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Innovata Limited

Directors’ report

The Directors presents thewr report and the audited financial statements for the year ended 31 March
2011

Principal activity

The Company’s principal activity 1s the research, development and commercialisation of pharmaceutical
products and technologies There have not been any sigmficant changes in the Company’s principal
activity 1n the period under review The Directors are not aware, at the date of this report, of any hkely
changes 1in the Company’s activity in the forthcoming year

Business review and future developments

Revenue ncludes fee mcome from technology licensing and pharmaceutical development fees
Revenue has increased by 60% to £14,812,000 (2010 - £9,257,000) Technology licensing revenue has
increased to £5,000,000 (2010 - £ml) as a result of an upfront payment from GSK under a non-exclusive
agreement to license certamn of the Company’ dry powder formulation patents Development fees have
also increased to £1,610,000 (2010 - £771,000)

Research & development expenditure has decreased by 54% to £950,000 (2010 - £2,087,000), partly due
to a reduction n legal costs of defending the Cempany’s intellectual property

Profit before tax has increased by 113% to £13,366,000 (2010 - £6,277,000) The main reason for this
increase 18 the increase i llcensmg revenues

Cash and cash equivalents at the year end were £ml (2010 - £ml) All banking activities are under the
control of another Group company As a result, the directors expect the company to mamtam a £ml cash
and cash equivalents balance for the foreseeable future

Principal risks and uncertainties

The Company’s business involves exposure to a number of nisks, many of which are mherent m
pharmaceutical product development Particular nsks include

s The partiat dependence of financial performance on milestone receipts

The risk of competition to both projects under development by the Company and licensees’
sales from which the Company denives mncome

Reliance on key collaborators and suppliers

Rehance on key customers

Product and development failure

Regulatory failure

Failure to attract collaboration partners for projects

Potential threats to intellectual property nghts and the cost of protecting intellectual property
Product liability beyond reasonable commercial insurance

The exposure of sigmficant revenues to currency fluctuations and, in particular, the fact that
certain royalties are calculated and/or paid in US dollars

Gaven that nsk 1s a necessary and unavoidable part of its operations, the Company 1s aware of the need
to achieve a balance of risk and potential reward and operates procedures for identifying and managing
sigmficant business nsks These mvolve regular reviews of strategic risks and opportunities undertaken
by the Board and detailed reviews of operational 1ssues and nisks at weekly meetings of the Executive
Management team Each member of the team has operational responsibilities for identifying and
managing the relevant risks




Innovata Limited

Directors’ Report (continued)

Financial risk

The Company’s activities expose 1t to a number of financial nsks including price nsk, credit nisk, cash
flow nsk and liquidity nsk In accordance with policies approved by the Directors, the Company does
not use financial denivatives to manage these nsks In addition, the Company does not use financial
mstruments for speculative purposes

Cash flow risk

The Company’s activities expose it to the financial risks of changes in foreign currency exchange rates
Some of the Company’s revenues are n erther euros or US dollars Where known liabilities anise in
these currencies the revenues are retamed on deposit 1n the appropriate currency in order to off-set the
exchange risk on these hiabilities

Credit risk

The Company’s principal financial assets are trade and other receivables and investments The
Company’s credit nsk 1s primarily attributable to its trade receivables The amounts represented in the
balance sheet are net of allowances for doubtful recervables An allowance for impairment 15 made
where there 15 an 1dentified loss event which, based on previous experience, s evidence of a reduction
in the recoverability of the cash flows

Liquidity risk
Another Group company controls the banking activities of the company and this ensures that there are
sufficient funds available for ongoing operations and future developments

Price nsk
The Company 1s exposed to pricing nsk in respect of 1ts income and expenditure The Company
manages its exposure to price risk through commercial negotiations with customers and supphers,
working closely with 1ts legal advisers on negotiations that are of sigmificant impornance to the
Company

Risk management

The Company’s extensive nsk management process seeks to identify matenal nsks and to determine
how best to manage them Specific risk managing actions the Company has 1n place are set out against
certain of the nsks tdentified 1n this section

Results and dividends
The profit on ordinary activities before taxation for the year amounmted to £13,366,000 (2010 -
£6,277,000} The profit after taxation for the year was £13,283,000 (2010 — £6,727,000)

The Directors do not recommend the payment of a dividend (2010 - £mil)

Going Concern

The company made a profit of £13,283,000 for the year ended 31 March 2011 (2010 — £6,727,000) The
current economic slowdown and global recession has had hmited impact on the Company as the ultimate
parent company has sufficient resources to meet its ongowng habilites as they fall due The company
continues to receive the support of 1ts ultimate parent company to allow 1t to meet its liabilities as they
fall due

The Company’s Directors have reviewed the group’s detailed cash flow forecast for the period ending
30 November 2012, made relevant enquines and considered reasonably possible changes m trading
activities, to satisfy themselves that the ultimate parent company 1s able to provide the necessary support
to enable the company to meet 1ts hiabihities as they fall due, despite the current uncertain economic
outloock A legally binding letter of support has been obtaned from Vectura Group ple After making
these enquinies, the directors have a reasonable expectation that the company has adequate resources to
continue 1n operational existence for the foreseeable future Accordingly, they continue to adopt the
going concern basis in prepanng the annual report and accounts




Innovata Limited

Directors’ Report (continued)

Directors

The directors who held office during the year and to the date of this report were
C C Dalton — Executive Director (resigned 5 July 2011)

C P Blackwell — Executive Director (Appointed 11 November 2010)

A P Hyland - Executive Director (Appointed 11 November 2010)

Crediter payment policy
The Company’s policy and practice in relation to the payment of its creditors 15 to make payments 1n
accordance with relevant payment terms for each business transaction

