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Mesoblast UK Limited
Directors’ Report
For the year ended 30 June 2017

Registered No. 07596260 :
The Directors present their report and the audited fmanaal statements of Mesoblast UK Limited ("the
Company") for the year ended 30 June 2017. .

General Informatlon
General information about the Company and its legal form can be found under the Notes to the Financial

Statements section.

The Company is regustered and domiciled in the Umted Kingdom. The Company's registered office address is:
S New Streét Square

London, EC4A 3TW ‘ ) .

United Kingdom ‘ : ‘ .

The Company is primarily engaged in providing supporting services to the Groub for the development of
regenerative medicine products. - : :

Details' of Directors
The directors of the company who were in office during the year ‘and up to the date of signing the flnanC|aI
statements were:

. Silviu Itescu
&  Michael Sampson .
- e Leonard West

Statement of Directors’ Responsubllltles :
The Directors are responsible for preparing the Directors’ Report and-the fmancnal statements in accordance

with applicable law and regulations.

Company faw requires the directors to prepare financial statements for each financial year. Under that law the
Directors have prepared the financial statements in accordance with International Financial Reporting
- Standards (“IFRS”) as adopted by the European Union. Under company law the directors must not approve the
financial statements unless they are satisfied that they give a true and fair view of the state of affairs of the
Company and of the profit or loss of the Company for that period. In preparing these financial statements, the
" Directors are requnred to:

select suitable accounting policies and then apply them consistently; -
state whether applicable IFRS's as'adopted by the European Union have been followed subject to any
- material departures and explained in the financial statements;
e make judgements and accounting estimates that are reasonable and prudent;
prepare the financial statements on the going concern basis unless it is inappropriate to presume that
- the Company will continue in business. '

The Directors are responsible for keeping adequate accounting records that are sufficient to show and explain

. the Company’s transactions and disclose with reasonable accuracy at any time the financial position of the
Company and enable them to ensure that the financial statements comply with the Companies Act 2006. They
are also responsible for safeguarding the assets of the Company and hence for taking reasonable steps for the
prevention and detection of fraud and other irregularities. . . .

Going Concern

In the opinion of the Directors it is approprlate to prepare the financial statements on the going:-concern basis
as the Ultimate Parent Company has given an undertaking to provide continued financial support to the '
‘Company for a period of at least 12 months from the date on which the financial statements were signed.
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Mesoblast UK Limited
Directors’ Report (continued)
For the year ended 30 June 2017

Financial Risk Management :
The Directors are responsible for the flnancnal risk management objectuves, details of WhICh arein Note 8 of the

~ Notes to the Financial Statements.

Directors' iIndemnities . : .
The: Company has granted an mdemnlty toits Dlrectors against liability with respect to proceedings brought by
third parties, which remains in force as at the date of approving this Directors' report.

Other than the indemnity provisions described above, none of the Directors had a material interest in any
contract of significance to which the Company or any of its subsidiary undertakmgs was a party during the year
ended 30 june 2017 and up to the date of the publication of this report

Political and Charnable Donations : C - :
During the year ended 30 June 2017, the Company did not make any polmcal or charntable donatlons

Small Company Provisions
This report has béen prepared in accordance with the special provnsuons relatmg to small companies wnthm
Part 15 of the Companles Act 2006..

Dividends
No dividends were pald during 1 July 2016 to 30 June 2017. There are no dividends or distributions

recommended or declared for payment to members, but not yet paid, during the year.

Independent Auditors .
The Company s auditors, PrlcewaterhouseCoopers LLP, have |nd|cated their wulllngness to continue in offlce

Statement of Disclosure of Information to Auditors
- In accordance with Section 418 to the Companies Act 2006, directors' reports shall include a statement in the

case of each director in office at the date the directors' report is approved, that:

e sofarasthe Dlrector is aware, there is no relevant audlt lnformatlon of which the Company s auditors
are unaware; and -
e the Director.has taken all the steps that he ought to have taken as a Director in order to make hlmself
aware of any relevant audit information and to establish that the Company s auditors are aware of
. that information.

This report was gpproved by the Board and signed on its behalf:
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Mesoblast UK Limited .
Independent auditors’ report to the members of Mesoblast UK Limited.
For the year ended 30 June 2017 ..

Report on the audit of the financial statements

¢

Opinion
In our opinion, Mesoblast UK Limited’s financial statements:

e givea true and’ falr view of the state of the company s affairs as at 30 June 2017 and of its loss and cash flows for the year
then ended;

e  have been properly prepared in accordance with IFRSs as adopted by the European Union; and
. have been prepared in accordance with the requirements of the Compames Act 2006

We have audlted the financial statements, included within the Annual Report and Financial Statements (the “Annual Report”), whnch
comprise: the Balance Sheet; the Income Statement and the Statement of Comprehensive Income, the Statement of Cash Flows, the
Statement of Changes in Eqmty, and the notes to the fma ncial statements, whlch include a description of the significant accounting
policies.

Basis for opinion

- We conducted our audit in accordance with Internatlonal Standards on Audmng (UK} (“1SAs (UK)") and appllcable law. Qur
responsibilities under 15As (UK) are further described in the Auditors’ responsibilities for the audit of the financial statements section
of our report. We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our opinion.

Independence

We remained independent of the company in accordance with the ethical requirements that are relevant to our audit of the financial
statements in the UK, which includes the FRC’s Ethical Standard, and we have fulfllled our other ethical responsibilities in accordance
with these reqwrements . : C

Conclusions relating to going concern
We have nothing to report in respect of the following matters in relation to which ISAs (UK) require us to report to you when:

e the directors’ use of the going concern basis of accounting in the preparation of the financial statements is not appropriate;
or : : : ' : ' o :

e the directors have not disclosed in the financial statements any idéntified materia! uncertainties that maycast significant
-doubt about the company’s ability to continue to adopt the going concern basis of accounting for a period of at least twelve
months from the date when the financial statements are authorised for issue. '

However, because not all future events or conditions can be predicted, this statement is not a guarantee as to the company s ability to
continue as a going concern. : :

Reporting on other information

The other information comprises all of the information in the Annual Report other than the financial statements and our auditors’

report thereon. The directors are responsible for the other information. Our opinion on the financial statements does not cover the

other information and, accordingly, we do not express an audit opinion or, except to the extent otherwise exphcltly stated in this
_report, any form of assurance thereon.

In connection with our audit of the financial statements, our responsibility is to read the other information and, in doing so, consider
whether the other information is materially inconsistent with the financial statements or our knowledge obtained in the audit, or
otherwise appears to be materially misstated. If we identify an apparent material inconsistency or material misstatement, we are
required to perform procedures to conclude whether there is a material misstatement of the financial statements or a materlal
misstatement of the other information. If, based on the work we have peiformed, we conclude that there is a material mlsstatement
of this other mformatlon we are requnred to report that fact. We have nothing to report based on these responsibilities. -

" With respect to the Directors’ Report, we also considered whether the disclosures required by the UK Companies Act 2006 have been
. included.

~ Based on the responsibilities described above and our work undertaken in the course of the audit, ISAs (UK) requnre us also to report,
" certain opinions and matters as descrlbed below. :

Directors’ Report

In our opinion, based on the work undertaken in the coufse of the audit, the information given‘ in the Directors’ Report for the year
ended 30 June 2017 is consistent with the financial statements and has been prepared in accordance with applicable legal
fequirements. -
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Mesoblast UK Limited
Independent auditors’ report to the members of Mesoblast UK Limited.
For the year ended 30 June 2017

- In light of the knowledge and understanding of the company and its environment obtained in the course of the audit, we dld not

,identlfy any material misstatements in the Directors’ Report

Responsubllmes for the fmanc:al statements and the audit

'ResponS/bllltles of the directors for the financial statements

As explained more fully in the Statement of Directors' Responsibilities, the directors are responsnble for the preparation of the financial
statements in accordance with the applicable framework and for being satisfied that they give a true and fair view. The directors are -
also responsible for such interhal control as they determine is necessary to enable the preparation of financral statements that are
free from material misstatement, whether due to fraud or error.

