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ANNUAL GENERAL MEETING
AND OTHER INFORMATION

The Annual General Meeting of Karo Bio (publ) will be held on Thurs-
day April 29, 2015 at 4:00 p.m. in the Lecture Hall, Novum Science
Park (4th floor - elevator E), Halsovagen 7, Huddinge, Sweden. The
notice to attend the Annual General Meeting is available through
Karo Bio’s website at www.karobio.com/corporate-governance/
general-meeting.

RIGHT TO ATTEND

Entitled to attend the Annual General Meeting are those who are both
registered shareholders in the share register held by Euroclear Swe-
den AB at the record date Thursday April 23, 2015 and have notified
the company of their intention to attend the general meeting no later
than on April 23, 2015, preferably before 4:00 p.m.

Notification to attend the meeting shall be submitted in writing
including name, personal identification number or corporate identity
number and phone number, to the address Karo Bio AB, att: Henrik
Palm, Novum, S-141 57 Huddinge, Sweden, by fax to +46 (0) 8 774 82
61, or via e-mail to Henrik.palm@karobio.se.

Shareholders whose shares are nominee registered must, in order
to be entitled to participate in the meeting, temporarily register their
shares in their own name. Such registration must be completed no
later than Thursday April 23, 2015, which means that shareholders
must notify their nominee well in advance of this date.

Glossary
OTHER INFORMATION
UPCOMING FINANCIAL REPORTS
Interim report January-March April 29, 2015
Interim report January-June July 11, 2015

October 29, 2015
February 13, 2016

Interim report January-October
2014 Year-end report February

Financial reports, press releases, notification to extra general meet-
ing and other information are available on Karo Bio’s website www.
karobio.com from time of publication.

Karo Bio’s financial reports and press releases can be subscribed
to and downloaded from the website. Karo Bio employs electronic
distribution as the main distribution channel for financial reports.
The annual report is mailed to shareholders and other stakeholders
who have specifically requested this. Printouts of interim reports are
mailed upon request.

For further information, please contact Henrik Palm, CFO,
phone +46 (0)8-608 60 76, or e-mail: investor@karobio.com.



Karo Bio runs projects with the ambition of develop drugs within the field
of inflammatory diseases and cancer. The company has an ambition of
broadening its operations to include more market oriented projects and

products. Karo Bio is based in Huddinge, Sweden and is listed on the
NASDAQ Stockholm exchange.

2014 IN BRIEF

* Share issues to shareholders and Anders Lonner
raised a net of 77.0 MSEK to the company

» Anders Lonner was elected President

« Karo Bio was granted 3.8 MSEK from Vinnova for
the development of ERbeta cancer

Financial data

MSEK

« At the start of 2015, Pfizer took over development
of the RORgamma project in-house, which means
that the project took a step further into a new phase

* Net sales amounted to till 30.1 (47.0) MSEK

» Group net profit was -59.3 (-22.1) MSEK

Net sales

Operating expens:és
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Karo Bio is a development
company with an objective to
expand the business towards a
Specialty Pharma Concept.

Karo Bio is a development company with an objective to

expand the business towards a Specialty Pharma Concept.

Karo Bio will in limited extent build their own mar-
keting channels in certain priority markets, with can be
covered in a cost effective manner.

The revenues primarily come through a partnership
agreement in the form of milstones and royalty pay-
ments.

In Sweden, there are a large number of interesting
development projects in which Karo Bio with its inter-
national network and extensive experience in managing
development projects can add value.

The objective of Karo Bio is to add at least two new busi-
ness projects annually.

| Karo Bio annual report 2014

Risk management
* Select projects with lower risk

* Risks are primarily to be shared with
others

Commercial approach

« Different types of contracts and
financing, and preferably during early
phases

* Lean organization with maintained
edge

« Acquisition of projects and products
in @ near-market phase
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KARO BIO
SPEEDS UP

“Our ambition is to speed up business, become more cost efficient and reduce
our burn rate. Aggressive efforts will require funding, but our guiding principle
should be to increase shareholder value”, says Karo Bio’s Executive Chairman

Anders Lonner.

Since the start of the year according to plan, Pfizer car-
ries out all development work in the RORgamma project,
which means that the project has taken a step further
into a new phase. Consequently, Karo Bio has as previ-
ously announced, adapted its organization. Together
with other implemented savings in 2014, costs have been
reduced by about 25 MSEK annually. Karo Bio may receive
up to just over 200 MUSD when Pifzer reaches certain
development and sales milestones in the project, as well
as royalties on future drug sales.

In the ERbeta cancer project, GLP toxicology studies
and other activities that fall into the latter phase of the
preclinical development work are being finalized. There-
after, further preparatory work is required before it is
possible to make a decision to initiate the clinical devel-
opment phase.

In the ERbeta MS project, a drug candidate was se-
lected in the third quarter. During fall, discussions took
place with potential licensing partners to the ERbeta MS
project.

In early February, the Board decided to appoint Anders
Lonner as Executive Chairman of the Board, focusing on
the development of Karo Bio’s business and to broaden
the company’s product portfolio towards more market

oriented projects and products. The company’s current
research director, Maria Sjoberg was appointed to suc-

ceed Per Bengtsson as CEO, with responsibility for R&D
activities.

The marketing company Karo Pharma that was estab-
lished at the end of the year will be expanded gradually
as new products are sourced. There are a large number of
interesting development projects in Sweden, where Karo
Bio can add value through its international network and
its experience from managing development projects. The
goal should be to add at least two new business projects
annually to the company.

Stockholm in March 2015

CEO Maria Sjoberg and Executive Chairman Anders
Lonner

Karo Bio annual report 2014 |
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Phase Il

The candidate
drug is adminis-
tered to patients
to establish safe
and effective
dosage.

10

REGISTRATION
AND PRODUCT
LAUNCH

Phase lll

The candidate drug is
tried on a larger patient
group to ensure safety and to
ascertain effectiveness during
extended treatment.

Phase |

The first clinical study is
performed on healthy persons,
to document the drug’s safety,
followed by patient studies
to define safe and effective
dosage.

Preclinical
development

Target protein

Initially, the target protein must be
identified and validated, which means
that the target protein is confirmed to
have a key role in the specific disease
to be addressed by treatment.

Active leads
In the next
phase, molecules
which influence the
Model target protein are
compounds identified.
Next, classes of
molecules that could
be developed into
drugs are identified.

Optimization phase

Molecules’ charac-
teristics are optimized to
become safe and effective.

CANDIDATE

The chosen candidate
drug is tested to ensure
that it is safe for entry
into human trials.

DRUG

One compound is select-
ed for further develop-
ment.



OUR ENVI

SEVERAL NEW CHEMICAL ENTITIES

TO THE MARKET

The US Food and Drug Administration approved 41 new
chemical entities in 2014, the highest number in 18
years. The rise comes after a very lean 2013, with only
29 approvals. Experts indicate a variety of explana-
tions to the high number; from that the authority has
normalized the approval processes after the withdraw-
al of the pain medicine Vioxx in 2004, to that pharma-
ceutical companies have become better at managing
their pipelines, and more tangible reasons such as the
low number of applications during 2013. Overall, the
number of approvals have only been exceeded in 1966,
with 53 registrations.

Out of the new chemical entities, nine were catego-
rized as breakthrough medicines. Many of the new
drugs were also designed to take over after major
drugs that go off patent. The fact that many large
selling drugs go off patent is also illustrated by the fact
that an increasing portion of big pharma revenue is
generated from drugs that have gone off patent.

In 2013, genereric drugs made up 41 per cent of big
pharma’s total sales of USD 300 billion.

In Europe, the European Medicines Agency gave
clearance for 82 drugs, half of which were new com-
pounds not previously used in pharmaceuticals. Of the
82, 17 targeted rare diseases where treatment options
are few if any. Europe was also first to approve a stem
cell treatment. It was an orphan pharmaceutical
product (Holoclar) used when there are no limbal stem
cells, a rare disease that can cause patients to lose
their sight.

HIGH BUSINESS ACTIVITY

In addition to many new authorizations, 2014 were also
arecord year for mergers and acquisitions in the phar-
maceutical industry. The transaction amount was 234
billion dollars, more than twice as high as the average
over the past ten years, according to EY (formerly
Ernst & Young).

Completed transactions reflect a growing interest to
specialize in certain therapeutic areas. Higher special-
ization seems to increase the likelihood of commercial
success. Many companies therefore choose to focus
their investments in certain areas, for example cancer.
A large part of the transactions involved companies

RONM

=N

buying or selling parts of operations to other compa-
nies, often to focus their business. Some US transac-
tions were driven by tax considerations, which among
other things were cited as the main reason for Pfizer’s
interest in AstraZeneca. Such tax incentives were oblit-
erated during the year.

PARTNERING

Activity in the partnering area, where companies
license the right to future drugs, continued its upward
trend from the previous year. The potential value of
agreements concluded during the first 11 months of
2014 was USD 48 billion, up from the USD 35 billion
during the same period in the previous year. That the
major companies downsized their R&D departments
continued to drive the activity. The need to look be-
yond own laboratories to identify promising products
and maintaining high activity remained strong.

XXX Y
XXX X

XXX %
XXX %
XXX %
XXX %
XXX %

XXX %
&

41 In 2014,
41 new
chemical
entities were
approved by the
US Food and
Drug Admin-
istration, of
which 9 were
classified as
“breakthrough”.
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ERBETA SELECTIVE COMPOUNDS

- APLATFORM WITH MANY OPPORTUNITIES

The estrogen receptor (ER) is activated by estrogen and
regulates a number of functions in the body. Estrogen
has several positive effects but its medical use has been
limited by the associated increased risk for uterine and
breast cancer as well as thrombosis. These risks are
mainly linked to the estrogen receptor’s ERalpha subtype,
while ERbeta, which Karo Bio was involved in discovering
in the 1990’s, seems to account for many of the positive
effects of estrogen without the side effects. Understan-
ding of the ERbeta receptor’s role has increased with
intense research in the field. The image is clearer that
there are several clinical development opportunities for
compounds that act through the ERbeta receptor.

Karo Bio’s efforts in the field have resulted in a world-
leading position and a platform with many promising
ERbeta selective compounds. These have slightly different
properties and may thus be suitable for different indica-
tions. Karo Bio conducts advanced preclinical work with
two of these substances.

ERbeta cancer

Karo Bio has collated preclinical data that suggest that
ERbeta has a very interesting potential as a target protein
in the field of cancer. The first drug candidate within the
program, KB9520, has shown good efficacy in preclinical

| Karo Bio annual report 2014
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models for several different forms of cancer. In these
disease models, treatment has shown to provide a signifi-
cant reduction in tumor size by stimulating apoptosis and
block cell growth. These effects can be assumed to have a
general effect in several different forms of cancer tumors,
provided they express ERbeta.

The image of the positive effects, which can be assu-
med as general, was reinforced in 2014 through advanced
preclinical studies. Karo Bio was during the year granted
4.8 MSEK for toxicity and safety pharmacology studies
from VINNOVA's Forska & Vax-progam. The studies are
ongoing and aims to complete the preclinical documen-
tation required for regulatory approval to start clinical
trials.

ERbeta MS

Since 2011, Karo Bio has a development project for ERbeta
focused on the autoimmune disease multiple sclerosis
(MS). The project represents a new treatment principle for
the disease, which is strongly requested but also places
high demands on documenting how the principle works
and can be influenced.

In preclinical models, ERbeta agonists have demon-
strated protective and reparative effects on the myelin
sheaths that surround nerve cells, and that are necessary
for efficient conduction of nerve impulses. If treatment
with ERbeta agonists prove capable of repairing dama-



£ Rbeta

The estrogen receptor beta

is expressed in many different
tissues such as immune cells,
epithelial cells in the lung,
prostate, ovaries, and breast.
The beta receptor is aso
expressed in various parts of
the brain in different types of
neurons.

ged myelin also in patients it will represent a significant
breakthrough in the care of MS patients, where damaged
myelin leads to symptoms and disability.ERbeta agonists
seem to offer a new way to halt or even reverse disease
progression and treat the progressive forms of MS. They
may also have beneficial effects on non-core symptoms
of MS. They may also have positive effect on certain
symptoms associated with MS such as cognition, sleep
and depression. Proof-of-concept has been achieved in
an animal model. Key opinion leaders in the MS field
have expressed interest in participating in advancing the
project further.

Karo Bio continued the preclinical development of the
project, partly with funding with conditional repayment
from the US National MS Society, totaling USD 0.5 mil-
lion. The grant enabled the selection of a candidate drug
during the third quarter of 2014. Qualified discussions
have been held with several companies about the possibi-
lities of a license agreement.

RORGAMMA - A NEW OPPORTUNITY TO

TREAT AUTOIMMUNE DISEASES

Recent research reveals that the nuclear receptor ROR-
gamma may play a critical role in the development of
autoimmune disease, such as rheumatoid arthritis and
psoriasis. In 2010, Karo Bio initiated a research program
to develop and evaluate compounds that inhibit RORgam-

ma activity, which may prove to be a novel concept for

a potential new treatment alternative for autoimmune
diseases. RORgamma has been shown to control the ma-
turation of, and activity in, a certain type of immune cell,
believed to drive inflammatory and debilitating processes
in such diseases.

In December 2011, Karo Bio entered into a research
collaboration with Pfizer for RORgamma to discover and
develop new compounds for the treatment of autoimmune
diseases. Pfizer has exclusive rights to products develo-
ped as a result of the collaboration. Karo Bio is entitled to
milestone payments when the projects reaches certain
sub targets and royalties on future sales. Karo Bio received
compensation for all their research and development cost
of the project. After having extended the research collabo-
ration for one year, Pfizer took over all development work
on its own at the start of 2015.

INNOVATION PROJECTS

Karo Bio is active in innovation projects on certain re-
ceptors in order to create ideas for radical innovations.
Such projects are often derived from innovative smaller
companies and academic research. These projects are
prioritized according to therapeutic medical needs and
potential of innovation. Strong focus is on identifying and
developing pharmaceutical projects involving radically
new therapeutic principles at as low risk as possible.

Karo Bio annual report 2014 | 1
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THE SHARE
AND OWN

LISTING
Karo Bio’s share is listed on NASDAQ Stockholm since
1998.

SHARE DEVELOPMENT AND TRADING

In 2014, Karo Bio’s share price decreased from 0.73 SEK to
0.61 SEK. During the same period OMX Stockholm Health
Care Pl-index increased by 10 per cent and OMX Stock-
holm Pharmaceuticals & Biotechnology increased by 34
per cent. In total, turnover amounted to 1,367 million
shares, implying that total share capital traded 2.3 times.
Karo Bio estimates that trading in shares on other market
places is negligible.

SHAREHOLDERS

The number of shareholders was 11,799 at the beginning
of the year and 12,141 at the end of 2014. A list of the
larger shareholders can be found on the opposite page.
At year-end, the ten largest shareholders held 31 (29) per
cent of total number of shares. Foreign owners held 15
(14) per cent of the share capital. Shareholders with 1,000
shares or less accounted for 0.2 (0.2) per cent of shares.

RIGHTS ISSUE

Karo Bio completed a rights issue to existing shareholders
of 70.0 MSEK after issue costs and a share issue to Anders
Lonner of 7 MSEK. In the rights issue, which was heavily
over-subscribed, 165,315,790 shares were issued at a price

SHARE PRICE DEVELOPMENT

@ Karo Bio e=== OMX Stockholm_PI

e S$X4000 OMX Stockholm Health Care_PI

RS

of 0.47 SEK and in the share issue 15 million shares were
issued at the same price.

SHARES AND SHARE CAPITAL

At December 31, 2014, Karo Bio’s share capital amounted
to 13,525,114 SEK, an increase with 3,606,276 from the
previous year. The number of shares increased during
2014 to 676,263,158 from 495,947,369. The share has a par
value of 0.02 SEK. The average number of shares in 2014
was 586,105,264.

DIVIDEND POLICY

The Board does not intend to propose any dividends until
the company generates healthy profits and cash flows.
Karo Bio has not paid dividends since it was founded in
1987.

COMMUNICATION WITH FINANCIAL MARKETS

Karo Bio strives for an open dialogue with current and
potential shareholders and to provide the outside world
a good insight into and understanding of the business. In
each interim report, we describe the current status of all
pipeline projects and operations in general. In 2013, Karo
Bio also arranged open conference calls in connection
with all interim reports. Recorded versions of those calls
are available on the website. Karo Bio also participated in
several different types of meetings in financial markets.

