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Mesoblast UK Limited
Directors’ Report
For the year ended 30 June 2021

Registered No. 07596260
The Directors present their report and the audited financial statements of Mesoblast UK lelted (the
“Company") for the year ended 30 June 2021. .

General Information .
General information about the Company and its legal form can be found under the Notes to the Financial
Statements section. '

The Company is registered and domiciled in the United Kingdom. The Company's registered office address is:
5 New Street Square .

London, EC4A 3TW

United Kingdom

The Company is prlmanly engaged in providing consulting and other supportmg services to the Group 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 fmanaal
statements were:

o  Silviu Itescu
e  Michael Sampson
e lLeonard West

Statement of Directors’ Responsibilities in respect of the financial statements
The directors are responsible for prepanng the Annual Report and the financial statements in accordance with
appllcable law and regulat|on :

Company law requires the directors to prepare financial statements for each financial year. Under that law the
directors have prepared the financial statements in accorda nce with mternatlonal accounting standards in conformity
with the requirements of the Companies Act 2006.

Under company law, ’direct‘ors 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 the financial statements, the directors are required to:

e select suitable accounting policies and then apply them consistently; .

.e state whether applicable international accounting standards in conformity with the requirements of the
Companies Act 2006 have been followed, subject to any material departures disclosed and explained in the
financial statements;

e make judgements and accounting estimates that are reasonable and prudent; and .
e 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 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.

The directors are.respbnsible 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 withthe Companies Act 2006.

Going Concern’

As described in Note 16 of our accompanying financial statements, our continuing ability to continue as a going
concern and meet our debts and commitments as they fall due are dependent upon continued financial
support to fund future operations, 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) A
For the year ended 30 June 2021

Going Concern (Contmued)

Notwithstanding, the parent Company has a materlal uncertainty that may cast significant doubt onits ablllty
to continue as a going concern and that may be unable to realize its assets and liabilities in the normal course
of business. :

The directors believe that the Ultimate Parent.Company will be successful in its funding strategies and
transactions and, accordingly, have prepared the financial report on a going concern basis, notwithstanding
that there is a material uncertainty that may cast significant doubt on our ability to continue as a going concern
and that we may be unable to obtain adequate funding. Our financial statements do not include any
adjustments that may result from the outcome of this uncertainty. : ‘
COVID-19 has not led to a material deterioration i in the Company’s financial circumstances, nor requwed
Mesoblast to utilize government support.

Financial Risk Management
The Directors are responsible for the financial risk management objectives, details of which are in Note 8 of the
Notes to the Financial Statements.

Directors’ Indemnities
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 undertakings was a party during the year
ended 30 June 2020 and up to the date of the publication of this report

Political and Charitable Donations
During the years ended 30 June 2021 and 2020, the Company did not make any polltlcal or charitable
donatnons

Small Company Provisions _
This report has been prepared in accordance with the special provisions relating to small companies within
Part 15 of the Companies Act 2006. )

Dividends
No dividends were paid during 1 July 2020 to 30 June 2021. There are no dnwdends or distributions
recommended or declared for payment to members, but not yet paid, during the year.

Independent Auditors
The Company's auditors, PricewaterhouseCoopers LLP, have |nd|cated their willingness to continue in office.

‘ Staternent 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 5o far as the Director is aware, there is no relevant audit information of which the Company S audltors
. are unaware; and : : .
e the Director has taken all the steps that he ought to have taken as a Director in order to make himself
aware of any relevant audit information and to establish that the Company s auditors are aware of
that information. -

This report was approved by the Board and signed on its behalf:
. Michael Sampson

Director
23 May 2022
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Mesoblast UK Limited
Independent Auditors’ Report to the Members of Mesoblast UK L|mtted

Report on the audit of the financial statements

Opinion
In our opinion, Mesoblast UK Limited’s financial statements:
© e give atrue and fair view of the state of the company’s affairs as at 30 June 2021 and of its loss and cash flows for the

year then ended;

¢ have been properly prepared in accordance with international accountmg standards in conformity with the
requirements of the Companies Act 2006; and

¢ have been prepared in accordance with the requirements of the Companies Act 2006

We have audited the financial statements, included within the Annual Report and Financial Statements (the “Annual -

Report”), which comprise: Balance Sheet as at 30 June 2021; Income Statement, Statement of Comprehensive Income,

Statement of Changes in Equity and Statement of Cash Flows for the year then ended; and the notes to the financial

statements, which include a description of the significant accounting policies.

Basis for opinion

We conducted our audit in accordance with International Standards on Auditing (UK) (“ISAs (UK)”) and applicable
law. Our responsibilities under ISAs (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 mdependent of the company in accordance with the ethical requirements that are relevarnt to our audit of
the financial statements in the UK, which includes the FRC’s Ethical Standard and we have fulfilled our other ethlcal
responsibilities in accordance with these requirements.

Material uncertainty related to going concern

In forming our opinion on the financial statements, which is not modified, we have considered the adequacy of the
disclosure made in note 16 (b) to the financial statements concerning the company’s ability to continue as a going
concern. The company incurred a net loss of US$ 196,046 during the year ended 30 June 2021 and, at that date, had
‘accumulated losses of US$809,939 and net current liabilities of US$519,303. As a result, the company is reliant on
Mesoblast Limited (the “ultimate parent company”) to provide continuing financial support to enable the company to
carry on its business and meet its liabilities as they fall due for a period of at least 12 months from the date of approval-
of these financial statements. There is uncertainty as to whether the ultimate parent company will be able to provide the
necessary financial support, as this is dependent on the ultimate parent company’s ability to raise sufficient additional
funds. These conditions, along with the other matters explained in note 16 (b) to the financial statements, indicate the
existence of a material uncertainty which may cast significant doubt about the company's ability to continue as a going
concern. The financial statements do not include the adjustments that would result if the company were unable to
continue as a going concern. :

In auditing the financial statements, we have concluded that the directors’ use of the going concern basis of accountmg :
in'the preparation of the financial statements is appropriate. .

Our responsibilities and the responSIbllmes of the directors with respect to going coricern are described in the relevant
sections of this report.

