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Vertex Pharmaceuticals (Europe) Limited A

Strategic Report

The Directors present their strategic report for the year ended 31 December 2016

Principal actwnty

The prmclpal activities of Vertex Pharmaoouticals (Europe) Limited (“VPEL” or “Vertex Europe” or the
“‘Company”) are to sell products in the UK, hold the Group’s worldwide stock and non-North American
intellectual property, and perform research on behalf of Vertex Pharmaceuticals Inc. (“VPI”).

Review of the business and future developments

Durmg the year, the Company contmued to supply KALYDECO (“lvacaﬁor” or “VX- 770”) and
ORKAMBI (“ivacaftor in combination with lumacaftor” or “VX-809”) as treatments for the underlying
cause of Cystic Fibrosis (“CF”). ‘ '

In addmon 2016 has seen VPEL enter into a number of strateglc collaboration, license agreements and an
asset purchase. .

Following the year end, VPEL entered into a further asset purchase agreement (see note 26).

_The Company will continue to expand and refurbish its laboratories and offices. The aim is to increase the
Company's Research and Development capabilities in line with the Parent undertaking's corporate
strategy. : ‘

The below business review outlines the progress during the year as well as future developments.

KAL YDECO and ORKAMBI

i

. KALYDECO is currently approved in the European pharmaceutxcal market for the treatment of CF in;

1)- patients six years of age and older who have one of nine gating mutations in their cystlc fibrosis
) transmembrane conductance regulator (“CFTR”) gene;
- 2) .patients two to five years of age who have one of nine gating mutations in their CFTR gene; and
3) patients 18 years of age and oider who have the R117H mutation in their CFTR gene. .

ORKAMBI is currently approved for patients with CF twelve years of age and older who are homozygous '
for the F508del mutation in their CFTR gene.

In the fourth quarter of 2016, the Company completed its Phase 3 clinical trial evaluating lumacaftor in

combination with ivacaftor in approximately 200 patients with CF six to eleven years of age who are

~ homozygous for the F508del mutation in their CFTR gene. The study met its primary endpoint as agreed

~‘with the European Medicines Agency (“EMA”). In March 2017, the Conipany submited a Marketing

Authorization Application (“MAA™) line extension to the EMA for the use of ORKAMBI in this patlent
populatlon

CF Developmem Programs

On 28 March 2017, results from two Phase 3 studies of the tézacaﬁor (“VX-661”) in combination with

_ivacaftor treatment showed statistically significant improvements in lung function (percent predicted
forced expiratory volume in one second, or ppFEV,) in people with CF ages 12 and older who have
certain mutations in the CFTR gene.

Vertex submitted a New-Drug Application (“NDA”) to the U.S. Food and Drug Administration (“FDA”)
and a MAA to the EMA in the second and third quarter of 2017, respectively, for the tezacaftor/ivacaftor
combination treatment in people with CF ages 12 and older who have two copies of the F508del mutation
‘and in people who have one mutation that results in residual CFTR function and F508del mutation..
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- Strategic Report (continued)
Collaboration and license agreements
ApoLol Blo LLC.

On 14 June 2016, VPI and VPEL entered into a strategic collaboranon and license agreement (the
"ApoLol Agreement") with ApoLol Bio, LLC (“ApoLol”). Pursuant to the agreement, VPI and VPEL
are collaborating with ApoLol to discover novel treatments for kidney disorders. ApoLol granted Vertex
rights to research, develop, manufacyure and commercialize products, including nO\"eI compounds and
technology discovered as a result of the research under the Agreement. Vertex will perform all drug

. discovery research (including identification of active compounds, lead optimization and medicinal
chemistry) while ApoLol will provide high-level interpretation of research data. The Company made an
up-front payment of $3.0 million. In addition to the upfront payment, ApoLol has the potential to receive
up to an additional $1l90 million in development, regulatory and commercial milestone payments '
associated with a product candidate plus royalty payments that are triggered by the achievement of
specific sales targets. :

AmorChem L.P.

On 15 June 2016, VPEL entered into an asset purchase agreement (the “AmorChem Agreement”) with
AmorChem L.P. (“AmorChem”) pursuant to which AmorChem agreed to sell certain small molecule A
compounds to the Company for $10.0 million. Prior to the agreement, the research was dedicated to the
development of novel small molecules able to chaperone defective proteins as they traffic from the
endoplasmic reticulum where they are made to the surface of cells where they function, for example, as
ion channels. These novel small molecules could be used in the treatment of CF and chronic obstructive
pulmonary disease. ' ‘ '

Moderna Therapeutics

On 1 July 2016, VPI and VPEL entered into a strategic collaboration and license agreement (the "Moderna
Agreement") with Moderna Therapeutics (“Moderna”). Pursuant to the agreement, the collaboration with
Moderna is aimed- at the discovery and development of messenger Ribonucleic Acid (“mRNA”)
Therapeutics for the treatment 'of CF. The three-year collaboration will focus on the use of mRNA
therapies to treat the underlying cause of CF by enabling cells in the lungs to produce functional copies of
the CFTR protein, which is known to be defective in people with CF. Moderna will lead discovery efforts,
leveraging its leading mRNA platform technology and mRNA delivery. expertise along with Vertex's
scientific experience in CF biology and the functional understanding of CFTR. VPI and VPEL will lead all
preclinical, development and commercialization activities associated with the advancement of mRNA
Therapeutics that result from this collaboration and will fund all expenses related to the collaboration.

In connection with the Moderna Agreement, VPEL paid Moderna $20.0 million in cash as an upfront
payment. VPEL also made a $20.0 million investment in Moderna in the form of a convertible noté that
converted into preferred stock in August 2016. Modemna also has the potential to receive future

~ development and regulatory milestones of up to $275.0 million, including $220.0 million in approval and
reimbursement milestones, as well as tiered royalty payments on future sales.
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Reimbursements

Denmark reimbursement

On 11 April 2017, an agreement was reached w1th the Danish govemment on the relmbursement scheme
for ORKAMBI in Denmark :

Subsequent events
~ Concert Pharmaceuticals -

~On 6 March 2017, it was announced that VPEL and VPI had signed a deﬁnitive asset purchaée agreement .
to acquire CTP-656 from Concert Pharmaceuticals. CTP-656 is an investigational CFTR potentiator that

has the potential to be used as part of future once- dally combination reglmens of CFTR modulators that

" treat the underlying cause of CF.

The asset purchase agreement was completed on 25 July 2017. As part of the agreement, VPEL paxd )

Concert $160.0 million in cash for all-worldwide development and commercialization rights to CTP-656.

If CTP-656 is approved as part of a combination regimen to treat CF, Concert could receive up to an
~ additional $90.0 million in milestones based on regulatory approval in the U.S: and reimbursement in the
- UK, Germany or France.
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Fmancnal Results -

The results of the Company are set out on page 12; the loss for the year after taxation amounted to'$201.1
million (2015 —loss of $198.6 million). ’ .

Key performance indicators

The results of the Company s key financial and other performance indicators during the year were as

follows:
2016 . 2015  Change
: . $m $m %
Turnover — Research and development cost plus arrangement - 385 62.6 -38.5%
Turnover — Product sales - .o 1,597.9 13728 16.4%
Research and development expenditure - Milton Park 35.0 58.7 -404%
Research and development expenditure - Other : 22.8 33 590.9%
Research and development — Non-North American IP 146.2 156.0  -6.3%
Research and development — Total . ’ 204.0 - 218.0 -6.4%
Average number of research employees o - 108 107 0.9%

During 2016 the Company’s turnover from.its research and development cost plus arrangement decreased

. by 38.5% due to the EU realignment pr0_|ect that commenced on 30 November 2014 following a decision
made to realign the activities within Europe. Commercial activity, which includes sales to third parties,
predominantly in the UK, and intercompany sales to VPI and Vertex Group as a distributor in the Non-
North American market, increased by 16.4% due to funher reimbursement agreements- that have been
reached within Europe. :

Total research and development expenditure decreased by 6.4% during the year. Expenditure at the
. Milton Park, UK site decreased by 40.4% and the expenditure related to Non-North American owned IP,
charged by the parent company and collaboration agreement contributions, decreased by 6.3% due to the -
: tnmmg of delivery of individual projects..

The average number of research employees remained consistent. -
Principal risks and uncertainties
The Company operates in a high-risk sector. The key risks facing the Company are as follows:

1. Financial risks
.-a) Cash flow risk

A key area of exposure for the Company is cash flow risk. The Company is wholly reliant on the liquidity o

of the parent organisation and its ability to provide the Company with adequate funds for the foreseeable
future. VPI, the Company’s ultimate parent undertaking, has indicated .its intention to provide such on-
going financial support as is necess'éry for the Company to continue in operation and to meet its liabilities
as they fall due for at least 12 months from the date of approval of these financial statements.

a) Exchange rate risk

There is-an. exchange-rate-risk-as sales in-the -UK are. made in GBPand sales to other Vertex group
companies are in the functional currency of the buying company. In addition, the Company has entered
into other transactions, excluding the purchase of stock, which are denominated in foreign currencies. The
Company’s exposure to exchange rate risk is monitored by the uitimate parent company’s treasury
function. :
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b) Interest-rate risk

At 31 December 2016, the Company had cash and bank balances of $218.5 million and no external debt.
Accordingly, the Company has no significant interest rate exposure to manage locally. The Company had
intragroup liabilities of $901.0 million and assets of $78.2 million with variable interest rates, for which
rates are managed by the parent Company.

c¢) Credit risks .

The Company is a commercial trading entity and as such bears a credit risk with third party customers.
The Company also sells to public institutions whereby the credit risk is deemed low as it is based on the
sovereign risk of the country.

2. Product and regulatory risks

The clinical development and commercial launch success of key drug candidates will depend on many
factors. These include the timely completion and favourable outcome of clinical trials including achieving
safety and-efficacy end points, agreeing mutually acceptable scope and design of such clinical trials with
relevant - authorities, obtaining marketing and reimbursement access, establishing commercial
manufacturing arrangements and gaining acceptance by the medical community for Vertex products ahead
of those developed by our competitors.