I Traded number of shares
in 1000s per month

30000

25000

20000

15000

| Karo Bio annual report 2014
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LARGEST SHAREHOLDERS AT JANUARY 31,2014

OWNERSHIP STRUCTURE AT 30 JANUARI 2015

Number of Holding in % of Holding, Number of Number Holdingasa %
Owner shares capital and votes number of shares shareholders of shares of share capital
Forsakringsaktiebolaget Avanza Pension 65819969 9,73 1-500 1769 350985 0,05%
JP Morgan Bank 37865242 5,60 501-1000 977 790186 0,12%
Nomic AB 26 488854 3,92 1001-2000 1228 1906990 0,28%
Nordnet Pensionforsakring AB 22844030 3,38 2001-5000 1901 6678791 0,99%
Loénner, Anders 18263049 2770 5001-10000 1610 12329276 1,82%
Robur Férsakring 15105633 2,23 10001-20000 1522 22882807 3,38%
Goldman Sachs International Ltd, W8imy 7872533 116 20001-50000 1471 48646 025 7,19%
Loénn, Mikael 7033333 1,04 50 001-100000 687 50946 751 7,53%
Jomp | Visby Ab 6687074 0,99 100 001-500 000 745 157034 242 23,22%
LTG Bank Ltd 5576219 0,82 500001-1000 000 72 51167803 7.57%
Total 10 largest shareholders 213555936 31,58 1000 001-5000000 51 99490112 14,71%
Total other shareholders 462707 222 68,42 5000001~ 12 224039190 3313%
Total per January 30, 2015 676 263158 100,00 Total 2015-01-30 12045 676 263158 100,00%
SHARE CAPITAL DEVELOPMENT
Increasein Accumulated Total share Issue amount
Year Transaction no. of shares no. of shares capital (SEK) (SEK)"
Capital structure January 1,1998 - 3943586 39435860 -
1998 Stock split 2:1 3943586 7887172 39435860 -
1998 New issue - IPO 1050 000 8937172 44685860 96 600 000
1998 New issue - IPO 240000 9177172 45885860 22080000
2000 New issue in kind 2206198 11383370 56 916 850 699 759 830
2000 New issue - private placement 600000 11983370 59916 850 196 868 448
2000 Exercise of stock options 15731 11999101 59995505 78655
2001 Exercise of stock options 26970 12 026 071 60130 355 134 850
2002 Exercise of stock options 26586 12052657 60 263285 132930
2003 Rights issue 4821850 16 874 507 84372535 18578253
2003 Exercise of stock options 3547 16 878 054 84390270 17735
2004 Exercise of stock options 120M 16 890 065 84 450 325 60 055
2004 Rightsissue 11260043 28150108 140750540 90737898
2004 Rightsissue 2815010 3096518 154825590 22684468
2005 Reduction of share capital - 30965118 61930236 -
2005  Rightsissue 46 447677 77412795 154825590 263413134
2006  Reduction of share capital - 77412795 38706398 -
2007 Rightsissue 38706397 116119192 58059596 387160784
2009 Rights issue 38706 397 154825589 77412794 150 241238
2010 Rights issue 232238383 387063972 193531986 290926 058
2012 Reduction of share capital - 387063972 7741279 -
2012 Rights issue 108 883 397 495947 369 9918838 28249177
2014 Rightsissue 165 315789 661263158 13225263 69300606
2014 New issue 15000000 676263158 13525114 7050000

Karo Bio annual report 2014 |
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Group
(Amounts in MSEK unless otherwise stated) 2010 201 2012 2013 2014
Income statement
Net sales 0.0 0.0 33.2 47.0 30.1
Administrative expenses -32.8 -40.8 =251 -20.4 -21.0
R&D expenses -129.4 -189.3 -107.9 -52.5 -68.6
Other operating income and expenses 0.4 -1.0 0.0 3.6 0.1
Operating profit -161.8 -2311 -99.8 -22.3 -59.4
Financial net -1.7 4.5 1.5 0.2 0.2
Results after financial items -163.5 -226.6 -98.3 -221 -59.2
Balance sheet
Equipment 4.6 5.6 3.7 4.5 41
Total non-current assets 4.6 5.6 3.7 4.5 4.1
Other non-current assets 9.9 7.4 19.9 13.0 4.9
Cash and cash equivalents 395.0 158.5 541 22.8 51.6
Total current assets 404.9 165.9 74.0 35.8 56.5
Total assets 409.5 171.5 777 40.3 60.6
Equity 342.5 115.9 45.9 23.8 40.9
Long-term liabilities 0.5 0.0 0.0 0.0 0.0
Short-term liabilities 66.5 55.6 31.8 16.5 19.7
Total equity and liabilities 409.5 171.5 777 40.3 60.6
Cash flow
Cash flow from operating activities -158.9 -198.3 -127.8 -33.4 -46.3
Net investments in non-current assets -2.0 -4.3 -0.2 -2.2 -1.5
Net investments in other short-term placements 82.3 -45.2 88.4 26.1 -
Cash flow from investing activities 80.3 -49.5 88.2 239 -1.5
Cash flow from financing activities 324.9 -33.9 239 4.3 76.6
Cash flow for the year 246.3 -281.7 -15.7 -5.2 28.8
Operating cash flow -160.9 -202.6 -128.0 -35.6 -47.8
Key figures
Equity 342.5 15.9 45.9 23.8 40.9
Return on equity, % -58.6 -98.9 -121.5 -63.4 -183.0
Return on capital employed, % -58.0 -100.8 -123.3 -64.0 -183.6
Operating margin, % n.m n.m -300.6 -47.4 -197.4
Profit margin, % n.m n.m -296.1 -47.0 -196.7
Equity ratio, % 83.6 67.6 591 591 67.5
Interest-bearing assets (net) 395.0 158.5 541 22.8 51.6
Net investments in equipment 2.0 4.3 0.2 2.2 1.5
Average number of employees 68 68 51 40 39
- of whom work in R&D 60 60 43 35 33

| Karo Bio annual report 2014



(Amounts in MSEK unless otherwise stated)

Group

2010 20Mm 2012 2013 2014
Data per share (SEK)
Earnings per share
- Average number of shares -0.57 -0.49 -0.21 -0.04 -0.09
- Number of shares at year end -0.36 -0.49 -0.21 -0.04 -0.09
Operating cash flow per share
- Average number of shares -0.56 -0.44 -0.28 -0.06 -0.07
- Number of shares at year end -0.35 -0.44 -0.28 -0.06 -0.07
Equity per share, year end 0.75 0.25 0.10 0.04 0.06
Share price at year end 1.66 1.25 0.30 0.62 0.61
Share price/equity per share at year end, % 222% 494% 300% 1519% 1009%
Number of shares (millions)
Average number of shares 287.0 458.4 458.4 5811 648.8
Average number of shares including warrants 287.9 458.7 458.4 5811 648.8
Number of shares at year end 458.4 458.4 458.4 583.2 676.3
Number of shares at year end including warrants 459.2 458.4 458.4 583.2 676.3

DEFINITIONS

AVERAGE NUMBER OF SHARES
Weighted-average number of shares out-
standing during the year.

AVERAGE NUMBER OF SHARES, INCLUDING WAR-
RANTS

Weighted-average number of shares, inclu-
ding warrants, outstanding during the year.

CASH AND CASH EQUIVALENTS
Cash and bank balances, and short-term
investments with maturities of less than 90
days.

EARNINGS/LOSS PER SHARE
Earnings/loss in relation to the number of
shares.

EQUITY PER SHARE
Shareholders’ equity in relation to outstan-
ding shares at year-end.

EQUITY RATIO
Equity as a percentage of total assets.

INTEREST BEARING ASSETS (NET)
Cash, bank balances and short-term invest-
ments.

NET CAPITAL INVESTMENTS
Capital investments in equipment net of
disposals.

NUMBER OF SHARES AT YEAR-END
Number of shares outstanding at the end of
the year.

NUMBER OF SHARES AT YEAR-END, INCLUDING
WARRANTS

Number of shares, including warrants, out-
standing at the end of the year.

OPERATING CASH FLOW
Cash flow from operating activities and cash
flow from investments in machines, equip-
ment and licenses.

OPERATING CASH FLOW PER SHARE
Cash flow from operating activities and cash
flow from investments in equipment and
licenses per share.

OPERATING MARGIN
Operating loss as a percentage of net sales.

PROFIT MARGIN
Results for the year as a percentage of net
sales.

RETURN ON CAPITAL EMPLOYED
Operating loss and financial income as a
percentage of the average total assets less
non-interest bearing liabilities.

RETURN ON EQUITY
Results after financial items as a percentage
of average equity.

SHARE PRICE/EQUITY PER SHARE
Share price as a percentage of shareholders’
equity per share at year-end.

Karo Bio annual report 2014 |
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ADMINISTRATION REPORT

The Board of Directors and the CEO of Karo Bio AB (publ), regis-
tration number 556309-3359 and domiciled in Huddinge, Sweden,
hereby presents its annual report regarding the operations of the
Group and the Parent Company for the fiscal year beginning January
1and ending December 31, 2014.

OPERATIONS

Karo Bio is an innovative research and development company which
since the early 1990s has specialized in nuclear receptors as target
proteins for the development of new drugs. Nuclear receptors can
be seen as on and off switches by which the body’s own production
of proteins can be regulated with great precision. By targeting these
nuclear receptors, the body’s own control systems can be tuned to
treat several illnesses and diseases. Based on this knowledge, Karo
Bio runs preclinical drug development projects within the areas of
inflammatory conditions, autoimmune diseases, and cancer.

Important processes within the company include research, drug
discovery and preclinical development. Besides these processes,
the company’s expertise also covers clinical development, medical
and regulatory issues. Karo Bio has the capacity to process selected
compounds for niche indications through the entire development
chain, while compounds addressing large patient groups require
development collaborations or out-licensing at some stage of the
process.

Karo Bio currently runs two proprietary preclinical projects
in-house, one project in collaboration with Pfizer, and additional
preclinical research activities. Karo Bio was founded in 1987 and has
been listed on NASDAQ Stockholm since 1998.

Research and development

- Current status and significant events 2014

Significant events during 2014 and current status for each of Karo
Bio’s projects are described briefly below.

ERbeta selective compounds
-a platform with many opportunities
The estrogen receptor (ER) is activated by the estrogen hormone and
regulates a number of functions in the body. Estrogen has a number of
positive effects, but its medical use has been limited by an increased
risk of developing breast and uterus cancer as well as thrombosis. These
risks are primarily linked to the receptor subtype ERalfa, while the ERbe-
ta receptor that Karo Bio was instrumental in discovering in the 1990s,
appears to mediate many of the positive effects of estrogen without the
side effects. From the intense research within this area, there is an in-
creasing understanding of the role of the ERbeta receptor. Today, there
is a clearer view that there are several clinical development opportuni-
ties for substances that act through the ERbeta receptor.

Karo Bio’s work in the ERbeta-field has resulted in a world-leading
platform with several promising ERbeta-selective compounds. These
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substances have slightly varying properties and may thus be suitable
for different indications. Karo Bio runs well-advanced preclinical
work with two of these compounds.

ERbeta cancer

The preclinical data collated by Karo Bio indicate that ERbeta has an
interesting potential in the area of cancer. In several preclinical mod-
els, the first drug candidate within the program, KB9520, has shown
good efficacy for various forms of cancer. These effects can be
assumed to have a general effect in several different types of cancer
tumors, provided they express ERbeta. In 2014, Karo Bio was granted
4.8 MSEK from Vinnova's Forska & Vax-program for continued
preclinical development of the projects. The funds finance toxicity
and safety pharmacology studies, that in the beginning of 2015 were
in the final stages. These are intended to complete the preclinical
documentation to enable clinical trails. Karo Bio is working to be able
to fund the continued development of ERbeta in the field of cancer.

ERbeta MS

Since 2011, Karo Bio is running a development project for ERbeta
focused on the autoimmune disease multiple sclerosis (MS). The
project represents a new treatment principle for the disease, which
is strongly demanded but also places high requirements on demon-
strating how the principle works and can be influenced.

In preclinical models, ERbeta agonists have demonstrated protec-
tive and reparative effects on the myelin sheaths that surround nerve
cells. This is a significant finding, as myelin damage is involved in the
symptoms of and disabilities in MS. If treatment with ERbeta agonists
proves capable of repairing damaged myelin also in patients, this will
represent a significant breakthrough in the treatment of MS, where
damaged myelin is what leads to symptoms of disease and disability.
ERbeta agonists seem to slow or even reverse the disease process
and be used to treat progressive forms of MS. They may even have
a positive effect on some symptoms, associated with MS, such as
cognition, sleep and depression. Proof-of-concept in an animal mod-
el of the disease has been obtained. Key opinion leaders in the MS
area have expressed interest in contributing to the project’s further
development.

Karo Bio continues the preclinical development of the project
and has received funding with conditional repayment from the US
National MS Society of totaling MUSD 0.5. This support enabled
the selection of a drug candidate during the third quarter of 2014.
Qualified discussions are underway with several companies about
possibilities of a license agreement.

RORgamma - a new opportunity to treat autoimmune disease
Recent research reveals that the nuclear receptor RORgamma may
play a critical role in the development of autoimmune diseases, such
as rheumatoid arthritis and psoriasis. In 2010, Karo Bio initiated a
research program to develop and evaluate compounds that inhibit
RORgamma activity. These compounds have potential as an inno-



vative treatment for autoimmune diseases, since RORgamma has
been shown to control the maturation of, and activity in, a certain
type of immune cell, believed to drive inflammatory and debilitating
processes in such diseases.

In December 2011, Karo Bio entered a research collaboration and
licensing agreement with Pfizer for RORgamma to discover and
develop new compounds for the treatment of autoimmune diseases.
Pfizer will have exclusive rights to products developed as a result of
the collaboration. Karo Bio receives compensation for its research
and development costs of the project. In addition, Karo Bio is entitled
to milestone payments, when the project reaches certain milestones,
and royalties on future sales.

After the research collaboration was extended by one year, Pifzer
took over the continued development work in-house at the turn of
2014/2015, which means that the project has taken a further step
into a new phase. As a result, Karo Bio has as previously announced,
conducted an adaptation of the organization. The adaptation to-
gether with other implemented savings in 2014 means that costs are
reduced by about MSEK 25 annually.

Innovation projects

Karo Bio is active in explorative innovation projects on certain re-
ceptors in order to create ideas for radical innovations. Such projects
are often derived from innovative smaller companies and academic
research. These projects are prioritized according to the extent

to which their indication areas fit into Karo Bio’s field of expertise.
Strong focus is on identifying and developing pharmaceutical pro-
jects involving radically new therapeutic principles at as low risk as
possible.

Key events after the end of fiscal year 2014
On February 4, Anders Lonner was appointed Executive Chairman
and Maria Sjoberg was appointed CEO, succeeding Per Bengtsson.

Organization
In addition to the parent company Karo Bio AB, the Group consists
of the wholly owned subsidiaries Karo Bio Research AB and Karo Bio
Discovery AB, none of which currently is conducting operations. The
head office is located in Huddinge, outside of Stockholm, Sweden,
also the site of the company’s operations.

The management team consists of two people: the CEO and the
Chief Financial Officer.

At the end of the year, Karo Bio had 24 (39) permanent employees,
of whom 18 (34) were engaged in research and development, 2 (1) in
business development and patents, and 4 (4) had administrative duties.

RESULTS AND FINANCIAL POSITION

Results
Group consolidated net sales amounted to MSEK 30.1 (47.0). Sales

were mainly attributable to the RORgamma collaboration with Pfizer.

The decline is mainly explained by the fact that the comparative
figures included accrued advance payments from Pifzer in 2011 of 10
MSEK, and the milestone of MUSD 2 received in September 2013.

Operating expenses for 2014 amounted to MSEK 89.5 (69.3).
Research and development accounted for 77 per cent of the peri-
ods expenses and amounted to MSEK 68.6 (52.5). The increase in
expenses was primarily attributable to provisions made in asso-
ciation with redundancies and investments, primarily with in the
cancer project, which together represented an increase of MSEK 21
compared with 2013. Administrative expenses amounted to MSEK
21.0 (20.4).

Operating loss amounted to MSEK -59.5 (-22.3). This means that
the loss is on a par with 2013, adjusted for the milestone, provisions
made, and for the accrual of advance payment that were included in
the comparative figure for 2013. In 2013, an acquisition of a limited
partnership also contributed to the operating profit by 3.6 MSEK. The
purpose of the acquisition was to finance operations which could be
done by offsetting a portion of the Group’s accumulated deductible
deficiency against the untaxed earnings of the acquired company.
The financial net amounted to MSEK 0.2 (0.2). Reported loss was
MSEK -59.3 (-22.1).

Investments
Investments amounted to MSEK 1.4 (2.2), and relate primarily to
laboratory and IT equipment and laboratory refurbishments.

Cash flow and financial position

Cash flow from operating activities amounted to MSEK -46.3 (-33.4).
Adjusted for the milestone of MUSD 2 received in September 2013,
and the acquisitions made during 2013 makes cash flow in 2014
about MSEK 4 better than last year.

Cash and cash equivalents amounted to MSEK 51.6 (22.8) at year-
end, resulting in a change in total cash of MSEK 28.8 (-31.3) during
the year. The two new share issues conducted in April 2014 raised a
net of MSEK 76.4 to the company.

Equity and share data

During the year, a new share issue with preferential rights for existing
shareholders was made in which 165,315,790 shares were issued at a
subscription price of SEK 0.47. In parallel, a directed share issue was
performed to Anders Lonner of 15 million shares at the same price.
The new share issues raised a total of MSEK 84.7 before transaction
costs.

Theissues increased the number of shares from 495,947,369 to
676,263,159. The share capital increased by SEK 3,606,276 to SEK
13,5251145. Total equity was MSEK 40.9 (23.8) after taking the period
results into account. The share quota value was SEK 0.02.

