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PHORM UK, INC.

DIRECTORS' REPORT
YEAR ENDED 31 DECEMBER 2008

The Directors present therr annual report and the unaudited financial statements of the company for the year
ended 31 December 2008 The company Is a Delaware corporation, however as the company's shares are
quoted on the Alternative Investment Market in London, the financtal statements have been prepared using
United Kingdom Generally Accepted Accounting Principles

PRINCIPAL ACTIVITIES AND BUS!NESS REVIEW

The pnncipal activity of the parent company and of the Group dunng the year was to develop a platform for the
delvery and management of targeted, contextual and behavioural onhine advertising campaigns on behalf of s
clients The Review of Business 1s included in the Chairman’s and CEQ’s reports

PRINCIPAL RISKS AND UNCERTAINTIES

The Directors recognise that within the business there are a number of nisks, which may affect the performance of
the Group These nisks are subjected to regular review and where appropnate processes are established to
minimise the level of exposure

ISP Risk

The Group's plan to deploy its service using the network of numerous ISPs I1s wholly dependent on reaching
arrangements with such ISPs There can be no assurance that we will be able to reach satisfactory agreements
with sad ISPs

Financial Risks

The Group's financial instruments compnse cash and other items, including trade debtors and trade creditors that
anse directly from its operations The Group seeks to reduce or elminate financial nsk and to invest cash assets
safely and profitably It operates within policies and procedures approved by the Board, which include stnct
controls on the use of financial instruments In managing the Group’s nsk  The Group has transachonal currency
exposure as it deals (n multi-currencies however the Directors do seek to lmit this nsk as much as possible

People

One of the key assets of the Group 1s the commitment and skill of its staff The retention of these people I1s
therefore key to the success of the business The Group monitors closely the satisfaction of its employees and
that therr remuneration packages match both contribution and the wider employment market In additon the
Group has a share option scheme which allows employees to participate in the success of the Group as a whole

Technology and market changes

Phorm UK, Inc operates at the forefront of the digtal advertising technology marketplace The Directors
acknowledge that this 1s a rapidly evolving environment and the Group moniters closely how changes will impact
the Group During 2006 the Directors made a strategic decision to redirect the focus of the Group towards the ISP
marketplace The Group has needed to expend considerable capital in pursuing its strategy with the global ISP
community prior to obtaining any significant revenues from this business

Competitron

The Group contnuously montors new product offerings into the market place and the Directors believe Phorm's
technical team have a strong track record in maintaining competitive advantage

RESEARCH AND DEVELOPMENT

Research and development 1s undertaken on an ongoing basis in order to further develop and enhance the
Group's software products




PHORM UK, INC.

DIRECTORS’ REPORT
YEAR ENDED 31 DECEMBER 2008

THE DIRECTORS AND THEIR INTERESTS

The Directors at the end of the year were as follows

Lynne Millar {resigned on 16" June 2009)
Hugo Drayton (resigned on 16" June 2009)

None of the directors who served duning the year had any beneficial interests in the share capital of the company

Andrew Croxson and Nan Richards were appointed as directors of the company on 16" June 2009

EMPLOYEE CONSULTATION

The policy of informing and consulting with employees 1s maintained by means of regular team bnefs, conference
calls and meetings Employees are encouraged to present their views and suggestions in respect of the Group's
performance

CREDITOR PAYMENT POLICY

The Group's current policy concerning the payment of trade creditors is to

(1) settle the terms of payment with suppliers when agreeing the terms of each transaction

() ensure that suppliers are made aware of the terms of payment by inclusion of the relevant terms in contracts
(m} pay in accordance with the Group's contractual or other legal obligations

The average trade creditor days for the year were 10 days (2007 13 days)




PHORM UK, INC.