Reporting on other information

The other information comprises all of the information in the Annual Report other than the ﬂnanc1al statements and
our auditors’ report thereon. The directors are responsible for the other information. Our oplnlon 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 explicitly 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 material misstatement of the other information. If, based on the work we
have performed, we conclude that there is a material misstatement of this other information, we are required to report
that fact. We have nothing to report based on these responsibilities.

With respect to the Directors' Report, we a]so considered whether the disclosures required by the UK Companies Act
2006 have been included. ]

Based on our work undertaken in the course of the audit, the Companies Act 2006 requires us also to report certain
opinions and matters as described below. .
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Mesoblast UK Limited
Independent Auditors’ Report to the Members of Mesoblast UK Limited (continued)

Directors’ Report

In our opinion, based on the work undertaken in the course of the audit, the information given in the Directors’ Report
- for the year ended 30 June 2021 is consistent with the financial statements and has been prepared in accordance w1th

applicable legal requirements.

In light of the knowledge and understanding of the company and its environment obtamed in the course of the audit,

we did not identify any material misstatements in the Dlrectors Report.

Responsibilities for the financial statements and the audit
Responsibilities of the directors for the financial statements '

As explained more fully in the Statement of Directors’ Responsibilities in respect of the financial statements, the
directors are responsible for the preparatlon 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 internal control as
they determine is necessary to enable the preparation of ﬁnanmal 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 liquidate the company or to cease operations, or have no realistic
alternative but to do so.

Auditors’ responsibilities for the audit 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 basis of these financial statements.

Irregularities, including fraud, are instances of non-compliance with laws and regulations. We design procedures in line
with our responsibilities, outlined above, to detect material misstatements in respect of irregularities, including fraud.
The extent to which our procedures are capable of detecting irregularities, including fraud, is detailed below.

Based on our understanding of the company and industry, we identified that the principal risks of non-compliance with
laws and regulations related to corporation tax law and the Companies Act 2006, and we considered the extent to which
non-compliance might have a material effect on the financial statements. We evaluated management’s incentives and
opportunities for fraudulent manipulation of the financial statements (including the risk of override of controls), and
determined that the principal risks were related to posting journal entries to manipulate financial performance. Audit
procedures performed by the engagement team included:

¢ Enquiring with management and those charged with governance around potential non-compliance with laws and
regulations, and potential litigation and claims;

¢ Identifying and teshng journal entries using a risk-based targeting approach for unexpected account combmatlons
or unusual words in the journal description; and

e  Reviewing financial statement disclosures and testing to supporting documentation, where appropriate, to assess

) compliance with applicable laws and regulations.

There are inherent limitations in the audit procedures described above. We are less likely to become aware of instances
of non-compliance with laws and regulations that are not closely related to events and transactions reflected in the
financial statements. Also, the risk of not detecting a material misstatement due to fraud is higher than the risk of not
detecting one resulting from error, as fraud may involve deliberate concealment by, for example, forgery or intentional
misrepresentations, or through collusion.

A further description of our responsibilities for the audit of the financlal statements is located on the FRC’s website at:
www.frc.org.uk/auditorsresponsibilities. This description forms part of our auditors’ report

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 the 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.
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Mesoblast UK lelted
Independent Auditors’ Report to the Members of Mesoblast UK L1m1ted (contmued)

Other required reporting

Companies Act 2006 exceptlon reporting

.Under the Companies Act'2006 we are requlred to report to you if, in our oplmon
o  we have not obtained all the information and explanations we require for our audit; or
e adequate accounting 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
o the financial statements are not in agreement with the accounting records and returns.

We have no exceptions to r'eport arising from this reSponsibility.

Entitlement to exemptions

. Under the Companies Act 2006 we are required to report to you if, in our opxmon the dlrectors were not entitled to:’
take advantage of the small compames exemption in preparing the Directors'Report; and take advantage of the small
companies exemption from preparing a strateglc report. We have no exceptions to report arising from this
respon51b111ty

Rachel Greveson (Senior Statutory Auditor) _
for and on behalf of PricewaterhouseCoopers LLP

Chartered Accountants and Statutory Auditors
Leeds

24 May 2022

v
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Mesoblast UK Limited

Income Statement , _
Year Ended 30 June °

2021 ' 2020

Note - USD usb

Revenue . 2 .79,963 140,547
Management and administration expenses 2 (124,262) (255,594) .

Other opefating income/{expense) 2 (151,747) 643

Loss before income tax ‘ 2 (196,046) - (114,404)

Income tax expense 3 " - I -

Loss for the year. (196,046) -{114,404)

" . The above income statement ;hould be read in conjunction with the accompanying Notes on pages 13 to 31.
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Mesoblast UK Limited

Statement of Comprehensive Income _ '
o : o Year Ended 30 June

) - 2021 - 2020
: : . , Note ' usp . usD
Loss for the year | . ) ) (196,046) (114,404)

_Other comprehensive Income/(Loss)

Items that may be reclassified to profit and loss .
Financial assets at fair value through other comprehensive ‘
income o 4(a) 209,428 (446;326) -
Other comprehensive Income/(loss) for the year, net of tax . 209,428 (446,326)
Total comprehensive iIncome/(loss) attributable to the L ' )
owners of Mesoblast UK Limited - ) L C 13,382 - (560,730)

The above statement of comprehensive income should be read in conjunction with the accompanying Notes on pages 13 to 31.
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Mesoblast UK Limited )
Statement of Changes in Equity
For the year ended 30 June 2021

Y

Foreign
Investment Currency
Issued Capital  Revaluation . Translation Accumulated Total
: . . usop Reserve Reserve Losses Equity
. ' Note (note 5)* usD usD usp usD
~_Balance as of 1July 2019 - 5(a) 212,633,992 16,895 - (499,489) 212,151,398
_ Loss for the year - - - (114,404) (114,404)
Other comprehensive loss 5(b) . - (446,326) - - {(446,326)
Total comprehensive loss : . (446,326) i . (114,400) (560,730)
for the year e
Transactions with the '
"parent entity in its
capacity as owner:
Shares issued 5(a) 22,000,000 - Co- - 22,000,000
22,000,000 C e - - 22,000,000
283'22"“ as of 30 June 234,633,992 (429,431) . (613,893) 233,590,668
Balance as of 1July 2020  5(a) 234,633,992  (429,431) - (613,893) 233,590,668
Loss for the year . - - - (196,046) (196,046)
Other comprehensive sb) - - 209,428 - . 209,428
income
Total comprehensive - 209428 : (196,046) 13,382
income for the year
Transactions with the
parent entity in its
capacity as owner:.
Shares issued 5{(a) 52,000,000 - - - 52,000,000
. . 52,000,000 - - - 52,000,000
Balance as of 30 June - '

2021 286,633,992 (220,003) - (809,939) 285,604,050

The above statement of changes in equity should be read in conjunction with the accompanying Notes on pages 13 to 31.

