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Highlights

Corporate

Divestment cf Cobra Bio-Manufacturing
business via fiotation on AlM

£5m development funding completed

Board restructured

Commercial

ADEPT - European rights licensed to Shire
Pharmaceuticals

CLICKHALER - Celitech licence amended
- New licence agreement with
major global pharmaceutical
group

UCGE Gene expression technology -
licensed to Medarex

New hyperphosphataemia product joirt
development agreement

EMMELLE gel - Phase Il grant funding
confirmed

Clinical progress

ADEPT - US Phase Il study progressing

CLICKHALER - Formaoterol marketing
authorisation application submitted

lcodextrin peritoneal dialysis solution - FDA
appreval

CTL 102 gere directed chemotherapy -
authorisation for next stage of Phase /1l
study

CTL 901 cancer vaccing - authorisation 10
evaluate in malignant melanoma,

Summary Financial Performance

Licensing, evaluation &
development fees

2002

2001 3 £0.05m

Rayalties

2002 §

Total turnover

Research & development expenditure

260z B

2001

Selling, marketing & distribution ¢osts
2002 I

£1.3m

Administrative expanses

2001 ' £10.5m

Other operating income
2002 §

2001 £13.0m

Loss for the financial year
2002 §

2001 £4.0m

Year end net cash (including short term depaosits)
2002 oo ] —— ;

2001
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I'am pleased to be making my first statement to
sharehciders in my capacity as Chairman of your
Gompany. The period on which | am reporting,
namely, the financial year ended 30th September
2002 and the subsequent pericd o date, has
been ane of significant change for ML.

Good progress with our refocusing

The divestment programme relating to non-core
assets, which is fundamental to the strategic
refocusing of the Company, is proceeding as
evidenced by the divestment of aur Cobra
biclegical product manufacturing business by
flotation on the AIM market in June 2002, This
generated funding for ML and left us with a 46%
shareholding in an independent, highiy
specialised business which we consider has
significant potential. This shareholding enables us
to benefit from the future success of that
business and represents a source of future
funding as we reaiise that investment over tima,
We are continuing to pursue options for the
disposal of other non-core assets.

In addition T can inform you that we have
implemented a programme for the divestment of
our non-pharmaceutical activities and that we
have determined that we will discontinue
research into those of our gene therapy
technolcgies that are not currently producing
revenue or are unlikely to do so in the near term,
which will result in the significant downsizing of
our research activities and a consequent
reduction in costs.

All of the above actions, when implemented, will
have a significant positive impact on our cash
flow.

With regard to our respiratory division Innovata
Biomed (B}, we informed you in September that
in view of the new commercial arrangements
concluded at that time, which had a significant

positive impact on the cash flow expectations
and prospects of IB, we considered that the
divestment of IB at that time was no longer in the
best interest of MUs shareholders.

Further commercial sucesses

We have alsc achieved considerable commercial
success in the pariod. The licensing of the
European rights to ADEPT, our adhesions
therapy, to Shire Pharmaceuticals, the
renegotiation of our CLUCKHALER sgreements
with Gelltech plc and the subsequent licence
agreement with a major globa! pharmaceutica!
group for & range of regpiratory treatments in
CLICKHALER, each provided for the payment of
significant sums to the Group.

Continued achievements - clinical and

regulatory

On the clinical and regulatory front we achisved

the following:-

* the application for marketing authorisation for
formotercl CLICKHALER in Europe was
submitted which triggered a further milestone
payment from our licensee;

* Baxter Healthcare, the worldwide licenses of
our dialysis solution, was granted marketing
approval in the US which offers us the prospect
of substantia! royalty income from that large
market:

* the impertant US pivotal study of ADEPT
progressed towards the interim stage with
approximately 200 patients now enrolled:

¢ the planning of the Phase Il study of
EMMELLE, our intra-vaginal gei to prevent
AIDS, continued following receipt of
confirmation that the cost of that study will be
funded predominantly by grant;

* regulatory approvals were received enabling us
to proceed to the next stage of the Phase 1|
studies in patients with inoperable liver cancer
of GTL102, our gene directed chematherapy
product, and enabling us to evaluate cur




cancer vaccine product candidate CTLS01 in
patients with malignant melanorna.

New initiative

| am pleased to announce that our clinical and
regulatory experiise forms the basis of anew
product development agreement with INECS
Silicas (Ineos), a member of the INEOS Group, a
leading global manufacturer of speciality and
intermediate chemicals, whereby ML and neos
will co-deveiop Inecs’ novel compound for the
treatment of hyperphosphataemia,

We are pleased to be working with Ineos in
developing their first pharmaceutical compound
and look forward to sharing in the rewards of this
exciting product which is a potentially significant
entrant to this rapidly growing market segment.
Furthermore we are hopeful that this
arrangement will be a model for further
collaborative ventures whereby we utilise our
core competencies of clinical development,
regulatory affairs and product commercialisation
to lever participation in the rewards flowing from
jointly developed products.

Funding

The projected cash flow of the Group includes
the receipt of significant milestong income and
the proceeds of disposal of non-core assets.

Luring the financial year to 30th September 2002
we demonstrated that we are able to generate
milestone receipts from licence agreements and
proceads from the divestment of non-core assets
and we anticipate that we will continue to be able
to do so in the current year.

In view of the above we have a reasonable
expectation that the Group will have sufficient
working capital for its present reguirements.
However, given the difficulty in predicting
accurately the timing and amount of future
milestone payments and disposal proceeds, we

will continue to keep the adequacy of our
working capital under review.

Prospects

We enter 2003 with the structure and complexity
of the Group much simplified, compristing onty
two operating divisions, biopharmaceutical
product development (ML Pharmaceuticals) and
respiratory (IB), both with clear objectives.

We have a bread portfolio of products in both the
early and late stage categories, the development
of which is supported by our income streams
from products we have successfully developed
and licensed to other pharmaceutical companies
and by the licence income generated by our
gene expression technologies.

In view of the above | consider that in the period
under review we have made significant progress
towards achieving our principal objective of
repositioning the business to meet the criteria we
believe are demanded by investors in the sector,
namely, a business of exciting potential with
estaplished incorne strearns capaltle of achieving
both profitability and cash self sufficiency in the
near term.

S W. Sim
Chairmar
28th January 2003
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products and technologies derived from intellectual property generated
from our own research and in-licensed from third parties’

ML Pharmaceuticals is a biopharmaceutical product development company. Its development pipetine of future
products and its portfolic of early stage research projects are supported by income streams from products which it
has successfully developed and licensed to other pharmaceutical companies including Baxter and Shire. In
addition ML also generates income by licensing patented technologies resulting from its research to third parties
for use in the discovery and manufacture of biotechnology products.

In-market products

Research & Preclinical Clinical trials | Regulatory | Marketed |
Phase! | Phasell | Phaselll approval

| Research | Pre-clinical ! Clinical trals Regulatory  Marketed |

Phase | |

Phase ||

Phase Il | approval \

Research projects

| Research | Pre-clinical | Clinical trials |Regulatory‘ Marketed l
; : Phase | Phase Il } Phase Il | approval \
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“Respiratory drug delivery and inhaled
delivery of molacules for local
and gystemic action”

Innovata Biomed’s core competency is in the design, formulation, development and industrialisation of innovative
technologies delivering compounds to the lung. Our unique strengths lie in the ability to provide inhaled drug
delivery solutions to the global pharmaceutical industry based on a proven track record of regulatory approvals
and volume manufacture of our founding technologies which are inhalation devices for the administration of drugs
for respiratory disease.

In-rmarket products

| Research | Pre-clinical | Clinical trials Regulatery ' Marketed
\ Phase | Phasefl | Phaselli approval

FProducts in development

Phase | Phase il Phase ! , approval | |

L
.
|

\ Research | Pre-clinical | Clinical trials | Hegulatoryl Marketed |

Devices in development

Clinical trials Regulatory | Marketed

| Phasel | Phase il ‘ approval ‘ ‘
R
I A T R

Phase |
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OPERATIONAL STRUCTURE

Following the divestment of our biological
product manufacturing business through the
flotation of Cobra Bio-manufacturing PLC and
the integration cf Cobra's research and
development activities into ML, the Group's
activities were consolidated during the year intc
two principal operations - ML Pharmaceuticals
and Innovata Biomed, the Group’s respiratory
subsidiary.

ML Pharmaceuticals is a biopharmaceutical
product development business with a
development pipeling of future products
supported by income streams from preducts
which have been successfully developed and
licensed to other pharmaceutical companies.
The business also generates income by
iicensing patented technolcgies resulting from its
research to third parties for use in the discovery
and manufacture of biotechnology products.

Innovata Biomed's business is the design and
development of innovative technologies for
delivering compounds te the lung for licensing to
third parties. Existing licence agreements
generate royalty income tegether with milestone
payments which support the business’s ongoeing
programmes.

Both businesses are operated as separate
divisions with their own clinical development and
business development capability supported by
centrally provided services which include

regulatory affairs, patenting, finance and

administration.

ML PHARMACEUTICALS

EXTRANEAL - an Icodextrin solution for use

in Peritoneal Dialysis

jcodesdrin solution is used in peritoneal dialysis
{PD) for the treatmant of renal fallure patients.
ML holds exclusive patents over lcodextrin, the
active ingredient, in all major world markets.

Baxter Healthcare, the exclusive licensee
worldwide and a market leader in Renal Disease
treatrents, has launched the product, under its
trade name Extraneal, in over 30 countries to
date and a market share of over 50% has
already been achieved in several countries.

Extraneal received LS marketing approval on
23rd December 2002 and is expected to be
avallable in that rmajor rnarket in the first quarter
of 2003. We anticipate Extraneal will recelve
Japanese approval in 2003. Sales of Extraneal in
the US and Japansse markets should have g
significant impact on ML's royalty income.

ADEPT - an lcadextrin sofution far the
reduction of post-operative adhesions
Adhesions are a serious and frequent
complication following abdominal and
gynaecological surgery and are expensive to
treat, often requiring further surgery and




hospitalisation and the issue of adhesions is
hecoming acknowledged as a major problem.
Currently competitive products are both
expensive and difficult to administer, often
requiring specific training. ADEPT offers
significant advantages over competing products
as it Is an easy 1o use, low viscosity solution
which can be delivered via a laparoscope in
minimally invasive (keyhole) surgery and is readity
incorporated into routine surgical procedures.
Furthermore ADEPT is significantly less expensive
than other products.

In Cctober 2001, the exclusive right to
manufacture and sell ADEPT throughout Europe
was licensed to Shire Pharmaceuticals, the
spegcialist pharmaceutical company which is
focused on the development and marketing of
products prescribed by hospital consultants and
specialists. Building on the successful launch by
ML in the UK (from June 2000), Shire complated
taunches in the other main EYU countries (France,
Spain, #aly and Germany) by April 2002 and is
now gaining widespread use of this product with
hoth gynaecologists and genera! surgecns
carrying out colorectal operations.

The clinical development of ADEPT has been
concentrated in the US where we are carrying
out a Phase Il clinical trial to demonstrate
efficacy in reducing the incidence of post-
operstive adhesicns following laparoscopic
{keyhole) gynaecclogical surgery which is
progressing satisfactorily in fiteen hospital
centres. An interim analysis of the first 205

completed patieats is scheduled during the first
half of 2003 and wilf be conducted according to
a strict protocol agreed with the US FDA by

independent statistical advisors in North America.

The purpose of the analysis is to elucidate any
safety concerns regarding the use of the product
and to estabiish the overall scientific rigour of the
clinical trial design for regulatory approval in the
us.

Cur research in the US shows that uptake of
competing products has been hampered by their
complexity of use and cost.

We remain excited by the prospects for ADEPT
in this growing market where it has the potential
to become the leading product due to its safety
profile, ease of use and price advantage such
that it could be used routinely in all abdominal

surgery.

We anticipate appointing a licensee for the US
market following a successful outcome to the US
trial and we are in discussion with potential
licenseas for the Japanese and other Asian
markets. It is likely that Japanese marketing
approval will be facilitated by data generated by
our US stuay.

EMMELLE - an |codextrin based intra-vaginal
gel to prevent AIDS

The majority of new HV infections occur in
women and the availability of products such as
EMMELLE, which is a self-administered product,
would put HIV prevention in the hands of
women.
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During the year, the Department for Internaticnal
Development (DFD) and the Medical Research
Council (MRC) jointly anncunced a £16m
microbicide development programme in which
EMMELLE gel would be one of two late stage
preducts to participate in a large Phase Il chinical
trial to be conducted in Africa under MRG
supervision which is currently being planned.
Female controlled microbicide products such as
EMMELLE gsl are considered a vital part of the
worldwide effort to minimise the spread of HIv
which is believed to be the causative virus of the
disease AIDS. EMMELLE has been the subject
of a number of Phase Il safety clinical
investigations, both in Europe and Africa, and is
considered to be a leading candidate to provide
women with protection against viral fransfer.

The low probability of development of effective
vaccines has substantially increased the public
heaith need for rapid development of products
such as EMMELLE which couid limit the spread
of HIV disease in developing countries and at the
same time be significant products for personal
protection in developed markets. The worldwide
need for such & product has been recaiving
increasing publicity and independent market
surveys have concluded that the market for
products such as EMMELLE could exceed $1
billion p.a..

We continue to evaluate extending the field of
use of EMMELLE to the prevention of other
important sexually transmitted diseases.

DEVACADE and COLYKADE - for enhancing
the pain relief produced by morphine
Pre-clinical studies with DEVACADE and
COLYKADE demonstrated that these new
chemical entities (NCE's) had the ability to
enhance the pain relieving properties of drugs
such as morphine without increasing the

disturbing and dangerous side-effects. We have

now completed Phase |l clinical trials in patients
with severe neuropathic pain with each of these
compounds. DEVACADE has shown that the
compound offers significant levels of pain
reduction in neuropathic pain patients when
given as an adfunct to a variety of strong opicid
drugs. Many of these patients have been very
long term pain sufferers, some for over 10 years.
As well as reducing their pain levels, patients also
reported reduced levels of sleep disturbance
from their pain, coupled with the ability to
undertake more normal activities with increased
freedom from pain. The results of these studies
were presented as part of a neuropathic pain
workshop within the World Congress on Pain
held in San Diego in August 2002.

COLYKADE has undergone a paralle!
development programme and, whilst proving (o
be a safe drug, has shown little effactiveness in
reducing pain in the ciinic setting. We do not
expect to carry out further development on this
particular application of this comgound.

Estimates of the global market potential are in
excess of §1 bilion p.a.. Aganst the background
of increasing interest in this market, we are now
actively seeking a licensee who is able to
complete the required clinical prograrme and
market this novel, high-utility product.

