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portfolio companies

portiolio companies

as at the date of this report, our portfolio comprised
the following companies:

Axordia was founded by two of the world’s leading
stern ceil scientists, Professors Peter Andrews and
Harry Moore, to exploit human stem cells (RES).
The company has unique patented cell fines and the
bio-processing tools that are required by the major
pharmaceutical companies to deveiop hES cells for
both drug discovery and therapeutic applications.
Axordia already has four stem cell lines in the UK
Stern Cell Bank and its sWategy is to develop RES cell
technology for the pharmaceutical and biotechnology
industries while pursuing longer term goals in
regenerative medicine.

{ifestyle Choices launched its first product, a new
triple hormone cvarian reserve test called Plan
Ahead, in January 2006. It befieves this test offers
the mos! accurate hormone based ovarian reserve
test available 1o the public, enabling women to
make more informed decisions about whether to
try for a baby sconer rather than later. Developed
by Professor Bill Ledger, Professor of Obstetrics
and Gynaecology at the University of Shetfield,
the Plan Ahead test gives a predictive assessment
of a woman's ovaries compared to that expected
for women of the same age.

BinAc¢ia has discovered nove! inhibitors of
angiogenesis, a process impoftant in diseases
such as cancer, rheumatoid arthritis and diabetic
retincpathy. Its product, Alphastatin™, was
designed using BioActa’s understanding of the
proteins involved in regulating angiogenesis.

Mantelum was formed to find research focused
on specific cell surface receptor targets, especially
those related to the G-protein coupled receptor
(GPCR) superiamily. GPCR’s are involved in

a wide range of diserders including allergies,
cardiovascular disease, pain, depression, canger,
obesity, diabetes and a variety of central nervous
system disorders.

Biofusion Licensing is a vehicle for idenlifying,
developing and licensing iP that would not otherwise
be suitable tor establishing spin-out companies.

Phase Focus is developing an alternative approach
to microscopy and imaging that does not rely
on sophisticated tenses and has applications in
opfical, X-ray and electron microscopy, amongst
others. Professor John Redenburg, a founder
of Phase Focus, is the inventor of a process that
can generate high definition images of an object
without the need for the high quality lenses that
account for a significant element of the cost

of high-performance microscopes.

biofusion model for portiolio investment

start-up

bioFusion
Management
work with portfolio
company to:

Up to £200k investment

« Develop initial

business plan

Provide management
expertise and contacts

Provide initial funding
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Adjuvantix intends to use proprietary adjuvants

1o develop a range of impraved prophylactic

and therapeutic vaccines, It aims 1o expleit this
technology to devalop adjuvant systams suited

1o a wide range of vaccine antigens, including
proteins, peptides, polysaccharides and organic
molecules that are designed to provide the desired
antibody or cell-mediated immune response tor
any given clinical application.

CellTran provides active wound care by delivering
living cells for the treatment and active healing of
purns and chronic wounds in skin. Its products
deliver a wound treatment based on a patient's
living skin cels by growing these cells oulside of
the bedy on a specially synthesised polymer layer.
These cells are ctitical in the early stage healing of
sarious wounds and provide natural wound healing
withaut immunological rejection issues. CeliTran's
technology leads a new generation of treatments
hat use living tissue for the regeneration of normal
and heafthy skin,

Simcyp develops softwars and databases
specitically designed to inform the processes
of drug discovery and development by simulating
virtual patient populations to identity individuals

at extrome risk. The company is supported

and guided by a consoriium of global
pharmaceutical companies.

Simeyp is currently trading profitably and has
tong term contracts with many of world's leading
pharmaceutical companies.

bioFusion "University” Fund

Aperio is a spin-out company from Medipex,

the NHS commercialisation company for Yorkshire
and North Humberside, which is developing a medical
device to detect pre-cancerous cells in the cervix.
The patented device, which is currently &t prototype
staga, is targeting the worldwide colcoscapy market
and was developed in conjunction with University
of Sheffield academics.

Diurnal and its development partner Phoqus pic
have devaloped a tablet that utilises Diurnal's
‘delayed and sustained release therapy’ patent

to deliver hydrocortisone in a manner that mimics the
normal physiclogical circadian rhytam. This clearly
defined rhythm, with high leveis in the moming and
fow levels at night, is lost in patients with adrenal
insufiiciency. The product, which has successfully
completed Phase 1 clinical studies, has received
Orphan Medicinal Product designation from the
European Medicines Agency, which affords ten
years of rarket exclusivity after the grant of a
marketing authorisation in Europe.

Piassc Technology is a surface engineering
comgpany that uses its proprietary technology
to create novel chernicak coatings to develop
advanced labware consumables in cefl culture,
stem call culture, glycomics and HTS. Thess
coatings are applied to many different formats
such as microarrays, lab-on-a-chip, microtitre
plates and T-flasks used in life science research
and diagnostics. Plassa’s Directors estimale
this market is worth US$760m. Plasso's strategy
is to develop its own product ranges of added
value consumables.

Up to £500% cornerstone investment

¢ Recruit management
+ Develop business .

+ Raise third party funding

Rest of investment as required
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bioFusion NPI Venture Side Fund

Astarion is developing novel groteins with the
potential to treat a range of cytokine disorders
and is based upon struciural and cellular molecular
biology. Asterion has developed its technology
base using growth hormone as a model system,
but its approach has applicability to many other
cytokines. its platform technology should enable
it to produce products that exhihil delayed ciearance,
do not significantly alter ligand-receptor affinity and
have a reduced likelihuod of side effects and
unwanted immune responses.

Genoghrenix has identified several proteins and
their genes that interact with a key component that
is implicated in schizophrenia. By understanding
which genes are involved in the disease and
1argeting these rather than attempting to treat the
symptoms, Genophrenix believes that more specific
and efficacious drugs can be developed with
reduced side effects. Genophrenix will inftially facus
on devetoping targets and cempounds to freal
schizophrenia and aims to provide commarcially
viable licensing opporlunities that will be attractive
to the global pharmaceutical ingustry.

exit

Reduce involvement

Company growth period
leading to exit

Investment as required




corporate statement

corporate statement

Biofusion plc was founded in 2002 to develop
long term relationships with research intensive
institutions in the UK and commercialise their
intellectual property (IP).

Our commercialisation model works on the simple
premise that all partnerships are more efticient
and effective when the partners are able to
concentrate on their core skills — so the university
and their academics focus on IP creation and we
focus on commercialising this [P through licensing
and the creation of spin-out companies to generate
value for our shareholders.

the Biofusion partnership model

IP creation commercialisation
Universit Tech Transfer bioFusion bioFusion
¥ Newco

Sign tong term
pipeline agreements
with universities
and directly atign
their interest with
an equity pasition
in Biofusion.

Work with the
existing tech
transfer offices

who use their
refationships with
academics to mine
for and protect IP with
commerciat potential.

Biofusion selects [P
and transfers it to a
Newco 100% owned
by Biofusion.

Biofusion makes
investment in Newco
and aligns academic
team with an equity
position in Newco.
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highlights

highlights 0 1

Signing a major £10m investment agreement with NPI Ventures Limited
(NPI Ventures), part of Nikko Cordial Corporation, one of Japan's largest
securities houses.

Raising an additional £2.0m from NPI Ventures.

Investing £1.7m (2005: £Nil} in a number of our portiolic companies,
with a further £0.3m invested subsequent to the year end.

Raising £2.1m (2005: £1.5m) in third party funding for a number
of the portfolio companies which are moving towards the exit stage
of their development.

Creating four new portfolio companies.

Developing relationships with other leading universities as we seek
to expand the Biofusion IP commercialisation model.

corporaie statement
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01 highlights
02 chairmar’'s statement
04 chief executive’'s review
10 board of directors
12 cerporate governance
14 report on directors’ remuneraticn
18 directors’ report
20 statement of direclors’ responsibilities
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26 notes to the tinancial statements
42 notice of annual general meeling
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chairman's statement

”..this is an exciting time for university IP exploitation
and we believe Biofusion is well placed to be at the forefront

of this development.”

| am delighted to present our results for the year ended 31 July 2008,
This has been our first fulf financial year since our listing on AlM in
February 2005 and we have had a busy and productive year.

We have made excellent progress in the first 18 months of our ten year
commercialisation agreement with the University of Sheffield (Sheffietd)
by securing access to third party funding from a major Japanese securities
house, investing in a number of our more mature portfciic companies
to progress them towards an exit and creating four new companies from
the high quality Sheffield pipeline.

During the year turnover increased to £279k (2005 £230k} and as
expected. our losses increased to £607K {2005; £397k).
Our core strategy remains to generate value from a porifolio of companies by:

« establishing strong long term IP pipeiine agreements with research
inlensive universities,

«  investing in early stage spin-out companies from our pipeline agreements;

+  providing management experience Lo help these companies through
the start-up and early growth phases of their development;

+ accessing third party funding to ensure that spin-out companies can
quickly reach the higher value phase of their development; and

+  axiting these porticlio companies whitst our shareholding remaing
high and the value of the company is increasing.

The University of Sheifisld pipeline

The pipeline of potential 1P that we can expioit from Sheffield continues to graw
and we continue to enjoy excellent relationships with both Sheffieid University
Enlerprises Limited (SUEL), Sheffield’s fechnology transfer company, and
directly with the key academic departments. We are canfident that we will
continue 10 meet, and hopefully exceed, our target of incorporating two
to three companies per anhum from Sheffield's pipeline.

Portfolic companies

We had an excellent year in buiiding our portfolio of companies and we now
own shareholdings in 14 companies {12 companies at 31 July 2006 and two more
companies were added subseguent to the year end). We believe the portfolio has
a balanced mix of short, medium and long term investments and we remain
committed 1o, and focused on. achieving exits for these portfolio companies,
at the appropriate time, ta realise their value 1o our shareholders.

The NPI Yentures agreement

In March we signed a strategic partnership with NPI Ventures Limited,
the technology investmen! business whoily-ownad by Nikko Principal
Investments Lirmited, the European principal finance arm of Nikko Cordial
Corporation, which is listed on the Tokyo Slock Exchange. The key terms
of the agreement were as follows:

+ NPl Veniures established a £10m side fund {Side Fund) for the
dedicated purpose of investing in Biofusion portfolio companies;

«  NPI Ventures took an equity investment in Bigfusion by subscribing for
1,496,445 new Ordinary Shares at 133.65p per new Ordinary Share and
with a total subscription price of £2m (£1.93m, net of expenses) giving
NPI Ventures 7.37% of the Enlarged ssued Share Capital; and

»  warrants were granted to NP! Ventures with a total potential subscription
value of £8.25m. The warranis are exercisabie at prices between 150p
and 220p.
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Qur core strategy is to generate value for our shareholders by:

« establishing strong long term IP pipeline agreements
with research intensive universities;

» investing in early stage spin-out companies from our
pipeline agreements;

- providing management experience to help these
companies through the start-up and early growth
phases of their development;

« accessing third party funding to ensure that spin-out
companies can quickly reach the higher value phase
of their development; and

« exiting these portfolio companies whilst our
shareholding remains high and the value of the
company is increasing.

The Directors believe that the Side Fund will have a number of significant
benefits te Biofusion, including:

+  increasing the ability of our portfolio companies to raise third party
funding to support their expansicn and growth;

+ reducing the time it takes to raise third party funging: and

«  sigrificantly enhancing Biofusion's position within the university P
commercialisation market and in turn enhancing the group’s
prospacts of reaching attractive agreements with other universities
and research establishments.

In additicn the agreament allows for a potential increase in the size
of the Side Fund which we believe will be seen positively by other
universities and research institutions.

Expansion of the Biotusion model

We have developad excellent relationships with a number of igading UK
universities and remain committed to signing other university agreements.
in the UK, the Directors belfieve the Biofusion madet is the only commercialisation
mode! that directly aligns the interest of the university and the commercialisation
company by offering the university ecuity sharsholdings in the public company
itseif; which is why we believe other universities will find our model altractive.

Directorate change

In March 2006 Simon Oakland became a Non-executive Direclor of the board,
Simon is a Director of NPt Ventures and brings with him a wealth of corporate
finance and investment exparience. We welcome him onto the board of Biofusion.