In preparing the financial statements, the directors are responsible for assessing the company’s ability to continue as a going concern,
disclosing as applicable, matters related to going concern and using the going concern basis of accounting unless the directors either
intend to I|qu1date the company or to cease operations, or have no realistic alternative but to do so. . :

Auditors’ respons:b:lmes for the aud/t of the financial statements

Our ObjeCtIVES are to obtain reasonable assurance about whether the financial statements as a whole are free from material’
misstatement, whether due to fraud or error, and to Issue an auditors’ report that includes our opinion. Reasonable assurance is a
high level of assurance, but is not a guarantee that an audit conducted in accordance with ISAs {UK) will always detect a material
misstatement when it exists. Misstatements can arise from fraud or error-and are considered material if, individually or in the _
aggregate, they could reasonably be expected to influence the economic decisions of users taken on the basns of these financial
statements. :

_A further description of our responsibilities for the audit of the financial statements is located on the FRC’s website at:

www.frc.org.uk/auditorsresponsibilities. This description forms part of our auditors’ report. -
Use of this report

This report, including the opinions, has been prepared for and only for the company’s members as a body in accordance with Chapter
3 of Part 16 of thie Companies Act 2006 and for no other purpose. We do not, in giving these opinions, accept or assume responsibility
for any other purpose or to any other person to whom this report is shown or into whose hands it may come save where expressly
agreed by our prior consent in writing..

Other required reporting

Companies Act 2006 exception reporting
Under the Companies Act 2006 we are required to report to yeu if, in our opinion: _
e we have not received all the information and explanations we require for our audit; or -

¢ adequate accountmg records have not been kept by the company, or returns adequate for our audit have not been received
from branches not visited by us; or :

e certain disclosures of directors’ remuneration specified by law are not made; or
e the financial statements are not in agreement with the accounting records-and returns.

We have no exceptions to report arising from this respansibility.

Entitlement to exemptions

Under the Companles Act 2006 we are reqwred to report to you if, in our opinion, the directors were not entitled to: take advantage-
of the small companies exemption in preparing the Directors’ ‘Report; and take advantage of the small companies exemption from
preparing a strategic report. We have no exceptions to report arising from this responsibility. .

Lee Wilkinson  (Senior Statutory Auditor)
for and on behalf of PricewaterhouseCoopers LLP
Chartered Accountants and Statutory Auditors

Sheffield . . -
Zq .March 2018 . ) . ’ S : ' .

Page |6



Mesoblast UK Limited
Income Statement

Year Ended 30 June -

: - 2017 2016
. Note uUsD uUsb

Revenue _ - I oo 1,276,783
Management and administration .2 (77,768) (386,248)
Other operating (expense)/income (1,488) 2,874
(Loss)/profit before income tax , 2 (79,256) 893,409
Income tax expense . . . ' o 3 - —
L B (79,256) 893,409

(Loss)/profit for the year

- The above income statement should be read in conjdncrion with the accomponying Notes.

e
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Mesoblast UK Limited
-Statement of Comprehensive Income : A
’ . ’ : Year Ended 30 June

2017 2016

: Note UsD  ° USD
(Loss)/profit for the year R ' : . " (79,256) 893,409
Other comprehens'ive income/(loss)
Iitems that may be reclassified to profit and loss.
Changes in the fair value of available-for-sale financial assets ~"4(a) - 31,088 (333,914)
Other comprehensive income/(loss) for the year, net of tax 31,088 (333,914)
Total comprehensive (loss)/income attributable to the '
owners of Mesoblast UK Limited - | ' - (48,168) 559,495

' The above statement of comprehensive income should be read in conjunction with the accompanying Notes.
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- Mesoblast UK Limited

.. Statement of Changes in Equity

) Foreign
Investment Currency -
Issued Contributed  Revaluation - Translation . Accumulated [ Total
Capital Equity Reserve Reserve’ Losses Equity -
: ' Note . usD usp Usp " uUsD . USD | USD
Balance as of 1 July 2015 5(b} 2 93,496,809 - (2,806) - (1,182,726) .92,311,279
_Profit for the year : - ' - . - - 893,409 893,409
Other comprehensive loss: 5(c) - - (333,914) - - (333,914)
Total comprehensive income ) - (333,914) i 893,409 559,495 - '
for the year :
Transactions-with the paréht
entity in its capacity as owner: ‘
_Contributions of equity 5(b) - 119,137,181 - e - 119,137,181
.- -’ 119,137,181 . - : - 119,137,181
Balance as of 30 June 2016 2 212,633,990 (333,914) (2,806) (289,317) 212,007,955
Balance as of 1 July 2016 .5(b) 2 212,633,990 {333,914) (2,806) ° (289,317) 212,007,955
Loss for the year , E - - ' - - (79,256) (79,256)
- Other comprehensive income 5{c) . - - 31,088 - - 31,088
- Tofal comprehensive loss for i i 31,088 i (79.256) (48,1 68’)
the year ; . .
Transactions with the parent .
entity in its capacity as owner:
Contributions of equity 5(b) - - - - - - -
Balance as of 30 june 2017’ 2 212,633,990 {302,826) . ' - (2,806) . {368,573) 211,959,787

" The above statement of changes in equify should be-read in conjunétiqn with the accompanying Notes.
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Mesoblast UK Limited
Balance Sheet

Total equity

“As at 30 June -
2017 + 2016
- Note usD ~. USD
Assets ’
Non-current assets e
Available-for-sale financial assets 4(a) 1,997,174 1,966,086
Investments in subsidiaries 9(b) 212,743,360 © 212,743,360
. Total non-current assets 214,740,534 /214,709,446
Total assets 214,740,534 © 214,709,446
Liabilities ,
Current liabilities .
Trade payables _4(b) 24,196 70,864
Other payables - 4(c) 2,756,551 2,630,627
- Total current liabilities : 2,780,747 2,701,491
Total liabilities 2,780,747 2,701,491
Net assets 211,959,787 212,007,955
Equity
‘Issued capital . ‘5(a) , "2 » 2
Contributed equity " 5(b) ©212,633,990 212,633,990
Reserves - ° - 5(c) . (305,632) '(336,720) ;-
Accumulated losses (368,573). (289,317)
211,959,787 212,007,955

The above balance sheet should be'réad in conjunction with-the accompanying Notes.

The financial statements on pages 7 to 30 were’ authonzed for |ssue by the board of- dlrectors on.

>F% -March

Registered number: 07596260

ere signed on its behalf by:
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‘Mesoblast UK Limited |
Statement of Cash Flows

Year ended 30 June” ,

2017 2016
. uso usD
Cash flows from operating activities . .
Payments to consultants and suppliers (104,039) (148,846)
Net cash outflows from operating activities (104,039) - (148,846)
Cash flows from investing activities .
Payments for investments - (805,000)
. Payments for investments in subsidiaries - - {119,137,183)
__Net cash outflows from investing activities - (119,942,183)
-Cash flows from financing activities :
Proceeds from contributed equity . - 119,137,181
Proceeds from intercompany loans 104,039 " 953,848
Net cash inflows from financing activities = 104,039

120,091,029

Net change in cash and cash equivalents

Cash and cash equivalents at beginning of-year

Cash and cash equivalents at end _of year

The above statement of cash flows should be read in conjunction with the accompanying Notes.’