Treatment of Hyperphosphataemia

This condition, which results from an abnormally
high ievel of phosphate in the blood, can occur
when damaged kidneys are unable to rid the
body of excess phosphate that has entered the
body in food and as a result patients suffering
from end-stage renal failure (ESRF) usually need
to take a phosphate binding product to reduce
their blood phosphate concentrations. The novel
compound we are co-developing with Ineos has



shown during in vitro tests significantly higher
levels of phosphate binding than existing
compeunds and therefcre offers the potential for
lower dosage and & maore convenient usage
regimen than scme existing treatments.
Furthermore the product is free from aluminium
and calcium metal ions known 10 cause
preblems in long term use which could allow the
treatment of patients other than ESRF patients.

The toxicity studies have been partly completed
and the Phase | study is cngoing having
commenced in November. The clinical
development plans for Phase Il are currently
being formulated.

Gene Therapy Cancer Products

Our inftial gene based cancer treatment, CTL102,
has undergone substantial evaluation in patients
suffering from head and nack, liver and prostate
cancer. This product delivers the gene for a
bacterial enzyme, nitroreductase, to cancer cells
such that a separately administered, relatively
harmless drug, CB81954, will be activated to kill
the cancer cells. Having met the initial criteria for
gene activity in liver tumours we have received
approval from: the regulatory authorities to
proceed 10 the treatment arm of the study in
patients deemed unsuitabile for surgery, This is a
significant step forward and could lead to a
valuable tregtment for patients with few therapy
opticns. We are hopeful that the novelty of the
product, combined with the delivery vehicle, will
establish a marketable platform from which gene
therapy products can be developed by third party
licensees for the treatment of other tumours and
malignancies.

We have also received regulatory approval to
initiate a clinical trial with CTL 901, our vaccine
treatment for malignant malanoma, the most
deadly form of skin cancer. This treatment is

based on the delivery of genas encoding tumour
associated antigens to antigen presenting cells
known as dendritic cells. The modified dendritic
cells are injected into palients in order to provide
a response that will use the patients’ own
immune response to destroy tumour cells. Pre-
clinical data suggast that this treatment will
specifically attack skin cancers as well as the
cancerous cells which spread the disease
throughout the body.

Gene Expression Technology

We have announced an agreement with
Medarex to apply our UCOE gene expression
technology for antibody production.

Agresments have also been signed with a large
number of bictechnology and pharmaceutical
companies o evatuate the UCOE technology for
facilitating gene expression and thereby
increasing the efficiency of therapeutic protein
and peptide production. We consider that the
licensing of this technolegy could generate
substantial revenues in the near term in the form
of licence faes and in the long term in the form
of royalties on the sale of products using this
technology.

Polymer Drug Delivery

We have been applying our expertise and
patented technolegy in the field of glucose
polymers 1o seversl applications which result in
improved drug efficacy:-

* Cur DEXEMEL sclution, which has been
approved for marketing in Europe, has been
shown to provide anti-cancer drugs with
prolenged and more extensive coverage of the
abdominal cavity,

* In conjunction with our research partner, Canji
Ine, & subsidiary of Schering-Plough, we have
demonstrated that an lcodextrin solution dees
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not affect gene vector stability and alsc results
in significantly increased efficacy in a
therapeutically relevant pre-clinical modal.

* Chemical derivatives of our glucose polymers
conjugated to cancer chemotherapy drugs
have been shown to have efficacy in an in vivo
model.

Each of the above is the basis of patent
applications and applicable to a wide variety of
existing and novel drug therapies. Having
established a significant body of knowledge for
each of these applications of our polymer
technology, it is our intention to commercialise
them by developing certain drugs for our cwn
portiolic and by partnering with other
pharmaceutical companies for their use with the
partner's novel compounds.

INNOVATA BIOMED

CLICKHALER - a fast-to-market dry powder
inhaler for new asthma therapies
CLICKHALER is a proven, industrialised dry
powder inhaler with many established
advantages over standard asthma inhalers.
CLICKHALER has been extensively studied and
shown to be highly acceptable to patients.
Furthermore it is already marketed with standard
asthma therapies (salbutamol and
beclomethasone) in UK, Ireland and France.

In July 2002 we announced the completion of
negotiations with Celitech which, inter alia,
released them from their obligations under an
Agresment signed in 1999 relating to the
commercialisation of the molecules budesonide
and formotercl. In September 2002 we
announced that we had entsred into a licence
agreement with a major global pharmaceutical
group for the rights to market these two

molecuies in CLICKHALER in Europe and a
number of other territories. This second

Agreement shauld generate £10m in access fees
and mitestones plus additional double digit
royalties on future product sales.

In November 2002 the first application for
marketing authorisation for formoterol
CLICKHALER in Europe was submitted and we
anticipate reaching the market through IB's
icensee in 2003. Budesanide CLICKHALER is
expected to complete the lengthy pharmaceutical
and clinical development process and ragulatory
filing during 2003 with launches expected in the
second half of 2004.

In agdition, further formulation and clinical studies
have been undertaken by IB and potential
partner companies to evaluate the performance
of CLICKHALER in the laboratory and in the
clinic. These studies include the assessment of
nove! and established molecules as well as new
formulation technologies designed to enhance
the performance of the device with certain drugs.
IB continues to build a library of data on the
capabilities of its own device and formulation
technologies, as well as third party formulation
technologies to enbale it 1o provide a significantly
enhanced offering to the global pharmaceutical
industry.

These platform technologies are the subject of
negctiations and feasibility studies with a number
of companies for delivery of their existing and
pipeline products.

TWINHALER - building on the CLICKHALER
technology

Patents have already been published on
TWINHALER, which is a nove! adaptation of the
proven dose-metering ‘engine’ of CLIGKHALER,
whersby two drug reservoirs feed two drug



formulations 1o separate metaring chambers, in the
same device, from which they are delivered to the
patient in the same breath. The abiity to formulate
the drugs separately permits optimisation of each
individually thereby overcoming significant
formulation challenges. Innovata Biomed's growing
library of CLICKHALER-compatible formulations
make this a low risk, versatile and fast-to-market
delivery option.

This advance in the core technology offering of 1B
presents a unigue opportunity to partner
companies by providing a device which can deliver
either more or larger doses (thereby reducing cost
to the manufacturer and healthcare provider}, or
can deliver a novel molecule in combination with
an established drug to address the rapidly growing
inhalation market already worth over £6 billion p.a..

TWINHALER will undergo extensive device
development during 2003 utilising IB’s expert
device development facility in

Tewkesoury.

DELTAHALER - an active inhaler for delivery of
drugs to the deep lung

DELTAHALER'S core powder de-aggregation
fechnology has been significantly developed to
enable the delivery of fine particles capable of
being inhaled and traveling to the deep lung to act
locally, or be absorbed to provide systemic
treatment. Recognising significant clinical and
markating chalengss in the delivery of insulin
through the lung, IB’s strategy is to complete the
development phase for the de-aggregation engine
and finalise the designs for the complete device
pricr to seeking pharmaceutical partners for the
clinical phase of development.

P.J. Shennan
Chief Operating Officer
28t danuary 2003
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For the year ended 30th September 2002

Turnover and gross profit

Turnover includes income from royaltes,
pharmaceutical product sales and fee income
from licensing, evaluation and developmenit
agreements, During the year Paul Capital
Rovaity Acquisition Fund (‘PCRAF'} provided a
second round of funding of £6m and acquired
an entitement to an increased proportion of the
royalty and revenue streams from two of the
three produsts which were the subject of their
first round of funding of €17 .5m which was
Frovided in the second half of the previous
financial year. As a result, royalty income and
pharmaceutical product sales are stated net of
PCRAF's entitlemant in the respeactive periods
and this affects comparison.

Total turnover in the year was £13.2m {2001
£9.3m) of which £0.7m (2001 : £1.1m) related
to the Cobra biological product manufacturing
business which was divested during the year
through the AIM flotation of Cobra Bio-
manufactuting PLC {{CBM"), The increass in
turnover was principally attributable to an
increase of £5.0m in ficensing, evaluation and
development fees. Such milestons receipts are
typically friggered by regulatory or commercia!
events and as such are irregular in timing and
subject to substantial variation from one period
to another,

Royalty income was £2.1m (2001 : £3.2m) and
pharmaceutical product sales were £4.5m
{2001 : £4.6m) both of which comparisons
reflect the impact of the PCRAF arrangements.

The increase in turnover resutted in an increase
in gross profit to £8.8m (2001 : £5.8m) of which
£0.3m (2001 : £0.7m) related to the divested
CBM activity.

Operating costs
Research and development expenditure of
£10.8m was at a similar level to the previous

year of £11.0m, of which £0.8m (20C1 : £0.8m)
related to CBM. Selling, marksting and
distribution costs reduced o £0.6m (2001 :
£1.3rm) principally as a result of the licensing to
Shire of ADEPT, which ML had launched in the
UK in 2000. Administrative expenses increased
to £11.4m {2001 : £10.5m) of which £0.7m
(2001 : £0.7m) related to CBM, which
principally reflects an increase in legal and
professional and cther ransaction related
costs.

Other operating income

Other operating income of £5.6m (2001 ;
£13.0m) includes amounts receivable in
connection with the termination or amendment
of licence agreements and the relevant portion
of the deferred elerent of funds receivad from
PCRAF in the previous year specifically relating
to the clinical developrment of ADEPT in the US,
which is not yet complete.

The £5.0m second tranche funding received
from PCRAF in the year has not vet been
treated as ‘other operating income’ but has
been included in ‘Creditors : amounts falling
due within one year' as the agreement included
a condlition whereby we might be required to
repay this amount in certain circumstances. On
oth January 2003 the outstanding condition
was satisfied and repayment will not be
required. Consequently this amount will be
recognised as ‘other operating income’ in the
year to 30t September 2003.

Loss for the year before taxation

The operating loss was £8.3m {2001 : £3.9m)
of which £1.1m {2001 : £0.8m) related to CBM.
The exceptional profit of £2,9m represents the
accounting profit arising on the deemed
disposal of CBM which is explained more fully
in the notes to the financial statements, After
net interest the Ioss bafore taxation was £5.3m
{2001 : £4.0m).



For the year ended 30th September 2002

Taxation

Tax credits in relation to eligible research and
developrment expenditure were intreduced with
effect from 18t April 2000, However those
relating to the years ending 30t September
2000 and 2001 were not recognised in the
financial statements for those years owing to
the uncertainty relating to the amounts and
timing of such receipts. Tax credits have now
been successfully claimed in respect of 2000
and 2001 and we have recognised in 2002
poth the tax credits received for prior years and
the tax credits anticipated to be received in
raspect of the year to 30th September 2002.

Loss after taxation

The loss for the financial vear after taxation was
£2.4m (2001 : £4.0m). This represents a loss
per ordinary share of 1.63p 2001 ; 2.56p).

Net assets

Net assets at 30th September 2002 were
£10.2m, reduced from £12.6m at 30th
September 2001 as a result of the loss for the
year.

intangible assets comprise goodwill on the
original acquisition of Cobra. The reduction to
£3.5m at 30t September 2002 from £5.5m at
the previous year end resulted from the
allocation of part of this gocdwill to CBM on its
deemad disposal, as explained more fully in the
notes to the financial statements, and ongoing
amoertisation.

Expenditure on tangible fixed assets was
£2.6m, including expenditure related to the
Cobra biological product manufacturing
business prior to its divestment. After taking
intc account the net book value of fixed assets
divested with CBM of £2.1m, depreciation of
£1.6m and other disposals, the net book value
of fixed assets reduced to £3.3m from £4.5m.

Stocks reduced to £1.2m from £1.9m principally

as a result of a reduction in CLICKHALER stocks.

The increase in debtors to £8.3m {2001 © £6.4m)
was impacted by the inclusion of tax credits
receivable and a significant payment due under
an agreement with a third party. The increass in
creditors due within one year to £15.1m from
£9.7m reflected the inclusion of the PCRAF £5m
referred to above and a potentially repayable

milestone received prior to 30t September 2002.

The reduction in creditors due after more than
one year to £0.8m from £1.4m arises from net
repayments and transfers to CBM of finance
leases.

As explained above deferrad income of £2.9m
comprises monies previously received from
PCRAF to be released to the profit and loss
account as our spending obligation on the US
clinical develcpment of ADEPT is met.

Cash balances and cash flow

In summary, £16m was censumed by operations,

capital expenditure and net finance lease
repayments, offset by net interast income.
£17.8m was generated from milestone income
and other receipts under licence agreements,
additionat PCRAF funding, the divestment of
CBM and tax credits. This resulted in a net cash
inflow of £1.8m and we ended the vear with net
cash balances of £9.3m (2001 : £7.5m).

PJ. Shennan
Finance Director
28th January 003
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Dr. T. Medinger {Mon-Executive)

B J. Shennan

Secretary and

registered office
David Smith, Stringer Saul,

17 Hanover Square, London, W13 1HU.

SORT G002

Principal bankers

HSBC Bank PLC, Library Place, St. Heiier, Jersay,
Channel islands.

Registrars and

transfer office

Capita Registrars, Balfour House, 390-388 High
Read, iford, Essex, 1G1 1TNQ.

Registered auditors

PricewaterhouseCoopers, Chartered Accountants,
8 Princes Parade, St. Nicholas Place, Liverpool,
3100

Stockbroker

WestlLB Panmure Limited, Woolgate Exchange,
25 Basinghall Street, London, EC2V SHA,
Member of S.FA.




S. W Sim, FCA

Executive Chearman 1Age §1)

Stuart Sim qualified as a Chartered Accountant in
1§75 following which he held a number of senior
financiel and general management positions in a
variety of industries. He joined the Company as
Finance Director in 1988 and he was appointed Chief
Executive in June 1897. He became Executive
Chairman in October 2002,

Dr. R. N. Boyes, PhD
Direcior Noth America (Age 623

Nick Boyes joined the Group in 1880 when it
acquired 75% of the equity of his Company, Innovata
Biomed Limited and he became a Director of the
Company in 1893. He has over thirty vears
experience of the pharmaceutical industry, much of
which was gained with the Astra Pharmaceutical
Group in the USA, Sweden and the UK, during which
time he carried out a number of senior functions at
director level. He is an expert in respiratory diseases
and is the inventor of several of the Group's
respiratory products. Nick spends a substantial part
of his time in North America where his primary
responsibility is to negotiate collaborations with US
companies and search out additional opportunities.
Dr. Boyes holds a number of other non-executive
directorships.