Directors’ indemnities
The parent company has granted an indemmity to 1ts Directors against lhiabihity 1n respect of proceedings
brought by third parties, which remains n force as at the date of approving the directors’ report

Auditors
Deloitte L1P have expressed their willingness to continue 1 office as auditors and a resolution to re-
appownt them will be put to the members at the forthcoming Annval General Meeting

The Directors at the date of approval of this report confirm that

s  to the best of each Director’s knowledge and belief, there 1s no information relevant to the
preparation of their report of which the Company’s auditors are unaware, and

e  each Director has taken all the steps a director might reasonably be expected to have taken to be
aware of relevant audit imformanon and to establish that the Company’s auditors are aware of the
that information

This confirmation 1s given and should be interpreted 1n accordance with the provisions of s418 of the
Companies Act 2006

Approved by the Board and sjgned on 1ts behalf by,

/7

A P Hyland
Director
8 November 2011
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Statement of Directors’ responsibihities

The Directors are responsible for preparing the Annual Report and the financial statements n
accordance with applicable law and regulations

Company law requires the Directors to prepare financial statements for each financial year Under that
law the Directors have elected to prepare the financial statements in accordance with International
Financial Reporting Standards ([FRSs) as adopted by the European Union Under company law the
Directors must not approve the financial statements unless they are satisfied that they give a true and fair
view of the state of affairs of the company and of the profit or loss of the company for that period In
preparing these financial statements, [nternational Accounuing Standard | requires that directors

. properly select and apply accounting policies,

. present information, including accounting policies, in a manner that provides relevant, rehiable,
comparable and understandable information,

. provide additional disclosures when compliance with the specific requirements in [FRSs are

msufficient to enable users to understand the impact of particular transactions, other events and
conditions on the entity's financial positton and financial performance, and
. make an assessment of the company's abihity to continue as a going concern

The Direclors are responsible for keeping adequate accounting records that are sufficient to show and
explaimn the Company’s transactions and disclose with reasonable accuracy at any time the financial
position of the Company and enable them to ensure that the financial siatements comply with the
Companies Act 2006 They are also responsible for safeguarding the assets of the Company and hence
tor taking reasonable steps for the prevention and detection of fraud and other regularities
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INDEPENDENT AUDITORS' REPORT TO THE MEMBERS OF INNOVATA LIMITED

We have audited the financial statements of Innovaia Limited for the year ended 31 March 2011, which
comprise the Statement of comprehensive income, the Balance sheet, the Cash flow statement, the
Statement of changes n equity and the related notes 1 to 18 The financial reporting framework that
has been apphed in their preparation is applicable law and International Financial Reporting Standards
(IFRSs) as adopted by the European Union

This report 1s made solely to the Company's members, as a body, in accordance with Chapter 3 of Part
16 of the Companies Act 2006 Our audit work has been undertaken so that we might state to the
Company’s members those matters we are required to state 10 them i an auditors’ report and for no
other purpose To the fullest extent permitted by law, we do not aceept or assume responsibility to
anyone other than the Company and the Company’s members as a body, for our audit work, for this
report, or for the opinions we have formed

Respective responsibilities of Directors and auditors

As explained more fully in the Statement of Directors’ responsibilities, the Directors are responsible for
the preparation of the financial statements and for beng satisfied that they give a true and fair view
Our responsibihity 1s to audit and express an opinton on the financial statements in accordance with
apphcable law and [nternational Standards on Auditing (UK and Ireland) Those standards require us to
comply with the Auditing Practices Board s Ethical Standards for Auditors

Scope of the audit of the financial statements

An audit involves obtaining evidence about the amounts and disclosures in the financial statements
sufficient to give reasonable assurance that the financial statements are free from matenal
misstatement, whether caused by fraud or error This includes an assessment of whether the
accounting policies are appropriate to the Company’s circumstances and have been consistently applied
and adequately disclosed, the reasonableness of significant accounting estimates made by the
Directors, and the overall presentation of the financial statements [n addition, we read all the financial
and non-financial information n the annual report to wentify material inconsistencies with the audited
financial statements If we become aware of any apparent matenal misstatements or inconsistencies we
consider the implications for our report

Opinton on financial statements
In our opinion the financial statements
» give a true and fair view of the state of the Company s affairs as at 31 March 2011 and of 1ts
profit for the year then ended,
*  have been properly prepared in accordance with IFRSs as adopted by the European Unien,
and
+  have been prepared n accordance with the requirements of the Companies Act 2006

Opmion on aother matters prescribed by the Compantes Act 2006
In our opmion the information given in the Directors’ report for the financial year for which the
financial statements are prepared 1s consistent with the financial statements
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Matters on which we are required to report by exception
We have nothing to report in respect of the following matters where the Compames Act 2006 requires
us to report to you 1f, 1n our opinion

+ adequate accounting records have not been kept by the Company, or returns adequate for our

audnt have not been received from branches not visited by us, or

+ the financial statements are not in agreement with the accounting records and returns, or

«  certain disclosures of Directors’ remuneration specified by law are not made, or

+  we have not received all the information and explanations we require for our audit

O )

Stuart Henderson (Semor Statutory Auditor)
for and on behalf of Deloitte LLP

Chartered Accountants and Statutory Audutor
Cambnidge, United Kingdom

8 November 2011




Inpovata Famied

Statement of comprehensive income
For the year ended 31 March 2011

Revenue
Gross profit

Research and development expenditure
Share-based compensation

Other administrative expenses
Admmistrative expenses

Operating profit

Finance gains/(losses)
Profit for the year before taxation

| Taxation

Profit for the year after taxation and total comprehensive
mcome

All results are derived from continuing activities

Notes

2011 2010
£'000 £'000
14,812 9257
14,812 9257
(950) (2,087)
(357) (308)
(174) (485)
(531) (793)
13,331 6,377
35 (100)
13,366 6,277
(83) 450
13,283 6,727