3. Inventory .

The Company has limited flexibility to adjust its supply in response to changes in demand, due to the
significant lead times required to manufacture its products. Future adverse changes in the outiook for
commercial sales could result in inventory write downs and related charges. '

4. BREXIT

On 29 March 2017, the Prime Minister of the Umted ngdom (“UK™) triggered Article 50 of the Treaty
of Lisbon which started the process for the UK to leave the membership of the European Union. This
presents a number of risks to the Company, including but not limited to, potential additional costs to
trading cross-border or trading restrictions, issues with filing patents and obtaining regulatory approval.
The Company will continue to monitor the impact of Brexit and respond to risks as'they arise.

Going concern .
"VPI, the Company’s ultimate parent undertaking, has indicated its intention to provide such on-going

financial support as is necessary for the Company to continue in operation and to meet its liabilities as
they fall due for at least 12 months from the date of approval of these financial statements.

After making enquiries, the Directors have a reasonable expectation that the Company has adequate
resources to continue in operational existence for the foreseeable future. Accordingly, they continue to
" adopt the going concern basxs in preparmg the annual report and financial statements. :

Approved by order of the Board of Directors on 22 August 2017 and signed on its behalf by:
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Directors’ Report
. The Directors present their report for the year ended 31 December 2016.

Results and dividends

The results of the Company are set out on page 12; the loss for the year after taxation amounted to $201.1
-million (2015 — loss of $198.6 million). The Directors do not recommend a dividend for the year ended 31
December 2016 (2015 — $nil).

Future developments

The future developments of the Company have been outlined in the Strateglc Report

Research and development activities ’

Please refer to the Strategic Repoﬁ for full details of the Company’s résearch and development activities.

The Company performs research and development at its Milton Park, UK site on behalf of the'parent
undertaking, VPIL. During the year the Company incurred expenditure of $35.0 million (2015 — $58.7
million) on research and development, which was all expensed to the Income Statement. In addition,
_amounts payable to VPI in 2016, for VPEL’s share of development costs of the non-North American IP
. acquired on 30.November 2014 and other development projects entered into with third party collaborators,
totalled $146.2 million (2015 - $156.0 million). Other research and development expenditure totalled
$22.8 million (2015 - $3.3 ‘million). '

Financial instruments and risk rnanagement |

-The Company is exposed to a number of financial risks that include cash flow risk, credit risk, exchange
rate risk and interest rate risk. Further information is disclosed in the Strategic Report..

The ultimate parent Company’s Treasury function along with the Board of Dnrectors monitor the ﬁnanmal
risks that the Company is exposed to.

Subsequent events

Following the year end there have been subsequent events which are disclosed in note 26 and on page 4 of
the Strategic Report.

Foreign branches

The Company operates branehes in Norway and Denmark.

Directors ‘ ' '

The Directors who served the Company during th.e year and to dete were as follows:
“IF Smith |

S Bedson
SK Lem

_ Directors’ liabilities

The Company has granted an indemnity to one or more of its Directors against liability in respect of
proceedings. brought by third parties; subject to the-conditions set out in section 234 of the Companies Act
2006. Such qualifying third party indemnity provision remains in force as at the date of appreving the
Directors’ report.
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Directors’ Report (continued)

Disclosure of information to the auditors

So far as each person who was a director at the date of approving this report is aware, there is no relevant
audit information, bemg information needed by the auditor in connection with preparing its report, of
which the auditor is unaware. Having made enquiries of fellow Directors and the Company’s auditor, each

" Director has taken all the steps that he is obliged to take as a Director in order to make himself aware of
any reler/ant audit information and to establish that the auditor is aware of that information. .

) Auditors :
A resolution to reappomt Emst & Young LLP as audltors will be put to the members at the Annual
General Meeting.

. On behalf of the Board

, Director
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Statement of Dlrectors responSIbllltles

The Directors are responsible for preparing the Strategic report, the Directors’ report and the financial’
statements in accordance with applicable United Kingdom law and regulations.

Company law requires the Directors to prepare financial statements for each financial year. Under that law
- - the Directors have elected to prepare the-financial statements in accordance with applicable law and
United Kingdom Generally Accepted Accounting Practice (United Kingdom Accounting Standards and.
- applicable law). 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 affalrs of the Company ‘and of the proﬁt or
loss of the Company for that perlod

" In preparing these fmancnal statements, the Dlrectors are required to:
e . select suitable ac,countmg pollc1es and then apply them consistently;
e  make Judgments and estimates that are reasonable and prudent;

e  state whether applicable United Kingdom Accountmg Standards have been followed subject to any
. material departures disclosed and explained in the fmanc1al statements; and

. prepare the financial statements on the going concern basis unless it is mapproprlate to presume that
the Company will continue in business.

The Directors are responsible for keeping adequate accuunting 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 statemerits comply with the -
Companies Act 2006. They are also responsnble for safeguardmg the assets of the Company and hence for

taking reasonable steps for the prevention and detection of fraud and other irregularities.




Independent auditor’s report
To the members of Vertex Pharmaceuticals (Europe) Limited

We have audited the financial statements of Vertex Pharmaceuticals (Europe) Limited for the year ended
31 December 2016 which comprise the Income Statement, the Statement of Comprehensive Income, the
Balance Sheet, the Statement of Changes in Equity, and the related notes 1 to 26. The financial reporting -
framework that has been applied in their preparation is applicable law and United Kingdom Accounting
Standards (United Kingdom Generally Accepted Accountmg Practice), including FRS 101 ‘Reduced
Disclosure Framework’.

This report is made solely to the company’s members, as a body, in accordance with Chapter 3 of Part 16

" of the Companies Act 2006. Our audit work has been undertaken so that we might state to the company’s’
members those matters we are required to state to them in an auditor’s report and for no other purpose. To
the fullest extent permitted by law, we do not accept or assume responsibility to anyone other than the
company and the company’s-members as a body, for our audit work; for this report, or for the opinions we
have formed.

Respective fesponsibilities of directors and auditor

As exblained more fully in the Directors’ Responsibilities Statement set out on page 9, the directors are
responsible for the preparation of the financial statements and for being satisfied that they give a true and
fair view. Our responsibility is to audit and express an opinion on the financial statements in accordance
with applicable law and International Standards on Auditing (UK and Ireland). Those standards require us
to comply with the Auditing Practices Board’s Ethical Standards for Auditors.

Scope of the audit of the finahcial statements

An audit involves obtaining evidence about the amounts and disclosures in the financial statements
sufficient to give reasonable assurance that the financial statements are free from material misstatement,
whether caused by fraud or error. This includes an assessment of: whether the accounting policies are

. appropriate to the company’s circumstances and have been consistently applied and adequately disclosed;
the reasonableness of significant accounting estimates made by the directors; and the overall presentation
of the financial statements. In addition, we read all the financial and non-financial information in the
Report and Financial Statements to identify material inconsistencies with the audited financial statements
and to identify any information that is apparently materially incorrect based on, or materially inconsistent
with, the knowledge acquired by us in the course of performing the audit. If we become ‘aware of any -
apparent material misstatements or inconsistencies we consider the implications for our report.

~ Opinion on financial statements -
In our opinion the financial statements:

e give a true and fair view of the state of the company’s affairs as at 31 December 2016 and of its
loss for the year then ended; .

‘e have been properly prepared in accordance with United Kingdom Generally Accepted
Accountmg Practice, including Financial Repomng Standard 101 ‘Reduced Disclosure
Framework’; and '

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

10



Independent auditor’s report (continued)
To the members of Vertex Pharmaceuticals (Europe) Limited

' Opmlon on other matter prescribed by the Companies Act 2006
In our opmlon, based on the work undertaken in the course of the audit:

o the information given in the Strategic Report and the Directors’ Report for the financial year for
which the financial statements are prepared is consistent with the financial statements. X

e the Strategic Report and the Dxrectors Report have been prepared in accordance w1th apphcable
legal requirements.

Matters on which we are requlred to report by exceptlon

In light of the knowledge and understandmg of the Company and its environment obtained in the course of
the audit, we have identified no material misstatements ’in the Strategic Report or Directors’ Report.

We have nothing to report in respect of the following matters where the Compames Act 2006 requlres us
to report to you if, in our opinion:

5 . adequate accounting records have not been kept or returns adequate for our audit have not been
received from branches not visited by us; or : -
o the financial statements are not in agreement with the accounting records and returns; or
e certain disclosures of directors’ remuneration specified by law are not made; or
¢ we have not received all the information and explanations we require for our audit.

Ian Oliver (Senior Statutory Audltor)

for and on behalf of Emnst & Young LLP, Statutory Auditor
Reading

‘Daté: LL),/-S / l 7
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Vertex Pharmaceuticals (Europe) Limited

Income Statement
for the year ended 31 December 2016

"2015.

- 2016

. Notes $°000 $°000

Turnover ' o s 1,636,338 1,435,412
~ Costof sales ' (1,220,838) (1,171,553)
Gross Profit 415,500 263,859
Research and development expenditure (203,977) (217,976)
Administrative expénses (398,167) (244,917)
Other income ’ 4 1,986 5,182
Operating Loss - ' B -6 (184,658) (193,852)
Foreign exchange loss o . (8,920) (1,418)

Interest receivable and similar income ' - 8 462 420

" Interest payable and similar charges . 9 (7,554) B (3,443) '
Loss on ordinary activities before tax (200,670) (198,293)
Tax on loss on ordinary activities . 10  (382) (354)
Loss for the year ' ' (201,052)  (198,647)

All amounts relate to continuing activities.

The notes on pages 16 to 44 are an integral part of these financial statements.

