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- non-pulmonary

Growing revenues —
from marketed products
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pulmonary

The growth driver —
the opportunities are breath-taking




To use the momentum of 2005 to generate growth
in 2006, there are a few more boxes we'd like to tick
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Why deliver drugs to the lungs?
In respiratory disease
* It delivers drugs to the site of action

For other conditions

* W's faster — with a rapid onset of action
compared to tablels or subcutaneous
injection.

= It's needle-free — using inhalation

s I¥'s simpler - compared to injections
or infravenous drugs.

» Potential greater bioavailability -
| more drug may be absorbed through
the lungs than through the gut.
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- resulting in fewer systemic side effacts.

devices rather than invasive procedures.

The maijority of freatments for asthma

and chronic obstructive pulmonary
disease {COPD) are delivered by inhalation
with many patients taking more than one
type of therapy. With over 17 million people
suffering from asthma in the US alone,
global markets are valued in excess of
$13 billion loday and ore forecast fo grow
to over $25 billion in 2010.*

In parallel, the COPD market, with
approximately 20 million sufferers in the
US, often under or misdiagnosed, is worth
just over $3 billion and is forecast to grow
to over $7 billion by 2010.*

The growth in these markets is being
driven by several trends including
improved diagnosis of asthma and CCPD,
the use of fixed combination therapy and
new treatments for COPD.

Inhaled fixed combination therapy is
the use of twe drugs in a fixed dose

~ The opportunities for growth are breath-taking

A substantial and growing market

combination in one inhaler in order
to gain optimail clinical benefits by
improving patient compliance and
exploiting improved efficacy. One
new combination product, Advair®/
Serefide® is now the 7th largest
pharmaceutical product with warldwide
sales of over $5 billion.** Fixed
combination therapy is forecast to
have a significant impact in both the
asthma and COPD secfors.

Unlike asthma, for which the treatment
options are extremely effective, COPD
responds relatively poorly to the same
medications. The COPD market is
therefore less developed but recently
infroduced treaiments such as Spiriva®
have boosted this sector and are driving
growth forecasts.

*Soutce: ING Financiol Markets, Asthma & COPD,
July 2004,
**source: GlaxoSmithiline, 3Q 2005 and 2004
annual results.




of approaches for different diseases.
Today, small molecuies are delivered
by inhalation both locally to the lungs
and systemically via the lungs.

Qver recent years, 1aking medicines by
inhalation has evolved fo include a variety

the future

Delivering more drugs by inhalation

With Exubera®, an inhaled insulin intended
to treqt diabetes being filed with the

US Food and Drug Administrafion {"FDA’),
it is likely that insulin will be the first
macromotecule delivered by inhalation.
{With 194 million diabetics globally in 2003,
forecast to reach 333 million by 2025,
there is already ¢ considerable markel,
with global sales in the diabetes category
of 514 billien, in 2004.%) Nebulised solutions
of dornase-alpha and fobramycin, both
used in the treatment of patients with cystic
fibrosis, have also entered the market.

Innovatg believes that in the future,
inhatation will be used to deliver g wide
range of small molecules such as
antibiotics and antivirals and farger
macromolecules such as antibodies and
interferon. Innovata dlso believes that

its infellectual property and technologies
will be the basis on which it will develap
novel therapies to the lungs and exploit
this potentially large market.

*Saurce: 5 G Cowen, Insulated Growth, January 2006.




+ Additional revenue
+ Formulation

06 | Innovata ple Annual Report 2005

Following the restructuring of

M L Laboratories in March 2005, the
Company’s new strategy was to focus
on its revenue generating pulmenary
product business. The acquisition

of Quadrant for £48.5 million was
identified as a significant step

in implementing this strategy.

Raj Uppal,

former Chief Executive Officer
Quadramt _

*From the outset we believed that our
two businesses would fit well together.
Quadrant was already providing
development support and formulations
services for two of the Group's pulmonary
drug programmes. The combined
business has greater critical mass and
a more credible base on which te build
a profitable and growing business.”




| Successful integration was enabled by rapid

~ decision making

Paul Ballington,

Director of Commercial Operations
“This newly formed company provides

G synergy of produd offerings which |
believe gives Innovata a unique position
when pitching for business with potential
new partners.”

Colin Dalfon,

Corporate Development Director
“"Considering how much change resulted
from the M L Laboratories’ restructuring
and how challenging it was for some staff,
it is a major achievernent that we have

a significant number of people operating
very effectively. It is not simple 1o integrote
under these circumstances and we must
remain an aliractive organisation fo work
for. People have stopped thinking that they
are part of M L Laboratories or Innovata
Biomed or Quadrant and now think of being
part of a new organisation; a new business
which they are themselves creating.”

Terence Chadwick,

Research & Development Director

“The integration has gone well. It was
helped by having a vision for the enlarged
company that was easy to communicate
1o staff. M | Laboratories and Quadrant
were complementary in terms of skills,
knowledge and competences and so

it was easy to create an organisational
structure reflecting the business needs,
with departmenis that had clear
responsibilities and accountabilifies

and ta populate these depariments with
minimal disruption fo the people involved.”

innovata ple Annucl Report 2005 | 07
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~ We will benefit from offering broad pulmonary
 capabilities to the marketplace

mmﬂ

Clickhaler product with salbutamal,
used fo treat mild, infermittent asthma.

Salbutamal is a short-acting beto-2
agonist for the quick relief of asthma
symptoms.

Asmasal is marketed by UCB in UK,
France and Ireland.

Clickhaler preduct with beclomethasone
used for the longer term control of
mild asthma.

Beclomethasone is an inhcled steroid
and is used as standard preventative
therapy for asthma.

Asmabec is marketed by UCB in UK,
France and Ireland.

. Budesonide Clickhaler®

Innovata receives royaliies and/or product
margin on these Clickhaler product sales
and continues to search for licensees

for Clickhaler products in other European
countries and worldwide.

Clickhaler product with budesonide
used for the longer term control of mild,
intermittent asthma.

Budesonide is an inhaled steroid
and is used as standard prevehiative
therapy for asthma,

It is marketed by Merck Respiratory [the
respiratory unit of Merck KGaA} in a first
European country.

Clickhaler product with formoterol used
for the longer term control of moderate
to severe persistent asthma.

Formoterol is & long-acting beta-2
agonist which has a fast onset of action
and longer duration than the shorler-
acting beta-2 agonists, benefiting
patients with more severe symploms.

It is marketed by Merck Respiratory
{the respiratory unit of Merck KGaA)
in g first European country.

Clickhaler product with Otsuka’s asthma
freatment, Meplin {procaterol) used
to treat mild, intermittent asthma.

Meptin is a short-acting beta-2 agonist
for the quick relief of asthma symptoms.

Otsuka markets Meptin in Japan.

08 | innovgto pke Annyal Report 2005




in the pipeline

i Clickhaler®

H and Formoterol
Clickhgler 1o treat
asthma

Clickhaler with
budenoside 10 freat
asthma

{ Clickhaler®

Duohaler with
urdisclosed fixed dose
combinations to treat
asthma

Duohaler®

i tnhaled insulin Ropid aciing insulin
i in DP} format to treat

diabetes

Extended-release
formutation of iioprost
for yse in DPI

i Ventavis®

Budesonide Clickhaler®

and Formoterol Clickhaler®

Further European Union approvais are
being sought for these Clickhaler producis.

Clickhaler® with budesonide

An undisciosed lapanese pharmaceufical
company is developing the Clickhaler with
budesonide for the treaiment of asthma.

Duohaler®

Innovata is developing the Duchaler with
two different combinations of established
respiratory drugs for an undisclosed leading
European pharmaceufical company.

Budesonide Clickhaler

QDose Limited, @ company owned egually
by Innovata and MicroDose Technologies
Inc, is developing a rapid acting inhaled
insulin product for the frectment of diabetes.
Innevata is developing the formulation
and filling method and MicroDose

is developing the device.

""""" TPhasell | Phase il ; Regulatory | Marketed |
i opproval |
Merck Respiratory :
Undisclosed Japan
Undisclosed Europe
Unpartnered Undisciosed
CoTherix Inc Undisclosed
Inhaled insulin Ventavis®

Innovata has a collaborative research and
development agreement with CoTherix Inc
to develop an extended-release
formulation of CoTherix’s iloprost inhalation
product, Ventavis is for the treatment

of pulmonary hypertension. (nnovata is
reformulating the active pharmaceutical
ingredient inte a dry powder format with
controlled release properties.

Innovata ple Annual Report 2005 | o9
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Solid, reliable growth with our non-pulmonary business

non-pulmonary

portfolio

Adepf@

A solution used during surgery to prevent
post surgical adhesions, a frequent
complication following gynaecological
and other abdominal surgery and
which is acknowledged as a major
surgical problem.

Baxter has a global licence for Adept.

Following completfion of Phase [l tricls,
the pre-market approval for Adept
was accepted for filing by the FDA

in May 2005.

Innovata receives royalfies on
product sales.

Additional value obtained from
intellectual property estate

Further value is derived from Innovata’s
intellectual property from licensing its
technologies for the development of non-
pulmonary produdis. Three examples

of products being developed using
Innovata’s lechnologies are as follows:

: Vaccine delivery

: ADVATE®

A peritoneal dialysis solution containing
icodexdrin for the treatment of renai
failure patients; over 15,000 patients
worldwide cre using the solution on

d daily basis.

Baxter markets Extraneal worldwide.

Innovata receives royalties on
praduct sales.

A broad-based patent licence was
entered into with GlaxeSmithKline {*G5K”),
which permits G5K to use Innovaia’s
formulation and delivery patents for
DNA vaccines defivered onilo, into and
across the skin. Innovata will receive
payments based on the completion

of development mileslones achieved
and royatties on fulure product sales.
PowderMed Limited, a company that is
developing prophylactic and therapeutic
vaccines, has subsequently faken o
sub-licence from GSK io use these
licensed patents within certain fields.
Milestone and royally payments will
also be due fo Innovata from
PowderMed upon the successful
development and commercialisation

of its vaccine products.

Baxter is licensed to use Innovata’s
slabilisation patents for the serum-free
formulation of Factor Vi {a cornplex
protein which qids blood clofting) for
the treciment of haemophilia A.

Baxter markets ADVATE worldwide
and 2005 sales are estimated by Baxter
to be over $600 million.

Innovata receives royalties on
product sales.

Fibrocaps

Profibrix BV is licensed to use Innovata’s
patents for the development of
Fibrocaps, a novel dry powder tissue
sealant that stops acute and severe
bleeding after frauma injury or eleciive
surgery. Innovata also entered info a
development agreement with Profibrix
1o develop Fibrocaps, o mixture of
fibrinogen and thrombin, in a unigue
dry powder formulation.

L] l Innovata pic Annual Report 2005
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It has been an eventful year for this
Company.

On 2 March 2005 Kieran Murphy and | were
appointed o the Board of M 1 Laboratories
PLC and Stuart Sim resigned as a Director
and Executive Chairman.

On 6 April 2005 Fred Hallsworth was
appointed as a Non-Executive Director and
Chairman of the Audit Commiffee. Fred had
been senior client service partner of Delaitie,
Scotland, uniil January 2005 and has

25 years’ experience in the accounting
profession.

On 25 April 2005 we announced the
restructuring and consolidation of the
Group 1o focus on the respiratory business,
reduce costs and improve efficiency.

This entailed the closure of the Warringien,
Liverpool, Blaby, Keele and Tewkesbury sites,
a loss of 65 jobs and the divestment

of Devacade®, the gene therapy products,
the MATS business and the UCOE gene
expression technology.

On 16 May 2005 we announced further
changes to the Board: Professor Dayan,

Dr Medinger, Professor Davies and Dr Boyes
resigned, and Drs Foden and Fromson
were gppointed. | am very grateful fo these

|E| Innovata pic Annual Report 2005

outgoing members of the Beard for their
contributions over many years,

Dr Susan Foden, who has been appointed
as Chairman of the Remuneration
Committee, brings significant experience
of pharmaceutical patenting and licensing,
having been Chief Executive of both Cancer
Research Campaign Technology Limited
and Cancer Research Ventures. Dr John
Fromson, who has been appointed as
Chairman of the Nomination and Corporate
Governance Committee, has over 30 years'
experience in the pharmaceutical industry
and in particular in the development

of new drugs.

The Board felt it appropriate to review the
Company’s advisers, consequently Code
Securilies was appointed as financial
adviser/broker, Jones Day as solicilors
and Financial Dynamics for financial press
relations. After o competifive tendeting
process, Deloitte & Touche LLP were
appointed Auditors.

A month later, on 16 June 2005 we
cnnounced the proposed acquisition

of Quadrant Technologies Limited, the
acquisition of the outstanding minority
interest in Innovata Biomed Limited and
the proposed change in the name of the
Group to Innovata plc. These proposals
were subject to shareholder approval and
to the success of a Vendor Placing and
Piacing and Open Offer of 137,499,998
Ordinary Shares at 19p per share.
Following the publication of a prospectus
on 1 July 2005, these transactions were
successfully completed following an
EGM on 14 July 2005.

The acquisition of Quadrant strengthened
the Group’s focus and experfise in the
pulmonary delivery of drugs and provided
a cash flow from royalty streams. It also
enabled us to complete the consolidation
of our operations by closing the St Albans
site so that, with the exceplion of a small

site in Farnham which will close in 2006,
all staff are now located in a single facility
in Noffingham. The acquisifion also
brought further changes to the Baard:

Paul Ballington stood down to allow him fo
focus on his role as Director of Commercial
Operations; Drs Dalton and Chadwick
were appoinled as Executive Directors

and Raj Uppat as a Non-Executive Director.

in addition to these acfions the Group has
reviewed and sirengthened its corporate
relationships with its collaborators and this
is discussed in more detail in the Chief
Execufive Officer’s strategic overview.

Innovata presents a fundamentally different
new business proposition: it is focused on
pulmonary drug defivery, with sirong royalty
flows fram pharmaceutical companies;

it has an appropriate cost base and robust
corporate governance.

This amount of change would not have
been possible without the co-operation
of our staff; | thank them for their support
during this challenging period and their
on-going dedication fo innovata,

Equally critical in this period were our
institutional shareholders who encouraged
us 1o toke up this challenge ond who
backed the proposed changes by
overwhelmingly supporting the July
fundraising, for which we thank them.

CaAN
—

ian Kent, Chairman



Chlef Execuhve Offucer s strategic overview
A powerful new force in pulmonary product development

2005 was a turnaround year for this
Company. The restructuring of M L
Laboratorigs was executed in an intense
period from March to July, during which
tfime we also acquired Quadrant and
successfully undertook a fundraising

to particlly finance the acquisifion.

The integration of Quadrant and the
relocation of several teams to the new
headquarters to create an effective
organisation were completed by September.
Despite the inevitable upheaval, we have
combined the strengths of both companies
and created g foundation on which fo
build a grect comparty. The synergies from
bringing together the skill sets of drug
formulation, project management, clinical
development, regulatory affairs, quality
and manyfacturing under one rocf are
already visible.

Unlike many biotech companies, we have
a strong revenue base from marketed
producis, including ADVATE® and Extraneal®,
both morketed globally by Baxter and
enjoying continued growth, We were
pleased 1o announce in recent days

a further deal with Baxter for the global
marketing of Adept®, for which we expect
to gain approval from the US Food

and Drug Administration during 2006.

The continuing success of Clickhaler®
products, which have gained marketing
authorisations in Europe and Japan,
demonstrates our capacity to fully develop
and industrialise devices and producis.
We were delighted fo announce the launch
of Budesonide and Formaterol Clickhalers
in Europe in September 2005 and confirm
our pariner as Merck KGoA who also
announced the establishment of a new
international respiratory medicines
business unit. We are also enjoying
growth in the sales of Clickhaler in Japan
where it is marketed by Otsuka.

We understand that our success depends
on creating alliances with pharmaceutical
companies with the marketing infrastructure
fo promote and deliver products to patients
or consumers. The signing of a second
Duohaler® deal with our European
pharmaceutical partner demonstrates our
ability 1o build relationships, deliver value
and gain the confidence of key collaborators.

We will continue to explore the further use
of our dry powder inhalers ("DPis"] and
intellectual property for other respiratory
conditions and for the delivery of systemic
drugs by the pulmanary route, including
insulin which is part of our joint venture
with MicroDose Technologies Inc, the US
based device company. We will be actively
seeking new partners for our inhaled insulin
programme over the coming months.

We have signalled our intent to acquire
and integrate complementary businesses,
products and technologies and we will
continue fo evaluate further opporiunities
in the year ahead.

For the finoncial year ending 30 September
2006, we are pleased to report progress
on several fronts, The conclusion of an
agreemenit for Adepl, the second Duohaler
agreement, the restructuring of our
relationship with Bristoi-Myers Squibb

on insulin and Baxler's confidence on

the prospects for ADVATE have helped

to gef the Company off to a streng start,
We remain confident in the outlook for the
business particularly given the prospects
for further approvals for the Clickhaler

in Europe, the Yiggering of Duchaler
milestones and the potential approval

of Adept by the FDA. The Executive
Management team will coniinue to focus
on growing revenues and margins, with
an emphasis on the execution of well
developed strategies and cost control.

We are fortunate to work with outstanding
legal and financial advisers who have
helped us greatly over the past year and |
would like 1o lake this opportunity to thank
thern for their efforts. Finally, the intensity
of purpose demonstrated by the emerging
team at Innovata gives me great
confidence as we plan for future success
and sustainable growth and | am
extremely grateful to everyone for their
energy, creativity and commitment fo the
Company over the past year.

K Py

Kieran Murphy, Chief Executive Officer
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Board of Directors The Board comprises an Executive
- Chairman, four Non-Executive Directors and four

- Executive Directors

Details of the four
Executive Directors
may be found

on page 5 which
also explains

the composition

of the Executive
Management team.

01 lan Kent {61}, Chairman

lan Kent joined the Company as Chairman
in March 2005. He brings significant
experience in the life sciences sector
having been Chairman and Non-Executive
Director of a number of successful public
and private companies. He is currently
Chairman of three privalely held biotech
companies, Argenta Discovery Limited,
Intercytex Group plc and Plramed Limited
and also Chairman of LGC Group Holdings
ple. He was a founder and Chairman

of Ardana Biosciences Limited of which

he is now a Non-Executive Director

and a founder and Chairman of Imutran.
His previous Non-Executive appoiniments
include Vernalis plc, Biofocus ple, Adprotech
Limited and Roslin Biomed timited.

02 Dr Susan Feden MA, DPhil (52)
Non-Executive Director

Susan Foden joined the Board in May 2005
as a Non-Executive Director and Chair of
the Rermnuneration Committee. She holds

o number of Non-Executive Directorships
with both public and private companies
and public funding bodies in the biotech
and heaithcare field. She was an Investor
Director with venture capital firm Merlin
Biosciences Limifed, Chief Execufive Officer
of the technology fransfer company, Cancer
Research Campaign Technology Limited,
Cancer Research Ventures and headed
up the academic liaison function at Celltech
Limited. She studied biochemistry af the
University of Oxford from where she
obtained an MA and DPhil.

