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Introduction

Serodus is a Scandinavian clinical stage biotech company whose pipeline fundamentally
shifts the current treatment paradigm by introducing novel anti-inflammatory compounds to
treat type 2 diabetes (T2D) and its comorbidities.

T2D is a multifactorial metabolic disorder of epidemic proportions and leads to serious
debilitating and fatal comorbidities, such as diabetic nephropathy (DN), acute myocardial
infarction (AMI) and diabetic foot ulcer (DFU).

All currently available treatments for T2D are initially effective at reducing blood glucose
and thereby delay onset of complications. However, they lack the ability to halt the systemic
inflammation driving the pathophysiological processes of diabetes and its comorbidities.

Serodus’ novel compounds re-establish the balance between pro- and anti-inflammatory
endogenous processes.

The pipeline consists of four drug candidates in the diabetic area and one orphan drug
candidate for the treatment of pulmonary arterial hypertension (PAH). The company has
also performed studies in Isolated Systolic Hypertension for SER100, but has foreseen
difficulties in proceeding this project with an alternative route of administration considering
the remaining patent lifetime.

Discovery = Preclinical Phase1 Phase2a Phase2b

Diabetic Nephropathy Thromboxane receptor antagonist and -synthesis inhibitor.

Halts the progression of Diabetic Nephropathy and Loss of Renal Function

SER150

Acute Myocardial IL-4 receptor agonist

Infarction P S . .
SER130 Diminish Scar after AMI in Diabetic Patients

Type 2 Diabetes IL-1B receptor antagonist

SER140 Halts Progression of Diabetes

Y
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IL-1B receptor

Diabetic Foot Ulcer antagonist

Improves Wound
SER190 Healing

Pulmonary Arterial ORL-1 receptoragonist

SER100 Hypertension (Orphan) |mprovesPulmenary Function

sanunyoddo

Figure 1 Status and development perspective of pipeline

Serodus has finalized a Phase 2a safety study in patients with the lead candidate SER150
in DN, and is planning a Phase 2b dose-finding study to be initiated early 2018. The
preliminary results show no safety and tolerability issues along with a significant efficacy.
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In addition, the company plans for a Phase 2a safety study to continue the development of
SER130.

Serodus’ operating model is based on an extremely lean organization with highly skilled
staff. Management has a proven track record of bringing more than four new compounds to
the market and of closing more than 10 partnering agreements.

In 2012, Serodus’ management decided on a strategic shift and focused on anti-
inflammatory therapy in diabetes through the acquisition of development projects from
universities and biotech companies. The company has no research facilities of its own, and
all research and development tasks are outsourced.

Pipeline

Diabetes is a disease affecting more than 415 million people worldwide (International
Diabetes Federation 2016) — a number expected to grow to 642 million by 2040.
Approximately 90% of these patients have T2D.

Diabetes is associated with significant comorbidities. In 2011, 5 million diabetic patients in
the US alone had coronary heart disease such as AMI, 3.7 million had other types of heart
disease and 2.1 million suffered a stroke. Furthermore, in the same year, 4 million people
had visual impairment due to diabetic retinopathy, 890,000 had a lower extremity condition
(e.g. peripheral arterial disease, ulcer/inflammation/infection, amputation or neuropathy)
and 48,000 began treatment for end-stage renal disease (ESRD), which is the final stage of
DN (CDC, National Center for Health Statistics, 2014).

Serodus has established a broad diversified and risk-mitigated pipeline of proprietary
compounds within diabetes and its comorbidities. In addition, Serodus has applied for and
been granted an orphan drug designation within pulmonary arterial hypertension.

SER150 Diabetic Nephropathy

DN is a complication of T2D and the leading cause of end-stage renal disease. Renal
changes are classified as a microvascular complication of diabetes of long duration and are
the major cause of dialysis in Western countries (United States Renal Data System, Annual
Report, 2015). DN is a progressive kidney disease localized in glomeruli and proximal
tubules, characterized by persistent albuminuria, progressive decline in the glomerular
filtration rate (GFR) and elevated arterial blood pressure.

SER150 is an orally administered new chemical entity, a potent dual-acting competitive
Thromboxane (TXA2) receptor antagonist and Thromboxane Synthesis inhibitor.

The pharmacological effects of SER150 are multiple and completely novel (data on file):
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1. SER150 has demonstrated an indirect anti-inflammatory effects by reducing

concentrations of TNFa induced ICAM-1, IL-6 and IL-8

SER150 inhibits platelet aggregation, not clinical relevant.

3. SER150 Phase 2a study demonstrated a significant decrease in urine excretion of
albumin from baseline during 4 weeks treatment after two different doses.

N

SER130 Acute Myocardial Infarction in patients with diabetes

In diabetic patients, the risk of death from Acute Myocardial Infarction (AMI) is 2-3 times
higher than in nondiabetic patients (Almdal, 2004; Koek, 2007; Tancredi, 2015). On
average, the length of stay in hospital was 1-2 days longer in diabetic patients than in a
nondiabetic patient population (Koek, 2007).

There is a direct correlation as a high blood glucose level causes more extensive
myocardial damage with increased risk of subsequent complications (Lgnborg, 2014).

In AMI the endogenous pro-inflammatory/anti-inflammatory balance is disrupted due to an
overweight of pro-inflammatory processes causing myocardial cell death and worsened
functional cardiac outcome.

Patients with T2D have chronic hyperactive low-grade inflammation (Agrawal, 2014) with
elevated baseline blood concentrations of a number of pro-inflammatory cytokines. When
T2D patients experience a get AMI, the local inflammation in the infarcted myocardial area
is already increased and will be further aggravated during reperfusion after PCI (Percutan
Coronary Intervention), causing a significant overweight of pro-inflammatory cytokines with
additional risk of myocardial cell death (Te Velde, 1990; Szkodzinski, 2011).

Consequently, SER130 is expected to inhibit the release of pro-inflammatory cytokines and
diminish myocardial tissue damages seen after AMI and PCI treatment in diabetic patients.

SER140 Diabetes Type 2

Diabetic hyperglycemia leads to oxidative
stress reactions and increased production
of IL1B, TNFa, NF-kB and IL-6, all pro-
inflammatory cytokines. The onset of
diabetes and its progression is largely
determined by the cytokine-induced
progressive failure of the pancreatic -
cells (Donath, 2009). This process is
accentuated in overweight and obese
individuals (Akash, 2012).

10.0

Breakfast Lunch Dinner
09:00 13:00 20:00

Glucose concentration (mmol/l)

0.0

Food intake elevates blood glucose after Time (24 h)
each meal. These increases are even Figure 2: Blood glucose levels after food intake (PPG) in a

. . . diabetic patient with overall good glycemic control according to
higher in well controlled T2D patients measurement of HbAlc (From Ceriello, 2010)
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(Figure 1) and each elevation is followed by an immediately increase in a number of pro-
inflammatory cytokines. Elevated cytokines during most of the day contribute to the
development of diabetic comorbidities (Madsbad, 2016; Mudaliar, 2014).

SER2140 inhibits IL-1B-induced activation of NFKB and inhibits secretion of TNFa in IL-1[3-
activated macrophages. SER140 protects pancreatic B-cells from IL-1B-induced apoptosis
and reduces inflammation in an animal model of arthritis (Klementiev, 2014).

The antidiabetic effect in T2D of various anti-inflammatory IL-1 antagonistic antibodies has
been tested in several clinical studies using HbAlc as the primary endpoint (LY2189102,
gevokizumab, anakinra, canakinumab) (Larsen, 2007; Rissanen, 2011; Hensen, 2013;
Moran, 2013; Sloan-Lancaster, 2013). Only minor effects on blood glucose or HbAcl were
observed and it was concluded that these compounds couldn’t be used as antidiabetic
compounds. However, the compounds anti-inflammatory effects and the therapeutic
advantage was only investigated in one study (Larsen 2007). It was found after a dosing of
3 months with anakinra and conventional antidiabetic treatment, that antidiabetic treatment
could be reduced for the following 6 months (Larsen 2009). This is the background for the
paradigm shift in treatment of T2D by attacking the fundamental inflammation behind the
changes in blood glucose.

SER190 Diabetic Foot Ulcer

Patients with diabetes are predisposed to developing chronic diabetic wounds commonly
known as diabetic foot ulcers (DFUs) (Falanga 2005) and suffer from significant deficits in
wound healing despite aggressive therapy. DFUs are an increasingly common problem,
often resulting in severe morbidity, high mortality and an economic burden for society and
the patient (Ramsey 1999, Jeffcoate 2003).

DFUs are often accompanied with neuropathy with symptoms of pain followed by loss of
feeling in the foot. Neuropathy also reduce nervous control of oil and moisture of skin,
which may crack (Herder 2013). If ulcers are not treated carefully, patients with diabetic
ulcers are far more likely to have a foot or leg amputated than other people (Brem 2007).
SER190 will improve healing of the wound.

SER100 Pulmonary Arterial Hypertension (Orphan)

Pulmonary Arterial Hypertension (PAH) is a serious condition with 5-year mortality of
approximately 50%. The condition is asymptomatic for some years, however fatigue,
shortness of breath, right-sided heart failure with enlarged liver, peripheral edema and
ascites develop within a few years. Patients often suffer from acute worsening of symptoms
and are admitted to hospital 3-5 times per year.

SER100 is an ORL-1 receptor partial agonist with no binding to a panel of receptors and ion
channels. SER100 blocks noradrenalin release presynaptically into the peripheral synaptic
cleft and causes vasodilation (Villar, 2016).
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Orphan drug designation was granted for PAH by the FDA in October 2016.

Strategy

Serodus’ strategy is to in-license or acquire early phase drug candidates. The drug
candidates are matured through pre-clinical and clinical development until proof-of-concept.
Serodus will enter into partnerships for finalizing development, obtaining market
authorization and marketing the drugs globally. For Orphan indications, Serodus may
consider a different strategy to develop the drug candidates further.

At the current stage the company is focusing on diabetes and its comorbidities.

Management has extensive experience and knowledge in qualifying and evaluating drug
candidates, as well as expertise in maturing the individual candidates from the early stage
through the various clinical phases.

In general, drug development both pre-clinical and clinical phases have an inherent risk of
failures either due to lack of efficacy or appearance of unwanted side effects. The overall
risk gradually decreases during the different development phases, e.g. pre-clinical products
carry a very high risk of failure whereas phase 2 and phase 3 products have lower risk of
failure.