12



'Vertex Pharmaceuticals (Europe) Limited
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Statement of comprehensive income
for the year ended 31 December 2016

2016 2015

: Notes . $°000 $°000

Loss for the year - : (201,052) (198,647)

Items that may be reclassified subsequently to profit and loss: ,

Revaluation of available-for-sale investments 14 . 21,347 -

Deferred tax charge on revaluation of available-for-sale ' )

. 10

investments : : : . (3,815)

Other comprehensive income for the year, net of tax B L 17,532 -
" Total comprehensive loss for the year : ‘ (183,520) - (198,647)

All amounts relate to continuing activities.

The notes on pages 16 to 44 are an integral part of these financial statements.

13



Vertex Pharrn'ace‘uficals' (Europe) Limited

Balance sheet
as at 31 December 2016

2016 - 2015

o Notes ~  $°000  $°000
Fixed assets , , S . o
Intangible assets - ' S B 1,429,168 1,521,629
Tangible fixed assets ‘ : 12 35487 36,848
Investment in subsidiaries o 13 49,057 49,030
Other investments A ' 3 14 84,560 - 30,086

1,598,272 1,637,593

Current assets . ‘ : g :
Inventories : A 15 . - 76,321 50,278

Debtors — due within one year , 16 t136,5.65 122,230
Debtors — due after more than one year . 16 42,137 57,346
g . ’ ' - 255,023 229,854
Cash and cash equivalents : ' . 218,537 19,748
S : - A 473,560 249,602
Creditors: amounts falling due within one year ) ' 17 ' (934,453)‘ (567,684)
Net current liabilities , ' (460,893) (318,082)
Total assets less current liabilities ' _ 1,137,379 1,319,51 1
Provisions for liabilities , - ' - 18 (12,126) (12,276)
Net assets ‘ ' : .. 1,125253 1,307,235
‘Equity A )
Called up share capital ‘ : 19 201 201
Capital contribution | 9415 9415
Share premium o 20 1,502,485 1,502,485
Revaluation reserve o : . 17,832 - -
Retained loss . S ' = _(404,380) (204,866)
- Total shareholders’ funds ) ' . 1,125,253 1,307,235 .

The notes on pages 16 to 44 are an integral part of these financial statements.

- The financial statements of Vertex Pharmaceuticals (Europe) lelted were approved for issue by the
Board of Directors on 22 August 2017.

Company number: 2907620

14



Vertex Pharmaceuticals (Europe) Limited -

Statement of changes in equity
for the year ended 31 December 2016 .

Share s Total share-

Share . Capital premium Revaluation  Retained holders’
capital contribution ~account reserve earnings . funds

: , Notes ~ $°000 $000 $°000 $°000 $°000.  $000
At1January2015 o © 201 9,415 1,502,485 - (8,429) 1,503,672

Total comprehensive loss for the year - - - (198,647) (198,647)

Transactions with shareholders .
Share-based payment transactions 23 - - - - 12,931 12,931
Parent undertaking charge for share-
based payment transactions ‘ . ) ) - (10,721). (10,721)

Total shareholder transactions . - - - . - - 2,210 2,210

At 31 December 2015 A S 201 9,415 1,502,485 ' - (204,866) 1,307,235

‘| Loss for the year - - - - . - (201,052) (201,052)

Other comprehensive income for the period - » A , : '

- ‘Revaluation of available-for-sale ' B .
investments » ; I - 21347 - 2347
Deferred tax charge on revaluation of L ‘ .

: available-for-saleginvestments T K T (3.815) . - (819

Total comprehensive loss for the year - S - - 17,532 (201,052) (183,520)

"| Transactions with shareholders ] A : . o ’
Share-based payment transactions ' 23 ’ - .- - - 14,51 1 14,511
* Parent undertaking charge for share- . Co , '
based payment transactions e ) ) - (12,973) _(12’?73)
Total shareholder transactions - ' - - - 1,538 1,538
At 31 December 2016 ' 201 9,415 1,502,485 17,532 (404,380) 1,125,253
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Notes to the financial statements
for the year ended 31 December 2016

1. General information

The annual report and fi nancral statements were approved by the Directors of the Company on 22 August -
2017.

The Company is a private company and is incorporated and domiciled in the UK. The address of its
registered office is Level 9, Paddington Central, 2 Kingdom Street, London, W2 6BD.

- The nature of the Company’s operations and its principal activities are set out in the Strategic Report. .

The financial statements present information about the Company as an individual undertaking and not
about its group. The Company is exempt under section 402 of the Companies Act 2006 from preparing-
group financial statements on the basis that it is a whoﬂy owned subsidiary of -Vertex Pharmaceuticals,
Incorporated, and its ultimate parent publishes group financial statements. These financial statements are
separate financial statements. '

2. Application of new and revised standards a‘nd changes in accounting policies
‘- a) Changes in accountmg pollcles ' ‘ a | ‘
A There have been no changes to accountmg policies during the year
b) New standards, amendments and IFRIC lnterpretatlons

No new accounting standards amendments to accounting standards, or IFRIC Interpretatlons that are first
effective for the year ended 31 December 2016 have a material impact on the Company.

3. Summary of S|gn|f‘ icant accounting policies
The principal accounting policies applied in the preparation of these financial statements are set out below.
These policies have been consnstently applied to all the yeéars presented unless stated otherwise. '

a) Statement of compliance -

These financial statements were prepared in accordance with Financial Reporting Standard 101 ‘Reduced
_ Disclosure Framework’ (“FRS 1017). :

‘ b) Basis of preparation

- The financial statements are presented in USD, the functional currency, rounded to the nearest thousand
USD ($°000), except where otherwise stated The USD: GBP exchange rate at the year end was 1.230
(2015: 1.482).

. The ﬁnancial statements have been prepared under the histqrical cost convention and in accordance with
Companies Act 2006. The preparation of financial statements in conformity with FRS 101 requires the use
of certain critical accounting estimates. It also requires management to exercise its judgment in the process
of applying the Company’s accounting policies. The areas involving a higher degree of judgment or
complexity, or areas where assumptions and estimates .are significant to the financial statements are
disclosed in note 4. C ’

16.



Vertex Pharmaceuticals (Europe) Limited
Notes to the financial statements (continued)
- For the year ended 31 December 2016 ‘

3. Summary of significant accountmg pohcles (contmued)

Disclosure exemptions

The followmg exemptlons from the requnrements of IFRS have beén apphed in the preparation of these
financial statements, in accordance wnth FRS 101:

.. Paragraphs 45(b) and 46 to 52 of IFRS 2, ‘Share based payment’
e IFRS 7, ‘Financial mstruments Disclosures’.
.  Paragraphs 91 to 99 of IFRS 13, ‘Fair value measurement’.
e Paragraph 38 of IAS 1, ‘Presentation of financial statements’ comparative information
. requnrements in respect of: ‘
»~ ." paragraph 79(a)(iv) of IAS 1
- paragraph 73(e) of IAS 16, ‘Property, plant and equlpment
_ - paragraph 118(e) of IAS 38, Intangible assets’.
e The following paragraphs of IAS 1:
- 10(d) (statement of cash flows)
- 16 (statement of compliance with all IFRS)
-+ 38A (requnrement for minimum of two primary statements ‘including cash ﬂow
statement)
~ - 38B-D (additional comparative mformatnon)
=111 (cash flow information)
- 134-136 (capital management disclosures)
e IAS 7, ‘Statement of cash flows®
e Paragraph 30 and 31 of IAS 8, ‘Accounting policies, changes in accountmg estlmates and
errors’
e Paragraph 17 of IAS 24, ‘Related party disclosures’
e The requirements in IAS 24 to disclose related party transactions between two’ or more
members of a group.:
¢) Going concern

The financial statements are prepared .on the going concern basis as the parent undertaking, Vertex
Pharmaceuticals Incorporated, the ultimate parent, has indicated its intention to provide such financial
support as is necessary for the:Company to continue in operation and to meet its liabilities as they fall due
for at least 12 months from the date of approval of these financial statements.

d) Turnover

Turnover is measured at the fair value of the consideration received or receivable and represents amounts
receivable for services rendered and goods supplied, stated net of discounts and value added taxes. The
Company recognises turnover when the amount of turnover can be re’liably‘ measured; when it is probable
that future economic benefits will flow to the entity and when spec1f' c criteria have been met for each of
the Company’s activities, as descnbed below.

Turnover includes amounts receivable for services prov1ded to Vertex Pharmaceutlcals Incorporated, the
Company’s parent undertaking based in the USA, under the terms of a service agreement whereby. the.- - —- - -~ -~ -

__Company_-provides-market-development and direct research on behalf of its parent undertaking. Turnover
is recognised in the period in which the services are provided, by reference to costs incurred. ‘
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Notes to the fmanmal statements (contlnued)
For the year ended 31 December 2016 '

_ Summary of signifi cant accountmg policies (continued)

Turnover from the sale of goods is recognised when the significant risks and rewards of ownershlp of the
goods have passed to the buyer, usually on receipt of the goods. Turnover represents the net invoice value
less estimated rebates and returns. The methodology and assumptions used to estimate rebates and returns
are monitored and adjusted regularly in light of contractual and legal obhgatlons historical trends and past
experience. : :

For the period December 2014 to’August 2015, as the Company could not legally' sell to third parties .

because of the .lack of a Wholesale. Distribution Licence, Vertex Pharmaceuticals (UK) Limited and

Vertex Pharmaceuticals (Ireland) Limited entered into an intercompany agreement with the Company to -

continue to sell into their local markets on behalf of Vertex Pharmaceuticals (Europe) lelted

e) Research and development expendlture

Research expenditure is recognised in the Income Statement in the year it is incurred.

Internal development expenditure is capitalised . only if it meets the recognition criteria of IAS 38,
‘Intanglble assets’. Where regulatory -and other uncertainties are such that the criteria are not met, the
expenditure is- recognised in the Income Statement and development expendituré is written off to the
Income. Statement as it is incurred. Development-expenditure is capitalised usually when a regulatory

filing has been made and approval is considered highly probable. Tangible fixed assets used for research

and development are capitalised and depreciated in accordance with note 3(h).