Loss per share, based on the weighted average number of outstand-
ing shares, amounted to SEK-0.09 (-0.04). The Group’s equity ratio at
year-end was 67.5 (59.2) per cent and equity per share, based on fully
diluted number of shares at year end, was SEK 0.06 (0.04).
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Parent Company

The parent company’s reported revenues amounted to MSEK 30.1
(47.0) and income after financial items to MSEK -59.3 (-22.1). Invest-
ments in fixed assets amounted to MSEK 1.4 (2.2). Cash and other
short-term investments at year-end amounted to MSEK 51.5 (22.6).

Guidelines for remuneration to senior executives
The Board of Karo Bio proposes that the Annual General Meeting
on April 29, 2015 resolves the following guidelines for determining
salaries and other remuneration to senior executives of Karo Bio, to
be applied until the AGM is held in 2016.

The proposed guidelines are largely the same as those approved
by the 2014 AGM.

General Information
Karo Bio will apply remuneration levels and terms of employment
that are necessary to recruit and retain a competent management
with the capacity to achieve established business goals.

As a result, competitiveness shall be the overriding principle in
relation to the salary and other remuneration of executive manage-
ment.

Fixed salary
A fixed salary will be paid for work performed in a satisfactory
manner.

Variable remuneration

In addition to fixed salary, variable remuneration may be offered to
reward clearly goal-related achievements by simple and transparent
mechanisms. The executive management’s remuneration under
incentive programs will be based on the extent to which business
goals are achieved.

Karo Bio’s commitments under incentive programs shall be
limited in relation to the fixed annual salary and shall not exceed 40
per cent of the fixed annual salary, before taking into account social
security charges, for each executive during the relevant period. The
remuneration under incentive programs shall include pension and
vacation benefits according to vacation legislation, and is thus not
pensionable. The total maximum variable remuneration at 40 per
cent of current fixed annual salary levels in 2014, including social
security charges, would amount to MSEK 2.6.

Pension benefits

The terms of the executive management’s pension benefits shall

be competitive taking into account what is generally applicable to
equivalent executives on the market and shall be based on defined
contribution pension schemes or accede to the Swedish ITP plan. The
pension benefits shall be based on a retirement age of 65 years.

Non-monetary benefits
The executive management’s non-monetary benefits (such as car
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and health care benefits) should facilitate the performance of their
work and be equivalent to what is considered reasonable in relation
to market practice and the benefit for the company.

Dismissal and severance pay
Dismissal and severance pay shall not exceed 12 monthly salaries in
total for each executive.

The executives to whom the remuneration guidelines apply

The above guidelines shall apply to the CEO of Karo Bio AB and
executives that report directly to the president as well as presidents
of Karo Bio’s subsidiaries.

Information on remuneration previously resolved upon

that has not fallen due

At present, there is no remuneration that has not fallen due that
deviates from guidelines decided at previous AGMs.

Consultancy fees paid to board members

Going market rates may be paid to Board members for consultancy
work carried out for the company beyond the framework of their
commitment to the Board.

Deviation from the guidelines under special circumstances

The Board may par from the guidelines in certain cases if there are
special reasons for doing so. In 2014, the Board has used its right to,
in individual cases and for special reasons, deviate from the guide-
lines in order to reward positive cash flows to the company, a newly
recruited executive by entitling the executive a certain percentage
of the cash flow as remuneration, if an agreement is reached on
licensing of the Company’s intellectual property rights. The cost of
such compensation may exceed 40 per cent of the executive’s base
salary.

Information regarding the Karo Bio share

At December 31, 2014, there were a total of 676,263,158 outstanding
shares with a deviate value of SEK 0.02. The shares carry one vote
each and are entitled to equal part of the company’s distributable
earnings. There are no limitations to the transferability of the Karo
Bio shares due to legal constraints or by regulations in the company
by-laws. To the best of Karo Bio’s knowledge, no agreements have
been made between any shareholders, which could limit the trans-
ferability of the shares. There is no shareholder that alone controls 10
per cent or more of the total number of shares of Karo Bio.

Authorization to issue new shares

The general meeting in 2014 gave the Board of Directors authori-
zation, valid until the 2015 AGM, to at one or more occasions issue
shares. The number of shares that may be issued pursuant to the
authorization shall not exceed 10 per cent of the registered share
capital (at the time of issue resolution). Issues may be made with or



without deviation from the shareholders preferential rights and with
or without non-cash issue, or set-off or other conditions.

The purpose of the authorization is to increase the company’s
financial flexibility and to facilitate acquisitions with payment in
shares. If the Board decides on a new share issue deviating from the
shareholders preferential rights, may the reason be of raising new
capital and/or new strategic shareholders for the company and/or
acquisitions of other companies or businesses. In case of deviation
from the shareholders preferential right shall the basis for the issue
be competitive. Other conditions may be determined by the Board.

Going concern

The Company assesses that there is potential for continued opera-
tions for 12 months from closing date. Without additional funding or
revenues, present cash and financial investments are estimated to
be sufficient to finance the current scope of operations until the end
of the third quarter 2015. Under the same conditions, equity may fall
below 50 percent of the registered share capital at the beginning of
the fourth quarter 2015.

Corporate governance report
Karo Bio’s corporate governance report is available at the company

website www.karobio.com and is also included in this Annual Report.

Systems for internal control and risk management

The Group’s systems for internal control and risk management
regarding the consolidated financial reports are described in the
section internal control and risk management regarding financial
reporting in Karo Bio’s corporate governance report.

Future development

The Board and company management will strive to eventually reach
a point where the Group’s revenues significantly better match its
costs. Revenues in such a situation could be in the form of payments
from partnerships, public and private grants and compensation for
certain activities. The operations are considered to be attractive
enough for this to be achievable, although it may take years to get
there. Before Karo Bio reaches this point, additional funding needs
may arise.

Karo Bio is focusing its operations on the projects and activities
that are expected to generate the best business opportunities and
create the greatest value in the short term, thereby creating the best
conditions for its development in the long run.

In the long term, the intention is that its activities should gener-
ate significant revenues from sales of pharmaceutical products in
the market, where Karo Bio receives royalties on partners’ product
sales.

RISK FACTORS

There is no guarantee that Karo Bio’s research and development will
result in commercial success. There can be no guarantee that Karo
Bio will develop products that can be patented, that granted patents
can be retained, that future inventions will lead to patents, or that
granted patents will be sufficient to protect Karo Bio’s rights.

There is no guarantee that Karo Bio obtains approvals on its
clinical trials applications or that the clinical trials conducted by Karo
Bio, whether independently or in collaboration with its partners, can
demonstrate sufficient safety and efficacy to obtain the necessary
approvals from regulatory authorities, neither that they will result
in marketable products. It cannot be excluded that the approval
process at regulatory level will involve requirements for extended
documentation and thereby increasing costs and introducing delays
in the projects, or even discontinuation of projects. Increased total
development costs and development time of a project could result
inan increased project risk and reduce the product’s potential to
successfully reach the commercial stage or reduce the time from
product launch to patent expiry.

There may be a need for the company to turn to the capital
market for additional funding in the future. Both the size and the
timing of the company’s potential future capital requirements are
dependent on a number of factors, including opportunities to enter
into collaboration or licensing agreements and the progress made in
research and development projects undertaken. There is a risk that
the required funding of the operations will not be available when
needed or at a reasonable cost.

PROPOSED APPROPRIATION OF LOSS

The Board of Directors proposes that the available non-restricted
equity of SEK 27,391,532 is carried forward. The company’s results
for the financial year and the financial position per December 31,
2014, are presented in the attached financial statements and accom-
panying notes which are integral parts of this Annual Report.

Karo Bio annual report 2014 |

21



CONSOLIDATED INCOME STATEMENTS

AND INCOME STATEMENTS FOR THE

PARENT COMPANY

GROUP PARENT COMPANY

KSEK Note 2014 2013 2012 2014 2013
Net sales 1 30060 47 029 33173 30060 47 029
Operating expenses 2-5
Administrative expenses -21014 -20 434 -25116 -21088 -20434
Research and development expenses -68593 -52529 -107 857 -68 607 -52 547
Other operating income and expenses 6 92 3676 51 92 n7z

-89 515 -69 287 -132 922 -89 603 -72 864
Operating profit/loss -59 455 -22 258 -99 749 -59 543 -25835
Income from financial investments
Income from participations in Group companies” - - - 78 4839
Write-downs on shares in Group companies 14 = - - = -1280
Interest income and other similar income 7 186 198 1510 186 195
Interest expenses and other similar expenses 8 -13 -18 -15 =2 -3

173 180 1495 262 3751
Income from financial investments -59 282 -22078 -98 254 -59 281 -22 084
Tax 9 = - - = -
PROFIT/LOSS FOR THE YEAR 10 -59 282 -22078 -98 254 -59 281 -22084
Loss per share (SEK) n
- based on weighted-average number
of shares outstanding -0.09 -0.04 -0.21
U Refers to KB Odenplans properties in its entirety
GROUP PARENT COMPANY

KSEK Note 2014 2013 2012 2014 2013
Profit/loss for the period -59 282 -22078 -98 254 -59 281 -22 084
Other comprehensive income for the year, net of tax - - - - -
TOTAL COMPREHENSIVE PROFIT/LOSS FOR THE PERIOD -59 282 -22078 -98 254 -59 281 -22084
Total comprehensive profit/loss attributable to:
Shareholders of the parent company -59 282 -22078 -98 254 -59 281 -22084
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CONSOLIDATED STATEMENTS OF FINANCIAL
POSITION AND BALANCE SHEETS FOR THE
PARENT COMPANY

ASSETS (KSEK) GROUP PARENT COMPANY

At December 31 Note 2014 2013 2012 2014 2013

NON-CURRENT ASSETS

Intangible assets

Licenses and similar rights 12 - - - - _

Tangible assets
Equipment 7 7 7 ) 7 7 13,20 B 4050 4500 377 B 3921 4316

Financial assets

Participations in Group companies 14 = - - 150 150

Other financial assets 14 - - 14 -

Total non-current assets 4064 4500 3771 4085 4 466

CURRENT ASSETS

Current receivables

Accounts receivable 483 6463 6 371 483 6463

Derivaﬂveinstruhents 7 7 7 7 7 . 28 [ . 7 144. N o [ . 144

Other receivables ' ' ' ' T 43 2609 260 1332 2478

Prepa\d expenseé and accfued incorﬁe 7 7 ) . 1757 [ 3052 [ 3 776 o WO 901 . [ 3 052 [ 3776
4948 12992 19893 4867 12 861

Financial assets at fair value

through profit orr\oss 7 7 7 7 7 16 28 - .- o 26 049 - - -
Cash and cash equivalents 17 51609 22799 28024 51549 22 619
Total current assets 56 557 35791 73966 56 416 35480
TOTAL ASSETS 60 621 40 291 77737 60 501 39946
SHAREHOLDER’S EQULTY AND LIABILITIES (KSEK) GROUP PARENT COMPANY

At December 31 Note 2014 2013 2012 2014 2013
SHAREHOLDER’S EQULTY 18

Share capital 7 7 7 7 7 - - 13525 9919 7741 - 13525 9919
Other contributed capital - 7 7 7 7 - - 1079562 1006818 1008 996 - - -
Share premium reserve, restr\cted 7 7 7 7 - - .- o - - - -
Total non-restricted equity (Parent Company,) = - - 13525 9919
Share premium reserve (Parent Comrpany) 7 ) ) - - 7 = 1. 7 - - - 98 815 7 26 071
Accumrulated Iogs (incl. Grqup profit(loss for the year) 7 7 - - -1 052 180 - —992 898 - —97Q 820 - -12 142 ) 9942
Proﬁt/lpss for the year (Pa(ent company) 7 7 7 - - . o - - 759 281 ) -22 084
Total non-restricted equity (Parent company) - - - 27392 13929
Total shareholder’s equity 40907 23839 45917 40917 23848
LIABILITIES

Non-current liabilities

Other non-current liabilities 19,20 18 - - 18 -
Total non-current liabilities 18 - - 18 -

Current liabilities

Accour}ts payable - trade 7 7 7 7 7 - - 73 715 - 3 657 - 75 812 - 73 715 ) 3657
Payabl(es to Grourp companies 7 7 7 7 - - - o - - 7 90 ) 90
Other current Iiabmties 7 7 7 7 7 20 - 1700 7206 7739 - 1480 6762
Accrued expenses and deferred income 21 14 281 5589 18 269 14 281 5589
Total current liabilities 19 696 16 452 31820 19 566 16 098
TOTAI SHAREHOLDER'S EQUITY AND LIABILITIES 60 621 40 291 77737 60 501 39946
P\edged assets 7 7 7 7 7 7 - - . o - - . -
Contingent Habilirties 7 7 7 7 7 22 - = . o - - - -
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CONSOLIDATED STATEMENTS OF CASH
FLOWS AND CASH FLOW STATEMENTS
FOR THE PARENT COMPANY

GROUP PARENT COMPANY

KSEK Not 2014 2013 2012 2014 2013
Operating activities
Operat}ng loss bgfore financia\ itemsr 759 455 722 258 799 749 759 543 -25835
Items note effecting cash flow
Depregiat\on and amortizaﬁion 5 1 867 1 434 71 748 1 804 1353
Other 25 - - 25 -

-57 563 -20824 -98 001 -57 714 -24 482
Financial incomer received ) 23 7 184 151 71 921 7 183 147
Divwderjds receivgd - - - 78 4839
Financial items paid 23 -13 -18 -14 -2 -3
Cash flow from operating activities -57 392 -20 691 -96 094 -57 455 -19 499
before changes in working capital
Changes in working capital
Changes in current operatihg receivab\es 8 046 7—763 —4 819 7 997 -632
Changes in accognts payable 7 7 7 57 7 79 76 373 7 57 79
Changes in other current operating liabilities 2959 -12 014 -20514 3124 -12 261
Cash flow from operating activities -46 330 -33389 -127 800 -46 277 -32313
Investing activities
Imvestments in equipmemtr 7 j1 483 32 245 7484 f1 416 -2161
Investments in other fmanq’al assets. -14 - - -14 -
Investments in sqbswdiar\eg 14 = - - = -1280
Other ghort—term investments 7 7 = —25 904 —BQ 777 = -25904
Sale and redemption of other short-term investments - 52 000 219 096 - 52 000
Cash flow from investing activities -1497 23851 88135 -1430 22 655
Financing activities
Proceeds from rights '\ssue§ 7 7 84 748 - 32 665 84 748 -
Portion of proceeds from rﬁghts issue receivedrin 2013 - 7 665 —7 665 - 7 665
Transaction costs for rights issue " -8m -3352 -1064 -8 -3352
Cash flow from financing activities 76 637 4313 23936 76 637 4313
CASH FLOW FOR THE YEAR 28 810 -5225 -15729 28930 -5345
Cash and cash equwa\entsrat the beginnmg ofrthe year 17 22 799 28 024 43 753 22 619 27 964
Cash and cash equiva\entsrat the end of the year 17 5} 609 22 799 28 024 5} 549 22619

Paid during the year.
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CONSOLIDATED STATEMENTS
OF CHANGES IN EQUITY

GROUP
Share Restricted Accumulated

KSEK capital reserves loss Total
Balance at January 1, 2012 193532 980 747 -1058 357 15922
Profit/loss for the year - - -98 254 -98 254
Transactions with shareholders

Reduction of share capital -185 791 - 185 791 0
Issuance of new shares (net after deduction of transaction-related costs) " - 28249 - 28249
Total transactions with shareholders -185 791 28 249 185791 28 249
Balance at January 1, 2013 7741 1008 996 -970 820 45917
Profit/loss for the year - - -22078 -22078
Transactions with shareholders

Issuance of new shares (net after deduction of transaction-related costs) " 2178 -2178 - 0
Total transactions with shareholders 2178 -2178 0 0
Balance at January 1, 2014 9919 1006 818 -992 898 23839
Profit/loss for the year - - -59 282 -59 282
Transactions with shareholders

Issuance of new shares (net after deduction of transaction related costs) 3606 72744 - 76 350
Total transactions with shareholders 3606 72744 0 76 350
BALANCE AT DECEMBER 31, 2014 13525 1079 562 -1052180 40907
) All shares are registered with the companies’ registration office in January 2013
THE PARENT COMPANY'S STATEMENT

PARENT COMPANY

Share On-going Restricted Non-restricted On-going  Accumulated Loss of

KSEK capital rights issue reserve reserve rights issue loss the year Total
Amount at January 1, 2013 7741 2178 0 0 26 071 108 534 -98 592 45932
Total profit/loss - - - - - - -22084 -22084
Transactions with shareholders

Issuance of new shares

(net after deduction of transaction-related costs) 2178 -2178 - 26 071 -26 071 - - 0
Treatment of loss - - - - - -98592 98592 0
AMOUNT AT DECEMBER 31, 2013 9919 0 0 26 071 0 9942 -22084 23848
Total profit/loss - - - - - - -59 281 -59 281
Transactions with shareholders

Issuance of new shares

(net after deduction of transaction-related costs) 3606 - - 72744 - - - 76 350
Treatment of loss - - - - - -22084 22084 0
AMOUNT AT DECEMBER 31, 2014 13525 0 0 98 815 0 -12142 -59 281 40917

See note 18 for further information.
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ACCOUNTING AND VALUATION PRINCIPLES

THE GROUP

Statement of compliance

The consolidated financial statements of Karo Bio have been prepared in
accordance with the Swedish Annual Accounts Act, RFR 1Supplementary
Accounting Regulations for Groups, International Financial Reporting
Standards (IFRS) and statements concerning interpretation published

by IFRIC as adopted by the European Union. The statements have been
prepared on a historical cost basis, except for financial assets available for
sale and financial assets and liabilities at fair value through profit and loss.

