 2015

1 CORPORATE INFORMATION
The group and company financial statements of Chroma Therapeutics Limited for the year ended
31 December 2015 (“financial statements”) were authorised for issue in accordance with a
resolution of the directors on 7 November 2016. Chroma Therapeutics Limited is a limited
company incorporated in England & Wales and domiciled in the United Kingdom.

2 BASIS OF PREPARATION
The consolidated financial statements have been prepared on a historical cost basis, except for
provisions, employee share options, warrants and items settled by issue of shares, which have
been measured at fair value. The financial statements are presented in sterling and all values
are rounded to the nearest pound.

Going concem

The financial statements have been prepared on a going concern basis, which assumes that, for
the foreseeable future, the Group will continue in operation and be able to meet its liabilities as
they fall due. In concluding that it is appropriate to adopt the going concern basis the directors
considered cash flow forecasts for the 12 month period from the date of these financial
statements.

Given the various restructuring events which began in 2012 and continued to the date of this
report the Directors describe here the position at the date of this Report.

The Group’s sole debt obligations, other than minimal working capital supplier balances, are the
unsecured loan notes held by certain of the Company’s corporate shareholders, with a
contractual repayment date of 19 January 2018. The future cash repayment amount, as at 31
December 2015, is fixed at £19,942,50, including principal and all associated interest/redemption
premiums. A further repayment of loan notes of £475,000 has been made since the balance
sheet date.

The Group is now virtual, with minimal cash outgoings, and is organised in order to collect
potential future milestones, royalties and revenue shares from its collaborations with GSK and
CRTPF.

Based on current financial forecasts, the Group has adequate funds to run its envisaged
operations for the 12 month period from the date of these financial statements.

Whilst a significant proportion of the unsecured loan is expected to remain outstanding at the
current contractual repayment date of 19 January 2018 and uncertainties exist in relation to the
timing and quantum of future cash receipts from GSK and CRTPF, and completing the extension
of the contractual repayment date of unsecured loans until after the receipt of such amounts, the
Directors have reasonable expectations that the noteholders will consent to extending the
contractual repayment date and that sufficient future milestones, royalties and revenue shares
will be generated to enable the remaining unsecured loan notes to be repaid. In the event that
such future cash receipts are not sufficient to repay the outstanding unsecured loan notes, the
Group would renegotiate the outstanding loan amounts to a level which could be settled based
on funds available. The status of future collaboration income will be reassessed regularly by the
directors and shareholders/loan note holders.

Accordingly the Board considers that the business is a going concern and continues to adopt the

going concern basis in preparing the financial statements. The financial statements do not
contain the adjustments that would result if the Group was unable to continue as a going concern.
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Notes to the consolidated financial statements
for the year ended 31 December 2015

2 BASIS OF PREPARATION (continued)

Basis of consolidation

The consolidated financial statements comprise the financial statements of Chroma Therapeutics
Limited and its subsidiary as at 31 December each year. Subsidiaries are fully consolidated from
the date of acquisition, being the date on which the Group obtains control, and continue to be
consolidated until the date that such control ceases. The financial statements of the subsidiary
are prepared with the same accounting reference date of 31 December, using consistent
accounting policies. All intra-group transactions are eliminated in full. No profit and loss account
is presented for the Company as permitted by Section 408 of the Companies Act 2006. The
Company made a loss for the year of £20,093,836 (year ended 31 December 2014: profit of
£21,435,132).

Statement of compliance

The financial statements of the Group have been prepared in accordance with International
Financial Reporting Standards (“IFRSs") as adopted by the European Union. All IFRSs issued
by the International Accounting Standards Board (“IASB”) that were effective at the time of
preparing the financial statements and adopted by the European Commission for use inside the
EU were applied by the Group. These Group and the Company financial statements have been
prepared in accordance with [FRS and the Interpretations issued by the International Financial
Reporting Interpretations Committee (“IFRIC") and with those parts of the Companies Act 2006
applicable to companies reporting under IFRS.

Changes in accounting policies

The accounting policies adopted by the Group are consistent with the previous financial year
except for the following relevant new and amended:IFRSs and IFRIC interpretations effective as
of 1 January 2015:

e  Annual Improvements 2010-2012 Cycle effective 1 July 2014

e Annual Improvements 2011-2013 Cycle effective 1 July 2014

Adoption of these standards did not have any effect on the Group, or result in any changes in
accounting policy or additional disclosure.

New IFRSs and interpretations not yet adopted

The following new IFRSs and interpretations, relevant to the Group, have been issued up to the

date of signing the 2015 financial statements but are not yet effective and have not been applied

in the Group's 2015 financial statements:

e |IFRS 9 Financial Instruments effective 1 January 2018

e |IFRS 15 Revenue from Contracts with Customers effective 1 January 2018

¢ |FRS 16 Leases effective 1 January 2019

¢ |AS 1 Presentation of Financial Statements Amendments as result of the Disclosure initiative
effective 1 January 2017

e |AS 7 Statement of Cash Flows Amendments as result of the Disclosure initiative effective
1 January 2017

e IAS 12 Income Taxes Amendments regarding the recognition of deferred tax assets for
unrealised losses effective 1 January 2017

e |AS 38 Intangible Assets Amendments regarding the clarification of acceptable methods of
depreciation and amortisation effective 1 January 2016

e Annual Improvements 2012-2014 Cycle effective 1 January 2016

The impact of the adoption of the IFRSs and interpretations listed above is not expected to have
a material impact on the financial position or performance of the Group.

