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INDEPENDENT AUDITOR’S REPORT TO THE MEMBERS OF ROYALTY PHARMA PLC

Opinion

In our opinion:

Royalty Pharma plc’s group financial statements and parent company financial statements (the
“financial statements”) give a true and fair view of the state of the group’s and of the parent
company’s affairs as at 31 December 2022 and of the group’s profit for the year then ended;

the group financial statements have been properly prepared in accordance with accounting
principles generally accepted in the United States of America (US GAAP), as permitted by
Statutory Instrument 2015 No. 1675, “The Accounting Standards (Prescribed Bodies) (United
States of America and Japan) Regulations 2015;

the parent company financial statements have been properly prepared in accordance with United
Kingdom Generally Accepted Accounting Practice; and

the financial statements have been prepared in accordance with the requirements of the
Companies Act 2006.

We have audited the financial statements of Royalty Pharma plc (the ‘parent company’) and its
subsidiaries (the ‘group’) for the year ended 31 December 2022 which comprise:

Group Parent company

Consolidated balance sheet as at 31 December 2022 Balance sheet as at 31 December 2022

Consolidated statement of operations for the year then
ended

Statement of changes in equity for the
year then ended

Consolidated statement of comprehensive income for
the year then ended

Cash flow statement for the year then
ended

Consolidated statement of shareholder’s equity for the
year then ended

Related notes 1 to 12 to the financial
statements including a summary of
significant accounting policies

Consolidated statement of cash flows for the year then
ended

Related notes 1 to 17 to the financial statements,
including a summary of significant accounting policies

The financial reporting framework that has been applied in the preparation of the group financial
statements is applicable law and accounting principles generally accepted in the United States of
America (US GAAP), as permitted by Statutory Instrument 2015 No. 1675, “The Accounting Standards
(Prescribed Bodies) (United States of America and Japan) Regulations 2015 and in conformity with
the requirements of the Companies Act 2006. The financial reporting framework that has been applied
in the preparation of the parent company financial statements is applicable law and United Kingdom
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INDEPENDENT AUDITOR’S REPORT TO THE MEMBERS OF ROYALTY PHARMA PLC
(continued)

Accounting Standards, including FRS 102 “The Financial Reporting Standard applicable in the UK and
Republic of Ireland” (United Kingdom Generally Accepted Accounting Practice).

Basis for opinion

We conducted our audit in accordance with International Standards on Auditing (UK) (ISAs (UK)) and
applicable law. Our responsibilities under those standards are further described in the Auditor’s
responsibilities for the audit of the financial statements section of our report. We are independent of
the group and parent company in accordance with the ethical requirements that are relevant to our
audit of the financial statements in the UK, including the FRC’s Ethical Standard as applied to listed
entities, and we have fulfilled our other 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 opinion.

Conclusions relating to going concern

In auditing the financial statements, we have concluded that the directors’ use of the going concern
basis of accounting in the preparation of the financial statements is appropriate. Our evaluation of the
directors’ assessment of the group and parent company’s ability to continue to adopt the going
concern basis of accounting included

obtaining management’s assessment of the going concern status of the group and parent
company;

evaluating management’s method of assessing going concern in light of market volatility and
the present uncertainties;

challenging management’s assumptions and judgments;

calculating financial ratios to ascertain the financial health of the group;

obtaining copies of the debt agreements to identify the covenants in place and assess the
likelihood of these being breached based on management forecasts and our sensitivity
analysis; and

reviewing the group and parent company’s going concern disclosures included in the financial
statements in order to assess that the disclosures were appropriate and in conformity with the
reporting standards.

Based on the work we have performed, we have not identified any material uncertainties relating to
events or conditions that, individually or collectively, may cast significant doubt on the group and
parent company’s ability to continue as a going concern for a period of at least twelve months from
when the financial statements are authorised for issue.

