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Directors’ report
for the year ended 31 December 2007

The directors present ther report and consohdated financial statements for Chroma Therapeutics Ltd (‘the
Company’) and its subsidharies ('the Group’} for the year ended 31 December 2007

Princtpal activities and review of the business
The principal activity of the Group continues to be the research and development of novel therapeutic
agents for the treatment of cancer and inflammatory disorders

Dunng the financial year, the Group's research and development pipelne progressed In line with its
expectations The Group’s lead development candidate, CHR-2797, completed initial Phase | chnical studies
and was entered into Phase 1l clintcal development The Group also continued to progress two novel agents,
CHR-3996 and CHR-2845, through preclinical development and to prepare for the anticipated entry of these
agents into chinical development dunng 2008 The Group has also continued to develop its esterase-
sensitive motif (ESM) technology platform and has broadened its portfolio of intellectual property dunng
2007 Reflecting the growth In the Group's clhinical development actwities, a number of new appointments
were made in thuis area durning 2007 This substantial growth in the Group's preclinical and chnical
development activities, along with other factors such as the intreduction of a new management bonus
scheme, resulted in an increase In its research and development expenditure of 48% compared to the
previous financial year General and administrative expenses increased by 37% compared to the previous
financial year, pnmanly due to increased business development activities and the introduction of a new
management bonus scheme

The Group does not have regular sources of revenue other than interest earned on its cash and short term
deposits and the UK R&D tax credit scheme, which enables the Group to surrender a proportion of its tax
losses relating to research and development in each financial year in return for a cash receipt Finance
revenue increased substantially compared to the previous financial year as a result of higher average cash
balances during the year along with higher base interest rates in the UK The Group also receives income
from an EU research grant, as detailed in Note 4

The Group’s iIncome and expenses during the year were in line with Its expectations

As 15 typical for biotechnology comparmes at a similar stage of development, the Group anticipates its
operations will continue to absorb cash for the foreseeable future and anticipates financing these actwitres
through a combination of equity 1ssuance, debt financing and from income derived from licensing activities
Dunng 2008 the Group finalised the terms of a £7 5 million debt financing facility that, upen draw down, 15
expected to extend its cash reserves to the second half of 2009 (see Note 18 ‘Subsequent events’) The
Group 1s also pursuing a number of opportunities related to the application of its ESM technology platform
and anhcipates generating signature fees, milestone payments and research funding from one or more such
deals dunng 2008, which will further extend its cash resources

Principal nisks and uncertainties
The Group operates in a high-nsk sector, which 1s reflected in the Group's investor base, comprising
pnimanly specalist venture capital orgarmisations The key nsks facing the Group are as follows

Product nsk

The development of a new therapeutic agent carries substantial nisks, including difficulties 1n the design and
execution of studies to evaluate the efficacy and safety of the agent or the results from such studies being
inconsistent with those from earlier studies In addition, the pharmaceutical sector 1s highly competitive with
many comparies pursuing similar therapeutic approaches There 1s substantial nisk that competitors’ agents
may reach the market ahead of those of the Group or have a supernor profile to the Group’s agents, or that
the Group's patent filings may be found to infninge the rights of others or be declared invahd

Financing risk

Untd it has sustainable revenues from marketed products, the Group is highly dependent upon raising new
equity finance to execute its long term business pian Such finance may not be available on acceptable
terms or at all The Group 1s seeking to raise further funds through preduct licensing arrangements Such
licensing arrangements may not be executable on mutually acceptable terms or atall The Group currently
receives finance income from its cash and short-term deposits and R&D tax credit payments A substantial
reduction In base interest rates or a substantial reduction in scope or withdrawal of the R&D tax credit
scheme will have an adverse effect on the Group’s financial position
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Directors’ report (continued)

Regulatory risk

The pharmaceutical sector 1s regulated by relevant authonties 1n the EU, US and the rest of the world There
1 substantial nisk that the Group may not be able to agree study designs with regulatory authorities that are
mutually acceptable or that regulatory requirements may change during the course of a study, rendering the
results of the study unusable

Future developments

The Group intends to progress its pipeline of novel therapeutic agents dunng 2008 and expects that
research and development expenditure will increase modestly, reflecting the anticipated progression of its
novel agents CHR-3996 and CHR-2845 from prechinical to clinical development

Share capital

Durning the year, 3,676,471 C convertible preferred ordinary shares were 1ssued fully paud for cash and
40,000 C ordinary shares were i1ssued at the nominal value of £0 001 per share Further detals can be
found in Note 12 to the financial statements

Results and dividends

The Group made a loss for the year of £11,662,080 (year ended 31 December 2006 loss of £7,623,820)
The directors do not recommend the payment of a dividend Expenditure on tangible fixed assets during the
year was £143,096 (year ended 31 December 2006 £343,617)

Directors and their interests
The directors who held office during the year and thewr interests in the share capital of the Company, as
recorded in the register of directors’ interests, of those serving at the year end, were as follows

Options over ordinary shares of  Ordmnary shares of £0 001 each

£0 001 each

At 31 At 31 At 31 At 31
December December December Cecember

2007 2006 2007 2006

J F Abell (resigned 23/2/07) - - N n
PV Allen - - 80,000 80,000
Dr J Eskay-Eagle {resigned 20/3/07} - - - -
T J Haines (appointed 23/2/07) - - . .
- 40,000 40,000

Dr J Hemberger -

1 J Nicholson 650,000 450,000 450,000 450,000
Dr S J Powell (resigned 20/3/07) - - - -
Dr P T Vamnio - 40,000 40,000
Dr K Veitinger (appointed 1/4/07) - - 40,000 -
Prof P Workman - - 140,000 140,000

Ordinary shares issued to directors and employees are subject to a vesting period of between 13 months
and 52 months from the date of issue Vesting conditions for share options are detailed in Note 11 to the
financial statements

Financial nsk management

During the year ended 31 December 2007, the Group initiated a number of preclinical and clinical studies in
the US, resulting in a matena! exposure to the US dollar The Group managed this exposure by purchasing
US dollars at a rate which was favourable to s budgeted exchange rate, and holding these balances to
seftle its US dollar-denominated obligations The Group continually reviews s exposure to different foreign
currencies and will enter into the most appropnate hedging arrangements to minimise the impact of adverse
exchange rate movements where necessary To the extent that cash reserves are not required to meet
immediate operational requirements, excess reserves are invested in fixed interest mvestment grade bank
deposits The impact of a reduction in base interest rates 1s not considered to represent a maternial exposure
for the Group, hence the Group does not enter into any interest rate hedging arrangements The Group does
not have any matenal exposure to credit nsk
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Directors’ report (continued)

Directors’ qualifying third party indemnity provisions

The Company has granted an ndemnity to s directors aganst habity in respect of proceedings brought by
third parhes, subject to the conditions set out mn the Companies Act 1885 Such gualfying third party
indemnity provision remains in force as at the date of approving the directors’ report

Chantable and political donations
The Group did not make any chantable or political donations during the year

Payment of creditors

The Group’s policy with respect to the payment of its suppliers 1s to either use standard payment terms or to
agree payment terms when entenng mto a transachon and to abide by those terms Trade payables as at 31
December 2007 represented 38 days as a proportion of the total purchases durnng the financial year

Disclosure of information to the auditors

So far as each person who was a director at the date of approving this report 1s aware, there 1s no relevant
audit infermation, beng information needed by the auditor in connection with prepanng its report, of which
the auditor 1s unaware Having made enquinies of fellow directors and the Group’s auditor, each director has
taken all the steps that they are obliged to take as a director in order to make themselves aware of any
relevant audit information and to establish that the auditor 1s aware of that information

Re-appointment of auditors
A resolution to reappomnt Emst & Young LLP as auditors and to authonse the directors to fix therr
remunerabon will be proposed at the forthcoming Annual General Meeting

Statement of directors’ responsibilities in respect of the consolidated financial statements

Company Law requires that the directors are responsible for preparing the Annual Report and the

consolidated financial statements 1in accordance with applicable Unted Kingdom law and have elected to

prepare consolidated financial statements in accerdance with those International Financial Reporting

Standards as adopted by the European Union Company law requires the directors to prepare consoldated

financial statements for each financial peried which give a true and farr view of the state of affarrs of the