Prof. D. 8. Davies, BSc, PhD, FRSC,

FRCPath, FRCP

Group Direcior of R&D {Age B2)

Donald Davies is Professor of Biochernical
Pharmacology and Director of Glinical Pharmacology
in the Faculty of Medicine at Imperial College,
Hammersmith Hospital, London. He is a former
member of the Committee on Safety of Medicines of
the Medicines Contral Agency, Department of Health
and has served on other expert committees in the
UK, Europe and the USA. His research interests are
in drug and cherrical toxicity, drug development, drug
safety, diet and cancer. He has had more than 200
papers published on mechanisms of drug action and
toxicity and drug safety evaluations and is the
inventor of several of the Group’s products. He was
appointed to the Board as a Non-Executive Director
in 18687 because of his expertise and knowledge of
the principal areas of development being undertaken
by the Group. He became an Executive Director in
October 2002 cn his appointment as Group Director
of Research and Development in which role he will be
responsible for co-ordinating research and regulatory
policy and strategy, providing scientific evaluation of
new proeduct opportunities and seeking and
evaluating new research opportunities.

Prof. A. D. Dayan, MD, FRCP, FRCPath

Nor-Exscutive Director (Age 67)

Anthony Dayan joined the Board in March 1998. He
is a leading toxicologist and has published more than
150 research papers and has edited or contributed to
almost 50 books on toxicology, drug development,
pathology, neurcpathology and the risk sciences. He
has been a member of a number of UK and other
government advisory committees including the
Medicines Commission, an acdviser to the World
Health Organisation and a consuttant on toxicology
biotechnology and drug development to UK,
European, US and Japanese pharmaceutical
companies. Professer Dayan was Professor of
Toxicalogy at St Bartholomew's and the Royal
Londen School of Medicine and Dentistry, Londaon
until 1st October 1988. Prior to that he was with the
Welicome Foundation for eleven years where, latterly,
he held the position of Group Adviser In Toxicology
and Project Co-ordinator for the Group R & D
Directer.

Dr. T. Medinger MA, DPhil {Oxon)

Non-Executive Direcior (Age 62)

Til Medinger jeined the Board in March 1989, He
was untit recently Senicr VP Corporate Strategy at
AstraZeneca PLC and formerly Zeneca
Pharmacetticals International Business Director. As
its International Marketing Director he oversaw the
launch of several products now enjoying major global
success. Hes was President of the Association of the
British Pharmacedtical Industry from 1994 to 1998
and served on the Beards of both the European and
the International Pharmacettical Industry Federations.
His business career has spanned research and
development, licensing and acquisition, strategic
planning and territorial and marketing management.
He is Chairman of PhotoBiotics Limited and a non-
executive Director of Peptech Limited and Renovo
Limited, He is also a member of the Central Research
and Development Committee for the NHS and acts
as corporate consultant 1o a number of emerging US
high-tech companies.

P. J. Shennan, BA, FCA, MSI

Chiet Operating Officer and Finance Director {Age 52
Peter Shennan became Finance Director in
Novemnber 1997. He qualified as a Chartered
Accountant in 1977 and is a member of the
Securities Institute. He joined the Group in June 1997
from Coopers & Lybrand where he held a senior
position in the corporate finance advisory team. In
October 2002 he was appointed Chief Operating
Officer in addition to his duties as Finance Director.
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The Directors present their Annual Report and the audited Group financial statements for the year ended
30th September 2002.

Principal activities

To date, the Group has successfully developed and commercialised a number of its ethical pharmaceutical products,
During the year it has continued to develop its partfolio of such products and its patented technologies with a view to
commercialising them on a world wide basis. The Group also provides educational training for the pharmaceutical and
bictechnology industries.

Business review

The Chairman's Staternent, the Cperational Review and the Financial Review on pages 2 to 13 should be read in
conjunction with this Directors’ Report as they include a review of the development of the business of the Group
including its principal activities in research and deveiopment and likely future developments.

Results and dividends

The Group loss on ordinary activities before taxation amounted to £5,260,937 (2001 £4,043,293). The Group loss for
the year after taxation and mincrity interests of £2,423,046 has been added to the deficit brought forward on profit
and loss account reserves as shown in note 19 on page 45. The Directors do not recommend the payment of a
dividend.

Research and development
The Group is engaged in the research into, and development of, a porticlic of pharmaceutical and medical products
and technologies.

The loss for the year is stated after charging research and developrment expenditure of £10,845,170 (2001
£10,951,385).

Directors
The Directors who held office during the year were
K. R. Leech {Chairman)
S. W. Sim (Chief Executive)
Dr. R. N. Boyes
Dr. C. B. Brown
Prof, D. S. Davies
Prof. A. D. Dayan (Non-Executive)
G. P. Fothergill (Resigned 13th June 2002)
Dr. T. Medinger (Non-Executive)
P. J. Shennan

Subsequent to the year end, the following changes were made to the composition of the Board. On 10th October
2002, K. RB. Leach resigned from the Board and S. W, Sim became Executive Chairman, relinquishing his role as
Chief Executive, Dr. C. B. Brown resigned from the Board, although he continues to fulfill his executive role as
Medical Director, and Prof. D. 3. Davies became an Executive Directer in the role of Group Director of Research and
Develocpment. Dr. A M. Boyes ceased o be the Group Director of Pesearch and Development and was appointed
Director Marth America. P. J. Shennan was appeinted Chief Cperating Officer in addition to his role as Finance
Director.

Under the Articles of Association Prof, D.S. Davies and Dr. T. Medinger retire from cffice, and, being eligible, offer
themselves for re-election at the forthcoming Annual General Mesting.

Details of the Directors’ senvice contracts are shown in the Remuneration Report on pages 20 to 24.

Directors' share options
Details of the Directors' Share Options are shown in the Remuneration Report on pages 20 to 24.




Directors’ interests
The interests (bereficial unless otherwise stated) in the shares of the Company of the Directors who held office at 30th
Septermber 2002, were as follows:

2002 2001 2002 2001

Number of Number of Percentage of  Percentage ot

Ordinary Ordinary Qrdinary Ordiinary

Shares Shares  Share Capital  Share Capital
K.R. Leech {Resigned 10th October 2002) 76,503,995 1 76,503,995 48.37% 48.37%
S.W. Sim 839,569 .13 839,560 M2 0.53% 0.53%
Dr. R.N.Boyes 88,500 88,500 0.06% 0.06%
Dr. C.B.Brown (Resigred 10th QOctober 2002) 352,415 352,415 0.22% (.22%
Prof. D.S. Davies 293,225 293,225 0.19% 0.19%

Prof, A.D. Dayan 7,500 & 7,500 @ - -

T. Medinger 20,000 - 0.01% -

P. J. Shennan 1,000 1,000 - -

1. Mr. Leech’s holding, which currently forms part of his estate in bankruptcy, was at all relevant times registered as to
55,372,995 shares in the name of Milner Laboratories Limited {now Aviva 2002 Limited), as to 7,120,000 shares in
the name of Vidacos Nominees Limited and as to 11,000 shares in the name of Glen Investments Limited. A
financial institution to whom 5,820,000 of these shares had been pledged had informed Miner Laboratories Limited
{now Aviva 2002 Limited) that it might convert this collateral inte cash by selling some or all of these shares as it was
free to do and this sharsholding was disposed of by the institution concarned on 20th December 2002. Mr. Leech
retaing a notifiable interest In a further 14,000,000 shares transferred by Milner Laboratories Limited {(now Aviva 2002
Limited) under the terms of the settlement agreement referred to In the following paragraph.

On 27th September 2001 the Company anncunced that a dispute between the shareholders of the Company's
largest shareholder, Miiner Laboratories Limited (now Aviva 2002 Limited), had been resolved suject to the fulfiment
of certain conditions, all of which have now been fulfiled. As a conseguence of the implementation of that settlement,
the Compeny has been nofified that Mr, Leech, Milner Laboratories Limited {now Aviva 2002 Limited) and Glen
Investments Limited (both companies which Mr. Leech controls) and Mr. Sim were interested, for the purposes of
sections 198-202 of the Companies Act 1985 {"the Act”) and/or by virtue of sections 204 and 205 of the Act as at
30th September 2002 in 79,412,131 shares and as at 28th January 2003 in 78,561,785 shares. To the extent that
the numbers shown against their rames above are less than this it is understood that the shortfall represents the
nurmier of shares in which the relevant Director is interested soiely Dy virwe of the seftiernent agreement, together
with the numizers of shares under option to the Directors concerned as recorded in the tablé in the Remuneration
Report on pages 21 to 24.

At all relevant times Mr. Leech owned 100% of Glen Investments Limited which in turn owned 86.25% of Milner
Laboratories Limited {now Aviva 2002 Limited) and Diarmuid Investments Limited owned the balance. Mr. Leach
was declared “en désasire” in the Royal Court of Jersey on 10th October 2002 and Glen nvesiments Limited was
placed in liquidation on 20th Cecember 2002.

2. Mr. Sim's holding includes 1,375 shares held non-beneficially.
3. These shares are held jointly with Mrs. H. Dayan.

Save for the haldings of persons who are no longer directors, and save as noted in note 1 to the above table, there
were no changes to the above holdings between 30th September 2002 and 28th January 2003,

At 30th September 2002, Dr. R. N. Boyes owned 7,500 shares in Innovata Biomed Limited (2001 7,500 shares)
representing 18.75% of that company's Issued share capital. Innovata Biomed Limited is a subsidiary of the Company.
Dr. Boyes alsc owned 375 shares In Healthcare Education Services Limited {2001 375 shares) representing 18.75% of
that company's issued share capital. Healthcare Education Services Limited is also a subsidiary of the Company.
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There were no contracts of significance subsisting during the pericd under review between the Company, or any of its
subsidiary undertakings and a controliing shareholder.

Substantiai interests

In addition to the interests of Mr, Leech's astate in bankruplcy and others disclosed under the heading ‘Directors’
Interests’ above, as at 28th January 2003, the Company has been notified of the following interests in 3% or mere, or
in the case of fund managers, 10% or more, of its share capital. The holdings shown are as notified under the
Companies Act 1985:

Shareholder No. of ordinary % of
shares  share capital

Legal & General Investment Management Limited 6,100,000 3.86
Diarrnuid investments Limited 14,000,000 M 8.85
Maurant & Co. Trustees timited 14,000,000 M 8.85
Channel Hotels and Properties Limited 8,170,000 5.17
Calin Blackbourn 5,700,000 3.60

1. As noted in connection with the interests of Directors above, on 27th September 2001 the Company announced
that a dispute between the shareholders of the Company's largest sharcholder, Milner Laborateries Limited {(now
Aviva 2002 Limited), had been resolved subject to the fuifilment of certain conditions, all of which have now been
fulfiled. As a canseguence of the implementation ¢f that settlement, the Company has been notified that Efen Milner
and Richard Smith were each interested for the purposes of sections 198-202 of the Companies Act 1985 {“the
Act’) and/or by virtue of sections 204 and 205 of the Act as at 30th September 2002 in 79,412,131 shares; as at
28th January 2003 Mr. Smith's interest had decreased to 78,561,765 shaves. It is understood that the interests
natified by both Mrs. Miner and Mr. Smith arise solely by virtue of the settlement agreement.
in addition 1o the 14,000,000 shares in which both Diarmuid investments Limited and Mourant & Co. Trustess
Limited are shown as being interested as above, each has notified the Company that as a consequence of the
settlernent agresmant it is deemed to be intarested in a further 62,492,905 shares.

Creditor payment policy

The Group's policy and practice in relation to the payment of its creditors is to make payments in accordance with
appropriate paymenrt terms for each business transaction. At 30th Septernber 2002 trade creditors for the Group
represented 50 days of amounts invoiced by suppliers (2001 50 days) and for the Company represented 66 days
(2001 54 days).

Charitable and poiitical donations
During the year the Group made no charitable donations {2001 £Nil) and no contributicns were made to political
orgarisations (2001 TN,

Environmental, heatth and safety policies

The Group recogrises its responsitiity for safeguarding the envirermment and where practically and economically
possible seeks to manage its activities efficiently so as to minimise any adverse environmental effects. The Group alsc
recognises its obligations for the health and safety of its employees in the workplace and has made an assessment of
risks at the various sites at which the Group's activities are undertaken and has in place formal pracedures far
managing, ce-ordinating and reporting to the Board on health and safety matters. The Group has provided training to
individuals who are responsible for health and safety. The Group continues to keep environmental, health and safety
practices under review,

Enical and social policies

The Group's prancinal activities are undertaken within the pharmaceutical industry which is subject to a highly regulated
ethical framework with which the Group cormplies. In addition, the Group seeks to conduct its activities generally in
accordance with good business ethics. The Group does not consider it appropriate at its current stage of developrment
to make significant financial donations to charitable, community or social activities, but considers that its most
important contribution to the communities within which it operates is to provide high quality employment opportunities
and, 1o socisty generally, to develop new theraples for serious diseases.




Employees

The Group recognises that in an industry based on innovation, research and developrment its employees ara ore of its
biggest assets and seeks to kesp them informed on matters affecting them as employees. The Group operates a
policy of equal opportunities with no discrimination on race, sex, disability or any other grounds. The Group provides
training and development appropriate to individual needs and offers remuneration packages, including pensions, life
and permanent health insurance, and a working environment which are designed to be both fair and competitive with
larger companies within the industry. Participation in the Group's share option scheme is extended to the majority of
the Group's emplovees.

Euro
The introduction of the Eure has not had any material impact on the Group's current operations and no significant
incrermental costs are expected to arise therefrom.

Auditors

Following the conversion of our auditors, PricewaterhouseCoopers, to a limited liablity partnership (LLP} from 1st
January 2003, a resolution to appoint the new firm, PricewaterhouseCoopers LLP, as auditors to the Company will be
proposed at the Annual General Meeting.

Annuat generat meeting
The 2003 Annual General Meeting (*AGM" of M. L. Laboratories PLC will be beld at the Institute of Directors, Pall Mal,
London SW1Y 5ED on 18th March 2003 at 11am. Notice of that meeting is enclosed with this document.

In addition to the ordinary business set out in the notice of the AGM, the following resolutions will be proposed:

- an erdinary resolution granting the Directors authority to allot relevant securities (within the meaning of Section 80 of
the Comparies Act 1985) (“the Act”) for a period of 15 months from the date of the resolution, or, if soaner, until the
2004 Annual General Meeting subject to a maximum nominal value of £527,228.54 representing one third of the
issued share capital of the Company at today's date and

— a special resolution disapplying the statutory pre-emption rights in section 89(1) of the Act for a period of 15 months
from the date of the resclution, or, if sooner, until the 2004 Annual General Meeting, in relation to the pre-emptive
issues and in relation to the allotrment of equity securities for cash subject to a maximum nominal valug of
£79,084.28 representing 5 per cent. of the issued share capital of the Company at today's date.