Significant accounting judgements, estimates and assumptions

The Group has not applied any judgements (other than estimations) having a significant effect
on any amounts recognised in the financial statements. The Group has not identified any
assumptions concerning the future and other key sources of estimation uncertainty at the end of
the reporting period, that have a significant risk of causing a material adjustment to the carrying
amounts of assets and liabilities within the next financial year.
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Notes to the consolidated financial statements
for the year ended 31 December 2015

3 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Research and development costs

The principal business activity of the Group is the research and development of human
therapeutic agents. In order to achieve authorisation from the appropriate regulatory authorities
to sell human therapeutic agents, multiple studies and clinical trials must be successfully
completed. Such activities require the application of substantial resources and skilled individuals,
which may not be available to the Group on a timely basis or at all. The risks associated with the
successful completion of a registration programme for a therapeutic agent are substantial. In
many cases the Group may choose to license its therapeutic programmes to a third party with
substantially greater resources, however the risks associated with successful completion of a
registration programme remain high.

Research costs are expensed as incurred. Reflecting the risks highlighted above, the Group
capitalises internal development costs only to the extent that it is more likely than not that the
associated therapeutic agent will obtain authorisation from regulatory authorities. The threshold
for such recognition will normaily be the successful completion of the final human clinical studies
required to complete a registration package for a therapeutic agent. The value of such an
intangible asset is capitalised by reference to the costs incurred in creating the asset and then
amortised by reference to the useful economic life of, and the projected revenues from, the
therapeutic agent. Likewise, the Group may from time to time acquire rights to use the intellectual
property of a third party in the conduct of its research and development programmes. The ability
to generate future economic benefits from such rights are subject to the successful registration
of the programmes using such intellectual property, and therefore the same risks as noted above.
Consequently, intangible assets arising from acquired intellectual property rights are subject to
the same capitalisation and amortisation criteria as internal development costs, as noted above.
The Group has not incurred any costs meeting the capitalisation criteria detailed above to date.

Impairment of assets

The Group assesses at each end of reporting period whether there is an indication that an asset
may be impaired. If any such indication exists, or where annual impairment testing for an asset
is required, the Group makes an estimate of the assets recoverable amount. An assets
recoverable amount is the higher of an assets fair value less costs to sell and its value in use
and is determined for an individual asset, unless the asset does not generate cash inflows that
are largely independent of those from other assets or groups of assets. Where the carrying value
of an asset exceeds its recoverable amount, the asset is considered impaired and is written down
to its recoverable amount. In assessing value in use, the estimated future cash 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 to the asset. Impairment losses
of continuing operations are recognised in the statement of profit or loss and other
comprehensive income in those expense categories consistent with the function of the impaired
asset.

Chroma report and consolidated financial statements- 31 December 2015 16



Chroma o

Notes to the consolidated financial statements
for the year ended 31 December 2015

3 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Impairment of assets (continued)

An assessment is made at each end of reporting period as to whether there is any indication that
previously recognised impairment losses may no longer exist or may have decreased. If such
indication exists, the recoverable amount is estimated. A previously recognised impairment loss
is reversed only if there has been a change in the estimates used to determine the asset's
recoverable amount since the last impairment loss was recognised. If that is the case the carrying
amount of the asset is increased to its recoverable amount. That increased amount cannot
exceed the carrying amount that would have been determined, net of depreciation, had no
impairment loss been recognised for the asset in prior years. Such reversal is recognised in the
statement of profit or loss and other comprehensive income unless the asset is carried at
revalued amount, in which case the reversal is treated as a revaluation increase. After such a
reversal the depreciation charge is adjusted in future periods to allocate the asset’s revised
carrying amount, less any residual value, on a systematic basis over its remaining useful life.

Available-for-sale investment - quoted equity shares

Assets are designated as available-for-sale if they are not held for operational purposes and are
readily tradable on a recognised investment exchange. The fair value of the quoted equity shares
is determined by reference to published price quotations in an active market at the end of each
reporting period, and gains or losses are recorded in the statement of profit or loss and other
comprehensive income.

Cash and short-term deposits
Cash and short-term deposits in the balance sheet comprise cash at banks net of outstanding
bank overdrafts

Leases

The determination of whether an arrangement is, or contains a lease is based on the substance

of the arrangement at inception date of whether the fulfiiment of the arrangement is dependent

upon the use of a specific asset or assets or the arrangement conveys a right to use the asset.

A reassessment is made after the inception of the lease only if one of the following applies:

a There is a change in contractual terms, other than a renewal or extension of the
arrangement;

b A renewal option is exercised or extension granted, unless the term of the renewal or
extension was initially included in the lease term;

¢ There is a change of the determination of whether fulfilment is dependent upon a specified
asset; or

d There is a substantial change to the asset.

When a reassessment is made, lease accounting shall commence or cease from the date when
the change in circumstances gave rise to the reassessment for scenarios a, ¢ and d and at the
date of renewal or extension for scenario b.

Pensions and other post-employment benefits
The Group operates a defined contribution pension scheme and pension contributions are
charged to the statement of comprehensive income as incurred.

Share-based payment transactions

From time-to-time the Company issues shares as consideration for rights granted under
technology licence agreements and grants share options to employees of the Group. Both types
of share-based payment are equity settled transactions as detailed below.

Equity-settled transactions

The cost of equity-settled technology rights transactions is measured by reference to fair value
of the equity issued at the date on which the relevant technology rights are granted to the Group.
The cost is expensed to the statement of profit or loss and other comprehensive income
immediately on obtaining such rights. The cost of equity-settled transactions with employees and
directors is measured by reference to the fair value at the date at which they are granted (after
approval by the directors) and is recognised as an expense over the vesting period, which ends
on the date on which the relevant employees and directors become fully entitled to the award.
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3 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Share-based payment transactions (continued)

Fair value is determined using the Black-Scholes pricing model. In valuing equity-settled
transactions, no account is taken of any vesting conditions, other than conditions linked to the
price of the shares of the Company (market conditions).No expense is recognised for awards
that do not ultimately vest, except for awards where vesting is conditional upon a market
condition, which are treated as vesting irrespective of whether or not the market condition is
satisfied, provided that all other performance conditions are satisfied.

At each end of reporting period before vesting, the cumulative expense is calculated,
representing the extent to which the vesting period has expired and management'’s best estimate
of the achievement or otherwise of non-market conditions, number of equity instruments that will
ultimately vest or in the case of an instrument subject to a market condition, be treated as vesting
as described above. The movement in cumulative expense since the previous end of reporting
period is recognised in the statement of profit or loss and other comprehensive income, with a
corresponding entry in equity.