Qutlock

This is an exciting time for unwarsity 1P exploitation and we believe Biofusion
is well placed ta be at the forefront of this development. We have an excellent
pipeline of [P a growing portfolio of high guality companies, a dedicated
Sheffield fund with cash of £5.9m, a £10m third party Side Fund that will enable
us to fund many of our existing and future portfolio companies through to exit,
and an expicitation modet that we beliave will be attractive to other universities.

We lock forward to 2007 with considerable optimism.
7 '
Doug Liversidge

Chairman
17 October 2006
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chief executive s review

" we remain committed to, and focused on, achieving
exits for our portfolio companies, at the appropriate time,
to realise their value to our shareholders.”

This has been an excellent year for Biofusion during which we have invested
considerable fime and money in developing a number of our portiolio companies.
We remain committed to, and focused on, achieving exits for the portiolio
companies, at the appropriate time, to realise their valug 1o our shareholders.

Our portiolio of companies

We began the yaar with eight portilio companies in varying stages cof development,
from early stage drug basad research requiring significant investment, 1o senvice
hased businesses that are trading profitably and require no further investment.
During 1ha year we developed these companies by a combnation of our own
investrent, finding third party investment and where appropriate, management
support. An update on each company s provided below:

Asterion Limited

Biofusion money invested dunng year £250k*
Third party funds raised during year £105k
Biofusion shareholding 38%

Asterion s developing specialised hormones (cytokines) which are impiicated
in a range of diseases inciuding diabetes and cancer as well as obesity, growth

and inflarmmaiory disorders. Asterion has developed and patented a range
of technologies to produce cytoking agonists and antagonists which have

the potential to produce drugs which will fower dose requirements, iNcrease

stability and slow clearance from the blocdstream, ali leading to potentiaily
improved performance.

Asterion has established a research programme with ipsen to deveiop growth
hormone antagonists and agonists. In addition Asterion is expanding its research
and technologies to further target hormones which include:

« established pharmaceuticals stch as erythropoieting and
+  drug targets of the future such as the hormone Leptin, which has been
implicated in multiple scierosis.

* Biofusion invested £250k in Asterion in May 2006. The money was invested
as cash in return for equity and raised Biofusion's sharehelding to 38%.

Adjuvantix Limited
Biofusion money committed during year £240k*
Third party loans converted during year  £75k
Biclusion shareholding 419%*

Adjuvantix has developed a new approach to stimutate the immune systemn
safely and increase the effectiveness of a wide range of vaccine antigens
including proteins, peptices, polysaccharides and smalt organic molecules
and thus mmprove vaccines for any clinicas appfication. The technology has
the potential to improve drugs for cancer and inflammatory diseases as well
as infeclious diseases such as TB and AIDS.

Siudies of influenza and ofher model antigens have shown i capable of increasing
antibody responses up to 1.000-fold. This capability would allow the development
of vaccines against diseases where current technologies fail or where the
immune system is weakened. for example in AIDS or afler radio or chemotherapy.

“Biofusion's investment of E240% will be made in twe tranches. the first investment
of £120k was made in July 2008 and tock our sharehalding to 41%. The second
tranche of £120k is milestene dependent and, when fully invested. wilttake our
hoiding in Adjuvantix 10 49%,

Axordia Limited
Biofusion money committed during year  £529k*
Third party ioans converled during year  £105k**
Biofusion sharehaiding 36%

Axordia is one of the UK's leading stem cell research companies and is one
of only a few companies in the world able to derive its own hurman embryonic
stem cells. it has had a busy and successiul year:

»  signed an exclusive agreement with Chernicon, a wholly-cwned subsidiary
of Milipore to co-develop new antibody markers from Axordia's proprietary
hurmnan embryonic stem celt ines;
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Celltran’s active wound care product - MySkin™.

«  had four cell lines accepted by the UK Stem Ce!l Bank and agreed
terms for the derivation of clinical grade stem celt ines in the Centre
for Stem Cell Biotogy's new £2.5m bespoke GMP stem cell facility
and research laboratory al Sheffield University, and

= signed an agreement with a leading US company for the dlerivation
of 2 GMP call line. The fing is licensed for a specific therapeutic application
and the arrangament inciudes both upfront payments to Axordia
and a royalty stream based on commercialisation revenues.

Subsequent to the year end Axordia also announced the foliowing:

+ significant support for its research programme, in £1.8m collaboration
with Sheffield and Lombard Medical Technologies, which includes a £0.9m
grant, from the DTl and MRC, for the development, through to clinical
trials, of a regenerative stent — a new generation treatment for
cardiovascular disease; and

+  participation in the European Commission "ESTOOLS" programme.
ESTOOLS is a world teading £12m stem celt research inialive that wil
advance the fundamental understanding and biomedical applications
of human embryonic stem cells.

« Biofusion's investment in Axordia was provided (n two pars. The first part
was provided as conwertible loan stock in two tranches, with £280k invested
in January 2006 and a further £140k invested, subsequent to the year end,
in August 2006. The second part invoived Bictusion laking over a £108k loan
due from Axordia to SUEL. in settierent of payments dug from SUEL 1o Biofusion,

** White Rose Seedcorn Technology Fund converted an oulstanding loan for €105k
as part of the funding roung.

chief executive's revie
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Bioacta Limited

Bicfusion money invested during year  £10k
Thire! party funds raised during year £Nil
Biofusion sharehoiding 52%

Bioacta has IP in the field of angiogenesis which is key In the treatment of cancer,
rheurnaloid arthritis and ophthalmic diseases. After careful review of the COMpany's
progress the board has decided to fully impair the remaining unamortised
value of goodwill generated on acquisition. In accordance with the terms
of the agreement with Sheffield, we have released any liability associated
with the purchase of Bicacta. As a result we have recorded an impairment
charge of £420k and released the associated lability of £601k, resulting in a
£181k cregit 1o the profit and loss account,

This treatment demonstrates one of the sirengths of our agresment with Sheffietd,
in that we cnly make payment for the companies we acguired, to the extent
that Bictusion realises an income from the companies to which they relate,

Celltran Limited
Biofusion money commitled during year £778k*
Third party tund raised during year £2.0m
Bicfusion shareholding 24.1%

Celltran provides active wound care by delivering living calls for the treatment
and active heaiing of burng and chronic wounds in skin. lts products deliver
a wound treatment based on a pakent's iving skin celis by growing these cells
oulside of the body on a specially synthesised polymer fayer. Celltran's technclogy
teads a new generation of treatments that use living tissue for the regeneration
of normal and healthy skin.

In August 2005 Biofusion helped Celiran raise £2.7min & funding round involving
South Yorkshire Fund Managers. Parlnerships UK, Yorkshire Fund Managers
and White Rose Seedcomn Technology Fund. As part of this round Biofusion
committed to investing £775k.
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chief executive's review

continued

In July 2006 Cellitran announced that it was in exclusive talks with the Belgian
company Innogenstics NV, to merge the wound care activilies of Ceiliran
and Xcelientis, a wholly-owned subsidiary of innogenetics N.V. The merger,
which was completed subsequent Lo the year end on 2 October 2008, combines
Celltran's specialist provision of wound treatment products and services with
Xcellentis’ clinical stage pipeline of lead candidates for the treatment of chronic.
hard to heal wounds,

Biofusion holds 12.4% of the enlargad company.

* During the year Biofusion committed to investing 775k in Celitran. £77 500 was
committed 10 be invested as equily and a further £697.5k was committed to be invested
as a convertible foan with n option to corwvent at a future funding round. As at the year
end 7628k of this money had been invested and subsequent to the year end
the remaining £146k was invested in September 2006.

Diurnal Limited

Biofusion money invested during year  £Bk*
Third party funds raised during year NI
Biofusion shareholding 60%

Diurna! seeks to develop means for the controiled and sustained
release of navel and known compounds in a manner which mimics
the circadian rhythr. The first produci to be deveioped from its portfolic
is ‘Chronocort’ that contains the steroid hydrocorbisone. The marked
circadian rhythm of hydrocortisone release, with high levels in the mOorming
and low levels at night, is tost in patients with adrenal insufficiency.
The Diurnal management believes that the product, being developed
in collaboration with Phogus Group plc (Phogus} under a licence
agreement, will offer a much needed improvement in stercid treatment
for patients with adrenal insufficiency.

Plasso's first product — EpranEx™.

A Phase | clinical trial n human volunteers was successiully completed in
Apris 2006 by Dwrnal and Phogus, which showed the first data for potential
circadian endocrine treatment for adrenal insufficiency. Subseguent to the
year end, on 2 October 2008, Phogqus announced that it had raised £3m to
take Chronocort intg Phase Il inals. suject to approvat by Phogus shareholders.

* Biofusion invested £6k in Diurnal in February 2006. The rmoney was invesied as cash
for aquity.

Plasso Technology Limited
Biotusion monay invested during year  ENI|
Third party funds raised during year EN
Bicfusion shareholding 9%

Plasso Technology i & surface engineering company, that uses its patented
technology to create novel surface coalings that can be used in microarrays,
lab-on-a-chip and microtire plates used in medical e sciences and diagnostics.
Plasso's Directors estimate this market is worth US$1.2b. Plasso’s strategy
is to forge long term commercial partnerships with the major suppliers
in the bioinstrumentation, bicsensors and diagnostics markeis, as weli
as developing its own product ranges such as sugar chip and novel
substrates for mass spectrometry.

Simeyp Limited

Biofusion money invested during year  £NIl
Thurd party funds raised durng year ENI
Biofusion shareholding 24.9%

Simcyp develops aigorithms, databases and software designed lo inform
the process of drug discovery and development Dy simulating virtual patient
popations to identify individuals al extreme risk of drug reactions and interactions.

Simeyp and ks Popuiation Based ADME Simulator provides vaiuable information
for key management decisions relating to clinical trial design, clinical trial avaidance,
and data sheet staterents as they relate to drug-crug interactions.
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Lifestyle Chaices, our first new spin-out company, launched its cvarian
reserve test in January 2006.

in addition, the ADME Simulator ideniifies pivotal pre-clinical data requirements,
which has proved valuable in redefining and optimising early drug devetopment
processes and procedures.

Stmeyp is guided by an interactive consortium of global pharmaceutical
companies and drug regulatory agencies. ncluding the US FDA, providing
a platiorm for continual refinement and discussion of the key scientific issues.

During its last financiai year Simeyp turned over £1.48m (20CS: £1.0m), made
a net prodit before tax of £385k (2005: £179%) and has signed further long
terrn contracts with more of the world's leading pharmaceutical companies.

New portiolio companies

The quatty of intellectual property coming out of Sheffield's medical life science
pipeling is proving to be exceallent and we have been able to create four new
porticlio companies during the year (2005 none).

Lifestyle Choices Limited
Incorporated October 2005
Biofusion money invested during year
Biofusion shareholding

£222k*
60%

Lifestyle Choices was our first new spin-out company from the University
of Sheffield pipeline agresment. In January 2006 Litestyle Choices launched
its first product, a new triple hormone ovarian reserve lest for women called
Plan Ahead, developed by Professor Bill Ledger, Professor of Obstetrics and
Gynaecology al the University of Sheffield. The test enables women to make
more informed decisions about whather to try for a baby sooner rather than
later. Lifeslyle Choices is focused on capialising on the intial take-up of
the product 10 expand ¢istribution of the product in the UK and developing
its opportunities {0 sign up distribution pariners overseas.

* Biolusion's investment of £222k was madg in wo tranches. The first tranche of £102k
was provided to the company as & loan on start-up and the second tranche of £120k
was invested for equity in April 2006, taking Biofusion’s sharehalding from 50% to 0%

chief executive’s review
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Genophrenix Limited
Incorporated January 2006
Bicfusion money committed during year £140k*
Biofusion sharehoiding 60%

Based on the work of Dr Jamal Nasir. of the University of Sheffield Medical School,

Genophrenix has identified severai proleins and therr genes that interact with
a key cormponent that is impficated in schizophrenmia. By understanding which

genes are involved in the disease and targeting these rather than attempting
10 treat the syrmptoms, Genophrenix befieves that more specific and efficacious

drugs can be developed with reduced side effects,

= Biofusion has commitied to invest £140k in Genophrenix. The first £70k
was invested in March 2006 as a loan and the second £70k will be invested,
on completion of certain mitestones, as a loan with the option to convert 16 quity
al the next funding round.

