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Why vou should

1nvest 1n

Probi

SEVERAL STRONG AND
POSITIVE EXTERNAL FACTORS.

Fundamental to the assessment

1 of Probi is that there are several
@ global trends and drivers that

are favourable for Probi’s products. The

global market for probiotic supplements
is expected to grow by 21% up to 2024.

HIGH-QUALITY PRODUCTS
THAT IMPROVE THE WELL-

SHARP EYE ON CHANGES IN
THE MARKET.

carefully to monitor the trends
® and drivers that control demand
for our products, and to predict future
changes for our customers and end
markets.

2 Probiworks systematically and

BEING OF PEOPLE WORLDWIDE.

Probi offers high-quality probi- Probiis a complete, integrated
otics, backed by science, grown probiotics group with control

@ with care and manufactured
into novel forms. This is how we make
life healthier for consumers worldwide.

WORLD-CLASS RESEARCH AND
DEVELOPMENT.

Based on our business intelli-

3 gence, we conduct research and
® develop products that meet

customer needs and requirements. We
don’t touch a test tube until we know
there is a market for our product. That
is how we have worked for decades and
it forms the basis for acommercial
research company:.

A COMPLETE
PROBIOTICS GROUP.

@ over the entire value chain—
from R&D, formulation and produc-
tion to marketing and sales.
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PROBI IN BRIEF

Probi AB is a Swedish publicly traded bioengi-
neering company. Our vision is to be the innova-
tive leader in probiotics, with the aim of impro-
ving well-being for people all over the world. Our
mission is to offer probiotics that help people live
healthier lives all over the world.

PROBI

IN BRIEF

Probiotics

For Probi, probiotics are certain types of
bacterial strains with beneficial effects on
health, and that support the good bacteria
that exist naturally in the gut. It is now
well-established that probiotics can help
to restore and maintain the balance of

gut flora.

There are millions of different bacterial
strains and they all have a specific effect —
to prevent flatulence, colds, and so forth.
Finding the right bacteria amongall of
these strains is a laborious task. Moreover,
the bacteria must be able to survive the
acidic gastric environment and be suitable
for various products, such as food with a
certain pH. Scientific tests and documen-
tation are required to communicate the
health benefits of a product to consumers.

One of the largest and leading probiotic
companies in the world

Probiwas founded by researchers in Lund
in1991. We are now one of the largest pro-
biotic companies in the world, with a total
of four sites in the US, Sweden and Singa-
pore. Probi has a strong and broad product
portfolio, primarily in the gut health and
immune system areas.

Own fermentation and production

Probi has its own capacity for fermenta-
tion, formulation and production, which
are conducted in GMP certified facilities.
Probi develops, manufactures, markets
and sells probiotics in the form of powder,
capsules, tablets or fruit drinks in close
collaboration with leading food, health-
care and pharmaceutical companies.

A broad product portfolio

Probi has one of the most comprehensive
portfolios of probiotic products in the
market:

PROBI PREMIUM™ is an exclusive and paten-
ted range of health concepts based on
well-documented probiotic strains.

PROBI SELECT'™ consists of selected probio-
tic strains with clinical documentation
and general health claims that target broad
target groups.

PROBI LIVEBAC® contains a wide range of
probiotic strains for tailor-made product
offerings.

PROBI BIO-TRACT® is a unique system available
for protection of sensitive probiotic strains
and for a controlled intestinal release.

Commercial research

Probiisleading in innovation and develop-
ment and invests major resources in com-
mercially based and structured research
and development. All projects are based
on customer needs. In recent years, Probi
has presented several studies with findings
that are important for Probi’s future deve-
lopment. Probi has approximately 400
patents worldwide.

More than 40 countries

Probi’s products are marketed, sold or cur-
rently being launched in more than 40
countries and the company is gradually
expanding its geographic presence.

170 employees

At the end of 2019, Probi had 170 (167)
employees, of whom 86 (79) were women
and 84 (88) were men.

Net Sales (MSEK)
800
700 612 604 626
600
500
400
300
200
100
0 -
) 0 ~ x >
Operating profit (MSEK)
120 ‘
120 104 701

100

80

60

40

20

2015
2016
2017
2018
2019

EBITDA margin (%)

34

2015
2016
2017
2018
2019

Average number of employees

182
20 163 164

150

100

50 32

2015
2016
2017
2018
2019



PROBI 2019

PROBI ANNUAL REPORT 2019 3

PROBI

2019

6206

msek

Net sales totalled
MSEK 626 (604).

29

percent

The EBITDA margin
was 29% (26).

msek

Operating profit totalled
MSEK 112 (101).

170

employees

At 31 December 2019,
the number of employees
in Probi was 70 (167).

FIRST QUARTER

Strong customer interest in Probi® Osteo for the
prevention of bone loss in postmenopausal
women, which was also launched in several mar-
kets.

Early repayment of abank loan totalling MSEK 6o0.

02

SECOND QUARTER

A successfully completed clinical trial in 326
healthy pregnant women showed that intake of
Probi FerroSorb® significantly improved iron
status.

New product concept launched in the Nordic
market, adapted for consumers of all ages, with
the products Probi® Baby, Probi® Gravid, Probi®
Family and Probi® Active 50+.

Early repayment of a bank loan totalling MSEK 39.

THIRD QUARTER

Programme to upgrade the company’s manufac-
turing unit in Redmond, US, was initiated to
further strengthen competitiveness.

New product launches of Probi® Osteo in the
North American market in a plant-based drink,
and of Probi® Osteo and Probi FerroSorb® in
Australia.

Early repayment of abank loan totalling MSEK 20,
which means that all bank loans are now repaid.

FOURTH QUARTER

Two exclusive supply agreements were signed
with major customers in the US.

The Lancet Rbeumatology published findings
from the company’s clinical trial showing a con-
nection between reduced bone loss and probio-
tic intake (Probi® Osteo).
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FOCUS ON

GROWTH

AND RESEARCH

robi is active in an expanding global market and aims
to be a growth company. Our growth has not been
satisfactory in recent years, which makes us even
more determined to return to growth. Our goal is to
once again report double-digit growth. In 2019, we implemented
anumber of measures to position our company for this. In times
of great uncertainty caused by the spread of the coronavirus, it
will be crucial how we succeed in implementing these measures.
Animportant part has been a review of our business strategy. We
have thereby created greater clarity, especially internally, in
regard to our priorities for markets and development projects.

Probi has a broad and strong product portfolio that is meeting
demand from large parts of the market — from customers reques-
ting the highest possible scientific evidence for their probiotic
products to those who offer probiotic products without making
any specific health claims. We can also see that the strongest
growth potential lies in those market segments where our most
documented strains have clear competitive advantages. These
segments also have higher profitability. That is motivating us to
continue investing considerable resources in R&D and thereby
maintain our leading position in innovation and product development.

To increase growth as fast as possible, we reviewed our com-
mercial resources in 2019. All three geographic regions, USA, APAC
and EMEA, represent growth potential, albeit in different ways.

In the US, we expanded our sales team and Probi is now repre-
sented in the most important regions of the country. Thisled to a
positive trend in just a short time and during the year, we signed
several exclusive supply agreements with major customers, which
has created a stable base for the future. We have an established
position in the US with our LiveBac portfolio of products, and we
see growth potential in this segment. At the same time, we have
also strengthened our position in the premium segment, which is
providing conditions for accelerated growth.

To secure a stronger presence in the APAC region, we have
also expanded our sales team there, mainly in China. Our strategy
is to work with partners in order to quickly achieve a better reach
in the large and growing Asian market. We are actively evaluating
various possibilities for strategic collaborations in the region and
see good opportunities to create a stronger market presence
through partnerships moving forward.

In Europe, we have previously worked with limited resources.
The probiotics market in Europe is showing stable and healthy
growth despite a challenging regulatory climate, and we have the-
refore been focused on stronger and clearer marketing in several
key markets. During the year, our increased presence had a rapid
impact and we grew 26% in the region outside Sweden, albeit
from a relatively low level.

During the year, we also commenced a comprehensive
upgrade of our manufacturing facility in the US, a strategically
important initiative that will help to strengthen our competitive-
ness. Probi feels confident about the future —we see good oppor-
tunities for growth and therefore need to ensure we have the
capacity to meet higher manufacturing volumes with strict qua-
lity requirements.

From a scientific perspective, we had a particularly strong year.
We continued the launch of our Probi® Osteo concept (reduced
bone loss), which we hope will contribute to strong growth
moving forward. In 2019, we laid a solid foundation that we will
benefit from in the years ahead. We are particularly proud that
the trial behind Probi® Osteo was published in one of the most
prestigious scientific journals, The Lancet Rbeumatology. That
shows the strength of our R&D capabilities.

"Our goal 1s to once
again report
double-digit growth"

At the time of writing, it is difficult to overlook the conse-
quences the corona virus will have on the global demand for pro-
biotics. We have not yet seen any negative effects on the market
and have not had any major disruptions in our supply chain.
However, an increased focus on health and a stronger immune
system may long-term increase the interest in probiotics. So
despite moving towards a much more uncertain global develop-
ment, we see continued great potential in our markets. We have a
strong financial position and high profitability. It gives us resis-
tance to negative market effects but it also enables us to act offen-
sively to create high growth and take an active role in the consoli-
dation of the industry. Our long-term goal is to make Probi one of
the largest probiotic specialists in the world. With a focus on
research and growth, and a team of dedicated and talented
employees, we are aiming to strengthen Probi’s position as ‘First
in Probiotics.’

Lund, March 2020

Tom Roénnlund
CEO
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STRATEGY

PROBI - FIRNST IN
PROBIOTICS

Vision

Probi aspires to be the innovative front-
runner within probiotics. Our ambition is
to improve the well-being of people world-
wide. This is what drives and inspires us.

Mission
Providing probiotics for healthier lives
worldwide.

Millions of people suffer from health
issues that can benefit from careful addi-
tion of probiotics.

At Probi, our mission is to provide
high-quality probiotics, backed by science,
grown with care and manufactured into
novel forms. This is how we make life
healthier for consumers worldwide.

Our core values — Probi’s four Cs

Probi’s core values guide our actions every
day. Regardless of our role or position in
the company, our culture is based on these
fundamental values.

e F
/|
T 4 =
AT
'. |
B
P o
Q j-
.-f
g =
-
- s -
i E.
—— .- — p=giie
= T
X - -

—

= d




CONFIDENT

Bold in exploring new scientific
and commercial paths and unafraid
to challenge set ways of thinking

COMMITTED CLEAR

Always willing to go the extra Transparent in all our dealings,
mile to ensure we and our both internally among ourselves
products meet customer and externally with partners

expectations and customers
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STRATEGY

STRATEGY TO

CREATE GROWTH

In 2019, Probirevised its business strategy.
The ambition is to create the conditions for
Probi to return to being a growth company.

“Probi has a fantastic product portfolio
with both depth and breadth. Our R&D is
world-class,” says Probi’s CEO Tom Rénn-
lund. These are major assets that create
conditions for commercialisation and
growth. Our investments in R&D will
remain on the leading edge of our industry.
‘We will drive innovation to create a wider

customer base and new applications for
probiotics.”
“Probi today is the result of a merger

between Swedish Probi and the US com-
pany Nutraceutix,” says Tom. “Although
we are arelatively small company, we have
to respond to our customers like a profes-
sional global company. We have therefore
been working to clarify our objectives for
the entire company, and reviewed our pro-
cesses and resources.”

“The overall objective is that Probi will
continue to grow, while maintaining or
improving our profitability. In order to

resume growth quickly, we will focus our
resources to the areas with our greatest
competitive advantages.”

“That includes a review of our geograp-
hic representation. We currently conduct
sales in 40 markets and there are major
opportunities for gaining an even stronger
position in several of these countries rela-
tively quickly. Partly by increasing our own
resources, partly through strategic part-
nerships.”




STRATEGY PROBI ANNUAL REPORT 2019

Probi’s strategic focus areas

DOUBLED SALES Tom Rénnlund, CEQ, comments:

"Probi aims to be a growth company — with a focus
on scienfifically validated products, a stronger market
STRATEGY presence and higher market share in key markets.
Combined with longferm strategic partnerships and
acquisitions, our aim is to gradually double the size of
our company.”

Growth through

e Stronger position in premium gastroinfestinal and
immune solufions

e Increased presence in the US, China and other
growth markefs

e Higher number of global key customers

* More sfrategic partnerships and acquisitions in
relevant geographies and segments

@ LEAD THE WAY IN PROBIOTIC
ININOVATION AND SCIENCE Tom Rénnlund, CEO, comments:

"Probi is built on decades of high-quality R&D — that is
one of our biggest competitive advantages. Over the
STRATEGY years, the high quality and standards of our research
and product development have led the way. Curiosity
and courage have enabled us to offer groundbreaking
probiotic innovations to consumers all over the world.
Expanded range of clinically documented offerings That will remain our ambition, in line with ‘First in
Probiotics’.”

Accelerate the development of new products through

Approved health claims in relevant markets

Higher number of infernational research collabora-
tions

Evaluation of growth potential in areas related fo
probiofics

0

MANUFACTURING EXCELLENCE Tom Rénnlund, CEO, comments:

"Probi is one of the few vertically infegrated, global busi-
nessto-business companies in our secfor. This is a strength
STRATEGY that en.o'bles f|e><'ib|e sglutighs for our customers. We hqve
the ability to deliver scientifically documented products in
any format — from pure raw materials to consumer-ready
products. That gives us confrol across the entire value
® Faciliies with guaranteed high-quality production chain, creating conditions for short lead times and unpa-
capacity, adapted to market needs ralleled delivery reliability to our customers. We place
high demands on ourselves in this respect, because that's
what our customers expect from us.”

More efficient manufacturing through

e New manufacturing capabiliies in growth regions

e Focus on gradually improved gross margins
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The market for developing and marketing pro-
biotics is rapidly evolving. Increasingly intensive
research in recent years indicates a strong relation-
ship between gut flora and our health, which is
leading to the development of probiotic products
for new indications. Combined with a number of
global consumer-related trends, this is expected to
result in continued market growth in the years ahead.

Market trends

According to the International Probiotics
Association (IPA), consumer spending in
the global probiotics market reached USD
44.8billionin 2019, up 18% since 2013. The
global market is dominated by dairy-based
products.

The probiotic supplements market, as
aproportion of the overall market, is
assessed to have grown from 10% to 13%

during the same period. In 2019, consumer
spending on probiotic supplements was
USD 6.1 billion, up 7% year-on-year. The
single largest market is the US, which
accounts for more than one-third of the
supplements market.

The IPA expects the global probiotic
supplements market to grow by 21% by
2024. The biggest growth is expected in

Asia, driven by sharp growth in the
Chinese market in particular, which is
currently the third-largest probiotic
supplements market.

Geographic distribution of Group net sales (MSEK)

2019

EMEA

. Americas
@ ~rac




12 PROBI ANNUAL REPORT 2019 MARKET TRENDS

Probi sees four trends
riving future
robiotic markets

SCIENTIFIC PROGRESS
IS LEADING TO
NEW APPLICATIONS

As emerging techno-

logies enable better

analysis of the human

microbiome, research

into gut flora and pro-

biotics is rising signi-
ficantly. Increasingly intensive research in
recent years indicates a strong relationship
between gut flora and our health. While
the established areas, such as gut health
and immune function, are expected to
continue dominating the market, research
findings are also showing the potential
health benefits of probiotics for certain
metabolic syndromes and mental disor-
ders. These results have lead to an increase
in the development of probiotics for new
indications. Outside of the classic probio-
tic applications, new areas are predicted to
become increasingly attractive, primarily
vaginal and urinary tract disorders, due to
the growing interest in treatments with-
out antibiotics. Products for oral health
are expected to grow as more and more
products are launched in this area. Interest
in other new indications, such as diabetes
and obesity, is also growing. Overall, this
trend is also expected to promote conti-
nued growth in the long term as the mar-
ket becomes larger and wider.
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A HIGHER PROPORTION
OF OLDER PEOPLE

The world’s population is expected to
reach nearly 1o billion by 2050, and the
proportion of older people will increase.
In many countries, this is leading to higher
costs for healthcare and drugs, and increa-
sing demand for self-care products. Age-
related changes in human gut flora can
have adverse health outcomes. Products
containing probiotics have been shown to
have beneficial effects on these changes. A
large proportion of these older population

groups also have stronger purchasing
power than previous generations, which is
increasing demand for products that can
contribute to higher levels of well-being
and better quality of life as people age.

E-COMMERCE GROWTH

Consumer spending on probiotic products
through online distribution channels is
growing sharply. During the 2017-2027
period, e-commerce sales as a share of the
total probiotic supplements market is
expected to grow from 22% to 29%. Ama-
zon, online pharmacies and local online
stores are mainly expected to drive the
increase. Total sales of probiotic supple-
ments via digital channels during the same
period are expected to grow from MUSD
269 to MUSD 953, corresponding to annual
growth of about 13%?. At the same time,
the number of consumers who are actively
seeking information about food and pre-
ventive self-care on the Internet and social
mediasites will increase.

) Source: Netscribes report ‘Global Probiotic
Supplements Market 2018-2027

HIGHER LIVING STANDARDS
AND INTEREST IN PROBIOTICS
IN NEW COUNTRIES

The general global interest in health, fit-
ness and self-care remains strong. At the
same time, the middle class is growing
across most of the world, especially Asia.
This subsequent increase in purchasing
power is opening up new markets with
demand for products with health benefits
such as probiotics. The sharp increase in
world population and continued rapid
urbanisation are driving the growth of
industrial food and drink production. At
the same time, consumers are becoming
increasingly aware of the ingredients in
food, and demand for products that are
healthy and nutritious, as well as safe and
sustainable, is increasing. This is a favoura-
ble trend for probiotic products.

Market
players

There are many players in the probio-
tics market. There are also many diffe-
rent types of collaborations, partner-
ships and other types of business rela-
tionships between various market play-
ers. Inrecent years, ingredient and

pharmaceutical companies have acqui-
red probiotic companies and begun to
consolidate the market. This indicates a
growing interest from other related
industries to be involved in the growing
probiotics market.

Awide range of players are active in
the market, from R&D companies to
manufacturers, sales companies and
brand owners. A number of integrated

players are also active across the entire
B2B supply chain.

Some of the global leaders are Chr.
Hansen, DuPont/Danisco and Lalle-
mand. Probi is also aleading global
company and in contrast to the other
three companies, Probi is focused
solely on probiotics. Most of the other
players are geographically focused ona
specific regional market.




14 PROBI ANNUAL REPORT 2019

MARKET TRENDS

Research into
probiotics 1s hotter
than ever

The

inter-

action between
the brain and the
intestine, the so-called gut-brain

axis, is vital to human well-being. The
same goes for metabolic health. These two areas
currently hold great hope for probiotics.
How probiotics can affect symptoms such as anxiety, stress, obesity
and diabetes are the hottest areas being researched in the field of
probiotics right now. This is according to Mary Ellen Sanders, who
earned her PhD in Food Science with a focus on microbiology from
North Carolina State University in the United States. In 2002,
Sanders co-founded the premier science-focused organisa-
tion in the field - International Scientific Associa-
tion of Probiotics and Prebiotics, ISAPP.
Based in Colorado, USA, she is
currently ISAPP’s execu-

tive science officer.
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MARKET TRENDS

Mary Ellen Sanders

anders has been following the
field of probiotics for 30 years.
‘When she started in the field in
1990, there were few convincing
clinical trials on health benefits of probio-
tics, but the quality of studies has greatly
improved. This was needed to balance the
commercial gains made by probiotics.

“Over the past 15 years, tremendous
progress has been made in developing evi-
dence about the effects of probiotics.
‘With many high-quality human trials, we
better understand how probiotics benefit
health and have insight into the mecha-
nisms driving these benefits. But there is
still much we don’t know;” she says.

Research shows that the gut bacteria of
the body are crucial for awell-functioning
digestion, metabolism and immune sys-
tem. Researchers are linking different
compositions of the intestinal microbiota
to different illnesses, such as diarrhea,
constipation, inflammation, cardiovascu-
lar disease, impaired immune system,
allergies and even depression. However,
it'simportant to remember that most of
the evidence today is associative. We do
not know yet if the alterations in the gut
microbiota are a cause or result of the
diseases, or even from confounding fac-
tors such as medication use.

The interaction between the brain and
the intestinal microbiota occurs in part via
the vagus nerve, which branches into
about 80,000 nerve fibers from the brain
stem and down to the gastrointestinal
tract. It affects and transmits impulses

"Over the past
15 years,
tremendous
progress has
been made in
developing
evidence about

the effects of
probiotics”

from the body's vital organs such as the
heart, lungs, liver, stomach, and intestinal
system.

“There is evidence to suggest that there
is alink between the gut bacteria and the
brain. The big question that remains to be
answered is whether it is possible to mani-
pulate the microbiome so that it improves
brain function. Health authorities in
Canada have approved product claims
that look very promising, says Sanders,
and continues:

“Anxiety, depression, obesity and diabe-
tes are important health concerns today
that likely involve our microbiota. If
researchers can find probiotics that can

relieve these conditions, it would have a
huge benefit to society. "

The global research on probiotics is lar-
gely funded by private companies, such as
Probi. There are those who question the
validity of results from industry-funded
studies.

“Therefore, it is extremely important
that all research is conducted in a manner
that will minimize the potential for bias in
the study. Further, funding sources need to
provide funds and then step back and
allow researchers independence in con-
ducting the study”, says Sanders.

Today there is insufficient oversight in
the marketplace to prevent the availability
of products that claim benefits that are
not substantiated clinically. Choosing the
right product is a challenge for a consumer.
AUS study, for which Sanders was an aut-
hor, showed that customers of large retail
establishments who randomly pick a pro-
biotic product off the shelf have a 35%
chance of getting a product with apparent
clinical documentation.

“Itis a challenge for the consumer to
navigate the marketplace. The best advice
I can give is to look for a product that has
studies showing effectiveness for the
benefit you are interested in. But com-
monly marketed probiotics have an excel-
lent safety record for the general consu-
mer, so there islittle risk of harm to try a
product and see if it delivers a positive
effect for you,” concludes Mary Ellen
Sanders.
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Abdi Ibrahim and
Probi are capturing

the Turkish
probiotics market

Lactic acid bacteria has played an important role in traditional Turkish
food for at least a thousand years. Fermented food such as pickled vegeta-
bles, yoghurt and kefir are still staples of Turkish cuisine. But there is also a
sharply growing market for probiotics in Turkey. Turkey’s largest pharma-
ceutical company, Abdi Ibrahim, is now investing in probiotics in partner-

ship with Probi.

Gokhan Eti

The probiotics market in Turkey is currently valued at approx-
imately MEUR 30 and characterised by strong growth. Inrecent
years, the market has grown more than 80%, despite the overall
weakness of the country’s economic growth. Probi is now ente-
ring this market in partnership with Abdi Ibrahim.

Abdi Ibrahim was founded in 1912 by a pharmacist, Abdi Ibra-
him Bey, in his small pharmacy in Istanbul. Abdi Ibrahim is now
the largest pharmaceutical company in Turkey, with more than
200 brands and 400 products, both proprietary products and
licensed manufacturing. Abdi Ibrahim exports to 6o countries
worldwide, including the EU and Canada, and employs about
4,500 people. The company’s competitors include local players
like Bilim, and global pharmaceutical giants like Novartis, Sanofi
and Bayer. One in ten drugs sold in Turkey come from Abdi Ibra-
him. But the company has even bigger plans for the future.

Abdi Ibrahim has ambitious plans for growth. The company
intends to be one of the top 100 pharmaceutical companies in the

world within a few years. To succeed with this goal, the company
has turned its eye to probiotics, a market with significant growth
potential that is growing in Turkey as socio-economic conditions
improve. Interest in probiotics is also growing due to a shifting
view of health — from treating diseases, to preventative measures
to promote well-being. While probiotics currently account for
less than 1% of Abdi Ibrahim’s sales, the company’s Sales and Mar-
keting Director Gokhan Eti is determined that will change.

“Probiotics are a key component of our growth plans and in
2020, about 100 of our total 2,500 sales staff and business develo-
pers will be focused on probiotics. That will give us the strength
to grow and also become aleader in the probiotics market,” says
Gokhan Eti.

To succeed with their ambitious goal, Abdi Ibrahim sought a
reliable, long-term partner. Because the company is aiming to
become aleader in all of its markets, G6khan and his colleagues
wanted a partner with both a strong clinical profile and high pro-
duction capacity.

“Probi is an invaluable partner for us, and I'm sure we are
equally invaluable for Probi. We value the high level of service and
collaboration, and the access to clinical research and high quality
that Probi stands for,” says Gokhan Eti.