Each of the powers above is separate and is in substitution for all such previous powers granted to the Directors.

The Directors consider the grant to them of these powers to be in the best interests of the Company and its
sharehotders, 10 enable them to take advantage of business cpportunities as they arise. Accordingly the Directors
unarimously recommend you to vote in favour of these resolutions at the AGM as they and those persons connected
with them fntend to do in respect of a total of 1,249,794 ordinary shares (representing approximately 0.78 per cent, of
the current issued ordinary share capital).

You will find enclosed with the notice of the AGM a proxy card for use at the AGM, Whether or not you propose to
attend the AGM in persen, you are requested to complete and return the proxy card to the Company's Registrars in
accordance with the instructions printed there on as soon as possible and in any event, so as to be received no latar
than 48 hours before the meeting. Please note that completion and return of the proxy cards will not preclude you
from attending the AGM and voting in person if you wish. \

L

By order of the Board

David Smith, Secretary,

17 Hanover Sqguare, London, W1S 1HU.
28th January 2003.
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The Remuneration Committee comprises the independent Non-Executive Directors on the Board, Dr. T. Medinger and
Professor A, D. Dayan and is chaired by Dr, Medinger. The principal function of the Committee is to determine the
remuneration of Executive Directors, The remuneration of the Non-Executive Directors is determined by the Board. The
Remuneration Report is set cut below.

Directors’ remuneration
The information on Directors' remuneration should be read in conjunction with the Directors' Report and note 9 on page
39 which also constitute part of this Remuneration Report

Basic Taxable Pension Total Total
Salary Bonus Benefits  Contributions Fees 2002 2001
£000 £000 £0C0 £000 £000 £000 2000
Executive Directors
K.R. Leech

{Resigned 10th October 2002) 243 - 19 36 - 288 272
SW. 8m 293 - 29 44 - 366 329
Dr. RN, Boyes 110 - 11 - - 121 180
Dr. C.B. Brown

(Resigned 10th October 2002y 162 - 18 22 - 202 188
G.P. Fothergil*

(Resigned 13th June 2002) 197 - g" 20 - 226 357
P.J. Shennan 158 - 14 24 - 198 174
Non-Executive Directors
Prof. D.8. Davies™™* - - 15 - 93 108 102
Prof. A.D. Dayan - - - - 39 39 37
Dr. T. Medinger - - - - 29 29 27

* Mr Fothergill ceased to be a Director by mutual consent on 13th June 2002, when he became Chairman of Cobra Bio-
Manufacturing PLC, a company in which ML holds a 46% interest. Mr. Fothergill remains employed by ML in a part-time
capacity. His remuneration as an employes following his resignation as a Director was £72,994 comprising basic salary
£63,469, taxable benefits £1,777 and pension contributions £7,748.

** The cost of the provision of these items for Mr. Fothergill was charged to the Group through a limited company
contralled by him,

** Professor Davies became an Executive Director on 10th Cetober 2002.

The remuneration of Directors comprises the following four elements:

Basic salary
A salary which reflects the market rate for each position and the individual Director's experience and value to the
business and takes into consideration levels of remuneration and increases awarded to employees.

Taxable henefits
Taxable benefits reprasent the provision of a ¢ar, including fuel benefit, and private medical insurance, where applicable.

Share options

Executive share options are granted to Directors (other than the independent Non-Executive Directors), Senior
Management and the majority of other employees within the Group and are exercisable between 3 and 10 vears from
the date of the grant. The share options granted to individual Directors, which are fully disclosed below, are not included
in the remuneraticn details given above.

Benus
The Company opsrates a discretionary bonus scheme based upen individual performance and achievement of personal
and corparate objectives.

Pension arrangements

The Company currently makas pension contributions equal to 15% of salary for Executive Directors, all of whom are
members of the M, 1., Laboratories PLC Staff Non-Centributory Pension Scheme, a defined contribution scheme, datals
of which are given in note 27 on page 48, with the exception of Mr. Fothergil, whaose contributions were paid into his
own pension scheme.




Remuneration Report .

Service contracts

Each of Mr. Sim and Dr. Boyes has, and at all relevant times during the year Mr. Lesch and Mr. Fothergill had, a service
contract which is terminable by the Company on two years notice. Mr. Shennan and Professor Cavies have, and at all
relevant times during the year Dr. Brown had, a service contract with the Company which is terminable by the Company
on not fess than one and not mora than two years notice. The Company is obliged to compensate a Director if his
contract is terminated with less than the specified notice periods. Where possible, the Company would mitigate the cost
of termination by negotiation. Mr. Leech resigned voluntarlly on 10th October 2002 without compansation.

The service contracts of Mr. Sim and Dr. Boyes and Mr. Fothergill each contain, and at all refevant times during the year
those of Mr. Leech and Mr. Fothergill contained, a term which entitles the relevant individual, within six menths after a
change of control of the Company, to serve three maenths notice of termination of his service contract and, on expiry of
that notice, to receive a termination payment equal 1o twice his annual salary at the time of termination.

The Company has awarded certain Directors service contracts in excess of one year where it has been necessary to do
s0 in order to attract and retain those axecutives, in competition with larger and more established companies.

Non-executive directors

The Non-Executive Directors receive fees which are determined by the Board. Throughout the year Professor Davies
had a consultancy agreement, which he had had since 1992, which reflected his role in inventing new products for the
Group on a royalty free basis and which operated on three months notice. Professor Davies became an Executive
Dirgctor on 10th October 2002. Professor Dayan and Dr. Medinger are subject t¢ a notice period of one month.

Retirement by rotation
All Directars are subject to the requirements of the Articles of Asscciation which state that at least cne third of the
Directors will retire by rotation each year.

Directors’ share options

Share cptions have been granted tc Directors under two schemes, being the M. L. Laboratories PLC Executive Share
Option Scheme, which was sst up originally in 1989, and the M. L. Laboratories PLC 1999 Executive Share Option
Scheme.

The M. L. Laboratories PLC Executive Share Option Scheme is administered by the Board of Directors and governed
by the Scheme rules. The Scheme, which was adopted in 1989, had a fixed life of 10 years and no further options may
now be granted under it. The maximum number of ordinary shares which could be issued on the exercise of options
granted under the Scheme was 5% of the issued ordinary share capital of the Company. The Scherme was available to
such Directors and full-time employees of the Company and its subsidiaries as were invited to participate by the Board
of Directars. Options could not be granted to an individua! {other than a Director of the Company or one of its
subsidiaries) if the total subscription price exceeded four times his/her annual emoluments. The price at which a
participant may acquire ordinary shares is the market value at the date of grant and shall not be less than the nominal
value. Options may be exercised after the expiry of three years but before the expiry of ten years from the date of grant,

The Directors have been granted options over the ordinary shares of 1p each of the Company under the M. L.
Laboratories PLC Exacutive Share Cption Scheme as follows :-

Name of Director Date of Subscription Number of Exercise Expiry
Grant Price Cptions Date Date
. R. Leech 24/08/93 £2.02 19,801 24/08/96 24/08/03
{Resigned 10th October 2002 26/08/94 £2.03 49,261 26/08/97 26/08/04
04/09/95 £1.70 35,294 04/09/983 04/09/05
23/07/96 £3.73 3,753 23/07199 23/07/06
08/02/98 £1.25 228,800 09/02/01 09/02/08
06/07/98 £0.89 30,548 06/07/01 06/07/08
08/03/99 £1.07 50,000 08/03/02 08/03/09

| 426,457 B
S. W. Sim 24/08/93 £2.02 19,801 24/08/96 24/08/03
26/08/94 £2.03 30,408 26/08/97 26/08/04
04/09/95 £1.70 23,529 04/09/98 04/09/05
23/07/96 £3.73 36,676 23/07/99 23/07/06
09/02/98 £1.25 412,560 09/02/01 09/02/08
06/07/98 £0.89 39,548 08/07/M01 08/07/08
08/03/99 £1.07 50,000 08/03/02 08/03/09

621,522 ]
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Narne of Director Date of Subscription Number of Exercise Expiry

Grant Price Options Date Date
Dr. B. N. Boyes 24/08/83 £2.02 39,603 24/08/96 24/08/03
26/08/94 £2.03 18,704 26/08/97 26/08/04
04/03/95 £1.70 23,529 04/03/98 04/09/05
23/07/96 £3.73 3,180 23/07/93 23/07/08
08/02/98 £1.25 118,480 09/02/1 09/02/08
(6/07/98 £0.89 51,977 0B/07/01 06/07/08
08/03/98 £1.07 50,000 08/03/02 08/03/09

l 306,483 ]
Dr. C. B. Brown Q8/01/97 LR.28 209,806 06/01/00 06/01/07
{Resigned as a Director 08/02/98 £1.25 2,880 09/02/01 09/02/08
10th Cctober 2002) 06/07/98 £0.89 27,571 06/07/01 06/07/08
08/03/99 £1.07 50,000 08/03/02 0B/03/0%

{ 290,057 l
Prof, D. 8. Davies 24/08/93 £2.02 9,900 24/08/96 24/08/03
Q4/08/05 £1.70 11,765 04/09/08 04/08/05
23/07/96 £3.73 2,159 23/07/99 23/07/06
09/02/98 £1.25 43,034 09/02/01 09/02/08
05/07/98 £0.89 15,911 0B/07/01 0B/07/08
08/03/99 £1.07 50,000 08/03/02 08/03/09

[ 132,829 |
G. P. Fothergill 08/01/87 £2.29 262,008 06/01/00 06/01/Q7
{Resigned as a Director 02/02/G8 £1.25 153,600 09/02/01 09/02/08
13th June 2002) 06/07/88 £0.89 304,520 06/07/01 06/07/08
08/03/99 £1.07 50,000 08/03/02 UB/03/00

{ 770,128 |
B J. Shennan 09/02/98 £1.25 320,000 09/02/01 09/02/08
06/07/98 £0.89 22,599 06/07/Q1 06/Q7/08
08/03/99 £1.07 50,000 08/03/02 08/03/09

1 392,599 B

tUpon Mr. Leech’s resignation the options granted to him lapsed.

The M. L. Laboratories PLC 1999 Executive Share Qption Scheme (the 1899 Schemie) is administered by the Board of
Directors and governed by the 1998 Scheme Rules, adopted in 1999 and amended in 2001. Ther¢ are two parts to
the 1999 Scheme, an “Approved” glement, which has been approved by the Inland Revenue, which is primarily used
for the grant of apticns to employees at all 'evels, and an “Unagproved” part which is intendsd primarily to be used
where Executives have more than £30,000 worth of outstanding approved opticns. The 1988 Scheme has a fixed life
of ten years. Linder the Approved part, options are available only to ull time Directors and employees; under the
Unapproved part, options may also be granted to other Divectors. Priar to its amendment in 2001, the 1999 Scheme
contained the concept of “basic options” and “super options”. Basic options could not be granted to an individual if the
total subseription price for those and all other share options granted to him/her in the praceeding ten years exceeded
four times his/her annual emoluments; that limit was increased to eight times in respect of “super options”, that is,
options the exercise of which was subject to particularly challenging performance criteria. Under the Unapproved part
of the Scheme, since its amendment in 2001, senior Executives may be granted options over shares with a value of up
to twa times their total remuneration in any year. Grants may be made in excess of this limit, however, if the
Remuneration Committee decides that this is justified in the circurnstances of recruitment or to reflect prevailing market
practices outside the UK where an Executive carries on his duties overseas or other exceptional circumstances. The
price at which a participant may acquire ordinary shares is to be not less than the higher of nominal value and the mid-
market quotation on the date of grart. Options may e exercised only on the satisfaction of the asscciated
performance conditicns (which were, in refation to basic and super options, that the share price shall double and treble,
respectively). Since the amendment of the 1998 Scheme in 2001, options granted on an all employes basis need not
be subject to a performance condition if the Remuneration Committee considers this appropriate. Options granted to




senior Executives to date have been granted subject to performance conditions related to the performance of the
Company’s share price between the date of grant and the date of exercise. Since the amendment of the 1989
Scheme In 2001, the policy of the Remuneration Committee has been to impose the folowing performance conditions
on &l gption grants whether to Executives or on a Company-wide basis:

= For awards over shares with a valug of up to 100% of total remuneration in a year, the Company's share price {Dased
on a 30 cay average) must have achieved a level of at least 50% growth {rising by 10% a year from the fifth
anniversary of grant) from the option price at some time in the period from the date of the option vesting unti’ option
axercise.

* For awards over shares with a value of over 100% of total remuneration in a year, the Cernpany’s share price (based
on a 30 day average) must have achieved a leve! of at least 100% growth [rising by 20% a year from the fifth
anniversary of grant) from the option price at some time in the period from the date of the option vasting until cption
exercise.

Options may not be exercised generaily earliier than the third anniversary (or, in the case of suger ogtions, the fifth
anniversary) of the date of grant, and no option may be exercised more than ten years from the date of grant. The
maximum number of ordinary shares which may be issued under the 1929 Scheme is 10% of the issued ordinary
shares. The 1989 Scheme makes special provision for the grant of opticns to newly recruited members of staff.

The Directors have been granted options over the ordinary shares of 1p each of the Company under the M. L.
Laboratories PLC 1999 Executive Share Option Scheme as follows:-

Mame of Directar Date of Subseription Number of Fxercise Expiry
Grant Price Options Date Date
K. R. Leach 20/08/99 £1.40 23,571 20/08/04 20/08/09
{Resigned 10th October 20C2)  02/11/01 £0.37 400,338 02/11/04 02/11/11
| 423,809 ]
8. W. Sim 20/06/99 £1.40 113,571 20/08/04 20/08/09
02/11/01 £0.37 483,108 0211104 02/11/11
[ 596,679 H
Dr. R. N. Boyes 20/08/09 £1.40 1,106 20/08/02 20/08/09
20/08/29 £1.40 37,466 20/08/04 20/08/09
02/11/01 £0.37 181,419 02/11/04 02/11/11
{ 219,991 ]
(%Zgg'ni' f;;":amor 20/08/99 £1.40 16,429 20/08/04 20/08/09
O Dot 200 02A14/01 20,37 266,832 02411404 02711
{ 233,321 1
Prof. D. S. Davies 20/08/99 £1.40 9,643 20/08/04 20/08/09
02/11/01 £0.37 152,518 02/11/04 02/11711
; 162,161 |
G. P Fathergill S0/08/99 £1.40 29,286 20/08/D4 2/0B/0D
(Resigned as a Dirsctor 02/11/01 £0.37 472,973 02411404 02/11711
13th June 2002)
{ 502,250 ]
P J. Shernan 20/08/99 £1.40 28,571 20/08/04 20/08/09
02/11/01 £0.37 253,378 02/11/04 02/11/11
I 281,349 ]

Upon Mr. Leech's resignation the aptions granted to him fapsed.
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On 10th Novernber 2000, S.W. Simn ang Professor 0.5.Davies exercised options over 615,965 and 96,045 ordinary
shares respectively, all at a subscription price of £0.41 per share. The market price of the Company's shares at the
date of exercise was £1.42 per share, resuiting in the following gains:

Narne of Director 2002 2001
£ 3
5. W. Sim - 622,125
Praf. D. 8. Davies - 97,005
[ Total gains on share options - 718130 |

Professor Davies sold 55,000 of these shares on the date of exercise. However the rest of the above gains are
notionai as they are calculated as at the exercise date, although the shares have been retained. An actual gain will only
be made by the Director should he subsequently dispose of the shares at a price greater than the exercise price.

