Annual Report
2004

Highlights

Corporate

¢ Fully underwritten Rights lssue and Issue

for Cash raised £14.4m net

Further divestments of non-core assets

Commercial

First licence agreement for an NCE in
Clickhaler

First licence agreement for C200
combination inhaled therapy

Second licence agreement for Clicknaler
in Japan

Product development progress

Adept - US Phase Il study preliminary
results

Alpharen™* commenced Phase lla study

Formaterol Clickhaler - reguiatory fiing in
Canada

Budssonide Clickhaler - regulatory filing in EU

Meptin Clickhaler - regulatory filing in Japan

CTL 102
- Prostate cancer - Phase |l study
commenced
- Prosthesis repair - Phase (Al study
commenced

CTL 901
- Melanoma - Phase V1l study
commenced

Alpharen is a trade mark of inegs Silicas
Healthcare Limited

Summary Financial Performance

Licensing and evaluation fees

Development fees

2004 D £1.6m

2003 , £NIl

Royaities

2004 I:J £3.5m
2003 :] £2.0m

Product sales

2004 [' €0.6m
2003 |:| £2.2m

Income from other activities

2004 D £0.5m
Ay MAFFEKSLgu
2003 £1.
[ Jsam COMPANIES Hoygg 0508
Total turnover 35!05)1]5

2004 £7.9m

2009 | ’ £6.5m

Research & development expenditure

2004 I €128
2003 £14.2m

Seliing, marketing & distribution costs
2004 D £0.5m

2003 D £0.5m

Administrative expenses

R
2003 £5.2m

Gther operating income
2004 D £0.5m

2003 { | £7.3m

Loss for the financial year

2004 [ —I £9.0m
2003 [:{ £2.6m

Year end net cash
2004 l £10.9m

2003 £6.6m —
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Statement

In January 2004 we successfully raised £14.4m by
way of a fully urdenwritten Rights Issue and an
Issue for Cash, At that time we issued a circular
describing how the Board intended to use those
proceeds and | am pleased to report on our
progress towards achieving the cbjectives identified.

Throughout the financial year ended 30th
September 2004 and the subsequent pericd to
date, we have made considerable progress in the
development and commercialisation of our portfolio
of pharmaceutical products and technologies
which resulted in the following principal cutcomes:

Clinical and regulatory progress -

+ ADEPT -
In December 2004 we announced the
prefiminary unaudited results of our pivotal Phase
N US multi-centre clinical trig! of Adept, our
adhesion reduction therapy. This clinicai trial was
a landmark study as it was the first double-biind
randomised controfled clinical study with an
adhesion reduction agent, and the fargest clinical
laparoscopic second-look adhesions study ever
undertaken.

The data analysis demonsirated that those
patients who received Adept showed
jmprovement over the comparator group in all
measurements of efficacy whilst maintaining a
sirnilar safety profie.

We therefore plan (o file an appiication with the
US Foad and Drug Administration (FDA) for a
US marketing authorisation in the first quarter of
2005. The outcome of the application is
anticipated in 2006 and, if successful, will be
followed by launch in the US subject to the
appeintment of a licensee for that territory.

We consider it is likely that Japanese marketing
approval wil be faclitated by data generated by
the US study. Consequently, we are in
discussions with potential licensees for the US,
Japanese and other Asian markets and we
anticipate that the appointment of licensees for
these valuable territories should generate

.

»

substantial milestone receipts during 2005,

We are excited by the prospects for Adept and
helieve it has the potential to be used routinely in
all abdominal surgery due to its safety prafie,
ease of use and potential cost advantage.

ALPHAREN™"

Our collaberation with Ineos Silicas Healthcare
Limited to develep its novel compound for the
treatment of hyperphosphataemia in kidney
failure patients saw the encouraging inltial results
of the Phase | study presented at both the
Americarn Society of Nephrology in November
2003 and the European Dialysis and Transplant
Association meeting in May 2004. In addition we
commenced a Phase lia clinical stady in the
period and progressed the design of the Phase
ilb study.

We consider Alpharen could be a significant
entrant to this rapidly growing market segment
given its substantial phosphate binding activity
as demonstrated in the Phase ! study.

FORMOTERCL CLICKHALER -

Dialogue with the requlators regarding our
appiication for European marketing authorisation
continued in the period and outcome is
anticipated shortly, Approval of the product wil
trigger a significant milestane receipt from our
licensee, as will European marketing launch
which is anticipated in H1 2005.

Application for marketing authorisation was also
filed in Canada and launch of the product in that
country, which is anticipated in H2 2008, wil
trigger a further significant milestone recaipt. The
product launches will be followed by royalties on
sales.

BUDESCNIDE CLICKHALER -

The application for European marketing
authorisation was filed in November 2003
triggering a significant milestone receipt from our
licensee. European marketing approval of this
product is also anticipated shortly enabling

ALPHAREN is a trade mark of Ineos Silicas
Healthcare Ltd.
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launch in H1 2005. Both events will trigger
further significant milestone receipts and will be
followed by royatty income post faunch.

MEPTIN CLICKHALER -

Otsuka Pharmaceutical Co. Ltd., a leading
Japanese heaithcare company, has an exclusive
ficence for the delivery of Meptin, its asthma
treatment, in Clicknaler in Japan and Spain. In
May 2004 we announced that data produced by
Gtsuka had been filed with the Japanese
requlator triggering a further milestone receipt.
Approval and launch of Meptin Clickhaler in
Japan are anticipated in 2005 which will trigger
further milestone receipts and income from the
supply of Clickhalers to Otsuka.

CTL102 in Prostate Cancer -

We commenced the treatment phase of our
Phase I} study to evaluate the efficacy and safety
of our novel treatment of prostate cancer during
the year. The trial, which is the first of its kind in
prostate cancer in the UK, has progressed
during the period and we anticipate reporting the
outcome in H1 2006.

CTL102 in Prosthesis Repair

In collaboration with the University of Leiden, we
cemmenced a Phase I/l study to evaluaie the
potential for the cell kiling capability of CTL102
{0 be used in prosthesis revision surgery to
facilitate the refixing of loosened prostheses.

The object of study, which will be undertaken in
12 inoperable patients, is 0 assess the response
1o therapy in respect of mobility and pain, and
we expect the study will complete in H2 2005.

CTLeor -

In December 2003 the first patient was entered
into the Phase 1Al clinical trial of our treatment of
skin cancer {advanced melanoma) by our
collaborators at Birmingharm University.
Recruitment has continued and we expect the
trial to complete in H1 2005.

Commercialisation progress -

Innovata Biorned (1B’), our respiratory drug delivery
subsidiary, achieved considerable commercial
success in the period which, significantly, included
the signing of both the first commercialisation
agreement for our new C200 combination inhaler
and the first agreement for a New Chermical Entity
(NCE'} to be defivered in Clickhaler.

+ C200 multi-dose breath-actuated inhaler -
Combination delivery of inhaled drugs is
increasingly being seen as the most effective
means of controling asthma and the C200
device, coupled with IB's formulation expertise,
provides a fast development raute to this rapidly
growing sectar. The market for combination
asthma therapy is currently vaiued globally at
over $5 billon p.a. and projected to exceed $6
bilicn p.a. by 2006 (Scurce: Datamonitor).

In June 2004 we announced an exclusive
agreement with a global pharmaceutical group
whereby 1B will develop a respiratory
treatment comprising a combination of two
established respiratory medications in C200.
Qur licensee will market and distribute the
preduct in Europe and certain other specified
cauntries with 1B having retained the rights for
alt other territories including the US and Japan,

The agreement, which is the second with this
licensee, provides for IB to receive access fees
and mitestone receipts totalling £7.5m. In
addition, 1B wil: concluct the development
programme on benalf of the ficensee which
could generate deveiopment fees of up W a
further £9m. 1B will receive royalties on sales,
with first launch anticipated in 2008, and will
supply C200 inhalers to the licensee cn
commercial terms.

We believe the C200 technology could be used
to deliver a number of inhaled products in
combination with new, or established, molecules
and I1B continues to seek colabaerations with
other pharmaceutical companies with the object
af securing further valuable licensing deals for the
C200 device.
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Chairman’s Statement

+ CLICKHALER -
Budesonide Clickhaler Japan -
In September 2004 we anncunced that 18 had
signed an exclusive agreement with a Japanese
pharmaceutical company for marketing rights
budesonide Clickhaler for that territory, We are
delighted that following extensive evaluation the
company selected IB's budesonide Clickhaler.

Under the terms of the agreement, 18 received
an access fee and will receive subsequent
milestone receipts. (B will provide assistance 10
the compary in campleting the necessary clinica
studies to oblain regulatory approval in Japan,
where the company expects to launch the
product in 2008, |B will supply the product to
the company on commercial terms thereafter.

This agreement is the second licence of
Clickhaler in Japan and should generate
important income for the Group.

PLIVA Clickhaler -

in December 2003 (B entered into an agreemenit
with PLIVA, a multi-national pharmaceutical
company, to develop a novel asthma medication
based on PLIVA'S NCE steroid and Clickhaler.
Under the agreement, IB will receive
development fees, milestone receipts and
royalties on sales. In addition, 1B wil supply
Clickhalers on commercial terms.

This agreement is significant in that it represents
the first agreement for an NCE to be delivered in
Clickhaler and sets 1B on the pathway to
achieving its objective of becoming a leading
independent provider of dry powder inhalatiorn
technologies for the delivery of NCE respiratory
compounds.

Disposals

In December 20C3 we sold the balance of our
shareholding in Cobra Biocmanufacturing Plc
{CBM’) realising a further £1.2m, net of expenses,
bringing the total gross sum realised from the
divestment of that business to circa £8.2m. in
February 2004 we disposed of our loss making

educational training business where the
consideration received was in the fo.n of shares in
the purchaser which we have retained as a £0.2m
investment.

Financial results

The loss before tax in the year of £10.9m
compares with a loss of £2.8m in the previcus year
which reflected the benefit of £7.3m resulting from
accounting for ransactions with Paul Capital and
profit on divestments of £5.7m compared with
£0.5m and £0.8m respectively in the year under
review. The financial results are fully described in
the Financial Review.

Funding

Cur activities in the year were financed by a
combination of the fundraising of £14.4m, et of
expenses, royalty and milestone income generated
by those of our products that have been
commercialised, and proceeds from the disposal of
assets.

Working capital

The cash flow projections of the Group include
significant receipts of milestone income and
proceeds from the potential dispcsal of assets.
Historically we have demanstrated that we are able
to generate receipts from such sources and we
anticipate that we will continue to be able to do so.
Consequently, we have a reasonable expectation
that the Group wil have sufficient working capitai
for the foreseeable future. However, given the
difficuity in predicting accurately the timing and
amount of such future receipts we will continue to
keep the adequacy of our working capital under
regular review.

Panos acquisition

In January 2004 we informed shareholders that we
had agreed an arangement whereby we may. n
due course, acquire Panos, from whom we license
our interest in Devacade, for a consideration to be
paid in shares.

This arrangement remains in place, aibeit stil
subject to contract.



Prospects | would fike to take this opportunity to thank all
ML is currently generating income from products it shareholders for their continuing support of the

has successfully developed and licensed to other company and our employees whose hard wark
pharmaceutical companies which we have and dedication continue to deliver the products
achieved by utilising our core skills in clinical and technologies essential for the progress of the

development, regulatory affairs and product business,y |
commercialisation. Our developrent activities are 6@6\
focusea on products and technologies with the

potential to produce income in the relatively near S. W. Sim
term. We continue to believe that each of our
products in development is of potentially high vaiue
with an acceptable risk profile and, accordingly, hag
a reasonable probability of generating income for
the Group. Our potential for growth is supported
by our established track record of sourcing a
development pipefine through in-house initiatives,
in-icensing and joint development agreements, all
of which we will continue to pursue actively.
Consequently we believe that the business is
capable of achieving profitabifity in the near term
and delivering value to shareholders over the long
term. Therefore the Directors view the future
prospects of the Group with confidence.

Executive Chairman
25th January 2005

Corporate objective

Our objective is to develop and commercialise
pharmaceutical products and technologies for
specialist markets derived from intellectual property
generated by our own research, in-licensed from
third parties and through joint development
programmes.

In the January 2004 circular to shareholders we
stated that providing milestone income is received
in line with current projections ML would be in a
position to consider developirng certain products
through Phase Iil, adopting alternative
commercialisation strategies and/or seeking o
expand the pharmaceutical portfolio by in-licensing
additional appropriate products, and | can confirm
that this continues to be the case.
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Our Pharmecentioal P%’O(’,JMJC[’S]

ML Pharmaceuticals

HpEElEEEnEn

“The clinical development and commercialisation of pharmaceutical producis and
technologies derived from intellectual property generated by our own research, in-
licensed from third parties and resuliing from joint development agresments.”

ML Pharmaceuticals is a pharmaceutical product development business with a track record of successful clinical
development, regulatory approval and licensing of pharmaceutical products and a development pipeline of future
products targeted at specialist markets. lts activities are supported by revenue streams from products which have
been successfully developed and licensed to other pharmaceutical companies. 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 | Pre-clinical | Clinical trials | Regulatory | Marketed
Phase | Phasell © Phaselll | approval |

| ExTRANEAL/RENAL ; _ | j

ADEPT/ADHESIONS (EUROPE) i i ; ] :(

Products in development _
Research !Pre-clinlcali Clinical trials Regulatory ‘ Marketed

[ Phase | Phasell | Phaseill : approval |

DEXEMEL - ONCOLOGY & GENE THERAFY ! |

| ADEPT/ADHESIONS {US)

| ALPHAREN'/PHOSPHATE BINDER - HYPERPHOSPHATAEMIA ‘ j | :

f DEVAGADE - PAIN MANAGEMENT ! { '

| CTL102 - PROSTATE CANCER : ‘ J J

] CTL 901 - MELANOMA i j

| CTL 102 - PROSTHESIS REPAIR . ,
' f
|

EMMELLE - CHLAMYDIA J

* Trademark of Baxter Healthcare
* Trademark of Ineas Sticas Healthcare Limited
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Innovata Biomed

L

“Respiratory drug delivery and inhaled
delivery of molecules for iocai
and systemic action”

Nl *

innovata Biomed’s core competency is in the design, formulation, development and industriaiisation of innovative
technologies for delivering compounds to the lung. Its unigque 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 its founding technolegies which are inhalation devices for the administration of drugs

for respiratory disease.