STATEMENT OF DIRECTORS' RESPONSIBILITIES
FOR THE YEAR ENDED 31 DECEMBER 2008

The directors are responsible for prepanng the Annual Report and the financial statements m accordance with
applicable law and regulations

Company law requires the directors to prepare financial statements for each financial year Under that law the
directors have elected to prepare the financial statements in accordance with United Kingdom Generally
Accepted Accounting Practice (United Kingdom Accounting Standards and applicable law) The financial
statements are required by law to give a true and fair view of the state of affairs of the company and of the profit
or loss of the company for that penod In prepanng these financial statements, the directors are required to

select suitable accounting policies and then apply them consistently,

make judgments and estimates that are reasonable and prudent,

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

prepare the financial statements on the going concern basis uniess it 1s inappropnrate to presume that
the company will continue in business

The directors are responsible for keeping proper accounbing records that disclose with reasonable accuracy at
any time the financial position of the company and enable them to ensure that the financial statements comply
with the Companies Act 1985 They are also responsible for safeguarding the assets of the company and hence
for and detection of fraud and other irregulariies




PHORM UK, INC.
PROFIT AND LOSS ACCOUNT
FOR THE YEAR ENDED 31 DECEMBER 2008

Cost of Sales

Gross Loss

Sales and Administrative Expenses
- General
- Share Based Payments

Operating Loss

Interest recewvable
Interest Payable and similar Charges

Loss on Ordinary Activities Before Taxation

Taxation on Loss on Ordinary Activities

Loss on Ordinary Activities After Taxation

All activities of the Company are classed as continuing

Notes

-~ &

2008 2007

$ $

(517,216) (294,098)
(517,216) (294,098)
(16,441,054)  (23,426,796)
(7,498,243)  (6,752,372)
(24,456,513}  (30,473,266)
1,806,104 688,843
(3,749) (8.816)
(22,654,158)  (29,793,239)
- (3,941)
(22,654,158)  (29,797,180)




PHORM UK, INC.

STATEMENT OF TOTAL RECOGNIZED GAINS AND LOSSES
FOR THE YEAR ENDED 31 DECEMBER 2008

Notes

Loss for the financial year
Share option charge taken te option reserve
Currency translation difference on overseas divisions

Total recognized gains and losses relating to the year

Total gains and losses recognized since last annual report

2008 2007

$ $
(22,654,158)  (29,797,180)
7,498,243 6,752,372
(13,322,363) (48,310)
(28,478,278)  (23,093,118)
(28,478,278)  (23,093,118)




PHORM UK, INC.

BALANCE SHEET
AS AT 31 DECEMBER 2008

Fixed Assets
Tangible assets

Current Assets
Debtors
Cash at bank and in hand

Creditors Amounts Falling Due Within One Year

Net Current Assets

Total Assets Less Current Liabilities

Creditors: Amounts Falling Due After One Year

Net Assets

Capital and Reserves
Called Up Share Capital
Share Premium Account
Foreign Exchange Reserve
Profit and Loss Account

Shareholders' Funds

Notes

10

11

12

13
14
14
14

2008 2007

$ $

712,423 661,172
712,423 661,172
2,106,417 1,374,688
23,233,797 16,557,681
25,340,214 17,932,369
(69,347,141) (33,023,541)

(44,006,927) (15,091,172}
(43,294,508) (14,430,000}

(15,238) (401,464)
(43,309,742)  (14,831,464)

(13,651,569)
(29,858,173)

(329,208)
(14,502,258)

(43,309,742)

(14,831,464}

The financial statements of Phorm UK, Inc , registered number 3533689 (Delaware), were approved by the Board

of Directors and authonsed for 1ssue on 15" May 2010
Signed on behalf of the Board of Directors

hidrees G

A Croxson
Director

Nan Richards
Director

Nun Keeha S




PHORM UK, INC.