Page | 11




Mesoblast UK Limited
Notes to the-Finanoial Statements

General information

Mesoblast UK Limited {“the Company") is a limited company incorporated in- the-United Kingdom. The address
of its registered office and the principal place of business is 5 New Street Square, London, EC4A 3TW.

The Company is a wholly owned subsidiary of Mesoblast Limited ("Ultimate Parent Company"; and together,
) the Group"), incorporated. and domiciled in ‘Australia. In accordance with Section 401 of the Companies Act
2006 the Company took advantage of the exemption to prepare and deliver Group Financial Statements to the
Registrar since.there was a full consolidation in the consolidated financial statements of the Ultimate Parent .
Company, which is a company incorporated in Australia. The consolidated financial statements of the Ultimate
Parent :Company have been prepared in accordance with the International Financial Reporting Standards’
("IFRS") as adopted by the European Union for public use and can be obtained on the Australian Securltles
Exchange ("ASX") website and on the NASDAQ Global Select Market (“NASDAQ”). Therefore, these financial _
statements have been prepared from the records of the Company and reflect only transactions recorded .

therem

The Company is pnmarlly engaged in prowdmg supporting ‘services to the Group for the development of

regenerative medicine products

The Company hasno employees (2016 Nil). -

These financial statements are presented in U.S. dollars (“$” or -”USD"’) as'tne'principle costs and investments

are held in this currency and the global ultimate trades in this currency, unless otherwise stated. -

1. Significant changes in the current reporting period

The financial position ahd performance of the Company was not pamcularly affected by any sugnlflcant

_ changes in the year ended 30 June 2017

2. (Loss)/proﬁt before income' tax

Year Ended 30 June

'Total (loss)/profit before income tax

(79,256).

2017 2016
uUsD usD
Revenue '
Management seryice fee - '1,276,783
‘Total revenue ' - 1,276,783
Management and administration expenses )
Overheads and admlnlstratlon . (39,525) . (129,350)
Consultancy ' ' - : (99,706) '
Share-based payment transactions - (132,063)
Legal, patent and other professional fees ' (29,006) (23,820)

" Directors’ fees . : (9,237) (1,309)
Total Management and admlmstratlon expenses (77,768) {(386,248)
Other operating income and expenses o )
Foreign exchange (losses)/gains (1,488) 2,874

- Total other operating (expense)/income *(1,488) 2,874
893,409
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Mesoblast UK Limited
Notes-to the Financial Statements (Continued)

3. -Income tax expense :
' Year Ended 30 june

2017 - 2016
o usD, " USD
(a) Reconciliation of income tax to prima facie tax péyable . . )
(Loss)/profit before income tax - : (79,256) . 893,409
_ Tax (benefit)/charge at the local tax rate of 19. 75% (2016 20.00%) . {15,653) 178,682
Tax effect of amounts which are not deductlble in calculating taxable Co
income: .
Other sundry items =~ ' : - ’ 157
Current year tax (benefit)/charge ' o R B (15,653) 178,939 .
Adjustments for current tax of prlor periods . - (208,494)
Tax benefit not recognized i . 15,653 : 29,656
Income tax expense attributable to (loss)/profit before income tax o . -
: ‘Year Ended 30 June
~ 2017 2016
' uUsD uUsD

(b) Deferred tax assets not brought to account
Unused tax losses '

Potential tax benefit - e ’ , 64,533 48,880
Other temporary differences ' ' ' T

Potential tax benefit ‘ ' . N

Total potential tax benefit " . ) 64,533 - 48,880

Temporary differences have been brought to account only to the extent that it is foreseeable that they are
recoverable against future tax Ilablhtses :

Signifi cant estimates :
- The Company is subject to income taxes in the United ngdom Management judgment is required in -
_ determining the provision for income taxes. There are certain transactions and calculations undertaken during
the ordinary course of business for which the ultimate tax determination is uncertain. The Company consulted
professional tax advisers to estimate its tax liabilities based on the Company’s understanding of the tax law.
Where the final outcome of these matters is different from the amounts that were initially recorded such
differences will impact-the current and deferred income tax assets and ||ab|I|t|es in the period in Wthh such .
determination is made. :

The Company has recognizé_d deferred tax assets to the extent that it is probable that the asset will be utilised

either through the application of carry back rules or the utilisation of taxable temporary differences (deferred-
tax liabilities). As of 30 June 2017 and 2016, the Company has recorded deferred tax assets of SNil.
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Mesoblast UK lelted
Notes to the Financial Statements (Contmued)

4. Financial assets and liabilities
This note provides information about the Company s fmanual |nstruments, including:
e an overview of all financial instruments held by the Company;
e specific information about each type of financial |nstrument '
& accounting policies; and .
e information used to determine the fair value of the mstruments mcludmg judgments and esnmatlon
uncertainty involved. : -

Assets at |
Fvocit Total
4 Note "~ UsD. ~ usSD
Financial assets ' ' S :
As of 30 June 2017 . )
Available-for-sale financial assets - . 4(a) ' 1,997,174 1,997,174
- ' ' . 1,997,174 - 1,997,174
As of 30 June 2016 ,
Available-for-sale financial assets ' . 4(a) 1,966,086 :1,966,086 '

1,966,086 1,966,086

(1) Fairvalue througﬁ other'co'mprehensive income

Liabilities at .
amortized-cost _ Total

Note ‘ usD usD
Financial liabilities - ' ’ : ’
As of 30 June 2017 . : : .
Trade payables ‘ . ' Calb) - © . 24,196 © 24,196
" Other payables - o S . 4c) 2,756,551 2,756,551
- e ' , ‘ 2,780,747 - 2,780,747
As of 30 June 2016 o : :
Trade payables ' : . 4(b) 4 70,864 - 70,864
" Other payables o . _4(c) . 2,630,627 2,630,627

2,701,491 . 2,701,491

The Company’s exposure to various risks associated with the financial instruments is discuésed in Note 8. The
maximum exposure to credit risk at the end of the reporting period is the’ carrying amount of each class of
~ financial assets mentioned above. : :

(a) Available-for-sale financial assets
Available-for-sale financial assets include the following classes of financ_ial assets:

As at 30 June .

2017 ) 2016
usb usD
Unhsted securities: . . '
Equuty securities — biotech sector 1,997,174 1,966,086
: ' 1,997,174 . 1,966,086
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Mesoblast UK Limited
Notes to the Financial Statements (Contmued)

4. Financial assets and liabilities (continued)

(a) Available-for-sale financial assets (continded)
(i) Classification of financial assets as available-for-sale

Investments are designated as available-for-sale-financial assets if they do not have fixed maturities and
fixed or determinable payments, and management intends to hold them for the medium to long-term.
Financial assets that are not classified into any of the other categories {at FVPL, loans and receivables or.
held-to-maturity investments) are also included in the available-for-sale category.

The fmancnal assets are presented as non-current assets un|ess they mature or management mtends to
dlspose of them within 12 months of the end of the reportlng period.

(ii) Impairment mdlcators for available- for—sale fmanc;al assets

A security is consudered to be impaired if there has been a significant or prolonged declme in the fair value
below its cost. See Note 15(f){v) for further detalls about the Company s |mpatrment policies for financial
assets.