In-market products

'7 BUDESONIDE CLICKHALER JAPAN

Research : Pre-clinical Clinical trials . Regulatory | Marketed
' [ Phase | Phase Il Phase II1 ‘ approval
[ ASMASAL CLICKHALER 5 | \ ‘l
rASMABEC GLICKHALER | i | _]
! T T
Products in development
Research  Pre-clinical Clinical trials | Regulatory . Marketed
| Phase!  Phaseli Phase Il | approval
L |
quoesomne CLICKHALER | ! T
i : I
FORMOTEHOL CLICKHALER | | |
| T ‘
OTSUKA CLICKHALER | ‘ J ‘.
rpuwx CLICKHALER 1 | ‘ ‘
l G200 COMBINATION l ‘ i ‘
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Operational Review

L

OPERATIONAL STRUCTURE

The Group's activities are organised into two
principal operations - ML Pharmaceuticals and
Innovata Biomed, the Group's respiratory
subsidiary.

ML Pharmaceuticals is a pharmaceutical
product development business with a track
recard of successful clinical development,
regulatory approval and ficensing of
pharmaceutical products and a development
pipefine of future products targeted at specialist
markets. Its activities are supported by revenue
streams generated from products which have
been successfully developed and licensed to
other pharmaceuticai companies.

Innovata Biomed is an independent provider of
inhaled drug delivery technolegy to the
pharmaceutical industry. IB's proven delivery
technology is available for proof of principle
testing and as a "fast-to-market” drug delivery
solution. Existing licence agreements generate
developmerit fees, royalty income and milestone
receipts which support the business's ongaing
development programmes.

Both businesses operate as distinct divisions
with their own research, clinical development
and business development capabilities,
supported by centrally provided services which
include regulatory affairs, intellectual property
rmanagement, finance and administration.

ML LABORATORIES PLC ANNUAL REPORT 2004

PRODUCT DEVELOPMENT
REVIEW

ML PHARMACEUTICALS

EXTRANEAL - a solution of lcodextrin for
use in Peritoneal Dialysis treatment

lcodextin solution is used in peritoneal dialysis
for the treatment of renal failure patients, wherein
waste products and excess fluid pass from the
patient's blood into a dialysis solution which has
been infused into the abdominal cavity, all of
which is subsequently drained out. ML hoids
patents over lcodextrin, the active ingredient. in
all appropriate major countries.

The product has been licensed on an exclusive
worldwide basis to Baxter Healthcare, a market
leader in renal disease treatments. Baxter has
launched the product under its rade narne,
Extraneal, firstly in the UK in 1996 and
subsequently in a further 35 countries, including
the two major markets of USA and Japan in
2003, which affer the prospect of sigrificant
royalty income. As a result Extraneal is now
commercially avaitable in all of the world's major
pharmaceutical markets.

Currently mare than 15,000 patients worldwide
are using the solution on a daily basis and over
50,000 patient-years experience in routine
clinical use has been gained to date.

ADEPT - a solution of lcodextrin for the
reduction of post-operative adhesions
Adhesions are a serious and frequent
complication following abdominal and
gynaecological surgery and are acknowledged as
a major surgical problem. Adhesions are
expensive to treat, often requiring further surgery



]

and hespitalisation.  Currently available
treatments are both expensive and difficult to
administer, often requiring specific training. Adept
offers significant advantages in that it is an easy o
use, low viscosity soluticn which can be delivered
vig & laparoscope in minimally invasive (keyhole)
surgery and is readily incorporated into routine
surgical procedures.

Shire Pharmaceuticals PLC ('Shire’), our licensee
for Europe, is achieving grawing use of this
product with gynaecologists and with general
surgeons carrying out coigrectal operations. ML
retains ail rights to Adept for the rest of the world,

The clinicai development of Adept has been
concentrated in the US where we recently
completed the pivotal Phase Il clinical trial, (‘the
PAMELA study?), the object of which was to
determine the efficacy and safety of Adept in the
reduction of post surgical achesions after
laparoscopic surgery. The preliminary results of
this study were announced in December 2004
and confirmed that Adept demonstrated
significant benefits over the control therapy in
reducing adhesions and improving the status of
gynaecological patients.

The analysis demonstrated that those patients
who received Adept showed improvement over
the comparator group in all measurements of
efficacy whilst maintaining a similar safety profile.
We therefore have sufficient confidence to
progress the fiing of an application with the US
Food and Drug Administration ('FDA) for a US
marketing authorisation.

The PAMELA study was an evaluation of Adept
as an adjunct to adhesiolysis surgery conducted
in 16 gynaecology units in the US. The study
was a double tiind comparison of Adept and an

.

optimised control therapy using Ringer's lactate
solution ('RLS"). A total of 449 patients were
randomised to treatment.

The detafled analysis demonstrated that Adept
significantly reduced the number of adhesions in
patients undergoing adhesiolysis. Adept
demonstrated a 30% improvement when
compared to the control patients who received
the optimised therapy using RLS. [n addition,
Adept treatment resulted in significantly fewer
patients with newly formed adhesions.

in routine clinical use the safety of icodexirin, the
active ingredient in Adept. has been firmly
established in peritoneal dialysis {cver 50,000
patient-years experience worldwide) and in
adhesion reduction in over 100,000 surgical
patients in Eurone. In addition, the PAMELA study
shawed that the overall incidence of adverse
events in the Adept and control groups was
similar.

Unusually, the study protocol included several
statistically defined primary endpaints. Whilst not
all were achieved, the significant benefits
demonstrated and the pasitive respanses of the
clinical investigators have confirmed to us that
Adept represents a valuable therapeutic product.

In addition, the PAMELA trial data will form the
basis for advanced stage ongoing negotiations
with potential icensees for the US and Japan and
far the negotiation of the remaining milestone
payment from Shire.

Our view is that uptake of available competitive
treatments for adhesions has been hampered by
their complexity of use and cost. We cansider
that an ideal anti-adhesion agent should be safe,
cost effective, easy to use and capable of
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reducing adhesion formation at the operating site
and throughout the peritoneal cavity. The
preliminary results of the PAMELA study suggest
that Adept fits this profile and can assist in
reducing the burden of adhesions,

We anticipate filing an application with the FDA for
a US marketing authorisation in the first quarter of
2005 follcwing completion and audit of the full
statistical anzlysis and compilation of the final
clinical report of the study.

ALPHAREN™ - a Phosphate Bindet for the
treatment of Hyperphosphataemia

Abnormally high and damaging levels of
phosphate in the blocd occur when failing kidneys
are unable 1o rid the body of excess phosphate
absorbed from food.  Patients suffering from end-
stage renal failure usually need to take a
phosphate binding product to prevent absorption
of phesphate and reduce blood concentrations.
The novel compound we are co-developing with
Ineos Silicas Healthcare Limited has been shown
in pre-clinical and Phase | human voluntegr tests
to have substantial phosphate binding activity,
Furthermore, the product does not contain
aluminium or calcium lons which could cause
safety concerns in long term use, therefore also
rendering Alpharen potentially applicatle for use in
pre-dialysis renal failure patients.

A Phase | study has demonstrated that healthy
volunteers were able 1o tolerate the drug In doses
sufficient to cause a significant reduction in
phosphate absorption from the diet. A Phase lla
study is underway.

This product meets our product selection criteria
ideally, as its clinical efficacy can be readily
demgenstrated in a relatively small number of
kidney failure patients.

Gene Therapy Products

CTL102 in Prostate Cancer -

Prostate cancer is the most common cancer in
men in the UK with over 24,700 new cases a year,
The lifetime risk for being diagnosed with prostate
cancer is 1in 14°. The treatment technique uses
gene therapy technology to deliver a cancer kiiing
toxin direct te the tumour site in a two stage

process. The mode of action is the defivery of the
gene for a bacterial enzyme, nitroreductase, to
cancer cells such that a separately administered,
relatively harmless drug, CB1854, will be activated
in the tumour to kil the cancer cells. In November
2003 we announced the commencement of the
treatment stage of our Phase |l clinical trial of
prostate cancer and we expect to report the
outcome of the rial in H1 2006.

We are hopefll that the novelty of the product
could establish a marketable platform from which
gene therapy products can be developed by third
party licensees for the treatment of other
tumours.

CTL 102 in Prosthesis repair -

In collaboration with the University of Leiden, we
are evaluating the potential for the cell killing
capability of CTL 102 to be used in prosthesis
revision surgery.

Patients with artificial joints have a tendency for
the prosthesis to work loose over time. The
caonsequences of such loosening include pain
and discomfort and often result in the patient
having to undergoe further lengthy operations to
repair or replace the prosthesis. Many patients,
particularly the elderly, may be unable to be
subjected to such operations which are also very
expensive. In somé countries, prosthetic
implants such as hips are not offered o younger
patients because of the frequency with which
they become loose and ihe cost of subsequent
surgery.

The product concept is designed to enable
orthopaedic surgeons o destroy the rubbery
interface tissue surounding lcose prostheses
which cannot otherwise be easily removed.
Cnce destroyed, the tissue can be aspirated to
enable replacement bone cement to be injected
into the area, thereby refixng the prosthesis.

A Phase /! study is undenway 0 assess the
response to therapy of 12 incperable patients in
respect of mobility and pain. The study is
expected to complete in H2 2005.

CTL901 in Melanoma -
A Phase |/l clinical trial is being conducted by

*Source: Statistics from Cancer Research UK




our collaborators at the Cancer Research UK
institute for Cancer Studies at Birmingham
University on our treatment for malignant
melanoma. This treatment is based on the
delivery of genes encoding tumour associated
antigens to antigen presenting cells known as
dendritic cells, a compenent of the immune
system. In the trial, dendritic cells isolated from
the patients’ blood are modified using cur
proprietary antigen delivery system, CL22, The
modified dendritic cells are returned to the
patients by injection in arder to induce the
patients’ immune systern to attack tumour cells.
Pre-clinical data suggest that this treatment will
specifically attack skin cancers as well as the
cancerous cells which leave the tumour and
spread the disease throughout the body. We
consider that our CL22 systemn is a platform
technology that may prove to be capable of
medifying dendritic cells for the treatment of
other advanced forms of cancer for which no
effective treatments are available.

Gene Expression Technology

Agreements have been signed with a number of
biotechnology and pharmaceutical comparies ©
evaluate the UCQE technalogy for facilitating
gene expression and thereby increasing the
efficiency of therapeutic protein production. In
addition we have an agreement with Medarex to
apply cur UCOE gene expression technology for
antibody production. We consider that the
licensing of this technology will continue to
generate revenues in the near term in the form of
licence fees and potentially, in the long terrm, in
the form of royalties on the sale of products
using this technology.

DEVACADE - for enhancing the pain refief
produced by morphine

Pre-clinical studies with Devacade demonstrated
that this new chemical entity {NCE') has the
ability to enhance the pain relieving properties of
drugs such as morphine without increasing the
disturbing and dangercus side-effects
experienced with such drugs. Ina Phase I
programme Devacade, when given as an adjunct
@ those drugs, reduced pain levels and patients
reported reduced levels of sleep disturbanice
from their pain and reduced interference in

activities owing to pain.

Further clinical programmes are being designed
to assess the efficacy and required dose levels
for the use of Devacade as an adjunct to opioid
analgesia in a number of pain states.

L

i

We continue actively to seek a licensee who is
able to complete the required clinical
programme and market this novel product.

EMMELLE intravaginal gel

in September 2004 we announced that the
Medical Research Council was not prepared 1o
take Emmelle forward into its Phase Ill
micrgbicide programme for the prevention of
transmission of HIV. Therefore, given the poor
potential for an acceptable financial return to ML
werg it 1o take the product forward, we
discontinued our activities related to this
programme.

A pre-clinical programme is underway to
evaluate the aclivity of Emmelle against
chlamydia and herpes simplex virus.

INNOVATA BIOMED

CLICKHALER - a fast-to-market dry powder
inhaler for new asthra therapies.

Clickhaler is & proven, industrialised dry powder
inhaler {DPI') with many established advantages
over standard asthma inhalers. Clickhaler has
been extensively studied and shown to be highly
acceptable to patients, regulaters and potential
licensees. Furthermore, it is already marksted
by Celliech with standard asthma therapies
(salbutamal and beclomethasone) in the UK,
Ireland and France.

in September 2002 we announced that we had
entered into an exclusive licence agreement with
a major global pharmaceutical group for the
rights to market the twg asthma therapy
molecules, budescnide and formoterol, in
Clickhaler in Europe and a number of other
territories. Taking into account monies aiready
received we anticipate this agreement will
generate £10m in access fees and milestone
receipts plus double digit royaities on future
product sales.
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In November 2002 the first application for
marketing authorisation for formoterol Clickhaler
in Europe was submitied, which was followed by
application to the Canadian regulators in
November 2003. We anticipaie reaching the
European and Canadian markets through our
licensee In 2005 and 2006 respectively. The
application for European marketing authorisation
for budesonide Clickhaler was filed in November
2003 with launch expected in 2005, Revenues
from both budesonide and formaoterol Clickhaler
are expected to flow from sales for the
commercial fife of the products.

Negotiations were completed in March 2003 for
the delivery of Otsuka Pharmaceutical
Company's established drug, Meptin, using IB's
Clickhaler, in Japan and Spain. This drug is
already being sold by Otsuka in a CFC metered
dose inhaler format and they expect to be able to
commence substitution of sales of their existing
product with Clickhaler once approval is granted
by the Japanese regulators, which we anticipate
will be received in H1 2005.

in Oecember 2003 an agreement was entered
into with PLIVA 1o develop a novel asthma
medication based on PLIVAS NCE steroid and
Clickhaler,

In September 2004 an agreement was erttered
into with a Japanese company for the rights to
budesonide Clickhaler for Japan. We believe this
agreement further cements Clickhaler’s reputation
as a leading independently provided dry powder
inhaler.

in addition, further formulation studies have been
undertaken by [B. both along and with potential
partner companies, to evaluate the performance
of Clickhaler in the laboratory. These studies
include the assessment of novel and established
molecules as well as new formulation
technologies designed to enharnce the
performance of the device with certain drugs.

