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LAB 21 LIMITED

DIRECTORS' REPORT

The directors present their annual report and the financial statements for the year ended 31 December 2011

PRINCIPAL ACTIVITIES
The acuvities of the group during the year were focused 1n two areas

Clinical Laboratery Division: Proprietary manufactured antibody and antigen-based products, for infectious
diseases such as syphlis, CMV, TB and malara which are sold into worldwide blood banking and clinical markets
The Diviston has a continually expanding portfolio, offering a range of propnetary new and umproved
immunodiagnostic products.

Diagnostic Products Division: Propnietary molecular diagnostic testing services for patients needing diagnosis and
optimised treatment 1 areas such as cancer and virology Provides molecular testing to pharmaceutical companies
requiring specialised climical tnal services, using state-of-the-art biomarker and molecular diagnostic technologies

RESULTS AND DIVIDENDS

The group incurred a loss after taxation of £7,498,000 (2010 £5,787,000) The directors do not recommend the
payment of a dividend (2010 £ml)

BUSINESS REVIEW AND FUTURE DEVELOPMENTS
Business review

In the vear the Good Manufacturing Practice (GMP) facility project in Cambndge, UK progressed from facility
improvements through validation and manufacturing stages This 15 the largest capital project that the Company has
undertaken to date, including investment 1n a Quality Management System (QMS) so that the facility will operate at
the standard required to enable the Company’s products to be sold in the US market This mmvestment followed the
successful approval of a 510(k) application by the US Food and Drug Admimstration (FDA) regulatory authonty n
September 2010 and the company’s first product registration in China 1n June 2010 which are important milestones in
the group’s commercial plans for two of the targest healthcare markets in the world

The core UK business continued to dehver organic revenue growth with turnover increasing by 24 5% in the vear
including an increase of 21 6% 1n the ongoing business The overall group EBITDA performance reflected the
continued operating support of Lab21 Inc which generated a loss of £0 8m for the year as 1t moved through 1ts final
pre revenue stages of validatng the facility, equpment and protocols The facility received CLIA approval n
September 2011 and validation of 1mitial test menus started m the final quarter of the year

On 19 May 2011 the group made :ts seventh acqusition when 1t acquired the entire share capital of Myconostica
Limited, a company incorporated in England and Wales The mitial consideration was £3,200,000 with further
deferred censideration of £500,000 payable upon the achievement of performance related milestones 1n each of the
financial years ending 31 December 2012 and 31 December 2013 The consideration was satisfied by the 1ssue of
Lab21 Limited shares at a price of £35/share

The Myconostica acquisition was a key transaction n the year bringing complementary products to Lab21 s existing
mfectious diseases portfolio and adding a strong proprietary technology position in the fungal diagnostics market

Simultaneous with the acquisition a number of the Myconostica shareholders subscribed for shares in the Company at
a price of £30/share
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BUSINESS REVIEW AND FUTURE DEVELOPMENTS (continued)

Key performance indicators

The group’s key financial and other performance indicators during the year were as follows

2011 2010 Change

£000 £000 %

Group tumover 11,451 9,197 24 5%
Underlymng EBITDA * (2,845) (2,527) (12 6%)
Total operating loss before restructuring costs (4,981) (4,381) (13 7%)
Cash at bank 569 1,777 (68 0%)
Average number of employees 125 99 26 3%

* Underlying EBITDA (Earmings before interest, tax, depreciation and amortisation) 1s derived by adding back
depreciation, amortsation and restructuring costs to the operating loss

Group turnover increased by £2,254,000 (24 5%) dunng the year Ongoimng business, before divestments and
acquisitions, increased from £9,197,000 to £11,188,000, an increase of 21 6%

The EBITDA loss increased over the prior year by £318,000 (12 6%) including a £190,000 increase 1n research &
development expenditure and £250,000 increase in legal & professional fees as a result of paying Board fees for the
first time and increases related to the acquisitions of Microgen and Myconostica

Total operating loss before restructuring costs increased by £600,000 (13 7%) over the prior year including 1) an
increase of £209,000 in the amortisation of goodwill and ntangible assets following the acquisitions of Microgen and
Myconostica, 1) a loss on the partial disposal of Lab21, Inc common stock of £61,000, and ) research &
development expenditure and legal & prefessional fees as described above

Total admimstrative costs of £9,284,000, excluding restructunng, includes £660,000 of resecarch & development
costs, £1,852,000 of amoertisation of goodwill and other intangible fixed assets and £294,000 of depreciation

Cash at bank fell by £1,208,000 (68 0%) This comprised operating cash outflows of £3,019,000, cash inflows from
financing activities of £3,073,000, inflows from acquisitions and disposals of £702,000, outflows relaung to the
servicing of finance of £905,000, £1,014,000 on capital investment including capitahised development costs and a
£45,000 tax outflow

Average number of employees increased from 99 in 2010 to 125 1n 2011 due to the acqusition of Microgen
Bioproducts Limited 1n December 2010 and Myconostica Limited in May 2011

Qutlook and future development

The Company 1s focused on driving value from organic growth and delhivering profitability whalst 1t continues to
evaluate further acquisition opportuniies as part of 11s buy and build strategy The pipe-ling for further acquisitions
remains strong, with targets that are highly complementary to the Company’s existing product portfolio, adding
profitable revenues, distribution channels, and new technology

PRINCIPAL RISKS AND UNCERTAINTIES

The group faces various nisks and regularly assesses their potential impact and steps to mutigate them The key risks
are broadly grouped as follows

Management of growth

The ability of Lab21 to implement 1ts business strategy requires effective planning and management control through
leadership, process and systems The group’s growth plan may place a significant stram on us management,
operational, financial and personal resources The Company’s future growth will depend upon the management
team’s ability to manage change whilst continuing to improve operational, financial and management information and
quality control systems on a tumely and cost effective basis Any failure to expand and improve this information and
these systems m line with the divisions’ growth could have a material adverse effect on the divisions’ business,
financial condition or operations
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PRINCIPAL RISKS AND UNCERTAINTIES (continued)
Dependence on key executives and personnel

Lab21’s success 1s substantially dependent on retaining and Iincentivising senior management and certain key
employees The loss of the services of key personnel could have an adverse impact on the divisions’ business Such
key employees could leave their division for a variety of reasons and Lab21 therefore ensures all key management
and executives are appropriately incentivised

Competitive risks
Losing major confracts

Lab21 trades with a number of major diagnostic manufacturers who distnbute and brand Lab21 products n key
markets and there 1s always the possibility of losing a major contract However, the mamn products sold through this
route are considered market leading blood screening assays and Lab21 1s growmng this business with expanded
distribution i US and Chinese markets All coniracts entered are non-exclusive which gives Lab21 flexibility to
expand its customer base 1n the event it loses a contract

The timing of chinical trial revenues in the Climtcal Laboratory division are difficult to forecast and the key to
developing a robust inal busmess 1s to have a sigmificant pipe-line of clinical tnal customers Lab21 through its US
operations noew has a presence m both the US and Europe which 1s considered highly attractive to its global
pharmaceutical customers

New consolidators entering the market

L.ab21 has created a strong position as a consolhidator already n the global 1VD market, having successfully acquired
and integrated 7 businesses Whilst new competitors may enter the market, Lab21 continues 1ts leadership position
and the market itself continues to be highly attractive for consolidators, with hundreds of potental targets sull
available to purchase

Acquisifion risk

The success of the continued roll-up strategy depends upon the ability of management to successfully leverage the
operattons, personnel, technologies and products of acquired compames The group secks to mitigate this nsk by
selecting compames which meet certain selection cntena and by conducting a detailed due diligence review and
mtegration planning as early as reasonably possible in the acquisition process

Legislative risks

The manufacturing, marketing and use of the group’s products are subject to regulation by government and regulatory
agencies in many countnies served by Lab21 Of particular importance 1s the requirement to obtamn and maintain
approval for a product from the applicable regulatory agencies to enable Lab21’s products to be marketed Approvals
can require clinical evaluation of data relatmg to safety, quality and efficacy of a product Lab21 seeks to mitigate
regulatory risk by conducting its operations within recogmsed quality assurance systems and undergoes external
assessment to ensure comphiance with these sysiems As the group grows, significant investment 1n quahity systems
will continue

Financial risks
Interest rate risk

The group has used debt as a part of its funding strategy and, as such, 1s ¢xposed to fluctuations in interest rates
However, interest rates are typically fixed over the term of the loan as part of the loan agreement

Liguidity and cash flow risk

Liguidity risk 1s the risk that the group will have difficulties in meeting financial obligations while cash flow risk 15
the rnisk that vanability in cash flows creates a short term problem with availability of cash These nsks are mutigated
by managing cash at both divisional and group level through the use of regularly updated forecasts Cash collections
are closely monitored and compared 1o previous months in order to identify adverse trends and target a particular
customer or type of customer

The group supphes products and services to many countres around the world, and as such, faces risks associated with
non-collection of debts or extended credit terms Other measures taken include upfront pro forma receipts, deposits,
credit msurance and letters of credit
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SUBSEQUENT EVENTS

Release of warranty shares — Myconostica Limited
On 19 May 2012 3,576 A’ Ordinary shares with a value of £125,160 were released to the former Myconostica
Limited shareholders following the first anniversary of completion of the acquisition

Fundraising

Since the year end the company has' issued 149,317 ‘A’ Ordinary shares for cash raising £2.437,848 Of these,
42,752 shares relate to the exercise of warrants at a discounted subscription price of £15 00 per share, 101,846 shares
upon the conversion of warrants at a discounted subscription price of £16 25 per share, and 4,719 shares relate to new
subscriptions at £30 00 per share

Clydesdale finance

In June 2012 the Company secured a £5,000,000 growth finance package from Clydesdale Bank PLC, consisting of a
term loan and an mvoice finance facility As part of this agreement, other venture debt and deferred consideration
hiabihities were restructured to reduce the overall cash payments through accelerated payments and part conversion
mto warrants As of September 2012, there are no outstanding cash deferred consideration lhabilities and the
restructured venture debt 1s scheduled to be settled in full by December 2012

Warrant Issues

In July 2012, the company issued 25,991 warrants 1n partial satisfaction of loan notes held by the former shareholders
of Microgen Bioproducts Limited which had a matunty date of January 2013 The warrants grant the warrant holder
anght to subscribe for ‘A’ Ordinary shares at par value