NOTES TO THE FINANCIAL STATEMENTS
YEAR ENDED 31 DECEMBER 2008

1 ACCOUNTING POLICIES

The financial statements are prepared in accordance with applhcable United Kingdom law and accounting
standards The particular accounting policies adopted are descrnibed below, and have been apphed
consistently in the current and preceding year

Basis of preparation

These financial statements present information about the company as an indwvidual undertaking and not
about its group The accounts have been prepared on an historical cost basis

The company Is exempt from the obligation to prepare and deliver group accounts under Sections 228(2) of
the Companies Act 1985 as it 1s a wholly-owned subsidiary of Phorm Inc (see note 21)

Basis of going concern

These financial statements have been prepared on a going concern basis which assumes that the company
will continue to be supported by its, parent, Phorm, Inc

Turnover

Turnover represents amounts receivable for services net of VAT and trade discounts

Research and development

In accordance with best practice in the software industry, research and development expenditure 15
expensed to the profit and loss accounts as incurred

Tangible fixed assets

All tangible fixed assets are initially recorded at cost, and then stated at cost less depreciation

Depreciation

Depreciation 1s calculated so as to write off the cost of an asset, less its estimated residual value, over the
useful economic life of that asset as follows

Computer hardware & machinery - 50% on cost
Fixtures and fitings - 33% on cost
Software development costs - 50% on cost

Fixed asset investments

Fixed assets investments are stated at cost less prowvision for impairment in value

Leasing and hire purchase commitments

Assets held under finance leases and hire purchase contracts are treated as If they had been purchased
outnght at the present value of the rentals payable, less finance charges, over the pnmary penod of the
agreements The corresponding obhigations under these agreements are included in creditors The finance
element of the rentals payable 1s charged to the profit and loss account so as to produce a constant rate of
charge on the outstanding balance in each pernod

Rentals applicable to operating leases where substantially all of the benefits and nsks of ownership remain
with the ltessor are charged against profits on a straight-line basis over the pencd of the lease

Contribution to pension funds

The company contnbutes to individual defined contnbution pension plans for the benefit of certain
employees and directors The assets of the scheme are administered by trustees in a fund independent
from those of the company

The pension costs charged aganst profits represent the amount of the contnbutions payable to the scheme
in respect of the accounting penod




PHORM UK, INC.

NOTES TO THE FINANCIAL STATEMENTS
YEAR ENDED 31 DECEMBER 2008

ACCOUNTING POLICIES (Continued)

Share based payments

The Group i1ssues equity-settled share-based payments to certain employees and has applied Financial
Reporting Standard No 20 ‘Share-based payments’

The cost of employee share-based compensation awards 1s recognised as an expense The total amount to
be expensed rateably over the vesting penod 1s determmed by reference to the far value of the options
determined at the grant date, excluding the impact of non-market vesting conditions (for example,
profitability and sales targets) Non-market vesting conditions are included in the assumptions about the
number of options that will eventually vest This estimate 1s revised at each reporting date and an
adjustment 1s made to the profit and loss account Fair value 1s measured by using the Black-Scholes
pncing model, except for options with market based vesting conditions, where a binormal model 1s used

Employer's taxes on share options

Employers’ national insurance contributtons in the UK, are calculated using the market value of the
company’s shares at the reporting date, and pro-rated over the vesting perniod of the options

Deferred taxation

Current tax, including 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 1s provided n full on timing differences which result in an obhigation at the balance sheet date
to pay more tax, or a nght to pay less tax, at a future date, at rates expected to apply when they crystallise
based on current rates and law Timing differences anse from the inclusion of tems of income and
expenditure in taxation computations in penods different from those in which they are included in the
accounts Deferred tax 1s not provided on timing differences ansing from the revaluation of fixed assets
where there 1s no commitment to sell the assets Deferred tax assets are recognised to the extent that it 1s
regarded as more lkely than not that they will be recovered Deferred tax assets and liabiities are not
discounted

Foareign currencies

Monetary assets and habilities in foreign currencies are translated into US dollars at the closing rates of
exchange ruling at the balance sheet date Transactions in foreign currencies are translated into US dollar
at the rate of exchange ruling at the date of the transaction All differences are taken to the profit and loss
account

The results of overseas branches are translated into US dollars at the average rates for the year The net
assets/(labihties) of overseas branches are translated at year-end exchange rates The exchage
differences ansing on translation of the opening net assets/(habilities) and results of overseas operations
are taken to reserves