IB continues to bulid a library of data on the
capabilities of its own device and formulation
technologies, as well as third party formulation
technologies, to enable it to provide an enhanced
offering 1o the giobal pharmaceutical industry.

C200 Device - building on the CLICKHALER
technology

IB has recognised the opportunity offered by
developments in the treatment of asthma by
combining two drugs in the same inhaler.

Patents have already been granted i Europe on
the C200 device, which is a novel adaptation of
the proven dose-metering ‘engine’ of Clickhaler,
whereby in the same device two separate drug
reservoirs feed two separate drug formulations to
separate metering chambers from which they are
delivered to the patient in the same breath. The
ability to formulate the drugs separately permits
cptimisation of each individually, thereby offering
the potential to overcome significant formulation
challenges.

This concept allows for flexibility in the
formutation of each active ingredient and enables
IB to develop a portfolio of formulations which
can be tailored to fit with New Chemical Entities
('NCE’) from its partners’ research and
development programmes.

The C2C0 technology is designed to assist a
number of established and new drugs to
compete In the lucrative combination inhaled
drug sector using device and formulation
technologies being developed by 1P

In June 2004 |B anncunced an exclusive
agreement with a major gfobal pharmaceutical
group to market and distribute a combination of
two established respiratory medications in the
C200 dry powder inhaler. The agreement
covers Europe and certain other specified
countries, with 18 having retained the rights for all
rermnaining territories including the US and Japan.




During the period under review, 1B has worked
with a number of drug formulations and device
designs in order to optimise the first product which
is planned to enter clinical trials in early 2006.

This agreement for our new C200 platform is
significant for B as we consider it représents a
further step towards fulfiling 1B8's objective of
becoming the leading, independent provider of dry
powder inhalation solutions to the global
pharmaceutical industry.

We believe that this advance in the core
technology offering of 1B presents an exciting
opportunity to partner companies by providing a
device which can deliver either more dose units or
a larger dose payload (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.

FJ. Shennan {7 1 M

Chief Operating Officer and Finance Director
25th January 2005
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Financial Review
For the year ended 30th September 2004

i Group operating resiits for bath the year and the
comparative year have been analysed in the
consolidated profit and loss account between
continuing activities and those discontinued as a

result of the divestment cof the educational
training and lcodextrin manufacturing businesses
in February 2004 and April 2003 respectively.

Turnover and gross profit

Turnover includes income from royalties ang
pharmaceutical product sales, which are stated
net of the entilements of Paul Capital Royalty
Acquisition Fund (PCRAF') where appropriate,
and fee income from licensing, evaluation and
development agreements.

Total turnover in the year was £7.9m (2003:
£6.5m) of which £0.2m (2003: £2.8m) related to
discentinued businesses. The increase in
turnover included an increase in licensing and
evaluation fees to £2.7m (2003: £0.9m). Such
‘milestone’ receipts under licensing deals are
typically triggered by regulatory or commercial
events and as such are iregular in timing and
subject to substantial variation from one period
to another.

Development fees charged 1o licensees for
conducting development programmes under
licerice egreements were £1.6m {2003: £nil}.
These relate to development programmes under
the €200 and PLIVA licences entered inte during
the year.

Royalty income increased to £2.5m (2003:
£2.0m) despite being further adversely affected
by movements in the dollar/pound exchange rate.

Pharmaceutical products sales were £0.6m
(2003: £2.2m), reflecting the divestment of the
lcodextrin manufacturing business, Non-
pharmaceutical turnover from "other activities”
was reduced to £0.5m (2003: £1.4m) following
the sale of the educational training business.

The increase in turnover resulted in an increase
in gross profitto £5.4m (2003: £3.9m).
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Operating costs

The categorisation of operating costs has been
changed during the year to include within
research and development expenditure certain
indirect costs related to such activities previously
classified as administrative expenses. The Group
believes that this reclassification more
appropriately reflects the nature of the Group's
activities and is more comparable with practice
eisewhere in the sector. Comparative figures for
2003 have also been reclassified.

Research and development expenchiure at
£12.9m (2003: £14.2m) was reduced from the
comparative period. Seifing, marketing and
distribution costs of £0.5m (2003: £0.5m) were
at a similar level. Administrative expenses were
reduced to £4.5m (2003: 5.2m) reflecting the
divestment of the educational training business
and further reductions in the Group's cost base.

Other operating income of £0.5m (2003; £7.3m)
comprised the release to the consolidated profit
and loss account of the final portion of the
deferred element of funds received from PCRAF
in 2001, which related specifically to the clinical
develapment of Adept in the US. The
comparative figure included the release 1o the
consclidated profit and loss account of £5m of
PCRAF funding received in 2002, together with
the relevant portion of the deferred element of
PCRAF funding. The effect of this is that the total
funding of £22.5m received from PCRAF in 2001
and 2002 has now been recognised in full in the
consclidated profit and loss account.

Loss hefore taxation

The operating loss for the period was £12.0m
(2003: £8.7m). An exceptional profit of £0.8m
arose on the disposal of the balance of the
shares heid by the Group in Cobra
Biomanufacturing Pic {CBM’) in December
2003. The disposal of the educational training
business in February 2004 gave rise to neither a
profit nor a loss as the consideration, received in
the form of shares in Bridgehead International
Limited (' Bridgehead'), has a fair value in the
balance shieet equal to the net assets divested.
The profit on divestments in 2003 of £5.7m




arose on the disposal of the fcodesdrin
manufacturing business and the sale of five
mifiion of the Group's holding of six million CBM
shares. After net interest income, the loss before
taxation was £10.9m (2003: £2.8m).

Taxation

Tax credits in relation t¢ eligible research and
development expenditure estimated to be
receivable less withholding taxes suffered on
income received, were £1.9m (2003; £0.2m). This
figure includes £0.6m arising from the difference
between the tax credits actually received for 2003
and the estimates included in the consolidated
profit and loss account for that year.

Loss after taxation

- The loss for the period after taxation was £9.0m
(2003: £2.6m), giving a loss per ondinary share of
4.48p (2003: 1.61p).

Net assets

Net assets at 30th September 2004 were
£12.9m compared with £7.6m at 30th
September 2003, a net increase of £5.3m. The
increase resulted from the net proceeds of the
Rights Issue and the Issue for Cagh announced
on 28th January 2004 of £14.4m offset by the
loss for the period of £8.0m.

Intangible assets of £3.1m comprise goodwill,
which continues to be amortised over 20 years.

Expenditure on fixed assets of £1.8m, net of
depreciation charges, disposals and
divestments, resufted in an increase in the net
book value of fixed assets to £2.9m (2003:
£1.9m). Expenditure on fixed assets related
principally to the tocling programme on Innovata
Biomed's G200 device, the relocation of the
Graup’s Liverpool facility and the replacement of
motor vehicles. ‘

Fixed assei investments of £0.2m comprise the
carrying value of the Group's shares in
Bridgehead, as noted above.

Stocks of £0.3m were reduced from £0.7m at
30th September 2003, while debtors increased

over the same period to £5.5m from £3.2m,
principally as a resutt of development fee incorme
arising in the pericd and an increase in the level of
R&D tax credits receivabie. Total creditors of
£9.3m (2003: £7.8m) increased as a result of an
increase in leasing liabilties related to the G200
{ooling prograsnme and the inclusion of a further
milestone which is repayable if contractually
specified conditions are not met.

Deferred income of £0.7m represents licensing
and evaluation fees and development income
received, the revenue recagnition of which it has
been appropriate to defer in accordance with our
accounting poficy on tumover.

Cash balances and cash flow

Cash consumed in the year by operations
{excluding milestone receipts), capital expenditure
and net finance lease repayments, offset by net
interest income, amounted to £15.8m. This was
offset by milestone receipts of £3.7m (which form
part of the ‘Net Cash Outflow from Operating
Activiies' in nate 29 to the Financial Staternents),
proceeds from the sale of Cobra Biomanufacturing
Plc shares of £1.2m, tax credits of £0.8m and the
net proceeds of the Rights Issue and the Issue for
Cash of £14.4m, which totalled £20.1m, resulting
in an increase in cash and short term deposits of
£4.3m. We ended the period with a net cash
balance of £10.9m, compared with £6.6m at 30th
Septermber 2003.

(4 Gl

P.J. Shennan
Chief Operating Cfficer and Finance Director
25th January 2005
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Directors

S. W. Sim, FCA

Executive Chairman (Age 53}

Stuart Sim qualified as a Chartered Accountant
in 1975 following which he held a number of
senior financial and general management
pasitions in a variety of industries, He joined the
Group as Finance Director in 1988 and he was
appointed Chief Executive in June 1957. He
became Executive Chairman in October 2002.
He is a non-executive Director of Heritage Greal
Britain Plc and Haline Properties Limited.

P. J. Ballington, BSc

Director of Business Development and Managing
Director, Innovata Biomed Limited (Age 50}
Paul Ballington was appointed to the ML Board
in June 2004 having joined the Group in 1994
from Abbott Laboratories Inc. where he held
senior positions in European and UK country
management. Paul is responsible for co-
ordinating the commercial and business
development effarts of the Group and, in
addition, is the Managing Director of Innovata
Biomed Limited, the Group's respiratory drug
delivery subsigiary,

Dr. R. N. Boyes, PhD

Director North America {Age 64)

Nick Boyes joined the Group in 1990 when it
acquired 75% of the equity of his company.
Innovata Biomed Limited, and he became a
Director in 1993. He has over thirty years
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
numbper of senior functions at director level. He
is an expert in respiratcry diseases. 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.

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

FRCP, FRCPath

Group Director of R&D (Age 64)

Donald Davies was appointed Group Director
of Research and Development and an
Executive Director in October 2002. He had
been a Non-Executive Director since the
formaticn of the Company in 1987. In his
current role Professor Davies is responsible for
co-ordinating research and regulatory poficy
and strategy and providing scientific evaluation
of new product and rasearch opportunities. He
was previously Head of Clinical Pharmacology
at Imperial College. Hammersmith Hospital,
where he is retained as Professor of
Biochemical Pharmacology. He is a former
member of the Committee on Safety of
Medicines and has served on other expert
commitiees in the UK, Europe and the USA.
He has had more than 200 papers published
cn mechanisms of drug action and toxicity and
drug safety evaluation.

Prof. A. D. Dayan, LIB, MD, FRCP, FRCPath
Non-Executive Director (Age 68)

Anthony Dayan joined the Board in March 1998.
He is a leading toxicolegist and has published
more than 150 research papers and has edited
ar centributed to almost 50 books on toxicology,
drug development, pathology, neurcpathology
and the risk sciences. He has been a member of
a nurnber of UK and other government advisory
committees including the Medicines
Commission, an adviser to the World Health
Organisation and a consultant on toxicology,
bictechnology and drug development to UK,
European, US and Japanese pharmaceutical
companies, Professor Dayan was Professar of
Toxicology at St Barthclomew's and the Royal
Londen School of Medicine and Dentistry,
London until 1st October 1998. Prior to that he
was with the Wellcome Foundation for eleven
years where, latterly, he held the position of
Group Adviser in Toxicology and Project Co-
ordinator for the Group R & D Director.

Dr. T. Medinger MA, DPhil (Oxon}
Non-Executive Director (Age 64}

Tit Medirger joined the Board in March 1889,
He was until Novermnber 1999 Senior Vice
President Corporate Strategy at AstraZeneca
PLC and formerly Zeneca Pharmaceuticals
International Business Director. As its
International Marketing Director he launched
several products that have enjoyed major
global success. He was President of the
Association of the British Pharmaceutical
Industry from 1994 to 1996 and served on the
Boards of both the European and the
International Pharmaceutical Industry
Federations. His business career has spanned
research and development, licensing and
acquisition, strategic planning, territorial and
marketing managemeni and public and
government affairs, He is non-executive
Chairman of PhotoBictics Limited and a nan-
executive Director of Peptech Limited
(Australia) and Datapharm Communications
Limited. He has also acted as corporate
consultant to a number of private UK and US
biotech companies.

P ). Shennan, BA, FCA, MSI

Chief Operating Officer and Finance Director (Age
54)

Peter Shennan became Finance Director in
November 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. In
October 2002 he was appointed Chief
Oparating Officer in addition to his duties as
Finance Director.

ML LABORATORIES PLC ANNUAL REPORT 2004




. Dircctors” Report

The Directors present their Annual Report and the audited Group financial statements for the year ended 30th
September 2004,

Principal activities

To date. the Group has successfully developed and commercialised a number of its pharmaceutical products. During the year it
has continued to develop its portfolio of such products and its patented technologies with a view to commercialising them on a
world wide basis.

Business review

The Chairman's Statement, the Operational Review and the Financial Review on pages 2 to 15 should be read in conjuncton
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 development and likely future developments.

Results and dividends

The Group loss on ordinary activities before taxation amournted to £10,905.000 (2003 £2,830,000). The Group loss for the year
after taxation and minority interests of £9.046,000 (2003 £2,586,000} has been added to the deficit brought forward on profit
and loss account reserves as shown in note 20 on page 47. 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 portfolic of pharmaceutical end medical products and
techrologies.

The loss for the year is stated after charging research and development expenditure of £12,903,000 (2003 £14,223,000}.

Directors
The Directors who held office during the year were .
S. W. Sim (Executive Chairman)
P J. Ballington (Appointed 29th June 2004)
Dr. R. N. Boyes
Prof. D. S. Davies
Prof. A. D. Dayan {Non-Executive)
Dr. T. Medinger {(Non-Executive)
P. J. Shennan

Under the Articles of Assoclation Mr. P.J. Ballingten, Dr. R.N. Bayes and Prof, A.D. Dayan retire from cffice, and, being eligible,
offer themselves for re-election at the forthcoming Annual General Meeting.