Innovata Limited

Balance sheet
At 31 March 2011

ASSETS

Non-current assets

Property, plant and equipment
Investments

Current assets
Trade and other receivables

Total assets

LIABILITIES
Current habilities
Trade and other payables

Total liabilities

Net assets

SHAREHOLDER’S EQUITY
Called-up share capital

Share premum account
Merger reserve

Special reserve

Other reserve

Retained deficit

Total shareholder’s equity

The financial statements of Innovata Limited, registered number 02148607 were approved by the

Notes

(=]

10

11

12

Directors and authorised for 1ssue on 8 November 2011 and signed by

/7

A P Hyland
Darector

2011 2010
£'000 £'000

- 106

55,425 55,675
55,425 55,781
47,826 40,146
103,251 95,927
(1,781) (7.740)
(1,781) (7,740)
101,470 88,187
5,032 5,032
73,326 73,326
36,984 36,984
4,049 4,049
1,384 1,884
(19,805) (33,088)
101,470 88,187
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Statement of changes in equity
For the year ended 31 March 2013

Called-up Share Merger Special Other Retained Total

share premium reserve reserve reserve deficit shareholders’

caprtal account equity

£°000 £000 £000 £7000 £°000 £000 £000

At 31 March 2009 5,032 73,326 36,984 4,049 1,884 (39,815) 81,460
Profit for the year - - - - - 6,727 6,727
At 31 March 2010 5,032 73,326 36,984 4,049 1,884 (33,088) 88,187
Profit for the year - - - - - 13,283 13,283
At 31 March 2011 5,032 73,326 36,984 4,049 1,884 (19,805) 101,470

10
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Cash flow statement
For the year ended 31 March 2011

Operating profit

Depreciation

Increase in trade and other recervables
{Decrease)/increase 1n trade and other payables
Withholding tax

R&D tax credit recerved

Loss on disposal of property plant and equipment
Exchange movements

Net cash outflow from operating activities

Fmancing activities

Decrease in provisions

Interest paid

Net cash outflow from financing activities
Decrease i cash and cash equivalents

Cash and cash equivalents at the beginning of the year

Cash and cash equivalents at the end of the year

11

2011 2010
£'000 £'000
13,331 6,377
48 62
(7,628) (18,118)
(5.959) 3,012
(83) (242)
198 493

58 -

35 (74)

N (8,490)

- 6.277)

- (313)

- (6.590)

- (15,080)

- 15,080
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Notes to the financial statements

1) Accounting policies and basis of preparation

General Information

Innovata Limited 1s a limited company incorporated i the United Kingdom under the Compames Act
2006 The address of the registered office and principal place of business 15 One Prospect West,
Chippenham, Wiltshire SN14 6FH

Basis of preparation

The financial statements have been prepared 1n accordance with the Companies Act 2006 and International
Financial Reporting Standards (IFRS) and International Financial Reporting Interpretations Commuftee
interpretations as adopted by the European Union

The financial statements have been prepared on the histonical cost basis, revised for use of fair values
where required by applicable IFRS

The Company 1s a wholly-owned subsidiary of another company incorporated n the EEC In accordance
with section 400 of the Compames Act 2006, the Company 18 not required to produce and has not published
consohdated accounts

New accounting Standards and Interpretations
In the current financial year, the Company has adopted the following Standards and Interpretations
1ssued by the IASB and the International Financial Reporting Interpretations Commuttee
+ Improvements to IFRSs 2009 (Aprl 2009)
« TFRS 1 (Amendment) (November 2008) — First ime adoption of International Reporting
Standards — revised
« IFRS 2 (Amendment) (June 2009} — Group cash-settled share-based payments transactions
« IFRS 3 (Amendment) (December 2008) — Comprehensive revision on applying the acquisition
method
+ 1AS 27 (Amendment)(January 2008) — Consohdated and Separate Financial Statements
+ IAS 32 (Amendment) (October 2009) — Relating to classification of nights 1ssues
« 1AS 39 (Amendment){July 2008) — Eligible Hedged Items
+ [FRIC 17 — Distnbution of non-cash assets to owners
« IFRIC 19 — Extingwishing financial habilities with equity mstruments

Adoption of these Standards and Interpretations did not have any effect on the financial statements of
the Company, or result in changes in accounting policy or additional disclosure

12
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Notes to the financial statements

1} Aceounting policies and basis of preparation (continued)

Durnng the year, the IASB and IFRIC have 1ssued a number of Standards and Interpretations with an
effective date afier the date of these financial statements The new Standards and Interpretations 1ssued
include the following
« IFRS | (Amendment) (December 2010) — Severe Hyperinflation and Removal of Fixed Dates for
Fust-ime Adopters
« IFRS 1 {(Amendment) (December 2010) — Limited Exemption from Comparative IFRS 7
Disclosures for First-ime Adopters
« IFRS 7 {Amendment) (October 2010) — Disclosures — Transfers of Financial Assets
« JFRS 9 - Fmancial Instruments (November 2009)
» IFRS 10 — Consohdated Financial Statements (May 2011)
+ [IFRS 11 - Joint Arrangements (May 2011)
+ IFRS 12 — Dusclosure of Interests in Other Entities (May 2011)
+ IFRS 13 — Fair Value Measurements (May 2011)
* Improvements to IFRSs 2010 (May 2010)
+ 1AS 1 (Amendment} (June 201 1) — Revise the way other comprehensive income 1s presented
+ 1AS 12 (Amendment) (December 2010) — Deferred Tax Recovery of Underlying Assets
* 1AS 19 (Amendment) (June 2011) — Amended standard resulting from the Post-Employment
Benefits and Termination Benefits projects
* 1AS 24 (Amendment)((November 2009) — Related Party Disclosures
+ 1AS 27 (Amendment)(May 2011) — Separate Financial Statements
« 1AS 28 (Amendment)(May 201 1) - Investments in Associates and Joint Ventures
» IFRIC 14 (Amendment)(November 2009} — Prepayments of a mimmum funding requirement