CHANGES IN ACCOUNTING PRINCIPLES AND INFORMATION

New accounting standards, amendments and

interpretations applied to the Group

The following standards applied by the Group for the first time for the
financial year beginning January 1, 2014 and which has a material effect
on the consolidated financial statement:

IFRS 10 Consolidated Financial Statements builds on existing princi-
ples by identifying the concept of controls as the determining factor for
determining whether an entity should be included in the consolidated
financial statements. The standard provides additional guidance to assist
in the determination of control where there is difficult to assess. It is not
expected to have any material effect on the financial statements.

Other standards, amendments and interpretations that come into
effect for the financial year beginning January 1, 2014 has no material
impact on the consolidated financial statements.

New standards and interpretations not yet applied by the Group
A number of new standards and interpretations will come into effect
for the financial year beginning after January 1, 2015 and has not been
applied in preparing this financial report. None of these are expected to
have a material impact on the consolidated financial statements expect
for the following ones:

IFRS 9 Financial instruments handles classifications, measurement
and recognition of financial assets and liabilities. The full version of IFRS
9 was issued in July 2014. It replaces the parts of IAS 39, which addresses
the classification and valuation of financial instruments. IFRS 9 retains a
mixed valuation approach but simplifies this approach in certain respects.
There will be three valuation categories for financial assets, amortized
costs, fair value through other comprehensive income, and fair value
through income statements. How an instrument is to be classified de-
pends on the company s business model and instrument characteristics.
Investments in equity instruments are to be recorded at fair value through
the income statement but there is also an option upon initial recognition
to report instruments at fair value through other comprehensive income.
No reclassification to the income statement will take place at the disposal
of the instrument. IFRS 9 also introduced a new model for calculating
the loan loss reserve based on expected losses. For financial liabilities,
the classification and valuation do not change except in the case that the
liability is recognized at fair value through the income statement based
on the fair value option. Changes in value attributable to changes in credit
risk is then recognized in other comprehensive income. IFRS 9 reduces
the requirement for the application of hedge accounting by replacing the
80-125 criterion with a requirement for a financial relationship between
hedging instruments and hedged items and hedge ratio must be the
same as in risk management. Moreover, the hedge documentation is
changed a little compared with that being developed under IAS 39. The
standard is effective for the financial year beginning January 1, 2018. Earli-
er application is permitted. The Group has not yet assessed the impact of
the introduction of the standard.

IFRS 15 Revenue from contracts with customers regulates how
revenue is recognized. The principles behind IFRS 15 is to provide users
of financial statements more useful information about the company’s
revenue. The expanded disclosure requirements entails that information
about type of revenue, settlement date, uncertainties related to revenue
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recognition and cash flow attributable to the company s customer con-
tracts shall be provided. According to IFRS 15, revenue shall be recognized
when the customer obtains control of goods or services sold and have the
opportunity to use and receive the benefits of the product or service.

IFRS 15 supersedes IAS 18 Revenues and IAS 11 Construction contracts
and related SIC and IFRIC. IFRS 15 shall enter into force January 1, 2017.
The Group has not yet assessed the impact of the introduction of the
standard.

Basis of preparation

The consolidated financial statements have been prepared on a historical
cost basis, except for certain financial instruments that are valued at fair
value. Amounts are expressed in KSEK (thousands of Swedish kronor) un-
less otherwise indicated. MSEK is an abbreviation for millions of Swedish
kronor. Amounts or figures in parentheses indicate comparative figures
for 2013 and 2012, respectively.

Critical accounting estimates and judgments

The preparation of financial statements requires the use of certain

critical accounting estimates. It also requires management to exercise its
judgment in the process of applying the company’s accounting principles.
Estimates and judgments are continually evaluated and are based on
historical experience and other factors, including expectations of future
events that are believed to be reasonable under the circumstances.

The areas involving a higher degree of judgment or complexity, or
areas where assumptions and estimates are significant to the financial
statements, relate to the valuation of tax losses carried forward and deci-
sions regarding expensing or capitalizing development costs. For further
information, see accounting and valuation principles below and note 9.

Basis of consolidation
The consolidated financial statements comprise the financial statements
of Karo Bio AB and its subsidiaries at December 31 each year. The financial
statements of subsidiaries are prepared for the same reporting year as
the Parent Company, using consistent accounting policies. All intra-group
transactions, income and expenses, profits and losses and balance sheet
items resulting from intra-group transactions are eliminated in full in the
consolidated financial statements.

A subsidiary is a company over which the Parent Company has a
controlling influence. The Group controls a company when exposed to
or has the right to variable returns from its holdings in the company and
have the ability ta affect yields though their influence in the company. A
subsidiary is included in the consolidated financial statements as of the
date of the acquisition, being the day on which the Parent Company ob-
tains controlling influence, until that date where the controlling influence
ceases.

Acquisitions and goodwill

Acquisitions are recognized with the acquisition accounting method. The
acquisition is considered to be a transaction by which the Group indirectly
acquires the assets of the subsidiary and assumes its liabilities and other
obligations. The purchase value of an acquisition consists of the fair value
of the assets provided, equity instruments issued and liabilities incurred
or assumed at the date of exchange. Identifiable assets acquired and
liabilities and contingent liabilities assumed in a business combination are
initially valued at fair value on the acquisition date. The excess of the cost
of acquisition over the fair value of the Group’s share of the identifiable
net assets acquired is recognized as goodwill. Goodwill is reported as an
asset in the balance sheet. If the cost of acquisition is less than the fair
value of the net assets of the subsidiary acquired, the difference is recog-
nized directly in the income statement.

Shareholders’ equity in the subsidiary is entirely eliminated upon ac-
quisition. The Group’s equity comprises the equity in the Parent Company
and equity in the subsidiaries earned after the acquisition.

Goodwill is reviewed for impairment annually or more frequently
if events or changes in circumstances indicate that the carrying value
may not be recoverable. Where the recoverable amount is less than the



carrying value, an impairment loss is reported. The recoverable amount is
defined as the higher of an asset’s fair value less costs of disposal and its
value in use.

Foreign currency translation

The consolidated financial statements are presented in Swedish Kronor
(SEK), which is the functional currency of the company’s operations.
Transactions in foreign currencies are initially recorded at the functional
currency rate ruling on the date of the transaction. Monetary assets and li-
abilities denominated in foreign currencies are translated at the functional
currency rate of exchange ruling on the balance sheet date. Any differ-
ences in the rate of exchange arising from the translation are recognized
in the income statement. Non-monetary assets and liabilities that are val-
ued at cost are recognized at historical rates of exchange, i.e. at the rates
of exchange on the respective transaction dates. ltems measured at fair
value are translated at the rate of exchange on the valuation date.

Revenue recognition
Revenue is recognized to the extent that it is probable that the economic
benefits will flow to the Group and the revenue can be reliably measured.

Revenue from strategic research collaborations

Karo Bio may receive four types of revenues from its strategic collabo-
rative research projects: upfront payments, research funding, milestone
payments and royalties. The specific recognition criteria for the different
types of revenue described below must be met before revenue is recog-
nized.

Research funding is received periodically, often quarterly in advance,
as a fixed amount for a defined number of Karo Bio scientists working in
the project during the period. Research funding received is allocated over
the contractual period to which it refers.

Milestone payments are triggered when a certain result has been
achieved or a certain event has occurred, e.g. when compounds enter or
pass a major step in the development process, as defined in the research
collaboration agreement. These steps are usually linked to significant
decision points in the partner’s drug development process. A milestone
payment is accounted for when all requirements specified in the research
collaboration agreement for earning the milestone are met. Royalty
payments are based on the sale of finished partnered pharmaceutical
products in the market. Royalty payments are accounted for when they
are reported by the partner.

Other revenue

Revenue from out-licensing agreements other than research and devel-
opment collaborations can be either in the form of upfront payments

that is recognized as revenue when the conditions for receiving them are
fulfilled, or as license maintenance fees that are allocated over the dura-
tion of a specified license period. Karo Bio may also receive compensation
for services provided, which is recognized as revenue when contractual
terms are met.

Government grants and other public funding are recognized as other
operating income in the income statement over the period necessary to
match the grant to the cost that it is intended to compensate.

Interest income is recognized on a time proportion basis using the
effective interest method. Interest income is recognized as a financial item
and not included in operating profit and loss.

Taxes

Income tax

Income tax comprises current and deferred taxes. Income tax is recog-
nized in the income statement in respect of items recognized in the in-
come statement, and recognized directly in equity when the tax is related
to items recognized directly in equity.

Deferred tax is calculated as the difference between, on the one hand,
the tax base of assets and liabilities and, on the other hand, their carrying
amounts in the financial statements (temporary differences). Deferred tax
is calculated based on the tax rates estimated to apply to settlement of
the tax. As required by IAS 12 Income Taxes, deferred tax liabilities are rec-
ognized for all taxable temporary differences using the liability method.

Deferred tax assets are recognized only to the extent that it is prob-
able that future taxable profit will be available against which unused tax
losses and deductible temporary differences can be balanced. As Karo
Bio historically has reported losses, deferred tax assets are recognized

only when there is convincing evidence that sufficient taxable profits will
be available.

Value added tax (VAT)

Revenues, expenses and assets are recognized net of VAT. The net
amount of VAT recoverable from, or payable to, the Tax Agency is includ-
ed as part of receivables or payables in the balance sheet.

Intangible assets

Acquired intangible assets are reported as assets in the balance sheet.
Intangible assets acquired separately are initially recognized at acqui-
sition cost. The cost of intangible assets in an acquisition is recognized

at fair value on the date of the acquisition. Following initial recognition,
intangible assets are carried at cost less any accumulated amortization
and any accumulated impairment losses. Internally generated intangible
assets are not capitalized and expenditure for these is charged against
profits in the year in which the expenditure is incurred, with the exception
of capitalized development costs (see below).

The period of use of all intangible assets of the Group have been
assessed to be finite. Intangible assets with finite use, are amortized over
their economic life and assessed for impairment whenever there isan in-
dication that the intangible asset may be impaired. The amortization pe-
riod and amortization method for an intangible asset is reviewed at least
at each financial year-end. Changes in the expected period of use or the
expected pattern of consumption of future economic benefits embod-
ied in the asset is accounted for by changing the amortization period or
method, as appropriate, and treated as changes in accounting estimates.
The amortization expense is recognized in the income statement in the
expense category consistent with the function of the intangible asset.

Research and development costs

Costs regarding development activities shall, as stipulated by IAS 38
Intangible Assets, be capitalized and reported in the balance sheet if
certain criteria are met, while research costs are expensed as incurred. An
intangible asset arising from development expenditure is recognized only
when the Group can demonstrate the technical feasibility of completing
the intangible asset so that it will be available for use or sale; its intention
to complete and its ability to use or sell the asset; how the asset will gen-
erate future economic benefits; the availability of resources to complete;
and the ability to reliably measure the expenditure during the develop-
ment. To date the Group has expensed all development costs as incurred
since the recognition criteria for capitalization have not been met.

Property, plant and equipment

Property, plant and equipment are stated at historical cost less accumu-
lated depreciation and any accumulated impairment losses. Historical
cost includes, in addition to the purchase price, expenses directly related
to bringing the asset into use. The difference between cost and estimated
residual value is depreciated on a straight-line basis over the useful life of
the assets.

The carrying values of property, plant and equipment are reviewed for
impairment when events or changes in circumstances indicate that the
carrying value may no longer be recoverable. The assets’ residual values
and useful lives are reviewed, and adjusted if appropriate, at each financial
year-end.

Depreciation and amortization of non-current assets

Property, plant and equipment and intangible non-current assets are
depreciated and amortized, using a straight-line depreciation and amor-
tization method, over their estimated useful life based on the asset’s cost
as per the following schedule.

Year

Licenses 3-10
Laborstary spment
Leasehold improvements, IT equipment and other equipment 4

Impairment of non-current assets

At each reporting date the Group assesses whether there is an indication
that an asset may be impaired. If any such indication exists, the Karo Bio
Group makes an estimate of the asset’s recoverable amount. Where the
carrying amount of an asset exceeds its recoverable amount, the asset

is considered impaired and is written down to its recoverable amount.
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Impairment losses of continuing operations are recognized in the income
statement in the expense categories consistent with the function of the
impaired asset.

Investments and other financial assets

Financial investments in the scope of IAS 39 Financial Instruments:
Recognition and Measurement are classified as either financial assets at
fair value through profit and loss, loans and receivables, held to maturity
investments, or financial assets available for sale. When financial assets
are recognized initially, they are measured at fair value plus directly attrib-
utable transaction costs, except for financial assets at fair value through
profit and loss for which attributable transaction costs are included in the
income statement. The classification of a financial asset is determined at
initial recognition.

Loans and receivables are non-derivative financial assets with fixed
or determinable payments that are not quoted in an active market. Such
assets are carried at amortized cost using the effective interest method.
Gains and losses are recognized in income when the loans and receiva-
bles are derecognized or impaired.

Currency forward contracts

Karo Bio may hedge known future cash flows in foreign currencies from
large currency rate fluctuations as provided in the company’s financial
policy. In this respect, a certain level of assurance must exist in order to
consider possible transactions and related cash flows. Currency hedging
is accomplished through currency forward contracts. In accordance with
IAS 39, all derivatives are to be measured at fair value defined as market
value by Karo Bio. The derivatives which can be used by the company
do not qualify for hedge accounting in accordance with IAS 39. The
classification of these instruments provides for them to be reported in
the balance sheet at fair value with changes in fair value included in other
operating income and expenses in the income statement.

Short-term investments

Short-term investments consist of investments in money market instru-
ments, highly liquid bonds with maturities of less than five years and
investments in highly liquid fixed income mutual funds. Short-term invest-
ments are classified as financial assets at fair value through profit or loss
(financial assets held for trading purposes). This entails that the assets are
stated at fair value in the balance sheet, defined as market value.

Changes in fair value are included in financial items in the income
statement. Acquisitions and dispositions of short-term investments are
reported as of the transaction day, the day when Karo Bio is committed to
buy or sell the asset.

Fair value estimation of financial instruments measured in the balance
Sheet at fair value

When the group value on financial instruments at fair value, fair value is
determined using a valuation hierarchy. The different levels are defined as
follows:

* Level T: quoted prices (unadjusted) in active markets for identical
assets or liabilities.

* Level 2: inputs other than quoted prices included in level 1that are
observable for the asset or liability, either directly (as prices) or
indirectly (derived from process).

* Level 3:inputs for the asset or liability that are not based on observa-
ble market data (unobservable inputs).

According to Karo Bio’s financial policy, funds shall be invested in
financial instruments classified as level 1. The fair value of such financial in-
struments, traded in active markets, is based on quoted market prices on
the balance sheet date. A market is regarded as active if quoted prices are
readily and regularly available from an exchange, dealer, broker, industry
group, pricing service, or regulatory agency, and those prices represent
actual and regularly occurring market transactions on an arm’s length
basis. For further information, see note 28.

Trade and other receivables

Trade receivables, which generally have 30 day terms, are recognized and
carried at original invoice amount less an allowance for any uncollectible
amounts. Write-downs are made when there is objective evidence that
Karo Bio will not be able to collect the debts.

Cash and cash equivalents
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Cash and cash equivalents in the balance sheet comprise cash at banks
and in hand and short-term deposits with an original maturity not ex-
ceeding 90 days. Other short-term investments are reported as financial
assets at fair value through profit and loss. See notes 16 and 28 for further
information on the classification of Karo Bio’s short-term investments.

For the purpose of the consolidated cash flow statement, cash and
cash equivalents consist of cash and cash equivalents as defined above.
The cash flow statements for each year show direct cash flows from
investment and financing activities. The operational cash flow is based on
the indirect method.

Provisions

Provisions are recognized when the Group has a legal or constructive ob-
ligation as a consequence of a past event, and it is probable that an out-
flow of resources embodying economic benefits will be required to settle
the obligation, and that a reliable estimate can be made of the amount of
the obligation. The expenses relating to any provision is presented in the
income statement net of any reimbursement.

Pensions and other post-employment benefits

Salaried employees in Sweden are secured by the ITP 2 plan’s defined
benefit pension obligations for retirement and family pension by insur-
ance in Alecta. In accordance with an announcement (UFR 3) from the
Swedish Financial Reporting Council, this arrangement is considered a
defined benefit multi-employer plan. For the financial year 2014, the Com-
pany had access to information in order to account for its proportionate
share of the plan s obligations, plan assets and costs, which meant that
the plan has not been possible to account for as a defined benefit plan.
The pension plan ITP 2, which is secured though insurance an Alecta is
recognized as a defined contribution plan. The premium for the defined
benefit retirement and family pension is individually calculated and is
dependent on factors including salary, previously earned pension an ex-
pected remaining working lives. Expected charges for the nest reporting
period for ITP 2 insurance with Alecta amounted to MSEK 1.0 (2014: MSEK
11). The Group “s share of the total contributions to the plan amounts to
0.006 per cent (2013: 0.005 per cent).