Serodus is striving for risk mitigation by securing

1. a multiple drug pipeline
2. different technology and mode of action of the individual drug candidates
3. drug candidates at different development stages

Serodus has the pro-active strategy to out-source all laboratory, clinical activities and
manufacturing.
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Future plans

During 2016 the company modified the financing strategy and decided to delist from Oslo
Axess (listing for small early stage companies), and continue as a private company. This

will enable the company to attract life science investors with private equity financing

strategies.

With the recent positive phase 2a results in DN the company will strengthen the financial

position to drive the pipeline forward according to the figure below.

Discovery = Preclinical Phase1 Phase2a Phase2b

Diabetic Nephropathy Thromboxane receptor antagonist and -synthesis inhibitor.

SER150 Halts Loss of Renal Function in patients with Type 2 Diabetes

Acute Myocardial IL-4 receptoragonist

Infarction P L . .
SER130 Diminish Scar after AMI in Diabetic Patients

Type 2 Diabetes IL-1B receptor antagonist
Halts Progression of Diabetes

SER140

IL-1B receptor
antagonist
Improves Wound
Healing

Diabetic Foot Ulcer

SER190

PUImonan{ Arterial ORL-1 receptoragonist
Hypertension (Orphan) |mproves Pulmonary Function

SER100

The company will also continue to strengthen the organization.

Next

Phase 2b dose
finding study
(Approx. 300 patients
dosed for 3 months)

First dose in man
(Phase 1/2a) followed
by Phase 2b

Finalize preclinical
package.
Initiate Phase 1/2a

Finalize preclinical
package

Initiate Phase 2a
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Corporate Governance

Serodus has adopted “The Norwegian Code of Practice for Corporate Governance” dated 30
October 2014.

Overall objectives

Serodus objective is to ensure long-term value creation for its shareholders through clinical and
preclinical achievements.

We believe that the best way to achieve this goal is through value-based performance culture,
stringent ethical requirements and a code of conduct that promotes personal integrity and
respect. Our corporate governance is based on the company’s corporate values and ethical
guidelines.

We believe that good corporate governance is more than just a technical exercise — it is a
fundamental element in the practical work of the company’s governing bodies, and it defines the
criteria on which the trust of the company’s shareholders is based.

In addition, the work of the board of directors is based on the existence of a clearly defined
division of roles and responsibilities between the shareholders, the board of directors and the
management in Serodus.

The following principles underline our approach to corporate governance:

e All shareholders will be treated equally

e Serodus will ensure that all shareholders have access to up-to-date, reliable and relevant
information about the company’s activities

e Serodus has a board of directors that is independent of the group’s management. In
accordance with our ethical guidelines, the board are to secure that there are no conflicts
of interest between owners, the board of directors and the company’s management.

e The board of directors will base its practical work on the principles for good corporate
governance applicable at all times.

Code of Ethics and Conduct

Serodus intend to comply with the Norwegian Code of Practice for Corporate Governance. The
statement including social responsibility is presented at the company website.
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Business

Serodus business is defined in the articles of associations — presented at the company website.
The focus areas are presented in the annual report.

Equity

Serodus will always intend to have enough equity to carry out its plans. Initiatives without enough
equity will not be initiated. Combination of strategy, risks and cash is a key point in developing
Serodus to become a successful company.

The company will not expect to pay recurring dividends until justified by recurring cash flows.
Serodus intend to use its equity to develop products

Equal treatment of shareholders and transactions with related parties Serodus has one
class of shares.

All material transactions between the company and shareholders, members of the board of
directors, key employees or parties closely associated with the same are to be assessed by an
independent third party. Members of the board of directors and the management are obliged to
notify the board of directors if they have any material interest — directly or indirectly — in any
agreement entered into by the company. The board of directors will report in the annual report
any transactions with related parties.

If the board of directors proposes that the existing shareholders pre-emptive rights be waived in
the case of share capital increases, the waiver will be based on the common interests of the
company and the shareholders.

Freely negotiable shares

All shares are freely negotiable with no form of restriction

General meetings

The Board of directors has the responsibility to ensure that as many shareholders as possible
have the opportunity to participate in the General meetings of the company. The board of
directors also have the responsibility to ensure that the General meeting is an effective forum
for shareholders and the board of directors.

The chairperson of the board of directors, the CEO and the CFO has to be present at the Annual
Shareholders meeting. Shareholders who are not able to participate themselves can appoint
another person by proxy.
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Notice of the General meeting and relevant documents are made available on the company
website three weeks in advance of the meeting. Notice of the meeting is sent to all shareholders
individually or to their depository banks, three weeks in advance.

Nomination committee

Serodus has a nomination committee consisting of three members. With a delisting from Oslo
Stock Exchange it will be evaluated whether the company will continue with a nomination
committee. The nomination committee is elected annually by the General meeting. The
nomination committee duties are to propose candidates to the board of directors and to propose
fee to the board members. The nomination committee is required to justify their
recommendations.

Composition and independence of the board of directors

The board of directors consists of 3-7 members. The composition of the board of directors is
designed to ensure that it can attend to the common interests of all shareholders and that it
meets Serodus requirements for expertise, capacity and diversity.

The members of the board are elected for 2 year period. All members are elected at the annual
shareholders meeting. All members are considered to be independent from the company's day-
to-day management, main shareholders and material business connections.

The work of the board of directors

The board of directors prepares an annual plan for its work. The board of directors performs an
annual review of its work and competencies.

The board of directors has established instructions for the CEO

Risk management

It is the responsibility of the board of directors to ensure that the company has sound internal
controls and systems for risk management that are appropriate in relation to the extent and
nature of Serodus activities. Risks include strategic risks, financial risks, liquidity risks and
operational risks related to development of products within Serodus portfolio. The risks are
assessed by the board on an ongoing basis.

The finance function is responsible for the financial statements and to ensure that these are
prepared and reported according to applicable laws and regulations and in accordance with
IFRS. The board of directors receives monthly reports from management, which includes
financial update. The Board performs reviews of quarterly interim reports and annual financial
statements with special focus on significant transaction and estimates

Serodus does not have an audit committee.
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Remuneration of the board of directors

The remuneration of the board is to reflect their responsibility, expertise and time commitments
as well as the complexity in Serodus. The remuneration of the board is not linked to Serodus’
profit or product development progress. The remunerations of board include share options.
Share options to board members are deviation from the recommendations. Anyhow, Serodus
wants to give options to board members to attract competent people to the board.

Information and communication

Serodus™ reporting of financial and other information is based on openness and takes into
account requirements for equal treatment of investors. Serodus publishes a financial calendar
on an annual basis, including dates of release of quarterly reports and annual shareholders
meeting.

The chairman of the board and the CEO are authorized to speak on behalf of the company. They
can delegate this authorization to other members of the board or CEO.

Company take-overs

The board will always focus on what is in the shareholders interest. Any bid will be evaluated
based on that principle.

Auditor

On an annual basis, the auditor presents to the board the performance of the audit work. The
auditor participates in meeting with the board of directors that deal with the annual financial
report. In this meeting, the auditor also presents a review of Serodus procedures for internal
control.

For more information on Corporate Governance please refer to www.serodus.com.
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History

G&A

Revitalization and change of focus of Serodus

Eva Steiness engaged as CEO for the company.

— NOK 5.6 million in grants from Norwegian Research Council to
fund SER100.

— NOK 12 million from private placement to fund SER100 and

2013

Successfully completed the Phase 2a study for SER100 in
Isolated Systolic Hypertension

Plans for a Phase 2a study for SER150 in Diabetic
Nephropathy completed

Gained acceptance of NOK 5.9 million in grants from
Norwegian Research Council to fund the SER130 project.

2019

606G

Serodus listed on Oslo Axess

Acquired Phlogo ApS, with drug candidates SER130 and
SER140

In-licensed SER150 from Evolva SA

Completed a private placement of NOK 30 million.

Phase 2a study for SER100 in Isolated Systolic Hypertension
initiated.

70

SER150 Diabetic Nephropathy Phase 2a study approved and
initiated

SER130 Acute Myocardial Infarction — preclinical package
finalized. Serodus is ready to start Phase 1 study

SER140 pharmacological study finalized, results published in peer-
reviewed journal

SER100 Pulmonary Hypertension; a provisional patent application
filed and a new study to strengthen the patent initiated

Closed a private placement of NOK 25 million
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— SER150 completed phase 2a study with announcement of
headline results 2. January 2017

— SERZ100 received orphan designation (FDA) for compound in
Pulmonary Arterial Hypertension

— SER140 positive data from the murine diabetes model showing a
delay in development of diabetes published byJournal of Diabetes
Research (February 2016)

— Closed a private placement of NOK 10 million

— Approval for delisting the company from Oslo Stock Exchange with
a last date of trading set to 15. February 2017.

JL0eC
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Board of Directors

Svein S. Jacobsen
Chairman

Elected as Chariman of
the board 2012

Mr. Jacobsen holds an M.B.A. and a degree
in Business Economics from Norwegian
School of Economics and Business
Administration. He serves as the Chairman
of Strongpoint ASA, Fluid Control AS,
Ericsen&Horgen AS, Presentasjonsdata AS
and Falkenberg AS. Mr. Jacobsen has
served as Director in among others the
following Board. Orkla ASA 2000-2011,
Expert ASA 2000-2010, Tomra Systems
ASA 1996-2005, Zenitel NV 2001-2006,
InFocus USA 2000-2007. Nordea Bank AB
2008-2014. Mr. Jacobsen served as the
Chief Financial Officer and Vice President of
Finance of Tomra Systems ASA, since 1984
and Chief Executive Officer and President
from 1988 to 1996.

Terri Sebree
Board Member

Elected as member of the
Board 2014

Ms. Sebree is an experienced
pharmaceutical and biotechnology
entrepreneur who has successfully founded,
financed, grown, and taken public three
biopharmaceutical companies. She s
currently President of Zynerba
Pharmaceuticals (Nasdaq: ZYNE) based in
Devon, PA, USA. She co-founded NuPathe
Inc. (Nasdagq: PATH) and served as
President from February 2005 to March
2014. Prior to NuPathe, Ms. Sebree served
as Senior Vice President, Development of
Auxilium Pharmaceuticals (Nasdaq: AUXL)
from January 2000 to January 2005. Prior to
joining Auxilium, Ms. Sebree served as
Executive Vice President, United States
Operations at IBAH, Inc., a contract research
organization. Previously, Ms. Sebree served
in a variety of management roles with Abbott
Laboratories for over nine years including its
development head for psychopharmacology
products. Ms. Sebree holds a BS from Texas
A&M University
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Merete Sgby
Board Member

Elected as member of the
Board 2016

Mrs. Sgby has spent the majority of her
career in the IT world. Started as Sales
Manager in Hewlett Packard and became
Managing Director for Hitachi Data Systems
in Denmark since 2008.