Mantelum Limited
Incorporated June 2006
Biofusion money committed during year £50k*
Bicfusion sharehaolding 100%

Manteium is a new company formed 1o access research focused on specific
cell surtace receptor targets. especially those related to the G-protein coupled
receptor (GPCR) superfamily, GPCRs are involved in a wide range of disorders

inciuding allergies, cardiovascular disease, pain, depression, cancer, obesity, diabetes
and a variety of central nervous system disorders. They are aftractive drug targets
hacause therr location on the celi surface makes them readily accessible

lo drugs and they are involved in every major mammalian physiclogicai system.

« Biofusion has committed to invest up Lo £50k In Mantelum. The first £5k was invested
as a loan, subsequent to the year end, in September 2006 and the remaining £45k
will aisa be invested as aloan on completion of agreed milestones.
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chief executive's review

continued

Phase Focus Limited
Incorporated June 2006
Biofusion meney committed during year £200k*
Biclusion shareholding 60%

Phase Focus is developing an alternative approach to micrescopy and imaging
that does not rely on sophisticated lenses and has applications in optical, Xray

and electron microscopy, amongst others. Professer John Rodenburg. a founder
of Phase Focus, has patent applications pending for a process that can generate
high definition images of an object withou! the need for the high quality lenses
that acocount far a significant element of the cost of high-performance MICFOSCopes.

* Binfusion has committed 1o investing £200k in Phase Focus. The first £10k was
invested as a loan at star-up, a further £20k was invested in October 2006 and the remaining
170k will be nvested on the cormpletion of agreed milestones. All monies were invested
as 'oans with an option to convert at the next funding round.

Subsequent to the year end we have started one more new company callec
Binfusion Licansing Limited and took over the University of Sheffield’s 18%
shareholding in Aperio Diagnostics Limited, a company developing a medical
device 10 detec! pre-cancerous cells in the cervix.

Business review

The group's financial performance was much in line with our expectations.
The Ioss for the year of £607k was & 53% increase from the prior year
(2005: £307K), however given that there was cnly six months of full trading in
the prior year, foliowing the company's listing on AIM in February 2005,
the rate of operating loss has not significantly increased within the business
in the petiod under review.

At £279k (2005 £230%), turnover showed a modest iNcrease over the prior
year when the majority of turnover related 1o the exit of Biofusion's share
holding in Molecular Skincare Limited. Turnover in the current year relates

Green flourescent stained trophoblast cells, counterstained to show
nucleus in orange.

to setvices providad 1o associated and refated companies. The naiure
of this turnover is reflected in the greatly improved gross profit of 91%
[2005: 55%). In 2005 the cost of sales were higher because they included
the cosls of acquiring our shareholding in Molecular Skincare Limited.

Administrative expenses for the year, before exceptional items,
were £1.2m (2005; £816k). This increase was due to the following:

« 0 2005 the group was only fully tracing for the period from January 2005
1o July 2005 and hence only had full costs for six months of the year;

«  administrative expenses for the year included £75k relating
to the NPT Venlures transaction, and

+  because expenditure incurred by subsidiaries, which the group consolidates,
increased during the year to £269k (2005: £33k).

During the year we had net exceplional income of £181k. The exceplional
income represents the net impact of the impairment of goodwil relating to the
acquisiton of Bioacta and the release of related ioan notes and accrued interest.
This credit demonatrates one of the strengths of our business modei, in that the
ioans used to purchase our initial portfolio are anly repayable to the exient
that Biofusion reaiises an income from the companies to which they relate.
Because of this mechanism, we have been able o write back the outstanding
loan and accrued interest batances which were greater than the amortised
goodwill, resulting in a net cradit being taken to the profit and Ioss.

Interest income during the year increased 146% to £348k (2005: £1 42K).
This was made up of both interest generated on the group’s significant
cash holdings and on interest refating Lo loans made to the group's
portioiio companies. Interest payable of £102k (2005; £69k) relates.
in the main, to interest accrued on the foan notes used 1o purchase
the company's share hoiding in the portfolio companies acquired
from Sheffierd as part of the 1PO in February 2005.
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Duting the year we relocated to the new specialist bioincubator offices
in Sheffieid.

During the year the investments caption on the balance sheet increased
{0 £3.4m (2005: £1.8m). The increase in the year was made up of both
equity investments and convertible loan investments, plus accrued interest,
in a number of our portiolio companies. The increases were as follows:

Company Increase
Celitran £B97k
Axordia £493k
Asterion £250k
Adjuvantix 2120k

Amounts falling due greater than one year fell by approximalely £445K 10 £2.04m
{(2005: £2.48m). degpite an interest charge on long term {can notes during
the period of £60k. The reduction was due to the release of the foan due
to Sheffield in refation to Bioacta, as ocutlined above.

Total cash outilow beiore financing during the ysar was £2.27m (2005: £0.96m),
however because of the NPI Ventures fundraising, the cash balance only
reduced by £342k.

At the end of the year the company had £5.8m in cash {2005 £6.2my), which
is sufficient to support its portfolic of companies, to promoie the creation of new
portfolio companies and to run its centrad overhead for the foreseeable future.

Fundraising

Curing the year Biofusion raised an additional £2m of equity in return
for the issue of 1,466,445 shares to NP1 Ventures. As well as making a
direct investment of £2m, NP! Ventures also agreed to eslabiish a £10m
Side Fund dedicated entirely to investment in companies within the Biofusion
porifolic. At the same time NPI Ventures was granted warrants to invest
up to an additional £6.25m in the company at prices between £1.50
and £2.20 per share.

Y2
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It is expected that a direct involvement by NPI Ventures in Biofusion's
commercialisation activity will greatly reduce the amount of time required
to raise funds for the group’s portfolio companies, and will hieip facilitate
the group’s plans to expand its model to additional universities.

Post year end
Trading has continued in line with expectalions since the year end.

In September the company announced its firstinvestment in Phase Focus,
as well as the merger of Celltran, its advanced wound care business,
with Xcellentis, a wholly-owned subsidiary of Innogenetics. Xcellentis
has invested approximately €20m in its Lyphoderm wound care technoiogy,
which wili provide the new combined company with an enhanced position
in the wound care market.

Also in Septernber Biolusion's stem cell comparny, Axordia, announced significant
suppor for its research programme, in a £1.8m coliaboration with Sheffield and
Lombard Medica Technologies. which inciudes a £0.9m grant from the DTI
and MRC, for the devetoprnent of their stent technology. The stem cell related
IP generated by this programme will accrue to Axordia and further strengthers
its position in the stem cel! marketplace.

Finally in Qctaber Diurnal announced that Phogus, its collaboration partner,
had raised £3m to take Chronocort inte Phase |l trials, subject to approval
by Phoqus shareholders.

David Baynes
Chief Executive
17 Qctober 2006
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t. Doug Liversidge CBE

Non-executive Chairman

Mr Liversicge was appointed to the board of Biofusion plc on 1 Dacember 2004, having
been a Diractar of Biofusion Trading since 28 November 2003, He was employed for
21 yaars at British Steel, before moving to G W Thomton Limited as Managing Director
and subsequently Chief Executive. He guided the company through its flotation on the full
list of tho London Stock Exchange in March 1987, During that period, G W Thornton won
two Queen's Award 1o Industry for Export Achievement and the Cutlers Acclaim Award
for Corporate Growth.

1n 1997 Mr Liversidge was awarded South Yorkshire Businessman of the Year. Mr Liversidge
acls as 2 Senor Industrial Advisor to the University of Sheffield. He has played a pivotal
role in establishing the Regionai Innovation Strategy for Yorkshire and Humbersick through
his work with Government Office in Leeds.

He was appeinied Chamman of the Seuth Yorkshire tearning & Skits Council by Govarnment
Office. Leeds in July 2000 and was awarded the CBE in the 2000 New Year's Honowrs List
for seneces Lo industry.

2. David Baynes

Chief Executive

Mr Baynes was appointed to the baard of Biofusion plc on2 Noavember 2004, having been
a Direclor of Biotusion Trading since 2 January 2003. David worked at Celsis International pic
{Celsis) from its incorporation to its fictation on the full ist of the London Stock Exchange
in July 1993. and was responsible for all elerments ot the company's finances during
that period.

in August 1993, Mr Baynes co-founded Toed plc now TG21 plo) and was then responsible
for taking the cormpany from start-up to 4.2 {now Ofex), then AlM and ultimately the full tist
of the London Stack Exchange. During this time, Mr Baynes led four Class 1 transactions,
o Class 2 ransactions and a reverse takeover. In the year Mr Baynes feft the cormpany.

it employed 350 staff, had a tumover of approximately £34m and pre-tax profits In excess
of £3m per year.

Mr Baynes left Toad pic to join Whereonearth Limited, where he obtained extensive exposure
10 the verture capitat market and was responsible for all aspects of the company's venture
capitai funding. Following this, Mr Baynes joined Codemasters Limited as Chiet Financiat
Oficer and was responisibi for all aspects of the company's finances and corporate finance
actvity untl leaving n Septemiber 2004 to forus on Bigtusion ple. Mr Baynes 1s a Non-executive
Director of CefTran Limited, Diurnal Limited, Genophrenx Ltg, Lifestyle Choices Ltd,
Mantelum Limited and Phase Focus Limited, all of which are group portiolio companies.

biofusion plc
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3. Dr Peter Grant

Operations Director

Dr Grant was appainted to the board of Biofusion pic on 1 December 2004, having been
a Director of Biofusion Trading since 2 January 2003. Having obtained an honours degree
in Biochemistry. Mr Grant compleled his Phi before joining Genzyme UK Limited (Genzyme)
as a Senior Research Scientist werking within the clinical diagnostics division

Following & move to Celitech from Genzyme, Mr Grant was part of the starl-up team at
Enzymatix Limited (Enzymatix). During the next five years Enzymatix grew five ingependent
research areas with Mr Grant as the Head of Research and Development. Two of these
areas were later spun-oul to form Chiros Limited (later Chiroscience, now merged with
Celltlech ple) and Celsis Lid {Celsis), with Mr Grant as & co-founder and Research and
Development Director. Foliowing venture capital funding rounds, Mr Grant was an integral
part of the tearn that successfully floated Celsis on the Landon Stock Exchange in July 1993
and gained significant experience in acauisitions, divestments and ficensing through his
role as Directer of Business Development and Technology. Mr Grant is a Non-exeoutive
Director of Adjuvantix Limited. Asterion Limited, Axordia Limited, Diurnal Limited.
Litestyle Choices Ltd. Genophrenix Lid. Manteium Ltd and Phase Focus Ltd, all

of which are group portfalio companies.

4, Stuart Gall

Commercial Director

Mr Gall was appointed to the board of Biofusion pic on 27 Apiil 2003, having been a founder
shareholder of Biofusion Trading. Mr Gall has expserience in both small company stant-ups and
public companies and specialises in marketing communications and new busingss devalopment.
After starting work at Brilish Alnways plc. Mr Gall was a founder member of The Promotions
Partnership Limited, a markefing consutancy, which was sold to Omnicom Inc in 1993 and
renamed Anvil Limited. In 1994, Mr Gall joined Toadt pic {(now TG21 plc) as Head of Markeling
and was Involved in its 4.2 {now Ofes, AM and full listing on the Londan Stock Exchange as
well a5 running the group’s refail operations, technical fraining and new business development.
in April 1998 Mr Gall joined the board of Toad as Marketing Director and ran the group's
marketing operalions as well as all new business development projects. Mr Gallis a
Non-executive Director of Litestyle Choices Lid. Genophrenix Ltd, Mantelum Ltd and
Phase Focus Ltd. all of which are group portfolic companies.
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5. Dr Edwin Moses

Non-executive Director

Dr Maoses wag appainted to the board of Biofusion plc on 1 December 2004, Or Moses has
exiensive experience as a Non-execulive Director for companies Including Evotec QAL AG,
Biotmage A/S. Inpharmatica Limited, Amedis Limited, Avantium Technologies BY,
Paradigm Therapeutios and Clinphone Limited. He is currently the CEQ of Ablyrix N.V.
a drug discovery company.

Since 2001, Dr Moses has been extensively involved in raising over £100m from venture
capilal companies and financial institutions as well as teading a range of corporate
development aclivities.