Group and the Company of the income statement of the group for that period In prepanng those

consolidated financial statements, the directors are required to

« select sutable accounting polictes in accordance with IAS8 Accounting Polictes, Changes m
Accounting Estimates and Errors, and apply them consistently,

+ make judgements and estimates that are reasonable and prudent,

» state that the group has compied with IFRSs, subject to any material departures disclosed and
explained in the financial statements, and

+ prepare the consohdated financial statements on the going concern basis unless it 1S inappropnate to
presume that the Group will continue in business

The directors are responsible for keeping proper accounting records which disclose with reasonable
accuracy at any time the financial position of the Group and enable them to ensure that the consolidated
financial statements comply with the Comparies Act 1985 They are also responsible for safeguarding the
assets of the Group and hence for taking reasonable steps for the prevention and detection of fraud and
other irregularties

Events after the balance sheet date
Events after the balance sheet date are detailed in Note 18 ‘Events after the balance sheet date’

This report was approved by the Board on 23 May 2008 and has been prepared in accordance with the
Companies Act 1985

By order of the Board

e

R E Bungay
Secretary
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Independent auditors' report to the shareholders of Chroma Therapeutics Limited

We have audited the Group and parent company financial statements (“financial statements”) of Chroma
Therapeutics Limited for the year ended 31 December 2007 which compnse the consohidated income
statement, the consolidated and parent company balance sheets, the conschdated and parent company
statement of changes in equity, the consolidated and parent company cash flow statement, and the related
notes 1 to 19 These financial statements have been prepared under the accounting pohcies set out theretn

This report 1s made solely to the Company's members, as a body, in accordance with Section 235 of the
Companies Act 1985 Our audit work has been undertaken so that we might state to the Company's
members those matters we are required to state to them in an auditors' report and for no other purpose To
the fullest extent permitted by law, we do not accept or assume responsibility to anyone other than the
Company and the Company's members as a body, for our audit work, for this report, or for the opinions we
have formed

Respective responsibilities of directors and auditors
The directors’ responsibilittes for prepanng the financial statements in accordance with applicable United
Kingdom law and International Financial Reporting Standards (IFRSs) as adopted by the European Union
are set out in the Statement of Directors’ Responsibilities

Qur responsibility 1s to audit the financial statements n accordance with relevant legal and regulatory
requirements and International Standards on Auditing (UK and lreland)

We report to you our opmion as to whether the financial statements give a true and farr view and are
properly prepared in accerdance with the Companies Act 1985 We also report to you whether the
information given in the Directors’ Report s consistent with the financial statements

In addition, we report to you if, in our opiruon, the Company has not kept proper accounting records, if we
have not receved all the mformation and explanations we require for cur audit, or if Information specified by
law regarding directors’ remuneration and other transactions i1s not disclosed

We read the Directors’ Report and consider the implications for our report f we become aware of any
apparent misstatements within it

Basis of audit opimion

We conducted our audit in accordance with International Standards on Auditing (UK and Ireland) 1ssued by
the Auditing Practices Board An audt includes examination, on a test basis, of ewdence relevant to the
amounts and disclosures in the financial statements It also includes an assessment of the significant
estimates and judgments made by the directors in the preparation of the financial statements, and of
whether the accounting policies are appropnate to the Company's circumstances, consistently applied and
adequately disclosed

We planned and performed our audit so as to obtan all the information and explanations which we
considered necessary in order to provide us with sufficient evidence to give reasonable assurance that the
financial statements are free from matenal misstatement, whether caused by fraud or other irregulanty or
error In forming our opinion we alsc evaluated the overall adequacy of the presentation of information in the
financial statements

Opinicn

In our opmion

+ the group financial statements give a true and fairr view, 1in accordance with IFRSs as adopted by the
European Umon, of the state of the Group's affairs as at 31 December 2007 and of its loss for the year
then ended,

« the parent company financial statements give a true and faw view, n accordance with IFRSs as adopted
by the European Union as applied i accordance with the provisions of the Companies Act 1985, of the
state of the parent company's affarrs as at 31 December 2007,

« the financial statements have been properly prepared in accordance with the Comparies Act 1985, and
the information given in the directors' report 1s consistent with the financial statements

eM‘ -~ \Ct-\ ot

Ernst & Young LLP

Registered auditor
Reading

Date 2% “\-‘ o
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Note Year ended Year ended
31 December 31 December
2007 2006
£ £
Revenue 59,757 -
Research and development costs (12,259,858) (8,304,824}
Administrative expenses (1,841,883) (1,347,921}
Loss before financing items (14,041,984) (S,652,745)
Finance revenue 10 1,190,847 854,680
Loss before taxation {12,851,137) (8,698,0685)
Tax credit 7 1,189,057 1,074,245
Loss for the year (11,662,080) (7,623,820)
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Consolidated balance sheet
as at 31 December 2007

Note 31 December 31 December
2007 2006
£ £
ASSETS
Non current assets
Property, plant and equipment 8 402,258 548,729
Current assets
Trade and other recevables 613,423 651,876
R&D tax credit receivable 7 1,189,057 1,073,995
Prepayments 324,377 273,149
Cash and short term deposits 10 16,276,472 22,027,655
18,403,329 24,026,675
TOTAL ASSETS 18,805,587 24,575,404
EQUITY AND LIABILITIES
Equity
Issued capital 12 41,428 37,71
Share premium 12 48,666,004 43,656,991
Warrants 13 118,934 121,507
Other reserves 12 187.316 66,503
Retamned earnings (32,724,538) (21,062,458)
Total equity 16,289,144 22,820,254
Current hiabilities
Trade and other payables 14 2516,443 1,755,150
TOTAL EQUITY AND LIABILITIES 18,805,587 24,575,404

Approved by the Board on 23 May 2008 and signed on its behalf by

-

1J Nicholson
Director
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Note 31 December 31 December
2007 2006
£ £
ASSETS
Non current assets
Property, plant and equipment 402,258 548,729
Investment in subsidiary companies 2 -
402,260 548,729
Current assets
Trade and other recevables 613,423 651,876
R&D tax credit receivable 7 1,189,057 1,073,985
Prepayments 324 377 273,14%
Cash and short term deposits 10 16,276,472 22,027,655
18,403,329 24,026,675
TOTAL ASSETS 18,805,589 24,575,404
EQUITY AND LIABILITIES
Equity
Issued capital 12 41,428 37,71
Share premium 12 48,666,004 43,656,091
Warrants 13 118,934 121,507
Other reserves 12 187,316 86,503
Retained earnings {32,724,538) (21,062 ,458)
Total equity 16,289,144 22,820,254
Current habilities
Trade and other payables 14 2,516,445 1,755,150
TOTAL EQUITY AND LIABILITIES 18,805,589 24,575,404
Approved by the Board on 23 May 2008 and signed on its behalf by
I J Nicholson
Director
Chroma report and consolhdated financial statements - 31 December 2067 9
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Consolidated and company statement of changes in equity
for the year ended 31 December 2007

Issued Share Warrants Other Retained Total equity
capital premium reserves earnings
£ £ £ £ £ £