‘It is a world where transformation is the
key”. Mrs. Sgby focus has always been to
advance technology to the market. “Good
technology needs to be implemented locally
in order to be a success”. This requires the
right teams and the right partners.

In addition Mrs Sgby is contributing to new
Data Legislation, and is a member of the
board in DHI and IT Branch Association.

o LN Ole Peter Nordby
Board Member

Elected as member of the
Board 2013

- Mr. Nordby holds a MBA
from Bl Norwegian Business School and has
followed several courses in molecular

biology, in addition to a Master of Theology
from the University of Oslo. Mr. Nordby has
a long experience in finance analysis and
portfolio management from the Sigma Life
Sciences fund, and has extensive
knowledge of the Nordic biotech industry.

Sgren Elmann Ingerslev
Board Member

Elected as member of the

l Board 2013

Mr. Elmann Ingerslev is an attorney at law
and partner in the Danish law firm Elmann
Advokatpartnerselskab. Mr. Ingerslev has
extensive experience in company strategy
and acquisitions. He was previously with the
Danish law firms Bech-Bruun and Abel &
Skovgard Larsen with responsibility for
mergers/acquisitions, company law and
international business agreements. Mr.
Ingerslev currently serves as a non-
executive member of the board of directors
of several companies.
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Management

Eva Steiness
CEO

Professor Eva Steiness was the first female
Dean at the Faculty of Health Science,
University of Copenhagen, she has served
as; professor in Clinical Pharmacology in
Denmark (Aarhus University), Senior Vice
President at Lundbeck AS and as member of
the Board of Management. Prof. Steiness,
holds an MD and a DSc in Medicine from the
University of Copenhagen.

In her time at Lundbeck AS, Prof. Steiness
created a broad discovery and clinical
pipeline including registering and launching
Cipramil® (citalopram), an antidepressant
drug, that reached blockbuster status.

Prof. Steiness later founded Zealand
Pharma A/S in 1998. Under Prof. Steiness’
leadership, a GLP-1 agonist (lixisenatide) for
the treatment of Type 2 diabetes was
developed and licensed to Aventis (Sanofi)
in 2003. Lyxumia® (lixisenatide) was first
launched into the European market in 2013.

Prof. Steiness has held a string of leadership
positions among others: Chairman of the
Board of Genmab, Member of the Board in
several of Lundbeck’s affiliates, Member of
the Board of Directors of the Oticon
Foundation, Member of the Medical
Research Council and Chairman of the
Danish Governmental Advisory Board on
Research Politics.

Tore Kvam
CFO

Mr. Kvam has more than 15 years of
experience as CFO in both established and
early phase companies such as CellCura,
Rubik Solution Group, and Factor Insurance
Group. He has been engaged in several
transactions and has a broad experience
within corporate development within the
Scandinavian market.

He holds a degree in Master of Science in
Business and Economics from the
Norwegian School of Management (Bl),
Certified European Financial Analyst from
Norwegian School of Economics and
Business Administration (NHH) and a MSc in
Computer Science from The George
Washington University, Washington DC,
USA. Mr. Kvam is a Norwegian national and
lives in Oslo.
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Report from Board of Directors

Operational review

As a small, clinical stage biotech company, Serodus is in a unique position with a strong
lead program and a diversified pipeline within diabetes and diabetes comorbidities. Of
which several of the drug candidates has received interest from the pharmaceutical
industry. Serodus’ goal is to in-license or acquire drug candidates from universities and
biotech companies, mature the candidates up to Phase 3 and enter into partnerships for the
remaining development and global marketing.

During 2016 the company finalized the Phase 2a study in patients with Diabetic
Nephropathy, and announced the headline results January 2", 2017. The results where
strong, with no safety issues and with a significant efficacy trend despite a short treatment
period. The patients where only medicated for one month which was expected to be too
short in order to show strong efficacy data. Serodus is currently planning for the next phase,
including a Phase 2b dose finding study, which is expected to be a significantly larger
study. This is due to start early 2018 after completion of SER150 drug production for the
study and a completion of the financing of the study.

In October 2016 Serodus also received an Orphan status for its SER100 Project in
Pulmonary Arterial Hypertension from FDA (Food and Drug Administration, US). The
company is currently planning next steps for the project.

During 2016 Serodus also evaluated the financing of the company going forward with a
Phase 2b study for SER150, including the listing at Oslo Axess. As a consequence, the
company decided to apply for a delisting from Oslo Stock Exchange as the listing has not
provided the expected financing for developing the company at the pace the Board of
Directors wanted. The application of delisting the company was approved in December
2016, and the Serodus share will have its last day of trading February 15", 2017. The
company will seek to finance the next studies in the private market, and have high hopes of
doing so with the current results available. This has been confirmed with a significant higher
interest for the company after publishing headline results.

Future Outlook

During 2017 Serodus will publish the final results from the Phase 2a study for SER150. The
company expects that these results will generate additional interest both from the
pharmaceutical companies as well as the investors.

The company has secured new capitalization in the first quarter of 2017 from existing
shareholders. This is expected to finance defined activities of the company through 2017. In
addition, the company is working to secure additional financing that will secure the
development of the pipeline.
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Serodus will furthermore, continue the out-licensing efforts of the drug candidates towards
the pharmaceutical industry through participation in relevant conferences and individual
one-to-one meetings.

Working environment and human resources

Serodus is conscious when it comes to expectations regarding equal opportunities and
ensures that all applicants to positions are treated equally. At the end of the year 2016 one
woman is employed/engaged by the company.

The Board of Serodus ASA is made up of three men and two women and meets the
requirements stated by the Norwegian public limited liability companies act 8§ 6-6a.

The working environment in Serodus is considered good. There has been one long-term
sick leave not related to work. No working accidents or injuries occurred in 2016 and the
company will continue to focus on occupational safety and health activities going forward.

Environment

Serodus does not pollute the environment more than what is normal in this kind of business
which is not considered to be material.

Financial review

Profit and Loss

Serodus did not have any significant revenue during 2016, but have received a total of NOK
2,7 million in government grants during the year.

The Groups operating expenses for 2016 amounted to NOK 24.5 million for the full year,
compared to NOK 30.3 million for 2015. Net loss for the Group during 2016 was NOK 24.4
million compared to a net loss of NOK 30.5 million for 2015.

Cash flow and balance sheet

The Serodus Group has financial positions as of 31 December 2016 of NOK 11.9 million
compared to NOK 26.6 million at year end 2015. Total intangible assets and goodwill as per
31 December 2016 amounted to NOK 3.2 million. For Serodus ASA the consolidated
financial position as of 31. December 2016 was NOK 15.2 million towards NOK 28.7 million
for 2015.

Total equity for the group as of 31 December 2016 was NOK 7.5 million compared to an
equity of NOK 22.2 million at year end 2015. The registered share capital of Serodus ASA
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as of 31 December 2016 was NOK 57 852 680.60 divided into 44 502 062 shares, each
with a nominal value of NOK 1.30.

The cash balance at 31 December 2016 was NOK 5.6 million compared to NOK 19.1
million at year end 2015.

Going concern assumption

In accordance with the Norwegian accounting act section § 3-3a these financial statements
are prepared based on the going concern assumption.

Serodus raised NOK 10 million in new equity in 2016 and NOK 25 million in new equity in
2015. The group has NOK 5.6 million in available cash at the end of the year. This is not
sufficiently to operate the company until the end of 2017, thus additional funding is required.
The board of directors has decided to make use of the power of attorney granted to it by the
shareholders meeting to adopt a convertible loan in an amount up to NOK 30 million. The
convertible loan will be offered to the existing shareholders of the company in proportion to
shareholdings and is guaranteed with a minimum amount of NOK 15 million by Viggo
Harboe Holding 2006 ApS.

The convertible loan will secure the basic costs of operating the company for a minimum
period of twelve months. However, costs related to further developing the company and
ongoing projects will be decided subject to funding being available on a case-by-case
basis.In addition, the group will continue to develop and finance ongoing projects in the
future, and expect to strengthen the capital of the company during 2017 through a capital
increase. The company is dedicated to continue the development of SER150 Phase 2b.
After presenting strong results both on primary and secondary endpoints in the Phase 2a
study for SER150, it is the intention of the Board of Directors to use this milestone to further
strengthen the capital of the company in 2017. The board confirms that the requirements for
the going concern assumption are fulfilled.

Financial risk

Serodus is exposed to financial risk in various areas. The longterm goal is to reduce this
exposure where possible. For the time being the company uses no financial derivatives as
measures to control this risk.

Currency risk

Serodus deals in an international market with exposure to different currencies. A substantial
part of the project expenses are in foreign currency. Most of the exposure is related to
transactions in Euro and GBP. The company is currently not hedging positions to reduce
this risk but are monitoring the situation carefully.
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Interest risk

Serodus do not have any loans. The interest risk associated with loans is thus not present.

Liquidity risk

Serodus is exposed through significant liquidity risk through the capital intensive
development projects. The company will seek to minimize this risk by securing sustained
financing that enables the company to reach key development milestones that are expected
to create licensing interest from potential partners.

Market risk

Serodus operates in an international market and is exposed to market fluctuations across
the world. The general economic situation may influence the progress in development of
projects, but is not expected to influence the overall need for the product candidates
developed by Serodus. The market risk is thus considered limited.