The Directors anticipate that the adoption of these Standards and Interpretations in future periods wall
have no material impact on the Company’s financial statements

Going Concern
The accounts have been prepared under the going concern basis

The company made a profit of £13,283,000 for the year ended 31 March 2011 (2010 £6,722,000) The
current economic slowdown and global recession has had himited impact on the Company as the ultimate
parent company has sufficient resources to meet 1ts ongomng habilities as they fall due The company
contnues to recerve the support of 1ts ultinate parent company to allow 1t to meet 1ts liabilities as they fall
due

The Company’s Directors have reviewed the Company’s detailed cash flow forecast for the penod ending
30 November 2012, made relevant enquines and considered reasonably possible changes in trading
activities, to satisfy themselves that the ultimate parent company 1s able to provide the necessary support to
enable the company to meet 1ts habilities as they fall due, despite the current uncertain economic outlook
A legally binding letter of support has been obtained from Vectura Group ple After making these
enquines, the directors have a reasonable expectation that the company has adequate resources to continue
i operational existence for the foreseeable future Accordingly, they continue to adopt the going concern
basis 1n preparing the annual report and accounts

13
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Notes to the financial statements

1) Accounting policies and basis of preparation (continued)

Revenue recognition
Revenue represents the amount receivable for goods and services provided and royalues eamed, net of
trade discounts, VAT and other sales-related taxes Revenue 1s recogmsed as follows

Technology and product licensing

Technology and product licensing income represents amounts earned for licences provided under heensing
agreements, including up-front payments, milestone payments and technology access fees Revenues are
recogmused where they are non-refundable, the Company’s obligations related to the revenues have been
discharged and their collection 1s reasonably assured Refundable hicensing revenue 1s treated as deferred
until such time that 1t 1s no longer refundable In general, up-front payments are deferred and amortised on
a systematic basis 1 line with the period of development Milestone payments relating to scientific or
technical achevements are recogmsed as income when the mlestone 1s accomplished

Royalty income
Royalty income 1s recognised on an accruals basis and represents income earned as a percentage of product
sales 1n accordance with the substance of the relevant agreement net of amounts payable to other licensees

Pharmaceutical Development Services

Pharmaceutical Development Services revenues principally comprise contract product development and
contract chinical tnal manufacturing fees invoiced to third parties Revenues are recogmised upon the
completion of agreed tasks or numbers of person days and 1n the peniod to which they relate

Device sales

Device sales are recogmsed when goods are delivered to customers

Interest income
Interest income 1s recogmsed on a time-proportion basis using the effective interest method

Research and development

Expenditure on mternally developed intangible assets, including development costs, 1s taken to the
statement of comprehensive income n the year i which 1t 15 incurred Expenditure relating to clearly-
defined and i1dentifiable development projects 1s recogmsed as an intangible asset only afier the following
criteria are met

- The project’s technical feasibility and commercial viability can be demonstrated,
- The availability of adequate technical and financial resources and an mtention to complete the project
have been confirmed, and

- The correlation between development costs and future revenues has been established
Property, Plant and Equipment

Property, plant and equipment 1s carried at cost, less accumulated depreciation and accumulated
impamrment losses

Depreciation 1s provided on a straight-line basis over the anticipated useful economic hives of the assets
The following rates applied for the Company

- Plant and machmnery 20% - 33%
- Computer and office equipment 33%

14
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Notes to the financial statements
1)} Accounting policies and basis of preparation (continued)

Fmancial instruments
Financia! assets and financial hiabilities are recognised on the Company’s balance sheet when the Company
becomes a party to the contractual provision of the instrument

Trade and other receivables

Trade receivables do not carry interest and are stated at their nominal value as reduced by appropnate
allowances for estumated urecoverable amounts The carrying value of these assets approximates their fair
value

Trade and other payables
Trade payables are not interest bearing and are stated at thetr nominal value

Financial habilities

Financial habilities are iutially measured at farr value and, if matenal, are subsequently measured at
amortised cost using the effective interest method The effective mterest method 1s a method of calculating
the amorised cost of a financial liabihity and of allocating interest expense over the relevant pennod The
effective interest rate 1s the rate that exactly discounts estimated future cash payments throughout the
expected life of the financial liability Financial liabilities and equity instruments are classified according to
the substance of the contractual arrangements entered mmto An equity instrument 1s any contract that
evidences a residual interest 1n the assets of the Company after deducting all of its habihties

Provisions

Provisions are recogmsed when the Company has a present obligation {legal or constructive) as a result
of a past event, 1t 15 probable that the Company will be required to settle that obligation and a reliable
estimate can be made of the amount of the oblhigation

The amount recogmsed as a provision 1s the best estimate of the consideration required 1o settle the
present obligation at the balance sheet date, taking into account the risks and uncertainties surrounding
the obligation Where a provision 1s measured using cash flows esiumated to settle the present
obhigation, 1ts carrying amount 1s the value of those cash flows

When some or all of the economic benefits required to settle a provision are expected to be recovered

from a third party, a recervable 1s recognised as an asset 1f 1t 1s virtually certain that reimbursement will
be received and the amount of the receivable can be measured rehably

15
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Notes to the financial statements
1) Accounting policies and basis of preparation (continued)

Taxation
Current tax assets and habilities are measured at the amount expected to be recovered from or pad to the
taxation authonties, based on tax rates and laws that are enacted or substantively enacted by the balance
sheet date