Whie Chief Executive Officer and subsequently Executive Chalman of Oxford Asyrnmetry
Internationat plc. Dr Moses raised several rounds of venture capital financing and annual
turnaver increased from appraximately €100k to £20m. He led the company's flotation on the
Tt st of the London Stock Exchange in 1998 at a valuation of £120m and subsequently
achieved the sale of the company to Evotec Biosystems AG i 2000 for £316m. During s
time at Oxford Asymmatry, Dr Moses was instrumentai in key multi-million peund deal
negoliations with companies stich as Pizer, Bayer, Veriex Pharmaceutical and Monsanto.

6. Prof Tony Atkinson

Non-executive Director

Prof Alkinson was appointed to the board of Biofusion plc on 1 December 2004.
As a founding Director of Generic Biologicals Limited and Kymed GB Lirnited {Kymed).
Prof Atkinson was responsible for the merger of these two biopharmaceutical companies
in 1998. Prof Atkinson subsequently led Kymed's reverse lakeover of the Ofex-tsted
oncology company, Enzacta ple, to form Enact Pharma pic (Enact) in Aprii 2000
and was appointad a Director and Chief Scientific Officer at the time of merger.
Prof Atkinson became Chief Executive Officer of Enact in February 2001 and led
the restructuring of the company and the koard through a series of refinancing
events, most recently including Enact’s acquisition by Protherics plic {Protherics).
a biopharmaceulical company listed on the full list of the |ondon Stock Exchange
in June 2003. In July 2003 Prof Atkinson was appointed Chief Sciantific Officer
of Protherics, where he was a Non-executive Director until Apr! this year, Prof Atkinson
was previously & Director of the Divisicn of Biotechnology and Deputy Director,
PHLS Centre for Applied Microbiology and Research, Porton Down.

Prof Atkinson is also a Director of, inter alia: Third Millennia Insight Limited, a technology
transter company involved in the financing of start-up and eatly stage companies:
Thermaphilic Micre Qrganisms Limited; Morvus Technology Lirmited, & opharmaceutical
company; New Sarum Enterprises Limited. a partner in the incubatar developing
the Porton Down Science Park (Tetricus Limited}.
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7. David Catton

Non-executive Director

Mr Cattor was appainted to the board of Biofusion plo on 1 December 2004, having been
a Direcior of Biofusion Trading since 14 August 2003, On 1 May 1998, Dawvid was appainted
Managing Directar of Unisheff Viantures Limited - since renamed Sheffield University
Enterprises Limited. Prior 1o this, he worked for Ford Motor Company, British Leyland
{now Rover), Rank Xerox Limited and Cambridge Consultants Limiled. Mr Catton has
co-founded and invested in three start-up companies: Artificial Inteffigence Limited,
Strand Software Technologies Limited and The Custorner Engagement Company. Mr Catton
i a Non-executive Director of Simeyp Limited, Asterion Limited anc! Bioacta Limited,
alt of which are group portfoiio companies.

8, Simon Qaldand

Non-sxecutive Director

Mr Oakland was appainted to the board of Biofusion plc on 20 April 2006. Mr Qakiand
is a Principal of Nikko Principal Investments Limited (NP1L), the European principal
finance arm of Nikko Cordial Corperation. and a Director of NPI Ventures. He joined
NPIL 1n 1097 from the corporate finance department of Cazenove & Co.. where he
was responsible for providing carporate finance advice ta UK utility clients and corporate
vaiuations across the Cazenave client base. Previcusly. Simon was a management
consultant at Accenture whore he undertook a number of projects across a broad specirum
ol large corporale clients. Simor has a BA in Mathematics from Oxford University
and an MBA from Crantield University. He 1s also a graduate of the Chartered Institule
of Marketing. Simon has structured and executed many of NPIL and NPI Ventures'
investments indluding, amongst cthers, Ceres Power, Honours Student Loans, Resolution Life,
Menzics Hotels and European Directories SA and has been involved in NPI Ventures
since its inception in 2002.
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corporate governance

The company s committed ta high standards of corporate governance. The revised Combinad Code on corperate governance (Combined Code) was
published in 2003. While the group is not required to report on compliance wilth the Combined Code since s shares are traded on AIM, we make every
effort to comply, where relevant to a company of our size. The statement below describes how principles of corporate governance are applied 1o the group.

The workings of the board and its committees

The board

The board currently comprises five Non-executive Directors and three execulive Diractors and is responsible for the management of the group. As disclosed
on page 16 Dr Edwin Moses, Prof Tony Atkinsan and David Catton have some share options in the company, owever the board considers them o be independent
pecause of the amount of share options is not considered 1o be material. Simon Oakland, as a representative of NP Ventures, is not considerad to be indepencent.
The Non-executive Cirectors are considered by the board to be independent. The board meets at least six times a year, sefting and monitoring group strategy,
reviewing trading performance, reviewing and agreeing on investments in spin-out companies and formulating policy on key issues. Day to day operational
decisions are delegated to the executive Directors. Key issues reserved for the board include the consideration of potentiat investments, share issues
and fund raising, the satting of group strategy. City public refations and the review and evaluation of significant risks facing the business. Briefing papers
are distributed by the Company Secretary to all Dirsctors in advance of board meelings. All Dirgctors have access to the advice and services of the
Company Secretary who is responsible for ensuring that board procedures are followed and that applicable rules and regulations are complied with.
The appointment and removal of the Company Secretary is a matter for the board as & whola. In addition, procedures are in place to enable Directors
to obtain independent professional advice in the furtherance of their duties if necessary, at the company’'s expense.

Biographies of the Direclors including details of their experience and role within the group are set out on pages 10 and 11.

Attenduance at meetings
The fuil board met six times in the financial year ending 31 July 2006 and with the exception of David Catton and Prof Tony Atkinson, who missed one meeting
each, all of the Directors in office at that time were in attendance at these meetings.

Audit Committee

The Audit Committee comprises Ihe Non-axecutive Chairman, Doug Liversidge, and two of the Non-executive Directors, Dr Edwin Moses and Prof Tony Atkinson.
The Audit Commitfes’s remit is set out in its terms of reference and is scheduted to meet with the auditors at least wice a year. The Commitiee assists
the board in ensuring that the group's published financial statements give a true and fair view and that, where the auditers provide non-audit services,

their ohijectivity and independence is safeguarded.

Remuneration Committee
The Remuneration Committee comprises the Norn-executive Director, Doug Liversidge, and two of the Non-executive Directors, Dr Edwin Moses
and Prof Tony Atkinson. The Committes is responsible for making recommendations to the board on the remuneration of aii the Directors.

Nominection Committee

Tha Nemination Committee comprises the Nor-executive Directors, and is chaired by the Charman, Doug Liversidge. It wiil meet as necessary and will
be responsible for making recommendations to the board on the appointments of executive and Non-execulive Directors. When required, it will be the
usual practice of the Nomination Commitiee tc employ specialist external search and selection consultants to assist in the appointment process for new
executive and Non-executive Directors,

Terms of reference
The terms of reference for the Audit, Remuneration and Nomination Committees are availzble on request from the Company Secretary.
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Performance evaluation

Performance of sach of the executive Directors will be evaluated on an angoing basis by the Chairman and the Non-exeGutive Directors, with a formal
review held at least annually. The Non-executive Directors are responsiple for the performance evaluation of the Chairman, taking into account the views
of the other executive Directars. The Non-executive Directors will meet with the Chairman on an ad hoc basis but at feast once a year to appraise the
Chairmar's perfermance. The performance of the Non-executive Directors and the sub-committees on which they serve are reviewed by the executive
hoard on an cngoing basis.

Relations with shareholders

Kay members of the execuiive board regulariy visit institutiona investors, and the full board is encouraged to make itself available for questions at all shareholder
meetings it holds. The Chairman and Chief Executive plan 1o report back to the board views of investors obtained at analysts' and brokers' briefings.
The board will usa the Annual General Mgeting to communicate with private and institutional investors and welcomes their participaticn. The Chairman
aims 1o ensure that the Chairman of the Audit, Rernuneration and Nomination Committees 1S available at Annual General Meetings to answer guestions.

Internal controls

The Directors acknowiedge that they are responsibie for the group’s system of miernal control and for reviewing its effectiveness. Intermnal control systems
are designed to meet the particutar needs of the group and the risks lo which it is exposed. In accordance with the guidance of the Turnbull Committee
on internal control, the proceduras will be regularly reviewed in an ongoing process (o idenitify, evaluate and manage the significant risks faced by the group.
The procedures are designed to manage rather than eliminate risk of failure to achieve business objectives and can only provide reasonable but nat
ahsolute assurance against material misstatement or 10ss.

The key procedures which the Directors have establiished with a view to providing effective internal control are as follows:

*  Management structure
The board has gverall responsibility for the group, and there is a formal scheduie of matlers specifically reserved for decision by the board.
Each executive Direstor has been given responsibility for specific aspects of the group’s affairs. The executive Directors meet weekly to discuss
day-to-day operational matters.

« Control environment
The group’s control environment is the respensiolity of the group's Directors. and the internal controls were implernented in February 2005.
The effectiverniass of the group’s internal controls will be reviewed annually to ensure they remain appropriate.

+ Mcin control procedures
The Diractors have establishad controf procedures in response to key risks. Standardised financial contre! procedures operate throughout the group
to ensure the integrity of the group's financial statements. The board has established procedures for authorisation of capital and revenue expenditure.

+ Monitoring system used by the board
The board reviews the group's performance against budgels on a monthly basis. The group’s cash flow is monitored bi-monthly by the board.

+ Iniernal aqudit
The group doss not have an independent internai audit function. as the board does not consider the current scale of operations warrants such a function.
However, as the group continues to grow, the board will keep this under review, with a view to creating an internal audit function when it is warranted.

Going concern
After making enquiries, the Direclors have a reasonable expectation that the group has adequate resources 1o continue in pperational existence
for the foreseeable of this reason, they continue to adopt the going concern basis in preparing the financial statements.

oug Liversidge CBE /

Chairman
17 October 2006
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report on directors’ remuneration

This remunaration repert sets out the company's policy on the remuneration of executive and Non-executive Directors, together with detall of Directors’
remuneration packages and service contracts.

Remuneration Committee

For the financial year ended 31 July 2006, remuneration policy for executive and Non-executive Directors and the determination of individual executive
Directors' remuneration packages have been delegated to the board's Remuneration Committee comprising three Non-executive Directors, one of which
is the Non-executive Chairman.

In selting the remuneration palicy, the Remuneration Committee censiders a number of factors including:

(a) the basic salaries and benefits available to executive Dirgctors of comparabie companies;

(£) the need to attract and retain Directors of an appropriate catibre;

{c) the need to ensure executive Directors’ commitment to the continued success of the company by means of incentive schemes; and

(d) the need for the remuneration awarded to reflect performance.

Remuneration of the Non-executive Direciors

All the Nan-executive Directors, except for Simen Oakland. who represents NP1 Venlures, received a fee for their services. This fee is agreed by the board
following recommendation by the Chairman with a view {0 rates paid in comparaple organisalions and appointments, The Non-executive Direclors did
not recelve any pension or other benefits from the company, nor did they participate in any bonus or Incentive schemes other than share options.

The Non-executive Directors each have a three year service contract with the company with three months' notice either side. After this ime the appointment
is reviewed annually.

Remuneration policy for executive Directors
The company's remuneration policy for executive Directors isto

{a) have regard to the Directors’ experience and the nature and complexity of their work in order to pay a competitive salary that attracts and retains
management of the highest quality;

{b) link individual remuneration packages 1o the group's long term performance through the award of discretionary bonus schemes; and

{c) provide employment related benefits including life assurance, insurance refating to the Director's duties and medical insurance.

Sqlaries and benefits

The Remuneration Committee meets at least once a year lo consider and set the annual salaries for executive Directors having regard to personal

performance and information regarding the remuneration practices of companies of similar size and of industry competiors. Executive Directors’
salaries were last reviewed in January 2008.
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Directors’ service contracts

The service contracts of the executive Directors provide for six months’ notice of termination. Other than the notice periods afforded t¢ the executive
and Non-executive Direclors, there are no special provisions for compensation in the event of loss of office. The Remunsration Commitiee considers
the circumstances of individuat cases of early termination and determines compensation payments accordingly.