Subsequent events after year end

Serodus completed dosing of patient in the Phase 2a study with SER150 in late 2016, and
headline results were reported early 2017.
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Allocation of the net result for the year

The Serodus (group) generated net loss for the year 2017 of NOK 24 410 721 after tax
while the parent company’s loss for the year was NOK 23 133 730. The parent company
has no distributable reserves as of 31 December 2016. The Board proposes the following

allocation of the result for Serodus ASA for the year:
Net profit/-loss -23133730
Transferred to/~-from Other Equity -23133 730

Oslo, 27th, of February 2017
Board of Directors Serodus ASA

Svein S. Jacobsen Terri Sebree Merete Sgby
Chairman of the Board Board member Board member
/
Ole Peter Nordby Seren Elmanh/Angerslev Eva Steiness
Board member Board mgmber CEO
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Statement of Comprehensive Income

Group Serodus ASA
2016 2015 Note Note 2016 2015
Operating revenues
- 3.4 Sales revenue 3 - -
- Other operating revenue 224,043 297,000
- Total operating revenues 224,043 297,000
Operating costs
9,840,412 8,578,489 5  Personnel costs 5 9,839,444 8,578,489
179,003 179,004 9  Amortisation of intangible assets 9 42,037 42,038
14,443,716 21,557,922 2.6 Other operating costs 26 13,574,042 19,967,677
24,463,131 30,315,414 Total operating costs 23,455,523 28,588,204
(24,463,131) (30,315,414) Operating profit (loss) (23,231,480) (28,291,204)
Financial income
44,115 169,547 17 Interest income 45,611 168,103
306,925 61,513 17  Other financial income 242,243 -
351,040 231,061 Total financial income 287,854 168,103
Financial expenses
994 441 17  Interest expenses 994 441
190,062 529,933 17  Other financial costs 189,110 548,861
191,056 530,375 Total financial costs 190,104 549,302
159,984 (299,315) Net financial items 97,750 (381,200)
(24,303,147) (30,614,729) Result before tax (23,133,730) (28,672,404)
(91,768) (104,910) 7 Tax 7 - -
(24,211,379) (30,509,820) Result after tax (23,133,730) (28,672,404)
(141,815) (14,953) Exchange differences to be reclassified to profit or loss in -
subsequent periods
(24,353,194) (30,524,773) Total comprehensive income (23,133,730) (28,672,404)
Earnings per share
(0.60) (0.95) 8  Basic earnings per share 8 (0.57) (0.89)
(0.58) (0.95) 8  Diluted earnings per share 8 (0.56) (0.89)
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Statement of Financial Position

Group Serodus ASA
1213112016 12/31/12015 Note b ~ Note 12/31/2016  12/31/2015
ASSETS -
Fixed assets
2,632,176 2,811,179 9.16 Intangible assets 9 714,638 756,675
599,230 599,230 Goodwill
) - ___ Financial assels . 19 5140000  5,140.000
3,231,406 3,410,409 Total fixed assets 5,854,638 5,896,675

Current assets

3,131,180 4,024,433 10 Other short-term receivables 10 4,524 414 5,050,499
5,555,036 19,143,297 11 Bank deposits i e 11 4,830,883 17.802.577
8,686,216 23,167,730 Total current assets 9,355,297 22,853,076
11,917,622 26,578,139 Total assets 15,209,935 28,749,751
EQUITY AND LIABILITIES
EQUITY
57,852,681 47,870,033 12 Share capital 12 57,852,681 47,870,033
50,948,410 50,948 410 Share premium 50,948,410 50,948,410
(4,926,994) (4,583,558) Other paid in capital (4,926,994) (4,583,558)
(96,392,731) (72.039,537) Retained earnings (92,123,386) (68,989,655)
- Other equity
7,481,366 22,195,347 Total equity 11,750,711 25,245,229
Long-term debt
421,858 513,626 7 Deferred taxes 7 - -
421,858 513,626 Total long-term debt - -
Current liabilities
2,499,670 1,698,863  14.15 Accounts payable 14.15 1,945,346 1,698,863
1,514,728 2,170,303 13 Other current liabilities 13 1,513,877 1,805,659
4,014,398 3,869,166 Total current liabilities 3,459,223 3,504,522
11,917,622 26,578,139 Total equity and debt 15,209,935 28,749,751

Oslo, 27th, of February 2017
Board of Directors Serodus ASA

Svein S. Jacobsen Terri Sebree Merete Sgby
Chairman of the Board Board member Board member

Eva Steiness
CEO

Ole Peter Nordby
Board member

Annual Report 2016 Page 24



Statement of Changes in Equity

2015
Share Other paid-in-
Serodus ASA Share capital premium capital Retained earnings Total equity
Equity 01.01.2015 35,832,995 40,170,054 (1,612,547) (42,501,860) 31,888,642
Reallocation previous result
according to GF (2,184,608) 2,184,608 -
- Statement of comprehensive
income 2015 - - (28,672,403) (28,672,403)
- Other income/expenses - - - - -
Total comprehensive income: - - - (28,672,403) (28,672,403)
Share-based compensation 522,054 - 522,054
Issues 12,037,038 12,962,964 - - 25,000,002
Issue costs (3,493,085) (3,493,085)
Equity 31.12.2015 47,870,033 50,948,410 (4,583,558)" (68,989,656) 25,245,229
Share Other paid-in-
Group Share capital premium capital Retained earnings Total equity
Equity 01.01.2015 35,832,995 40,170,054 (1,612,547) (43,699,374) 30,691,128
Reallocation previous result
according to GF (2,184,608) 2,184,608 -
- Statement of comprehensive
income 2015 - - - (30,524,772) (30,524,772)
- Exchange differences - - - -7 -
Total comprehensive income: - - - (30,524,772) (30,524,772)
Share-based compensation 522,054 522,054
Issues 12,037,038 12,962,964 - - 25,000,002
Issue costs . (3,493,065)' (3,493,085)
Equity 31.12.2015 47,870,033 50,948,410 (4,583,558) (72,039,538) 22,195,347
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2016

Share Other paid-in-

Serodus ASA Share capital premium capital Retained earnings Total equity
Equity 01.01.2016 47,870,033 50,948,410 (4,583,558) (68,989,656) 25,245,230
- Statement of comprehensive

income 2016 - - (23,133,730) (23,133,730)
- Other income/expenses - - - - -
Total comprehensive income: - - - (23,133,730) (23,133,730)
Share-based compensation 522,627 522,627
Issues 9,982,648 - - 9,982,648
Issue costs (866,063) (866,063)
Equity 31.12.2016 57,852,681 50,948,410 (4,926,994) (92,123,386) 11,750,711

Share Other paid-in-

Group Share capital premium capital Retained earnings Total equity
Equity 01.01.2016 47,870,033 50,948,410 (4,583,558) (72,039,538) 22,195,347
- Statement of comprehensive

income 2016 - - - (24,353,194) (24,353,194)
- Exchange differences - - - - -
Total comprehensive income: - - - (24,353,194) (24,353,194)
Share-based compensation 522,627 522,627
Issues 9,982,648 - 9,982,648
Issue costs (866,063) (866,063)
Equity 31.12.2016 57,852,681 50,948,410 (4,926,994) (96,392,731) 7,481,366
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Statements of Cash Flow

Group Serodus ASA
2016 2015 Note Note 2016 2015

Cash flow from operating activities

(24,444.962)  (30,629,681) Ordinary result before tax (23,133,730)  (28,672,403)
- - 9 Impairment of intangible assets 9

179,003 179,004 Amortisation of intangible assets 42,037 42,038

522,627 522,054 5 Share-based payment 5 522,627 522,054

800,807 (379,336) Changes in trade receivables and creditors 256,848 559,060

237,680 4,931,502 Other accruals 223,939 3,446,838

(22,704,845) (25,376,457) Net cash flow from operating activities (22,088,279) (24,102,413)

Cash flow from investment activities

- - Investments in immaterial assets
2 Inflow of cash in connection with acquisitions -

- - Net cash flow from investment activities - -

Cash flow from financing activities

0,982,648 25,000,002 12 Proceeds from issue of shares 12 9,982,648 25,000,002
(866,063) (3,493,065) Issue expenses recognised directly in equity (866,063) (3,493,065)
9,116,585 21,506,937 Net cash flow from financing activities 9,116,585 21,506,937
(13,588,262) (3,869,519) Net change in cash and cash equivalents (12,971,694) (2,595,476)
19,143,298 23,012,817 11 Cash and cash equivalents at the beginning of the period 11 17,802,577 20,398,054
5,555,036 19,143,298 11 Cash and cash equivalents at the end of the period 11 4,830,883 17,802,577
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Notes to the financial statements

Note 1 - General information

Serodus ASA (the company) is a public limited company incorporated and domiciled in
Norway. The company has decided to delist from Oslo Axess han has its last day of trading
February 15" 2017, a decision made in order to secure access to financing from
specialized life science investors for the coming studies that the company is planning for.
Serodus is a bio-medical company that works on the development of new and innovative
medicines for diabetes and diabetes comorbidities. The accounts were approved by the
company's Board of Directors on 27. February 2017.

Note 2 - Summary of significant accounting principles

The principal accounting principles applied in preparing the financial statements are
described below.

2.1 Basis of preparation

The financial statements are prepared in accordance with International Financial Reporting
Standards (IFRS) as adopted by the European Union (EU) and in compliance with
additional requirements pursuant to the Norwegian Accounting Act.

The accounts have been prepared based on historical cost.

2.2 Consolidation principles

The financial statements include Serodus ASA and companies that Serodus ASA is in
control of. Control is ordinarily achieved when the group owns more than 50% of the shares
in the company. Control may also be achieved where the group owns less than 50% of the
voting shares by agreement or that the group is capable of exercising actual control of the
company. Non-controlling interests are included in the group's equity.

The acquisition method is used for recognition of business combinations. Companies
acquired or disposed of during the year are included in the financial statements from the
time control commences and until control ceases.

Changes in ownership interests in subsidiaries that do not result in loss of control are
recognized as an equity transaction. The consideration is recognized at fair value and the
difference between any considerations and the capitalized value of non-controlling
ownership interests is recognized against the controlling owners' equity.
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In the case of a change in ownership resulting in loss of control, the consideration is
measured at fair value. The capitalized value of assets and liabilities in subsidiaries and
non-controlling interests are derecognized at the date of loss of control. The difference
between the consideration, capitalized value of net assets and any non-controlling interests
are recognized in the income statement as gains or losses. Any interest retained is
measured at fair value and any gains or losses are recognized in the income statement as
share of gains/losses on sale of subsidiary. Amounts recognized in other comprehensive
income is recognized or charged directly to equity — depending on the nature of the items.

Intercompany transactions and balances, including intercompany profits and unrealized
profits and losses are eliminated. Unrealized gains arising from transactions with
associated companies and jointly controlled entities are eliminated with the group's interest
in the company/business. Correspondingly, unrealized losses are eliminated, but only to the
extent that there is no indication of impairment of the asset sold internally.

2.3 Going concern and liquidity risk

Serodus raised NOK 10 million in new equity in 2016 and NOK 25 million in new equity in
2015. The group has NOK 5.6 million in available cash at the end of the year. This is not
sufficiently to operate the company until the end of 2017, thus additional funding is required.
The board of directors has decided to make use of the power of attorney granted to it by the
shareholders meeting to adopt a convertible loan in an amount up to NOK 30 million. The
convertible loan will be offered to the existing shareholders of the company in proportion to
shareholdings and is guaranteed with a minimum amount of NOK 15 million by Viggo
Harboe Holding 2006 ApS.

The convertible loan will secure the basic costs of operating the company for a minimum
period of twelve months. However, costs related to further developing the company and
ongoing projects will be decided subject to funding being available on a case-by-case
basis.The financial statement is presented on the going concern assumption under
International Financial Reporting Standards. Accordingly, the financial statements do not
include any adjustments to the amounts and classification of assets and liabilities, or any
other adjustments that might arise, should the Company be unable to continue as going
concern.