E] Innovata ple Annual Report 2005

03 Or John Fromson BSc, PhD (63}
Non-Executive Director

Jobn Fromson joined the Board in May
2005 as a Non-Executive Director and
Chair of the Noeminations and Corporate
Governance Committee. He has over

30 years of experience in multinational
pharmaceutical and bictechnalogy
companies which included the development
of three maior products: Novaldex®,
Claforan® and Frovatriptan®, He was
formerly Executive Chairman of Ultrafine
Limited which he restructured and sold to
Sigma-aAldrich inc in 2004. Prior fo Ulirafine,
he was Chief Scientific Officer at DevCo
Limited and prior to DevCo, Vice President
Pre-Clinical Development at Vanguard
Medica. He now runs a healthcare
consultancy focusing on due diligence
and strategic planning for venture capital
and technology tfransfer companies,
including Innoven Partenaires, ane of

the largest technology VC funds in France.

04 Fred Hallsworth BAcc, CA [52)
Non-Executive Director

fred Hallsworth joined the Board in

April 2005 as a Non-Executive Director,
Chair of the Audit Committee and Senior
Independent Director. He has held a
number of senior management positions
including Managing Partner of Andersen
Cambridge and Scotland and latterly
Senior Client Service Partner and Head of
TMT for Deloifte Scotiand until his retirement
in January 2005. He is currently a Non-
Executive Diredtor of Scottish Enterprise,
Infinite Data Storage Group ple, The

Scoftish Institute for Enterprise and

The Kelvin Institute. He has advised a
number of technology and life sciences
companies including Inveresk Research
Group Inc. and Quedrant during its initial
start-up fundraising.

05 Rajan Uppal ACA {43)

Non-Executive Director

Raj Uppal was Chief Executive Officer of
Quadrant Technologies limited and is now
a Non-Executive Director of nnovata ple.
He was previously a Senior Vice President
within the Drug Delivery division of Elan
Corporalion ple ["Elan” when he led the
management buy out of the Quadrart
business frorn Elan in July 2003. He joined
Eian in 2000 when it acquired Quadrant
Heailthcare ple, where he was Chief
Financial Officer and had undertaken its
flotation on the London Stock Exchange.
After qualifying as an accountant in 1986,
he started his career in industry in 1989

as the Chief Financial Officer of o European
printing and packaging group, Ferry
Pickering Group plc, where he carried out
its successful disposal. He is also a Non-
Executive Director of Oxford Biomedica ple,
which specialises in the development

of novel gene-based therapeutics.



Execuﬂve Management team The day-fo-day operoﬂons
- of the Company are managed by Innovata’s Executive
N\onogemen’r team

The Executive
Management team
comptises the four
Executive Direclors
{Kieran Murphy,

Peter Shernan, Terence
Chadwick

and Ccelin Dalton)

and Paul Ballington.

06 Kieran Murphy MSc (42)

Chief Executive Officer

Kieran Murphy joined the Company

as Chief Executive Officer in March 2005
with over 15 years of experience in the life
sciences sector. He was previously Chief
Execufive of Adprotech Umited, o privately-
owned UK biolech company, acquired

by Inflazyme Pharmaceuticals Inc in 2004.
Prior fo Adprotech he was Chief Executive
Officer of Novartis Animal Vaccines where
he led a merger and acquisitions strategy
to build a food animal vaccines business.
Prior 1o that he was Chief Executive of
Vericore Holdings Limited which he
restructured ond sold to Novartis AG in
2000. Before Vericore, he spent six years
at Maliinckrodt where he held a variety of
senior management positions and latterly
served as Mandaging Director for the UK
and ireland businesses. He started his
career in the sector working in sales

and marketing positions at Janssen UK

07 Peter Shennan BA, FCA, MSI (55)
Finance Director

Peter Shennan joined the Company

as Finance Director in 1997 from Coopers
& lybrand. He quuaiified as o chartered
accountant in 1977 and is a Member

of the Securities Institute.

08 Dr Terence Chadwick BSc, MB, ChB,
MRCP, MFPM (55)

Research & Development Director
Terence Chadwick joined Quadrant
Healthcare ple in 1998 as the Board
Director responsible for Research and
Development. Following the acquisition

of Quadrant by Elan Corporation in 2000,
he was appointed Vice President for
Research and Development at Eian Drug
Delivery tid. In 2003 he took part ina
management buy out which led to the
formation of Quadrant Technologies Limited.
Following Quadrants acquisition by

M L Laboratories in July 2005, he was
appointed Research and Development
Director af Innovaia pic.

He has over 23 years of experience in the
pharmaceutical and biotechnology sector
and has held senior international posis

in research and development in Novo
Nordisk {UK and Copenhagen), Fisons plc
and Rhone-Poulenc Rerer [Paris and
Philadelphial. He has extensive experience
of developing producls in q variety of
therapautic areas including diabetes,
endocrinology, respiratory, cardiovascular,
central nervous system and cllergy.

He frained as a physician in the UK,
obtained honours degrees in Medical
Microbiology and Medicine and is g
Member of the Royal College of Physicians
and the Faculty of Pharmaceutical
Medicine, He worked in hospital-based
infernal medicine and endocrinology

for seven years before joining the
pharmaceutical industry.

09 Dr Colin Dalton BTech {Hons), PhD (55)
Corporate Development Director

Colin Dalton rejoined Guadrant in 2005
as Corporate Development Director and
continues in this role with Innovata pic.

For five years prior 1o Quadrant, he was
Director of Business Development at GSK

Biologicals where he managed a group
responsible for licensing new producis
and technologies, collaborations and
alliances. He previously worked in business
development at Quadrant Healthcare plc
and British Sugar plc and was a senior
consultant in the biolechnology practice

at PA Consulting. He starfed his career

as a fermeniation scientist at BP Co Lid.
He trained as an applied biologist af Brunet
University and obtained @ PhD in 1977

al Leicester University.

10 Paul Ballington BSc (51)

Director of Commercial Operations
Paul Ballington joined the Company

in 1994, became Managing Director

of Inncvata Biomed in 1999 and was
appointed Director of Commercial
Operdtions af innovata plc in July 2005.
Prior to joining the Company, he held a
number of divisional management and
business development positions at Abbott
Laboratories inc. He previously worked

in a commercial capacity for Baxter
Healthcare and Schering AG. He sfarfed
his career working for Forest Laboratories
in regulatory affairs and medical
information and hos o degree

in biochemistry from UMIST.

inngvatya plc Annual Report 2005 EI



M L Laboratories

At the start of the financial year, M L Labioratories’ business was
organised into two principal operations: M L Pharmaceuticals and
Innovata Biomed.

M L Pharmaceuticals wos o pharmaceutice) product development
business with a frack record of successful clinical development,
regulatory approval and ficensing of pharmaceutical products and
a development pipeline targeled at specialist markets. lis activities
were supported by revenue streams from products which had
been successfully developed and licensed to other pharmaceutical
companies. Innovata Biomed provided inhalafion drug delivery
technology to the pharmaceutical industry. Licence agreements
generated developrnent fees, milestone and royalty income which
supported the business’s ongoing development programmes.

Both businesses operated gs disfinct divisions with their own
research, clinical development and business development
capabilifies supporfed by a centralised provision of regulatory affairs,
intellectual property management, finance and administration.
Innovata Biomed operated out of its premises in St Albans

and Tewkesbury and M L Laboratories operated out of five sites

in Warrington, Liverpool, Blaby, Keele and Farnham.

On 2 March 2005 the Board of M L Laboratories replaced its
Executive Chairman, Stuart Sim, with lan Kent and Kieran Murphy,
as Chairman ond Chief Executive Officer respeciively.

Following their appoiniment, as part of a strategic review to
reduce costs and improve efficiency, it was decided to consolidate
M L Laboralories’ operations at one site in 5t Albans, the then
headquarters of Innovafa Biomed. This activity involved the closure
of five sites at Warrington, Liverpoc|, Blaby, Keele and Tewkesbury
with one further site in Farnham due to close in 2006. it also
involved the loss of 65 jobs and resulted in the Company having
approximately 50 employees, the majority of whom were based
at St Albans.

The restruciuring signalled the intent 16 place greater focus on

M L Laboratories’ respiratory business, building on the successiul
collaborations aiready in place to exploit further the Jarge and
growing market for pulmonary products.

Quadrant

Quadrant Technologies Limited was a privately owned company
based in Notlingham, which provided specialist drug formulafion
and stabifisation technologies to biotechnology and pharmaceutical
companies with an emphasis on dry powder delivery to the lungs.
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On 16 June 2005, as part of its strategic focus on respiratory/
pulmonary product development, the Board of M L Laboratories
agreed ferms for its acquisition of Quadrani Technologies Limited
for £48.5m (£29m by the issue of new M L Laboratories shares
and £19.5m from the proceeds of a Vendor Placing and Placing
and Open Offer). The Boord ogreed terms to acquire an
outstanding minority interest in Innovata Biomed, which was owned
by a former Direclor of the Company, for £1.9m. The Board also
announced the change of the Company’s name to Innovatg pic,

On 14 July 2005, at an Extraordinary General Meeting, the Quadrant
and Innovata Biomed acquisitions and change in Company name
were approved.

The Company then moved its headquarters 1o Quadrant's premises
in Noftingham and closed its St Albans site, giving the Company
a combined headcount of 90.

Disposal of non core assefs
Following the strategic decision to focus on pulmonary products,
non core assets were or are being disposed of in the following way:

Alpharen™: negotiations are angoing for the return of rights

to this project to its founder, Ineos.

Gene therapy CTL 102: the current studies in prostale cancer
{Phase Ii and prosthesis repair [Phase /1) are being completed
with the intenfion of out-licensing the programmes.

Gene therapy CTL 901: it is intended that the righis 1o this
programme will be out-licensed in the future.

UCOE gene expression technology: has been sold fo
Celliance Corporation.

Devacade®: the rights are being returned to Panos Therapeutics,
its founding company.

Dexemel®: the rights to the programme have been out-licensed
to Baxter as part of the Adept® deal fo Baxter.

The new business: Innovata plc

Following the disposal of non core projects, the combined pipeline
of the Innovata Group comprises 13 marketed and revenue
generaiing products and clinical stage products, treating bath
respiratory and non-respiratory conditions.



Revenue generating - marketed products

There are eight marketed and revenue generating producls which
provided income to Innovata in 2005.

Asmasai® and Asmabec®

Two Clickhaler products containing salbutamol and beclomethasone,

for the treqirnent of asthma and marketed by UCB in UK, Fronce
and lreland.

Budesonide Clickhaler® and Formoterol Clickhaler®

Two further Clickhaler products, the Budesonide Clickhaler and the
Formoterol Clickhaier, for the treatment of asthma and marketed
by Merck Respiratory fthe respiratory unit of Merck KGaA] in Europe.

Meptin™ dickhaler

A fifth Clickhaler product for the delivery of Otsuka’s asthma
treatment, Meptin {procaterol), which is marketed in Japan
by Otsuka.

Innovala receives royalties and/or product margin on these
Clickhaler product sales and continues o search for licensees for
Clickhaler praducts in other European countries and worldwide.

Adept®

Adept is a solution used during surgery to prevent post surgical
adhesions, a frequent complication following gynaecological and
other abdominal surgery and which is acknowledged as a major
surgicol problem. In 2001, Shire was granted pan-European
marketing rights 1o Adept which it subsequently launched

in 19 countries. This agreement terminated af the end of

2005 and Innovata has licensed Adept, on a global basis,

1o Baxter.

Following completion of Phase il trials in the US, the pre-market
approval for Adept was accepted for filing by the FDA in May 2005.

Extraneal®

Extranea is ¢ peritoneal dialysis solution contgining icodextrin,
licensed to Baxter in 1996 and which Baxter now markets
worldwide. Baxter is currently negofiafing the reimbursement price
for Extraneal with the US authorities and Innovata believes that the
successiul negotiotion will result in a significant increase in sales
from the US market. Innovata receives a royalty on the sales

of Extraneal in Europe which will cease in 2006. Royalties

on sales in US, Japan and the rest of the world will continue.

ADVATE®

In 2000, Baxter was granted exclusive and non-exclusive
worldwide rights to use Quadrant’s stabilisation patents and has
utilised the fechnology in its serum-free recombinant Factor VI,
ADVATE. ADVATE is indicated for the treatment of haemophilia A
and is marketed by Baxter worldwide. [nnovata receives royaliies
on sales of ADVATE.

Innovata ple Annual Report 2005 I:ﬂ




Business review continued

Clickhaler® with budesonide for Japan

In 2004 an exclusive agreement was signed with a Japanese
pharmaceutical company for the marketing rights to the Clickhaler
for use with budescnide in Japan. Under the agreement, innovata
supplies the device on commercial terms, will receive milestone
payments based on fis successful clinical and regulatery
development and royalty payments on future sales. The Japanese
pharmaceutical company will undertake the ciinical development
of the Clickhaler with budesonide and it is anticipated that Phase il
tricls will start in 2006. Innovata will assist the lapanese company
to obtain regulatory approval for this product.

Duohaler®

In 2004 an exclusive agreament was signed with a leading
Eurcpean pharmaceutical company for the marketing and
distribution of @ combination of two established respiratory
drugs in the Duchaler, in European and other specified countries
[but excluding the US and Japan). During 2005 Innovata worked
on the formulation development and scale-up for clinical trials
and also pilot seale produciion of the Duchaler. Industrial scale-
up for commercial quantifies is planned for 2006. It is hoped
that the Duohaler will enter clinical trials in 2006. tn 2005,

a second agreement was signed with the same European
pharmaceutical company for the development of a further Duchaler
product, also combining two established respiratory drugs for
combination therapy.
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inhaled insulin

QDose Limited, a company formed in 1999 and equally owned
by innovata ple and MicraDose Technologies Ing, is developing

a rapidly acting inhaled insulin product for the treatment of
diabetes. in 2003 QDose entered into a licence, collaborafion
and development agreement with Bristol-Myers Squibb for the
exclusive rights to the DPI product for rapid acting insulin. During
2005 the formulation was scaled-up and fransferred 1o a GMP
facility for the monufacture of dlinical supplies fio enable clinical
trials to commence in 2006) and a filling process for low volume
doses was dlso idenfified and optimised. Brislol-Myers Squibb
funded the development of this project until 2005 when it returned
the rights 1o QDose as part of a restructuring of the agreement.
QDose will be seeking a new licensing partner in 2006.

Ventavis®

In 2004 a collaborative research and development agreement
was signed with CoTherix In¢ to develop an extended-release
formulation of CoTherixs iloprost inhalation product Ventavis,
for the treatment of pulmonary hypertension. Under the terms
of the agreement, CoTherix will have the right to market the
second generation Ventavis in the US and Innovata is to receive
development milesfones and royalties on any future sales.
Innovata is reformulaling the aclive pharmaceutical ingredient
into a dry powder format with controlled release properties,
making the treatment quicker and easier to use and one that
requires reduced frequency. During 2005, pre-clinical work was
undertaken on the formulation in support of @ Phase | trial which
is due fo commence in 2006.

Vaccine delivery

In 2003 a broad-based patent licence was entered into with
GlaxosmithKiine {"GSK"), which permits G3K to use Innovata
formulation and delivery patents for DNA vaccines delivered anto,
into and across the skin. Innovata wili receive payments based on
the completion of development milestones achieved and royalties
on future product sales. Powdered Limited, a company that

is developing prophylactic and therapeutic vaccines, has
subsequently taken a sub-licence from GSK to use these licensed
patents within certain fields. Milestone and royalty paymenis will
also be due to Innovaia from PowderMed upon the successiul
development and commercialisation of its vaccine products.



Licences, collaborations
~ and relationships

The licensing of Innovata's intellectual property is o key commercial
activity of the Company and one that requires significant fechnical
support in order to turn a concept info a product that will generate
revenue for Innovala and iis licensees.

Developing and maintaining such relafionships is an essenticl
part of Innovata’s activities from the initial contacts, often created
by Business Development, through fo the Programme Directors’
control of an ensuing development activity. In addifion tnnovata’s
Manufacturing Operations group ensures that, where the Company
has taken programmes through 1o the market, its partners and its
suppliers are aligned to maximise product success.

The whole focus of Innovata is to ensure that the partner is kept
well informed, the progress of any development activity is wel!
communicated and that the relationship is maintained to the
highest possible degree. The fact that @ number of partners have
worked with Innovata on more than one programme, the Company
believes, is testament fo its capabilities as well as its product range.

Intellectual property

Innovata protects its device and formuiation technologies with

a substantial intellectual property portiolio (patents, trademarks,
design righis and confidential know-how). The patent porfiolio
contains about 45 patent families containing over 500 granted
cases globally, with patents in the key territaries of the US, Japan
and the main Europecn member states. The Compony actively
maintains and protects its estate.

In light of the refocusing and acquisition of Quadrant,
innovata has actively reviewed ifs infelleciual property portfolio
and rationalised its activiies so as to reduce the expense

of maintaining and prosecuting its patents.

Interference and oppositions

Innovata patents may present freedomn to operate issues for
unlicensed third pariies. Oppositions against elaven of Innovata’s
patents have been filed at the European Patent Office. The
opponents are Aventis Pharma Deutschland GmbH, Boehringer
Ingelheim Pharma GmbH & Co, Chiron Corporation, Advanced
Inhalation Research Inc {Alkermes Inc), Bracco Research SA, Nektar
Therapeutics, Anhydro Limited, PowderMed Limited, National
Blood Authority and Hemostaiix. PowderMed Limited and the
National Blood Authority are now licensed under certain Quadrant
patents ond have withdrawn their oppositions.

Nektar is involved in Ihree of the patent oppositions referred

to above. In addition, a patent application belonging to Nektar
and a patent of the Innovata Group are involved in inferference
proceedings in the US Patent and Trademark Office.

Innovata is opposing two of Nektar's patents in the European
Patent Office which are enfitied “Methods and compositions for
pulmonary delivery of insulin® and "stable glassy state powder
formulations”. The other opponents of the first patent are EE Lilly
and Co, Vectura Limited and Advanced Inhalation Research Inc.
The second patent has also been opposed by Advance inhalafien
Research In¢.
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Business review continued

Intellectual property
- continued |

Litigation

In December 2004, legal proceedings were commenced against
Pail Corparation far breach of contract, claiming that the agreement
had been validly ferminated, unspecified damages, contractual or
statutory interest and costs. The Directors estimate that its legal
costs in connection with these proceedings will amount 1o
approximately £1m. Depending on the culcome of the lifigation,
tnnovata may recover a proportion of these legal costs from Pall
Corporation. Pall Corporation has estimated that its legal costs
will be approximately £1.5m and depending on the outcome

of this litigation it is possible that Innovata may be ordered to pay
o propoertion of these costs.
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Dry powder inhalers

Innovata has three dry powder inhalers {("DPIs") on the market
or in development:

Clickhaler®

The Clickhaler is a mulli-dose, reservoir DP using proven
technology. # is approved for use and marketed to freat asthma
and COPD with @ number of different drugs (salbutamol,
beciomethasone, formoterol, budesonide and procaterol)

in a number of countries in Europe and lapan. 1t is inexpensive
to produce and proeduction is fully autormated.