No options were exercised during the year, Cptions over 322,100 shares (2001 55,305) lapsed during the year. The
market price of the shares at 30th September 2002 was £0.1325 and the range during the financial year was £0.1328
to £0.51.
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The Group has applied the principles set out in Section 1 of the Combined Code as explained below. In doing so it has
complied with the provisions of Section 1 of the Combined Code with the following exceptions. As explained in the
Rermuneration Report, certain Executive Directors have contracts with notice periods of more than one year. In view of
the smal size of the Board, a Nomination Committee has not been established to deal with the appointment of new
Directors and this function is exercised by the Board. As from 10th Cctober 2002, the Audit Committee is cormprised of
two rather than three Non-Executive Directors as the Company currently has only two Non-Executive Directors.

During the year encled 30th Septerber 2002, the Board comprised six Executive Directors {five as fram 12th June
2002), including the Chairran and the Chiet Executive, and three Non-Executive Directors of whom two, Professor A,
D. Dayan and Dr. T. Medinger, were considered to be independent Non-Executive Directors. As from 10th October
2002, the Board comprlses four Executive Directors and the two independent Neon-Executive Directors identified above.
Dr. T. Medinger, who acts as Chairman of both the Remuneration and Audit Committees, has been nominated as
senior independant Tirector. Tne Board maets regutarly, normally six times a year, to consider appropriate matters,
including matters specifically reserved to the Board for consideration. Al Directors are provided with the necessary
information 1o enable them to carry out their duties and have access 1o the Company Secretary and 10 independent
professional advice at the Company’s expense.

The Board has established a Remuneration Committee comprising the independent Non-Executive Directors, Professor
A. D. Dayan and Dr. T. Medinger to determine matters relating to the remuneration of Executive Directors, and an Audit
Committee which during the year ended 30th September 2002 comprised these individuals and Professor 0. S,
Davies, until 10th October 2002 the third Non-Executive Director, to discuss the work of the Auditors and the adequacy
of intermal controls. Both of these committegs have written terms of reference. On 10th October 2002, Professor D, 5.
Davies became an Executive Director and accordingly as from that date the Audit Committee comprises the two
independent Non-Executive Directors.

Report on internal control

The Board is responsible for maintaining an effective system of internal control. There is an ongoing process for
identifying, evaluating and managing the significant risks facing the Group on a continuing basis. Such an internal
contral framework is designed to manage rather than elfminate risk and can only provide reasonable, not absolute,
assurance against material misstatement or loss. The Beard considers that the size of the Group does not require an
internal audit function at present but will continug 1o kesp the matter under review. The Directors have reviewed the
effectiveness of internal control, including internai financial contrel, during the year and to the date of approval of these
financial statements.

The main features of the internal contral framewaork implemented are :

Board Review )

At each Board meeting standing agenda items are discussed covering the principal areas of the Group’s activities,
including corporate development, regulatory and product development issues, financial performance and cash
adequacy, commercialisation progress, intellectual property and investor relations,

Management [nvolvement
The Group has recruited suitably experienced Directors and senior management to take responsibility for key areas of
the Group's activities,

Risk Reporting
There is a system of formal reporting on a regular basis on the review and managerment of a matrix of specific risks by
members of senior management and Directors to whom responsibiiities for such risks has been allocated.

Financial reporting

Therg is a detailed budgeting systern with a two year roting forecast of trading resuits, cash flow and batance sheet
positions on a monthly basis, approved by the Board and updated regularly during the year. Monthly trading resuilts and
working capital requirernents are reporied againgt the corresponding figures for the budget and the previous year with
corrective action taken by the Board as appropriate. Further detailed financial information is also provided on a monthly
basis. b eddition, a roling ten year strategic projection of income anticipated from product commercielisation is
reviewad and approved by the Board.

Treasury management

Tre treasury function is operated within Board-approved guideliines. Fadiiities are approved by the Board and all
transactions are controlled and monitored. The cash pasition is monitored on a daily basis and monthly summaries are
prepared for the Board. Speculative transactions arg not undertaken.
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Insurance
As explained above, the identification of major business risks is carried out in conjunction with operating Mmanagemernt
and is reviewed by the Board. In addition, the Group has insurance cover where it is considered appropriate.

Capital expenditure and project appraisal
The Group has clearly defined guidelines for the review and approval of capital expenditure and other major projects,
These include annual budgets and designated levels of autherity.

Going concern

As explained in the Chairman's Staternent and note 1 to the financial staternents the Directors have a reasonable
expectation that the Group will have adequate resources to continue in operational existence for the foreseeable future. For
this reason they continue to adept the going concern basis in prepaning the Group's financial statements.




Company law requires the Oireclors to prepare financial statements for gach financial year that give a true and fair view
of the state of affairs of the Company and the Group and of the profit or loss of the Group for that period. In preparing
those financial statements the Directors are required to :

*  Select suitable accounting policies and then apply them consistently.
*  Make judgements and estimates that are reasonable and prudent,

» State whether applicable accounting standards have been followed, subject to any material departures disclosed
and explained in the financial statements,

*  Prepare the financial statements on the going concern basis, unless it is inappropriate to presume that the Group
will continue n business.

The maintenance and integrity of the M.L. Labcrataries PLC websits is the respansihility of the Directors; the work
carried out by the Auditors does not involve consideration of these matters and, accordingly, the Auditors accept no
responsibility for any changes that may have occurred to the financial statements since they were initially presented on
the website. Legislation in the United Kingdom governing the preparation and dissemination of financial statements
may differ from legislation in other jurisdictions.

The Directors are responsible for keeping proper accounting records that disclose with reasonable accuracy at any time
the financial position of the Company and the Group and enable them 1o ensure thal the financial statements comply
with the Companies Act 1985. They are also responsible for safeguarding the assets of the Company and the Group
and hence for taking reasonable steps for the prevention and detection of fraud and other irregularities.

S. W Sim
Chalrman
28th January 2003
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We have audited the financial statements which comprise the profit and loss account, the balance sheets, the cash
flow statement and the related notes,

Respective responsibilities of directors and auditors
The Directors responsibilities for preparing the Annual Report and the financial statements in accordance with
applicable United Kingdom law and accounting standards are set out in the statement of Diractors® Responsibilities,

Cur respensibility is to audit the financial statements in accordance with relevant legal and regulatory requirements and
United Kingdom Auditing Standards issued by the Auditing Practices Board, This opinion has been prepared for ang
anly for the Company's members in accordance with Section 235 of the Companies Act 1985 and for o other
purpose. We do not, in giving this opinion, accept or assume responsibility for any other purpose or to any other
parson to whom this report is shown or in to whose hands it rmay come save where expressly agreed by our prior
consent in wiiting,

We report to you our opinion as to whether the financial statements give a true and fair view and have been properly
prepared in accordance with the Companies Act 1985. We also report to you if, in our opinion, the Directors' Report is
not consistent with the financial staterments, if the Company has not kept proper acecounting records, if we have not
received all the information and explanations we require for our audt, or if information specifisd by law regarding
Directors' remuneration and transactions is not disclosed,

We read the other information contained in the Annual Report and consider the implications for our report if we
become aware of any apparent misstatements or material inconsistencies with the financial statements. The other
information comprises only the Directors’ Report, the Chairman's Statement, the Operational Review, the Financial
Review, the Remuneration Report and the Corporate Governange staternent.

We review whether the Corporate Governance staterment reflects the Company’s compliance with the seven provisions
of the Combined Code specified for our review by the Listing Rules of the Financial Services Autherity, and we report if
it does not, We are not required to consider whether the Board's statements on internal control cover all risks and
controls, or to form an opinion on the effectiveness of the Company's or Group's corporate gaovernance prosedures or
its risk and control procedures,

Basis of audit opinion

We conducted our audit in accordance with Auditing Standards issued by the Auditing Practices Board. An audit
includes examiration, on a test basis, of evidence relevant to the amounts and disclosures in the finangial statements. it
also includes an assessment of the significant estimates and judgerments made by the Directors in the preparation of
the financial staternents, and of whether the accounting policies are appropriate to the Company's circumstances,
consistently applied and adequately disclosed.

We planned and performed our audit so as to obtain all the information and explanations which we considered
necessary in order to provide us with sufficient evidence to give reasonatle assurance that the financial statements are
free from material misstaternent, whether caused by fraud or other irregularity or error. In forming our opinion we also
evaluated the overall adequacy of the presentation of infermation in the financial statements.

Uneertainty-going eoncern

In forming our opinion, we have considered the adequacy of the disclosuire made in note 1 to the financial staternents
conceming the uncertainty as to the Group's future finangial position. For the reasons explained in the note, the
financial statements do not include any adjustments that would arise if they were not drawn Up on a going concern
basis. In view of the significance of this fundamentat uncertainty we consider that it should be drawn to your attention,
but our opinion is not qualified in this respect.

Opinion
I our epinion the financial Statements.give a truz and fair view of the state of afiairs of the Company and the Group at
30th September 2002 and of the loss and cash flows of the Groug for the year then ended and have been property
preparad in accordance with the Companies Act 1085,

ek
PricewatethouseCoopers -
Chartered Accountants and Registered Auditors,
Liverpoot

28th January 2003



for the year ended 30th September 2002

NOTES 2002 2002 2002 2001 2001 2001
Continuing Discontinued Total Continuing  Discontinued Total
£ £ € g £ £
Tqumaver T 12,805,679 744,137 13249816  8.140485 1,134,073 9.283558 |
| Costofsles  {4018685) (411,003) (4,420,688) (3,100,463) (385,891) (3.487,354)
Gross profit ) 8486994 333134 8820128 5049020 747,182 5796704
Research and developmertt
expenditure {10,082,890)  {752,360)(10,845,170) (10,108,219 {B43,166) (10,951,385
Selling, rarketing and
distributicn costs {536,497)  (30,172) (566,669) (1285899 (21,510 {1,307,409)
Administrative expenses (10,663,496)  (897,295)(11,360,781) (9,769,464) (727,805} (10,497 269)
~_ Other operating income 5 6,623,79% . 5623796 13023963 - 13,023,953
Operating loss {7,182,008) (1,146,693) (8,328,556) (3,090,59%)
Exceptional profit 3 2,873,899 )
Loss befors interest T T sasaren passes)
Interest recetvable 6(a) 431,926 561,514
Interest payable 8{b) (238,066) (668,911) ]
Loss on ordinary activities ) :
before taxation 4,7 (5,260,937) {4,043,293) ‘
Taation 8 7 2,837,891 -
o83 on ordinary activities ' ' '
after taxation (2,423,046) 14,043,263) I
| Mnotynterests - i
" losstorfinancialyear G (2423046) 4,043203) ]
! Loss per ordinary share 23 (1.52)p {2.56)p f

There were no recognised gains or losses other than those shown in the above profit and loss account and therefore no
separate statement of total recognised gains and losses has been presented.

Thers is no difference batween the loss on crdinary activities before taxation and the loss for the vear stated above, and their
historical cost equivatents.
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~at 36th Séptember 3008

NCTES 2002 2001
£ £

Fixed Assets 7 I

Intangityle assets 10 3,500,471 5,476,987 [

Tangible assets 1 3,286,339 4,498,936 ‘

Inves}ments B i ,;2__, 2,8?9,331 1?5,058 u_j

9,646,641 10,100,661 J

| CumentAssets j

Stocks 13 1,217,388 1,007,119 \

Debtors 14 8,343,840 6,130,118 |

Investments 15 1,039 3,560 !

Cash and short term deposits 16 9,748,370 9,992,700 ‘

19,310,637 18,033,498 |

Current Liabilities ‘

Creditors: amounts faling due within one yeas }“';’(a) ) {1 5,113,_56&) (9.653_,324) ]

Net Gurrent Assets 4,192,069 8380,174 |
Total Assets fess Current Liabilities 13838710 18,487,188
Creditors: amounts falling due after mora than one year 17(b) {767,684} {1,365,287)
o 13,071,026 17,115,868
Deferedingome e D (2854241) 14476037

Net Agsets 10,216,785 12,639,831 |

[ Capital and Reserves i T
Share capital 18,186) 1,581,686 1,581,686
Share premium account 19() 36,502,990 36,502,990
Merger resenve 1g(a) 8,335,897 8,335,897
Profit and loss account 19(a) (36,203,788) (33,780,742}
Equity Shareholders' Funds  1e@ 10,216,785 12,530,831

Minority interests -

10,216,785 12,639,831

The financial statements on pages 28 to 49 werg approved by the Board of Directors an 28th January 2003 and were

signect on its behalf by :

r

8. W. Sim Director é




at 30th September 2002

NOTES 2002 2001

£ £
u-ced ésets J
Intangible assets 10 3,500,471 - i
Tangible assets " 2,625,798 2,679,307 l
Invastmernits 12 10,243,084 14,727,338 l
[ 16,369,353 17406643 |
Current Assets -
Stocks 13 380,759 286,211 ]

" Debtors - dus within one year 4395294 3,388,830

Debtors - due af_ter more than one year 14{b) 3,560,815 1,199,096

TotwlDepts 7056100 4587926

Investments 15 1,039 3,560

Cash and short term dsposits 16 27,930,574 30,971,367
36,268,481 35840084 |

Current Liabilities

Creditors: amounts falling due within one year 17{a) (9,724,950) (4,142,930)

Net Current Assets 26,543,531 1706134 |

Total Assets less Current Liabilities

42,912,834 49,192,777
Creditors: amourts faling due after more than one year 17 (528,160) (1,312,705

42,024,724 47,800,072
Defarred income 5 (2,854,241} (4,476 ,037)

e T e s

Capital and Reserves
Share capital 18,19(b) 1,581,686 1,681,586
Share premium account 19(b) 36,502,990 36,502,850
Special reserve 18(b) 4,048,952 4,048,952
Merger reserve 18(b) 8,335,897 8,335,887
Profit and loss account 19(b} (11,299,042} {7,145,490)
Equity Shareholders' Funds 19(b) 39,170,483 43,3?4,03§

The financial stalemenis on pages 29 io 42 were approved by the Board of Directors on 26th January 2003 and were
signed on its behalf by: -

.