GOING CONCERN

The directors have a reasonable expectation that the Company and the Group have adequate resources to continue n
operational existence for the foresecable future Thus they continue to adopt the going concern basis 1n preparing the
annual financial statements

Further details regarding the adoption of the going concern bass can be found 1n note 1 to the financial statements

EMPLOYMENT POLICY

The group gives full and fair constderation to applications for employment made by disabled persons, having regard
to their respective aptitudes and abilities The policy includes, where practicable, the continued employment of those
who may become disabled during their employment and to provide tramming and career development and promotion
where appropriate The group has a policy of employee mvolvement by making information available to employees
on matters of concern to them

DIRECTORS

The directors who served during the year and to the date of this report, unless otherwise stated, are as follows
A Atkinson (Non-executive) (resigned 19 June 2011)

B E Clarke

K Deusch (Non-executive)

C T Evans (Non-executive Chairman)
S D Lowther

G D Mullis

E Snape (Non-executive)

J C Wakefield (Non-executive)

DIRECTORS’ QUALIFYING THIRD PARTY INDEMNITY PROVISIONS

The company has granted an mdemmty to one or more of 1ts directors agamst habihty n respect of proceedings
brought by third parties, subject to the conditions set out 1n the Companies Act 2006  Such qualifying third party
indemnity provision remains in force as at the date of approving the directors’ report
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AUDITOR
Each of the persons who 15 a director at the date of approval of this annual report confirms that

* 5o far as the director 1s aware, there 1s no relevant audit information of which the company’s auditor 1s
unaware, and

e the director has taken all the steps that he ought (0 have taken as a director to make limself aware of any
relevant audit informauon and to establish that the company’s auditor 1s aware of that information

This confirmation 1s gaven and should be interpreted in accordance with the provisions of 5418 of the Companies Act
2006

Deloitte LLP have expressed their willingness to continue 1n office as auditor and a resolution to reappomt them as
auditor wall be proposed at the forthcoming Annual General Meeting

Approved by the Board of Directors
and signed on behalf of the Board

S D Lowther
Director
Date 28 September 2012
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DIRECTORS' RESPONSIBILITIES STATEMENT

The directors are responsible for preparing the Directors’ Report and the financial statements in accordance with
applicable law and regulations

Company law requires the directors to prepare financial statements for each financial year Under that law the
directors have elected to prepare the financial statements 1n accordance with Umited Kingdom Generally Accepted
Accounting Practice (Umited Kingdom Accounting Standards and applicable law) Under company law the directors
must not approve the financial statements unless they are satisfied that they give a true and fair view of the state of
affairs of the group and the company and of the profit or loss of the group for that period In prepanng those
financial statements, the directors are required to

* select suitable accounting policies and then apply them consistently,
¢ make judgements and estimates that are reasonable and prudent,

e state whether apphcable UK Accounting Standards have been followed, subject to any matenial departures
disclosed and explained in the financial statements, and

s prepare the financial statements on the going concern basis unless it 1s nappropriate to presume that the
company will continue 1n busimess

The directors are responsible for keeping proper accounting records that are sufficient to show and explain the
group s and the company’s transactions and disclose with reasonable accuracy at any time the financial position of
the group and company and to enable them to ensure that the financial statements comply with the Companies Act
2006 They are also responsible for safeguarding the assets of the group and company and hence for taking
reasonable steps for the prevention and detection of fraud and other irregulanties

The directors are responsible for the maimntenance and integrity of the corporate and financial information included on
the company’s website Legislation in the United Kingdom governing the preparation and dissemination of financial
statements may differ from legislation 1n other jurisdictions




INDEPENDENT AUDITOR’S REPORT TO THE MEMBERS OF
LAB 21 LIMITED

We have audited the consolhidated financial statements of Lab 21 Limited for the year ended 31 December 2011
which comprise the consohdated profit and loss account, the consolidated statement of total recogmsed gains and
losses, the consolidated and parent company balance sheets, the consolidated cash flow statement and the related
notes 1 to 31 The financial reporting framework that has been applied 1n their preparation 1s applicable law and
United Kingdom Accounting Standards (Umited Kingdom Generally Accepted Accounting Practice)

This report 1s made solely to the company’s members, as a body, in accordance with Chapter 3 of Part 16 of the
Companies Act 2006 Our audit work has been undertaken so that we might state to the company’s members those
matters we are required to state to them n an auditor’s report and for no other purpose Te the fullest extent
permitted by law, we do not accept or assume responsibility to anyone other than the company and the company’s
members as a body, for our audit work, for thus report, or for the opimons we have formed

Respective responsibilities of directors and auditor

As explained more fully in the Directors’ Responsibilities Statement, the directors are responsible for the preparation
of the financial statements and for beng satisfied that they give a true and fair view  QOur responsibility 15 to audit
and express an opinion on the financial statements 1n accordance with applicable law and International Standards on
Audiing (UK and Ireland) These standards require us to comply with the Auditing Practices Board’s Ethical
Standards for Auditors

Scope of the audit of the financial statements

An audit involves obtamming evidence about the amounts and disclosures 1n the financial statements sufficient to give
reasonable assurance that the financial statements are free from material misstatement, whether caused by fraud or
error  This includes an assessment of whether the accounting policies are appropriate to the company’s
circumstances and have been consistently applied and adequately disclosed, the reasonableness of significant
accounting estumates made by the directors, and the overall presentation of the financial statements In addinhon, we
read all the financial and non-financial information i the annual report to 1dentify matenal inconsistencies with the
audited financial statements [f we become aware of any apparent material nusstatements or mconsistencies we
consider the implications for our report

Opinion on financial statements
In our opinion the financial statements

e give a true and fair view of the state of the group and parent company’s affairs as at 31 December 2011 and of
the group’s loss for the year then ended,

¢ have been properly prepared in accordance with Umited Kingdom Generally Accepted Accounting Practice,
and

o have been prepared 1n accordance with the requirements of the Companies Act 2006




INDEPENDENT AUDITOR’S REPORT TO THE MEMBERS OF
LAB 21 LIMITED {continued)

Opinon on other matter prescribed by the Companies Act 2006

In our optnion the information given n the Directors’ Report for the financial year for which the financial statements
are prepared 1s consistent with the financial statements

Matters on which we are required to report by exception

We have nothing to report n respect of the following matters where the Companies Act 2006 requires us to report to
you 1f, 1n our opmion

» adequate accounting records have not been kept, or retums adequate for our audit have not been received
from branches not visited by us, or

s the financial statements are not 1 agreement wath the accounting records and returns, or
s certain disclosures of directors’ remuneration specified by law are not made, or

s we have not recerved all the information and explanations we require for our audat

Céﬂq %\Q,
Stuart Henderson (Senior Statutory Auditor)
For and on behalf of Deloitte LLP

Chartered Accountants and Statutory Auditor
Cambndge, United Kmgdom

28  Seflitoa~ 20/




LAB 21 LIMITED

CONSOLIDATED PROFIT AND LOSS ACCOUNT

For the year ended 31 December 2011

TURNOVER
Cost of sales

GROSS PROFIT
Adminmstrative expenses

Restructuring costs
Other

Distribution costs

OPERATING LOSS

Finance charges (net)

Loss on partial disposat of subsidary

undertaking

LOSS ON ORDINARY ACTIVITIES
BEFORE TAXATION

Tax on loss on ordinary activities

LOSS ON ORDINARY ACTIVITIES
AFTER TAXATION

Equity minonty interests

LOSS FOR THE FINANCIAL YEAR

Note

21

19

2011 2010
Existing Continuing  Continuing
operations Acquisitions operations operations
£°000 £°000 £000 £°000
11,188 263 11,451 9,197
(6,672) (104) (6,776) (5,360)
4,516 159 4,675 3.837
a7) (235) (312) (204)
(8,998) (286) (9,284) (7.958)
(9,075) (521) (9,596) (8,162)
370y (2) (372) (260)
(4,929) (364) (5,293) (4,585)
(2,144) (1,201)
(61) -
(7,498) (5,786)
- 1
{7,498) (5,787)
123 -
(7,37%) (5,787




LAB 21 LIMITED

CONSOLIDATED STATEMENT OF TOTAL RECOGNISED GAINS AND

LOSSES
For the year ended 31 December 2011

2011 2010
£'000 £°000
Loss for the financial year (7,375) (5,787)
Currency translation differences on foreign
currency net mvestments 37 106
Total recogmsed losses for the financial year (7412) (5,681)

11




LLAB 21 LIMITED

CONSOLIDATED BALANCE SHEET
31 December 2011

Note

FIXED ASSETS
Development costs, licences and 1ntellectual

property
Goodwill
Intangible assets 8
Tangible assets 10
Investments 11
CURRENT ASSETS
Stocks 12
Debtors 13
Cash at bank and in hand
CREDITORS: amgunts falling due

within one year 14
NET CURRENT LIABILITIES
TOTAL ASSETS LESS CURRENT

LIABILITIES
CREDITORS: amounts falling due after

more than ene year 15
PROVISIONS FOR LIABILITIES 17
NET ASSETS
CAPITAL AND RESERVES
Calted up share capital 18
Preferred stock 18
Share premium account 19
Shares to be 1ssued 19
Merger reserve 19
Warrant options 19
Profit and loss account 19
SHAREHOLDERS’ FUNDS 20
Minority interests 21

TOTAL CAPITAL EMPLOYED

2011 2010
£000 £000
929 64
10,713 9,495
11,642 9,559
786 605
- 22
12,428 10,186
1,395 1,541
2,609 2,239
569 1,777
4,573 5,557
(9,999) (7.661)
(5.426) (2,104)
7,002 8,082
(1,673) (3,763)
(210) (250)
5,119 4,069
14 12
565 565
29,013 24,951
314 45
4,976 1,057
150 50
(29.959)  (22,611)
5,073 4,069
46 -
5119 4,069