The group has the intention to continue the development of lead drug candidates also
beyond the end of 2017, and expects to strengthen the capital of the company during 2017
through a capital increase. The company presented strong results from the completed
Phase 2a study in Diabetic Nephropathy on the 2. January 2017. It is the intention of the
Board of Directors to use this milestone to further strengthen the capital of the company in
2017 in order to start the Phase 2b studies in patient with Diabetic Nephropathy.

2.4 Foreign currency
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The functional currency of the company is NOK. The functional value for the subsidiary
Phlogo Aps is DKK. Financial assets and liabilities in other currencies are converted at
exchange rates at 31 December. Income and expenses in foreign currency are converted at
the exchange rate at the transaction date. Exchange rate gains and losses are recognized
respectively as other financial income and other financial expenses included in the
determination of net income. Balance accounts for Phlogo are converted at exchange rate
at period end. Result accounts are converted based on the average course for the period.

2.5 Intangible assets

Acquired intangible assets

Intangible assets acquired separately are capitalized at cost less accumulated depreciation
and accumulated impairment losses. Depreciation is calculated on a straight line basis over
estimated useful life. Estimated useful life and depreciation method are reviewed at the end
of each year. The effect of any changes in estimates are recognized over expected useful
life.

Internally generated intangible assets - R&D costs
Research costs are recognized as an expense in the period incurred.

An internally generated intangible asset relating to development (or in the development
stage of an internal project) is recognized when, and if, the following conditions exist:

e it will be technically feasible to complete the asset such that it will be available for
use or sale;

e the company intends to complete the intangible asset and use or sell it;

e the ability to use or sell the asset;

¢ that the intangible asset will generate future economic benefits;

e that there are adequate technical, financial and other resources to complete
development and to use or sell the asset

e it will be possible to reliably measure the costs related to development of the
intangible asset.

The company considers that these criteria are not met before development has led to a
product that has been approved by the relevant authorities. In this context, no internally
developed intangible assets have been capitalized as of 31 December 2015.

2.6 Business combinations and goodwill

Business combinations are recognized using the acquisition method. Transaction costs are
expensed as they are incurred.

Consideration in the case of acquisitions is measured at fair value at the date of the
acquisition and comprises shares issued in Serodus ASA.
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When buying a company, all assets and liabilities for classification and assignment in
accordance with contractual terms, economic circumstances and relevant factors at the
time of purchase are taken into consideration. Assets and liabilities are capitalized at fair
value at the date of acquisition.

Allocation of goodwill in business combinations is changed if new information is forthcoming
on fair value on the date of acquisition of control. Allocation may be changed up to 12
months from the date of acquisition. The choice of method is made for each individual
business combination.

Goodwill is calculated as the sum of the consideration and fair value of previously owned
shares, with deduction for the net value of identifiable assets and liabilities calculated on the
date of acquisition. Goodwill is not amortized, but is tested annually for impairment. In
connection with impairment assessment, goodwill is allocated to related cash generating
units or groups of cash generating units.

If the fair value of the net assets in the business combination exceeds the consideration
(negative goodwill), the difference is immediately recognized on the date of acquisition.

2.7 Depreciation of tangible and intangible assets

At the end of each reporting period, the company assesses the capitalized value of tangible
and intangible assets to determine whether there are indications of loss or impairment. If
such indications exist, the recoverable amount of the asset is calculated to determine the
extent of any devaluation. Where it is not possible to estimate the recoverable amount for a
given asset, the company estimates the recoverable amount of the cash generating unit to
which the asset belongs.

The recoverable amount is the higher of fair value less selling costs and utility value. To
calculate utility value, future cash flows discounted to present value are estimated.

If the recoverable amount for an asset (or cash-generating unit) is estimated to be less than
the capitalized value of the asset (or cash-generating unit) the value is written down to the
recoverable amount. Impairment losses are immediately recognized in the income
statement.

In the event of a reversal of the impairment, the capitalized value of the asset (or cash
generating unit) is increased to the revised estimate of the recoverable amount, but such
that the increased capitalized value does not exceed the capitalized value that would have
been determined had it not been written down previously. A reversal of impairment is
recognized immediately in the income statement.

2.8 Cash and cash equivalents

Cash and cash equivalents include cash, bank deposits and other short term liquid
investments with original maturities of three months or less.
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2.9 Government grants

Government grants, such as e.g. “Skattefunn” are recognized on a systematic basis in the
period the company recognizes costs that the grant is intended to compensate. Grants are
presented as a part of other operating expenses, i.e. netted against associated costs.
Government grants related to assets are presented in the balance sheet by deducting the
grant from the capitalized value of the asset.

2.10 Revenue

The company sells some consulting services. The services are recognized in the period the
service is provided, based on the degree of completion of the individual transaction and
measured by actual work performed of the overall service.

2.11 Taxes

Tax for the period includes payable tax and changes in deferred tax.

Tax is recognized in the income statement, except to the extent it is related to items
recognized in the statement of comprehensive income or directly in equity. In this case the
tax is also recognized in comprehensive income or directly in equity.

Deferred tax assets and liabilities are calculated on the basis of temporary differences
between the capitalized value of assets and liabilities in the financial statements and their
tax values, as well as tax losses carried forward at the balance sheet date. Deferred tax
assets and liabilities are calculated on the basis of tax rates and tax regulations that are
expected to exist when the assets are realized or the liability is settled, based on tax rates
and tax regulations that are adopted or substantially have been adopted at the balance
sheet date. Deferred tax assets are only recognized to the extent it is likely that future
taxable profit will be available against which the assets can be utilized.

2.12 Share-based payment

The company has a share-based compensation scheme, whereby the company receives
services as consideration for equity instruments. The total amount to be expensed is
determined with reference to fair value of the options and subscription rights.

In those cases where it is considered that it is not possible to determine the equity
instruments' fair value, the equity instruments are valued at intrinsic value at the grant date.
An updated assessment of intrinsic value will be used for subsequent periods.
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Equity instruments granted by the company are subject to vesting conditions related to
service period/association period to the company, the estimated cost associated with the
options is accrued over the vesting period for the options. The cross entry to the cost
recognition is an increase in equity. If the vesting criterion is not met, the charge is reversed
against equity.

2.13 Provisions

Provisions are recognized when the company has a legal or self-imposed obligation as a
result of past events, if it is likely that the provision must be met and the amount can be
estimated. Provisions are reviewed at each balance sheet date and adjusted to reflect the
current best estimate. Provisions are measured to the present value of expected
expenditures to settle the obligation. The increase in liability due to change in time to
maturity is recorded as financial costs.

2.14 Contingent liabilities

Contingent liabilities are not recognized in the financial statements. Significant contingent
liabilities are disclosed, with the exception of contingent liabilities where the likelihood of
liability is low.

2.15 Segment reporting

The company has only one operating segment, and does not report segment information.

2.16 Cost of equity transactions

Transaction costs directly attributable to an equity transaction are recognized directly in
equity, net after tax.

2.17 Events after the balance sheet date

The financial statements will be amended to reflect events after the balance sheet date that
provides information on conditions that existed on the balance sheet date. The financial
statements will not be amended for events after the balance sheet date that are due to
conditions that have arisen after the balance sheet date. Such events are described in a
note if they are material.
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2.18 Cash flow statement

The cash flow statement is prepared using the indirect method.

2.19 Use of accounting estimates and assumptions

The preparation of financial statements in compliance with IFRS requires the management
to make estimates and assumptions that affect the amounts reported in the financial
statements and accompanying notes.

Future events could cause the estimates to change. Estimates and the underlying
assumptions are reviewed on an ongoing basis. Changes to accounting estimates are
recognized in the period the change occurs. If changes also apply to future periods, the
effect is distributed across the current and future periods. Accounting items affected by
estimates and assumptions are;

a) Intangible assets

Recognition and measurement of intangible assets: The application of the criteria for when
development costs qualify for recognition as intangible assets are subject to the judgement
of the management cf. note 2.3. Even though projects have been capitalized, there may
exist uncertainty about the market and future margins, and consequently it is difficult to
estimate the recoverable amount in relation to impairment tests.

To determine whether an intangible asset is impaired, one must calculate the utility value of
the asset or the cash generating unit. Calculation of utility value requires management to
make estimates of future cash flows and to determine an appropriate discount rate to
calculate present value.

b) Share-based compensation

Expenses related to share-based compensation is sensitive to assumptions used in the
calculation of fair value, but the total expenses related to share-based compensation are
small.

If the fair value of the net assets in the business combination exceeds the consideration
(negative goodwill), the difference is immediately recognized on the date of acquisition.

2.20 New and amended standards and interpretations

The future consolidated financial statements will be affected by new and amended IFRS
standards and interpretations which have been published but are not effective as of 31
December 2016. The effect of new and amended IFRS standards and interpretations which
may have a significant impact on the Group have been summarized below:

IFRS 15 Revenue from Contracts with Customers (effective from 1 January 2018, approved
by the EU). IFRS 15 establish a new five-step model that will apply to revenue arising from
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contracts with customers. The core principle of IFRS 15 is that revenue is recognized to
reflect the transfer of contracted goods or services to customers, and then at an amount
that reflects the consideration the company expects to be entitled to in exchange for those
goods or services. With a few exceptions, the standard applies to all income-generating
contracts with customers and provides a model for the recognition and valuation of the sale
of certain non-financial assets (e.g. sale of property, plant and equipment). IFRS 15 is to be
implemented either by applying the fully retrospective method or the modified retrospective
method. The Group does not anticipate any significant effects on the financial statements

IFRS 9 Financial Instruments (effective from 1 January 2018 and approved by the EU). The
standard replaces IAS 39. The standard introduces new requirements for classification and
measurement, impairment and hedge accounting. The standard will be implemented
retrospectively, except for hedge accounting, but preparing comparative figures is not a
requirement. The rules for hedge accounting should mainly be implemented prospectively
but with some exceptions. The Group has made an initial assessment of the impact of IFRS
9 and does not anticipate any significant effects on the financial statements.

IFRS 16 Leases (effective from 1 January 2019, but not approved by the EU). IFRS 16
replaces existing IFRS leases requirements, IAS 17. IFRS 16 sets out the principles for the
recognition, measurement, presentation and disclosure of leases for both parties to a
contract, ie the customer (‘lessee’) and the supplier (‘lessor’). The new leases standard
requires lessees to recognise assets and liabilities for most leases, which is a significant
change from current requirements. For lessor, IFRS 16 substantially carries forward the
accounting requirements in IAS 17. Accordingly, a lessor continues to classify its leases as
operating leases or finance leases, and to account for those two types of leases separately.

