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ndependent auditors report

To: the General Meeting of Shareholders and the Board of Directors of InflaRx N.V.

Report on the audit of the financial statements for the period
ended 31 December 2017 included in the annual report

Our opinion
In our opinion:

e the accompanying consolidated financial statements give a true and fair view of the
financial position of InflaRx N.V. as at 31 December 2017 and of its result and its cash
flows for the year then ended, in accordance with International Financial Reporting
Standards as adopted by the European Union (EU-IFRS) and with Part 9 of Book 2 of
the Dutch Civil Code;,

e the accompanying company only financial statements give a true and fair view of the
financial position of InflaRx N.V. as at 31 December 2017 and of its result for the for the
period June 6, 2017 up to and including December 31, 2017, in accordance with Part 9 of
Book 2 of the Dutch Civil Code.

What we have audited

We have audited the financial statements for the period ended 31 December 2017 of
InflaRx N.V. (‘the company’), based in Amsterdam. The financial statements include the
consolidated financial statements for the year ended 2017 and the company only financial
statements for the period June 6, 2017 up to and including December 31, 2017.

The consolidated financial statements comprise:

1. the consolidated statement of financial position as at 31 December 2017,

2. the following consolidated and company statements for 2017: the statements of compre-
hensive loss, changes in equity and cash flows; and

3. the notes comprising a summary of the significant accounting policies and other explana-
tory information.

The company only financial statements comprise:

1. the company only balance sheet as at 31 December 2017,

2. the company only income statement for the period June 6, 2017 up to and including
December 31, 2017; and

3. the notes comprising a summary of the accounting policies and other explanatory infor-
mation.




Basis for our opinion

We conducted our audit in accordance with Dutch law, including the Dutch Standards
on Auditing. Our responsibilities under those standards are further described in the
‘Our responsibilities for the audit of the financial statements’ section of our report.

We are independent of InflaRx N.V. in accordance with the Wet toezicht accountants-
organisaties (Wta, Audit firms supervision act), the Verordening inzake de onafhankelijkheid
van accountants bij assurance-opdrachten (ViO, Code of Ethics for Professional Accoun-
tants, a regulation with respect to independence) and other relevant independence regu-
lations in the Netherlands. Furthermore, we have complied with the Verordening gedrags-
en beroepsregels accountants (VGBA, Dutch Code of Ethics).

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

Audit approach
Summary
MATERIALITY

- Materiality of EUR 600 thousand
- 0.56% of total assets

GROUP AUDIT
- 100% of total assets
- 100% of loss before income taxes

KEY AUDIT MATTER
- Completeness of research and development costs

UNQUALIFIED OPINION
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Materiality

Based on our professional judgement we determined the materiality for the financial state-
ments as a whole at EUR 600 thousand. The materiality is determined with reference to total
assets (0.5%). We consider total assets as the most appropriate benchmark because the
company is currently in its research and development phase and thus is predominantly
focused on asset development/capital expenditure.

We have also taken into account misstatements and/or possible misstatements that in our
opinion are material for the users of the financial statements for qualitative reasons.

We agreed with the Board of Directors that misstatements in excess of EUR 30 thousand
which are identified during the audit, would be reported to them, as well as smaller misstate-
ments that in our view must be reported on qualitative grounds.

Scope of the group audit

InflaRx N.V. is at the head of a group of components. The financial information of this group
is included in the financial statements of InflaRx N.V.

Our group audit mainly focused on significant components. Of the group’s 3 reporting com-
ponents, we subjected 2 to full-scope audit for group purposes. These components were
selected based on their individual financial significance or because they are likely to include
significant risks of material misstatement due to their specific nature or circumstances. These
components were subject to an audit of the complete reporting package and accounted for
100% of total consolidated assets and 100% of consolidated loss before income taxes. The
remaining 100% of consolidated loss before taxes is represented by one reporting compo-
nent. For the one remaining component, we performed an analysis at an aggregated group
level to corroborate the group engagement team'’s conclusions that there were no significant
risks of material misstatement within this component.

