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Vertex Pharmaoeuticals (Europe) Limited

Strateglc report

The Directors present their strateglc report for the year ended 31 December 2017

Prmmpal actrvutles

" The principal actlvmes of Vertex Pharmaceuticals (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 Pharmaceutrcals Inc. (“VPI”).

Revrew of the business and future developments

Durmg the year, the Company continued to supply KALYDECO (“wacaﬁor” 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, 2017 has seen VPEL enter into a number of strategic collaborations, license agreements and
an-asset purchase. : :

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 '
KALYDECO and ORKAMBI . _ o
KALYDECO is currently. approved in the European phannaceutical market for the treatment of CF in;

1) patients six years of age and older who have one of nine gating mutatlons in their cystic fibrosis

transmembrane conductance regulator (“CFTR”) gene; :
?2) . patients two to five years of-age who have one of nine gating mutations in thelr CFTR gene; and
3). patlents 18 years of age and older who have the R1 17H mutation in their CFTR gene.

’ ORKAMB[ is currently approved for patrents with CF twelve years of age and older who are homozygous
for the F508del mutation in their CFTR gene. :

In March 2017, the GCompany ‘submitted a Marketing Authorization Application (“MAA?) line extension
to the European Medicines Agency (“EMA”™) for the use of ORKAMBI in patients six to eleven yéars of
age who are homozygous for the F508del mutation in their CFTR gene. In January 2018, the European -

Commission granted the line extension of ORKAMBI in this patient population.

. CF Developmeht Progrdms ‘

~On28 March 2017, results from two Phase 3 studies of the tezacaftor (“VX-6617) 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. ’

Vértex submitted a New Drug Applieation'(“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/ivacafior
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.

In February 2018 the FDA approved tezacaftor/ivacaftor for treatment of CF in this patient population.
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Strategic report (continued)

‘Collaboration and license agreements

CRISPR Therapeutics AG

On 12 December 2017 VPI, VPEL and CRISPR Therapeutics AG announced that the companies will co-
develop and co-commercialize CTX001, an investigational gene editing treatment, as part of the
companies' previously announced collaboration aimed at the discovery and development of new gene
editing treatments that use the CRISPR/Cas9 technology. In order to enter mto this arrangement, VPEL
paid CRISPR Therapeutics AG $7 million.

CTXO001 represents the first gene- based treatment that VPEL ex“clusively licensed from CRISPR
Therapeutics as part of the collaboration. For CTX001, CRISPR and VPEL will equally share all research
and development costs and profits worldwide.

A Clrmcal Trial Application was submitted in 2017 for CTX001 to support the rnmatlon of a Phase 12
trial in B-thalassemia in 2018 in Europe, and an Investigational New Drug (IND) Application was -
submitted in April 2018 to support the initiation of a Phase 1/2 trial in sickle cell drsease in the U S.

In May 2018, it was announced that the U.S. Food and Drug Admmrstratlon (FDA) placed'a clinical hold .
on theTND for CTX001 for the treatment of sickle cell disease pending the resolution of certain questions
“from the FDA as part of its review of the IND. Vertex is continuing to work with the FDA to address the
agency's questions. : :

 Asset Purchase : A » CL
Concert Pharmaceuticals

On 6 March 2017, it was announced that VPEL and VPI had signed a definitive asset purchase agreement
" to acquire 'CTP-656 (renamed VX-561) from Concert Pharmaceuticals. 'VX-561 is an investigational
CFTR potentiator that has the potential to be used as part of future once-daily combination regrmens of
CFTR modulators that treat the underlymg 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 VX-561. If
VX-561 is approved as part of a combination regimen to freat 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: ’

. Subsequent events :
In January 2018, The Company purchased an addmonal $21 5 million mvestment in CRISPR’s common
shares.
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Strategic report (continued)
Financial Resulits

The results of the Company are set out ‘on page 13; the loss for the year after taxation amounted to $234.8
" -million (2016 — loss of $201.1 million). The entity is making a loss which is in line with management’s
expectation. : : ' :

Key performance indicators

The results of the Company s key ﬁnancnal and other performance mdlcators during the year were as
follows ’

2017 . 2016  Change

. $Sm $m % .
Turnover — Research and development cost plus arrangement ' - 432 385 - 12.2%
Turnover — Product sales - ' 24039 15979  504%
Research and development expendifure - Milton Park 39.3 350 12.3%
Research and development expenditure - Other 79.8 22.8 250.0%
Research and development — Non-North American IP - "174.5 1462 °  194%
Research and developmént — Total o ) 293.6 204.0 43.9%
Avefage number of research employees . ) 106 T8 -1.9%

During 2017 the Company’s turnover from its research and development cost plus arrangement increased

by 12.2%. 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 50.4% due to further reimbursement agreements that have been reached. within Europe and |
‘North America. ' '

Total research and development expenditure increased by 43.9% durlng ‘the year. Expendlture at the
Milton Park, UK site increased by 12.3% and the expenditure related to Non-North American owned IP,
charged by the parent company and collaboration agreement contnbutlons increased by 19.4% due to the
timing of delivery of individual projects.

The average number of research employees remained consistent.
Principal risks and uncertainties
The Company operates in a hign-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
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 suppon'a§ 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..

b) - Exchange rate risk

There is an exchange rate risk as sales in the UK are made in GBP and 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 currencnes The
Conipany’s exposure to, exchange rate risk is monitored by the ultimate parent company ’s treasury
function. :
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. Strateglc report (contmued)

"c¢) Interest rate rlsk

" At 31 December 2017, the Company had cash and. bank balances of $163.0 million and no external debt.

Accordingly, the Company has no significant interest rate exposure to manage locally. The Company had
intragroup liabilities of $1,111.8 million and-assets of $82.0 million with variable interest rates, for which
rates are managed by the parent Company. , . =

d) Credit risks

The Company is a commercial trading entity and as such bears a credit risk with third party customeérs:
The Company also sells to publlc |nst|tut|ons 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 tlmely 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 commumty for Vertex products ahead
" of those developed by our competitors.

v

3. In'vemory

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 outlook for
’ commercial sales could result in inventory write downs and related charges. Management are confident
that inventory levels are sufficient to meetihg current and anticipated future sales.

4. BREXIT _ , )

* On 29 March 2017, the Prime Minister of the Uni.ted Kingdom (“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
présents 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 fo 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 makmg enquiries, the Dlrectors have a reasonablé expectation that the Company has adequate -
_resources té continue in operatlonal existence for the foreseeable future. Accordingly, they continue to

. adopt the gomg concern basis in preparing the annual report and financial statements.

Approved by order of thie Board of Directors on 20 September 2018 and signed on its behalf by:

~
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Dlrectors report
The Directors present their report for the year ended 31 December 2017.

Results and dividends

The results of the Company are set out on page 13; the loss for the year after taxation amounted to $234.8
million (2016 — loss of $201.1 mllllon) The Dlrectors do not recommend a d1v1dend for the year ended 31
December 2017 (2016 ‘$nil).

Future developments

The future dévelopments of the Company have been outl‘inedA in the strategic report.

Research and development activities

Please refer to the Strategic Report for full dctai:lé of the Company.’s resear_éhand development activit‘ies.

. The Company performs research and development at its Milton Park, UK site on behalf of the parent”
" undertaking, VPI. During the year the Company incurred expenditure of $39.3 million (2016 — $35.0
million) on research and development, .which was ‘all expensed to the Income Statement. In addition,
amounts payable to VPI in 2017; 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 $174.5 million (2016 - $146.2 million). Other research and development expendlture totalled
$79.9 million (2016 - $22.8 million).