Details of the Directors’ service contracts are shown in the Remuneraticn Report on pages 22 to 26.

Directors’ share options
Details of the Directors’ Share Options are shown in the Remuneration Report on pages 22 to 26.
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Dircctors” Ronort J

Directors” interests
The interests {beneficial unless otherwise stated) in the shares of the Company of the Directors who held office at 30th
September 2004, were as follows:

2004 2003 2004 2003

Number of Number of Percentage of Percentage of

Ordinary Ordinary Ordinary Ordinary

Shares Sharas Share Capital Share Capital
SW. Sim 1,289,117 m 1,039,569 o 0.57% 0.66%

P. J. Ballington 25,000 500 w 0.01% -
Dr. R N.Boyes 235,625 188.500 0.10% 0.12%
Prof. D.S. Davies 481,531 393,225 0.21% 0.25%
T. Medinger 87,155 53,724 0.03% 0.03%
Prof. A.D. Dayan 41,806 & 22,500 & 0.02% 0.01%
P. J. Shennan 25,000 20,000 0.01% 0.01%

1. M. SW, Sim's holding includes 1,375 shares held non-beneficially,
2. Holding as at date of appointment, 29th June 2004.
3. These shares are held jointly with Mrs. H. Dayan.

At 30th September 2004, Dr. R. N. Boyes owned 7,500 shares in Innovata Biomed Limited (2003 7,500 shares) representing
18.75% of that company's issued share capital. Innovata Biomed Limited is a subsidiary of the Company.

There were no changes to the above holdings between 30th September 2004 and 25th January 2005,

As set out in note 33 on page 51, prior to the disposat of Heaithcare Education Services Limited, a subsidiary ¢of the Company,
the Group acquired the shareholding of Dr. R. N. Boyes in that company representing 18.75 per cent. of its issued share capitai,
for a nominal consideration.

Substantial interests
As at 25th January 2005, the Company has been notified of the following interests in 3% or more, or in the case of fund
managers, 10% or mare, of its share capital. The holdings shown are as notified under the Companies Act 1985:

Shareholder No. of ordinary % of

shares share capital
Channel Hotels & Properties Limited 22,500,000 9.84
Diarmuid Investments Limited 14,000,000 ™ 6.12
Mourant & Co. Trustees Limited 14,000,000 0 6.12
Colin Blackbourn 9,750,000 4.26
State Street Nominees Limited (for BP Pensions Trustees Limited) 7,967,511 3.48

1. The Company understands that the interests of Diarmuid nvestments Limited and Mourant & Co. Trustees Limited are in the
same holding of 14,000,000 ordinary shares,
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t Diroctors Report

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
payment terms for each business transaction. At 30th September 2004 trade creditors for the Group represented 56 days of
amounts invoiced by suppliers (2003 53 days) and for the Company represented 53 days (2003 50 days).

Charitable and political donations
During the year the Group made no charitable donations {2003 £Nil) and no contributions were made to political organisations
(2003 £Nib.

Environmental, health and safety policies

The Group recognises its responsibiity for safeguarding the environment and where practically and economically possible
seeks to manage its activities efficiently so as to minimise any adverse environmenta! effects. The Group also recognises its
obfigations 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 procedures for managing, co-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.

Ethical and social policies

The Group's principal activities are undertaken within the pharmaceutical industry which is subject to a highly regulated eth.cal
framework with which the Group complies. 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 development to make significant
financial donaticns 1o 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 epportunities and, to society generaily, to develop
new therapies for sericus diseases.

Employees

The Group recognises that in an industry based on innovation, research and development, its empioyees are one of 1ts biggest
assets and seeks to communicate and, where appropriate, censult with them on matters affecting them as emplcyees, in the
most appropriate manner. The Group aperates a policy of equal cpportunities with no discrimination on race, sex, disability or
any ather grounds. The Grotp provides training and development apprapriate to individual needs and offers remunsration
packages, including pensions, life and permanent health insurance, and a working envirgnment which are designed to be both
fair and competitive with larger companies within the industry. Participation in the Group's share opticn scheme is extended to
the majority of the Group's employses.

Auditors
The auditors have indicated thelr wilingness to continue in office and a resolution to re-appaint PricewaterhouseCoopers LLP
as auditors to the Company will be proposed at the Annual General Meeting.

Annual General Meeting
Notice of the 2005 Annual General Meeting {"AGM" of M L Laboratories PLC is enclosed with this document.

Resolution 7 in the notice of the AGM is a resclution to renew the general authority of the Directors to issue relevant securities
{as defined in the Companies Act 1985 {'the Act")). It is proposed that such autharity be granted over shares with an
aggregate nominal value of £762,369.01, being approximately one-third of the current issued share capital, and that the
authority should continue until the 2006 AGM, or 15 months from the date of the resolution if earlier. This resolution will be
proposed as an ordinary resolution.

Resolution 8 in the notice of the AGM is a resolution to disapply the statutary pre-emption rights on the aliotment for cash of
equity securities (as defined in the Act}. The extent of the proposed disappiication is set out in the text of the resolution, and it
is proposed that the disapplication should take effect until the 2006 AGM, or 15 months from the date of the resolution if
earlier. This resalution will be proposed as a special resclution.

The Directors believe that it is important that they are granted these powers and authorities so as 1o enable them to take
advantage of commercial opportunities as they arise. Accordingly the Directors unanimously recommend that you vote in
favour of these resolutions, as they and those connected with them intend to do in respect of a total of 2,185,234 ordinary
shares (representing approximately one per cent. of the current issued ordinary shares),
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In addition to the ordinary business set out in the notice of the AGM, an advisory resolution (resolution 2) wili be proposed to
approve the Remuneration Report, set out on pages 22 to 26.

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 person, you are requested to complete and return the proxy card to the Company's Registrars in accordance with the
instructions printed thereon as soon as possible and in any event, so as to be received no iater than 48 hours before the
meeting. Please note that completion and returm proxy cards will not preclude you fram attending the AGM and voting
in person i you wish,

By order of the Boa
David Smith
Secretary

25th January 2005
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wnuneration Keport

Remuneration Committee (non-auditable}

The Remuneration Committee {the "Cormmittee”} comprises the independent Non-Executive Directors on the Board, Dr. T.
Medinger and Professor A. D. Dayan and is chaired by Dr. Medinger. The Committee held one meeting during the past financial
year, which was attended by both Non-Executive Directors. The principal functions of the Committee are to make
recommendations 10 the Board on the Company's pelicy for executive rernuneration and to determine, on behalf of the Board,
the remuneration. including the terms and conditions cf service, for the Executive Directors and appropriate other senior
executives. The full terms of reference for the Committee are available on request. The Committee has been advised in its work
during the past financial year by the Executive Chairman except in matters relating to his own remuneration. The Committee has
also appointed New Bridge Street Consultants LLP ("NBSC") to provide them with independent remuneration advice. NBSC
provides no other services ta the Company,

Remuneration Policy (non-auditable)

The Committee’s policy is to set remuneration packages for Executive Directors and senior management that are competitive with
the market, allowing the Company Lo attract, motivate and retain executives of the highest calibre, Remuneration packages are
designed to incentivise and reward executives for improved performance via annual bonus payments and awards of share
options, which together constitute a patentially significant propertion of the total remuneration opportunity.

The remuneraticn of Executive Qirectors comprises the following five elements:

(i) Basic salary

A salary which reflects the market rate for each position and the individual Director's experience and value 1o the business and
takes into consideration levels of remuneration and increases awarded to other employees. Salaries are reviewed annually as
from 1st April, taking intc account personal performance, and are bench-marked against a comparator group.

(ii) Taxable benefits
Taxable benefits represent the provision of a car, including (with the exception of Dr. R. N. Boyes) fuel benefit, and private
medical insurance.

(iii) Share options

Executive share options are granted to Directors (other than the independent Non-Executive Directors), senior management and
the majarity of cther employees within the Group under the M L Laboratories PLC 1999 Executive Share Option Scheme and
are normally exercisable between 3 and 10 years from the date of the grant, subject te continued employment and the
satisfaction of performance conditions.

Executives may be granted options over shares with a value of up to two times thelr total remuneration in any year, Grants may
be made in excess of this limit, however, if the Committee decides that this is justified in the circumstances of recruitment o 1o
reflect prevailing market practices outside the UK where an Executive carries on his dutles overseas or in other exceptional
circumstances.

Grants made to Executive Directors so far under this scheme are only exercisable subject 1o the achievement of stretching
share price growth targets (as outfined later in this Report). it is the Committee’s current intention that future option grants will
alsc be subject to share price growth targets that it ¢censiders 1o be appropriately demanding at the date of grant. The
Committee believes that the use of share price targets clearly aligns the interasts of the Executives with the interests of
shareholders, The share options granted to individual Executive Directors to date are disclosed later in this Report and include
grants made in prior years under a previous option scheme.

(iv) Bonus

In the case of senior management the Company operates a non-pensionable discretionary bonus scheme based upon
individual performance and achievement of personal and corporate objectives. In the case of Executive Directors the scheme
recognises exceptional performance. The bonus paid to Mr. P.J. Shennan for the past financial year was related to the Rights
Issue and the Issue for Cash and represented 12.25% of his basic salary in that year. No other Executive Director received a
bonus for the past financial year. It is the intenticn to revise these schemes in the forthcoming year to ensure that over time a
greater proportion of executive remuneration is performance refated.

(v} Pension arrangements

The Company currently makes pension contributions equal t0 15% of salary for Executive Directors, afl of whom are members
of the M L Laboratories PLC Staff Non-Contributery Pension Scheme, a defined contribution scheme, details of which are given
in note 28 on page 50, with the excepticns of Mr. Ballington and Professor Davies, whose contributions are payable into their
own pension schemes.
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Executive Directors service contracts (non - auditable)
Date of Contract

S.W. Sim 27th July 1992
P. J. Baflington st July 2004
Dr. R. N. Boyes 31st March 1893
Prof. D. S. Davies 21st January 2003
P. J. Shennan 23rd May 1997

Each of Mr. 5.W. Sim and Dr. R.N. Boyes has a service contract which is terminable by the Company on two years notice. Each
of Mr. P.j. Shennan and Professor D.S. Davies has a service contract with the Company which is terminable by the Company
on not less than one and hot more than two years notice. Mr. P.J, Ballingten has a service contract which is terminable by the
Company on twelve months notice. The Company is obliged to compensate a Director if his contract is terminated with less
than the specified natice periads, by payments of up to the natice periad’s worth of salary, pension and other benefits, Where
possible, the Company would mitigate the cost of termination by negotiation.

The service contracts of Mr. SW. Sim and Dr. R.N. Boyes each contain a term which entitles the refevant individual, within six
months after a change of contral of the Company, to serve three months notice of termination of his service contract and, or
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 so in
order to attract and retain those executives, in competition with farger and more established companies.

Non-executive directors inon - auditable)
The Non-Executive Directors are subject to a notice period of six months and receive fees which are determined by the Board,

Retirement by rotation (non - auditable)
All Directors are subject t0 the requirements of the Articles of Association which state that at least one third of the Directors
will retire by rotation each year.

Directors’ remuneration (auditable)
The information on Directars’ remuneration in the financial year ended 30th September 2004 set out helow should be read in
conjunction with the Directors’ Report and note 9 on page 41 which also constitute part of this Remuneration Report.

Basic Taxable Pension Total Total
Salary Bonus  Benefits Contibutions  Fees 2004 2003
£000 £000 £000 £0CO0  £000 £000 £000
Executive Directors
S.W. Sim 321 - 43 48 - 412 394
P.J. Balington
{from 29th June 2004) 45 - 5 6 - 56 -
Or. R.N. Boyes 121 - 15 18 - 154 173
Prof. D.5. Davies 111 - 19 17 - 147 144
P.J. Shennan 204 25 15 30 - 274 263
Non-Executive Directors
Prof. A.D. Dayan - - - - 43 43 41
Or. T. Medinger - - - - 37 37 32
Total 802 25 g7 118 80 1,123 1 ,O4~7'—|

Mr. G.P. Fothergill, a former Director who remains employad by ML in @ part-time capacity, had remuneraticn in the period of
£260,000 (2003 £269,000) comprising basic saiary £226,000 (2003 £217,000) and pension contributions £34,000 (2003
£52,000).

Or. C.B. Brown, a former Director who remains employed by ML in an executive role as Medical Director, had remuneration in
the period of £217,000 (2003 £223,000) comprising basic salary £187,000 (2003 £171,000), taxable benefits £3,000 (2003
£20.000) and pension contributicns £27,000 {2003 £32,000).
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Remunaration Report

Directors’ share options (auditable)
Share options have been granted to Directors under two schemes, being the M L Laboratcries PLC Executive Share Option
Scheme, which was set up originally in 1989, and the M L Laboratories PLC 1999 Executive Share Option Scheme.

The M L Laboratories PLC Executive Share Option Scheme adopted in 1989 had a fixed Tife of 10 years and no further
options may now be granted under it. There was nG performance condition attaching to the outstanding options granted and
they are therefore exercisable at the discretion of the option holder.