The collective consolidation level is the market value of Alecta s assets
as a percentage of the insurance obligations calculated according to
Alecta’s actuarial methods and assumptions, which are not consistent
with IAS19. The collective consolidation level is normally allowed to vary
between 125 and 155 per cent. If Alecta s collective consolidation level is
below 125 per cent or above 155 per cent action must be taken in order
to create conditions for the consolidation to return to normal range. At
low consolidation, a measure can be to raise the agreed price for new and
expansion of existing benefits. At high consolidation, a measure can be to
introduce premium reductions. At the end of 2014, Alecta’s surplus in the
form of collective consolidation level was 143 per cent (2013: 148 per cent).

Termination benefits are payable when employment is terminated
before the normal retirement date, or whenever an employee accepts
voluntary redundancy in exchange for these benefits. Karo Bio recognizes
termination benefits when it is demonstrably committed to either termi-
nating the employment with current employees according to a detailed
formal plan without possibilities of withdrawal; or providing termination
benefits as a result of an offer made to encourage voluntary redundancy.

Lease agreements

Karo Bio has entered into lease agreements with third parties in the
ordinary course of business. These contracts are for office and laboratory
space, laboratory equipment, automobiles and other equipment. Leasing
contracts are classified as either financial or operating, depending on the
terms of the lease.

A financial lease transfers substantially all the risks and benefits
incidental to ownership of the leased asset to Karo Bio. All other lease
contracts are considered operating leases.

Financial leases are capitalized at the inception of the lease at fair val-
ue of the leased property or, if lower, at the present value of the minimum
lease payments. Thus, the equipment under lease is recorded as an asset
and the net present value of future minimum lease payments is recorded
as a liability. Lease payments are apportioned between finance charges
and reduction of the lease liability so as to achieve a constant rate of inter-
est on the remaining balance of the liability. Finance charges are charged
directly against income.

Capitalized leased assets are depreciated over the shorter of the esti-
mated useful life of the asset and the lease term, if there is no reasonable



certainty that the Karo Bio Group will obtain ownership by the end of the
lease term. Property, plant and equipment are depreciated as described
under the heading Depreciation and amortization of non-current assets.

Operating lease payments are recognized in the income statement over
the lease term in the period they relate to.

Stock option program
Karo Bio currently has no share-based incentive programs.

Segment reporting

Operating segments are reported in a manner consistent with the
internal reporting provided to the chief operating decisionmaker. The chief
operating decision-maker is the function responsible for allocating resourc-
es and assessing performance of the operating segments. In Karo Bio, this

NOTES

NOTE 1 NET SALES

function has been identified as the Group’s executive management team.
Karo Bio’s operations entail only one segment; research and development

of drugs, and the consolidated income statement, balance sheet, cash flow

statement and the associated notes regard this single segment.

THE PARENT COMPANY
The annual report of the Parent Company is prepared in accordance with
the Swedish Annual Accounts Act and in compliance with the Swedish
Financial Accounting Standards Council's Recommendation RFR 2 and
statements from the Financial Accounting Standards Council. The Parent

Company’s accounting and valuation principles are the same as the Group’s

with the exception for leasing. In the Parent Company;, all leasing contracts
are reported as operating leases.

Net sales for 2014, 2013 and 2012 consisted of research payments for collaboration projects.

NOTE 2 PERSONNEL AND REMUNERATION TO MEMBERS OF THE BOARD AND EXECUTIVE MANAGEMENT

All of the Group’s employees are employed by the Parent company, consequently, the information provided below is the same for the Parent

Company and the Group.

AVAREGE NUMBER OF EMPLOYEES 2014 2013 2012
Number of Number of Number of
emploeeys men emploeeys men emploeeys men
Huddinge, Sweden 39D 21 40 22 51 28
Total 39 21 40 22 51 28
WAGES, SALARIES, OTHER REMUNERATION 2014 2013 2012
AND SOCIAL SECURITYY EXPENSES eeessmmssssn il S0l B
Social security Social security Social security
Wages, expenses Wages, expenses Wages, expenses
Salaries, other (of which Salaries, other (of which Salaries, other (of which
remuneration pension costs) remuneration pension costs) remuneration pension costs)
Board and CEO 3572 1461 2976 1477 3190 1450
N (464) (424) (507)
Other employees 29888 1693 23996 11529 35313 18 006
(3545) (3090) (5036)
Total 33460 13154 26972 13006 38503 19 456
(4 009) (3514) (5543)

Of wages, Salaries, other remuneration, KSEK 2,142 (1,993 and 2,205) refers to the President.

DAt year-end, the number of employees were 24.

REMUNERATION TO BOARD MEMBERS

The Board consists of six Board members elected by the annual general
meeting (AGM) and two Board members with one deputy appointed by
employee organizations.

The Chairman of the Board receives annual remuneration of KSEK
420, each Board member who is not paid as an employee or consultant
by the company receives KSEK 150 based on the decision at the 2014
annual general meeting. In 2014, a total of KSEK 818 (1,200 and 956,
respectively) was paid in Board members’ fees. Board members are
reimbursed for direct expenses such as travel costs. All committee work
is done by the full Board, and thus no specific committee fees are paid.

Two of the Boards members in 2014 performed certain consultancy
services to Karo Bio outside the normal board work, which included
advice in preclinical projects, representing an invoicing value totaling
KSEK 297. Total expensed compensation for 2014 for each member of
the Board is specified in the table on the next page.

REMUNERATION TO EXECUTIVE MANAGEMENT

The Board of directors has decided that the full Board should carry out
the tasks that are to be performed by the compensation committee and
thus deal with all matters regarding executive management compensa-
tion and benefits.

The guidelines for remuneration of the executive management
adopted by the AGM 2014, as well as the Board’s proposal for guidelines
to be adopted by the AGM 2015, are included in the Administration re-
port. Below is a description of the application of the guidelines in 2014.

Members of the executive management are paid a fixed monthly sa-
lary, and some executives have received other benefits in 2014, such as
health care insurance. In 2014, one member of executive management
has participated in a bonus program. Executive management is entitled
to pension benefits in accordance with the nationwide ITP Plan as are
all other Swedish employees, unless otherwise stated. Pension benefits
are based on a retirement age of 65 years and paid as long as the retiree
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lives. Paid salary including bonus qualifies for pension benefits. The
ITP Plan provides for no pension benefits for annual salaries currently
exceeding KSEK 1,707.

Executive management has also been eligible to participate in com-

panywide share-based incentive programs that occur from time to time.

Karo Bio currently has no such programs.

No allocation was made in 2014. See note 27 Stock Option Programs
for further information.

At year-end 2014, the executive management consisted of, in
addition to the CEQ, three (four) persons, whereof one (two) women.
The management consists of Maria Sjéberg, Chief Scientific Officer re-
sponsible for Preclinical Research and Development, Henrik Palm, Chief
Financial Officer and responsible for Human Resources, and Mark Far-

AGREEMENTS REGARDING SEVERANCE PAY

The CEO has a notice period of six months and is entitled to six months’
salary as severance pay if employment is terminated by the company.
Other members of executive management have a notice period of six
months and are not entitled to severance pay.

TRANSACTIONS WITH RELATED PARTIES

Karo Bio has not granted any loans, guarantees, or surety to or for

the benefit of any of its Board members, executive management

or auditors. Apart from the exceptions stated below and under the
heading remuneration to Board members, none of the company’s Board
members or executive management has directly or indirectly participa-
ted in any business transactions with the company during the current or

previous fiscal year. None of the company’s auditors have participated
in any such transactions.

mery, Head of Business Development. On February 4, 2015 Per Bengts-
son left the company and Maria Sjéberg was appointed as new CEOQ.

Remuneration and other benefits during the year to the

board of directors an executive management Board remu-

neration/ Variable Other  Share-based Other Pension
KSEK Base salary salary benefits remuneration remuneration expense Total
Board of Directors
Anders Lénner (Chairman since AGM 2014) s . - 200 S s
Gran Wessman (Chairman until AGM 2014) xnw . _ - )
N gy
Per-Anders Johansson 150 - - - - - 150
Sibylle Lenz s - - 0
Thomas Hedner (member since AGM 2014) o o o - 97 S 0
Anders Waas (member until AGM 2014) /A - - - - -y
Executive management
Per Bengtsson, CEO 2142 - - - - 450 2592
Otherhfé%ﬂbers of Executive managemehf(é persons) o 3268 . ) o 8 B o o 773 . N 40497
Total 6543 - 8 - 297 1223 8071

Comments to the table:

+ Other benefits refer mainly to company car benefits and health care insurance.
» Pension expense refers to the expense that affected earnings as recognized in
accordance with IAS 19 for the year. See Accounting and valuation principles
and note 3 for further disclosures concerning the terms and conditions of

pension benefits.

NOTE 3 PENSION COSTS

Commitments for retirement and family pension under the ITP plan are secured through an insurance arrangement with Alecta Pension insurance
(Alecta). Premiums regarding pension insurance with Alecta total KSEK 1,052 (949 and 1,590, respectively) for the year and premiums to other pension
institutions under the ITP plan total KSEK 2,958 (2,564 and 3,953, respectively).

Alecta’s surplus may be allocated to the insurance holders and the insured. At year-end, Alecta’s surplus in the form of total consolidation level
amounted to 143 per cent (148 and 129, respectively). The total consolidation level is defined as the market value of Alecta’s assets as a percentage
of the actuarial commitments determined as per Alecta’s assumptions, which are different from IAS 19 employee benefits. Please refer to Accoun-
ting and valuation principles for additional information on pensions.

NOTE 4 OPERATING EXPENSES BY TYPE
Operating expenses are distributed on expense type as follows.

................................. Group ... ....Parentcompany

2014 2013 2012 2014 2013

Depreciation -1867 -1434 -1748 -1804 -1353
Personnel costs T 4e091 39869 58033 46091 39869
Faciities costs 6242 7873 9661 6242 7873
External costs 35407 23787 63530 35558 23886
Other operating income and expenses 92 3676 51 92 nz
89515 -69 287 132921 -89 603 72864
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NOTE 5 DEPRECIATION AND AMORTIZATION
Depreciation and amortization costs are allocated to the company’s functions and types of assets as follows.

Group Parent company
Note 2014 2013 2012 2014 2013
Function
Administrative costs Al 233 333 Al 233
Research and development costs 1656 1201 1415 1593 1120
1867 1434 1748 1804 1353
Type of asset
Licenses 12 - - - - -
Equipment 13 1867 1434 1748 1804 1353
1867 1434 1748 1804 1353
NOTE 6 OTHER OPERATING INCOME AND EXPENSES
Group Parent company
2014 2013 2012 2014 2013
Exchange ga'\ns and Io;ses, net - N - N - 7 92 - n7z ) 7288 m 7 92 ) W
Income frpm acquiswt\'qn pf KB Odenp{an Fast\ghetrerrr” - N - 7 - - 37559 ) =] 7 - ) -
Other = - 339 = -
" Net after transaction costs, see the Administration report, page 19. 92 3676 51 92 n7
NOTE 7 INTEREST INCOME AND OTHER SIMILAR INCOME
Group Parent company
2014 2013 2012 2014 2013
Interest income, capital gains/losses and dividends from short-term investments 186 333 1818 186 330
Fair value gains and losses = -135 -308 = -135
186 198 1510 186 195

NOTE 8 NOTE 8 INTEREST EXPENSE AND OTHER SIMILAR EXPENSES

Interest expense and other similar expenses for the Group amounted to KSEK 13 (18 and 15, respectively) relates of interest charges on banking
accounts and financial leasing (see also note 20). For the Parent company, the entire amount of KSEK 2 (3) refers to interest charges on accounts
payable.

NOTE 9 TAXES

Since Karo Bio is reporting losses for income taxation it is currently not paying any income taxes. Karo Bio has not recognized any deferred tax
assets in relation to the unutilized tax losses carried forward as there is no convincing evidence, according to the definition in IAS 12, that sufficient
future taxable profits will be available. At year-end, the Parent Company “s unutilized tax losses carried forward amounted to MSEK 2,211 (2,134 and
2,238, respectively). The Parent Company s unused tax losses impacted in 2013 primarily to the acquisition of Odenplan KB but also of the 2013
results. For Swedish limited companies, there are no temporal limitation on the ability to utilize tax losses.

RECONCILIATIONBETWEEN ACTUAL AND NOMINALTAX Group ] Parent company
2014 2013 2012 2014 2013
Reported loss brerfprrertrax VVVVVVVVVVV | -59282 | - -22078 ) - -98254 .. -59 281 | -22084
Tax at nominal tax rate 22.0 % (26.3% and 26.3% respectively) 13042 4857 25841 13042 4859
Tax effect frrbﬁrw deduc‘ub\e items not recorded as expenses 1847 - 1161 1847 -
Tax effect from h:c%ri-:(i:é(:iuct\'ble items not recorded as revenue " -16 -26 620 - -16 -26 620
Tax effect from other non-deductible items -16 758 =27 -16 758
Tax effect of I:o:s:s:eis:féir:v:vh\'ch no deferred tax assets are recognized | :—14:85:7 | e ) —:26:975 .. :—14:85:7 | -
Tax effect of previously unrecognized loss carryforwards - 21005 - - 21003
Tax on reported loss 0 0 0 0 0

! Refers to KB Odenplans properties in its entirety

NOT 10 LOSS FOR THE YEAR
The entire loss is related to the Parent company’s shareholders, no minority interests exist.
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NOTE 11 LOSS PER SHARE

Loss per share is calculated as the loss for the year in relation to the weighted average number of shares outstanding during the year. Warrants
are non-dilutive as exercise of warrants would decrease the loss per share reported for 2012-2014. Per share data is calculated based on the
following number of shares.

NUMBER OF SHARES OUTSTANDING

(000) 2014 2013 2012
Weighted-average during the year 648 788 581104 458 380
At year-end 676 263 583185 458 380

The number of shares for periods prior to rights issues has been adjusted for the bonus element in accordance with IAS 33 Earnings per share.

NOTE 12 LICENSES AND SIMILAR RIGHTS

Licenses and similar rights consist of exclusive rights to technologies licensed from Duke University, Durham, North Carolina in 2001 and licenses
from University of California, San Francisco for scientific rights that were acquired in 1996. In 2007, a follow-up investment of KSEK 3,460 was made
in the license from Duke University, in accordance with the terms of the license agreement.

Group Parent company
2014 2013 2012 2014 2013
Opening balance acquisitoncost 7 33779 33779 - 33779 7 74719 749
Acquisitions - - - - -
Closing balance acquisition cost 33779 33779 33779 74 719 74 719
Opemnrgrba\rarncre Vamgljtrizre;trion 77777777777777777 7 -33 7797 ) 7337779 ) 7337779 7 -74 7197 ) 7j74 719
Depreciation for the year = - - - _
Closing balance accumulated amortization -33779 -33779 -33779 -74 719 -74 719
Net book value 0 0 0 0 0
NOTE 13 EQUIPMENT
Group Parent company
2014 2013 2012 2014 2013
Opening balarrmrcgqcrqu'\sition cost 73 707 ) 7757408 ) ”78 506 65 215 - 56 919
Acquisitons 1 424 - 2164 - 6737 1416 - 2 161
Sales and discards -142 -3865 -3735 -142 -3865
Closing balance acquisition cost 74 989 73707 75 408 66 489 65 215
Opening balanrcrerdepreciat\on 77777777777777777 -69 207 ) 7—717637 7 772 948 -60899 7 ,_,63 410
Sales and dis;a(qs 777777777777777777 135 - 3864 3059 135 - 3864
Depreciation for the year -1867 -1434 -1748 -1804 -1353
Closing balance accumulated depreciation -70 939 -69 207 -71637 -62 568 -60 899
Net book value 4050 4500 377 3921 4316

Laboratory equipment with a carrying value of KSEK 129 (184 and 262, respectively) in the Group is financed through capital leases.

NOTE 14 PARTICIPATION IN GROUP COMPANIES

Parent company

2014 2013
Opening balance acquisition cost 5680 - 74 4QO
Acquisition = - 1 280
Liguidation -1280 -
Closing balance acquisition cost 4 400 5680
Opening balance depreciation -5530 -4 250
Depreciation = -1280
Liguidation 1280 -
Closing balance accumulated depreciation -4 250 -5530
Net book value 150 150
Name Domicile Reg.no. Holding No. Of shares Book value
Karo Phqrma AB - - Hudrdringe,r Sverige - - 556588-3641 - - - 100 - - ~ 1000 7 ) 7 7 100
Karp B\orDiscqveryrAB - - Hudrqinge,r Sver\ge - - ) 7556880-157471 - - - - WOO - - - 750 OOO 7 ) 7 7 7570
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NOTE 15 PREPAID EXPENSES AND ACCRUED INCOME

................................ Group ... ... Parentcompany
Amount at December 31 2014 2013 2012 2014 2013
Prepaid rent 1222 1182 1746 1222 1182
Prepaid msuraﬁéé 325 389 389 325 389
Prepaid Mcenseisia:nd other IT related e>:<r:3:enses 1133 1762 6:39 1133 1762
Other 372 443 8127 372 443
3052 3776 10 901 3052 3776

NOTE 16 FINANCIAL ASSETS AT FAIR VALUE THROUGH PROFIT OR LOSS

Financial assets at fair value through profit or loss consist of investments in liquid bonds with maturities of more than 90 days but less than five

years at the time of acquisition.