At 1 January 2006 19,249 18,815,485 - 8,927 (13,317,131) 5,526,530
Issue of C preferred
ordinary shares for 18,382 24,981,617 - - - 24,099,999
cash (Note 12}
tssue of warrants
(Note 13) - - 121,507 - (121,507) -
Issue of ordinary
shares for cash 80 31,920 - - - 32,000
(Note 12)
Expenses of 1ssuing i} ) ) }
new equity (Note 12) (172,031) (172,031}
Expense of share
options 1ssued to - - - 57,576 - 57,576
employees {Note 11)
Loss for the year - - - - (7,623,820} {7.623,820)
‘2\5032 December 37,711 43656991 121,507 86,503  (21,062,458) 22,820,254
Issue of C preferred
ordinary shares for 3677 4,996,323 - - - 5,000,000
cash (Note 12)
Issue of ordinary
shares for cash 40 15,960 - - - 16,000
{Note 12)
Expenses of issuing } B .
new equity (Note 12) (3.270) (3,270)
Expense of share
options 1ssued to - - - 120,813 - 120,813
employees {Note 11)
Adjustment to the
fair value of warrants ) B (2,573) ) ) (2,573)
Loss for the year - - - - (11,662,080) {11,662,080)
Pacy December 41,428 48666004 118934 187,316  (32724538) 16,289,144
Chroma report and consolidated financral statements - 31 December 2007 10
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for the year ended 31 December 2007
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Note Year ended Year ended
31 December 31 December
2007 2006
£ £
Cash flows from operating activities
Loss before financing tems {14,041,984) {9,652,745)
Adjustments to reconcile loss before tax to net cash flows
Non-cash items
+ Expense of share options 1ssued to employees 120,813 57,576
+ Shares issued to directors at nominal value 12 15,960 31,820
« Depreciation and impairment 8 289,567 271,658
Working capital adjustments
¢ Income tax receved 1,073,995 806,267
+ Increase in payables 761,293 580,658
¢ Increase in receivables (97,154) {266,662}
Net cash flows used in operating activities (11,877,510) (8,171,328}
Cash flows from investing activities
Purchase of property, plant and equipment 8 (143,096) {343,617)
Net cash flows used in investing activities (143,096) (343,617)
Cash flows from financing activities
Interest received 1,272,653 657,381
Proceeds from issue of shares 12 5,000,040 25,000,079
Transaction costs of 1ssue of shares 12 (3.270) (172,031)
Net cash flows from financing activities 6,269,423 25,485 429
Net (decrease)/increase 1n cash and cash equivalents (5.751,183) 16,970,484
Cash and cash equivalents at start of perod 22,027 655 5,057,171
Cash and cash equivalents at end of peniod 10 16,276,472 22,027,655
Chroma report and consolidated financial statements - 31 December 2007 11
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Notes to the consolidated financial statements
for the year ended 31 December 2007

CORPORATE INFORMATION

The group and company financial statements of Chroma Therapeutics Limited for the year ended
31 December 2007 (*financial statements”) were authorised for i1ssue m accordance with a
resolution of the directors on 2 May 2008 Chroma Therapeutics Limited 1s a iimited company
incorporated in England & Wales and domiciled in the United Kingdom

BASIS OF PREPARATION

The consolidated financial statements have been prepared on a historical cost basis, except for
employee share options, warrants and items settled by 1ssue of shares, which have been measured
at far value The financial statements are presented in stering and all values are rounded to the
nearest pound

Going concern

The consolidated financial statements have been prepared on a going concern basis In common
with other companies In the bistechnology sector, the Group 1s dependent upon raising new finance
to support its research and development operations until such tme as 1t has sustainable revenues
from marketed products Per Note 18 ‘Events after the balance sheet date’, at the date of signing
the financia! statements the Group had entered nto a £7 5 milion debt financing facility that 1s
expected to extend avalable cash resources to meet the Group’s current cash flow projections until
the second half of 2009 The Group also continues to review future financing options, including
revenue from licensing activities and eguity financing Accordingly, the directors beltieve that it 1s
approprate to continue to prepare the financial staterments on a going concern basis

Basis of consolidation

The consolidated financial statements comprise the financtal statements of Chroma Therapeutics
Limited and its subsidiary as at 31 December each year Subsidiaries are fully consolidated from
the date of acquisition, being the date on which the Group obtains control, and continue to be
consoldated untll the date that such control ceases The financial statements of the subsidianes
are prepared with the same accounting reference date of 31 December, using consistent
accounting policies  All intra-group transactions are eliminated i full

Staternent of compliance
The financial statements of the Group have been prepared in accordance with International
Financial Reporting Standards (IFRSs) as adopted by the European Union and in accordance with
the Companies Act 1985

Changes in accounting polictes
The accounting policies adopted by the Group are consistent with the previous financial year
except as follows

The Group has adopted the following new and amended IFRSs and IFRIC interpretations with
effect from 1 January 2007
» IFRIC 9 Reassessment of Embedded Derivatives

The Group has also early-adopted the following IFRIC interpretation relevant to the Group dunng
the year
» IFRIC 11 IFRS2 - Group and Treasury Share Transactions

The principal effect of these changes was as follows

IFRIC @ Reassessment of Embedded Denvatives

IFRIC 9 states that the date to assess the existence of an embedded denvative 1s the date that an
entity first becomes a party to the contract, with reassessment only if there 1s a change to the
contract that significantly modifies the cash flows As the Group has no embedded denvative
requinng separation from the host contract, the Interpretation had no mpact on the financial
position or performance of the Group
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Notes to the consolidated financial statements
for the year ended 31 December 2007

2

BASIS OF PREPARATION {continued)

IFRIC 11 IFRS2 - Group and Treasury Share Transactions

The Group has elected to adopt IFRIC Interpretation 11 as of 1 January 2007 This Interpretation
requires arrangements whereby an employee 15 granted nghts to an entity's equity instruments to
be accounted for as an equity-settled scheme, even if the entity buys the instruments from another
party, or the shareholders provide the equity instruments needed The Group has determined that
the accounting treatment of share options 1ssued to employees 1s unchanged by the Interpretation,
consequently the interpretatron had no impact on its financial positton or performance

New standards and mterpretations not apphed

Dunng the year and up to the date of signing the 2007 financial statements, the IASB and IFRIC
have 1ssued the following amendments of standards and new interpretations relevant to the Group
with an effective date after the date of these financial statements and which the Group has not
apphed in its 2007 financial statements

Amendment to IFRS2 Share-based Payment — Vesting Conditions and Cancellations

This amendment to IFRS2 Share-based Payment was published in January 2008 and becomes
effective for financial years beginning on or after 1 January 2009 The Standard restncts the
defirition of “vesting conditions” to a condibon that includes an explcit or implhict requirement to
provide services Any other condiions are non-vesting conditions, which have to be taken into
account to determing the far value of the equity instruments granted In the case that the award
does not vest as a result of a fallure to meet a non-vesting condition that 1s within the control of
etther the entity or the counterparty, this must be accounted for as a cancellation As detalled In
Note 11, share options 1ssued by the Company expire after 10 years from ther commencement
date, and are only exercisable in the event of an inttial public offenng of the Company's shares or
trade sale of the Company Since the options outstanding at 31 December 2007 had a weighted
average remaining contractual ife of 8 2 years, the Group does not anhicipate the adoption of the
revised Standard will have any impact on its financial position or performance

IFRS 3R Business Combinations and IAS 27R Consolidated and Separate Financial Statements
These revised Standards were 1ssued in January 2008 and become effective for financial years
beginning on or after 1 July 2009 IFRS 3R introduces a number of changes in the accounting for
husiness combinations that will impact the amount of goodwill recognised, the reported results In
the period that an acquisition occurs, and future reported results 1AS 27R requires that a change In
the ownership interest of a subsidiary 1s accounted for as an equity fransaction Therefore, such a
change will have no impact on goodwill, nor will it give rnise to a gain or loss Furthermore, the
amended Standard changes the accounting for losses incurred by the subsidiary, as well as the
loss of contro! of a subsidiary The changes introduced by IFRS 3R and IAS 27R must be applied
prospectively and will affect future acquistions and transactions with minority interest The revised
standards have not yet been adopted by the EU

Amendments to IAS 1 ‘Presentation of Financial Statements' — A Rewrsed Fresentation

The revised IAS 1 Presentation of Financial Statements was issued in September 2007 and
becomes effective for financial years beginning on or after 1 January 2009 The Standard
separates owner and non-owner changes 1n equity The statement of changes in equity will include
only details of transactions with owners, with all non-owner changes In equity presented as a single
Iine In addtion, the Standard introduces the statement of comprehensive income, which
represents all tems of Income and expense recognised in profit and loss, together with all other
tems of recogmsed income and expense, either in one single statement, or in two linked
statements There will be no impact on the Group's reported Income or net assets This
amendment has not yet been adopted by the EU
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Notes to the consolidated financial statements
for the year ended 31 December 2007

2 BASIS OF PREPARATION (continued)

Amendments to IAS 32 ‘Financial Instruments Presentation’ and IAS 1 ‘Presentation of Financial
Statements' Puitable Financial Instruments and Obiigations Ansing on Liguidation