Duochaler®

The Duohaler is a fixed combination therapy, muiti-dose DPL

It has two separate drug reservoirs which feed two separate
drugs 1o two separate melering chambers from which the drugs
are delivered to the patient in the same breath which overcomes
co-formulation issues. It is in the industrialisation validation phase

of development and it is hoped that it will enter clinical ricls in 2006.
The Duchaler is therefore ideally suited for the delivery of fixed
combination therapy for asthma and COPD.

$2 Unit Dose

The S2 Unit Dose is a re-useable or disposable single-dose DPI

at an early stage of development which has the potential 1o be
used for the delivery of a wide range of thergpeutics in high
concentrations. Its innovative dispersion mechanism means that
minimal patient effort is required to ensure excellent drug delivery
to the patients’ lungs, a feature of particular benefit to systemic
drug delivery. The 52 is easy to use and has a passive engine so
no battery or power source is required. During 2005, the production
of the engine to GMP was implernented and it is anficipated that
in 2006 the engine will be integrated inic the unit dose device,
alongside an undisclased produdt, for clinical development.



Extensive ‘
~ formulation skills

The formulation of drugs for inhalation is more complex than for
oral delivery. Different formuiations are needed depending on
whether the treatment is for local or systemic action, For systemic
delivery the dose needs 1o be formulated and produced such
that particles are less than five microns in size. Innovata has
know-how and experlise in the following:

* Micronisation is the process whereby drugs are milied to
this size by particle fo particle collision. At this point the drug
particles become highly cohesive and will not flow or disperse
easily, so they need to be blended.

» Blending with lactose improves aerosol performance, providing
opfimal deaggregation, reliable metering and accurate dosing.
The active drug malecules sil on the surface of the lactose and,
during inhalation, the drug particles detach from the lactose,
flow into the lower airways and the lactose hits the back of the
throat and is swaliowed.

* Spray drying is applicoble 1o o wide range of materials, and
may be used for macromolecules, eg profeins and peptides
as well as small molecules. The process gives control over
particle characteristics important for pulmonary drug delivery
and produces particles designed for better, deep lung delivery.
In addition, the inclusion of non-active excipients such as
trehalose or hyaluronic acid can stabilise and alfer the kinefics
of the active pharmaceutical ingredient. Spray drying is also
suitabie for the preparation of other solid dose delivery formats,

* Polyol stabilisation may be used to stabilise peptides and
proteins. The incorporation of frehalose into a dry powder
formutation using spray drying or foam drying offers the potential
for room temperature stability to the drug in the resuiting
formulation, avoiding the need for refrigerated storoge,

Pulmonary controlled release uses oligosaccharide ester
derivatives (@ madified carbahydrate matrixt or hyaluronic acid
encapsulation of the active pharmaceutical ingredient to enable
controlled drug release within the lung. The powder formulations
which combine the active drug and the excipient controiling the
rate of release are obtained through the use of spray drying.

 Effective clinical
. development

Innovata has an in-house clinical development team which

has demonstrated its ability to develop products through all
stages of pre-clinical and clinical development. This team supports
the development of innovata’s own products as well as those
developed on behalf of other companies. Key functions include
liaising with thought-leaders, clinical investigators and expents in
the design of clinical trials land associated pre-clinical programmes)
and the selection and management of specialist Clinical Research
Organisations {"CRQs"} responsible for conducting clinical trials.
Ultimately, the successful management of relafionships with

CROs and clinical investigators is a crucial element of their work.

In December 2004, the PAMELA Adepi® study, a Phase Ill pivotal
clinical frial to demonstrate safety and efficacy in the reduction

of post operative adhesions following gynaecological surgery,
was compleled. 449 patients were involved in 16 units in the US,
On the basis of these resulls, a fifing for a pre-marketing approval
was submitted to the FDA and formally accepted in May 2005.

Preparation for the clinical development of the Duohaler® project
took place in 2005 with a CRO selected for the Phase il clinical
programme. In 2006, pivctal Phase Il studies are planned

for different doses and populations on an international basis.
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Business review continued

Regulatory affairs

Innovata has an in-house regulatory affairs group with a proven
track record in obtaining and maintaining approvals to market
pharmaceutical products and devices.

The group provides the regulatory support for producis of its own
and pariner programmes. It works closely with alf functions within
Innovata, advising on regulatory sirategy and data requirements
1o ensure fimely approvals. The group is responsible for the
preparation and maintenance of clinical trials and marketing
authorisafion ["MAs™) applicafions and preparation of response

to questions on a worldwide basis, as required. Responsibility

for submission of dossiers and liison with individual regulatory
authorities is also underiaken, as appropriate, depending

on whether the programme is Innovata’s or a pariner's.

In 2005, European MAs were obtained in a first European country
far the Budesonide Clickhaler® and Formoterot Clickhaler®; also

o MA application [pre-market approval) for Adept® was submitted
and filed with the FDA and European MAs were also maintained
for salbutamol and beclomethasone Clickhalers.

In 2006, discussions with the FDA will continue with a view to
securing marketing approval for Adept; further European MAs
will be sought for the Budesonide and Formoterol Clickhalers from
ongoing national applicafions and ¢linical frial applications will
be submitied in several European and non-European countries

to support the Duchaler® pivolal clinical studies. Regulatory support
will be provided for the second Duohaler programme, working
towards clinical Yrial applications fo support the pivotal clinical
studies. European Mas will be maintained for salbutamol and
beclomethasone Clickhalers (including MA renewal submissions),
Qs appropriate.
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Risk management

The Group’'s business involves exposure to a number of risks,
many of which are inherent in pharmaceutical product
development. Particular risks include:

e The partial dependence of financial performance on
milestone receipts.

* The risk of competfition to both projects under development
by the Group and licensees sales from which the Group
derives income.

« Reliance on key collaborators and suppliers.

L ]

Product and development failure.

Regulatory failure.

Failure to attract collaboration partners for projects.

Potential threats 1o intellectual property rights and the cost
of protecting infeflectual property.

Product liability beyond reasonable commercial insurance.

» The exposure of significant revenues io currency fluctuations,
and in particular the fact that certain royalties are calculated
and/or paid in US dollars.

Given that risk is a necessary and unavoidable part of its operations,
the Group is aware of the need to achieve a balance of risk

and potential reward and operates procedures for identifying

and managing significant business risks. These involve regular
reviews of strategic risks and opporiunities undertaken by the
Chief Executive Officer and discussed by the Board and detailed
reviews of operational issues and risks at weekly meelings of

the Executive Management team. Each member of the team

has operational responsibilities for identifying and managing

the relevant risks.



Innovata takes its broader responsibilities seriously. These
responsibilities extend into the areas of environment, heatth
and safety, ethical and social issues and its employees.

Environmental, heatth and safety policies

The Group recognises its rasponsibilily for safeguarding the
environmenit and where praclically and economically possible
seeks o manage its aclivities efficiently so as to minimise any
adverse environmental effects. The Group also recognises its
obligations for the health and safety of its employees in the
workplace and has made an assessment of risks of the sites

at which the Group’s aclivities are undertaken and has in place
formal pracedures for managing. co-ordinating and reporting o
the Board on health and safety matters. The Group has provided
training 1o individuals who are responsible for heatth and safety.
The Group continues o keep environmental, health and safety
practices under review.

Ethical ond social policies

The Group's principal activities are undertaken within the
pharmaceutical industry which is subject to @ highly regulated
ethical framework with which the Graup complies. In addition,
the Group seeks fo conduct its activities generally in accordance
with good business ethics.

The Group does not consider i appropriate at its current stage of
development to make significant financial donations to charitable,
cammunity or social activities, but considers that its most important

contribution 1o the communities within which it operates is to
provide high quality employment opporiunities and to develop
new therapies for serious diseases.

Employees

The Group recognises that in an industry based on innovation,
research and development, its employees are ane if its biggest
assets and seeks fo communicate and, where appropriate, consult
with them on matters affecting them as employees, in the most
appropriote rmanner. The Group operates a policy of equal
opportunities with no discrimination on race, sex, disability

or any other grounds.

The Group provides fraining and development appropriate

to individual needs and offers remuneration packages, including
pensions, private medical, permanent health and life insurance,
and a working environment which are designed to be both fair
and competitive with larger companies within the industry.
Participation in the Group’s share option scheme is extended

ta ali of the Group’s employees.
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Financial review For the year ended
- 30 September 2005

The Group’s financial performance during the year has been
significantly affected by two key developments in the Group's
business — the acquisition of the Quadrant group and the
restructuring of the Group's continuing activities, involving the ultimate
closure of the Group's previously existing sites and the location

of all of its activities at the Quadrant site in Nottingham. The benefit
of the significant revenues of the Quadrant group has begun to

be felt in the two and a half months from the date of acquisition

up to 30 September 2005. The impact of the restruciuring on the
year's results is reflected principally in the exceptional costs related
thereto. However the benefit of the significant reduction in the
Group's operating costs arising from the restructuring is expected
to be felt in the current year ending 30 September 2006.

Group operafing resulis for the year have been anolysed in the
cansolidated profit and loss account between the Group's continuing
activities and Quadrant which has been included from the date
of acquisition, 15 July 2005, The resulls for the comparalive year
have been analysed between continuing aclivities and those
disconfinued as a result of the divestment of the educational
training business in February 2004.

Tumover and gross profit

Turnover includes fee income from licensing and evaluation
agreements, development fees, royaliies and product sales.
Royalties are stated net of the entitlements of Paul Royalty Fund
("PRF") where appropriate.

Total turnover in the year was £15.7m (2004: £7.9m) of which
£1.5m related to Guadrant. The increase in furmover included an
increase in ficensing and evaluation fees to £6.5m {2004: £2.7m).
Such “milestone” receipts under licensing deals are typically
friggered by the signing of new licence agreements or by regufaiory
or commerciai events and as such fend to be irregular in timing
and subject to substantial variation from one period to ancther.
significant items in 2005 were the approval and launch milesfones
relating fo the Budesonide and Formoterol Clickhaler® products,
the regulatory and pricing approval milestone relating to Otsuka’s
Meptin™ Clickhaler and a milestone received from Shire in
relation to the US clinical trial of Adept®,

Development fees charged 1o licenseas for conducting
development programmes under licence agreements were £3.9m
(2004 £1.6m), of which £0.7m was contributed by Quadrant.

Royalty income increased to £3.6m [2004: £2.5m), of which
£0.8m was generated by Quadrant.

Pharmaceufical products sales were £1.4m {2004: £0.6m),
comprising principally sales of Clickhaler devices. Non-
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pharmaceutical turnover from "other activities” was reduced to
£0.4m (2004: £0.5mj following the sale of the educational fraining
business. This represented income from the Group's matetials
analysis business which was sold during the year. The resulis

of this business are not sufficiently material to require separate
disclosure as q discontinued business.

The increase in turnover resulied in an increase in gross profit
to £11.7m {2004: £5.4m}.

Operating costs

Research and development expenditure ot £10.4m (2004: £12.9m)
was reduced from the comparative period. This expenditure is
made up of intemal costs, comprising principally people and
prermises costs, and external spending and is expected to reduce
further following the restructuring of the Group’s aclivities and

a reduciion in "self-sponsored” development programmes. Selling,
marketing and distibution costs of £0.5m {2004: £0.5m) were

at a similar level to the previous year. Administrative expenses
increased to £6.6m [2003: £4.5mi. This increase includes £0.3m
in relation to the administrative expenses of Quadrant and £0.5m
additional gocdwill amortisation following the Quadrant acquisition.
In addition there were increases in legal and professional expenses
and other costs relating to disputes or to the reorganisation

of the Group’s aclivities and associated changes which, while

not expected to recur, do not qualify to be treated as part of the
exceplional charge for restructuring costs.

Other operating incorne of £2.7m (2004: £0.5m) comprised monies
received on the seftlement of a dispute. The comparative figure
represented the release fo the consolidated profit and loss account
of the final portion of the deferred element of funds received from
PRF in 2001, which related specifically to the clinical development
of Adept in the US.

Loss before faxation

The operating loss for the period after amorisation of goodwill
on the Quadrant acquisition of £0.5m was £3.0m (2004: £12.0m).
There was an exceptional charge of £6.1m on the restructuring of
the Group. This was made up of non-cash write-offs of intangible
and tangible fixed assets totalling £3.7m, together with the costs
of redundancies and site closures fincluding provisions for
anticipated costs! and is stated net of the proceeds of sale of the
UCOE gene expression technology and the Group’s materials
analysis business. The comparatfive figure represents an exceptional
profit of £0.8m which arose on the disposal of the balance of the
shares held by the Group in Cobra Biomanutacturing Plc ("CBM”).
After net interest income, the loss before taxation was £8.9m
(2004: £10.9m).



Taxation

Tax credits in relation to eligible research and development
expenditure estimated to be receivable amounted to £0.2m
(2004: £2.0m). Withholding taxes suffered on incorne received
were £0.3m (2004: £0.2m], leaving a net tax charge position

of £Nil [20C4: net tax credit £1.9m). The reduction in fax credits
reflected a reduction in eligible R&D expenditure and the individual
taxable results of relevant Group companies.

Loss after taxation
The loss tor the period after taxation was £8.9m (2004: £9.0mi,
giving o loss per Ordinary Share of 3.11p (2004: 4.48p).

Net assefs and shareholders’ funds

Shareholders’ funds ot 30 September 2005 were £58.5m
compared with £12.9m at 30 September 2004, a net increase

of £45.6m. This increase resulted from the issue of shares in
connection with the acquisifions of Quadrant and the minority
interest in Innovata Biomed Limited, offset by the loss for the year
of £8.9m.

Infangible assets at 30 September 2005 of £54.4m comprised the
goodwill arising on the acquisitions of Guadrant and the minority
inferest in Innovata Biomed, less amortisation for the period
between the date of acquisition and 30 Seplember 2005 on the
basis of an estimated useful economic life of 20 years. Intangible
assets at 30 September 2004 of £3.1m represented goodwill
relating to the UCOE technology which was written-off during

the year as part of the exceptional charge for restructuring costs.

Capital expenditure of £1.9m and the inclusion of Quadrant's net
assets on acquisition of £0.4m, net of depreciation charges of
£0.8m, disposals of £0.2m and write-offs as a resuif of restructuring
of £0.7m, resulted in an increase in the net beok value of tangible
fixed assets of £0.6m. Capital expenditure related principally

fo further spending on the Duohaler® fooling programme.,

Stocks of £0.3m were atf the same level as 30 Seplember 2004,
while debtors increased to £8.6m from £5.5m. This increase
reflected milestones receivable, the inclusion of Quadrant and

the timing of royalty receipts, net of a reduction in R&D tax credits
receivable. Total creditors of £12.2m (2004: £9.3m} showed

an increase reflecting resfructuring liabilities, the inclusion of
Quadrant and additiona! leasing liabilities related fo the Duchaler
tooling programme. Creditors include £4m of potentially repayable
milestones which have not yet been taken to income.

Provisions of £9.0m [2004: £Nil) relate principally to the inclusion
of Guadrant’s estimated liabifity for the deferred consigeration
payable to Elan as a result of the buy out of the Quadrant
business from Elan in 2003.

Deferred income of £1.1m (2004: £0.7m] represents licensing
and evaluation fees and development income received,

the revenue recognifion of which has been deferred

in accordance with our accounting policy on turmnover,

Cash balances and cash flow

Cash and short term deposits at 30 September 2005 were
£13.9m (2004: £10.8m). There were net cash oufflows from
operations of £5.4m, restruciuring costs of £1.0m, capital
expendiure of £1.6m and acquisifions of £16.4m. These were
offset by inflows from net interest receivable of £0.3m, tax credits
of £2.3m, nel lease finance of £0.4m and the proceeds of share
issues for cash of £24.5m resulting in a net increase of £3.1m.

IFRS

The Group will be adopting International Financial Reporiing
Standards (“IFRS") for the year ended 30 September 2006,

Our first reporting under IFRS will be in relaiion to the Interim
Results to 31 March 2006. We have established a project feam
to manage the tfransition to IFRS and have carried out work

to identify the principal areas in which the adoption of IFRS

will or may result in changes to reporied results in comparison
with UK GAAP. These include the following:

+ Business combinations — under IFRS 3 and IAS 38 goodwill
is not amortised but reviewed annually for impairment and
intangible assets on acquisition are recognised separately from
goodwill and amortised. The accounting for the acquisition
of Quadrant will be restated to reflect this. The impact of 145 12
on recognition of a deferred tax liability is also being reviewed,

+ Share based payments — under IFRS 2 a charge is required
fo be recognised in the profit and foss account in respect
of share option awards.

* Royaify sharing arrangements with PRF - the impfications
of IFRS for the accounting for these arrangements are currently
under consideration.

e Other adjustments - it is expected that the application of IFRS
will result in @ number of other minor adjustments and
reclassifications, including the recognition of holiday pay.

P J Shennan, Finance Director
1 January 2006
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Directors’ report

The Directors present their Annual Report and the qudited Group financial statemens for the year ended 30 September 2005.

Acquisition and change of name
During the year the Company acguired Quadrant Technologies Limited and changed its name from M L Laboratories PLC 1o Innovata plc.

Principal activities
The Group's principal activity is the development and commercialisofion of pharmaceutical products and technologies.

Business review
The Chairman's Stafement on page 12, the Chief Execufive Officer's Strafegic Overview on page 13, the Business Review on pages 16 10 23 and
Financial Review on pages 24 to 25 shouid be read in conjunction with this Directors’ Report.

Results and dividends

The Group loss on crdinary activifies before taxation omounted to £8,865,000 (2004: £10,905,000). The Group !oss for the year after taxation of
£8,897,000 {2004: £9,046,000] has been added to the deficit brought forward on profit and loss account reserves as shown in Note 21 on page 61.
The Directors do not recormmend the payment of a dividend.

The loss for the year is stated after charging research and development expenditure of £10,366,000 [2004: £12,903,000).

Directors
The Directors who held office during the year were:

| F Kent — Chairman [uppointed 2 March 2005)

K P Murphy — Chief Executive lappointed 2 March 2005}

Dr TS Chadwick — Executive Director lappointed 15 July 2005)

Dr € C Dalion — Executive Direclor [appointed 15 July 2005)

P J Shennan - Executive Director

Dr S E Foden — Non-Executive Director (appointed 16 May 2005
Dr J M Fromson — Non-Executive Director [appointed 16 May 2005)
F 5 Hallsworth — Non-Executive Director lappointed & April 2005}
R Uppal - Non-Executive Direcior [appointed 15 July 2005)

5 W Sim - Executive Chairman [resigned 2 March 2005}

P J Bailington - Executive Director (resigned 15 July 20051

Dr R N Boyes — Executive Director (resigned 16 May 2005}

Prof D S Davies — Executive Director [resigned 16 May 2005)

Prof A D Dayan — Non-Executive Director (resigned 16 May 2005)
Dr T Medinger — Non-Executive Director [resigned 16 May 2005}

Under the Articles of Association Dr Chadwick, Dr Dalton and Me Uppal, being Directors who were appointed as additional Directars following the last
AGM, are reguired ‘o resign from the Board and offer themselves for re-election at the forthcoming Annual General Meefing. Further, Dr Fromsen and
Mr Hallswarth refire from office by rotation, and, being eligible, offer themselves for re-election at the forthcoming Annual General Meeting.