Financial instruments and risk management

The Company is exposed to a number of ﬁnancral risks ‘that mclude cash flow risk, credit risk, exchange
rate risk and interest rate risk. Further information is disclosed i in the strategic report. : ’

- The ultimate parent Company s Treasury function along with the Board of Directors monitor the ﬁnanclal -
risks that the Company is exposed to. :

Subsequent events

. Following the year end there have been subsequent events Wthh are disclosed in note 26-and on page 4 of
the strateglc report :

Foreign branches

The Company operates branches in Norway and Denmark

Directors

The Directors who served the Company during the year and to date were as followe:

[ F Smith-
S Bedson
‘SKLem

Directors’ liabilities
The Company has granted an indemnity to one or more of its Dlrectors 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 quahfymg third party mdemnlty provision remains in force as at the date of approvmg the
- directors’ report. .




Vertex Pharmaceuticals (Europe) Limited

Dii'ectors’ report (cont‘inued)‘ ‘

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 (as defined by section 418 of the Companies Act 2016), being information needed by the
“auditor in connection with preparing its report, of which the auditor is unaware. Having made enquiries of
fellow Directofs 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 relevant audit information and to establish that the

auditor is aware of that information.

_ Auditors ‘ _ o : .
"A resolution to reappoint Ernst & Young LLP as auditors will be put to the members at the Annual

General Meeting.

On behalf of the Board
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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 apphcable United Kingdom law and regulatlons .

Company law requires the Directors to prepare financial statements for each ﬁnancnal 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 (Umted 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 affairs of the Company and of the profit or.
loss of the Company for that penod

“In preparing these financial statements the Directors are requtred to
e  select suitable accounting policies and then apply them consnstently;
. ma.kejudgments and estimates that are, reasOnable and prudent' '

e  state whether applicable Unlted Kingdom Accountmg Standa:ds have been followed, sub_|ect to any
material departures disclosed and explained in the financial statemnents; and

e  prepare the financial statements on the going concern basis’ unless it is mapproprlate to presume that
the Company will contmue in busmess : :

"The: Directors are responSIble for keeping adequate accounting records that aré sufficient to show and

explam the Company’s transactions and disclose with reasonable accuracy ‘at any time the. financial

position of the Company and enable them to ensure that the financial statements comply with the -
Companies Act 2006. They are also responsible for safeguardmg the assets of the Company and hence for

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




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

Opinion - : S o - .
We have audited the financial statements of Vertex Pharmaceuticals (Europe).Limited for the year ended
31 December 2017 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, including a summary of -
significant accounting policies. The financial reporting framework that has' been applied in their
preparation is applicable law and United Kingdom Accounting Standards FRS 101 “Reduced Disclosure
i 'Framework” (United Kirigdom Generally Accepted Accountmg Practice).

~

In our opmlon the ﬁnanclal statements:

o givea true and fair view of the company’s affalrs as at 31 December 2017 and of its loss for the
" year then ended; .
o have been properly prepared in accordance with Umted ngdom Generally Accepted
Accounting Practice; and ‘
* - have been prepared in accordance with the requtrements of the Companies Act 2006

Basis for oplmon

We conducted our audit in accordance with International Standards on Auditing (UK) (ISAs (UK)) and
applicable law. Our responsibilities under those standards are " further described in the Auditor’s
respon51bllmes for the audit of the financial statements section of our report below. We are mdependent of
the company in accordance with the ethical requirements that are relevant to our audit of the financial
statements in the UK, including the FRC’s Ethical Standard, and we have fulfilled our other ethical
" responsibilities in accordance with these requirements. ' ;

We believe that the audit evidence we have obtalned is sufficient and approprlate to provnde a basis for our

- opinion.

Conclusions relating to going concern

- We have nothlng to report in respect of the followmg matters in relation to which the ISAs (UK) requlre
us to report to you where:

¢ the directors’ use of the going concern basis of accounting in the preparation of the fi nancial
statements is not appropriate; or .

» the directors have not disclosed in the financial statements any 1dent1ﬁed material uncertamtles
that may cast significant doubt about the company’s ability to continue to adopt the going -
concern basis ‘of accounting for a period of at least twelve months from the date when the
financial statements are authorised for issue. ‘ '

Other information

The -other information comprises the information included in the annual report, other than the financial
statements and our auditor’s report thereon. The directors are responsible for the other information.

Our opinion on the financial statements does not cover the other information and, except to the extent
otherwise explicitly stated in this report, we do not express any form of assurance conclusion thereon.

10



lndepéndent auditdr’s repbrjt to the members of Vertex
Pharmaceuticals (Europe) Limited (continued)

In connection with our audit of the financial statements, our responsibility is to read the other information
and, in doing so, consider whether the other information is materially inconsistent with .the financial
statements or our knowledge obtained in the audit or otherwise appears to be materially misstated. If we
identify such material inconsistencies or apparent material misstatements, we are required to_determine
whether there is a material misstatement in the financial statements or a material misstatement of the other

information. If, based on the work we have performed, we conclude that there is a material misstatement -

'Aof the other. inférmation, we are required to report that fact.

We have nothing to report in this regard. .

Opinions on other matters prescribed by the Compénies Act 2006
In our opinion, based on the work undertaken in the course of the audit: .

~e 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; and’
e the strategic report and directors’ report have been prepared in accordance with appllcable Iegal
' requirements.

Matters on which we are reqmred to report by exceptlon

- In the light of the knowledge and understanding of the company and its environment obtamed in the o
~course of the audit, we have not ldentlﬂed material misstatements in the strategic report or directors’
report.

We have nothing to report in respect of the following matters in relation to which the Compames Act 2006
- requires us to report to you if, in our opinion:

e adequate accounting records have not been kept or returns adequate for our audit have not been .
received from branches not visited by us; or 4

s the ﬁnancfal statements are not in agreement with the accounting records and returns; or

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

¢ we have not recelved all the’ mfonnatnon and explanatlons we require for our audit.

Responsibilities of directors

As explained 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, and for such internal control as the directors determine is necesséry to enable the preparation of
. financial statements that are free from material misstatement, whether due to fraud or error. =~ -

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

1



lndependent auditor’s report to the members of Vertex
Pharmaceuticals (Europe) Limited (continued)

Auditor’s responsibilities for the audit of the financial statements

Our ob)ectrves are to obtain reasonable assurance about whether the financial statements as a whole are
.free from material misstatement, whether due to fraud or error, and to issue an auditor’s report that
includes our opinion. Reasonable assurance is a high level of assurance, but is not a guarantee that an audit -

_conducted in accordance with ISAs (UK) will always detect a material misstatement when it exists.

. Misstatements can arise from fraud or error and are considered material if, individually or in the

aggregate, they could reasonably be expected to influence the economic decisions of users taken on the.

basis of these financial statements.

