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Directors’ report
for the year ended 31 December 2010

The directors present their report and consolidated financial statements for Chroma Therapeutics Ltd (‘the
Company’, registered number 04066289) and its subsidiary (together 'the Group’) for the year ended 31
December 2010

Pnncipal 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 pipeline progressed in line with its
expectattons At the end of the year its development candidate’s tosedostat, CHR-3896 and CHR-2845,
were in chimeal development The Group has a research collzaboration with GlaxoSmithKhne ("GSK™) under
which it progressed a development candidate, CHR-5154, into preclinical development, and continues to
progress further novel research programmes under the collaboration towards prechinical candidate selection
The Group alsc continued to develop its esterase-sensitive motif (ESM) technology platform Research and
development expenditure decreased slightly compared to the previous financial year, reflecting the tming of
certain chrucal tnals with its development candidates General and administrative expenses were n line with
expenditure in the previous financial year

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 decreased by 48% compared to the previous financial year pnmanly as a result of lower average
cash balances The Group also recewves income from an EU research grant and income relating to the
achievement of milestones under its research collaboration with GSK, as detalled in Note 4 The Group’s
ncome and expenses durng the year were in ine with its expectatons

Going concern

The consolidated financial statements have been prepared on a going concern basis, which assumes that,
for the foreseeable future, the Group will continue In operation and be able to meet its kabiliies as they fall
due In concluding that 1t 1s appropnate to adopt the going concern basis the directors considered cash flow
forecasts for the 12 month penod from the date of these financial statements and the availlability of future
funding

Per Note 21 'Events after the end of the reporting penod’, at the date of signing the financial statements the
Group had entered into a new research, development and commercialisation agreement with CT, providing
an upfront cash receipt of $5 million along with potential future milestone receipts and co-funding of climcal
tnals Under the terms of its GSK collaboration, the Group will continue to receive cash milestone payments
based upon meeting certain pre-agreed objechives Although matenal uncertainties exist in relation to the
objectives being met and tnggenng subsequent cash milestone receipts from GSK and CTI, the Directors
have reasonable expectations that the receipts will occur as planned

The Group 1s not expected to be cash-generative In the foreseeable future as it continues to fund research
and development projects through to marketing approval or licensing to a third party Based on current
financial forecasts, the directors will be required to raise further funds dunng the next twelve months in order
for the Group to continue operations as planned The existng major shareholders of the Group have
indicated to the Board their intention to continue to support the Group's development for the foreseeable
future Such financial support 1s not committed at the date of signing these financial statements

IAS 1 “Presentaton of Financial Statements® requires the Directors to disclose "matenal uncertanties
related to events or condiions that may cast significant doubt upon the Group’s ability to continue as a going
concern”  After careful consideration of IAS 1 and the Financial Reporting Council's *Going Concern and
Liquidity Risk Guidance for Directors of UK Companies 2009" guidance, the Directors consider that the
uncertainties regarding the receipt of cash amounts from ongoing collaborative development activibes and
raising further funds descnbed above each meet the defimbon of a “matenal uncertainty” Nevertheless, the
Directors have a reasonable expectation, based on financial forecasts, progress with the Group's research
and development efforts and the expected avallability of future financing, that the Group will have adequate
resources to continue in operational existence for the foreseeable future Accerdingly the Board considers
that the business 1s a going concem and continues to adopt the going concem basis in prepanng the
financial statements The financial statements do not contain the adjustments that would result if the Group
was unable to continue as a going concem
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Directors’ report (continued)

Prncipal nsks and uncertainties
The Group operates in a high-nsk sector, which 1s reflected in the Group's investor base, comprismg
pnmanly speciahist venture capital organisations The key nsks facing the Group are as follows

Product nsk

The development of a new therapeutic agent cames substantal nsks, including difficultes in the design and
execution of studies to evaluate the efficacy and safety of the agent or the results from such studies being
inconststent with those from earfier studies In addition, the pharmaceutical sector 1s highly competiive with
many companies pursuing similar therapeutic approaches There 1s substantial nisk that competitors’ agents
may reach the market ahead of those of the Group or have a supenor profile to the Group's agents, or that
the Group's patent filings may be found to infrnge the nghts of others or be declared invahd

Regulatory nsk

The pharmaceutical sector 15 regulated by relevant authonties in the EU, US and the rest of the world There
15 substantial nsk that the Group may not be able to agree study designs with regulatory authonties that are
mutually acceptable or that regulatory requirements may change dunng the course of a study, rendering the
results of the study unusable

Financing nsk

Until it has sustainable revenues from marketed products, the Group 1s tughly dependent upon raising new
finance to execute its long term business plan Such finance may not be available on acceptable terms or at
all The Group 1s seeking to raise further funds through new and existing research and development
collaboration arrangements New collaborations may not be executable on mutually acceptable terms or at
all, and collaboration milestones under existing arrangements may not be achieved on a timely basis or at
all The Group currently receives income from R&D tax credit payments A withdrawal or curtalment of the
R&D tax credit scheme will have an adverse effect on the Group's financial position

Future developments

The Group intends to progress ds pipeline of novel therapeutic agents dunng 2011 and expects that
research and development expenditure will reduce, reflecting the co-funding arangement with CTI for its
development candidate tosedostat noted above

Resuits and dividends

The Group made a loss for the year of £11,020,213 (year ended 31 December 2008 loss of £11,393,890)
The directors do not recommend the payment of a dividend Expenditure on tangtble fixed assets dunng the
year was £42,640 (year ended 31 December 2009 £18,974)

Directors and their interests
The directors who held office dunng the year and therr 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

Opttons over ordinary Ordinary shares of £0 001
shares of £0 001 each each
At 31 At 1 At 31 At 31
Dec 2010 Dec 2009 Dec 2010 Dec 2009
PV Allen - - 80,000 80,000
Dr G Ando (2ppotnted 1 Apnl 2010) 40,000 - - -
R E Bungay {appointed 4 May 2011) - - - -
TJ Haines - - - -
Dr J Hemberger - - 40,000 40,000
I J Nicholsen 650,000 650,000 450,000 450,000
Dr S J Powell - - - -
Dr P T Vainio - 40,000 40,000
Dr K Veltinger - - 40,000 40,000

Ordmary shares 1ssued to directors and employees are subject to a vesting penod of between 13 months
and 59 months from the date of 1ssue Vesting conditions for share options are detalled in Note 12 to the
financial statements
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Directors’ report {continued)

Financial nsk management

The Group contnually reviews its exposure to different foreign currencies and, where available, will enter
into the most appropnate hedging arrangements to mimimise the impact of adverse exchange rate
movements where necessary Dunng the year ended 31 December 2010, the Group retired its £7 5 million
secured loan from ETV/SVB and put in place a $15 milhion secured loan facility with Hercules, of which $10
million was drawn down in 2010 {see Note 17), which gave nse to a matena! exposure to the US dollar The
Group was unable to hedge this exposure since the size and duration of the forward contracts required to
effect such hedging would have required provision of a cash secunty deposit that was incompatible with the
terms of the secured loan The Group did not have any other matenal exposures to foreign currencies dunng
the year

To the extent that cash reserves are not required to meet iImmediate operational requirements, excess
reserves are invested in fixed interest investment grade bank deposits The Group's $10 million securad
loan has a fioating interest rate {see Note 17) The interest received on cash reserves 15 considered to act
as a natural hedge aganst the impact on the secured toan of an Increase in base interest rates, hence the
Group does not enter into any interest rate hedging arrangements The Group does not have any matena)
exposure to credit nsk

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

Directors’ qualifying third party indemnity provisions

The Company has granted an indemnity to its directors against liability in respect of proceedings brought by
third parties, subject to the conditions set out in the Companies Act 2006 Such qualifying third party
indemnity provision remains n force as at the date of approving the directors’ report

Payment of creditors

The Group's policy with respect to the payment of its suppliers s to either use standard payment terms or to
agree payment termms when entering into a transaction and to abide by those terms Trade payables as at 34
December 2010 represented 26 days as a proporticn of the total purchases duning 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 15 no relevant
audrt information, being information needed by the auditor in connection with prepanng its report, of which
the auditor 1s unaware Having made enquines of fellow directers and the Group’s audrtor, each director has
taken all the steps that they are obliged to take as a diwector 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 reappoint Emst & Young LLP as auditors and to authorise the directors to fix ther
remuneration will be proposed at the forthcoming Annual General Meeting
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Directors’ report {continued)

Statement of directors’ responsibilities 1n respect of the consolidated financial statements