Deferred tax 1s recogmsed on all temporary differences ansing between the tax bases of assets and
Liabalities and their carrying amounts 1n the financial statements, with the following exceptions

- where the temporary difference anses from the imtial recogmtion of goodwll or of an asset or hability 1n
a transaction that 15 not a busmess combination that at the ume of the transaction affects neither
accounting nor taxable profit or loss,

- 1 respect of taxable temporary differences associated with mvestments in subsidiaries, associates and
jomnt ventures, where the timing of the reversal of the temporary differences can be controlled and 1t 1s
probable that the temporary differences will not reverse 1n the foreseeable future, and

-~ deferred tax assets are recognised only to the extent that 1t 1s probable that taxable profit wall be available
agamst which the deductible temporary differences, carried forward tax credits or tax losses can be
utilised

Deferred tax assets and habilities are measured on an undiscounted basis at the tax rates that are expected
to apply when the related asset 1s realised or liability 1s settled, based on tax rates and laws enacted or
substantively enacted at the balance sheet date

Income tax 1s charged or credited directly to equity 1f 1t relates to 1tems that are credited or charged to
equity Otherwise income tax 1s recognised 1n the statement of comprehensive income

Retirement benefit costs
Payments to defined-contribution retirement benefit schemes are charged as an expense as they fall due

Share-based payments

The ulumate parent company, Vectura Group plc, operates a number of executive and employee share
option schemes, as well as a Long-Term Incentive Plan (LTIP) under which Executive Directors and
certain senior staff members may be granted ml-cost options under certamn conditions The level of grant
under the LTIP 1s dependent upon the total shareholder return of Vectura (a market condition) compared to
a peer group of UK pharmaceutical and hotechnology compames In accordance with IFRS 2, for all grants
of share options and awards, the cost of equity-settled transactions 1s measured by reference to thewr far
value as at the date on which they are granted The Black-Scholes model 1s used to determmne fair value for
options, and the Monte Carlo bmormial model for LTIP awards

The cost of equity-settled transactions 1s recogrused, together with a corresponding icrease 1n equity, over
the peniod until the award vests No expense 1s recognised for awards that do not ultimately vest, except for
awards where vesting 1s conditional upon a market condition, which are treated as vesting wrrespective of
whether or not the market condition 15 satisfied, provided that all other performance conditions are
satisfied At each reporting date, the cumulative expense recogmsed for equity-based transactions reflects
the extent to which the vesting period has expired and the number of awards that, in the opimon of the
Directors at that date, will ultimately vest The parent company has applied IFRS 2 only to equity-settled
awards granted after 7 November 2002 and not vested at 1 January 2005

16
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Notes to the financial statements

1) Accounting policies and basis of preparation {continued)

Foreign currencies

Transactions in currencies other than pounds sterling are recorded at the rate of exchange prevailing on the
dates of the transactions At each balance sheet date, monetary assets and habilities that are denominated 1n
foreign currencies are retranslated at the rates prevailing on the balance sheet date Non-monetary assets
and habihities camed at fair value that are denominated 1n foreign currencies are translated at the rates
prevailing at the date when the fair value was deterrined Gams and losses ansing on re-translation are
included 1n net profit or loss for the penod, except for exchange differences ansing on non-monetary assets
and habilities where the changes 1n fair value are recogmised directly in equity

Leasing
Operating leases and the annual rentals are charged to the statement of comprehensive income on a
straight-line basis over the period of the lease 1n accordance with the terms of the lease agreements

Critical accounting judgements and key sources of estimation uncertainty

In preparing the financial statements, management 1s required to make estimates and assumptions, 1n
accordance with [FRS, that affect the amounts of assets, Lhiabilities, revenues and expenses reporied n the
financial statements The esttmates and associated assumptions are based on histoncal experience and other
factors that are considered to be relevant Actual amounts and results could differ from those esumates

The critical accounting judgements and key sources of estimation uncertainty that have a significant nisk of
causing material adjustment to the carrying amounts of assets and liabilities within the next financial year
are the measurement of provisions, the esimation of share-based payment costs, revenue recognition and
the treatment of research and development expenditure 1n line with the relevant accounting policy

The measurement of provisions mvolves estimation of future cash flows and the associated level of
liabilitzes expected to anse as a result of these cash flows

The estimation of share-based payment costs requires the selection of an appropnate valuation model,
consideration as to the inputs necessary for the valuation mode! chosen and the estmation of the number of
awards that will ultimately vest, inputs for which arise from judgements relating to the probability of
meeting non-market conditions and the continming participation of employees.

The treatment of research and development expenditure requires an assessmtent of the expenditure in order
to determine whether or not 1t 15 appropnate to capitalise onto the balance sheet in accordance with 1AS 38

17




Innovata Limited

Notes to the financial statements

2) Revenue

Segmental analysis of revenue 2011 2010

£000 £000
Licensing and evaluation fees 5,000 5
Development fees 1,610 771
Royalues 8,202 8,481
Total 14,812 9,257
Geographical analysis of revenue by customer location 2011 2010

£000 £000
Umted Kingdom 6,610 771
North Amenca 8,202 8,481
Rest of World - 5
Total 14,812 9,257

Information about major customers

Revenue earned from the Company’s major customers 1s as follows, Customer A - £8,202,000 (2010
£8.481,000), Customer B - £5,000,000 (2010 ml) and Customer C £1,610,000 (2010 £771,000)

3) Segmental Information

For management purposes, the Company 1s currently orgamsed into one business segment, which 1s the
research, development and commercialisation of pharmaceutical products and technologies Since this 1s

the only primary reporting segment no further information has been shown

4) Investment income and finance costs

Finance gains/(losses)
Foreign exchange gains
Finance charges on financial liability