A further description of our responsibilities for the audit of the financial statements is located on the
Financial Reporting Council’s website at https: //www frc.org. uk/audltorsresponmbxlmes This description
forms part of our auditor’s report

Use of our report

This report is made solely to the company’s members asa body, in accordance with Chapter 3 of Part 16
of the Companies Act 2006. Our audit work has been undertaken so that we mlght 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 fonned

Kevin Harkin (Senior statutory auditor)
for and on-behalf of Ernst & Young LLP, Statutory Auditor

Reading

) Date: W W‘/M (b ¥4
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-\'/ertexPharmaceuticaIs (Europe) Limited

" Income statement -
for the year ended 31 December 2017

2017 - 2016

L . ~ Notes: . $°000 . $°000
- Turnover : ' 5 2,447,096 1,636,338
Costofsales " , . : (1,911,690) (1,220,838)
_Gross Profit - ‘ B 535,406 415,500
Research and development expenditure . o (293,631) (203,977)
Administrative expenses = - - S . (482,292) (398,167)
Other income ' ' ‘ : 2,281 1,986
Operating Loss , L 6 (238,236) - (184,658)
Foreign exchange gain/(loss) . ‘ 11,729 - (8,920)
Interest receivable and similar income » o8 647 . 462
Interest payable and similar charges - - 9 . (11,357) . (7,554)
Loss on ordinary activities before tax : | (237,217) (200,670)
Tax on loss on ordinary activities’ o : 100 2.420 (382)
Loss for the year e ‘ r (234,797)  (201,052)

All amounts relate to continuing activities. ' 3 . . : _ -

The notes on pages 17 to 46 are an integral part of these financial statements.,

13



Veftex'PharmaceuticaIs (Europe) Limited

Statement of comprehensnve income
for the year ended 31 December 2017 .

2017 ¢ 2016 °

) _ Notes $°000 $°000
Loss for the year . ~ : (234,797) (201,052) -
Items that may be reclassnﬁed subsequently to proft and loss: oo '
Revaluation of available-for-sale investments 14 10,261 21:,347 '
Deferred tax charge on revaluation of available-for-sale ' 10 ' o A
investments - : (1,558) (3,815). .
Other comprehensive income for the year, net oftax L - 8,703 17,532
Total comprehensive loss for the year ' ~(226,094) (183,520)

\

14



Vertex Pharmaceuticals (Europe) Limited K

Balance sheet =~ ; o
as at 31 December 2017 C

r : o - , ' © 2017 2016

Notes - = $°000° $°000
Fixed assets ] ) . ) .
Intangible assets : et 1,421,430 1,429,168
" Tangible fixed assets o I " 12 - 36044 35,487
Investment in subsidiaries o 4 13 49,059 - 49,057 -

Other investments < 14 . 94821 84,560
S ’ C 1,601,354 1,598,272

Current assets . . . . . .
Inventories : ’ S 15" 102,686 76,321

Debtors — due within one.year v 16 174,566 136,565
Debtors — due after more than one year ) o : 16 21,072 42,137

" Cash and cash equivalents ' : 163,044 218,537
' j 461,368 473,560
Creditors: amounts falling due wrthm one year ‘ ‘ 17 (1,144,978)  (934,453)
Net current liabilities ” . (683,610) (460,893)
Total assets less current I|abllmes ': ) o 917,744 1,137,379
Provisions for liabilities . . A 18 -(14,932) . (12, l26)
Netassets: =~ B < 902,812 1,125,253

Equity- . T

Called up share capital ‘ . 19 : 201 - 201
Capital contribution _ ' : ' 9,415 9,415
Share premium - ' : 20 1,502,485 1,502,485
. Revaluation reserve | . ' . 26,235 17,532
. Retained loss - - v " (635,524) (404,380)
Total shareholders’ fund§ ) : ) - 902,812 1,125,253

The notes on pages 17 to 46 are an integral part of these financial statements

The finaricial statements of Vertex Pharmaceutlcals (Europe) Limited were approved for issue by the
Board of Directors on 20 September 2018, and srgned on its behalf by:

) Cornpany number: 2907620




Vertex tha_rméceuticals, (Europe) Limited

* Statement of changes in equuty

for the year ended 31 December 2017

* Share

Total share-

Share Cabital premium Revaluation  Retained holders’

‘capital contribution account reserve  earnings funds

) : . Notes = $°000 $°000 $000 $°000° $°000 $°000

. At 1 January 2016 - - ‘ : 201 9,415 1,502,485 - (204,866) 1,307,235

Loss for the year - ' - - - - (201,052) (201,052)
Other comprehensive i income for the period ' _

_ Bcvaluatlon of available-for-sale ) ) ) 21,347 - 21347 :
investments o : . .
Deferred tax charge on revaluation of . :
available-for-sale investments ) i - G819 "L (3’81.5)

Total comprehensive loss for the year - - - . 17,532 (201,052) (183,520)
Transactions with shareholders ‘ - N
Share-based payment transactions 23 . - - - - 14,511 14,511
Parent undertaking charge for share- ) i i - (12973) (]2"973) i
based payment transactions s
Total shareholder transactions ' - - - - 1,538 1,538 .
At 31 December 2016 . L 201 9,415 1,502,485 17,532 (404,380) 1,125,253
Loss for the year o ) . - - - - (234,797) (234,797)
Other cbmprehensive"income for the period ' .
Revaluation of available-for-sale ’
investments _ ) ) - 102610 - 10,261
Deferred tax charge on revaluation of ‘ C :
available-for-sale investments ) ) - (1558) - (1558)
Total comprehensive loss for the year - - - 8,703 (234,797) (226,094)
Transactions with shareholders . : B
Share-based payment transactions 23 - o . - T - 19,640 19,640
Parent undertaking charge for share- ' :
based payment transactions ) ) ) ) (15’987)_ (15,987)
Total shareholder transactions N < - - - 3,653 3,653
At 31 December 2017 ' ' 201 - 9,415 1,502,485 26,235 (635,524)- 902,812
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Vertex Pharmaceuticals (Europe) Limited

Notes to the financial statements
for the year ended 31 December 2017

General mformataon

The annual report and ﬁnancnal statements were approved by the Directors of the Company on 20
. September 2018. : :

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

The nature of the Company s operations and its prmcnpal 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 wholly owned subsidiary of Vertex Pharmaceuticals,
Incorporated, and its ultimate parent pubhshes group fi na.ncral statements "These financial statements are
separate ﬂnancral statements,

‘Application of new and revised standards and changes in acoounting‘ policies
-a) Changes in aceounting policies
There have been no changes to accounting policies during the year. )

"b) © New standards, amendments and IFRIC Interpretations

- No new accounting standards, amendments to accounting' standards, or [FRIC Interpretations that are first
effective for the year ended 31 December 2017 have a material impact on the Company.

Summary of significant accounting polic_ies :
The principal accounting policies applied in the preparation of these financial statements are $et out below.
These policies have been consistently applied to all the years presented unless stated otherwise.

a) Statement of compliance

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

‘

b) Basis of preparatlon .

The ﬁnancral statements are presented in USD, the functlonal currency, rounded to the nearest thousand
USD (8$°000), except where otherwise stated. The USD:GBP exchange rate at the year end was 0.7412 -
(2016: 0.8128). : .