Payments to in-licence products and compounds from third parties for new research and development

- projects. (in process research and development), generally taking the form of upfront payments and

milestones, are capitalised. Where payments are made to third parties representing future research and
development activities, an evaluation is made as to the nature of the payments and may be recorded in
prepayments.

Tax credits to be received in cash which relates to research and development expenditure recognised in the
Income Statement are recorded in ‘other income’ in the period in which the quallfymg expenditure was

-incurred.

f) Interestincome and expense
Interest income and expense i is recognised using the effectlve interest method.
g) Intanglble Assets

Intellectual property rights .
Separately acquired intellectual property nghts are recogmsed at cost Intellectual property rights which
have a finite useful life are carried at cost less accumulated amortisation. Amortisation commences when

_ the asset is available for use and is calculated using the straight line method over the estlmated useful life

which is the contractual life or patent life of the mtellectual property right. .

" Amortisation is recognised in administrative expenses.
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Notes to the financfal stateme'nts (eontinued)

For the yeér ended 31 December 2016

»‘Summary of s:gmf‘ icant accountmg policies (contmued)

Licenses and other intangible assets
Separately acqulred licenses and other intangible assets are shown at historical cost. Llcenses and other

intangible assets acquired in a business combination are recognised at fair value at the acquisition date.
Licenses and other intangible assets have a finite life and are carried at cost less accumulated amortisation. .

: Amornsatlon is calculated using the straight lme method over thelr estimated useful llves '

Amortisation is recogmsed in administrative expenses, or research and development expenses.

h) Tanglble fixed assets

" The cost of tangible fixed assets.is their purchase cost, together with any incidental costs of acquisitiort.'

Depreciation is calculated so as to write off the cost of tangible fixed assets, less their estimated residual
values, over the expected useful economic lives of the assets concerned. The prmcnpal annual rates and
methods used for this purpose are:

Short leasehold improvements - Spread over lease term (5-15 years) - stralght-lme :
_Plant and machinery - 7 years - straight-line

Fixtures, fittings and equipment - - - 4 years - straight-line

Computer hardware - . 3 years - straight-line

Assets under construction are not depreciated until they are available for use.
i) Investment in subsidiaries

Investments in subsidiaries are He_ld at cost less impairment losses.

j) Impairment of non-financial assets ’

Intangible assets that have an indefinite life or intangible assets not ready to use are not subject to

“amortisation and are tested annually for impairrhent Otherl assets that are subject to amortisation and -

depreciation, and investment in subsidiary undertakings, are reviewed for impairment whenever events or

" changes in circumstances md1cate that the carrying amount may not be recoverable.

An impairment loss is recognised 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 sell and

- value in use. For the purpose of assessing impairment, assets are grouped at the lowest levels for which

there are largely independent cash flows. Prior impairments of non-financial assets (other than, goodwnll)

" are reviewed for posmble reversal at each reporting date.

k) Inventorles :

The Company values its inventory at the lower of cost or net realisable value. The Company determines
the cost of its inventory, which includes amounts related to materials and manufacturing overhead, on a
first-in, first-out basis. If the Company identifies excess, obsolete or unsalable items, its inventories are
written down to their realisable value in the period in which the impairment is first identified. Shipping
and handling costs incurred for mventory purchasés and product shlpments are recorded in cost of sales in

_ the Company’s Income Statement. .
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Notes to the financial statements (continued)
For the year ended 31 December 2016
Summary of significent accounting policies (continued)

The Company capitalises inventory ;v>roduced in preparation for initiating sales of a drug candidate when .
the related drug candidate is considered to have a high likelihood of regulatory approval and the related

© costs are expected to- be recoverable through sales of the inventory. In determining whether or not to -

capltahse such inventory, the Company evaluates, among other factors, information regarding the drug
candidate’s safety and efficacy, the status of regulatory submissions and communications with the
regulatory authorities and the outlook "for commercial sales, including the existence of current or
anticipated competitive drugs and the availability of reimbursement. In addition, the Company evaluates
risks associated with manufacturing the drug candidate and the remaining shelf life of the inventory items.

I) Financial assets

Classification .
The classifications of financial assets are determined by the Dlrectors at initial recogmtlon The financial

assets of the Company are classified as loans and receivables or avallable-for-sale (“AFS”) financial

assets.

.Available-for-sale fi nanc:al assets

Quoted shares held by the Company are classified as bemg AFS and are stated at fair value. Gams and
losses are recognised directly in other comprehensive income and accumulated in the revaluation reserve
with the exception of impairment losses which are recognised directly in the Income Statement. Where the
im}estment is disposed of or is determined to be impaired, the cumulative gain or loss previously
recogmsed in the revaluation reserve is reclassified to the Income Statement

Other shares in pnvate companies are recorded at cost.

Loans and receivables

_ Loans and receivables are non-derivative financial assets with fixed or determinable payments that are not
-quoted in an active market. The Company’s loans and receivables comprise of trade debtors, amounts
owed by group companies, accrued income and cash and cash equivalents. '

Loans and receivables are recognised mmally at fair value and subsequently measured at amomsed cost
using the effective mterest method, less lmpalrment

Impairment of financial assets

The Directors assess at the end of each reporting period whether there is obJectrve evidence that a financial
asset or group of financial assets is impaired. Impairment losses are incurred when there is objective
evidence of impairment as a result of one or more events that occurred after the initial recognition of the
asset and that event has an impact on the estimated future cash ﬂows of the financial asset or group of
financial assets that can be rellably estimated.

Evidence of 1mpa|rment may include mdxcat_lons that the debtors or group of debtors is experiencing
significant financial difficulty, default, or delinquency or other financial reorganisation. If in a subsequent
period the amount of the impairment loss decreases and the decrease can be related to an event occurring
after the impairment was recognised, the reversal of the previously recognised impairment loss is
recognised in the Income Statement. : 4

m) Trade debtors

Trade debtors are amounts due from customers for goods sold and services performed in the -ordinary

course of business.
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Notes to the financial statements (continued)
- For the year ended 31 December 2016 .
3. Sumrhary' of significant accounting policies (continued)

n) Cash and cash equlvalents

Cash and cash equlvalents include cash in hand deposits held at call with banks or with orlgmal maturities
of three months or less. . . : A

0) Share capital
Ordmary shares are c]assnﬁed as equlty
p) Financial liabilities

Classification

The classifications of financial liabilities are determined by the Directors at initial recogmtlon The
financial liabilities of the- Company are classified as other financial liabilities. The Company’s other
‘financial liabilities comprise of trade creditors, amounts owed to group undertakings, accruals and
promissory notes. Classifi cation of less than one year or more than one year depends on the contractual - -
terms of the liabilities. : ‘

Recognition and measurement .

Other- financial liabilities are recognised initially at fair value, net of transaction costs incurred, and-
" subsequently measured at amortised cost. Any difference between the proceeds (net of transaction costs) -

and the redemption value is recognised in the Income Statement over the period of the obligation usmg the

effective interest method.

q) Trade creditors

" Trade creditors are obhganons to pay for goods or services received that have been acquxred in the
ordinary course of business from suppliers.

r) Provisions

A provision is recognised when the Company has a legal or constructive obligation as a result of a past
event; it is probable that an outflow of economic benefits will be required to settle the obligation; and the
 amount has been reliably measured. Provisions are measured at the present value of the expenditures
expected to settle the obligation dsing a pre-tax rate that reflects current market assessments of the time
value of money and the risks specific to the obligation. The increase in the provision due to the passage of
time is recognised as an interest expense. 4 '

Provisions for property dilapidations are dlscounted at 0.4% p.a to 1.4% p-a(2015:1.76% p.a to 2.11%
p-a) as the leases expire in 2024. Provisions for national i insurance are not discounted.

s') Current and deferred texation

. The tax expense for the year comprises current and deferred taxation. Tax is recognised in the Income
Statement, except to the extent that it relates to items recognised in other comprehensive income or
directly in equity. In this case, the tax is also recognised in other comprehensive income or directly in
equity, respectively. :

* The current income tax charge is calculated on the basis of the UK tax laws enacted substantlvely atthe — - - ——-
_ balance sheet date.-The-Directors-periodically-evaluatés positions in tax returns with respect to situations
in which applicable tax regulation is subject to interpretation. A provision is recognised where appropriate

on the basis of amounts expected to be paid to the tax authorities.
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Notes to the financial statements (continued)
~- For the year ended 31 December 2016

3. Summary of sighiﬁeant accounting policies (continued)

Deferred taxation is recognised in respect of all temporary differences arising between the tax base of
assets and liabilities and their carrying amount. However, deferred tax liabilities are not recognised if they
arise from the initial recognition of goodwill; deferred tax is not accounted: for if it arises from initial
récognition 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 tax is determined using the tax
rates (and laws) that have been enacted or substantively enacted by the balance sheet date and are expected
to apply when the related deferred tax asset is realised or the deferred tax liability is settled. Deferred tax
is measured on an undiscounted basis. '

Deferred tax assets are recognised only to the extent that the Directors consider that-it probable that there *
‘will 'be suitable future taxable profits will be available against which the temporary differences can be
utilised. © :

Deferred tax liabilities are provided on taxable tempora’fy ‘differences arising from investment in’
subsidiaries, except for any deferred income tax liability where the timing of the reversal of the temporary
-difference is controlled by the Company and it is probable that the temporary difference will not reverse in
the foreseeable future. .

Deferred tax assets are recognised on deductible temporary differences arising from investments in
subsidiaries only to the extent that it is probable the temporary difference will reverse in the future and
there is sufficient taxable profit available against which the temporary difference can be utilised.