In partnership with Probi, Abdi Ibrahim has now launched
products for digestive health and immune health. The next step,
says Gokhan Eti, will be to launch products for iron absorption
and bone health.



20 PROBI ANNUAL REPORT 2019 THE NATURE’'S BOUNTY CO.

L
INATURE'S BOUNTY

1

it

ni
tr:}i'l'."i

)
=
IS
50
=y
']
=)
W
'rﬁ!
L]

¥ ESTivE mEAL



THE NATURE’S BOUNTY CO.

PROBI ANNUAL REPORT 2019 21

The collaboration with
Probi supports The
Nature's Bounty Co.'s
Ambition to drive
mnovation and growth

Global health and wellness company, The Nature’s Bounty Co. has part-
nered with Probi for more than five years and the collaboration has played
an integral role in driving innovation and growth within The Nature’s

Bounty Co.'s probiotics business.

o
\4 « Aileen Stocks

“Probiotics is one of the largest segments in the nutritional supp-
lements category and a key product that consumers are fre-
quently seeking out. Everyone’s digestive system is a little diffe-
rent and at The Nature’s Bounty Co., we work to ensure we carry
awide variety of probiotic options, many of which are backed by
Probi’s high quality strains, to help support daily digestive and
immune health,” says Aileen Stocks, Senior VP Marketing. She
continues, “We know there are always opportunities to further
drive growth within probiotics, as consumers are becoming more
educated about its benefits. Thanks to our collaboration with
Probi, we can provide robust high-quality strains that are well
documented and backed by clinical research.”

The Nature’s Bounty Co. was founded in 1971 and is one of the
largest nutritional health and wellness companies in the world.
Today it employs over 4,000 people worldwide and is doing busi-
ness in nearly 100 countries. The company’s R&D technical
teams, nutrition science researchers, and Scientific Advisory
Council ensure that the company continues to drive product inn-

ovation and scientific advancement in the field of nutritional
supplements.

“We continuously strive to offer the best that science can pro-
vide and invest in working with strong partners like Probi who
can deliver the next generation of probiotics that will meet con-
sumer demand. Probi is on the cutting edge of scientific breakth-
roughs for probiotics, and their high-quality strains have always
been a great fit for us. Thanks to Probi’s partnership and clinically
studied strains, Nature’s Bounty® Probiotic 10 remains one of our
most successful products,” says Aileen Stocks.

The Nature’s Bounty Co has a variety of probiotic products,
including Probi strains to help support overall digestive health:
Nature’s Bounty® Probiotic 10 contains 1o distinct probiotic cul-
tures for optimal digestive balance and healthy immune func-
tion;* Nature’s Bounty® Probiotic GX helps support abdominal
comfort and helps alleviate occasional gassiness and bloating;*
and Solgar® Probi 30 Billion is a focused, high dosage, single strain
clinically studied probiotic that is delivered directly to the
intestinal tract, where positive and beneficial micro-flora popu-
late and grow.*

“Probi is a great partner for us in the probiotics space. Their
expertise and willingness to collaborate has allowed us to remain
apioneer in the category, and we look forward to continuing to
partner on new innovation with Probi-based strains,” concludes
Aileen Stocks.

* These statements have not been evaluated by the Food and Drug Administration. These

products are not intended to diagnose, treat, cure or prevent any disease.
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Rapid success 1n
Australia due to
close collaboration

Six years ago, Blair Norfolk started a company called Biome Australia with
two consumer brands, Activated Nutrients and Activated Probiotics.

“I started Biome Australia because I actually wanted to solve some personal
health problems — problems that modern drugs couldn’t solve,” says Blair.

Blair Norfolk

About two years ago, Biome Australia entered into a partnership
with Probi, a partnership that has largely led to the company’s
success and rapid growth.

Biome Australia develops and markets innovative, clinically
documented and natural healthcare products with tangible
health benefits. Geographically, the company is mainly focused
on Australia, but also Asia. The company now offers 24 products
under two proprietary brands, Activated Nutrients and Activated
Probiotics.

Blair Norfolk was born and educated in Australia before
moving west.

“I spent ten years in the fast-moving consumer goods industry
across Europe and the US before moving back to Australia and
starting Biome Australia. I am passionate about improving qua-
lity of life for the people who need it most. I dream about being
involved in new discoveries in the gut microbiome — discoveries
that can lead to better outcomes for patients in the future and less
reliance on drugs.”

In five years, Biome Australia has grown from one to 25
employees and the company continues to grow rapidly.

“By June 2020, we predict that our products will be available
in1,000 pharmacies. We now have a total of 24 products that are
all helping people to live healthier lives — 12 organic plant-based
multivitamin products with probiotics, five specialty probiotic
products and five condition-specific products containing
probiotics.”

“By combining our various research collaborations with
intensive travels around the world, we have brought together an
international team of industry-leading experts. We also made a
strategically important decision to partner with Probi, aleading
R&D and innovation company.”

“Biome Australia and Probi work very closely together now.
We are continuously discussing future clinical opportunities
and partnerships together and how we can work even more
efficiently to develop our products and achieve even better
results for consumers.”

“Working with Probi has always been easy. They are very
cooperative and interested in creating results. Our partnership
has gradually become closer, especially in research and training.”

“Biome Australia is a relatively small company that has grown
rapidly in recent years, not least because of our important part-
ners. Probi has been an important partner throughout the entire
journey, and will continue to be so. From a customer at the begin-
ning of our collaboration, Biome Australia is now a partner, and
we are hoping to become a research partner with Probi in the very
near future.”
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Upgrade in Redmond
1n the US for even
higher quality and

capacity

Activity at Probi’s facility in Redmond, close to Seattle in the US, is in full
swing. In November 2019, trucks arrived carrying nearly 70 tonnes of new
equipment to be unpacked, adapted and installed by Probi employees.

The facility in Redmond became part of Probi in 2016 when the
company purchased Nutraceutix. Probi wanted to expand the
company’s manufacturing capacity and found an ideal solution in
the acquisition of Nutraceutix. Since then, the facility has been
the centre of Probi’s commercial fermentation and production of
bacterial strains. Due to a fast-growing and changing market,
Probi made a decision in 2019 to invest in the facility.

"I've never stumbled
across a better business
opportunity than this"

Andy McSheaq, Chief Operating Officer:

“The facility in Redmond had served us well since it became part
of Probi, but it was time for an upgrade and capacity expansion.
‘With new; modern fermentation equipment, we saw opportuni-
ties for improving the technical capacity of the facility and incre-
asing the flexibility required to meet the high pace of innovation
in the probiotics market.”

Andy McShea and his team knew that the acquisition of new
manufacturing equipment would be a challenge. Fermentation
vessels, pellet machines and other advanced equipment is usually
expensive, with long delivery times from when orders are placed
with suppliers.

“It was obvious that we needed to find other avenues for get-
ting hold of the right equipment — faster and more cost-effi-

ciently. Used equipment was not an option, so we made use of our
network to find another solution.”

It was found in a global pharmaceutical company’s facility in
Austria. The pharmaceutical company had bought the facility
several years ago, and completely new equipment for a planned
fermentation facility was included. But due to a change in plans,
the company was left with a surplus of state-of-the-art fermenta-
tion equipment that was never used or even installed. Andy and
his team contacted the company and visited the facility. Aftera
thorough on-site inspection, Probi decided to buy the equip-
ment, nearly 70 tonnes in total.

“Finding state-of-the-art equipment at such an attractive price
aswell as getting it delivered almost immediately was a major
breakthrough for us. I've been in this industry for along time and
I can honestly say that I've never stumbled across a better busi-
ness opportunity than this.”

The lower cost and shorter delivery time are helping Probi get
the equipment into service quickly, and accelerate the pace of rai-
sing the company’s fermentation and manufacturing capacity. To
support the investment, Probi has recruited new personnel dedi-
cated to installing and optimizing the range of new production
processes. For the personnel in Redmond, the new equipment
has many advantages, especially the higher degree of automation
and better support for their work.

There are also important sustainability aspects, says
Andy McShea.

“The new equipment will help us lower our electricity and water
consumption, while improving the biomass yield and extending
the life of our products. And finally, we are giving new life to
equipment that probably would have been scrapped.”



R&D — A FOCUS
ON WOMEN'S
HEALTH
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Probi’s strong R&D profile is highly valued by the company’s customers
and partners, and is often the decisive factor for choosing to partner with
Probi. The R&D department with 12 employees, all located in Lund, is
responsible for Probi’s research globally.

Probi’s focus on clinical research, which is
similar to that of pharmaceutical compa-
nies, gives the company a solid foundation
and builds market confidence. Probi fol-
lows the EU standard for Good Clinical
Practice (GCP) in clinical trials, but is not
usually required to test safety and doses
like pharmaceutical companies, as many
bacterial species are classified as safe for
human consumption.

Probi’s research into existing bacterial
strains continues in several health-related
areas. The company has taken yet another
step in the development of new products
and is also investing in research into new
strains and concepts to a much greater
extent. Two exciting fields of research that
stand out are bone health and iron absorp-
tion —areas that are also particularly
important for women. Titti Niskanen,
who leads Probi’s R&D together with
Niklas Larsson, says that she and her col-
leagues are motivated by being able to
help people achieve better health.

“We did not initially plan to focus on

women’s health, but from both our own
and others’ research, we saw how probio-
tics could play a key role in bone health
and iron absorption, and both of these
areas are extra important for women —
albeit in slightly different phases of life,”
says Titti Niskanen.

Bone health

Probi® Osteo, which reduces bone loss, is
acompletely new and groundbreaking
concept for Probi. Strong bones are
important for our mobility at every stage
of life. Bones are continuously being for-
med and broken down. At the beginning
of life our bone mass increases, since bone
formation is greater than bone loss. That
continues until about 30 years of age.
Then the process reverses and accelerates,
especially for women when they reach
menopause. Bone loss can lead to osteopo-
rosis, which increases the risk of fractures
and fall injuries.

There is already documented evidence
of alink between the microbiome (gut

bacteria) and bone health. An effect on
bone health was also seen in patients
whose bacteria had been wiped out by
antibiotics. Furthermore, pre-clinical stu-
dies performed by researchers at Sahlgren-
ska University Hospital in Gothenburg
had shown alink between ingestion of
Probi’s bacterial strains and reduced bone
loss. On the strength of these results,
Probi decided to conduct a clinical trial in
over 250 Swedish menopausal women.
The trial was conducted in Gothenburg,
Stockholm, Uppsala and Link6ping, and
measured the bone density of the patients
when the trial commenced, and after one
year of treatment with probiotics. The
results were striking. The patients in the
placebo control group lost approximately
1% of their bone mass during the year, a
loss that was slowed by up to 80% in the
group that received probiotics.

“These are excellent and clear results,
and are obviously very exciting for us as
researchers. Probiotics are also an attrac-
tive and easily accessible way for consumers



28 PROBI ANNUAL REPORT 2019

R&D

"We saw how
probiotics could
play a key role in
bone health an
1ron absorption”

to slow bone loss that can otherwise lead
to serious conditions and complications,”
says Titti Niskanen.

“There are obviously treatments for
osteoporosis, but they are often associated
with uncomfortable side effects. The abi-
lity to slow bone loss and prevent, or at
least delay, the process of osteoporosis is
an important breakthrough, especially for
women’s health,” says Titti Niskanen.

The results from the clinical trial are
solid and support the marketing of the
company’s product, Probi® Osteo. During
the year, the trial results were also publis-
hed in The Lancet Rheumatology, one of the
most prestigious scientific journals.

But according to Titti Niskanen, it
could be interesting to conduct another
trial to try and reproduce the effects in
another population. Another challenge for
Probi is to raise awareness of bone health
and spread the knowledge that osteoporo-
sis can be prevented if you start early
enough.

“In Australia, you can measure your
bone density at your local pharmacy. That
might be something for Sweden to look
into,” says Titti Niskanen.

Iron uptake

Iron deficiency is another area that is par-
ticularly relevant to women’s health. Many

women suffer from iron deficiency during
pregnancy, partly due to increased blood
volume. Iron deficiency canlead to anae-
mia, which is a serious condition and to be
avoided during pregnancy.

While the need for iron increases

during pregnancy, it can be difficult to get
sufficient iron from food and iron supple-
ments. Most of the extrairon is not absor-
bed by the body and ends up in the gut
where it can cause problems like constipa-
tion, nausea or stomach cramps. The gui-
delines for pregnant women vary between
countries, but iron supplements are often
recommended, even for preventive purpo-
ses and regardless of whether the woman
has low iron status or not.

To avoid the side-effects of iron supple-
ments, the ability to influence your own
iron uptake would be ideal. Some probio-
tics have already been shown to affect iron
uptake in earlier trials, such as the meal
studies carried out by aresearch team at
the University of Gothenburg. Here,
researchers could confirm that the probio-
tic bacteria Lactobacillus Plantarum 299v,
which is included in Probi FerroSorb®,
helped to boost iron uptake from food.

Increased iron absorption would be
beneficial for a number of groups that may
otherwise find it difficult to get enough iron
without supplements. The benefits would

be particularly significant for pregnant
women. Probi therefore decided to study
this closer and, together with midwives at
maternity care centres across Skédne in
southern Sweden, the company conducted a
trial in more than 300 pregnant women.
The aim was to study the effect of Probi Fer-
roSorb® on their iron status. The results
showed that healthy, pregnant women who
participated in the trial were able to main-
tain a better iron status, which may be attri-
butable to the higher uptake of iron shown
earlier in the trials in Gothenburg.

Since iron deficiency can present as
early as puberty, there are good reasons to
start taking probiotics at that time and
then continue through child-bearing
years, and especially before a pregnancy:.

“We have a good network and dialogue
with the midwives who took part in the trial
and they are very happy with the results.
‘We are now discussing whether we could
work together to impact recommendations
atabroaderlevel, such as through midwife
organisations,” says Titti Niskanen.

Probi’s FerroSorb® product for
increased iron absorption has been laun-
chedin anumber of markets and in 2019,
Probi® Gravid was launched in Sweden.

As the name indicates (“Gravid” is the
Swedish word for “Pregnant”), the target
group is expectant mothers. Probi’s R&D



department would like to continue stud-
ying the effect of probiotics on iron
uptake, in mothers as well as their child-
ren. Another exciting area to study would
be the effects of iron uptake in athletes,
who are even more dependent on high iron
status for both physical performance and
recovery. A small-scale trial has been con-
ducted by researchers in Umea to date,
with parameters that all pointed in the
right direction.

"These are
excellent and
clear results"
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“Sportis avery exciting area and
something we would definitely like to
explore. At the same time, the sports seg-
ment is a relatively complex market, so we
need more time to think about it. Then
there are obviously other larger groups
that could definitely benefit from better
iron uptake,” says Titti Niskanen. Vegeta-
rians and vegans would be an interesting
target group,” she says.
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VivaPro—an initiative
to broaden the food

business

Functional Foods is where it all began for Probi. This business segment

now accounts for a minor share of the company’s total sales, barely 10%, but
is still considered important and has growth potential. Fabian Skirvad started
working at Probi about five years ago and is now responsible for activities in

Functional Foods.

“The company’s current offering in food mainly comprises lactic
acid bacteria in fermented fruit drinks. Interest in probiotic
foods has grown in recent years and new product segments are
being added. Probi can address some of these applications with
its existing product portfolio. Our lactic acid bacteria have been
available for many years and are well proven. They are safe for
human consumption and their effects have been highlightedin a
range of clinical trials,” says Fabian Skarvad.

But the lactic acid bacteria that have so far paved the way for
Probi’s success do not work in all new commercial applications,

since the products are often heat treated to extend their shelf life.

"The aim is to develop
new products to grow the
food business globally"

That poses a major challenge for Probi and its partners because
lactic acid bacteria cannot survive heat treatments. To grow with
the market and broaden the business with more types of food
products, such as drinks, bars, cereals and various types of powder
products, Probi simply needed to find alternatives to its traditio-
nal bacterial strains.

Probi has now begun to study one such alternative —bacillus
coagulans — spore-forming bacteria with properties that are similar
to lactic acid bacteria but more robust and also provide the inten-
ded health benefits after heat treatment. Together with its US
partner Viva §, which has long experience of spore-forming bacte-
ria, Probi is now taking the next step and forming a company cal-
led VivaPro to study these types of bacteria and their potential
commercial applications.

“We are hoping to combine Viva §’s knowledge and experience
in bacillus coagulans with Probi’s, quite possibly, main strength —
our strong focus on research and clinical trials,” says Fabian
Skirvad.

Viva § is one of Probi’s customers and holds a strong position
in the US market, while Probi has awider reach with potential
customers in Europe and Asia. The aim is to develop new pro-
ducts and applications in collaboration with VivaPro in order to
broaden and grow the food business globally.
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(Collaboration between
Prob1 and Symurise 1s
leading to new per-
spectives on cosmetics

SymReboot™ Li9g, the result of a collaboration between Symrise in
Germany and Probi, was launched at the global In-Cosmetics event in Paris
in 2019. The exhibition in Paris attracted more than 12,000 visitors from
the cosmetics industry and included well-attended presentations of how
probiotic-based products can impact the skin microbiome.

One of the presentations was held by Imke Meyer, Senior Global
Product Manager at Symrise in Germany, who described the
results of the collaboration between Probi and Symrise. The com-
panies have jointly developed a processed probiotic strain, Sym-
Reboot™ Lig (Lactobacillus plantarum HEAL1g). In various
studies, both 7z vitro® and 7n vivo?, the strain has demonstrated an
ability to strengthen the skin’s protective function and to calm
sensitive skin. The basic function of SymReboot™ Lig is to
activate the skin’s defence mechanisms in a natural way.

In-Cosmetics attracted visitors from all over the world who
listened to, and met, approximately 850 exhibitors of ingredients,
fragrances, lab equipment and so forth. SymReboot™ Lig was
launched in the market in conjunction with the event. The pro-
duct has attracted a huge interest from the cosmetics industry in
avery short time. After the launch, Symrise met with several
customers to discuss how the product could be formulated in
their end product, and also made customised samples. As a result,
SymReboot™ Lig was already being sold as an ingredient for
several cosmetic products in 2019.

SymReboot™ Lig also attracted attention in other ways
during the year and received positive reviews in three different
publications.

To manufacture the product, Symrise and Probi worked
together to develop a unique production method and have now
achieved an efficient manufacturing process for a probiotic-
based ingredient with a range of applications.

Background

Sensitive skin has a weaker protective barrier and can therefore
be hypersensitive to various types of external stimulation. The
skin microbiome is part of, and may impact, this barrier function,
which can then be impacted and strengthened by probiotic-based
ingredients. Probiotics also have properties that can stimulate
and support mechanisms in the skin that can help to make the
skin softer.

Many consumers are now aware of the positive effects of pro-
biotics on human health, especially for improved gut health. Sur-
veys? show that 78% of consumers believe that probiotics could
also have a positive effect on skin health, and 61% believe that
probiotics would be well-placed in the beauty care category. In
otherwords, a cosmetic product containing probiotics would feel
natural for consumers.

Y |aboratory test
2 test on live organisms

3 CMI Data Source: Symrise Cosmetic Ingredients consumer data base
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Amy Lau
Singapore

Probi Asia-Pacific
Sales support in Asia and Oceania

my Lau has been employed as
sales support for Probi’s ope-
rations in Asia and Oceania
since 2018.

“I am based in Singapore where Probi
now has three employees,” says Amy. “Our
Asian organisation also has two other col-
leagues —both in China, one in Beijing and
one in Shanghai.”

Amy’s role is mainly to provide general
support for Probi’s own sales staff, and for
Probi’s agents, distributors and customers
in Asiaand Oceania. She provides docu-
mentation and information to existing
and new customers. She is also involved in
choosing the conferences and trade fairs
that Probi will attend in in the region, and
then planning and implementing them in
detail.

"My language
skills have been
really useful”

In 2019, Probi attended Food Ingredi-
ents China together with one of its distri-
butors, alarge-scale exhibition in Shang-
hai with five exhibition halls and several
different themes.

“It was avery new and interesting expe-
rience for me,” says Amy. “The exhibition

attracted alot of visitors and there were
exciting meetings at our booth. I was able
to meet several Chinese customers to dis-
cuss Probi and our products.”

“During the exhibition, there were
several seminars covering regulatory
issues, which are included in my responsi-
bilities for the Asian market.”

Another exhibition that Probi atten-
ded was VitaFoods Asia (Singapore), which
attracted customers from Thailand, India,
Australia, China and many more.

Amy was born and grew up in Malaysia
and she speaks three languages: Malay,
English and Mandarin (the official langu-
age of China). Her language skills are
important for her sales support role at
Probi.

“My language skills have been really
useful and helped me advance professio-
nally: Mandarin is my mother tongue, but I
learnt to speak English and Malay fluently
at school. I grew up speaking Fuzhou,
which is a dialect spoken in the Fujian pro-
vince of China.”

Amy holds a Bachelor of Technology
(Hons) and a Master of Science from Uni-
versiti Sains Malaysia with a focus on bio-
process technology.
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Steve Preston
Redmond, Washington

Probi USA
Head of Fermentation Technology

teve Preston works at Probi’s ment, together with six other employees. I
production facilityin Redmond, | work independently and during the
‘Washington, in the US, a few autumn, I helped to install a new liquid
kilometres east of Seattle. He pellitizer which will help us achieve a more
started working at Probi (then Nutraceu- | stable product.
tix) in 2012, left briefly in 2018 for a posi- Steve holds a degree from the Univer-
tion as Head of Production at another sity of California, Davis, with a Bachelor
company, then returned to Probi in of Science in Animal Science focuses on
autumn 2019. genetics. He was employed in the pharma-
ceutical/biotech industry for 15 years
You left Probi for a short time, but before he started working with probiotics.

quickly came back...

“A former colleague offered me a job
outside Probi, which I accepted. But I
missed my co-workers and the work envi- "
ronment at Probi. When a new opportu- When anew
nity opened at Probi, I didn’t hesitate.

There’s an open and friendly attitude here Opportunity

that I really like. We are all working
towards the same goal: to produce probio- Opened at

tics efficiently, and of the right quality.”

“I am now head of the fermentation PrObi ’ I didn' t

process at the production facility in Red-

mond,” says Steve. “A large part of my job hesit ate"

is to ensure that we are working in a cost-
efficient manner.”

In 2019, there were some heavy invest-
ments in Redmond (refer to pages 24-25).

“Yes, alot of interesting things happe-
ned during the year and it was an exciting
time for everyone who works here. Several
investments were made to increase the
efficiency of the facility and to produce
even higher quality probiotics. We made
investments and introduced changes to
improve the stability and sterility of the
products.”

“I'work in the fermentation depart-
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Fiona Westermeier
T.und

Probi HQ

Junior Executive Assistant

rom Marburg in Germany to

Lund in Sweden, via Taipeh

and Shanghai. That was Fiona

‘Westermeier’s journey before
joining the team at Probi, first as an intern
and now as Junior Executive Assistant to
Probi’s CEO.

Fiona Westermeier is originally from
Marburg, a university town in Germany
like Lund. After studying in Taiwan and
China, Fiona applied to Lund University,
where she earned a master’s degree in Cor-
porate Innovation and Entrepreneurship.
As part of her master’s programme, she
was an intern at Probi where she carried
out research for her master’s thesis.

“The project for Probi dealt with cor-
porate innovation management, or how a
company manages and incorporates new
technological advances and innovations.
‘We looked at how projects arose and how
Probi decided what projects had the grea-
test potential for continued development
—an assessment of how innovative the
companyis.”

Fiona and her classmates had to choose
from a number of large and small-sized
companies. Fiona chose Probi because of
cars —in aback-hand sort of way.

“In my region in Germany; nearly eve-
rything is focused on the car industry. I
wanted to find something new and excit-
ing. I became interested in probiotics
after reading that Bill Gates —and others—
believe that probiotics could help solve
malnutrition over the next two decades.
And that is why I chose Probi.”

Fiona has also lived in Shanghai, where

she studied and worked at the German
Chamber of Commerce. That is where she
first came into contact with probiotics,
which have long been used in traditional
Chinese medicine.

"Probi has a
unique combi-
nation of Swedish
company culture
and an
international
environment"

“At first, I thought about going back to
China, but I really enjoyed being in Lund.
It’s a small town, but international at the
same time. When Probi offered me a job,
the choice was simple. Probi has a unique
combination of Swedish company culture
and an international environment,” says
Fiona.