The financial statements have been prepared under the historical 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. : : :
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Vertex Pharmaceuticals (Europe) Limited -

Notes to the financial statements (contmued)
For the year ended 31, December 2017

Summar_y of significant accounting policies (continued)
‘ b) Basis of preparation (continued)
Disclosure exemptions o

The following exemptlons from the requirements of IFRS have been applied in the preparation of these
financial statements, in accordance with FRS 101: .

e Paragraphs 45(b) and 46 to 52 of IFRS 2, “‘Share baséd‘payment’. .
e [FRS 7, ‘Financial instruments: Disclosures’.
 -Paragraphs 91 to 99 of IFRS 13, ‘Fair value measurement’. . .
. & Paragraph 38 of IAS 1, ‘Presentation of financial statements’ comparatrve information
*  requirements in respect of: '
- paragraph 79(a)(iv) of IAS 1 .
- paragraph 73(¢) of IAS 16, ‘Property, plant and equipment’
- 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 [FRS) -
- 38A (requirement for mrmmum of two pnmary statements, 1ncludmg cash ﬂow '
statement) - :
- 38B-D (additional comparative information)
- 111 (cash flow information) '
. - 134-136 (capital management disclosures)
e IAS 7, ‘Statement of cash flows’ A
» Paragraph 30 and 31 of IAS 8, ‘Accountmg polrcres changes in accounting estimates and
errors’
e  Paragraph 17 of IAS 24, ‘Related party dlsclosures . .
»  The requirements in IAS 24 to disclose related party transactrons between two of more
members of a group. . .
¢) ‘Going concern : ' L

s

The financial statements are prepared on the 'going concern basis as the parent undertakmg, 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

Tumover is measured at the falr value of the consideration recelved 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 reliably measured; when it is probable
that future economic benefits will flow to the entity and when specrﬁc criteria have been met for each of
the Company’s actwmes as described below. : :

Turnover mcludes amounts receivable for services prov1ded to Vertex Pharmaceuticals 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 reséarch on behalf of its parent undertaking. Tumnover -
is recognised in the period in which the services are provided, by reference to costs incurred.
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Vertex Pharmaceuticals (Europe) Limited

Notes to the flnanmal statements (contmued)"
For the year ended 31 December 2017
.Summary of sngmflcant accountlng pollcles (contmued)

d) Turnover (contmued)

Turnover from the sale of goods is reoogmsed when the sngmﬁcant risks and rewards of ownership 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 obllgatlons historical trends and past

) expenence .

e) Research and development expenditure - - . : S
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,
‘Intangible assets’. Where regulatory and other uncertainties are such that the criteria are not met, the
‘expenditure is recognised in the lnoo‘n1e‘Statemen\t and development expenditure is written off to the
Income Statement as it is incurred. Developrnent. 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 deprecnated 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 deveélopment), generally taking the form of upfront payments and
milestones, are capitalised. Where payments are made to third parties representmg future.research and
development activities, an evaluatlon 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 expendlture recogmsed in the .
Income Statement are recorded-in “othér income’ in the period in which the qualifying expendlture was
incurred.

. f) Interest income and expense
- Interest income and expense is recognised using the effective interest method.
g) Intangible Assets : o ,

Intellectual property rights

Separately acquired’ intellectual property rights 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.

Amortlsatlon is recogmsed in admlmstratlve expenses
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Vertex Pharmaceuticals (Europe) Limited

’

Notes to the financial statements (continued)

For the year ended 31 December 2017
Summary of significant accounting policies (continued)

g) . Intar\gible Assets (continued)

Licenses and other intangible assets

Separately acquired licenses and other intangible assets are shown at historical cost. Licenses and other
mtangrble assets acquired in a.business combination are recognised at faif value at the acquisition date.
Licenses and other intangible assets have a finite life and are carried at cost less accumulated amortisation.
Amortisation is calculated usmg the straight line method over their estimated useful lives. ‘

Amortisation is recognised in administrative expenses or research a.nd development expenses.
h) Tangrble fixed assets
The cost of tangible fixed assets is their purchase cost, together with any incidental costs of acquisition.

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

Short leasehold improvements - Spread over lease term (5-15 years) - strarght-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) Investmentin subsidiories .

Investments in subsidiaries are held at cost less impairment losses.

i} Impairment of non-ﬁn'anciél. assets

Intangible assets that have an indefinite life or intangible assets not ready to use which are not subject to
amortisation, are tested annually for impairment. Other assets that are subject to amortisation and
depreciation, and investments in subsidiary undertakings, are reviewed for impairment whenever events or
changes in circumstances indicate 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 goodwill)
are revrewed for possible reversal at each reporting date.

k) Inventories

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. Shrppmg
and handling costs incurred for inventory purchases and product sh:pments are recorded in cost of sales in
the Company s [ncome Statement. : ‘
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Vertex Pharmacéuticals_ (Europe) Limited

~ Notes to the financial statements (contmued)
- For the year ended 31 December 2017

Summary of significant accounting policies (continued)
k) Inventories (continued)

The Company capitalises inventory produced 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
capitalise 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 Directors at initial recognition. The financial
assets of the Company are classified as loans and receivables or available-for-sale (“AFS”) financial
assets. .

Available-for-sale financial assets

Quoted shares held by the Company are classified as being AFS and are stated at fair value. Gains 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

investment is disposed of or is determined to be impaired, the ‘cumulative gain or loss previously

recognised in the revaluation reserve is reclassified to the Income Statement.

Other shares in private 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 initially at fair value and subsequently measured at amortised cost
using the effective interest method, less impairment. :

Impairment of financial assets

The Directors assess at the end of each reportmg period whether there is objective evidence that a ﬁnanc:al
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 reliably estimated.,

Evidence of impairment may include indications 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 prevnously recognised impairment loss is
recognised in the Income Statement.

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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Vertex Pharmaceuticals (Europe) Limited

Notes to the financial statements (contmued)
For the year ended 31 December 2017
Summary of significant accounting policies (continued)

n) Cash and cash equnvalents

Cash and cash equivalents include cash in-hand, deposnts held at call with banks or with ongmal maturities
of three months or less. :

o) Share capital .

" Ordinary shares are classified as equity.

p) Financial liabilities '

Classification

The classifications of financial liabilities are determined by the Directors at initial - recognmon 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. Classification 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 i is recognised in the Income Statement over the period of the obllgatlon using the
effective interest method.

q) Trade creditors .

_ Trade creditors are obligations to pay for goods or services received that have been aci]uiied 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, using 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 recogmsed as an interest expense.

Provisions for property dilapldatlons are discounted at 0.6% p.ato 1.4% p.a (2016 0.4%p.a to 1.4% p. a)
as the leases expire in 2024. Provisions for national i insurance are not discounted. '

s) Curi'ent and deferred taxation

The tax expense for the year comprises current and deferred taxation. Tax is recognised in the Income
Statement, €xcept 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 substantively at the
balance sheet date. The Directors periodically evaluates pesitions in tax returns with respect to situations
in which applicable tax regulation is subject to mterpretatlon A provision is recogmsed where approprlate
on the basns of amounts expected to be paid to the tax authorities.
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Vertex Pharmaceuticals (Europe) Limited

Notes to the financial statements (continued)
-For the year ended 31 December 2017 '
Summary of S|gn|f|cant accounting policies (contmued)

s) Current and deferred taxatlon (continued)

Deferred taxation is. recognised in respect of all temporary dlfferences 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
recognition of an asset or liability in a transaction other than a business combination that at the time of the
transaction affects neither accounting nor taxable profit or loss. Deferred 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 Irablllty is senled Deferred tax'
is measured on an undiscounted basis. .

Deferred tax assets are recognised ‘only to the extent that the Directors'c'cnsider 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 temporary differences 'arising from investment in |
subsidiaries, except for any deférred 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 wrll 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. o

" t)  Foreign currencies.

~ Transactions and balances .

Transactions denominated in foreign currencies are translated in fhe" 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) Operatmg Ieases (

Rentals payable | under operatmg leases are charged net of any mcentlves recelved from the lessor, ona
stralght line basis over the lease term. .
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Vertex Pharmaceuticals (Europe) Limited -

Notes to the flnanC|al statements (contlnued)
For the year ended 31 December 2017 o
Summa_ry of S|gn|f|cant accounting policies {continued)

v) Employee benefits

Pensrons

The Company makes contrlbutlons to deﬁned contnbutlon pension schemes. The assets of these schemes
are held separately from those of the Company in lndependently 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 pnor periods. The pension-cost
represents contributions payable by the Company to the schemes during” the " year.