S, W. 8im Director

WL LABORATORIES PLC AMNNUAL RE




HoPy ML LABDRATORIES PLO AlUAL B0

for the year ended 50ih Septerber 2005

NCTES 2002 201
£ £
Net Gash Inflow from Operating Activities 28 678,668 1,658 668 _!
- Returns on Investn-;ents and éervicing of Finance l
Interest raceived 396,545 567,396 i
Interest paid (16,502) (420,409) E
Interest paid on finance leases _ (222,630) {221,343 J
" Net Cash Inflow/(Qutflow) frdrﬁ Returngbn Investments i O
and Servicing of Finance 157,407 {74.356) \
Taxation
UK Corporation tax recovered 787,315 ]
" Capital Expenditure B o
Purchase of tangible fixed asssts (2,524,650 £1,814,888)
Disposal/{purchase) of fixed asset invesiment 125,058 (62.411)
__Beceipts from sale of Eangible ﬁqu assets 147,655 87,475
Net Cash Quiflow for Capital Expenditure {2,261,937) (1,789,822) }
Disposals -
Deemed disposal of Subsidiary Undertaking
Post deemed disposal settlement of overdraft 3 3,000,000 - J
[ Net Cash Inflow from Disposals 3,000,000 |
I Net Cash Inflow/{Cutflow) before Management of
~_Mi_iquicl Reﬁoumes ar1d Financiqg _ 2,361,453 (205,510
Management of Liguid Resources
Withdrawals from short term deposits 243,000 4,823,000
Net Cash Inflow from Management of Liquid Resources 243,000 4,823,000 }
Wliinancing -
Issue of ordinary share capital - 308,324
- 308,324 |
" Capital element of finance iease rental payments (1,658,529} {1.359,756)
Lease finance acquired 1,105,234 1,262,300
Capital element of unsecured ioan payments {67,728} (27,781)
Unsecured loan received 38,550 189,908 |
Repayment of loan facility - (7,500,000
f Decrease in debt and lease financing 30 (582,173) (7.435,239) _l
Net Cash Qutflow from Financing - (582,173) (7,126_.915) _l
I Increase/(Decrease) in Net Gash in Year a0 2,022,280 0,500,425 |




Principat accounting policies

The financial statements have been prepared in accordance with Accounting and Financial Reporting Standards applicable in
the United Kingdom. A summary of the mast significant accounting palicies,which have been applied consistently, is set out
below.

Basis of accounting
The financial statements have been prepared under the historical cost basis of accounting.

Basis of consolidation

The consolidated profit and loss account and balance sheet include the financial statements of the Compary and all its
subsidiary undertakings made up to 30th September in sach year. The results of any subsidiadies acquired are included from
the date that control was acquired, The results of any subsidiaries disposed of are included up to the date of disposal. Intra-
group sales, profits and losses and infra-group balances outstanding at the year end are eliminated fully on consclidation,

Minority interests

Minority interests represent the share of the net assets, liabilities and financial results attributable to the interests of the minority
sharehoiders in subsidiaries which are not wholly owned by the Company or its subsidiaries. Minority interesis share of
aubsidiary companias’ logses have been fully provided against.

Goodwill

Goodwill arises on the acguisition of a business and represenis the excess of the fair value of consideration over the fair value of
the net assets acquired, Goodwill arising up fo 30th Septermber 1998 was written off on acquisition against reserves. Goodwill
arising from 1st QOctober 1988 is capitalised and amortised over its useful life, not exceeding 20 years.

Research and development

Research and development expenditure is written off in the period in which it is incurred and includes, inter alia, all internal and
external ¢osts incurred in patenting, develeping manufacturing processes, manufacturing rmaterials to be used in clinical trials,
the cost of conducting those trials, external studies, analysis and consultants, the cost of pbtaining regulatory approvals and the
cost of third party licence fees.

Tangible fixed assets
Tanghle fixed assets are stated at their purchase cost to the Group less depreciation. Depreciation is provided on a straight line
basis to writa off the cost of the tangible fixed assets over thelr estimated useful ives at the following rates:

Plant and machinery B.33% - 33.3% per annum
Computer and office equipment 20% - 25% per annum
Motor vehicles 33.3% per annum
Short Isasehcld buildings 4.17% - 15% per annum

Finance Jeases

Tangible fixed assets include assets held under finance leases which are capitalised at their purchase cost with a corresponding
amount treated as a liability. Interest is charged to the profit and loss account over the period of the lease agreements by
reference to the capital balance outstanding.

Operating leases
Rentals payable in respact of operating leases are charged to the profit and loss account as incurred,

Fixed asset investments
Investments are stated at cost, but are written down to their net realisabie value if the Directors consider that there has been an
impairment of their value,

Stocks
Stacks are valued at the lower of cast and net realisable value. Cost is determined on a first in, first out basis.

Deferred taxation

Deferred tax is now recognised, without discounting, in respect of all timing differences which have originated but not reversed
by the balance sheet date, except as otherwise required by FRS 19, at rates expecied to apply when they reverse, tased on

current tax rates and law. Defered tax assets are recognised to the extent that it is regarded as more likely than not that they
will be recovered.
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Pension costs
The Company rmakes defined contributions to money purchase pension schemes covering certain of its employees.
Contributions are charged 1o the profit and loss account on an accruals basis.

Foreign currency transiation

Foreign currency transactions are translated into sterling at the rate prevaiing at the date of the transaction. Assets and liabifities
at the year end are ransated info stering at the rate prevaling at the balance sheet date. The resulling exchange differences
are dealt with in the profit and loss aceount.

Turnover

Turnover, which excludes value added tax, reprasents amounts receivabls in respect of the sale of goods and senvices and the
commercialisation of products via third parties during the year, cnce it can be determined with reasonabls certairty that such
inceme will be received. Non-returnable licence fees, including those which contain an element which is creditable against future
royalties, are recognised in full in the profit and loss account in the ysar in which they become receivable. Licence feas which
are returnable if contractually specified conditions are not met are treated as creditors untit such conditions are fully satisfied,

Other operating income
Other opérating income cormprises income which falls outside the definition of turnover.
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for the year ended 30th September 2

1. Basis of preparing the financial statements ~ going concern

The financial statements bave been prepared on & going concern basis which is supported by the projected cash flow
of the Group. The projections include receipt of milestone and similar income the Group anticipates will arise on the
commercialisation of its products and divestment proceeds arising from the disposal of non-core assets, The Diractors
recegnise that the timing and amount of such receipts is not guaranteed and that as a result the Group's financial
position cannot be certain. However, the Cirectors have a reasonable expectation that the Group will have sufficient
working capital for the foresegable future and conseguently believa that it is appropriate for the financial stataments to
e prepared on a going concern tasis. The financial statements do not contain any adustrents that would arise 7 the
financial statoments were not drawn up on a going concern basis. If required these adjustments would be made to the
balance sheets of the Company and the Group to Increase or reduce the balance sheet values of assets to their
recoverable amounts, to provide for further liabiitics that might arise and to reclassify fixed assets and fong term
liabilities as current assets and kabilities.

2. Discontinued activities

During the year the Group made & deemed disposal of the DNA contract rmanufacturing business of Cobra
Therapeutics Limited (*Cobra™ through the flotation on AIM of Cobra Bio-Manufacturing PLC ("CBM™), a newly
incorporated helding cempany to which M.L. Laboratories PLC had transferred its interests in Cobra in exchange for
CBM shares. Cn flotation the Group retained its interests in CBM, representing approximately 46% of CBM's post-
flotation issued share capital with a value at the flotation price of £6m. In addition, the Group received £3m in cash out
of the flotation proceeds as a result of CBM's repayment of certain Group bank borrowings,

Prioe to the flatation, M.L. Lahaerataries PLC acquired from Cobra its non-manufacturing research and development
activities and related assets. The results of the divested Cobra DNA contract manufacturing business 1o 12th June
2002, the effective date of disposal, have been included in the Group's profit and loss account as a discontinued
activity. The rasults of the retained, formegr Cobra, research and development activitias have been included within
continuing activities.

Further Information ag to the accounting treatment of these trangacticns is included in notes 3, "Exceptional prafit an
disposal”, 10, "Intangible fixed assets”, 11, “Tangible fixed assets”, 12, "Fixed asset investments” and 28, "Working
capital effect of divestment of Cobra Bio-Manufacturing PLC”.

3. Exceptional profit

The exceptional profit of £2,873,899 on the deemed disposal of the DNA contract manufacturing business, details of
which are set out in note 2, "Discontinued activities”, represents the increase in congolidated net assels arising on the
transaction and comprises:

Net assets deconsclidated on deemed disposal £
Tangit;l-e fixed a;sseis - - - 2,1 2:'3“,583) “ i
Stock (184,702) l
Debtars 875959 |
Creditors 1,803,292 J
! (,280.962) |
7 Goodwill disposed of on deemed disposal ) - ’ ) ~ @rron |
[ Net assets eliminated on deemed disposal (2.198,753) |
COhverciratt seltied - ' ' ' 3000000 |
Group's share of CBM's net assets on flotation . 2,072,662 }
[ Net assets included on deemed disposal 5,072,652 J
f Increase in net assets arlsing cn deemed disposal 2,873,898 !

Further information on the goodwill disposed of on deemed disposal is contained in note 10, “Intangible fixed assets™.
The exceptional profit does not take into account the market value of the Group's CBM shares on flotation, which was in
excess of the net assets altributablle theretc. Further information on the Group's Investment in CBM s set out in note 12,
“Fixed asset investments”,
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4. Segmental analysis by class of business

The analysis by class of business of the Group's turnover, research and development expenditure, other expenses,

other operating income, 1058 before taxation and net assets is set oul below &

Segmental reporting

Research and Othar Other Loss batara
2002 Turnover development expenses operating taxation  Net assets
expenditure income
£ € £ £ £
[ ticensing, evaluation & development fees 5084572 - - R R -]
Royalties 2,104,208 - . : o :
Product sales 4,492,665 - - - - U

Total pharmaceutical activities 11,661,445 (10,366,659) (13,510,750) 5,623,796 (3,537,630) 12,611,462 ]
Other activities 1,588,371 (478,511} (2,846,388) - (1,723,288) (2,394.677) ]
Total 13,249,816 {(10,845,170) (16,357,138} 5,623,796 (5,260,937) 10,216,785 _l
Research and Other COther  Loss before
2001 Turnover  development EXpEnses operating taxation Net assets
expendilure income
£ b £ £
) Uéensing,'évalualidh&devé'ropmentmfees 49,435 R -
Royalties 3,218,692 - - - -
Product sdles T asearss - - - : -

7,832,885 110,544.598) (12.220,828)

Total pha}hacemical activites

13,023,963 (2,002,386 14,854,431

I
)
|
¥

Other activities " A50673 10B85T (B.071,204) - 2010807 (2,224,600)
Total 9,283,568 {10,951,385) (15,202,032) 13,023,963 {4,043,293) 12,639,831
Geographical segments
United Kingdom North America Europe Group
2002 2001 2002 2001 2002 2001 2002 2001
£ o £ o 4 £ £ <
| Tumover by destivation 7,667,046 2,463,955 938,861 ]
Turnover by origin 13,249,816 9,283,558 - - - ) 49,816
Lossbefore taalion  (5,260.997) 4M3298) o - (6:260837) (4043293 |
| Netassets 10216785 12639831 - - 10,216,785 12,639.831 |
Segmental reporting re discontinued activities
Research and Other
2002 Turnover development expenses
expenditure
g £
Product sales
© Total premaceutica activites ) i . (752380) (1,138470) T
Rasearch and Other
2001 Turnover  development expanses
expenditura
I £
| Proouctsaes 1,134,073 -

Total pharmaceutical activities

- {843,188) (1,136,206) !

Geographical segments re discontinued activities

United Kingdom North America Europe Group
2002 200 2002 2001 2002 200 2002 2001
£ £ £ £ £ ¢ £ ¢
. Tumoverby desfiraon 261,895 896479 237,191 311078 265051 426516 744137 1134073 |

I Turnover by origin 744,137 1,134,073

o Ty o
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5. Other operating income

Other operating income includes the release to profit and loss account of monies received from Paul Capital Royalty Acquisition
Fund ["PCRAF") as explained in more detal below and amounts recefved and recaivable in connection with the termination or
amendment of ficence agreements with third parties.

In July 2001 the Group entered into an Agreement (“the First Agreement”) with PCRAF under which PCRAF paid £17.5m and is
to receive a proportion of the royalty and revenue streams arising from ADEPT and two cther preducts in the period to 30th
Septerber 2010. Of the sum received from PCRAF under this Agreement, £13,023,863 was treated as "Other operating
income” In the year 10 30th September 2001 and the balance of £4,476,037 was induded in the balance sheet at 30th
Septernber 2001 as deferred income as it represented the balance outstanding at that date of our obligation under the First
Agreermnent to apply an agreed porticn of the funds received specifically to the clinical development of ADEPT in the US market.
Cther operating income in the year to 30th September 2002 includes £1,621,796 in respect of the partial release of this deferred
income which will continue to be released to the profit and loss account as “Other operating income” in future accounting
periods as the rerainder of our spending obligation is met,

In February 2002 a second transaction ("the Second Agreerment”) with PCRAF was entered into whereby PCRAF provided a
further £6m for wiich it is o receive an Incregsed proporion of the royalty and revenue streams from two of the three products
which were the subject of the First Agreamient. This transaction included a condition whereby M. L might be required to repay
the £5m in certain circurmnstances. As at 30th September 2002 this condition remained outstanding and accordingly this
amount has been included in “Creditors : amounts faling dus within one year”. Falowing the confirmation announced on 9
January 2003 that the cutstanding condition has been satisfied and that repayment will not be required, this amount will be
taken to profit and loss account as income In the year to 30th September 2003, While, following such confirmation in the case
of the Second Agreement, 1he risk relating 1o that proportion of the tuture royalty and revenug streams receivalie by PCRAF
under both the First and Second Agreements has effectively been transferred to PCRAF, under certain specified
circumstances finduding change of contral of M. L. Laborateriss PLC, certain major corporate transactions, and events of
default material in the context of the PCRAF transaction) PCRAF has the right to require the Group to purchase PCRAF's
interests in the royalty and income streams concermed for a consideration calculated to give PCRAF an agreed minimum
rate of return,

6. Interest receivable and payable

{@) Interest receivable 2002 2001
£ £

Bank inferest receivatle ' T aesam 556,659 \
Other interest receivable 33,795 4,955

{ 431,926 561,514 |
(b) interest payable 2002 2001
£ £

On bank overdraft - repayatie within 5 years, nct by ins\é’umems ) . 6.667 ’

{On bank loan - 433,596

On unsecured loan 15,430 8,965 '
_.Dn finance leases 222,638 221,343

238,066 668,911 }
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7. Loss on ordinary activities befors taxation

2002 2001
£ £
Loss on ordinary activities cefors taxation is stated after charging:
Dapreciation - tengitle owned fixed assels 539,749 592,106
- tangibfe fixed assets held under finance leases 1,074,861 1,109,748 .
Arnortisation of intangible fixed assets 272,047 296,064 ‘
Provision for impairment of value of current asset investments 2,521 - :
Auditors’ remuneration far: .
- Audit {Company £20,000) (2001 £20,000) 44,862 47,310 :
QOperating leases - hirg of other assets 50,105 61,221 ‘
- rental of premises 607,911 707,513 |
Loss on disposal of tangible fixed assets 35,411 9,629
And after crediting: :
Prafit on disposal of tangible fixed assets 73,166 53,857

Remuneration of the Company's Auditors for provision of nor-audit services to the Company and its subsidiary
undertakings was £105,010 {2001 £90,004). This consists principally of fees in respect of taxation compliance and
advisory work and other professional services.