Deferred tax assets and liabilities are offset when there is a legally enforceable right to offset current tax
assets against current tax liabilities and when the deferred tax assets and liabilities relate to income taxes
levied by the same tax authority. :

t) Foreign currencies

Transactions and balances :
Transactions denominated in foreign currencies are translated in the functional currency using the
exchange rates prevailing at the dates of the transactions. At each balance sheet date, monetary assets and
liabilities that are denominated in foreign currencies are retranslated at the rates prevailing on the balance
sheet date. All differences are taken to the Company’s Income Statement in the period in which they arise.
All foreign exchange gains and losses relating to trading activities are presented in the Income Statement
within other operating income or expenses. Foreign exchange gains and losses that relate to borrowings
and cash and cash equivalents are presented as a separate disclosure below the operating proﬁt line in the
Income Statement.

u) Operating leases

-Rentals payable under operating leases are charged, net of any incentives received from the lessor, on a
straight line basis over the lease term.

v)v Employee benefits

Pens:ons

" The Company makes contributions to defined contribution pension schemes. The assets of these schemes
are held separatelyfrom those of the Company in mdependently administered funds. The Company has no
legal or’ constructive obligation to pay further contributions if there are insufficient funds to pay all
employees the benefits relating to employee service in the current or prior periods. The pension cost
represents contributions payable by the Company to the schemes during the year.
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Notes to the financial statements (continued)
For the year ended 31 December 2016

3. Summary of signifi icant accountmg policies (contmued)

Termination benefits ' ) ' .
Termination benefits are payable when employment is terminated by the Company. before normal
. retirement age, or whenever an employee accepts voluntary redundancy in exchange for these benefits.

~_ Bonus plans
The Company recognises a liability and an expense for bonuses when contractually obliged or where there

is a past practice that has created a constructive obligation. Bonuses are determmed at the discretion of the
Directors. : :

w) Share-based payments

The cost of equity-settled transactions with employees is measured by reference to the fair value at the
.date at which they are granted and is recognised as an expense over the vesting period, which ends on the
.date on which the relevant employees become . fully entitled to the award. Fair value is determined using
an appropnate pricing model. In valuing equity-settled transactions, no account is taken of any vesting
conditions, other than conditions linked to the price of the shares of the Company (market condmons)

No expense is recognised for awards that do not ultlmately vest.

" At each balance sheet date before vesting, the cumulative expense is calculated; representing the extent to

which the vesting period has expired and management’s best estimate of the achievement or otherwise of

- non-market conditions and the number of equity instruments that will ultimately vest. The movement in- -

cumulative expense since the prévious balance sheet date is recognised in the Income Statement, with a
corresponding entry in equity.

- Charges received from the parent undertaking in respect of the share-based payment scheme are treated as )
* a distribution in the reconcnhatlon of shareholders’ funds.

The Company provndes for the National Insurance that would become payable on outstanding share based

payment arrangements awarded under unapproved schemes. The provision is calculated on the difference”

between the year-end share price of Vertex Pharmaceuticals Incorporated stock and the exercise price of -

outstanding share awards, and is being allocated over the relevant vesting periods. The calculation is
' adjusted for estimates on forfeiture rates- and likelihood of exercise.

.x) Collaboratlon

The Company reviews each collaboration agreement pursuant to which the Company licenses assets
owned by a collaborator in order to determine whether or not the Company has control over the entity

licensing the assets. The Company controls an entity when.it is exposed to, or has rights to, variable - '

_returns from its involvement with the entity and has the ability to affect those returns through its power to
direct the activities of the entity. These entities are consxdered subsndlanes and are fully consolidated from
the date on which control is transferred to the Company
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Notes to the fmancnal statements (contmued)
For the year ended 31 December 2016

3. Summary of significant accounting policies (cohtinued)

- If the Company concludes that it does not control the entity, the Company then determines whether the
arrangement qualifies as a joint arrangement in_accordance with IFRS 11 and if not, whether it has
‘'significant influence over the entity. If neither is applicable to the arrangement, the Company applies IAS
38 in that -payments for separately acquired research and development are capitalized as intangible assets
provided that they meet the definition of an intangible asset: a resource that is (i) controlled by the
Company, (ii) expected to provide future economic benefits for the Group, and (iii) identifiable (ie. itis
either separable or arises from contractual - or legal rlghts) Under paragraph 25 of IAS 38, the first
condition for capltahzatnon (the probability that the expected future economic benefits from the asset will
flow to the entity) is considered to be satisfied for separately acquired research and development. Because
the amount of the payments is determmable the second condition for capitalization (the cost can be
measured reliably) is also met. :

Consequently, upfro_nt and milestone péyments tc) third parties related to pharmaceutical_ products for
-which regulatory marketing approval has not yet been obtained are recognized as intangible assets, and
amortized on a straight line basis over their useful lives from the date on which marketing approval is '
obtained.

In respect of the CRISPR agreement, the upfront payment of $75 million and subsequent contributions to -
research activities are expensed over the initial discovery phase of four years. Amounts paid but yet to be
. expensed, at the balance sheet date, are recorded in prepayments and accrued income.
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Notes to the financial statements (continued)
For the year ended 31 December 2016 o

4.  Critical accounting estimates and judgements
Estimates and judgements are continually evaluated and are based on historical experience and other
factors, including the expectations of future events that are believed to be reasonable under the
circumstances. ' ' :

‘ a) Share-based payments

The Company participated in the Group’s equity share-based payment schemes described in note 23.
There are a number of estimates that are made in the calculation of the annual share-based payment charge
which are described below. The charge for the year was $14,511,000 (2015: $12,931,000).

Fair value at grant date

The gfant date fair values for the employee share purchase plan and stock options were determined using
Black Scholes valuation model taking into account the expected stock price volatility, risk free interest .
rate, expected term and expected annual dividend. ’

Estimation of leavers

The calculation of the share-based payments is based on the outstanding options as at 31 December 2016.
However, in the normal course of business it is expected that not all of the options or awards will vest
because staff will leave the Company. As a result, an assumption has been made on staff attrition rates
which has been based on historical information and expectations. If the assuniption on staff attrition rates
was removed, the share-based payment charge would increase by $1,570,000. '

b) Intangible assets .
Impairment of intangible assets

As at 31 December 2016, the Company holds a number of intangible assets which represented rights to the
non-US commercialization of any product candidates that arise from the BioAxone ‘and Parion
Agreements, as well as a non-exclusive licence to exploit the CF franchise, including VX-809, VX-770
and VX-661. The carrying value of these assets is $1.4 billion (2015: $1.5 billion). Refer to note 11.

At the year end, not all of the acquired intangible assets were available for use; therefore, amortization of
these assets had not begun. As a result, these intangible assets must be tested for impairment annually until
they are available for use, at which point they are only tested where there are indications of impairment.

Impairment exists when the carrying value of an asset is lower than its recoverable amount (i.e. higher of
value in use or fair value less costs of disposal). When it is determined that there is an impairment, the
carrying value of the related intangible asset is written down to its recoverable amount and impairment
charge is taken in the period in which the impairment occurs.

In some cases it is not possible to determine the recoverable amount for an individual asset.. When this is

the case, the recoverable amount should be calculated for the cash-generating unit (“CGU”) to which the

asset belongs. A CGU is the smallest identifiable group of assets that generates cash.inflows that are

largely independent of the cash inflows from other assets or group of assets. For the purposes of the

impairment testing of the intangible assets, two CGUs have been identified. In order to split the assets
. judgements on the expectation of the independence of future cash flows have been made.
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Notes to the financial statements (contmued)
For the year ended 31 December 2016

4. Critical accounting estlmates and judgements (continued)

. b) Intangible assets (continued) -

The Company assesses the recoverable amounts of the CGUs’ using a variety of methods includfn’g ’
present-value models that are based upon multiple probability-weighted scenarios lnvolvmg the
development and potentlal commercialization of the acquired drug candidates.

The present-value models requlre the Company to make srgmﬁcant assumptions regarding the estimates
_ that market participants would make in evaluating a drug candidate, including the probability: of
successfully completing clinical trials and obtaining regulatory approval to market the drug candidate, the
timing of and the expected costs to complete in-process research and development’ prOJects future net cash .
. flows from potential drug sales, which are based on estimates of the sales price of the drug, the number of
patients who will be diagnosed. and treated and our competitive ‘position in the marketplace, and '
appropriate discount and tax rates. The periods over which the cash ﬂows are forecast are based on the
life of the patent and when the drug candidate receives regulatory approval. ’

- The valuatlon method of the recoverable amount of each CGU was based on the value in use. The
followmg assumptions are used in the calculatlons :

CGU I--CF CGU 2 - NonCF
_ % %
Di5count rate (post-tax) o - 4 -8 11

Durmg the- year ended 31 December 2016, the- -Company did not record any 1mpa1rment charges (2015
$ml) :
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Notes to the flnanmal statements (contmued)

For the year ended 31.December 2016

Turnover o
a) Turnover by geographical area
' .2016 - 2015
_$°000 _ $°000
United States of America 1,256,733 1,230,531
United Kingdom 80277 77,150
Rest of Europe 248,794 95436
Rest of World . 50,534 32,295
Total ' 1,636,338 1,435,412
b) Turnover by type
' 2016 2015
o . -$°000 $°000
Sale of inventory 1,597,863 1,372,824
Research and dévelopment services - - 38,475 62,588
Total - ‘ 1,636,338 1,435,412
Operating loss
This is stated after chargmg/ (credltmg)
2016 2015
. $°000 $°000
Auditors’ remuneration — audit of the financial statements 79 - 83
Depreciation (note 12) ' ' . 5,027 5,931
Amortisation of licences and intellectual property( P") rlghts (note 1 ]) 122,128 43,208
Foreign exchange loss ) 8,920 1,418
Research and development expenditure 203,977 217976
Operating lease rentals — land and buildings " 3,643 3,376
Other income ’ : (1,986) (5,182)
Inventories recognised as an expense durmg the period: . 4
Cost of inventory recognised as an expense (mcluded in cost of sales) 1,216,844 1,171 481
Inventory obsolescence 3,994 72

! Within research and development $3,333k of amortisation has been recognised.

The other income relates to an upﬁ'ont lease incentive of $nil (2015: $3,394k) and a research and

development expendlture credlt (above the line) of $1,986k (2015: $1,788k).