Functional currency

The financial statements have been prepared in US dollars as the majenty of the Company's trade occurs in
this currency

Cash flow statement

The company has taken advantage of the exemption available under Financial Reporting Standard No 1
‘Cash flow statements {Revised 1996) not to prepare a statement of cash flows as it 1s a wholly-owned
subsidiary undertaking Phorm UK, Inc cash flows are included in the consolidated accounts of Phorm, Inc,
which are publicly available

Segmental reporting

The company has taken advantage of the exemption available under Statement of Standard Accounting
Practice 25 ‘Segmental reporting’, paragraph (41) not to provide additional segmental reporting disclosures
as it 1 a wholly owned subsidiary undertaking Phorm UK, Inc segmental reporting disclosures are included
in the consohdated accounts of Phorm Inc, which are publicly available




PHORM UK, INC.

NOTES TO THE FINANCIAL STATEMENTS
YEAR ENDED 3t DECEMBER 2008

2 TURNOVER

Dunng 2006 the Directors made a strategic decision to cease the sale and marketing of the desktop
software business (Pagesense Desktop), and focus the company’s resources on the enline behavioural and
contextual advertising market through arrangements with global 1SPs  The company therefore did not
generate any revenue in the current year (2007 none)

3 CPERATING LOSS BEFORE TAX

Operating loss 1s stated after charging/(crediting)

2008 2007
$ 3

Research and development expenditure wnitten off 7,135,861 3,799,037
Operating lease rentals
- Other assets 1,638,499 161,467
Share Based Payments
- Charge under FRS 20 7,498,243 6,752,372
- Employer's NIC (992,894) 1,036,918
Depreciation of owned fixed assets 605,159 186,546
Depreciation of tangible fixed assets held under finance lease
and hire purchase contracts 6,964 15,023
Auditors’ remuneration
Fees payable to the Company’s auditors for the audrit of the company's
annual accounts 191,872 83,732
Fees payable to the Company’s auditors for other services 223,239 227,764
Net loss/(profit) on foraign currency translation (25,203,618) (216,015}

Fees payable to the company’s auditors for non-audit services to the company are not required to be
disclosed because the consolidated financial statemenis are required to disclose such fees on a
consohdated basis

4 STAFF COSTS

The average number of staff employed by the Company dunng the financial year amounted to

2008 2007

No. No
Research and development 4 4
Sales and admimstration 93 58
97 62

The aggregate payroll costs of the above were
2008 2007
$ $

Wages and salanes 23,117,758 18,178,445
Compensation for loss of office 3,651,503 -
Social security costs 520,799 1,726,898
Other pension costs 400,232 264,739

27,690,292 20,170,082

10




PHORM UK, INC.

NOTES TO THE FINANCIAL STATEMENTS
YEAR ENDED 31 DECEMBER 2008

5 DIRECTORS' EMOLUMENT

The Directors’ aggregate emoluments in respect of qualifying services were

Emoluments receivable
Compensation for loss of office

Emotuments of highest paid director

Total emoluments (excluding penston contnbutions)

The highest paid director did not exercise any share options n the year

2008 2007
$ 3
757,121 708,090
507,998 -
1,265,119 798,090
2008 2007
$ $
379,510 477,500 !

The company has made pension contributtons of $29,199 (2007 none) under defined contnibution schemes

in respect of the directors

6 INTEREST RECEIVABLE

Bank interest receivable

7. INTEREST PAYABLE AND SIMILAR CHARGES

Interest payable on
Finance lease and hire purchase confracts

8 TAXATION ON ORDINARY ACTIVITIES

Current tax
Delaware state tax

Total current tax

Factors affecting the tax charge for the period
Loss on ordinary actvities before taxation

Profit on ordinary activities before taxation multiphed by
blended rate of UK corporation tax of 28 5% (2007 30%)
Effects of

Expenses not deductible for tax purposes

Capital allowances for the penod in excess of depreciation
Other tax adjustiments

Movement on tax losses

2008 2007
$ $
1,806,104 688,843
1,806,104 688,843
2008 2007
$ $
3,749 8,816
3,749 8,816
2008 2007
$ $
- 3.941
- 3,941
(22,654,158) (29,793,239)
(6,456,435)  (8,937,972)
18,239 24,315
51,644 (63,863)
1,429,288 3,941
4,957,264 8,977,622

1"




PHORM UK, INC.