8. Taxation

The current year tax credit represents refundable R & D tax credits. There is no charge o corporation tax during the
year nor is there any provision required for deferred taxation. Accumulated tax logses have not been recognised as
deferred tax assets as there is insufficient certainty as to their future recoverability.

As at 30th September 2002, the total tax losses in Group companies amounted to £48m (2001 £68.5m). These losses
are avallable for offset against future profits fn the companies concerned, subject to agresment with the Inland Revenue,

(a) Analysis of credit in year 2002 2001
UK corporation tax - R & D tax credit £ £

” Currem year. ” l - - .1 Al 20,Bl1 0 -

; 2,837,891 - ]
{b) Factors affecting the tax credit for the year £ £

F Loss on ordinary activities before tax 5,260,937 4,043,203 l

" Loss on ordinary activities at 30% 1,578,281 1212988 |

Effects of: i
Adjustments 10 tax credit in respect of prior pericds 1,717,081 -
Carry forward of tax iosses (1,264,500} (1,277,813
Other timing differences 46,593 97,039
Amorlisation of goodwill (81,614) -
Expenses not deductable for tax purposes (13,317) {32,.214)

Non taxableg income arising on congolidation 862,170 - ‘

_ Adustmentinrespectof R8Dtaxcredts o B80Y -

2,837,831 -

ML LABORATORIES PLC ANNUAL REPORT 2002




0th September 2002

9. Directors and employess 2002 2001

Employees

1
Average weekly nuniber of persons (including Directors) &
employed by the Group during the year &

Research and development 88 94 |

| Admiristration and marketing 75 €8 l
CPeswn e 7
230 239 ;

Staif costs (for the above persons) ]
Wages and salaries 8,638,821 8,204,349
Social security costs 817,040 788,766

Other pension costs (note 27)

466,803 519,928
9,922,664 9,513,043

Directors' Rernuneration
Remuneration paid to the Directors of the holding company £ £
‘Aggregate emdlumems ' 1,432,184 1471305 |
Aggregate gains made on the exercige of share aptions - 718,130 i
Amgunts invoiced from third parties 6,866 28275
| Contsbutions to money purehase pension schemes 146920 iosss |
! 1,684,976 2384795 |
Emoluments payabie to the highest paid Director £ €
¢ Aggregate emoluments including gains o0 sndrs oplians 321,826 911218 |
m Centributions to money purchase pension scheme 43,9?:} 89:825 j
] 365,799 951043 |

Mo Director waived ernolumerits in respect of ihe year ended 30th Septernber 2002 (2007 Nong).

Further details of the remuneration and Share Options of Directors are given in the Remuneration Report on
pages 20 to 24,

10. Intangible fixed assets

GROUP

As at 1st Qctober 2001 intangible fixed assets represented the goodwill arising on the consolidation of Cobra
Therapeutics Limited {"Cobra®}, being the excess of the fair value of the cost of acguisition over the fair value of the net
assets of Cobra at the date of acquisition, which was being amorlised over its estimated economic life of 20 years.

Asg set out in note 2, “Oiscontinued activities”, Cobra, with its DINA contract manufactuing business, left the Group with
effect from 12th June 2002 as a result of the flotation of Cobra Bio-Manufacturing PLC ("CBM™}, prior to which M. L.
Laboratories PLC had acguired from Cabra fts non-manufacturing research and development activities.

As set out boiow, the excess of the net consolidation goodwill 85 at 12th June 2002 over the goodwill arfsing in M. L.
Labaratories PLC on its acquisition of Gobra's non-manufacturing ressarch and developmeant activities has baen
attributed to the divested DNA contract manufacturing business and has been split between goodwil disposed of and
goodwill retained as part of the carrying vaiue of the Group’s investment in GBM pro-rata to the proportion of the
Group's holding in CBM to the total issued share capital of CBM.
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14, Intangible fixed assets (continued)

Goodwill
CosT £
At 1st October 2001 5,921,067
; Less atiributable to deemed disposal of business on 12th June 2002 (1,820,528) )
[ ALo0th Septemberz002 40005 |
AGGREGATE AMORTISATION £
At 15t October 2001 T 143,080
Less attributable to desmed disposal of business on 12th June 2002 (216,059)
Charge for the year 272,047 l
| At30th Septem per 2002 500068 |
{ Net book value at 30th September 2002 3,500,471
5,476,987

| Net book value at 30th September 2001

The goodwill at 30th September 2002 which is attributable to the retained Cobra activities continues to be arnortised
over the remainder of the period of 20 years from the original date of the acquisition of Cobra by the Group.

The net book value of goodwil attributable to the business deemed disposed of comprising cost of £1,920,528 less
aggregate amortisation of £216,058, amounted to £1,704,469 and has been allocated as follows:

3,500,471

£
Goodwill on deemed disposar (Note 3) 9;?,?91 ) ]
Goodwill retained and transferred 1o carrying value of investment (Note 12) ?36,678 1
COMPANY Goodwill
COST £
At st October 2001 T B B o
e _.3:850.478 I
At 30th September 2002 3,550,478 |
AGGREGATE AMORTISATICHN £
" At 15t Getober 2001 S
_Charge for the period to 30th September 2002 50,007 \
At 30th September 2002 50,007 |
Net book value at 30th September 2002 J
i

Net book value at 30th September 2001

The goodwill arising on the acquisition by the Corpany of the non-manufacturing research and development activities

of Cobra, as described above, is made up as follows:

£
" Tangioe fixed assets 354,732
Stock 67,888
Debtaors 116,097
Creditors. (757,815
Metfaoities scquived es2080 |
Reduction of inter-company debt 32004 |
- Cash S — ____;B.:E‘E?:O—ﬁ?m._n‘
Total consideration e  3.208,2%0 ;
" Gooowt 3550478 |




1. Tangible fixed assets

For the year ended o0in September 2002

Plant & Computer & Motor  Short leasehold
Group machinery office equipment vehicles buildings Toetal
COST [ £ £ £ £
At 1t October 2001 9,368,842 1911724 1,095,488 1,887,781 14,263,835 |
Addttions 2123312 141,523 371,161 - 2,635,886 ‘
Transfer on divestment {2,110,015) {412,386) - (1,845,427 (4,367,828 ;
Disposals (99,241) {119,783 (501.319) ] - (?29,7343)
| At 30th September 2002 9,262,898 1,521,078 965,330 42354 11,811,660 |
DEFPRECIATICN B ) B
At 1st October 2001 6,099,549 1.286,925 801,807 1,776,618 9,764,899 3
Charge for year 1,017,922 218,206 284,580 92,902 1,614,610 ‘
: Transfer on divestment 74,865 {323,953 - [1,845,427) 2,244,245
Disposals 94,124 (92,482) 423,837) - {610,443 |
[ Al 30th September 2002 8,948,482 1,089,696 462,550 24,093 gsde |
NET BOOK VALUE
’ At 30th September 2002 2,334,416 431,382 502,780 18,261 3,286,839 E
At 30th September 2001 3,268,293 624,799 493,681 111,183 4,498.936 I

The net book value of tangible fixed assets includes £2,480,185 (2001 £3,028,029) in respect of assets held under finance leases.

Cempany
COsT

At st October 2001
Adaitions
Teansfer from subgidiaries

4,895,705 767,149

663,306 12354 620851 |
139,251 52,805 231 839 - 43985 |
345,201 51,429 26,855 - 423,485
(193.221) . (193221) |

[ At30th September 2002

5,310,157 871,473 788,779 42,354 7,012,763 l

DEPREGIATION
At 15t October 2001 2,719.267 543,607 333,983 2330 3619207
Charge for year 580,010 87.670 191,390 1763 860,833
Transter from subsiciaries 33,871 8,766 19,707 - 83,344

L mposAs e UBE19) i 156479)

[ At30th September 2002 3,333,148 641,063 384,661 24093 4386965 |
NET BOOK VALUE
At 30th September 2002 1,977,009 230,410 400,118 18261 2625798 |

2,106,433 223522 328323 20024 2678307 |

At 30th September 2001

The net ook value of tangible fixed assets includes £2,107,798 (2001 £2,140,265) in respect of assets held under finance leases,

12. Fixed asset investments

Group Investment Joint Venture Total
COsT £ £ £
At 15t October 2001 - izs0s8 125068 |
Investrnernt arising on deconsolidation 2,858,331 - 2,859,331 |
Disposal - (125,058) {125,058}
At 30th September 2002 2,859,331 - 285933 |

During the year the Group disposed of its interests in Bicincubator York Limited to its joint venture partner, ihe
University of York, for a cash consideration egual to the cost of its investment.

The investment arising on deconsolidation represents the Group's interest in Cobra Bio-Manufacturing PLC ("CBM”)

and comprises:
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12, Fixed asset investiments (continued}

£

2,072,652

Transfer of goodwill refating to the Group's retained interast in CBM (Note 10) 786,678

|

2,859,331 J

As at 30th September 2002 the Group’s investment in SBM had a market value of £5,070,000.

The Group's investment represents approximately 46% of the issued share capital of CBM. However the Group is not
actively involved or influential in the direction of CBM's affairs and therefore is net considersd o exercise significant
influence over CBM. Accordingly, in accordance with FRS 9, CBM has not been treated as an associated undertaking,

Company Investment Subsidiaries Joint Venture Total
CosT £ £ £ £
st October ’ ) - 14802278 125088 14727336 |
| Regassifcation 10350194 (10,359,199 . . {
L Provisions 4,359,794) . - (4.359,194) |
| Disposals - - (125,058} a 25,058)””7_J
[ At 30th September 2002 6,000,000 4,243,084 : 10,243,084 |

As explained in note 2, during the year the Company transfarred its interests in Gobra Thearapeutics Limited (*Cobra”) to
Cobra Bio-Manufacturing PLC, a newly incorporated halding company which was subsequently floated on AlM. As a
result of the flatation the Company’s interest in CBM was reduced from 100% to approximately 46% and CBM ceased
to be a subsidiary. The cost of the Company’s original invesiment in Cobra has been written down e the flotation value
of its interest in CBM of £8m as this reduction is considered to constitute an impairment loss.

During the year the Company disposed of its interests in Bicincubator York Limited to its joint venture partner, the
University of York, for a cash consideration equal to the cost of its investment

Nature of
Business

Country of
Incorporation

Description
of Holding

Proportion
Held
%

75

Principal
Subsidiary Companies

Benest Engineering Limited England Ordlinary Shares Research, developrment
& comimerciahsation of
agrenomic chemical

delivery systemns

Biafil Limited England Ordlimary Sharss S0 Research, development
& commercialisation of
microbiotogical water

purification systerns

Bicinnovation Limited England Ordlinary Shares 75 Research, development
& commercialisation of a
novel approach 1o
treatment of various
diszases, including

cancer

Healthcare Education Senices Limited Scatland Ordinary Shares 281 Educational training for
the pharmaceutical and

bictechnology industries

81
100

Scotland Ordimary Sharss

Preference Shares

Innovata Biomed Limited Research, development
& commergialisation of
respiratory drug delivery

techinologies
51
a0

MA.T.S. {UK) Limited
Movement Control Systems Limited

England Ordinary Shares Applied surface science

England Ordinary Shares Development and

commergialisation of
infant monitoring systems

Traversal Limited England Ordinary Shares 100 Research, development

& commercialisation of
patient fransfer systems
Investment
Cabra Bio-Manufacturing PLC England 46

Ordinary Shares DNA contract

manufacturing




Eor the year ended 30th September 2002

13, Stocks
Group Company
2002 2001 2002 2001
£ £ € £
"Raw materials & consumables 949,555 16584387 112926 37,529
Finished goads 26?833 o 248682 . 2_67,833 248,682
[ 1,217,388 1,907,119 380,759 286211 |
14, Debtors
Group Company
2002 2001 2002 2001
£ £ £ £
&) Amounts faling dlié within oné year: B _1
Trade debtors 1,266,444 2,203,961 810,562 577,356 |
Other debtors 2,694,515 941,040 193,968 193,164 4
Coporation tax 2,050,576 - 1,226,632 - l
Prepayments and accrued income 2,332,305 2,985,118 2,164,132 2,618,310 ;
! 8,343,840 6,130,119 4,395,294 3,388,830 f
{) Amounts falling ciue after mare than one vear; ‘l
Amounts owed by subsidiary underakings . e ol 3,560,815 1,168,006 |
I 8,343,840 6,130,119 7,956,109 4,587,926 |
The amounts due from subsidiary undertakings are interest free.
15. Current asset investments
2002 2001
.. Group & Company ] _ _ BB
Investrrents quoted on a recognised stotk exchange, at cost 7 ";.739,2‘60 " "39.260"
Pravisicn for impairment of value (38,221) (35700)
| At 30th September 2002 1,039 3560 |
5 Aggragate market vatue of quoted investments _!

1,039

2,365

During the year the Company entered into & transaction wiere a fully provided debtor was swapped for an interast in
the shares of Enhance Lifesciences Inc. The shares are held at nil value which, in the opinion of the Directors, is

currently appropriate,

16, Cash and short term deposits

Cash and short term desposits includes short 1erm deposits amounting 1o £9,748,000 {2001 : £9,981,000) and an
amount of £500,000 (2001 £500,000), held in the names of M. L. Laboratories PLC and HSBC Bank PLC, being

security for the Group’s overdraft facility of that amount, which is renewable annually.