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

consoldated financial statements in accordance with applicable United Kingdom law and have elected to

prepare consolidated financal statements in accordance with those Intemational Financial Reporting

Standards as adopted by the European Union Under Company Law the directors must not approve the

consolidated financial statements unless they are satsfied that they present fairdy the financial position,

financtal performance and cash flows of the Group for that penod In prepanng those consolidated financial
statements, the directors are required to

« select sutable accountng polcies In accordance with 1AS 8 Accounting Policies, Changes n
Accounting Estimates and Errors, and apply them consistently,
make judgements and estmates that are reasonable and prudent,
present information, including accounting polices, in 2 manner that provides relevant, refiable,
comparable and understandable information,

« provide additional disclosures when compliance with the specific requirements in IFRSs 1s insufficient to
enable users to understand the impact of particular transactions, other events and condittons on the
Group's financia!l posihion and financial performance,

+ state that the Group has complied with IFRSs, subject to any materal departures disclosed and
explained in the financial statements, and

« prepare the consoldated financial statements on the going concern basis unless it 1s inappropnate to
presume that the Group will continue in business

The drrectors are responsible for keeping adequate accounting records that are sufficient to show and
explain the Group’s and the Company’s transactions and disciose with reasonable accuracy at any time the
financial position of the Group and Company and enable them to ensure that the consolidated financial
statements comply with the Companies Act 2006 They are also respensible for safeguarding the assets of
the Group and the Company and hence {or taking reasonable steps for the prevention and detection of fraud
and other iregulanties

Events after the end of reporting period
Events after the end of reporting penod are detalled in Note 21 ‘Events after the end of the reporting penod’

This report was approved by the Board on 7 September 2011 and has been prepared in accordance with the
Companies Act 2006

By order of the Board

SOl

R E Bungay
Secretary
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Independent auditor’s report to the members of Chroma Therapeutics Limited

We have audited the consofidated and parent company financial statements (the “financial statements”) of Chroma
Therapeutics Limited for the year ended 31 December 2010 which compnse the consolidated statement of
comprehensive expense, consolidated and parent company balance sheets, the consolidated and parent company
statements of changes in equity, the consolidated and parent company cash flow statements and the related notes
1 to 22 The financial reporting framework that has been appled in ther preparation 1s applicable law and
Intemational 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 to them in an audtor's report and for no other purpose To the fullest extent
permitted by law, we do not accept or assume responsibility te 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 directors’ responsibifities statement set out on page 5, the directors are responsible
for the preparation of the financial statements and for being satisfied that they give a true and fair view QOur
responsibility 1s to audit and express an opinion on the financial statements in accordance with applicable law and
International 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 nvolves obtaining evidence about the amounts and disclosures In the financial statements sufficient to
gve 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 approprtate to the Group's and
the parent company’s circumstances and have been consistently applied and adequately disclosed, the
reasonableness of sgndicant accounting estimates made by the directors, and the overall presentation of the
financial statements In addition, we read all the financial and non-financial information i the directors’ report to
wentify matenal inconsistencies with the audted financial statements If we become aware of any apparent
matenal misstatement or inconsistencies we consider the mplications for our report

Opmion on financial statements

In our opinion

* the financial statements give a true and far view of the state of the Group’s and the parent company's affairs
as at 31 December 2010 and of the Group's loss for the year then ended,

« the Group and Company financial statements have been properly prepared in accordance with IFRSs as
adopted by the European Union, and

e the Group and Company financial statements have been prepared in accordance with the requirements of the
Companies Act 2006

Opinion on other matter prescnbed by the Compames Act 2006
In our opimon the information given in the directors’ report for the financial year for which the financial statements
are prepared s consistent with the financial statements

Matters on which we are required to report by exception

We have nothing to report In respect of the following matters where the Companies Act 2006 requires us to report

te you if, in our opinion

» adequate accounting records have not been kept or returmns adequate for our audit have not been receved
from branches not wisited by us, or

» the parent company financial statements are not in agreement with the accounting records and returns, or

s certain disclosures of directors’ remuneration specified by law are not made, or

= we have not receved all the information and explanations we require for our audit

Emphasis of Matter - Going Concem

In farmung our opinion on the financial statements, which 1s not modified, we have considered the adequacy of
disclosures made in Note 2 to the consolidated financial statements concerning the Group's ability to continue as a
going concern, which indicate the existence of matenal uncertainties which may cast signficant doubt about the
Group’s ability to conbtnue as a going concern The consoldated financial statements do not include the
adjustments that would result if the company was unable to continue as a going concern

Crd ol LS

Dawid Conway Hughes (Senior statutory auditor)
for and on behalf of Emst & Young LLP, Statutory Auditor
Reading

Date ci ,(,_{J..J-u- Do
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Consolidated statement of comprehensive expense
for the year ended 31 December 2010

THEAAPREUTICS i"'

Note Year ended Year ended
31 December 31 December
2010 2009
£ £
Revenue 4 2,463,125 179,328
Research and development costs 4 (12,068,055) (10,665,314)
Administrative expenses 4 (1,891,882) (1,872,313)
Operating loss (11,496,812) (12,358,299)
Finance revenue 11 120,934 231,638
Finance expense 17 {1,.004,740) (721,909)
Loss hefore taxation {12,380,618) {12,848,570)
Tax credrit 7 1,360,405 1,454 680
Total comprehensive expense for the year {11,020,213) {11,393,890)
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Consolidated balance sheet
as at 31 December 2010

Note 31 December 31 December
2010 2009
£ E
ASSETS
Non current assets
Property, plant and equipment 8 163,571 180,484
Current assets
Trade and other recevables 10 453,976 320,636
R&D tax credit recewvable 7 1,360,405 1,454,680
Prepayments 452,757 418,781
Cash and short term deposits 11 8,602,384 17,948,148
10,869,522 20,143,245
TOTAL ASSETS 11,033,093 20,323,729
EQUITY AND LIABILITIES
Equity
Issued capital 13 49,999 49,999
Share premium 63,566,660 63,566,660
Warrants 118,934 118,934
Other reserves 13 275,772 267,137
Accumulated losses (66,004,232) (54,984,019}
Total equity (1,992,867} 9.018.711
Non-current liabilities
Deferred income 16 4,044,426 4,707,781
Secured loan 17 5,226,398 1,138,549
9,270,822 5,846,330
Current habilities
Trade and other payables 15 1,953,264 1,974,290
Deferred income 16 474,269 336,649
Secured loan 17 1,327,605 3,147,749
3,755,138 5,458,688
TOTAL EQUITY AND LIABILITIES 11,033,093 20,323,729

Approved by the Board on 7 September 2011 and signed on its behalf by

Al Ay —

R E Bungay
Director
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as at 31 December 2010
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Note 31 December 31 December
2010 2009
£ £
ASSETS
Non current assets
Property, plant and equipment 8 163,571 180,484
Investment in subsidiary company 9 5,000,002 5,000,002
5,163,573 5,180,486
Current assets
Trade and other recervables 10 453,976 320,636
RA&D tax credit recevable 1,360,405 1,454,680
Prepayments 452 757 418,781
Cash and short term deposits 1 8,602,384 17,849,148
10,869,522 20,143,245
TOTAL ASSETS 16,033,095 25,323,731
EQUITY AND LIABILITIES
Equty
Issued capital 13 49,999 49,999
Share premium 63,566,660 63,566,660
Warrants 118,934 118,934
Other reserves 13 275,772 267,137
Accumulated losses (59,977,639) (48,811,760)
Total equity 4,033,726 15,190,970
Non-current habilities
Deferred iIncome 16 3,256,036 3,655,195
Secured loan 17 5,226,396 1,138,549
8,482,432 4,793,744
Current liabilities
Trade and other payables 15 1,953,264 1,974,290
Deferred income 16 236,068 216,978
Secured lean 17 1,327,605 3,147,749
3,516,937 5,339,017
TOTAL EQUITY AND LIABILITIES 16,033,095 25,323,731
Approved by the Board on 7 September 2011 and signed on its behalf by
R E Bungay
Director
Chroma report and consolidated financial statements - 34 December 2010 10
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Consolidated and company statements of changes in equity
for the year ended 31 December 2010

Issued Share Warrants Cther Accumulated Total equity
capital premium reserves losses
£ £ £ £ £ £