The Executive Directors have outstanding options over the ordinary shares of 1p each of the Company under the M L
Laboratories PLC Executive Share Option Scheme as foliows :-

Adjustment 30th
1st October Granted in  for rights September Subscription  Exercise Expiry
Name of Director 2003 the year issue Exercised  Lapsed 2004 Price Date Date
S. W. Sim 39,408 - 509 - [38.917) - £2.01 28/08/97 28/08/04
23,529 - 304 - - 23.833 £1.68 04/09/98 04/09/05
36.676 - 474 - - 37150 £3.69 23/07/99 23/07/06
412,560 - 5334 - - 417,894 £1.24 £8/02/01 09/02/08
39,548 - 517 - ~ 40059 £0.88 06/07/01 06/07/08
50,000 - 646 - - 50646 £1.06 08/03/02 08/03/09
601,721 - 1.778 - (39.917) 569,582
F. J. Ballington 29,656 - 382 - (29,938 - £2.01 26/08/97 26/08/04
47,059 - 608 - - 47,667 £1.68 04/09/98 04/08/05
21,229 - 214 - ~ 21,503 £3.69 23/07/99 23/07/06
181,451 - 2,346 - - 183,797 £1.24 09/02/01 08/02/08
25,000 - 323 - - 25,323 £1.06 08/03/02 08/03/09
304,295 - 3,933 - (79.938)  278.290
Dr. R, N. Boyes 19,704 - 254 - (19.958) - £2.01 26/08/97 28/08/04
23,529 - 304 - - 23,833 £1.68 04/09/98 (4/09/05
3.190 - 41 - - 3231 £3.69 23/07/89 23/07/06
118,480 - 1,532 - - 1200002 £1.24 09/02/01 09/02/08
51,977 - 672 - - 52,649 £0.88 08/07/01 08/07/08
50,000 - 646 - - 50,646 £1.06 08/03/02 08/03/09
[ 266,880 - 3,448 - (19,958) 250,371
Prof. D. S. Davies 11,785 - 152 - - 197 £1.68 04/09/98 04/08/05
2159 - 27 - - 2,186 £3.8% 23/07/99 23/07/06
43,094 - 557 - - 43,651 £1.24 09/02/01 0%/02/08
15,911 - 205 - - 18,116 £0.88 06/07/01 06/07/08
50,000 - 645 - - 50,646 £1.06 08/03/02 08/03/09
122,929 - 1,587 - - 124516
P. J. Shennan 320,000 - 4,137 - - 324137 £1.24 09/02/01  09/02/08
22,599 - 292 - - 22,891 £0.88 08/07/01 06/07/08
50.000 - 646 - - 50,846 £1.08 08/03/02 08/03/09
392,509 - 5,075 - - 397674 ]
[ Total 1,688,424 - 21,822 - [89.813) 1,620,433 ]

The M L Laboratories PLC 1399 Executive Share Option Scheme (the "1999 Scheme”") is administered by the Board of
Directors and governed by the 1999 Scheme Rules, adopted in 1999 and amended in 2001 and 2004. There are two parts o
the 1999 Scheme, an "Approved” element, which has been approved by the Inland Revenue, which is primarily used for the
grant of options to employees at all levels, and an "Unapproved” part which is intended primarily to be used where Executives
have more than £30,000 worth of outstanding approved options. The 1999 Scheme has a fixed life of ten years. 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 grant. Options may be exercised only on the satisfaction of the associated performance conditions.

For all eptions granted under the scheme prior to 2001, the performance condition for Basic Options {vesting after 3 years) ta
be exercisable requires the share price to achieve a level at least twice the option price on or after the vesting date. For larger
awards of Super Options lvesting after 5 years) to be exercisable requires the share price to achieve a level at least three times
the option price on or after the vesting date. In 2001 the scheme was amended tc discontinue Basic and Super options and
to allow for annual grants of options.
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Since the 1999 Scheme was amended In 2007, (i) for options granted over shares with a value of up to 100% of total
remuneration in 2 year 10 be exercisable the Company's share price (based on a 30 day average) must have achieved a level
cf at least 50% growth (rising by 10% a vear from the fifth anniversary of grant) from the option price at some time in the
period from 3 years from the date of grant until cption exercise, {ji) for options granted over shares with a value over 100% of
total remuneration in a year to be exercisable the Company's share price (based on a 30 day average] must have achieved a
level of at least 100% growth {fising by 20% a year from the fifth anniversary of grant} from the option price at some tme in
the period from 3 years from the date of grant until cprion exercise.

Since the amendment of the 1992 Scheme in 2001, options granied on an all employee basis nead not be subject o a
performance condition if the Committee considers this appropriate, although the Comimittee has not, as yet, exercised this
discretion. The maximum number of ordinary shares which may be issued under the 1999 Scheme is 10% of the issued
ordinary shares. The 1998 Scheme makes special provision for the grant of options to newly recruited members of staff.

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

Adjustment 30th

Tst October Grantedin  for rights September Subscription  Exercise Expiry
Name of Director 2003 the year issue Exercised  Lapsed 2004 Price Date Date
S. W. Sim 113,571 - 1.468 115,039 £1.39 20/08/04 20/08/09
433,108 - 6,247 - - 489,355 £0.37 02/11/04 02/11/1
1,015,282 - 13128 - - 1,028,410 £0.15 17/04/06 17/04/13
- 869,387 - - 869,387 £0.19 19/04/07 19/04/14

[ 1,611,961 869,387  20.843 - 2,502,191 ]
P. J. Ballington 48,127 - 622 - 48,749 £1.39 20/08/02 20/08/09
47,587 - 615 - 48202 £1.39 20/08/04 20/08/09
214,358 2,77 - - 217128 £0.37 02111/04 G211/
347,766 - 4,496 - - 352,282 £0.15 17/04/06 17/04/13
- 298.080 - - 298,080 £0.19 19/04/07 19/04/14

L £57,838  298.080 8.504 - 064,422 ]
Dr. R. N. Boyes 1.106 - 14 - - 1,120 £1.39 20/08/02 20/08/09
37,466 483 - 37,949 £1.39 20/08/04 20/08/09
181,419 2,345 - 183,764 £0.37 02/11/04 02/11/11
381,254 - 4,929 - 386,183 £0.15 17/04/06 17/04/13
- 326,468 - - 326,468 £0.19 19/04/07  19/04/14

L 601,245 326,468 7.7 - 935,484 |
Prof. D. S. Davies 9,643 124 - 9,767 £1.39 20/08/04 20/08/09
152,518 1,971 - 154,489 £Q.37 02/11/04 02111/
353,579 - 4,572 - - 358,151 £0.15 17/04/06 17/04/13
- 302,770 - - 302,770 EQ.19 19/04/07 19/04/14

[ 515,740 302,770 6.667 - - 825177 ]
P. J. Shennan 28,571 369 - 28,940 £1.39 20/08/04 20/08/09
253,378 - 3,276 - - 256,654 £0.37 0211/04 02111/
845,620 - 8.348 - - 653988 £0.15 17/04/06 17/04/13
- 552,845 - - 552,845 £0.19 19/04/07 19/04/14

[ 927,569 552,845 11,993 - - 1,492,407 |

[ Total 4,314,353 2,349,550 55778 - - 5,719,681
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The market price of the shares at 30th September 2004 was £0.1575 and the range during the financial year was £0.1575 1o
£0.3529.

Performance Graph (non-auditable)

The graph below ifiustrates the relative Total Shareholder Return parformance of the Company and the FTSE Techmark 100
Index over the last five financial years. Total Sharehclder Return comprises the impact of share price movements and
dividends paid. The FTSE Techmark 100 Index has been used as a comparator because the Committee considers it to be
the most appropriate index of which the Company is currently a constituent.

Total shareholder return
Saurce: Thamson Financial
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This graph shows the value, by 30th September 2004, of £100 invested in M L Laboratories on 30th September 1959 compared
with the value of £700 invested in the FTSE Techmark 100 index. The other points plotted are the values at intervening financial

year-ends.
—s— ML Laboratories —e— FTSE techmark 100 Index

Signed on behalf of the Board

Dr. T. Medinger

Chairman, Remuneration Committee
25th January 2005

ML LABORATORIES PLC ANNUAL REPORT 2004




Corporate Governances

In Juty 2003 the revised Combined Code on Corporate Governance was issued which supersedes the original Combined
Code published in 1998. The revised Combined Code applies for reparting years beginning on or after 1st November 2003
and will accordingly form the basis of the Group’s corporate governance statement in the Annual Report for the next financial
year. This report has been prepared by reference to the original Combined Code.

The Greup has applied the principles set out in Section 1 of the Combined Code as currently applicable to the Group as
explained below. In doing so it has complied with the provisions of Section 1 of the Combined Code with the foliowing
exceptions. As explained in the Remuneration Report, certain Executive Directors have contracts with notice periods of maore
than one year. In view of the smali size of the Board, a Nomination Committee has not been established tc deal with the
appointment of new Directors and this function is exercised by the Board. The Audit Committee is comprised of two rather
than three Non-Executive Directors, as the Company has only two Non-Executive Directors.

Since the appeintment of Mr. 2. J. Ballington to the Board cn 29th June 2004 the Board has comprised five Executive
Directors, including the Executive Chairman, and two Non-Executive Directors Professer A. D. Dayan and Dr. T. Medinger,
both of whom are considered to be independent Non-Executive Directors. Dr. T. Medinger, who acts as Chairman of both the
Remuneration and Audit Committees. has been nominated as senior independent Director. The Board meets regufarly,
normally six times a year, to consider appropriate matters, including matters specifically reserved to the Board for
consideration, Ali Directors are provided with the necessary information to enable them to carry cut their duties and have
access to the Company Secretary and to 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 other senior
executives, and an Audit Committee, which comprises the same individuals, to discuss the work of the Auditors and the
adequacy of internal controls, Both committees have written terms of reference.

Report on internal control

The Board is responsible for maintaining an effective systerm of internai control. There is an ongoing process for identifying,
evaiuating and managing the significant risks facing the Group. Such an internal control framework is designed te manage
rather than eliminate risk and can only provide reasonable, nat absolute, assurance against material misstatement or loss. The
Board considers that the size of the Group does not require an internal audit function at present but will continue to keep the
matter under review. The Directors have reviewed the effectiveness of internal control, including internal financial control, during
the year and to the date of approval of these financial statements.

The main features of the internal control framewaork implemented are :

Board review

Al 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 involvement
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 management of a matrix of specific risks by
members of senior managament and Directors 10 whom responsibifities for such risks has been allocated.

Financial reporting

There is a detailed budgeting system with a two year rolling forecast of trading results, cash flow and balance sheet positions

on a monthly basis, approved by the Board and updated reguiarly during the year. Monthly trading resuits and working capital
requirements are reported against the correspending figures for the budget and the previous year with corrective action taken

by the Boara as appropriate. Further detalled financial information is also provided on a monthly basis. In addition, a rolling ten
year strategic projection of income anticipated fram preduct commaercialisation is reviewed and approved by the Boarg.
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Treasury management

The treasury function is operated within Board-approved guidelines. Facllities are approved by the Board and all transactions
are controlled and monitored. The cash position is monitored on a daily basis and monthly summaries are prepared for the
Board. Speculative transactions are not undertaken.

Insurance
As explained above, the identfication of major business risks is carried out in conjunction with operating management and is
reviewed by the Board. In addition, the Group has insurance cover where it is considered apprepriate,

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 authority.

Going concern

As expiained in the Chairman’s Statement and nate 1 to the financial statements the Directors have a reasonable expectation that
the Group will have adequate resources to continug in operational existence for the foreseeable future. For this reason they
continue o adopt the going concern basis in preparing the Group's financial statements.
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lftammm‘.t of Directors” Responsibintios .

Company law requires the Cirectors to prepare financial statements for each financial year that give a true and fair view of the
state of affairs of the Campany and the Group and of the profit or loss of the Group for that pericd. 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 [0 presume that the Group will
continue in business.

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 to ensure that the finaricial statements comply with the
Companies Act 1985, They are also responsible for safeguarding the assets of the Company ang the Group and hence for
taking reasonable steps for the prevention and detection of fraud and other irregularities.

The maintenance and integrity of the M L Laboratories PLC website is the responsibility of the Directors; the work carried out
by the Auditors does not involve consideration of these mattérs 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,

S, W. Sim
Executive Chairman
25th January 2005
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Gependent Auditors’ Report to the Members of MV

We have audited the financial statements which comprise the consolidated profit and loss account, the balance shests, the
consolidated cash flow statement, the statement of accounting policies and the related notes. We have also audited the
disclosures required by Part 3 of Schedule 7A to the Companies Act 1985 contained in the Remuneraticn Report and
identified as “auditable”.

Respective responsibilities of directors and auditors

The Directors' raspansibilities for preparing the Annual Report and the financial statements in accordance with applicabie
United Kingdom law and accounting standards are set out in the statement of Directors” Responsibifities. The Directors are
also responsible for preparing the Remuneration Report.

Our respansibility is to audit the financial statements and the auditable part of the Remuneration Report in accordance with
relevant legal and reguiatory requirements and United Kingdom Auditing Standards issued by the Auditing Practices Board.
This report, including the opinion, has been prepared for and only for the Company’s members as a body in accordance with
Section 235 of the Companies Act 1985 and for no other purpose. We do not, in giving this opinion, accept or assume
responsibility for any other purpose or to any other persen to whom this report is shown or into whose hands it may come
save where expressly agreed by our prior consent in writing.

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

We read the other information contained in the Annual Repert 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 unaudited part of the Remuneration Report, the Chairman'’s Statement, the Operational Review, the
Financial Review, the “Cur pharmaceutical products “ listing and the Corporate Governance statement.

We review whether the Corporate Governance statement 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 Authority, and we repart if it does not,
We are not required to consider whether the Board's statements on internal control cover alt risks and controls, or to form an
opinion on the effectiveness of the Company's or Group's corporate governance procedures 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
examination, cn a test basis, of evidence relevant t¢ the amounts and disclosures in the financial statements and the auditable
part of the Remuneration Report. It also includes an assessment of the significant estimates and judgerments made by the
Directors in the preparation of the financial statements, and of whether the accounting policies are appropriate t¢ 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 reascnable assurance that the financial statements and the auditabie part
of the Remuneraticn Report are free from material misstatement, whether caused by fraud or other imeguiarity or errcor. In
forming our opinion we also evaluated the overall adequacy of the presentation of information in the financial statements.

Uncertainty-going concern

In forming our opinion, we have considered the adequacy of the disclosure made in note 1 to the financiat statements
concerning the uncertainty as to the Group’s future financial pasition. For the reasons explained in the note the financia
statements do not include any adjustments that would arise if they were not drawn up on a geing concern basis. In view of
the significance of this fundamental uncertainty we consider that it should be drawn te your attention, but our opinion is not
qualified in this respect.