The financial statements of Lab 21 Limited, registered number 05382262, were approved by the Board of Directors

and authonised for 1ssue on 28 September 2012

Signed on behalf of the Board of Directors

G D Mullis Q’D N-»U\m

Director

12



LAB 21 LIMITED

COMPANY BALANCE SHEET
31 December 2011

Note

FIXED ASSETS
Development costs, licences and ntellectual

property
Goodwall
Intangible assets 8
Tangible assets 10
Investments 11
CURRENT ASSETS
Stocks 12
Debtors 13
Cash at bank and i hand
CREDITORS: amounts falhng due

within one year 14
NET CURRENT LIABILITIES
TOTAL ASSETS LESS CURRENT

LIABILITIES
CREDITORS: amounts falling due after

more than one year 15
PROVISIONS FOR LIABILITIES 17
NET ASSETS
CAPITAL AND RESERVES
Called up share capital 18
Share prermum account 19
Shares to be 1ssued 19
Merger reserve 19
Warrant options 19
Profit and loss account 19

SHAREHOLDERS’ FUNDS

2011 2010
£000 £000
253 .
277 372
530 372
256 378
10,700 10,980
11,486 11,730
70 41
5,749 5,308
142 459
5,961 5,808
(8,169) (5.877)
(2,208) (69)
9,278 11,661
(1,257) (3,763)
(30) (30)
7,991 7,868
14 12
29,013 24,951
314 43
1,057 1,057
150 50
(22,557)  (18,247)
7,991 7,868

The financial statements of Lab 21 Limated, registered number 05382262, were approved by the Board of Directors

and authonsed for 1ssue on 28 September 2012

Signed on behalf of the Board of Directors

S D Lowther

Director




LAB 21 LIMITED

CONSOLIDATED CASH FLOW STATEMENT
For the year ended 31 December 2011

Note
Net cash outflow from operating activities 22
Returns on mvestment and servicing of finance 23
Taxation 23
Capttal expenditure and financial investment 23
Acquisitions and disposals 23
23

Cash outflow before financing
Financing 23
{(Decrease) increase in cash in the year 24

2011 2010
£°600 £°000
(3,019) (2,418)
(905) (346)
(45) 18
(1,014) (245)
702 (1,013)
(4,281) (4,004)
3,073 5,115
(1,208) 1,111
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LAB 21 LIMITED

NOTES TO THE FINANCIAL STATEMENTS
For the year ended 31 December 2011

1. ACCOUNTING POLICIES

The principal accounting policies are summarised below They have all been apphed consistently throughout the
year and the preceding year, with the exception of the policy for research and development expenditure, which 1s
explamned below

Basis of accounting

The financial statements are prepared under the histonical cost convention and in accordance with applicable UK
accounting standards

Basis of consolidation

The group financial statements consolidate the financial statements of the company and its subsidiary
undertakings drawn up to 31 December each year The results of subsidiaries acquired or sold are consolidated
for the penods from or to the date on which control passed Acquisitions are accounted for under the acquisitions
method

Going concern

The Lab21 Limited group (the “Group™) 15 financed by a combination of debt and equity Under the terms of the
debt financing with Clydesdale Bank ple (“Clydesdale™), which was finalised in June 2012 as described 1n the
subsequent events section of the Directors’ Report, there are a number of covenants with which the Group 15
required to comply on a consolidated basis, together wath cross guarantees between compames within the Group

The financial covenants mclude a requirement to mantain total cash balances in excess of a specified “cash
floor” and to achieve certain levels of revenue on a quarterly, rolhng 12 monthly basis

The Directors have prepared a cash flow forecast (“the Forecast’ ) for the period ending 31 December 2014 The
Forecast represents the directors’ best estimate of the Group’s future performance and necessarily includes a
number of assumptions, including the level of sales and the impact of the continued uncertain economic
environment

The Forecast alse includes an assumption that additional equity funding, totalling $1,000,000 (£6235,000) will be
secured 1n two equal tranches n September and December 2012 This 1s also a condition subsequent of the
Clydesdale term loan, as described further mn note 27

The Directors are confident of receiving the first tranche of $500,000 in October, based on the current status of
discussions with investors

In the event that Lab 21 does not succeed in raising this additional equity funding, the cash floor would be
breached The Directors have therefore prepared a sensitivity scenano, under which the forecast level of
discretionary expenditure 1s reduced in order to avoid breaching the cash floor covenant The Directors consider
that such mutigating actions would be straight forward to implement and would not adversely impact on Lab 21°s
overall strategy Accordmgly, they do not consider that this constitutes a matenal uncertainty

This Forecast therefore demonstrates that the Directors have a reasonable expectation that the Group will be able
to meet 1ts hiabilines as they fall due and comply with the financial covenants, for a period of at least 12 months
from the date of approval of these financial statements

On the basis of the above factors and, after having made appropniate enquinies, the Directors have a reasonable
expectation that the Company and Group have adequate resources to continue n operational existence for the
foreseeable future Accordingly, they continue to adopt the going concern basis i preparing the annual report
and accounts

15




LAB 21 LIMITED

NOTES TO THE FINANCIAL STATEMENTS
For the year ended 31 December 2011

1. ACCOUNTING POLICIES {continued)
Intangible assets - research and development

Research expenditure 1s wntten off as incurred Development expenditure 15 also wrnitten off, except where the
directors are satisfied as to the technical, commercial and financial viability of individual projects In such cases,
the 1dentifiable expenditure 15 deferred and amortised over the period during which the Group 1s expected to
benefit This penod 1s between three and five years Provision 1s made for any impairment

Thus represents a change of accounting policy as, 1n the preceding year, all research and development expenditure
was written off as incurred Tlus change of accounting policy did not require a restatement of the prior year
comparatives, since there was ne such expenditure that would have met the criteria for capitalisation as at the
prior year balance sheet date

Intangible assets - goodwill

Goodwill arising on the acquisition of businesses, representing any excess of the fair value of the consideration
given over the far value of the idenufiable assets and habilities acquired, 1s capitalised and written off on a
straight line basis over 1ts useful economic life, which 1s between 5 and 15 years Provision 1s made for any
umpairment

Intangible assets - Licences

Licences are included at cost and depreciated it equal annual mstalments over their estimated useful econonue
hfe, which 1s between 7 and 20 years Provision 1s made for any impairment

Tangible fixed assets

Tangible fixed assets are stated at cost less depreciation and any provision for impairrment Depreciation 18
provided on the cost of tangible fixed assets to wnte them down to their estimated residual values over therr
expected useful lives Where there 1s evidence of impairment, fixed assets are written down to their recoverable
amount The annual depreciation rates used are

Leasehold improvements Period of lease

Computer software 33% straight line
Fixtures and fittings 33% straight hne
Computer equipment 33% straight line
Laboratory equipment 33% straight hine

Residual value 1s calculated on prices prevailing at the date of acquisition

Trade investments

Trade investments held as fixed assets are shown at cost less provision for impairment
Stocks

Stocks are stated at the lower of cost and net realisable value Cost 1s determined on a first-in, first-out basis Net
realisable value 1s based on the estimated sales price after allowing for all further costs of completion and
disposal Provision 1s made for obsolete, slow-moving or defective items where appropnate

* Raw matenals and goods for resale - purchase cost on first 1n, first out basis, and
e Work mn progress and fimshed goods - cost of direct matenals and labour plus attributable overheads
Taxation

Current tax, mcluding UK corporation tax and foreign tax, 1s provided at amounts expected to be paid {or
recovered) using the tax rates and laws that have been enacted or substantively enacted by the balance sheet date

Deferred tax 15 recogmsed 1n respect of all niming differences that have onginated but not reversed at the balance
sheet date where transactions or events that result in an obligation to pay more tax m the future or a nght to pay
less tax 1n the future have occurred at the balance sheet date Timng differences are differences between the
group’s taxable results and 1ts results as stated n the financial statements that anse from the inclusion of gains
and losses n tax assessments m periods different from those in which they are recogmsed n the financial
statements
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LAB 21 LIMITED

NOTES TO THE FINANCIAL STATEMENTS
For the year ended 31 December 2011

1. ACCOUNTING POLICIES (continued)
Taxation (continued)

A net deferred tax asset 15 regarded as recoverable and therefore recogmsed only when, on the basis of all
available evidence, 1t can be regarded as more likely than not that there will be suitable taxable profits from
which the future reversal of the underlying iming differences can be deducted

Deferred tax 15 not recogrused when fixed assets are revalued unless by the balance sheet date there 1s a binding
agreement to sell the revalued assets and the gain or loss expected to arise on sale has been recognised 1n the
financial statements Neither 1s deferred tax recognised when fixed assets are sold and 1t 15 more likely than not
that the taxable gain will be rotled over, being charged to tax only 1f and when the replacement assets are sold

Deferred tax 1s measured at the average tax rates that are expected to apply mn the periods in which the tming
differences are expected to reverse, based on tax rates and laws that have been enacted or substantively enacted
by the balance sheet date Deferred tax 1s measured on a non-discounted basis

Turnover

Revenue, which excludes value added tax, represents turnover generated from the provision of contracted
research and testing services to customers in the pharmaceutical and biotechnology industnies, the sale of
diagnostic tests, and the sale of environmental monitoring instruments

Contracted research and testing services

The group provides research and testing services to 1its customers mn exchange for a fee wiich 1s generally
dependent on the resource dedicated to the project Revenue on such contracts 1s recogmsed when the services
are rendered In other cases, the group performs research services on a fixed price basis In this case, revenue 15
recognised as work 1 performed using the percentage completion method, as measured by costs incurred to date
compared to the estimated total costs to completion

Product sales

The group recognises the revenue attributable to product sales upon shipment of the product, when there are no
specific vendor obligations remaimng Typical obligatiens include customer acceptance and site acceptance
testing

The amount, if any, by which the amount invoiced exceeds recorded revenue 15 shown within creditors as
deferred income The amount, 1f any, by which recorded revenue 1s in excess of amounts invoiced 1s shown
within debtors as accrued mcome

Pension costs

The group operates a number of defined contribution pension schemes The assets of the schemes are invested
and managed mdependently of the finances of the group The pension cost charge represents contrnibutions
payable in the year Dhfferences between contributions payable 1n the year and contributions actually paid are
shown as erther accruals or prepayments 1n the balance sheet

Foreign currencies

Transactions m foreign currencies are recorded at the rate of exchange ruling at the date of the transaction
Monetary assets and habilities denominated m foreign currencies are translated at the rate of exchange ruling at
the balance sheet date or the rate contracted, as applicable

The results of overseas operations are translated at the average rates of exchange dunng the period and their
balance sheets at the rates ruling at the balance sheet date Exchange differences arising on translation of the
opemng net assets and results of overseas operations and on foreign currency borrowings, to the extent that they
hedge the group’s investment m such operations, are reported m the statement of total recogmised gams and
losses All other exchange differences are mcluded 1n the profit and loss account
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LAB 21 LIMITED

NOTES TO THE FINANCIAL STATEMENTS
For the year ended 31 December 2011

1.