Page |10
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Mesoblast UK Limited
Balance Sheet

" As at 30 June
2021 2020

A Note usD usD
Assets
Non-current assets
Financial assets at fair value through other 4(a) . )
comprehensive income . 2,079,997 1,870,569
Investments in subsidiaries - 9(b) 284,043,356 232,193,360
Total non-current assets 286,123,353 234,063,929
Total assets 286,123,353 - 234,063,929
Liabilities
Current liabilities
Trade payables .4(b) 42,058 29,059
Other payables 4{c) 477,245 444,202
Total current liabilities - 519,303 473,261
Total liabilities 519,303 473,261
Net assets 285,604,050 233,590,668
Equity .
Issued.capital 5(a) 286,633,992 234,633,992
Reserves 5(b) (220,003) = (429,431)
Accumulated losses (809,939} {613,893)
Total equity 285,604,050 233,590,668

The above balance sheet should be read in conjunction with the accompanying Notes on.pages 13 to 31.

The financial statements on pages 8 to 31 were authorized for issue by the board of directors on 23 May

2022 and were signed on its behalf by:

Michael Sampsoﬁ
Director

Registered number: 07596260

Page |11



DocuSign Envelope ID: 37274DBA-B198-4087-8518-FCA2C5784099

Mesoblast UK Limited S
Statement of Cash Flows

Year ended 30 June

2021 2020
UsD . usb
“Cash flows from operating activities ' ’
Payments to consultants and suppliers . {46,045) (34,615)
Net cash outflows from operating activities - : 6 (46,045) (34,615)
Cash flows from.investing activities ;
Payments for investment in subsidiaries . ‘ o ~ (52,000,000) (19,450,000)
Net cash outflows from investing activities {52,000,000) {19,450,000)
Cash flows from financing activities .
Proceeds from issue of shares : .5a - i 52,000,000 - 22,000,000
Proceeds/{payments) from/(to) intercompany loans : " 46,045 (2,515,385) .
Net cash inflows from financing activities - ) 52,046,045 19,484,615

Net change in cash and cash equivalents - . -

Cash and cash equivalents at beginning of year ' B . . - -

Cash and cash equivalents at end of year . - -

The above statement of cash flows should be read in conjunction with the accompanying Notes on pages 13 to 31.
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Mesoblast UK Limited ) *
Notes to the Financial 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 bé obtained on the Australian Securities 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 therein.

The Company is primarily.engaged in providing consulting and other services to the Group for the development
of regenerative medicine products. '

. The Company has no employees (2020: Nit).

.

These fnanccal statements are presented in U.S. dollars (“$” or “USD”) as the principle costs and investments
are held in this currency and the global ultimate trades in this currency, unless otherwise stated.

1. Slgnlf cant changes in the current reporting year
~ During the year ended 30 June 2021, the Company issued shares of $52, 000 000 which enabled the Company to
make a capital contribution of $52,000,000 to its subsidiary, Mesoblast International Sarl.

2. Loss before income tax
v

Year Ended 30 June
2021 2020
usp . usb
Revenue . )
Managemeﬁt service fee . : 79,963 140,547
Total revenue ' : 79,963 140,547
Management and administration expenses o .
Overheads and administration ' (37,799) (61,488)
Share-based payment transactions ) (38,906) (165,433)
Audit fees (20,495) (17,814)
Legal and other professional fees . . (15,112) (1,640)
Directors’ fees - (11,950) {9,219)
Total Management and administration expenses - (124,262} © . (255,594)
Other operating income and expenses A
Foreign exchange gains ) . 17,149 643
Impairment of investment in sub'éidiary ' 4 (168,896) -
Total other operating income/{expenses) . . (151,747) 643
Total loss before income tax ' (196,046) (114,404)
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Mesoblast UK Limited .
Notes to the Financial Statements (Continued)

3. Income tax expense . ‘
: Year Ended 30 June

2021 2020
. . usD . ) - USD
{(a) Reconciliation of i income tax to prima facie tax payable . ’ .
Loss before income tax . (196,046} (114,404)
Tax benefit at the local tax rate of 19% (2020: 19%) . (37,249) (21,737)
Tax effect of amounts which are not deductible in calculating taxable
income: ) )
Other sundry items ,' - -
Current year tax benefit : A . (37,249) (21,737)
Adjustments for current tax of prior periods ) - -
"Tax benefit not recognized ) » 37,249 21,737
Total Income tax expense attributable to loss before income tax - -
Year Ended 30 June
2021 2019
usD uUsD
(b) Taxlosses ' '
Unused tax losses for which no deferred tax asset has been recognised ) 760,913 564,956
Potential tax benefit 19% (2020: 19%) © 144,573 107,342
Other temporary differences
Potential tax benefit : . _ T e
Total potential tax benefit . 144,573 107,342

Temporary differences have been brought to account only to the extent that it is foreseeable that they are
recoverable against future tax liabilities. The Company is not likely to generate taxable income in the
foreseeable future.

‘Significant estimates
. The Company is subject to income taxes in the Umted Kingdom. 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 uitimate 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 liabilities in the period in which such
" determination is made. In the Spring Budget 2021, the UK Government announced that from 1 April 2023 the
" corporation tax rate would increase to 25% (rather than remaining at 19%, as previously enacted). This new law
was substantively enacted on 24 May 2021. Deferred taxes at the balance sheet date have been measured
. using these enacted tax rates and reflected in these financial statements.