Details of the Direclors’ service contracts and share oplions are shown in the Remuneration Report on pages 31 fo 37.
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Directors’ interests
The inferests [beneficial unless otherwise stated) in the shares of the Company of the Directors, who held office af 30 September 2005, were as follows:

2005 2004 2005 2004
Number of Numberof  Percentage Percentage
Ordinary Ordinary  of Ordinary of Crdinary
Shares Shores  Share capital  Share capital
| F Kent - 2} - 2
K P Murphy - 12 - 2
Br 1S Chadwick 18,470,535 18,470,535 3.67% 3.67%
Dr C C Dalton 2,371,956 2,371,956 0.47% 0.47%2
P ) Shennon 30,000 25,000 0.00% 0.01%
Dr S E Foden - 2 - )
F S Hallsworth ‘ - 2 - 2
Dr J M Fromson - @ - -2
R Uppal 65,966,196 65,966,196 13.12% 13.12%9
1. R Uppal's interesis include 25,219,555 shares held non-beneficially as a trustee of the Uppal! Children and Nephews Setlement 2003.
2. Holding as ot date of appointment.
There were no changes to the above holdings between 30 September 2005 and 11 January 2006.

Substantiol inferests
As gt 1 January 2006, the Company has been notified of the fallowing interests in 3% or more, or in the case of fund managers, 10% or more,
of its share capital. The holdings shown re as notified under the Companies Act 1985:
Number of Percentage
Ordinary of Ordinary

Shareholder Shares  Share capital
Morley Fund Managerment Limited 66,777,861 13.29
Rajon Uppal 65,966,196 1332
AQR Holdings Lirnited 28,758,436 572
Channel Hotels and Properies Limited 26,175,000 5.21
UBS AG 18,518,430 3.68
Dr T5 Chadwick 18,470,535 3.67

1. R Uppal's interests include 25.219,555 shares held non-beneficially as a frustee of the Uppal Children and Nephews Settlement 2003.

Credifor payment policy

The Group's policy ard practice in relafion to the payment of its creditors is to make payments in accordance with appropriate payment terms for
each business transaction. At 3¢ September 2005 rade creditars for the Group represented 56 days of amounts invoiced by suppliers (2004: 56 days)
and for the Company represented 28 days (2004: 53 daysl.

Charitable and political donations
During the year the Group made no charitable donations [2004: £Nill and no contributions were made to political organisations 12004: ENil).

Innovata ple Annuol Report 2005 EI




Directors’ report continued

Corporate and social responsibility

The Group's policies on the environment, health and safety, ethical and
social issues and its employees are described in the Business Review
on page 23.

Auditors

PricewaterhouseCoopers LLP resigned on 3 May 2005 and Deloitte &
Touche LLP were appointed as Auditors on 12 May 2005. Deloitte & Touche
LLP have indicated their willingness to continue in office and a resolution
to re-gppoint them as Auditors 1o the Compuony will be proposed at the
Annyal General Meefing.

Statement of Directors’ responsibilities

Uniled Kingdom company law requires the Directors to prepare finoncial
stalerments for each financial year that give a frue and fair view of the state
of affairs of the Company and the Group as at the end of the financial year
and of the profit or loss of the Group for that period. In preparing those
financial statements the Directors are required to:

+ Select suitable accounting policies and then apply them consistently.
» Make judgements and estimates that are reasanable ana prudent.

* State whether applicable accounting standards have been followed,
subject 1o any maoterial departures disclosed and explained in the
financial statements.

« Prepure the financial stalements on the geing concern basis, unless
it is inappropriate to 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
Cornpany and the Group and enable them to ensure that the financial
statements comply with the Companies Act 1985. They are also
responsible for safeguarding the assets of the Company and hence

for faking reasonable steps for the prevention and deiection of fraud

and other irregularities.

The maintenance and integrity of the Innovata plc websile is the respansibility
of the Directars; the work carried out by the Auditars does nof involve
consideration of these matters and, accordingly, the Auditors accept

no responsibility for any changes that may have accurred to the financial
staterents since they were initially presented on the website. Legisiation
in the Uniled Kingdem governing the preparation and disserination

of financial siatements may differ from legislation in other jurisdictions.

Annual General Meeting
Nofice of the 2006 Annual General Meefing {"AGM"} of Innovaia plc
is enclosed with this docurment.

Resalufion ¥ in the notice of the AGM s a resolution to renew the general
authority of the Directors to issue relevant securifies [os defined in the
Comganies Act 1985 (the Act’)l. It is proposed that such autherity be
granted over shares with an aggregate nominat vaiue of £1,675,426,
being approximately one-third of the current issued share capital,

and that the outhorily should continue untif the 2007 AGM, or 15 months
from the date of the resolution if earlier. This resolution will be proposed
as an ordinary resolution.
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Resolution 10 in the notice of the AGM is a resolution to disopply the
statutory pre-emption rights on the allotment for cash of equity securifies
las defined in the Actl. This limited authority would empower the Directors
to aflot equity securities {al in connection with bonus or rights issues where
such allatments are proporticnate to existing shareheldings, but would not
meet the stalutory requirements for pre-emplive issues, and, Ib} for cosh
on a non pre-emptive basis provided they do nat exceed a nominal value
of £502,627 being approximately 10% of the currently issued share capital
of the Company. It is proposed that the disapplication should take effect
until the 2007 AGM, or 15 months from the date of the resclution if earlier.
This resclution will be proposed as a special resolufion.

Resolution 11 in the natice of AGM is a resolution to amend the Company’s
existing Arficles of Association s0 as to afford the Company’s Directors
and its ether officers the maximum protections now permitted by low from
claims which may be brought against them by third parties as a result of
actions carried out by them in the proper exercise of their duties as officers
of the Company. This change is being proposed foliowing the infreduction
of the Companies [Audit, Investigations and Community Enterprise] Act 2064,
pursuont fo which the extent thot o compaony may indemnify its Direclors
has been widened and the previcus prohibition against o company
indemnnifying officers other than Direclors end auditars has been removed.
This resolution will be proposed as a specia! resolution.

The Directors befieve that it is importaat that they are granted the powers
and authorifies proposed pursuant 1o Resolutions 9 and 10 so as to enable
them fo take advaniage of commercial opperunities as they arise. Your
Board also considers it appropriate that the additional protections proposed
in Resolution 11 against liakility for the proper performance of their duties
as officers of the Company should be made available to all of the Comparny's
Officers. Accordingly the Directors tnanimously recommend that you vate
in favour of these resolutions, as they and those connected with them infend
to do in respect of o total of 86,838,687 Ordinary Shares (representing
approximately 17.27% of the current issued Ordinary Shares).

in additien to the ordinary business set out in the notice of the AGM,
an advisory resolution (resolution 2) will be proposed to approve the
Remnuneration Report, set cut on pages 3110 37.

You wili 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, sa as fo be received no later than 48 haurs
before the meeling. Please note that completion and return of the proxy
cards will not preclude you from attending the AGM and voting in person

if you wish.

By order of the Board
Peter J Shennan, Secretary

11 January 2006




Corporate Governance

The Board is committed 1o principles of good corporate
governance and has fully addressed the provisions of the new
Combined Code on Corporate Govetnance issued in July 2003
{the "Combined Code"). It considers that the Group is compliant
with Section 1 of the Combined Code and that, in particular,

ihe changes made since the last Annual Report of the Company
gated 25 January 2005 to the composition of the Board and its
various committees and to relavant Directors’ service confracis
have eliminated the instances of non-compiiance with the
provisions of Seciion 1 of the original Combined Code noted
therein, namely that, prior to these changes, certain Executive
Directors had contracts with notice periods of mare than one year,
there was no Nominations Committee and there were only two
Non-Executive Directors.

The Board

The Company has a Chairman and Chief Executive, each having
his own separate responsibilities. The Chairman is responsible
for the effective working of the Board and the Chief Executive

is respensible for all operational matiers.

The Board, which is constiluted to have a balance between
Executive and Non-Executive Directors and includes a nominated
Senior Independent Non-Executive Director, F S Hallsworth, meets
regularly throughout the year. The members of the Board and their
respective roles are described on page 14 of this document.

F S Hallsworth, Dr S E Foden and Dr J M Fromson are considered
to be independent Non-Executive Directors. Mr Uppal is not
considered to be independent in view of his recent involvement
in the Executive Management of Guadrant and his substaniial
shareholding in the Company. Non-Executive Directors hold
meetings at which the Executive Directors are not present.

The Board meets regularly, normally at least eight fimes per year,
to deq! with matters specifically reserved for its decision.

These matters include agreeing and moniforing siralegic plans
and financial targets, major decisions on resource, overseeing
management of the Company in the interest of the shareholders,
ensuring processes are in place to manage major risks, corporate
governance issues, litigation and reporting to shareholders. The
Executive managers of the business make day-to-day operating
decisions fo ensure proper management of the Company’s
business and implement the Board’s approved sirategy to deliver
operational performance. They recommend strategy and plans
to the Board, make routine decisfons on resources and ensure
that adequate operational and financiol controls are in place.

All Directors have full and timely access to information to assist
them in performing fheir duties, fo independent professional advice
and to the services of the Company Secretary, who is responsible
to the Board for ensuring adherence to Board procedures and
compliance with applicable rutes and regulations. All Directors
are covered by appropriate insurances for legal action which may
be taken against them relating to the performance of their duties
as a Director,

Appointment of Directors

The appointment of Directors is overseen by the Nominations
and Corporate Governance Committee. lts members are

Dr J M Fromsen as Choirman, Dr S E Foden and F § Hallswerth,

New appointments fo the Board will be subject fo formal, rigorous
and transparent procedures covering the criteria for appointment
and the method by which the Board assesses that the appointees
can satisfy the criteria. External search consultancies and/or

open advertising will be used unless considered inappropriate.
The Board will continue to review procedures for succession for
appointments fo the Board and Senior Management so as fo
maintain an appropriate balance of skills and experience within
the Company and on the Board.

Board performance appraisal

Individual performance evaluation of Executive Directars other
than the Chief Executive is carried out by the Chief Executive and
the results reviewed with the Chairman and the Remuneration
Committee. Evaluation of the Chief Executive’s performance

is carried out by the Chairman and the results reviewed

with the Non-Executive Directors. Non-Executive Directors

are appraised by the Chairman. The Chairman is appraised

by the Non-Executive Directors.

The Board as a whele addresses ifs overall performance as a body
and those of its committees at least annually.

Re-election of Directors

A minimum of one third of the Directors refire by rotation annually
and each Director is subject to re-election af the first opportunity
after their appointrment and thereafter at least every three years.
Ali Non-Execulive appointments are made for an initial specified
term subject to re-election.

Remuneration Committee

The Remuneration Commiltee consists of Dr S E Foden as
Chairman, Dr J M Fromson and F S Hallsworth. It is responsible
for sefting the remuneration of Executive Direciors, for establishing
and monitoring the level and structure of senior management's
remuneration and for the operation of the Group's share

option schemes.

Audit Committee

The Audit Committee of the Board consists of F 5 Hallsworth

as Chairman, Dr 5 E Foden and Dr J M Fromson. it is responsible
for ensuring that the financial performance of the Group is
properly measured and reported on, and it achieves this through
regular reviews of financial reports, contact with external auditors
and questioning of key financial staff. It reviews and approves
interim and annual financiad sfatements and reviews external
auditors' reports relating to financial reporting and control matters.
It is also responsible for ensuring the ongoing obiectivify and
independence of external auditors and achieves this by reviewing
and approving audit scope and fees as well as the level of non-
audit work carried out by the Group's Auditors.
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Corporate Governance confinued

The Audit Committee has reviewed whether it would be oppropriote
to infroduce a separate internal audit function and has concluded
that this is not necessary given the structure and size of the Group.

The terms of reference of the Board's Commiittees are availoble
upon request.

Attendance ot meetings
Corporate
Governance/

Nominations Audit Rernuneration
Board  Commiftee  Committee  Cornmittee
meetings meelings meetings meetings
| F Kent 710 - N/A N/A
K P Murphy 71(7) - N/A N/A
Dr TS Chodwick i - N/A N/A
Dr £ C Dalion mm - N/A N/A
P J Shennon nmi - N/A N/A
Dr SE Foden 313 - i 10
Dr J M Fromson 33 - 1 H
F 5 Hollsworth 314 -~ 1 mm
R Uppal Y, - N/A N/A
SWSim 313 - N/A N/A
P J Bdllington 819 ~ N/a N/A
Dr RN Bayes 518) ~ N/A N/A
Prof D S Davies 818 - N/A N/A
Prof A D Dayon 818 - N/A N/A
Dr T Medinger 818 - N/A N/A

Figures in brackets indicate the maximum number of meelings
in the period during which the individuai was a Director.

The review with the Audilors of the financial stalemenis and audit
for the year ended 30 September 2004 was conducted ot a full
meeting of the Board, as opposed fo the then constituted Audit
Committee. In addition 1o the meeting included in the fable,

the currently constituted Audit Commiftee has mef twice since

30 September 2005 and would normally expect to meet at least
three times per year.

internat financial contral and reporting

The Direclors are responsible for the Group’s system of internal
controls and as such have put in place a framework of controls
to ensure that the ongoing financial performance is measured
in o tirely and correct monner and tho risk is identiiied os early
as is practicably possible. There is a comprehensive budgeting
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system ond monthly management occounts are prepared which
compare actual results against both the budget and the previous
year. They are reviewed and approved by the Board and revised
forecasts are prepared on a regular basis.

Operational control, compliance and risk management

As explained in the Business Review, the Group operates
procedures for identifying and managing significant business risks.
These involve regular reviews of strategic risks and opporiunities
undertaken by the Chief Executive Officer and discussed by the
Board and detailed reviews of operational issues and risks

at weekly meetings of the Executive Management team.

Each mernber of the team has operational responsibilities

for identifying and rnanaging the relevant risks.

The Group’s system of internal control, which is in accardance with
the guidance in the Turnball repart, is designed to manage rather
than to eliminate the risk of faillure to achieve business objectives
and can only provide reasonable assurance that financial
information is relevont, reliable and accurate and that the Group's
assels are correctly accounted for and adequately safeguarded,

The Directors have reviewed the effectiveness of internal control,
including internal financial control, during the year and to the
dote of approval of these financial stafements.

Relations with shareholders

The Company reports to shareholders twice a year. The Company
despaiches the notice of its Annual General Meeting, together
with a description of the items of special business, at least 20
working days before the meeling. Each substanfially separate
issue is the subject of a separate resolution and all shareholders
have the opportunity fo put questions at the Annual General
Meeting. The Senior Independent Director and the Chairmen of the
Audit and Remuneration Committees normally attend the Annual
General Meefing and will answer questions which may be
relevant to their work. The Chairman advises the meefing of the
details of proxy votes cast on each of the individual resolutions
after they hove been voted on in the meeting.

The Chairman and the Non-Executive Directors seek 1o maintain
a gooed and continuing understanding of the shareholders’
objectives and views.

Going concern

The Directors have a reasonabie expeciation that the Group
will have adequate cash resources to continue in operational
existence for the foreseeable future. For this reason they
continue to adept the going concern basis in preparing

the financial stalements,



Remuneration report

Remuneration Committee (unaudited)

The Remuneration Cormmittee [the “Committee” comprises the independent
Nan-Executive Directors on the Board, Dr S E Foden, Dr 3 M Fromsen

and F S Hallsworth and is choired by Dr Faden. Prior fo the Board changes
announced on 16 May 2005, the Commitiee comprised the two independent
Non-Executives then on the Board, Dr T Medinger and Professor A Dayan.
The Committee held one meeting during the past financial year on 14 July
2005, which wos aftended by all of its members. The principal functions
of the Commiftee are to make recommendations fo the Board on the
Company’s policy for executive remuneration and fo determine, on behalf
of the Board, the remiuneration, including the terms and conditions of
sarvice, for the Execulive Directors and appropriate other senior Executives.
The full terms of reference for the Commitiee are available on request.

The Committee has been advised in its work during the past financial year
by the Chairman and Chief Executive Officer except in matters relating 1o
their own remuneration. The Committee has also appointed New Bridge
Street Consuliants LLP 'NBSC”) to provide them with independent
rernuneration advice. NBSC provides no other services 1o the Company.

Remuneration policy (unaudited)

The Comnmittee’s policy is to set remuneration packages for Executive
Directors and senior management that are competifive with the market,
allowing the Company 1o aifract, motivate and retain Executives of the
highest calibre. Remuneration packages cre designed fo incenfivise and
reward Executives for improved performance vio annugl bonus payments
and awards of share options, which together constitute ¢ potentially
significant portion of the ietal remuneration opportunity.

The remuneration of Executive Directors comprises the following five
elements, except in the case of Mr Kent who does not receive taxable
henefits or pension contributions (Mr Kent is g Director of @ number
of other companies, as set out on page 14, and refains his eamings
from those appointmenis):

(i) Basic saiary

A salary which reflects the market rate for each position and the individual
Directar's experience and value to the business and takes info consideration
levels of remunerction and increases awarded to other employess.
Salories were reviewed on 14 July 2005 and will in future be reviewed

as from 1 October in each year, taking into account personal performance.

(i} Taxable benefits
Taxable benedits comprise the provision of a car, including the option
of fuel benefit, or car allowance, and private medical insurance.

(W) Share options

Share options gre granted 1o Exequtive Direclors, senior management and
the majority of other employees within the Group under the innovata plc
1999 Executive Share Option Scheme ["the 1999 Scheme) and are normally
exercisable between ihree and ten years from the date of grant, subject

fo continued employment and the satisfaction of performance conditions.

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

or in other exceptional circumstances.

Grants made fo Executive Directors se far under this scheme are only
exerdisable subject to the achievement of share price growth targets

{as outlined later in this Reportl. It is the Committee’s current intention

that future option grants will also be subject 1o share price growth targets
that it considers o be appropriately demanding at the date of grant.

The Committee believes that the use of share price targets clearly aligns
the inferesis of the Executives with the inferests of shareholders. The share
options granted 1o individugl Executive Directors to date are disclosed later
in this Repor! and include granis made in prior years under G previous
opficn scheme where relevant.

(iv) Bonus

In the case of Executive Direclors and senior maenagement the
Company operates a non-pensionable discretionary bonus scheme
based upon individual performance and achievernent of personal

and corporale objectives. A bonus of £20,000 was paid in August 2005
to Mr P J Ballington who ceased to be a Director on 15 July 2005 but
who confinues to be employed by the Company as a senior Executive.
The bonus represented 11% of his basic salary and was in relation

to business development performance. No other Executive Director
received a banus for the past financial year.

{v) Pension arrangements

The Company currently makes pension contributions equal to 15% of salary
for Executive Direciors, either into the Innovata ple Staff Non-Contributory
Pension Scheme, o defined contribution scheme, deiails of which are
given in Note 29 on page 64, of into their own personal pension schemes.