ACCOUNTING POLICIES (continued)
Government grants

Government grants relanng to tangible fixed assets are treated as deferred income and released to the profit and
loss account over the expected useful lives of the assets concerned Other grants are credited to the profit and
loss account as the related expenditure 15 incurred

Leases

Assets held under finance leases and other symilar contracts, which confer nghts and obligations similar to those
attached to owned assets, are capitahised as tangible fixed assets and are depreciated over the shorter of the lease
terms and their useful lives The capital elements of future lease obligations are recorded as habilities, while the
mnterest elements are charged to the profit and loss account over the period of the leases to produce a constant
rate of charge on the balance of capital repayments outstanding

Rentals payable under operating leases are charged to the profit and loss account on a straight-line basis over the
terms of the leases Where operating lease agreements mclude rent-free periods this incentive 15 accounted for on
a straight-line basis

Share based payments
Equuty settled transactions

The cost of equity-settled transactions with employees 1s measured by reference to the fair value at the date at
whrch they are granted and 1s recogmsed as an expense over the vesting period, which ends on the date on which
the relevant employees become fully entitled to the award Fair value 1s determined by using an appropnate
pricimg model In valuing equity-settled transactions, no account 1s taken of any vesting conditions, other than
conditions linked to the price of the shares of the company (market conditions)

No expense 1s recogmsed for awards that do not ultimately vest, except for awards where vesting 1s conditional
upon a market condition, which are treated as vesting wrrespective of whether or not the market concdition 1s
satisfied, provided that all other performance conditions are satisfied

At each balance sheet date before vesting, the cumulanve expense 1s calculated, representing the extent to which
the vesting period has expired and management s best estimate of the achievement or otherwise of non-market
condrtions, number of equity mstruments that will ulumately vest or 1n the case of an mstrument subject to a
market condition, be treated as vesting as described above The movement in cumulative expense since the
previous balance sheet date 1s recogmsed 1n the profit and loss account, with a corresponding entry 1n equity

Where the terms of an equity-settled award are modified or a new award 1s designated as replacing a cancelled or
settled award, the cost based on the original award terms continues to be recogmised over the onginal vesting
penod In addiuon, an expense 1s recogmsed over the remamder of the new vesting period for the incremental
fair value of any modification, based on the difference between the fair value of the onginal award and the fair
value of the modified award, both as measured on the date of the modification No reduction 1s recogmsed if this
difference 15 negative

Where an equity-settled award 1s cancelled, 1t 1s treated as f 1t had vested on the date of cancellation, and any
cost not yet recogmsed 1n the profit and loss account for the award 1s expensed immediately Any compensation
paid up to the fair value of the award at the cancellanon or settlement date 15 deducted from equity, with any
excess over fair value being treated as an expense 1n the profit and loss account
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LAB 21 LIMITED

NOTES TO THE FINANCIAL STATEMENTS
For the year ended 31 December 2011

1. ACCOUNTING POLICIES (continued)
Share based payments (continued)
Issue of shares for services rendered

For equity-settled share-based payments, the goods or services received, and the corresponding increase in equity
are measured directly at the fair value of those goods or services Where the fair value of such goods and services
cannot relhiably be estimated, their value, and that of the corresponding increase in equity 1s measured indirectly
by reference to the fair value of the equity instruments granted

Finance costs

Finance costs of financial habilites are recogmsed in the profit and loss account over the term of such
mstruments at a constant rate on the carrymg amount

Financial liabilities and equity

Financial habihties and equity instruments, including share warrants, are classified according to the substance of
the contractual arrangement entered into  An equity mstrument is any contract that evidences a residual interest
in the assets of the company after deducting all of its habihties

Convertible loan notes

The group has convertible loan notes, the terms of which are assessed to determine whether the instrument
contains an equity element and, hence, 15 a compound financial instrument Where the loan note converts 1nto a
fixed number of equity shares, there 1s deemed to be an equity element For such loans, at the date of 1ssue, the
fair value of the hability component 1s estimated usmg the prevailing market interest rate for similar non-
converuble debt The difference between the proceeds of 1ssue of the convertible loan notes and the fair value
assigned to the hability component, representing the embedded option to convert the hability into equity, 1s
mcluded m equity Where, however, the conversion feature 1s not fixed in terms of the number of equity shares
1ssued, then there 1s deemed to be no equity element and the loan 1s presented 1n full as a hiability

Issue costs are apportioned between the habihty and equity components of the convertible loan notes based on
their relauve carrying amounts at the date of 1ssue  The portion relating to the equity component 1s charged
directly against equity The portion relating to the hability component 1s offset against the hability and charged to
the profit and loss account over the term of the hability

The interest expense on the hiability component 1s calculated by applying the prevailing market interest rate for
similar non-convertible debt to the hiability component to the instrument The difference between this amount
and the interest paid 15 added to the carrving amount of the convertible loan note

Equity instruments

Equity mstruments 1ssued by the Company are recorded at the proceeds received, net of direct 1ssue costs

2. TURNOVER

The directors consider more detailed revenue disclosure to be senously prejudicial to the commercial success of
the company Consequentially, detail of revenue components 1s not disclesed n these accounts
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LAB 21 LIMITED

NOTES TO THE FINANCIAL STATEMENTS
For the year ended 31 December 2011

3. OPERATING LOSS

2011 2010
£000 £000
Operating loss 1s after charging (crediting):
Amortisation of goodwill 1,818 1,591
Amortisation of other intangible fixed assets 34 1%
Depreciation of tangible fixed assets
Owned 66 iz
Held under finance leases 228 189
Operating lease rentals
Plant and machinery 34 25
Other 868 423
Government grants (140) (67)
Restructuning costs 312 204
Loss on sale of fixed assets 4 -
Foreign exchange losses 8 56
Research and development costs
- current year expenditure 660 470
The analysis of auditor’s remuneration is as follows
Fees payable to the Company’s auditor for the audit of the
Company’s annual accounts 33 33
The audit of the Company s subsidiaries pursuant to legislation 47 25
Total audit fees 80 58

Fees payable to the Company’s auditor and their associates
for other services to the Group
Tax services - -

Total non-audit fees - .
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LAB 21 LIMITED

NOTES TO THE FINANCIAL STATEMENTS

For the year ended 31 December 2011

4.

FINANCE CHARGES (NET)

Interest payable and similar charges
Less investment income

Interest payable and sinular charges

Interest on convertible loan notes

Unwinding of discount on deferred consideration
Interest on financial instruments

Interest on other loans

Other mnterest

Investment income

Bank interest

Income from fixed asset investments
Other interest

Other income

STAFF COSTS AND DIRECTORS' EMOLUMENTS

Group

The average monthly number of persons employed by the

group, including directors, during the year was as follows:

Production

Research and development
Admmmstration

Sales and marketing

The aggregate staff costs were as follows:
Wages and salaries

Social securnity costs

Pension costs

Other benefits

2011 2010
£000 £°000
2,345 1,205
(201) 'C)
2,144 1,201
304 104
36 141
949 841
1,001 110
55 9
2,345 1,205
1 1
21 -
179 -
- 3
201 4
2011 2010
No. No
57 47
16 12
24 24
28 16
125 9%
4,403 3,203
464 345
195 175
119 76
5,181 3,799
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LAB 21 LIMITED

NOTES TO THE FINANCIAL STATEMENTS
For the year ended 31 December 2011

5 STAFF COSTS AND DIRECTORS’ EMOLUMENTS (continued)

Included 1n wages and salanes 1s a total expense of share-based payments of £l (2010 £76,000) all of which
anses from transactions accounted for as equity-settled share-based payments (see note 25)

2011 2010
£000 £°000
Emoluments 475 468
Company contributions to money purchase schemes 21 20
496 488
No No

Number of directors accruing retirement benefits under the money
purchase pension scheme 3 2

Number of directors who recerved shares for quahfying services - -

The highest paid director received total emoluments of £205,000 (2010 £206,000) and £9,300 contnbutions
(2010 £ml) were made to that director’s money purchase pension scheme n the current year Furthermore, the
highest paid director received no shares for qualifying services (2010 ml) and exercised no options (2010 ml)
during the year

Pensions

The company contnbuies defined contnbutions to employee stakeholder pensions and has no other pension
obligations other than these contrbutions Contributions for the year were £195,000 (2010 £175,000)
Contnbutions outstanding at the year end were £23,000 (2010 £23,000)

During the year 2,429 ‘A’ Ordinary shares at a value of £55,000 were 1ssued to the beneficiaries of A Atkinson
(2010 £ml)

6. TAX ON LOSS ON ORDINARY ACTIVITIES

Tax charge for the year

2011 2010
£°000 £7000

Current taxation
United Kingdom corporation tax at 26 5% (2010 - 28%) - 1

Tax charge on loss on ordinary activities - 1
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NOTES TO THE FINANCIAL STATEMENTS
For the year ended 31 December 2011

6.