(i) Amounts recognized in other comprehensn/e income

For the year ended 30 June 2017, the Company recognized a pl’Oflt of $31,088 in the statement of
~ comprehensive i income for the change in fair value of the available- for-sale fmancnal assets. For the year
ended 30 June 2016, there was a loss of $333,914 recognized in the statement of comprehensive income.

(N) Fair value, impairment and risk exposure

Informatlon about the methods and assumptions used in determining favr value is provnded in Note 4(d)
below. None of the available-for-sale financial assets are either past due or impaired.

Al available-for-sale financial assets are denominated in USD.

(b) Trade payables

As at 30 June
2017 2016
. , : : usp’ . usp
Trade payables o ; .. 24196 . 70,864
: 24,196 70,864

The carrying amounts of trade payables are assumed to be the same as their fair values due to their short-
term nature ‘

(c) Other payables

As at 30 June
2017 . 2016
: . . . : . uso . usop
Trading loan payable to the Ultimate Parent Company ) . 2,531,757 ) 2,509,8701
Other intercompany trading loans payable . 224,794 - 120,757
: . ’ ' 2,756,551 2,630,627

- Trading loans payable to the related entities are unsecured, interest-free and repayable on demand.
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Mesoblast UK Limited
Notes to the Fmanc;al Statements (Continued) .

4. Financial assets and liabilities (continued)
(d) Recognized fair value measurements
(i)  Fair value measurement

The following table presents.the Company’s financial assets and financial liabilities measﬁred and recognized at .
fair value as of 30 June 2017 and 30 Jurie 2016 on a recurring basis, categonsed by level according to the
s:gmflcance of the mputs used in making the measurements

Note - Level 1 Level2 Level3 " Total
o ‘ usp usb . "~ UsD usb

- As of 30 June.2017 R

Financial Assets’

“Available-for-sale financial assets:

Equity securities — biotech sector C - 4a) |-

Total Financial Assets _ L -

©.°1,997,174 1,997,174
1,997,174 1,997,174

o ~ Note " levell Level2: Level 3 Total
As of 30 June 2016 C . usD ySD uspD usD
Financial Assets , o o '
Available-for-sale financial assets: :
Equity securities — biotech sector : 4(a) g - : - 1,966,086 1,966,086
Total Financial Assets ‘ . - - 1,966,086 1,966,086

There were no transfers between any of the levels for recurring fair value measurements during the year.

The Company’s policy is to recognise transfers into and transfers out of fair value hierarchy levels as at the end-
of the reporting period. :

Level 1: The fair value of financial instruments traded in active markets {such as publicly traded derivatives, and
trading and available-for-sale securities) is based on quoted market prices at the end of the reporting period:
The quoted market price used for financial assets held by the Company is the current bid price. These
mstruments are included in level 1. . .

Level 2: The fair value of financial instruments that'arebnot traded in an active market {for example, foreign
. exchange contracts) is determined using valuation techniques which maximise the use of observable market -

data.and rely as little as possible on entity-specific estimates. If all significant inputs required.to fair value an
instrument are observable, the instrument is included in level 2.

Level 3: If one or more of the significant inputs is not based on observable market data the instrument is
included in level 3. This is the case for equity securities (unlisted). - : :

- (i) Valudtion techniques used.

The Company used the. dlscounted cash flow analysus to determlne the fair value measurements of level 3.
instruments. )
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Mesoblast UK L|m|ted

Notes to the Financial Statements (Contmued)

4. Financial assets and Iiabilities (continued) .

(i) Fair value ‘measurements using significant unobservable'inputs (level 3)

" The following table presents the changes in level 3 lnstruments for the year ended 30 June 2017 and 30 June

2016:

" Available-for-sale assets

Balance as of 30 June 2017

£1

. : , . UsD
Opening balance — 1 July 2015 -
Acquisition of unlisted equity. securities — biotech sector 2,300,000
Credited to the statement of comprehensive income: )
" Changes in the fair value of available-for-sale financial assets . {333,914)
Closing balance — 30 June 2016 . ' : 1,966,086
Opening balance — 1 July 2016 1,966,086
" Charged to the statement of comprehensive income:
Changes in the fair value of available-for-sale financial assets _ 31,088
Closmg balance — 30 June 2017 ) . 1,997,174
5.>'|‘Eq‘uity
(a) Issued capital ; R
. 2017 2016 2017 ZQIG
Shares . Shares uso uso
(i) Share capital o
QOrdinary shares 1 1 2 2.
Total Issued Capital 1 1 2 2
(u) Movements in ord/nary share capital -
Detalls Shares No. . lIssue price -USD-
Opening balance — 1 July 2015 1 - £1 2
_ "Movement for the year - - -
~ _Balance as of 30 June 2016 1 £1 . 2
Opening balance — 1 July 2016 1 £1 2
Movement for the year - - -
1 2

" (iii) Ord/nary shares

Ordmary shares entitle the holder to participate in dividends, and to share in the proceeds of wmdmg up the
" Company in proportion ta the number of and amounts paid on the shares held. On a show of hands every
holder of ordinary shares present ata meetmg in person or by proxy, is entitled to one vote, and upon a poll”

each share is entitled to one vote.
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Notes to the Financial Statements (Contmued)

5. Equity (contlnued)
(b) Contributed equity

As at 30 .Iune_'

Closmg balance

2017 2016
. © USD uUsD
(i) Contributed-equity - . : - -
Contribution of equity from the parent entity 212,633;990 212,633,990
Total Contributed equity 212,633,990 212,633,990 '
‘ As at 30 June .
2017 2016
: usD "~ USD
(i) Movements in contnbuted equrty ' :
' .Openmg balance 212,633,990 93,496,809
 Movement for the year R 119,137,181
Closing balance 212,633,990 . 212,633,990
-{c) Reserves )
: - As at 30 June
2017 2016 .
. UsD " USD
" (i} Reserves ) ) ‘
Foreign currency translation reserve (2,806) (2,806)
Investment revaluation reserve .(302,826) (333,914)
“Closing balance : (305,632) - (336,720)
o As at 30 June
-+ 2017 2016
. . usbD usD
" (i) Reconciliation of reserves :
Foreign currency translation reserve - .
Opening balance - o .+{2,806) (2,806)
Currericy (loss)/gain on translation of foreign operation’s net assets - . -
Closing balance : _ ' (2,806) (2,806)
As at 30 June -
© 2017 2016
. USD . USD
Investment revaluation reserve '
Opening balance . (333,914) -
Changes in the fair value of avallable for- sale financial assets ' 31,088 (333,914)
' (302,826) (333,914)

(iii)  Nature and purpose of reserves
Foreign currency translation reserve

Exchange differences arising on translation of a foreign controlied entity are recognized in other
comprehensive income and accumulated in a separate reserve within equity. The cumulative amount is

'reclassmed to profit or loss when the net |nvestment is dlsposed of

Investment revaluatlon reserve .

Differences arising on the change of assumptions of avallable for-sale assets held at fair value are recognized-
,ln other comprehensive income and accumulated in a separate reserve within equity. The cumulatwe amount

is reclassified to proflt or lass when the net investment is disposed of.
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6. Cash flow information . ,
’ ’ ’ : As at 30 June

2017 2016

usop . UspD
(a) Reconcnhatlon of cash and cash equivalents . ’
Cash at bank _ : - , ‘ - ' -

- {b) -Reconciliation of net cash flows used in operations with

{loss)/profit for the year _ : : :
{Loss)/profit for the year - . - : (79,256) 893,409
Add/(deduct) net loss for non-cash items as follows ) S .
Foreign exchange gains e "~ (3) (1,118)
Equity settled share-based payment i : ' - 132,063
Intercompany transactions o : : '21,885 ©(1,217,500)
Change in operating assets and liabilities: i ‘ : -
(Decrease)/increase in trade payables and accruals (46,665) . 44,300
Net cash outflows from operating activities : A - ' (104,039) " (148,846)

7. Slgmfccant estlmates, judgments and errors :

The preparation of financial statements requires the use of accountlng estimates which, by definition, wrll
seldom equal the actual results. Management also needs to exercise judgment in applying the Company’s
accountmg policies. '

This note provides an overview of the areas that involved a higher degree of judgment or complexity, and of
items which are more likely to be materially adjusted due to estimates and assumptions turning out to be '
wrong. Detailed information about each of these estimates and judgments is included in Notes 1 to 6 together
with information about the basis of calculation for each affected line item in the financial statements. In
addition, this note also explains where there have been actual ad;ustments thls year as a result of an error and
of changes to previous estimates. .