Details of indivicual Directors’ service contracts are as follows:

Effective Unexpired term Notice

contract date at 31 July 2006 petiod

0 Liversidge (Chairman) 01 December 2004 16 months 3 months
D Baynes 26 January 2005 n/a 6 months
P Grant 26 January 2005 n/a 6 months
S Gall 01 Aprii 2005 n/a & months
E Moses 01 December 2004 16 months 3 months
T Atkinson 01 December 2004 16 months 3 months
D Catton 01 December 2004 16 months 3 months

the Directors are required to retire by rctation once every three years. No Director is required o retire by rotation at the forthcoming Annual General Meeting.

Non-executive Directorships

With the permission of the Chairman, the executive Directors may accept appointments as Non-executive Directors. Where an executive Director
accepts an appointment to the board of a company in which the group 1s a shareholder, the group retains the Directors’ fees. Fees earmed for
Directorships of companies in which the group does nat have a shareholding would be retained by the Direclors.

Directors’ detailed emoluments
Details of incividual Directors’ emoluments for the year are as follows:

Satary Pension Total Total
and fees Banuses contributions Benefits 2006 2008
£ £ £ £ £ £
Executive

D Baynes 125,000 — 12,500 152 137,652 66,000
P Grant 112,500 — 11,250 152 123,902 60,500
S Gall 112,500 11,250 152 123,902 40,334

Non-executive
D Liversidge (Chairman) 24,000 — — 24,000 16,000
E Moses 24,000 — e - 24,000 16,000
T Atkinson 24,000 — — — 24,000 16,000
D Catton 12,000 — — — 12,000 8,000
S Qakiand * — — — — - -
434,000 — 35,000 456 469,456 222,834

* Joined board on 20 April 2008, as part of the NP1 Ventures agreement and is an unpaid Non-execulive Director.

Remuneration in the year ending 31 July 2005 was only paid after the company listed on AIM on 2 February 2005 and hence relates to approximately
six months’ trading.

The penston contributions are paid into private pension plans nominated by the related Directors or can ne included with the basic salary. At the year end
an amount of £12,500 was accrued but unpaid.

No Director waived emoluments in the year (2005 £Nil).
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report on directors’ remuneration
continued

Directors’ interests in share options
Details of options heid by Directors over the company’s Ordinary Shares of 1p are set gut below.

As at As at Earliesl
31 July 31 July Exercise EXQICISE Expiry
The scheme 2006 2006 price date cate
E Moses 33,333 33,333 150p 28.01.08 28.01.15
T Atkinson 33,333 33,333 150p 28.01.08 28.01.15
D Catton 33,333 33,333 150p 28.01.08 28.01,15

The market price of the company's shares at the end of the financial year was 160.0p (2005: 118.5p) and the range of market prices during the year was
175.5p to 110.0p (2005: n/a).

Each opticn will vest monthly as to one thirty-sixth of the Crdinary Sharas under oplion on the expiry of each month following the date of the grant untit the third
anniversary of the date of the grant when the option shall become fully vested. Any vested portion of the options will normally be exercisable between
the expiry of the third month after the date of the grant and the 10th anniversary of the date of the grant. No performance conditions are requirgd 1o be met.
Options wilt become immediately exercisable in fufl on the death of the option holder for a period of 12 months from the date of death. [f an option-holder
ceases to be a Non-executive Director of the company for any reason other than death, hus option (to the extent unexercised and unvested) will lapse.
On a change of controi or a voluntary winding-up of the company, options may be exercised in full for a fixed pencd. Options will lapse on the expiry

of ten years from their date of grant.

Until options are exercised, the oplion-hoiders have ne voling or other rights in respect of the Ordinary Shares under thewr options. Ordinary Shares issued
pursuant to the Share Option Agreements shall rank pari passu in all respects with the Ordinary Shares already in issue except that they will not rank
for any dividend or other distribution announced prior to the date of the exercise. Options are not transferable nor are they pensionaole.

Directors’ interests in shares
The Direclors at 31 July 2006 and therr interests in the share capital of the comgzany, other than in respect of options 1o acquire Ordinary Shares, were as follows,

31 July
The company - Ordinary $p Shares 2006
D Baynes 1,333,332
P Grant 1,333,332
S Gall 1,333,332
D Liversidge (Chairman) —_
E Moses —_
T Alkinson —
D Catton —_
S Qakland —

On 27 January 2006 David Baynes, Peter Granl and Stuart Gall granted an option to Doug Liversidge entiting him to acquire 97,756 Ordinary Shares from each
of them at an aggregate exercise price of £44,000. The options can be exercised at any time prior to 27 January 2015 Doug Liversidge has undertaken
10 Biofusicn to indemnify it from any PAYE anct employers’ national insurance contributions payable by the group as a result of the exercise of any or all
of these options.

NPI Vantures, of which Simon Oakiand is a Director, holds 1,498,445 Ordinary Shares and has warrants over 3,675,000 Ordinary Shares.

Apart from the interests disciosed above, no Directors held interests at any time mn the year in the share capital or loan stock of the company or other
group companies.
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Total shareholder return
The following line graph shows for the financial year ended 31 July 20086, the total cumulative sharehoider return on a hoiding of the company's Ordinary

Shares compared with a hypothatical holding of shares made up of compartes in the FTSE AIM All Share index, which the Directors believe reflects the
most appropriate benchmark for the company's performance.

The company has never paid a dividend, and so the tolal shareholder return has been calculated as the weekly movement in the share price by
reference to a base point of 31 July 2006.
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directors’ report

The Directors present their report and the group financial stalemants for the year enged 31 Juiy 2005
= o ki ;

Resuits and dividend
Group ioss for the year aiter taxation anc minerity interests amounted 1o £607.340 (2005 loss £386,768). Tne Drectors de not recommend the payment
of a dridend (2005 ENIY.

Principal activity
The group's prncipal actvity is the commerciaksation of I hat is developad at universitics and similar establishments

Enhanced business review
The Compan:es Act 1985 (Operating and Financial Review) Reguations 2005 require that the Directors present an enhanced Directors’ repoit.
These enhancemants are provided within the Chairman's staternent and Chief Executive's review.

Directors
The names of the Directors who heid office during the financial year are as foltows:

Executive

D Baynes appointed 02 November 2004
P Grant appoinied 01 Becember 2004
S Gall appointed 27 Aprit 2005

Non-executive
G Lvars:dge (Charman) appontad U1 Gecomber 2004

£ Moses itad 01 December 2004

T Atkinson iteci Gt Decemizer 2004
5 Catton appomad 01 Decerber 2004
§ Qakiand appontad 20 Apni 2006

Detais of the nterasts of Directars In the share capital of the company, lngether wih detaizs of share options graniad Lo them, are set outin [ report
on the Directors' remuneration.

International Financial Reporting Standards (IFRS}

in June 2002, the Council of Minisiers of the Europear Union (EU} approved a regligtion (the "Reguiation”) reduirng ai compan.es Hal une &
by the law of 2 member state 1 and whose scounibes are admitied to frading on a Reguiatad Market 0f any member staie 10
fhancia slataments n accordance with 1FRS as adopted by the Et). The Regulalion 1s 1o be effectve for each financial year starting «
with respect 10 companes with bsied equilty securities.

Fram 12 Oclaber 2004, AlM operated as an exchange-regulated market, resinguishing its EU-reguialed market status. This means that Al companies
fall outside the scope of the reguiation. '

Hawever on 7 October 2004, the London Stock Exchange confirmed changes 1o the AIM ruies which will require AIM companies 1o use IFRS for financa
years commencing on of after 1 January 2007 FRS wiil continue to be oplionat for financial years commencing on or after 1 January 2006

The group wil adopt any selevant siandarcs issued oy the UK Accounhng Standards Board and the Internat:anal Accounting Standards Board as ihey
become appicabie The adopton of IFRS may have a rnaterial impast on the aroup’s inancial pesition and reporled rasuits, particuiany measurament
of the far vaiue of the greup's inancial instrurpents
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Financial risk management
The group's prcipal financial instruments comprise cash and ioan notes. The main purpose of these financial instruments is to raige finance for the
group’s operanons. The group has various other fimancial instruments such as trade debtors and trade creditors that anse directly from its operations.

Major interest in shares
As at 16 October 2005, according to the company's register, the following shareholders each held 3% or more of the company's issued share capital:

Name Crdinary 1p shares % Holding
University of Sheffield 9,333,324 4594
Vidacos Nominees Limited 1,661,639 8.18
Rarclayshare Nominges Limited 1,502,587 7.40
P Grant 1,333,332 6.56
D Baynes 1,333,332 6.56
S Gall 1,333,332 6.56
Vidacos Nominees Limited 1,150,000 5.66
Chase Nominees Limited 908,500 447

Creditor payment policy
The group's policy I to:

(a) estatlish the payment terms with suppliers when agreeing the terms of supply;

{b) ensure that suppliers are aware of the terms of payment; and

{c) adhere to the agreed terms.

The group's average crediter payment percd at 31 July 2006 was 37 days (2005: 32 days). The company has no trade creditors,

Charitable donations
During the year the group made no charitable donatons

Buditors
In accordance with Section 384 of the Companies Act 1985, a resolution for the reappeintment of KPMG Audit Pic is to be proposed at the forthcoming
Annual General Meeting.

By order of the board

David Baynes
Chief Executive
17 October 2008
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statement of directors’ responsibilities

The Directors are responsible for preparing the Directors” report and the Bnancial stalementis 1 accrcance wally appicatie iaw and reguiatons

Aremnants or cach inancial year Under thal faw the £ 1S have ol

ordance with UK Accountng Standarnds.

Company faw requires the Dirsctors (o prepare Iinanc
and the parert company financial statements in aco

actto prepare the group
e and lar view of the state of aif of tha group and he parent Gompany

The ar L.l‘ a0 ;M

In pres s these finanoia slatemonts . the Durectors are roguired to

»  solect sudsbie accounting potcies and hen apply thern consigiently:

»  nake udgements and estmates that are reasonabie and prudent:

»  state whether applicable accounting standards have heen fellowed. subject 10 any materiai departures disclosad and expiained nihe
financial stalements. and

« prepare the financial slalements on the going concern asis s inapproprate to presume that the group and the parent comparny

wiil gontinee in busnNgss

Tha Dwectors are responaible for keeping proper accounling records that disciose with reasonalie accwacy al any tme the financial postion of the
parent company and enghie theni 1o ensure thal | i5 financial statements comply with the Comparnies Act 1985, [hey have a general responsibii

for taking such steps as are reasenably opan 1o them to safeguard the assets of the groy and to pravent and delect fraud dIIU Q hermﬂauiarmus
G B Y 20 Y P

The Direciars are responsible for the maintenance and inlegrily of the corperate and financial iformation nociuded on ihe company's websie,
Legislation it the UK governing the preparation and dissemination of financia’ statemants may di fter from legisiation in other junsdictions.
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independent auditors’ report

report of the independent cuditors, KPMG Audit Plc, to the members of Biofusion plc

We have audited the group and parent company financial statements {the “financial statements”) of Biofusion plc for the year ended 31 July 2006 which
comprise the consolidated profit and loss account, the consolidated and company balance sheets, the consolicated cash flow statement, and the
reiated notes. Thess financial stalements have been prepared under the accounting policies set out therein.

This report is made solely to the company’s members, as a body, in accordance with Section 235 of the Cormpanes Act 1985. Our aucit work has been
undertaken so thal we might state to the company’s members those matters we are required to state o them in an auditors’ report and for no other purpase.
To the fullest extent permitted by law, we do not accept or assume responsibility to anyone cther 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.

Hespective responsibilities of Directors and auditors
The Directors' responsibiities for preparing the annual report and the financial stalements in accordance with applicable law and UK Accounting Standards
{UK Generally Accepted Accounting Practice) are set out in the Statement of Directors” responsibilities on page 20.

Our responsibility is to audit the financial statements in accordance with relevant legal and regulatory requiraiments and International Standards on Auditing
{UK and Ireland).