TAX ON LOSS ON ORDINARY ACTIVITIES (continued)
Factors affecting the tax charge for the year

The tax assessed on the loss on ordinary activities for the year differs from the standard rate of corporation tax n
the UK The differences are explained below

2011 2010
£°000 £°000
Loss on ordinary activities before taxation (7,498) (5,786)
Loss on ordinary activities multiplied by the blended standard rate
of corporation tax 1n the UK of 26 5% (2010 28%) (1,987) (1,620)
Effect of
Depreciation m excess of capital allowances 123 70
Expenditure not deductible for tax purposes 659 287
Other uming differences 3 7
Unrelieved tax losses 1,202 1,257
Current tax charge for the year - 1
Deferred taxation assets unprovided are as follows
Not provided
2011 2010
£000 £7000
Decelerated capital allowances 272 218
Other short term timing differences 6 7
Tax losses 8,108 5,800
8,386 6,025

The tax losses are recoverable against future trading profits from the same trades

In accordance with FRS 19 ‘Deferred tax’ no deferred tax asset has been recognised n respect of these losses as
there 15 insufficient persuasive and reliable evidence that they will be utlised, other than to the extent of
offsetting the deferred tax lhiabality 1n respect of other iming differences

In March 2011, the UK Government announced a reduction 1n the standard rate of UK corporation tax to 26%
effective 1 April 2011 Thus rate reduction was substantively enacted in March 2011

In March 2012, the UK Govermmment announced a reduction m the standard rate of UK corporation tax to 24%
effective 1 April 2012 and to 23% effective | April 2013 These rate reductions became substantively enacted 1n
March 2012 and July 2012 respectively The UK Government also proposed to further reduce the standard rate
of UK corporation tax to 22% effective 1 Apnil 2014, but this change has not been substantively enacted

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

LOSS ATTRIBUTABLE TO THE COMPANY

The loss for the financial year dealt with in the financial statements of the company was £4,376,000 (2010
£2,801,000) As permutted by Secuion 408 of the Companies Act 2006, no separate profit and loss account or
statement of recogmised gains and losses are presented in respect of the company
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LAB 21 LIMITED

NOTES TO THE FINANCIAL STATEMENTS

For the year ended 31 December 2011

8. INTANGIBLE FIXED ASSETS

GROUP Goodwill
arising on Develop- Intellectual
acquisitions ment costs Licences property Total
£°000 £2000 £000 £°000 £2000

Cost
At 1 January 2011 13,112 - 140 54 13,306
Additions 3,042 361 - 272 3,675
Acquisitions - - 81 185 266
Dhsposals (7 - - - 7
Exchange adjustments 1 - - - 1
At 31 December 2011 16,148 361 221 511 17,241
Amortisation
At 1 January 2011 3,617 - 117 13 3,747
Charge for the year 1,818 - 10 24 1,852
At 31 December 2011 5,435 - 127 37 5,599 '
Net book value i
At 31 December 2011 10,713 361 94 474 11,642 !
At 31 December 2010 9,495 - 23 41 9,559
COMPANY
Cost
At 1 January 2011 1,003 - 114 - 1,117
Add:tions - - - 265 265
At 31 December 2011 1,003 - 114 265 1,382
Amortisation
At 1 January 2011 631 - 114 - 745
Charge for the year 95 - - 12 107
At 31 December 2011 726 - 114 12 852
Net book value
At 31 December 2011 277 - - 253 530
At 31 December 2010 372 - - - 372
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LAB 21 LIMITED

NOTES TO THE FINANCIAL STATEMENTS
For the year ended 31 December 2011

8 INTANGIBLE FIXED ASSETS (continued)
Licences
The useful economic life over which licences are amortised 1s 3 years
Goodwill
Goodwill generated 1n previous years

On 22 Apnl 2005, the company acqured the trade and assets of Oneida Theradiagnostics Limited (“Oneida
Theradiagnostics”) (since renamed Viogen Limited), the business of which 1s the precision of diagnostic test and
support services to the pharmaceutical and diagnostics industry The goodwill anising on the acquisition of
Oneida Theradiagnostics was £528,000

On 5 Qctober 2006 the company acquired 100% of the 1ssued share capital of Lab21 Healthcare Limited
(formerly Newmarket Laboratories Lirmled) for consideration of £4,000,000 satisfied by £2,000,000 of cash and
the 1ssue of a £2,000,000 convertible loan The goodwill arising on the acquisition was £3,963,000 The useful
economuc life, as determuned by the directors, over which this goodwill 1s being amortised 1s 15 years

On 20 March 2008 the company acquired 100% of the 1ssued share capital of NPTech Services Limited The
consideration comprised £150,000 which was satisfied by the 1ssue of 5,000 ‘A’ ordnary shares along with
deferred consideration of £141,000 payable 1n cash and shares in three mstalments between 31 March 2010 and
29 January 2011 The goodwill ansing on the acqusiion was £387,000, which consists of £378,000 previously
reported and further acquisition costs of £9,000 1dentified during 2009 The useful economuc life, as determined
by the directors, over which this goodwill 1s being amortised 1s 5 years

On 28 February 2009 the company acquired 100% of the 1ssued share capital of Biotec Laboratornies Linited, for
a total consideration of £1,300,000 The consideration was satisfied by the 1ssue of 42,877 ‘A’ Ordinary shares
The goodwill arising on the acquisition was £1,324,000, which consists of £1,329,000 previously reported and
reduced acquisition costs of £5,000 identified during the year The useful economic life, as determined by the
directors, over which this goodwill i1s being amortised 1s 5 years

On 19 May 2009 the company acquired the trade and assets of Plasmatec Laboratory Products Limited (effective
1 May 2009), for a total consideration of £2,700,000 The consideration comprised an inttial cash consideration
of £1,000,000 paid at completion, £700,000 satisfied by the 1ssue of 23,333 ‘A’ Ordmnary shares, and deferred
payments due on the first, second and third anmiversary of completton The goodwill ansing on the acquisition
was £2,236,000 The useful economic life, as determined by the directors, over which this goodwill 1s being
amortised 1s 5 years

On 26 November 2009 the company acquired the trade and assets of Delphie Laboratories (Liverpool} Limited,
Delphic Laboratories (Kent) Limited, Deiphic Diagnostics Limited and Delphic Europe Dhiagnostics Limited
{together “Delphic™) for a total cash consideration of £500,000 The goodwill anising on the acquisition was
£475,000 The useful economic life, as determined by the directors, over which this goodwill is being amertised
18 5 years

On 17 December 2009 the group acquired the trade and assets of Selah Technologies LLC, a South Carolina
timited lhiability company for consideration of £2,000,000 satisfied by the 1ssue of 60,661 ‘A’ Ordinary shares
The goodwill ansing on the acquisiion was £2.002,000, which consists of £1,916,000 previously reported,
further acquisition costs of £12,000 1dentified during the year and £74,000 cumulative exchange adjustments
The useful economic life, as determined by the directors, over which this goodwill 1s being amortised 1s 5 years

On 23 December 2010 the company acquired the entire 1ssued share capital of Microgen Bioproducts Limited
The consideration amounted to £3,400,000 which was satisfied by a cash payment of £1,200,000 and two
£1,050,000 nterest bearing lean notes to be repaid 12 and 24 months from the date of acquisition The goodwill
ansing on the acquisition was £2,197,000 The useful econonuc Iife, as determuined by the directors, over which
thus goodwill 1s being amortised 1s 15 years
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NOTES TO THE FINANCIAL STATEMENTS
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8 INTANGIBLE FIXED ASSETS (continued)
Additions to goodwill in the current year were as follows

On 19 May 2011, the company acquired the entire 15sued share capital of Myconostica Limited, a company
mcorporated 1n England and Wales The consideration amounted to £3,972,000 which was satsfied by the 1ssue
of 79,143 *A’ Ordinary shares of £0 01 at £35 each, 30,000 ‘A Ordinary shares of £0 01 at £30 each, 3,572 ‘A’
Ordinary shares of £0 01 at £35 each to be i1ssued on the first anmiversary and 3,571 ‘A’ Ordinary shares of £0 01
at £35 each on the second anniversary In addition, there 15 deferred contingent consideration, which has not been
recogmsed, as explamned 1n note 26 In accordance wath section 615 of the Companies Act 2006, the Company
has taken no account of any premmum on the shares i1ssued and has recorded the cost of the investment at the
nominal value of the shares 1ssued [plus the fair value of the other consideration] The resulting difference
ansing on consolidation has been credited to other reserves

The assets acquired and their fair values, along with the resulting goodwill are as follows

Book Fair value Far value

value adjustment to group

£000 £2000 £°000
Fixed assets
Intangible assets 267 - 267
Tangible assets 98 - 98
Total fixed assets 365 - 365
Stocks 72 - 72
Trade debtors 15 - 15
Other debtors 80 - 80
Cash at bank and 1n hand 980 - 980
Total assets 1,512 - 1,512
Creditors
Trade creditors (124) - (124)
Accruals (324) - (324)
Other creditors (84) - (84)
Total habilities (532) - (532)
Provisions - (50) (50)
Net assets 980 (50) 930
Goodwill 3,042

3,972

Satisfied by:
Shares 1ssued on acquisition 3,670
Retention shares 250
Costs associated with the acquisition 52

Total cost of acquisition 3972
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8. INTANGIBLE FIXED ASSETS (continued)
The fair value adjustment relates to the provision for dilapidation costs 1 respect of leasehold premuses
The useful economuc life, as determined by the directors, over which this goodwill 1s being amortised 1s 15 years

Myconostica Limited incurred £901,000 of the group’s net operating cash outflows, utilised £4,000 1n respect of
net returns on mvestments and servieing of finance, utilised £ml 1 respect of taxation and utilised £mil for capatal
expenditure and financial investment

Net cash outflows 1n respect of the acquisition comprised

Cash consideration -
Cash at bank and 1n hand acquired 980
Bank overdrafts acquired -

980

An amount of £235,000 has been charged to the Group profit and loss account in respect of costs mcurred in reorgamsing,
restructuring and integrating the acquisition n the period from 19 May 2011 to 31 December 2011

Myconostica Limited incurred a loss after taxation of £3,488,000 1n the vear ended 31 December 2011 (2010
loss of £1,978.,000) of which a loss of £3,121,000 arose in the period 1 January 2011 to 18 May 2011

The summarised profit and loss account and statement of total recogmsed gains and losses for the period 1
January 2011 to the date of acquisition 15 as follows

£000
Profit and loss account
Turnover 54
Cost of sales (23)
Gross profit 3]
Other operating expenses (net} (1,029)
Operating loss (998)
Interest payable (2,113)
Loss on ordinary activities before tax 3,111)
Tax on loss on ordinary activities (10)
Loss on ordinary activities after tax 3,121
£°000
Statement of total recogmsed gains and losses
Loss for the financial penod 3,121
Foreign currency translation gain 20
Total recognised gains and losses relating to the
perod (3,101
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9 PARTIAL DISPOSAL OF SUBSIDIARY UNDERTAKING
On 28 February 2011 the group sold a 15 9% mterest in the ordmary share capital of Lab 21 Inc

Net assets disposed of and the related sale proceeds
were as follows

Net assets

Share of net assets on date of disposal

Related goodwill

Loss on sale

Sale proceeds

Sansfied by:
Settlement of loan notes

£000

164
171
(61)