Opinion
In our opinion:

- the financial statements give a true and fair view of the state of affairs of the Company and the Group at 30 September
2004 and of the loss and cash fiows of the Group for the year then ended;

- the financial statements have been properly prepared in accordance with the Companies Act 1985; and

- those parts of the Remuneration Report required by Part 3 of Schedule 7A fo the Companies Act 1985 have been properly
prepared in accordance with the ComDaFies Act 1985,

PricewaterhouseCoopers LLP mcc,.;c}'d‘e-mcl.hn?md.d

Chartered Accountants and Registered Auditors,
Liverpoci
25 January 2005
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Consolicarod Profit and |

for the year ended 30th September 2004

NOTES 2004 2004 2004 2003 2003 2003
Restated Restated Restated
Continuing  Discontinued Total Continuing  Discontinued Total
EQ00 £000 £000 £000 £000 £000
Turnover 4 7,696 198 7,894 3,726 2.804 5,530
Cost of sales (2,369) (98) (2,467} (863) (1,737 (2,600}
Gross profit 5,327 100 5427 2.863 1,067 3,930
Research and development
expenditure (12,903) - (12,903) (14,223) - {14,223)
Selling, marketing and
distribution costs (487 W] (494) (422) (58) {430)
Administrative expenses ,273) {247} 4.520) {4,096 (1,130 (5,226)
Other operating income 5 508 - 508 7,346 - 7.346
Operating 10ss {11,828) (154) {11,982} {8,532) (121) {8,653)
Profit on divestments 3 755 5,686
Loss before interest (11,227) (2,967
Interest receivable 6(a) 350 254
interest payable Bib} (68) {117)
Loss on ordinary activities
before taxation 4,7 {10,905) (2.830)
Taxation 8 1,859 234
Loss on ordinary activities
after taxation (9,046) {2,596)
Minarity interests - .
| Loss for financial year 20(a) (9,046) {2,596) _|
[ Loss per ordinary share 24 (4.48lp (1.6Tp_|

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

There is no difference between the loss on ordinary activities before taxation and the loss for the year stated above, and their historical

cost equivalents.
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at 30th September 2004

NOTES 2004 2003
Restated
£000 £000
. Fixed Assets }
Intangible assets 10 3,100 3,300 \
Tangible assets 11 2,858 1,885 ’
Investrments 12 250 477 J
[ 6,208 5662 |
T_ Current Assets ‘ -
| Stocks 13 329 737
Debtors 14 5,534 3222
i Investmenis 15 - 1 L
. Cash and short term deposits 16 10,868 6581 |
16,731 10,541 |
' " Current Liabilities ‘I
Creditors: amounts falling due within one year 178} (8,012) {7.534) }
| Net Current Assets 7,719 3007 |
~ Total Assets less Current Liabilities 13,927 8,669 |
‘ Creditors: amounts falling due after more than one year 17(b} (322} (233) ‘
13,805 8436 |
) Deferred income 18 (673} (815) J
[ NetAssets 12,932 7621 |
B Capiial and Reserves ﬁ:
Share capital 19, 20(=) 2,287 1,682 J
Share premium account 20(a) 50,155 36,503
i Merger resarve 20(a) 8,336 8,336 !
Profit and loss account 20(z) (47,846) (38.800) J
Equity Shareholders' Funds 20(a) 12,932 7621 |
‘ Minoﬁty iqterests e B - B - _Jl
[ 12,932 7621 |

The financial statements on pages 31 to 51 were approved by the Board of Directors on 25th January 2005 and were signed on fis

behalf by :

S W Sim Director

LacHs

T oty
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 Fixed Assets

Intangible assats 10 3,100 3,300
Tangible assets 11 996 910
) 7ﬁlpy§5tments ) § o 1277 4,428 7 5,243
[ 8,524 0453 |
Current Assets - o
‘
 Stocks - B 13 10 61 |
Debtors - due within one year 14{a} 3,019 1,940
l Debtors - due after more than one year 14(b) 170 18
Total debtors 3,189 1,958
i investments 15 - 1
' Cash and short term deposits 36,440 28,902
yob - 39,639 30922 |
Current Liabilities
s Creditors: amounts falling due within one year 17(a) {2,458) (2,818)
’ { _ Net Current Assets 37,181 28,104
1| fotal Assets less Gurrent Liabilities 45,705 arssr |
: ) __ Creditors: amounts falling due after more than one year 17{b) @11 (335)
:\t 45,294 37,022
i Defexred incorme 18 @) (508)
‘ _ NetAssets 45,290 w714 |
: Capital and Reserves
Share capital 19,20(b) 2,287 1,582
Share premium account 20(b) 50,155 36,503
4 Special reserve 20(b) 4,049 4,049
\
, Merger reserva 20(p) 8,336 8,336
Profit and loss account 2000} (19,537) (13,756)
Equity Shareholders' Funds 2000} 45,290 %6714 |

hehalf by:

: S. W Sim Director

ML LABORATORIES PLC ANNUAL REPORT 2004

The financial statements on pages 31 to 51 were approved by the Board of Directors on 25th January 2005 and were signed on its




Consolidalod Cash Fiow Statemoent

for the year ended 30th September 2004

NOTES 2004 2023
E000 £000
Net Cash Outflow fram Operating Activities 29 {10,802) 1.2y |
Returns on Investments and Servicing of Finance
Interest received 355 290
Interest paid (16) 10)
Interest paid on finance leases (48) (106)
Net Cash Inflow from Returns on Investments
and Servicing of Finance 291 174
Taxation ]
UK Corporation tax recovered 816 806
Capital Expenditure and Financial Investment ]
Purchase of targible fixed assets (1,438) (14
Receipts fremn sale of current asset investrnents 2 -
Receipts from sale of tangible fixed assets 78 91
Net Cash Qutflow for Capital Expenditure and Financial Investment (1,358) (623) j
Dispasals
Net receipts from disposal of shares 3(a) 1,231 3.851
Disposal of subsiciary 30(b) (402) -
Net receipts from disposal of manufacturing business 3(c) - 5,736
Net Cash Inflow from Disposals 829 9587 |
Net Cash Outflow before Management of J
Liquid Resources and Financing (10,224) (1,333)
Management of Liguid Resources
Cash {placed on)/withdrawn from shert term deposits (4.208) 3.504 A!
Net Cash (Outflow)/Inflow from Management of Liquid Resources {4,208) 3,504 |
Financing
Issue of orcinary share capital 15,519 -
Expenses paid in connection with share issug (1.162)
14,357 -]
Capital element of finance lease rental payments (432 (1,433)
Lease finance acquired 162 125
New unsecured loan finance 473 -
Capital element of unsecured loan payments (49) (79
Increase/(decrease) in debt and lease financing N 154 (1.387)_‘
Net Cash Inflow/{Qutflow} from Financing 14,511 (1.567) |
Increase in Net Cash in Year 31 79 784 ]
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Prinicipal accounting policies

The financial stalements have been prepared in accordance with the Companies Act 1885 and Accounting and Financial Reporting
Standards applicable in the United Kingdom. A summary of the most significant accounting policies, which have been applied
consistently, is set out below. Certain debtor and creditor balances in the comparative figures have been offset to give a fairer
presentation, consistent with the current year's treatment,

Basis of accounting
The financial statements have been prepared under the historical cost basis of accounting. The going concern basis continues to be
adopted for the reasons explained in noteT.

Basis of consolidation

The consolidated profit and Ioss account and balance sheet include the financial statements of the Company and all its subsidiary
undentakings made up t¢ 20th September in each year, The results of any subsidiaries acquired are included from the date that conirol was
acquired. The results of any subsidiaries disposed of are included up to the date of disposal or loss of contrel, Intra-group sales, profits and
losses and intra-group balances outstanding at the year end are efiminated fully on consolidation.

Minority interests

Minority interests represent the share of the net assets, liabilities and financial results attributable to the interests of the minority
shareholders in subsidiaries which are not wholly owned by the Company or its subsidiaries. Minority interests share of subsidiary
companies' losses have been fully provided against.

Goodwill

Goodwill arises on the acquisition of a business and represents the excess of the fair value of consideration over the fair value of the net
assets acquired. Goodwill arising up to 30th September 1998 was written off on acquisition against reserves, Goodwiil arising from 1st
October 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 afia, all internat and external
costs incurred in patenting, developing manufacturing processes, manufacturing materials to be used in clinical trials, the cost of
conducting those trials, external studies, analysis and consultants, the cost of obtaining regulatory appravals and the cost of third party
licence fees.

The categorisation of internal costs as between research and development expenditure and administrative expenses has been revised
during the year ended 30th September 2004 to include within research and development costs certain indirect costs, such as the costs
of employees engaged in research and development not charged to a specific project and estatlishment and other expenses related to
research and development activities, which have previously been classified as administrative costs. The Group believes that this
broader definition of research and development expenditure more appropriately reflects the nature of the Group's activities and is more
comparable with practice elsewhere in the sector. The classification of these costs for 2003 has been restated on a comparable basis.
The effect of this restatement is 10 reclassify as research and development costs £3.2m (2003 £3.3m) previously categorised as
administrative expenses. There is no impact on the net Igss for the year.

Tangible fixed assets
Tangible fixed assets are stated at their purchase cost to the Group less depreciation. Depreciation is provided on a straight line basis
1o write off the cost of the tangible fixed assets over their estimated useful lives at the following rates:

Plant and machinery 26.00% - 33.3% per annum
Computer and office equipment 20% - 25% per annum
Motor vehicles 33.3% per annum

Assets under construction are classified separately and depreciated from the date they are brought into use at appropriate rates.

Finance leases

Finance leases are defined as those which transfer the majority of the risks and rewards of ownership to the Group/Company. Tangible
fixed assets include assets held under finance leases which are capitalised at their purchase cest with a corresponding amount treated
as a llabilty. 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 respect of operating leases are charged to the profit and loss account as incurred.

Fixed asset investments (including investments in subsidiaries)
Investments are stated at cost, but are written down 1o their net realisable or recoverable value if the Directors consider that there has
feen an impairment of their value.
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Stocks
Stocks are valued at the lower of cost and net reafisabie value. Cost is determined on a first in, first out basis.

Deferred taxation

Deferred tax is recognised, without discounting, in respect of all timing differences which have originated but not reversad by the
balance sheet date, except as otherwise required by FRS 19, at rates expected to apply when they reverse, based on current tax rates
and Jaw. Deferred tax assets are recognised to the extent that it is regarded as more likely than not that they will be recovered.

Pension costs
The Company makes defined contributions to money purchase pension schemes. Contributions are charged to the profit and loss
account on an accruals basis.

Foreign currency translation

Foreign currency transactions are wranslated into sterling at the rate prevailing at the date of the transaction. Assets and liabllities at the
year end are transfated into sterling at the rate prevailing at the bafance sheet date. The resuiting exchange differences are dealt with
in the profit and loss account.

Turnover
Turnover, which excludes value added tax, comprises:

Licensing and evaluation fees are recognised once it can be determined with reasonable certainty that such amounts wili be received
and that they are not returnable and are taken i turnover when the associated conditions are satisfied, pending which they are
treated as deferred income. Licence feas which are returnable if contractually specified conditions are not met are treated as
creditors until such conditions are fully satisfied.

- Development fees are recognised in the period in which the development work is undertaken for third party licensees under the
terms of licence agreements. Expenditure incurred in relation 1o development fees is treated as a cost of sale rather than classified
as research and development expenditure.

- Royalties are recognised in the pericd in which the sales by third parties that give rise to the royalties take place,
Product sales are recognised when the goods are despatched to customers.

- Turnover does not include that proportion of the royalty and revenue streams arising from the Group's products which is receivable
by Paul Capital Royalty Acquisition Fund under the transactions referred to in note 5.

Other operating income
Other operating income comprises income which falls outside the definition of turnover.
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for the year ended 30th September 2004

1. Basis of preparing the financial statements - going concern

The financial statements have been prepared on a going concern basis. This basis is supported by the cash flow projections of
the Group. The projections include receipt of significant milestone and similar income the Group anticipates will arise on the
commercialisation of its products and divestment proceeds arising from the potential disposai of assets. The Directors
recognise that the timing and amount of such receipts is uncertain and not guarantead and that as a result the Group's financial
position cannot be certain, However, the Directors have a reasonable expectation that the Group will have sufficient working
capital for the foreseeatle future and consequently believe that it is appropriate for the financial statements to be prepared on a
going concern basis. The financial statements do not contain any adjustments that weuld arise if the financial statements were
net 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 arnounts, to provige for further
liablities that might arise and to reclassify fixed assets and long term liagilities as current assets and liabilities.

2. Discontinued activities

On Bth February 2004 the Group completed the disposal of its subsidiary, Healthcare Education Services Limited. The results of
this business have been included in the Group's consolidated profit and loss account for the year ended 30th September 2003
and, up until the date of disposal, for the year ended 30th September 2004, as a discontinued activity,

On 15th April 2003 the Group completed the disposal of its kcodextrin manufacturing business to Baxter Healthcare Limited.
The results of this business have been included in the Group's consolidated profit and loss account, up until the date of
disposal, for the year endad 30th September 2003, as a discontinued activity.

3. Profit on divestments

18} An exceptional profit arose during the year on the sale of the Group's remaining helding of one million Cobra
Biomanufacturing Plc {"CBM"} shares at a price of £1.25 per share, generating net proceads, after expenses, of £1,231,000
and a profit for the Group of £755,000.

(b} The disposal of Healthcare Education Services Limited during the year gave rise to neither a profit nor a loss as the
consideration received in the form of shares in Bridgehead International Limited {"Bridgehead”) has a fair value in the balance
sheet equal to the net assets divested (see notes 30 and 33).