The Company has recognized deferred tax assets to the extent that it is probable that the asset quI be utilised
either through the application of carry back rutes or -the utilisation of taxable temporary differences (deferred
tax liabilities). As of 30 June 2021 and 2020, the Company has recorded deferred tax assets of $Nil.
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Mesoblast UK Limited
..Notes to the Financial Statements (Continued) .

4. Financial assets and liabilities :
ThIS note provides information about the Company's financial instruments; including:
e an overview of all financial instruments held by the Company;
e specific information about each type of financial instrument;
e accounting policies; and
e information used to determine the fair value of the instruments, including judgments and estimation

-uncertainty involved. )
: Assets at

Fvoci Total
Note uUsbD usbD
Financial assets
As of 30 June 2021
Financial assgts .at fair value through other 4(2) 2,079,997 2,079,997
comprehensive income
' 2,079,997 2,079,997
As of 30 June 2020
Financial ass.ets .at fair value through other o a) 1,870,569 1,870,569
comprehensive income .
1,870,569 1,870,569
Q) Fair value through other comprehensive income
Liabilities at
. amortized cost Total
Note usD usD
Financial liabilities ) ‘
As of 30 June 2021
Trade payables . 4(b) 42,058 42,058
Other payables . 4(c) . - 477,245 477,245
519,303 519,303
As of 30 June 2020
Trade payables . 4(b) 29,059 29,059
Other payables . 4(c) 444,202 . 444,202
‘ 473,261 473,261

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

(a) Financial assets at fair value through other comprehensive income

Financial assets at fair value through other comprehensive income include the following classes of financial

assets:
As at 30 June
2021 2020
usD usb
Unlisted securities: : )
Equity securities — biotech sector 2,079,997 . 1,870,569
d 2,079,997 1,870,569
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Mesoblast UK Limited - o
Notes to the Financial Statements (Continued)

4. Financial assets and liabilities (continued)
(a) Financial assets at fair value through other comprehensive income (continued)

(i) Classification of financial assets at fair value through other comprehensive income

Financial assets at fair value through other comprehensive income comprises equity securities which are
not held for trading, and which the Group has irrevocably elected at initial recognition to recognize in this
category. These are strategic investments and the Company considers this classification to be more
relevant.

The financial assets are presented as non-current assets unless they mature, or management intends to
. dlspose of them within 12 months of the end of the reporting period.

(i) Impairment indicators for ﬁnancial assets at fair value through other comprehensive income

Impairment losses (and reversal of impairment losses) on equaty mvestments measured at FVOCI are not
reported separately from other changes in fair value.

(iii) Amounts recognized in other comprehensive income

For the year ended 30 June 2021, the Company recognized a gain of $209,428 in the statement of

~ comprehensive income for the change in fair value of the financial assets through other comprehensive
income. For the year ended 30 June 2020, there was a loss of $446 326 recognized in the statement of
comprehensive income.

(iv) Fair value, rmpalrment and risk exposure

Information about the methods and assumptions used in determlnlng fair value is provided in.Note 4(d) ‘
below. None of the financial assets through other comprehensive income are either past due or impaired.

All financial assets at fair value through other comprehensive.income are denominated in USD.

"(b) Trade payables

As at 30 June
- 2021 2020
. . . uUsD . - . usD
Trade payables ’ ’ 42,058 29,059
42,058 29,059

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
2021 2020
: . UsD : usp
Trading loan payable to the Ultimate Parent Company . ) 91,264 - 72,379
Other intercompany trading loans payable 385,981 371,823
: ' 477,245 444,202

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 Financial Statements (Continued)

4. financial ass?ts and liabilities (continued)
(d) Recognized fair value measurements
(i)  Fair value measurement
The following table'presents the Company;s financial assets and financial liabilities measured and recognized at
fair value as of 30 June 2021 and 30 June 2020 on a recurring basis, categorised by level according to the

significance of the inputs used in making the measurements:

Note Level 1 Level2 Level3 Total

usD usb usD : usD
As of 30 June 2021 ’
Financial Assets
Financial assets at fair value through other
comprehensive income: . )
Equity securities — biotech sector 4(a) ) - - 2,079,997 2,079,997
.Total Financial Assets - - 2,079,997 2,079,997
Note Level 1 ‘Level2 . Level 3. Total
As of 30 June 2020 . usbD usob usp usD
Financial Assets ’ :
Financial assets at fair value through other
comprehensive income: ) :
" Equity securities — biotech sector 4(a) - - 1,870,569 1,870,569

Total Financial Assets - ) ) : - - 1,870,569 1,870,569

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

The Company’s policy is to recogmse transfers into and transfers out of fair value hierarchy levels as at the end
of the reportlng year

Level 1: The fair value of financial instruments traded in active markets (such as publicly traded derivatives, and
trading and financial assets at fair value through other comprehensive income) 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 |nstruments are lncluded in level 1. ’

Level 2: The fair value of financial instruments that are not traded in an active market (for example, foreign
‘exchange contracts) is determined using valuation techniques which maximize 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 provisions (contingent consideration) and equity securities (unlisted).

',(ii) Valuation techniques used.

The Company used the discounted cash flow analysis to determine the falr value measurements of level 3
" instruments. .
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Mesoblast UK lelted
Notes to the Financial Statements (Contmued)

4. Financial assets and liabilities {continued)

) (d) Recognized fair value measurements {continued)
(/u) Fairvalue measurements using s:gnlf cant unobservable inputs (Ievel 3)

The followmg table presents the changes in level 3'instruments for the year ended 30 June 2021 and 30 June