. 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 llablllty and an expense for bonuses when contractually obliged or where thereé
is a past practice that has created a constructwe obligation. Bonuses are determined at the discretion of the
Directors. .

w) Share- based payments . . o .

The cost of equnty -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 appropriate pricing model. In valuing equity-settled transactions, no account is taken of any vesting
conditions, other than conditions linked to the price of the shares of the Company (market conditions).

No expense is recogmsed for awards that do not ultimately vest.

~

At each balance sheet date before vestmg, 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 movemeit in
cumulative expense since the previous balance sheet date is recogmsed in the Income Statement, with a
corresponding entry in equnty ’

'Charges received from the parent undertaking in respect of the share-based payment scheme are tréated as
a distribution in the reconciliation 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) Collaboration

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 considered subSIdlanes and are fully consolidated from
the date on which control is transferred to the Company
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Vertex Pharmacenticals (Europe) Limited

Notes to the financial statements (continued)
For the year ended 31 De'cernbe‘r 2017 |

‘Summary. of significaht éccounting policies (continued)
~x) Collaboration (continued)

If the Company concludes that it does not control the entity, the Company then detenmnes 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 apphes 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 (i.e. it-is
either separable or arises from contractual or legal rights). "Under paragraph 25 of 1AS 38, the first
condition for capltallzatlon (the probablllty 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, upfront and milestone payments to 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 stranght line basis over thelr useful lives from the: date on which marketing approval is
obtamed :
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Vertex Pharmaceuticals (Europe) Limited

Notes to the financial statements (contlnued)

- For the year ended 31 December 2017 . ) L

Critical accounting estlmates and judgements

Estimates and judgements are continually evaluated and ‘are based on hrstoncal experience and other
factors, including the expectations of future events that are believed to be reasonable under the
circumstances.

a) ~ Share-based nayments

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 $19,640,000 (2016: $14,511,000).

" Fair value at grant date

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

Est/matlon of /eavers o

The calculation of the share-based payments is based on the outstandmg options as at 31 December 2017.
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 assumption on staff attrition rates
was removed, the share-based payment charge would increase by $1,581,000.

b) Intangible assets
' Impairment of lntang/b/e assets

As at 31 December 2017, the Company holds a number of intangible assets which represented rights to the

non-US commercrallzatlon of any product candidates that arise from a number of agreements, as well as a

__non-exclusive licence to exploit the CF franchise. The carrying value of these assets is $1.4 billion (2016:
$1.4 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 arneunt'(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‘po'ssjble 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 groupA of assets that generates cash inflows that are
largely independént 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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Vertex Pharmaceuticals (Europe) Limited

Notes to the financial statements (contmued)
For the year ended 31 December 2017

Critical accounting estimates and judgements (continued)

b) ‘Intangible assets (continued)

The Company assesses the recoverable amounts of the CGUs hsing a variety of méthods, including
present-value models that are based upon multiple probability-weighted scenarios involving the
" development and potential commercialization of the acquired drug candidates.

The present-value models require the Company to make significant 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, expectations
on when the regulatory approvals are received, 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. : C

The valuation method of .the recoverable amount of each CGU was based on-the value in use. The
following assumptions are used in the calculations:

CGUI-CF  CGU2-Primary CGU 4 - Spinal

Ciliary Dyskinesia Cord
% % %
Discount rate-(post-tax) _ : 8 71 ' 11

During the year ended 31 December 2017, the Company recognised an lmpalrment charge of $51,000,000
(2016: $nil). See note 11(b).
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Vertex Pharmaceuticals (Europe) Limited

Notes to the financial statements (contlnued)

For the year ended 31 December 2017

Turnover ]
a) Turnover by geographical area

Inventory obsolescence

2017 2016

4 $000  $°000

United States of America 1,943,771 1,256,733

United Kingdom 90,469 80,277

Rest of Europe 366,383 248,794

Rest of World 46,473 50,534

Total 2,447,096 1,636,338

"b) Turnover by type

2017 2016

$°000 . $:000

Sale of inventory 2,403,903 1,597,863
Research and development services 43,193 38,475 -

Total 2,447,096 1,636,338

. Operating loss
This is stated after charging/(crediting): S

2017 2016

$°000 $:000

Auditors’ remuneration — audit of the financial statements’ - 79 79

,Dépreciation (note 12) 6,374 5,027

Impairment of licences and other intangible assets (ndte 1‘1) 51,000 -

Amortisation of licences and intellectual property ("IP") rights (note 1 l')' 128,795 125,461

Foreign exchange (gain)/loss : (11,729) - 8,920

Research and development e:xpenditureI ‘ 293,631 203,977

Operating lease rentals — land and buxldlngs 3,866 3,643

Other income (2,281) (1,986)

_Inventories recognised as an expense during the period: . ’
Cost of im?entory recognised as an expense (includeéd in cost of sales) 1,897,348 1,216,844
: 3,994

. 14,342

! Included within research and de;'elopmem is $6,667k of amortisation.and $51,000k of impairment..

-Other income relates to-a research and development expenditure credit (above the line) of $2 281k (2OI6:

$1,986k).

The Company has taken advantagé of the exemption not to disclose ainountsl paid for non-audit services as

these are disclosed in the Group accounts of its ultimate parent Vertex Pharmaceuticals Incorporated.
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‘Notes to the financial statements (contmued)
For the year ended 31 December 2017

Staff costs and Directors’ remuneration
a) Staff costs ‘

2017 2016

‘ $°000 $°000
‘Wages and salaries L 32,096 27,810
Share-baséd payments . . : 19‘,64‘0 14,511 .
Social security costs ' : ) Lo . 10,575 1,060
Other pension costs (note 21) ) . - 1,829 1,589

64,140 44,970

" . The average monthly number of employees (ir;cluding Direétors) during the year was made up as follows:

- . No. No.
Sales and administration ' ' - R 135 103
Research and development ' : 106 108

: " 241 211

_b) Directors’

lan Smith is adirector 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 $5,936k for the year ended
31 December 2017. ‘ '

. 'Both Simon Bedson and Simon Lem receive their remuneration from the Company, which is as follows:,

2017 2016

- ] $°000 $°000 .
Aggregate remuneration ’ T 1,159 1,123
Aggregate gains made on the exercise of share options = . 15,675 237
Company contributions to défined contribution schemes . - 62 . 64
. . " No. No.
Number of directors who received shares in respect of qualifying services ’ 3 3




\Vertex Pharmaceuticals (Europe) Limited

‘Notes to the fmanCIal statements (contmued)
For the year ended 31 December 2017 ’

7. ‘Staff costs and Directors’ remuneration (continued)

Highest paid director

: » . _ 2017 2016
The highest paid difector’s remuneration was as follows: ' $°000 . $°000 .
Total amount of emoluments and amounts (excludmg shares) receivable 283 753
under long-term incentive schemes : -
Company contributions to defined contribution schemes : 48 49

. Total ' : ' . 831 802 .

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

8. Interest recéivable and similar income

2017 2016
. . ~$°000 $°000
Interest receivable on bank deposits ' ’ 240 L2
Interest receivable on amounts due from group undertaklngs . 407 409
[nterest income on convemble note . ) : - 51
' ' 647 . 462

. 9. Interest payable and simjlar charges

\ .