Group
At 1 January 2009 41,428 48,666,004 118,834 243,797 (43,590,129) 5,480,034
Issue of D preferred ordinary . _ .
shares for cash (Note 13) 8,571 14,891,428 14,999,999
Expenses of issuing new } _ )
equity (Note 13) - {90,772) (90,772)
Expense of share options
issued to employees (Note - - - 23,340 - 23,340
12)
Loss for the year - - - - {11,393,890) {11,393,880)
At 31 December 2008 439399 63,566,660 118,934 267,137 {54,964 ,019) 9,018,711
Expense of share options
1Issued to employees (Note - - - 8,635 - 8,635
12)
Loss for the year - - - - {11,020,213) (11,020,213)
At 31 December 2010 48999 63,565,660 118,934 275,772 {66,004,232) (1,992 867)
Company
At 1 January 2009 41,428 48,666,004 118,834 243,797 (36,843,358) 16,289,144
Issue of D preferred ordinary _ )
shares for cash (Note 13) 8,571 14,991,428 - 14,993,999
Expenses of 1ssuing new _ _ )
equity (Note 13) y (90,772) (90,772)
Expense of share options
1Issued to employees (Note - - - 23,340 - 23,340
12)
Loss for the year - - - - {11,968,362) (11,968,362)
At 31 December 2009 49,999 63,566,660 118,934 267,137 {48,811,780) 15,190,970
Expense of share options
1ssued to employees (Note - - - 8,635 - 8,635
12)
Loss for the year - - - - (11,165,879) (11,165 ,879)
At 31 December 2010 49,999 63,566,660 118,934 275,772 (59,977 ,639) 4,033,726
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Consolidated and company cashflow statements
for the year ended 31 December 2010

Chroma

Group Company Group Company
Note Year Year Year Year
ended 31 ended 31 ended 31 ended 31
December December December December
2010 2010 2009 2009
£ £ £ £
Cash flows from operating activities
Operating loss {11,496,812) (11,642,478) (12,358,299) (12,932,771)
Adjustments to reconcile operating loss
1o net cash flows from eperating
activites
Non-cash tems
+» Expense of share options 1ssued to 8635 8635 23 340 23 340
employees , » ! )
»  Provision aganst amounts due from - 1,958,074 - 2,336,117
subsidiary company
s  Depreciation and impairment 8 59,280 59,280 104,262 104,262
» Loss on disposal of fixed assets 8 273 273 - -
Working capital adjustments
+  Income tax received 1,454 680 1,454 680 1,259,665 1,259,665
* Increase/(decrease} in payables (546,761) (401,095) 4,922,120 3,749,861
» (Increase)/decrease in recevables {176,490) (2,134,564) 254 687 {334,699)
Net cash flows from operating
achvities (10,697,195) (10,697,185) (5,794,225) (5,794,225)
Cash flows from investing activittes
Purchase of property, plant and
equipment 8 {42,640) {42,640) (18,974) (18,874)
Net cash flows used in investing
actvities {42,640) (42,640) (18,974) {18,974)
Cash flows from financing activities
Interest receved 130,108 130,108 532,985 532,985
Repayment of £7 5 million secured loan
principal (3,535,383} (3,535,383) - -
Draw down of $10 million secured loan 6,437,078 6,437,078 - -
Repayment of secured loan principal (750,915) (750,915) (2,782,429) (2,782,429}
Interest paid on secured loans (892,503) (892,503) (721,909) (721,909)
Proceeds from 1ssue of shares 13 - - 14,999,999 14,999,999
Transaction costs of 1ssue of shares 13 - - (90,772) (90,772)
Net cash flows from financing 1,388,385 1,388,385 11,937,874 11,937,874
activities
Effect of exchange rate changes 4,686 4,686 - -
Net {decrease)fincrease i cash and cash
equivalents {9,346,764) (9,346,764) 6,124,675 6,124,675
S:rf;‘da”d cash equrvalents at start of ¥ 17,949,148 17,949,148 11,824,473 11,824,473
::z::"d cashequivalentsatendof 8,602,384 8,602,384 17,949,148 17,949,148
Chroma report and consolidated financial statements - 31 December 2010 12
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Notes to the consolidated financial statements
for the year ended 31 December 2010

1 CORPORATE INFORMATION
The group and company financial statements of Chroma Therapeutcs Limted for the year ended
31 December 2010 (“financial statements”) were authonsed for issue in accordance with a
resolution of the directors on 7 September 2011 Chroma Therapeutics Limited 1s a limited
company incorporated in England & Wales and domiciled in the United Kingdom

2 BASIS OF PREPARATION
The consolidated financial statements have been prepared on a histoncal cost basis, except for
employee share options, warrants and tems settled by 1ssue of shares, which have been measured
at farr value The financial statements are presented in sterling and all values are rounded to the
nearest pound

Going concem

The consoldated financial statements have been prepared on a going concem basis, which
assumes that, for the foreseeable future, the Group will continue in operation and be able to meet
its habilities as they fall due In concluding that it 1s appropnate to adopt the going concern basis the
directors considered the following matters

=  Cash flow forecasts for the 12 month penod from the date of these financial statements, and

¢ The availability of future funding

Per Note 21 'Events after the end of the reporting penod’, at the date of signing the financial
statements the Group had entered into a new research, development and commercialisation
agreement with CTI, providing an upfront cash receipt of $5 million along with potental future
milestone receipts and co-funding of clinical tnals

Under the terms of its GSK collaboration, the Grouwp will continue to receive cash milestone
payments based upon meeting certain pre-agreed objectives Although matenal uncertainties exist
In relation to the objectives being met and tnggerning subsequent cash milestone receipts from GSK
and CTl, the Directors have reasonable expectations that the receipts wall occur as planned

The Group 1s not expected to be cash-generative in the foreseeable future as it continues to fund
research and development projects through to marketing approval or licensing to a third party
Based on current financial forecasts, the directors will be required to raise further funds dunng the
next twelve months in order for the Group to continue operations as planned The existing major
shareholders of the Group have indicated to the Board therr intention to continue to support the
Group's development for the foreseeable future Such finangal support 1s not committed at the date
of signing these financial statements

IAS 1 “Presentaton of Financial Statements® requires the Directors to disclose “matenat
uncertainties related to events or condiions that may cast significant doubt upon the Group's ability
to continue as a going concem”  After careful consideration of IAS 1 and the Financial Reporting
Council’s “Going Concern and Liguidity Risk Guidance for Directors of UK Companies 2009*
guidance, the Directors consider that the uncertainbes regarding the receipt of cash amounts from
ongoing collaborative development activibes and raising further funds descnbed above each meet
the defimtion of a “material uncertainty” Nevertheless, the Directors have a reasonable
expectation, based on financial forecasts, progress with the Group's research and development
efforts and the expected availability of future financing, that the Group will have adequate resources
to continue in operational existence for the foreseeable future Accordingly the Board considers
that the business Is a going concern and continues to adopt the going concern basis in prepanng
the financial statements

The financial statements do not contain the adjustments that would result f the Group was unable
to continue as a going concermn

Chroma report and consobidated financial statements - 31 December 2010 13
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Notes to the consolidated financial statements
for the year ended 31 December 2010

2 BASIS OF PREPARATION (continued)

Basis of consoltdation

The consohdated financial statements compnse the financial statements of Chroma Therapeutics
Limited and its subsidiary as at 31 December each year Subsidianes are fully consolidated from
the date of acquisiton, being the date on which the Group obtains control, and continue to be
consohidated until the date that such control ceases The financial statements of the subsidiary are
prepared with the same accounting reference date of 31 December, using consistent accounting
pohcies All intra-group transactions are eliminated m full No profit and loss account ts presented
for the Company as permitted by Section 408 of the Companies Act 2006 The Company made a
loss for the year of £11,165,879 (year ended 31 December 2009 loss of £11,968,362)

Statement of comphance

The financral statements of the Group have been prepared In accordance with Intemational
Financial Reporting Standards (“IFRSs") as adopted by the European Union All IFRSs issued by
the International Accounting Standards Board (IASB) that were effective at the tme of prepanng
the financial statements and adopted by the European Commission for use inside the EU were
applied by the Group These Group and the Company financial statements have been prepared in
accordance with IFRS and the Interpretations issued by the Intemational Financial Reporting
Interpretations Committee ("IFRIC™) and with those parts of the Companies Act 2006 applicable to
companies reporting under IFRS

Changes in accounting policies

The accounting policies adopted by the Group are consistent with the previous financial year There
were no new or amended IFRSs or IFRIC interpretations that were effective for the current financial
year that the Group had not early-adopted in previous financial years

New iFRSs and interpretations not apphed

Dunng the year and up to the date of signing the 2010 financial statements, there were no IFRSs
and Interpretations 1ssued by the IASB and IFRIC with an effective date after the date of these
financial statements that were relevant to the Group and which the Group has not applied In its
2010 financial statements