17. Creditors

Group Company

2002 2001 2002 2001
£ £ £ £

(a) Arnourts faling due within one year:
Bank overdraft. 443,013 2,471,623 176 8,064
Obligations under finance leases 895,306 1,185,650 648,217 Q78,264
Ungecurad loan 78,941 58,808 74,951 59,808
Trade creditors 2,621,266 2,850,734 1,636,365 1,444,018
Taxetion and social security 571,502 317,693 180,427 136,788
Gther creditors 7,023,848 110,786 5,018,593 19,813
i Accruals 3479682 2838020 2,162,22¢ 1497104
f 15,118,568 9,653,324 9,724,950 4,142,930
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17. Creditors {continued)

Group Company

2002 2001 2002 2001

£ £ £ £
(b Amounts faling due after mare than ane year: cemmemme 7l
Chligaticns under finance leases 713,696 1,262,878 633,072 1,006,187 ]

Unsecured loans 54,088 102,409 54,088 102,409
~ Amounts owed to subsidiary uncertakings 7 - - 201,000 204,109 &
767,684 1,365,287 888,160 1312705 |

The Company has provided unlimited multilateral guarantees in respect of the bank overdraits of its subsidiaries, which
at 30th September 2002 amounted 1o £18,630,332 (2001 £23,443,110).

18. Galled-up share capital

2002 201
£ £
Authorised
200,000,000 Ordinary Shares of 1p each 2,000,000 2,000,000 J
Alletted, called-up and fully paid
158,168,563 Ordinary Shares of 1p each (2001 : 158,168,563 Ordinary Shares) 1,581,686 1,581,686 J

Contingent rights 10 the allotment. of shares :

Under the M. L. Laboratories PLC Executive Share Option Scheme, options which have been granted to Directors and
Executives to subscribe for Ordinary Shares and which remain unexercised as at 28th January 2003 are as foliows:

Date of Grant Subscription Number of Exercise Expiry

Price Options Date Date
13/01/93 £R.12 78,750 13/01/96 13/01/03
24/08/93 £2.02 83,378 24/08/86 24/08/03
26/08/94 £2.03 104,062 26/08/97 26/08/04
04/09/95 £1.70 130,536 04/09/98 04/09/05
23/07/96 £3.73 70,321 23/07/99 23/07/06
06/01/97 £2.29 471,614 06/01/00 06/01/07
(9/02/98 £1.25 1,882,156 09/02/01 08/02/08
18/03/98 £1.20 67,846 18/03/01 18/03/08
08/Q7/08 £0.885 536,859 08/Q7/01 06/07/08
08/03/99 £1.065 325,000 08/03/02 08/03/09

3,850,522




18. Called-up share capital {continued

“Eor the year ended 30th September 2002

LInder the M. L. Labaratories PLC 1998 Exscutive Share Option Scheme, options which have been granted te
Directors, Executives and ernployees to subscribe for Ordinary Shares and which remain unexercised as at 28th

January 2003 are as follows:

Date of Grant Subscripticn Number of Exercise Expiry

Price Options Data Date

20/08/98 £1.40 302,781 20/08/02 20/08/09

20/08/99 £1.40 282,551 20/08/04 20/08/09

10/11/00 £1.415 531,014 10/11/03 10/11/10

021141 £0.37 3,838,445 02/11/04 02/11/11
5,054,791 ]

Pursuant to a subscription agreernent for convertible debentures with Elliott International L P and The Liverpool Limited
Partrership, both funds managed by Elliott Associates L 7, warrants were issued on 8th March 2001 to subscribe for
1,420,118 Qrdinary Shares in the Company at a subseription grice of £1.05625 per share and with an expiry date of
8th March 2004. The subscription agreement lapsed on 11th February 2002 without the issue of any convertible
debentures thereunder but the warrants remain excercisable until their expiry date.

Details of Directors' interests in Orcinary Shares of the Company are shown in the Cirectors' Report on pages 15 to 18,

Details of Diractors’ Share Options are shown in the Remuneration Report on pages 20 to 24,

18. Movements in Capital and Reserves and equity shareholders’ funds

The mavements in capital and reserves during the year werg as foliows

Share Share Premium Merger  Profit & Loss Equity

Capital Account Reserve Account Shareholders’
{a) Group £ £ £ £ £

At 1st October 2001 1,581,686 36,502,990 8,335,897 (33,780,742} 12,639,831
_ lossforfinancialyear - - (2423040) (2423,046)
| At 30th September 2002 1,561,686 36,502,990 8,335,807 (36,203,786) 10,216,785 |

Share  Share Premium Special Merger  Profit & Loss Equity

Capital Account Reserve Reserve Account Shareholders”

Funds
. {b) Gompany £ £ £ £ A
At 15t October 2001 1,581,686 36,502,990 4,048,057 8336897  (7,145490) 43,324,035 1
| Loss for finangial year - - - - 453552) (4,153,556 |
[ At30thSeptember2002 1,581,685 36,502,990  4,048952 8335807 (11,200,047 39,170,483 |

The special reserve was created in 1989 following a reduction of the share premium account. tn the Group accounts,
the geodwill which had arisen on consolidation up to 30th September 1998 of £4,048,952 has been offset against the
special reserve rather than against the profit and loss account.
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20, Finance lease obligations

Group Company
2002 2001 2002 2001
£ o £ £
At 30th Septemier 2002 the Group and Company ]
had cbligaticns under finance leases as follows:
Payable within one year 895,306 1,195,650 648,217 978,264
Payable between one and two years 625,670 902,126 565,236 705,834
Payable between two and five years 87,926 360,752 67,836 300,353
1,608,902 2,458,528 1,281,289 1,984,451 |
Group & Company
2002 2001
£ T
At 30th September 2002 the Group and Company I
had chligations under the unsecured loans as follows;
Payable within one year 78,951 59,808 |
Payable between one and two years 49,387 66,458 \
Payable between two and five years ) 4,701 35,951 ‘
133,039 182217 |

21, Financial instruments

Primary financial instruments employed by the Group, other than short-term debtors and creditors, comprise cash,
unsecured loans, finance leases and deferred income. The Group's activities involve some currency exposure arising
from the fact that certain royalties are calculated and paid in US dellars and that cartain operating costs are incurred in
currencies other than sterling, principally US dollars. The Group's general policy is to convert dollar revenues 1o sterling
when recsived and 1o convert sterling o fareign currencies &t the trangaction date. The Group dees nat trade in
finangial instruments, The Group's policy during the year ended 30th September 2002 was to place the majority of its
cash on short-term deposits with its principal bankers and 1o finance the purchase of tangible fixed assets through
finance ieases, where possible, for cash flow purposes.

The Group's exposure to interest rate risk is limited to its finance leases and unsecured lgan which are typically fixed
rate and its overdraft and cash deposits which are typically floating rate.

The interest rate profile of finarcial assets was : Floating rate financial assets and overdraft
Cash and current Short term
bank accounts  bank deposits Total
— — — £ £ £
Currency
Sterfing (449,081) 9,748,000 9,208,919
US doliars 1,244 - 1,244 !
Euros ) _ {176) - i 76))
At 30th September 2002 (448,013) 8,745,000 9,299,987 I
Curmency T 1
Sterling {2,418,418) 9,991,000 7,572,582
US doltars {51,505) - (61,505 1
At 30th September 2001 2.469,923) 9,991.000 7.521,077 _I

The current year's cash and current bank accounts comprise cash book overdrafts which are represented substantially
by unpresented cheques.

The fair value of short-term deposits approximates to the book value reported in the balance shset because of the
short maturity dates cf these deposits.
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21, Financial instruments {continued)

The interest rate profile of financial liabflities was : Financial liabilities
Fixed rate Floating rate

2002 2001 2002 2001

£ £ £ £
Sterling !
Finance leases 1,608,002 2,458,528 - -

Unsecured loans 133,039 162,217 - - .
1,741,941 2,620,745 - -

The weighted average interest rate on finance leases at 30th September 2002 was 9.4% (2001 5%).

Group Company
2002 2001 2002 2001
{Months}) {Months) (Months) {Months)
The waighted average period to maturity of finance leases was: 20 26 20 21

The weighted average interest rate on the unsecurad loan at 30th Septemnber 2002 was 9.8% (2001 10.5%;) and the
pericd to maturity was 19 months (2001 28 months).

The fair value of finance leases at 30th September 2002, calculated by discounting cash flows at prevailing interest
rates, was £1,621,000 (2001 £2,284,000).

The Group has deferred income which does not suffer interest.

The currency analysis of the Group's net monetary assets and liabilities (including short-term debtors and creditors)
at 30th September was :

2002 2001

£ £
Sterling (1,191.479) 577.624) |
Other currencies, principally US dollars 544,234 1,208,354 }
(647,245) 631,730 |

At the year end the Group was utilising the overdraft facility described in note 15,

22. Loss for the financial year

As permitted by Section 230 of the Companies Act 1985, the parent company's profit and loss account has not been
included in these financial staternents. The parent company's loss for the financial year was ©£4,153,552
(2001 prafit £7,540,207).

23. Loss per ordinary share

The calculation of basic earnings per share is based on the loss on ordinary activities after taxation and minority
interests of £2,423,046 {2001 £4,043,293) and on 158,168,153 ordinary shares (2001 : 158,086,151), being the
average number of ordinary shares in issue and ranking for dividend during the year, weighted on a time basis.

The effect of dilutive share options outstanding and not yet exercised at 30th September 2002 would be to reduce the
loss per ordinary share.

September 2002
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24. Qther financial commitments

At 30th September 2002 the Group had annual cornmitments under non-cancellable operating leases as follows:

2002 2001
Land & Land &
buildings Cther buildings Other
£ £ £ £
Expiring within one year 45,500 4,897 83,800 4,603
Expiring between one and two years 218,326 - 40,500 203
! Expiring between two and five years 129,865% 2,802 210,465" 2,803
‘ Expiring in over fve years 195,000 382 349,442" 382
] 588,691 8,081 664,207 8,081
* Subject to a three year rent review
" Subject to a five year rent review
25. Capital commitments
Group Company
2002 2001 2002 2001
£ £ £ £
Capital expenditure on tangible fixed
assets that had been contracted for
but has not been provided for in the
financial statements 48,574 47,359 4,754 28,089

26. Contingent liabilities
Group & Company

As explained in note 5, under an Agreement entered into in July 2001, in certain circumstances the Group may be
required to make payments to PCRAF to purchase its interests in the royalty and income streams concermed. At 30th
Septemipper 2002 there were no other contingent liabiliies other than those arising from the ordinary course of business
in respect of which no material losses are expected to arise.

27. Pensions

The Group operates defined contribution pension schemes comprising the M. L. Laboratories PLC Staff Non
Contrhittony Pengion Scheme and the M. L. Laboratories PLG Staft Gontributory Pansion Scheme, which is a Group
Perscnal Plan established with Scottish Equitable PLC. The assets of the schemes are held separately from those of
the Group and are independently acministered. The pension cost charge represents contributions payable by the
Group under the schemeas and amounted to £486,803 {2001 £519,928). Contributions totaling £13,913 (2001 £Nil)
were payable at the vear end.

28. Reconciliation of operating loss to net cash flow from operating activities

2002 2001

£ £

Operating loss (8,328,696) {3,835,896)
Repraciation of tangitie fixed assets 1,614 610 1,708,854
Amortisation of goodwil 272,047 296,054
Provigion for impairment of value of current asset investments 2,521 -
Net profit on disposal of tangible fixed assets (37,755) (44,028)
Decrease/(increase) in stocks 505,029 {1,029,393)
Increase in debtors {1,223,677) (371,774)
Increase in creditors 9,496,385 558,816
{Decrease)/increase in deferred income . (1,621,796) 4,476,037
! Net cash inflow from operating activities 678,668 1,668,668
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29. Working capitai effect of deemed disposal of Cobra Bio-manufacturing pic

£
i o . e e e e e e T \
‘ Debtors 875,969
i Crediitors {1,606,663) [
l Finance leases - (296.529) [
! (842621) |
30. Reconciliation of net cash flow to movement in funds
2002 2001
£ £
J— Jn;ease/(é-acreas-e_) in Caé;w- in yea“rmﬁm_—m——mmﬁh——mm - 2,022,280 {2,509,425)
\ Movement in short term deposits (243,000} {4,823,000)

Meovement in borrowings

Change in Net Funds Resulting from Cash Flows ’ 2,361,453 102,814

| Finarce leases transterred on deemed disposal of CEM 296,629 o
i Movement in Net Funds 2,658,082 102,814
| Opening Net Funds 4,900,334 4,797,520
| Closing in Net Funds 7,558,416 4,900,334

Ly | S § S N

31, Analysis of net funds

Cash Re CBM

|

2001 flow Leases 2002
b % % £
Cash at bark and in hand ' T o pam - e

! Bank overdraft . . (2,471,623) 2,023,610 o faas013)
If T o (ﬁ&!gﬁ)— 022,280 - {447,643}
| Short term deposits 9,991,000 {243,000) - 9,748,000
g Unsecured loans (162,217} 26,178 - {133,039)
’ Finance 'eases due within one year (1,195,649) 151,136 148,207 {895,306}
: Fmﬂwfelgaje;sdgg 'irrl_r_nore thq[@‘ewyear (1,262,877) 401,859 147,422 (713,596)

4,900,334 2,361,453 206,629 7,558,416

The majority of finance leases are arranged in respect of sale and leaseback transactions. Accordingly new finance
leases are shown as a separate component of cash flow in the cash flow statement.

32, Related party transactions

Pursuant to an agreement dated 15th September 1997, Dr. R. N. Boyes, a Director of M. L. Laboratories PLC, granted to
the Company an oplion to acquire 2,450 shares in Innovata Biomed Lid, a subsidiary of the Company, at a piice of
£1,500 per share which was originally due to lapse on 31st December 1999, By an agreernent between the Company
anc Dr. Boyes dated 27th December 1993, the Company and Dr. Boyes agreed fo extend the period for exercise of this
option to 30th September 2000, in consideration for the payment by the Company to Dr. Boyes of a daily non returnable
option fee, payable quarterly in armears, of £706.96 per day and agreed to extend it further to 31st January 2001. The
Gompary and DOr. Boyes agreed to extend the option agresment further to 30th Agril 2002, on similar terms. The option
lapsed on that date unexercised.

The Directors have taken advantage of the exemption conferred by Financial Reporting Standard 8 not te disclose
transactions with other Group companies as they ars eliminated en consolidation,
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