2011 2010
£000 £7000
35 213

- (313)

35 (100)

18




Innovata Limited

Notes to the financial statements

5) Taxation

The tax charge for the year ended 31 March 2011 of £83,000 represents withholding taxes on royalty
receipts, less R&D tax credits received (2010 £450,000 credit) The charge can be reconciled to the loss
per the statement of comprehensive income as follows

2011 2010
£000 £000
Profit on ordinary activities before tax 13,366 6,277
Profit on ordimary activities multiphed by standard rate of tax
n the UK of 28% (2010 - 28%) 3,743 1,758
Effects of
Permanent chfferences - expenses not deductible for tax purposes 111 121
Uplifi for R&D expenditure {162) (136)
Utilisation of tax losses brought forward (3,692) (1,742)
Withholding taxes on royalties 83 242
Research and development tax credits - (691)
Total current tax 83 (450)

Cumulative tax losses of approximately £27,976,000 (subject to agreement by HMRC} are available to
carry forward agamst future taxable profits, or surrender m return for research and development tax credits
(2010 - £40,006,000) There 15 an unrecogmsed deferred tax asset of £7,274,000 (2010 - £11,202,000)
relating to the above tax losses, and a deferred tax asset of £78,000 ansing as a result of unclaimed capital
allowances (2010 - £119,000) The total deferred tax asset of £7,352,000 (2010 - £11,321,000) has not been
recogmsed since 1t 1s uncertain that there wall be suitable future taxable profits against which the deferred
tax asset can be offset

In March 2011, the UK Government announced a further reduction mn the standard rate of UK
corporation tax to 26% effective from 1 Apnl 2011 and to 25% effective 1 Apnl 2012 These further
rate reductions became substantively enacted m March 2011 and July 2011, respectively

The UK Government also proposed changes to further reduce the standard rate of the UK corporation
tax by 1% per annum to 23% by 1 April 2014, but these changes have not yet been substantively
enacted

The effect of these tax rate reductions on the deferred tax balance wall be accounted for n the period 1n
which the tax rate reductions are substantively enacted

6) Operating profit
Operating profit for the year 1s stated after charging
2011 2010
£°000 £'000
Depreciation on owned tangible fixed assets 48 62
Staff costs (see note 7) 769 910

Audit fees for the audit of the Company’s annual accounts, amounting to £7,500 (2010 £7,500), were borne by a Group
company
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7) Directors and employees

2011 2010
Number Number

Average weekly number of persons (including Directors)
employed by the Company dunng the year 12 12
£000 £000
Wages and salarnes 675 784
Social security costs 66 91
Other pension costs (see note 15) 28 35
769 910

The Directors’ remuneration was borne by other Group companies for their services dunng the year and for
the preceding year

8) Property, Plant and Equipment

Plant and Computer Total
machinery and office
equipment
£000 £'000 £000
Cost
At131 March 2009 and 2010 259 166 425
Disposals (259) {143) (402)
At 31 March 2011 - 23 23
Depreciation
At 31 March 2009 104 153 257
Charge for year 53 9 62
At 31 March 2010 157 162 319
Charge for year 48 - 48
Disposals (205) (139) (344)
At 31 March 2011 - 23 23
Net book value
At 31 March 2011 - - -
At 31 March 2010 102 4 106
At 31 March 2009 155 13 168
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9} Fixed asset investments

Investment Subsidiares Total
£'000 £000 £000
Cost and carrying value
At 31 March 2010 250 55,425 55,675
Disposals (250) - (250)
At 31 March 2011 - 55,425 55,425
Principal subsidiary compantes % Country of  Description of Nature of
held ncorporation shares business
Innovata Biomed Limited 100 Scotland Ordmary and 2)
Preference Shares

Quadrant Technologies Limited 100 England Ordinary Shares (2)
Quadrant Drug Delivery Limuted (1) 100 England Ordinary Shares 2)
Quadrant Healthcare Linmited (1) 100 England Ordmary Shares 2)
Jont venture
QDose (1) 50 England Ordinary shares (2)

(1} held through Quadrant Technologies Limited
(2} Research, development and commercialisation of pharmaceutical products and technologies

In addition, the Company has a number of subsidianes that are dormant or whose residual activities are not matenal to
the Group

10) Trade and other receivables

2011 2010
£'000 £'000

Amounts due within one year
Other receivables 97 -
Prepayments and accrued imncome 344 1,248
Amounts due from Group undertakings 47,385 38,898
47,826 40,146

The Directors consider that the carrying amount of trade and other receivables approximates their fair value

11) Trade and other payables

201t 2010
£000 £000
Amounts due within one year
Other creditors 999 584
Accruals 782 903
Amounts owed to Group undertakings - 6,253
1,781 7,740

The Directors consider that the carrying amount of trade and other payables approximates their fair value
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12) Called-up share capital

2011 2010
£000 £000
Authorised
670,000,000 Ordinary Shares of 1p each 6,700 6,700
Allotted, called-up and fully paid,
503,158,305 Ordinary Shares of £1p each 5,032 5,032

13) Equity-settled share option schemes and Long-Term Incentive Plan

The below disclosures have been taken from the Vectura Group plc accounts for the year ended 31
March 2011 They have been included here on the basis that part of the Group share-based
compensation charge has been recharged to this company

The Company’s Directors, officers and employees hold options under the Vectura Unapproved Share
Option Plan (the “Unapproved Plan™), under Enterprise Management Incentive arrangements (the
“EMI Plan™) and under the Vectura Approved Share Option Plan Options are granted to acqutre shares
1 Vectura Group plc at the openmg market price ruling on the date of grant In general, options vest
after three years and are exercisable during a peniod ending ten years after the date of grant