Where the terms of an equity-settled award are modified or a new award is designated as
replacing a cancelled or settled award, the cost based on the original award terms continues to
be recognised over the original vesting period. In addition, an expense is recognised over the
remainder of the new vesting period for the incremental fair value of any modification, based on
the difference between the fair value of the original award and the fair value of the modified
award, both as measured on the date of the modification. No reduction is recognised if this
difference is negative. '

Where an equity-settled award is cancelled, it is treated as if it had vested on the date of
cancellation, and any cost not yet recognised in the statement of profit or loss and other
comprehensive income for the award is expensed immediately. Any compensation paid up to the
fair value of the award at the cancellation or settlement date is deducted from equity, with any
excess over fair value being treated as an expense in the statement of profit or loss and other
comprehensive income.

Provisions

Provisions are recognised when the Group has a present obligation (legal or constructlve) as a
result of a past event, it is probable that an outflow of resources embodying economic benefits
will be required to settle the obligation and a reliable estimate can be made of the amount of the
obligation.

Warrants .

Warrants are measured at the date of issue using the Black-Scholes pricing model taking into
account the terms and conditions upon which the instruments were granted (see Note 14).The
treatment of warrants issued to Hercules during 2010 is explained in Note 14.

Revenue recognition

Revenue is recognised to the extent that it is probable that the economic benefits will flow to the
Group and the revenue can be reliably measured. The following specific recognition criteria must
also be met before revenue is recognised:

Interest income
Revenue is recognised as interest accrues using the effective interest rate method.

Research and development collaboration income

Receipts under research and development collaboration agreements are recognised upon
confirmation from the collaborator that the relevant criteria for receipt of such payments have
been met by the Group. Where the income relates to an ongoing obligation it is recognised as
income over the period necessary to match the income on a systematic basis to the costs relating
to the contractual obligation. Where the income relates to the successful completion of an
objective under the collaboration agreement (referred to as a “milestone” receipt), it is fully
recognised upon confirmation from the collaborator that the relevant criteria for receipt of such
payments have been met by the Group.
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3 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Taxation

Current tax

Current tax assets for the current and prior periods are measured at the amount expected to be
recovered from the taxation authorities. The tax rates and tax laws used to compute the amount
are those that are enacted or substantively enacted by the end of the reporting period.

Deferred tax

Deferred income tax is provided using the liability method on temporary differences at the-end of
reporting period between the tax bases of assets and liabilities and their carrying amounts for
financial reporting purposes.

Deferred income tax assets are recognised for all deductible temporary differences, carry-
forward of unused tax credits and unused tax losses, to the extent that it is probable that taxable
profit will be available against which the deductible temporary differences, and the carry-forward
of unused tax credits and unused tax losses can be utilised. The carrying amount of deferred
income tax assets is reviewed at each end of reporting period and reduced to the extent that it is
no longer probable that sufficient taxable profit will be available to allow all or part of the deferred
income tax asset to be utilised. Unrecognised deferred income tax assets are reassessed at
each end of reporting period and are recognised to the extent that it has become probable that
future taxable profit will allow the deferred tax asset to be recovered.

Deferred tax assets and liabilities are measured on an undiscounted basis at the tax rates that
are expected to apply to the year when the asset is realised, based on tax rates (and tax laws)
enacted or substantively enacted at the end of reporting period.

Loans and borrowings

After initial recognition, interest-bearing loans and borrowings are subsequently measured at
amortised cost using the effective interest rate method. Backend fees (including ‘balloon’ interest
payments) on interest-bearing loans and redemption premiums on non-interest bearing loans
-are amortised using the effective interest rate method over the period of the loan. Gains and
losses are recognised in the statement of profit or loss and other comprehensive income when
the liabilities are derecognised as well as through the amortisation process.

Borrowing costs
Interest payable on loans is recognised as it accrues using the effective interest rate method.

Foreign currency translation

Monetary assets and liabilities in foreign currencies are translated into sterling at the rates of
exchange ruling at the end of each reporting period. Transactions in foreign currencies are
translated into sterling at the rate ruling on the date of the transaction. All exchange differences
arising in the normal course of business are taken to the statement of profit or loss and other
comprehensive income as they arise.

Segment information

The Group operates in one business segment, the research and development of novel
therapeutic agents for the treatment of cancer and inflammatory disorders. The Group’s revenue
streams during the reporting period were research and development collaboration income and
the sale of technology (Note 4). As a consequence, no segmental analysis of revenue is required
for the reporting period; a geographic split of research and development collaboration income is
presented based upon the country of domicile of the collaboration partner.
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REVENUE AND EXPENSES

Revenue comprises the following:

Year ended Year ended

31 Dec 2015 31 Dec 2014

£ £

Milestone revenue (Note 4a) - 1,847,257

Sale of technology 36,113 15,152,982
36,113 17,000,239

Revenue was derived from the following territories:

Year ended Year ended

31 Dec 2015 31 Dec 2014

£ £

United States , - 17,000,239

Asia 36,113 -

36,113 17,000,239

(a) Research and development collaboration income

During the year ended 31 December 2009, the Group entered into a multi-year research and
development collaboration agreement with GlaxoSmithKline (“GSK Agreement”) under which the
Group was to progress four specified research programmes to completion of clinical proof of
concept studies. During the year ended 31 December 2013 the GSK Agreement was
renegotiated such that GSK became solely responsible for all research and development
activities, with a consequent reduction in the downstream milestone payments and royalties due
to the Group. Upon execution of this amendment a signature fee of £1,000,000 was payable to
the Group and was recognised in the statement of of profit or loss and other comprehensive
income for the year ended 31 December 2013. A further £1,500,000 was paid to the Group
reflecting achievement of certain deliverables and was recognised in the statement of of profit or
loss and other comprehensive income for the year ended 31 December 2014.