We report to you our opinion as to whether the financial statements give a true and fair view and are properly prepared in accordance with the Companies Act 1985,
We also report to you whether in our opinion the information given in the Directors’ repart is consistent with the financial statements. We alsc report 1o you if,

in our opinion, the company has nat kept proper accounting records, if we have not receivad ail the information and explanations we require for our audit,
or If information specified by law regarding Directors’ remuneration and other transactions is not disclosed.

We read the other information contained in the annual report and consider whether it is consistent with the audited financial statements. We consider
the implications for our report if we become aware of any apparent misstatements or material inconsistencies with the financial statemenis. Our responsibiities
do not extend to any other information.

Basis of cudit opinion

\We conducted our audit in accordance with Internationa! Standards on Auditing (UK and Ireland} ssued by ihe Auditing Practices Board. An audit includes
examination, on a test basis, of evidence relevant to the amounts and disclosures in the financial statements. it also includes an assessment of the significar:t
estimates and judgements made by the Directors in the preparation of the financial statements, and of whather the accounting policies are appropriate
to the group's and comparny's circumstances, consistently applied and adequately disclosed.

We planned and performed cur audit so as to obtan ali the information and explanations which we considered necessary in order to provice us with
sufficient evidence to give reasonable assurance that the financial statements are free from material misstatement, whether caused by fraud or other
irregularity or error. in forming our opinion we aiso evaluated the overall acequacy of the presentation of information in the financial statements.

Opinion
In our opinion:

« the financiai statements give a frug and fair view, in accordance with UK Generally Accepted Accounting Practice, of the state of the group's
and the parent company's affairs as at 31 July 2006 and of the group's loss for the year then ended,
«  the financia stalements have been properly prepared in accordance with the Companies Act 1985; and

« the information given in the Directors' report is congistent with the financial statements.

< eme Aoadt Ple

KPMG Audit Pic
Chartered Accountamts
Registered Auditor
Leeds

17 October 2008
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consolidated profit and loss account

{for the year ended 31 July 2006

Continuing

operations Acquisitions Total
2006 2006 2006 2005
Note 3 £ £ £
Turnover 2 228,070 51,200 279,270 229,857
Cost of sales (2,761) {20,070) {22,831} {103,821)
Gross profit 225,309 31,130 256,439 126,236

Administrative expenses

- Normal {1,167,048) (235,190) (1,402,238) (616,468)
- Exceptional 4 181,358 - 181,358 —
{985,690) {235,190) {1,220,880) (616,466}
Operating loss (760,381) {204,060} (964,441) (490.230)
Interest receivable and similar income 7 349,084 141,748
Interast payable and similar charges 8 {102,498) {68,819)
Loss on ordinary activities before taxation 3 {717,855} (417,301)
Tax on loss on ordinary activities g —_ —m
Minority interests 21 110,515 20,533
Loss for the financial year {607,340) (396,768)
Basic and diluted loss per share 10 {3.14p) {2.47p)

All results relate to continuing operaticns.

There ia no difference between the loss on ordinary activities before taxation and the toss for the years stated above, and their historical cost equivalents.

The notes on pages 26 to 41 form part of these financial statements.

There were no recognised gains or losses ofher than those recognised in the profit and ioss accaunt for either year.
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consolidated balance sheet

at 31 July 2006

consolidated balance sheet
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2008 2008 2005 2005
Note £ £ £ £
Fixed assets
Intangible assets 12 68,020 491,979
Tangible assets 13 24,708 17,446
Investments 14 3,370,063 1,809,183
3,462,791 2,318,808
Current assets
Stock 15 7,213 —
Debtors 16 568,222 600,083
Cash al bank and in hand 5,883,381 6,225,435
6,459,016 6,825,518
Creditors: amounts faling due within one year 17 {196,727) (237.055)
Net current assets 6,262,289 6,588,463
Total assets less current liabilities 9,725,080 8,907,071
Creditors: amounts falling due after more then one year 18 (2,037,810) (2,482,870)
Net assets 7,687,270 6,424,401
Capital and reserves
Called up share capitai 19 203,164 188,200
Capital reserve 20 2,079 2,079
Share premium 20 8,905,736 6,993,200
Capital redemption reserve 20 888 888
Profit and loss account 20 {1,369,670) {762,330)
Shareholders’ funds 7,742,197 6,422,037
Minority intergst 21 {54,927} 2,364
7,687,270 6,424,401

These financial st

$'were approved by the board of Directors on 17 Octeber 2006 and were signed on its behalf by the Chairman:
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company balance sheet

at 31 July 2006

2006 2008 2005 2005
Note £ £ £ £
Fixed assets
Investiments 14 921 921
921 921
Current assets
Debtors 16 8,916,557 7,181,367
Net current assets 8,916,557 7,181,367
Net assets 8,817,478 7.182,258
Capital and reserves
Called up share capital 19 203,164 188,200
Share premium 20 8,905,736 6,993,200
Capital redemption reserve 20 B88 888
Profit and loss account 20 {192,310) —
Sharehoiders’ funds 8,917,478 7,182,288

ente were approved by the board of Directors on 17 October 2006 and were signed on its behalf ty the Chairman:

’
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consolidated cash flow statement

for the year ended 31 July 2006

25

2006 2005
Note £ £
Net cash outflow from operating activities 24 (943,382) (1,173,164}
Returns on investment and servicing of finance
intergst received 349,084 141,748
Taxation - -
Capital expenditure and financial investments
Payments for tangible fixed assets {12,728) (21,679)
Payrments for fixed assets investments (1,960,880)
Proceeds from sales of tangible fixed assets 360 —
Net cash outfiow from capital expenditure and financiat investment {1,573,308) (21.67%)
Net cash outflow before financing and acquisitions {2,167,606)  (1,053,095)
Acquisitions
Payments to acquire investments in subsidiary undertakings (127,500) —
Net cash acquired with subsidiaries 25,552 94,532
Net cash outflow befare financing {2,269,554) (958,563)
Financing
Issue of ordinary share capital 2,000,000 8,229,995
Share issue costs {72,500}  (1,048.626)
1,927,500 7,181,370

{Decrease)/increase in cash in the period 24 (342,054} 6,222,807
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notes to the financial statements

for the year ended 31 July 2006

1 Accounting policies
Tne following accounting palicies have been applied consistently in dealing with items which are considered material in relation 1o the financial statements.

Basig of preparation
The financial staterments have been prepared in accordance with applicabie accounting standards, under the historical cost accounting rufes and with
the requirermnents of the Companies Act 1985, except as explained below.

Basis of consolidation

The consolidated financial statements include the firancial statements of the company and its subsidiary undertakings made up to 31 July 2008.
The acquisiticn method of accounting has been adopted. Under this method, the results of subsidiary undertakings acquired or disposed of in the year
are included n the conselidated profit and loss aceount from the date of acquisition or up to the dale of disposal.

Those investments that are associated undertakings are casried at cost in accordance with the group's normad policy and are not equity accounted as reguired
by the Companies Act 1985. The Directors consider thal as these investments are held as part of the group’s portfolic with a view to the ultimate realisation
of capital gains. equity accounting would not give a true and fair view of the greup’s interest in these investments. The effect of this is to reduce the loss
for the financial year by £364,026 (2005: £277,456) and increase westments by £3,792,841 (2005 £2,072,472).

Merger accounting has been adopted to consoiidate the subsidiary Biofusion Trading Lim#ed under the provisions of Financial Reporting Standard 6
‘Acquisitions and Mergers'.

Turnover

Turmover, comprising fees for various advisory and fund management services and proceeds from the sale of investments, is recognised in the profit and loss
acoount when the refated services are performed and when censidered recoverabie. All turnover is generated within the United Kingdom and is stated
exclusive of value added tax.

Goodwill
Goodwill arising on the acguisition of subsidiary undertakings, representing the excess farr value of the consideration given over the fair value of the identifiable
assets and lizbilties acquired is capitalised and written off on a straight line basis over its useful economic fife, which is ten years. Provision is made for impairment.

Investments
Investrments are stated at historic cost less any provision for impairment in value, and are heid for long term investment purposes. Investments are ciassified
as equity investments and loans which are convertibie to equity in the future.

Provisions are based upon an assessment of events or changes in circumstances that indicate that an impairment has occurred. This nciudes the performance
and/or prospects (including financial prospects; of the investee company being significaritly below the expeclations on which the investment was based,
a significant adverse change in the markets in which the investee company operates or a deterioration in general market conditions and the value implied
by third party external funding in the year.

Stocks
Stocks are stated at the lower of cost and net realisable value.

Fixed assets and depreciation
Depreciation is provided to write off the cost less the sstimated residual value of tangible fixed assets by equal instaiments over their estimated useful
economic lives as foilows:

Computer equipment - 25% per annum

Office eguipment 33.3% per annum
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1 Accounting policies continued

Payments on account

Payments on account represent transfer of funds in advance to the University of Sheffield held on the balance sheet of Biofusion Trading Lid.
The payments on account are held at cost, less any amounts transterred to equity investments on account of the acquisition of interests in spin-out
companies from the University of Sheffield Life Science department.

Pension commitments
The group makes defined contributions to employees’ approved perscnal pension plans. Contributions are charged to the profit and loss account
in the period in which payments are payable to the pension funds.

Deferred taxation

Provision is made in full for deferred tax liabilities that arise from timing differences where transactions or events, thal result in an cbiigation to pay more tax
in the future, have occured by the balance sheet date. Deferred tax assets are recognised 1o the extent that it is considered more likely than not that they
will be recoverable, Deferred tax is measured at the average tax rates that are expected to apply in periods n which the timing differences are expected
1o reverse based on lhe lax rates and Jaws that have been enacted or substantially enacted by the balance sheet date. Deferred tax assets and liabilities
are not discounted.

Financial instruments

Currently the group does not enter inte derivative financial nstruments, Financial assets and financial liabilities are recognised and cease 10 be recognised
on the basis of when the related titles pass (o or from the group, Financial assels are stated af the lower of cost to the group, less provision for amortisation
and impairment.

2 Turnover
Turnover and loss on ordinary activities before 1axation are derived enlirely from the principal activiies within the United Kingdam.

3 Loss on ordinary activities before taxation

2006 2005
£ £
Loss con ordinary activities before taxation is stated after charging/{crediting)
Auditors' remuneration:
Statutory audit 23,720 15,100
Depreciation and other amounts written off tangible fixed assels 4,082 4933
Loss on sale of fixed assets 1,084 —
Amartisation of goodwill 55,401 54,664

Profit on deemed disposal of subsidiary {note 22) {5,039) —
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notes to the financial statements continued

for the year ended 31 July 2006

4 Exceptional items

2006 2005
£ £

Goodwill impairment {420,521) —
Waiver of loan note 550,858 -
Waiver of loan note interest 51,021 —
181,358 —

Following an impairment review of the geodwill associated with the acquisition of Bioacta Ltd, the Directors have recarded an impairment charge of £420,521
reprasenting the unamortised balance of that goodwill at 31 July 2006.

In accordance with the agreement dated 25 January 2005, Biofusion can return the shares in the companies purchased and cancel the debt and accumulated
interest. Following agreement from the University of Sheffield that they agree to waive these amounts, the loan note and acorued interest have been credited
to the profit and loss account.

5 Remuneration of Directors

2006 2005

£ £

Directors’ emoluments 434,456 207 667
Company contributicns 10 money purchase pension schemes 35,000 156,167
469,456 222,834

The aggregate of emolurnents of the highest paid Director was £125,152 [2005: £60,000) and company pension contributions of £12,500 (2005: £6,000)
were accrued for payment to be made into a money purchase scheme on his behali.
Number of Direclors

2006 2005

Retirement benefits are accruing to the following numiber of Directors under:
Money purchase schemes 3 3
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8 Staff numbers and costs

notes to the financial statements

The average number of persons employed by the group (inctuding Directors) during the year, analysed by category. was as follows:

29

Number of Directors

2006 2005
Directors 8 4
Staff 2 —

10 4
The aggregate payrolt costs of these persons were as follows:
2006 2005
£ £
Wages and salaries 487,958 211,667
Social security costs 51,025 22,441
Other pension Costs 35,000 15,167
573,983 249,275
7 Interest receivable and similar income
2006 2005
£ g
Bank interest receivable 261,250 141,748
Interest on lpans 1o associated undertakings 87,834 —
349,084 141,748
8 Interest payable and similar charges
2006 2005
£ £
Interest on loans from related parties 98,571 68,819
Qther interest payable 3,747 —
102,498 68,819




3 0 notes to the financial statements biofusion ple
annucl report and aecounts 2006

notes to the financial statements continued

for the year ended 31 July 2006

9 Tax on loss on ordinary activities

Analysis of charge in year
2006 2005

Current tax
UK corperation tax on toss of the pericd — _
Adiustments in respect of prior year — _

Tax on loss on ordinary activities —_ —

No deferred tax asset has been recognised in respect of trading iosses carried forward due fo the uncertainty of the availability of future taxable profits
from which the trading losses can be deducted. The total amount unprovided at 31 July 2008 is £227,521 (2005: £97.254).