2020:
Assets at FVOCI (1)
: - . ‘ usD
Opening balance ~ 1 July 2019 ‘ . , ‘ 2,316,895
Charged to the statement of comprehensive income; '
Changes in the fair value of financial assets through other
comprehensive income . " . . ' (446,326)
Closing balance - 30 June 2020 - ' 1,870,569
Opening balance - 1 July 2020 ) 1,870,569
Charged to the statement of comprehensive income: ' ’
Changes in the fair value of financial assets through other
comprehensive income ) ’ ) 209,428
Closing balance - 30 June 2021 A - 2,079,997
(1) Fair value through other comprehensive income
5. Equity
(a) Issued capital o ‘
: - 2021 © 2020 2021 2020
Shares No. Shares No. : uspD ‘ usD
(i) Share capital ) - .
“Ordinary shares N 286,633,991 234,633,991 . 286,633,992 234,633,992
Total Issued Capital’ ' 286,633,991 234,633,991 286,633,992 234,633,992
‘(i)  Movements in ordinary share .
capital ) .
Details ' Shares No. Issue price _Usb
Opening balance ~ 1 July 2019 ' ) .
Ordinary Shares (issued in USD) 212,633,990 . " 81 212,633,990
Ordinary Shares (issued in GBP) ) ' 1 £1 2
Opening balance ~ 1 July 2019 - Total 212,633,991 212,633,992
Movement for the year . ' .
Ordinary Shares (issued in USD) . . 22,000,000 . $1 22,000,000
Balance as of 30 June 2020 . © 234,633,991 234,633,992
Opening balance ~ 1 July 2020 . . 234,633,991 . . 234,633,992
Movement for the year . ' : :
. Ordinary Shares (issued in USD) » ' 52,000,000 S1 52,000,000

Balance as of 30 June 2021 . - 286,633,991 286,633,992
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Mesoblast UK Limited
Notes to the Financial Statements (Contmued)
5. Equlty (continued)

(a) Issued éapital (continrred)

(m) Ordinary shares

Ordinary shares entitle the holder to partrctpate in dividends, and to share in the proceeds of wmdlng up the

Company in proportion to the number of and amounts paid on the shares held. On a show of hands every holder
" of ordinary shares-present at a meeting in person or by proxy, is entitled to one vote, and upon.a poll each share

is entitled to one vote. The ordinary shares have a par value of $2 and the shares have been fully paid.

(b) Reserves

" As at 30 June -
2021 ’ 2020
usD . usD
(i) Reserves ' . o
Investment revaluation reserve ' 220,003 ) 429,431 -
. Closing balance . ) . 220,003 - . 429,431
: . : 2021 2020
i ‘ ' _ usp . usD
" (i) -Reconciliation of reserves ‘ : :
Foreign currency translation reserve
Opening balance . .' - ) -
Foreign currency translations: Transfers to proflt and loss upon prior : :
years change in presentation currency ) i
* Closing balance ' . : ’ - ’ -
' o 2021 - 2020
2 . o ' . usp . "~ USD.
Investment revaluation reserve ' . : . . :
Opening balance T (429,431) 16,895
_Changes in the fair value of financial assets through other ¢ 200,428 (446,326)
comprehensive i income X
Closing balance . ‘ (220,003) .(429,431)

(iii}  Nature and purpose of reserves
" Foreign currency translation reserve
Exchange differences arising on translation of a foreign controlled entity are recogmzed in'other
. comprehensive income and accumulated in a separate reserve within equity. The cumulative amount is
reclassified to profit or loss when the net investment is disposed of.

Investment revaluation reserve

Differences arising on the change of assumptions of the fair value of flnanmal assets through other
comprehensive income are recognized in other comprehensive income and accumulated in a separate
reserve within equity. The cumulative amount is reclassufed to profit or loss when the net investment is
disposed of. o ) . .
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Mesoblast UK lelted
Notes to the Fmancnal Statements (Contmued)

5. Equnty (continued)
(c) Restatement of comparatives
The Company has restated its contributed equity reserve and issued share capital as at 30 June 2019 to
reclassify contributed capital to issued shares. The restatement at 30 June 2019 reallocates $212,633,990 of
shares to share capital. These shares had always been in issue but were incorrectly recorded as contributed

equity.
’ As at 30 June
2019
: . uso
Contributed capital as reported at 30 June 2019 , - 212,663,990
Reclassification to share capital (212,663,990)

Contributed capital - as restated ’ -

As at 30 June

2019

usb

Issued capital as reported at 30 June 2019 2
-Reclassification from contributed capital ) ' 212,663,990
- Contributed capital - as restated ’ 212,663,992

The Company has not included a third balance sheet or statement of equity as at 30 June 2018 bécause there is
no change to net assets or loss in 2018 or 2019. '

- 6. Cash flow information

As at 30 June
. 2021 ' 2020
! o . ' o usD usD
(a) Reconciliation of cash and cash equivalents ) .
"Cash at bank : - o -
.{b) Reconciliation of net cash flows used in operations with loss
for the year
Loss for the year ' i (196,046) (114,404)
Add/(deduct) net loss for non-cash items-as follows: e . .
Foreign exchange gains ) (18,967) ' -
Equity settled share-based payment 38,906 . - 165,433
Impairment of investment in subsndlary ) - 168,896 ’
Intercompany transactions 5 ' ) (51,833) - (90,056)
Change in operating assets and hablhtles ) C
Increase/(decrease) in trade payables and accruals i . . 12,999 : 4,412
Net cash outflows from operating activities = . (46,045) {34,615)

The Company does not hold a bank account and all of the cash flow movements are non-cash activities within
the Company. The affiliate entities of the Company make payments and receipts on the Company’s behalf.
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Notes to the Fmancnal Statements. (Contmued)

7. Significant estimates, judgments and errors
The preparation of financial statements requires the use of accounting estimates which, by definition, will
seldom equal the actual results. Management also needs to exercise judgment in applying the Company’s

accounting 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 A
addition, this note also explains where there have been actual adjustments this 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:

estimates of tax payable and current tax expense (Note 3(b));
current value of investments in subsidiaries (Note 9 (b));

fair value of financials assets recognized through other comprehensive income. (Note 4(d));
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 |mpact on the entity and that are believed to
be reasonable under the circumstances. - .

8. Financial risk management :
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 information has been included where relevant to add -

further context.
Risk

Exposure arising from

Measurement

Management

Market risk — currency
risk

Market risk — interest -
rate risk

Market risk — price risk
Credit.risk

Liquidity-risk

Recognized financial
assets and liabilities not
denominated in the
functional currency of
each entity within the
Group Co

The Company is not.
exposed to interest rate
risk

The Company is not
exposed to price risk

Cash and cash
equivalents, and trade
and other receivables
Available funding from
Ultimate Parent
Company

Sensitivity analysis

Sensitivity analysis

Sensitivity analysis
Aging analysié

Rolling cash flow
forecasts

The future cash flows of
each currency are forecast
and the quantum of cash
reserves held for each
currency are managed in
line with future forecasted _
requirements. '
The Company does not
consider it has financial
assets or liabilities that are
exposed to interest rate
risk. .