During the year ended 31 December 2011, the Group entered into a collaboration agreement
with Cell Therapeutics, Inc. (“CTI") under which CTI and the Group were jointly developing the
Group’s agent tosedostat, with CTI receiving exclusive rights to manufacture and commercialise
tosedostat in the Americas. The Group received an upfront payment of $5,000,000 (£3,086,801)
following signature of the agreement with CTI which was to be recognised over the life of the
collaboration. During the year ended 31 December 2014 the Group divested its tosedostat
programme to CTI for a one-off payment of £13,302,982 in CTI shares, which has been
recognised fully in the statement of of profit or loss and other comprehensive income. Reflecting
the cessation of all the Group’s obligations with respect to tosedostat, previously deferred
revenue of £1,847,257 in respect of the original $5,000,000 signature payment was recognised
in the statement of of profit or loss and other comprehensive income for the year ended 31
December 2014.

During the year ended 31 December 2014 the Group divested its ESM technology to CRTPF
and received an up-front cash payment of £350,000 which was recognised in the statement of
of profit or loss and other comprehensive income for the year ended 31 December 2014.

During the year ended 31 December 2015 the Group divested its certain residual rights relating
to diagnostic technology and received a one-off cash amount of £36,113 ($50,000) which was
recognised in the statement of of profit or loss and other comprehensive income for the year
ended 31 December 2015.

A reconciliation of deferred income is shown in Note 15.
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4 REVENUE AND EXPENSES (continued)

THERAPEUTICS

e

Chroma o

(b) Depreciation and amortisation included in the statement of profit or loss and other

comprehensive income

Year ended Year ended
31 Dec 2015 31 Dec 2014
£ £

Included in research and development costs:
Operating lease expense - 484,534
Operating lease sub-letting income - (135,961)

Included in administrative expenses:

Operating lease expense - 145,624
Operating lease sub-letting income - (40,781)
Net foreign exchange differences (358,477) (381,821)

Operating lease expense and sub-letting income disclosed above excludes reversal of a
provision against future lease costs of £388,169 which was recognised in the statement of profit

or loss and other comprehensive income for the year ended 31 December 2014.

(c) Employee benefits expense

Year ended Year ended
31 Dec 2015 31 Dec 2014
£ £
Wages and salaries 42,211 586,568
Social security costs 59,433 63,118
Pension costs 2,276 31,5676
Reversal of share options expense (13,721) (21,631)
' 90,199 659,631

Of which:
Included in research and development costs - 164,672
Included in administrative expenses 90,199 494,959
90,199 659,631

(d) Other operating income/(expense)

Year ended Year ended
31 Dec 2015 31 Dec 2014
£ £
Profit on disposal of fixed assets - 6,130
Foreign exchangé gains 358,477 -
Loss on revaluation of available-for-sale investments (1,134,864) (42,821)
(776,387) (36,691)

During the year ended 31 December 2014 assets which had an original cost of £356,106 and
accumulated depreciation of £356,106 were disposed of for proceeds totalling £6,130, leading
to a profit on disposal of £6,130. Following these disposals, there are no assets left in use at 31

‘December 2014 or 31 December 2015.
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6

REVENUE AND EXPENSES (continued)

(e) Eees paid to auditors

Administrative Expenses include fees paid to the auditors for audit services of £12,000 (year
ended 31 December 2014: £15,000), for corporate finance advisory services of £nil (year ended
31 December 2014: £nil), for other services relating to taxation of £3,000 (year ended 31
December 2014: £5,000) and other accounting services of £2,500 (year ended 31 December
2014: £2,500). The fees for audit services include £2,500 in respect of the audit of the Company’s
subsidiary (year ended 31 December 2014: £2,500).

(f Finance revenue and expense
Finance revenue comprises the following:

31 Dec 2015 31 Dec 2014
£ £
| t ivabl h at bank and
nterest receiva 'e on cash at bank an 110 570
short term deposits
Gain on extingishment o_f unsecured loan (Note 16) - 18,257,445
110 18,258,015
Finance expense comprises the following amounts:
31 Dec 2015 31 Dec 2014
£ £
;:\g)cretlon of unsecured loan to repayment amount (Note 17,493,099 12,705.120
17,493,099 12,705,120
EMPLOYEES

The average number of employees of the Group during the year (excluding directors) was as
follows:

Year ended Year ended

31 Dec 2015 31 Dec 2014

Research and development - 2
Administration - 1
- 3

DIRECTORS’ REMUNERATION

Year ended Year ended
31 Dec 2015 31 Dec 2014

£ £

Total emoluments - 468,209
Compensation for loss of office - 81,568
Employers contributions paid to money purchase ) 14.883

pension schemes

Total emoluments for the year ended 31 December 2015 include £nil (year ended 31 December
2014: £249,949) recognised in respect of bonuses under a long term incentive plan (LTIP) which
had either accrued prior to the year end but which were paid after the year end or was the portion
of the estimated future payments likely to accrue under the LTIP attributable to the period from
initiation of the LTIP to the financial year end. As at 31 December 2015, no director (31 December
2014: no director) was accruing benefits under defined contribution pension schemes.
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The amounts in respect of the highest paid director are as follows:
Year ended Year ended
31 Dec 2015 31 Dec 2014
£ £
Total emoluments 8,952 391,386
Employers contributions paid to money purchase ) 14 883
pension schemes '
7 TAXATION
(a) Current income tax
Year ended Year ended
31 Dec 2015 31 Dec 2014
£ £
R&D tax credit receivable — adjustment in respect of prior 73 _
year .
73 -

(b) Factors affecting the tax credit for the year

The tax assessed on the (loss) / profit for the year for the Group is lower than the effective
standard rate of UK corporation tax. The differences are explained below:

Year ended Year ended
31 Dec 2015 31 Dec 2014
£ £
(Loss)/Profit before tax (18,512,341) ' 21,435,132
(Loss)/Profit before tax multiplied by effective :
standard rate of corporation tax in the UK of 20.25% (3,748,749) 4,608,553
(year ended 31 December 2014: 21.5%)
Effect of:
Disallowed expenses and non-taxable income 232,504 (1,843,078)
Enhanced deduction — R&D relief - (117,138)
Timing differences between capital allowances and (254) (328)
depreciation charges
Brought forward tax losses surrendered for current ) (2,.658,471)
year profits
. Unrelieved tax losses 3,516,499 10,462
Current tax credit for the period - -
Adjustment relating to R&D tax credit claims for prior 73 -
periods
Total tax credit for the year 73 -

The standard rate of UK corporation tax was reduced from 21% to 20% with effect from 1 April
2015, giving rise to an effective rate of tax for the year ended 31 December 2015 of 20.25%.
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7 TAXATION (continued)
. (c¢) Deferred income tax
The deferred tax asset, calculated at the substantially enacted rate of UK corporation tax of 18%
(31 December 2014: 20%) for the earliest period when losses are expected to be utilised, not
recognised in the financial statements is as follows:
Year ended Year ended
31 Dec 2015 31 Dec 2015
. £ £
Decelerated capital allowances/(capital allowances
in advance of depreciation) 1,026 1,391
Tax losses available 9,793,564 10,656,478
9,794,590 10,657,869
The deferred tax asset has not been recognised as there is uncertainty regarding when suitable
future profits against which to offset the accumulated tax losses will arise. There is no expiration
date for the accumulated tax losses.
The Summer Finance Bill 2015 proposed two changes to the future mainstream corporation tax
rate. From 1 April 2017 the rate will reduce from 20% to 19% and from 1 April 2020 the rate will
reduce further to 18%. The finance bill 2016 proposed a reduction of the rate from 1 April 2020
to 17%, this was not substantially enacted by 31 December 2015. Itis estimated that the impact
on the unrecognised deferred tax as a result of the 2016 finance bill rate change is a reduction
in the balance of £544,144.
8 INVESTMENTS
Company
31 Dec 2014 31 Dec 2013
£ £
Investment in subsidiary company 5,000,002 5,000,002
Name of Country of Class of Proportion Activity
subsidiary incorporation shares held held
MacroTarg Ltd UK Ordinary 100% Research and development
The cost of investment in subsidiary is recorded at fair value on the date of acquisition.
9 TRADE AND OTHER RECEIVABLES
Group Company
31 Dec 31 Dec 31 Dec 31 Dec
2015 2014 2015 2014
£ £ £ £
VAT recoverable 2,682 - 2,682 -
Other debtors - 176 - 176
Amounts due from
subsidiary company
' 2,682 176 2,682 176

Amounts due from subsidiary company represent an inter-company loan account with the
Company's wholly-owned subsidiary company, MacroTarg. The loan carries interest on the
average balance outstanding each month at 2% above the base lending rate of Barclays Bank
plc.
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TRADE AND OTHER RECEIVABLES (continued)

The Company does not have a right to recall the loan except in the event that MacroTarg ceases
to be a wholly-owned subsidiary of the Company, in which case the Company has the right to
request repayment of the loan on 90 days’ notice.

The amount due from MacroTarg for the year ended 31 December 2015 of £1,121,503 (year
ended 31 December 2014: £1,094,479) has been fully provided for in the Company's accounts
since MacroTarg has negative net assets and is therefore judged unlikely to be able to repay the
loan balance should it be recalled. The movements on the inter-company loan account were as
follows:

Loan account Provision Net balance
£ £ £
At 1 January 2014 2,895,815 (2,895,815) -
Movement in year : (1,801,336) 1,801,336 -
At 31 December 2014 1,094,479 (1,094,479) -
Movement in year 27,024 (27,024) -
At 31 December 2015 1,121,503 (1,121,503) -
CASH AND SHORT TERM DEPOSITS
'Group and Company
31 Dec 2015 31 Dec 2014
£ £
Cash at bank and in hand - (1,108)
Short term deposits 126,311 . 188,735
126,311 187,627

Cash at bank earns interest at floating rates based on daily bank deposit rates. Short term
deposits are made for periods between one day and twelve months depending upon the
immediate cash requirements of the Group, and earn interest at the respective short-term deposit
rates. Interest earned is detailed in Note 4.

SHARE-BASED PAYMENT PLANS

Enterprise Management Incentive (‘EMI’) scheme

All employees of the Group participate in the Company’s EMI share option scheme. Options
granted under this scheme vest over a period of four years from the commencement date and,
to the extent they have vested, are only exercisable in the event of an initial public offering of the
Company’s shares or trade sale of the Company. The exercise price of the options is the market
value of the Company'’s ordinary shares at the date of grant of the option. The options expire
after 10 years from their commencement date. The following table illustrates the number and
weighted average exercise price (WAEP) of, and movements in, share options during the year.

Year ended 31 Dec 2015

Year ended 31 Dec 2014

Number WAEP Number WAEP
Outstanding at the beginning
of the period 2,180,500 £0.20 2,555,500 £0.19
Lapsed during the period (246,000) £0.13 (245,000) £0.A12
Forfeited during the period - - (130,000) £0.23
Outstanding at the end of
the period 1,934,500 £0.21 2,180,500 £0.20
Exercisable at the end of the ) i i i
period
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SHARE-BASED PAYMENT PLANS (continued)
The options outstanding at 31 December 2015 had a weighted average remaining contractual
life of 0.7 years (31 December 2014: 1.4 years) and have exercise prices in the range £0.14 to

'£0.40 per share (31 December 2014: £0.12 to £0.40 per share).Included within the outstanding

options are 282,500 options issued to former directors of the Company on an unapproved basis
under the rules of the EMI scheme.

The fair value of options is measured at the date of grant using the Black-Scholes pricing model,
taking into account the terms and conditions upon which the options were granted. The Company
did not grant any options during the current or prior financial year.