Amendments to IAS 32 ‘Financial Instruments Presentation’ and IAS 1 were 1ssued in February
2008 and become effective for financial years beginning on or after 1 January 2009 The
amendment to IAS 32 requires certain puttable financial instruments and obhgations ansing on
Iiguidation to be classified as equity If certain critena are met The amendment to IAS 1 requires
disclosure of certain information relating to puttable instruments classified as equity The Group
does not expect these amendments to impact its financial statements The rewised standards have
not yet been adopted by the EU

Significant accounting judgements, estimates and assumptions

The Group has not applied any judgements {(other than estimations) having a significant effect on
any amounts recogrised in the financial statements The Group has not identfied any assumptions
concerning the future and other key sources of estimation uncertainty at the balance sheet date,
that have a significant nsk of causing a matenal adjustment to the carrying amounts of assets and
habilities within the next financial year

3 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Property, plant and equipment

Plant and equipment 1s stated at cost, excluding the costs of routine servicing, less accumulated
depreciation and accumutated impairment in value Such cost includes the cost of replacing part of
such plant and equipment when that cost 18 incurred, if the recognibion critena are met
Depreciation 1s calculated on a straight ine basts over the useful life of the assets The carrying
value of plant and equipment are reviewed for mparment when events or changes in
crreumstances indicate that the carrying value may not be recoverable

Any item of property, plant and equipment 15 derecogrised upon disposal or when no future
economic benefits are expected from its use or disposal Any gain or loss ansing on derecognition
of the asset (calculated as the difference between the net disposal proceeds and the carrying
amount of the asset) 15 included in the ncome statement in the financial year the asset 1s
derecognised

The asset's residual values, useful ives and methods are reviewed, and adjusted if appropnate, at
each financial year end

Intangible assets

Intangible assets are measured on mitial recognition at cost Following initial recognition, intangible
assets are camed at cost less any accumulated amortisation and any accumulated mpairment
losses Internally generated intangtble assets, excluding capitalised development costs, are not
capitaised and expenditure 1s expensed as incurred The useful lives of intangible assets are
assessed to be either fimte or indefinte Intangible assets with finite lives are amortised over the
useful economic Ife and are assessed for imparment whenever there 15 indication that the
intangible asset may be imparred The amortisation period and the amortisation method for an
intangible asset with a finite useful hfe are reviewed at least at each financial year end Changes in
the expected useful hfe or the expected pattern of consumption of future economic benefits
embodied in the asset 1s accounted for by changing the amorhisation penod or method, as
appropriate, and treated as changes in accounting estmates The amortisation expense on
intangible assets with fintte lives I1s recognised in the income statement in the expense category
consistent with the function of the intangible asset

Intangible assets with indefinite useful lives are tested for impawrment annually Such intangibles
are not amortised The usefu! Iife of an intangible asset with an indefinite life 1s reviewed annually to
determine whether indefinite life assessment continues to be supportable If not, the change in the
useful ife assessment from indefinite to finite 1s made on a prospective basis
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3 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued}
Intangible assets (continued)

Research and development cosis

The principal business activity of the Group 1s the research and development of human therapeutic
agents In order to achieve authonsation from the appropriate regulatory authonties to sell human
therapeutic agents, multiple studies and chnical tnals must be successfully completed Such
activiies require the application of substantial resources and skilled individuals, which may not be
avallable to the Group on a timely basis or at all The nsks associated with the successful
completion of a registration programme for a therapeutic agent are substantial in many cases the
Group may choose to license its therapeutic programmes to a third party with substantially greater
resources, however the nsks associated with successful completion of a registration programme
remain high

Research costs are expensed as incurred Reftecting the nsks highhghted above, the Group
capitalises internal development costs only to the extent that it 1s more likely than not that the
assocrated therapeutic agent will obtain authonsation from regulatory authories The threshold for
such recognition will normally be the successful completion of the final human clrucal studies
required to complete a reqistration package for a therapeutic agent The value of such an intangible
asset 15 calculated with reference to the usefut economic Iife of, and the prejected revenues from,
the therapeutic agent

Likewise, the Group may from time to time acquire rights to use the intellectual property of a third
party i the conduct of its research and development programmes The ability to generate future
economic benefits from such nghts are subject to the successful registration of the programmes
using such Inteliectual property, and therefore the same nsks as noted above Consequently,
intangible assets ansing from acquired ntellectual property nghts are subject to the same
recognition critena as intemal development costs, as noted above

The Group has not incurred any costs meeting the recogrution critena detalled above to date

Impairment of assets

The Group assesses at each reporting date whether there 1s an indication that an asset may be
impaired If any such indication exists, or where annual impairment testing for an asset 1s required,
the Group makes an estmate of the assets recoverable amount An assets recoverable amount 1s
the higher of an assets fair value less costs to sell and its value in use and 1s determined for an
individual asset, unless the asset does not generate cash inflows that are largely independent of
those from other assets or groups of assets Where the carrying value of an asset exceeds its
recoverable amount, the asset 15 considered imparred and s wrtten down to its recoverable
amount In assessing value in use, the estimated future cash flows are discounted to therr present
value using a pre-tax discount rate that reflects current market assessments of the time value of
money and the risks specific to the asset Imparrment losses of contpuing operations are
recognised in the iIncome statement in those expense categornes consistent with the function of the
mpaired asset

An assessment 1s made at each reporting date as to whether there 15 any indication that previously
recognised imparrment losses may no longer exist or may have decreased If such indication
exists, the recoverable amount 1s estimated A previously recognised impairment loss 1s reversed
only if there has been a change in the estimates used to determine the asset's recoverable amount
since the last imparment loss was recognised If that 1s the case the carrying amount of the asset
15 increased to its recoverable amount That mcreased amount cannot exceed the carrying amount
that would have been determined, net of depreciation, had no imparrment loss been recognised for
the asset in prior years Such reversal 1s recognised in the tncome statement unless the asset 1s
carned at revalued amount, tn which case the reversal 1s treated as a revaluation increase After
such a reversal the depreciation charge 1s adjusted in future penods to allocate the asset's revised
carrying amount, less any residual value, on a systematic basis over its remaining useful Ife
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3 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES {continued)

Cash and short-term deposits

Cash and short-term deposits in the balance sheet comprise cash at banks net of outstanding bank
overdrafts, cash in hand and treasury deposits All treasury deposits are held to meet operational
needs, have an onginal matunty of twelve months or less, are readily tradable and are recorded in
the balance sheet at their open market value Consequently, all treasury deposits are classified as
cash and cash equivalents

Leases

The determination of whether an arrangement 1s, or contains a lease 1s based on the substance of

the arrangement at nception date of whether the fulfilment of the arrangement 1s dependent upon

the use of a specific asset or assets or the arrangement conveys a nght to use the asset A

reassessment 1s made after the inception of the lease only if one of the following applies

a There s a change in contractual terms, other than a renewal or extension of the arrangement,

b A renewal option I1s exercised or extension granted, unless the term of the renewal or
extension was inbally included in the lease term,

¢ There 1s a change of the determination of whether fulfiiment 1s dependent upon a specified
asset, or

d There s a substantial change to the asset

When a reassessment 1s made, lease accounting shall commence or cease from the date when the
change in circumstances gave nse to the reassessment for scenanos a, ¢ and d and at the date of
renewal or extension for scenano b

Company as lessee
Operating lease payments are recognised as an expense in the mcome statement on a straight-ine
basis over the lease term

Pensions and other post-employment benefits
The Company operates a defined contnbution pension scheme and pension contnbutions are
charged to the income statement as incurred

Share-based payment transactions

From time-to-time the Company 1ssues shares as consideration for nghts granted under technology
licence agreements and grants share options to employees of the Group Both types of share-
based payment are equity settled transactions as detalled below

Equity-seftied transactions

The cost of equity-settled technology rights transactions 1s measured by reference to farr value of
the equity 1ssued at the date on which the relevant technology nghts are granted to the Group The
cost I1s expensed to the iIncome statement immediately on obtaining such nights

The cost of equity-settied transactions with employees and directors 1s measured by reference to
the far value at the date at which they are granted (after approval by the directors) and s
recogrused as an expense over the vesting period, which ends on the date on which the relevant
employees and directors become fully entitled to the award Far value 15 determined using the
Black-Scholes pricing model In valung equity-settled transactions, no account I1s taken of any
vesting conditions, other than conditions linked to the price of the shares of the Company (market
conditions) 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 irrespective of
whether or not the market condition 1s satisfied, provided that all other performance conditions are
sahisfied
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3 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES {continued)