As Junior Executive Assistant, Fiona
works mainly with Probi’s CEO Tom
Ronnlund, but also as a support to the pro-
ject management and innovation activi-
ties. Fiona’s knowledge of corporate inno-
vation management has already proved
valuable for Probi.
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Employees

Jason Scow
Laftayette, Colorado

Probi USA
Senior Quality Manager

ason began his career in probio-
tics as a quality technician at
Nutraceutix in 2009. This was a
somewhat unexpected career
path for someone with a degree in journa-
lism and PR from Colorado State Univer-
sity: Jason’s journey; first in Nutraceutix
and then Probi, after the companies were
merged in 2016, in many ways symbolises
Probi’s culture and view of its employees.

Jason has built a career in Nutraceutix
and Probi: from technician, to various
roles in quality assurance, to quality mana-
ger for the facility in Colorado, and in
2019, he was appointed Senior Quality
Manager for Probi USA.

“Itis very exciting to be following a
career path that you never knew existed.
My original plan was to work as a journa-
list, but I discovered that working with
quality assurance was fascinating, and that
I really believed in the products we were
developing. And that’s why I stayed,” says
Jason Scow.

For Jason, it’s important to be working
for an organisation that he likes and belie-
ves in, and to be making a difference.

“At Probi, we are developing products
that help people feel better and live healt-
hier lives. We are also carrying out
research to back up our claims and to
demonstrate the benefits of probiotics.
That suits me perfectly,” he says.

Jason was also a member of the integra-
tion team that led the merger of Probi and
Nutraceutix. One of the biggest changes
for Jason and his colleagues at Nutraceutix
was that they were now part of an interna-

tional organisation and that there were
suddenly two more business sites, Lund
and Singapore, in addition to those two in
the US. And Jason really appreciates his
new company culture.

"Probi hasa
company culture
thatisboth
inclusive and

engaging"

“Probi has a company culture that is
both inclusive and engaging. The com-
pany values curiosity very highly and gives
employees the autonomy, confidence and
encouragement to explore new ideas, to
improve processes and to work with other
things that will eventually benefit the
company. That’s not how it works in a lot
of other companies, especially in the US.
That’s a strong competitive advantage for
us at Probi,” says Jason.
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THE SHARL

Probi has been listed on Nasdaq Stock-
holm since 2004 and is traded under the
PROB ticker. Probi is traded in the Mid
Cap segment, which consists of companies
with market capitalisation from MEUR
150 to EUR 1 billion. Probi belongs to the
Healthcare and Biotech sectors.

Share capital

At the end of 2019, Probi’s share capital
amounted to SEK 58,220,625 (58,220,625),
represented by 11,644,125 shares
(11,644,125). Each share carries the right to
one vote and the same rights to a share in
the company’s assets and profit. The quo-
tient value of the share is SEK 5.

Ownership

At 31 December 2019, the number of regis-
tered shareholders was 3,927, compared
with 4,222 at 31t December 2018. Of the
total number of shares, institutional owner-
ship accounted for about 89.7% (88.8), pri-
vate owners 10.3% (11.2) and foreign owners
60.9% (61.9). Europe accounts for the lar-
gest proportion of shares held by foreign
owners, corresponding to 60.2% (60.7) of
the total number of shares. Probi’s principal

Distribution institutional/legal entities
- private owners (no. of shares)

2019

. Legal entities, 89,7 %
Physical persons, 10,3 %

owner, Symrise AG, held 56.6% of the capi-
tal and 57.8% of the voting rights at year-
end. Symrise AG treats Probi AB as a subsi-
diary inits consolidated financial state-
ments and consolidates the company in full.

Holding of treasury shares

Atyear-end, Probi held 250,000 treasury

shares, corresponding to 2.1% of the total
number of shares, with a quotient value of
SEK 5 per share. These shares were acqui-
redin 2011 for MSEK 11.8. No shares were
bought back during 2012-2019.

Share performance

In 2019, Probi’s share declined 38% and
was quoted at a closing price of SEK
222.00 (360.00) at year-end. OMX Stock-
holm PI rose 29% during the year. The hig-
hest and lowest prices in 2019 were SEK
408.60 (516.00) and SEK 206.50 (298.80),
respectively. On 31 December 2019,
Probi’s market capitalisation was MSEK
2,529 (4,102). During 2019, 1,240,917
(2,481,283) Probi shares were traded on
Nasdaq OMX Stockholm. The average
turnover of shares per trading day was

4,964(9,925).

Distribution Swedish
— foreign shareholders (no. of shares)

2019

Sweden, 39,1%
. Rest of Europe, 60,2 %
@ Rest of the world, 0,7 %

Dividend policy

In future, the dividend will be based on
Probi’s earnings level and financial posi-
tion, as well as requirements for the finan-
cing of available expansion and acquisition
opportunities. On an annual basis, the
Board will evaluate the potential to pay a
dividend and, in so doing, will balance the
shareholders’ expectations of a reasonable
dividend yield with the company’s needs
to self-finance its continued growth and
expansion.

The Board of Directors and the CEO
propose to the 2020 Annual General Mee-
ting that the company pay a dividend of
SEK1.00 per share (-). This entails a total
dividend of MSEK 11.4 (-), and the propo-
sal is that the Parent Company’s remaining
retained earnings of MSEK 983.9 be car-
ried forward.

Options programme

Probi has no outstanding convertible
loans and no outstanding warrants.
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Share capital development

Increase in Total no. Parvalue Increase in the
Event Year Issue price no. of shares of shares of share share capital Share capital
Establishment 1991 500 500 100 50,000 50,000
Bonus issue 1:1 1997 500 1,000 100 50,000 100,000
Targeted issue ! 1997 150 1,150 100 15,000 115,000
Split 100:1 1997 113,850 115,000 1 - 115,000
Bonus issue 34:1 1998 3,910,000 4,025,000 1 3,910,000 4,025,000
Targeted issue 2 1998 1,006,250 5,031,250 1 1,006,250 5,031,250
Bonus issue 15:10 1998 7,546,875 12,578,125 1 7,546,875 12,578,125
Targeted issue 3 1998 12 1,721,875 14,300,000 1 1,721,875 14,300,000
Bonus issue 13:10 1998 18,590,000 32,890,000 1 18,590,000 32,890,000
Rights issue 2000 10 8,222,500 41,112,500 1 8,222,500 41,112,500
Reverse split 5:1 2004 - 8,222,500 5 - 41,112,500
New issue 2004 1,142,800 9,365,300 5 5,714,000 46,826,500
Rights issue 2016 264 2,278,825 11,644,125 5 11,394,125 58,220,625

! Issue targeted to founders and senior executives.
2 [ssue targeted to Sk&nemejerier’s owner group and Probi AB.

3 |ssue targeted to shareholders in Skénemejerier, employees of Probi AB and Skénemejerier and certain other related parties.

No. of Series A shares Share of capital (%) Proportion of votes (%)
Symrise AG 6,585,017 56.6% 57.8%
Swedbank Robur fonder 1,251,000 10.7% 11.0%
Figrde AP-fonden 1,046,127 9.0% 9.2%
SEB 398,170 3.4% 3.5%
Avanza pension 117,723 1.0% 1.0%
Core Ny Teknik 97,959 0.8% 0.9%
Lansférsakringar Fondférvaltning 78,866 0.7% 0.7%
BNY Mellon NA, W9 72,754 0.6% 0.6%
KBC Bank NV, W-8IMY 46,975 0.4% 0.4%
Other 1,699,534 14.6% 14.9%
Total Shares outstanding 11,394,125 97.9% 100.0%
Probi AB 250,000 21 % -
Total no. of shares 11,644,125 100.0 % 100.0 %

Holding per shareholder

Share distribution No. of shareholders No. of shares Proportion of shares (%)
1-500 3,324 353,290 3.0%
501-1000 314 232,820 2.0%
1001 -5000 226 464,637 4.0%
5001-10000 24 164,440 1.4%
10001 - 15000 9 110,938 1.0%
15001 -20 000 6 107,982 0.9%
20001 - 24 10,210,018 87.7%

Total 3,927 11,644,125 100.0%




PROBI AB (PUBL)

Annual accounts and consolidated financial statements for
2019 financial year
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DIRECTORS’ REPORT

DIRECTORS’ REPORT

The Board of Directors and the Chief Execu-
tive Officer of Probi Aktiebolag (publ) with its
registered office in Lund, Sweden, Corporate
Registration Number 556417-7540, hereby
present the annual accounts and consolida-
ted financial statements for 2019.

Probi was founded 1991 and is a leading
player in probiotic research and develop-
ment, manufacturing and sales of effective
and well-documented probiotics. The
company's research relates to living microor-
ganisms with scientifically proven health
benefits. The main fields of research are: gut
health, immune system and nutrient absorp-
tion, iron absorption, bone health and stress
and recovery. Probi’s customers are leading
companies active in the Consumer Health-
care and Functional Food business areas.

Significant events in 2019

¢ Tom Rénnlund was appointed new CEO
in January 2019 and joined Probi from
the listed Norwegian company Nava-
medic ASA. Tom has more than 20 years
of experience of sales, marketing and
executive positions in the health and med-
ical care sector. At the same time, Henrik
Lundkvist was appointed new CFO and
joined Probi from GCE Group, a global
gas-equipment company, where he had
served as CFO since 2015.

*  During the year, Probi signed supply
agreements with three of the company’s
largest customers in the US, providing a
stable base for continued expansion in
the US market.

* During the year, The Lancet Rheumato-
logy journal published results from Probi's
trial of bone health in postmenopausal
women. The results showed a clear reduc-
tion in bone loss following intake of Probi's
probiotics. The product was launched in
all regions under the Probi® Osteo con-
cept name during the year.

¢ In 2019, Probi commenced a programme
to upgrade the manufacturing unit in Red-
mond, in the US. The aim of the pro-
gramme is to further improve the effi-
ciency and quality of production to
strengthen competitiveness. The invest-
ment programme will continue throug-

hout 2020, but the full effect is not expec-
ted until 2021.

* During the year, a clinical trial was con-
ducted to study the effect of Probi Ferro-
Sorb® on iron status during pregnancy.
The results showed improved iron status
at later stages of pregnancy. The product
was launched in Sweden under the Probi®
Gravid product brand, and also launched
in other markets.

* During the year, Probi and its partner in
the Nordic market launched a completely
new range of products for consumers of
all ages. New products in the Probi family
are Probi® Baby, Probi® Gravid, Probi®
Family and Probi® Active 50+.

* Atthe end of 2017, Probi signed an agree-
ment with a global fast-moving consumer
goods (FMCG) company regarding the
launch of a Functional Food product
containing Probi’s digestive health
bacteria in North America. Due to re-
prioritisations in the product strategy for
the specific product, the business partner
decided to opt out of the collaboration
prematurely.

* During the year, Probi repaid MSEK 119
of the bank loans raised in connection
with the acquisition of Nutraceutix in
2016. All bank loans were subsequently
repaid at year-end.

Sales and results

Probi’s net sales for the full-year amounted to
MSEK 626.2 (604.1). The total increase was
MSEK 22.1 or 4% compared with the year-
on-year period. At the preceding year’s
exchange rates, net sales for the full-year
would have been MSEK 0.8 higher year-on-
year.

Net sales in Probi’s largest market, Ameri-
cas (North and South America), amounted to
MSEK 468.9 (444.3), corresponding to 75%
of Probi’s total net sales. The increase of
MSEK 24.6 (6%) was largely due to a
stronger USD. Sales in EMEA (Europe, the
Middle East and Africa) rose 13% year-on-
year to MSEK 113.5 (100.4). The increase was
attributable to a new large Turkish customer,
but also to growth in existing customers. The
APAC region (Asia Pacific) reported net sales

of MSEK 43.8 (59.5), down 26%, mainly the
result of tighter regulation which led to a
temporary slowdown in the Chinese market.

Operating expenses for the full-year
amounted to MSEK 514.7 (503.0). The gross
margin improved slightly year-on-year to
47% (46) of net sales. Sales and marketing
expenses of MSEK 105.1 (91.9) increased in
line with expanded commercial resources in
the Americas and APAC regions, but also due
to higher variable costs associated with the
increase in net sales. Administrative expenses
amounted to MSEK 46.0 (54.7). The compa-
rative figures include a non-recurring
employee-related cost of MSEK 4.5.
Research and development expenses
amounted to MSEK 31.0 (32.7).

Consolidated EBIT for the year totalled
MSEK 111.5 (101.1). Adjusted for currency
effects, EBIT totalled MSEK 112.7.

EBITDA amounted to MSEK 183.4 (154.9),
corresponding to an EBITDA margin of
29.3% (25.6). EBITDA excluding effect from
IFRS 16 amounted to MSEK 168.7 (154.9),
corresponding to an EBITDA margin of
26.9% (25.6).

The Group’s financial result for the year
amounted to MSEK -2.0 (-2.6). Interest
expense excluding IFRS 16 amounted to
MSEK 0.7 (-5.4). Interest expense related to
IFRS 16 amounted to MSEK -2.3 (). In addi-
tion, bank charges amounted o MSEK -1.1
(-0.8). Gains or losses on the translation of
loans and cash and cash equivalents denomi-
nated in other currencies are recognised in
exchange rate gains or losses from financing
activities. A currency gain of MSEK 0.7
(MSEK 2.2) arose during the year.

Profit after tax for the year totalled MSEK
85.9 (76.3). Tax expense was MSEK 23.6
(22.3).

Earnings per share for the year amounted

to SEK 754 (6.69).

Cash flow and financial position

During the year, cash and cash equivalents
rose MSEK 7.7 to MSEK 207.0 (199.3). Cash
flow from operating activities rose MSEK
46.1 year-on-year, of which MSEK 14.7 was
due to reclassification to financing activities
in connection with the adoption of IFRS 16
Leases, and the remaining amount to a posi-
tive EBIT trend and improved working capital.
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Cash flow from investing activities was
MSEK -35.1 (-14.0). Payments for investing in
intangible assets amounted to MSEK 8.4
(10.2), of which MSEK 3.5 (2.8) pertained to
patents and MSEK 4.9 (7.4) to capitalised
development costs. During the year, capitali-
sed development costs mainly related to clini-
cal trials in gut and immune health and
nutrient absorption. Payment for investing in
property, plant and equipment amounted to
MSEK 26.7 (3.8), and mainly pertained to
investments in the manufacturing unit in Red-
mond, in the US.

Cash flow from financing activities was
MSEK -133.0 (-74.1). This included a repay-
ment of MSEK 119 (70.2) on the bank loans
raised in connection with the acquisition of
Nutraceutix in 2016. The amount also inclu-
des lease payments of MSEK 12.5 (-) and
paid interest of MSEK 2.3 (-) resulting from
the adoption of IFRS 16.

A five-year summary is presented after
the notes in the annual report.

Segment information

Probi’s business operations are organised in
two business segments: Consumer Health-
care (CHC) and Functional Food (FF). Consu-
mer Healthcare develops, manufactures and
markets Probi’s probiotics to pharmaceutical
and healthcare companies and customers
specialised in probiotics and self-care pro-
ducts. Revenue is derived from sales of goods
ranging from raw materials in bulk to finished
products in consumer packaging. The Fun-
ctional Food segment develops food contain-
ing Probi’s probiotics. Development takes
place in partnership with leading food com-
panies. Revenue in Functional Food mainly
consists of royalties based on partner-gene-
rated sales. No business transactions are
conducted between the two segments.

Consumer Healthcare
In 2019, net sales in Consumer Healthcare
amounted to MSEK 583.7 (566.8). EBIT for
the business area totalled MSEK 92.4 (87.5),
corresponding to an operating margin of
16% (15). The increase was attributable to
sales growth in the Americas and EMEA.

A slight decline in growth in the business
area’s largest market, North America, was
noted during the year. Net sales rose 4%

and mainly pertained to premium products,
which is in line with the trend of growing
demand for innovative and well-documented
products. During the year, three supply agre-
ements were signed with the company’s large
customers in the US market. The agreements
provide a stable base for continued expan-
sion in the region. To further strengthen
Probi's position in the North American mar-
ket, Probi continued to strengthen its sales
organisation in the US during the year.

The aim of broadening the customer base
in EMEA yielded results and growth was 19%
for the business area. This growth was lar-
gely due to establishment in major European
markets such as ltaly and Turkey, and to the
continued positive trend for the Probi range
in Sweden with the new products Probi®
Baby, Probi® Gravid, Probi® Family and
Probi® Aktiv 50+.

The fast-growing Chinese and South-east
Asian markets are key strategic focus areas
for Probi. In 2019, the business area’s sales in
this region declined 27% year-on-year. The
decline was largely attributable to dampe-
ned growth in the Chinese market due to
stricter regulatory requirements for dietary
supplements and related health foods, alt-
hough this is expected to benefit Probi’s well-
documented products in the long term.
During the year, Probi also strengthened its
sales organisation with additional employees
in the region in order to increase the
company’s local presence and capture new
business opportunities.

Functional Food

In 2019, net sales in Functional Food amoun-
ted to MSEK 42.5 (37.3). EBIT for the business
area totalled MSEK 19.1 (13.6), correspon-
ding to an operating margin of 45% (36).
The growth and earnings improvement was
mainly attributable to a non-recurring pay-
ment from the discontinued collaboration
with a global FMCG customer.

Research and development

In 2019, Probi's research programme gene-
rated promising results, which strengthened
the company’s product offerings and benefi-
ted the launch of products in new fields of
health. Several clinical trials completed
during the year are expected to further con-

PROBI ANNUAL REPORT 2019 43

tribute to a continued solid and innovative
product portfolio. Total research and deve-
lopment costs amounted to MSEK 39.4 (40.1),
of which MSEK 8.4 (7.4) was capitalised.

One of Probi’s main achievements in 2019
was the completion of a clinical trial in 326
pregnant women. This randomised, double-
blinded, placebo-controlled trial was con-
ducted at antenatal clinics in southern Swe-
den, with the aim of assessing the effect of
Probi FerroSorb® on iron status during preg-
nancy. Probi FerroSorb® has previously been
shown to increase iron absorption in healthy
women of child-bearing age. The effect on
iron status was assessed, and intake of Probi
FerroSorb® led to significantly improved iron
status, resulting in reduced iron deficiency
but also a lower incidence of anaemia during
the final stages of pregnancy compared with
the control group. During the year, Probi®
Gravid was launched in the Swedish market
as a supplement based on this concept, while
also being introduced to customers in other
markefs.

In line with Probi’s focus on innovation and
research, the company continuously invests in
collaborations with prestigious academic
research teams. During the year, the research
collaboration with Dr Karen Scott from the
Rowett Institute at the University of Aberdeen
in Scotland was extended. The collaboration
is focused on next-generation probiotics in
order to lay the foundation for the develop-
ment of new, unique products. The ongoing
collaboration with Professor Michiel Kleere-
bezem from the Host-Microbe Interactomics
Group at Wageningen University in the
Netherlands has proceeded as planned and
will enter the next phase in 2020.

During the year, Probi continued to work
actively to ensure the publication of its
research results in reputable scientific jour-
nals. The Lancet Rheumatology published the
results from Probi’s study of bone health in
postmenopausal women, which showed a
clear reduction in bone loss following intake
of Probi's probiotics. The product was laun-
ched under the Probi® Osteo concept name.
The European Journal of Nutrition published
Probi's results from a trial of immunity in
children. The trial showed that daily con-
sumption of a combination of two patented
Probi strains for a period of three months
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reduced cold symptoms in pre-school children.

The collaboration project with partner
company Cilag, aimed at developing an OTC
(over the counter) product for the global
market, was concluded after the initial evalu-
ation stage. Probi worked closely with the
partner company on the project and learnt
important lessons for similar OTC projects in
the future, and the ambition to develop an
OTC solution for the company’s most well-
documented probiotic concepts in the future
remains firm.

Employees
At year-end, Probi had 170 (167) employees,
of whom 51% (47) were women. The aver-

age number of employees during the year
was 164 (163).

Events after the balance-sheet date

In March 2020, Probi formed a joint venture
with the US based Viva5 Group. The stan-
dalone company, VivaPro LLC, will focus on
spore-forming bacterias and its potential
commercial applications. Probi will own 49%
of the shares, but has an option to acquire
additional shares at a later stage to become
a majority shareholder in the company.

During the first quarter of 2020, COVID-
19 broke out and Probi has taken a number
of measures to protect the company's opera-
tions and reduce the spread of the virus. At
the time of signing this annual report, the
impact had been limited and there were no
confirmed cases of COVID-19 among the
company's employees, limited disruptions in
the supply chain and no negative impact on
customer demand. At present, it is not pos-
sible to make an assessment of the extent to
which this may affect the business going for-
ward, but the company management conti-
nuously assesses the potential financial
impact.

Risks and uncertainties

Probi pursues continuous efforts to identify
and evaluate the various types of risks to
which its operations are exposed. This work
involves the analysis and evaluation of pos-
sible risks, and an assessment of their likeli-
hood and possible implications. Actions are
also taken to minimise any adverse effects
that these risks would have on the business

and the company’s development if they
should arise. This provides Probi with a dis-
tinct impression of what the risks are and how
they should be resolved.

Changes in consumer trends

An overriding social frend among consumers
in many geographic markets is the continued
growing interest in health, health products
and a hedlthy lifestyle. The prevailing health
trend has had a positive impact on consumer
demand for probiotics and other products.
Should the prevailing health trend diminish
or change, and lead to a change in consump-
tion patterns and consumer trends, this could
halt or slow demand for Probi's products,
which could have a negative impact on
Probi's operations, financial position and
earnings.

Agreements with strategically selected
customers

Probi has agreements with a number of
customers in various countries who market
Probi’s products and technology, or are plan-
ning fo do so. Should one or more of these
collaborations end or not lead to launches,
this would have a negative impact on Probi's
revenue, earnings and financial position.

Acquisitions

Probi's business strategy includes growing
through acquisitions. Opportunities for this
depend on the company’s ability to identify
suitable acquisition targets, implement the
acquisitions on favourable terms for Probi
and successfully integrate them into the
Group. If acquisitions cannot be implemen-
ted, the company’s capacity for future
growth could decline. In addition, completed
acquisitions may also give rise o a number of
risks, such as if the due diligence process
prior to an acquisition proved insufficient or
defective. Such flaws could, for example,
result in expected acquisition synergies not
being realised or in unforeseen costs arising
from the integration process, which could
have a negative impact on Probi's opera-
tions, financial position and earnings.

Competition
The growing inferest in probiofics entails that
Probi faces increased international competi-
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tion, such as in the form of increased price
pressure from ingredients companies, other
suppliers of probiotics and new players beco-
ming active in the market. Competition will
also come from other products with equiva-
lent health benefits. Over time, this could
entail a threat to Probi’s market position and
growth.

Regulatory risks

The requirements and regulations for the use
of health claims for probiotics, for example,
are constantly being sharpened. Since 1 July
2007, nutrition and health claims have been
regulated by an EU directive (1924/2006)
that applies in all EU countries, which has pla-
ced considerable restrictions on the possibi-
lity of communicating the health-related
benefits of products to consumers. Regula-
tory processes are also being tightened in
other geographic markets. Since Probi’s con-
tinued expansion presumes product launches
in a greater number of geographic markets,
the tightening of regulatory processes in
various markets could entail a risk of
increased costs and delayed launches for
Probi.

Patents and rights

Probi’s continued development depends lar-
gely on continued successful research and
the ability to protect future revenue streams
from product sales with extensive patent pro-
tection. Thus, it is vital that granted patents
can be maintained and that newly develo-
ped products and applications can be paten-
ted or protected in some other way. There is
arisk that current or future patents, frade-
marks and other intellectual property rights
held by Probi will not provide adequate pro-
tection against infringement and competition.
Moreover, patents held by other operators
could limit the potential for or impede Probi
and its licencees from freely utilising a certain
product or production method in specific
markets.

Operations subject to permit obligations

Probi conducts operations that require per-
mits under environmental legislation in the
US. While Probi currently holds the permits
required to conduct these operations, there is
a risk that the company will be unable in the
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future to fulfil appropriate conditions for such
permits, or that the regulatory framework is
changed so that additional operations
become subject to permit obligations without
Probi having the capacity to obtain appro-
priate permits. If Probi should lack requisite
permits in the future for a certain part of its
operations, this would have a negative
impact on Probi’s operations, financial posi-
tion and earnings.

Supply of goods

A significant portion of Probi’s future growth
is based on the delivery of ready-made pro-
ducts in the form of powder, capsules and
tablets. Probi has two manufacturing units in
USA, one fermentation unit in Redmond,
Washington and one manufacturing and
packaging unit in Lafayette, Colorado. An
unplanned production interruption can have
an impact on deliveries to customers, as most
of the production takes place against orders.
Part of the manufacturing is done by suppli-
ers where Probi is dependent on them comp-
lying with agreed requirements in areas such
as quadlity, volumes and delivery dates.