2017 2016
N . . $°000 $°000
Interest payéb_le on amounts due to group undertakings . A -7915 - 3,440
Interest payable on promissory notes o ‘ , ) 3,338 3,989
Interest accretion e)ipense (see note 18) . ~ 104 125

11,357 7,554

30



Vertex Pharmaceuticals (Europe) Limited -

4 Notes to the financial statements (contmued)
" 'For the year ended 31 December 2017 s

- . 10. Tax :
a) - Taxon loss on ordinary actlvmes

The tax is made up as follows:

2017 2016 .

$°000 . $°000
Current tax: ‘ R
- Current tax expense on loss for the year - L 369 382
_ Over provision in prior years =~ - ‘ . (337) S -
Total current tax ' ' . ' : 32 382
Deferred tax: ) ‘ ) S )
"Current credit for the year - ' o T (2,452) .-
Adjustments in respect of previous periods ' B . - -
Total deferred tax - : B ' (2,452) -
Tax on loss on ordinary activitiés (note 10 (b)) . - (2,420) 382

b) Fa'cters a_ffecting total tax (incorhe)lexpense for the year

The charge for the year can be reconciled to the loss per the income statement as follows:

\ 2017 2016

$°000 $°000

Loss on ordinary activities before tax - ’ » . (237,217) (200,670)

" Tax on loss at standard UK tax rate of 19.25% (2016 20%) (45,664) (40,134)

.Effects-of: o

Expenses not deductlble for tax purposes L - 670 218

Adjustments in respect of prior years ' ' . o (337 SR
Unrecognized deferred tax - : - 44,998 39,916 -

Utilization of tax losses not prewously recognized . - 2452) -

.__Taxon RDEC : . .. 365 382

" Total tax expense for the year (note 10 (a)) ' o ' (2,420) ©382
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Notes to the fmanclal statements (contmued)
For the- year ended 31 December 2017

Tax (contmued)

c) Deferred tax

Recognised deferred tax (assetsj and liabilities comprise:

2017 2016

o L i $°000  $°000
Tax losses : . : o ‘ ' (2452) -,
Revaluation gain through other comprehenswe income 5373 3,815

2,921 3,815

At the balance sheet date, the .Company ‘had tax losses-of $571,648k, tax credits of $1,332k and other
temporary differences of $71,156k. For which no deferred tax has been recognised. There is no expiry
date for any of these temporary differences. ‘

.

' d) Factors that may affect future tax charges ’ y

‘Deferred tax assets and liabilities are measured ‘at the tax rates that are expected to apply in the period

when the asset is realised or the liability settled, based on tax rates that have been enacted or substantively
enacted at the balance-sheet date. :

.

The Finance (No.2) Act 2015 was substantively 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 b realised i.e. deferred tax assets and liabilities have been calculated at a rate of

17%.




Vertex Pha,rmaceﬁticals, (Europe) Limited

Notes to the financial statements (continued) '
For the year ended 31 Deg:ember 2017 -

11. Intangible assets .
‘ Licences
! o : ' " Intellectual  and other
' "~ Property intangible -

" (IP) Rights - assets Total
$°000 $°000 -$000

Cost: .
At 1 January 2017 , ’ 1,486,000 114,589 1,600,589
Additions . 165,057 7,000 172,057
At 31 December 2017 : 1,651,057 121,589 1,772,646
Amortisation: o
At 1 January 2017 : ' 4 162,338 9,083 171,421
Impairment . . . v - 51,000 51,000
Provided during the year' .- 119,368 9,427 128,795
At 31 December 2017 - 281,706 69,510 351,216
Carrying value: ) :
Net book value at 31 December 2017 1,369,351 52,079 1,421,430 '
Net book value at 1 January.2017 1,323,662 105,506 1,429,168

' $6,667k of the amortisation is recognised in research and development. The remaining amortisation is
recognised within administrative expense. ‘

a) Intellectual property (IP) rights
: Accumulated Net book Remaining

Cost amortisation value  useful life

2017 2017 2017 ‘
. $°000 . \$000 ©  $°000 .
“VX-809 \ 957,000  (179,887) 777,113 9 years
VX-770 ~ 366,000 (101,819) 264,181 8 years
" VX-661 : - 163,000 £ 163,000 . N/A
VX-561 L ~ 165,057 - 165057 - N/A
At 31 December 2017 . 1,651,057  (281,706) 1369351 -

. VX-809, VX-770 and VX-661

_ 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 20135, respectively. VX-661 was not available for use as
clinical development is ongoing, therefore amortisation had not commenced at the end of 2017.
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Notes to the fmancual statements (contlnued)
For the year ended 31 December 2016

Intangible assets (contlnued)

VX-561

" On 6 March 2017, it was announced that VPEL and VPI had srgned a def‘ nitive asset purchase agreement 4
-to acquire CTP-656 (renamed VX-561) from Concert Pharmaceuticals. VX-561 is an investigational

CFTR potentiator that has the potential to be used as part of future once-daily 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 VX- 561 }
‘Transaction costs of $5.1 million were also capitalised as part of the cost of the asset

VX-561 was not available for use as clinical development is ongomg, therefore ‘amortisation had not

commenced at the end of 2017.

b) Licenses and other intangible assets

Accumulated  Net book Remaining

NA

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

Cost 'lmpairmcnt amortisation’ value useful life
R $°000 . $°000 $°000 $°000
. UK wholesa]e distribution license and 30,589 - N (8,510) '22’079 Syears
associated contracts : :
Moderna - .. 20,000 - (10,0000 10,000 1.5 years
AmorChem 10,000 Coe - 10,000
Parion ‘ . ' © 51,000 (51,000 - - N/A
BioAxone : 03,000 ¢ - - 3,000 N/A
CRISPR Co-Co ‘ © 7,000 - - 7,000 N/A
At 31 December 2017 - 121,589 (51,000)  (18,510) 52,079
.BioAxone

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 license agreement with Parion
Sciences, Iric. VPEL contributed $48.0 million to enter the Parion Agreement. In 2016, the Company

" contributed a milestone payment of $3m. As at 31 December 2017, this asset was reviewed for

impairment and as a result was written down to nil.
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- Notes to the financial statements (contiriued)
For the year ended 31 December 2017 - ‘

Intangible assets (continued)
AmorChem

. -On 15 June 2016, VPEL entered lnto an asset purchase agreement with AmorChem L.P. (“AmorChem”)

to buy certain small molecule compounds for $10.0 million.

Amortization begins once the asset is available for use, which would be once a product candrdate has been
given regulatory approval: The product candidates are currently in development and are not yet available )

-for use. As a result no amortisation has been recognised in the accounts.

. Modérna

On 1 July 2016, VPI and VPEL. entered into a strateglc collaboration and license 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 cystic fibrosis transmembrane

conductance regulator (“CFTR”) protein, which is known to be defective in people with CF.

VPEL paid Modermna $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 Moderna in the form of a convertible note
that converted into preferred stock in August 2016 (see note 14). ' .

" CRISPR Co-Co

On 12 December 2017, VPI, VPEL and CRISPR Therapeutics AG 'announcedthat the companies will co-

" develop and co-commercialize CTX001, an investigational gene editing treatment, as part of the

companies' previously announced collaboration aimed at the discovery and development of new gene
editing treatments that use the CRISPR/Cas9 technology. In order to enter into this arrangement, VPEL
paid CRISPR Therapeutlcs AG $7 million.