{(a) Significant estimates and judgments
The areas involving significant estimates or judgments are:

e estimates of tax payable and current tax expense (Note 3(b));

e - current value of investments in subsidiaries (Note 9 (b));

e fair value of available-for-sale financial assets (Note 4(d));

e ' fair value of share-based payments (Note 14). |
Estimates and judgments are continually evaluated. They are based on historical experience and other factors,
including expectations of future events that may have a financial impact on the entity'and' that are believed to
be reasonable under the circumstances. :

8. Fmancnal risk management ] : ;

The Company’s activities expose it to-a variety of financial risks, in partlcular market risk, liquidity risk and
capital risk. The Company’s overall risk management programme focuses on the unpredictability. of financial
markets and seeks to minimise potential adverse effects on the Company’s financial performance. Risk
management is carried out by management of the»Ultimat'e Parent Company.

This note explains the Company’s exposure to financial risks and how these risks could affect the Company’s
future financial performance Current year profit and loss |nformat|on has been included where relevant to add

" further context.
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8. Fmancnal rlsk management (contmued)
(a) :Market risk

(i) Currency risk _ . .
The primary currency exposure to the Company is foreign currency amounts owing in Australian dollars -
(“AUD") and Great British Pounds (“GBP”). These foreign currency. balances give rise to a currency Tisk, which is
the risk of the exchange rate movmg, in either direction, and the impact it may have.on the Company s '
financial performance.

‘ +20% . ~20% -

. . ' , _Foreign currency Profit . " Loss
‘At 30 June 2017 . : . . balance heid g usoD o usp
Trade payables & accruals — GBP ‘ ’ (18,600) . © 2,383 "(3,574)
Net.Assets . . ' o 2,383 . (3,574)

_ o +20% - - - -20%

- Foreign currency Profit : Loss

At 30 June 2016 4 ’ - balance held . USD ~ USD
- Trade payables & accruals ~ AUD : ‘ (57,713) : " 2,606 ' {3,910)

‘Trade payables & accruals — GBP’ . (20,928) . 7,143 (10,714) -

Net Assets : . i ‘ . ' - 9,749 (14,624)

(i)  Interest rate risk :

-The Company is not exposed to typical interest rate risk, being the lmpact of fixed versus ﬂoatmg interest rates
on debt. The Company ‘does not consider it has fmancual assets or liabilities that are exposed to interest rate
risk.

(iii)  Price r/sk

Price nsk is the risk that future cash flows dernved from flnanc:al instruments will be altered as a result of a

.market pnce movement, other than foreign currency rates and interest rates The Company does not consider
it has any exposure to price risk. :

(b) - Credit risk

Credit rlsk is the risk that one party to a fmanc1a| |nstrument wull fall to discharge lts obligation and cause

~ financial loss to the other party. As the Company is non-revenue generatlng ‘from third parties it generally does
. not have trade recelvables The Company does not consider it has any exposure to credtt risk. Co

(c) . LlQUIdlty r|sk ) .
The Company manages Ilquud|ty risk by making arrangements with the Ultimate Parent Company to make
avallable fundlng to enable it to meet its operational requirements, should it be necessary.

(d) Capltal l’ISk =

The Company’s objective when managing capltal is to safeguard its abrhty to continue as a going concern by
ensuring that'it is adequately funded by the Ultimate Parent Company. The Company is not subject to any

' externally imposed: capltal requnrements
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9. Interests in subsidiaries
(a) Subsidiaries -

The Company's subsidiaries as of 30 June 2017 are set out below. The subsidiaries have share capital consisting
solely of ordinary shares that are held directly by the Company, and the proportion of ownership interests held
equals the voting nghts held by the Company The country of incorporation or registration is also its principal
place of business. - : :

Coﬁlntry of

Name of entity . ‘ incorporation Class of shares | Equity holding
As of 30:June
2017 . 2016
Mesoblast International Sarl A o .
(includes Mesoblast International - Switzerland Ordinary ~ 100 100
Sarl Singapore Branch) A _ B T :
Mesoblast international {UK) Limited United Kingdom Ordinary ' 100 100
(b) Investments in subsidiaries . } ) ' Year Ended 30 June
2017 - 2016
: _ USD ~ usD
Opening balance . _ ' , o . 212,743,360 93,606,177
Contributed equity ) ) - - 119,137,183
Closinjg Balance - 5 . ' 212,743,360 212,743,360

(i} Investments in subsidiaries ,
Investments in subsidiaries are held at historical cost.

At 30 June 2015, the investment comprises 100% of the ordinary shares of Mesoblast International Sarl, a
Société a Responsabilité Limitée incorporated in Switzerland which is not publicly traded. During the year
ended 30 June 2016, a further $119,137,181 contribution of equity was made to Mesoblast International Sarl:
No dividend was received from Mesoblast International Sarl during the year ended-30 June 2017 (2016: Nil). -

During the yéar ended 30 June 2016, Mesoblast UK Limited acquired' 100% of the or'di_n_ary shares of Mesoblast
international {(UK) Limited, a Company incorporated in the United Kingdom which is not publicly traded. The

. contribution of equnty of $2 was made to Mesoblast International (UK) Limited. No dividend was recelved from
Mesoblast International (UK) Limited dunng the year ended 30 June 2017 (2016 Nil).

(//) Impa/rment and risk exposure
information about the vmpalrment of mvestment in subsidiaries, refer to Note 15(;)

10. Contingent assets and contmgent liabilities :
The Company does not have any contingent assets ar contingent liabilities as of 30 June 2017 and 2016.

-11 Commitments } . :
The Company does not have any capltal lease or purchase commltments at 30 June 2017 and 2016.

12. Events occurring after thevreporting period

There are no events that have occurred subsequent to 30 June 2017 and prior to the signing of these financial
. statements that would'likely have a material impact on the financial results presented. ‘
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’

13. Related party transactions

(a) Parent entity .
- The, parent entity of the Company is Mesoblast Limited. For more mformatuon on the parent company, please
refer to the General Informatlon section wnhm the Notes to the Fmanc1al Statements.

(b) Subsidiaries »
Details of interests in subsidiaries are disclosed in Note 9 tothe financial statements. -

(c) Key management personnel compensation ’

Key management includes the Directors of the Company. The aggregate compensatlon made to the UK based .