Share-based payment transactions {(continued)

At each balance sheet date before vesting, the cumulative expense 15 calculated, representing the
extent to which the vesting penod has exprred and management’s best estimate of the
achievement or otherwise of non-market conditions, number of equily instruments that will
ultmately vest or in the case of an instrument subject to a market condition, be treated as vesting
as described above The movement in cumulative expense since the previous balance sheet date
1s recognised in the income statement, with a corresponding entry in equity

Where the terms of an equity-settled award are modified or a new award i1s designated as replacing
a cancelled or settled award, the cost based on the onginal award terms continues to be
recognised over the onginal vesting period In addition, an expense Is recognised over the
remainder of the new vesting period for the incremental fair value of any modfication, based on the
difference between the farr value of the onginal award and the far value of the modified award,
both as measured on the date of the modification No reduction 1s recognised If this difference 18
negative Where an equity-settled award 1s cancelled, 1t 1s treated as if it had vested on the date of
cancellation, and any cost not yet recogmised in the income statement for the award 15 expensed
immediately Any compensation paid up to the far value of the award at the cancellation or
seftlement date 1s deducted from equity, with any excess over farr value being treated as an
expense In the income statement

Warrants

Warrants to subscribe to the Company’s C convertible preferred ordinary shares are measured at
the date of 1ssue using the Black-Scholes pncing model taking into account the terms and
conditions upon which the instruments were granted (see Note 13) Whilst the number of shares
Issueable under the warrants or the warrant's exercise price s floating, the warrants are treated as
a denvative liability, with the farr value of warrants being remeasured at each balance sheet date
and any movement in the fair value recognised through the income statement The fair value of the
warrants at the date of issue 15 ordinarly recogmsed as a hability in the balance sheet with the
corresponding debit bemg deducted from the retained earmings account, until such pomt as the
number of shares 1ssueable under the warrants and the exercise price become fixed, at which time
the fair value of the liability 1s reclassified as equity

Revenue recognition

Revenue I1s recognised to the extent that it 1s probable that the economic benefits will flow to the
Group and the revenue can be reliably measured The following specific recognition critena must
also be met before revenue 1s recognised

Interest income
Revenue 1s recognised as interest accrues using the effective interest rate method

Government grants

Government grants are recognised where there 1s reasonable assurance that the grant will be
received and all attaching conditions will be complied with Where the grant relates to an expense
item, 1t 1$ recognised as income over the period necessary to match the grant on a systematic basis
to the costs that it 1s intended to compensate Where the grant relates to an asset 1t I1s recognised
as income over the expected useful lfe of the relevant asset on a straight line basis

Taxation
Current tax
Current tax assets for the current and prior periods are measured at the amount expected to be

recovered from the taxation authorties The tax rates and tax laws used to compute the amount are
those that are enactad or substantively enacted by the balance sheet date
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Notes to the consolidated financial statements
for the year ended 31 December 2007

3 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Taxation (continued)

The amount recorded in the financial statements as research and development tax credit
receivable by the Group for the financial year ended 31 December 2007 1s an estimated amount
and has not yet been agreed with HM Revenue & Customs

Deferred fax

Deferred mcome tax 1s provided using the lhiability method on temporary differences at the balance
sheet date between the tax bases of assets and liabilities and therr carrying amounts for financial
reporting purposes

Deferred income tax assets are recognised for all deductible temporary differences, carry-forward
of unused tax credits and unused tax losses, to the extent that it 1s probable that taxable profit wll
be available against which the deductible temporary differences, and the camry-forward of unused
tax credits and unused tax losses can be utlised The carrying amount of deferred income tax
assets 15 reviewed at each balance sheet date and reduced to the extent that it 1s no longer
probable that sufficient taxable profit will be available to allow all or part of the deferred income tax
asset to be utised Unrecognised deferred income tax assets are reassessed at each balance
sheet date and are recognised to the extent that #t has become probable that future taxable profit
will allow the deferred tax asset to be recovered

Deferred tax assets and habilittes are measured on an undiscounted basis at the tax rates that are
expected to apply to the year when the asset 1s realised, based on tax rates (and tax laws)
enacted or substantively enacted at the balance sheet date

Foreign currency translation

Monetary assets and habiities in foreign currencies are translated into sterhng at the rates of
exchange ruling at the balance sheet date Transactions in foreign currencies are translated into
sterling at the rate rulng on the date of the transaction All exchange differences arging in the
normal course of business are taken to the mcome statement as they arise

4 OTHER REVENUE AND EXPENSES

(a) Government grants
During the year ended 31 December 2008, a consortium of which the Group 15 2 member was

awarded an EU grant for a long-term collaborative research project Under the terms of the
consortium agreement, the Group will provide drug discovery and lead optimisation services to
the consortium and, as consideration, may receive up to €753,750 in grant income dependent
upon achieving pre-agreed milestones Should the Group breach its obligations under the
cansortium agreement, the consortium may request the Group repays some or all of the grant
income it has receved Grant income 1s recognised only to the extent that the Group has
achieved its pre-agreed milestones to the satisfaction of the consortum The revenue
recognised in the income statement 1s calculated by comparing the cumulative expenditure at
the end of each financial penod with the total estimated costs to complete the Group's
obligations, and matching the grant income accordingly

Duning the year ended 31 December 2007, the Group receved an mntial grant payment of
€320,267 (£215,175 at the exchange rate ruling on the date of receipt) from the consortium, of
which £59,757 has been recognised in the income statement and £155418 has been
classified as deferred income
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(b) Depreciation and amortisation included in the income statement

Year ended Year ended
31 Dec 2007 31 Dec 2006
£ £
Included in research and development costs
Depreciation and imparrment 261,541 253,359
Operating lease expense 303,247 284,788
Included in administrative expenses
Depreciation and impairment 28,026 18,299
Operating lease expense 81,241 85,686
Net foretgn exchange differences 65,872 1,335
(c) Employee benefits expense
Year ended Year ended
31 Dec 2007 31 Dec 2006
£ £
Wages and salaries 3,095,073 2,438,902
Social secunty costs 369,392 288,553
Pension costs 272,775 231,817
Expense of share options 1ssued to employees 120,813 57,576
3,858,053 3,016,848
Of which
Included in research and development costs 2642 252 2,088,885
Included in adminustrative expenses 1,215,801 927,963
3,858,053 3,016,848

{d) Fees pad to auditors

Administrative Expenses include fees paid to the auditors for audit services of £20,000 (year
ended 31 December 2006 £15,900), for other services relating to taxation of £18,450 (year
ended 31 December 2006 £1,950) and other accounting services of £nil (year ended 31

December 2006 nil)

EMPLOYEES
The average number of employees of the Group during the year was as follows
Year ended Year ended
31 Dec 2007 31 Dec 2006
Research and development 44 40
Adminustration 10 8
54 48
19
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6 DIRECTORS’ REMUNERATION
Year ended Year ended
31 Dec 2007 31 Dec 2006
£ £
Total emoluments 369,979 271,342
Employers contributions pard to money purchase 20 000 20.000

pension schemes

As at 31 December 2007, one director (31 December 2006 one director) was accruing benefits

under defined contnbution pension schemes

The amounts in respect of the highest paid directer are as follows

Year ended Year ended
31 Dec 2007 31 Dec 2006
£ £
Total emoluments 266,229 201,342
Employers contributions paid to money purchase
pension schemes 20,000 20,000
7 TAXATION
{a) Current income tax
Year ended Year ended
31 Dec 2007 31 Dec 2006
£ £
UK corporation tax - -
)I’R;l? tax credit receivable — draft claim for financial 1,189,057 1,073,995
R&D tax credit receivable — adjustment in financial . 250
year relating to ctaims for prior penods
1,189,057 1,074,245
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7 TAXATION (continued)

(b} Eactors affecting the tax credit for the year

The tax assessed on the loss for the year s lower than the standard rate of UK corporation tax
The differences are explained below