Significant accounting judgements, estmates and assumptions

The Group has not applied any judgements (other than estimations) having a significant effect on
any amounts recognised in the financial statements The Group has not identified any assumptions
concerning the future and other key sources of estmahon uncertainty at the end of the reporting
penod, that have a significant nsk of causing a matenal adjustment to the carrying amounts of
assets and liabilities within the next financial year
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Notes to the consolidated financial statements
for the year ended 31 December 2010

3 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Property, plant and equipment

Property, plant and equipment is stated at cost, excluding the costs of routine servicing, less
accumulated depreciabion and accumulated impaimment in value Such cost includes the cost of
replacing part of such plant and equipment when that cost I1s incurred, If the recogrubion critena are
met Depreciation 1s caleulated on a straight line basis over the useful ife of the assets The
carrying values of plant and equipment are reviewed for impairment when events or changes in
arcumstances indicate that the carrying value may not be recoverable

Any tem of property, plant and equipment 15 derecognised 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) 1s included in the statement of comprehensive expense in the financial year
the asset 1s derecogrused

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

Intangible assets

Intangible assets are measured on inittal recogritton at cost Following inibial recognition, intangible
assets are camed at cost less any accumulated amortisation and any accumulated impairment
losses Internally generated intangible assets, excluding capitalised development costs, are not
capitahised and expendture 15 expensed as incumed The useful lives of intangible assets are
assessed to be either finite or indefinte Intangible assets wath finite ives are amortsed over the
useful economic life and are assessed for imparrment whenever there 15 indication that the
intangible asset may be impaired The amortisation penod and the amorbsation method for an
intangible asset with a finte useful Ife are reviewed at least at each financial year end Changes in
the expected useful ife or the expected pattern of consumption of future economic benefits
embodied in the asset 1s accounted for by changing the amortisation penod or method, as
appropnate, and treated as changes in accountng estmates The amortisation expense on
intangtble assets with finite ives 1s recognised in the statement of comprehensive expense In the
expense category consistent with the function of the intangible asset

Intangible assets with indefinte useful lives are tested for imparment annually Such intangibles
are not amortised The useful ife of an intangible asset with an indefinite Iife 1s reviewed annually to
determine whether indefintte Iife assessment continues to be supportable If not, the change in the
useful hfe assessment from indefinite to finte 158 made on a prospective basis

Research and development costs

The pnincipal business activity of the Group 1s the research and development of human therapeutic
agents In order to achieve authonsation from the appropnate regulatory authonties to sell human
therapeutic agents, multiple studies and clinical tnals must be successfuly completed Such
activites require the application of substantal resources and skilled individuals, which may not be
available 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 prograrnmes to a third party with substantally greater
resources, however the nsks associated with successful completion of a registration programme
remam high

Research costs are expensed as incurred Reflecting the nsks highlighted above, the Group
capitalises intemal development costs only to the extent that it 1s more likely than not that the
associated therapeutic agent wili obtain authonsation from regulatory authonties The threshold for
such recognition will normally be the successful completion of the final human clinical studies
required to complete a registration package for a therapeutic agent The value of such an intangible
asset 15 capitalised by reference to the costs incurred in ereating the asset and then amortised by
reference to the usefut economic ife of, and the projected revenues from, the therapeutic agent.

Chroma report and consolidated financial statements - 31 December 2010 15




TRERAPEUTICS (~

Chromzig

Notes to the consolidated financial statements
for the year ended 31 December 2010

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Intangible assets {continued)

Likewse, the Group may from time to time acquire nghts to use the intellectuat property of a third
party in the conduct of ds 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 intellectual property, and therefore the same nsks as noted above Consequently,
intangible assets ansing from acquired intellectual property nghts are subject to the same
capitalisation and amortisation cntena as internal development costs, as noted above

The Group has not incurred any costs meeting the capitalsabon cntena detalled above to date

Impairment of assets

The Group assesses at each end of reporting penod whether there 1s an indicaton that an asset
may be impared If any such indication exists, or where annual impairment testing for an asset is
reguired, the Group makes an estimate of the assets recoverable amount An assels recoverable
amount 1s the higher of an assets farr value less costs to sell and its value in use and 1s determined
for an indvidual 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 valtue of an asset
exceeds its recoverable amount, the asset 15 considered mpaired and is written down to its
recoverable amount. In assessing value in use, the estmated future cash flows are discounted to
therr present value using a pretax discount rate that reflects current market assessments of the
time value of money and the nsks specific to the asset Impaiment losses of continuing operations
are recognised in the statement of comprehensive expense in those expense categones consistent
with the function of the imparred asset

An assessment 1s made at each end of reporting pencd as te whether there 1s any ndication that
previously recognised impairment losses may no longer exist or may have decreased If such
indication exists, the recoverable amount 1s estmated A previously recognised impairment loss 1s
reversed only if there has been a change in the estmates used to determine the asset's
recoverable amount since the last impairment loss was recognised If that is the case the carmying
amount of the asset 1s ncreased to its recoverable amount. That increased 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 statement of
comprehensive expense unless the asset s camed at revalued amount, In which case the reversal
1s treated as a revaluabon increase After such a reversal the depreciation charge i1s adjusted in
future penods to allocate the asset's revised camrying amount, less any residual value, on a
systematic basis over its remaining useful hfe

Cash and short-term deposits

Cash and short-term deposits in the balance sheet compnse 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 maturity 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 inception 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 1s a change in contractual terms, other than a renewal or extension of the arrangement,

b A renewal option 15 exercised or extension granted, unless the term of the renewal or
extension was inittally included in the lease term,

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

d There 1s a substantal change to the asset.
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3 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Leases (continued)

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

Company as fessee
Operating lease payments are recognised as an expense In the statement of comprehensive
expense on a straight-line basis over the lease temm

Pensions and other post-employment benefits
The Company operates a defined contnbution pension scheme and pension contnbutions are
charged o the statement of comprehensive expense as incurred

Share-based payment transactions

From time-to-hme 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 detailed below

Equrty-settied transactons

The cost of equity-setled technology nghts 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 1s expensed to the statement of comprehensive expense immediately on obtaining such nghts

The cost of equity-settled transactions with employees and directors 1s measured by reference to
the farr value at the date at which they are granted (after approval by the directors) and Is
recogrused as an expense over the vesting peniod, which ends on the date on which the relevant
employees and directors become fully entitled to the award Far value 1s determined using the
Black-Scholes pricing model In valuing equity-settled transactions, no account 1s taken of any
vesting conditions, other than conditions linked to the pnce of the shares of the Company (market
conditions) No expense 1s recogrused for awards that do not ulhimately vest, except for awards
where vesting 1 conditonal upon a market condibon, which are treated as vesting irrespectve of
whether or not the market condition 1s satisfied, provided that all other performance conditions are
satisfied

At each end of reporting period before vesting, the cumulative expense 1s calculated, representing
the extent to which the vesting penod has expired and management's best esttmate of the
achievement or othermse of non-market condittons, number of equity instruments that will
ultmately vest or in the case of an instrument subject to a market condition, be treated as vesting
as descrnbed above The movement in cumulative expense since the previous end of reporting
penod I1s recognised n the statement of comprehensive expense, with a corresponding entry m
equity

Where the terms of an equity-settled award are modified or a new award 1s designated as replacing
a cancelled or seffled award, the cost based on the ongnal award terms continues to be
recognised over the ongnal vesting penod In additon, an expense 1s recogmised over the
remainder of the new vesting penod for the incremental far value of any modification, based on the
difference between the farr value of the onginal award and the farr value of the modfied award, both
as measured on the date of the modificabon No reduction 1s recogrised if this difference I1s
negative Where an equity-settled award 1s cancelled, it 1s treated as if & had vested on the date of
cancellation, and any cost not yet recognised in the statement of comprehensive expense for the
award 1s expensed immediately Any compensation paid up to the fair value of the award at the
cancellation or settlement date 1s deducted from equity, with any excess over far value being
treated as an expense in the statement of comprehensive expense
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3

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES {(continued)

Warrants

Warrants are measured at the date of 1ssue using the Black-Scholes pricing model taking into
account the terms and conditions upon which the instruments were granted (see Note 14) The
treatment of warrants 1ssued to Hercules dunng the year 1s explained in Note 14

Revenue recogmition

Revenue 15 recognised to the extent that it is probable that the economic benefits will flow to the
Group and the revenue can be reliably measured The following specific recognition criteria must
also be met before revenue 1s recogmsed