The Company does not have any historical data relating to the expected period to exercise of
the options and therefore has estimated this based upon industry experience, with a 7 year period
assumed for senior management and a 5 year period assumed for all other employees. The
expected volatility has been estimated based upon historical data from companies with a similar
profile in the biotechnology sector. The risk free interest rate represents a weighted average of
the yield for gilts issued by the UK government at the date of grant of each option. The weighted
average share price is determined by performing a share valuation at the date of grant of the-
options. The expense calculation includes an allowance for forfeiture of 10% of the total share
options granted other than to senior management, for which the forfeiture rate is estimated as
0%. The fair value calculation does not include any allowance for dividends as the Company
has no available profits for distribution.

The credit to the statement of profit or loss and other comprehensive income, arising from
reversal of previous charges arising from employees leaving the Company before options have
vested, is detailed in Note 4.

ISSUED CAPITAL AND RESERVES

Authorised capital

31 Dec 2015
Number

31 Dec 2014 31 Dec 2015
Number £

31 Dec 2014
£

Ordinary shares of £0.001 each

Convertible preferred ordinary
shares of £0.001 each

B-1convertible preferred
ordinary shares of £0.001 each

C converttible preferred ordinary
shares of £0.001 each

D convertible preferred ordinary
shares of £0.001 each

6,900,000
13,000,000
3,875,969

22,500,000

8,571,428

6,900,000 6,900
13,000,000 13,000

3,875,969 3.876

22,500,000 22,500

8,671,428 8,571

6,900
13,000

3,876
22,500

8,571

58,847

58,847

Chroma report and consolidated financial statements- 31 December 2015

26



Notes to the consolidated financial statements

for the year ended 31 December 2015

12 ISSUED CAPITAL AND RESERVES (continued)
Issued capital
31 Dec 2015 31 Dec 2014 31 Dec 2015 31 Dec 2014
Number Number £ £
Issued and fully paid:
Ordinary shares of £0.001 each 1,657,200 1,657,200 1,657 1,657
A ordinary shares of £0.001 each 700,000 700,000 700 700
B ordinary shares of £0.001 each 450,000 450,000 450 450
C ordinary shares of £0.001 each 200,000 200,000 200 200
E ordinary shares of £0.001 each 190,000 190,000 190 190
A convertible preferred ordinary
shares of £0.001 each 1,766,874 1,766,874 1,767 1,767
B convertible preferred ordinary
shares of £0 001 each 10,629,340 10,629,340 10,629 10,629
B-1 convertible preferred ordinary
shares of £0.001 each 3,875,969 3,875,969 3,876 3,876
C convertible preferred ordinary .
shares of £0.001 each 22,058,823 22,058,823 22,059 22,059
D convertible preferred ordinary )
shares of £0.001 each 8,571,428 8,571,428 8,571 8,571
49,999 49,999

Ordinary shares

The Atticles of Association allow for the sub-categorisation of the Company’s ordinary shares
into A, B, C, D, or E ordinary shares. These sub-classes have rights identical to the ordinary
shares other than being subject to a vesting period of between 13 months and 59 months from
the vesting commencement date. As at 31 December 2015 and 31 December 2014 there were
no ordinary shares that had not yet vested. The shares issued subject to vesting can be
repurchased by the Company at the original subscription price if the employee leaves
employment prior to vesting. Although such an arrangement has the characteristics of an early-
exercised share option, no compensation charge on such share arrangements has been
recorded as it is immaterial over the vesting period. The unvested shares have been reflected as
issued share capital in the balance sheet and not included in the share option data disclosed in
Note 11.

The Company did not issue any ordinary shares during the years ended 31 December 2015 and
31 December 2014.

The Company has reserved 3,130,000 ordinary shares (2014: 3,130,000 ordinary shares) for
issue under options (see Note 11), of which 1,934,500 options were issued and outstanding at
31 December 2015 (31 December 2014: 2,185,500).

Convertible preferred ordinary shares

The convertible preferred ordinary shares carry the right to receive a fixed non-cumulative
dividend payable semi-annually, to the extent that the Company has distributable reserves, at
the rate of 7% per annum on the subscription price for the A convertible preferred ordinary shares
and 8% per annum on the subscription price for the B, B-1, C and D convertible preferred ordinary
shares. Each convertible preferred ordinary share can be converted to one ordinary share
automatically upon the flotation or initial listing of the Company on a stock exchange. Upon a
liquidation or sale of the Company where the proceeds are below the subscription price of the
convertible preferred ordinary shareholders, those shares become participating shares in that
the distribution of any proceeds after settling arrears of dividends will be applied firstly in returning
the capital subscribed by the convertible preferred ordinary shareholders, with the balance being
distributed amongst the ordinary and convertible preferred ordinary shareholders as if conversion
to ordinary shares had taken place. In the event that new shares are issued for consideration
less than their respective subscription prices, the B, B-1, C and D convertible preferred ordinary
shareholders are entitled to a bonus issue of shares.
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12 ISSUED CAPITAL AND RESERVES (continued)
In all other respects the ordinary and convertible preferred ordinary shares rank pari passu. The
convertible preferred ordinary shares are classified as equity based on analysis of the terms
described above.

During the financial years ended 31 December 2015 and 31 December 2014, the Company did
not issue any new convertible preferred ordinary shares.

Nature and purpose of other reserves

‘Other reserves’ of £189,560 (year ended 31 December 2014: £203,281) comprises the
cumulative share-based payment charge for share options issued under the Company’'s EMI
share option scheme (see Note 11).

13 WARRANTS
The fair value of a warrant is measured at the date of issue using the Black-Scholes pricing
model, taking into account the terms and conditions upon which the warrant was granted.