Year ended Year ended
31 Dec 2007 31 Dec 2006
£ £
Loss before tax (12,851,137) (8,698,065}
L.oss before tax multiphed by standard rate of
corporation tax in the UK of 30% (year ended 31 (3.855,341) (2,609,420)
December 2006 30%)
Effect of
Disallowed expenses and non-taxable income 53,184 30,568
50% enhanced deduction — R&D relief (1,163,546) (841,651)
Timing differences between capital allowances and 46 514 19,761
depreciation charges ' '
Adjustment relating to prior years - (250)
Other tming differences 25,314 (89,190)
Losses surrendered for R&D tax credit at 16% (year 1,040,425 939,746
ended 31 December 2006 16%)
Unreleved tax losses 2,664,393 1,476,191
Current tax credit for the penod {1,189,057} (1,074,245)

{c) Deferred income tax

The deferred tax asset not recognised In the financial statements 1s as follows

Year ended Year ended

31 Dec 2007 31 Dec 2006

£ £
Capital allowances in advance of depreciation {60,588) (100,291)
Other temporary differences (71,859) (97,273)
Tax losses available 7,178,469 4,514,076
7,045,922 4,316,512

The deferred tax asset has not been recognised as there 1s uncertainty regarding when
suitable future profits agamnst which to offset the accumulated tax losses will arise There is no
expiration date for the accumulated tax losses
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Group and Company

Leasehold Plant and Total
improvements equipment
£ £ £

At 1 January 2007, net of accumulated
depreciation and impairment 169,481 379,248 548,729
Additions 35,149 107,947 143,096
Depreciation charge for the year {19,455} (270,112) {289,567)
At 31 December 2007, net of accumulated
depreciation and impairrment 185175 217,083 402,258
At 1 January 2007
Cost 183,496 938,848 1,122,344
Accumulated depreciation and impairment (14,015} (559,600) (573,615)
Net carrying amount 169,481 379,248 548,729
At 31 December 2007
Cost 218,645 1033677 1,252,322
Accumulated depreciation and impairment (33,470) (816,594) (850,064)
Net carrying amount 185,175 217,083 402,258

Dunng the year ended 31 December 2007 the Group disposed of assets with an onginal cost of
£13,118 that had been fully wntten down through depreciatron and impairment charges in pror

financial perods

As at 31 December 2007, fully depreciated assets with an oniginal cost of £443,073 were still in use

(31 December 2006 £68,673)
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8 PROPERTY, PLANT AND EQUIPMENT {continued)
31 December 2006

Group and Company

Leasehold Plant and Total
lmprovements equrpment
£

At 1 January 20086, net of accumulated
depreciation and impatrment 26.188 450,582 476,770
Additions 165,739 187,878 343,617
Depreciation charge for the year {12,446) (259,212) {271,658)
At 31 December 2006, net of accumulated
depreciation and impairment 169,481 379.248 548,729
At 1 January 2006
Cost 27,757 750,970 778,727
Accumulated depreciatton and impairment {1,569} (300,388) (301,957)
Net carrying amount 26,188 450582 476,770
At 31 December 2006
Cost 183,496 938,848 1,122,344
Accumulated depreciation and imparrment {14,015) (559,600} (573,615)
Net carrying amount 169,481 379,248 548,729

During the year ended 31 December 2006 the Group did not dispose of any assets

The useful life of the assets 1s estimated as follows

Leasehold improvements The shorter of 20 years or the lease term
Plant and equipment 3to Syears
9 INVESTMENTS
Company
31 Dec 2007 31 Dec 2006
£ £
Investment in subsidiary company 2 -

©n 19 December 2007 the Company acquired 100% of a new, wholly-owned subsidiary company,
MacroTarg Limited (‘MacroTarg’), with an issued share capital of 200 ordinary shares with a
nominal value of £0 01 each, for consideration of £2 MacroTarg did not have any trading activities
duning the year ended 31 December 2007 Subsequent to the year end, the Company transferred
certain intellectual property to MacroTarg n return for a further 1ssue of shares, details of which are
contained in Note 18 ‘Events after the balance sheet date’
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Group and Company

31 Dec 2007 31 Dec 2006

£ £

Cash at bank and in hand 172,354 176,785
Short term deposits 16,104,118 21,850,870
16,276,472 22,027,655

Cash at bank earns interest at floating rates based on daily bank deposit rates Short term deposits
are made for periods between one day and twelve months depending upon the immediate cash
requirements of the Group, and earn interest at the respective short-term deposit rates Finance
revenue cemprises the following

31 Dec 2007 31 Dec 2006

£ £

Isr::rtets;:c:;\;:fson cash at bank and 1.188.274 954,680
Gain on remeasurement of warrants (Note 13) 2,573 -
1,190,847 954,680

1 SHARE-BASED PAYMENT PLANS

Enterpnse Management Incentive {'EMI’) scheme

All employees of the Group participate in the Company's EMI share opton scheme Options
granted under this scheme vest over a penod of four years from the commencement date and, to
the extent they have vested, are only exercisable in the event of an nitial public offering of the
Company's shares or trade sale of the Company The exercise price of the options 1s the market
value of the Company's ordinary shares at the date of grant of the option The options expire after
10 years from therr commencement date The following table illustrates the number and weighted
average exercise pnce (WAEP} of, and movements in, share options during the year

Year ended 31 Dec 2007

Year ended 31 Dec 2006

Number WAEP Number WAEP
Outstanding at the beginning
of the penod 2,288,800 £014 672,500 £012
Granted during the period 710,000 £0 40 1,623,800 £014
Forfeited during the penod (4,500) £0 13 (7,500) £012
Outstanding at the end of
the period 2,994,300 £020 2,288,800 £014
Exercisable at the end of ) } }
the period )

Chroma report and consohdated financral statements - 31 December 2007 24




Notes to the consolidated financial statements
for the year ended 31 December 2007

11

12

SHARE-BASED PAYMENT PLANS {continued)

The options outstanding at 31 December 2007 had a weighted average remaining contractual hfe
of 8 2 years (31 December 2006 8 B years) and have exercise prices in the range £0 12 to £0 40
per share (31 December 2006 £0 12 to £0 14 per share} Included within the outstanding options
are 102,500 options 1ssued to an employee of the Group and 40,000 options tssued to a former
director of the Company on an unapproved basis under the rules of the EMI scheme

The far value of ophons 1s measured at the date of grant using the Black-Scholes pricing model,
taking intc account the terms and conditions upon which the options were granted The following
table lists the inputs to the model used for the current and pricr financial years

Year ended Year ended
31 Dec 2007 31 Dec 2006
Expected volatiity (%) 400 400
Risk-free interest rate (%) 55 45
Expected lfe of options (years) 500r70 500r70
Weighted average share price (£) 040 014

The Group does not have any historic data relating to the expected period to exercise of the
options and therefore has estmated this based upon industry experience, with a 7 year perod
assumed for semor management and a 5 year penod assumed for all other employees The
expected volatiity has been estmated based upon historic data from compamies with a similar
profile in the tiotechnology sector The nsk free interest rate represents the Bank of England base
interest rate at the date of grant of the option The weighted average share price 1s determined by
performing a share valuation at the date of grant of the options The expense calculation includes
an allowance for forfeiture of 15% of the total share options granted other than to semor
management, for which the forfeture rate 1s estimated as 0% The far value calculation does not
include any allowance for dvidends as the Company has na avaiable profits for distnbution

The charge to the income statement relating to options dunng the year 1s detalled in Note 4

During January 2008, the company 1ssued 38,400 options over ordinary shares to employees of the
Group at an exercise price of £0 40 per share

ISSUED CAPITAL AND RESERVES

Authorised capital

31 Dec 2007 31 Dec 20086 31 Dec 2007 31 Dec 2006
Number Number £ £
Ordinary shares of £0 001 each 6,900,000 6,900,000 6,900 6,900
Convertible preferred ordinary
shares of £0 001 each 13,000,000 13,000,000 13,000 13,000
B-1 convertible preferred 3,875,969 3,875,968
ordinary shares of £0 001 each 3,876 3,876
C convertible preferred ordinary 22426470 22,426,470 22426 22,426
shares of £0 001 each
46,202 46,202
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ISSUED CAPITAL AND RESERVES (continued)