The Group has made an initial assessment of the impact of IFRS 16 and does not
anticipate any significant effects on the financial statements. No decision has been made
whit respect to the implementation of the standard which can be implemented using either
the full retrospective or modified retrospective method

Note 3 — Government grants

Group Group Serodus ASA Serodus ASA
2016 2015 2016 2015
122,667 2,689,667 Government grants 122,667 2,689,667
2,548,552 2,405,370 SkatteFUNN 2,548,552 2,405,370
2,671,219 5,095,037 Total grants 2,671,219 5,095,037

Government grants are recognized as a reduction in costs over the period in which the
Company accrues costs that the grants are intended to cover. See Note 6 for further
information.

About project grants from the Research Council of Norway
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The company has received approval from the Research Council of Norway (BIA funding) as
a contribution to the development of SER100. The project for SER100 has been finalized.
For the project of SER130 the funding from the Research Council of Norway the company
are evaluating whether to proceed as the conditions for the funding does not correlate with
neither project objectives nor shareholder objectives.

SkatteFUNN

During the period, the company has two ongoing SkatteFUNN projects. Recognition does
not include marketing activities and does not cover experimental production and testing of
products, services or production processes that can be used or modified in order to be used
for industrial or commercial purposes. In other respects, the Research Council's minimum
requirements for project management shall apply. The main objectives of the projects are
development of medicine to reduce systolic blood pressure and the treatment of patients
with acute myocardial infarction and halt the progression of diabetic nephropathy.

Note 4 — Segments

In 2016, the company had no revenue from customers, which was also the case for 2015.

The group is regarded as a unit in 2016 and there are therefore no separate segments.

Note 5 — Salaries and allowances

Group Serodus ASA
2016 2015 2016 2015
9,344,361 7,386,031 Salaries and directors' fees 9,344,361 7,386,031
433,402 374,197 Employer's contributions 433,402 374,197
134,096 141,152 Pensions 134,096 141,152
522,627 522,054  Option-based compensation 522,627 522,054
g 12,646 471,115 Other salary-related payments 11,678 471,115
(606,720) (316,060) Refunds from SkatteFUNN (606,720) (316,060)
9,840,412 8,578,489 Total 9,839,444 8,578,489

The Company has established a defined contribution pension plan in accordance with the
OTP Act.

Share options

Individual persons in management and the board were awarded share options in 2009-
2015 as compensation for their services. Information about the fair value of the services is
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given below. Changes in the fair value of the share options have no direct impact on the
company's decisions regarding compensation. Share options held by the management are

shown in the table at the bottom of this note.

Total remuneration of directors and management team

Role Description of 2016 2015
Eva Steiness CEO Total 1,212,475 1,206,519
- Salary 1,158,377 1,158,377
- Other payments 4,392 4,265
payment expense 49,706 43,877
Tore Kvam CFO Total 1,157,519 1,118,169
- Salary 1,084,615 1,100,000
- Other payments 7,612 4,265
- Sharebased 65,292 13,904
Svein S. Jacobsen Chairman Total 346,468 369,653
- Directors' fees 300,000 275,000
payment expense 46,468 94,653
Sgren Elmann Ingerslev Board member Total 1,943
payment expense 1,943
Arnstein Endresen Member of Total 20,000 -
nomination - Other payments 20,000
payment expense -
Ole Peter Nordby Board member Total 248,881 96,939
- Directors' fees 225,000 75,000
payment expense 23,881 21,939
Terri B. Sebree Board member Total 345,820 43,877
- Directors' fees 300,000
payment expense 45,820 43877
Christina Carnigie 2 Board member Total 253,721 47,006
- Directors' fees 200,000
payment expense 53,721 47,006
Hakon Seetergy Member of Total 20,000
nomination Other payments 20,000
Ingrid Alfheim Board member Total " 89,626
- Directors' fees 75,000
payment expense 14,626
Merete Sgby Board member Total 1,943 -
- Consultancy fees
- Sharebased
payment 1,943
Total sum 9,011,019 6,733,493
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Remuneration for the board

Recipient Role 2016 2015
Svein S. Jacobsen Chairman 300,000 275,000
Ingrid Alfheim Board member 75,000
Terri B. Sebree Board member 300,000

Christina Carnigie % Board member 200,000

Sgren Elmann Ingerslev Board member

Ole Peter Nordby Board member 225,000 75,000

DShares and options for the board are shown in a separate table below.
2Resigned as member of the board on 11.08.2016

Share-based payment

Serodus has issued share options to management and board members. If the options are

exercised, they will be settled in shares. The following vesting conditions apply:

Strike price Market price Profit when
(NOK) when exercised
Fair value exercised

Options valued at fair Number of

value options ¥ Expiry 2

Jurgen Langharig 175,000 13-03-18 3.05 3.03

Nikolai Brun 50,000 25-06-18 3.00 2.98

Tore Kvam 50,000 17-08-18 2.95 2.74

Nikolai Brun 100,000 10-12-18 2.35 2

Tore Kvam 100,000 10-12-18 2.35 2

Svein S. Jacobsen 100,000 21-11-19 1.3 1.22

Terri Sebree 75,000 21-11-19 13 1.22

Ole Peter Nordby 75,000 21-11-19 1.3 1.22

Sgren Ingerslev 75,000 21-11-19 1.3 1.22

Merete Sgby 75,000 21-11-19 1.3 1.22

Tore Kvam 100,000 21-11-19 1.3 1.22

Eva Steiness 225,000 21-11-19 1.3 1.22

Nikolai Brun 100,000 21-11-19 1.3 1.22

Jurgen Langharig 75,000 21-11-19 1.3 1.22

Torben Skarsfeldt 100,000 21-11-19 1.3 1.22

SUM 1,475,000

DA summary of shares and share options held by the members of the board is given in

Note 12.
2The options expires 3 years after issued.
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Subscription rights relating to share-based payment; owned by management and board as of 31/12/2016

Number of options options Strike price  Fair value at
Name consolidation Expires (NOK) allocation date
Trygve Gulbrandsen - 50,000 24-04-17 3.70
Torben Frank Skarsfeldt 50,000 24-04-17 3.70
Eva Steinnes 100,000 24-04-17 3.70
Svein S. Jacobsen 100,000 24-04-17 3.70
Terri B. Sebree 100,000 24-04-17 3.70
Ole Petter Nordby 50,000 24-04-17 3.70
SUM 450,000
Changes during the year options  strike price
Number of options outstanding at beginning of year 765,000 3.6
Granted during the year - -
Lapsed or exercised during the year 315,000 3.4
Number of options outstanding at end of year: 450,000 3.7

Valuation of share

The fair value of options granted in 2012 and 2013 are calculated using the Black-Scholes
model. For 2012 and 2013 the expected volatility is based on volatility of companies
comparable to Serodus, since the company's shares were not listed on the date the options
were granted. For options granted in 2016 the expected volatility is calculated from the
stock price listed at Oslo Bgrs from the listing date. Information used in addition to the
information given above for the granting of options is: Volatility 139% and the risk-free
interest rate is set at 0,50%.

‘The company's other issued options (not share-based payments) are listed in the note on
Equity.
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Note 6 - Other Operating costs

Group Serodus ASA
2016 2015 2016 2015
999,699 1,114,037 Travel expenses 999,699 1,114,037
9,858,127 18,166,021 Research and development "2 0,858,127 18,156,347
1,394 470 2,177,216 Patents and licenses 777,542 1,742,308
2,620,798 3,420,062 Consultants and audit " 2,371,452 2,276,781
1,635,121 1,459,562 Other costs 1,631,721 1,457,181
(122,667)  (2,689,667) Government grants (122,667)  (2,689,667)
(1,941,832)  (2,089,390) SkatteFUNN (1,941,832)  (2,089,309)
14,443,716 21,557,841 Total other operating expenses 13,574,042 19,967,677
Remuneration of auditors
2016 2015 2016 2015
222,023 230,000 Audit 217,000 232,433
191,623 268,801 Other services 191,623 268,801
d 413,645 7 498,801 Total, excl. VAT " 408,623 7 501,234

1
2)

3)

See Note 15 for transactions with related parties.
A substantial part of the company's costs is related to research and development. As of
31.12.2016, the company's expenses for research and development do not conform to
the criteria for reconciling under IFRS. More detailed information about the criteria for
reconciliation are provided in Note 2 - Accounting principles.
3) The company will have NOK 2,548,552 refunded in 2016 through its SkatteFUNN

schemes. The amount is recognized as a reduction of other operating expenses.

Annual Report 2016

Page 40



Note 7 — Tax

Specification of tax expenses:

Group Serodus ASA

2016 2015 2016 2015

- -  Taxes payable -

(91,768) (104,910) Change in deferred tax -

(91,768) (104,910) Tax -
31-Dec 31-Dec Specification of temporary differences and deferred tax: 31-Dec 31-Dec
2016 2015 2016 2015
(1,038,187)  (1,097,492) Temporary differences (1,038,187)  (1,097,492)

(133,647,858)

(107,042 785) Tax losses carried forward

(133,647,858)

(107,042,785)

(134,686,045)

(108,140,277) Basis for deferred tax assets

(134,686,045)

(108,140,277)

1,917,538 2,054 505 Temporary differences related to patent in Phlogo ApS
(32,324,651) (27,034,510) Deferred tax asset (24%, 25% in 2015) (not recognised) (32,324,651) (27,035,069)
421,858 513,626 Deferred tax (22% in 2016) as a result of patent
Reconciliation of effective tax rate:
2016 2015 2016 2015
(24,303,147) (30,614,729) Result before tax (23,133,730) (28,672,403)
(6,075,787)  (B8,265,977) Expected income tax (25%) (5,783,433)  (7,741,549)
- -  Difference between income tax Norway/Denmark
Adjusted for the tax effect of the following items:
(59,305) (59,304) Temporary differences (59,305) (59,304)
Temporary difference related to patent in Phlogo ApS
(3,411,760)  (5,928,583) Permanent differences (3,411,760)  (5,928,583)
27,774,212 14,253,864 Unrecognised tax losses carried forward 26,604,795 13,729 436
- - Tax - -
Because of uncertainty about future utilization of losses that can be carried forward, the
company believes there is no basis for the recognition of deferred tax assets. Deferred tax
liabilities for the Group are entirely related to the acquisition of subsidiaries.
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Note 8 — Earnings per share

Basic earnings per share are calculated by dividing the earnings attributable to
shareholders by the average number of ordinary shares outstanding during the year.

Diluted

Diluted earnings per share are calculated by adjusting the number of shares for the effects

of dilutive options if they have a dilutive effect.