Product liability

Probi could be subject to product liability
claims if the company’s products are alleged
to have caused personal injury or property
damage. Probi's insurance programme con-
tains product liability protection. Probi's busi-
ness could give rise to claims for damages
that are not covered by the insurance, which
could have an adverse impact on Probi's ear-
nings and financial position.

Strategic research and development

Probi's R&D and product development
encompass both proprietary efforts and col-
laborations with external Swedish and inter-
national researchers and organisations.
However, there is no guarantee that these
efforts or collaborations will lead to new
launchable products, or that Probi will
receive exclusive rights to any results.

Key individuals and employees

The company’s future development is depen-
dent on being able to retain employees and
recruit new employees with the skills that are
in demand.

Information technology

A secure and reliable IT environment with
high availability is a prerequisite for conduc-
ting operations efficiently. External and infer-
nal attempts to trespass the IT environment
that limit its availability or result in losses of
company information could have an adverse
impact on Probi’s earnings and financial
position.

Financial risks

Probi is exposed to several financial risks that
primarily arise from the purchase and sale of
products in foreign currency. Exchange and
interest rates impact Probi’s earnings and
cash flows. The company is also exposed to
liquidity risks and to credit and counterparty
risks. The company’s financial policy is esta-
blished by the Board and contains guidelines
for the management of various types of
financial risk exposure. The corporate
finance function in the Group is responsible
for identifying and effectively limiting the
Group's financial risks. For more detailed
information, refer to Note 3.

Future development

Probi's business model is based on conduc-
ting research and development, obtaining
patents for and documenting probiotic bac-
teria and developing and producing ready-
made probiotic consumer products. The
company’s long-term objective is to continue
creating profitable growth by expanding
and advancing its sales in the global market
for probiotic products. The global market for
probiotics is expected to continue growing in
the coming years. In view of this, Probi's
assessment is that prospects for continued
growth are favourable, and that both ear-
nings and cash flow from operating activities
will be positive in the coming year.

Guidelines for remuneration to senior
executives

According to the Companies Act, the Annual
General Meeting must decide on guidelines
for remuneration to the CEO and other
senior executives. Guidelines were adopted
at the Annual General Meeting on May 7,
2019. No deviations from these guidelines
have been made. Prior to the 2020 Annual
General Meeting, the Board of Directors has
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proposed that the remuneration guidelines
be updated to adapt to the new rules that
apply since 1 January 2020 regarding guide-
lines for remuneration to senior executives.
The Board's proposal for remuneration gui-
delines mainly has the following content:

The fixed cash salary (base salary) shall
take into account the individual's potential,
areas of responsibility and experience.

The variable cash remuneration may, for
the CEQ, amount to a maximum of 60% of
the fixed annual cash base salary and may,
for the other senior executives, amount to a
maximum of 50% of the fixed annual cash
base salary. For senior executives employed
in the American organisation, the variable
cash remuneration may amount to a maxi-
mum of 100% of the fixed annual cash base
salary. Variable cash remuneration shall be
linked to the senior executive's fulfilment of
pre-determined quantitative and qualitative
goals. The goals may be financial, for
example by relating to result or net sales and
non-financial, for example by relating to how
the individual contributes to Probi’s work with
matters on diversity and the maintenance
and building of Probi’s culture. The goals
shall, among other things, aim to secure a
long-term commitment for the company’s
progress, whereby they are expected to con-
tribute to the successful implementation of
Probi's business strategy, long-term interests
and sustainability. The fulfilment of criteria for
awarding variable cash remuneration shall
be measured on a yearly basis.

In addition to the fixed cash salary and
the annual variable cash remuneration,
senior executives and other selected key
employees (up to ten persons) may each year
be granted a variable long-term cash bonus
(LTl-bonus). The LTl-bonus shall award EPS
growth during the year of inclusion, which is
also the performance year (year 1). The initial
grant value shall be based on reach of the
performance goal and shall amount to a
maximum of 7.5-37.5% of the annual salary
in the year of inclusion of each participant,
depending on position. The initial grant value
shall be vested over the following three years
(year 2-4) and shall thereafter, upon pay-out,
be indexed to reflect the share price deve-
lopment during the vesting period; i.e. if
during the vesting period the share price has
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increased by 25%, the initial grant value
shall upon payout of the LTI-bonus be
increased by 25%. If during the vesting
period the share price has declined by more
than 33%, there shall be a guaranteed mini-
mum of 33% of the grant value. If the share
price has increased by more than 50%
during the vesting period, the LTI-bonus pay-
out shall be capped at 150% of the initial
grant value. Should the initial grant value be
the maximum value of 37.5% of the annual
salary and the share price development over
the vesting period be more than 50%, then
the maximum payout value of the individual
LTI-bonus should be 56.25% of the annual
salary as per the year of inclusion. Payout of
the LTl-bonus is conditional upon continued
employment by the end of the vesting period
(subject to customary exceptions). The costs
associated with the LTl-bonus are regular
personnel costs associated with cash com-
pensation.

Further variable cash remuneration may
be awarded in extraordinary circumstances,
provided that such extraordinary arrange-
ments are limited in time and only made on
an individual basis, either for the purpose of
recruiting or retaining senior executives, or
as remuneration for extraordinary perfor-
mance beyond the individual's ordinary
tasks. Such remuneration may not exceed
30% of the fixed annual cash base salary
and may not be paid more than once each
year per individual. Any resolution on such
remuneration shall be made by the Board of
Directors.

For the senior executives, pensions, inclu-
ding health insurance, shall be based on defi-
ned contribution plans. Variable cash remu-
neration shall qualify for pension benefits.
The pension premiums for the contribution
defined pension shall follow the ITP1 plan,
and shall amount to not more than 4.5% of
the pensionable salary up to 7.5 income base
amounts, and not more than 30% on excee-
ding salary. Additionally, according to appli-
cable collective agreements, a part of the
senior executive's pensionable salary may be
allocated as a complement to the senior
executive'’s pension as set out in his or her
employment contract.

Other benefits may include, for example,
life insurance, medical insurance and com-

pany cars, and may be provided to the
extent that such benefits are deemed to be
on market terms for senior executives in equi-
valent positions in the market where the
senior executive is active. Such benefits may
amount to not more than 10% of the fixed
annual cash base salary.

Senior executives shall be employed until
further notice. The notice period may not
exceed twelve months for the CEO and nine
months for other senior executives if notice of
termination of employment is made by the
company. Fixed cash base salary during the
period of notice and severance pay may
together not exceed an amount equivalent to
the fixed cash base salary for twelve months.
The period of notice may not exceed six
months, without any right fo severance pay,
when termination is made by the executive.

The Board of Directors may derogate
from these guidelines if the Board of Direc-
tors considers that, in a specific case, there is
special cause for the derogation and a dero-
gation is necessary to serve Probi’s long-term
interests, including its sustainability, or to
ensure Probi's financial viability. The Remune-
ration Committee’s tasks include preparing
the Board of Directors'’ resolutions in remune-
ration-related matters. This includes any
resolutions fo derogate from the guidelines.

Sustainability reporting

In accordance with Chapter 6, Section 11 of
the Swedish Annual Accounts Act, Probi has
elected to prepare its statutory sustainability
report in a document that is separate from
the Annual Report. The Sustainability Report
is published on the company’s website
www.probi.com

Ownership structure and share capital

Probi's shares have been listed on Nas-
daq Stockholm since 2004. Since 1 January
2017, Probi has belonged to the Nordic Mid
Cap segment, comprising companies with a
market capitalisation ranging from MEUR
150 to EUR 1 billion. At 31 December 2019,
Probi had 3,927 (4,222) shareholders accor-
ding to Euroclear Sweden AB. On that date,
Probi had two owners with shareholdings
representing at least one-tenth of the votes
for all shares in the company: Symrise AG,
Germany, and Swedbank Robur Funds,

DIRECTORS’ REPORT

Sweden, with 57.8% and 11.0% of the votes,
respectively. At the end of 2019, Probi's share
capital amounted to SEK 58,220,625
(58,220,625), distributed among 11,644,125
shares (11,644,125). All shares are of the
same class and carry one vote and equal
rights to the company’s assets and earnings.
The Articles of Association contain no restric-
tions on the transferability of the shares.

At year-end, Probi held 250,000 treasury
shares, corresponding to 2.1% of the total
number of shares, with a quotient value of
SEK 5 per share. These shares do not carry
voting rights nor do they carry entitlement to

dividends.

Proposed allocation of profit in the
Parent Company
The following profits in the Parent Company

are at the disposal of the Annual General
Meeting (SEK):

Profit brought forward 314,898,117
Share premium reserve 579,064,772
Profit for the year 101,317,555
Total 995,280,444

The Board of Directors and the CEO propose
that the profits at the disposal of the AGM be
distributed as follows:

that a dividend of SEK 1.00 per

share be paid to shareholders 11,394,125
that the following amount
be carried forward 983,886,319

Total 995,280,444

The proposed dividend has taken into consi-
deration that the company has treasury
shares that do not qualify for a dividend.
The earnings brought forward by the Group
totalled TSEK 433,514 according to the con-
solidated statement of financial position

and other contributions received amount to
TSEK 600,205.

The Board's assessment is that the propo-
sed dividend will not prevent Probi from fulfil-
ling its commitments in the short or long term,
or from implementing necessary investments.
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Probi AB (publ) is a Swedish limited liability
company whose shares have been listed on
Nasdaq Stockholm since 2004. According to
its Articles of Association, Probi shall engage
in the development, manufacture and marke-
ting of products that stimulate the growth
and/or regulate the natural microflorain
humans and conduct other compatible ope-
rations.

Probi’s Corporate Governance is based
on applicable legislation, resolutions by the
Annual General Meeting (AGM), Articles of
Association, listing agreement, the Swedish
Code of Corporate Governance (the “Code”)
and work by the Board of Directors and Exe-
cutive Management. For more information
about the contents of the Code, refer to
www.bolagsstyrningskollegiet.se.

This Corporate Governance Report per-
tains to the 2019 financial year and has been
prepared in accordance with the Swedish
Annual Accounts Act and the Code's regula-
tions. Probi’s Articles of Association and addi-
tional information about Probi’s Corporate
Governance are available at www.probi.
com, under ‘Investor Relations.’

Application of the Code

Probi, its Board of Directors and Nomination
Committee apply the Swedish Code of Cor-
porate Governance. No deviation from the
Code has taken place.

General Meeting of Shareholders

Shareholders exercise their influence over
the company at General Meetings of Share-
holders, Probi's highest decision-making
body. The AGM is held within six months of
the end of the financial year. Official notifica-
tion of the Meeting is sent not earlier than six
weeks and not later than four weeks prior to
the Meeting. All shareholders listed in the
shareholder registry and who registered
their interest are entitled to participate in the
Annual General Meeting and vote. Each
share carries one vote.

The Annual General Meeting was held in
Lund on 7 May 2019. The Board of Directors,
auditors and Nomination Committee were
elected at the AGM, which also resolved on
guidelines for the remuneration of senior
executives, as described in the following. The

Board of Directors was also authorised
during the period prior to the 2020 AGM, on

one or more occasions, to:

* make decisions regarding a new rights
issue of up to a total of 1,164,412 shares.
This authorisation includes the right to
resolve to disapply the shareholders’ pre-
emptive rights and that payment is to be
made in cash, in kind, or offsetting debt.
When disapplying the shareholders’ pre-
emptive rights, the issue price is to be set
on normal market terms. At the date of
the resolution by the AGM, full exercise of
the authorisation would have entailed 9%
dilution of the share capital and voting
rights. The Board did not exercise this aut-
horisation during 2019.

* make decisions regarding the buyback of
own shares. This authorisation includes
acquisitions on Nasdaq Stockholm of own
shares in a number that at no time
exceeds 10% of all outstanding shares.
According to the authorisation, any acqu-
isition is to take place on Nasdaq Stock-
holm at a price within the registered price
interval ot the time of acquisition, mea-
ning the spread between the highest and
lowest selling price. Payment for the sha-
res is to be made in cash. The Board did
not exercise this authorisation in 2019.

* make decisions regarding the transfer of
treasury shares. This authorisation inclu-
des a transfer of not more than the num-
ber of shares held by the company at the
time of transfer. Any transfer may only
take place at a price within the registered
price span on Nasdaq Stockholm on each
occasion, meaning the spread between
the highest and lowest selling price. The
Board was also authorised, with or wit-
hout applying the shareholders’ pre-emp-
tive rights, fo make decisions on the trans-
fer of treasury shares in a manner other
than that described above. Transfers may
be made in return for cash payment, in
the form of property other than cash or
through the offsetting of debt. The Board
did not exercise this authorisation during

2019.

Nomination Committee

The Nomination Committee is elected at the
AGM and its principal tasks are to:

* evaluate the Board's composition and
duties

* prepare proposals to the AGM for the
election of Board members and Chairman
of the Board and their remuneration

* prepare proposals for the AGM for the
election of auditors and their remuneration

The AGM on 7 May 2019 resolved that the
Nomination Committee should consist of four
owner representatives. Heinz-Jirgen Ber-
tram (CEO Symrise AG) (convenor), Bengt
Jeppsson (Professor at the Department of
Surgery at Lund University), Marianne Flink
(Swedbank Robur Funds) and Jannis Kitsakis
(Fourth Swedish National Pension Fund) were
re-elected as members of the Nomination
Committee. The Nomination Committee’s
proposals are presented in conjunction with
the official notification of the AGM. Share-
holders who wish to contact the Nomination
Committee can do so in accordance with the
information provided on Probi's website:
www.probi.com.

Board of Directors

According to Probi’s Articles of Association,
the Board is to consist of no fewer than three
and no more than seven members, with no
more than three deputies, and be elected at
the AGM. The company’s Articles of Associa-
tion lack specific stipulations concerning the
appointment and dismissal of Board Mem-
bers and concerning amendments to the
Avrticles of Association. The AGM on 7 May
2019 resolved to elect a Board consisting of
five ordinary members with no deputies. In
accordance with the Nomination
Committee’s proposal, the Meeting resolved
on the re-election of Board Members Jean-
Yves Parisot, Jonny Olsson, Charlotte Hans-
son and Iréne Corthésy Malnoé and the new
election of J6rn Andreas. Jean-Yves Parisot
was re-elected Chairman of the Board. A
presentation of the Board Members is availa-
ble on the company’s website www.probi.
com and in the printed version of the 2019
Annual Report on pages 84-85.
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The AGM resolves on principles and
monetary limits for Board fees. For 2019, the
Board's fees were fixed at KSEK 1,750, of
which KSEK 500 for the Chairman of the
Board and KSEK 250 for each of the other
four Board members. A resolution was also
made concerning remuneration for work on
committees. The Chairman of the Audit Com-
mittee is to receive KSEK 100 and each mem-
ber KSEK 50. The Chairman of the Remune-
ration Committee is to receive KSEK 30 and
each member KSEK 20.

For a brief period, Board members may
perform consulting services for Probi. This is
pursuant to a Board decision and only if it is
deemed to be the most cost-efficient and
advantageous option for the company. This
type of consulting fee is recognised in the
Annual Report. For information regarding
Board fees, see Notes 10 and 31.

CEO

A presentation of the CEO is available on the
company’s website www.probi.com and in
the printed version of the 2019 Annual
Report on page 86.

Auditors

The 2019 AGM elected the registered
accounting firm Ernst & Young AB with Aut-
horised Public Accountant Peter Gunnarsson
as auditor-in-charge for the period up to the

2020 AGM.

Work of the Board and its formal work
procedures

The Board is ultimately responsible for Probi’s
organisation and the administration of the
company's affairs. The Board decides
whether to appoint or dismiss the CEO, and
on major organisational and operational
changes. The Board's duties also include eva-
luating and determining strategies, business
plans and budgets. The Board also adopts
quarterly reports, year-end reports and
annual reports.

Every year, the Board evaluates the
CEO’s performance in relation to the identi-
fied long and short-term objectives. In con-
junction with this, the CEO's objectives for the
coming financial year are set. No represen-
tative from executive management participa-
ted in this evaluation.

The Board annually prepares a proce-
dure regulating the division of work and
responsibilities between the Board, Chairman
and CEOQ. The work procedure also defines
the spheres of responsibility of the Audit and
Remuneration Committees. This work proce-

dure is adopted at the Board's statutory mee-
ting, which is held in conjunction with the AGM.

The Chairman of the Board is responsible
for continuously monitoring the company
and ensuring that all Board Members conti-
nuously receive the relevant information for
making decisions and evaluating Probi. The
Chairman must consult with the CEO on stra-
tegic issues, supervise Board meetings and
ensure that Board matters do not contravene
the regulations regarding conflicts of interest
stipulated by the Companies Act. The Board
annually establishes instructions for the CEQ.
This include guidelines for the ongoing admi-
nistration, accounting and asset manage-
ment and internal control of the company.
These instructions also cover the CEO's aut-
horisations and disclosure requirements
towards the Board.

The Board is to convene no fewer than
four scheduled Board meetings distributed
equally during the year and hold one statu-
tory meeting. In addition to regular items, the
scheduled Board meetings in 2019 focused
primarily on strategic and structural issues
involving Probi’s long-term development and
growth. The Board of Directors also held a
further five minuted meetings, mainly by
telephone, in 2019. These meetings addres-
sed matters relating to such items as strategic
investment decisions, negotiations of com-
mercial agreements and the adoption of
quarterly and year-end reports.

Audit Committee

The task of the Audit Committee is fo assist
the Board of Directors in its fulfilment of the
Board's supervisory obligations in terms of
internal control, audits, any internal audits,
risk management, accounting and financial
reporting, and to prepare matters involving
the procurement of audit and other services
as well as preparing certain accounting and
audit matters that are to be addressed by
the Board. The sphere of responsibility of the
Audit Committee is defined in the Board of
Directors’ work procedure and in the instruc-
tions for the Audit Committee. The Audit
Committee maintains continuous contact with
the company’s auditors, who personally
report their findings and observations at
least twice annually. The auditors also pro-
vide information on the priority areas that
future audits are to examine, while the Audit
Committee informs the auditors about issues
or areas that it wishes them to specifically
highlight.

Charlotte Hansson was appointed Chair
of the Audit Committee and Jérn Andreas
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and Jonny Olsson were appointed members
of the Committee. The company's auditor
and CFO regularly attend the Audit
Committee’s meetings.

Remuneration Committee

The task of the Remuneration Committee is to
assist the Board of Directors by providing
proposals concerning remuneration issues
and regularly monitoring and evaluating
remuneration structures and remuneration
levels for the CEO and other members of the
company’s executive management. The
Committee’s work also includes providing
proposals concerning policies for remunera-
tion and other terms and conditions of
employment for the CEO and senior executi-
ves that are to be resolved by the AGM. The
sphere of responsibility of the Remuneration
Committee is defined in the Board of Direc-
tors’ work procedure and in the instructions
for the Remuneration Committee. For infor-
mation regarding salaries and remuneration
of the CEO and other senior executives, see
Note 10. Jean-Yves Parisot was appointed
Chairman and Jonny Olsson member of the
Remuneration Committee.
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Year
Name elected
Jean-Yves Parisot 2015
Jan Nilsson* 2010
Jonny Olsson 2015
Anna Malm Bernsten* 2017
Charlotte Hansson 2017
Scott Bush* 2017
Iréne Corthésy Malnoé 2018
Jérn Andreas 2019

Independent of
the company

Independent of Attendance at

major shareholders Board meetings

Yes No 9/9
Yes Yes 3/9
Yes Yes 9/9
Yes Yes 3/9
Yes Yes 9/9
Yes Yes 3/9
Yes Yes 9/9
Yes No 5/9

* stepped down as Board member at the AGM on 7 May 2019

The Board's internal control report

According to the Companies Act and the
Swedish Code of Corporate Governance,
the Board is responsible for the internal con-
trol of financial reporting. This report is limi-
ted to the internal control of financial
reporting.

Authorisation and responsibility are docu-
mented and recognised in internal guidelines
and instructions. These encompass matters
such as the division of responsibilities among
the Board, the Audit Committee, the Remune-
ration Committee and the CEO, accounting
and reporting instructions and attestation
instructions for the Parent Company. The pur-
pose of the instructions in these documents is
to provide reasonable assurance regarding
the quality and reliability of the company’s
external financial reporting and to minimise
the risk of irregularities and improper bene-
fits to other parties at the expense of the
company.

The Board monitors the company’s finan-
cial development through reporting at Board
meetings and through continuous financial
reporting. The CEQ is responsible for prepa-

ring and presenting reports at each Board
meeting, with the following principal content
for the period in question:

* Sales and market development and status
of R&D projects.

* Balance sheet, income statements and
cash flow statements.

* Investments and tied-up capital.
¢ Key ratios.
 Forecasts for current quarters and full-year.

The CEO must also, in accordance with the
established time schedule, submit a financial
report to the Board members.

Quuality of financial reporting

The Board is responsible for ensuring the
quality of the company’s financial reporting.
The information submitted by executive
management is continuously evaluated by
the Board and the Audit Committee. In this
work, it is essential to ensure that actions are
taken concerning potential shortcomings that
are detected and that the adopted quality

Attendance at Audit

Committee meetings
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Attendance at Remuneration
Committee meetings

1/1
8/8 1/1
2/8
8/8
5/8

improvements are implemented. The Remu-
neration Committee accounts for this work
concerning contact with the company’s audi-
tor. Considering the size and risk exposure of
the company, and the follow-up and control
procedures, it has not been deemed warran-
ted to establish a specific internal audit fun-
ction. Each year, the question of establishing
a specific internal audit function is to be add-
ressed by the Board.

Information and communication

The Board has adopted a communication
policy that specifies procedures and systems
designed to ensure that Probi provides the
market with relevant, reliable, correct and
current information concerning the company’s
development and financial position.
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FINANCIAL STATEMENTS

Consolidated statement of comprehensive income

Currency: SEK 000s Note 2019 2018

Net sales 6,7 626,192 604,117

Operating expenses

Cost of goods sold 8,10,13,29 -334,546 -326,087
Gross profit 291,646 278,030
Sales and marketing expenses 8,10,13 -105,113 91,854
Research and development expenses 8,10,13 31,046 32,728
Administrative expenses 8,9,10,13 -45,989 -54,700
Other operating income 2,044 2,368
Operating profit/EBIT 6 111,542 101,116
Financial income 1,423 1,565
Financial expenses 13 4,123 6,275
Exchange-rate gain/loss from financing activities 681 2,154
Financial result 11 -2,019 -2,556
Earnings before income taxes 109,523 98,560
Income taxes 12 23,636 22,310
Net income (atiributable in its entirety to Parent Company shareholders) 85,887 76,250

Other comprehensive income
Components that will be reclassified to net income

Exchange rate difference resulting from the translation of foreign operations 36,040 67,003
Cash flow hedge 99 526
Income taxes payable on these components 21 -116
Total other comprehensive income 36,118 67,413
Total comprehensive income for the year 122,005 143,663

Earnings per share before and after dilution, SEK 7.54 6.69
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Consolidated statement of financial position

Currency: SEK 000s Note 2019 2018
Non-current assets

Intangible assets

Capitalised development costs 14 42,775 44,294
Customer base 15 297,832 311,177
Technology and other intangible assets 16 131,317 138,424
Goodwill 17 316,202 304,561
Activated customer remuneration 31 9,822 -
Total intangible assets 797,948 798,456

Tangible assets

Buildings and land 18 1,415 2,004
Plant and machinery 19 11,392 17,910
Equipment, tools, fixtures and fittings 20 2,958 3,478
Work in progress 21 31,021 5,770
Right-of-use assets 13 60,535 -
Total tangible assets 107,320 29,162

Financial assets

Deferred tax assets 12 6,008 1,530
Total financial assets 6,008 1,530
Total non-current assets 911,276 829,148

Current assets
Inventories 23 79,497 68,676

Current receivables

Trade receivables 24,25 83,341 106,188
Other current receivables 24,29 4,577 938
Prepaid expenses and accrued income 26 3,957 5,181
Total current receivables 91,875 112,307
Cash and cash equivalents 24 206,960 199,299
Total current assets 378,332 380,282

Total assets 1,289,608 1,209,430
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Shareholders’ equity and liabilities

Currency: SEK 000s Note 2019 2018
Equity

Share capital 58,221 58,221
Other contributions received 600,205 600,205
Cumulative translation differences and other reserves 60,186 24,069
Accumulated profit 433,514 345,903
Total equity 1,152,126 1,028,398

Non-current liabilities

Lease liabilities 13,24 46,612 -
Other non-current liabilities 4,952 6,772
Total non-current liabilities 51,564 6,772

Current liabilities

Borrowings 24,27 - 118,481
Trade payables 24 37,631 31,459
Tax liabilities 11,996 -
Lease liabilities 13,24 14,556 -
Other current liabilities 24,29 6,362 5,809
Accrued expenses and deferred income 28 15,372 18,511
Total current liabilities 85,918 174,260

Total equity and liabilities 1,289,608 1,209,430
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Consolidated statement of cash flows

Currency: SEK 000s Note 2019 2018
Net income 85,887 76,250
Adjustments to reconcile net income with cash provided from operating activities

Income taxes 23,636 22,310
Interest result 2,082 4,473
Amortisation, depreciation and impairment of non-current assets 71,891 53,821
Other non-cash expenses and income -162 2,995
Cash flow before working capital changes 183,334 159,849
Changes in trade receivables and other current assets 11,744 29,363
Change in inventories -8,359 6,095
Changes in trade payables and other current liabilities 3,229 11,290
Income taxes paid -16,337 20,005
Cash flow from operating activities 173,611 127,866

Investing activities

Payments for investing in intangible assets 14,15,16,17 8,418 -10,237
Payments for investing in property, plant and equipment 18,19,20,21 26,731 -3,802
Divestment of property, plant and equipment 20 32 -
Cash flow from investing activities -35,117 -14,039

Financing activities

Interest paid 2,986 5,478
Interest received 1,423 1,565
Redemption of bank borrowings 27 -119,000 70,200
Lease commitments paid -12,451 -
Cash flow from financing activities -133,014 -74,113
Net change in cash and cash equivalents 5,480 39,714
Effects of changes in exchange rates 2,181 4,038
Total changes 7,661 43,752
Cash and cash equivalents, 1 January 199,299 155,547

Cash and cash equivalents, 31 December 206,960 199,299
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Consolidated statement of changes in shareholders’ equity

Currency: SEK 000s Share capital ~ Other contributions Cumulative Reserves Accumulated Total
received translation profit equity
differences

Opening balance, 1 Jan 2018 58,221 600,205 -43,073 =271 269,653 884,735
Net income - - - - 76,250 76,250
Other comprehensive income - - 67,003 410 - 67,413

Total comprehensive income - - 67,003 410 76,250 143,663

Dividends

Total transactions with shareholders

Closing balance, 31 Dec 2018 58,221 600,205 23,930 139 345,903 1,028,398

Effects of IFRS 16 adoption 1,723 1,723

Opening balance, 1 Jan 2019 58,221 600,205 23,930 139 347,627 1,030,122
Net income - - - - 85,887 85,887
Other comprehensive income - - 36,039 78 - 36,117

Total comprehensive income - - 36,039 78 85,887 122,004
Dividends

Total transactions with shareholders - - - - - .