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

Government grants

Government grants are recogrused where there 1s reasonable assurance that the grant will be
received and all attaching conditons will be complied with Where the grant relates to an expense
item, It 1s recogrused as income over the penod necessary to match the grant on a systematic basts
to the costs that it 1s mtended to compensate Where the grant relates to an asset #t 1s recognised
as income over the expected useful life of the relevant asset on a straight line basis

Research and development coflaboration income

Recewpts under research and development collaboration agreements are recogrused upon
confirmation from the collaborator that the retevant critena for receipt of such payments have been
met by the Group Where the income relates to an ongoing obligation it is recognised as income
over the period necessary to match the income on a systematic basis to the costs relating to the
contractual obligaton Where the income relates to the successful completion of an objective under
the collaboration agreement {referred to as a "milestone” receipt), t 15 fully recogrised upon
confirmation from the collaborator that the relevant cntena for receipt of such payments have been
met by the Group

Taxation

Current fax

Current tax assets for the current and pror penods are measured at the amount expected to be
recovered from the taxation authonties The tax rates and tax laws used fo compute the amount are
those that are enacted or substantively enacted by the end of reporting penod

The amount recorded in the financial statements as research and development tax credit receivable
by the Group for the financial year ended 31 December 2010 1s an estimated amount and has not
yet been agreed with HM Revenue & Customs

Deferred fax

Deferred mcome tax 1s provided using the liability method on temporary differences at the end of
reporting penod between the tax bases of assets and liabilites and ther camying 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 will
be available against which the deductible temporary differences, and the carry-forward of unused
tax credits and unused tax losses can be uthsed The carrying amount of deferred income tax
assels 1s reviewed at each end of reporting penod 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 utiised Unrecognised deferred income tax assets are reassessed at each end of
reporting penod and are recogmsed to the extent that it has become probable that future taxable
profit will ailow the deferred tax asset to be recovered

Deferred tax assets and Labilities 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 end of reporting penod
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3 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Loans and borrowings

After imbial recognution, inferest-beanng loans and borrowings are subsequently measured at
amorhsed cost using the effective interest rate method Backend fees {including ‘balloon’ interest
payments) on interest-beanng loans are amorhsed using the effective interest rate method over the
penod of the loan Gains and losses are recognised in the statement of comprehensive expense
when the liabilies are derecognised as well as through the amortisation process

Borrowing costs
Interest payable on loans 1s recognised as it accrues using the effective interest rate method

Foreign currency translation

Monetary assets and labilites in foretgn currencies are translated into stering at the rates of
exchange ruling at the end of each reporting penod Transactons in foreign currencies are
translated into stering at the rate ruling on the date of the transaction All exchange differences
ansing n the normal course of business are taken to the statement of comprehensive expense as
they anse

Segment information

The Group operates tn one business segment, the research and development of novel therapeutic
agents for the treatment of cancer and inflammatory disorders In  addiion, the Group’s only
revenue stream dunng the reporting pencd was research and development collaboration income
(Note 4) As a consequence, no segmental analysis or geographical spliit of revenue 1s required for
the reporting penod

4 REVENUE AND EXPENSES

Revenue compnses the following

Year ended Year ended

31 Dec 2010 31 Dec 2009

£ £

Government grant revenue (Note 4a) 158,085 -

Milestone revenue {Note 4b) 2,000,001 -

Research and development collaboration income 301,977 179,328
{Note 4b)

Other licensing income 3,082 -

2,463,125 179,328
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4

REVENUE AND EXPENSES (continued)

(a) Government grant revenue

Dunng the year ended 31 December 2006, a consorbum of which the Group 15 a 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
consortum and, as consideration, may recerve up to €753,750 in grant income dependent upon
achieving pre-agreed milestones Should the Group breach its obligatons under the consorium
agreement, the consortum may request the Group repays some or all of the grant income t has
received Grant income 1s recogrused only to the extent that the Group has achieved its pre-agreed
milestones to the sabsfaction of the consortium The revenue recognised in the statement of
comprehensive expense 1s calculated by comparing the cumulative expendtture at the end of each
financial period with the total estimated costs to complete the Group's obligations, and matching the
grant income accordingly

Dunng the year ended 31 December 2010, the Group completed its obligations under the
consorhum agreement, resulting in revenue recognisable of £165,603, of which £7,518 related to
reimbursement of audit fees relating to administration of the grant (and was credited against
administrabve expenses) and £158,085 was recognised as revenue (2009 £ni revenue
recogrised) The balance of monies previously receved of €59,557 (51,264 at the year end
exchange rate) 15 repayable to the consortium and has been transferred to other creditors at 31
December 2010 A reconcihation of these movements, and the impact on the balance sheet, Is as
follows

Group and Group and

Company Company

31 Dec 2010 31 Dec 2009

£ £
(Other debtors)/deferred revenue at 1 January 223,758 (53,898)
Grant payments received dunng the year - 278,957
Grant revenue recognised during the year (158,085) -
Reimbursement of audit fees (7.518) -
Grant to be returned, transferred to other creditors (51,264) -
Impact of exchange rate movements (6,891) (1,301}
Deferred revenue at 31 December - 223,758

(b) Research and development collaboration income

Dunng the year ended 31 December 2009, the Group entered into a mulb-year research and
development collaboration agreement with GlaxoSmithKiine {"GSK™) under which the Group will
progress four specified research programmes to completion of clinical proof of concept studies The
Group recerved an upfront payment of £5 million following signature of the agreement with GSK
This upfront payment has been allocated equally over the four research programmes and 1s being
matched systematically to the eshmated cost to completion of the Group's obligations For the year
ended 31 December 2010 the Group recognised revenue of £301,877 (year ended 31 December
2009 £179,328) in the statement of comprehensive expense a reconcthation of defermed income 15
shown in Note 16 Dunng the year ended 31 December 2010, the Group received milestone
payments totalling £2,000,001, relating to the successful completon of cbjectives under the
collaboration agreement, which were fully recognised in the statement of comprehensive expense
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REVENUE AND EXPENSES (continued)

(¢} Depreciation and amorhisation included in the statement of comprehensive expense

Year ended Year ended
31 Dec 2010 31 Dec 2009
£ £
Included in research and development costs
Depreciation and impairment 40,270 83,179
Operating lease expense 376,668 376,992
Net foreign exchange differences 25 -
Included 1n administrative expenses
Depreciation and impairment 19,010 21,083
Operating lease expense 113,331 113,429
Net foreign exchange differences 31,032 1,964
(d) Employee benefits expense
Year ended Year ended
31 Dec 2010 31 Dec 2009
£ £
Wages and salanes 3,083,380 3,149,736
Social secunty costs 361,535 370,554
Pension costs 299,255 274,582
Expense of share options issued to employees 8,635 23,340
3,762,805 3,818,252
Of which
Included in research and development costs 2.878,782 2,835,530
Included in administrative expenses 884,023 982,722
3,762,805 3,818,252

(e) Fees pad to auditors

Administrative Expenses include fees paid to the auditors for audit services of £28,800 (year ended
31 December 2008 £29,000), for other services relating o taxaton of £7,650 (year ended 31
December 2009 £13,000) and other accounting services of £2,500 (year ended 31 December
2009 £10,000) The fees for audit services include £6,000 in respect of the audit of the Company’s
subsidiary (year ended 31 December 2009 £4,000)
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EMPLOYEES

The average number of employees of the Group dunng the year was as follows

Year ended Year ended

31 Dec 2010 31 Dec 2009

Research and development 45 40
Administration 11 10
56 50

DIRECTORS' REMUNERATION

Year ended Year ended
31 Dec 2010 31 Dec 2009

£ £

Total emoluments 352,388 381,821
Employers contnbutions paid to money purchase 22,000 22 000

pension schemes

As at 31 December 2010, one director (31 December 2009 one director) was accruing benefits

under defined contnbution pension schemes

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

Year ended Year ended
31 Dec 2010 31 Dec 2009
£ £
Total emoluments 242 388 271,821
Employers contnbutions paid to money purchase
pension schemes 22,000 22,000
7 TAXATION
(a} Current iIncome tax
Year ended Year ended
31 Dec 2010 31 Dec 2009
£ £
UK corporation tax - -
5{68:3 tax credit recevable - draft claim for financiat 1,360,405 1,290,443
R&D tax credit receivable - adjustment in financial
- 164,237
year relating to claims for pnor penods
1,360,405 1,454 680
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7 TAXATION (continued}

(&)

{c)

Factors affecting the tax credit for the vear

The tax assessed on the loss for the year for the Group 1s lower than the effective standard
rate of UK corporation tax The differences are explained below