Our responsibilities and the responsibilities of the directors with respect to going concern are
described in the relevant sections of this report. However, because not all future events or conditions
can be predicted, this statement is not a guarantee as to the group’s ability to continue as a going
concern.
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INDEPENDENT AUDITOR’S REPORT TO THE MEMBERS OF ROYALTY PHARMA PLC
(continued)

Overview of our audit approach

Audit scope All audit work performed for the purposes of the audit was undertaken by
the Group audit team.

We performed an audit of the complete financial information of the
subsidiaries.

We also performed an audit of the complete financial information of the
standalone parent company.

Key audit
matters

Group: Valuation of financial royalty assets and related interest income

Parent: Recoverability of the investment in subsidiary undertaking

Materiality Overall group materiality of $56 million (2021: $64 million) which
represents 5% (2021: 5% of consolidated net income) of the average
consolidated net income since the initial public offering of the parent
company’s Class A shares in June 2020.

Parent materiality of $182 million (2021: $178 million) which represents 1%
(2021: 1%) of net assets.

An overview of the scope of the parent and group audits

Tailoring the scope
Our assessment of audit risk, our evaluation of materiality and our allocation of performance
materiality determine our audit scope for each company within the Group.  Taken together, this
enables us to form an opinion on the consolidated financial statements. We take into account size, risk
profile, the organisation of the group and effectiveness of group-wide controls and changes in the
business environment when assessing the level of work to be performed.

All audit work performed for the purposes of the audit was undertaken by the Group audit team.

Climate change

Stakeholders are increasingly interested in how climate change will impact Royalty Pharma plc. The
Group has determined that the most significant future impacts from climate change on their operations
could be the additional investment and compliance risk associated with the implementation of new
practices and reporting processes needed to address laws and regulations relating to ESG matters.
These are explained on pages 66 and 96 in the business section and risk factors section of Form 10-K
filed with the United States Securities and Exchange Commission, which forms part of the “Other
information”, rather than the audited financial statements. Our procedures on these unaudited
disclosures therefore consisted solely of considering whether they are materially inconsistent with the
financial statements or our knowledge obtained in the course of the audit or otherwise appear to be
materially misstated, in line with our responsibilities on “Other Information”.
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INDEPENDENT AUDITOR’S REPORT TO THE MEMBERS OF ROYALTY PHARMA PLC
(continued)

In planning and performing our audit we assessed the potential impacts of climate change on the
Group’s business and any consequential material impact on its financial statements.

The Group has explained in the Climate-related matters note on page 4 how they have reflected the
impact of climate change in the financial statements. This disclosure also explains that where
governmental and societal responses to climate change risks are still developing these changes mean
that they cannot be taken into account when determining asset and liability valuations under the
requirements of United Kingdom Generally Accepted Accounting Practice.

Our audit effort in considering the impact of climate change on the financial statements was focused
on evaluating management’s assessment of the impact of climate risk and the significant judgements
and estimates disclosed in the Climate-related matters note and whether these have been
appropriately reflected. As part of this evaluation, we performed our own risk assessment to
determine the risks of material misstatement in the financial statements from climate change which
needed to be considered in our audit.

We also challenged the Directors’ considerations of climate change risks in their assessment of going
concern and associated disclosures. Where considerations of climate change were relevant to our
assessment of going concern, these are described above.

Based on our work we have not identified the impact of climate change on the financial statements to
be a key audit matter or to impact a key audit matter.

Key audit matters

Key audit matters are those matters that, in our professional judgment, were of most significance in
our audit of the financial statements of the current period and include the most significant assessed
risks of material misstatement (whether or not due to fraud) that we identified. These matters included
those which had the greatest effect on: the overall audit strategy, the allocation of resources in the
audit; and directing the efforts of the engagement team. These matters were addressed in the context
of our audit of the financial statements as a whole, and in our opinion thereon, and we do not provide
a separate opinion on these matters.
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INDEPENDENT AUDITOR’S REPORT TO THE MEMBERS OF ROYALTY PHARMA PLC
(continued)

Risk Our response to the risk Key observations
communicated to the Audit
Committee

Group: Valuation of financial
royalty assets and related
interest income

As disclosed in Note 6 to the
consolidated financial
statements, the group’s total
financial royalty assets, net,
were carried at $14,184,425
thousand (2021: $14,332,596
thousand) as of 31 December
2022.  For the year ended 31
December 2022, the group
recognized income from financial
royalty assets of $2,125,096
thousand (2021: $2,065,083
thousand). As explained in Note
2 to the consolidated financial
statements, the group’s financial
royalty assets are measured at
amortized cost using the
prospective effective interest
rate method.