The group audit team provided detailed instructions to the component auditor, KPMG
Germany, who was part of the group audit, covering the significant audit areas, including the
relevant risks of material misstatement and set out the information required to be reported
back to the group audit team. During the communication with KPMG Germany, the planning
of our audit, our risk assessment, our audit approach and the key audit findings and objec-
tives were discussed. Telephone conference meetings were also held with the component
auditor, in which, amongst others, the findings reported to the group team were discussed

in more detail, and any further work required by the group team was then performed by the
component auditor. The group audit team has reviewed the files of KPMG Germany.

By performing the procedures mentioned above at group components, together with additio-
nal procedures at group level, we have been able to obtain sufficient and appropriate audit
evidence about the group’s financial information to provide an opinion about the financial
statements.

Our key audit matter

Key audit matters are those matters that, in our professional judgement, were of most signifi-
cance in our audit of the financial statements. We have communicated the key audit matter
to the Board of Directors of InflaRx N.V. The key audit matter is not a comprehensive reflec-
tion of all matters discussed.

This matter was addressed in the context of our audit of the financial statements as a whole
and in forming our opinion thereon, and we do not provide a separate opinion on this matter.

KPMG Accountants M.V, registered with the trade register in the Netherlands under number 33283683, is a mamber firm of the
KPMG netwerk of independent companies affilialed with KPMG International Coogerative (KPMG International'), a Swiss entily




Completeness of accruals related to research and development

Description

The company is dependent on the timely invoicing of suppliers, mainly for clinical trials, for the proper accoun-
ting of accruals related to research and developments. As suppliers of clinical trials have not timely invoiced
their services rendered in the past, those accruals need to be estimated based on management judgement,
which amongst others is dependent on appropriate communication from suppliers. An overly optimistic assess-
ment of costs incurred by suppliers of clinical trial-related products and services and inappropriate feedback
from suppliers may result in incomplete accruals at year end. Therefore, in our audit planning we identified a
risk that the accruals related to clinical trials could be underestimated, which could lead to inappropriate finan-
cial reporting.

Our response

In order to address the identified risk, we obtained a thorough understanding of the relevant developments
programs as well as an understanding on the timing and the suppliers engaged in clinical trials. Further,
we obtained an understanding of the design of controls implemented to ensure completeness of clinical
trial-related accruals and tested controls for operating effectiveness where deemed necessary and efficient
in our audit.

Our substantive audit procedures comprised, amongst others:

obtaining management's position on the progress of the scientific programs;
inspection of contracts;

« obtaining underlying documentation, such as supplier contracts and related invoices, and tracing these
back to the accrued expenses included in the statement of financial position as at year end,;

s search for unrecorded liabilities by inspecting invoices received and payments made after year end to
determine completeness of such accruals.

Our observation
The results of our testing were satisfactory and we found the amount of accruals related to research and
development recognized to be acceptable.

Report on the other information included in the annual report

In addition to the financial statements and our auditor’s report thereon, the annual report
contains other information that consists of:

e the Board report;
e the other information pursuant to Part 9 of Book 2 of the Dutch Civil Code.

Based on the following procedures performed, we conclude that the other information:

e s consistent with the financial statements and does not contain material misstatements;
s contains the information as required by Part 9 of Book 2 of the Dutch Civil Code.

We have read the other information. Based on our knowledge and understanding obtained
through our audit of the financial statements or otherwise, we have considered whether the
other information contains material misstatements.

By performing these procedures, we comply with the requirements of Part 9 of Book 2 of the
Dutch Civil Code and the Dutch Standard 720. The scope of the procedures performed is
substantially less than the scope of those performed in our audit of the financial statements.

The Board of Directors is responsible for the preparation of the other information, including
the Board report in accordance with Part 9 of Book 2 of the Dutch Civil Code and the other
information pursuant to Part 9 of Book 2 of the Dutch Civil Code.
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Report on other legal and regulatory requirements

Engagement

We were engaged by the Board of Directors as auditor of InflaRx N.V. on 15 December
2017, as of the audit for the year 2017, and have operated as statutory auditor ever since
that financial year.