Year ended Year ended
31 Dec 2010 31 Dec 2009
£ £
Loss before tax (12,380,618) (12,848,570}
Loss before tax muttpled by effective standard rate
of corporation tax in the UK of 28% (year ended 31 (3,466,573) (3,597,600)
December 2009 28%)
Effect of
Disallowed expenses and non-taxable income 4,410 10,058
Enhanced deduction — R&D relief (1,582,501) {1.290,106)
Timing differences between capital allowances and 2 200 20 807
depreciation charges ’ '
Other iming differences - 67,162
Losses surrendered for R&D tax credit 1,360,405 1,290,444
Unrelieved tax losses 2,321,654 2,208,792
Current tax credit for the penod (1,360,405} (1,290,443)
Adjustment retating to claims for pnor periods - (164,237)
Total tax credit for the penod {1,360,405) (1,454,680)

Deferred income tax

The Finance Bill 2010, which included a reduction in the UK Corporation tax rate to 27%, was
substantially enacted on 21 July 2010, therefore deferred tax assets and habilities as at 31
December 2010 have been calculated at this rate The deferred tax asset, calculated at a rate
of UK corporation tax of 27%% (31 December 2009 28%), not recognised in the financial
statements 1s as follows

Year ended Year ended

31 Dec 2010 31 Dec 2009

£ £

Capital allowances in advance of depreciation {12,885} {(10,970)
Tax losses avallable 12,426,120 10,564,692
12,413,255 10,553,722

The deferred tax asset has not been recognised as there 1s uncertainty regarding when
sutable future profits against which to offset the accumutated tax losses will anse There 1s no
expiration date for the accumulated tax losses
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TAXATION (continued)

in his budget of 23 March 2011, the Chancellor of the Exchequer announced Budget tax changes
which, if enacted in the proposed manner, will have an effect on the Company's future tax posttion
The Budget proposed a decrease in the rate of UK corporation tax from 27% to 26% on 1 Apnl
2011 and by a further 1% each year until Apnl 2014 This reduction will affect both the future and
current tax charge of the Company The effect of the reduction in the tax rate to 23% would be to
reduce the unrecognised deferred tax asset to £10,574,254

The effect on the Company of these proposed tax changes to the UK corporation tax system will be
reflected in the Company’s financial statements in future years, as appropnate, once the proposals
have been substantially enacted

PROPERTY, PLANT AND EQUIPMENT

31 December 2010
Group and Company

Leasehold Plant and Total
improvements equipment
£

At 1 January 2010, net of accumulated
depreciation and impairment 140,083 40401 180,484
Addihons - 42 640 42,640
Disposals - {273) (273)
Depreciation charge for the year (22,545) (36,735) (59,280)
At 31 December 2010, net of accumulated
depreciabon and impairment 117,538 46,033 163,571
At 1 January 2010
Cost 218,645 1,083,636 1,302,281
Accumulated depreciation and impairment {78,562) (1,043235) (1,121,797)
Net carrying amount 140,083 40,401 180,484
At 31 December 2010
Cost 218,645 1,106,155 1,324,800
Accumulated depreciation and impairment {101,108) {1,060,121) {1,161,229)
Net carrying amount 117 537 46,034 163,571

Dunng the year ended 31 December 2010 the Group disposed of assets with an onginal cost of
£20,122 and accumulated depreciation of £19,849, leading to a loss on disposal of £273

As at 31 December 2010, fully depreciated assets with an onginal cost of £1,015,519 were still in
use (31 December 2009 £905,985)

There 1s a fixed charge over the leasehold improvements of the Group and a floating charge over
the plant and equipment of the Group resulting from the secured loan entered into on 26 Apnt 2010
(Note 17)
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8 PROPERTY, PLANT AND EQUIPMENT {continued)

31 December 2009
Group and Company

Leasehold Plantand Total
improvements equipment
£

At 1 January 2009, net of accumulated
depreciation and impairment 162,629 103,143 265,772
Addtions - 18,974 18,974
Depreciation charge for the year (22,548) (81,716) (104,262)
At 31 December 2009, net of accumulated
depreciation and impairment 140,083 40,401 180,484
At 1 January 2009
Cost 218,645 1,064,662 1,283,307
Accumulated depreciation and impairment (56,016) {961,519) (1,017,535)
Net carrying amount 162,629 103,143 265,772
At 31 December 2009
Cost 218,645 1,083,636 1,302,281
Accumulated depreciation and impairment (78,562) (1,043,235) (1,121,797)
Net carrying amount 140,083 40,401 180,484

Dunng the year ended 31 December 2009 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 5 years
9 INVESTMENTS
Company
31 Dec 2010 31 Dec 2009
£ £

Investment in subsidiary company 5,000,002 5,000,002
Name of Country of Class of Proportion  Activity
subsidiary incorporation  shares held held
MacroTarg Ltd UK Ordinary 100% Research and development

The cost of Investment in subsidiary is recorded at far value
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Group Company

31 Dec 31 Dec 31 Dec 31 Dec

2010 2009 2010 2009

VAT recoverable 443 969 251,864 443,969 251,864

Accrued interest - 9,174 - 9,174

Other debtors 10,007 59,598 10,007 59,698

Amounts due from

subsidiary company

453,976 320,636 453,976 320,638

Amounts due from subsidiary company represent an inter-company loan account with the
Company's wholly-owned subsidiary company, MacroTarg The loan carnes interest on the
average balance outstanding each month at 2% above the base lending rate of Barclays Bank plc
The Company does not have a nght to recall the loan except in the event that MacroTarg ceases to
be a wholly-owned subsidiary of the Company, in which case the Company has the nght to request
repayment of the loan on 90 days notice The amount due from MacroTarg for the year ended 31
December 2010 of £4,294,191 (year ended 31 December 2009 £2,336,117) has been fully
provided for in the Company's accounts since MacroTarg has negative net assets and 1s therefore
Judged unlkely to be able to repay the loan balance should it be recalled

1 CASH AND SHORT TERM DEPOSITS

Group and Company

31 Dec 2010 31 Dec 2009

£ £

Cash at bank and in hand 5,730 31,386
Short term deposits 8,596,654 17,917,762
8,602,384 17,949,148

Cash at bank eams 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 eam interest at the respective short-term deposit rates Finance

revenue compnses the following

31 Dec 2010 31 Dec 2009
£ £
h at bank

Interest recewable on cash a and 120,934 228,689

short term deposits
Supplier discounts receved - 2949
120,934 231,628

Chroma report and consolidated financial statements - 31 December 2010 26




THERAPEUTICS

Chroma ¥

Notes to the consolidated financial statements
for the year ended 31 December 2010

12

SHARE-BASED PAYMENT PLANS

Enterpnse Management Incentive (‘EMI’) scheme

All employees of the Group partcipate in the Company’s EMI share option 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 imital public offering of the
Company’s shares or trade sale of the Company The exercise pnce 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 their commencement date The following table llustrates the number and weighted
average exercise pnce (WAEP) of, and movements in, share optons dunng the year

Year ended 31 Dec 2010 Year ended 31 Dec 2009
Number WAEP Number WAEP
Outstanding at the beginning 2,976,862 £020 3,036,300 £020
of the penod M .
Granted during the penod 128,500 £018 - ,
Forferted dunng the pencd {21,000) £017 {59,438) £0 3
Outstanding at the end of
the penod 3,084,362 £0 20 2,976,862 £020

Exercisable at the end of
the penod

The options outstanding at 31 December 2010 had a weighted average remaning contractual Iife of
5 3 years (31 December 2009 6 1 years) and have exercise prices In the range £0 12 to £0 40 per
share (31 December 2009 £0 12 to £0 40 per share) Included within the outstanding options are
102,500 options issued to an employee of the Company, 40,000 options i1ssued to a former director
of the Company and 40,000 options 1ssued to a current director of the Company on an unapproved
basis under the rules of the EMI scheme

The fair value of options 1s measured at the date of grant using the Black-Scholes prncmg model,
taking into account the terms and conditons upon which the options were granted The Company
did not grant any options during the pror financial year The following table lists the inputs to the
model used for the current financial year

Year ended

31 Dec 2010

Expected volatility (%) 400
Weighted average nsk-free interest rate (%) 30
Expected Iife of opbions (years) 500r70
Weighted average share pnce (£) 018