Directors of the Company is set ‘below. Director’s compensatlon of the Australlan based Diréctor is bome by
the Ultimate Parent Company :

' . " For Year Ended 30 June

L 2017 . 2016

: Note .. usp.  usD

Directors’ fees S ' . ' : : 9,237 : 1,309
‘ ‘ 9,237 ‘ 1,309

{d) Transactions with other related parties (‘
The following balances are outstanding at the end of the year in relation to transactions with related parties:

ForYear Ended 30 June
C 2017 o 2016
) . . Note . usb - USD .
.Trading'l‘oan payable to'Mesoblast Limited , 4{(c) 2,531,757 2,509,870
Other intercompany trading loans payable " 4{c) 224,794 120,757 ©
' 2,756,551 - 2,630,627

(e} Terms and conditions :
All other transactions were made on normal commercial terms and conditions and at market rates, except that
" there are no fixed terms for the repayment of Ioans between the parties. Outstanding balances are unsecured.

and are repayablé in cash.

14. Share-based payments

The Ultimate Parent Company has adopted an Employee Share Optuon Plan (”ESOP") to foster an ownership -

culture within the whole Group and to motivate senior management, employees and consultants to achieve
performance targets. This includes the employees of the subsidiary companies within the Group. Selected
directors, employees and consultants may be eligible to participate in the ESOP at the absolute discretion of
the board of.directors, and in the case of directors, upon -approval by the Ultimate Parent Company’s
shareholders .

‘Grant policy :
Options were granted in two equal tranches and will vest on the date that the option” holder has direct

involvement (to the reasonable satisfaction of the Company s board of directors) in the Company achieving

- certain confidential commercial objectives. These options will expire five years post the grant date. On
cessation of employment the Company'’s board of directors determines whether or not a leaver is'a bad leaver.

if a participant is deemed a bad leaver, all rights, entitlements and interests in any unexercised options held by .

the participant will be forfeited and wili lapse immediately. If a leaver is not a bad eaver they may retain

. vested options, however, they must be exercised within 60 days of cessation of employment (or within a longer
period if so determined by the Company’s board of directors), after which time they will lapse. Unvested
options will normally be forfeited and lapse. o : : .
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14. Share-based payments (continued) .

" The exercise price of options is determined by reference to the Group’s policy which is generally'the volume

weighted market price of a-share of Mesoblast Ltd (ASX:-MSB) sold on the ASX on the 5 trading days
immediately before the grant date. In the case of options issued to staff (performance based) the board of

directors add a 10% premium. The board of directors’ policy is not to issue options at a discount to the market -

price. The share price is quoted in Australian Dollars (“AUD” or “A$”) on the ASX.

{a) Reconciliation of outstanding share based payments

Year ended 30 June 2017
. " Granted i . Lapsed/Cance . Vested and -
Expi Exercise Openi No.’ Exercised lied No Closing ~ exercisable

" Series Grant Date Py Price {in pening . No. (during . ) . &

. Date  Balance {during : (during the - Balance  No (end of
AUD) the year) :
the year) j -year) year)

- 25a (i&ii) 01/01/2014 31/12/2018 A$6.38 650,000 - ' - R . - * 650,000 /650,000
31b 12/05/2015 16/02/2020 AS4.30 200,000 - - - - 200,000 200,000
30 June 2017 ~ - 850,000 - - - 850,000 850,000 °

Weighted average share purchase price (in AUD) © AS5.89 B . - .- AS$5.89 A$$.89

Year ended 30 June 2016

' L Granted . Lapsed/Cance Vested and

i . Expiry Exercise Opening ‘No Exercised ledNo. . Closing exercisable
Series Grant Date Price {in_ L No. (during R ’ .

. Date Balance (during {during the Balance  No {end of

AUD) the year)

the year) . _year) year)

25a (i&ii) 01/01/2014 31/12/2018 ° AS6.38 650,000 L o - Lo 650,000 650,000

31b | 12/05/2015_ 16/02/2020 AS4.30 400,000 - - 200,000 200,000 . 200,000

'30 June 2016 ) o 1,050,000 ) - - l 200,000 850, 000 850,000

'Weightedaverage share purchase price {in AUD) A$5.59 - - A$4.30 AS$5.89 AS$5.89

The welghted average remaining contractual life of share optlons outstandlng as of 30 June 2017 and 2016 was
1.93 years and 2.93 years, respectnvely :

(b) Fair values of share based payments
The fair value of share opttons granted during the year ended 30 June 2017 and 2016 was ASNil and ASNil,
respectively. There were no new options granted durmg the year ended 30 June 2017.

The fair value of all shared-based payments made has been calculated using the Black-Scholes model This
model requires the following inputs:

Share price at grant date
The share price underpinning the exercise price has been used as the share price at grant date for valuation
purposes. This price is generally the volume weighted average share price for the 5 tradmg days leading up to

. grant date.

Exercise price
The exercnse price is a known value that is contamed in the agreements.
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Notes to the Financial Statements (Continued)

14. Share-based payments (continued) -

Share pnce volat/l/ty

The model! requires the Ultimate Parent Company’s share pnce volatility to be measured. In estimating the
expected volatility. of the underlying shares our objective is to approximate the expectations that would be

reﬂected in a current market or negotiated exchange price for the option.-

Share price date from 1 January, 2012 through to the end of each applicable financial year has been used to

L calculate shareprice volatility.

ere of the optron . .
The life is generally the time perlod from grant date through to expiry. Certain assumptions have been made
regarding “early exercise” i.e. options exercised ahead of the expiry date. These assumptions have been based

on historical trends for option exercises within the Company and take |ntojconsrderat|0n exercise trends that

are also evident as a result of local taxation faws.

D/wdend yield

The Company has yet to pay a drwdend so it has been assumed the d|V|dend yleld on the shares underlymg the
options will be 0%.

Risk free interest rate . . .
This has been sourced from the Reserve Bank of Australia hlstorlcal lnterest rate tables for government bonds

' Model inputs : :
There were no new optlons granted during the year ended 30 June 2017

The closing share market prlce of an ordmary share of Mesoblast erlted on the ASX as of 30 June 2017 was
‘ A$2 08.- S i

There were no new options granted 'during the year ended 30 June 2016..

The closing share market price of an ordmary share of Mesoblast lelted on the ASX as of 30 June 2017 was'

A$1.08.

15. Remuneration of auditors :
During the year the following fees were paid or payable for services provuded by the auditor, its related

practices and non- -related audit services:

Year Ended 30 June

2017 2016
- . . usbD ’ . USD
PricewaterhouseCoopers LLP ) T
Audit and other assurance services ;
. Audit and review of financial reports B - : 27,576 - 21,142
" Total remuneration of PncewaterhouseCoopers LLp ' ‘ 27,576 ) . 21,142 -
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16. Summary of significant accounting policies :

This note provides the principal accounting policies adopted in the preparation of these financial statements as
set out below. These pohmes have been consistently applied to all the years presented, unless otherwise:
stated.

{(a) Basis of preparation : )
These financial statements have been prepared in accordance with IFRS as adopted by the European Union and
IFRS Interpretations Committee (“IFRS IC”) interpretations as- adopted by the European Union and the
Companies Act 2006 applicable to companiés reporting under IFRS as adopted by the European Umon
Mesoblast UK Limited is a for-profit entity for the purpose of preparing the fmancual statements.

(i) . Historical cost con ven t/on
These financial statements have been prepared under the hlStOI'ICal cost convention.

(u) Changes to comparative figures -
Comparative figures, are, where appropnate, reclassmed to be comparable with flgures presented in the
current financial year. :

(m) New and amended standards adopted by the Company
There were no new or amended accounting standards that were applicable to the Company for the 30 .lune
2017 reportmg period. : : .

(iv) New accounting standards and interpretations not yet adopted

Certain new accounting standards and interpretations have been "published that are not mandatory for the 30
June 2017 reporting period. The Company has not elected to apply any pronouncements before thelr operative
date in the annual reporting period beginning 1 july 2016.

lnltlal .appllcatlon of the following Standards is not expected to affect'any of the amounts recognized or,
disclosures made in the current financial report and management. do not consider these new a‘ccounting
standards to have a material impact on future transactions made in relation to the Company. The Company is
in the process of assessing the lmpact of these new standards on its accounting policy.