110

110
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10. TANGIBLE FIXED ASSETS

GROUP Computer Assets in
Leasehold equipment the course
improve- Fixtures and Laboratory of
ments and fittings software equipment construct- Total
£°000 £°000 £000 £000 10n £000
£000
Cost
At 1 January 2011 11 261 391 652 176 1,491
Acquisitions - - - 98 - 98
Additiens 47 5 22 218 98 390
Disposals - - - (43) - (43)
Transfers 79 - 13 89 (181) -
At 31 December 2011 137 266 426 1,014 93 1,936
Depreciation
At 1 January 2011 3 237 279 367 - 886
Charge for the year 30 18 55 191 - 294
Disposals - - - (30) - (30}
At 31 December 2011 33 255 334 528 - 1,150
Net book value
At 31 December 2011 104 11 92 486 93 786
At 31 December 2010 8 24 112 285 176 605
The net book value of assets held under finance leases at 31 December 2011 was £502,000 (2010 - £437,000)
Depreciatton charged on these assets in the year amounted to £228.000 (2010 - £189,000)
COMPANY Computer Assets in the
Leasehold equipment course of
improve- Fixtures and Laboratory construct-
ments and fittings software equipment 10n Total
£°000 £000 £°000 £°000 £000 £000
Cost
At 1 January 2011 5 5 302 475 64 851
Additions 6 1 17 3 33 60
Disposals - - - (22) - 22)
Transfers 69 - - - (69) -
A1 3] December 2011 80 6 319 456 28 889
Depreciation
At 1 January 2011 2 3 223 245 - 473
Charge for the year 25 2 36 119 - 182
Disposals - - - 22 - 22
At 31 December 2011 27 5 259 342 - 633
Net book value
At 31 December 2011 53 1 60 114 28 256
At 31 December 2010 3 2 79 230 64 378

The net book value of assets held under finance leases at 31 December 2011 was £256,000 (2010 - £378,000)
Depreciation charged on these assets 1n the year amounted to £182,000 (2010 - £141,000)
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11. INVESTMENTS

GROUP Trade
investments
£000

Cost
At 1 January 2011 250
Disposals (250)

At 31 December 2011 -

Provisions for impairment
At 1 January 2011 228
Disposals (228)

At 3] December 2011 -

Net book value
At 31 December 2011 -

At 31 December 2010 22
COMPANY Subsidiary Trade

undertakings investments Total

£2000 £°000 £°000

Cost
At 1 January 2011 11,301 250 11,551
Additions 53 - 53
Dhsposals (311 (250) (561)
At 31 December 2011 11,043 - 11,043
Provisions for impairment
At 1 January 2011 343 228 571
Disposals - (228) (228)
At 31 December 2011 343 - 343
Net book value
At 31 December 2011 10,700 - 10,700
At 31 December 2010 10,958 22 10,980
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11.

INVESTMENTS (continued)

Details of the mvestments 1n which the group and the company hold 20% or more of the nomunal value of any

class of share capital are as follows

Name of company

Subsidiary undertakings

L.ab21 Healthcare Limted

NPTech Services Limited

Biotec Laboratories Limited

Microgen Bioproducts Limited

Myconostica Limited

Lab2l Inc

Myconostica USA Inc

Jont venture

Lab21 Diagnostic Services Linuted

Country of
incorporation

England and
Wales

England and
Wales

England and
Wales

England and
Wales

England and
Wales

USA

USA

England and
Wales

Holding

Ordinary shares

Ordinary shares

Ordinary shares

Ordinary shares

Ordinary shares

Ordinary shares

Ordinary shares

Ordinary shares

Proportion of
voting rights
and
shareholding

100%

100%

100%

100%

100%

84 1%

100%

50%

Nature of
business

Provision of
diagnostic
products

Provision of
diagnostic
services

Provision of
diagnostic
products

Provision of
diagnostic
products

Provision of
diagnostic
products

Development
of diagnostic
products

Provision of

diagnostic
products

Non-trading
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12.

13

STOCKS

Raw matenals
Work 1n progress
Fimshed goods

There 1s no matenial difference between the balance sheet value of stocks and therr replacement cost

DEBTORS

Debtors falling due within one year:
Trade debtors

Other debtors

Corporation tax

Prepayments and accrued mecome
Amounts due from subsidiary undertakings

Debtors falling due after more than one year'

Prepayments and accrued mcome

Group Company
2011 2010 2011 2010
£°000 £000 £°000 £°000
915 913 70 41
132 138 - -
348 490 - -
1,395 1,541 70 41

Group Company
2011 2010 2011 2010
£000 £000 £000 £000
1,756 1,477 295 459
403 478 334 418
2 2 - -
448 282 272 177
- - 4,824 4,254
2,609 2,239 5,725 5,308
- - 24 -
2,609 2,239 5,749 5,308
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NOTES TO THE FINANCIAL STATEMENTS

For the year ended 31 December 2011

14. CREDITORS: AMOUNTS FALLING DUE WITHIN ONE YEAR

Bank loans and overdrafis (seec note 16)
Obhgations under finance leases (see note 16)
Invoice financing facility (see note 16)

Other loans (see note 16)

Convertible loan notes (see note 16)
Promissory notes (see note 16)

Trade creditors

Amounts owed to Group undertakings

Loan from joint venture (see note 16}
Corporation tax

Other taxation and social security

Deferred consideration

Liability on financial instruments (see notes 16,18)
Other creditors

Accrued mnterest

Accruals and deferred income

15. CREDITORS: AMOUNTS FALLING DUE AFTER MORE THAN ONE YEAR

Obligations under finance leases (see note 16)
Deferred consideration

Convertible loan notes (see note 16)

Other loans (see note 16)

Accrued interest

Group Company
2011 2010 2011 2010
£°000 £°000 £000 £°000
9 4 - -
399 245 399 245
66 40 - -
790 903 785 903
65 - - -
- 354 - 354
2,404 2,004 825 899
- - 753 -
302 302 302 302
10 55 - -
132 219 4 183
2,290 1,335 2,290 1,335
1,891 843 1,891 843
249 301 201 264
372 60 365 60
1,020 996 354 489
9,999 7,661 8,169 5,877
Group Company
2011 2010 2011 2010
£000 £000 £:000 £°000
158 471 - 471
- 1,219 - 1,219
715 521 521 521
796 1,549 736 1,549
4 3 - 3
1,673 3,763 1,257 3,763
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16.

BORROWINGS

Borrowings are repayable as follows

Convertible loan notes

Between two and five years
On demand or within one year

Other loans

Between two and five years
On demand or within one year

Finance leases

Between two and five years
On demand or within one year

Liability on financial instruments

On demand or within one year

Acerued interest

Between two and five years
On demand or within one year

Group Company
2011 2010 2011 2010
£000 £000 £°000 £000
715 521 521 521
65 - - -
780 521 521 521
Group Company
2011 2010 2011 2010
£000 £000 £000 £000
796 1,549 736 1,549
1,167 1,603 1,087 1,559
1,963 3,152 1,823 3,108
Group Company
2011 2010 2011 2010
£000 £°000 £'000 £000
158 471 - 471
399 245 399 245
557 716 399 716
Group Company
2011 2010 2011 2010
£'000 £000 £°000 £000
1,891 843 1,891 843
Group Company
2011 2010 2011 2010
£'000 £°000 £000 £7000
4 3 - 3
372 60 365 60
376 63 365 63
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16.

BORROWINGS (continued)

Group Company
2011 2010 2011 2010
Total borrowings including finance leases £000 £°000 £2000 £000
Between two and five years 1,673 2,544 1,257 2,544
On demand or within one year 3,894 2,751 3,742 2,707
5,567 5,295 4,999 5,251

Invoice financing facility
The inveice financing facility 18 secured against the specific trade debtors to which the loan relates
Convertible loan notes

In October 2009 loan notes of £568,000 were 1ssued with an nterest rate of 8% per annum and a matunty date 3
years from the date of 1ssue At the election of the loan note holders, the loan notes are convertible into ‘A’
Ordinary shares of the company at a rate of the lower of (1) one ‘A’ Ordinary share for every £22 50 of principal
amount and accrued nterest or (11) the subscription price per ‘A’ Ordinary share paid in by any person m
connection with an equuty fundraising comprising a subscription for shares in the capital of the company

In May 2011 a USD 100,000 (£65,000) loan note was 1ssued with an interest rate of 12% The loan note 1s
convertible 1nto the next round of equity shares offered by Lab 21 Inc or Lab 21 Limited at the option of the
holder

In August 2011 a USD 300,000 (£194,000) loan note was 1ssued with a compound monthly mterest rate of 6%
The loan note 1s convertible into Lab 21 Inc “A’ Preferred stock in February 2013

Finance lease

A finance lease agreement was entered mto n June 2008 and secured by the tangible fixed assets of bath the
company and Lab21 Healthcare Limited which raised a prnincipal sum of £1,000,000 At 31 December 2011, the
amount outstanding was £399,000 (2010 £718,000) The original term of the lease was 36 months, subsequently
extended to 42 months as capital repayments were suspended between October 2008 and December 2009
Interest 1s charged at 14 7% per annum compounded monthly

In 2011 Lab 21 Inc entered mto 4 finance lease agreements which raised a principal sum of USD 281,000
(£182,000) with respect to equipment leased for between 24 and 36 months At 31 December 2011 the amount
outstanding was USD 244,000 (£158,000) Interest 1s charged at 6 9% per annum

Other loans

Other loans mclude £193,000 (2010 £1,075,000) of venture debt, the repayment of which commenced 1n
September 2007 with an onginal term of 36 months Capital repayments were suspended between November
2008 and March 2010, with the term being extended to 52 months The interest rate applicable to the loan facility
15 12 4% per annum compounded monthly The debt secunty provided by the company 1s a fixed and floating
charge over all the assets, including intellectual property nights, of the company

Also included 1s £1,328,000 (2010 £1,376,000) for a loan agreement entered into in March 2010 with the
drawdown of £1,500,000 and an criginal repayment term of 33 months Capital repayments were suspended
between May and September 2010, wath the term being extended to 39 months The mterest rate applhicable to the
loan facility 15 15 0% per annum compounded monthly The debt secunty provided by the company 1s a fixed and
floating charge over all the assets, including intellectual property rights, of the company
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16.