Auditing the valuation of the
financial royalty assets and
related interest income involved
complex auditor judgment,
because the assumptions used
by management to forecast the
expected cash flows from the
underlying royalties are forward-
looking and are therefore
affected by future economic and
market conditions, such as the
impact of the entry of competing
or generic products to the
market, among other
uncertainties.  The key
assumptions used in the
valuation of the financial royalty
assets and related interest
income are product growth rates
applied to forecasted sales in the
later years in the royalty life and
the royalty duration.

To test the valuation of the
financial royalty assets and
related interest income, our
audit procedures included,
among others, evaluating the
methodology and completeness
and accuracy of the data used
to develop the key assumptions
identified. For example, with the
support of statistical modelling
specialists, we evaluated
management’s statistical
methodology for sales growth
forecasts and performed
sensitivity analysis over the
resulting forecasted product
sales. We also tested the inputs
to the model, principally
comprising historic product
sales and third-party analyst
estimates of nearer-term sales
amounts, by comparing to
analyst reports or published
sales information. For royalty
duration, among other
procedures, we compared
management’s assessment of
the likely date of expiry of the
group’s cash flows against
original purchase agreements,
as well as independently
assessing the royalty duration
against available published
information sources, such as
those from regulatory bodies,
counterparties, and product
marketers.

We assessed the historical
accuracy of management’s
estimates by comparing
expected cash flows to actual
cash receipts. We also
evaluated the related
disclosures in the consolidated
financial statements.

Our planned audit procedures
were completed without material
exception.
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INDEPENDENT AUDITOR’S REPORT TO THE MEMBERS OF ROYALTY PHARMA PLC
(continued)

Risk Our response to the risk Key observations
communicated to the Audit
Committee

Parent:  Recoverability of the
investment in subsidiary
undertaking

The parent company’s
investment in its subsidiary
undertaking, Royalty Pharma
Holdings Ltd., was carried at
$18,173,400 thousand (2021:
$17,751,846 thousand) as of 31
December 2022. Under FRS 102
the investment is recorded at
cost less impairment. Refer to
the summary of significant
accounting policies in Note 2
and also to Note 4 of the parent
company financial statements.

The carrying amount of the
parent company’s investment in
Royalty Pharma Holdings Ltd.
represents 99.6% (2021: 99.8%)
of the parent company’s net
assets as at 31 December 2022.
The recoverability of this asset is
not at a high risk of significant
material misstatement or subject
to significant judgment.
However, due to its materiality in
the context of the parent
company’s financial statements,
this is considered to be the area
that had the greatest effect on
our overall audit of the parent
company.

We obtained management’s
impairment assessment and
reviewed the calculations.  We
assessed the methodology,
which is based on a comparison
of the market price for the
parent company’s shares, as
adjusted, to the carrying amount
of the investment in subsidiary
held by the parent company.

We also audited the financial
statements of Royalty Pharma
Holdings Ltd., and we
considered the results of our
work over profits and net assets

Our planned audit procedures
were completed without material
exception.

In prior year, our auditor’s report included key audit matters in relation to valuation of financial royalty
assets and related interest income, and recoverability of the investment in subsidiary undertaking.
There have been no changes to the key audit matters in the current year.

Our application of materiality

We apply the concept of materiality in planning and performing the audit, in evaluating the effect of
identified misstatements on the audit and in forming our audit opinion.
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INDEPENDENT AUDITOR’S REPORT TO THE MEMBERS OF ROYALTY PHARMA PLC
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Materiality
The magnitude of an omission or misstatement that, individually or in the aggregate, could reasonably
be expected to influence the economic decisions of the users of the financial statements. Materiality
provides a basis for determining the nature and extent of our audit procedures.