Description of responsibilities regarding the financial statements

Responsibilities of Board of Directors for the financial statements

The Board of Directors is responsible for the preparation and fair presentation of the finan-
cial statements in accordance with EU-IFRS and Part 9 of Book 2 of the Dutch Civil Code.
Furthermore, the Board of Directors is responsible for such internal control as the Board of
Directors determines is necessary to enable the preparation of the financial statements that
are free from material misstatement, whether due to fraud or error.

As part of the preparation of the financial statements, the Board of Directors is responsible
for assessing InflaRx N.V.’s ability to continue as a going concern. Based on the financial
reporting frameworks mentioned, the Board of Directors should prepare the financial
statements using the going concern basis of accounting, unless the Board of Directors of
InflaRx N.V. either intends to liquidate InflaRx N.V. or to cease operations, or has no realistic
alternative but to do so. The Board of Directors of InflaRx N.V. should disclose events and
circumstances that may cast significant doubt on the company’s ability to continue as a going
concern in the financial statements.

Our responsibilities for the audit of the financial statements

Our objective is to plan and perform the audit engagement in a manner that allows us to
obtain sufficient and appropriate audit evidence for our opinion.

Our audit has been performed with a high, but not absolute, level of assurance, which means
we may not detect all material errors and fraud during our audit.

Misstatements can arise from fraud or error and are considered material if, individually or in
the aggregate, they could reasonably be expected to influence the economic decisions of
users taken on the basis of these financial statements. The materiality affects the nature,
timing and extent of our audit procedures and the evaluation of the effect of identified mis-
statements on our opinion.

A further description of our responsibilities for the audit of the financial statements is included
in the appendix of this auditor's report. This description forms part of our auditor’s report.

Utrecht, 2 May 2018
KPMG Accountants N.V.
J.G.R. Wilmink RA

Appendix: Description of our responsibilities for the audit of the financial statements
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Appendix

We have exercised professional judgement and have maintained professional scepticism
throughout the audit, in accordance with Dutch Standards on Auditing, ethical requirements
and independence requirements. Our audit included among others:

e identifying and assessing the risks of material misstatement of the financial statements,
whether due to fraud or error, designing and performing audit procedures responsive to
those risks, and obtaining audit evidence that is sufficient and appropriate to provide a
basis for our opinion. The risk of not detecting a material misstatement resulting from
fraud is higher than the risk resulting from error, as fraud may involve collusion, forgery,
intentional omissions, misrepresentations, or the override of internal control;

¢ obtaining an understanding of internal control relevant to the audit in order to design audit
procedures that are appropriate in the circumstances, but not for the purpose of expres-
sing an opinion on the effectiveness of the InflaRx N.V.’s internal control;

e evaluating the appropriateness of accounting policies used and the reasonableness of
accounting estimates and related disclosures made by the Board of Directors;

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

e evaluating the overall presentation, structure and content of the financial statements,
including the disclosures; and

e evaluating whether the financial statements represent the underlying transactions and
events in a manner that achieves fair presentation.

Because we are ultimately responsible for the opinion, we are also responsible for directing,
supervising and performing the group audit. In this respect we have determined the nature
and extent of the audit procedures to be carried out for group components. Decisive were the
size and/or the risk profile of the group components or operations. On this basis, we selected
group components for which an audit or review had to be carried out on the complete set of
financial information or specific items.

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

We provide the Board of Directors with a statement that we have complied with relevant ethi-
cal 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, related safeguards.

From the matters communicated with the Board of Directors, we determine the key audit
matters: those matters that were of most significance in the audit of the financial statements.
We describe these matters in our auditor’s report unless law or regulation precludes public
disclosure about the matter or when, in extremely rare circumstances, not communicating the
matter is in the public interest.
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