NOTE 17 CASH AND CASH EQUIVALENTS

................................ GIOUD  oeeres o POTENECOMBANY
Amount at December 31 2014 2013 2012 2014 2013
Short-term investments with maturities of less than 90 days -
Cashand bankbalances 51609 22799 28024 51549 22619
Cash and cash equivalents 51609 22799 28024 51549 22 619

NOTE 18 SHAREHOLDER 'S EQUITY

Share capital consists of 676,263,158 shares (495,947,369 and
387,063,972, respectively) with a par value of SEK 0.02 (0.02 and
0.02, respectively). In April 2014, a new share issue with preferential
rights for existing shareholders which resulted in 165,315,789 new
shares, and a directed share issue to Anders Lénner of 15 million new
shares. The total process resulted in an increase in share capital from
KSEK 3,606 to KSEK 13,525. In total, the new share issue generated
KSEK 76,351 in net proceeds after transactions costs of KSEK 8,398.
On April 27, 2012, the AGM decided on to reduce the share capital

to MSEK 7.7. In December 2012, a share issue with preferential rights
to existing shareholders was carried out, resulting in 108,883,397

NOTE 19 NON-CURRENT LIABILITIES

new shares for a total of 495,947,369 shares and an increase in share
capital of KSEK 2,178 (whereof KSEK 2,178 was registered in January
2013) to KSEK 9,919 (whereof KSEK 7,741 was registered at the end
of 2012 and KSEK 2,178 was registered in January 2013). In total, the
rights issue generated KSEK 28,249 in net proceeds after transac-
tions costs of KSEK 4,416.

At year-end, there were no outstanding warrants. No warrants were
exercised during 2012, 2013 or 2014.

In accordance with the Board’s policy for dividend, the Board of di-
rectors will propose to the annual general meeting to be held on April
29, 2015, that no dividend shall be paid for the financial year 2014.

The balance sheet item non-current liabilities comprises future lease payments on leased equipment only. None of the non-current liabilities falls

due more than five years after the balance sheet date. See note 20.

NOT 20 CAPITAL LEASES

The present value of future minimum lease payments is reported as a liability in the balance sheet. Such payments fall due as outlined below.

e GrOUR
Amount at December 31 2014 2013 2012
Within one year 137 195 277
Later than 5he, but within ﬁvé years
Later than frw'\)e years h
137 195 277

Variable fees, which mean the difference between the interest when entering into the agreement and paid interest, are included in operating
expenses during the year and amount to KSEK O (1and 8, respectively). Capital lease contracts entered into in the year amounted to KSEK 8 (2
and 350, respectively). The capital lease contracts pertain to laboratory equipment with a carrying value of KSEK 184 (184 and 262, respectively).
The interest rate in lease contracts is variable and linked to the Swedish general interest rate. Karo Bio has the right to extend the leasing period or
acquire, direct or indirectly via another entity, the equipment at a predetermined price upon expiration of the contract.
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NOTE 21 ACCRUED EXPENSES AND DEFERRED INCOME

e SO ) Parent company
Amount at December 31 2014 2013 2012 2014 2013
Accrued emprlqygerrrer\ated expenses 10 876 4093 3487 10 876 | 4093
Deferred income 330 10 389 330
Accrued reserarréhra'n'd development expenses 2243 633 2884 2243 633
Other 1162 533 1509 1162 533
14 281 5589 18 269 14 281 5589

NOTE 22 CONTINGENT LIABILITIES

In 2013, Karo Bio was awarded a research grant of MUSD 0.5 from the
National MS Society with conditional repayment. In the event that
Karo Bio manages to out-license the ERbeta project, MS Society is
entitled to 20 per cent of what Karo Bio from time to time receives in the
form of milestone payments and similar payments up to a cumulative
amount of five times the financing provided corresponding to MUSD 2.5.

Karo Bio’s collaboration agreements with former partners Abbot
Laboratories and Bristol-Myers Squibb remain in effect. The agre-
ements have varying terms in the event that one of the parties wishes
to conclude its active participation.

Certain situations stipulate mutual rights of participation in the
other party’s future revenue from a concluded collaboration or
compound surrendered. Regarding the agreement with Bristol-Myers
Squibb and the compound KB2115 (eprotirome), Karo Bio is obligated
to pass on part of its future revenue from the compound to Bristol-My-
ers Squibb, both in the form of one-time payments from a licensing

NOTE 23 ADDITIONAL INFORAMTION ON CASH FLOW STATMENTS

partner and in the form of royalty payments on future product sales.

Pursuant to agreements with a handful of external partners, they
are entitled to royalty and/or milestone payments attributable to Karo
Bio’s future revenues. One agreement gives the counterparty the right
to receive a milestone payment and royalty payments attributable
to Karo Bio’s future US-related revenues from the thyroid receptor
area. These payments constitute, in full, a limited share of Karo Bio’s
future revenue in this area. Another agreement gives the counterparty
the right to royalty payments of 5 per cent attributable to Karo Bio’s
future revenue from certain indications within the GR area.

Karo Bio has also entered into an agreement with staff to waive
salary under 2013 in exchange for certain compensation in the event
that the company have reported net profits by the end of 2017. At
maximum, this can amount to MSEK 2.9 including social security
contributions.

Group Parent company
2014 2013 2012 2014 2013
Interest received 184 446 3040 184 443
Interest paid -2 -3 -3 ) =2 -3

Income taxes paid

NOTE 24 OPERATING LEASING

Leasing costs for the year amounted to KSEK 4,063 (5,538 and 6,535, respectively) for the Group and KSEK 4,125 (5,628) for the Parent Company.
Future minimum lease payments on non-cancelable lease contracts fall due as follows. Most contracts state lease payments that are either linked to
inflation or based on flexible interest rates. The leasing agreements relate to laboratory and office space and laboratory equipment.

e OTOUR s o] Parent company
Amount at December 31 2014 2013 2012 2014 2013
Within one year 4064 4062 5832 4119 4142
Later than one, but within five years 4064 8120 16 038 4064 8120
Later than five years
8128 12182 21870 8183 12262

NOTE 25 INTER-COMPANY PURCHASES AND SALES
Karo Bio AB did not purchase any services from subsidiaries in 2014, 2013 or 2012.
NOTE 26 REMUNERATION TO AUDITORS
GROUP AND PARENT COMPANY (KSEK) 2014 2013
PwC

-Auditing commission 7 7410 . 485
-Auditing in addition to the audit commission 7 7104 . BW
-Tax guidance 7 9 . 35
-Other assignments . )
Total 523 651
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NOTE 27 STOCK OPTION PROGRAMS

There are currently no stock option programs in Karo Bio.

NOTE 28 FINANCIAL INSTRUMENTS, LIABILITIES AND RISK

FINANCIAL INSTRUMENT PER CATEGORY

Liabilitiesand  Financial assets at fair

accounts value through profit Financial assets that
31 December 2014 receivable or loss may be sold Total
Assets on the balance sheet
Derivat'\\r/érihstrumentsr . - - - . O
Account:s: r:e:ceivable ar:u:i:other recei:v:a:biles (exc\udirﬂgi; accrued rv:e:ci:v:ables) 483 - - B 4:8:3
Cash and cash equivalents 51609 - - 51609
Total 52092 0 0 52092
Liabilities at fair value Other financial
through profit or loss liabilities Total
Liabilities on the balance sheet
Liabilities regarding financial leasing - 137 137
Accounfé béyble and ortrhrer \iabi\itieé ék\uding noﬁ-ﬁnancia\ debrtr S - 37715 . N 3 7.1.5
Total 3852 3852
Liabilitiesand  Financial assets at fair
accounts value through profit Financial assets that
31 December 2013 receivable or loss may be sold Total
Assets on the balance sheet
Derivat'\\r/érirrwstrumentsr . - o N 7144 . - 144
Accountisi r:e:ceivable ani(i:iiother recei:\/;a:biles (exc\udirﬁgi; accrued rv:e:ci:v:ables) 6463 - - 6 463
Cash and cash equivalents 22799 - - 22799
Total 29 262 144 0 29 406
Liabilities at fair value Other financial
through profit or loss liabilities Total
Liabilities on the balance sheet
Liabilities regarding financial leasing - 196 196
Account; béyable andrortrher \\abilitiéé é*c\uding néﬁgf\nancial debt 777777777 - 8 97574 . - 8 954
Total 0 9150 9150
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RISKS

Karo Bio, like any other business enterprise, is exposed to various risks
that change over time. The relevant risks for Karo Bio can be broken
down into commercial risks and financial risks. Karo Bio’s financial policy
determines allocation of responsibility for the finance operations, which
financial risks the company is willing to assume and guidelines for how
such risks are to be reduced and managed. Financial risk management

is centralized and is the responsibility of the chief financial officer. The
policy, which is reviewed and approved annually by the Karo Bio Board of
directors, is developed to control and manage the following risks:

* Foreign currency risk

* Funding risk

* Liquidity risk

* Interest rate risk

* Credit risk in investments

FOREIGN CURRENCY RISKS
Changes in foreign currency rates have an impact on Karo Bio’s earnings
and equity in different ways:
« Earnings are affected when revenues and expenses are denomina-
ted in different currencies - transaction risk
* Earnings are affected when assets and liabilities are denominated in
different currencies - translation risk

Operational currency risks

Karo Bio operates in an international industry. Most of the company’s
revenues have been denominated in US dollar and approximately 83 (84
and 65, respectively) per cent of expenses are incurred in Swedish krona.
The remainder of Karo Bio’s expenses is mainly denominated in euros,
British pounds (GBP) and US dollars (USD). This leads to an exposure to
currency fluctuations, a combination of translation and transaction risks.
Karo Bio’s reporting currency is Swedish krona.

The table on the next page indicates the effect on Karo Bio’s revenues
and operating result, if the Swedish krona is strengthened by 10 per cent.
Both translation and transaction risks have been considered. The total effect
on the operating result would be MSEK -11 (-3.4 and 1.4, respectively).

At year-end 2014, there were no active forward contracts. At year-
end 2013, the total nominal value of existing currency forward contracts
was MSEK 5.5, with an average time to maturity of O months. At year-
end 2013, the unrealized gain on these contracts amounted to MSEK O.1.
At year-end 2012, were there no active forward contracts. There were
no active currency forward contracts at 2014, 2013 or 2012, and the
operating losses for these years have not been affected by any matured
currency forward contracts.

Financial currency risks

Risks in financial flows related to liabilities and investments is reduced
by making investments in Swedish krona, unless an investment using a
foreign currency would serve as a hedge of an existing exposure.

Funding risk

The risk that the company will not have access to necessary financing at
all times is defined as funding risk. From time to time, the company has
raised additional funds in the capital market to secure sufficient funds for
the operations and stability of the company. The aim is to always have
sufficient capital for at least 12 months of operations. A recurring review
of funding needs is carried out in combination with an assessment of
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capital market developments to evaluate financing strategies. For further
information, see under the headline continued operations in the Admi-
nistration report.

The equity credit facility entered into in connection with the new
share issue in 2010 was adjusted during the third quarter of 2011 so that it
could be utilized at the then current share price, which is not possible at
the prevailing share price. The mandate to utilize the credit facility will be
annually submitted to the Annual General Meeting. The option to utilize
the equity credit facility expired in the fourth quarter 2013.

Liquidity risk

Liquidity risk refers to the risk that the company will not have sufficient
monetary assets readily available to pay current foreseen or unforeseen
expenditures. The risk is associated with the supply and maturity of
short-term investments and the risk that there is no market for a specific
instrument that the company intends to sell. Liquidity risk is managed by
structuring the maturities of investments based on cash flow forecasts
and also by limiting investments in bonds with low liquidity on the
second-hand market. Weighted remaining duration of short-term invest-
ments was O months (O and 3 respectively) at year-end.

Interest rate risk

Interest rate risk is the risk that a change in interest rates will cause a ne-
gative impact on the value of interest-bearing assets. In accordance with
policy, investments are made with variable terms and maturities. The
immediate impact on short-term investments if the interest rate would
decrease by one percentage is O per cent (O and 0.22, respectively) or
MSEK O (0 and 0.1, respectively).

Credit risk in investments
Credit risk refers to the risk that Karo Bio will not receive payment for an
investment. The credit risk is divided into an issuer’s risk and a coun-
terpart’s risk. Issuer’s risk is the risk that the securities, which Karo Bio
owns, will lose their value because the issuer cannot meet its commit-
ments in the form of interest payments and payments on the due date.
Counterpart’s risk is the risk that the party that from which Karo Bio buys
investments from or sells investments to cannot provide securities or
fails to make payments as agreed.

The policy manages credit risk by regulating which parties Karo Bio
can do business with and what credit ratings are required for invest-
ments. There is no material concentration of credit risks.

Fair value of assets and liabilities

Short-term investments comprise investments in money market instru-
ments, highly liquid bonds with maturities of less than five years and
investments in highly liquid fixed income mutual funds. These assets are
classified as financial assets at fair value through profit and loss. This en-
tails that the assets are stated at fair value in the balance sheet, defined
as market value. Changes in fair value are included in financial items in
the income statement.

Karo Bio’s financial instruments are traded in active markets with
readily and regularly available quoted market prices which represent
actual and regularly occurring market transactions on an arm'’s length
basis. Thus, these are classified as level 1according to IFRS 7. The fair
value of Karo Bio’s financial assets measured at fair value through profit
and loss, defined as the quoted price in the market, amounts to MSEK
0 (0 and 26, respectively). For other assets and liabilities, book value
corresponds to market value.



CURRENCY EFFECT (MSEK)

Effect on consolidated revenues and operating result before hedging transactions, when
the Swedish krona is strengthened by 10 per cent.

Operating
Currency Revenues profit/loss
usb -25 =22
Euro ' ' ' ' ' ' ' ' ' ' - 0,8
GBP - 03
Other
Total -2,5 =11

NOTE 29 SEGMENT INFORMATION

Based on the information that is processed by the Group’s management team and used to make strategic decisions, Karo Bio’s operations consists of a
single operating segment, namely research and development for drug discovery. When evaluating the business and in strategic discussions and decisions,
no break- downs are made of the business in additional operating segments. Development of Karo Bio’s drug projects is an integrated process coordinated
by project managers who report to the executive management.

Different parts of the organization are involved in this process to varying degrees at different stages of the development chain. Project managers establish
project budgets, including direct project costs, internal resources and timelines for the various activities. The executive management team evaluates
projects budgets and conducts regular monitoring of project costs and timelines. The following table shows how the revenue and assets are distributed by
geographic area.

e BrOUR

KSEK 2014 2013 2012
Revenues
Sweden - - - - - - - | 5793 960 236
RestofEurqpe - - - - - - - | =] ) - -
USA 24267 46 069 32937

30 060 47 029 33173
Non-current assets
Sweden 4050 4500 3771
RestofEurdbe N N N N N N N . o . 7 . 7
usa

4050 4500 377

The Company “s by far largest customer is Pifzer.
NOTE 30 TRANSACTIONS WITH RELATED PARTIES

Karo Bio has no transactions with related parties as defined in IAS 24 related Party disclosures to disclose other than those named in note 2 regarding
remuneration to members of the Board and executive management.

NOTE 31 SIGNIFICANT EVENTS AFTER THE END OF THE FISCAL YEAR
On February 4, Anders Lonner was appointed Executive Chairman and Maria Sjoberg was appointed CEO after Per Bengtsson.
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The Board of Directors and the CEO declare that the consolidated finan-
cial statements have been prepared in accordance with IFRS as adopted
by the EU and give a true and fair view of the Group’s financial position
and results of operations. The financial statements of the Parent
company have been prepared in accordance with generally accepted
accounting principles in Sweden and give a true and fair view of the
Parent company’s financial position and results of operations.

The statutory Administration report for the Group and the Parent
company provides a fair review of the development of the Group’s
and the Parent company’s operations, financial position and results of
operations and describes material risks and uncertainties facing the
parent company and the companies included in the Group.

The income statements and balance sheets will be presented for the
annual general meeting on April 29, 2015 for adoption

HUDDINGE APRIL 6 2015

Maria Sjoberg

Anders Lénner
Executive chairman

Christer Fahraeus
Board member

Thomas Hedner
Board member

Per-Anders Johansson
Board member

Goran Wessman
Board member

Sibylle Lenz
Board member

Bo Carlsson
Board member
Employee representative

OUR AUDIT REPORT WAS ISSUED APRIL 7, 2014

PricewaterhouseCoopers AB

Hakan Malmstrém
Authorized Public Accountant
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AUDITOR’S REPORT

To the annual meeting of the shareholders of Karo Bio AB (publ),
corporate identity number 556309 3359

REPORT ON THE ANNUAL ACCOUNTS AND
CONSOLIDATED ACCOUNTS

We have audited the annual accounts and consolidated accounts of
Karo Bio AB (publ) for the year 2014. The annual accounts and consol-
idated accounts of the company are included in the printed version of
this document on pages 18-38.