Group

2016
Earnings attributable to shareholders in the

Serodus ASA
2016

Serodus ASA
2015

Group
2015

company (24,353,194) (30,524,773) (23,133,730)  (28,672,404)
Weighted average number of ordinary shares 40,662,582 32,193,472 40,662,582 32,193,472
Shares with dilutive effect:

- Share options 1,475,000 1,220,000 1,475,000 1,220,000
Basic earnings per share (0.60) (0.95) (0.57) (0.89)
Diluted eamings per share” (0.58)’ (0.95) (0.55) (0.89)

1 Potential dilution from share options is not included in the calculation of diluted earnings

per share, as they do not have a diluting effect.
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Note 9 — Intangible assets

Serodus ASA Licenses Total

Acquisition cost

Cumulative 1 January 2015 2,360,875 2,360,875
Additions during the year -

Disposals during the year - -
Cumulative 31 December 2015 2,360,875 2,360,875

Additions during the year - -
Disposals during the year - -
Cumulative 31 December 2016 2,360,875 2,360,875

Depreciation and impairment

Cumulative 1 January 2015 1,562,163 1,562,163
Impairment -

Depreciations for the year 42,038 42,038
Cumulative 31 December 2015 1,604,201 1,604,201
Impairment -

Depreciations for the year 42,038 42,038
Cumulative 31 December 2016 1,646,239 1,646,239

Value entered on the balance sheet

Value entered on the balance sheet 31 December 2015 756,674 - 756,674
Value entered on the balance sheet 31 December 2016 714,636 - 714,636
Group Licenses Goodwill Patents Total

Acquisition cost

Cumulative 1 January 2015 2,360,875 599,230 2,396,919 5,357,024
Additions during the year -
Disposals during the year - - -
Cumulative 31 December 2015 2,360,875 599,230 2,396,919 5,357,024

Additions during the year -
Disposals during the year - - -
Cumulative 31 December 2016 2,360,875 599,230 2,396,919 5,357,024

Depreciation and impairment

Cumulative 1 January 2015 1,562,163 - 205,449 1,767,612
Impairment -
Depreciations for the year 42,038 - 136,966 179,004
Cumulative 31 December 2015 1,604,201 - 342,415 1,946,616
Impairment - -

Depreciations for the year 42,038 - 136,966 179,004
Cumulative 31 December 2016 1,646,239 - 479,381 2,125,620

Value entered on the balance sheet
Value entered on the balance sheet 31 December 2015 756,674 599,230 2,054,504 3,410,409
Value entered on the balance sheet 31 December 2016 714,636 599,230 1,917,538 3,231,405

Serodus has acquired a patent, all rights and know-how for SER100 from Zealand Pharma
A/S (Denmark), and has sole possession rights for development and commercialization of
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the product. Serodus paid a small advance for the acquisition of the product and will pay a
percentage of future returns from development as well as royalties from potential partners
and sales.

In connection with the acquisition of Phlogo ApS, a goodwill item of NOK 599,230 and
patent cost of NOK 2,396,919 occurred. Goodwill arises as a technical item as a result of
allocation of deferred tax. Since the basis for depreciation should take the tax effect into
account, there will be no basis for writing down Goodwill. The patents have an average
lifespan of 17.5 years and will be depreciated over the estimated useful life. In 2013, the
patents are depreciated from the acquisition date.

Agreement with Evolva AG
In 2013, Serodus entered into an agreement with Evolva AG regarding rights for licenses.

Licenses totaling NOK 840,750 have been capitalized. These licenses will be depreciated
over 20 years.

Note 10 — Other receivables

Group Serodus ASA
2016 2015 2016 2015
281,959 624,630 VAT receivables 123,833 333,844
2,548,552 3,229,886 Claims on government grants 2,548,552 3,229,886
300,668 169,917 Prepaid costs 522,873 167,978
- Receivables from subsidiaries 1,329,155 1,318,791
3,131,179 4,024,433 Total other receivables 4,524,413' 5,050,499
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Note 11- Cash and Cash equivalents

Group Serodus ASA
2016 2015 2016 2105
5,303,573 18,203,244 Cash and bank deposits - unrestricted funds 4,579,419 16,862,524
251,464 940,052 Cash - restricted assets related to deduction of tax 251,464 940,052
" 5,555,037' 19,143,296 Cash and cash equivalents in the balance sheet 4,830,883' 17,802,576
NOK 724 153 is unrestricted cash in Phlogo ApS.
Note 12 — Share capital
Share capital:
31/ des. 31-Dec
2016 2015
Shares, nominal value NOK 1.30Y 44 502,062 36,823,102
Share options 450,000 765,000
Subscription rights 1,475,000 475,000
All shares in the company have equal voting rights and equal rights to dividends.

Share options

"The company has 1 240,000 outstanding share options, all linked to share-based payment;

see Note 5.

Number of Weighted avg.
Change during the year options strike price
Number of options and subscription rights outstanding at
beginning of the year. 765,000 3.6
Granted during the year - -
Lapsed or exercised during the year 315,000 3.4
Number of options and subscription rights outstanding at
the end of the year. 450,000 3.7
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The 20 largest shareholders as of 31.12.2016

Shareholders Number of Percentage of
shares capital
VIGGO HARBOE HOLDING APS 12,588,824 28.29%
BJZRNS INVEST AS 3,804,896 8.55%
DANSKE BANK A/S 3,591,657 8.07%
EVA STEINESS 2,268,854 5.10%
MP PENSJON PK 1,796,561 4.04%
CFM INDOSUEZ WEALTH 1,582,866 3.56%
SPAR KAPITAL INVESTOR AS 1,530,000 3.44%
DANSKE BANK A/S 1,104,878 2.48%
ROLFS HOLDING AS 1,013,992 2.28%
NORDEA BANK DANMARK A/S 928,938 2.09%
UBS SWITZERLAND AG 774,807 1.74%
NORDNET BANK AB 717,352 1.61%
HERSETH AS 569,637 1.28%
OLA RUSTAD A.S 550,000 1.24%
MEDIA TECHNOLGY GROUP AS 387,517 0.87%
SZARVOLL HOLDING AS 383,655 0.86%
NORSEMETER AS 375,000 0.84%
ACADIA HOLDING AS 367,085 0.82%
HZVIK FINANS AS 365,000 0.82%
ROLAND MARTIN WALTER B@NI 340,000 0.76%
Total for the 20 largest shareholders 35,041,519 78.74%
Other shareholders 9,460,543 21.26%
Total number of shares 44,502,062 100.00%
Shares owned directly or indirectly by management and board as of 31.12.2016
Number of
Name Role shares
Svein S. Jacobsen Chairman 300,000
Ole Petter Nordby Board member 7,500
Eva Steiness CEO 2,268,854
Tore Kvam CFO 157,800
Torben Skarsfeldt VP Project Director 25,000
Trygve Gulbransen COO 57,217
Nikolai Brun VP Drug Development 100,000
Jirgen Langharig VP Business Development 100,000
3,016,371
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Note 13 - Other current liabilities

Group Serodus ASA
2016 2015 2016 2015
295,260 946,892 Unpaid government charges 295,260 946,892
341,407 90,875 Accrued costs 341,406 65,093
878,060 1,132,536  Other current liabilities 877,209 793,674
¥
1,514,728 2,170,303 Total other current liabilities 1,513,878 1,805,658

Note 14 — Financial risk management, objectives and guidelines

Categories of financial instruments

Serodus ASA

2016 2015

Category Book value Fair value Book value Fair value
Financial assets:
Trade accounts receivable Loans and receivables 1,329,155 1,329,155
Other accounts receivable ¥ Loans and receivables 2,805,189 2,805,189 3,229,886 3,229,886
Cash and cash equivalents. Loans and receivables 4,830,883 4,830,883 17,802,577 17,802,577
Total financial assets 8,965,227 8,965,227 21,032,463 21,032,463
Financial liabilities:

Financial liabilities at
Accounts payable amortised cost 1,945,346 1,945,346 1,698,863 1,698,863

Financial liabilities at
Other liabilities ? amortised cost 1,172,472 1,172,472 1,740,566 1,740,566
Total financial liabilities 3,117,818 3,117,818 3,439,429 3,439,429

Group
2016 2015

Category Book value Fair value Book value Fair value
Financial assets:
Trade accounts receivable Loans and receivables - - - -
Other accounts receivable Loans and receivables 2,581,146 2,581,146 3,231,825 3,231,825
Cash and cash equivalents. Loans and receivables 5,555,036 5,555,036 19,143,297 19,143,297
Total financial assets 8,136,182 8,136,182 22,375,122 22,375,122
Financial liabilities:

Financial liabilities at
Accounts payable amortised cost 2,499,670 2,499,670 1,698,863 1,698,863

Financial liabilities at
Other liabilities amortised cost 1,173,323 1,173,323 2,079,429 2,079,429
Total financial liabilities 3,672,993 3,672,993 3,778,292 3,778,292

D VAT receivables and prepaid expenses are not included, since they are not considered
as financial assets.
2) Accrued costs are not included, since they are not considered as financial liabilities.
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Financial risk management

The financial liabilities of the company/Group consist primarily of other liabilities such as
unpaid government charges and vacation pay due. The financial assets consist primarily of
cash.

The company/Group is exposed to market risk, credit risk and liquidity risk. Serodus ASA's
management monitors the administration of these risks.

Market risk

Market risk is the risk that the fair value of future cash flows from a financial instrument will
fluctuate due to changes in market prices. Market prices comprise three types of risk:
interest rate risk, currency risk, commodity prices and other price risk. The financial assets
and liabilities of the company/Group have only limited exposure to these risks.

a) Interest rate risk:

Interest rate risk is the risk that the fair value or future cash flows from a financial instrument
will fluctuate due to changes in market prices. The company/Group has no borrowings and
is therefore not currently exposed to interest rate risk.

b) Currency risk

Currency risk is the risk that the fair value or future cash flows from a financial instrument
will fluctuate due to changes in market prices. The company/Group has some currency
risks from foreign currency transactions. At year-end 2015, the company/Group had
accounts payable in DKK, GBP, USD, SEK and EUR equivalent to NOK 1,166,575. If the
respective exchange rates against the NOK changed by +/- 10%, the profit before tax would
change by +/- NOK 128,580.

Credit risk

Credit risk refers to the risk that a counterparty will default on its contractual obligations so
that it results in a financial loss for the company. The company/Group is exposed to credit
risk mainly through deposits in banks. There are also receivables from VAT and grants.
VAT receivables are included in the table below, even though, in accordance with IAS 39,
they do not represent financial assets.
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The recognised value of financial assets represents the maximum credit exposure. The maximum exposure for credit
risk at the reporting date was:

Company accounts 31-Dec 31. des

2016 2015
Cash and cash equivalents 4,830,883 17,802,577
Other accounts receivable 4,524,414 5,050,499
The maximum credit exposure 9,355,297 " 22,853,076

The receivables are not due on the
reporting dates.