We determined materiality for the group to be $56 million (2021: $64 million), which is 5% (2021: 5%
of consolidated net income) of average consolidated net income since the initial public offering of the
parent company’s Class A shares in June 2020. We believe that an income basis provides us with an
appropriate basis for materiality as it is an important measure of performance for users of the financial
statements. We believe using an average income basis is a more appropriate basis for determining
materiality because it provides a more consistent measure of income.

We determined materiality for the parent company to be $182 million (2021: $178 million), which is 1%
(2021: 1%) of net assets.

Performance materiality
The application of materiality at the individual account or balance level.  It is set at an amount to
reduce to an appropriately low level the probability that the aggregate of uncorrected and undetected
misstatements exceeds materiality.

On the basis of our risk assessments, together with our assessment of the group’s overall control
environment, our judgement was that performance materiality was 50% (2021: 50%) of our planning
materiality, namely $28 million (2021: $32 million).  We have set performance materiality at this
percentage to ensure that the risk of errors exceeding performance materiality was appropriately
managed.

With respect to the parent company, on the basis of our risk assessments, together with our
assessment of the parent company’s overall control environment, our judgement was that
performance materiality was 50% (2021: 50%) of our planning materiality, namely $91 million
(2021: $89 million).  We have set performance materiality at this percentage to ensure that the risk of
errors exceeding performance materiality was appropriately managed.

Reporting threshold
An amount below which identified misstatements are considered as being clearly trivial.

We agreed with the Audit Committee that we would report to them all uncorrected audit differences in
excess of $3 million (2021: $3 million) for the group and in excess of $9 million (2021: $9 million) for
the parent company, which is set at 5% (2021: 5%) of planning materiality, as well as differences
below that threshold that, in our view, warranted reporting on qualitative grounds.

We evaluate any uncorrected misstatements against both the quantitative measures of materiality
discussed above and in light of other relevant qualitative considerations in forming our opinion.

Other information

The other information comprises the unaudited information included in the annual report as set out on
pages 15-33 other than the financial statements and our auditor’s report thereon. The directors are
responsible for the other information contained within the annual report.

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



Page 12 of 177

INDEPENDENT AUDITOR’S REPORT TO THE MEMBERS OF ROYALTY PHARMA PLC
(continued)

Our responsibility is to read the other information and, in doing so, consider whether the other
information is materially inconsistent with the financial statements or our knowledge obtained in the
course of the audit or otherwise appears to be materially misstated. If we identify such material
inconsistencies or apparent material misstatements, we are required to determine whether this gives
rise to a material misstatement in the financial statements themselves. If, based on the work we have
performed, we conclude that there is a material misstatement of the other information, we are required
to report that fact.

We have nothing to report in this regard.

Opinions on other matters prescribed by the Companies Act 2006

In our opinion, based on the work undertaken in the course of the audit:

the information given in the strategic report and the directors’ report for the financial year for
which the financial statements are prepared is consistent with the financial statements; and

the strategic report and directors’ report have been prepared in accordance with applicable legal
requirements.

Matters on which we are required to report by exception

In the light of the knowledge and understanding of the group and the parent company and its
environment obtained in the course of the audit, we have not identified material misstatements in the
strategic report or the directors’ report.

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

adequate accounting records have not been kept by the parent company; or
the parent company financial statements and the part of the director’s remuneration report that are
audited are not in agreement with the accounting records; or
certain disclosures of directors’ remuneration specified by law are not made; or
we have not received all the information and explanations we require for our audit

Responsibilities of directors

As explained more fully in the directors’ responsibilities statement set out on page 15, the directors’
are responsible for the preparation of the financial statements and for being satisfied that they give a
true and fair view, and for such internal control as the directors determine is necessary to enable the
preparation of financial statements that are free from material misstatement, whether due to fraud or
error.