Executive Directors’ service contracts (unaudited)

Date of contfract

( F Kent 10 March 2005
K P Murphy 10 March 2005
Dr 15 Chadwick 28 August 2003
Dr C C Dalion 13 December 2004
P J Shennan 23 May 1997
S W Sim 27 July 1992
P J Ballington 4 September 2005
Dr RN Boyes 31 March 1993
Prof D 5 Dovies 21 Jonucory 2003

Mr Kent is engaged as part time Executive Chairman of the Company
under a setvice agreement dated 10 March 2005 pursuant to which

he is required 1o devote not less than ane working day per week fo the
affairs of the Company. The term of his engagement is for a period of
not less then six months nor more than 12 months from 2 March 2005
although it is ferminable on the giving of one month's notice by either
party provigied such notice cannot be given during the inificl six months
of the term. Once nofice 1o terminate has been given by either party, the
Company has the right in its absolute discretion to termingie the Director’s
employment by making a poyment in lieu of the nofice required or any
unexpired part of such notice.
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Remuneration report confinued

Each of Mr Murphy and Mr Shennan has a service contract with the Company which is terminoble by either party on not less than 12 months’ notice.
Onice nofice fo lermingte hos been given by the porty, the Company hos the right in its obsolute discrefion fo terminate the Direclor's employment
by making a payrment in lieu of the notice required or any unexpired part of such nofice.

tach of Dr Chadwick and Dr Dalton has a service contract with Quadrant Healthcare Limited, which is terminable by either party on not less than six
months’ notice in the case of Dr Chadwick and not less than 12 months” notice in the case of Br Dalton. Once notice fo terminate has been given by either
party, the Company has the right in its absolute discrefion to terminate the Direclor’s employment by making o payment in lieu of the notice required

of any unexpired par of such notice.

Mr Ballington, who resigned from the Board on 15 July 2005, continues fo be employed by the Company under a service contract terminable by either
party on not less than 12 months’ notice. Once nofice 1o terminate has been given by either party, the Company has the right in its absolute discretion
to terminate his employment by making a payment in lieu of the notfice required or any unexpired part of such notice.

Professor Davies resigned frorm the Board on 16 May 2005 but continued to be employed by the Company until his refirement on 30 Septernber 2005.
Dr R N Boyes resigned from the Board on 16 May 2005 but continued 1o be employed until his retirerent date on 6 January 2006.

Stuart Sim’s employment as an Executive of the Company was terminated with immediate effect on 2 March 2005. Mr Sim was employed by the
Company pursuant 1o a service confract dated 27 July 1992 as amended by a deed of amendment dated 13 tanuary 1999. Pursuant to @ compromise
agresrment dated 16 May 2005, Mr Sim’s coniract was terminated with effect from 2 March 2005. Pursuant to the terms of the comprormise agreement,
the Company agreed to pay, inter alig, to Mr Sim within 21 days of the date of the agreement, the sum of £221,434 and certain other provisions with
respect fo his company car, privale medical insurgnce and pension payments. In accordonce with the rules of the 1999 Scheme, the Compony
exercised its discrefion to allow Mr Sirm 1o retain and exercise certain of his outstanding share options, being:

Ordinary Shares of 1p each Subscription price Expiry date
869,387 £0.19 19 April 2014
1,028,410 £0.15 17 April 2013
489,355 £0.37 2 November 201}

The Company also agreed that, in accordance with the rules of the 1999 Scheme, the opticns would become immediafely exerdisable with effect
from 2 March 2005 and that the performance conditions would be treated as satisfied. Mr Sim provided several warranties as to having no reason
to present any claims or complaints fo any empioyment tribunals or any courts against the Company or any member of the Group.

Non-Executive Directors (unaudited)
The Naon-Executive Directors with the exception of Mr Uppal are subject to a notice period of three months and receive fees which are determined
by the Board.

Mr Uppal's appointment as ¢ Non-Exetutive Direclor is subject fo a three months’ notice period. He also continues to be an employee of the Group
for the period of the six months” notice period from 15 July 2005 under his service contract with Quadrant Healthcare Limited.

Retfirement by rotation {unoudited}
All Directors are subject to the requirements of the Articles of Association which state thet o least one third of the Directors will refire by rotation each year.
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Directors’ remuneration (audited)
The information on Directors’ remunetation in the financicl year ended 30 September 2005 set out below should be read in conjunciion with the
Directors’ Report ond Note 9 on page 52 which olso constitute part of this Remunerotion Report.

Basic Toxable Pension Termingtion Total Total
solary Bonus benefits  confributions Fees payments 2005 2004
£000 £000 £000 £000 £000 £000 £000 £000
Executive Directors
| FKent
[From 2 March 2005) 36 - - - - - 36 -
K P Murghy
{From 2 March 2005} 120 - 3 18 - ~ Wl -
Dr 75 Chadwick
{From 15 July 2005) 36 - 5 5 - - a6 -
Dr C C Dalton
{From 15 July 2005 34 - 2 5 - - a1 -
P J Shennan 207 - 17 3 - - 255 274
SWSim
(To 2 March 2005 138 - 23 21 - 370 557 412
F J Ballington
(To 15 July 2005) 143 - 13 20 - - 176 56*
Dr R N Boyes
{To 16 May 2005] 77 - 10 12 - - 99 154
Prof D S Davies
{la 16 May 2005 1 - 12 i - - o4 147
Non-Executive Directors
DrSE Foden
[From 16 May 20051 - - - - 12 - 12 -
Dr ) M Fromson
[From 16 May 2005 ~ - - - 12 - 12 -
F S Hallsworth
{From & April 2005} ~ - - - 15 - 5 -
R Uppal
{From 15 July 2005} 33 - 2 3 & - 49 ~
Prof A D Dayan
{To 16 May 2005) - - - - 27 - 27 43
Dr T Medinger
o 16 May 2005} - - - - 43%0x - 43 37
Total 900 - 92 126 ns 370 1,603 1,123

*The figure for Mr Ballington for 2004 is from 29 lune 2004.

**The figures for Mr Uppal represent remuneration as an employee under his service contract as explained cbove and fees under his
Non-Executive appointment.

***The figure for Dr Medinger includes a payment in lieu of notice.
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Remuneration report continued

In the period from 15 July 2005, the dote of his resignation from the Boord) 1o 30 Sepfember 2005, Mr Ballinglon received remuherotion a3 an employee
comprising salary of £37,500, bonus of £20,000, faxable benefits of £3,500 and pension confributions of £5,000.

in the period from 16 May 2005 (the date of his resignation from the Board) to 30 September 2005, Dr Boyes received remuneration as an employee
comprising salary of £45,750, faxable benefits of £5,500, and pension contributions of £4,500,

In the period from 16 May 2005 (the date of his resignation from the Board} to 30 September 2005, Dr Davies received remuneration as an employee
comprising salary of £42,500, taxable benefits of £7,000, and pension contributions of £4,250.

Dr C B Brown, a former Director who remained employed by the Company in an executive role as Medical Director until 30 September 2005, had
rernuneration in fhe period of £220,000 {2004: £217,000) comprising basic salary £179,000 {2004: £177,000), taxable benefits £13,000 [(2004: £13,000)
and pension contributions £28,000 {2004: £27,000]. In connection with the sermination of his employment Dr Brown is to receive payments fotalling £170,000.

Mr G P Fothergill, a former Director, remained employed by the Company in a part-time capacity until 8 Aprif 2005 and received remuneration in that
period of £137,000 (2004: £260,000) comprising basic salary of £120,000 {2004: £2246,000) and pensions contributions of £17,000 (2004: £34,000).
He also received fermination payments totalling £185,675 under a Compromise Agreement dated 7 July 2005,

Directors’ share opfions (cudited]

Share options have been granied to Directors under fwo schemes, being the M L Laboratories PLC Executive Share Option Scheme, which was sef

up originally in 1989, and the Innovata ple {formerly M L Laboratories PLCI 1999 Executive Share Option Scheme, In addition opfions have been granted
to Mr 1 Kent and Mr K Murphy by resolution of shareholders in general meefing.

The M L Laborateries PLC Executive Share Option Scheme adopted in 1989 had o fixed life of ten years and no further options may now be granted
under it. There was no performance candition aftaching to the outstanding opficns granted and they are therefore exercisable at the discretion
of the option holder.

The Executive Directors who served during the year have outstanding options over the Ordinary Shares of 1p each of the Company under the M L Laboratories
PLC Executive Share Option Scheme as follows:

1 October Granled 30 September  Subscription
Name of Director 2004 in the year Exercised Lapsed 2005 price  Exercise dafe Expiry date
P J Shennan 324,137 - - - 324,337 £1.24 09/02/01 09/02/08
22,89 - - - 22,89 £0.88 06/07/01 06/07/08
50,646 - - - 50,646 £1.06 08/03/02 . 08/03/0%
397,674 - - - 397,674
S W Sim 23,833 - - 23,833 - £1.68 04/09/98 04/09/05
37,150 - - 37,150 - £3.69 23/07/99 23/07/06
417,894 - - 417,894 - £1.24 09/02/01 09/02/08
40,059 - - 40,059 - £0.88 06/07/0 06/07/08
50,646 - - 50,646 - £1.06 08/03/02 08/03/09
£69,582 - - 569,582 -
P J Ballington 47,667 - - 47 667 - £1.68 04/09/98 04/09/05
21,503 - - - 21,503 £3.69 23/07/99 23/07/06
183,797 - - - 183,797 F124 09/02/01 09/02/08
25,323 - - - 25,323 £1.06 08/03/02 08/03/09
278,290 - - 47,667 230,623
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1 Qctober Granted 30 September Subscription

Name of Director 2004 in the year Exerciseq Lopsed 2005 price  Exercise date Expiry date
Dr R N Boyes 23,832 - 23,833 - £1.68 04/09/98 04/09/05
3,23 - - 3,23 £3.69 23/07/99 23/07/06
120,012 - 120,012 £1.24 09/02/01 09/G2/08
52,649 - 52,649 £0.88 06/07/01 06/07/08
50,646 - 50,646 £1.06 08/03/02 08/03/09
250,37 - - 23,833 226,538
Prof O S Davies ney - - newv - £1.48 G4/G9/98 04/09/05
2,184 - - - 2,386 £3.69 23/07/99 23/07/06
43,65} - - - 43,651 £1.24 09/02/01 09/02/08
16,16 - - - 16,116 £0.88 06/07/01 06/07/08
50,646 - - - 50,646 £1.06 08/03/02 08/03/09
124,516 - - new 2,599
Total 1,620,433 - - 652,999 967,434

The Innovata ple tformerly M L Laborgtories PLC] 1999 Executive Share Option Scheme (the *1999 Scheme™ is administered by the Board of Direciors and
govarned by the 1999 Scheme Rules, adapted in 1999 and amended in 2001 and 2004. There are two parts i the 1999 Scheme, an “Approved” element,
which has been approved by the Inland Revenue, which is primarily used for the grant of options to emplovees at all levels, and an “Unapproved” part
which is infended primarily to be used where Executives have more than £30,060 worth of outstanding approved options. The 1999 Scheme has a fixed
life: of ten years. The price ai which a parficipant may acquire Ordinary Shares is 1o 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 satfisfaction of the associated performance conditions.

For all opfions gronted under the scheme prior ta 2001, the performance condition for Basic Options (vesting after three years) fo be exercisable requires
the share price to achieve a leve! af least wice the aption price on or after the vesting date. For larger awards of Super Options (vesting after five years)
10 be exercisable requires the share price to achieve o level at least three times the option price on or ofter the vesting daie. In 2001 the scheme was
amended to discontinue Basic and Super options and to allow for annual grants of options.

Since the 1999 Scheme was amended in 2001 and up 1o 14 July 2005, (il for options granied over shares with d value of up to 100% of tofal remuneration
in a year fo be exercisable the Company’s share price (based on o 30 day averagel must have achieved o level of aof least 50% growth {rising by 10%

a year from the fifth anniversary of grant} from the option price af sorne fime in the period from three years from the daie of grant until option exercise,
[ii} far options granted over shares with a value over J00% of fotal remunercation In a year 10 be exerciscble the Company's share price (bused on

a 30 day average) must hove achieved a level of ot least 100% growth Irising by 20% a yeor from the fifih anniversary of grant) from jhe opfien price

ot some time in the period from ihree years from the date of grant until optien exercise.

Options granted fo employees affer 14 July 2005 are subject to performance conditions related to the performance of the Company's share price between
the date of grant and the date of exercise. The Options wili vest as to 50% shauld the Company’s share price equal or exceed 30p, as to 25% should
the Company's share price equal or excead 60p and 0s 1o the balance should the Company's share price equal or exceed 90p. These performance
condifions must be met within five years of the dote of grant of the Options and the refevant share price must have reached and siayed at, or above,
the performance target price for a minimum of 30 trading days. The Options will be exercisable subject to the satisfaction of the performance conditions
between the third and fenth anniversary of the date of grant.

since the amendment of the 1999 Scheme in 2001, options granted on an all employee basis need net be subject to a performance condifion If the
Commitiee considers this appropriate, alhough the Commitiee has nat, as yet, exercised this discrefion, The moximum number of Ordinary Shares which
may be issued under the 1999 Scheme is 10% of the issued Ordinary Shares. The 1999 Scheme makes special provision for the grant of options to newly
recruited mermbers of staff,
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Remuneration report continued

The Executive Directors who served during the year have outstonding options over the Ordinary Shares of 1p each of the Company under the 1999 Scheme

as follows:
 October Granted 30 September  Subscription
Narne of Directar 2004 in the year Exercised L.apsed 2005 price  Exercise dale Expiry date
| F Kent 1,000,000 - 1,000,000 £0.22 03/03/08 03/0315
1,000,000 1,000,000
K P Murphy 2,000,000 2,000,000 03/03/08 03/03/15
2,000,000 2,000,000
Dr T § Chadwick 1,006,000 1,000,000 15/07/08 15/07/15
1,000,000 1,000,000
Dr C C Dalton - 1,000,000 - - 1,000,000 £0.22 15/07/08 1570715
- 1,000,000 - - 1,000,000
P J Shennan 28,940 - - - 28,940 £1.39 20/08/04 20/08/09
256,654 - - - 256,654 £0.37 02/11/04 02/M/Mm
653,968 ~ - - 653,968 £0.15 17/04/06 17/0413
552,845 - - - 552,845 £0.19 19/04/07 19/04/14
- 1,000,000 - - 1,000,000 £0.22 15/07/08 15/07115
1492407 1,000,000 - - 2,492,407
SW sim 15,039 - - 115,039 - £1.39 20/08/04 20/08/09
489,355 - - - 489,355 £0.37 0z/Mmso4 oz/mm
1,028,410 - - - 1,028,410 £0.15 17/34/06 17/04/13
869,387 - - - 869,387 £0.19 19/04/07 19/04/14
2,502, - - 115,039 2,387,152
£ 1 Baflingfon 48,749 - - - 48,749 £1.39 20/G8/02 20/08/09
48,202 - - - 48,202 £1.39 20/08/04 20/08/09
217,129 - - - 217129 £0.37 021/04 02/M/Mm
352,262 - - - 352,262 £0.15 17/04/06 17/04/13
298,080 - - - 298,080 £0.19 19/04/07 19/0414
- 1,000,000 - - 1,000,000 £0.22 15/07/08 15/07/15
964,422 1,000,000 - - 1,964,422
R N Boyes i,120 - - - 1120 £1.39 20/08/04 20/08/09
37,949 - - - 37,949 £1.39 20/08/04 20/08/09
183,764 - - - 183,764 £0.37 02/M/04 p2/Mmm
386,183 - - - 386,183 £0.15 17/04/06 1770413
326,468 - - - 326,468 £0.19 19/04/07 19/0414
935,484 - - - 935,484
D S Davies 9,767 - - ~ 9,767 £1.39 20/08/04 20/08/09
154,489 - - - 154,489 £0.37 02/11/04 oz/mm
358,15 - - - 358,151 £0.35 17/04/06 17/0413
302,770 - - - 302,770 £0.19 19/04/07 19/04/4
825,177 - - - 825,177
Total 6,119,681 7,000,000 - 5,039 13,604,642
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The following options over she Ordinory Shares of 1p each in the Company were gronted by resolution of the shareholders ot the EGM on 14 July 2005
and remain outstanding:

1 October Granted 30 September  Subscription
Name of Dirgclor 2004 in the yeor Exercised 2005 price  Exercise dote Expiry dote

| F Kent 1.000,000 1,000,000 £0.22 14/07/05 14/07A15
K P Murphy 2,000,000 2,000,000 £0.22 14/07/05 14/0715
3,000,000 3,000,000

These Optiens will be subject fo performance condifions relaied to the performance of the Company's share price between the date of grant and the
date of exercise. The Options will vest jand therefore be exercisablel as fo 50% should the Company’s share price equal or exceed 30p, as to 25% should
the Company's share price equal or exceed 60p and cs fo the balance should the Company's share price equal or exceed 90p. These performance
conditions must be met within five years of the date of grant of the Options and the relevant share price must have reached and stayed at, or above,

the performance target price for ¢ minimum of 30 trading days.

In connection with the grant of these options the shareholders also approved af the EGM on 14 July 2005 a bonus scheme o be operated by the Board
for K P Murphy as follows:

1. Mr Murphy will be entitled fo receive the following cash payments (net of tax and national insurancel £250,000 when the Ordinary Share price reachas
30p; £100,000 when the Ordinary Share price reaches each of 40p, 50p and 60p per Ordinary Share; and £250,000 when the Ordinary Share price
reaches 100p.

2. The relevant Ordinary Share price targefs must be reached, and remain at or above the target level described in (1) above for a minimum
of 30 frading days.

3. Mir Murphy will only be permitted to use the cash payments to exercise opifions held by him under the Company's 1999 Executive Share Option Scheme
ar under the Option described above.

4. The benefits under the Bonus Scheme will not be pensionable.
The market price of the shares at 30 September 2005 was £0.2575 ond the range during the financial year was £0.1602 to £0.2775.

Performance graph (uncudited)

The graph below illustrates the relative Total Shareholder Return performance of the Company and the FTSE Techmark 100 Index over the last five
financial years. Total Shareholder Return cormprises the impact of share price movements and dividends paid. The FTSE Techmark 100 index has
been used s a comparator because the Committee considers it to be the most appropriate index of which the Company is currently a constituens.
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This graph shows the value, by 30 September 2005, of £100 invested in M L Laboratories PLC (now Innovata plc) on 30 September 2000 compared
with the value of £100 invested in the FTSE Techmark 100 Index. The other poinis plotted are the values at intervening financial year-ends.

Signed on behalf of the Board
Dr S E Foden, Chairman Remuneration Committee
11 January 2006
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Independent Auditors’ report to the members of Innovata pic

We have audited the financial statements of Innovata ple for the year
ended 30 September 2005 which comprise the profit and loss account,
the bolance sheets, the cash flow stotement, the stalement of accounting
policies and the related Notes 130 34. These financial statements have
been prepared under the accounting pelicies set out therein, We have clso
audited the information in the part of the Directors’ remuneration report
that is described as having been gudited.