The Company does not
consider it has any
exposure.

The Company does not
consider it has any
exposure.

The Ultimate Parent
Company prepares future
cash flows requirements
and forecasts and capital
raising strategies are
planned to ensure sufficient
cash balances are
maintained to meet the
Company future
commitments.
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Mesoblast UK Limited

Notes to the Financial Statements (Continued)

8. Financial risk management (continued)
-(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 risk, which is
the risk of the exchange rate moving, in either direction, and the |mpact it may have on the Company’s
financial performance. The balances held at the end of the year give rise to currency risk exposure are
presented in USD in the following table, together with a sensitivity analysis with assessed the impact that a
chance of +/-20% in the exchange rate as of June 30, 2021 and June 30, 2020 would have on the Company’s

reported net profts(losses) and/or equity balance.

+20% C-20%

Foreign currency Profit . Loss

At 30 June 2021 balance held UsD usD
Trade payables & accruals - GBP (30,326) 3,560 : (5,340)
Net Assets O 3,560 - (5,340)

+20% -20%

Foreign currency Profit Loss

At 30 June 2020 balance held usob © USD
'Trade payables & accruals — GBP (23,629) - 3,314 (4,972)
- Net Assets : 3,314 (4,972)
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Mesoblast UK Limited
Notes to the Financial Statements (Contmued)

‘8. Financial risk management (continued)
(a) Market risk (Continued)

(ii) Interest rate risk

The Company is not exposed to typical interest rate risk, being the |mpact of fixed versus floating interest rates
on debt. The Company does not con5|der it has flnanC|a| assets or liabilities that are exposed to interest rate
nsk T

(m) Price risk :
Price risk is the risk that future cash flows derived from financial instruments will be altered as a result of a
market price 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 risk is the risk that one party to a financial instrument will fall to dlscharge its obligation and cause
financial loss to the other party. As the Company is non-revenue generating from third parties it generally does
not have trade receivables. The Company does not consider it has any exposure to credit risk.

(c) Liquidity risk
The Company manages liquidity risk by maklng arrangements with the Ultimate Parent Company to make
available funding to enable it to meet its operational requirements, should it be necessary.

{d) Capital risk .

The Company’s objective when managing capltal is to safeguard its ability 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 lmposed capital requirements. ’

9. Interests in subsndlarles

(a) Subsidiaries

The Company’s subsidiaries as of 30 June 2021 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 rights held by the Company The country of incorporation or registration is also its principal
. place of business.

Country of

Name af entity incorporation Class of ahares Eqalty holding
‘ As of 30 June
2021 2020
% %
Mesoblast International Sarl - : .
{includes Mesoblast International " Switzerland Ordinary 100 100
Sarl Singapore Branch) _
Mesoblast International (UK) Limited United Kingdom Ordinary 100 100
(b) lnvéstments in subsidiaries - . Year Ended 30 June
' 2021 2020
. » . usD - ' usD
Opening balance ) . . : 232,193,360 212,743,360
Addition 52,000,000 '19,450,000
impairment of Mesoblast International UK Limited Subsidiary due to .
dissolution of entity - (150,004) . -
Closing Balance . ) C 284,043,356 232,193,360
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-Mesoblast UK Limited
- Notes to the Financial Statements (Continued)
9. Interests in subsidiaries (Continued)

(b) Investments'in subsidiaries (continued)

(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 2020 {2019: Nil).

During the .Year ended 30 June 2016, Mesoblast-UK Limited acquired 100% of the ordinary shares of Mesoblast
International (UK) Limited,.a Company incorporated in the United Kingdom which is not publicly traded. The
contribution of equity of $2 was made to Mesoblast International (UK} Limited.

Duriﬁg the year ended 30 June 2020‘,'Mesoblast UK Limited made a capital contribution of $150,000 to
Mesoblast International (UK) Limited anq $19,300,000 to Mesoblast International Sarl..

During the year ended 30 June 2021, Mesoblast International (UK) Limited was in the process of being
dissolved and therefore the Company impaired the balance of the investment of $150,004 at 30 June 2021.

- There was an associated foreign currency gain associated with the impairment charge of $18,967. The
subsidiary was officially dissolved on the 5t of October 2021.

No dividend was received from Mesoblast International (UK) Limited during the year ended 30 June 2021
(2020: Nif).

(ii) Impairment and risk exposure
Information about the impairment of investment in sub5|d|ar|es refer to Note 16(])

10. Contingent liabilities

The Ultimate Parent Company entered into a non-current loan during the year ended 30 June 2018. The non-
current loan is secured by a first charge over the assets of the Company and the Group. As of June 30, 2021 we .
have assessed these contingent liabilities to be remote.

11. Commitments )
.The Company does not have any capital, lease or purchase commitments at 30 June 2021 and 2020.

12. Events occurring after the reporting year
There are no events that have occurred subsequent to 30 June 2021 and prior to the signing of these financial
statements that would likely have a material impact on the financial results presented.

13. Related party transactions
(a) Parent entity

. The parent entity and Ultimate controlling party of the Company is Mesoblast Limited. For more information on
the parent company, please refer to the General Informatlon section within the Notes to the Fmancnal
Statements.

(b} Subsidiaries
Details of interests in subsidiaries are disclosed in Note 9 to the financial statements.
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Mesoblast UK Limited ]
Notes to the Financial Statements (Continued)

13. Related party transactions (continued)

(c} Key management personnel compensation

" Key management includes the Directors of the Company. The aggregate compensation made to the UK based
Directors of the Company is set below. Director’s compensation of the Australian based Director is borne by the
Ultimate Parent Company.

For Year Ended 30 June

2021 , 2020

. o uso - usD

Directors’ fees v 11,950 9,219
‘ 11,950 9,219

(d) Transactlons with other related parties
The followmg balances are outstanding at the end of the year in reiatlon to transactions with related parties:

For Year Ended 30 June

2021 2020

. Note. “USD usD

Trading loan payable to Mesoblast Limited ) 4{c) 91,264 72,379
Other intercompany trading loans payable " 4(c) 385,981 371,823
477,245 444,202

{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 loans between the parties. Outstandlng balances are unsecured
and are repayable in cash.