On 18 January 2007, upon the acqusition of Innovata plc and 1 accordance with a scheme of
arrangement, options over Innovata shares issued and outstanding at that date under the ML
Laboratones plc 1989 Executive Option Scheme and the ML Laboratones plc 1999 Executive Option
Scheme were exchanged for options over Vectura shares in accordance with the rules of the relevant
Innovata Option Scheme The exchange was on the basis that the option holders received new options
representing 0 2858 Vectura shares for every one Innovata share

The parent company operates a Sharesave Scheme All employees and Executive Directors are invited
to subscribe for options to acquire shares 1n the parent company, which may be granted at a discount of
up to 20% of the market value on the offer date The options granted vest after three years and are
exercisable dunng a penod of six months following the vesting date

The parent company also operates a Long-Term Incentive Plan (LTIP) under which Executive
Directors and certain senior managers are granted conditional nghts 1n the form of ml-cost options to
recelve a maximum number of shares at the beginning of a three-year perod, a proportion of which
they will be entitled to recerve at the end of that period, depending on the extent to which the
challenging performance conditions set by the Remuneration Commuttee at the time the allocation was
made are satisfied The mil-cost option entitlement 1s exercisable from the beginmng of the fourth year
to the end of the tenth year following the date of grant At 31 March 2011, Executive Darectors and
eligible senior managers hold nghts to ordmary shares awarded under the LTIP, as follows

Date of vesting Ordinary shares vesting
12 September 2008 584,615
22 November 2009 501,242
2 March 2010 314,274
25 May 2010 532,845
23 May 2011 (1) 1,630,705
21 May 2012 (1) 2,575,522
7 June 2013 (1) 2,840,819
7 June 2014 (1) 2,840,819

(1) Maximum number of shares, subject to performance conditions,
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14) Equity-settled share option schemes and Long-Term Incentive Plan (contmued)

On 31 October 2008, the shareholders of Vectura Group plc approved a Value Realisation Plan (VRP) The
VRP runs 1n paralle] to the LTIP and provides participants with a share of a pre-determuned percentage of
the total consideration paid for the Company 1n the event of a change 1n control within five years of the
date of approval of the Plan In this event, under the VRP members of the Executive Commuittee of the
parent company will be granted a one-off entitlement 1n the form of umts, which convert mto ordinary
shares 1n the parent company, the actual number of shares that convert being linked to the offer price per
share achneved The VRP 15 tnggered upon achievement of a mumimum bid price of £1 27 per share, with a
maximum number of shares available to participants if the bid price reaches £1 77 per share, or greater

Fair value calculations

The Group has taken advantage of the exemption i IFRS 1 and has apphed IFRS 2 only to options granted
after 7 November 2002 and not vested at 1 January 2005 At 31 March 2011 there were 2,255,995 options
outstanding that were granted before this date (2010 2,770,113)

With the exception of the LTIP awards and the potential awards under the VRP, the fair value of the
options was determuned using the Black-Scholes pricing model The farr value of the LTIP and VRP
awards have been estimated using the Monte Carlo model, using the same basis for the assumptions for
volaulity, option life, expected divadend yield and nisk-free rate of return as used for the Black-Scholes
model For the purposes of calculating the fair value of the LTIP, 1t was considered equally probable that
the Company’s performance would be such that 1t would perform in each of the quartiles established under
the LTIP scheme

The assumptions mput mnto the Black-Scholes model were as follows

Year of grant 2011 2010

Weighted average share price of grants dunng the year 59.53p 69 25p
Weighted average exercise price of grants during the year 56.88p 60 85p
Expected volaulity 46%—48% 35%—36%
Expected hife 3-5 years 5 years
Expected dividends Nil Nil
Rusk-free interest rate 14%-2.7% 18%—-27%

The assumptions mnput mto the Monte Carlo model were as follows

Weighted average share price of grants during the year 38p 68 50p
Weighted average exercise price of grants during the year 0.025p 0 025p
Expected volatility " 46% 39%
Expected hife 3 years 3 years
Expected dividends Nil Nil
Rusk-free interest rate @ 1.4% 19%

Y Expected volanlity has been caleulated by reference to the Company’s istoric share pnce since the IPO n July 2604,
considered alongside the volatility of similar compames The expectation of the cancellation of optons has been considered
in deterruming the farr value expense charged i the statement of comprehensive income

® The nsk-free interest rate 1s the UK Gult Rate at the date of grant, commensurate with the expected term

The charge 18 spread over the expected vesting penod, utihsing the fair value calculated by using the two
models described above, and after adjusting for the likelihood of cancellation of options when employees
leave

The Group share-based compensation charge for the year ended 31 March 2011, including the LTIP, was
£1,785,000 (2010 £1,539,000), of which £357,000 (2010 £308,000) has been charged to the company
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The aggregate of the estimated fair value of options granted under share option schemes and Share
Incentive Plan duning the year ended 31 March 2011 was £492,000 (2010 £450,000) and under the SAYE
Scheme £143,000 (2010 £55,000) The estimated fair value of the LTIP awards during the year ended 31
March 2011 was £444,000 (2010 £1,270,000)
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14) Equity-settled share option schemes and Long-Term Incentive Plan (continued)