This report is made solely 1o the Company's members, as a body, in
accardance with section 235 of the Companies Act 1985. Our audit work
has been undertaken so that we might state to the Company’s members
thase matters we are required to state to them in an audtors’ report and
for no other purpose. To the fullest extent permitted by law, we do not
accept or gssume responsibility to anyone other than the Company and
the Cormpany's mermbers as o body, for cur audit work, Tor this report,

ar for the opinions we have formed.

Respective responsibilities of Directors and Auditors

As described in the staterment of Directors’ responsibilities, the Company's
Directors are responsible for the preparafion of the financial statements
in accordance with applicable United Kingdom taw and agcounting
siandards. They are also responsible for the preparation of the other
information contained in the Annwal Report including the Directors’
remuneration report. Qur responsibility is to audit the financial statements
¢nd the pan of the Directors’ remuneration report described as having
been audited in aceordance with relevant United Kingdom legal and
regulatory requirements and auditing standards.

Ve report to you our opinion as to whether the financial staterments give
a true and fgir view and whether the financial statements and the part

of the Directors' remuneration report described as having been audiied
have been properly prepared in accordance with the Companies Act 1985.
We also report 1o you i, in our opinion, the Directors’ report is noi
consistent with the financial statements, if the Company has not kept
praper 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 with the
Company and cther members of the Group is not disclosed.

We also report fo you if, in our opinion, the Company has not complied
with any of the tour Directors’ remuneration disclosure requiremnents
specified for our review by the Listing Rules of the Financial Services
Authority. These comprise the amount of each element in the remuneration
pockage and information on share options, defails of long-ferm incentive
schermes, and money purchase and defined benefit schemes. We give

@ statement, 1o the extent possible, of details of any non-compliance.

We review whether the carporate governance statement reflects the
Company’s compliance with the ning provisions of the July 2003 FRC
Combined Code specified for our review by the Listing Rules of the
Financial Services Authorily, and we report if it does not. We are not
required to consider whether the Board's statements on internal control
caver all risks and controls, or form an opinion on the effectiveness of the
Group's corporate governance procedures or its risk and control procedures.

We reod the Directors’ report ond the other infermaiion contained

in the Annual Report for the above year as described in the contents
section including the unaudited part of the Direciors’ remuneration
report ond consider the implications for our report if we become oware
of any apparent misstatements or material inconsistencies with the
financial siatements.
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Basis of audit opinion

We conduded our audit in accordance with United Kingdom auditing
standards issued by the Auditing Practices Board. An audit includes
examination, on a test basis, of evidence relevant ‘o the amounts and
disciosures in the financial statements and the part of the Oirectors’
remuneration report described as having been audited. I also includes
an assessment of the significant estimotes and judgemenis made by the
Directors in the preparation of the financial statements and of whether the
accaunting policies are appropriate to the circumstances of the Company
and the Group, consistently applied and adequately disclosed.

We planned and performed our audit so as o oblain alf the infarmation
and explanations which we considered necessary in order to provide

us with sufficient evidence to give reasonable assurance that the financial
statetnents and the part of the Directors’ remuneraiion repart described as
having been audited are free from material misstaternent, whether caused
by fraud or other irregularity or error. In forming our opinien, we alse
evalugted the overall adequacy of the presentation of information in the
financial statements and the part of the Directars’ remuneration report
described as having been audited.

Opinion
In our opinion:

= the financial statements give a true and fair view of the state of affoirs
of the Company and the Group os at 30 September 2005 and of the
loss of the Group for the year then ended:; and

» fhe financial statements and part of the Directors’ remuneration report
described as having been cudited have been properly prepared in
accordance with the Companies Act 1985.

-~ /
Deloitte & Touche LLP 29’(014&-!. v (ancle L-‘-f
Chartered Accountants and Registered Auditors
Cambridge
N January 2006



Consolidated profit and loss account
for the year ended 30 September 2005

2005 2005 2005 2004 2004 2004
Continuing Acquisition Total Continuing  Discontinued Total
Notes £000 £000 £000 £000 £000 £000
Turnover 4 14,194 1,504 15,698 7,696 198 7,894
Cost of sales 4 (3,654) (335) (3.989) {2,369} 198) 12,467)
Gross profit 10,540 1,169 709 5327 100 5427
Research and development expenditure 4 (9,959} {407} {10,366} 12,903 - (12,903}
Selling, marketing and distribution costs 4 {537} - {537 {487 {7 494}
Adminisirative expenses 4 (6,289} (292) (6,581) (4,273} (247) {4,520)
Other operating income 4/5 2,739 - 2,739 508 - 508
Operating (loss)/profit (3,506) A70 (3,036) m,828) n54) {11,982
Exceptional {loss)/profit: 3
Current year: cosis of fundamenital
recrganisation or restructuring having
a material effect on the nature and
focus of operations (613) -
Prior year: profit on divestment - 755
Loss before interest (9.149) m,227)
Interest receivable 6lal 438 390
Interest payable 6lhbt (154) 168)
Loss on ordincry aclivities
before taxation 4,7 (8.855) (10,905}
Taxation 8 B2 1,859
Loss for financial year 2al (8,897} (9,046]
Loss per Ordinary Share (p} 25 B.mp {4.48)p

Continuing results relate 1o the ongoing activities of the Innovata Group. The acquisition resulis relate to the adlivities of the Quadrant Group for the
post acquisition period from 15 July 2005. The discontinued resulis for 2004 relate to the activities of Healthcare Education Services Limited up until

6 February 2004, the date of disposal.

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

There is no difference between the loss on ardinary activifies before faxation and the loss for the year stated above, and their historical cost equivalents.
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Consolidated balance sheet
at 30 September 2005

Fixed assets
Goodwill 3,100
Tangible assets 2,858
Investments 250
6,208
Current assets
Stocks 320 329
Debtors 4 8,555 5,534
Invesiments 15 - -
Cash and short-term deposits 14 13,935 10,868
22,810 16,731
Current liabilities
Creditors: Amounts falling due within one year 17(al m,3s85) 9,012
Net current assets 1,425 7.9
Total assets less current liobilities 69.519 13,927
Creditors: Ameunts falling due afier more ihan one year 17(b} (848} (322
68,67 13,605
Provisions 18 {9.028) -
Deferred income 19 {1146) 1673
Net assets 58,497 12,932
Capital and reserves
Called-up share capital 20, 2a) 5,026 2,287
Share premium account 2lal 73,230 50,155
Merger reserve 2lal 36,984 8,336
Profit and less account 2Nal (56,743} {47.840)
Equity shoreholders’ funds 2Yal 58,497 12,932

The financial statements on pages 39 to 66 were approved by the Board of Directors on 11 January 2006 and were signed on its behalf by K P Murphy.
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Parent company balance sheet

at 30 September 2005
2005 2004
Notes £000 £000
Fixed assets
Goodwill 16 - 310G
Tangible assets n 192 996
Investments 12 55,875 4,428
56,067 8,524
Current ossets
Stocks 13 - 10
Debtors — due within ane year l4la) 2,383 3,019
Debtors - due after more than one year 14ib} 2,735 170
Total debtors 5ns 3,189
Investments 15 - -
Cash and shori-term deposits 16 34,566 36,440
39,684 39,639
Current liobilities
Creditors: Amounts falling due within one year 17la) {3,721) {2,458)
Net current assets 35,963 37,181
Total assets less current liokilities 92,030 45,705
Creditors: Amounts falling due after more than one year 17} (316} {41}
Deferred income 19 - (4
Net assets kaal 45,250
Capital and reserves
Called-up share capital 20, 21ib} 5,026 2,287
Share premium account 21ib) 73,230 50,155
Merger reserve 21ib) 36,984 8,336
Special reserve 21(b) 4,049 4,049
Profit and loss account 21bl (27,575) (19,5371
Equity shareholders’ funds 21(b) 7,14 45,290

The financial statements on pages 39 to 66 were approved by the Board of Directors on 11 January 2006 and w

n its behalf by K P Murphy.
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Consolidated cash flow statement
for the year ended 30 September 2005

Resiated

2004

£000
Net cash outflow from operating activities ‘ 110,802
Retums on investments and servicing of finance
Interest received 355
Interast paid (16]
interast paid on finance leases (48]
Net cash inflow from returns on investments and servicing of finance 29
Taxation
UK Corporation tax recovered 2,279 816
Copital expenditure and financial investment
Purchase of 1angible fixed assets 0.823) (1,831*
Receipts from sale of current asset invesiments - 2
Receipts from sale of tangible fixed ossels 209 78
Net cash cutflow for capital expenditure and financial investiment n,644) (1,751}
Acquisition of Quadrant (19,500C) -
Fees incurred in acquisition of Quadrant {1,0m -
Cash acquired as part of Quadrant 5,060 -
Acquisition of Innovata Biomed minority interest {925) -
Net cash cutflow from acquisitions 06,376) -
Disposals and restructuring
Disposal of shares in Cobra - 1,231
Disposat of subsidiary - 1402}
Net cash outflow from restructuring [965) -
Net cash (outflowl/inflow from disposals and restructuring (965) 829
Net cash outfiow before management of liquid resources ond financing {2,815 110,617
Management of liquid resources
Cash withdrawn from/Ipiaced onl short-term depasits 1,587 {4,208}
Net cash inflow/{outflow] from managemant of fiquid resources 1587 {4,208
Finoncing
Issue of Ordinary Share capital 26,125 15,519
Expenseas paid in ¢connection with share issue (1,675 {1.162)
Net cash inflow from issue of Ordinary Share capital 24,450 14,357
Capital element of finance lease rental poyments 877 (432
Lease finance acquired 1,787 555+
New unsecured loan finance - 473
Capital element of unsecured loan payments {478) {49
Increase in debt and lease financing 32733 432 547
Net cash inflow from financing 24,882 14,504
increases{decreasel in net cash 32/33 4,654 75

*The comparative figures for purchase of tangible fixed assets and lease finance acquired have each been amended by the inclusion of £393,000
1o ensure consistency of treatment of new finance leases.
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Principat accounting policies

The firancial staternenis hove been prepared in accordance with the Companies Act 1985 end Accounting ond 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.

Basis of accounting
The financial stafements have been prepared under the hisforical cost basis of accounting.

Basis of consolidation

The consolidated prefit and loss account and balance sheet include the financial siatemenis of the Company and afl its subsidiary undertakings made
up to 30 September in each year. The resulis of any subsidiaries acquired are included from the date that control was acquired. The results of any
subsidiories disposed of are included up 1o the date of disposal or loss of conirol. Intra-group soles, profits and lesses and intra-group balances
outstanding at the year end are eliminated fully on consolidation.

Goodwill

Gooadwill arises on the acquisiion 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 1o 30 September 1998 was writlen-off on acquisition against reserves. Goodwill arising from 1 Oclober 1998 is capitalised and amortised
over its useful life, not exceading 20 years. Goodwill arising on the acguisition of Quadrant is being amortised over 20 years.

Research ond development

Research and development expenditure is written-off in the period in which it is incurred and includes all internal and external casts incurred In patenting,
product development, developing manufaciuring processes, manufacturing materials to be used in clinica! trials, the cost of conducting those trials,
external studies, analysis and consultants, the cost of obiaining regulatory approvals and the cost of third party licence fees.

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

Leasehold lesser of the period of the lease or 10% per annum
Plant and machinery 20-33% per ghnum

Computer and office equipment 20-25% per annum

Moior vehicles 33% per annum

Assets under consiruction are classified separately and depreciated from the date they are brought into use af appropriate rafes.

Finonce leases

Finance teases are defined as those which transfer the majority of the risks and rewards of ownership to the Group/Company. Tangible fixed assels
include assets held under finance leases which are copitalised at their purchase cost with ¢ corresponding amount freated as o liability. interest

is charged 1o the profit and loss account over the period of the lecse agreements by reference to the capital balahce outstanding.

Operating leases
Rentals payable in respect of aperating leases are charged to the profit and loss account as incurred.
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Principal accounting policies continued

Fixed asset investments {induding investments in subsidiaries) - :
Investments are stated af cost, but are written down ta their net realisable ot recoverable value if the Directors consider that there has been an impairment
of their value.

Stocks
Stocks are stated at the lower of cost and net redlisable value. Cost is determined on a first in, first out basis.

Deferred taxation

Deferred fax is recognised, without discounting, in respect of all timing differences which have originated but not reversed by the balance sheet date,
except as otherwise required by FRS 19, at rates expected to apply when they reverse, based on current tax rates and lcw Deferred tax assets are
recognised 1o the extent that it is regarded as more likely than not that they will be recovered.

Pension cosis
The Company makes defined contributions 1o money purchase pensicn schemes. Contributions are charged 1o the profit and loss account
on an accryals basis.

Foreign currency transkition
Foreign currency fransactions are tronslated into sterling of the rafe prevailing of the date of the tronsadtion. Monetory assets and liobilities of the year end
are franslated into sterling af the rate prevailing at the balance sheet date. The resulting exchange differences are dealt with in the profit and loss account.

Turnover
Turnover, which excludes value added 1ax, comprises:

» Licensing and evaluation fees, which are recognised once it can be determined with reasonable certainty that such amounts will be received and
that they are not returnable and are taken fo fumover when the associated conditions are satisfied and/or substantive obligations met, pending which
they are treated as deferred income. Licence fees which are returnable if contraciually specified conditions are not met are treated as creditors until
such conditions are fully satisfied.

= Development fees, which are recognised in the period in which the development is underiaken for third parly licensees under the terms of
licence agreements. Expenditure incurred in relafion to development fees is freated as a cost of sale raiher than classified as research and
development expendifure.

= Royalties, which are recognised in the period in which the sales by third parties that give rise to the royaities take place.

* Product sales, which are recognised when the goods are despatched to customers.

Turnover does nof include that proportion of the royalfy and revenue sfreams crising from the Group's products which is receivable by Paul Rovalty
Fund under the transactions referred to in Note 5.

Other operdating income
Cther operating income comprises income which falls outside the definition of turnover.
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Notes 1o the accounts

1. Acquisition, share issue and change of name

On the 15 Jyly 2005 the Company acquired Quadrant Technologies Limited {"Quadrant™, together with its subsidiaries ttogether "the Quadrant Group”)
for u consideration of £48.5m, excluding expenses. This was safisfied as fo £29m by the issue of 131,932,394 new Ordinary Shares in the Company
and as fo £19.5m in cash funded out of the proceeds of the Vendor Plading ¢nd Placing and Open Offer as explained below.

The Company also acquired the outstanding minarity interest in its existing subsidiary, Innovata Biomed Limited, for a consideration of £1.9m, satisfied
as fo half by the issue of 4,484,848 new Ordinary Shares in the Company, and as to half by cash from the proceeds of the Placing and Open Offer.

In order to fund the cash element of the consideration for the above transadions, 1o cover the related expenses amounfing 10 £2.7m, and ¢ roise
additional werking capital of £3.0m, the Company issued for cash 91,758,315 new Ordingry Shares by way of a Vendar Placing and 45,741,683
new Ordinary Shares by way of a Placing and Open Offer at 19p per share.

At the same time the Company changed its name from M L Laboratories PLC to Innovata ple.

The purchase of Quadrant has been accounted for using acquisifion accounting, after taking into account the fair value of the shares issued by
Innovaia plc based on a fair value of 22p per share. On this basis the net assets acquired and the goodwil! arising in respect of the acquisitions
of Quadrant and the minority interest in Innovata Biomed Limited were:

Fair value of net assefs of Quadrant:
Accounting
policy Fair value
Book value alignments revaluation Foir value

£000 £000 £000 £000
Tangible fixed assets 44 - - 414
Cash 5,060 - - 5,060
Debtors 3.036 - {1,000} 2,036
Creditors N.278) - {100} 11,378}
Deferred consideration (6,634l - (2,251 (8,885}
Deferred income - (500) - 1500)
Provisions 1389 - n7z (272
Net liobilties acquired ) 209 {500) (3,234) (3,525)
Fair value of consideration for Quadrant 48,525
Fair value of consideration for minerity interest in innovata Biomed Limited* 1.912
Costs of acquisition 1.01
Goodwill 54,973

The adjustmenis made to book values in arriving at the fair value of the net assets of Guadrant comprise:
() adjustments arising from the application of the accounting policies of Innovata plc where they differ frem those of the Quadrant Group.
ib) adiustments arising from o provisional assessment of the fair values of the gssets ond liabilities of the Quadrant Group.

*No net assets were acquired in respect of Innovata Biomed Limited.
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Notes to the accounts continued

1. Acquisition, share issue and change of nome continued
The results of the Quadrant Group for the period since acquisition are disclosed within the consolidated profit and loss account under the heading "Acquisition”.
The resuits of Quadrant for the year ended 31 December 2004 and for the period 1 January 2005 1o the date of aequisition on 15 July 2005 were:

Unaudited Audited

1 January 2005 Year ended

Yo 15 July 2005 31 December 2004

£000 £000

Turnover 3423 5,662
Operating profit 196 1,331
Profit on ordinary activiies before taxation 360 1,334
Taxation 0,000} 1,000
[Lossl/profit on ordinary activities after taxation (640) 2,334

The cash flow effect of the purchase of Quadrant is sef out in Note 31.
2, Discontinued activifies
On 6 February 2004 the Group completed the disposal of its subsidiary, Heaithcare Education Services Limited.

The resulis of this business have been included in the Group's consolidated profit and loss account for the year ended 30 September 2004 up unfil
the date of disposal os o discontinued adlivity.

3. Excepfional items

2005

During the year the Group incurred an exceptional charge in relafion to the restruciuring of its business following the oppointment of lan Kent and
Kieran Murphy as Chairman and Chief Executive Officer respediively in March 2005 ¢nd the acquisition of Quadrant in July 2005. The exceptional charge
includes amounts relating 1o the cost of redundandies, the closure of sites, the write-off of tangible fixed assets and the write-off of goodwill relating

to the UCCE activity. The charge is stated net of the proceeds from the sales of the UCOE gene expression fechnology and MATS, the Group's material
analysis business.

The restructuring was conducted in two phases. On 25 April 2005, the Company announced a restructuring 1o consolidate the Group's then existing
operations into one site at St Atbans. This restructuring was part of a sirategic review to reduce costs and improve efficiency and followed the appainiment
of the new moncgement team on 2 March 2005, as explained cbove. This restructuring reflected the infent 1o place greater focus on the Group's respiratory
business, anhd the intention therefore 1o divest or partner, as appropriate, certain of the Group’s other assets, including Devacade®, the gene therapy
products CTL102 and CTL901 and the UCOE gene expression technology. On 16 lune 2005, the Company announced the proposed dcquisition

of Quadrant which was completed on 15 July 2005, and subsequently consolidated fhe Group's operations into one site of Quadrants premises

in Ruddington, Nottingham. This led to further reorganisation casts with the cosure of the St Albans site, and further redundancies.

In July 2005 the Group soid the MATS business for a net consideration of £148,000 in cash. The resulis of the MATS business have not been separately
disclosed as a discontinued activity on the grounds of immateriality.