Issued capital

31 Dec 2007 31 Dec 2006 31 Dec 2007 31 Dac 2006

Number Number £ £

Issued and fully paid
Ordinary shares of £0 001 each 1,657,200 1,657,200 1,557 1,557
A ordinary shares of £0 001 each 700,000 700,000 700 700
B ordinary shares of £0 001 each 450,000 450,000 450 450
C ordinary shares of £0 001 each 200,000 160,000 200 160
E ordinary shares of £0 001 each 190,000 190,000 190 190
A convertible preferred ordinary
shares of £0 001 each 1,766,874 1,766,874 1,767 1,767
B convertible preferred ordinary
shares of £0 001 each 10,629,340 10,629,340 10,629 10,629
B-1 convertible preferred ordinary 3.875.969 3,875,969 3876 3.876

shares of £0 001 each

C convertible preferred ordinary 22,058,823 18,382,352 22,059 18,382
shares of £0 001 each

41,428 37,711

Ordmnary shares

The Articles of Association allow for the sub-categorisation of the Company's ordinary shares into
A, B, C, D, or E ordinary shares These sub-classes have nghts identical to the ordinary shares
other than being subject to a vesting peried of between 13 months and 58 months from the vesting
commencement date As at 31 December 2007 191,216 ordinary shares with a total subscription
price of £1,012 had not yet vested (31 December 2006 213,510 ordinary shares with a total
subscription price of £2,117) The shares 1ssued subject to vesting can be repurchased by the
Company at the onginal subscription pnce If the employee leaves employment prior to vesting
Although such an arrangement has the charactenstics of an early-exercised share option, no
compensation charge on such share arrangements has been recorded as it is immatertal over the
vesting period The unvested shares have been reflected as 1ssued share capital in the balance
sheet and not included in the share option data disclosed in Note 11

During the year ended 31 December 2007, the Company 1ssued 40,000 C ordinary shares to a
director of the Company and during the year ended 31 December 2006 the Company 1ssued
80,000 shares to certain directors of the Company as part of ther remuneration package These
shares were 1ssued for cash at the nomunal value per share of £0 001 The market value of the
ordinary shares at the date of 1ssue has been determined as £0 40 per share The difference of
£0 399 between the market value and nominal value per share has been charged to the income
statement as an administrative expense and the corresponding amount was credited to the share
premium account in the relevant accounting penods

The Company has reserved 3,130,000 ordinary shares (2006 3,250,000 ordinary shares) for issue
under options (see Note 11), of which 2,994,300 options were 1ssued and outstanding at 31
December 2007 (31 December 2006 2,288,800)
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ISSUED CAPITAL AND RESERVES {continued)

Convertibie preferred ordinary shares

The convertible preferred ordinary shares carry the rnight to receive a fixed non-cumulative dividend
payable semi-annually, to the extent that the Company has distnbutable reserves, at the rate of 7%
per annum on the subscnption pnce for the A convertible preferred ordinary shares and 8% per
annurm on the subscription price for the B, B-1 and C convertible preferred ordinary shares Each
convertible preferred ordinary share can be converted to one ordinary share automatically upon the
flotation or ihial Iisting of the Company on a stock exchange Upon a liquidation or sale of the
Company where the proceeds are below the subscription price of the convertible preferred ordinary
sharehelders, those shares become participating shares n that the distrbution of any proceeds
after setthng arrears of dwvidends will be applied firstly in returning the captal subscnbed by the
convertible preferred ordinary shareholders, with the balance being distinbuted amongst the
ordinary and convertible preferred ordinary shareholders as If conversion to ordinary shares had
taken place In the event that new shares are 1ssued for consideration less than therr respective
subscription prices, the B, B-1 and C convertible preferred ordinary shareholders are entitled to a
bonus 1ssue of shares In all other respects the ordinary and convertible preferred ordinary shares
rank par passu

Dunng the financial year ended 31 December 2006 the Company issued 18,382,352 new C
convertible preferred ordinary shares for total consideration of £24,098999 to a syndicate of
mvestors ("Senes C Investors”) The expenses assoclated with the 1ssue of these shares of
£172,031 have been deducted from the Share Premum Reserve The Series C Investors
undertook to subscribe to a further 3,676,471 C convertible preferred ordinary shares at £1 36 per
share at the call of a majonty of non-investor directors of the Company on or before 20 November
2007 (the £5 million "Facility”) As consideration for providing the Facility, the Senes C Investors
were 1ssued with warrants to subscrbe to additional C convertible preferred ordinary shares (see
Note 13)

Dunng the financial year ended 31 December 2007 the Company issued 3,676,471 new C
convertible preferred ordinary shares for total consideration of £5,000,000 following the decision of
the Company to call the Facility on 20 March 2007 The expenses associated with the 1ssue of
these shares of £3,270 have been deducted from the Share Premium Reserve

Nature and purpose of other reserves
‘Other reserves’ compnses the cumulative charge for share options 1ssued under the Company's
EMI share option scheme (see Note 11)

WARRANTS

As detalled in Note 12, the Company i1ssued warrants to the Senes C Investors entiting them to
subscribe for a predetermined number of C convertible preferred ordinary shares (or, in the event
the Company undertakes a flotation orinihal listing on a stock exchange, ordinary shares) at a price
of £1 36 per share The maximum number of shares issueable to the warrant holders was 367,647,
this was reduced to 183,823 shares If the Company called the Facility (see Note 12) by 20 March
2007 or 294,118 shares If the Company called the Facility between 21 March 2007 and 20 June
2007 The Faciity was called by the Company on 20 March 2007, fixing the maximum shares
issuable to warrant holders at 183,823 The warrants expire on 20 March 2012
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WARRANTS (continued)

The fair value of warrants 1s measured at the date of issue using the Black-Scholes pricing model,
taking inte account the terms and conditions upon which the warrants were granted Following theirr
Issue the warrants are treated as a derivative financial instrument since the number of shares
issueable under the warrants vanes depending upon the date the Facility 1s called The number of
shares |ssuable under the warrants was fixed at 183,923 on 20 March 2007, consequently as at 31
December 2007 and 31 December 2006 the warrants are classified as equity

While the warrants are treated as denivative financial instruments, their fair value I1s remeasured at
each balance sheet date based upon an assessment of the value of a holding of the underlying C
convertible preferred ordinary shares, with any gains or losses being recorded in the income
statement As at 31 December 2006 1t was determined that all fair value assumptions rematned
unchanged since the warrants were 1ssued, hence no gain or loss was recorded In the income
statement for the year ended 31 December 2006 As at 20 March 2007 (the date at which the
warrants ceased to be treated as a denvative financial instrument and became an equity
instrument) therr farr value was remeasured and fixed It was determned that far value
assumptions relatng to expected volatlity and weighted average share pnce had not changed,
however, at this date the nsk-free interest rate had increased to 5 25% and the expected life of the
warrants, estmated as 80 months from the completion of the Senes C financing, the maximum
term of warrants, was reduced to 6 0 years from the date of remeasurement of farr value As a
consequence, a gan of £2 573 was recorded n the income statement for the year ended 31
December 2007

The following table lists the inputs to the Black-Scholes model at fair value measurement dates
during 2007 and 2066

20 Mar 2007 and 21 Mar 2006 and

31 Dec 2007 31 Dec 2006
Expected volatility (%) 400 400
Risk-free interest rate (%} 525 45
Expected life of warrants (years) 60 67
Woeighted average share price (£) 136 136

The expected volatihty 1s consistent with that used In the valuation of employee ordinary share
options {(see Note 11) since the shares underlying both the warrants and employee share options
are impacted by the same factors The weighted average share price 15 the contractual exercise
pnce as the directors have not changed their estimate of the fair value of C convertible preferred
ordinary shares since the Sernes C financing The far value calculation does not include any
allowance for dvmdends as the Company has no available profits for distribution
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14 TRADE AND OTHER PAYABLES
Group Company Group and
Company
31 Dec 2007 31 Dec 2007 31 Dec 2006
£ £ £
Trade payables 1,110,867 1,110,867 1,023,529
Taxation and social secunty 281,510 281,510 92,256
Deferred income 155,418 155,418 -
Amount payable to subsidiary _ 2 -
company
Other payables and accruals 968,648 968,648 839,365
2,516,443 2,516,445 1,755,150
Other payables and accruals include cutstanding contnbutions payable to the defined contribution
pension scheme of £34,542 (31 December 2006 £29,923)
The terms and conditions of the above financial habilities are as follows
=« Trade payables are non-interest bearing and are settled based upon pre-agreed credit terms,
typically within 30 days from the date of the invoice
« Taxation and social secunty creditors and contrnibutions payable to the defined contnbution
pension scheme are non-interest beanng and are due dunng the moenth following payment of
the salanes to which they relate
+ Other payables are non-interest beanng and primanly compnse accruals for habiities incurred
but not yet invoiced
15 OTHER FINANCIAL COMMITMENTS