Closing balance, 31 Dec 2019 58,221 600,205 59,969 217 433,514 1,152,126
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Parent Company’s income statement

Currency: SEK 000s Note 2019 2018
Net sales 7 368,372 297,465
Other revenue 7 5,864 5,381
Total operating revenue 7 374,236 302,846
Cost of goods sold 8,10,13,29 -122,760 -101,167
Gross profit 251,476 201,679
Sales and marketing expenses 8,10,13 55,673 48,674
Research and development expenses 8,10,13 -31,084 32,728
Administrative expenses 8,9,10,13 -34,183 -38,285
Operating profit 130,536 81,992
Interest income 322 6,266
Interest expenses -698 5,451
Other financial income 2,767 17,405
Other financial expenses -3,241 -16,081
Financial result 1 -850 2,139
Earnings before income taxes 129,686 84,131
Income taxes 12 -28,368 -18,958
Net income 101,318 65,173
Other comprehensive income
Currency: SEK 000s 2019 2018
Net income 101,318 65,173
Components to be reclassified to net income

Cash flow hedge 100 526

Income taxes payable on these components 21 -116
Total other comprehensive income 79 410

Total comprehensive income 101,397 65,583
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Parent Company’s balance sheet

Currency: SEK 000s Note 2019 2018

Non-current assets

Intangible assets

Capitalised development costs 14 42,775 44,294
Technology and other intangible assets 16 12,298 11,526
Activated customer remuneration 31 9,822 -
Total intangible assets 64,895 55,820

Tangible assets

Buildings and land 18 - 340
Property, plant and equipment 20 2,282 2,642
Total tangible assets 2,282 2,982
Financial assets

Participations in Group companies 22 909,320 909,320
Total financial assets 909,320 909,320
Total non-current assets 976,497 968,122
Current assets

Inventories 23 8,503 3,522
Current receivables

Trade receivables 24.25 57,004 65,476
Other current receivables 24,29 3,489 820
Prepaid expenses and accrued income 26 3,754 2,627
Total current receivables 64,247 68,923
Cash and bank balances 24 113,395 133,361
Total current assets 186,145 205,806

Total assets 1,162,642 1,173,928
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Shareholders’ equity and liabilities

Currency: SEK 000s Note 2019 2018
Restricted equity

Share capital (no. of shares: 11,644,125) 58,221 58,221
Statutory reserve 21,140 21,140
Reserve for capitalised development costs 33,292 32,254
Total restricted equity 112,653 111,615

Non-restricted equity

Share premium reserve 579,065 579,065
Accumulated profit 314,898 250,686
Net income 101,318 65,173
Total non-restricted equity 995,281 894,924
Total equity 1,107,934 1,006,539
Provisions

Deferred tax liability 12 61 40
Total provisions 61 40

Non-current liabilities
Liabilities to Group companies 4,035 4,035
Total non-current liabilities 24 4,035 4,035

Current liabilities

Borrowings 24,27 - 118,481
Trade payables 24 24,968 26,077
Shortterm payable, Group companies 1,892 2,090
Tax liabilities 11,925 -
Other current liabilities 24,29 4,662 5,140
Accrued expenses and deferred income 28 7,165 11,526
Total current liabilities 50,612 163,314

Total equity and liabilities 1,162,642 1,173,928
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Parent Company’s cash flow statement

Currency: SEK 000s Note 2019 2018
Net income 101,318 65,173
Adjustments to reconcile net income with cash provided from operating activities
Income taxes 28,368 18,958
Interest result 913 -136
Amortisation, depreciation and impairment of non-current assets 10,609 8,358
Other non-cash expenses and income 256 181
Cash flow from operating activities before working capital changes 140,952 92,534
Changes in trade receivables and other current assets 5,406 24,335
Change in inventories -4,981 1,087
Changes in trade payables and other current liabilities -5,604 16,492
Income taxes paid -16,337 20,005
Cash flow from operating activities 108,624 65,773

Investing activities

Payments for investing in intangible assets 14,15,16,17 8,418 -10,237
Payments for investing in property, plant and equipment 18,19,20,21 778 -537
Redemption of loans, subsidiaries 20 = 44,992
Cash flow from investing activities -9,196 34,218

Financing activities

Interest paid 717 -5,478
Interest received 323 6,173
Redemption of bank borrowings 27 -119,000 70,200
Realised currency changes, bank borrowings - 12,208
Dividends paid - -
Cash flow from financing activities -119,394 -57,297
Net change in cash and cash equivalents -19,966 42,694
Effects of changes in exchange rates - -
Total changes -19,966 42,694
Cash and cash equivalents, 1 January 133,361 90,667

Cash and cash equivalents, 31 December 113,395 133,361



FINANCIAL STATEMENTS PROBI ANNUAL REPORT 2019 59

Parent Company'’s statement of changes in shareholders’ equity

Currency: SEK 000s Share  Statutory Reserve for Share Accumu-  Total equity
capitalised develop- premium lated profit
ment expenses reserve
Opening balance, 1 Jan 2018 58,221 21,140 24,843 579,065 257,686 940,955
Net income - - - - 65,173 65,173
Other comprehensive income! - - - - 411 411
Total comprehensive income - - - 579,065 65,584 65,584
Reserve for capitalised development costs - - 7,411 - 7,411
Total transfer between categories in equity - - 7,411 - -7,411 -
Dividends
Total transactions with shareholders - - - - - -
Closing balance, 31 Dec 2018 58,221 21,140 32,254 579,065 315,859 1,006,539
Opening balance, 1 Jan 2019 58,221 21,140 32,254 579,065 315,859 1,006,539
Net income - - - - 101,318 101,318
Other comprehensive income' - - - - 77 77
Total comprehensive income - - - - 101,395 101,395
Reserve for capitalised development costs - - 1,038 - -1,038
Total transfer between categories in equity - - 1,038 - -1,038 -
Dividends
Total transactions with shareholders - - - - - -
Closing balance, 31 Dec 2019 58,221 21,140 33,292 579,065 416,216 1,107,934

! Of which 77 (411) pertains to reserve for fair value of cash-flow hedges.
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NOTES

NOTES

Note 1

Probi Aktiebolag (publ) with its registered residence in Lund, Sweden,
was founded 1991 and is a leading player in the field of probiotics.
Probi’s vision is to be a world leader in probiotics and to help
people live healthier lives. With world-class research and effective
products, Probi is the natural choice for customers, employees and

General information

partners who want to share our passion for probiofics.

Probi offers dedicated probiotic expertise and partnership all the
way from R&D to finished products. Probi’'s manufacturing is certified
according to Good Manufacturing Practice (GMP) and produces pro-
ven and effective probiotics in custom-made formats with value-
adding delivery technologies.

The company'’s research relates to living microorganisms with sci-
entifically proven health benefits. Fields of research are gut health,
immune system and nutrient absorption, iron absorption, bone health
and stress and recovery. Probi's customers are leading companies
active in the Consumer Healthcare and Functional Food business
areas.

The Group comprises the Parent Company, Probi AB, and four
subsidiaries: Probi Asia-Pacific Pte. Ltd., Probi USA Inc., Probi Food AB
(dormant) and Probi Feed AB (dormant). In turn, Probi AB is a subsidiary
of Symrise AG, Corp. Reg. No. HRB 200436, with its registered office
in Holzminden, Germany. Consolidated financial statements for Symrise
AG are available at www.symrise.com.

Probi's shares are listed on Nasdagq Stockholm, Mid Cap.

At the end of the reporting period, the number of shares outstan-
ding was 11,394,125 (11,394,125). The average number of shares out-
standing was 11,394,125 (11,394,125). The company has no outstan-
ding convertible loans or warrants, so dilution does not occur. In 2011,
Probi bought back its own shares and at the end of 2019, held a total
of 250,000 shares in treasury.

Note 2 Accounting and measurement policies

The consolidated financial statements have been prepared in accor-
dance with the Swedish Annual Accounts Act, ‘RFR 1, Supplementary
accounting regulations for Groups’ and International Financial
Reporting Standards (IFRS).

The preparation of financial statements in accordance with IFRS
requires the use of a number of important assessments and estima-
tions for accounting purposes. Management is required to make cer-
tain estimates when applying the Group’s accounting policies. Areas
requiring a high degree of assessment that are complex, or areas in
which assumptions and estimates are of significant importance for the
consolidated financial statements, are specified in Note 4.

New and revised standards

For the 2019 financial year, the Group applied IFRS 16 Leases to
replace IFRS 17 Revenue from Contracts with Customers for the first
time. The main purpose of the new standard is to recognise operating
leases in the balance sheet. Probi has identified about ten leases that
are affected by the new standard. These leases mainly relate to ren-
tal fees for premises and company cars, but a few leases also relate
to technical equipment. None of the agreements have an extension
option. Probi has decided to apply the simplified approach for transi-
tion to IFRS 16, which means the effects of the standard have been
adjusted in the opening balances for the 2019 financial year, without

restating the comparative figures. The lease liability is measured at
the present value of remaining lease payments using the incremental
borrowing rate at 1 January 2019. In addition, the asset is measured
at an amount corresponding to the lease liability, adjusted for pre-
paid expenses. Probi has decided not to recognise short-term leases
and leases for which the underlying asset has a low value according
to the new standard. Probi has calculated an average incremental
borrowing rate of 3.4% based on a borrowing rate adjusted by a risk
factor for the economic environment in which the transaction occurs.

The effects of the new IFRS 16 standard on the income statement
and balance sheet are presented in the tables below.

Assets
Right-of-use assets 71,729
Prepaid expenses -1,071
Liabilities
Lease liabilities 70,658
Deferred tax assets 237
Other non-current liabilities -1,960
Net effect on shareholders’ equity 1,723
Remaining lease payments for operating
leases at 31 December 2018 78,589
Exempted leases
short-term leases -135
low-value leases -946
Effects of discounting with average incremental
borrowing rate at 1 January 2019 -6,850
Recognised liabilities attributable to adoption of
IFRS 16 at 1 January 2019 70,658
Liabilities attributable to finance leases at 31 December 2018 -
Lease liabilities at 1 January 2019 70,658
Depreciation of leases -14,199
Lease expenses 14,691
Operating profit (EBIT) 492
Financial costs -2,269
Tax 434
Earnings effect for the period -1,343

The IASB has submitted the interpretative statement IFRIC 23 Uncer-
tainty over income tax treatments, which, with effect from 1 January
2019, provides clarification on how to assess and report a transaction
in the event of uncertainty in income tax management. The company
has not identified any transactions with this type of uncertainty and
the assessment is that the new guidance will not affect the accounts

for 2019.

New and revised accounting standards and interpretations not yet effective
No new or revised standards have been identified that will affect the
company’s accounts.
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2.1  Basis of preparation of the consolidated financial statements

The Parent Company’s functional currency is the Swedish krona (SEK),
which is also the reporting currency for both the Parent Company and
the Group.

All amounts stated have been rounded to the nearest thousand
kronor, unless otherwise stated. The valuation basis is the cost, unless
otherwise stated.

The most important accounting policies applied during the prepa-
ration of these consolidated financial statements are stipulated below.
These policies have been applied consistently for all years presented,
unless otherwise indicated.

The Parent Company applies the same accounting policies as the
Group, with the exceptions of IFRS 16 Leases and supplements stipu-
lated in RFR 2 Accounting for legal entities. The accounting policies for
the Parent Company are stipulated in section 2.16 entitled “The Parent
Company’s accounting policies”.

2.2  Consolidated financial statements
The consolidated financial statements include the financial statements
of the Parent Company and for those of all subsidiaries. All compa-
nies over which the Group obtained control, according to the require-
ments of IFRS 10, are fully consolidated as subsidiaries. Subsidiaries
are included in the consolidated financial statements from the date on
which the controlling influence is transferred to the Group. Subsidia-
ries are excluded from the consolidated financial statements from the
date on which the controlling influence ceases.

Balance sheets of foreign subsidiaries are measured at the
exchange rate on the closing day and income statements at the aver-
age exchange rate. Exchange rates are obtained from the Swedish

Riksbank.

2.3 Segment reporting

The Management Group has analysed the Group's internal reporting
and determined that the Group's operations are controlled and eva-
luated according to the following segments:

+ Consumer Healthcare: develops, manufactures and markets
Probi's probiotics. Customers are pharmaceutical companies and
other companies specialised in probiotics and self-care products.
Revenue is derived from sales of goods ranging from raw materi-
als in bulk to finished products in consumer packaging.

* Functional Food: develops food that contains Probi's probiotics.
Development takes place in partnership with food companies.
Development takes place in partnership with leading food compa-
nies. Revenues are mainly derived from royalties based on part-
ner-generated sales.

Sales and gross profit are recognised for this segment, and monito-
red on a regular basis by the CEO (the highest ranking decision-
maker) together with management. The segments’ assets are not
monitored against the company’s total assets. For the 2020 financial
year, the company’s segment reporting will be changed and results
will be reported per region. This reflects how the company will be
organised moving forward. For further information about segment
reporting, see Note 6.

2.4 Netsales

Probi’s net sales comprise revenue from sales of own products and roy-
alty revenue from business partners who conduct licensed sales of goods
containing Probi’s products. Probi recognises revenue when the perfor-
mance obligation has been met for each of the company’s operations, as

PROBI ANNUAL REPORT 2019 61

described per revenue category below. The performance obligation is
the actual goods or royalty, and revenue is recognised in the period when
it was provided. Probi’s payment terms range from advance payments to
90 days, depending on delivery-specific factors. For further information
about the Group's allocation of revenue, refer to Note 7.

* Income from goods sold: Income from goods sold is recognised at
the point in time when the goods are transferred to the customer,
in accordance with agreed delivery terms. Any customer discounts
reduce the income in the corresponding period.

* Royalty revenue: Royalty revenue is related to product distribution
in a distinct market and these agreements constitute obligations
over a period of fime and revenue is recognised as the perfor-
mance obligations are fulfilled. Royalty revenue is mainly recogni-
sed as a percentage based on the licensee’s recognition of the
market value of consumer products containing Probi’s products
and ingredients.

25 Income tax
Current income tax includes tax payable or recoverable in respect of the
current year, and adjustments of current tax in respect of prior years.
Deferred tax is calculated on the temporary differences arising between
the carrying amounts of assets and liabilities and their tax bases. Defer-
red tax assets referring to loss carryforwards or other future fiscal
deductions are recognised to the extent that it is likely that the deduc-
tions can be offset against surpluses in conjunction with future taxation.
The measurement of all tax liabilities/receivables is based on
nominal amounts, and is undertaken in accordance with the tax regu-
lations and tax rates determined or announced, and which are likely
to be adopted. Tax is recognised in profit or loss, except when the tax
pertains to items recognised in other comprehensive income or
directly in shareholders’ equity. In such cases, tax is also recognised in
other comprehensive income or shareholders’ equity.

2.6  Intangible assets

*  Gooduwill: Goodwill is tested at least annually for impairment and
is measured at cost less accumulated impairment losses. Goodwill
impairments are not reversed. Gains or losses on the sale of a unit
include the residual carrying amount of the goodwill referring to
the divested unit. Goodwill is allocated among the smallest cash-
generating units in connection with impairment testing.

* Capitalised development costs: Research costs are expensed on
an ongoing basis. Development costs are recognised as assets
from the date on which it is deemed that the project or activity to
which they relate will lead to a technically and commercially via-
ble product or lead in some other way to future economic benefit
for the company. When Probi deems that the criteria with regard
to identifiability, control, future economic benefit and the ability to
reliably measure cost have been met, these development costs are
capitalised. Capitalised development costs include direct costs for
materials, services and personnel, with a premium for a reasona-
ble portion of indirect costs. Development costs recognised as
assets are amortised over their expected useful life, which is nor-
mally five years. Amortisation commences when the asset is ready
for use and charged to cost of goods sold. The value of capitalised
assets not yet ready for use is tested annually for impairment.
Such testing could lead to the value of the asset being impaired.
The asset's carrying amount is reduced and the reduction is
recognised in operating profit as an impairment loss. Capitalised
assets can also be scrapped. In which case the entire carrying
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amount of the asset will be derecognised from the statement of
financial position and recognised in operating profit as a disposal.

e Customer base: The customer base is a part of the intangible assets
identified in the acquisition of Nutraceutix, which became effective
on 3 October 2016. The amortisation period for the customer base
is 15 years. The asset is tested at least once annually for impairment.

* Technology and other intangible assets: Technology and other
intangible assets are part of the intangible assets identified in the
acquisition of Nutraceutix, which became effective on 3 October
2016. The amortisation period for technology is 15 years and 10
years for other intangible assets. Other intangible assets also
include patent expenses with an amortisation period of 10 years.
Annual fees and other additional fees are expensed on an ongo-
ing basis. The asset is tested at least once annually for impairment.

2.7 Tangible assets
Tangible assets are measured at cost less depreciation. The cost inclu-
des expenses that are directly attributable to the acquisition of the
asset. Additional charges are added to the carrying amount of the
asset or recognised as a separate asset, depending on which method
is appropriate, and only when it is likely that the future economic
benefits associated with the asset will accrue to the Group, and when
the cost of the asset can be reliably measured.

All other forms of repairs and maintenance are recognised as
costs in profit or loss during the period in which they arise.

Tangible assets are depreciated using the straight-line method as
follows:

* Buildings and land, which in Probi's case refers to right-of-use
assets and leasehold improvements, are depreciated over the
remaining term of the current lease.

¢ Plant and machinery 3-10 years.
* Equipment, tools, fixtures and fittings 3-10 years.

Gains on the divestment of tangible assets are recognised under
Other operating income, and losses under Operating expenses.

2.8 Impairment of non-financial assets

Assets with an indefinite useful life are not depreciated, but tested
annually for impairment. Depreciated assets are evaluated with
regard to a reduction in value, whenever events or changes in circum-
stances indicate that their carrying amount may not be recoverable.
Impairment is effected in the amount by which the asset’s carrying
amount exceeds its recoverable amount. When assessing impairment,
assets are grouped at the lowest level at which separate identifiable
cash flows (cash-generating units) exist.

2.9 leases

As of the 2019 financial year, the Group has applied the new stan-
dard IFRS 16 Leases, which means that all leases, except for short-
term and low-value leases, are recognised on the balance sheet.
These exceptions are recognised on a straight-line basis over the
lease term as an operating expense. Probi has identified about ten
leases that are affected by the new standard. See Note 2 ‘New and
changed standards’ and Note 13 for further information. For the accoun-
ting policies applied in 2018, refer to the 2018 Annual Report, Note 2.9.

2.10
The Group's financial instruments are classified and recognised in the
balance sheet in accordance with IFRS 9 and include cash and cash

Financial instruments

NOTES

equivalents, accounts receivable, accounts payable, bank loans and
currency forward contracts.

* Cash and cash equivalents: Cash and cash equivalents include
cash and bank balances. Cash and cash equivalents do not
include any current investments.

* Accounts receivable: Accounts receivable arise when the Group
supplies goods or services directly to a customer without intending
to trade in the receivable. Accounts receivable are recognised at
nominal value less any decline in value. The Group applies the
simplified method for calculating expected credit losses. This met-
hod entails that the expected losses throughout the term of the
receivable are used as the starting point for accounts receivable.
The expected credit loss rates are based on qualitative judgements,
the customers’ payment history and the number of days of delays.
Accounts receivable are written off when there is no reasonable
expectation of repayment. Credit losses on accounts receivable
are recognised in EBIT. For further information, refer to Note 25.

* Trade payables: Accounts payable are commitments to pay for goods
or services acquired in operating activities from suppliers. Accounts
payable are classified as current liabilities if they fall due within one
year; otherwise they are recognised as non-current liabilities.

* Receivables and liabilities in foreign currencies: Receivables and
liabilities in foreign currencies are recognised at the closing-day
rate. Exchange-rate effects on operating receivables and liabilities
are recognised in EBIT, while exchange-rate effects on financial
receivables and liabilities are recognised in net financial items.

* Bankloans: The Group’s liability to external credit institutions is
measured at amortised cost.

* Currency forward contracts: All contracts pertain to hedging of
currency exposure resulting from customer receipts in USD and
supplier payments in USD and are initially and subsequently mea-
sured at fair value in the balance sheet. When applying hedge
accounting, the relationship between the hedging instrument and
the hedged item is documented on an ongoing basis. An assess-
ment of the hedge effectiveness is also documented, both af the
inception of the hedge and on an ongoing basis. Effectiveness
refers to the degree to which fair value and cash flow changes in
the hedging instrument offset corresponding changes in the hed-
ged item. If the hedge accounting criteria are met, the effective
portion of change in fair value when derivatives held for cash flow
hedges are remeasured is recognised in other comprehensive
income and accumulated in the hedging reserve in shareholders’
equity. The cumulative hedging gain or loss that was recognised in
the hedging reserve is reversed to profit or loss in the same period
as the hedged cash flow affects profit or loss. Measurement gains/
losses from the derivative financial instrument will be reclassified
to sales or cost of goods sold depending on the underlying trans-
action (accounts receivable or accounts payable in foreign curren-
cies). After reclassification, these hedging gains and losses will be
offset against the actual currency gains and losses from operating
business in cost of goods sold. Measurement gains/losses are
recognised in the financial result insofar as currency risk hedges
are used to hedge the financial activity. Any ineffective portion of
the change in value is recognised immediately in profit or loss. If
the hedging relationship is interrupted but cash flow is still expec-
ted to occur, the cumulative change in value is recognised in the
hedging reserve until the underlying cash flow for the hedging
transaction is no longer expected to occur, and the cumulative
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change in value recognised in the hedging reserve is immediately
transferred to profit or loss. In 2019, Probi applied hedge accoun-
ting for derivatives in order to hedge expected operating flows in
USD. Hedge accounting was not applied for derivatives whose
purpose is to hedge financial receivables and liabilities. See Note
29 for further information about the financial derivatives.

2.1
Inventories are measured, using the first-in-first-out (FIFO) principle,
at the lower of cost and net realisable value on the balance-sheet
date. The cost of the finished goods comprises the cost of raw materi-
als, direct salaries, other direct costs and attributable to indirect
manufacturing costs, based on normal manufacturing capacity. The
net sales value is the estimated sales price in operating activities, less
any applicable variable sales overheads.