On 30 September 2005, the Group sold the UCOE gene expression technology to Celliance Corporation for an undisclosed cash consideration.

2004
An exceptional prefit arose during 2004 on the sate of the Group’s remaining holding of one million Cobra Biomanufacturing PLC [[CBM'] shares
at o price of £1.25 per share, generating nef proceeds, after expenses, of £1,231,000 and a profit for the Group of £755,000.

The disposal of Healtheare Education Services Limited during the year gave rise to neither a profit nor a loss as the consideration received in the form
af shares in Bridgehead international Limited ["Bridgehead™ has a fair value in the balance sheet equal to the net assets divested.

There was no taxation impact of the exceptional item in either year.
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4, Segmental analysis by class of business
The analysis by dass of business of the Group's furnover, research and deveiopment expenditure, other expenses, other operafing income,
loss before taxation and net assets is sef out below:

Segmental reporting - All activities

Research and Other

development Other operating Loss before

Tumover  expenditure expenses income taxotion Net assets

2005 £000 £000 £000 £000 £000 £000
Licensing and evaluation fees 6,507
Development fees 3,864
Royalties 3,567
Product sales 1,369
Total pharmaceutical activities 15,307 %0,344) 16,932) 2,738 (9,231 58,564
Other activities 3N (22) 3) - 366 (67)
Total 15,698 (10,366} (16,935} 2,738 {8,845) 58,497

Research and Other

development Other operating Loss before
Turnover expenditure expenses income faxation Net assets

2004 £000 £000 £000 £000 £000 £000
Licensing and evaluation fees 2,738
Development fees 1.558
Rovyalties 2,540
Product sales 602
Total pharmaceutical activities 7,438 (12,890} 16,753 508 10,665) 12,780
Other activities 456 N3 (728 - (2400 152
Total 7,894 12,903) {7,481 508 {10,905} 12,932
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Notes to the accounts continued

4. Segmental onalysis by class of business continued

Geographical segments - All activities
Turnaver by Turnover  Loss before
destination by origin taxation Net assets
2005 £000 £000 £000 £000
United Kingdom 10,130 15,698 (8,865 58,497
North America 1,385
Rest of Europe 2,293
Rest of the World 1,890
Total 15,698 15,698 (8,865} 58,497
Turnover by Turnover Loss before
destination by origin faxation Net assefs
2004 £000 £000 £000 £000
United Kingdom 3,853 7,894 (10,9051 12,932
North America 222
Rest of Europe 3073
Rest of the World 646
Total 7.894 7.894 {10,905) 12,932
Segmentual reporting - Acquisition
Research and
development Other
Turnover  expenditure expenses
2005 £000 £000 £000
Development fees 738
Royalties 766
Total pharmaceutical activities 1,504 (407 627
Other activities - - -
1,504 (407) 627
Segmentfal reporfing ~ Discontinued activities
Other
Turnover expenses
2004 £000 £000
Other activities 198 (352
198 (352)
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4. Segmental onalysis by class of business continued
Geogrophical segments — Acquisitions

Turnover by Turnover

destination by origin

2005 £000 £000

United Kingdom 660 1,504

North America 781 -

Rest of Europe 83 -

Rest of the World - -

Total 1,504 1504
Geogrophical segments — Discontinued activities

Turrover by Turnover

destination by origin

2004 £00D £000

United Kingdom 131 198

North America 38 -

Rest of Europe 52 -

Rest of the World (23] -

Total 158 198

5. Other operating income
Other operaling income for 2005 comprises monies received on the sefflement of a dispute.

Other operating income for 2004 comprises the release to the consolidated profit and loss account of the remaining portion of monias received
fromn Paul Royalty Fund (“PRFY) in ecrlier years and carried in the balance sheet as deferred income, in order to maich its releqse with associated

spending obligations.

A total of £22.5m was received from PRF under two transactions in 2001 and 2002 as ¢ result of which PRF is entitted to receive until 30 September 2010
a propottion of the royalties and revenue streams arising from Adept® and Extraneql®. As at 30 September 2004, the amounts received from PRF had

been released in full to the consolidated profit and loss account.

While the risk relafing to that proportion of the future royalty and revenue streams receivable by PRF has effectivel\'/ been transferred to PRF, under certain

specified circumstances (incluging change of contral of Innovata ple, certain major corporate transactions, and events of detault material in the context of
the PRF transaction) PRF has the right to require the Group 1o re-purchase PRF's inferests in the royalty and revenue streams concerned for a consideration

caiculated o give PRF an agreed minimum rate of return.
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Notes to the accounts continued

6. Interest receivable and payable
{a) Interest receivable

2005 2004
£000 £000
Bank interest receivable 438 390
438 390
(b} interest payable
2005 2004
£000 £000
On bank overdraft — repayable within five years 9 4
Cn unsecured loans 2 7
Cn finance leases 3 47
154 68
7. Loss on ordinary activities before taxation
2005 2004
£000 £000
Loss on ordinary activities before 1axation is stated after charging:
Depreciation - tangible owned fixed assets 429 328
—tangible fixed assets held under finonce leases 336 439
Amortisation of intangible fixed assets 689 200
Auditors’ remuneration for:
- audit {Company £44,600) (2004: £20,000) 88 45
Operating leases — hire of other assets - 1
— hire of plant and machinery 29 20
- rental of premises 984 410
Loss on disposal of tangible fixed assels 59 -
And after crediting:
Profit on disposal of tangible fixed assels 84 S0

Remuneration of the Company’s Auditors for the provision of non-audit services to the Company and its subsidiary undertaking was £360,000
{2004: £147,000]. This comprised of fees in respect of taxafion compliance £25,000 (2004: £27,000) and transaction assistance fees £335,000

{2004: £120,0001.

*This figure includes renfal costs included within the exceptional item as explained in Note 3.

!E' innoveta plc Annual Report 2005




8. Toxation
The current year tox credit represents refundable R&D 1ax credits less withholding 1axes suffered. There is no charge fo corporation fax during the year

nor is there any provision required for deferred taxation. Accumulated iax losses have not been recognised as deferred tax assets as there is insufficient
certainty as to their future recoverability.

As ot 30 September 2005, the total tax losses in Group companies armounted to £106m (2004: £54m). These losses are available for offset against

future profits in the companies concerned, subject to agreement with the Inland Revenue.

(a} Analysis of (chorge)/credit in year

2005 2004
£000 £000
R&D tax ichargel/credit  Current year 315 1414
Prior years )] 629
Withhaolding taxes (270} (184)
32) 1,859

(b) Factors offecting the tax (charge)/credit for the year
£000 £000
Loss on ordinary activities before taxation 8,845 10,905
Loss on ordinary activities at 30% 2,660 3,27
Adjustments fo tax credit in respect of prior periods rg)) 629
Carry forward of tax losses 572) [1,783)
Other timing differences 51 15
Amortisation of goodwill 1,094} 160)
Expenses not deductible for tax purposes na3) 6
Non-taxable income arising on consolidation ) 226
Adjustiment in resped of R&D tax credits (308) (261
Withholding tax suffered 270) N84}
Total current tax [chargel/credit B2 1859

Innovesty ple Annual Report 2005 E]




Notes to the accounts continued

9. Directors and employces

2005 2004
Number Number
Employees
Averoge weekly number of persons [including Directors) employed by the Group during the year
Research and development a9 78
Administration and marketing 28 3
Educational training - )
W ns
2005 2004
£000 £0060
Staff costs (for the above persons)
Wages and salaries 6,554 5,800
Social security costs 679 623
Other pension costs (Note 29) 340 412
7,573 6,835
Directors’ remuneration
£000 £000
Remuneration paid to the Directors of the holding company
Aggregate emoluments 1,477 1,004
Contributions to money pension schemes 126 N9
1,603 1,123
Emoluments payable to the highest paid Director
£000 £000
Aggregate emoluments 536 364
Contributions to money purchase pension scheme an 48
557 412

Five Directors (2004: five) have benefits accruing under money purchase pension schemes.
No Director waived emoluments in respect of the year ended 30 Septernber 2005 (2004: None).
Further details of the remuneration and Share Oplions of Directors are given in the Remuneration Report on pages 3110 37.

*This figure includes staff costs included within the exceptional item as explained in Note 3.

Innovata plc Annual Report 2005




10. Goodwill

Goodwill arising during the year relates to the acquisitions of Quadrant and the minority interest in Innovato Biomed, being the excess of cost of acquisitions
over the fair value of net assets at the date of acquisition, and is capitalised and amortised over 20 years, this being the Directors” estimate of its useful

economic life.

Goodwill at 1 October 2004 related to the research and development activities originally acquired by the Group on its acquisition of Cobra Thergpeutics
timited {"Cobra®} which were fransferred into the direct ownership of the Company when Cobra left the Group as a result of the flotation on AiM
of Cobra Biomanufacturing PLC. As a result of the restruciuring of the Group’s business referred to in Note 3 above, this goodwill is considered

to have been impaired and has been written-off in full as part of the exceptional charge for restructuring costs.

Goodwill
Group £000
Cost
At 1 October 2004 4,000
Additions 54,973
Impoirment {4,000]
At 30 September 2005 54,973
Aggregate amoriisation
A1 October 2004 9200
Charge for the year 689
Impuairment .07
At 30 September 2005 572
Net book value at 30 September 2005 54,401
Net book value ot 30 September 2004 3,100

Goodwill
Company £000
Cost
A1 October 2004 3,550
Impairment {3,550]
At 30 September 2005 -
Aggregote amortisation
At 1 October 2004 450
Charge for the year L
impairment (568}
At 30 September 2005 -
Net book value of 30 September 2005 -
Net book value at 30 September 2004 300
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Notes to the accounts continued

T1. Tongible fixed assets

Computer
Piant and and office Motor  Assefs under
machinery equipment vehides  construction Total
£000 £000 £000 £000 £000

Group
Cost
At 1 Oclober 2004 3,667 1,515 988 1,199 7,369
Acquisition 1,207 3,492 - - 4,699
Additions 64 131 357 1,326 1,878
Disposal of subsidiary 22 (22 - - -
impaired as q result of restruciuring (3.654) {1,381) - - {5,035}
Disposcls [96) - i593) - (689)
At 30 September 2005 1210 3,735 752 2,525 8,222
Depreciation
A1 1 October 2004 2,787 1,249 475 - 4,511
Charge for year 333 134 298 - 765
Acquisition 1,032 3,254 - - 4,286
Disposal of subsidiary 22 (22} - - -
Impaired as a result of restructuring {3,033) N1,245) - - 14,278)
Disposals (90 - (415 - {505}
At 30 September 2005 1,051 3,370 358 - 4,779
Net book value
At 30 September 2005 159 365 394 2,525 3,443
At 30 September 2004 880 266 513 1,196 2,858

The net book value of tangible fixed assets includes £1,827,000 (2004: £1,038,000} in respect of assets held under finance leases.
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1. Tongibie fixed assets continued

Computer
Plant and and office Motor  Assefs under
machinery equipment vehicles  construction Totck
£000 £000 £000 £000 £000
Company
Cost
At 1 October 2004 1,384 941 666 - 2,991
Additions 12 76 134 - 222
Transfer to subsidiaries - - - - -
Impaired os & result of restruciuring {1,396} (9061 - - (2,302)
Disposals - - (507} - (507)
At 30 September 2005 - m 293 - 404
Deprecigtion
Af 1 Oclober 2004 853 779 363 - 1,995
Charge for year 146 73 178 - 397
Transfer fo subsidiaries - - - - -
Impaired as a result of restructuring (999} (803} - - {1,802}
Disposals - - {378} - (378)
At 30 September 2005 - 49 163 - n2
Net book value
At 30 September 2005 - 62 130 - 192
At 30 September 2004 531 162 303 - 996

The net book value of tangible fixed assets includes £129,000 {2004: £611,000) in respect of assets held under finance leases.
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Notes to the accounts continued

12. Fixed asset investments
investiment

Group £000
Cost and book value
At 1 October 2004 250
Movement -
At 30 September 2005 250
The Group's investment in Bridgehead International Limited, an unquoted company, represents 12% of its issued shared Capital.

Investments  Subsidiaries Total
Company £000 £000 £000
Cost and book value
A1 1 Ociober 2004 250 4,178 4,428
Acguisition of Quadrant linduding expensesl - 49 535 49,535
Acquisition of minority interest in Innovata Biomed - 1,912 1912
At 30 September 2005 250 55,625 55,875

Country of Description  Proporficn held
Principal subsidiary companies incorporation of holding % Nature of business
Innovata Biomed Limited Scotland Ordinary Shares 100 Research, development anc
Preference Shares 100 commercialisation of respiratory
drug delivery technalogies
Quadrant Technologies Limited England Orginary Shares 100  Research, development of drug
formulation and delivery systems
Quadrant Drug Delivery Limited England Ordinary Shares 100 Research, development of drug
formulation and delivery systems
Quadrant Healtheare Limited England Ordinary Shares 160 Research, developrnent of

drug formulation and delivery
systems together with the
provision of management
services fo other

Group companies

In addition the Group has o humber of subsidiaries which are dormant or whose residual activities are not material fo the results of the Group.

Country of Descripticn  Praportion held
Principal subsidiary companies incorporation of holding % Nature of business
Joint venture
QDose Limited England Crdinary Shares 50 Research, development of drug

formulation and delivery systems
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Raw materials and consumables 320 329 - 10
320 329 - 10
. Debtors
Group Company

2005 2004 2005 2004

£000 £000 £000 £000
(o} Amounts faling due within one year:
Trade deblors 5,597 1,609 218 242
Other debtors 183 356 153 221
Corporation fax 315 2,561 315 1,656
Prepayments and accrued income 2,460 1,008 1,697 900

8,555 5,534 2,383 3,019
(b} Amounts falling due after more thon one year:
Amounts owed by subsidiary undertakings - - 2,735 170

8,555 5,534 5n8 3,189
The amounts due from subsidiory undertakings are unsecured and interest free.
15. Current asset investments

2005 2004

Group and Company £000 £000
Investments quoted on a recognised stock exchange, at cost - 39
Sale of current asset investment - )
Provision for impairment of value - {38

At 30 September

Aggregate market value of quoted investments

Current asset investments incide holdings in cerfain US based companies to which the Directors have determined thot no value should be affributed.
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Notes to the accounts continued

16, Cash and short-term deposits
Cash and shon-term deposits of £13,935,000 (2004: £10,868,000} include short-termn deposits amounting to £8,865,000 [2004: £10,452,000},
including £500,000 held as security for an overdraft facility of that amount from Barclays Bank PLC.

Cash and short-term deposits in the Company of £34,566,000 (2004: £36,440,000) include short-term deposits amounting to £8,845,000 [2004: £10,452,0001,
including £500,000 held as security for an overdraft facility of that amount from Barclays Bank PLC.

The Company has provided unlimited multilatercl guarantees in respect of the bank overdrafts of certain of its subsidiaries, which at 30 Septernber 2005
amounied to £25,569,000 {2004: £25,573,000).

17. Creditors
Group Company
2005 2004 2005 2004
£000 £000 £000 £0060
{a) Amounts falling due within o year:
Obligations under finance leases 694 310 83 177
Unsecured leans - 478 - 5
Trade creditors 892 2,640 167 1,332
Taxation and social security 676 220 145 166
Other creditors 4,000 4,004 - 3
Accruals 5123 1,360 3,325 775
n,385 9,012 3,70 2,458
(b) Amounts falling due after more than one year:
Obligations under finance leases 848 322 ns 210
Amounts owed to subsidiary underiakings - - 201 201
848 322 Nns AN
18. Provisions
2005 2004
£000 £000
Deferred consideration 8,756 -
Investment in QDose 72 -
Other 200 -
9,028 -

Quadrant Drug Delivery Limited was acquired by Quadrant from a subsidiary of Elan Corporation PLC ("Elan® on 10 July 2003. The consideration was
£1 plus deferred contingent consideration payable based upon the level of cash receipts by the business relating o specified intellectual property

and commercial agreements owned by Quadrani Drug Delivery Limited at that date. The amount included in the financial statements in respect of this
deferred consideration represents the estimated net present value of future payments to Elan. The actual amount of deferred consideration ultimetely
pavable may be greater or less than the amount recognised in the financial statements.

The deferred consideration is secured by a charge over certain income streams of the business,
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19. Deferred income

Deferred income af 30 September 2005 and 30 September 2004 comprised licensing fees received but not yet credited to the consolidated profit

and loss account, in accordance with our accounfing policy on furnover.

2005 2004
Group £000 £000
Licensing fees not yet credited L6 673
1146 673
Company £000 £000
Licensing fees not yet credited - 4
- 4
20. Called-up share capital
2005 2004
£000 £000
Authorised
670,000,000 Ordinary Shares of 1p each (2004: 350,000,000} 6,700 3,500
Allotted, called-up and fully paid 502,627,943 Ordinary Shares of Tp each (2004: 228,710,703 Ordinary Shares) 5,026 2,287
As explained in Note 1, the following Ordinary Share issues were made during the year:
Nurnber Issue price Share Share Merger
of shares per share capital premium reserve
£ £000 £000 £000
Issues for cash:
Vendor Placing 91,758,315 0.9 918 16,516
Placing and Open offer 45,741,683 0.19 457 8,234
Issues far shares:
Acquisition of Quadrant 131,932,394 0.22 1319 - 27,706
Acquisition of minority interest in innovata Biormed Lirnited 4,484,848 0.22 45 - 942
273,917,230 2,739 24,750 28,648
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Notes to the accounts confinued

20. Called-up share capital continued
Contingent rights to the alloiment of shares:

Under the 1989 M L Laboratories PLC Executive Share Option Scheme, opticns which have been granted to Directors and Executives to subscribe

for Ordincry Shares and which remain unexercised as at the date of this report are as follows:

Number Subscription
of shares price  Exercise date Expiry date
32,507 £3.69 23/07/99 23/07/06
212,316 £2.27 06/01/00 06/01/07
996,862 £1.24 09/02/0 09/02/08
68,722 £1.19 18/03/01 18/03/08
490,575 £0.88 06/07/01 06/07/08
227,907 £1.06 08/03/02 08/03/09

2,022,889

Under the Innovata plc 1999 Executive Share Option Scheme, options which have been granted to Directors, Execusives and employees to subscribe

for Ordinary Shares and which remain unexercised as at the date of this report are as follows:

Number  Subscription
of shares price  Exercise date Expiry date
141,499 £1.39 20/08/02 20/08/09
204,674 £1.39 20/08/04 20/08/09
390,020 £1.40 10/11/03 10/1110
3,257,277 £0.37 02711704 o2mm
6,602,559 £0.15 17/04/06 17/0413
6,129,475 £0.19 19/04/07 19/04/14
3,000,000 £0.22 03/03/08 03/03/15
4,000,000 £0.22 15/07/08 15/67/15
9,000,000 £0.26 14/09/08 14/09/15
400,000 £0.26 10/10/08 10/10/15

33,125,504

Options granted fo Directors of the Company by resolution of the shareholders in general meeting and which remain unexercised of the date of this Report:

Number  Subscription
of shares price  Exercise dote Expiry date
3,060,000 0.22 14/07/05 14/0715
3,000,000
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21. Movements in capital and reserves and equity sharehokders’ funds
The movements in capital and reserves during the year were:

Called- Share Profit Equity
up share premium Merger andloss shareholders’
capital account reserve account funds
£000 £000 £000 £000 £000
(o) Group
At ] October 2004 2,287 50,155 8,336 147.846) 12,932
Loss for financial year - - - (8,897 (8,897
Issue of Ordinary Shares {as set out in Note 20} 2,739 24,750 28,648 - 56,137
Expenses paid in connection with the issue of Ordinary Share capital - (1,675) - - (1,675}
At 30 September 2005 5,026 73,230 35,984 (56,743) 58,497
Called- Share Profit Equity
up share premium Special Merger and loss  shareholders’
capital account reserve reserve account funds
£000 £000 £000 £000 £000 £000
(b) Company
At T Octaber 2004 2,287 50,155 4,049 8,336 {19,537 45,290
Loss for financial year - - - - 18,0381 (8,038)
Issue of Ordinary Shares (as set out in Note 20) 2,739 24,750 - 28,648 - 56,137
Expenses paid in connection with the issue
of Ordinary Share capital - (1,675} - - - (1,675
At 30 September 2005 5,026 73,230 4,049 36,984 (27,575 N4

The special reserve was created in 1999 following e redudion of the share premium account. In the Group accounts, the goodwill which had arisen
on consolidation up 1o 30 September 1998 of £4,049,000 has been offset against the special reserve rather than against the profit and loss account.
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Notes to the accounts continued

22. Finance lease obligations and unsecured loans

Group Company
2005 2004 2005 2004
£000 £000 £000 £000
At 30 September 2005 the Group and Company had abligations under finance leases as follows:
Payable within one year 694 310 84 177
Payable between one and two years no 227 109 136
Payabie between two and five years 138 95 6 74
1,542 632 199 387
Group Company
2005 2004 2005 2004
£000 £000 £000 £000
At 30 Septernber 2005 the Group and Company had obligations under unsecured loans as follows:
Payable within one year - 478 - 5
- 478 - 5

23. Finondial instruments
The Group has taken advantage of the exemption available under FRS 13 in respect of shor-term debtors and creditors and accordingly, where
permitted by the FRS, defails in respect of such debtors and creditors are excluded from the disclosures declt with in this Note.