. The Company has taken advantage of the exemption not to dlsclose amounts paid for non-audit services as
these are disclosed in the Group accounts of its ultlmate parent Vertex Pharmaceunca]s Incorporated
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Notes to the financial statements (continued)
For the year ended 31 December 2016 '

- 7. Stéff coéts and Directors’ remuneration
a) Staff costs ' '

2016 2015
. _ “$°000 - $°000
Wages and salaries - : : 27,810 = 23,238
Share-based payments . o ' o 14,511 12,931
Social security costs o ' N T 1,060 6,307
Other pension costs'(note 21) : _ o 1,589 1,122

44,970 43,598

" The average mohthly_numbér of employees (including Directors) during the year was rﬁade up as follows:

No. . No.

Sales and administration. , . 103 - 85
Research and development ' : ' 108 107
: ] o 211 192

b) Directors

Ian Smith is both a director of the ultimate parent, the Company and fellow Vertex Group subsidiaries. He
receives his total remuneration from the ultimate parent for his services to the Vertex Group. It is not
practicable to allocate his remuneration between his services as director for the companies within the
Vertex Group. His total remuneration for his services to the Vertex Group was $5,781k for the year ended
31 December 2016.

Both Simon Bedson and Sim()n‘ Lem receive their remuneration from the Company, which is as follows:

2016 - 201s.
4 $°000 - $°000
Aggregate remuneration - : ‘ 828 - 606
Aggregate gains made on the exercise of share options - 46 314
Company contributions to defined contribution schemes : © 47 - 27
) A ‘ No. ' No.
. 4 ~ Number of directors who received shares in respect of qualifying services 3 3.
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Notes to the financial statements (contmued)
‘For the year ended 31 December 2016

7. Staff costs and Directors’ remuneratlon (contmued)

c) nghest paid director }

_ ‘ . 2016 2015
The highest paid director’s remuneration was as follows: $°000 $°000
Total amount of emoluments and amounts (excludmg shares) receivable

555 349

under long-term incentive schemes )
Company contributions to defined contribution schemes . 36 "~ 18
- 367

" Total .. . o : : ' 591

In the current financial period, the highest paid- director made gains from exercising share options. In the
current financial period, shares were received under a long term incentive scheme by the highest paid

director.

8. Interest receivable and similar incomé

2015

2016.
$°000 _ $°000
Interest receivable on bank deposits ‘ A : : 2 2
. Interest receivable on amounts due from group undertakings . - A . 409 332
Interest income on convertible note- ' : 51 86
' 462 420

9, ' Interest payable and similar charges

- ‘ 2016 2015
: . $°000  $°000
Interest payable on amounts due to group undertakings - . 3,440 447
Interest payable on promissory notes C : ) 3,989 291 9I
Interest accretion expense (see note 18) 4 E 125 77
7,554 3,443
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Notes to the fmanclal statements (contmued)
For the year. ended 31 December 2016 .

10. Tax -
a) Taxon loss on ordinary activities

" The tax is made up as follows:

o . 2016 2015
[ ' ‘ $°000  $°000
Current tax: ) -
Current tax expense on loss for the year = - 382 354
Under/(over) provision in prior years R - -
Total current tax - . 382 - 354
Deferred tax:" R ) -

. Current year - ' S . -
Adjustments in respect of previous periods . . . - -
Total deferred tax : : - -

" Tax on loss on ordinary activities (note 10 (b)) : 382 354

b) Factors affectmg total tax expense for the year

. The charge for the year can be reconciled to the loss per the income statement as fo]lows:

2016 2015
, : r $°000 $°000 .-
Loss on ordinary activities before tax o (200,670) (198,2-93)
- Tax on loss at standard UK tax rate of 20% (2015: 20.25%) . (40,134) (40,154)
Effects of: o
~ Expenses not deductible for tax purposes 218 120
(Accelerated)/ decelerated capital allowances . . : 644 730_
Other timing differences . . 46 .
Share-based payment : S 1,186 - 942
Amounts taken to equity ' ; (191) (2,469)
Current year losses carrled forward ' . ) 37,774 140’255
Tax on RDEC : ) T 382 354
Exempt amounts on initial recognition exemption - 457 576
Total tax expense for the year (note 10 (a)) . ’ 382 354
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10.

for any of these temporary differences.

Notes to the financial statements (continued)

" For the year ended 31 December 2016

Tax (cOntihued)

c) Deferred tax ‘

_ Recognised deferred tax (assets) and liabilities cbmprisef

- 2016 2015

o $7000  $°000
Revaluation gain through other comprehensive income o 3,815 -
o ' : 3,815 = -

At the balance sheet date, the Corﬁpany had tax losses.of $369 506k, tax credits ot‘ $1, 304k and other
temporary differences of $40,217k for which no deferred tax has been recognised. There is no explry date

d) Factors that may affect future tax charges

.Deferred tax assets and liabilities are measured at the tax rates that are expected to apply in the penod

when the asset is realised or the liability settled, based on tax rates that have been enacted or substantlvely

" enacted at the balance sheet date.

“The Finance (No.2) Act 2015 was substantlvely enacted on 26 October 2015 and included a reduction in -
" the main rate of UK Corporation Tax to 19% from 1 April 2017; a further reduction from 19% to 17%

from'1 April 2020 was enacted in 2016. As these reductions to the rate were substantively enacted at the
balance sheet date, the Company has calculated deferred tax applying the rate at which-it is expected the
assets or liabilities. will be realised i.e. deferred tax assets have been calculated at a rate of 18%.
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For the year ended 31 December 2016

11. Intangible assets

Licences
- Intellectual  and other
Property intangible

(IP) Rights - assets Total
$°000° . $000  $000
Cost: . C A ‘ : o
At 1 January 2016 - ' 1,486,000 81,589 1,567,589
Additions ' ‘ : - 33,000 33,000
At31 December 2016 1,486,000 114,589 1,600,589
. Amortisation: . - :
© At January 2016 ‘ S 42,970 2,990 45960
Provided during the year' ' 119,368 6,093 125,461
At 31 December 2016 162,338 9,083 171,421
Carrying value: o
Net book value af 31 December 2016 1,323,662 - 105,506 1,429,168
Net book value at 1 January 2016 : 1,443,030 78,599 1,521,629

' $3,333k of the amortisation is recognised in research and de\'/elopmént. The remaining amortisation is
recognised within administrative expense. ' ' o

a) Intellectual property (IP) rights -
Accumulated Net book - Remaining - |

Cost amortisation . value  useful life
2016 2016 2016
$°000 - $°000 $°000 -

' VX-809 ' ~ 957,000 (93,541) 863,459 10 years
VX-770 A _ 366,000 -  (68,797) 297,203 9 years
VX-661 3 B 163,000 < - 163,000 - N/A .

. . At31 December 2016 1,486,000  (162,338) 1,323,662

The amortisable basis for ex-North American IP represents a non-exclusive licence to exploit the CF
franchise, including VX-809, VX-770 and VX-661. The licence value is based upon the net present value
of future cash flow from revenues through to patent expiry for each product. VX-770 and VX-809 were
the only. products with market approval at the end of the year and are consequently being amortised on a-
straight line basis over an estimated useful life of approximately 11 years from their acquisition date of 30
November 2014, and launch date in December 2015, respectively. VX-661 was ot available for use as
clinical development is ongoing, therefore amortisation had not commenced at the end of 2016.
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Intangible assets (continued)
b) - Licenses and other intangible assets

Accumulated ‘Net book ' Remaining

Cost amortisation value  useful life
$°000 . $°000 $°000
UK w.holesale distribution license and 30,589 - (5,750) 24,839 9 years
associated contracts . .
Moderna - R ' 20,000 (3,333) 16,667 2.5 years
AmorChem ‘ 10,000 . = - 10,000 N/A
Parion ' ' 51,000 ' - 51,000 N/A
BioAxone ' 3,000 - 3,000 N/A
At31 December 2016 - ~ 114,589 (9,082 105,506 - :

BioAxone

During 2014, VPEL contributed $3.0 million to enter the BioAxone Agreement. The Company recorded

an intangible asset of $3.0 million, which represents VPEL’s rights to non-US commercialization of any
product candidates that arise from collaboration. The product candidate is currently .in the clinical trial

‘phase and is not yet available for use. As a result no amortisation has been recognised in the accounts.

Parion
On 4 June 2015 the Vertex Group entered into a strategic collaboration and llcense agreement with Parlon )
Scnences Inc. VPEL contributed $48.0 million to enter the Parion Agreement. In 2016, the Company '

contributed a milestone payment of $3m. The product candidates are currently in the clinical trial phase .
and are not yet available for use. As a result no amortisation has been recognised in the accounts.

AmorChem

'On 15 June 2016, VPEL entered into an asset purchase agreement with AmorChem L.P, (“AmorChem”)
to buy certain small molecule compdu_fxds for $10.0 million. ‘

Amortization begins once the asset is available for use, which would be once a product candidate has been
given regulatory approval. The product candidates are currently in development and are not yet available
for use. As a result no amomsatlon has been recognised in the accounts.

Moderna '

On 1 July 2016, VPI and VPEL entered into a strategic collaboration and license agreement with Modema
Therapeutics (“Moderna”). Pursuant to the agreement, the collaboration with Moderna is aimed at the

“discovery and development of messenger Ribonucleic Acid (“mRNA”) Therapeutlcs for the treatment of

CF. The three-year collaboration will focus on the use of mRNA therapies to treat the underlymg cause of
CF by enabling. cells in the lungs to produce functional copies of the cystic fibrosis transmembrane
conductance regulator (“CFTR”) protein, which is known to be defective. in people with CF.