Inventories

2.12  Provisions

Provisions are recognised when the Group has, or may be deemed to
have, a legal or informal obligation as a result of events that have
occurred, and when it is likely that payments will be required in order
to meet the obligation. A further requirement is that it is possible to
make a reliable estimate of the amount to be paid. A provision for
restructuring measures is made once a detailed, formal plan for the
measures has been established.

2.13  Remuneration of employees

Pensions

Pensions are classified as defined-contribution or defined-benefit
plans. Obligations resulting from defined-contribution plans are fulfil-
led by paying premiums to independent authorities or companies that
administrate the plans. Most of Probi's employees in Sweden are
covered by the ITP plan 1 via continuous payments to Collectum.

This is recognised as a defined-contribution scheme. The maijority of
Probi's employees in the US are covered by a 401(k) plan, which is a
defined-contribution plan. All pension plans are thus recognised as
defined-contribution plans over the period during which the employ-
ees performed the service to which the contribution relates.

Severance payments

Severance payments are made when an employment contract is ter-
minated by Probi prior to pensionable age or when an employee
accepts voluntary redundancy in exchange for such payment. A seve-
rance payment is recognised when there is an obligation that employ-
ees be made redundant in accordance with set rules, without the
option of re-employment, or when there is an obligation to provide
remuneration upon termination of employment based on an offer
made fo encourage the individual to take voluntary redundancy.

Bonus plans and variable remuneration

Probi recognises a liability and a cost for bonus plans and variable
remuneration when there is a legal obligation to do so according to
the employment agreement or after a special decision by the Remu-
neration Committee.

2.14  Acquisition and sale of treasury shares

When acquiring and selling treasury shares, the proceeds, including
fees, are recognised as a decrease or increase in shareholders’ equity.
Repurchased shares are not recognised as an asset in the balance
sheet and any gain or loss is not recognised in profit or loss.
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2.15  Statement of cash flows

The statement of cash flows is prepared using the indirect method.
Recognised cash flow only includes transactions involving disburse-
ments or receipts. Cash and cash equivalents are defined as cash and
bank balances.

2.16
The Parent Company applies the same accounting policies as the
Group, with the exceptions and supplements stipulated in “RFR 2

Accounting for legal entities” and in accordance with the Swedish

Parent Company’s accounting policies

Annual Accounts Act (ARL). This means that the Parent Company pre-
pares its financial statements using all IFRSs adopted by the EU, when
this is possible within the framework of the Swedish Annual Accounts Act,
and with regard fo the relationship between reporting and taxation. The
Parent Company posts a provision fo the development cost reserve in
restricted equity, in accordance with the Swedish Annual Accounts Act

The Parent Company annually impairment tests participations in
subsidiaries based on analyses of future cash flows in the subsidiaries.
If events or changes in circumstances indicate that an impairment loss
may need to be recognised, then tests are carried out more frequently.

The Parent Company recognises revenues from secondary activi-
ties as Other Income.

Amended accounting policies

IFRS 16 Leases, which superseded IAS 17 on 1 January 2019, is not
applied by the Parent Company. Leases are expensed linearly over
the lease period.

New and revised accounting standards and interpretations not yet effective
No new or revised standards have been identified that will affect the
company’s accounts.

Note 3 Financial risk factors

Probi's business activities are exposed to various financial risks. These
can be divided into market risks (including currency risks and interest
rate risks), credit risks and liquidity risks. Probi's Financial Policy, which
describes the management of financial risks, is revised and adopted
by the Board on an annual basis.

3.1 Market risk

Currency risk
Probi is exposed to several financial risks that primarily arise from the
purchase and sale of products in foreign currency. Exchange rates
affect the Group's earnings and cash flows. In 2019, 90% of Probi's
revenue was billed in foreign currencies, of which 77% in USD and
13% in EUR. The company’s financial policy is established by the
Board and contains guidelines for the management of various types
of financial risk exposure. The objective is to minimise currency expo-
sure, and thus the currency risk, to the greatest possible extent.
According to the company’s financial policy, the average hedge ratio,
i.e. hedged exposure as percentage of total exposure, shall be 75%.

The Board has approved currency hedging through the use of for-
ward contracts with maturities of up to twelve months, provided that
the arrangement qualifies for hedge accounting. The corporate
finance function in the Group is responsible for identifying and effec-
tively limiting the Group's financial risks.

For more information, refer to Note 29.

A sensitivity analysis shows that the effect of a 5% change in the
USD/SEK exchange rate on operating profit in 2019 would have
been +/- MSEK 1.2, and + MSEK 47.2 on shareholders’ equity.
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Interest-rate risk

At the end of the financial year, the Probi Group had no external loans
and no interest-rate risk therefore exists. In the event that the company’s
credit facilities are used, interest-rate risk exposure will arise. The com-
pany will then assess whether reasonable changes in interest rates
would affect the Group's earnings so materially that there would be a
need fo hedge interest rates through financial instruments.

3.2 Creditrisk

Credit risk is related to the counterparties’ creditworthiness and
requires a measurement of whether the counterparty can fulfil its
obligations. The customers’ financial performance is monitored on an
ongoing basis. During recent years, Probi has suffered no material
bad debt losses. For further information, see Note 25.

Probi minimizes its counterparty credit risk in financial transactions
by entering into transactions only with leading financial institutions
and with industrial companies that have a high credit rating (BBB + or
higher), and investing in liquid cash funds only with financially secure
institutions and companies (BBB + or higher).

3.3 Liquidity risk

Cash-flow forecasts are established regularly to ensure that the
Group has sufficient cash funds to satisfy requirements in operating
activities. For the portion of cash and cash equivalents that are not
required for operating activities, alternative investments may be con-
sidered if this can be expected to generate a better return on investment.

Note 4 Important estimates and assessments for

accounting purposes

Estimates and assessments are measured on an ongoing basis and
are based on historical experience and other factors, including
expectations in relation to future events, considered reasonable
under current circumstances. The estimates and assessments that
could involve a risk of considerable adjustments in the carrying
amounts of assets and liabilities in the coming financial years are add-
ressed below.

Impairment testing of capitalised development costs

In 2019, Probi carried out impairment tests to determine the recove-
rable amount of the projects that had been capitalised at 31 Decem-
ber 2019. The value in use, meaning the present value of the anticipa-
ted future cash flow from the products encompassed by the capitali-
sed development costs, did not indicate any impairment requirement.
Accordingly, with reasonable assurance, these costs will generate
revenues for Probi in the years ahead.

Goodwill impairment testing
Goodwill is tested annually for impairment and measured af cost less
accumulated impairment losses. Goodwill impairments are not
reversed. Gains or losses on the sale of a unit include the residual car-
rying amount of the goodwill referring to the divested unit. Goodwill
is allocated among the smallest cash-generating units in connection
with impairment testing. Any acquired goodwill is allocated at the
acquisition date to the cash-generating units that are expected to
benefit from the synergies deriving from the business combination.

In determining the value in use of the cash-generating units, the com-
pany makes assessments on market trends, consumer preferences
and category dynamics. More information about these assumptions
can be found in Note 17.

NOTES

Revenue recognition

For agreements with volume discounts calculated on an annual basis,
the amount of the discount is continuously estimated during the year,
and finally determined at the end of the financial year. The estimates
are based on delivered and forecasted yearly volumes. There are no
other considerable revenue-related assessments.

Note5 Management of capital

The aim of Probi’s management of the capital structure is to fulfil the
Group's short and long-term obligations and generate returns for
shareholders. It is also important to maintain a capital structure that
minimises the cost of capital. If the capital structure were to need
adjustment in the future, this could be achieved through external bor-
rowing, the issuance of new shares, share buybacks or changes to the
dividend that is paid to shareholders.

Probi’s financial objectives:

Growth
To generate growth that outperforms the market. In 2019, Probi’s
growth was 4% (-1).

Margin

Growth is to be combined with an EBITDA margin exceeding 20%.
In 2019, Probi's EBITDA margin was 29% (26), or 27% adjusted for
IFRS 16.

Proposed allocation of profit in the Parent Company

The following profits in the Parent Company are at the disposal of the
Annual General Meeting (SEK):

Profit brought forward 314,898,117
Share premium reserve 579,064,772
Net income 101,317,555
Total 995,280,444

The Board proposes that the profits at the disposal of the AGM be
distributed as follows:

that a dividend of SEK 1.00 per share be paid to shareholders 11,394,125
to be carried forward 983,886,319
Total 995,280,444

The profit brought forward by the Group totalled KSEK 433,514
according to the consolidated statement of financial position and
other contributions received amounted to KSEK 600,205.

Note 6 Segment information

Probi’s business is organised in two business areas: Consumer Health-
care (CHC) and Functional Food (FF).

Consumer Healthcare

Consumer Healthcare develops, manufactures and markets Probi's
probiotics. Customers are pharmaceutical companies and other com-
panies specialised in probiotics and self-care products. Revenue is
derived from sales of goods ranging from raw materials in bulk to fin-
ished products in consumer packaging.

Functional Food
Functional Food develops food that contains Probi's probiotics. Deve-
lopment takes place in partnership with food companies. Development
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takes place in partnership with leading food companies. Revenues

are mainly derived from royalties based on partner-generated sales.
There are no sales or other transactions between the two seg-

ments. Probi does not allocate its assets per segment.

Group 2019 CHC FF Corporate Total
Net sales 583,719 42,473 - 626,192
Cost of goods sold 331,628 2,918 -334,546
Sales and marketing

costs 96,881 -8,232 -105,113
Research and develop-

ment costs 22,619 -8,427 -31,046
Administrative expenses  -42,148  -3,841 -45,989
Other operating income 2,042 2 2,044
Operating profit 92,485 19,057 - 111,542
Result from financial

items - - 2,019 2,019
Earnings before tax 92,485 19,057 -2,019 109,523
Group 2018 CHC FF  Corporate Total
Net sales 566,797 37,320 - 604,117
Cost of goods sold -323,715 2,372 -326,087
Sales and marketing

costs -83,032 -8,822 91,854
Research and develop-

ment costs 24,337 -8,391 32,728
Administrative expenses  -50,530  -4,170 -54,700
Other operating income 2,338 30 2,368
Operating profit 87,521 13,595 - 101,116
Result from financial

items - - 2,556 2,556
Earnings before tax 87,521 13,595 -2,556 98,560

Probi’s five largest customers account for 53% of the Group’s sales, or
MSEK 332, whereof 49% is accounted for in CHC and 4% in FF.

2019 CHC FF Total
us 447,386 12,840 460,226
Americas, excluding the US 8,687 - 8,687
Sweden 33,510 27,370 60,880
EMEA, excluding Sweden 52,516 59 52,575
APAC 41,620 2,204 43,824
Net sales 583,719 42,473 626,192
2018 CHC FF Total
us 429,449 6,889 436,338
Americas, excluding the US 7,977 - 7977
Sweden 30,370 28,181 58,551
EMEA, excluding Sweden 41,782 18 41,800
APAC 57,219 2,232 59,451
Net sales 566,797 37,320 604,117

For the 2020 financial year, the company’s segment reporting will be

changed and results will be reported per region. This reflects how the
company will be organised moving forward. Below is the restated

segment reporting for the 2019 and 2018 financial years.
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2019 Americas EMEA APAC Total
Net sales 468,913 113,455 43,824 626,192
Cost of goods sold 275,017  -42,195  -17,334 -334,546
Gross profit 193,896 71,260 26,490 291,646
2018 Americas EMEA APAC Total
Net sales 444,315 100,351 59,451 604,117
Cost of goods sold 270,961 32,167 22,959 -326,087
Gross profit 173,354 68,184 36,492 278,030
Note 7 Revenue distribution
Group 2019 CHC FF Total
Goods 578,758 5,162 583,920
Royalties 4,961 37,311 42,272
Net sales 583,719 42,473 626,192
Group 2018 CHC FF Total
Goods 561,763 3,918 565,681
Royalties 5,034 33,402 38,436
Net sales 566,797 37,320 604,117
Parent Company 2019 CHC FF Total
Goods 37,215 5,257 42,472
Royalties 5,965 319,935 325,900
Net sales 43,180 325,192 368,372
Other revenue 5,864 5,864
Total revenue 49,044 325,192 374,236
Parent Company 2018 CHC FF Total
Goods 254,581 3,918 258,499
Royalties 5,564 33,402 38,966
Net sales 260,145 37,320 297,465
Other revenue 5,351 30 5,381
Total revenue 265,496 37,350 302,846
Note 8 Cost distribution
2019 2018 2019 2018

Product costs 212,691 210,478 -108,116 90,911
Currency changes from
operating activities 2,473 2,804 2,473 1,079
Employee benefit expenses

-135,886 -130,577 -50,470 -47,866
Other external costs 91,708 -112,307 72,031 -74,798
Depreciation/amortisation
and disposal of non-current
assets 71,891 -53,821 -10,610 -8,358
Total -514,650 -504,379 -243,700 -220,854
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Note 9 Auditors’ fees

GROUP PARENT COMPANY

2019 2018 2019 2018
Deloitte
Audit assignment 197
Auditrelated services
27 - 27
Tax consultancy - 34 - 34
Other services - 5 - 5
Total Deloitte - 263 - 66
Ernst & Young
Audit assignment 924 577 681 347
Auditrelated services
135 117 135 117
Tax consultancy - 22 - 22
Other services - - - -
Total Ernst & Young 1,059 716 816 486
Total 1,059 979 816 552

“Audit assignment” refers to the statutory auditing and fee for audit
consultancy. "Audit-related services” refers to the review of manage-
ment and financial information resulting from the legislation, Articles
of Association, statutes and agreements that culminate in a report or
any other document that is intended to be used as analytical material
for parties other than the consultant. Everything else is classified as
“Other assignments.”

Note 10 Average number of employees, salaries, other
remuneration and social security contributions

AVERAGE NO. OF EMPLOYEES

(e]:{e]V] PARENT COMPANY

2019 2018 2019 2018
Sweden 41 38 41 38
of whom women 29 27 29 27
Abroad
Singapore 3 2
us 121 124
Total abroad 124 126 - -
of whom women 52 51 - -
Total 165 164 41 38
of whom women 81 78 29 27
EXECUTIVE MANAGEMENT

2019 2018
Women Men Women Men

Board of Directors 2 3 3 4
CEO and Management Group 2 7 2 7

NOTES

SALARIES AND REMUNERATION GROUP PARENT COMPANY

2019 2018 2019 2018

Board of Directors 1,763 1,700 1,763 1,700

CEO and Management

Group 16,410 16,465 9,801 12,401

Other employees 82,498 78,908 21,887 20,970

Total 100,671 97,073 33,451 35,071
2019 2018 2019 2018

Social security

contributions, total 24,370 22,635 17,102 15,687

Of which pension costs: 7,421 6,824 5,972 5,575

Board Members

CEO and Management

Group 2,528 1,980 2,327 1,883

Other employees 4,893 4,844 3,645 3,691

REMUNERATION AND OTHER BENEFITS TO BOARD MEMBERS
PARENT COMPANY 2019
Rem. Aud

Board of Total

Directors Comm. Comm.
Jérn Andreas 188 - 37 225
Anna Malm Bernsten 50 - 10 60
Scott Bush 50 - - 50
Charlotte Hansson 238 - 92 330
Iréne Corthésy Malnée 238 - - 238
Jan Nilsson 50 5 - 55
Jonny Olsson 238 15 47 300
Jean-Yves Parisot 475 30 - 505
Total 1.527 50 186 1.763

REMUNERATION AND OTHER BENEFITS TO BOARD MEMBERS
PARENT COMPANY 2018

Board of Rem. Aud. Total

Directors Comm. Comm.
Anna Malm Bernsten 200 - 30 230
Scott Bush 200 - - 200
Charlotte Hansson 200 - 52 252
Iréne Corthésy Malnde 150 - 150
Jan Nilsson 200 15 - 215
Jonny Olsson 200 - 30 230
Jean-Yves Parisot 400 23 - 423
Total 1.550 38 112 1.700
2019 Base Variable Other Pension Total

salary rem. benefits costs
Tom Rénnlund, CEO 2,689 397 79 809 3,974
Other management,
average (8) 11,409 1,351 484 1,720 14,964
2018 Base Variable Other Pension Total
salary rem. benefits costs

Peter Nahlstedt, CEO 3,837 - 31 840 4,708
Ole Segaard Andersen,
CEO 2,728 2,728
Other management,
average (5) 8,014 1,186 669 1,140 11,010

The CEO was entitled to a maximum bonus of 50% of annual base
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salary. Other management was entitled to a maximum bonus of 40%
of annual base salary. For senior executives employed in the US orga-
nisation, a variable cash payment may be paid capped at one annual
salary. The outcome is based on fulfilment of quantitative and qualita-
tive goals established annually by the Board. The Remuneration Com-
mittee is entitled to deviate from the aforementioned guidelines if the

Board finds specific reasons to motivate this in isolated cases.

The notice period for the CEO is four months if given by the CEO.
If notice is given by the company, the notice period is twelve months.
The retirement age for the CEO is 65. There are no other severance
pay or pension agreements within the company other than those
described above.

The CEO’s remuneration is determined by the Board of Directors
and that of other management personnel by the CEO and the Chair-
man of the Board. The company has no outstanding and unrec-
ognised pension commitments, as all pensions for senior executives
are defined-benefit pensions.

Note 11 Financial income and expenses

2019 2018 2019 2018
Interest income 1,423 1,565 322 6,266
Exchange-rate gains 2,767 17,411 2,767 17,405
Exchange-rate losses 2,086 -15,257 2,086 -15,257
Interest expenses 2,967 5,451 698 5,451
Other financial expenses -1,156 -824 -1,155 -824
Total -2,019 -2,556 -850 2,139

The interest result for full-year 2019 was MSEK -1.5 (-3.9), of which
MSEK -2.3 (-) is attributable to IFRS 16. Exchange-rate gains and los-
ses arising from the remeasurement of loans, cash and cash equiva-
lents in foreign currencies, or market valuation and realisation of for-
ward contracts, are recognised in exchange rate gains/losses from
financing activities. A gain of MSEK 0.7 (2.2) arose in 2019, mainly
due to the strengthening of the USD against the SEK. For 2019, MSEK
1.2 (0.8) was expensed for fees to the financial institution that issued
external loans.
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2019 2018 2019 2018
Current tax for the year 28,381 -18,994 28,368 -18,958
Deferred tax 4,906 3,364
Tax effect of changed
tax rate -161 48
Change in deferred tax 4,745 -3,316 - -
Total income tax -23,636 -22,310 -28,368 -18,958
Reconciliation of effective
tax rate
Earnings before tax 109,523 98,560 129,686 84,131
Nominal tax according to
parent company 21.4%
(22.0) 23,438 -21,683 27,753 -18,509
Adjustment of tax attribut-
able to preceding years -159 218
Tax effect of non-
deductible expenses 626 518 -397 -449
Tax effect of foreign subsid-
iaries 722 206
Tax effect of changed
tax rate -161 48
Tax effect from
value adjustments of
deferred tax - .
Other tax 26 49 - -
Total effective tax -23,636 -22,310 -28,368 -18,958
2019 2018 2019 2018
Change in deferred tax for
the year
Temporary differences in
deferred tax -5,060 4,064 40 76
Tax effect of changed
tax rate -161 48
Deferred tax assets in
capitalised loss carryfor-
wards 9,699 926
Total change in deferred tax
for the year 4,478 -3,090 40 -76
Change in deferred tax
liability for the year
Temporary differences in
deferred tax 61 -40
Total change in deferred tax
liability for the year - - -61 -40
Total change in
deferred tax for the year 4,478 -3,090 -21 -116
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DEFERRED TAX ASSETS
AND LIABILITIES, 2019

GROUP

DEFERRED

DEFERRED

NOTES

PARENT COMPANY

NET DEFERRED DEFERRED DEFERRED NET DEFERRED

TAX ASSETS

TAX LIABILITIES TAX

TAX ASSETS TAX LIABILITIES TAX

Intangible assets 5,650 216,691 211,041
Equipment, tools and fixtures 29 -12,234 -12,205
Financial assets - - - 61 61
Inventories 495 261 234
Accounts receivable and other receivables 4 - 4
Other provisions and current liabilities 13,536 258 13,278
Loss carryforwards 15,737 15,737 - - -
Subtotal 35,451 -29,444 6,007 - -61 -61
Offsetting 29,443 29,444 - - - -
Total 6,008 - 6,008 - -61 -61

DEFERRED TAX ASSETS
AND LIABILITIES, 2018

GROUP

DEFERRED
TAX ASSETS

DEFERRED
TAX LIABILITIES LLYS

PARENT COMPANY

NET DEFERRED DEFERRED DEFERRED NET DEFERRED

TAX ASSETS TAX LIABILITIES TAX

Intangible assets 5,058 -10,754 5,696
Equipment, tools and fixtures 972 972 - -
Financial assets - - -40 -40
Inventories 860 860
Accounts receivable and other receivables 102 - 102
Other provisions and current liabilities 1,266 229 1,037
Loss carryforwards 6,199 - 6,199 - - -
Subtotal 13,485 -11,955 1,530 - -40 -40
Offsetting -11,955 11,955 - - - -
Total 1,530 - 1,530 - -40 -40

At 31 December 2019, the Group's loss carryforwards pertaining to
federal tax in the US amounted to MSEK 64.8 (26.1). Including addi-
tional loss carryforwards pertaining to state tax in the US, the Group's
total loss carryforwards corresponded to a deferred tax asset of

Note 13 Leases

Leases include lease of premises, production equipment, office equip-
ment and company cars. The nominal value of future minimum lease
payments for operating leases is allocated as follows:

GROUP PARENT COMPANY

2019 2018 2019 2018
Lease payments for the year 18,020 4,719 4,642
Falls due for payment
within one year 14,712 4,821 4,713
Falls due for payment after
one, but within five years 52,341 8,703 12,634
Falls due for payment
after more than five years 11,536

The Group's expenses for short-term leases and leases for which the
underlying asset has a low value amounts to MSEK 0.5 for 2019.

MSEK 15.7 (6.2) at 31 December 2019. All loss carryforwards were
capitalised at this date. Company management is of the opinion that
based on the Group's current and future structure, the prerequisites
for utilising the deficit are warranted.

COST DISTRIBUTION IFRS 16 LEASES
GROUP

Depreciation of leases 2019 2018
Buildings and land -13,895

Plant and machinery -13

Equipment, tools and fixtures 291 -
Total depreciation of leases -14,199 -
Financial expenses, leases

Buildings and land 2,262

Plant and machinery 0

Equipment, tools and fixtures -7 -
Total financial expenses leases -2,269 -
Total expenses attributable to leases -16,468 -
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Note15 Customerbase
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Buildings and land 2019 2018
Opening value 71,464 2019 2018 2019 2018
Acquisitions - Opening cost 366,090 335,940
Depreciation for the year -13,895 Translation differences 14,121 30,150
Translation differences 2,286 Closing accumulated cost 380,211 366,090 -
Closing residual value, Buildings and land 59,855 -
Opening amortisation 54,913 27,994
Plant and machinery 2019 2018  Amortisation for the year 25,737 -23,647
Opening value 22 Translation differences -1,729 3,272
Depreciation for the year -13 Closing accumulated
Translation differences 1 amortisation 82,379 54,913
Closing residual value, Plant and machinery
10 - Closing residual value 297,832 311,177 - -
Equipment, tools and fixtures 2019 2018 The customer base is a part of the intangible assets identified in the
Opening value 244 acquisition of Nutraceutix, which became effective on 3 October
Acquisitions 761 2016.
Disposals -44
Depreciation for the year 291
Closing residual value, Equipment, fools, Note 16 Technology and other intangible assets
fixtures and fittings 670 -
Total leases on the balance sheet 60,535 -
2019 2018 2019 2018
Opening cost 230,047 214,491 75,474 72,648
New acquisitions 3,486 2,826 3,486 2,826
Translation differences 5963 12,730
2019 2018  Closing accumulated cost
Opening balance 70,658 239,496 230,047 78,960 75,474
Additional lease liabilities 761
Interest expenses 157 Opening amortisation 91,623 75,498 63,948 -61,389
Paid lease liabilities 12,547 Amortisation for the year -15,685 14,476 2,714 2,559
Translation differences 2,139 Translation differences -871 -1,649
; : bilis Closing accumulated
Closing lease liablifes 81.168 "~ amortisafion 108,179 91,623 -66,662 -63,948
Closing residual value 131,317 138,424 12,298 11,526
Note 14 Capitalised development costs
Technology and other intangible assets are part of the intangible
assets identified in the acquisition of Nutraceutix, which became
2019 2018 2019 2018 effective on 3 October 2016. This category also includes capitalised
patents and licenses with a closing residual value amounting to MSEK
Opening cost 74,693 67282 74693 67,282 123(115).
New acquisitions 4,932 7,411 4,932 7,411
Closing accumulated cost
79,625 74,693 79,625 74,693
Opening depreciation/am-
ortisation -19,348  -15,186 -19,348 -15,186
Deprecioﬁon/amorﬁsotion
for the year 6,451 4,162 6,451 4,162
Closing accumulated
depreciation/amortisation -25,799 -19,348 -25,799 -19,348
Opening depreciation/
amortisation -11,051 -11,051  -11,051  -11,051
Closing accumulated
depreciation/amortisation -11,051  -11,051 -11,051 -11,051
Closing residual value 42,775 44,294 42,775 44,294
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Note 17 Goodwill

2019 2018 2019 2018
Opening cost 304,561 279,706
Translation differences 11,641 24,855
Closing accumulated cost 316,202 304,561 - -

In accordance with IAS 36, goodwill is tested for impairment at least
once per year. If events or changes in circumstances indicate that an
impairment loss may need to be recognised, then tests are carried out
more frequently.