During the year ended 31 December 2010, the Group issued a warrant instrument to subscribe
for preferred shares in the Company to Hercules Technology Growth Capital (“Hercules”). The
amount of shares subscribable under the warrant instrument is calculated as 8% of the value of
the secured loan provided by Hercules (i.e. $800,000) divided by the lower of £1.75, the price of
the last financing round, and the price of the Company’s next bona fide financing round. The
type of shares issuable under the warrant instrument are D convertible preferred ordinary shares
or, in case the Company issues a new class of shares under a new financing round, such new
class of shares at the option of Hercules. Since, at the time of issue of the warrants, the relevant
subscription price of the lower of £1.75 and the price of the Company’s next bona fide financing
round is considered by the directors to represent the fair value of D convertible preferred ordinary
shares at that date, and the warrant instrument is not in return for services nor linked to the
secured loan, no accounting arises on issue or throughout the life of the warrant instrument.

As at 31 December 2015 there were 249,999 unexpired warrants to subscribe. for C convertible
preferred ordinary shares at a price of £1.35 per share (31 December 2014: 249,999 unexpired
warrants to subscribe for C convertible preferred ordinary shares at a price of £1.35 per share)
and 325,261 unexpired warrants to subscribe for D convertible preferred ordinary shares at a
price of £1.75 per share (31 December 2014: 325,261 unexpired warrants to subscribe for D
convertible preferred ordinary shares at a price of £1.75 per share).

14 TRADE AND OTHER PAYABLES

Group and Company

31 Dec 2015 31 Dec 2014

£ £

Trade payables 1,692 3,540
Taxation and social security - 8,340
VAT payable ’ - 54,497
Other payables and accruals 27,500 677,749
29,192 746,126

Other payables and accruals include outstanding contributions payable to the defined
contribution pension scheme of £nil (31 December 2014: £666).
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14 TRADE AND OTHER PAYABLES (continued)

The terms and conditions of the above financial liabilities are as follows:

e Trade payables are non-interest bearing and are settled based upon pre-agreed credit
terms, typically within 30 days from the date of the invoice

e Taxation and social security creditors and contributions payable to the defined contribution
pension scheme are non-interest bearing and are due during the month following payment
of the salaries to which they relate '

e Other payables are non-interest bearing and primarily comprise accruals for liabilities
incurred but not yet invoiced :

15 DEFERRED INCOME
Group and Company
31 Dec 2015 31 Dec 2014
£ £

Research and development
collaboration income:

e At1January - 1,847,257

e Released to the
statement of profit or loss
-and comprehensive
income

- (1,847,257)

Of which:
e  Current portion - -
* Non-current portion - . -

Details of income released to the statement of profit or loss and other comprehensive income
are shown in Note 4.

16 UNSECURED LOAN

On 20 January 2012 the Company entered into an agreement for the issue of non-convertible,
non-interest bearing, redeemable loan notes (‘Loan Notes’) up to a value of £6,000,000 to its
existing investors (‘First Tranche Loan Notes’). The First Tranche Loan Notes are repayable at
a premium ranging between 300% to 500% of the principal value upon the earlier of a sale of the
Company or 20 January 2014. The full £6,000,000 in value of First Tranche Loan Notes was
issued during 2012. On 15 August 2012 the loan note agreement was extended to allow an
additional £2,000,000 of Loan Notes to be issued (‘Second Tranche Loan Notes’). The Second
Tranche Loan Notes are senior to the First Tranche Loan Notes and are repayable at a premium
of 500% of the principal value upon the earlier of a sale of the Company or 20 January 2014. On
31 May 2013 the Loan Note holders agreed to extend the repayment date to 20 January 2015
and on 28 November 2014 the Loan Note holders agreed to extend the repayment date to 20
January 2016.
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16 UNSECURED LOAN (continued)

Up until the first extension of the unsecured loan notes on 31 May 2013 the redemption premium
on the Loan Notes was treated as interest and was amortised on an effective interest basis over
the period of the loan notes to the original repayment date of 20 January 2014. As at 31 May
2013, the original loan was treated as extinguished under IAS39, with the loan being recorded
at fair value, estimated by the directors to be the net cash receipts from the sale of CTI shares
applied to the retirement of the unsecured loan notes during 2015 of £12,147,550 discounted
back at an annual interest rate of 0.75%. Following extingishment of the loan, the accretion to
the repayment amount of £32,090,000 has been accreted on a straight-line basis to the revised
repayment date of 20 January 2015.

During the year ended 31 December 2014, accretion of the loan to the repayment amount of
£32,090,000 on a straight-line basis to a repayment date of 20 January 2015 continued until the
loan repayment date was further extended on 30 November 2014. At this date, the loan was
treated as extinguished and was recorded at fair value, again estimated by the directors to be
the net cash receipts from the sale of CTl shares applied to the retirement of the unsecured loan’
notes during 2015 of £12,147,550 discounted back at an annual interest rate of 0.75%. The gain
on extinguishment during the year ended 31 December 2014 of £18,257,445 has been treated
as finance revenue (see Note 4).Following extingishment of the loan, the accretion to the
repayment amount of £32,090,000 has been recognised as finance expense on a straight-line
basis to the revised repayment date of 20 January 2016. The total amount recorded under
finance expenses as accretion for the year ended 31 December 2014 was £12,705,120.

During the year ended 31 December 2015, accretion of the loan to the repayment amount of
£32,090,000 continued on a straight-line basis to the revised repayment date of 20 January 2016.

Movements in the unsecured loan during the year were as follows:

31 Dec 2015 31 Dec 2014
. £ £
Unsecured loan at beginning of period 13,638,375 19,190,700
Amortisation of redemption premium on ) _
unsecured loan
Extinguishment of unsecured loan - (18,257,445)
Repayment in cash . (12,147,551) -
Accretion of unsecured loan to repayment
oot pay 17,493,099 12,705,120
Unsecured loan at end of period - 18,983,923 13,638,375

Subsequent to the year end the Loan Note holders agreed to extend the repayment date to 20
January 2018 with no change to the repayment amount.

17 OTHER FINANCIAL COMMITMENTS

Operating leases — Group as lessee
The Group surrendered the lease for its premises at 93 Milton Park on 24 June 2014. The Group
does not have any other operating leases.