CTX001 represents the first gene-based treatment that VPEL exclusrvely licensed from CRISPR

Therapeutics as part of the collaboration. For CTX001, CRISPR and VPEL will equally share all research
and development costs and profits worldwrde

A Clinical Trial Application was submitted m,2017 for CTX001 to support the initiation of a Phase 1/2-
trial in B-thalassemia in 2018 in Europe, and an Investigational New Drug (IND) Application was
submitted in April 2018 to support the initiation of a Phase l/2 trial in sickle cell dlsease in the U.S.

In May 2018, it was announced that the U.S. Food and Drug Administration (FDA) placed a clinical hold

~on the IND for CTX001 for the treatment of sickle cell diséase pendmg the resolution of certain questions
g from the FDA as part of its review of the IND. Vertex is contmumg to work with the FDA to address the

. agency's questions.

The product candidates are currently in development and are not yet available for use. As a result no
amortisation has been recogmsed in the accounts.’ ’
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Notes to the financial statements (contmued)
For the year ended 31 December 2017

12. Tangible fixed assets
' Assets underA Short leaséhbld Fixtures, fittings

construction  improvements . and equipment - Total
. $000 $°000 $:000 $000
Cost: .
At 1 January 2017 1,234 44,981 36,654 82,869
Additions - 6,619 - 52 109 6,780
Exchange differences ' - 592 (118) © 474
Transfers o © (6,863) 1,604 5,259 -
Disposals ' : - (1,598) - (1,598)
At 31 December 2017 990 47,229 - 40,306 88,525
Depreciation: - - . : ' _
At 1 January 2017 : - - 22612 24,770 47,382
Exchange differences - S 312 323
Charge for the year - 52981 3,393 6,374
Disposals ' - - . (1,598) - (1,598)
" At31 December2017 - - 25,604 26877 52,481
Net book value: - : ) .
At 31 December 2017 990 21,625, 13,429 ~ 36,044
At 1 January 2017 1,234 - . 22,369 11,884 ) 35,487

13. Investment in subsidiaries

- ‘ : ‘ : S 2017 2016
‘ ‘ ' : 3 $000  $°000
At 1 January o S 49,057 49,030
Additions : e T o 2 27
At 31 December - : : 49,059 49,057

During 2017, VPEL incorporated an entity in Poland called Vertex Pharmaceuticals (Poland) SP. Z 0.0.
which resulted i in the recogmtlon of an addition to investments in subsidiaries of $2 000.
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Notes to the financial statements (continued)
For the year ended 31 December 2017 .

13. Investment in subsidiaries (continued)
The Company has the following subsidiary undertakings as at 31 December 2017:

Countryof %  Direct/

Name : 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 Dublin 2, Ireland )

Vertex Pharmaceuticals Distributor of ~ Torsgatan 13,8tr Sweden - 100% Direct
" (Sweden) Limited small molecular 11123 Stockholm, - o

' . medicine Sweden : .

Vertex Pharmaceuticals Distributor of ~Baarerstrasse 88, Switzerland  100%  Direct

(CH) GmbH - small molecular 6300 Zug, )

o medicine . Switzerland ‘

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

(Pdrtugal) Unipessoal ~ small molecular Rua Afonso Praga n®

Lda . ‘ medicine .30, 7 1495-061
' ‘ o . Algés, Portugal :

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

GmbH -~ small molecular H, Lehrbachgasse 13 L i ‘

* medicine © 1120 Wien, Austria, ]
Vertex Pharmaceuticals Non trading Cardinal Point, =~ UK . 100%  Direct
(UK)) Limited Park Road,
: : Rickmansworth, -
Hertfordshire,
WD3 1RE A

Vertex Pharmaceuticals Distributor of 62 Kifissias Avenue, Greece’ 100% Direct

Single Member Societe small molecular 15124 Maroussi, .

Anonyme medicine . Greece ' -

Vertex Pharmaceuticals Sales and Emilii Plater 53, Poland. 99%  Direct’
- (Poland) SP.Z0.0. ~ marketingof ~ Warsaw, Poland

; " medical :

] v products- . . _
- Vertex Farmacéuticado Distributor of Rua Trindadeé, Brazil 100% Indirect
Brasil Ltda small molecular No. 125, Bloco 2, . '

' medicine " Jardim Margarida,
' " 06730-000, -

Vargem Grande
Paulista, Sdo Paulo,
Brazil
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Notes to the financial statements (continued)
For the year ended 31 December 2017 °

14. Other investments L
: : 2017 - 2016

: $°000 $°000
At 1 January . ’ 84,560 30,086
Additions ‘ o . 33,127
Net gain from changes in fair value of equity investments recognised in . »
equity ‘ : 10261 21,347
At 31 December » 94,821 84,560
2017 - 2016
. __$°000 $°000
Available for sale investments - Equity .
- Quoted shares 4 . o 74,821 © 64,560
- Preference shares . . 20,000 20,000

Total investments 94,821 84,560

CRISPR

During 2015, as part of the agreement with CRISPR, the Company entered into a $30.0 million
convertible loan arrangement. The loan ($30.0 million) and accrued interest ($0.1 million) 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 20 lV6, 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. Following the year end, the.Company has made an additional investment in CRISPR. See note 26. i

Moderna
In July 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.

~ 15. Inventories

2017 . 2016

‘ $°000  $°000

Raw materials - B : 120,924 6,348
Work in progress S . . 74435 56,667
Finished goods ' R 7327 13,306

102,686 76,321
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21,072

Debtors
2017 2016
, $°000- $°000
-Amounts fallmg due wtthm one year: _ :
Trade debtors o ) . 41,956 - 26,759
Amounts owed by group companies . . . 82,047 78,179
Other debtors . : ' e 4498 1,703
VAT recoverable s o ‘618 -
Prepayments and accrued income ' ' . 45,447 29,924
o . 174,566 136,565
- Amounts falling due after more than one'year: ° '
Prepayments and accrued income - . ‘19,555 39,494
Other debtors : ] : 1,517 2,643
L 42,137

The amounts due from group undertakmgs were subject to vanable interest rates ranging from 0. 74% p a

to 1.29% p.a. (0 73% p.a. in 2016), are unsecured and repayable on dema.nd
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Notes to the flnanclal statements (contmued);
For the year ended 31 December 2017

Creditors: amounts falling»due within one year

2016

v 2017
. . . -7 ©.$°000 $°000
Trade creditors : R 9,117 9,625 .
Amounts owed to group companies . ' , 929,039, 721,534
Other taxation and social security costs . A 3,565 . 5,688
Accruals and deferred income . ' ' ' . 20,531 18,094
Promissory note with Veitex Pharmaceuticals (UK) Ltd . . 40,589. 39,870 -
Promissory note with Vertex Pharmaceuticals (Ireland) Ltd ' ) ©33,013 32423
Promissory note with Vertex Pharmaceuticals Incorporated ) 109,124 107,219
1,144,978 934,453

The amounts due to group undertakings were subject to variable interest rateé.ranging from 0.74% p.a to

1.29% p.a. (0.73 % p.a. in 2016), are unsecured and repayable on demand.

The promissory notes are made up of the following amounts:

- The $40.6 million (2016: $39.9 .million) intercompany promissory 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 wnth any accrued interest is due and

payable on demand.