In preparing the financial statements, the directors are responsible for assessing the group and parent
company’s ability to continue as a going concern, disclosing, as applicable, matters related to going
concern and using the going concern basis of accounting unless the directors either intend to liquidate
the group or the parent company or to cease operations, or have no realistic alternative but to do so.
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Auditor’s responsibilities for the audit of the financial statements

Our objectives are to obtain reasonable assurance about whether the financial statements as a whole
are free from material misstatement, whether due to fraud or error, and to issue an auditor’s report that
includes our opinion. Reasonable assurance is a high level of assurance, but is not a guarantee that
an audit conducted in accordance with ISAs (UK) will always detect a material misstatement when it
exists. Misstatements can arise from fraud or error and are considered material if, individually or in the
aggregate, they could reasonably be expected to influence the economic decisions of users taken on
the basis of these financial statements.

Explanation as to what extent the audit was considered capable of detecting
irregularities, including fraud

Irregularities, including fraud, are instances of non-compliance with laws and regulations. We design
procedures in line with our responsibilities, outlined above, to detect irregularities, including fraud. The
risk of not detecting a material misstatement due to fraud is higher than the risk of not detecting one
resulting from error, as fraud may involve deliberate concealment by, for example, forgery or
intentional misrepresentations, or through collusion. The extent to which our procedures are capable
of detecting irregularities, including fraud is detailed below.

However, the primary responsibility for the prevention and detection of fraud rests with both those
charged with governance of the company and management.

We obtained an understanding of the legal and regulatory frameworks that are applicable to
the group and determined that the most significant are

o Securities Exchange Act of 1934

o Companies Act 2006

o Various financial reporting frameworks including accounting principles generally
accepted in the United States of America (“US GAAP”) and United Kingdom
Accounting Standards, including FRS 102 “The Financial Reporting Standard
applicable in the UK and Republic of Ireland” (United Kingdom Generally Accepted
Accounting Practice)

o Certain material subsidiaries are established in Ireland as regulated entities. These
entities must individually comply with Irish legislation and with the rules of the Central
Bank of Ireland applicable to such entities.

We understood how Royalty Pharma plc is complying with those frameworks by making
enquiries of management including with the Chief Compliance Officer, to understand how the
group maintains and communicates its policies and procedures in these areas, and
corroborated this by reviewing supporting documentation such as the compliance manual,
correspondence with relevant authorities and minutes of meetings of the Board of Directors
and of the audit committee and other relevant committees. We also attended meetings of the
audit committee during the period.
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We assessed the susceptibility of the group�s financial statements to material misstatement,
including how fraud might occur by discussing with management to understand where they
considered there was a susceptibility to fraud; and assessing any whistleblowing incidences
for those with a potential financial reporting impact. We also considered the non-
GAAP/Alternative Performance measures used by management in analysing the results of the
Group and the propensity of these to influence efforts made by management to manage
revenue and earnings. We considered the internal control environment of the group to address
material misstatements, or that otherwise prevent, deter and detect fraud and how
management monitors these controls including the risk of management override of controls.

Based on this understanding we designed our audit procedures to identify non-compliance
with such laws and regulations. Our procedures involved enquiries of management, internal
and external legal counsel, Chief Compliance Officer and those charged with governance. We
also tested journals identified by specific risk criteria, analysed the correlation between
accounts and tested transactions relating to the purchase of financial royalty assets and other
financial instruments back to source documentation, ensuring appropriate authorisation of the
transactions.

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

Use of our report

This report is made solely to the company�s members, as a body, in accordance with Chapter 3 of Part
16 of the Companies Act 2006.  Our audit work has been undertaken so that we might state to the
company�s members those matters we are required to state to them in an auditor�s report and for no
other purpose.  To the fullest extent permitted by law, we do not accept or assume responsibility to
anyone other than the company and the company�s members as a body, for our audit work, for this
report, or for the opinions we have formed.

Dean Phillips (Senior statutory auditor)
for and on behalf of Ernst & Young Chartered Accountants, Statutory Auditor
Dublin

13 April 2023
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