The followmg standards appllcable to the Company but are not yet adopted are summansed below

. Effective
Title Key requirements Date
1FRS 9 Financial IFRS 9 introduced revisions in the following areas: Annual reporting
Instruments ' . e (lassification and measurement — replacement of periods commencing on -

the existing complex rule-based requirements

‘with a principle-based approach which is driven

by cash flow characteristics and business model;
impairment - a single impairment model to be
applied to all financial instruments where
expected credit losses must be accounted for

‘from when the financial instruments are first
‘recognized. This requirement lowers the

threshold for recognition of full lifetime expected

- losses.

Hedge accounting — a reformed model for hedge
accounting with enhanced disclosures about risk

. management activity. -

or after January 1, 2018

The Company does not
intend to adopt IFRS9 .
before its mandatory
date.

" The Company is

currently evaluating the
effect that the updated
IFRS 9 will have on the
financial statements
and related disclosures.
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16. Summary of significant accdunting policies (continuéd)

IFRS 15 Revenue from IFRS 15 provides a single, principles based five-step model

" Contracts with

Customers

to be applied to all contracts with customers.

The five steps in the model are as follows:
- e |deéntify the contract with the customer
e Identify the performance obligations in the
‘contract '
e Determine the transaction price
s Allocate the transaction price to the performance
. obligations in the contracts

® Recognise revenue when (or as) the entity satisfies ‘

a performance obligation.

Guidance is provided on topics such as the point in which
revenue is recagnized, accounting for variable
consideration, costs of fulfilling and obtaining a contract
and various related matters. New disclosures about
revenue are also introduced. '

Annual reporting
periods commencing on
or_afterJanuary 1, 2018

The Company does not

intend to adopt IFRS 15
before its mandatory
date.

'Wh‘ile currently not
considered material to

_ the Company, the

Company is evaluating
the impact of IFRS 15 on
key contracts and the
effect the updated
standard will have on
the financial statements
and related disclosures.

)

IERS 16 Leases

IFRS 16 eliminates the classification of leases as either
operating leases or finance leases for a lessee; they are
recognized on the balance sheet as they are treated in a
similar way to finance leases applying IAS 17. Leases are
‘capitalised’ by recognising the present value of the lease
payments and showing them either as lease assets (right-
of-use assets) or together with property, plant and-
equipment. If lease payments are made over time, a

* financial liability is required to be recognized to represent
. the obligation to make future lease payments.

There is little change for the accounting for a lessor.

Annual reporting’
periods commencing on

_or after January 1, 2019

The Company does not
intend to adopt IFRS 16
before its mandatory

" date.

- The Compahy is
" currently evaluating the

effect that the updated
IFRS 16 will have on the
financial statements

and related disclosures.

(b) Gomg concern

The financial statements have been prepared on a going concern basis as the Ultimate Parent Company has
- undertaken to provide continuing financial support to enable the Company to carry on its business and meet its
liabilities as and when they fall due.
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16. Summary of significant accounting policies (continued)

(¢) Foreign currency translation

“{i}  Functional and presentatlon currency

Items included in the financial statements of the Company are measured usmg the currency of the primary
economic environment in which the entity operates (“the functional currency").” As of 1 July 2015, the
functional currency of Mesoblast UK Limited is the USD. Prior to 1 July 2015, the functlonal currency of
Mesoblast UK Limited was the GBP .

(i) Trans/at/ons and balances

Forelgn currency transactions are translated into the functlonal currency using the exchange rates prevallmg at -

the dates of the transactions. Foreign exchange gains and losses resulting from- the settlement of such
transactions and from-the transaction at period end exchange rates of monetary assets and liabilities
denominated in foreign currencies are recognized in net loss, except when they are deferred in equity as
' qualifying cash flow hedges and qualifying net lnvestment hedges or attributable to part of the net mvestment
in a foreign operation.

Non-monetary items that are measured at fair value in a foreign currency are translated using the exchange

rates at the date when the fair value was determined. Translation differences on assets and liabilities carried at*

fair value are reported as part of the fair value gain or loss. For‘example, translation differences on non-
monetary assets and liabilities such as equities held at fair value. through profit or loss are recognized in net loss
as part of the fair value gain or-loss and translation differences on non-monetary assets such as equmes
classmed as avanlable for sale flnancnal assets are recognized in other comprehensive income.

(d) Income tax

The income tax exp'ense or beneflt for the penod is the tax payable on the current perlod s taxable income, '

-relating to UK corporation tax, based on the applicable income.tax rate adjusted by changes in deferred tax
assets and llablhtles attrlbutable to temporary differences. and to unused tax losses.

The current income tax charge is calculated on the basis' of the tax laws enacted or substantively enacted at the ‘

end of the reporting period. Management periodically evaluates positions taken in tax returns with respect to
situations in which applicable tax regulation' is subject to interpretation. It establlshes provisions where
.appropriate on the basis of amounts expected to be paid to the tax authorities.

Deferred income tax is provided in full using the llablllty method, on temporary differénces arlsmg between
the tax bases of assets and liabilities and their carrying amounts in the financial statements. However, the
deferred income tax is not accounted for if it arises from initial recognition of an asset or liability in a

. transaction other than a business combination that at the time of the transaction affects neither accounting, -

nor taxable profit or loss. Deferred income tax is determined using tax rates (and laws) that have been enacted
or substantially enacted by the end of the reporting penod and are expected to apply when the related
deferred income tax asset is realised or the deferred income tax Ilablllty is settled.

Deferred tax assets are recogmzed for deductlble temporary dlfferences and unused tax losses only if it is_

probable that future taxable amounts will be available to utilise those temporary differences and losses.
Deferred tax liabilities and assets are not recognized for temporary differences between the carrying amount
and tax bases of investments in-controlled entities where the parent entity is able to control the timing of the
reversal of the temporary differences and it is probable that the differences will not reverse in the foreseeable
future. . :

Deferred tax assets and liabilities are offset when there is a legally enforceable right to offset current tax assets
and liabilities and when the deferred tax balances relate to the same taxation authority. Current tax assets and
tax liabilities are offset where the entity has a legally enforceable.right to offset and mtends either to settle on
-a net basus or to realize the asset and settle the llabllltv simultaneously.

Current and deferred tax is recognized in net profit/loss, except to the extent that it relates to items recognized
in other comprehensive income or directly in equity. In this case, the tax is also recognized in other
comprehensive income or directly in equity, respectively.

-
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16. Sumrnary of significant accounting policies (continued)
(e) lmpaimient of assets .
Assets are tested for impairment. whenever events or changes in circumstances indicate that’ the carrying

' amount may not be recoverable.

An impairment loss is recognized for the amount by which-the asset’s carrying amount. exceeds its recoverable
amount. The recoverable amount is the higher of an asset’s fair value less costs to dispose and value in use. For
the purposes of assessing impairment, assets are grouped at the lowest levels for which there are separately
identifiable cash inflows which are largely independent of the cash inflows from other assets or groups of
_assets (cash-generating units). Non- financial assets that have suffered impairment are revnewed for possrble
reversal of the impairment at the end of each reportmg period.

() lnvestments and other frnanaal assets
(i) Classification .
The Company classmes its financial assets in the followmg categories:
e financial assets at fair value through profit or loss,
e available-for-sale financial assets,
e loans and receivables, and
o held-to-maturity-investments.