Responsibilities of the Board of Directors and the Managing Director
for the annual accounts and consolidated accounts

The Board of Directors and the Managing Director are responsible for
the preparation and fair presentation of these annual accounts and con-
solidated accounts in accordance with International Financial Reporting
Standards, as adopted by the EU, and the Annual Accounts Act, and for
such internal control as the Board of Directors and the Managing Direc-
tor determine is necessary to enable the preparation of annual accounts
and consolidated accounts that are free from material misstatement,
whether due to fraud or error.

Auditor’s responsibility

Our responsibility is to express an opinion on these annual accounts
and consolidated accounts based on our audit. We conducted our audit
inaccordance with International Standards on Auditing and generally
accepted auditing standards in Sweden. Those standards require that
we comply with ethical requirements and plan and perform the audit to
obtain reasonable assurance about whether the annual accounts and
consolidated accounts are free from material misstatement.

An audit involves performing procedures to obtain audit evidence
about the amounts and disclosures in the annual accounts and con-
solidated accounts. The procedures selected depend on the auditor’s
judgement, including the assessment of the risks of material misstate-
ment of the annual accounts and consolidated accounts, whether due to
fraud or error. In making those risk assessments, the auditor considers
internal control relevant to the company’s preparation and fair pres-
entation of the annual accounts and consolidated accounts 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. An audit also includes evaluating the
appropriateness of accounting policies used and the reasonableness of
accounting estimates made by the Board of Directors and the Managing
Director, as well as evaluating the overall presentation of the annual
accounts and consolidated accounts.

We believe that the audit evidence we have obtained is sufficient and
appropriate to provide a basis for our audit opinion.

Opinions

In our opinion, the annual accounts have been prepared in accordance
with the Annual Accounts Act and present fairly, in all material respects,
the financial position of the parent company as of 31 December 2014 and
of its financial performance and its cash flows for the year then ended in
accordance with the Annual Accounts Act. The consolidated accounts
have been prepared in accordance with the Annual Accounts Act and
present fairly, in all material respects, the financial position of the group
as of 31 December 2014 and of their financial performance and cash

flows for the year then ended in accordance with International Financial
Reporting Standards, as adopted by the EU, and the Annual Accounts
Act. The statutory administration report is consistent with the other
parts of the annual accounts and consolidated accounts.

We therefore recommend that the annual meeting of shareholders
adopt the income statement and balance sheet for the parent company
and the income statement and financial position of the group.

REPORT ON OTHER LEGAL AND REGULATORY REQUIREMENTS

In addition to our audit of the annual accounts and consolidated
accounts, we have also audited the proposed appropriations of the
company’s profit or loss and the administration of the Board of Directors
and the Managing Director of ABC AB for the year 2014.

Responsibilities of the Board of Directors and the Managing Director
The Board of Directors is responsible for the proposal for appropriations
of the company’s profit or loss, and the Board of Directors and the Man-
aging Director are responsible for administration under the Companies
Act.

Auditor’s responsibility

Our responsibility is to express an opinion with reasonable assurance on
the proposed appropriations of the company’s profit or loss and on the
administration based on our audit. We conducted the audit in accord-
ance with generally accepted auditing standards in Sweden.

As a basis for our opinion on the Board of Directors’ proposed ap-
propriations of the company’s profit or loss, we examined whether the
proposal is in accordance with the Companies Act.

As a basis for our opinion concerning discharge from liability, in addi-
tion to our audit of the annual accounts and consolidated accounts, we
examined significant decisions, actions taken and circumstances of the
company in order to determine whether any member of the Board of
Directors or the Managing Director is liable to the company. We also ex-
amined whether any member of the Board of Directors or the Managing
Director has, in any other way, acted in contravention of the Companies
Act, the Annual Accounts Act or the Articles of Association.

We believe that the audit evidence we have obtained is sufficient and
appropriate to provide a basis for our opinions.

Opinions

We recommend to the annual meeting of shareholders that the profit be
appropriated in accordance with the proposal in the statutory adminis-
tration report and that the members of the Board of Directors and the
Managing Director be discharged from liability for the financial year.

Stockholm on April 7. 2015
PricewaterhouseCoopers AB

Hakan Malmstrém
Authorized Public Accountant
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CORPORATE GOVERNANCE REPORT

Introduction

The Board of Directors of Karo Bio hereby submits the corporate gov-
ernance report for 2014, compliant with the Annual Report Act (ARL 6
kap 8 §) and the Swedish Code of Corporate Governance (“the Code”)
(available at www.corporategovernanceboard.se).

Karo Bio has applied the Code since July 1, 2008.

The corporate governance report has been reviewed by the com-
pany’s auditor, in accordance with the Annual Reports Act. It does not
constitute a section of the formal annual report documentation.

The Group consists of the Parent Company, Karo Bio AB, and the
subsidiaries, Karo Pharma AB and Karo Bio Discovery AB. The subsidi-
aries conduct no operations.

Deviation from the Code

Karo Bio comply with the Code’s principle of “comply or explain” and

in 2015, Karo Bio had a deviation to report, in terms of code rule 9.1 that
the Board of Directors shall establish a remuneration committee.

The Board of Directors has, based on its size and composition,
determined that the remuneration committee and the audit committee
tasks are best performed by the Board of Directors as a whole and have
therefore decided not to establish any special committees, which is a
deviation from code rule 9.1 that the Board of Directors should establish
aremuneration committee.

Shareholders

Karo Bio AB’s shares have been listed on the NASDAQ Stockholm
exchange since 1998. As per December 31, 2014, the number of
shareholders amounted to 12,141 (11,799). According to the sharehold-
er list provided by Euroclear Sweden AB as per December 31, 2014,
Forsakringsaktiebolaget Avanza Pension had accumulated sharehold-
ings of 9.1(9.6) per cent, JP Morgan 5.6 (4.5) per cent and Nomic AB
3.9 (3.9) per cent, respectively. The ten largest shareholders owned 31
(29) per cent of the total number of shares. The proportion of foreign
shareholders amounted to 15 (14) per cent. A proportion of 0.2 (0.2) per
cent of shareholders held 1,000 shares or fewer.

There are no limitations that apply to the transferability of Karo Bio
shares due to either legal restrictions or the Articles of Association. To
the best of Karo Bio’s knowledge, no agreements exist between any
shareholders that could possibly limit the transferability of shares. No
single shareholder controls more than 10 per cent of the total number of
shares in Karo Bio.

No breaches of the listing agreement or good practice on the stock
market according to resolutions from the Exchange’s disciplinary
committee or the Swedish Securities Council disciplinary committee
occurred during the financial year.

Information regarding outstanding shares in Karo Bio
At December 31, 2014, the company had a total of 676,263,158 shares
with a par value of SEK 0.02. Each share carries entitlement to one vote
and carries the same right to share in the company’s assets and profits.
In April 2014, new share issues were conducted to existing share-
holders and to Anders Lonner, which in total increased the number of
shares from 495,947,369 to 676,263,159. The share issues raised a total
of MSEK 84.7 before transaction costs.
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General Meeting of the Shareholders

The highest decision-making body is the general meeting of the
shareholders, where the shareholders exercise their influence in the
company. Shareholders wishing to participate in the general meeting of
shareholders, either in person or via a representative, must have their
names entered in the shareholders’ register maintained by Euroclear
Sweden AB no later than five weekdays before the general meeting and
must report their intention to attend to the company in accordance with
the notice.

Notice of a general meeting of shareholders is given through notices
in the press and the company website (www.karobio.com). The annual
general meeting shall be held within six months from the end of the
financial year. At the annual general meeting, shareholders vote on
proposed resolutions regarding such matters as the election of mem-
bers of the Board of Directors and, where appropriate, the auditors, the
manner of appointment of the Nomination Committee and discharge
from responsibility for the members of the Board of Directors and CEO
for the past year. Resolutions are also adopted regarding the prepara-
tion of the financial statements, the allocation of profit or treatment of
loss, the fees for the Board of Directors and auditors, and guidelines for
remuneration to the CEO and other members of the executive manage-
ment team.

Annual General Meeting 2014

The Board gave the Annual General Meeting (AGM) an account of their
work during the year and on corporate governance issues in general.
The CEO informed the AGM about the Group’s development and posi-
tion, and commented on financial results for 2013.

The AGM approved the financial statements for 2013, decided on
the handling of the Company loss and discharged the members of the
Board from liability. The AGM decided that no dividend would be paid.
The AGM authorized the Board to - on one or several occasions and
until the next AGM - decide on the issuance of shares corresponding to
a maximum of 10 per cent of the registered share capital. The objective
of this authorization is to increase the company s financial flexibility and
to facilitate acquisition with payment in shares.

The Nomination Committee’s Chairman informed on the work during
the year and reported the reasons for the suggested proposals. In
accordance with the proposal, Anders Lonner (new election) was elect-
ed Chairman and Christer Fahraeus, Thomas Hedner (new election),
Per-Anders Johansson, Sibylle Lenz and Géran Wessman were elected
as Board members. The AGM resolved on the election of auditor and
remuneration to the Board and auditor in accordance with the Nomina-
tion Committee’s proposal.

The minutes of the AGM held on May 8, 2014 is available at Karo Bio’s
website (www.karobio.com).

Extraordinary General Meeting in March 2014

An extraordinary General Meeting was held on March 17 2014 to decide
on arights issue and on a share issue to Anders Lonner. The AGM
approved a rights issue of approximately MSEK 77.7 with preferential
rights for existing shareholders, which increased the share capital

by a maximum of 3,306,279.36 SEK through the issue of maximum
165,315,790 shares. The AGM also approved a new share issue to
Anders Lonner, which increased the share capital by a maximum of
299,996.69 SEK through the issuance of maximum 15,000,000 shares.



NOMINATION GENERAL MEETING EXTARNAL
COMMITTEE AND SHAREHOLDERS AUDITORS

REMUNERATION BOARD OF AUDIT
COMMITTEE DIRECTORS COMMITTEE

CEO & MANAGEMENT
TEAM

INTERNAL AUDIT

FINANCE, IT & BUSINESS
HUMAN RESOUCES DEVELOPMENT

RESEARCH &
DEVELOPMENT

IMPORTANT EXTERNAL AND INTERNAL RULES, REGULATIONS
AND POLICIES AFFECTING CORPORATE GOVERNANCE

Important internal rules, Important external rules

regulations and policies: and regulations

« Articles of Association * Swedish Companies Act

* The Board of Directors’ work procedure » Swedish Book-keeping Act

« Instructions for the CEO including » Swedish Annual Accounts Act
instructions regarding financial « NASDAQ Stockholm'’s
reporting Rule Book for Issuers

* Instructions to the respective Board « Swedish Code of Corporate
committees Governance

« Information policy

* Insider policy

« Financial policy

* Risk management policy
* Financial manual

» Code of Conduct and provisions
regarding business ethics
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BOARD OF DIRECTORS AND
EXECUTIVE MANAGEMENT

BOARD OF DIRECTORS

ANDERS LONNER (1945)

BOARD MEMBER AND CHAIRMAN

SINCE 2014

Education: MSc.Pol. Sci. In 2014, nominated
Honorary Doctor of Medicine at Karolinska
Institutet.

Primary Experience: Previously CEO and
President Meda AB and before CEO Astra
Lakemedel with responsibility for, among
other things, Astra’s Nordic subsidiaries, CEO
Karo Bio AB and President.

Other assignments: Board member Valeant
Pharmaceuticals International Inc.

Number of shares: 18 263 049

CHRISTER FAHRAEUS (1965)

BOARD MEMBER SINCE 2011

Education: M.Sc. Bioengineering, B.Sc. Math-
ematics, Ph.D. (hc) Lund University. 3 years of
medical studies and 4 years of of PhD studies
in Neurophysiology.

Primary Experience: Innovator and Entre-
preneur. CEO and Board member in several
developmental companies and listed com-
panies within medtech, IT and pharmaceu-
ticals. Founder of Anoto Group AB, Precise
Biometrics AB, CellaVision AB, Respiratorius
AB, Agellis Group AB and EQL Pharma AB
amongst others.

Other assignments: CEO of EQL Pharma AB.
Chairman of Agellis Group AB, Respiratorius
AB and Flatfrog Laboratories AB. Board
member of EQL Pharma AB, Lunds Univer-
sity’s Utvecklingsaktiebolag (LUAB), Fard
Capital AB and CellaVision AB.

Number of shares: O
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THOMAS HEDNER (1949)

BOARD MEMBER SINCE 2014

Education: M.D., Ph.D and MBA

Primary Experience: Professor in clinical
pharmacology at the faculty of medicine at
Gothenburg University at the department for
Innovation and Entrepeneurship. Founder of
several biomedical start-ups such as Blood
Pressure AB, DuoCort AB and Laccure AB.
Other assignments: Board member of Ana-
Mar AB and Smartsun AB.

Number of shares: 3 901402

PER-ANDERS JOHANSSON (1954)

BOARD MEMBER SINCE 2012

Primary Experience: Founder of the techni-
cal consulting compnay CIMON AB, CFO and
Vice President Ellos, Nordico and Karlshamn
Group.

Other assignments: CEO and chairman in
CIMON. Chairman of the Savings bank in
Karlshamn.

Number of shares: 26 488 854

SIBYLLE LENZ (1961)

BOARD MEMBER SINCE 2013

Education: PhD in Medicinal Chemistry from
the Faculty of Pharmacy at Copenhagen
University.

Primary experience: Vice President,
Corporate Business Development at Dako
A/S, senior positions withing both research
& development and commercial areas in H.
Lundbeck A/S.

Other assignments: CEO Alligator
Bioscience AB, Board member in Lund
University Diabetes Centre (LUDC) Innova-
tion Board.

Number of shares: O

GORAN WESSMAN (1948)

BOARD MEMBER SINCE 2011

Education: Biomedicine and Chemistry at
Uppsala and Gothenburg Universities.
Primary Experience: Leading positions at
Nobel Pharma, consultant within business
development. Founder of Protem Wessman
Boule Diagnostics and Carmel Pharma.
Former CEO of the holding company at Goth-
enburg University, A+ Science Holding and
Chairman of the Board of SCRI and Isconova.
Other assignments: CEO and Board member
in Mintage Scientific. Chairman in I-Tech,
Vicore Pharma and Protem Wessman.
Number of shares: 5 355 553



EMPLOYEE REPRESENTATIVES

BO CARLSSON (1958)

EMPLOYEE REPRESENTATIVE SINCE 1997
Education: Specialist teacher, Uppsala
University.

Primary experience: Employed by Karo Bio
since 1997, Senior Research Scientist.
Number of shares: 36 738

CEO AND CFO

MARIA SJOBERG (1964)

CHIEF EXECUTIVE OFFICER SINCE
FEBRUARY 2015

HEAD OF PRECLINICAL DEVELOPMENT
EMPLOYED 201

Education: Ph.D., Associate Professor.
Primary experience: R&D/Production
Director SentoClone AB, Senior Scientist
Astra Zeneca Biotech, Section Head/ Project
Leader KaroBio AB, Group Leader Karolinska
Institutet.

Number of shares: 60 000

Per Bengtsson resigned as CEO in
February 2015

HENRIK PALM (1958)

DEPUTY CEO SINCE FEBRUARY 2015
CHIEF FINANCIAL OFFICER

EMPLOYED 201

Education: Bachelor of Business Administra-
tion, University of Gothenburg.

Primary experience: Business controller
within the Ericsson group (1982-2000), CFO
ElektronikGruppen BK AB (publ) (2000-
2009) and CFO Feelgood Svenska AB (publ)
(2009-2010).

Number of shares: 137 010
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The reason for deviating from shareholders preferential rights was to
provide the company with a new long-term and active owner of strate-
gic importance to the company.

The minutes of the Meeting is available at Karo Bio’s website (www.
karobio.com).

Nomination Committee

The AGM 2014 resolved on the principles to apply for the Nomination
Committee. The Chairman of the Board shall ensure that by the end of
the third quarter each year, the company’s by voting rights five largest
shareholders or shareholder groups are offered to appoint one repre-
sentative to the Nomination Committee. Where one or more share-
holders decline to appoint a member of the Nomination Committee,
the next shareholder in turn based on ownership should be contacted
with a mandate to appoint a member to the committee. The Chairman
is the convener of the Nomination Committee. If a member leaves the
Nomination Committee before the work is completed, the Nomination
Committee shall, if it deems it necessary, invite the same shareholder,
orif it is no longer one of the major shareholders, the next shareholder
in terms of size to appoint a replacement. A change of this kind shall be
announced on the company’s website.

The Nomination Committee shall prepare proposals for resolution as
regards to the election of chairman for the general meeting, the number
of Board members and Deputies, fees to the Board of Directors and
auditor, the election of Chairman of the Board and other Directors of the
Board and auditors.

The term of office for the Nomination Committee runs until the new
committee is appointed. The Nomination Committee shall not receive
remuneration, but to the extent it considers necessary have the right
to contract other resources such as external consultants as part of their
assignment at the company’s expense, and to a reasonable extent. The
AGM 2014 decided that the principles adopted for the Nomination Com-
mittee should apply until changed.