Consolidated accounts 31-Dec 31. des

2016 2015
Cash and cash equivalents 5,555,036 19,143,297
Other accounts receivable 3,131,180 4,024,433
The maximum credit exposure 8,686,216 23,167,730

The receivables are not due on the reporting dates.

Liquidity

The company/Group monitors the risk of lack of funding by continually monitoring the
maturity of financial assets and liabilities and projected cash flows from operations. The
possibility of further issues are an integral part of these assessments.

At the balance sheet dates, the financial commitments of significance are accounts payable
and debts to related parties. At the end of 2015 and 2016, accounts payable fall due for
payment three months or less from the respective reporting dates.

Capital management

An important objective in relation to capital management is to ensure that the
company/Group maintains an adequate capital structure to fund business development.
The company/Group considers its capital structure in light of current and projected cash
flow, new business opportunities and the company's financial obligations. To maintain or
adjust the capital structure, the Company can issue new shares or sell assets to reduce
debt.

Market value of financial instruments

The booked value of cash and cash equivalents, short-term financial receivables and
accounts receivable are approximated fair value because of the short maturity.
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Note 15 — Related parties

In order to get access to important knowledge, the company has entered into agreements
with related parties:

Services purchased from Description of the service 2016 2015
Pharma Guidance Consultancy fees - 54,498
Theresa Comiskey Olsen ? Legal fees - 12,600
Smerud Medical ¥ Medical research - 279,419
Christina Carnegie Consultancy LTD? Travel costs 24,796 -

Elman Advokatpartnerselskaps) Legal fees 217,138 138,746
Viggo Harboe Holding A/S® Commision fees 300,000

The amounts above include remuneration for the roles as board members, where
applicable.

1100% owned by Torben Skarsfeldt. The agreement may be terminated by either party
giving 3 months notice.

2)100% owned by Theresa Comiskey Olsen. Resigned as board member in 2014.
3The company owns 0,59 % of the shares in Serodus and was hired as a supplier of
research services.

4100% owned by Christina Carnegie. Resigned as board member in August 2016.

5 Sgren Elman Ingerslev is a partner of the company

6 The company owns 28,3 % of shares in Serodus.

Outstanding with related parties:

31-Dec 31-Dec
2016 2015

Accounts payable:
Viggo Harboe Holding A/S 300,000 300,000
Total from related parties 300,000 300,000
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Note 16 — Impairment testing of goodwill

Recognized goodwill in the Group amounted on 31.12.2016 to NOK 599,230. The goodwill
is entirely related to the acquisition of Phlogo ApS, which was completed in 2013. This is a
technical goodwill item generated from deferred tax. The impairment test shall be
performed after deduction of deferred tax.

The residual value for testing will thus be NOK 0. Goodwill is monitored and tested for
groups of cash-generating units (CGU) that are similar to what is defined as an operating
segment in accordance with Note 4 "Segments".

There are not considered to be any separate cash-generating units in the Group.

The recognised amount of goodwill: 2016 2015
Phlogo ApS 599,230 599,230

The Group tests goodwill for impairment at least annually or whenever there are indications
of impairment. The assessment was made on 31.12.2016.

Acquisition of Phlogo ApS and associated goodwill was acquired in order to strengthen
Serodus within the defined priority areas.

Goodwill is based on marked value. There are no observable indications that the value has
changed from the date of acquisition and write-down is not considered necessary.

Note 17 — Financial items

31-Dec 31-Dec

2016 2015

Interest income 44115 169,547
Other financial income 306,925 61,513
Total financial income 351,040 231,061
Interest expenses 994 441
Other financial expenses 190,062 529,933
Total financial expenses 191,055 530,375
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Note 18 — Events after balance sheet date

The company aims to secure financial resources in order to progress development of its
product candidates and reach further milestones and value inflection points. The Board of

Directors have consequently decided to initiate work on evaluating the company’s capital
need and financing alternatives.

Note 19 — Subsidiary

Acquisition
Subsidiary Voting share costs Book value Fair value
Phlogo ApS 100.00% 5,140,000 5,140,000 5,140,000
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Responsibility Statement

We confirm, to the best of our knowledge, that the financial statements for the year 2016
which has been prepared in accordance relevant accounting and reporting standards and
gives a true and fair view of the assets, liabilities, financial position and results of operations
for the entity and the group as a whole. We also confirm that the Board of Directors report
includes a true and fair review of the development and performance of the business and the
position of the entity and the group, and a description of the main risks and uncertainties

facing the entity and the group.

Oslo, 27th, of February 2017
Board of Directors Serodus ASA

Svein S. Jacobsen Terri Sebree Merete Seby
Board member

Chairman of the Board Board member

Ole Peter Nordby Seren Elmaf slev Eva Steiness

Board member Board’mhe CEO
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INDEPENDENT AUDITOR’S REPORT

To the Annual Shareholders' Meeting of Serodus ASA

Report on the audit of the financial statements

Opinion

We have audited the financial statements of Serodus ASA, which comprise the financial statements for
the parent company and the Group. The financial statements for the parent company and the Group
comprise the balance sheet as at 31 December 2016, the statements of comprehensive income, the
statements of cash flows and changes in equity for the year then ended and notes to the financial
statements, including a summary of significant accounting policies.

In our opinion, the financial statements of Serodus ASA have been prepared in accordance with laws and
regulations and present fairly, in all material respects, the financial position of the Company and the
Group as at 31 December 2016 and their financial performance for the year then ended in accordance
with International Financial Reporting Standards as adopted by the EU.

Basis for opinion

We conducted our audit in accordance with laws, regulations, and auditing standards and practices
generally accepted in Norway, including International Standards on Auditing (ISAs). Our responsibilities
under those standards are further described in the Auditor’'s responsibilities for the audit of the financial
statements section of our report. We are independent of the Company in accordance with the ethical
requirements that are relevant to our audit of the financial statements in Norway, and we have fulfilled our
ethical responsibilities as required by law and regulations. We have alsoc complied with our other ethical
obligations in accordance with these requirements. We believe that the audit evidence we have obtained
is sufficient and appropriate to provide a basis for our opinion.

Other information

Other information consists of the information included in the Company’s annual report other than the
financial statements and our auditor’s report thereon. The Board and CEO (management) is responsible
for the other information. Our opinion on the financial statements does not cover the other information,
and we do not express any form of assurance conclusion thereon.

In connection with our audit of the financial statements, our responsibility is to read the other information,
and, in doing so, consider whether the other information is materially inconsistent with the financial
statements or our knowledge obtained in the audit, or otherwise appears to be materially misstated. If,
based on the work we have performed, we conclude that there is a material misstatement of this other
information, we are required to report that fact. We have nothing to report in this regard.

Responsibilities of management for the financial statements

Management is responsible for the preparation and fair presentation of the financial statements in
accordance with International Financial Reporting Standards as adopted by the EU, and for such internal
control as management determine is necessary to enable the preparation of financial statements that are
free from material misstatement, whether due to fraud or error.

In preparing the financial statements, management is responsible for assessing the Company’s ability to
continue as a going concern, disclosing, as applicable, matters related to going concern and using the
going concern basis of accounting, unless management either intends to liquidate the Company or to
cease operations, or has no realistic alternative but to do so.



Auditor’s responsibilities for the audit of the financial statements

Our objectives are to obtain reasonable assurance about whether the financial statements as a whole are
free from material misstatement, whether due to fraud or error, and to issue an 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 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.

As part of an audit in accordance with law, regulations and generally accepted auditing principles in
Norway, including ISAs, we exercise professional judgment and maintain professional scepticism
throughout the audit. We also:

» identify and assess the risks of material misstatement of the financial statements, whether due to fraud or error,
design and perform audit procedures responsive to those risks, and obtain audit evidence that is sufficient and
appropriate to provide a basis for our opinion. The risk of not detecting a material misstatement resulting from
fraud is higher than for one resulting from error, as fraud may involive collusion, forgery, intentional omissions,
misrepresentations, or the override of internal control;

» obtain an understanding of internal control relevant to the audit in order to design audit procedures that are
appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the
Company’s internal control;

» evaluate the appropriateness of accounting policies used and the reasonableness of accounting estimates and
related disclosures made by management;

» conclude on the appropriateness of management'’s use of the going concern basis of accounting and, based on
the audit evidence obtained, whether a material uncertainty exists related to events or conditions that may cast
significant doubt on the Company’s ability to continue as a going concern. If we conclude that a material
uncertainty exists, we are required to draw attention in our auditor’s report to the related disclosures in the
financial statements or, if such disclosures are inadequate, to modify our opinion. Our conclusions are based on
the audit evidence obtained up to the date of our auditor’s report. However, future events or conditions may
cause the Company to cease to continue as a going concern;

» evaluate the overall presentation, structure and content of the financial statements, including the disclosures, and
whether the financial statements represent the underlying transactions and events in a manner that achieves fair
presentation.

» obtain sufficient appropriate audit evidence regarding the financial information of the entities or business
activities within the Group to express an opinion on the consolidated financial statements. We are responsible for
the direction, supervision and performance of the group audit. We remain solely responsible for our audit opinion

We communicate with those charged with governance regarding, among other matters, the planned
scope and timing of the audit and significant audit findings, including any significant deficiencies in
internal control that we identify during our audit.

Report on other legal and regulatory requirements

Opinion on the Board of Directors’ report and in the statements on corporate governance
and corporate social responsibility

Based on our audit of the financial statements as described above, it is our opinion that the information
presented in the Board of Directors’ report concerning the financial statements and in the statements on
corporate governance and corporate social responsibility, the going concern assumption, and proposal for
the allocation of the result is consistent with the financial statements and complies with the law and
regulations.

Opinion on registration and documentation

Based on our audit of the financial statcments as described above, and control proccdurcs we have
considered necessary in accordance with the International Standard on Assurance Engagements (ISAE)
3000, Assurance Engagements Other than Audits or Reviews of Historical Financial Information, it is our
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opinion that management have fulfilled their duty to ensure that the Company's accounting information is
properly recorded and documented as required by law and bookkeeping standards and practices
accepted in Norway.

Other matters

Without qualifying our opinion, we draw the attention to the Board of Director’'s Report and note 2.3 in the
financial statements, which indicate that the Group will need to raise more equity to finance future
operations. Our opinion is not qualified in respect to this matter.

Oslo, 20 March 2017
ERNST & YOUNG AS

o Sl

Tore Sgrlie
State Authorised Public Accountant (Norway)
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