Operating leases — Group as lessee
The future minimum rental payable under the operating lease for the Group’s premises at 93 Milton
Park, reflecting contractual break clauses, 1s as follows

Land and Land and

bulldings buldings

31 Dec 2007 31 Dec 2006

£ £

Not later than one year 431,891 394,742
After one year but not more than five years 1,430,533 90,845
1,862,424 485,587

The mimmum payments above do not reflect any increase that may anse from the contractual rent
review scheduled for 25 March 2008

The Group does not have any operating leases other than that for its premises

Finance leases - Group as lessee
The Group did not have any leasing arrangements classifying as finance leases at 31 December
2007 or 31 December 2006

Capital commiiments
Contracted for capital commitments as at 31 December 2007 amounted to £nil (31 December
2006 £22 523}
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RELATED PARTY DISCLOSURES

Funds managed by Abingworth Management Limited {*Abingworth™) held shares in the Company
as at 31 December 2007 T J Hamnes 1s a director of Abingworth and has a financial interest in
Abingworth's funds

Funds managed by Essex Woodlands Health Ventures (*Essex’} held shares in the Company as at
31 December 2007 P T Vaimo s a director of Essex and has a financial interest in Essex’s funds

Compensation of key management personnel of the Company 1s detaled in Note 6 Director's
interests in employee share option schemes are detalled in the Directors’ Report

TRANSACTIONS WITH DIRECTORS AND OFFICERS
During the pernod the Group paid consultancy fees to Prof P Workman totaling £32,000 (year
ended 31 December 2006 £32,000)

EVENTS AFTER THE BALANCE SHEET DATE

Following the year end, the Company 1ssued 38,400 options over ordinary shares to employees of
the Group at an exercise pnice of £0 40 The ophons vest over a penod of 48 months and are only
exercisable upon a flotation or trade sale of the Company

As highlighted in Note 9 ‘Investments’, the Company incorporated a new, wholly-owned subsidiary
company, MacroTarg Limited (‘MacroTarg) on 19 December 2007 On 1 January 2008 the
Company assigned certain intellectual property nights to MacroTarg and licensed back nghts to use
certain elements of these intellectual property nghts Contemporaneously with this transfer of
intellectual property, the Company entered into agreements under which MacroTarg will reimburse
the Company for its provision of certain research and development and administrative services
The net transfer of intellectual property nghts to MacroTarg was valued at £5 millon, which was
satisfied by the 1ssue of 5 million ordinary shares of MacroTarg to the Company at a value of £1 per
share

As highlighted in Note 2, at the date of signing the financial statements the Group had entered into
a £7 5 milhon debt financing facity (‘Facility’) that 1s expected to extend avallable cash resources
to meet the Group's current cash flow projections until the second half of 2009 The Faclity has a
fixed rate of interest and 1s repayable over 36 months from the date of drawing down the Facility

FINANCIAL RISK MANAGEMENT OBJECTIVES AND POLICY

In Iine with similar comparwes 10 the biotechnology sector, the Group denves long-term financing
through the 1ssue of new equity The Group's pnncipal financial instruments comprise trade
payables, operating leases and government grants which anse drectly from its operations and are
not designed as a means of raising finance for the Group's operatons The Group has varnous
financial assets such as receivables and cash and short-term deposits, which anse directly from its
operations The Group does not consider that its financial instruments gave nse to any matenal
financial nsks dunng the financial years ended 31 December 2007 and 31 December 2006 An
overview of areas of potential nsk are summarised below

Interest rate nsk

The Group's exposure to the nsk of changes in market interest rates relates primarily to finance
inceme from its cash at bank and short-term deposits {see Note 10} The change in the Group's
profit or loss before tax ansing from a change in the Bank of England base interest rates will
depend on the remaining duration of any specific treasury deposits placed at that tme and the
average cash and cash equivalents for the remainder of the financial year following the change
The exposure to changes in base interest rates 1s not considered to be material The interest rate
profile of the Group's financial assets Is as follows

Chroma report and consolidated financial statements - 31 Decemnber 2007 30




Chrom%g

THERAFEWTICS

Notes to the consolidated financial statements
for the year ended 31 December 2007

19

FINANCIAL RISK MANAGEMENT OBJECTIVES AND POLICY {continued)

Interest rate risk (continued}

31 Dec 2007 31 Dec 2006
Floating Fixed Total Floating Fixed Total
£ £ £ £ £ £
Cashandshort o0 644 (5517461 16,276,472 236,784  21790,871 22,027,655

term deposits

Foreign currency nsk

The Group does not have any overseas operations and therefore does not have any exposure to
the retranslation of the assets and habiltes of overseas operations The Group purchases goods
and services from a number of intemational suppliers and therefore has transactional currency
exposures Durning the financial year ended 31 December 2006 these exposures were not
significant, consequently the Group did not enter into any currency hedging arrangements during
that financial year Dunng the financial year ended 31 December 2007, the Group intiated a
number of preciinical and clinical studies 1n the US, resulting in @ material exposure to the US
dollar The Group managed this exposure by purchasing US dollars at a rate which was favourable
to its budgeted exchange rate and holding these balances to settle its US dollar-denominated
obligations The Group ntends to continue using currency hedging arrangements to mitigate
exposure to movements In the US dollar, either by way of forward purchase contracts relating to
scheduled contractual payments or by holding part of its cash and short term deposits as US
doliars It 1s the Group’s policy to not enter into any forward purchase contracts until the underlying
supply agreements have been executed The aggregate carrying amount of foreign currency
denominated monetary assets and liabilities held by the Group and company, which are not
denominated In functional currency, as at the reporting date are as follows

31 Dec 2007 31 Dec 2006
Assets Liabilities Assets Liabilities
£ £ £ £
US dollar {$) 667,182 184,415 27,742 30,546
Euro (€) 586 376,660 191 161,382
Swiss Franc (CHF) 85 77,408 17 17,430
667,853 638,483 27,850 209,358

The following table illustrates the sensitivity to a reasonably possible change in the currencies
above, compared to sterling, of the Group's loss before tax due to the changes in the farr value of
monetary assets and labilites A positive value indicates a decrease in the Group’s [oss before tax

Change in 31 Dec 2007 31 Dec 2006

rate £ £

US dollar +5% (22,989) 133

-5% 25,409 (148)

Euro +5% 17,908 7,676

-5% (18,794) (8,484)

Swiss Franc +5% 3,682 829

-5% (4,070) (916)
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FINANCIAL RISK MANAGEMENT OBJECTIVES AND POLICY (continued}

Credit nsk

The sole revenues of the Group during the financial year ended 31 December 2007 {31 December
2006 £nil) were recogrition of amounts earned under a research grant pad by the EU (see Note
4), consequently the Group did not have any exposure to trade credit nsk dunng this financial year
With respect to credit nsk ansing from the other financial assets of the Group, which pnmarily
comprse cash and short-term deposits, the exposure to credit nsk anses from the default of the
counterparty, with a2 maximum exposure equal to the carrying amount of these investments The
Group has In place investment guidelines cutlining authonsed counterparties in order to minimise
such nsk

Liquidity nsk

The Group monitors its funding requirements through preparation of shor,-term, mud-term and
long-term forecasts All short-term deposits are immediately convertible to liquid funds without
penalty and are recorded In the balance sheet at their cpen market value

Capitat management

In ine with similar compantes in the biotechnology sector at a similar stage of development, the
Group 15 loss-making and does not have any significant trading revenues Reflecting this, the
Group funds its operations through a combination of equity issuance, debt financing, government
grants and also through funds generated by technalogy or product censing activities It fight of its
ongoing funding requirements, the Group does not have a policy of paying dividends to
shareholders except for potential payments to holders of the Company's convertible preferred
ordinary shares as permitted m its Articles of Associaton (Note 12)
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