2006 2005

£ e

Accelerated capiial allowances 502 64
Tax losses carried forward (228,023) {97,318)
{227,521) {97,254)

Factors affecting the tax charge for the current period
Current tax on income for the period is lower (2005 lower} than the standard rate of corporation tax in the UK (19%) (2005: 19%). The differences are explained below:

2006 2005
£ £

Current tax reconciliation
Loss on ordinary aclivities before tax {717,855) (417,301}
Current tax at 19% (2005 19%) (136,393) (79.287)
Effects of:
Expenses not deductible for tax purposes 6,126 24,792
Capttal allowances for period in excess of depreciation {438) (146)
Unutilised tax losses 130,705 54,641

Totat current tax charge {see above) —_ _
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10 Basic and fully diluted loss per ordinary share

2006 2005
No. No,
Number of shares
Basic weighted average number cf shares in issue 19,318,799 16,076,652
Loss retained in the year {607,340} (396,768)

The basic logs per share is based on the weighted average numiber of Ordinary Shares in issue durng the year. This included 18,819,984 shares
in issue throughout the vear, and 1,496,445 shares issued on 23 March 2006 which were included for 4/12th of the year. In the year ended 31 July 2005
the number of shares in issue was restated tc reflect the merger accounting for Biofusion Trading Lid and the bonus issue in the year,

The caiculation of diluted loss per Ordinary Share is identical to that used for basic loss per share. This is because the exercise of options would have
the effect of reducing the loss per Ordinary Share and is therefore not ditutive under the terms of Financial Reporting Standard 14 ‘Earnings per Share’.

11 Result for the financial year
As permitted by Section 230 of the Companies Act 1985, the company's profit and toss account has not been included in these financial stataments.
The compary’s result for the financial year was a logs of £182.310 {2005: €Nil).

12 Iniangible fixed assets

Goodwill
Group £
Cost
At 1 August 2005 546,643
Additions 59,450
Disposals (7,487)
At 31 July 2006 598,606
Aggregated amortisation
At 1 August 2005 (54.664)
Charge for the year (55,401)
Impairment losses (420,521)
At 31 July 2006 {530,586)
Net book vaiue
At 31 July 2006 68,020
AL 31 July 2005 491,979

intangibte fixed assets relates to the goodwil generated on the acquisition of the subsidiaries, Bioacta Lid, Diurna: Lid and from additional investment
in Lifestyle Choices Lid. The Directors have performed an impairment review of the geodwiil associated with each company and have written down in total
the capitalised unamertised gocdwil of Bicacta Ltd because of uncenainty relating 1o its future revenue streams. The remaining goodwill of £68,020 relates
to Diumat Ltd and Lifestyle Choices Ltd and will be amortised over the remainder of its useful economic life.

Additions in the year relate to negative geodwill of £200 generated on Biofusion's initial investment in Litestyle Choices, and goodwill of £58,650 when
Bioiusion increased its shareholding in the same company from 50% ta 60% in April 2006 for a consideration of £120.000 (see note 25).

The deemed disposal of £7,487 relates to the company's shareholding in Ciurnal, as outlined in note 22.
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notes to the financial statements continued

for the year ended 31 July 2006

13 Tangible assets

Cornputer
equipment
Group
Cost
At 1 August 2005 23,779
Additions 12,728
Disposals (2,070)
At 31 July 2006 34,437
Depreciation
At beginning of year {6,333)
Charge for year {4,082)
Disposals 686
At end of year {9,729)
Net book value
At 31 July 2006 24,708
At 31 July 2005 17,448
The company has £Nil (2005: £N#) fixed assels.
14 Investments
Total
paticipating
Equity Lcans interests
Group £ £ £
Cost
At 1 August 2005 1,809.183 — 1,809,183
Additions 433,239 1,127 841 1,560,880
At 31 July 2006 2,242,422 1,127,641 3,370,063
Provision for impairment
At 1 August 2005 and 31 July 2006 — — —
Net book values
At 31 July 2006 2,242,422 1,127,641 3,370,063
At 31 July 2005 1,808,183 — 1,809,183

investiments relate to shareholdings in portfolio cornpanies below 50%. In accordance with the group's accounting policies these amounts are held at
cost less any provision for impairment.

The vaiue of participating interests comprises of investments in Associates £3,012,238 (2005: £1,451,358) and other investments £357,825 (2005 £357,825}.
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14 Investments continued
Shares
in group
undertakings
Company £
Cost and net book value
At 1 August 2005 921
Additions _
At 31 July 2006 921
Shares in group undertakings represent the company's investment in Biofusion Trading Lid.
The group's interest in companies at the year end is as foliows:
Country of Principal Class of
incorparation activity Holding shares held
Subsidiary undertakings
Biofusion Trading Ltd United Kingdom Holding company 100% Ordinary
Phase Focus Limited™ United Kingdom Lensless Micrescopy 100% Crdinary
Mantetum Limited™ United Kingdom 1P development company 100% Qrdinary
Lifestyle Choices Limited* United Kingdom  Ovarian reserve measLsement 60% Ordinary
Diurnal Limited™ United Kingdom Hormone replacement 60% QOrdinary
Gencphrenix Limited* United Kingdom Identification of 60% Ordinary
Schizophrenia targets
Bicacta Limited™* United Kingdom Angicgenesis compounas 52.4% Ordinary
Participating interests
Adjuvantix Lid~ United Kingdom Vaccine adjuvants 41.1% Ordinary
Asterion Ltd* United Kingdom Cytokine therapes 38.0% Qrdinary
Axcrdia Ltd* United Kingdom Stern celi therapy 36.1% Ordinary
Ceiltran Ltd* United Kingdom Chronic wound therapy 26.6% Crdinary
Simecyp Ltd* United Kingdom Drug metabolism 25.0% Ordinary
Other investments
Piasso Technology Lid* United Kingdom Surface chemistry 9.0% Ordinary

* Held indirectly by Biofusion Trading Ltd.




]

3 4 notes to the financial statements biofusion ple
cmnual report and accounts 2006

notes to the financial statements continued

for the year ended 31 July 2006

15 Stock
Group Company
2006 2008 2006 2003
£ £ £ £
Finished goods and goods for resale 7413 — — —
16 Debtors
Group Caompany
2006 2008 2006 2005
£ £ £ £
Trade debtors 84,569 4,039 —_ —
Amounts due from associated undertakings 16,120 127,621 —_ -
Amounts due from group undertakings -_ — 8,916,557 7.181,367
Other tax and sccial security 19,035 114,845 — —
Cther debtors 401 20,958 — —
Payments on account 387,950 312,750 - —
Prepayments and accrued income 60,147 10,800 — —
568,222 800,083 8,916,557 7,181,367
17 Creditors: amounts falling due within one year
Group Company
2006 2005 2006 2005
£ £ £ £
Trade creditors 87,153 128,734 —_ —
Other creditors 20,500 18,032 —_ —
Other tax and sccial security 474 15018 —_ —
Accruals and deferred income 88,600 74,371 — ——

196,727 237,055 — —
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18 Creditors: amounts falling due after mors than one year

Group Company
2006 2005 2006 2005
£ £ £ £
Amounts owed to related party 2,037,810 2,452,670 — —

The amount of £2,037.810 due at 3t July 2006 includes £1.809,183 (2005; £2,428,857) that relates to loan notes and accrued interest of £167.570
(2005: £68,619) due to the University of Sheffield that arise from the purchase of the group's interest in s portfotic of spin-out companies. These amounts are
repayable on the earlier of the sale by Biolusion of the underlying share capital in the company, or the company making divideng payments or ten years
from the day of issue. These amounits are only payable to he extent that any gain or dividend is received by Biofusion. and can be cancelled by Biofusion
by the return of the shares to which they relate to the University of Sheffield.

18 Called up share capital

Number 2006 Number 2005
of shares £ of shares £
Authorised

Equity: Crdinary Shares of £0.01 each 40,000,000 400,000 30,000,000 300,000
400,000 300,000

Allotied, called up and fuily paid
Equity: Ordinary Shares of £0.01 each 20,316,429 203,164 18,819,984 188,200
203,164 188,200
Ordinary
Shares
£
Balance brought forward 188,200
tssue of shares 14,964
Balance carried forward 203,164

As part of the Side Fund Agreement dated 23 March 2006, Biofusion issued New Ordinary Shares to NPI Venlures which raised £2m before expenses.
Under the terms of this agreerment, Biofusion issued 1,496,445 Ordinary Shares of 1p each at £1.3365 per share. The costs of the issue with a 1otal value
of £72.500 were charged to the share premium account. These cost related to legal and brokerage fees incurred on the transaction.

Pursuant to this same Side Fund Agreement, NPI Ventures established a £10m Side Fund to make investment in Biofusion companies. This side fund
is under the control of NPl Ventures, but can cnly be invested in companies within the Biofusion portfolic.

Further to the same agreement and under the warrant deed daled 23 March 2608, Biofusion issued the fallowing Warrants to NPI Ventures as follows:
(i) 1,225,000 Ordinary Shares with an exercise price of £1.50;

{i} 1225000 Ordinary Shares with an exercige price of £1.60;

(i) $12.,500 Ordinary Shares with an exercise price of £1.80; and

fiv) 612.500 Ordinary Shares with an exercise price of £2.20.

All of the Warrants are exercisabie at any time commerncing on the first anniversary of lhe associated Warrant Deed and on or before the tenth anniversary
of the date of the Warrant Deed.

Any Ordinary Shares arising on the exercise of gny Warrant will rank pari passu with the then issued Ordinary Share capital of the company at the date of exercise.
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20 Beserves

Profit Share Capitat

and loss premium redemphion Capital

account aCCoUn resene esenve
Group £ £ £ £
Balance brought forward (762,330) 6,993,200 888 2,079
Issued during the year — 1,985,036 — —
Cost of share issue — (72,500) — —
Retained loss for the financial year (607,340 — — —
Balance carried forward (1,369,670) 8,905,736 888 2,079
The capital reserve represents differences on consolidation under merger accounting.

Prokit Share Capital
and loss premium redernption
account account resenve

Company £ £ £
Balance brought forward — 6,993,200 888
Issued during the year — 1,985,036 —
Cost of share 1ssue — (72,500 —
Retained loss for the financial year (192.310) — e

Balance carried forward (192.310) 8,905,736 888
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21 Minority interests

2006 2005

£ £

Balance brought forward 2,364 —
Deemed disposal {12,527} —
introduced at acquisition 6,100 22,897
Gain on dilution 59,651 —
Share of loss in the year (110,515) {20,533)
Balance carried forward (54,927) 2,364

Minority interests of £54,927 represent the minority share of Bioacta, Lifestyle Choices, Phase Focus, Genophrenix and Mantelurn's losses generated since
the date of acquisition or incorperation of these companies, less any amount invested in these companies by the minority shareholders. The gain on dilution
represents the calcutated minority interast gain upon Biofusion's stepped investment in Lifestyle Choices.

22 Related party transactions

During the year Biofusion purchased administrative and other services from Sheffield University Enterprises Ltd {(SUEL), a whally-owned subsidiary of

the University of Sheffield, totalling £8, 750 (2005: £11.810}. In addition, Biofusion provided support services [0 SUEL during the year of £180,000 (2005 £Nil)
As part settiement of the above, Biofusion accepted loans due fram Axordia and Lifestyle Choices to SUEL of £136,211. At 31 July 2006 the balance due
from SUEL was £71.177 (2005 creditor £380).

in addition under the terms of the Agreernent dated January 2005 Bicfusion Trading Ltd paid the University of Sheffield £130,000 (2005: £332,750) as payments
on account for intellectual property. Biofusicn Trading Ltd purchased IP from the University during the year with a total value of £7,800. These payments
were taken against payments on account.