Finance leases — Group as lessee
The Group did not have any leasing arrangements classifying as finance leases at 31 December
2015 or 31 December 2014.

Capital commitments

Contracted for capital commitments as at 31 December 2015 amounted to £nil (31 December
2014: £nil).
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18 RELATED PARTY TRANSACTION DISCLOSURES
Funds managed by Abingworth Management Limited (“Abingworth”) held shares in the Company
and unsecured loan notes as at 31 December 2015. T J Haines is a director of Ablngwonh and
has a financial interest in Abingworth’s funds.

Funds managed by Essex Woodlands Health Ventures (‘Essex”) held shares in the Company
and unsecured loan notes as at 31 December 2015. T Sykes is a director of Essex and has a
financial interest in Essex’s funds.

Compensation of key management personnel of the Company is detailed in Note 6. Director's
interests in employee share option schemes are detailed in the Directors’ Report.

19 EVENTS AFTER THE END OF REPORTING PERIOD
During May 2016 the Group disposed of its interests in the clinical development candidate CHR-
3996 to Viracta in exchange for 3,471,539 shares of the Viracta’s Series A-1 Preferred Stock
valued at approximately $3 million. During June 2016 the Group received £500,000 from GSK in
relation to a milestone in GSK’s research programme using the ESM technology.

20 FINANCIAL RISK MANAGEMENT OBJECTIVES AND POLICY

In line with similar companies in the biotechnology sector, the Group derives long-term financing
through the sale of technologies, the issue of new equity and loan financing. The Group's
principal financial instruments other than its unsecured loan notes comprise trade payables and
trade receivables which arise directly from its operations and are not designed as a means of
raising finance for the Group’s operations and available-for-sale investments received as
consideration for the sale of technologies. The Group has various financial assets such as
receivables and cash and short-term deposits, which arise directly from its operations. The Group
does not consider that its financial instruments gave rise to any material financial risks during the
financial years ended 31 December 2015 and 31 December 2014, other than foreign currency
risk arising from the shares in CTi which were held for resale, until their eventual disposal in full
during 2015. An overview of areas of potential risk are summarised below.

Interest rate nisk

The Group’s exposure to the risk of changes in market interest rates relates primarily to its
finance income from its cash at bank and short-term deposits (see Note 10). The Group’s cash
and short-term deposits are largely sterling denominated; interest earned is therefore influenced
by the Bank of England base interest rates and will depend on the remaining duration of any
fixed-rate treasury deposits placed at the time of any rate change and the average cash and
cash equivalents for the remainder of the financial year following the change. The interest rate
profile of the Group’s financial assets and liabilities is as follows:

31 Dec 2015 31 Dec 2014
Floating Fixed Total Floating Fixed Total
£ £ £ £ £ £
Cash and short ;¢ 44, - 126,311 187,627 - 187,627

term deposits

Unsecured loan notes outstanding at 31 December 2015 have a fixed repayment amount of
£19,942,449 (31 December 2014: £32,090,000).

Foreign currency risk

The Group does not have any overseas operations and therefore does not have any exposure
to the retranslation of the assets and liabilities of overseas operations. During the year ended 31
December 2014 the Group received shares in CTI, a NASDAQ listed company, as consideration
for the sale of all of its right to tosedostat. The shares were held for resale. The Group was unable
to hedge this exposure given the uncertainty as to when shares would be sold. There were no
outstanding forward exchange contracts at 31 December 2014 and the shares were sold during
the year ended 31 December 2015. The Group does not envisage that it will require any hedging
arrangements in future given the limited nature of its operations.
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20

FINANCIAL RISK MANAGEMENT OBJECTIVES AND POLICY (continued)

The aggregate carrying amount of foreign currency denominated monetary assets and liabilities
held by the Group, which are not denominated in functional currency, as at the end of the
reporting period are as follows:

31 Dec 2015 31 Dec 2014
Assets Liabilities Assets Liabilities
£ £ £ £
US dollar ($) 40,562 - 21,275,504 -
Euro (€) - - - 7,827
‘ ’ 40,562 - 21,275,504 7.827

The following table illustrates the sensitivity to a reasonably possible change in the currencies
above, compared to sterling, of the Group’s loss before tax due to the changes in the fair value
of monetary assets and liabilities. A positive value indicates a decrease in the Group’s loss before
tax:

Change in 31 Dec 31 Dec

2015 2014

rate £ £

US dollar +5% (1,931) (650,019)
-5% 2,135 718,442

Euro +5% - 373
-5% - (411)

Credit risk

The sole revenues of the Group during the financial years ended 31 December 2015 and 31
December 2014 were recognition of milestone payments, signature fees, fees relating to the sale
of technology and research and development collaboration income from the arrangements with
GSK, CRTPF and CTI, all of which have been settled in cash or readily tradeable securities (see
Note 4); consequently the Group did not have any exposure to trade credit risk during this
financial year. With respect to credit risk arising from the other financial assets of the Group,
which primarily comprise cash and short-term deposits, the exposure to credit risk arises from
the default of the counterparty, with a maximum exposure equal to the carrying amount of these
investments. The Group has in place investment guidelines outlining authorised counterparties
in order to minimise such risk.

Liquidity risk

The Group monitors its funding requirements through preparation of shornt-term, mid-term and
long-term forecasts. All short-term deposits are immediately convertible to liquid funds without
penalty and are recorded in the balance sheet at their open market value. Please refer to Note 2
“Going Concern” regarding the Directors’ assessment of liquidity for further information.

Capital management

In line with similar companies in the biotechnology sector at a similar stage of development, the
Group is loss-making and does not have any significant trading revenues. Reflecting this, the
Group funds its operations through a combination of equity issuance to and unsecured loan
financing from its equity investors, secured venture loan financing, and government grants and
also through funds generated by technology or product licensing activities. In light of its ongoing
funding requirements, the Group does not have a policy of paying dividends to shareholders
except for potential payments to holders of the Group’s convertible preferred ordinary shares as
permitted in its Articles of Association (Note 12).
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