. 14, Share-based payments
The Ultimate Parent Company has adopted an Employee Share Option Plan (“ESOP”). to foster an ownershlp
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 issued to employees generally vest based on service or time conditions. For performance based vesting
conditions, options were granted in one or 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.

For time based vesting options, the first tranche vests 12 months after grant date, the second tranche 24 months
after grant date, and the third tranche 36 months after grant date. For options granted prior to July 1, 2015 the
Iength of time from grant date to expiry date was typically five years. Grants since July 1, 2015, are issued with
a seven year term. On cessation of employment the Company’s board of directors determines whether ornota
Ieaver 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 will lapse immediately. If a leaver is not a bad leaver 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. .
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Mesoblast UK Limited

Notes to the Financial Statements (Contmued)

14. Share-based payments (continued)
Grant policy (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 2021
A . . . Granted . Lapsed/ Vested and
. Exercise Opening Exercised Cancelled . .
. Expiry L * No. R . Closing exercisable
Series Grant Date Price (in Balance . . No. (during No.
; Date : {during N Balance  No (end of
AUD) No. the year) ‘the year) {during ear)
4 the year) 4
40 ] 24/11/201;/ 23/11/2024 A$1.41 750,000 - - - 750,000 750,000
40a° 24/11/2017 23/11/2024 A$1.28 750,000 - - - 750,000 -
_ 1,500,000 - - - 1,500,000 750,000
Weighted average share purchase price (in AUD} © A$1.35 - - - AS$1.35 AS$1.41
Year ended 30 June 2020
. _ Exercise Opening Granted Exercised Lapsed/Cance _ Veste'd and
. - Expiry .. No. R lled No. Closing exercisable
Series Grant Date Price (in Balance . No. (during . . :
Date ! {during {during the Balance .’ No (end of
AUD) No. the year) . .

' ) - the year) year) year)
31b 12/05/2015 16/02/2020 A$4.28 200,000 - - (200!000) - -
40 - 24/11/2017 23/11/2024 AS1.41 750,000 - - - 750,000 500,000
40a . 24/11/2017 ) 23/11/2024 AS$1.28 750,000 - - - 750,000 -

1,700,000 - - (200,000) 1,500,000 500,000
Weighted average‘share purchase price (in AUD) AS$1.69 - - - AS$1.35 A$1.41

The weighted average remaining contractual life of share options outstanding as of 30 June 2021 and 2020 was 3.40 years and 4.40

years, respectively.
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Notes to the Financial Statements (Contmued)
14. Share-based payments (contlnued)

(b) Fair values of share based payments.
No options were granted during the years ended 30 June 2021 and 2020.

The fair value of all shared-based payments made has been calculated usmg the BIack-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 valuatlon

purposes. This price is generally the volume weighted average share price for the S trading days Ieadmg up to
’ grant date.

Exercise price :
The exercise price is a known value that is contained in the agreements.

Share price volatility _ ‘
The model requires the Ultimate Parent Company’s share price volatility to be measured. In estimating the
expected volatility of the underlymg shares our objective is to approximate the expectations that would be
reflectedina current market or negotiated exchange price for the option.

Share price date from 1 January, 2012 through to the end of each apphcable financial year has been used to
calculate share price volatility. :

" Life of the option
The life is generally the time period from grant date through to expiry. Certaln assumptions have been made .
regarding * earIy 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 into consideration exercise trends that are
also evident as a result of local taxation laws.

Dividend yield .
The Company has yet to pay a dividend so it has been assumed the dividend yleld on the shares underlying the

optlons will be 0%.

Risk free in terest rate
This has been sourced from the Reserve Bank of Australla historical interest rate tables for government bonds

Model inputs
_ There were nd new options granted during the year ended 30 June 2021 or 2020.

The closing share market price of an ordmary share of Mesoblast lelted on the ASX as of 30 June 2021 was
AS1. 98 '

- 15. Remuneration of auditors .
During the year the following fees were paid or payable for services provided by the auditors, thelr related
practices and non-related audit services:

_ Year Ended 30 June
2021 2020 .
usD uUsD
PricewaterhouseCoopers LLP
Audit and other assurance services
Audit and review of financial reports ' 20,495 17,814
Total remuneration of - . ' _
. PricewaterhouseCoopers LLP ' 20,495 17,814
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Notes to the Financial Statements (Continued) .

16. Summary of significant accounting policies

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

(a) Basis of preparation
These financial statéements have been prepared in accordance with international accounting standards in
conformity with the requirements of the Companies Act 2006. Mesoblast UK Limited is a for-profit entity- for the
purpose of preparing the financial statements. :

(i) Historical cost convention
These financial statements have been prepared under the hlstoncal cost convention, except for certaln financial
‘assets and liabilities — measured at fair value. : -

: (ii) - New and amended standards adopted by the Company

There were no new or amended standards apphcable for the Company to adopt for the year ended 30 June
2021. :

(iii) New accounting standards and interpretations not yet adopted

There were no new accountmg standards and mterpretat:ons not yet adopted by the Company for the year
ended 30 June 2021. :

(b) Going concern

The Company incurred a net loss of $196,046 during the year ended 30 June 2021 and  at that date  had
accumulated losses of $809,939 and net current liabilities of $519,303. The financial statements have
been prepared on a going concern basis as Mesoblast Limited (the "Ultimate Parent Company") has provided
a letter of support to provide continuing financial support to enable the Company to carry on its business and
meet its liabilities as  they fall due for a period of at least 12 months from the date of these financial
statements. .

The Mesoblast Ltd Group (“the Group™)  has incurred losses from operations since the Group’s inception
in 2004 and as of June 30 2021  had an accumulated deficit of $647.6 million. The Group had cash and
cash equivalents of $136.9 millionas at  June30  202] and incurred net cash outflows from-operations of
$106.7 million for the year ended June 30 2021. Over the next twelve months in order to meet the Group’s
forecast expenditure and to be able to continue to support the Company, additional funds will be required by the

Group.