The largest component of goodwill, an amount of KUSD 33,642,
arose from the 2016 acquisition of Nutraceutix and consists largely of
the synergies and economies of scale from combining the operations
of Probi and Nutraceutix.

For impairment tests, goodwill is to be allocated to the cash-gen-
erating unit within the Group that is infended to benefit from the syn-
ergies of the business combination. Every unit with goodwill allocated
to it represents the lowest level within the Group at which goodwill is
monitored for internal management purposes. The units are not
larger than an operating segment as defined in IFRS 8. Probi’s lowest
cash-generating units at which goodwill is monitored are the operat-
ing segments Consumer Healthcare (CHC) and Functional Food (FF).
Goodwill resulting from the business combination of Nutraceutix is
dllocated in its entirety to the CHC segment.

The Group's total goodwill at the end of 2019 amounted to MSEK
316.2 (304.6), of which MSEK 313.4 (301.8) was allocated to CHC
and MSEK 2.8 (2.8) to FF. The year-on-year increase was attributable
to changed exchange rates.

Probi performs the annual impairment test in the fourth quarter
for the CHC cash-generating unit. In view of materiality, the FF
cash-generating unit has not been tested for impairment.

The recoverable amount is represented by value in use and was
determined as the present value of future cash flows. The future cash
flows were obtained from the Probi Group’s budget and business
plan. The calculation of the present value of estimated future cash
flows is mainly based on assumptions relating to future selling prices
and/or sales volumes and costs while taking into account any
changed economic circumstances.

When applying value in use, the cash-generating unit is measured
as currently used. Net cash inflows outside of the planning period are
determined on the basis of long-term business expectations using
individual growth rates derived from the respective market information.

The business plan is based on a detailed planning horizon for
2020-2023. A growth rate of 2.0% was assumed for the calculation
of perpetuity. The cash flows determined in this manner were dis-
counted with a weighted average capital cost (WACC) factor before
tax of 7.25% for CHC. Capital costs and borrowing costs were
weighted with a capital structure based on a group of comparable
companies. Capital market data and data from comparable compa-
nies were used to determine capital costs and borrowing costs. There
were no indications of impairment for the financial year.

Probi's management believes that no reasonable possible change
in any of the above key assumptions would cause the CHC's recover-
able amount to fall below the carrying amount.

NOTES

Note 18 Buildings and land

2019 2018 2019 2018
Opening cost 7,551 6,934 3,588 3,588
Acquisitions 353 306
Disposals
Translation differences 311
Closing accumulated cost 7,904 7,551 3,588 3,588
Opening amortisation 5,547 3,922 -3,248 2,795
Amortisation for the year -1,011 -1,491 -340 -453
Translation differences 69 -134
Closing accumulated
amortisation -6,489 -5,547 -3,588  -3,248
Closing residual value 1,415 2,004 0 340

The expense in the Parent Company is related to improvements in
connection with the renovation and expansion of Probi’s leased prem-
ises in Lund. The consolidated statements also include improvement
expenses for leased premises in (WA) and Lafayette (CO), USA.

Note 19 Plant and machinery

2019 2018 2019 2018
Opening cost 38,750 35,147
Acquisitions 187 435
Disposals - -
Translation differences 1,493 3,168
Closing accumulated cost 40,430 38,750 - -
Opening depreciation 20,840 -10,837
Depreciation for the year 7,506 -8,750
Depreciation of disposed
equipment - -
Translation differences 692 1,253
Closing accumulated
depreciation -29,038 -20,840 -
Closing residual value 11,392 17,910 -
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Note 20 Equipment, tools, fixtures and fittings

2019 2018 2019 2018
Opening cost 13,584 12,991 12,571 12,555
Acquisitions 779 1,058 778 537
Disposals 2,954 521 2,910 521
Translation differences 39 56
Closing accumulated cost 11,448 13,584 10,439 12,571
Opening depreciation -10,106 9,324 9,929 9,266
Depreciation for the year -1,301 -1,294 -1,104 -1,184
Disposals 2,921 521 2,876 521
Translation differences -4 9
Closing accumulated
depreciation -8,490 -10,106 -8,157 -9,929
Closing residual value 2,958 3,478 2,282 2,642
Note 21 Work in progress

2019 2018 2019 2018
Opening cost 5,770 3,399
Acquisitions 25,413 2,002
Translation differences -162 369
Closing accumulated cost 31,021 5,770 - -

Work in progress mainly pertained to the upgrading programme at

the manufacturing unit in Redmond, Washington, in the US.

Note 22 Participations in Group companies

Carrying amount

909,320 909,320

Specification of the Parent Company’s shareholding in Group companies
No. of Carrying

Share of Share of

equity  votes
Probi Asia-Pacific Pte. Ltd.
201537643C, Singapore  100%  100%
Probi Food AB
556354-1951, Lund 100% 100%
Probi Feed AB
556540-4364, Lund 100% 100%
Probi USA Inc, USA
81-2766100, Delaware  100% 100%
Note 23 Inventories

2019

Raw materials and consumables 34,248
Semiinished goods 28,780
Finished goods 16,469
Total 79,497

shares  amount
50,000 298
10,000 3,931
1,000 100
100 904,991
2018 2019
30,373
23,071 -
15,232 8,503
68,676 8,503

Share-
holders’

equity
2,214
3,935

100

944,612

2018

3,522
3,522

For inventory valuation principles, refer to Note 2.11.
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Note 24 Financial assets and liabilities

Financial assets

Derivatives designated as
hedging instruments
Currency forward contracts
measured at fair value
through profit or loss
Currency forward contracts
measured at fair value
through other comprehensive
income

Financial assets
measured at amortised cost

Participation in group com-
panies

Accounts receivable

Cash and cash equivalents
Total financial assets

2019

306

307

83,341

206,960
290,914

2018 2019 2018
28 306 28

180 307 180

- 909,320 909,320
106,188 57,004 65,476
199,299 113,395 133,361
305,695 1,080,332 1,108,365

Financial liabilities
Derivatives designated as
hedging instruments
Currency forward contracts
measured at fair value
through profit or loss
Currency forward contracts
measured at fair value
through other comprehensive
income

Financial liabilities
measured at amortised cost

Liabilities to Group compa-
nies more than five years

Bank loans
Trade payables
Current lease liabilities

Non-current lease liabilities,
1-5 years
Non-current lease liabilities,
>5 years

Total financial liabilities

27

21

37,631
14,556

41,036

5,576
98,847

27

21
4,035 4,035
119,000 119,000
31,459 24,968 26,077
150,459 29,051 149,112

Derivatives designated as hedging instruments reflect the positive

measurement at fair value of currency forward contracts connected
to hedges of cash flow forecasts in USD. The valuation is determined
according to level 2 in the value hierarchy.
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Note 25 Accounts receivable

Carrying amount corresponds to the fair value of accounts receivable.

31 Dec 2019 Current Overdue Overdue Overdue Overdue Total
<30 days 30-60 days 61-90 days >90 days

Unbilled accounts receivable 2,220 - - - 2,220
Billed accounts receivable 70,896 6,032 1,448 2,574 354 81,304
Provision for expected credit losses 37 -6 -1 -3 -136 -183
Total accounts receivable 73,079 6,026 1,447 2,571 218 83,341
Expected credit losses (%) 0.1% 0.1% 0.1% 0.1% 38.4% 0.2%
31 Dec 2018

Unbilled accounts receivable 2,482 - - - 2,482
Billed accounts receivable 87,299 10,258 3,716 1,656 1,370 104,299
Provision for expected credit losses 90 -10 -4 2 -487 -593
Total accounts receivable 89,691 10,248 3,712 1,654 883 106,188
Expected credit losses (%) 0.1% 0.1% 0.1% 0.1% 35.5% 0.6%
31 Dec 2019 Current Overdue Overdue Overdue Overdue Total

<30 days 30-60 days 61-90 days >90 days

Unbilled accounts receivable 2,220 - - - 2,220
Billed accounts receivable 49,157 4,611 361 483 335 54,947
Provision for expected credit losses 37 -6 -1 2 117 -163
Total accounts receivable 51,340 4,605 360 481 218 57,004
Expected credit losses (%) 0.1% 0.1% 0.3% 0.4% 34.9% 0.3%
31 Dec 2018

Unbilled accounts receivable 2,482 - - - - 2,482
Billed accounts receivable 59,135 3,859 - - 57 63,051
Provision for expected credit losses 31 2 - - 24 -57
Total accounts receivable 61,586 3,857 - - 33 65,476
Expected credit losses (%) 0.1% 0.1% - - 42.1% 0.1%

CHANGE IN PROVISION FOR EXPECTED CREDIT LOSSES
GROUP PARENT COMPANY

2019 2018 2019 2018

Opening provision for expected

credit losses, 1 January 593 336 57 -
New provisions and increase in

existing provisions 163 237 163 57
Utilised amounts -57 - -57
Unutilised amounts reversed -549

Currency effects 33 20

Closing provision for
expected credit losses,
31 December 183 593 163 57
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Note 26 Prepaid expenses and accrued income

GROUP PARENT COMPANY
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2019 2018 2019 2018
Prepaid rent 1,090 1,103 1,090
Insurance premiums 1,500 681 455 313
Prepaid marketing and sales
costs 754 1,506 726 722
IT costs 961 - 800 122
Other items 742 1,904 670 380
Total 3,957 5,181 3,754 2,627
Note 27 Owed to credit institutions

CURRENCY NOMINAL UTILISED UNUTILISED  INTEREST RATE TERMS MATURITY
AMOUNT AMOUNT AMOUNT
Bank loans (revolving lines of credit) SEK 162,583 162,583 Stibor + 1.4 % 27 Jul 2020
Accrued interest SEK
Capitalised arrangement fees SEK
Carrying amount at end of year -
Overdraft facility SEK 30,000 30,000 Stibor + 1.1 % 27 Jul 2020
Total 192,583 192,583
CHANGES IN LOANS TO
CREDIT INTITUTIONS
2018 Cash flow Foreign exchange movement  Amortisation 2019

Shortterm loans 119,019 -119,019 -
Capitalised borrowing costs -538 - - 538
Total 118,481 -119,019 - 538 -

Probi AB has a financing agreement with Handelsbanken that was
signed on 27 July 2016 and runs until 27 July 2020. The agreement
includes a revolving credit facility in an original amount of MUSD 35
and an overdraft facility of MSEK 30. As of the fourth quarter of
2018, in accordance with this agreement, Probi has elected to deno-
minate the revolving credit facility in SEK. The scope of the revolving
loan was reduced by the equivalent of MUSD 1.4 per quarter and at
year-end, was MSEK 162.6.

Note 28 Accrued expenses and deferred income

GROUP PARENT COMPANY

2019 2018 2019 2018
Accrued holiday pay
including social security
contributions 7,109 6,512 2,379 2,503
Accrued administration and
selling expenses 2,134 7,270 1,833 6,988
Accrued variable remunera-
tion to employees 4,837 3,866 2,630 1,998
Other items 1,292 863 323 37
Total 15,372 18,511 7,165 11,526

Both the overdraft facility and revolving credit facility were unu-
sed at 31 December 2019. The use of the revolving credit facility is
fixed for a period of three months at a time, which is why the loan is
classified as short-term.

The financing agreement contains two financial conditions or key
ratios/covenants, which must be fulfilled during the contractual term.
According to these conditions, the KPIs of net debt/EBITDA and inte-
rest coverage ratio must not deviate from agreed levels.
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Note 29 Hedge accounting
Anticipated operating cash flows — hedge accounting
Amount to be sold 29 Jan 2020 KUSD 400 3,862 123 3,985
Amount to be sold 27 Feb 2020 KUSD 600 5,785 184 5,969
Amount to be sold 27 Feb 2020 KUSD 1,900 17,714 21 17,693
Amount to be sold 27 Mar 2020 KUSD 1,000 9,626 305 9,931
Amount to be sold 27 Apr 2020 KUSD 400 3,718 5 3,713
Amount to be sold 27 May 2020 KUSD 550 5,106 -8 5,098
Amount to be sold 29 Jun 2020 KUSD 250 2,317 -4 2,313
Amount to be sold 27 Jul 2020 KUSD 100 926 2 924
Amount to be sold 27 Aug 2020 KUSD 350 3,236 -4 3,232
Amount to be sold 28 Sep 2020 KUSD 250 2,308 2 2,306
Amount to be sold 27 Oct 2020 KUSD 200 1,844 -1 1,843
Amount to be sold 27 Nov 2020 KUSD 300 2,763 0 2,763
Amount to be sold 28 Dec 2020 KUSD 300 2,759 1 2,760
6,600 61,964 566 62,530
Note 32 Related-party transactions
2019 2018 2019 2018 Related-party transactions recognised in the statement of compre-
Opening changes in value 208 -136 208 136 hensive income:
Realised hedging instruments 208 136 208 136
New acquisitions 566 208 566 208
Closing changes in value 566 208 566 208 2019 2018 2019 2018
Symrise AG (largest shareholder) 124 104 - 55
Symrise AG (largest shareholder)  -154 247 -85 -195
Note 30 Pledged assets and contingent liabilities Probiotic Consulting LLC, related
arty:
ECOZBush (Board member) -45 200 -45 200
2019 2018 2019 2018
Chattel mortgages 800 800 800 800 The purchase and sale of goods and services to and from related
Bank guarantee, Swedish parties is conducted on normal market terms. There were no other
Customs 268 268 268 268  related-party transactions during the reporting period. For informa-
Total pledged assets 1,068 1,068 1,068 1,068  tion about board remuneration, see Note 10.
The company has no contingent liabilities.
Note 33 Events after the balance-sheet date
In March 2020, Probi formed a joint venture with the US based Viva5
Not 31 Activated customer remuneration Group. The standalone company, VivaPro LLC, will focus on spore-
forming bacterias and its potential commercial applications. Probi will
own 49% of the shares, but has an option to acquire additional sha-
2019 2018 2019 2018 res atalater stage to become a majority shareholder in the company.
Additions for the year 9,822 9,822 During the first quarter of 2020, COVID-19 broke out and Probi
Closing activated customer has taken a number of measures to protect the company's operations
remuneration 9,822 9,822 - andreduce the spread of the virus. At the time of signing this annual

report, the impact had been limited and there were no confirmed
cases of COVID-19 among the company's employees, limited disrup-
tions in the supply chain and no negative impact on customer demand.
At present, it is not possible to make an assessment of the extent to
which this may affect the business going forward, but the company
management continuously assesses the potential financial impact.
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Five-year summary

Income statement (KSEK) 2019 2018 2017 2016 2015
Net sales 626,192 604,117 612,244 443,475 215,711
Cost of goods sold -334,546 -326,087 -334,321 -172,990 -65,231
Gross profit 291,646 278,030 277,923 270,485 150,480
Sales and marketing expenses -105,113 91,854 79,899 54,773 -38,325
Research and development expenses 231,046 32,728 -36,606 47,930 30,614
Administrative expenses -45,989 -54,700 -58,554 -48,036 -18,743
Other operating income/expenses 2,044 2,368 1,223 219 270
Operating profit/EBIT 111,542 101,116 104,087 119,965 63,068
Financial result 2,019 2,556 11,762 6,718 22
Earnings before income taxes 109,523 98,560 92,325 126,683 63,090
Income taxes 23,636 22,310 23,233 24,836 -14,051
Net income 85,887 76,250 69,092 101,847 49,039
Balance sheet (KSEK) 2019 2018 2017 2016 2015
Intangible assets 788,126 798,456 767,690 868,160 43,582
Tangible assets 107,320 29,162 34,389 41,490 4,581
Financial assets 6,008 1,530 4,621 8,478 -
Current assets 181,194 180,983 148,487 188,691 36,697
Cash and cash equivalents 206,960 199,299 155,547 103,136 143,024
Total assets 1,289,608 1,209,430 1,110,734 1,209,955 227,884
Equity 1,152,126 1,028,398 884,736 892,067 187,239
Non-current liabilities 51,564 6,772 5,781 5,796 122
Current liabilities 85,918 174,260 220,217 312,092 40,523
Total equity and liabilities 1,289,608 1,209,430 1,110,734 1,209,955 227,884
Cash flow statement (KSEK) 2019 2018 2017 2016 2015
Cash flow from operating activities

before working capital changes 183,334 159,849 181,632 134,795 69,157
Working capital changes 9,723 -31,983 -35,944 45,010 7,211
Cash flow from operating activities 173,611 127,866 145,688 89,785 61,946
Cash flow from investing activities 35,117 -14,039 26,263 930,052 -19,463
Cash flow from financing activities -133,014 74,113 48,045 800,185 -7,640
Net change in cash and cash equivalents 5,480 39,714 71,380 -40,082 34,843
Effects of changes in exchange rates 2,181 4,038 -18,969 194 -
Total changes 7,661 43,752 52,411 -39,888 34,843
Cash and cash equivalents at 1 January 199,299 155,547 103,136 143,024 108,181
Cash and cash equivalents at 31 December 206,960 199,299 155,547 103,136 143,024
Key figures 2019 2018 2017 2016 2015
Gross margin, % 46.6% 46.0% 45.4% 61.0% 69.8%
EBITDA, MSEK 183.4 154.9 157.3 152.6 69.2
EBITDA excl effect from IFRS 16, MSEK 168.7 154.9 157.3 152.6 69.2
EBITDA margin, % 29.3% 25.6% 25.7% 34.4% 32.1%
EBITDA margin excl effect from IFRS 16, % 26.9% 25.6% 25.7% 34.4% 32.1%
Average number of employees 165 163 182 74 32
Share data 2019 2018 2017 2016 2015
Earnings per share before and after dilution, SEK 7.54 6.69 6.06 10.73 5.38
Share price on closing day, SEK 222.00 360.00 340.00 475.50 141.50
Market capitalisation on closing day, MSEK 2,529 4,102 3,874 5,418 1,290
Number of outstanding shares on closing day 11,394,125 11,394,125 11,394,125 11,394,125 9,115,300
Average number of outstanding shares 11,394,125 11,394,125 11,394,125 9,495,104 9,115,300

For definitions of key ratios, refer to page 76.
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EXPLANATION OF KPIs

Definition of the alternative performance measures not defined in IFRS

The company presents some financial measures in the annual report that are not defined in IFRS. The company believes that these measures
provide valuable supplementary information to investors and company management. Since not all companies calculate alternative performance
measures in the same way, they are not always comparable with the measures used by other companies. However, these non-IFRS measures
should not be considered substitutes for financial reporting measures prepared in accordance with IFRS.

The following alternative performance measures are presented in the annual report:
Currency: SEK 000s unless stated otherwise

Net sales adjusted for currency effects

Net sales adjusted for currency effects is defined as net sales for the year translated at the preceding year’s exchange rates and is used to
measure underlying net sales.

Calculated as net sales for the year adjusted with the effect of the preceding year’s exchange rates:

2019 2018 2017 2016 2015
Net sales 626,192 604,117 612,244 443,475 215,711
Currency effects 21,280 -13,614 843 5,067 -
Net sales adjusted for currency effects 604,912 590,503 613,087 438,408 215,711

Gross margin

Gross margin is defined as gross profit divided by net sales and is used to measure product profitability.

Calculated as gross profit divided by net sales:

2019 2018 2017 2016 2015
Gross profit 291,646 278,030 277,923 270,485 150,480
Net sales 626,192 604,117 612,244 443,475 215,711
Gross margin 46.6% 46.0% 45.4% 61.0% 69.8%

Operating expenses

Operating expenses is defined as the sum of cost of goods sold, sales and marketing costs, research and development costs, administration
expenses, other operating income and other operating expenses and is used to measure the sum of the company’s total expenses before finan-
cial result and tax.

Calculated as the sum of cost of goods sold, sales and marketing costs, research and development costs, administration expenses, other operating
income and other operating expenses:

2019 2018 2017 2016 2015
Cost of goods sold -334 ,546 -326,087 -334,321 -172,990 65,231
Sales and marketing expenses -105,113 91,854 79,899 54,773 -38,325
Research and development expenses 231,046 32,728 36,606 47,930 30,614
Administration expenses -45,989 -54,700 58,554 -48,036 -18,743
Other operating income and expenses 2,044 2,368 1,223 219 270

Operating expenses -514,650 -503,001 -508,157 -323,510 -152,643
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Operating profit/EBIT

Operating profit/EBIT is defined as net income before financial income and expenses and tax for the period and is used as a measure of the
company's profitability.

Calculated as net income less financial income and expenses and tax:

2019 2018 2017 2016 2015
Net income 85,887 76,250 69,092 101,847 49,039
Financial result 2,019 2,556 11,762 6,718 22
Income taxes 23,636 22,310 23,233 24,836 14,051
Operating profit/EBIT 111,542 101,116 104,087 119,965 63,068

Operating margin

Operating margin is defined as operating profit divided by net sales and is used to measure the company's profitability.

Calculated as operating profit divided by net sales:

2019 2018 2017 2016 2015
Operating profit/EBIT 111,542 101,116 104,087 119,965 63,068
Net income 626,192 604,117 612,244 443,475 215,711
Operating margin 17.8% 16.7% 17.0% 27.1% 29.2%

EBITDA

EBITDA is defined as operating profit/EBIT before depreciation/amortisation and impairment and is used as a measure of the company's profitability.

Calculated as operating profit/EBIT increased with depreciation/amortisation and impairment:

2019 2018 2017 2016 2015
Operating profit/EBIT 111,542 101,116 104,087 119,965 63,068
Amortisation, depreciation and impairment 71,891 53,821 53,231 32,603 6,176
EBITDA 183,433 154,937 157,318 152,568 69,244

EBITDA excluding effect from IFRS 16

EBITDA excluding effect from IFRS 16 is defined as EBITDA excluding effects from the implementation of IFRS 16 and is used to compare EBITDA
between periods.

Calculated as EBITDA less effects from IFRS 16:

2019 2018 2017 2016 2015
EBITDA 183,433 154,937 157,318 152,568 69,244
Effects from IFRS 16 -14,691

EBITDA excluding effect from IFRS 16 168,742 154,937 157,318 152,568 69,244
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EBITDA margin

EBITDA margin is defined as EBITDA divided by net sales and is used to measure the company’s profitability before depreciation/amortisation
and impairment of tangible and intangible assets.

Calculated as EBITDA divided by net sales:

2019 2018 2017 2016 2015
EBITDA 183,433 154,937 157,318 152,568 69,244
Net income 626,192 604,117 612,244 443,475 215,711
EBITDA margin 29.3% 25.6% 25.7% 34.4% 32.1%

EBITDA margin excluding effect from IFRS 16

EBITDA margin excluding effect from IFRS 16 is defined as EBITDA excluding effects from the adoption of IFRS 16 divided by net sales and is
used to compare the EBITDA margin between periods.

Calculated as EBITDA excluding effects from IFRS 16 divided by net sales:

2019 2018 2017 2016 2015
EBITDA excluding effect from IFRS 16 168,742 154,937 157,318 152,568 69,244
Net income 626,192 604,117 612,244 443,475 215,711
EBITDA margin excluding effect from IFRS 16 26.9% 25.6% 25.7% 34.4% 32.1%

Market capitalisation on the closing date

Market capitalisation on the closing date is defined as the share price at the end of the period multiplied by the number of shares outstanding
and is used to measure the company’s market capitalisation at the end of the period.

Calculated as share price at the end of the period multiplied by the number of shares outstanding:

2019 2018 2017 2016 2015
Share price at the end of the period 222.00 360.00 340.00 475.50 141.50
Number of outstanding shares 11,394,125 11,394,125 11,394,125 11,394,125 9,115,300

Market cap on closing date, MSEK 2,529 4,102 3,874 5,418 1,290
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SIGNATURES FOR
THE ANNUAL REPORT

The Annual Report and consolidated financial statements were
approved for issuance by the Board on 26 March 2020. The consoli-
dated statement of comprehensive income and statement of financial
position, as well as the Parent Company’s income statement and
balance sheet will be presented to the Annual General Meeting on 13
May 2020 for adoption.