17.

18.

BORROWINGS (confinued}
Other loans (continued)

A loan was acquired on acquisition of NPTech Services Limited 1n 2008 As at 31 December 2011 the amount
outstanding was £mi (2010 £4,000)

A loan was also acqutred on acquisition of Myconostica Limited in 2011 As at 31 December 2011 the amount
outstanding was £9,000 (2010 £mil)

Lab 21 Inc entered into a loan agreement 1in February 2011 with a term of 12 months and an interest rate of 12%,
secured by equipment As at 31 December 2011 the amount outstanding was USD 7,000 (£5.000)

Lab 21 Inc entered into a loan agreement m August 2011 with a term of 36 months and an 1mtial mterest rate of
6%, secured by mventory, accounts receivable, equipment and fixtures As at 31 December 2011 the amount
outstanding was USD 92,000 (£60,000)

PROVISION FOR LIABILITIES

Dilapida-
tions
Group £°000
At 1 January 2011 250
Charged to profit and loss account ®
Released unused (81)
Acquisition of subsidiary undertaking 50
At 31 December 2011 210
Company
At 1 January 2011 and 31 December 2011 30

The dilapidations provision relates 10 obligations to make good dilapidations existing at 31 December 2011 The
related cash outflows are expected to be incurred wathin five years of the balance sheet date

CALLED UP SHARE CAPITAL

2011 2010
£000 £000

Called up, allotted and fully paid
1,379,186 (2010 1,124,439} *A’ ordinary shares of £0 01 each 13 11
51,500 (2010 51,500) ordinary shares of £0 01 each 1 1
14 12

During the year 254,747 ‘A° ordinary shares with aggregate nominal value of £2,547 were 1ssued for total
consideration of £8,030,350
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18.

CALLED UP SHARE CAPITAL (continued)
Warrants

The Company issues share warrants, generally in connection with the issue of debt or equity Warrants are
generally tssued at a fixed price and for a fixed number of shares, such that each warrant entitles the holder to
subscribe for one £0 01 ‘A’ Ordinary Share in the company However, certain warrants entitle the holder to
subscribe for a vanable number of shares and at a price which 1s determined by reference to, inter aha, the share
price on the date of exercise

Certain of the share warrants have vesung conditions, whilst others vest immediately on 1ssue

Details of the share warrants outstanding during the year are as follows

2011 2010

2011 * WAEP 2010 * WAEP

No. £ No. £
Outstanding at beginming of year 428,548 3189 54,167 3000
Granted durmg the year 143,849 13 98 374,381 3217

Cancelled during the year (53,867) 3000 - -
Qutstanding at end of year 518,530 2712 428,548 3189
Exercisable at end of year 478,830 29 37 388,848 3209

* WAEP denotes Weighted Average Exercise Price

Share warrants are classtfied as either debt or equity, 1n accordance with the requirements of FRS 25 ‘Financial
mstruments Disclosure and presentation’ Details of the classification of warrants at the end of the year are as
follows

2011 2010
No. No.

Classified as debt (L1ability on financial instruments
in note 14) 131,908 103,800
Classified as equity 386,622 324,748

518,530 428,548

Of the total number of warrants granted in the year, 104,149 (2010 - 334,681) vested immediately Of the
remainder, 39,700 (2010 - 39,700) are exercisable immediately prior to an exit event such as (1) any liquidation,
dissolution or winding up of the company (1) any distnbution or return of capital or {11) any sale, disposal or
stock market listing of the company

The warrants outstanding at 31 December 2011 had a weighted average exercise price of £27 12 (2010 - £31 89)
and a weighted average remaining contractual life of 3 years 1 month (2010 - 4 years 4 months) Warrants were
granied at vanous pomnts durng 2011 The aggregate of the estimated fair values of the options granted 1s
£3,183,000 The aggregate of the esimated fair values of options that were cancelled during the year 1s
£844.000 In 2010, warrants were granted in March, April, July, November and December The aggregate of the
estimated fair values of the options granted on those dates 15 £6,261,000
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CALLED UP SHARE CAPITAL (continued)

Warrants {continued)

The fair value of the warrants classified as debt and of the warrants accounted for in accordance with FRS 20
‘Share based payments” 1s measured by use of the Black-Scheles option pricing model

The mputs nto the Black Scholes model are as follows

Other-11 Jan-11 Other-10 Apr-10
Weighted average share price £3000 £3000 £3250 £30 00
Weighted average exercise price £32 50 £001 £32 50 £3000
Expected volatility 60% 60% 60% 60%
Expected life 3 0 years 3 0 years 5 0 years 3 0 years
Rusk-free rate 2 00% 2 00% 2 00% 2 00%
Expected dividend yield - - - -
Mar-10 Nov-(9 Jun-08 Sept-07
Weighted average share price £30 00 £3000 £3000 £3000
Weighted average exercise price £3000 £3000 £30 00 £30 00
Expected volatlity 60% 60% 60% 60%
Expected hife 5 0 years 3 0 years 5 0 years 50 years
Rask-free rate 2 00% 2 00% 200% 2 00%

Expected dividend yield - - - -

Expected volatility was determined by calculating the historical volatility of listed entities 1 a sumilar sector to
the group The expected life used tn the model has been adjusted, based on management’s best estimate, for the
effects of non-transferability, exercise restrictions, and behavioural considerations

The group recogmsed total expenses of £66,000 and £175,000 related to equity-settled share-based payment
transactions m 2011 and 2010 respectively The expense in the current year was i connection with the 1ssue of
shares and was therefore recorded against share premium

For details of shares 1ssued subsequent to the year end, refer to note 30
Rights of the classes of shares

Except as otherwise expressly provided below the ‘A" Ordinary shares and the Ordinary shares rank par1 passu
m all respects

Rughts on a liguidation

On a return of assets on a liqudation, the assets of the company remaining after payment of 1ts debts and
habhties and available for distribution shall be applied m the following order of priority

. Firstly, in paying to the holders of the ‘A’ Ordinary shares, par passu an amount equal to twice the 1ssue
price of the shares held

. Thereafter, in distributing the balance of such assets amongst the holders of the ‘A’ Ordinary shares and
the Ordinary shares pro rata to the number of shares held
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CALLED UP SHARE CAPITAL (continued)
Rights on a sale (continued)

On a sale the total consideration recerved i respect of the equity shares shall be allocated and distributed 1n the
following order of priority

s Furstly, 1in paying to the holders of the ‘A’ Ordinary shares, pari passu, an amount equal to twice the
1ssue price of the shares held

s  Thereafter, 1n distributing the balance of such assets amongst the holders of the ‘A* Ordinary shares and
the Ordmary shares pro rata to the number of shares held

Voting rights
Except as expressly provided 1n the articles, all the shares carry equal voting nights

During a default period only the ‘A’ Ordinary shareholders are entitled to vote Default period (as defined 1n the
Articles of Association) means any period in which, except with Investor Consent

s The company 1s i liquidation,
* An event of default 1n connection with any borrowing or financial facilhities,
+  Any breaches of the terms of the Articles of Association, or

e The company or any other party (not being an Investor) 1s 1n breach of any of 1ts obligations and shall
have failed within 14 days to remedy the breach

Unless agreed by Investor Consent, no leaver shall be able to exercise their voting rights

2011 2010
Group £000 £000
Allotted and fully pard
9,087 shares of preferred stock of $100 each 565 565

The preferred stock relates to Lab21 Inc and 1s held by third parties The key terms of the preferred stock are as
follows

No voting rights
The holders of the preferred stock shall not be entitled to vote
No dividends

The holders of the preferred stock shall not be entitled to recetve dividends except that in the case of Lab21
Limited ceasmg to hold the majority of the common stock of Lab21 Inc then to the extent Lab21 Limited declares
and pays any dividend to its ‘A’ Ordinary shareholders, the preferred stock holders would be permitted to
participate 1 that dividend

Rights on liquidation of Lab 21 Inc

In the event of any voluntary or involuntary hquidation, dissolution or winding up of Lab21 Inc, the preferred
stock holders would be entitled to be paid out of the assets of the company available for distribution to its
stockholders, after payment of the company’s debts and before any payment shall be made to the holders of the
common stock, an amount equal to two tunes the 1ssue price or at the election of the preferred stock holder such
number of ‘A’ Ordmary shares as determined with reference to the preferred stock agreement If the assets of the
company are msufficient to pay the full amount then the assets would be shared rateably between the preferred
stock holders
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19.

CALLED UP SHARE CAPITAL (continued)

Rights on hiquudation of Lab 21 Limited

In the event of any voluntary or involuntary liquidation, dissolution or winding up of Lab21 Limited, the
preferred stock holders shall be entitled to be paid out of the assets of Lab21 Limuted available for distnbution
after payment of the company’s debts, an amount equal to two times the 1ssue price of the preferred stock If the
assets of Lab21 Limited available for distribution are insufficient to pay m full the amount due to the preferred
stock holders as well as the amounts due to the holders of the ‘A’ Ordinary shares (of Lab21 Limited) then the
preferred stock holders and the ‘A’ Ordinary stock holders shall share rateably the assets When there are assets
remaining after settlement of the amounts due to both the preferred stock holders and the ‘A’ Ordmary
shareholders, the assets will be distnbuted amongst the preferred stock holders and the UK stockholders pro rata

to the terms of the preferred stock agreement

RESERVES

Group

At 1 January 2011
Loss for the year
Foreign exchange loss
Issue of shares

Share 1ssue costs
Warrant options

At 31 December 2011

Company

At 1 January 2011
Loss for the year
Issue of shares
Share 1ssue costs
Warrant options

At 31 December 2011

Share Profit and
premum Merger Shares to Warrant loss
account reserve be issued options account
£000 £°000 £000 £000 £°000
24,951 1,057 45 50 (22,611)
- - - - (7,375)
- - - - (39)

4,359 3,919 269 - -
(231 - - - -
(66) - - 100 66
29,013 4,976 314 150 (29,959)
24,951 1,057 45 50 (18,247)
- - - - (4,376)

4,359 - 269 - -
(231 - - - -
(66) - - 100 66
29,013 1,057 314 150 (22,557)
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20.

21,

22.