- The $33.0 million A(2016 $32.4 mllllon) intercompany promissory note w1th 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 promissory notes owing to Vertex Pharmaceuticals Incorporated totallmg $109 1 million

(2016: 107.2 million) consists of the following:

a) $78.0 million promissory note relating to an upfront payment to CRISPR. Interest is payable
at 1.84% per annum and the balance of thls note together w1th any accrued interest is due and

payable on demand.

b) $31.1 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 dueand

payable on demand.
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Notes to the fmanmal statements (contlnued)
For the year ended 31 December 2017 ’

Provisions for Iiabiliti_es

National .
Deferred tax insurance on Property
(note 10) share option gains . dilapidation - Total
$000 - %000 - $000 . $°000
At I January 2017 ’ 3,815 | 2,001 6,310. 12,126
Increase/(release) " (894) 7335 . 609 7,050
Utilised . . o (4348 - (4,348)
Interest accretion : ' - ' - 104 ‘ 104 .
At 31 December 2017 2,921 4,988 7,023 14,932

National insurance on share option gains

Provision has been made for National Insurance contributions on those options 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 prevailirig 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 2017.

Under an additional restricted share schemé‘ employees are granted restricted shares in VPL. These shares
vest to the employee on an annual basis over a fixed period, where upon cessation of employment, the
employee forfeits any unvested shares. For the restricted 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. : i

Poteritial National [nsurance on these share based payments was also‘included in the provision.
Property dllapldatlons

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

. properties to their ongmat condition at the end of their respective 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 $5.3 million in 2017 as its present value of its initial estimate for this location.

In February 2015, the Company entered into a lease a551gnment w1th 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 administrativé functions in Milton Park, UK to the new Paddington office. The Company
recorded a dilapidation provision of approximately $1 7 mllhon in 2017 as its present value of its mmal .
estimate for this location.

M
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" The share premium account records the amount above the nominal value recelved for shares issued, less

21.

22,

- Af31 December 2017 the Company had annual commltments under non-cancellable operatmg leases as
- sét out below:

Notes to the financial statements (contlnued)
For the year ended 31 December 2017

Called up share capital )
' 2017 2017 2016
No, $°000 $°000

Allotted, called up and fully paid

Shares in issue at 1 January B ' ' ' 128,000 201 201
New shares issued during the year ) - - -
Ordinary shares of $1.57 (£1) each at 31 December 128 000 201 S 201

The authorised share capital is 250,000 (2016 250, 000) ordmary shares of £1 each.
Share premlum account

transaction costs. In aceordance 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 aIIotted to members as fully
paid bonus shares. ’

Pensions :
The Company operates a deﬁned contrlbutlon pension scheme for its employees Contributions for the
year ended 31 December 2017 amounted to $1.8 million (2016 — $1.6 million): Outstanding contributions

" at 31 December 2017 were $0 3 mllllon (2016 -%0.2 million). This amount is included within accruals.

Other financial commltments

‘ o - 2017 2016
\ ' ' Landand Land and’
buildings  buildings

, $°000 $°000
Future minimum lease payments due:
Within one year . o : . 4,208 3,163
In two to five years . o ’ . . 21,069 12,651 .
Over five years ‘ C : 24,072 9,248

49,349 25,062
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Notes to the flnanc1al statements (contlnued)
For the year ended 31 December 2017

Other financial commitments (continued)

Other commitments

" Collaborations

The Company has various ongomg collaborations arrangements with development pa.rtnei:s Such

collaborations may require the Company to make payments on achievement of stages of development,
launch or revenue milestones. Note 3(x) outlines the accounting poli‘cy for such arrangements.

The table below indicates potential development payments that the Group may be required to make under
such collaborations.

Within one year In two to five years Over five years  Total
: . $'000 ._$'000 ___$'000 _ $'000
Future milestone payments . 24,400 . 220,650 445,000 690,050 .

The table 1ncludes all potential payments based on our current t|melme for achievement of development

" and regulatory milestones under ongoing arrangements..

" The table excludes any payments already capitalised in the F inancial Statements for the year ended 31
" December 2017, and any royalties and commercial milestones based on future net product sales. The

future payments we disclose represent contracted payments ‘and, as such, are not discounted and are not
risk adjusted. - ’ :

The development of any pharr'naceutical product candidate is a complex and risky- process that may fail at
any stage in the development process due to a number of factors (including items such as failure to obtain. -

regulatory approval, unfavourable data from key studies, adverse reactions to the product candidate or
indications of other safety concerns). The timing of the payments is based on the Company’s current best
estimate of achievement of the relevant milestone. :

" Asset purchase Concert Pharmaceutzcals

On 6 March 2017, it was announced that VPEL and VPI had signed a deﬁmtive asset purchase agreement
to acquire CTP-656 (renamed VX-561) from Concert Pharmaceuticals. VX-561 is an investigational

- CFTR potentiator that has the potential to be used as part of future once- daily combmation 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_agréement, VPEL paid

Concert $160.0 million in cash for all worldwide development and commercialization rights to VX-561. If .
" VX-561 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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Share- based payments

‘The Company’s employees pamcnpated in four group share based payment schemes which ‘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 daily rate of the an¢hor price and the purchase

* date price.

‘Stock options

The parent undertaking awards equity-settled stock options to company employees at the dlscretlon 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 leaving the Company to exercise vested options.

The following shows the number and welghted average exercise prices (WAEP) of share options exercised
durmg the year:

2017 2017 2016 - 2016

. WAEP WAEP
., ] No. - $ No. $
Exercised 312,352 - 8291 62,455 69.87

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

LN

2017 2016
. . No. . . No.
$18.93-$4499 - 14,147 43,998
$45.00 - $48.74 : 18,049 66,165
$49.62 -$77.31 11,6720 115229
| $79.32-'$9687 . o T 324,677 270,647
$96.87 and over 5 , , 126,294 135,679
Outstanding at 31 December o . 394,839 631,718

The weighted average remammg contractual life for optlons outstanding at the end of the year was 7.52
years (2016 — 7.19 years)’ :

N

Restricted share awards

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

N
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' Performance accelerated restricted shares (“PARS").
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Vertex Pharmaceuticals (Europe) Lifnited' ‘

Notes to the financial statements (continued)
For the year ended 31 December 2017 -

Share-based payments (continued)

The parent undertaking awards equity settled PARS to eligible members of the global Senior Management
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 relating to clinical and commercial milestones. -

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

‘the year to 31 December 2017 is $19,640,000'(2016: $14,511,000). The expense is split between each

scheme as. follows:

2oA17 2016

. ‘ $°000  $°000

ESPP Employee share purchase plan ’ - 637 380
Stock options ) . ) 6914 6,129 .

Restrictéd share awards ) . . A . 11,624 7,186

PARS Performance accelerated restricted shares | . 465 816

5 19,640 14,511

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 smaliest 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 Pharmaceutlcals Incorporated, 50 Northern Avenue, Boston, -
Massachusetts, USA.

Related party transactions

" The Company’s ultimate parent consolidates BioAxone W|th1n its* consolidated financial statements. As

such, BioAxone is considered a related party to the company. However, BioAxone is not a wholly-owned
subsidiary of VPI and thus, are outside of the scope exception for related party disclosures under FRS 101.

In accordance with the BioAxone collaboration agreement, the company agreed to contribute towards the

“funding of research and development work performed by BioAxone. During 2017, the company

contributed $0.1 million towards the research and development work performed by BioAxone, (2016: $
0.1 million). As of December 31, 2017, the company had an 6u'tstanding balance of $46 thousand,
associated with BioAxone’s research and dévelopment expenditure reimbursements. -
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Notes to the fmanmal statements (contmued)
For the year ended 31 December 2017

Subsequent events
In Januaty 2018, The Company purchased an additional $21.5 million investment in CRISPR’s common

" shares.
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