The Nomination Committee ahead of the AGM 2015 consists of Anders
Lénner, Per-Anders Johansson, Johan Paulsson and Géran Wessman.

External Auditors

According to the Articles of Association, Karo Bio shall engage a
registered public accounting firm as external auditor. At the 2014 AGM,
the registered public accounting firm PricewaterhouseCoopers AB was
re-elected as auditor until the AGM 2015. Since the 2008 AGM, auditor
in charge has been Authorized Public Accountant Hakan Malmstrom,
who is also auditor in charge of the companies NCC AB, Nordstjernan
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AB, Axel Johnson AB and Saab AB.

The auditors review the accounting records and administration of the
Parent Company and the Group on behalf of the AGM. The external au-
dit of the accounting records of the Parent Company and the Group and
the administration of the Board of Directors and the CEO is performed
according to generally accepted auditing standards in Sweden. The
Company’s auditor in charge participates in some of the Board’s Audit
Committee meetings. The auditor participates in at least one Board
meeting per year to review the year’s audit and to have a discussion
with the members of the Board without the presence of the CEQ.

The company has entrusted the auditor to review one of the interim
reports for 2014 in accordance with the Code’s statues. Information
regarding the auditors’ fee is included in Note 26 in the 2014 annual
report.

The Board of Directors

The Board of Directors has the overall task of administering the
company’s affairs on behalf of the shareholders in the best possible
manner. The Board shall continuously assess the Group’s operations,
development and financial situation, as well as assessing its operative
management. Among its other work, the Board determines issues con-
cerning the Group’s strategic direction and organization, business plans,
financial plans and budget, and also makes decisions regarding impor-
tant agreements, major investments and commitments, in addition to
financial, information and insider and risk management policies.

The Board of Directors works according to a work procedure that is
determined annually and which governs the frequency and agenda of
Board meetings, the distribution of material for meetings and matters
to be presented to the Board as information or for resolution. The work-
ing procedure further regulates the manner in which the tasks of the
Board are divided between the members of the Board and any Board
committees. The Board has also approved instructions for the CEQ,
which regulate the division of duties between the Board of Directors,
the Chairman of the Board, and the CEOQ, as well as defining the author-
ities of the CEO.

The Chairman of the Board plans the Board meetings together with
the CEO. In advance of each Board meeting, the Directors receive a
written agenda and adequate supporting documents. At each regular
Board meeting, a review of operations is conducted, which includes
developments and progress within research and development, busi-
ness development, the Group’s operating results and financial position,
financial reporting and forecasts.

The Chairman leads the work of the Board of Directors, represents

Independent in Independent in

Attendance Attendance relation to the com- relation to the
Total annual fee, ordinary extraordinary pany and executive company 's major
Board member Elected KSEK Board meetings” Board meetings” management shareholders
Anders Lonner? (Chairman) 2014 315 6(7) om Yes Yes
Christer Fahraeus 20M 150 6 (10) 3(3) Yes Yes
Thomas Hedner? 2014 n3 6(7) HO) Yes Yes
Per-Anders johansson 2012 150 9(10) 3(3) Yes Yes
Sibylle Lenz 2013 150 8 (10) 3(3) Yes Yes
Anders Waas ¥ 2012 37 4(4) 22 Yes Yes
Goran Wessman 20M 218 10 (10) 3(3) Yes Yes
Employee representatives
Bo Carlsson ® 1997 0 9 (10) 2(3) No No
Johnny Sandberg 2006 0 10 (10) 3(3) No No
Eva Koch, suppleant®® 2010 0 8 (10) 3(3) No No

1) The figures in parentheses indicate the number of meetings held during each member’s mandate period

2) Elected at the annual general meeting 2014

3) Left assignment at the annual general meeting 2014

4) Chairman until the annual general meeting 2014

5) Employed by Karo Bio AB

6) Resigned in connection with termination of employment in December, 2014

Karo Bio annual report 2014



the company in ownership issues, and is responsible for the assessment
of the Board of Directors’ work. In addition, the Chairman is responsible
for on-going interaction with management and for monitoring that the

Board fulfills its duties.

According to the Articles of Association, the Board shall consist of a
minimum of five and a maximum of nine members, elected by the gen-
eral meeting of shareholders, with no deputy members. The Board is
competent to make decisions when more than half of the total numbers
of Directors are present.

The work of the Board of Directors in 2014
In 2014, ten regular meetings and three extra board meetings have
been held. At all of these meetings, the Board of Directors has been
competent to make decisions. Secretary to the Board in 2014 was
solicitor Madeleine Rydberger. Resolutions are made after an open
discussion in the Board, led by the Chairman.

Major matters dealt with in 2014 have included rights issues, research
operations, business development and adjusting the organization.
The Board continuously evaluates the company’s performance and
development.

Board Committees
Based on its size and composition, the Board has resolved that the
respective tasks of the Compensation Committee and the Audit
Committee are best conducted by the Board in its entirety, and that no
preparatory committees should be appointed, which is a deviation from
the Code rule that the Board should form a remuneration committee.
The Board in its entirety thus attends to the matters designated for
preparatory Compensation and Audit Committees according to the
Companies Act and the Code.

Compensation Committee

The Compensation Committee’s responsibilities are discharged by the
full Board. The work is governed by instructions determined annually
by the Board of Directors, and included in the work procedures for the
Board. These include submitting proposals for guidelines for remunera-
tion of senior executives, proposals to the Board on the salary and other
terms of employment of the CEO, determine salaries and employment
terms for other members of the executive management and develope
proposals for incentive programs and other forms of bonuses or similar
compensation to employees. The CEO may be rapporteur on issues
relating to the Compensation Committee but does not participate in
decisions on his or her own salary and employment terms.

At the AGM, the Board proposes guidelines for determining salaries
and other compensation for the CEO and other senior executives, for
approval by the shareholders.

At the 2013 AGM it was decided that the remuneration of CEO and
other senior executives in addition to fixed salary can be rewarded
variable remuneration up to a maximum of 40 per cent of the fixed
remuneration to reward the achievement of set goals within simple
and transparent structures. The total remuneration shall be in line with
market terms and competitive.

For further description of the employment terms for senior execu-
tives and remuneration of the Board of Directors, see the administration
report and note 2 in the financial statements for 2014.

Audit Committee
The Board as a whole fulfills the tasks of the Audit Committee. The tasks
follows from instructions set annually by the Board and contained in the
Board’s work procedures. These include supporting the Board in efforts
to monitor and ensure the quality of financial reporting and the effective-
ness of the Company’s internal control and risk management.

The Board continuously meets the Company'’s auditors, evaluate au-
dit work, the auditors’ independence and approve any supplementary
services the company may procure from its external auditors.

CEO and executive management team
The Board of Directors appoints the CEO to lead the company. The CEO
is responsible for the ongoing management of the company in accord-
ance with the Board'’s instructions and guidelines.

In addition to the CEQ, the executive management team consisted of
three members; the Chief Financial Officer, the Vice President Business

Development and the Head of Preclinical Development. The executive
management team meets monthly to discuss the Group’s financial
results and position, the status of research and development projects,
strategic issues and the monitoring of budget and forecasts.

The CEO leads the work of the executive management team, which
makes decisions together for later implementation in the organization
based on the strategy and corporate goals determined by the Board of
Directors. Each member of the executive management team ensures
that decisions are implemented in his or her respective area of responsi-
bility and follows up this implementation.

The executive management team is responsible for formulating
proposals regarding the Group’s overall strategies and for implement-
ing these, as well as dealing with matters such as acquisitions and
divestments. Information about the members of the executive man-
agement team’s age, primary education, work experience, significant
assignments outside Karo Bio, own and affiliated holdings of shares in
the company, is reported on page 41.

INTERNAL CONTROL AND RISK MANAGEMENT REGARDING FINAN-
CIAL REPORTING

Introduction

The Board of Directors and the CEO are responsible for internal control,
as stipulated in the Swedish Companies Act. The responsibility of the
Board is also stipulated in the Code. The Annual Reports Act includes
requirements regarding the provision of information to external parties
about the company’s system for internal control and risk management
regarding the financial reporting.

Karo Bio's processes for internal control regarding the financial
reporting are designed to provide with reasonable security, quality and
correctness in the reporting. The process is designed to ensure that the
reporting is prepared in accordance with applicable laws and regula-
tions as well as requirements for listed companies in Sweden.

One premise to achieving this is that there is a satisfactory control
environment, reliable risk assessments are conducted, the existence of
established control structures and control activities and that informa-
tion, communication, as well as follow-up, all function in a satisfactory
manner.

Internal audit

The Board of Directors has assessed the need for an internal audit func-
tion, and has concluded that no such function can be justified in Karo
Bio at present, with consideration of the scope of operations and the
fact that the Board of Directors’ follow-up of internal control is deemed
to be sufficient to ensure the effectiveness of internal control. The
Board of Directors will reassess the need for an internal audit function
when any changes arise that may cause reassessment, although at least
once per year.

The Control Environment

The internal control is based on Karo Bio’s control environment, which
includes the values and the ethics which the Board, the Audit Com-
mittee, the CEO, executive management team and other employees,
communicate and on which they base their actions. The control
environment is also defined by the company’s organizational structure,
leadership, decision-making process, authorities, responsibilities and
employees’ competence.

Risk Assessment

At least once a year, a review is undertaken to identify and evaluate
Karo Bio’s risk profile. This work also involves the assessment of the
preventive measures which are to be undertaken to reduce and prevent
risks in the Group. This work includes ensuring that the Group is suffi-
ciently insured and also includes the preparation of decision-making
documentation as regards to any possible changes in policies, guide-
lines and insurance coverage.

Karo Bio’s system for identifying, reporting and addressing risks is an
integrated part of the on-going reporting to the management team and
the Board of Directors and forms a key foundation for the assessment
of risks in terms of errors in the financial reporting.

As part of the process, items in the income statement and balance
sheet where the risk of significant error is greater are identified. For
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Karo Bio, accrued project costs within the company’s clinical projects
comprise, at various points in time, significant amounts, the size of
which is based to a large extent, on management’s assessments of the
degree of completion. Cash, cash equivalents and other short term
investments account for a substantial part of Karo Bio’s total assets and
are thus a potential source of risk in the financial reporting. Further-
more, the fact that Karo Bio’s administration is managed by a small
number of individuals has been noted as a risk, as the dependence on

a few key individuals is significant and the possibilities of separation
between duties and responsibilities are limited. Therefore, special im-
portance has been placed on designing controls to prevent and identify
weaknesses in these areas.

Control Structure

A clear specification of roles and responsibilities is stipulated in the
Board’s work procedures and in the instructions for the CEO and the
Board Committees, respectively. The Board of Directors has the overall
responsibility for internal control. The CEQ is responsible for the system
of procedures, processes and controls, that have been developed for
the ongoing operations. These include guidelines and role descriptions
for the various officers of Karo Bio and for the regular reporting to

the Board. Policies, processes, procedures, instructions and standard
formats for the financial reporting and the on-going work with the
financial administration and financial issues are documented in Karo
Bio’s Finance manual. Procedures and activities have been designed to
handle and address significant risks which are related to the financial
reporting and which are identified in the risk analysis. In addition to the
Finance manual, the most significant, overall group-wide governance
documents are the finance policy, information policy, insider policy, and
the risk management policy.

Control Activities

The major goal of the control activities is to prevent and, at an early
stage, identify errors in the financial reporting so that these can be
addressed and corrected. There are control activities both at the overall
and more detailed levels and these are both manual and automated in
nature. Authorization in the IT system is limited according to the estab-
lished authorizations and specified responsibilities.

The finance function compiles monthly financial reports in which
results and cash flows for the former period are reported and in which
budget deviations are analyzed and commented.

Follow-up is conducted via regular meetings which review and
analyze these reports, together with the line managers and project
managers. In this manner, significant fluctuations and deviations are
followed which minimizes the risk of error in the financial reporting.

The closing of the books and annual financial statement work
involves processes which add further risks for errors in the financial
reporting. This work is of a less repetitive nature and includes a number
of instances characterized by assessment. Important control activities
includes securing that there is a well-functioning reporting structure
in which the line managers and project managers report according to
standardized reporting formats, and that important income statement
and balance sheet items are specified and commented.

Information and Communication
The company’s information-oriented operations are regulated by an
information policy. For external communication, there are guidelines to
ensure that the company meets the high standards for correct informa-
tion to shareholders and financial markets. Karo Bio’s communication
shall be correct, transparent, timely and simultaneous to all stakehold-
ers. All communication shall be conducted in accordance with NASDAQ
Stockholm’s Rule Book for Issuers. The financial information shall
provide a comprehensive and clear view of the company, its operations,
strategy and financial development.

The Board of Directors adopts the annual reports, financial state-
ments and interim reports. All reports are published on the website
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(www.karobio.com) after having been published in accordance with
stock exchange regulations. The annual report is distributed via the
company website, and is made available in print on request.

For internal communication purposes, Karo Bio has established an
intranet, where internal information items, policies and guidelines are
available for all employees. In addition, company-wide information
meetings are held.

Follow-up
The Board’s review of internal control regarding financial reporting is
conducted by, among other things, reviewing the work and reports of
the Chief Financial Officer and the external auditors. This work includes
ensuring that measures have been taken regarding any deficiencies and
also includes presenting proposals for measures which have been pro-
duced in the context of the external audit. The review is conducted with
a focus on the manner in which Karo Bio complies with its framework
and on the basis of the existence of efficient and goal-oriented process-
es for risk management, operational management and internal control.
The external auditors review, on an annual basis, selected parts of
the internal control within the framework of the statutory audit. The
auditor’s report the outcome of the review to the Board of Directors
and the executive management. Significant observations are reported,
as applicable, directly to the Board of Directors. In 2014, as part of the
audit of accounts, the external auditors have reviewed the internal
control of select key processes and have reported on these to the Audit
Committee, the Board of Directors and the executive management.

AUDITOR'’S OPINION ON THE CORPORATE
GOVERNANCE STATEMENT

To the annual meeting of the shareholders in Karo Bio AB (publ),
corporate identity number 556309-3359.

Itis the board of Directors who is responsible for the corporate govern-
ance statement for the year 2014 on pages 40-46 and that it has been
prepared in accordance with the Annual Accounts Act.

As a basis for our statement that the corporate governance report
has been prepared and is consistent with the annual report and group
financial reporting, we have read the corporate governance report
and reviewed its statutory content based on our knowledge of the
company.

In our opinion, the corporate governance statement has been pre-
pared and its statutory content is consistent with the Annual Accounts
Act and the consolidated account reports.

Stockholm on April 7, 2015
PricewaterhouseCoopers AB

Hakan Malmstréom
Certified Public Accountant



GLOSSARY

AGONIST A compound that has an activating
effect.

ANTAGONIST A compound that has inhib-
iting/blocking effect, i.e. has a reverse effect
compared to the agonist.

AXON is a projection from one nerve cell
leading electrical impulses to other nerve cells
or effector (muscle, glands). Axon ends with a
synapse where a neurotransmitter substance
is released as a result of the impulse.

CD Candidate Drug. A compound, which has
desired effects in relevant animal models and
which therefore is further developed towards
clinical development.

CLINICAL STUDY Testing and evaluation of
pharmaceuticals in humans.

ER The receptor for estrogen hormone.

ERBETA A form of the estrogen receptor, the
discovery of which can lead to new treatment
principles in women'’s health care, depression,
certain forms of cancer with several disease
areas.

INDICATION In medical terminology a term
for a disease or patient category.

LIGAND A substance, such a hormone, that
binds with a receptor protein.

LIVER SELECTIVE A compound that prefer-
entially acts in the liver.

MYELIN Surrounds the outgrowth from nerve
cells called axons through which the contact
between nerve cells takes place. Myelin has

an insulating capability meaning that nerve
impulses can propagate faster.

NUCLEAR RECEPTORS Receptors inside a
cell that bind to ligands (often hormones) and
regulate gene expression.

PHARMACOKINETICS Studies of process
time for the uptake, distribution and elimina-
tion of a drug in the body.

PHASE | A first clinical study phase where the
compound is given as a single dose to healthy
volunteers with the primary objective to study
safety and pharmacokinetics on a candidate
drug.

PHASE Il First clinical studies in chosen pa-
tient category for which the drug is evaluated.

PHASE lll Clinical studies conducted with a
large patient population for which the drug is
developed. The primary objective is to assure
safety and confirm effect in a large database
of a selected patient category under long time
treatment. The aim with this part of clinical
development is to assure that the launched
product is safe for the chosen patient category
in clinical practice.

PRECLINICAL DEVELOPMENT Development
until permission is granted to test a compound
on human beings.

PROOF-OF-CONCEPT Proof for intended
effect of a drug in patients.

PROOF-OF-PRINCIPLE Proof that a treat-
ment principle has the intended effect on
patients.

RECEPTOR A protein on the cell surface or in-
side the cell (nuclear receptor) that recognizes
and binds to ligands such as steroid hormones.
Receptors start or stop biological processes
when they bind to ligands.

RORgamma Research shows that the nuclear
receptor RORgamma may have an impor-
tant role in the development of autoimmune
diseases.

THERAPY Disease treatment method.
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