[c) The prcfit on divestments in the period ended 30th Septerber 2003 of £5,686,000 arose on the disposal of the lcodextrin
manufacturing business (£4,218,000) and on the sale of five milion CBM shares (£1,468,000}, full details of which were
disclosed in the Group's Annual Report for the year ended 30th September 2003,
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4. Segmental analysis by class of business

The analysis by class of busingss of the Graup's turnover, researcit and developrent expenditure, other expenses, othear
operating income, loss before taxation and net assets is set out below :

Segmental reporting - All activities

Research and Cither Other Loss before
2004 Turnover development expenses op_erating taxation Net assets
expendllurg incom
£000 [{ile, EQOD £E000 £000 EQQD
Jf Licensing and evaluation fees 2,738 - - - - -
r Development fees 1,558 - - - - -
[ Royelties 2,540 - - - - -
1 Product sales 602 - - - - -
[ Total pharmaceutical activities 7,438 (12,890) {6,753) 508 {10,665) 12,780 !
| Other activiies 456 (13) (728) - {240) 52|
]_ Total 7.894 (12,903) (7.481) 508 (10,905) 12,932 J
Research and Other Other Loss before
2003 Turnover development expens3es operating taxation Net assets
expenditure income
£000 £000 EO00 £000 E00D £000
[ Licensing and evaluation fees $33 - - - - -
[ Development fees - - - -
| Royalies 1977 - - -~ ]
Product sales 2.219 - - - -
L Tatal pharmaceutical activities 5,129 (14,169 6411 7.346 {2.358) 7,765
! Other activiies 1,401 (54} (1,895) - {472) {149) |
l_ Total 6.530 (14,223) (8,3086) 7.346 {2,830) 7.621 _)
Geographical segments
Turnover Turnover Loss before
2004 by destination by origin taxation Net assets
£000 E£QOOD EODO £000
[ Unied Kingdom 3,853 7,894 (+0.905) 12932 |
Narth America 222 - - -
[ Eurepe 3173 - - - }
| Restof the Workd 646 - - - ]
L Grouwp 7,894 7.894 {10,905) 12932 |
Turnover Turnover Loss before
2003 by destinaticn by on%in taxation Net assets
£00Q £000 £000 £000
[ United Kingdomn 1,776 5.530 (2.830) 7621 |
{ Morth America 1,103 - [
[ Europe 2,682 -]
t Rest of the Woild 969 - - J
[ Group 6,530 6,530 (2.830) 7621 |
Segmental reporting re Discantinued Activities
Other Loss before
2004 Turnover expenses taxation
£000 £QOD £
[ Other activiies 198 (352) i
| Total 198 {352) |
Cther Loss before
2003 Turnaver expenses taxation
£000 £000 £
I Product sales 1,602 Il
[ Total pharmaceutical activities 1,602 1.430) J
[ Other activities 1.202 1,495) ]
| Total 2,804 {2.925) (854,97 J
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4. Segmental analysis by class of business (continued)d)
Geographical segments re discontinued activities

2004 oy desinglion by Bﬂ%ﬁf

£000 £000
[ United Kingdom 131 198 |
‘ North America 38 - ‘
i Europe 52 - i
\ Rest of the World 23) - J
[ Growp 198 198 |

2003 by destiation o 3%@

EO0D £000
[ United Kingdom 925 2804 |
[ North America 882 -]
l Europe 72 - J
[ Restof the World 285 -]
| Group 2,804 2804 |

5. Other operating income

Other operating income comprises the refease to the consolidated profit and foss account of the remaining portion of monies received from
Paul Capital Royalty Acquisition Fund {"PCRAF") in earlier years and caried in the balance sheet either as deferred income, in order to match
its release with associated spending obligations, or, where there were no associated spending obligations, within creditors, pending the
satisfaction of a potential repayment condition.

Atotal of £22.5m was received from PCRAF under two transactions in 2007 and 2002 as a result of which PCRAF is entitied to receive untl
30th September 2010 a proportion of the royalties and revenue streams arising from Adept and Extraneal. As at 30th September 2004, the
amounts received from PCRAF have been released in full to the consolidated profit and loss account.

Whik the risk refating to that proportion of the future royalty and revenue streams receivable by PCRAF has effectively been transferred to
PCRAF, under certain specified circumstances (including change of control of M L Laberatories PLC, certain major corporate transactions, and
evenis of default material in the context of the PCRAF transaction) PCRAF has the right to require the Group to re-purchase PCRAF'S interests
in the royalty and revenue streams concerned for a consideration calculated to give PCRAF an agreed minimum rate of return,

6. Interest receivable and payable

(a} Interest receivable 2004 2003
£000 £0L30
{ Bank interest receivable 380 254 l
[ 390 254 |
(b) Interest payable 2004 2003
£000 £000
On bank overdraft - repayable within 5 years, not by instalments 4 2
On unsecured ioans 17 9
On finance leases 47 106

68 117 |
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1. Loss on ordinary activities before taxation

2004 2003
£0CO £000
Loss on ordinary activities before taxation is stated after charging:
Depreciation - tangible owned fixed assets 328 235
- langible fixed assets held under finance leases 439 840
Amortisation of intangible fixed assets 200 200
Auditors’ remuneration for:
- Audit (Company £20,000) {2003 £20,000) 45 3¢
Operating leases - hire of other assets 1 45
- hire of plant and machinery 20 7
- rental of premises 410 487
Loss on disposal of tangible fixed assets - 18
And after crediting:
Prafit on disposal of tangibie fixed assets 50 54

Remuneration of the Company's Auditors for provision of non-audit services to the Company and its subsidiary undertakings

was £747,000 (Z003 £108,000). This comprised fees in respect of taxation compiiance £27.000 (2003 £20,000} and

ransaction assistance fees £120,000 {2003 £88.000).

8. Taxation

The current year tax credit represents refundable R & D tax credits less withhoiding taxes suffered. There is no charge to

corporation tax during the year nor is there any provision required for deferred taxation. Accumuiated tax losses have rnot been

recognised as deferred tax assets as there is insufficient certainty as to their future recoverability.

As at 30th September 2004, the 1otal tax losses in Group companies amounted 10 £54m (2003 £53m). These losses are
available for offset against future profits in the companies concerned. subject 1o agreement with the Inland Revenue,

{a} Anatysis of credit in year 2004 2003
UK corporation tax £000 £000
R & D tax credit
Current year 1.414 518
Pricr years 629 {160}
Withholding taxes (189 124)
1,859 3¢ |
{b) Factors affecting the tax credit for the year £000 £000
Loss on ordinary activities before taxation 10,905 2,830 J
Loss on ordinary activities at 30% 3,271 849
Effects of
Adjustments to tax credit in respect of prior periods 629 (160)
Carry forward of tax losses (1.783) {1,545)
Other timing differences 15 27
Amortisation of goodwill (60) (60)
Expenses not deductable for tax purposes G (335)
Non taxable income arising on consolidation 226 785
Adjustrnent in respect of R & D tax credits (261) 797
Withholding taxes suffereg (184) (124)
1,859 234§
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9. Directors and employees 2004 2003
Restated
Number Number
Employees ]
Average weekly number of persons (including Directors)
employed by the Group during the year
Research and development 78 88
Administration and marketing 31 40
Production and educatjonal training 6 27
[ 115 155 |
2004 2003
£000 £000
Staff costs {for the above persons)
Wages and salaries 5.800 6,954
Social security costs 623 106
Other pension costs (note 28} 412 426
6,835 8.0% |
Directors’ Remuneration
Remuneration paid to the Directors of the holding company £000 £000
L Aggregate emoluments 1.004 §12 ‘
Contributions to money purchase pension schemes 119 135
L 1,123 1047 |
Emoluments payable to the highest paid Director £000 £000
l Aggregate emoluments 364 348
Contributions to money purchase pension scheme 48 46
1 412 394 |

5 Directors (2003 : 4) have benefits accruing under money purchase pension schemes.

No Director waived emoluments in respect of the year ended 30th September 2004 (2003 None).

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

2210 28.
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10. Intangible fixed assets

Goodwill relates to the research and development activities originally acquired by the Group on its acquisition of Cobra

Therapeutics Limited {"Cobra"j which were trarsferred inta the direct ownership of M L Laboratories PLC when Cobra left the

Group as a result of the flotation on AIM of Cobra Biomanufacturing PLC. Googwill continues to be amortised over the

remainder of the period of 20 years from the original date of the acquisiton of Cobra by the Group, this being the Directors'

estimate of its useful economic fife.

GROUP Goodwill
CQsT £E0DO
At 1st October 2003 4,000
‘ Additions - '
| At 30th September 2004 4,000 |
AGGREGATE AMORTISATION £000
At Tst Getober 2003 700
i Charge for the year 200 ’i
! At 30th September 2004 900 |
! Net book value at 30th September 2004 3,100
f Net baok value at 30th September 2063 3,300 :’
COMPANY Goodwill
CosT £0C0
At 1st October 2003 3,550
‘ Additions - _J
[ At 30th September 2004 3550 |
AGGREGATE AMORTISATION £000
At 1st October 2003 Z50
r Charge for the year 200
[ At 30th September 2004 450
| Net book value at 30th September 2004 3100 |
( Net book value at 30th September 2003 3,300 |
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11. Tangible fixed assets

Computer
Plant & & office Mator Assets under
Group machinery equipment vehicles construction Total
COST £000 £000 £000 EQO0 £000
At 1st October 2003 3,430 1.599 842 180 6.051
Additions 305 82 396 1,019 1.802
Disposal of subsidiary - {166) - - {126)
Disposals (68) - (250) - (318)
[ At 20th September 2004 3.667 1,515 988 1,199 7.369
DEPRECIATION
At st October 2003 2,501 1.235 431 - 4167
Charge for year 354 147 266 - 187
Disposal of subsidiary - {133) - - (133)
Disposals 68) - (222) - {290)
| At 30th September 2004 2,787 1,249 475 - 4,511
NET BOOK VALUE
[ At3oth September 2004 880 266 513 1,199 2,858
L At 30th September 2003 928 364 411 180 1,885

The net book value of tangible fixed assets includes £1,038,000 (2003 £959,000} in respect of assets held under finance feases.

Company

COST

At 1st October 2003 1.158 894 874 - 2.726

Additions 294 47 198 - 539

Transfer to subsidiaries - - (28) - {26)

Disposals (68) - (180) - (248)
|_ At 30th September 2004 1,384 941 666 - 2,991

DEPRECIATION

At 1st Cctober 2003 773 703 340 - 1.816

Charge for year 148 18 200 - 424

Transfer to subsidiaries - - {29) - {25)

Disposals {68) - (152) - (220)
[ At30th September 2004 853 779 363 - 1,995

NET BOOK VALUE

At 30th September 2004 531 162 303 - 996

At 30th Septermber 2003 385 9 334 - 910

The net ook value of tangible fixed assets includes £697,000 (2003 £611,000) in respect of assets held under finance leases.
12. Fixed asset investments

Group Investment
COST £000
\ At 15t Cetober 2003 477
‘ Disposal of CBM shares (see note 3(a)) 477)
investment in Bridgehead (see note 3(b) and note 30(a}) 250
| At 30th September 2004 250

The Group's investment in Bridgehead. an ungueoted company, represents 12% of its issued ordinary share capital.
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12. Fixed asset investments (continued)

Company Investments  Subsidiaries Total
CARRYING VALUE £000 £000 EO0O
At st October 2003 1.000 4,243 5,243
Disposal of CBM shares (see note 3(a)) (1.000) - 1.000)

Disposal of investment in subsidiary - (44) (44)

Impairment charges against carrying value of subsidiaries - 21) (21

Investment in Bridgehead (see note 3(b} and note 30} 250 250

! At 30th September 2004 250 4,178 4,428 |

Principal Country of Description Proportion Nature of

Subsidiary Companies Incorporation of Holding Held Business

%

Benest Engineering Limited England Ordinary Shares 75 Research, development
& commerciaiisation of
agronomic chemical
delivery systemns

Biofil Limited England Ordinary Shares 100 Research, development
& commegcialisation of
micrabiological water
purification systems

Bioinnovation Limited England Ordinary Shares 75 Research, development
& commercialisation of a
novel approach to
treatment of various
diseases. including
cancer

Innovata Biormed Limited Scotland Ordinary Shares 81 Research, development

Preference Shares 100 & commercialisation of
respiratory drug delivery
technologies

M.ATS. (UK) Limited Engiand Ordinary Shares 51 Applied surface science

Movement Control Systems Limited England Ordinary Shares 90 Developrnent and
commercialisation of
infant monitoring
systems

Traversall Limited England Ordinary Shares 100 Research, development

& commercialisation of
patient transfer systen .3

With the exceptions of Innovata Biomed Limited and M AT.S. (UK) Limited, the operations of the above subsidiaries
have been discontinued or substantially reduced in scale.