RECONCILIATION OF MOVEMENTS IN GROUP SHAREHOLDERS’ FUNDS

2010
£7000

(5,787) |
106 -
4,304 .
76

50

(751)
4,820

4,069

2010
£000

2010
£°000

(4,585)
221
1,630
210
(156)
495
(250)

2011
£°000
Retained loss for the year (7,375)
Other recognised gains and losses (37
Issue of equity shares (net of share 1ssue costs) 8,316
Credit to equity for share based payments -
Warrants 1ssued 100
Increase (decrease) in shareholders® funds 1,004
Opening shareholders’ funds 4,069
Closing shareholders’ funds 5,073
MINORITY INTERESTS
2011
£000
At 1 January 2011 -
Loss on ordinary activities after taxation (123)
Part disposal of subsidiary undertaking 164
Exchange movement 5
At 3] December 2011 46
RECONCILIATION OF OPERATING LOSS TO OPERATING CASH FLOWS
2011
£°000
Operating loss (5,293)
Depreciation of tangible fixed assets 293
Amortisation of intangible assets 1,839
Share based payments 203
Decrease (increase) in stock 220
(Increase) decrease n debtors (275)
Decrease 1n creditors “n
Decrease 1n provisions (90)
Loss on fixed asset disposal 4
P&L impact of minority nterests 123
Exchange movement 2)
(3.019)
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23 ANALYSIS OF CASH FLOWS

Returns on investments and servicing of finance:
Bank interest received
Interest on other loans

Net cash outflow

Capital expenditure and financial investment;:
Purchase of tangible fixed assets

Purchase of intangible fixed assets

Proceeds from sale of tangible fixed assets

Net cash outflow

Acqusitions and disposals:

Cash acquired with Myconostica Limited

Cash acquired with Microgen Bioproducts Limited
Purchase of Microgen Bioproducts Limited
Purchase of Biotec Laboratories Limited

Purchase of Plasmatec trade and assets

Purchase of NPTech Limted

Purchase of Selah trade and assets

Disposal of investment in Cogent Environmental Limited

Net cash inflow (outflow)

Taxation:
Corporation tax

Finanecing:

Shares 1ssued (net of expenses)
Warrants 1ssued for cash

New loans

Invoice finance facility

Loan repayments

Finance lease repayments

New finance leases

Net cash inflow

2011 2010
£000 £000
3 4
(908) (350)
(905) (346)
(391) (226)
(633) (19)
10 -
(1,014) (245)
980 -

- 868

(50) (1,255)

- (5)

(200) (570)
(50) 39)

- (12)

22 -

702 (1,013)
(45) 18
3,963 4,625
100 50
324 1,500

25 (192)
(1,252) (687)
(260) (181)
173 -
3,073 5,115
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24, ANALYSIS AND RECONCILIATION OF NET DEBT

At At 31

January Net cash Non cash  December

Group 2011 flow changes 2011
£000 £7000 £000 £000

Cash at bank 1,777 (1,208) - 569
1,777 (1,208) - 569
Invoice finance facility (40) (26) - (66)
Convertible loan notes (521) (259) - (780)
Other loans (2,456) 834 27 (1,595)
Finance leases (716) 87 72 (557)
Loan from joint venture (302) - - (302)
Promissory notes - Delphic (30) 30 - -
Promissory notes - Other (324) 324 - -
(2,612) (218) 99 (2,731)
Liability on financial instruments (843) - (1,048) (1,891)
Accrued mterest (63) - (313) (376)
(3,518) (218) (1,262) (4,998)

2011 2010

£000 £°000

{Decrease) mcrease 1n cash i the year (1,208) 1,111
Cash inflow from mcrease in debt 990 (441)
Change 1n net debt resulting from cash flows (218) 670
Non cash changes (1,263) (882)
Movement i net debt in year (1,481) (212)
Net debt at beginning of vear (3.517) (3,306)
Net debt at end of year (4,998) (3,518)

Major non-cash transactions

See note 8 for details of the acquisition of Myconostica Limited
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25. FINANCIAL COMMITMENTS
Operating lease commitments

Annual commutments under non-cancellable operaung leases are as follows

2011 2010
Group £000 £°000

Land and buildings, leases expiring
within one year 29 03
between one and two years 134 4
between two and five years 419 480
1n more than five years 152 -
734 577

Other, leases expirng

within one year 39 37
between one and two years 30 29
between two and five years 24 7
93 73
2011 2010
Company £000 £2000

Land and buildings, leases expiring
between one and two years 36 4
between two and five years 419 232
455 236

Other, leases expiring

within one year 31 22
between one and two years 10 24
between two and five years - 5
41 51

Capital commitments

The group and company had no capital commitments contracted for but not provided at the year end (2010 £ml)

26. CONTINGENT LIABILITIES

As descnibed 1n note 8, the company acquired the entire 1ssued share capital of Myconostica Limited on 19 May
2011 Under the terms of the acquisihon, there 15 deferred contingent consideration, which has not been
recogmsed in these financial statements, amounting to £1,000,000 This would become payable in two equal
tranches 1n the event that Myconostica Limited meets certain revenue targets in each of the two 12 month periods
subsequent to the date of acquisition
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27.

28.

GUARANTEES

As explained in the Going Concern section n note 1, the company entered into a financing agreement with
Clydesdale Bank plc (“Clydesdale™) in June 2012 Under the terms of this agreement, Clydesdale holds a charge
over the majonty of the Group’s assets, excluding those of Lab 21 Inc In addihion, Clydesdale holds a
contingent charge over the assets of Lab21 Inc which crystallises, inter aha, in the event that Lab 21 Inc does
not raise a specified amount of equity wathin 180 days of the date of the financing agreement

SHARE BASED PAYMENTS

Share option scheme

The Company has an unapproved share option scheme as below
The Lab21 Limited Unapproved Share Option Scheme

Options under the scheme, may generally be exercised three years from the date of grant and cease to be
exercisable ten years from the date of grant

The expense recogmsed for equity settled share-based payments 1n respect of share options during the year to 31
December 2011 1s £1ul for the group (2010 £mil) and £ml for the company (2010 £mil)

The followmg table 1llustrates the number and weighted average exercise prices (WAEP) of, and movements 1n,
share options during the year

2011 2011 2010 2010

No WAEP No WAEP

Qutstanding at beginning of year 3,000 £20 3,000 £20
Lapsed during the year (2,000) £20 - £20
Qutstanding at end of year 1,000 £20 3,000 £20
Exercisable at end of year 1,600 £20 3,000 £20

For the share options outstanding as at 31 December 2011, the weighted average remaining contractual life 1s
3 25 years (2010 4 30 years)

The fair value of equity-settled share options granted was estimated as at the date of grant using a Black-Scholes
option pricing model, taking into account the terms and conditions upon which the options were granted The
following table hsts the inputs to the model used for the year ended 31 December 2006 in which year all the
options were granted

2006
Dividend yield (%) -
Expected share price volatility (%) 60 00
Histonical volatihity (%) 3529
Risk-free mterest rate (%) 443
Expected life of opticn (years) 250

Weighted average share price (£) 2000
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28,

29.

30.

3L

SHARE BASED PAYMENTS (continued)
Restricted shares

In December 2009, an aggregate of 2,628 restricted shares were 1ssued to two employees The restricted shares
vest upon the occurrence of both (1) a hquidation, flotation or sale of Lab21 Limited (each a “Trigger 1), and (n)
the employee remaining 1n employment within the group for one year from the date of grant (“Tngger 117)
Notwithstanding the above, tf a Tngger 1 event occurs prior to the occurrence of Tngger 11 and the employee 1s,
and remans, employed within the group until the closing date of the Trigger 1 event, all granted shares shall vest
at that date

The FRS 20 expense recognised for these restricted shares during the year amounted to £ml for the group (2010
£76,000) and £m! for the company (2009 £ml) The fair value applied to each restricted share was £30

Services provided by non-executive directors

Durmg the year 2,000 ‘A Ordinary shares of £0 01 at £20 each were 1ssued to a non-executive director 1n
recognmition of his services No shares were ssued to non-executive directors 1n 2010 The expense recogmsed n
the year 1n respect of shares 1ssued to a non-executive director 1s £40,000 (2010 £ml)

RELATED PARTY TRANSACTIONS

Durmng the year the group received a charge of £28,500 (2010 £30,000) for consulting services provided by
Merhn Scientific LLP and a charge of £7,500 (2010 £25,000) from Excahbur Fund Managers Lumited for
expenses mecurred on behalf of the Company, both entities 1n which CT Evans has an interest

At the year end, the company has a loan of £302,000 (2010 £302,000) from Lab21 Diagnostic Services Limuted,
a joint venture

During the year Lab 21 Limited recharged Lab 21 Inc, a partially owned subsidiary, £35,000 costs and was
recharged £4,000 costs At 31 December 2011 Lab 21 Inc owed £887,000 to Lab 21 Limited, with the whole
balance relating to short-term loans

SUBSEQUENT EVENTS

Acquisiion of Myconostica Limited
On 19 May 2012, a further consideration of £125,160, payable upon the first anmiversary of completion of the
Myconostica Lid acquisition, was satisfied by the issuance of 3,576 of ‘A’ Ordinary shares at £35 00 per share

Fundrasing

Since the year end the company has 1ssued 149,317 ‘A’ Ordinary shares for cash raising £2,437,.848 Of these,
42,752 shares relate to the conversion of warrants held by existing mvestors exercised at a discounted
subscription price of £15 00 per share, 101,846 shares relate to the conversion of warrants held by existing
investors exercised at a discounted subscription price of £16 25 per share, and 4,719 shares relate to new equity
raised at £30 00 per share

Clydesdale finance

In June 2012 the Company secured a £5,000,000 growth finance package from Clydesdale Bank PLC, consisting
of a term loan and an mvoice finance facility As part of this agreement, other venture debt and deferred
consideration hiabilities were restructured to reduce the overall cash payments through accelerated payments and
part conversion into warrants As of September 2012, there are no outstanding cash deferred consideration
liabalities and the restructured venture debt 15 scheduled to be settled 1n full by December 2012

Warrant Issues

In July 2012, the company 1ssued 25,991 warrants n satisfaction of the loan notes of Microgen Bioproducts The
warrants grant the right to subscnbe for ‘A’ Ordinary shares at a subscription price of £30 00 per share

ULTIMATE PARENT AND CONTROLLING PARTY

In the opimon of the directors there 1s no single controlling party
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