VPEL péid' Moderna $20.0 million in cash as an upfront payment, which has been capitalized as an
intangible asset. VPEL also made a $20 0 million.investment in Modema in the form of a convertible note
that converted into preferred stock in August 2016 (see note 14)
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' 12. Tangible fixed assets » .
' Assets-under  Short leasehold Fixtures, fittings - )
constriiction improvements  and equipment - Total

' $°000. $°000 $°000 - ~ $°000
Cost: , o _ ' o L
At 1 January 2016 : 715 45,091 34,828 80,634
Additions L 633 - 1,384 3,144 . 5161
Exchange differences - - (1,494) - (1,494)
Transfers (114) - - 114 -
Disposals » - - (1,432) (1,432)
At 31 Decémber 2016 1,234 44,981 36,654 82,869
Depreciation: o ' . A C o
At 1 January 2016 - - 20,071 23,715 - 43,786
Charge for the year B 2,541 . 2,486 5,027
Disposals o : - - (1,431) (1,431)
At 31 December 2016 - 22,612 - 24,770 47,382
Net book value: . . o
At 31 December 2016 , 1,234 22,369 11,884 35487
At 1 January 2016 - - 715 25,020 11,113 36,848
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Notes to the financial statements (contmued)
For the year ended 31 December 2016

13. Investment in ‘subsidiaries ,
- ’ ' 2016 - 2015 -

$°000  $°000
At 1 January ' : ' ' 49,030 48,962
Additions . o . 27 68
At 31 December _ e L. 49,057 49,030

During 2016 VPEL mcbrporated an entity in Greece dalled Vertex Pharmaceuticals Single Member
.Societe Anonyme which resulted in the recognition of an addmon to investments in subsidiaries of
$27,000. : :

" The Company‘ has the following subsidiary undertakings as at 31 December 2016:

, : ~ Countryof % - Direct/
Name o : Activity Registered office  registration Holding Indirect

Vertex Pharmaceuticals Distributor of  28-32 Upper Republic of " 100% Direct
(Ireland) Limited “small molecular Pembroke St, Ireland -
" medicine = - Dublin2, Ireland g , :

Verfrex Pharmaceuticals Distributor of  Torsgatan 13, 8 tr - Sweden 100% Direct

~ (Sweden) Limited. small molecular 111 23 Stockholm, a
’ " medicine - Sweden :

- Vertex Pharmiaceuticals Distributor of  Baarerstrasse 88, Switzerland 100% ~ Direct

(CH) GmbH small molecular 6300 Zug,

- medicine Switzerland :

Vertex Pharmaceuticals Distributor of  Torre de Monsanto ~ Portugal 100%  Direct

(Portugal)-Unipessoal  small molecular Rua Afonso Pragan®

Lda . " medicine 30, 7 1495-061

: _Algés, Portugal )

Vertex Pharmaceuticals Distributor of  Euro Plaza, Building Austria 100% Direct

GmbH =~ small molecular H, Lehrbachgasse 13 -

: : medicine 1120 Wien, Austria o .
Vertex Pharmaceuticals - Non trading ‘Cardinal Point, UK 100% Direct
(UK.) Limited - _ . ParkRoad, ' :

~ Rickmansworth,
Hertfordshire, .
WD3 IRE : ‘
_ Vertex Pharmaceuticals Distributor of 62 Kifissias Avenue, Greece 100% Direct
Single Member Societe small molecular. 15124 Maroussi,
Anonyme medicine Greece .
Vertex Farmacéuticado Distributor of  Rua Trindade, " Brazil - 99% Indirect .
Brasil Ltda small molecular No. 125, Bloco 2, : '
medicine Jardim Margarida,
“ o 06730-000, .
Vargem Grande
Paulista, S3o Paulo,
Brazil ‘
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Other mvestments

2016 2015

: . N - $°000 $°000
At 1 January : o - . 30,086 -
" Additions : 33,127 30,086
Net gain-from changes in fair value of equ:ty mvestments recognised in
equity ) . ‘ . 21,347 -
At 31 December . ' : 84,560 30,086
2016 . 2015
$°000 $°000
Avallable for sale investments - Equ1ty . o
- Quoted shares , ' ' 64,560 -
- Preference shares ) : . 20,000 -
‘ " - | g ’ 84,560 - -
Loans and receivables : A S
- Convertible loans ' , - v - 30,086
' : . C - 30,086
-~ Total investments - : . 84,560 30,086
CRISPR

During 2015 as part of the agreement with CRISPR the Company entered into a $30.1 million
convertible loan arrangement. The loan converted into preferred stock in the first quarter of 2016. In the
second quarter of 2016, the Company made an additional preferred stock investment in CRISPR of -
approximately $3.1 million. In connection with CRISPR's initial public offering in October 2016, the

.Company made an additional $10.0 million common share investment in CRISPR and the Company S

preferred stock investment in CRISPR converted into common shares.
Moderna '

In'J-uly' 2016, the Company made a $20.0 million investment in Moderna in the form of a convertible note
that converted into preferred stock in August 2016. ' '

Inventories
2016 2015
. : $°000 $°000
Raw materials . o 6348 . 8,696
Work in progress : : 4 L - 56,667 40,129
Finished goods ' ‘ N 13,306 . 1,453

76,321 50,278
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Notes to the fmancual statements (contmued)
For the year ended 31 December 2016

16. Debtors

2016 2015 °
$°000 $°000

 Amounts falling due within one year:

- Trade debtors : : 26,759 20,950

* Amounts owed by group compamcs o ' ' 718,179 75,759
_Other debtors o : . 1,703, 1,690
VAT recoverable ' . : <7 1,691

. Prepayments and accrued income - ] 29,924 22,140

: : _ , 136,565 122,230
Amounts falling due after more than one year: . ‘ '
' Prepayments and accrued income - © 39494 55,848
~ Other debtors 2,643 . 1,498 -
' ‘ 42,137 57346

The amounts -due from group undertakmgs were subject to variable interest rates rangmg from 0.73% p a. .
(0.34%t0 0.54% p.a. in 2015), are unsecured and repayable on demand.
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Creditors: amounts falling due within one year

2016, 2015

- . : ) ~_$°000- _ $°000

‘Trade creditors ‘ N SR 9,625 3302
Amounts owed to group compames : : 721,534 © 313,411
Other taxation and social security costs ‘ o . 5,688 4,429
Accruals and deferred income SR _ 18,094 20,367
Promissory note with Vertex Pharmaceuticals (UK) Ltd" - 39,870 - 39,148
Promissory note with Vertex Pharmaceuticals (Ireland) Ltd - 32,423 31,832
Promissory notéewith Vertex Pharmaceuticals (Switzerland) Sarl . - 49,887
Promissory note with Vertex Pharmaceuticals Incorporated 107,219 105,308

934,453 567,684 -

The amounts due to group undertakings were subject to variable interest rates ranging from 0.73% p.a:
(0.34% t0 0.54% p.a. in 2015), are unsecured and repayable on demand.

The promlssory notes are made up of the following amounts:

The $39.87 million (2015: $39.15 -million) intercompany promlssory note with Vertex
Pharmaceuticals (UK) Limited is inclusive of accrued interest and is subject to a 1.89% per
annum’ interest charge. The balance of this note together with any accrued interest is due and
payable on demand.

The $32.42 million (2015: $31.83 million) mtercompany promissory note with Vertex
Pharmaceuticals (Ireland) Limited is inclusive of accrued interest and is subject to a 1.89% per
annum interest charge. The balance of this note together with any accrued .interest is due and -
payable on demand. :

The $nil (2015: $49 89 mnlhon) 1ntercompany promissory note with Vertex Pharmaceuticals
(Sw:tzerland) Sarl is inclusive of accrued interest and is subject to a 1 89% per annum interest

- charge. The balance of this note was repaid during the year.

The promissory notes owing to Vertex Pharmaceuticals Incorporated totallmg $107 22 million
(2015: 105.31 mllllon) consists of the followmg
a) $76.6 million promissory note relating to an upfront payment to CRISPR. Interest is payable
" at 1.84% per annum and the balance of this note together with any accrued interest is due and
payable on demand. ' :

" 'b) $30.6 million promlssory note relating to the investment in CRISPR. Interest is payable at

1.75% per annum and the balance of this note together with any accrued interest is due and
payable on demand.

38



Vertex Pharmaceuticals (Europe) Limited

| - 1

18.

Notes to the financial statements (continued)
For the year ended 31 December 2016

Provisions for liabilities

] " National
- Deferred tax insurance on Propei'ty '

(note 10) share option gains  dilapidation Total
. _ $°000. ' $000 $'000 $°000°

At 1 January 2016 : - 5358 6918 12,276
" Increase/(release) 3,815 (2,041) " (733) 1,041
Utilised 4 . ' - (1,316) . - " (1,316)
Interest accretion - - - - : 125 ’ 125
At 31 December 2016 - 3,815 ' 2,001 6,310 ' 12,126

National insurance on share option gains

Provision has been made for National Insurance contributions on those optioﬁs awarded under unapproved
share options schemes which are expected to be exercised. The amount of National Insurance payable

--depends upon the number of employees who remain with the Company and exercise their-options, the

market price of the VPI shares at the time of exercise and the prevailing National Insurance rates at the
time. The provision takes into account the above factors and the movements in the market value of the VPI
shares to 31 December 2016. ' ‘

Under an additional restricted share scheme employees are granted restrncted shares in VPL. These shares A

vest to the employee on an annual basis over a fi xed period, where upon cessation of employment, the -

employee forfeits. any unvested shares. For the restrlcted share scheme, the Company is liable to-pay
National Insurance on the market value at the time the shares vest to the employee unless the employee
has elected to pay taxation and National Insurance at the date the shares are granted in which case the
employers’ National Insurance is liable at this date.

Potentnal National Insurance on these share based payments was also included in the provmon

, Property dllapldatlons

" The dilapidations provision is based on the future expected repair costs required to restore the leased

propertles to thelr original condition at the end of their respectlve lease terms.

‘The Milton Park leases were renegotiated in September 2014 and contractual amounts are due to be

incurred at the -end of the lease terms in 2024.. The Company recorded a dilapidation provision of
approximately $4.78 million in 2016 as its present value of its initial estimate for this location.