The Board of Directors and CEO affirm that the consolidated
financial statements have been prepared in accordance with Interna-
tional Financial Reporting Standards (IFRS), as adopted by the EU,

and that they provide a true and fair view of the Group’s financial
position and earnings. The Annual Report has been prepared in accor-
dance with generally accepted accounting standards and provides a true
and fair view of the Parent Company’s financial position and earnings.

The Directors’ Report for the Group and Parent Company pro-
vides a true and fair overall account of the development of the
Group's and Parent Company's business, financial position and earn-
ings and describes significant risks and uncertainties facing the Parent
Company and the companies within the Group.

Lund, 26 March 2020

Jean-Yves Parisot
Chairman of the Board

Charlotte Hansson
Board member

Jonny Olsson
Board member

Jérn Andreas
Board member

Iréne Corthésy Malnoé
Board member

Tom Rénnlund

CEO

Our audit report was submitted on 30 March 2020
Ernst & Young AB

Peter Gunnarsson
Authorised Public Accountant
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AUDITOR’S REPORT

AUDITOR'S REPORT

To the general meeting of the shareholders
of Probi AB (publ), corporate identity number
556417-7540

Report on the annual accounts and
consolidated accounts

Opinions

We have audited the annual accounts and
consolidated accounts of Probi AB (publ) for
the year 2019. The annual accounts and con-
solidated accounts of the company are inclu-
ded on pages 41-79 in this document.

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 2019
and its financial performance and cash flow
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
2019 and their financial performance and
cash flow for the year then ended in accor-
dance with International Financial Reporting
Standards (IFRS), as adopted by the EU, and
the Annual Accounts Act. Our opinions do
not cover the corporate governance state-
ment on pages 47-49. The statutory adminis-
tration report is consistent with the other
parts of the annual accounts and consolida-
ted accounts.

We therefore recommend that the gene-
ral meeting of shareholders adopts the
income statement and balance sheet for the
parent company and the group. Our opini-
ons in this report on the annual accounts and
consolidated accounts are consistent with the
content of the additional report that has
been submitted to the parent company's
audit committee in accordance with the Audit
Regulation (537/2014) Article 11.

Basis for Opinions

We conducted our audit in accordance with
International Standards on Auditing (ISA)
and generally accepted auditing standards
in Sweden. Our responsibilities under those
standards are further described in the
Auditor’s Responsibilities section. We are

independent of the parent company and the
group in accordance with professional ethics
for accountants in Sweden and have other-
wise fulfilled our ethical responsibilities in
accordance with these requirements. This
includes that, based on the best of our know-
ledge and belief, no prohibited services
referred to in the Audit Regulation
(537/2014) Article 5.1 have been provided
to the audited company or, where applica-
ble, its parent company or its controlled com-
panies within the EU. We believe that the
audit evidence we have obtained is sufficient
and appropriate to provide a basis for our
opinions.

Key Audit Matters

Key audit matters of the audit are those
matters that, in our professional judgment,
were of most significance in our audit of the
annual accounts and consolidated accounts
of the current period. These matters were
addressed in the context of our audit of, and
in forming our opinion thereon, the annual
accounts and consolidated accounts as a
whole, but we do not provide a separate
opinion on these matters. For each matter
below, our description of how our audit
addressed the matter is provided in that
context.

We have fulfilled the responsibilities des-
cribed in the Auditor’s responsibilities for the
audit of the financial statements section of
our report, including in relation to these mat-
ters. Accordingly, our audit included the per-
formance of procedures designed to
respond to our assessment of the risks of
material misstatement of the financial state-
ments. The results of our audit procedures,
including the procedures performed to add-
ress the matters below, provide the basis for
our audit opinion on the accompanying
financial statements.

Capitalized development cost

Description

Book value of capitalized development cost
amounts to 42,8 MSEK in the consolidated
statement of financial position and in the
financial statement of the parent company per
31 December 2019. Development expenditure
is recognized as an asset if the product or pro-

cess are technologically and commercially
useful and if the company has sufficient
resources to complete the development and
then sell or use the intangible asset in their
production. On a regular basis the company
tests if events or changes in conditions indicate
any impairment requirement. Impairment tes-
ting for projects are made through calculation
of net present value of future cash flows. Pro-
jects lacking estimated future economic bene-
fits are impaired. Forecasted future cashflows
are based on assumptions of future revenues.

The initial recognition of capitalized deve-
lopment costs and the impairment tests per-
formed are based on assumptions applied by
the company and represent significant
amounts. We have thus determined capitali-
zed development cost to represent a key
audit matter.

A description of the accounting policies
and important assumptions applied are
included in note 2 and note 4. Note 14
contains information about the amounts of
capitalized development cost, depreciation
and impairment.

How our audit addressed this key audit matter
During our audit we have evaluated and
tested the company’s process for assessing if
an expenditure fulfills the criteria for being
capitalized as development cost. We have also
evaluated and tested the company’s process
for assessing indications of impairment and
tested the impairment test, for example by
review of the reasonableness of assumptions
of future revenues. We have also examined
whether the disclosures in the annual report
are appropriate.

Other intangible assets and shares in
group companies

Description

Other intangible assets such as customer
relations, technologies and goodwill amount
to 745,4 MSEK in the consolidated statement
of financial position and shares in subsidia-
ries amounts to 909,3 MSEK in the financial
statement of the parent company per 31
December 2019. The company evaluates
whether the book value of these assets
exceeds its recoverable amount on an annual
basis or upon indications of declining value.
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The recoverable amount is determined for
each cash-generating unit through means of
a calculation of net present value of future
cash flows. Future cash flows are based on
various assumptions by management such as
development in earnings, growth, investment
needs and discount rates.

A description the impairment tests is inclu-
ded in note 17. Note 15 through 17 includes
information about the amounts of cost,
depreciation and impairment. Note 22 con-
tains a specification of shares in subsidiaries
including carrying amounts.

How our audit addressed this key audit matter
During our audit we have evaluated and
tested the company’s process for constructing
the impairment test, for example by evalua-
ting the accuracy of forecasts and assump-
tions made historically. With the support of
our valuation specialists, we have examined
the company's method and model for con-
ducting impairment tests. We have evaluated
and tested the company’s sensitivity analysis
and conducted independent sensitivity ana-
lysis for key assumptions. We have evaluated
the chosen discount rate and assumptions on
long-term growth with support of our valua-
tion specialists. We have examined whether
the disclosures in the annual report are app-
ropriate.

Other Information than the annual
accounts and consolidated accounts

This document also contains other
information than the annual accounts and
consolidated accounts and is found on pages
2-40 and 84-88. The Board of Directors and
the Managing Director are responsible for
this other information.

Our opinion on the annual accounts and
consolidated accounts does not cover this
other information and we do not express any
form of assurance conclusion regarding this
other information.

In connection with our audit of the annual
accounts and consolidated accounts, our
responsibility is to read the information iden-
tified above and consider whether the infor-
mation is materially inconsistent with the
annual accounts and consolidated accounts.
In this procedure we also take info account
our knowledge otherwise obtained in the

audit and assess whether the information
otherwise appears to be materially misstated.
If we, based on the work performed con-
cerning this information, conclude that there
is a material misstatement of this other infor-
mation, we are required to report that fact.
We have nothing to report in this regard.

Responsibilities of the Board of Directors
and the Managing Director

The Board of Directors and the Managing
Director are responsible for the preparation
of the annual accounts and consolidated
accounts and that they give a fair
presentation in accordance with the Annual
Accounts Act and, concerning the
consolidated accounts, in accordance with
IFRS as adopted by the EU. The Board of
Directors and the Managing Director are
also responsible for such internal control as
they 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.

In preparing the annual accounts and
consolidated accounts, The Board of Direc-
tors and the Managing Director are respon-
sible for the assessment of the company’s
and the group’s ability to continue as a going
concern. They disclose, as applicable, mat-
ters related to going concern and using the
going concern basis of accounting. The going
concern basis of accounting is however not
applied if the Board of Directors and the
Managing Director intends to liquidate the
company, to cease operations, or has no rea-
listic alternative but to do so.

The Audit Committee shall, without preju-
dice to the Board of Director's responsibilities
and tasks in general, among other things
oversee the company's financial reporting
process.

Auditor’s responsibility

Our objectives are to obtain reasonable
assurance about whether the annual
accounts and consolidated accounts as a
whole are free from material misstatement,
whether due to fraud or error, and to issue

an auditor’s report that includes our opinions.

Reasonable assurance is a high level of assu-
rance, but is not a guarantee that an audit
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conducted in accordance with ISAs and
generally accepted auditing standards in
Sweden will always detect a material missta-
tement when it exists. Misstatements can
arise from fraud or error and are considered
material if, individually or in the aggregate,
they could reasonably be expected to influ-
ence the economic decisions of users taken
on the basis of these annual accounts and
consolidated accounts.

As part of an audit in accordance with
ISAs, we exercise professional judgment and
maintain professional scepticism throughout
the audit. We also:

* |dentify and assess the risks of material
misstatement of the annual accounts and
consolidated accounts, whether due to
fraud or error, design and perform audit
procedures responsive to those risks, and
obtain audit evidence that is sufficient and
appropriate to provide a basis for our
opinions. The risk of not detecting a mate-
rial misstatement resulting from fraud is
higher than for one resulting from error,
as fraud may involve collusion, forgery,
intentional omissions, misrepresentations,
or the override of internal controll.

* Obtain an understanding of the
company’s internal control relevant to our
audit in order to design audit procedures
that are appropriate in the circumstances,
but not for the purpose of expressing an
opinion on the effectiveness of the
company’s internal control.

* Evaluate the appropriateness of accoun-
ting policies used and the reasonableness
of accounting estimates and related dis-
closures made by the Board of Directors
and the Managing Director.

» Conclude on the appropriateness of the
Board of Directors’ and the Managing
Director's use of the going concern basis
of accounting in preparing the annual
accounts and consolidated accounts. We
also draw a conclusion, based on the audit
evidence obtained, as to whether any
material uncertainty exists related to events
or conditions that may cast significant
doubt on the company’s and the group’s
ability to continue as a going concern. If
we conclude that a material uncertainty
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exists, we are required to draw attention
in our auditor’s report to the related dis-
closures in the annual accounts and con-
solidated accounts or, if such disclosures
are inadequate, to modify our opinion
about the annual accounts and consolida-
ted accounts. Our conclusions are based
on the audit evidence obtained up to the
date of our auditor’s report. However,
future events or conditions may cause a
company and a group to cease fo conti-
nue as a going concern.

* Evaluate the overall presentation, structure
and content of the annual accounts and
consolidated accounts, including the disclo-
sures, and whether the annual accounts
and consolidated accounts represent the
underlying transactions and events in a
manner that achieves fair presentation.

*  Obtain sufficient and appropriate audit
evidence regarding the financial informa-
tion of the entities or business activities
within the group to express an opinion on
the consolidated accounts. We are
responsible for the direction, supervision
and performance of the group audit. We
remain solely responsible for our opinions.

We must inform the Board of Directors of,
among other matters, the planned scope and
timing of the audit. We must also inform of
significant audit findings during our audit,
including any significant deficiencies in inter-
nal control that we identified.

We must also provide the Board of Direc-
tors with a statement that we have complied
with relevant ethical requirements regarding
independence, and to communicate with
them all relationships and other matters that
may reasonably be thought to bear on our
independence, and where applicable, rela-
ted safeguards.

From the matters communicated with the
Board of Directors, we determine those mat-
ters that were of most significance in the
audit of the annual accounts and consolida-
ted accounts, including the most important
assessed risks for material misstatement, and
are therefore the key audit matters. We des-
cribe these matters in the auditor’s report
unless law or regulation precludes disclosure
about the matter.

Report on other legal and regulatory
requirements

Opinions

In addition to our audit of the annual
accounts and consolidated accounts, we
have also audited the administration of the
Board of Directors and the Managing
Director of Probi AB (publ) for the year 2019
and the proposed appropriations of the
company’s profit or loss.

We recommend to the general meeting
of shareholders that the profit be appropria-
ted (loss be dealt with) in accordance with
the proposal in the statutory administration
report and that the members of the Board of
Directors and the Managing Director be
discharged from liability for the financial
year.

Basis for opinions

We conducted the audit in accordance with
generally accepted auditing standards in
Sweden. Our responsibilities under those
standards are further described in the
Auditor’s Responsibilities section. We are
independent of the parent company and the
group in accordance with professional ethics
for accountants in Sweden and have
otherwise fulfilled our ethical responsibilities
in accordance with these requirements.

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

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. At the proposal of a
dividend, this includes an assessment of
whether the dividend is justifiable
considering the requirements which the
company's and the group’s type of
operations, size and risks place on the size of
the parent company's and the group’s equity,
consolidation requirements, liquidity and
position in general.

The Board of Directors is responsible for
the company’s organization and the adminis-
tration of the company’s affairs. This includes
among other things continuous assessment of
the company’s and the group's financial situ-
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ation and ensuring that the company's orga-
nization is designed so that the accounting,
management of assets and the company’s
financial affairs otherwise are controlled in a
reassuring manner. The Managing Director
shall manage the ongoing administration
according to the Board of Directors’ guideli-
nes and instructions and among other mat-
ters take measures that are necessary to ful-
fill the company’s accounting in accordance
with law and handle the management of
assets in a reassuring manner.

Auditor’s responsibility

Our objective concerning the audit of the admi-
nistration, and thereby our opinion about
discharge from liability, is o obtain audit evi-
dence to assess with a reasonable degree of
assurance whether any member of the Board of
Directors or the Managing Director in any
material respect:

* has undertaken any action or been guilty
of any omission which can give rise to lia-
bility to the company, or

* inany other way has acted in contraven-
tion of the Companies Act, the Annual
Accounts Act or the Articles of Associa-
tion.

Our objective concerning the audit of the
proposed appropriations of the company's
profit or loss, and thereby our opinion about
this, is fo assess with reasonable degree of
assurance whether the proposal is in accor-
dance with the Companies Act.

Reasonable assurance is a high level of
assurance, but is not a guarantee that an
audit conducted in accordance with gene-
rally accepted auditing standards in Sweden
will always detect actions or omissions that
can give rise to liability to the company, or
that the proposed appropriations of the
company’s profit or loss are not in accor-
dance with the Companies Act.

As part of an audit in accordance with
generally accepted auditing standards in
Sweden, we exercise professional judgment
and maintain professional scepticism throug-
hout the audit. The examination of the admi-
nistration and the proposed appropriations
of the company’s profit or loss is based pri-
marily on the audit of the accounts. Additio-
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nal audit procedures performed are based
on our professional judgment with starting
point in risk and materiality. This means that
we focus the examination on such actions,
areas and relationships that are material for
the operations and where deviations and
violations would have particular importance
for the company’s situation. We examine and
test decisions undertaken, support for deci-
sions, actions taken and other circumstances
that are relevant to our opinion concerning
discharge from liability. As a basis for our
opinion on the Board of Directors’ proposed
appropriations of the company’s profit or
loss we examined the Board of Directors’
reasoned statement and a selection of sup-
porting evidence in order to be able to
assess whether the proposal is in accordance
with the Companies Act.

The auditor’s examination of the
corporate governance statement

The Board of Directors is responsible for that
the corporate governance statement on
pages 47-49 has been prepared in accor-
dance with the Annual Accounts Act.

Our examination of the corporate gover-
nance statement is conducted in accordance
with FAR’s auditing standard RevU 16 The
auditor’s examination of the corporate
governance statement. This means that our
examination of the corporate governance
statement is different and substantially less in
scope than an audit conducted in accor-
dance with International Standards on Audit-
ing and generally accepted auditing stan-
dards in Sweden. We believe that the exami-
nation has provided us with sufficient basis
for our opinions.

A corporate governance statement has
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been prepared. Disclosures in accordance
with chapter 6 section 6 the second para-
graph points 2-6 of the Annual Accounts Act
and chapter 7 section 31 the second para-
graph the same law are consistent with the
other parts of the annual accounts and con-
solidated accounts and are in accordance
with the Annual Accounts Act.

Ernst & Young AB, Box 7850, 103 99
Stockholm, was appointed auditor of Probi
AB (publ) by the general meeting of the sha-
reholders on the 7 May 2019 and has been
the company’s auditor since the 2 May 2018.

Malma, 30 March 2020
Ernst & Young AB

Peter Gunnarsson
Authorized Public Accountant
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Jea n'Yves PCI risot Chairman of the Board, born 1964.

Education: MBA and DVM (Doctor in Veterinary Medicine)

History: Chairman of the Board since 2015. President of Diana, a division of the Symrise Group.
Formerly senior roles at Air Liquide, Danisco, Rhodia, Rhéne-Poulenc, Mérial and Pfizer.

Other Board assignments: Chairman of the Board, VetAgroSup
Shares in the company: -
Independent in relation to the company: Yes

Independent in relation to major shareholders: No

Jiirn Andreas Board member, born 1980.

Education: PhD in finance, Karlsruhe Institute of Technology (KIT), Karlsruhe, Germany.

History: Board member since 2019. Senior Vice President Corporate Projects at Symrise. Jérn has experience from
both a previous assignment as Board member (2014-2016) of Probi and as CFO of the company. In addition to these
assignments, he has experience from positions as Head of Division and Head of Business Development/M&A at Symrise
AG. Jérn was also employed at The Boston Consulting Group, Hamburg and Bayer AG, Leverkusen, Germany.

Other Board assignments: -

Shares in the company: -

Independent in relation to the company: Yes
Independent in relation to major shareholders: No

CharIOﬂ'e Hansson Board member, born 1962.

Education: Candidate of Sciences in Biochemistry, University of Copenhagen, Market & Economics, IHM (Institute for
Higher Market Education), Stockholm.

History: Board member since 2017. Owner and CEO of Scandinavian Insight Consulting AB. Formerly senior roles at
MorgonTidig Distribution KB, Jetpak Group AB, Danzas ASG Eurocargo AB, Carl Zeiss AB and Beckman Coulter.

Other Board assignments: Green Cargo AB, Orio AB (Chairperson), DistlT AB, Momentum Group AB, Link Top
Holding A/S (Chairperson) and STENA Trade & Industry AB

\ o Shares in the company: 500

N ok o Independent in relation to the company: Yes
Independent in relation to major shareholders: Yes
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Iréne Corfhésy Malno& Board member, born 1958.

Education: PhD in Molecular Biology, Lausanne University and Master in Technology Enterprise,
IMD Business School.

History: Board member since 2018. Senior consultant and partner at Skyviews Life Science. Formerly
Chief Scientific Officer and Board member of Nestlé Health Science, senior roles at Nestlé Research
Center and the Division of Gastroenterology, at Lausanne University Hospital.

Other Board assignments: —
Shares in the company: -
Independent in relation to the company: Yes

Independent in relation to major shareholders: Yes

Jon ny OISSOH Board member, born 1964.

Education: Master of Business Administration degree

History: Board member since 2015. Owner and CEO of Jonny Olsson Consulting AB.
Formerly senior roles at Tetra Pak, Oriflame and Ericsson.

Other Board assignments: -

Shares in the company: 1,284

Independent in relation to the company: Yes
Independent in relation to major shareholders: Yes
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Tom Ronnlund ceo bom1972.

Education: M.Sc. Business and Economics, Stockholm University.

History: Tom Rénnlund joined Probi as CEO in 2019. Before joining Probi, Tom served as CEO for Navamedic ASA,

a stock-listed Norwegian pharmaceutical and medtech company. Tom has more than 20 years’ experience working in
the healthcare industry, and has held several positions in sales, marketing and general management at IQVIA (formerly
IMS Health) and in international biopharmaceutical companies such as Bristol-Myers Squibb and Eli Lilly.

Shares in the company: 1,000

Henrik Lundkvist cro borm 1977

Education: M.Sc. Business and Economics, Lund University.

History: Henrik Lundkvist joined Probi as CFO in January 2019 from GCE Group, a global manufacturer of gas con-
trol equipment, where he served as CFO since 2015. Prior to this, he held senior finance positions at E.ON Sverige AB
and began his career as an auditor with Ernst & Young.

Shares in the company: 150

Niklas qu ndt Vice President IT, born 1959.

Education: Business Administration degree, Lund University.

History: Niklas Brandt has been in the company since 2008 when he was employed as CFO. He joined the company
from Moving AB, where he was CFO for six years. Prior to this, he held a number of senior positions in finance and
administration in various companies, such as Tibnor and EF Education.

Shares in the company: 1,250

Shane JUdge Vice President Global Sales & Marketing, born 1968.

Education: B.Sc. Chemical Engineering, lowa State University.

History: Shane Judge joined Probi in 2020 as Head of Global Sales & Marketing.

Shane has solid international pharmaceutical and biotechnological experience in sales and marketing, and has
previously held senior roles in teams that launched various brands. Before joining Probi, Shane held positions at Eli Lilly,
The Medicines Company and Sunovion Pharmaceuticals.

Shares in the company:-
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Basudha Bhatarai-Johansson vice president HR born 1983.

Education: B.Sc. Psychology, Hood College.

History: Basudha Bhattarai-Johansson joined Probi as Vice President HR in 2020. Before joining Probi, Basudha was
employed at Bristol-Myers Squibb, a global biopharm company, where she served as HR Director for the Nordic region.
Her previous positions include various HR roles at IQVIA (formerly IMS Health).

Shares in the company: -

Titti Niskanen Lead reD, born 1965.

Education: B.Sc. Chemistry and Microbiology, Stockholm University; PhD Neuroscience,
Karolinska Institute, Stockholm.

History: Titti Niskanen joined Probi in 2015 as Clinical Project Director, responsible for project management and
clinical operations. Titti has extensive experience of pharmaceutical development within several therapeutic areas,
both from pharmaceutical and biotech companies. Prior to joining Probi, Titti held positions within R&D and project
management at Astra Zeneca, Biolnvent International AB and Camurus AB.

Shares in the company: 25

Niklas LCI IF'SSON Lead Scientific Affairs, born 1970.

Education: PhD Analytical Chemistry, Lund University.

History: Niklas Larsson joined Probi in 2008 as Research Director. Prior to joining Probi, he worked within research
for Novo Nordisk and as R&D Director for a venture capital funded medical devices company in Denmark.

Shares in the company: -

Andy MCShea Vice President Operations, born 1970.

Education: B.Sc. Cell Biology and Immunology, PhD Bioengineering.

History: Andy McShea joined Probi as Vice President Operations in 2018. Prior to joining Probi, Andy worked for a
Houston-based Private Equity fund managing the operations of portfolio businesses in food, regenerative medicine and
medical devices. Before that, he served as Vice President of Biology and Chemistry at CombiMatrix Corp and Chief
Operating Officer at Theo Chocolate. Andy began his career as a scientist working for companies such as Novartis and
Bristol Myers Squibb.

Shares in the company: -
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ANNUAL GENERAL MEETING

The Annual General Meeting will be held on
Tuesday, 13 May 2020 at 3.00 p.m. af Elite
Hotel, Ideon Gateway, Scheelevagen 27,
Lund, Sweden.

Right to participate

To be entitled to participate in the Annual
General Meeting, shareholders must be
registered in the shareholders’ register main-
tained by Euroclear Sweden AB as of Wed-
nesday, 6 May 2020 and shall have notified
the company of their intention to participate
by Wednesday, 6 May 2020.

Shareholders whose shares are registe-
red with a trustee must temporarily re-
register their shares in their own name with
Euroclear Sweden AB in order to participate
in the Meeting. Such registration must be

completed by Wednesday, 6 May 2020. This
means that shareholders must notify the trustee
of their intention to temporarily re-register
these shares in ample time before this date.

Notification of participation

Notification of participation in the Meeting
can be made:

* in writing to the address Annual General
Meeting, Probi AB, Ideongatan 1A,
SE-223 70 Lund, Sweden

* by e-mail to: bolagsstamma@probi.com

* by calling +46 (0)46 286 89 14

The notification should include the following:
* name

* civic registration number or corporate
registration number

* number of shares
* daytime telephone number

* where applicable, the number of advisors
(max. two) intending to participate in
the Meeting

If shareholders intend to be represented by
proxy, a power of attorney and other autho-
risation documents must be included with the
application. The name of the proxy must be
provided. A power of attorney form is available
upon request.

FINANCIAL CALENDAR

FOR 2020

Interim report Q1 2020 24 April 2020
Annual General Meeting for 2019 13 May 2020
Interim report Q2 2020 17 July 2020
Interim report Q3 2020 21 October 2020

Year-end report 2020

9 February 2021
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