During the year Biofusion has continued to accrue for interest due on leans in respect of the purchase of the criginat portfolic companies. Sheffield
has agreed to waive amounts due in respect of the Binacta purchase (note 4). Amounis cutstanding are detailed in note 18.

During the year the company supplied management services to companies in which it held a participating interest totalling £48,070 {2005: £Nil}.
At 31 July 2006 £12,211 (2005: ENl) remained outstanding.

During the yaar. the company subscribed for 6,000 shares in Diurnal at a price of £6,000 and the academics responsible for developing the company’'s
core technology subscribed for 4,000 shares at £4,000. As Biolusion had originally been 100% shareholders in this company, the group effectively made
a part disposal of the company. In accordance with Financial Beporting Standard 2 'Accounting for Subsidiary Undertakings’ the group has recognised
the profit arising, based on the carrying value of the net liabiities of Diurnal before and after the reguction including the related goodwill not charged to the
profit and loss account. The calculated profit on deemed disposal was £5,039.

Diurnal, a 60% subsidiary of the group, has a licensing agreement with Phoqus Group Pic, a company of which Dr Edwin Moses, ane of the group's
Non-executive Directors is the Chairman.
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23 Reconciliation of movements in shareholders’ funds

2006 2005
Group £ £
Loss for the financial year (607,340) (396,768)
Proceeds from share issue 2,000,000 8,229,998
Costs of share issue (72,500)  (1,048,626)
Redemption of shares — (891}
Capitat contribution — 588
Net increase in shareholders’ funds 1,320,160 6,784,599
Opening shareholders’ funds/(deficity 6,422,037 (362,562)
Closing shareholders’ funds 7,742,197 8,422,037
2006 2005
Company £ £
Loss for the financiat year {192,310) _
Proceads from share issue 2,000,000 8,229,995
Costs of share issue (72,500) (1.048,626)
Redemption of shares _ (8o
Capital contribution — B&8
Net increase in sharehoiders’ funds 1,735,190 7,181,367
Opening shareholders' funds 7,182,288 921

Closing shareholders’ funds 8,917,478 7,182,288
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2006 2005
£ £
{i) Reconcitiation of operating loss fo operating cash tlow
Operating loss (964,441) (490,230)
Amartisation of goodwilt 55,401 54,664
impairment of losses 420,521 —
Deemed profit on disposal {5,039) —
Depreciation 4,082 4,833
Loss on sale of fixed assets 1,084 —
Increase in stock (7,413) -
Decrease/(increase) in debtors 39,524 (566,650)
Increase in credilors (487,101) (175,881)
Net cash infiow/(outflow) from operating activities (943,382) (1,173,164)
2006 2005
£ £
{ii) Reconciliation of net cash flow to movement in net funds
(Decrease)/increase in cash in the period {342,054) 6,222,807
Non ¢ash movement on ioan notes 444,860 (2,482,670)
Increase in net funds 102,806 3,740,137
Opening net funds 3,742,765 2,628
Closing net funds 3,845,571 3,742,765
(iii) Net funds
Cash 5,883,381 6,225,435
Loan notes (2,037,810)  (2,482,670)
Opening net funds 3,845,571 3.742,765
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25 Acquisitions
During the year Bicfusicn established a number of new companies and increased ils sharehciding in one already established subsidiary.

On 16 Navermber 2005, Biofusion incorporated Lifestyle Choices and tock a 50% shareholding al thal time for an investment of £1,500 resulting in negative goodwill of £200.
On 25 April 2008, Biofusion increased this shareholding to 0% with a further investment of £120,000.

The fair value and book value of assets acquired on 16 November 2005 and 25 April 2006 were:

Baok and Book and

fair value fair value

16 Novermnber 25 April

2005 2006

£ £

Tangible assets — 1,792

Current assets

Stock — 6,789
Debtors — 7.663
Cash at bank and in hand 3,400 21,522
3,400 35,974

Creditors amounts falling due within one year — {51,035}
Net current assets/(liabilities) 3,400 {15,061)
Total assets less current liabilities 3.400 {13,262)
Creditors amounts falling due more than one year — {103,238)
Minarity interest at date of acquisition (1,700) 46,600
Groups existing share of net assels — 58,250
Net assets/(liabilities) 1,700 (11,650)
Net consideration 1,500 48,000
Nel (assets)/liabilities acquired (1.700) 11,650
Goodwil} arising on acquisition {200) 59,650

On 20 February 2006, Biofusion incorperated Genophrenix a £1 wholly-owned subsidiary. On 28 February 2006 Biofusion reduced its holding in Genoptvenix
to 60% following further investment with the remaining 40% of the equity being subscribed al nominal value by the founding academic, Since this time
Biofusicn has agreed to invest up to £140,000 n the company as & converible loan. This loan can be converted at a discount 10 the vaiue of the next
round at the option of Biofusion. No geodwill was generated on the establishment of this company.

On 23 June 2008, Biofusion incorporated Phase Focus. Biolusion took 100% of the share capital on incorporation for an investiment of £1.

Since the year end Bicfusion has agreed t¢ advance up to £200,000 1o the company on terms to be agreed. On 2 October 2008 Bicfusion reduced
it shareholding to 58.8% when the founders and managers of the business subscribed for 41.2% of the equity in the company at noménal value.
No goocwill was generated on the establishment of this caompany.

On 26 June 2008, Riofusion incorperated Mantelumn. Bioiusion 1ook 100% of the share capital on incorporation for an investment ¢f £1. Biofusion has agreed
to advance & loan to this company of up to £50.000. No goadwill was generated on the establishment cf this company.
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28 Post balance sheet events
On 10 August 2008, and on the successful completion of the milestones set for Axordia, Biofusion invested the second tranche of £140,000 that was payable

in accordance with the funding put in place in January 2008,

On 7 September, Biofusion acquired an 18% shareholding in Aperic Diagnostics from Sheffietd. This shareholding was acquired in accordance with Biofusion's
agreement with Sheffield that it should hold any Sheffield sharsholding in life science related companies. Aperic Diagnostics is developing a cervical probe
that it is hoped wil be used as part of future cervical cancer sCreening programmes,

On 22 September 2006, the compary invested £146,165 in Celltran as the last tranche of the funding put in place in August 2005.

On 26 September 2006, Biofusion anncunced that it had launched Phase Focus and was providing £200.000 as initial seed funding to the company.
Phase Focus is developing an original method for microscopy that does not require the use of ienses, with applications in the area of oplical, electron
and X-ray microscopy. On 2 October 2006 Bigfusion reduced its shareholding 1o 58.8% in the company when the founders and managers of the business
subscribed for 41.2% of the equity in the company at nominal value.

On 2 Oclober 2006, Axerdia announcead significant support for its research programime, ina £1.8m collaboration with Sheffieid and Lombard Medical Technologies,
which includes a £0.9m grant, from the DT! and MRC, for the development of their stent technology. The stem cell related 1P generated by this programme
will accrue to Axordia and furiher strengthens its position in the stem celi marketplace.

On 3 October, Celltran announced that it had merged its aperations with Xcellentis, a wholly-owned subsidiary of Innogenetics N.V. Under the terms of this
agreement Cellran acquired alf of the agsets and IP of Xcellentis in return for shares and warrants in Cellran that could ulimately see innogenetics N.V.
halding 51% of Celliran, As a result of the merger Biofusion's holding in Celitran is 12.4% on a fully diluted basis.
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notice of annual general meeting

Notice is hereby given that the Annual General Meeting of Bioiusion plc will be held at the offices of Ashurst, Broadwaik House. § Appold Street,
London EC2A 2HA on Tuesday 18 December 2006 at 11 a.m., for the lollowing purposes:

1. Toreceive the accounts (including the Directors’ remuneration report) for the financial year ended 31 July 2006, together with the reports of the
Directors and auditors thereon. {Resolution 1}

2. Tore-appoint KPMG Audit Plc as audilors of the Company. (Resolution 2)
3. To authorse the Directors to set the remuneration of the auditors. {Resolution 3}

By order of the board

Richard Biriles %
Company Secretary - R
17 October 2006

Registered Office:
Innovation Centre
217 Poricheilo
Sheffield

514DP

Notes:

Proxies

1. A member entitled 10 attend and vole may appaint a proxy of proxies who need not be a member of the company to altend {and on a poll to vote)
instead of him of her. Forms of proxy need 1o be deposited with the company's registrar Capita Registrars at The Registry, 34 Beckenham Road,
Beckenham, Kent BR3 4TU not later than 48 hours befare the time of the meeting. Completion of a form of proxy will not preciude a member attending
and voting in person at the meeting.

Documents on display

2. The register of Directors interests in the share capital and debentures of the company. together with copies of service agreements under which
Directors of the company are empioyed, and copies of the terms and conditions of agpointrment of Non-executive Directors are available for inspection
al the company's registered office during normal business hours from the date of this notice until the date of the Annual General Meeting and
will be available for ingpection al the piace of the Annual General Meeting for at least 15 minutes prior o and during the meeting.

Right to attend and voie

3. Pursuant to regutation 41 of the Uncertificated Securities Regulations 2001 (S 2001 No 3753, the Company specifies that in order to have the right
to attend and vote al the meeting (and also for the purpose of calculating how many votes a person entitled to attend and vote may cast), a person
must be entered on the register of holders of the ordinasy shares of the Company by no later than 11 &.m. on 15 December 2006, beng 48 hours
before the time fixed for the meeting. Changes to entries on the register after this time shali be disregarded in determining the rights ¢f any person
to attend or vote at the meeting.
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form of proxy

Piease read the notes below before completing this form.

Any amendments to this form should be inilialled by the signatory.

iMe (name(s) in full}

of {address{es))

being (a) member(s) of the above-named company, hereby appeint the Chairman of the meeting, or falling him

as my/our proxy to vote for me/us on my/our behalf as directed below at the 2006 Annual General Meeting of the company 0 be heid al the offices
of Ashurst, Broadwalk House, 5 Appold Street, London EC2A 2HA on Tuesday 18 Becember 2006 at 11 a.m., and at any adjournment thergof.

Please indicate in the boxes below how you wish your votes to be cast,

Vote
For Against witheld

Resolution 1 To receive the accounts and reports of the Directors and auditors

for the year ended 31 July 2006.

Resoiution 2 To re-appoint KPMG as audiitors of the Company.

Resolution 3 To authorise the Directors Lo set the remuneration of the auditors.

Signature Date

Notes to the form of proxy

1.

You rnay appoint one of more proxies of your own choice, if you are unable to attend the meeting but would like to vote. if such an appointment is made,
delele the words "the Chairman of the meeting” and insert the name(s} of the person or persons appomnted as proxy/proxies in the space provided.
A proxy need not be a member of the company. If no name is entered, the return of this form duly signed will authorise the Chairman of the meeting
10 act as your proxy.

In the case of a corporation, this form of proxy must be executed under its comman seal or under the hand of a duly authorised officer or attorney.

In order thal this form of proxy shall be valid, it must be deposited (together with any powsr of attorney or other authority under which ilis signea
or a notarially certified copy of such power or a copy certified in accordance with the Powers of Attorney Act 1871 of in some other manner approved
by the Directors), at the company’s registrars Capita Registrars at The Registry, 34 Beckenham Road, Beckenham, Kent BR3 4TU, not later than
48 hours befora the time appointed for the rmesting. The completion and return af a form of proxy will not. however, preclude gharghalders from
attending and voting in person al the meeting or at any adjournment thereof, shouid they wish to do so.

Ii two oF more persons are jointly entitled to a share conferring the right to vote, any one of them may vote at the meeting either in person o by proxy,
but f more than ona joint hoider is present at the meeting efther in person or by proxy. the one whose name stands first in the register of mermbers n respect
cf the joint holding shall alone be entitled to vote in respect therect. In any event, the names of all joint holders should be stated on the form of proxy.

The “vate withheld” option is provided lo enable you to instruct your proxy not to vote on any particutar resolution, however, i should be noted that
a "vote withheld" in this way is not a vote in faw and will not be counted in the calculation of the proportion of votes “for” and "against” a resciution.
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