The Group does not have any histonc data relating to the expected pernod to exercise of the opttons
and therefore has estimated this based upcn industry expenence, with a 7 year penod assumed for
senior management and a 5 year penod assumed for all other employees The expected volatity
has been estmated based upon histonc data from companies with a similar profile n the
biotechnology sector The nsk free interest rate represents a weighted average of the yield for gilts
1ssued by the UK govermnment at the date of grant of each 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 10% of the total share options granted other than
to senior management, for which the forferture rate 15 estmated as 0% The fatr value calculation
does not include any aliowance for dwidends as the Company has no availlable profits for
distnbution

The charge fo the statement of comprehensive expense relatng to options dunng the year 1s
detarfed in Note 4
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ISSUED CAPITAL AND RESERVES

Authonsed capital

31 Dec 2010 31 Dec 2009 31 Dec 2010 31 Dec 2009
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 3,875,989
ordinary shares of £0 001 each 3,876 3,876
C convertible preferred ordinary 22,500,000 22,500,000 22,500 22,500
shares of £0 001 each
D convertible preferred ordinary 8,571,428 8,571,428 8,571 8,571
shares of £0 001 each
58,487 58,487
Issued capital
31 Dec 2010 31 Dec 2009 31 Dec 2010 31 Dec 2009
Number Number £ £
Issued and fully paid
Ordinary shares of £0 001 each 1,557,200 1,557,200 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 200,000 200,000 200 200
E ordinary shares of £0 001 each 180,000 190,000 190 190
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
shares of £0 001 each 3,875,969 3,875,969 3876 3,876
C convertible preferred ordinary
shares of £0 001 each 22,058,823 22 058,823 22,059 22,059
D convertible preferred ordinary
shares of £0 001 each 8,571,428 8,571,428 8,571 8,571
49,999 49,999

Ordinary shares

The Articles of Association allow for the sub-categonsation 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 penod of between 13 months and 59 months from the vesting
commencement date As at 31 December 2010, there were no ordinary shares that had not yet
vested (31 December 2009 8,600 ordinary shares with a total subscnption pnce of £10 had not yet
vested) The shares issued subject to vesting can be repurchased by the Company at the onginal
subscrnption pnce If the employee leaves employment pnor to vestng 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 1s immatenal over the vesting perod The
unvested shares have been reflected as issued share capital in the balance sheet and not included
in the share option data disclosed in Note 12
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ISSUED CAPITAL AND RESERVES (continued)
Ordinary shares (continued)

The Company did not 1ssue any ordinary shares dunng the years ended 31 December 2010 and 31
December 2008

The Company has reserved 3,130,000 ordinary shares (2009 3,130,000 ordinary shares) for issue
under options (see Note 12), of which 3,084,362 optionis were 1ssued and outstanding at 31
December 2010 {31 December 2008 2,976,862)

Convertible preferred ordinary shares

The convertible preferred ordinary shares carry the night 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
annum on the subscriphion pnce for the B, B-1, C and D convertible preferred ordinary shares Each
convertible preferred ordinary share can be converted to one ordinary share automatically upon the
flotation or iitial listing of the Company on a stock exchange Upon a liqudation or sale of the
Company where the proceeds are below the subscnption price of the convertible preferred ordinary
shareholders, those shares become participating shares in that the distnbution of any proceeds
after settling arrears of dividends will be applied firstly in retuming the capital subscnbed by the
convertible preferred ordinary shareholders, with the balance being distrbuted amongst the
ordinary and convertible preferred ordinary shareholders as If conversion fo ordinary shares had
taken place In the event that new shares are 1ssued for consideration less than therr respective
subscnpbon pnces, the B, B-1, C and D converhble preferred ordinary shareholders are entitled to
a bonus 1ssue of shares in all other respects the ordinary and convertible preferred ordinary shares
rank pan passu The convertible preferred ordinary shares are classified as equity based on
analysis of the terms described above

Dunng the financial year ended 31 December 2009 the Company issued 8,571,428 new D
converiible preferred ordinary shares for total consideration of £14,899,999 to a syndicate of
mvestors The expenses associated with the 1ssue of these shares of £90,772 have been deducted
from the Share Premum account Dunng the financial year ended 31 December 2010, the
Company did not 1ssue any new convertible preferred ordinary shares

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 12)

WARRANTS
The farr value of warrants 1s measured at the date of 1ssue using the Black-Scholes pricing mode!,
taking into account the terms and conditions upon which the warrants were granted

Dunng the year ended 31 December 2010, the Company tssued a warrant instrument to subscnbe
for preferred shares in the Company to Hercules Technology Growth Capital ("Hercules™) (see Note
17) The amount of shares subscribable under the warrant instrument i1s calculated as 8% of the
value of the secured loan provided by Hercules (1e $800,000) dvided by the lower of £1 75, the
pnce of the last financing round, and the pnce of the Company’s next bona fide financing round
The type of shares issuable under the warrant mstrument are D convertible preferred ordinary
shares or, in case the company issues a new class of shares under a new financing round, such
new class of shares at the option of Hercules  Since, at the time of issue of the warrants, the
relevant subscrnption pnce of the lower of £1 75 and the pnice of the Company's next bona fide
financing round 15 considered by the directors to represent the fair value of D convertible preferred
ordinary shares at that date, and the warmrant instrument ts not in return for services nor inked to the
secured loan, no accounting anses on 1ssue or throughout the Iife of the wamant instrument.

As at 31 December 2010 there were 433,822 unexpired warrants to subscnbe for C convertible
preferred ordinary shares at a pnce of £1 36 per share and 325,261 unexpired warrants to
subscnbe for D convertible preferred ordinary shares at a price of £1 75 per share
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15 TRADE AND OTHER PAYABLES

Group and Company
31 Dec 2010 31 Dec 2009
£ £
Trade payables 1,198674 1,146,837
Taxation and social security 113,528 129,273
Other payables and accruals 641,062 698,180
1,953,264 1,974,290

Other payables and accruals include outstanding contnbutions payable to the defined contnbution
pension scheme of £37,207 (31 December 2009 £36,351)

The terms and conditions of the above financial habilities are as follows

= Trade payables are non-interest beanng and are seftled based upon pre-agreed credit terms,
typically within 30 days from the date of the invoice

+« Taxahon and social secunty credtors and contnbutions payable to the defined contribution
pension scheme are non-interest beanng and are due dunng the month following payment of
the salanes to which they relate

= Other payables are non-interest bearing and pnmarly compnse accruals for habilihes incurred
but not yet invoiced

16 DEFERRED INCOME
Group Company

31 Dec 2010 31 Dec 2009 31 Dec 2010 31 Dec 2009

£ £ £ £
Research and development
collaboration income
s At1 January 4,820,672 - 3,648,415
= Received during the year - 5,000,000 - 3,750,000
¢+ Released fo the
statement of (301,977) {179,328) (156,311} (101,585)
comprehensive expense
At 31 December 4,518,695 4,820,672 3,492,104 3,648,415
Grant income (see Note 4) - 223,758 - 223,758
4,518,695 5,044 430 3,492,104 3,872,173
Of which
« Cument portion 474 269 336,649 236,068 216,978
=  Non-current portion 4,044 426 4,707,781 3,256,036 3,655,195
4,518,695 5,044,430 3,492,104 3,872,173
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Group and Group and
Company Company
31 Dec 2010 31 Dec 2009
£ £
$10 million secured loan amount due within one year 1,327,605 -
$10 million secured loan amount due after one year 5,114,159 -
6,441,764 -

$10 militon secured loan amortisation of ‘balloon’ interest 112237

payment '

£7 5 million secured loan amount due within one year - 3,147,749
£7 5 milion secured loan amount due after one year - 1,138,549
6,554,001 4,286,298

On 26 Apnl 2010 the Group retired its £7 5 million secured loan with ETV and SVB, repaying the
outstanding capital balance of £3,535,383 and interest accrued to the date of repayment, along with
an early repayment penalty of £178,413, which has been included as a component of interest
payable in the consolidated statement of comprehensive expense

At the same date, the Group entered into an agreement with Hercules Technology Growth Capital
(‘Hercules'} for a new secured loan of up to $15 million The intia! tranche of the loan of $10 million
was drawn down on 28 Apnl 2010, the addibional tranche of up to $5 mallion was not drawn down by
s expiry date of 31 May 2011 and has therefore lapsed There are 12 monthly payments of interest
only commencing from the drawdown date followed by 30 equal monthly payments of capital and
tnterest commencing 1 June 2011 with an annuat interest rate of the pnme rate reported in the Wall
Street Journal plus 7 75%, subject to a minimum annual interest rate of 12 0% At the maturity date
of the loan there 1s @ ‘balloon’ interest payment of 8% of the principal amount of the loan, totalling
$800,000 based upon the amount of the loan facility drawn down at 31 December 2010, which 1S
being amortised on an effective interest basis over the penod of the loan Interest payable on the
secured loan for the year ended 31 December 2010 includes $174,234 (£112,237 at the year end
exchange rate) relating to the amortisation of the ‘balloon’ interest payment As a condition of the
loan facility, Hercules receved warrants to subscribe for preferred shares with market value of 8%
of the loan amount {see Note 14)