_ The directors believe the Group will raise sufficient additional funds  given their plans to complete
either one or more strategic partnerships or restructure existing loan agreements.  These financial statements
have therefore .been prepared : on a going concem basis as the directors consider the Group

will be able to support the Company such that the Company can carry on its business and meet its liabilities as
and when they fall due for a period of at least 12 months from the date of these financial statements.  The
Company is dependent on the Group raising sufficient additional funds so that it can support the Company, the
success of which is currently uncertain. These conditions indicate the existence of a material
uncertainty which may cast significant doubt about the Company’s ability to continue as a going concern. These
financial statements do not include the adjustments that would result if the Company were unable to continue as
a going concern.

(c) Foreign currency translation
(i)  Functional and presentation currency
Items included in the financial statements of the Company are measured using 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 1july 2015, the functional currency of
Mesoblast UK Limited was the GBP.
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Mesoblast UK Limited
Notes to the Financial Statements (Contmued)

16. Summary of significant accountmg.pollcues (continued)
“{c) Foreign currency translation (continued)

(ii) - Translations and balances

Foreign currency transactlons are translated into the functlonal currency using the exchange rates prevailing 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 recbgnized in net loss, except when they are deferred in equity as
" qualifying cash flow hedges and qualifying net investment hedges or attributable to part of the net investment

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 equities classified as
financial assets are recognized in other comprehensive income.

(d) Income tax
The income tax expense or benefit for the period is the tax payable on the current period’s taxable income,
relating to UK corporation tax, based on the applicable income tax rate adjusted by changes in deferred tax assets
and liabilities attributable 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 establishes 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 liability method, on temporary differences arising 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 period and are expected to apply when the related deferred income tax
asset is realised or the deferred income tax liability is settled.

Deferred tax assets are recognized for deductible temporary differences and-unused tax losses only if it is
. probablé 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 entlty has a legally enforceable right to offset and intends either to settle on a
net basis, or to realize the asset and settle the liability 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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Mesoblast UK Limited
Notes to the Financial Statements (Continued)

16. Summary of significant accounting policies {(continued)

{e) Impairment of assets ' : s
Assets are tested for impairment whenever events or changes in circumstances |nd|cate 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
(_césh-generating units). No_n-fiﬁancial assets that have suffered impairment are reviewed for possible reversal of
the impairment at the end of each reporting period.' ' V

(f} Investments and other financial assets
(i) Classification
The Company classifies its financial assets in the foIIowmg categories:
e those to be measured subsequently at fair value (either through OCl or through profit or loss);-and
¢ those to measured at amortized cost '

The ‘classification depends on the Company’s business model for managing the financial assets and the
contractual terms of the cash flow. For assets measured at fair value, gains and losses will either be recorded in
profit or loss or OCI. For investments in equity instruments that are not held for trading, this will depend on

_whether the group has made an irrevocable election at the time of initial recognition to account for the equity

investment at fair value through other comprehensive income (FVOCI).

(ii) Recognition and derecogn/t/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 Group has transferred

substantially all the risks and rewards of ownership.

(iii) Measurement

At initial recognition, the Group measures a financial asset at its fair value plus, in the case of a financial asset
not at fair value through profit or loss (FVPL), transaction costs that are directly attributable to the acquisition
of the financial asset. Transaction costs of financial assets carried at FVPL are expensed in profit or loss.
Financial assets with embedded derivatives are considered in their entirety when determining whether their-
cash flows are solely payment of prlnmpal and interest.

(ivjEquity instruments

The Company subsequently measures all equity investments at fair value. Where the Group has elected
to present fair value gains and losses on equity investments in OCl, there is no subsequent reclassification of fair
value gains and losses to profit or loss following the derecognition of the investment. Dividends from such
investments .continue to be recognized in profit or loss as other income when the group’s rlght to receive
payments is established. .

Changes in the fair value of financial assets at FVPL are recogniied in other gains/(losses) in the statement of
profit or loss as applicable. Impairment losses {(and reversal of impairment Iosses) on equity investments
measured at FVOCI are not reported separately from other changes in fair value.

{v) lmpa/rment

For trade receivables, the group applies the simplified approach permltted by IFRS 9, which requires expected
lifetime losses to be recognized from initial recognition of the receivables :
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Mesoblast UK Limited .
Notes to the Financial Statements (Contlnued)

16. Summary of significant accounting policies {continued)

{(g) Trade and other payables )
These amounts represent liabilities for goods and services provided to the Company prior to the end of the
financial year which are unpaid. The amounts are unsecured and are usually paid withir 30 days of recognition.
Trade and other payables are presented as current liabilities unless payment is not due within 12 moniths after
the reporting period. They are recognised initially at their fair value and subsequently measured at amortised
cost using the effective interest method. i

{h) Share-based payments
Share-based payments are provided to eligible employees, directors and consultants via the Employee Share
Option Plan (“ESOP”). Information relatmg to these plansis set out in Note 14,

Equity-settled share-based payments with‘employe'es 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 adjlisted, based on management"s best estimate, for the effects of non-transferability, exercise
restrictions, and behavioqral considerations.

The fair value determined at the grant date of the equity-settled share-based payments is expensed on a straight-
- line basis over the vesting period, based on management’s estimate of when options will eventually vest, with a
corresponding increase in liability- to the Ultimate Parent Company The correspondlng increase in equity is
recorded in the Ultimate Parent Company through the reserves. At the end of each period, management of the
Ultimate Parent Company revises its estimates of the number of shared-based payments that are expected tp
vest based on the non-market vesting conditions. The impact of the revision to, original estimates, if any, is
recognized in profit or'loss, with a corresponding adjustment to the Ultimate Parent Company loan account.

(i) Equity
Ordinary shares are classified as equity. Incremental costs directly attributable to the issues of new shares are
‘shown in equity as a deduction, net of tax, from the proceeds

Capital contributions from the owner of the Company in its capacity as owner are also classified as equity.

(i) Investments in subsidiaries Y
Investments in subsidiaries are accounted for at historical cost less impairment in the financial statements of
Mesoblast UK Limited. The investments are tested for |mpa|rment where an indication of impairment exists at-
the reporting date
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