Share Option Schemes SAYE Scheme LTIP
Number of Number of Number of

Options outstanding options WAEP* options WAEP* options WAEP*
At 1 Apnl 2009 21,017,442 61 36 2,129,753 4122 4425234 0025
Options granted 167,861 68 50 254,664 5580 2,575,522 0025
Options exercised (1,861,788) 46 61 (53,947) 6737 - -
Options cancelled (295,183) 191 50 (215,157 5214 (440,400) 0025
At 31 March 2010 19,028,332 60 50 2,115,313 41120 6,560,356 0025
Options granted 314,696 43 60 490,430 6540 5,681,638 0025
Options exercised (777,323) 3145 (11,852) 48 40 (421,153) 0025
Options cancelled (311,309 112 41 (227,298) 5521 - -
At 31 March 2011 18,254,400 6237 2,366,593 4483 11,820,841 0025
Range of exercise prices 0025p- 127 78p 36 00p - 654p 0 025p
Weighted average remaining
contractual hife (years) 376 (2010 4 72) 137 (2010 1 43) 757 (2010 7 85)
Options vested
At 31 March 2010 14,800,342 60 34 - - 1,821,284 0025
At 31 March 2011 16,628,383 63 64 - - 1,932,976 0 025
Weighted average remaimning
contractual life (years) 337(2010 393) - - 547 (2010 6 07)

* = Weighted average exercise pnce (p)

15) Pensions

The Company participates 1n a defined contribution pension scheme The assets of the scheme are held
separately from those of the Company and are independently admimsiered The pension cost charge
represents contributions payable by the Company under the scheme and amounted to £28,000 (2010 -
£35,000) Contnibutions totalling £ml (2010 - £ml) were payable at the year-end
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16) Related party transactions

Details of trading with other Group compamnies during the year are disclosed 1n accordance with IAS 24

Recharge from Recharge to Amounts due Amounts due
related parties  related parties to related from related
for services for services parties parties
£000 £000 £000 £7000
Vectura Group plc
2011 474 - - 3,456
2010 409 - - 3,931
Vectura Limited
2011 - 218 - 3,166
2010 - 385 6,253 -
Vectura Delivery Devices Lid
2011 - 113 - 210
2010 - 96 - 96
Innovata Biomed Limited
201 - 467 - 25,706
2010 74 193 - 25,239
Quadrant Drug Delivery Limited
2011 - 111 - 11,397
2010 - 96 - 6,182
Quadrant Technologies Lunited
2011 - - - 2,828
2010 - - - 2,828
Quadrant Healthcare Limuted
2011 - - - 622
2010 - - - 622

The amounts outstanding are unsecured and will be settled i cash No guarantees have been given or
recerved No provisions have been made for doubtful debts m respect of the amounts due from related
parties

17) Ultimate parent company and controlling party

The Company’s immediate and ultumate parent undertaking and ulimate controlling party 1s Vectura Group
plc, a company incorporated in England and Wales This represents the smallest and largest group mto
which the results of the Company are consohdated The consohdated financial statements are available
from Vectura Group plc, One Prospect West, Chippenham, Wiltshire, SN14 6FH
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18) Financial instruments

Categories of financial instruments
Under IFRS 7, and for the purposes of nsk management, the following classes of financial assets and their
carrying values at amortised cost have been 1dentified

2011 2010
£000 £°000
Loans and receivables 47,826 40,146

All financial assets fall due within one year, with the exception of the investment bond, the repayment of
which 1s determined by the Company’s results (see note 9)

There were no provisions against impaired assets at 31 March 2011 (2010 £ml) There are no amounts
past due but not imparred (2010 £nil)

Under IFRS 7, and for the purposes of risk management, the following classes of financial liabilities and
their carrying values (at amortised cost) have been 1dentified

2011 2010
£000 £7000
Other 1,781 7,740

All financial habilities fall due wathin one year

Fair value of financial assets and liabilities
The Directors consider there to be no matenal difference between the book value and the fair value of
the Company’s financial assets and liabilities at the balance sheet date

Capital risk management

The Company manages 1ts capital to ensure that 1t 1s able to continue as a going concern white maximising
the return to stakeholders The capital structure of the Company consists of amounts due from, and to, other
Vectura Group plc companies and equity attributable to equity holders of the Company, comprising issued
share capital, reserves and retamed earnings as disclosed 1in the statement of changes in equity

Externally imposed capital requirement
The Company 1s not subject to externally imposed capttal requirements

Significant Accounting Policies

Details of the sigmficant accounting policies and methods adopted, mncluding the cntera for
recognition, the basis of measurement and the basis on which income and expenses are recogmised, m
respect of each class of financial asset, financial hability and equity instrument are disclosed n note 1
to the financial statements

Fmancial risk management

The Company follows Vectura Group plc policies on interest rate nisk, credit nisk and the investment of
excess hqudity The Company’s objective 1n using financial instruments 1s to maximise the returns on
funds held on deposit and to mimmise exchange rate nsk where appropnate

It 1s, and has been throughout the year, the Company’s policy that no speculative trading in financial
mstruments 1s undertaken
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18) Financial instruments (continued)

Foreign currency risk management

The Company’s prnincipal functional currency 15 sterhing However, the Company undertakes certan
transactions denominated 1n foreign currencies The Company’s policy 1s to offset its currency exposure by
matching foreign currency revenues with expenditure 1n the same foreign currency  Where there are no
immunent foreign exchange transactions, the balances are exchanged for sterling at spot rate

As the ttiming and amount of foreign currency dencmunated mmcome 1s uncertamn, 1t 1s not possible to
estimate the impact of a change n the foreign exchange rates on the Company

Interest rate risk management
The Company has no external borrowings and 1s not exposed to interest rate risk through borrowings

Liquidity risk management
The Company manages liquidity nsk by maintaiming adequate reserves and by continuously monitoring
forecast and actual cash flows and matching the matunty profiles of financial assets and habilities

Credit risk management

The Company’s credit risk 1s primarily attnibuted to its cash and cash equivalents Another Group company
controls the banking activities of the company and the nsk 1s limited because the Group primanly deposits
1ts cash with banks that have strong credit ratings

Market risk managemtent

The Company’s exposure to market risk primarily comprises nterest rate exposure Funds are invested in
cash deposits with the objective of maintaining a balance between accessibiity of funds and competitive
rates of return
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