Finance expense compnses the following amounts

31 Dec 2010 31 Dec 2009

£ £

Interest payable on $10 mitlion secured loan 554,337 -
Amortsaton of balloon payment on $10 milion secured loan 112,237 -
Interest payable on £7 5 million secured loan 159,753 721,808
Early repayment penalty on £7 5 million secured loan 178,413 -
1,004,740 721,909

Chroma may, at its option, repay the entire loan earty with the following penaity
s 3% of the outstanding loan balance In the first 12 months

» 2% of the outstanding foan balance in the second 12 months

* 1% of the outstanding loan balance in the third 12 months

s 0% for any eatly repayment made thereafter

The loan 1s secured by a fixed charge over the Group's leasehold improvements and a floating
charge over the other assets of the Group Hercules has the nght to request immediate repayment
of the loan in the event of certain events of default or the breach of certain conditions by the Group
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SECURED LOAN (continued)

There were no such events of default or breaches of which the Group was aware dunng the
reporting penod or to the date of signing the financsal statements

The farr value of the loan at 31 December 2010 was estmated as £6,821,832 The farr value of the
loan 15 estmated by discounting future cash flows using rates currently avalable for debt wath
similar terms and remaining matunty The carrying values of all other financial assets and liabilities
of the Group approximate to farr value

OTHER FINANCIAL COMMITMENTS

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

Land and Land and

bulldings buildings

31 Dec 2010 31 Dec 2009

£ £

Not later than one year 490,421 490,421
After one year but not more than five years 112,556 602,977
602,977 1,093,398

The future mimmum payments above reflect a break clause whereby the Company may terminate
the lease at 25 March 2012 with six months notice to the landlord 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
2010 or 31 December 2009

Capital commitrnents
Contracted for capital commitments as at 31 December 2010 amounted to £nil (31 December 2009
£15,056)

RELATED PARTY DISCLOSURES

Funds managed by Abingworth Management Limited ("Abingworth™) held shares in the Company
as at 31 December 2010 T J Haines 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 2010 P T Vainio 1s a director of Essex and has a financial interest in Essex’s funds

GSK 15 a shareholder in the Company Dunng the year ended 31 December 2010, the Group made
purchases at arms-length terms from compantes in the GSK group totaling £5,413 (year ended 31
December 2008 £3,345)

Compensation of key management personnel of the Company 15 detailled in Note 6 Director's
Interests in employee share option schemes are detalled in the Directors’ Report.
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TRANSACTIONS WITH DIRECTORS AND OFFICERS

Prof P Workman, who was a director of the Company untd 31 March 2010, eamed consulting fees
totalling £3,000 for the penod from 1 January 2010 to 31 March 2010 (year ended 31 December
2009 £32,000, of which £8,000 was outstanding at 31 December 2009)

EVENTS AFTER THE END OF REPORTING PERIOD

On 11 March 2011, the Chroma entered into a co-development and commercialisation agreement
for ts lead agent tosedostat ;n the Amencas with Cell Therapeutics, Inc ("CTI"), prowiding an
upfrent cash receipt of $5 million along with potential future milestone receipts, co-funding of clinical
tnals and royattes on any eventual product sates

FINANCIAL RISK MANAGEMENT OBJECTIVES AND POLICY

In ine with similar companies in the biotechnology sector, the Group dernves long-term financing
through the i1ssue of new equity and venture loan financing The Group's principal financial
instruments other than its venture loan comprse trade payables, operating leases and government
grants which anse directly from s operations and are not designed as a means of raising finance
for the Group's operations The Group has vanous financial assets such as receivables and cash
and short-term deposits, which anse directly from its cperations The Group does not consider that
its financial instruments gave nse to any matenal financial nsks during the financial years ended 31
December 2010 and 31 December 2009, other than foreign currency nsk ansing from its $10 million
secured loan An overview of areas of potential nsk are summansed below

interest rate nsk

The Group's exposure to the nsk of changes in market interest rates relates pnmanly to its secured
loan and finance tncome from its cash at bank and short-term deposits (see Note 11) The Group’s
secured loan Is at a floating rate (see Note 17) based upon the US Pnme rate The Group's cash
and short-term deposits are largely stering denominated, interest earned 1s therefore influenced by
the Bank of England base interest rates and will depend on the remaining duration of any fixed-rate
treasury deposits placed at the time of any rate change and the average cash and cash equivalents
for the remainder of the financial year followming the change To the extent that the Group expects
any increase In the US Pnme rate to be closely followed by an increase in the Bank of England
base interest rate, and in ight of expected cash balances and matunty profile, the secured foan and
cash deposits are considered to provide a natural hedge for each other, consequently exposure to
changes in base interest rates 1s not considered to be matenal at the year end The interest rate
profile of the Group's financial assets and liabilties 1s as follows

31 Dec 2010 31 Dec 2009
Floating  Fixed Total Floating Fixed Total
£ £ £ £ £ £
Cash and short
term deposits 8,602,384 - 8,602,384 8,500,610 9,448,538 17,949,148
Secured loan (6,441,764) - (6.441764) - (4286,298) (4,286,298)

(Note 17)

Foreign cumrency nsk

The Group does not have any overseas operations and therefore does nol have any exposure to
the retranslation of the assets and liabilities of overseas operations The Group purchases goods
and services from a number of intemational suppliers and therefore has transactional currency
exposures Dunng the year ended 31 December 2010 the Group put in place a $10 million secured
loan with Hercules (see Note 17), which gave nse to @ matenal exposure to the US dollar The
Group was unable to hedge this exposure since the size and duration of the forward contracts
required to effect such hedging would have required provision of a cash secunty depostt that was
incompatible with the terms of the secured loan Dunng the financtal year ended 31 December
2009 the Group did not have any significant exposures to foreign currencies, consequently the
Group did not enter into any currency hedging arrangements dunng that financial year
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FINANCIAL RISK MANAGEMENT OBJECTIVES AND POLICY (continued)

The Group intends fo continue using currency hedging amangements, when available, to mitigate
exposure to movements in the US dollar, ether by way of forward purchase contracts relating to
scheduled contractual payments or by holding part of its cash and short term deposits as US
dollars Itis the Group’s policy to not enter into any forward purchase contracts until the undertying
supply agreements have been executed The aggregate camrying amount of foreign currency
denominated monetary assets and labllities held by the Group and company, which are not
denominated in functional currency, as at the end of the reporting penod are as follows

31 Dec 2010 31 Dec 2009
Assets Liabilities Assets Liabilities
£ £ £ £
US dollar ($) 3,568 6,759,818 4,505 35,696
Euro (€) 82 89,833 50,052 329,559
Swiss Franc {CHF) - - 264 5,088
3,650 6,740,982 58,421 370,473

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 liabilihes A posibive value indicates a decrease in the Group's loss befare tax

Changein 31 Dec 2010 31 Dec 2009

rate £ £
US dollar +5% 428,789 2,409
-5% (237,635) (2,663)
Euro +5% 4274 14,987
-5% {4,724) (16,564)
Swiss Franc +5% - 384
-5% - (424)

Credit nsk

The sole revenues of the Group dunng the financial years ended 31 December 2010 and 31
December 2009 were recognition of amounts earned under a research grant paid by the EU and
research and development collaboration income from the arrangement with GSK, both of which
have been settled in cash (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 prmanly compnse cash and short-term deposits, the exposure to credit nsk
anses from the default of the counterparty, with a maxumum exposure equal to the carrying amount
of these nvestments The Group has i place investment gudelines outlining authonsed
counterparties n order to minimise such nisk

Liquidity nsk

The Group monitors its funding requirements through preparation of short-term, mid-term and long-
term forecasts All short-term deposits are immediately convertible to iquid funds without penalty
and are recorded n the balance sheet at their open market value

Caprtal management

In ine with similar companies 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 1Issuance, venture loan financing, and
govemment grants and also through funds generated by technology or product licensing activities
and manages such activities to avoid breaching the conditons attached to its secured loan (Note
17) In light of ds ongeing funding requirements, the Group does not have a peoticy of paying
dividends to shareholders except for potental payments to holders of the Company's convertible
preferred ordinary shares as permitted in its Aricles of Association (Note 13)
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