Investment
Bridgehead International Limited England Ordinary Shares 12 Consultancy services
13. Stocks
Group Company
2004 2003 2004 2003
E000 £000 £000 £000
| Raw materials & consumables 329 137 10 61
329 T37 TU

b'l_‘
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14. Debtors
Group Company

2004 2003 2004 2003

£000 £000 £000 £000
{a) Amounts falling due within one year:
Trade debtors 1,609 379 242 229
Other debtors 356 386 221 274
Corporation tax 2,561 1,479 1,656 682
Prepayments and accrued income 1,008 978 900 755

5,534 3,222 3,019 1,940
b} Amounts falling due after mare than one year: ]
Amounts owed by subsidiary undertakings - - 170 18

5,534 3.222 3,189 1,958 |
The amounts due from subsidiary undertakings are unsecured and interest free.
15. Current asset investments

2004 2003
Group & Company EQQD £000
Investrments quoted on a recognised stock exchange. at cost 39 39
Sale of current asset investment m -
Provision for impairment of value {38) (38)
At 301h September 2004 - v
Aggregate market value of quoted investments - 1 :l
Current asset investments include 2 holding of 2,177,400 shares (2003 1,451,600 shares, the increase resulting from a 3 for 2
stock split) in Enhance Biotech, inc, held at nil book value. These shares are traded on an “cver the counter bulletin board” in
the US. Trades in the three months prior ta the date of these financial statements have been at prices ranging between $2.40
and $1.70. However, the shares are extremely iliquid and the Group is currently restricted under US securities regulations from
disposing of these shares, on which basis the Directors have determined that no value should be attriuted to the investment at
this stage. Current asset investments also include 4,354 shares in Advance Media Training, Inc. received as a distribution from
Enhance Biotech, Inc. There is no public market for these shares and the Directors have determined that no value should be
attributed to this investment.
16. Cash and short term deposits
Cash and short term deposits of £10.868,000 (2002 £6.581.000) includes short term deposits amounting to £10,452,000
(2003 £6,244,000) including £500,000 held as security for an overdraft facility of that amount from Barclays Bank PLC.
17. Creditors
Group Company

2004 2003 2004 2003

£000 £000 £000 £000
{a) Amounts falling due within one year:
Bank overdraft - - - 13
Chligations under finance leases 310 - 28] 177 183
Unsecured loans 478 49 5 49
Trade creditors 2,640 2,639 1,332 1,598
Taxation and social security 220 218 166 161
Cither creditors 4,004 3,069 3 24
Accruals 1,360 1,278 775 750

9,012 7.534 2,458 2,818
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17. Creditors (continued}

Group Company
2004 2003 2004 2003
£000 £000 £000 £000
(b) Amounts falling due after more than one year:
Obligations under finance leases 322 228 210 129
Unsecured loans - 5 - 5
Amounts owed to subsidiary undertakings - - 201 201
[ 322 233 411 335
The Company has provided unlimited multilateral guarantees in respect of the bank gverdrafts of its subsidiaries, which
at 30th September 2004 amounted to £25,573,000 (2003 £22,318,000)
18. Deferred income
Deferred income at 30th September 2004 comprised ficensing fees received but not yet credited to the consolidated
profit and loss account, in accordance with our accounting policy on turnover. Deferred income at 30th September
2003 also included PCRAF monies not yet credited to other operating Income (see note 5).
2004 2003
£000 £000
Group
PCRAF balance outstanding - 508
Licensing fees not yet credited 673 307
[ 673 815 |
£000 £000
Company
PCRAF balance outstanding - 508
\_ Licensing fees not yet credited -
[ 508 |
19. Called-up share capital
2004 2003
£000 £000
Authorised
|_ 350,000,000 Ordinary Shares of 1p each 3,500 2,000 |
Allotted, called-up and fully paid
{_ 228,710,703 Crdinary Shares of 1p each {2003: 158,168,563 Ordinary Shares) 2,287 1,582 _l

Pursuant to the Rights Issue and Issue for Cash announced in the circular 1o shareholders dated 28th January 2004,
the following Ordinary Shares were issued for cash at 22p per share to raise working capital for the Group.

No.of Shares £000

Rights Issue 39,542,140 8,699

Issue for Cash 31,0C0,000 6,820

[ 70,542,140 15,519

Contingent rights to the allotrment of shares !

Under the M L Laberatories 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 30th September 2004 are as follows:
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19. Called-up share capital {continued)

Number of Subscription Exercise Expiry
shares Price Date Date
132,221 £1.68 04/09/98 04/09/05
71,2286 £3.69 23/07/99 23/CT/06
471,712 £2.27 06/01/00 06/01/07
1,854,625 £1.24 09/02/01 09/02/08
68,722 £1.19 18/03/01 18/03/08
640,508 £0.88 06/07/01 06/07/08
329,199 £1.06 08/03/02 08/03/29
3,574,213

Under the M L Laborateries PLC 1999 Executive Share Option Scheme, options which have been granted to Directors,
Executives and employees (o subscribe for Ordinary Shares and which remain unexercised as at 30th September 2004
are as follows:

Number of Subscription Exercise Expiry
shares Price Date Date
302,349 £1.39 20/08/02 20/08/08
286,202 £1.39 20/08/04 20/08/09
510,932 £1.40 10/11/03 10411110
3,582,673 £0.37 02/11/04 02/11/11
6,974.51C £0.15 17/04/06 17/04113
6.390.379 £C.19 19/04/07 19/04/14
18,047,045 ?

In accordance with the rules of both schemes, following the Rights Issue, an adjustment was applied to share options,
increasing the number of shares by 1.29% (rounded down to the nearest whole number) and reducing the subscription
price ty 1.28% {rounded up to the nearest whole penny).

Cetais of Directors' interests in Owdinary Shares of the Company are shown in the Directors’ Report on pages 18 10 21,
Details of Directors’ Share Options are shown in the Remuneration Report on pages 22 to 26,
20. Movements in capital and reserves and equity shareholders’ funds

The movements in capital and reserves during the year were as follows .

Share Share Merger Profit & Loss Equity

Capital Premium Reserve Account  Shareholders”

Account Furds

{a) Group £000 £000 £000 £000 £000

Al Tst October 2003 1,582 36,503 8,336 (38.800) 7,621

Loss for financial year - - - {9,046) {9.046)
Issue of ordinary share capital on Rights Issue

and Issue for cash 705 14,814 - - 15,519
Expenses paid in connection with the issue of

ordinary share capital - {1.162) - - {1,162)

At 30th September 2004 2,287 50,155 8,336 (47.846) 12,932 ]

Share Share Premium Special Merger Profit & Loss Equity

Capital Account Reserve Reserve Account  Shareholders’

Funds

(b) Company £000 £000 £000 £000 £000 EDOO

At Tst October 2003 1,682 36,503 4,049 8,336 {13,758) 36,714

Loss for financial year - - - - {5.787) (5,781)

Issue of ordinary share capital
on Rights Issue and Issue
for cash 705 14,814 - - - 15,519

Expenses paid in connection
with the issue of ordinary
share capital - (1,162) - - - (1,162)

At 30th September 2004 2,287 50,155 4,049 8,336 (19,537} 45,290 |

The special reserve was created in 1999 following a reduction of the share premium account. In the Group accounts,
the goodwill which had arisen on consolidation up 1o 30th September 1998 of £4,049,300 has been offset against the
special reserve rather than against the profit and loss account.
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21. Finance lease obligations and unsecured loans

Group Company
2004 2003 2004 2003
£000 £000 £600 £000
At 30th September 2004 the Group and Company
had obligaticns under finance leases as follows:
Payable within one year 310 287 177 183
Payable between one and two years 227 186 136 112
Payable between two and five years 95 42 74 17
632 509 387 312
Group Company
2004 2003 2004 2003
£000 £000 £000 £000
At 30th September 2004 the Group and Company
had obligations under unsecured loans as follows:
Payable within one year 478 4G 5 49
Payable between one and two years - 5 - 5
| 478 54 5 54|

22. Financial instruments

The Group has taken advantage of the exemption available under FRS13 in respect of short term debtors and creditors and
accordingly, where permitted by the FRS, details in respect of such debtors and creditors are excluded from the disclosures
dealt with in this note.

Primary financial instruments employed by the Group, other than short-term debtors and creditors, comprise cash, short term
deposits, unsecured loans, current asset investments and finance leases. The Group's activities involve some currency
exposure arising from the fact that certain royalties are calculated and paid in US dollars and that certain operating costs are
incurred in currencies other than sterling, principally US dollars. The Group's general poficy is to convert dollar revenues to
sterling when received and to convert sterling to foreign currencies at the transaction date, The Group does not trade in
financial instruments. The Group's policy during the year ended 30th September 2004 was to place the majority of its cash on
short term deposits with its bankers and to finance the purchase of tangible fixed assets through finance teases. where
possible, for cash flow purposes.

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

The interest rate profile of financial assets was : Floating rate financial assets and overdraft
Cash and current Short term
bank accounts bank deposits Total
£000 £000 £0C0
Currency
Sterling {105) 10,452 10,347
US dollars 521 - 521
At 30th September 2004 416 10,452 10,868 |
Currency
Sterling {59) 6,244 6,189
US dollars 403 - 403
Eurcs 11 - an
[ At30th September 2003 337 6,244 6581 |

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

The fair value of short term deposits approximates to the book value reported in the balance sheet because of the
short maturity dates of these deposits,
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22. Financial instruments (continued)

The interest rate profile of financial liahilities was : Financial liabilities

Fixed rate Floating rate
2004 2003 2004 2003
£000 £000 EO00 £00C
Sterling
Finance leases 632 509 -
Unsecured loans 478 54 -
( 1,110 563 - -
The weighted average interest rate on finance leases at 30th September 2004 was 5.5% (2003 8.8%).
Group Company
2004 2003 2004 2003
{Months) {Months) (Months}) {Months)
The weighted average period to maturity of finance leases was; 25 20 26 18

The weighted average interest rate on the unsecured loans at 30th September 2004 was 5.5% (2003 9.7%j) and the
period to maturity was 2 manths {2003 8 months).

The fair value of finance leases at 30th September 2004, calculated by discounting cash flows at prevailing interest
rates, was £704,000 (2003 £650,060}.

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

2004 2003

£000 £000

Sterling 6,695 1,513

Other currencies, principally US dolars 373 524

| 7,068 2,037

As at 30th September 2004 the Group had commitied undrawn overdraft facifities amounting to £500,000 {2003 £972,000).
23, Loss for the financial year

As permitted by Section 230 of the Companies Act 1885, the parent company's profit and loss account has not been
included in these financial statements. The parent company's loss for the financial year was £5,781,000 (2003
£2,457,000).

24. Loss per ordinary share

The calculation of basic earnings per share is based on the loss on ordinary activities after taxation and minority interests and
on 201,948,984 (2003 161,345,005) ordinary shares, being the weighted average, calculated on a time basis, of the number of
ordinary shares in issue. For this purpose the calculation of the number of ordinary shares in issue pricr to the Rights Issue and
Issue for Cash takes account of the notional bonus element arising on the Rights Issue and Issue for Cash from the difference
between the mid-market price on the last day on which shares were quoted cum-rights and the thecretical ex-rights price.
Earnings per share for comparative pericds have also been re-stated 1o take account of this notional bonus issue element.

The effect of dilutive share options outstanding and not yet excercised at 30th September 2004 would be to reduce the loss
per ordinary share.

25. Other financial commitments

At 30th September 2004 the Group had annual commitments under non-cancellable operating leases as follows:

Land & Land &

buildings QOther buildings Other

£000 £000 £000 £0C0

Expiring within one year 48 2 183 7
Expiring between one and two years 38 1 130 3
Expiring between two and five years 213° 11 38 6
Expiring in over five years 214 - 116" -

[ 513 14 467 16 |

.

Subject o a three year rent review

* Subject to a five year rent review
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26. Capital commitments

Group Company
2004 2003 2004 2003
£000 EODC £000 £000
Capital expenditure on tangible fixed
assets that had been contracted for
but has not been provided for in the
financial statements 1,400 B4 43

27. Contingent liabilities
Group & Campany

As explained in note 5, under agreements entered into in July 2007 and February 2002, in certain circumstances the Group
may be required to make payments 10 PCRAF to repurchase its interests in the royalty and revenue streams cancerned.

In June 2004 the Group commenced arbitration proceedings against Novex Limited in which it is seeking damages pursuant to
its claim that, inter alia, Novex failed to perform its obligations in respect of marketing Adept during 2000 and 2001. Novex has
fled a response seeking to dismiss the Group's claim with costs and making an unparticularised and unquantified counterclaim

which the Group has received 'egal advice it is in a strong position to defend,

As explained in note 17, the Company has provided unlimited multilateral guarantees in respect of the bank overdrafts of its

subsidiaries.

A milestone payment of £1.5m was received in the year to 30th September 2004 which, while taken to income as turnover in
accordance with our accounting palficy, is potentially repayable in the event of termination of the relevant ficensing agreement
through the breach thereof by the Group, insclvency of the Group, or as a result of actions within the Group’s control.

At 30th September 2004 there were no other contingent fiabilities other than thase arising from the ordinary course of business

in respect of which nc material losses are expected to arise.

28. Pensions

The Group operates defined contribution pension schemes comprising the M L Laboratories PLC Staff Non- Contributory
Pension Scheme and the M L Laboratories PLC Staff Contributory Pension Scheme, which is a Group Personal Plan
established with Scottish Equitable PLC. The assets of the schemes are held separately from those of the Group and are
independently administered. The pension cost charge represents contributions payable by the Group under the schemes and
amounted to £412,000 {2003 £426,000). Contributions totalling £43,000 (2003 £65,000) were payable at the year end.

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

2004 2003
Restated
£000 £000
Operating loss {11,982) (8.653)
Depreciation of tangible fixed assets 768 1.075
Amortisation of goodwill 200 200
Net profit on disposal of current asset investment ]
Net profit on disposal of tangible fixed assets (50) (35)
Decrease in stocks 408 41
(Increase)/decrease in debtors {1,307 3.883
Increase/(decrease) in creditors 1,304 (5.888)
Decrease in deferred income (142) (2,.040) J
Net cash outflow from operating activities (10,802) {11,277) J
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for the year ended 30th September 2004

30. Working capital and cash effect of disposal of Healthcare Education Services Limited

{a) Working capital effect £0u0
Tangible fixed assets 34
Cash 302
Debtors 114
Creditors _ (300}
r Net assets disposed of for shares in Bridgehead 150
Additional cash investment pursuant to sale agreement 100
|_ Fair value of investment in Bridgehead 250 J
{b) Cash effect
(: Cash included in net assets disposed of 302
Additional cash investment pursuant ta sale agreement 100
( 402 |
31. Reconciliation of net cash flow to movement in funds
2004 2003
£000 £000
Increase in cash in year 79 784
Movement in short term deposits 4,208 {3.504)
Movement in borrowings (154) 1.387 |
Change in Net Funds Resulting from Cash Flows 4,133 {1.333)
New finance leases {393) {208)
Movement in Net Funds 3,740 (1.£31)
Opening Net Funds 6,018 7,559
| Closing Net Funds 9,758 6018 |
32. Analysis of net funds
Other
Cash nen cash
2003 flow changes 2004
£000 £000 £000 £000
Cash at bank and in hand 337 74 - 416
Short term deposits 6,244 4,208 - 10,452
Unsecured loans (54) (424) {478)
Finance leases due within one year (281 136 (165) (310)
Finance leases due in more than one year (228) 134 (228) 322)
8,018 4,123 (203 9,758 |

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.

33. Related party transactions

Prior to the disposal of Healthcare Education Services Limited, detaits of which are set out in note 3, the Group acquired the
minority interest of 18.75% in that company which was owned by Dr. R.N. Boyes, a Director of M L Laboratories PLC, for a

consideration of £1.

The Directors have taken advantage of the exemption conferred by Financial Reporting Standard 8 not to disclose transactions

with other Group companies as they are eiiminated on consolidation.
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