In February 2015, the Company entered into a lease assigmhent with-a third party to take over the third
party’s leased space at 2 Kingdom Street, London. The lease was entered into in conjunction with the
Company’s relocation of its EU Headquarters from Nyon, Switzerland as well as the relocation of its
commercial and administrative functions in Milton Park, UK to the new Paddington office. The Company

" recorded a dilapidation provision of approximately $1.53 million in 2016 as its present value of.its mmal

estimate for this location.
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Called up share capital ‘ ‘ ,
‘ : 2016 2016 2015
No. $°000 $°000

Allotted, called up and fully paid.

~Shares inissue at 1 January . . ' 128,000 201 ) 201

New shares issued during the year - - - -

- Ordinary shares of $1.57 (£1) each at 31 December 128,000 201 201

20.

The authorised share cépifal is 250,000 (2015: 250,000) ordinary shares of £1 ‘each.

Share premlum account
The share premium account records the amount above the nominal value received for shares issued, less
transaction costs. In accordance with Section 610 of the Companies Act 2006, the share premium account

is not distributable but can be used to write-off the expenses of the issue of those shares; to write off any
. commissions paid on the issue of those shares; or to pay up new shares to be allotted to members as fully

21.

paid bonus shares.

Pensions _ -

The Company operates a defined contribution pensioﬁ scheme for its employees. Contributions for the
year ended 31 December 2016 amounted to $1.59 million (2015 — $1.12 million). Outstanding
contributions' at 31 December 2016 were $0. 24 million (2015 — $0. 74 mllllon) This amount is mcluded

» within accruals.

22.

Other financial commltments
At 31 December 2016 the Company had annual commnments under non- -cancellable- operatmg leases as

set out below:

2016 . 2015
Land and Land and
buildings buildings

$°000 $°000

Future minimum lease payments due:

Within one year i ' 3,163 2,979
In two to five years - ‘ o 12,651 157244
Over five years : ' . 9248 14,954

25,062 33,177

- e o e e
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Other financial commitments (continuéd)

Other commitments :

BioAxone has the potential to receive up to $90.0 million in milestones and fees, including development
and regulatory milestone payments and a license continuation fee, to which VPEL is committed to -
contribute 30%. In addition, BioAxone would receive royalties and commercial milestones based on future
net product sales, if any. VPI hold an option to purchase BioAxone at a predetermined price. The option
expires at the earliest of (a) the day the FDA accepts a Biologics License Application submission for VX-
210, (b) the day the Company elects to continue the license instead of exercising the option to purchase
BioAxone and (c) 15 March, 2018, sub_]ect to the Company’s option to extend this date by one year. The
Company may terminate the agreement with BioAxone upon 90 days’ notice or immediately if the
Company determines that a licensed product is unsafe for administration to humans. The agreement may
also be terminated by either party for a material breach by the other or by BioAxone for the Company’s

" inactivity with respect to VX-210, in each case subject to notice and cure provisions. Unless earlier

terminated, the agreement will continue until the expiration of our royalty obligations.

Parion has the potential to receivé up to $490.0 million in development and regulatory milestone payments -
for development of ENaC inhibitors in CF, including $360.0 million related to global filing and approval
milestones. Parion also has the potential to receive up to $370.0 million in additional development and
regulatory milestones for VX-371 and VX-551 in non-CF pulmonary indications. Parion may also receive
an additional $230 million in development and regulatory milestones should Vertex elect to develop an
additional ENaC inhibitor from Parion's research program. VPEL is committed to contribute 60% of any
payments made to Parion. In addition, Parion would receive royalties and commercial milestones based on
future net product sales, if any. In addition, Parion has the potential to receive a supplemental royalty on
VX-371 net sales if Parion opts to jointly develop VX-551 in either COPD or NCFB and either indication
is not commercialized on VX-551. The Company may terminate the Parion Agreement upon 90 days’
notice to Parion prior to any licensed product receiving marketing approval or upon 180 days’ notice after
a licensed product has received marketing approval. The agreement also may be terminated by either party
for a material breach by the other, subject to notice and cure provisions. Unless earlier ;erminated, the
agreement will continue in effect until the expiration of the Company’s royalty obligations..

‘ 'CRISPR has the potential to receive up to $420.0 million in development, regulatory and commercial

milestones for each of up to six targets that the Vertex group elects to license, other than
hemoglobinapathy targets. In addition, CRISPR will be entitled to receive tiered royalties on potential
sales of licensed products that range from the mid-single digits to low-double digits as a percentage of
sales. The Company may terminate the agreement upon 90 days’ notice to CRISPR prior to any product
receiving marketing approval or upon 270 days’ notice after a product has received marketing approval.
The agreement also may be terminated by either party for a material breach by the other, subject to notice
and cure provisions. Unless earlier terminated, the agreement will contmue in effect until the expiration of
the Company’s payment obllgatlons under the agreement.

ApoLol has the potential to receive up to an additional $119.0 million in develbpment, regulatory and
commercial milestone payments- associated with a product candidate plus royalty payments that are
triggered by the achievement of specific sales targets.

Moderna has the potential to receive future development and regulatory milestones of up.to $275.0
million, mcludmg $220.0 mllllon in approval and reimbursement milestones, as well as tiered royalty
payments on future sales.
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Share-based payments /

"The Company’s employees partlclpated in four group share based payment schemes whlch have been

described below.

Employee share purchase plan ( "ESPP")
The parent undertaking operates an employee share purchase plan, where all Company employees have

. the opportunity to save between 1-15% of their gross monthly salary, the sum of which is used to purchase
_ shares at six monthly intervals, May and November, at a discounted price. The share price of the purchase

is calculated at a 15% discount on the. lower of the average daxly rate of the anchor price and the purchase
date price.

Stock optlons .
The parent undertaking awards equlty-settled stock options to company employees at the dlSCl’Cthn of the

-compensation committee, managed by the ultimate parent. The options vest on a quarterly basis for a

period of 4 years. An employee has 90 days upon l'eaving the Company to exercise vested options.

The following shows the number and weighted average exercnse prices (WAEP) of share optlons exercised
durmg the year:

2016 2016 2015 2015

- WAEP WAEP
‘ No. - $  No. $
Exercised . 62,455 69.87 156,631 48.68

The range of exercise prices for share cptions outstanding at the end of the year were:

2016 2015

) . . ] No. No.
$18.93 - $44.99 . ' L 43998 53,031
$45.00 - $48.74 . . S 66,165 97,004
1$49.62 - $77.31 A S 115229 133,462 . .
$79.32 - $96.87 ' I 270,647 107,751
$96.87 and over : ' . ' 135,679 - 145,303
Outstandihgat 31 December o 63'1 ,718 536,551

The welghted average remammg contractual, life for options outstandmg at the end of the year was 7.19
years (2015 — 7.51 years) -

Restricted share awards

. The parent undertaking awards equity settled restricted shares to company employees at the dnscretxon of

the compensatxon committee, managed by the ultimate parent. These shares vest on an annual basis over a
period of 4 years. Restricted share awards are valued at the daily average of the high and low market price
ruling at the date of grant. . .
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Share-based payments (contin’ued_)

Performance accelerated restricted shares (“PARS”) .

. The parent undertaking awards equity settled PARS to eligible members of the global Senior Management

24.

25.

team based in the UK. These shares are awarded at the discretion of the compensation committee, - -

managed by the ultimate parent. These shares cliff vest after 4 years. However, the vesting of these shares
may be accelerated based on the achievement of certain financial performance indicators and non-financial

' performance indicators relatmg to clinical and commercnal milestones.

The total expense recognised for share-based payments in respect of employee services received during

" the year to 31 December 2016 is $14,511,000 (2015 $12,931 000) ‘The expense is split between each

scheme as follows

2016 2015
. : ‘ - $°000 $°000
ESPP Employee share purchase plan : . _ 380 350
Stock options ~ ‘ . 6,129 . 5,260
Restricted share awards - : ' _ 7,186 . 6,630
PARS Performance accelerated restncted shares ) . , _ 816 691

14,511 12,931

Ultimate parent undertaking and controlling party

" The immediate parent undertaking was Vertex Pharmaceuticals (Cayman) Limited.

The Directors consider the ultimate controlling party is Vertex Pharmaceuticals:Incorporated, a company
incorporated in the United States of America. This entity heads the smallest and largest group in which the
results of the Company are consolidated. Copies of the parent’s group financial statements may be
obtained from The Secretary, Vertex Pharmaceuticals Incorporated, 50 Northern Avenue, Boston,
Massachusetts, USA. '

Related Party Transactions

- The Company’s ultimate parent consolidates both Parion and BioAxone within its consolldated financial
~ statements. As such, Parion and BioAxone are both considered related parties to the company. However,

neither entities are wholly-owned subsidiaries of VPI and thus, are outside of the scope exception for

" related party disclosures under FRS 101.

In accordance with the Parion and BioAxone collaboration agreements, the company agreed to contribute
towards the funding of research and development work performed by Parion and BioAxone. During 2016,
the company' contributed $5.5. million and $0.1 million towards the research and development work
performed by Parion and BioAxone, respectively (2015: $ 3.9 million and $ 0.2 million). As of December
31, 2016, the company had an outstanding balance of $1.0million, associated with Parlon s research and
development expenditure relmbursements (BioAxone — $nil).

43



Vertex P'narmaceutica_ls (Europe) Limited

: Notes to the fmancnal statements (contmued) |
For the year ended 31 December 2016

26. Subsequent events
Concert Pharmaceuticals -

On 6 March 2017, it was announced that VPEL and VPI had signed a definitive asset purchase agreement
to acquire CTP-656 from Concert Pharmaceuticals. CTP-656 is an investigational CFTR potentiator that
has the potential to be used as part of future once- dally combination regimens of CFTR modulators that
treat the underlying cause of CF.

The asset purchase agreement was completed on 25 July 2017. As part of the agreement, VPEL paid
Concert $160.0 million in cash for all worldwide development and commercialization rights to CTP-656.
If CTP-656 is approved as part of a combination regimen to treat CF, Concert could receive up to an
additional $90.0 million in mllestones based on regulatory approval in the U.S. and reimbursement in the
UK, Germany or France. :