Primary financial instruments employed by the Group, other than short-term debtors and creditors, comprise cash, shert-term deposits, unsecured

loans, current asset invesiments and finance eases. The Group's activifies include some currency exposure arising from the fact that certain royalties

are calculated and/or paid in US doltars and that ceriain operating costs are incurred in currencies other than sterling, principally US dollars. The Group's
general policy is to convert dalfar revenues to sterling when received and to convert sterling fo foreign currencies at the fransaction date. The Group
does not trade in financial instruments.

The Group’s policy during the year ended 30 September 2005 was fo place the majortly of its cash on short-term deposits with its bankers and
1o finance the purchase of langible fixed assets through finance leases, where possible, for cash flow purposes.

The Group's expasure to Inferest rate risk is imited to its finance leases and unsecured loans which are fypically fixed rate and its cash and short-ferm
deposits which are typically floating rate.

The interest rate profile of financial assets was:
Hoating rate financial assets

and overdraft
Cash and current Short-term
bank accounts  bank deposits Total
£000 £000 £000
Cusrency
Sterling 4,793 8,865 13,658
Us Dollars 277 - 277
At 30 September 2005 5,070 8,865 13,935
Currency
Sterling (i05) 10,452 10,347
US Dollars 521 - 521
At 30 September 2004 416 10,452 10,868

The fair value of short-term deposits approximates te the book value reported in the baiance sheet because of the shor-ferm maturity dates of these deposits.
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23. Finandial inshruments continued
The interest rate profile of financial liabilities was:

Financial kobilities
Fixed rate Floating rate
2005 2004 2005 2004
£000 £000 £000 £000
Sterling
Finonce leases 1,542 632 - -
Unsecured loans - 478 - -
1,542 1,110 - -
The weighted average interest rate on fingnce leases at 30 September 2005 wos 8.33% 12004 7.3%).
Group Company
2005 2004 2005 2004
Months Months Months Months
The weighted average period fo maturity of finance {eases was: 7 25 B 26

The weighted average interest rate on the unsecured loans at 30 September 2004 was 5.5% and the period fo maturity was two months.

The fair value of finance leases at 30 September 2005, calcutated by discounting cash flows o prevailing interest rates was £982,000 (2004; £704,000).

The curency analysis of the Group’'s net monetary assets and liabilities (including shor-term debtors and creditors} at 3G September was:

2005 2004
£000 £000
Sterling 5,248 6,695
Other currencies, principally US dellars 1,061 373
6,309 7,068

As a1 30 September 2005 the Group had commitied undrawn overdroft facilities amounting fo £500,000 (2004: £500,000].

24. Loss for the financial year

As permitted by Section 230 of the Companies Act 1985, the parent company’s profit and loss account has not been included in these financial statements.

The parent compenys ioss for the financial year was £8,038,000 [2004: £5,781,0001.

25. Loss per Ordinary Share

The calculation of basic earnings per share is based on the loss on ordinary activities after taxation and on 286,495,980 [2004: 201,948,984

Ordinary Shares, being the weighted average, calculated on a time basis, of the number of Ordinary Shares in issue.

The effect of dilutive share options outstanding and not yet exercised at 30 September 2005 would be fo reduce the loss per Ordinary Share.
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Notes to the gccounts continued

26, Other financial commitments
Al 30 September 2005 the Group had annual commitments under non-cancellable operating leases as follows:

2005 2004
Land and 2005 Land and 2004
buildings Other buildings Cther
£000 £000 £000 £000
Expiring within one year 38 1 48 2
Expiring with one ond two years 369 3 38 1
Expiring between two and five years 70 28 213 N
Expiring in over five years M - 214 -
bl a2 513 14
27. Capital commitments
Group Company
2005 2004 2005 2004
£000 £000 £000 £000
Capital expenditure on tangible fixed assets that had been contracted
for but has not been provided for in the financio) statements 600 1,400 - 43

28. Contingent liabilities

Group and Company

As explained in Nofe 5, under agreements entered into in July 2001 and February 2002, in cerfain circumstances the Group may be required to make
payments 1o PRF fo repurchase its interests in the royalty and revenue sireams concerned.

As explained in Note 16, the Company has provided unlimited multilateral guarantees in respect of the bank overdrafts of certain of its subsidiaries.

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

At 30 September 2005 the Group was engaged in disputes with Pall Corporation and Ineos Silicas Limited. However, ne liability to the Group is expected
to arise from these disputes. The Group’s legal costs in connection with proceedings against Pall Corporation will amount to approximately £1m.
Depending on the cutcome of the litigation, the Group may recover a proportion of these costs from Pall Corporation. Pall Corparation have estimated
that their lego! costs will be appreximately £1.5m and depending on the outcome of the litigation, it is possible the Group may be ordered to pay

a proponion of these costs.

Quadrant Healthcare (UK Limited [now Quadrant Holdings Cambridge Limited), a subsidiary of Quadrant, was established in 1994 pursuanito a
management buy out, Under the terms of that acquisition agreement the consideration for the know-how transferred to Guadrant Healthcare (UK
Limited inow Quadrant Holdings Cambridge Limited] was capped at a maximum of £20m and was alse deferred only becoming payable an the
commercial success of products which incorporated the know-how acquired. This agreement was re-negotiated by Quadrant in the light of the
acquisition of Quadrant Healthcare (UK Limited and this considercfion is now payable as a percentage of certain revenues and receipts generated

by the enlarged Quadrant Group utilising any of the patents or patent applications owned by Quadrant Healtheare [UK) Limited prior to the acquisition.

At 30 Seprember 2005 there were no other contingent liabilities other than those arising from the ordinary course of business in respedt of which
no material losses are expected 1o orise.

29. Pensions

The Group operates a number of defined coniribution pension schemes. The assets of the schemes are held separately from those of the Group and

are independently administered. The pension cost charge represents coniributions payable by the Group under the schemes and amounted to £340,000
(2004: £412,000). Contributions totalling £Nif were payable at the year end.
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30. Reconciliation of operating loss to net cash flow from operating acfivities

2005 2004
£000 £000

Operating loss (3,036} {11,982}

Depreciation of tangible fixed Gssets 765 768

Amortisation of goodwill 689 200

Net profit on disposal of current asset investment - 1]

Net profit on disposal of tangible fixed assets (25) (50)

Decrease in stocks 9 408

lincrease) in debtors (3,248) 11,307

{Decreasel/increase in creditors (565) 1,304

{Decreasel in deferred income (26) 142

Net cash outflow from operatfing aclivities {5,437} (10,802)

31. Working capital and cash effect of acquisitions

la) Working copital effect of acquisition of Quodrant
2005
£000

Tangible fixed assets 44

Debtors 2,036

Creditors (1.378)

Deferred consideration (8,885

Deferred income (500)

Provisions 272)
18,585)

(b) There was ho working capital effect of the acquisition of the minority interest in Innovata Biomed Limited.

(¢) Cash effect of acquisitions .
2005
£000

Cash acquired on acquisition of Guadrant 5,060

Cash element of purchose considetation of Quadrant 19,500)

Cash element of purchase consideration of minarity interest in Innovata Biomed Limited (925)

Cosis of acquisition n.on

16,376}
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Notes to the accounts continued
32. Reconciliation of net cash flow to movement in funds
2005 2004
£000 £000
Increqse in cash in year 4,654 79
Movement in short-term deposits 0,587) 4,208
Movement in borrowings (432 1547
Change in net funds resulting from cash flows 2,635 3,740
Opening net funds 9,758 6,018
Closing net funds 12,393 9,758
33. Analysis of net funds
2004 Cash flow 2005
£000 £000 £000
Cash at bank and in hand 16 4,654 5,07¢
Short-term deposits 10,452 1,587 8,865
Unsecured loans {478] 478 -
Finance leases due within cne year {3101 (384 694}
fFinance leases due in more than aneg year {3221 (526) {848)
9,758 2,635 12,393

34. Related porty transactions
As explained in Note 1, the Group acquired the outstanding minority interest in Innovata Biomed on 15 July 2005 from Dr R N Boyes, a former Director
of the Company, for a consideration of £1.9m. This fransaction was approved by the shareholders of the Company on 14 July 2005.

The Directars have token adventage of the exernplion conferred by Financial Reporting Standard 8 not fo disclose transadtions with other Group
companies as ihey are eliminated on consolidafion.
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Shareholder information

Investor relations

Innovata believes that two-way communication with its shareholders and potential shareholders is of great imporiance to enable them 1o develop

¢ clear understanding of the Company's sirategy, performance and growth patential, fo build up leng-term irust and to ensure compliance with

all regulations regarding the conduct of a publicly owned company and dissemination of price-sensitive information. As a resuli, the Company aims
to provide as much information as is practical and sensible to both existing and potential investors, acknowledging that transparency is the best way
to develop understanding. Innovata welcomes any commernits regarding its investor relations and will strive fo build its IR practice over fime.

Financial calendar

Preliminary announcement of 2005 results 11 January 2006
Annual General Mesting 15 March 2006
Announcement of 2006 interim Results June 2006
2006 year end 30 September 2006

Annual Generol Meeting
The AGM will be held on Wednesday 15 March 2006 af 11.00am at the offices of Jones Day, 21 Tudor Sireet, London, EC4Y 0DJ.

Annual Report ond Accounts and corporate website (www.innovatapic.com)

Innovata's Annual Report is seen intemnally and externally as an important communications teol. The Company has a number of audiences and it seeks
to provide as much information to these different audiences as is possible within a single document. The Annual Report is supported by the corporate
website which will be updated with preliminary and interim results, press releases, regulatory announcements and other updates that the Company
believes will be useful. The site alse has an interactive share price graph which displays current and historic prices and traded volumes.

Electronic communications

Innovota will soon offer its shareholders and ofher interested pariies the opportunity to receive electronic nofification of the Company's lofest press
releases via email. To take advantage of this service, shareholders will be able 1o register online via the news alert form that will be found under
the Investor Relations section.

Enquisies about shareholdings
Any administrative enquiries relafing to shareholdings in Innovata should be addressed directly 1o the Registrar icontact details on following page).
For further details of the shareholder services offered by the Company’s Registrars, please visit www.capitaregisirars.com

innovata ple’s shares are traded on the Main Market of the London Stock Exchange, symbol [0V,
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Registered office and advisers

Investor relations
Kieran Murphy

Company Secretary
Peter J Shennon

Registered office
1 Mere Way
Ruddington
Nottingham

NG 635

United Kingdom

Tel: +44 {01115 974 7474
Fax: +44 (01115 974 8494
Email: info@Innovaiaple.com
wawaw, innovataplc.com

Registered in England no. 2148607

Financial advisers/brokers
Nomura Code Securities Limited
1 Carey lane

London

EC2V 8AE

United Kingdom

Tel: +44 (120 7776 1200

Fax: +44 {020 7776 1201

Email: email@nomuracode.com
WWW.nomuracode.com

Registrar

Capita Registrars
The Regisiry

34 Beckenham Road
Beckenham

Kent

BR3 4TU

United Kingdom

Tel: +44 10)870 162 3100

Fax: +44 [0120 8639 2342
£mail; ssd@capitaregisirars.com
www.capitaregisirars.com

Trademarks
Adept®, Clickhaler®, Duchaler®, Devacade®, Dexemel®, Emmelle®
and Fibrocaps?® are registered fraderarks owned by Innovata pic.

Asmasal® and Asmabec® are registered trademarks of Celltech Pharma
Europe Limited. Meptin™ is a frademark of Oisuka Pharmaceutical Co.
Limited. Extraneol® and ADVATE® are registered trademarks of Boxter.
Exubera® is a registered trademark of Pfizer Products Inc. Advair® and
Serefide® are registered frademarks of Glaxo Group Limited. Spiriva®

is a registered trademark of Boehringer Ingelheim Pharma GmbH & Co.
KG. Ventavis® is a registered trademark of Schering AG. Alpharen®

is a registered fradermark of INEQS Silicas Healthcare Limited.
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Auditors

Deloitte & Touche LLP
City House

126-130 Hills Road
Cambridge

CBZ 1RY

United Kingdom

Tel: +44 101223 460222
Fox: +44 (01223 350839
www.deloitte.com

Solicitors

Jones Day

21 Tudor Street
London

ECAY 0DJ
United Kingdom

Tel: +44 (0120 7039 5959
Fax: +44 {0120 7039 5999
wmaw.jonesday.com

Finoncial PR

Financial Dynamics
Holbom Gate

26 Southampten Buildings
London

W2CA 1B

United Kingdom

Tel: +44 (0120 7831 3113
Fox: +44 (0120 7242 8695
www.fd.com




AP aclive pharmaceutical ingredient.
Asthma: a condition in which individusls suffer
from o widespread narrowing of the bronchial
girways, which changes in severity over short
periods of time, leading 1o cough, wheezing
and difficuliy in breathing.

Bedomethasone: a steroid which is used

fo help prevent the symptoms of asthma.
Budesonide: a steroid which is used fo help
prevent the symptoms of asthma.

COPD: chronic obstructive pulmonary disease
is an irreversible and chronic obstruction of the
airways which is caused primarily by smoking.
it principatly includes chronic brenchitis and
emphysema or both conditions, which slowly
progress and eveniually lead to a largely
irreversible loss of lung function.

Cystic fibrosis: on inherited disease in which

@ thick mucus clogs the lungs and blocks the
ducts of the pancreas.

Diabetes: a chronic health condition where the
body is unable to produce or adequately use
insulin. Symptoms include thitst, excessive
uringtion, dehydration and weight loss. The
treatment of diabetes may require daily insulin

injections, proper nutrition and regular exercise.

DPI. dry powder inhaler.

Excipients: cn inoctive ingredient added to a
drug fie, in pill form) to dilute it or to give it form,
consistency or stability.

FDA or US Food and Drug Administration:
part of the US Department of Health and
Hurman Services Agency responsible for
ensuring the safety ond effectiveness of all

drugs, biologics, vaccines, and medical devices.

Fibrinogen: a protein involved in coagulation.
It reqicis with other molecules to produce
blood clots.

Glossary

Formoterol: belongs to the fomily of medicines
known as beta-2 agonists. It is used to help
treat or relieve the symptoms of osthma.

GMP or Good Muanufacturing Practice:

a quality assurance systern required by
authorities, for use in the manufacture of drugs.
Haemophikka A: a disorder of the blood in
which it lacks an agent, known as Factor VI,

to make it clot.

Hyaluronic adid: a natural component of
connective tissue, including the skin, which
plays a critical role in providing volume to

skin by retaining water. [t may be derived

by bacterial fermentation.

lcodextrin: a replacement for high-strength
glucose solutions in peritoneal dialysis.
lloprost: an inhalation solution for the treatment
of pulmonary arterial hypertension, a debilitating
disease characterised by severe constriction -
of the blood vessels of the lungs and very high
pulmonary arterial pressure.

Lactose: a type of sugar found in milk and
milk products.

Mocromotecules: large molecules in biological
systemns namely proteins, nucleic acids, and
polysaccharides.

Meptin™ {procaterol}: o beta-2 agonist
developed by Otsuka used to treat the
symptoms of asthmo, chronic bronchifis,
emphysema, and other lung diseases.

NCE: a new chemical entity or new drug.
Nebulise: to form o mist of fine droplets from

a liquid. To atomise.

Peptide: a molecule cornposed of two or more
aming acids. Larger peptides are generally
referred 1o as polypeptides or proteins. An
amino acid is any of ¢ class of 20 molecules
that are combined 1o form protfeins in living

Designed and preduced by Merchant in collaboratien with Armmunition. Type origination by Satfron Digital Production Lid,

things. The seguence of amino acids in

a protein and hence protein function are
determined by fhe genefic code.

Peritoneal: of the peritoneum which is the
membrane that forms the lining of the
abdominal cavity.

Protein: ¢ malecule composed of a long

chain of amino acids. Proteins are the principal
constituents of cellular material and serve

as enzymes, hormones, structural elements,
and antibodies. The molar mass is usually
above 100,000.

Pulmonary hypertension: high blood pressure
in the blood vessels of the lungs which if left
unireated may lead to heart failure,
Salbutamol: G beta-2 agonist used to freat
wheezing, shortness of breath, and troubled
breathing caused by asthma, chronic bronchitis,
emphysema, and other lung diseases.
Thrombin: an enzyme that converts fibrinogan
to fibrin.

Trehalose: a disaccharide or sugar found in
invertebrates, bacteric, algae, piants and fungi
that may be used to stabilise protein structures.

Disclaimer

This report includes staternents that are farward-
looking in nature. Forward-locking statements
involve known and unknown risks, uncertainties
and ather fuctors which may cause the aclual
results, performance or achievements of
fnnovata pic to be materially different from any
future results, performance or ochievements
expressed or implied by such forward-locking
siatements.
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