The classification depends on the purpose for which the investments were acquired.- Management determines
the classification of its investments at initial recognition and, in the case of assets classified as held-to-maturity,
re-evaluates this designation at the end of each reportmg penod See Note 4 for details about each type of
financial asset. - .

(i) Reclassification. ) ‘ _ -

The Company may choose to reclassify a non-derivative trading financial asset out of the held for trading
category if the financial asset is no longer held for the purpose of selling it in the near term. Financial assets
other than loans and receivables are permitted to be reclassified-out of the held for trading category only in
rare circumstances arising from a single event that is unusual and highly unlikely to recur in the near term. In
addition, the Company may choose to reclassify financial assets that would meet the definition of loans and
receivables out of the held for trading or available-for-sale categories if the Company has the intention and
ability to hold these financial assets for the foreseeable future or until maturity at the date of reclqssiﬁcation

Reclassuflcatlons are made at fair value as of the reclassnflcatlon date. Fair value becomes the new cost or
amortized cost as apphcable, and no reversals of fair value gains or losses recorded before reclassification date
are subsequently made. Effective interest rates for financial assets reclassified to loans and receivables and
held-to-maturity categories are determined at the reclassification date. Further increases in estimates of cash
flows adjust effective interest rates prospectlvely :

(iii} Recognition and derecognlt;on
Regular way-purchases and sales of financial assets are recognized on trade-date, the date on which the

Company commits to purchase or sell the asset. Financial assets are derecognized when the rights to receive
cash flows from the financial assets have expired or have been transferred and the Company has transferred
substantlally all the risks and rewards of ownership.

When securities clasSified as availa’ble-for-sa’le are sdld, the.accumulated fair value adjustments recognized in
other comprehensive income are reclassified to profit or loss as gains and losses from investment securities.

)
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(iv) ‘Measurement : :

At initial recognition, the Company measures a fmancnal asset at-its fair value plus in the case of a financial
asset not at fair value through profit or loss, transaction costs that are directly attributable to the acquisition of
the financial asset. Transaction costs of financial assets carried at fair value through profit or loss are expensed

in profit or loss.

Loans and receivables and held-to-maturity investments are subsequently carried at amortized cost using the

effective interest method. Available-for-sale financial assets and financial assets at fair value through profit or

loss are subsequently carried at fair value. Gains or losses arising from changes in the fair value are recognized

as follows: .

* e for 'financial assets at fair value through proﬂt or Ioss -in proﬁt or loss within other income.or other

, expenses : :

e for available for sale financial assets that are monetary securities denominated in a forelgn currency —
" translation differences related to changes in the amortized cost of the security are recognized in profit

or loss and other changes in the carrying amount are recognized in other comprehensive income

. for other monetary and non-monetary securities classified as avallable for sale in other

". comprehensive income. : -

Dividends on financial assets at fair value through. profit or loss and available-for-sale equity instruments are
recognized in profit or loss as part of revenue from continuing operations when the Company’s right to recelve
payments is estabhshed

Interest income from financial assets at fair value through profit or loss is included in the net gains/(losses).
Interest -on available-for-sale securities calculated using the effective interest method is recognized in the
income statement as part of revenue from contlnumg operatlons .

(v) Impairment

The Company assesses at the end of each reportmg period whether there is objectlve evidence that a Fnancnal
asset or group of financial assets is impaired. A financial asset or a group of financial assets is impaired and
impairment losses are incurred only if there is objective evidence of impairment as a result of one or more
events that occurred -after the initial recognition of the asset (a ‘loss event’) and that loss event {or events) has
an impact on the estimated future cash flows of the financial asset or group of financial assets that.can be
. reliably estimated. In the case of equity investments classified as available-for-sale, a significant or 4prolonged
decline.in the fair value of the security below its cost is considered an indicator that the assets are impaired.

.Assets carried at amortized cost ) ' ) )

For loans and receivables, the amount of the loss is measured as the difference between the asset’s carrying
amount and the present value of estimated future cash flows (excluding future credit.losses that have not been
incurred) discounted at the financial asset’s original effective interest rate. The carrying amount of the asset is
reduced and the amount of the loss is recognized in profit or loss. If a loan or held-to-maturity investment has a
variable interest.rate, the discount rate for measuring any impairment loss is the current effective interest rate
determined under the contract. As a practical expedient, the Company may measure impairment on the basis
"~ of an instrument’s fair value using an observable market price. ’ ’

"I, in a subsequent period, the amount of the impairment loss decreases and the decrease can be related

objectively to an event occurring after the impairment was recognized (such as an improvement in the debtor’s
credit rating), the reversal of the previously recognized impairment loss is recognized in profit or loss.
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Assets classified as avallable -for-sale .

If there is objective evidence of impairment for available- for sale financial assets, the cumulative loss =
measured as the difference between the acquisition cost and the current fair value, less any impairment loss on
that financial asset prewousiy recognized in proflt or loss — is removed from equity and recognized in proﬁt or
loss.

-Impalrment Iosses on equity instruments that were recogmzed in profit or loss are not reversed through proflt .

or loss in a subsequent period.

If the fair value of a debt instrument classified as available-for-sale increases in a subsequent period and the
increase can be objectively related to an event occurring after the impairment loss was recognized in proﬂt or
' Ioss the impairment loss is reversed through profit orloss

(vi} Offsetting financial instruments
‘Financial assets and liabilities are offset and the net amount reported in the balance sheet when there is a
legally enforceable right to offset the recognized amounts and there is an intention to settle on a net basis or

realise the assets and settle the liability simultaneously. The legaliy enforceable right must not be contingent
on future events and must be ‘enforceable in the normal course of business and in the event of default,

insolvency or bankruptcy of the Company or the counterparty

(g) Trade and other payables
Payables represent the pnncrpal amounts outstanding at the balance sheet date plus, where applicable, any
accrued interest. Liabilities for payables and other amounts are carried at cost which approximates fair value of

the consideration to be paid in the future for goods and services received, whether or not billed. The amounts .

‘are unsecured and are usually paid wrthln 30to 60 days of recognition .
(h) Share-based payments
Share-based payments are provided to ellgible employees, dlrectors and consultants via the Employee Share

Option Plan ("ESOP”).

Equity -settled share-based payments with employees and others providing similar services are measured at the

fair value of the equity instrument at grant date.” Fair value measurement is carried out by management of the.

Ultimate Parent-Company. Fair value is measured. using the Black-Scholes model. The expected life used in the
‘model has been .adjusted, based on management’s best estlmate for the. effects of non-transferability,
exercise restrictions, and behavioural considerations.

The fair value dete‘rmined at the grant date of the. equity-settled share-based paymeénts is expensed on a
B traight -line basis over the vesting. period, based on'management s estimate of when options wili-eventually

vest, with a correspondmg increase in liability to the Ultimate Parent Company. The corresponding increase in
equity is recorded in the Ultimate Parent Company through the reserves. At the end of each’ period,
management of the Uitimate Parent Company revises its estimates of the number of shared-based payments
that are expected to vest based on the non-market vesting conditions. The impact of the revision to original
estimates,. if any, is recognized in proflt or loss, with a correspondlng adjustment to the Ultimate Parent
Company loan account.

@ Eauity
~ Ordinary shares are classified as equity.

>Capitai contributions from the owner of the Company in its capacity as owner are also classified as equity.
(i) Investments in subsidiaries
Investments in subsidiaries are accounted for at historical cost less lmpairment inthe fmancral statements of

Mesoblast UK Limited. The mvestments are tested for |mpa|rment where an mdication of |mpa|rment exusts at
the reporting date
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