NOTES TO THE FINANCIAL STATEMENTS
YEAR ENDED 31 DECEMBER 2008

Current Tax charge - 3,941

Deferred tax assets have not been recognised as they may not be utilised until suitable profits anse and it 1s
not yet sufficiently probable that such profits will be avaitable in the future

9 TANGIBLE FIXED ASSETS

Computer
Hardware & Fixtures &
Machinery Fittings Total
$ $ $

COST
At 1 January 2008 882,405 73,958 956,343
Additions 712,097 102,447 814,544
Exchange differences (280,766) (2,461) (283,227)
At 31 December 2008 1,313,736 173,944 1,487,680
DEPRECIATION
At 1 January 2008 248,069 47,122 295,191
Charge for the year 571,036 41,084 612,120
Exchange differences (131,954) {100) {132,054)
At 31 December 2008 687,151 88,106 775,258
NET BOOK VALUE
At 31 December 2008 626,585 85,838 712,423
At 31 December 2007 634,336 26,836 661,172

Finance Leases and Hire Purchase Contracts

The net book value of tangible fixed assets includes an amount of $24,372 (2007 $9,266) n respect of
assets held under finance lease or hire purchase contracts The depreciation charge for the year was
$7,442 (2007 $3,234)

10 DEBTORS

2008 2007
$ $
Amounts owed by Group undertakings 380,030 24,453
Rent deposit 348,806 282,894
VAT recoverable 212,650 466,555
Other debtors 124,928 69,292
Prepayments and accrued income 1,040,003 531,494
2,106,417 1,374,688

12




PHORM UK, INC.

NOTES TO THE FINANCIAL STATEMENTS
YEAR ENDED 31 DECEMBER 2008

11 CREDITCRS Amounts falling due within one year

2008 2007
$ $

Net obligations under finance leases and

hire purchase contracts 10,068 15,104
Amounts owed to Group undertakings 65,981,873 29,961,683
Trade creditors 734,693 529,370
Other taxaticn and social security 531,792 332,464
Other creditors 25,470 44,081
Accruals and deferred income 2,063,245 1,519,725

69,347,141 32,402,427

The intercompany balance due to the parent company represents the sterhng fund raising on the UK equity
market The parent company has confirmed that this loan 1s of any equity nature and it 1s not envisaged

that this loan will be repaid

12 CREDITORS Amounts falling due after one year

Provistons for social taxes on share based
payments

Net obhgations under finance leases and
hire purchase contracts

Net obligations under finance leases
and hire purchase contracts

Repayable within one year

Repayable between one and five years

Included in habilities falling due within one
year

13 SHARE CAPITAL
Authorised share capital

100 Common shares of $0 001 each

Allotted, called up and fully paid.

Common shares of $0 001 each

2008 2007
$ 3
15,238 5,486
15,238 35,548
10,068 15,104
15,238 5,486
25,306 20,590
(10,068} (15,104)
15,238 5,486
2008
$
01
2008
No $
100 01

2007
No

100

2007

01

01

13







PHORM UK, INC.

NOTES TO THE FINANCIAL STATEMENTS

YEAR ENDED 31 DECEMBER 2008

14. RESERVES

Al 1 January 2007

Loss for the year

Share-based payment charge

Issue of new stock

Transfer of stock

Exchange differences on
transtation of overseas
operations

Transfer on exercise of
warrants

At 1January 2008

Loss for the year

Share-based payment charge

Issue of new stock

Transfer of stock

Exchange differences on
translation of overseas
operations

Transfer on exercise of
warranis

At 31 December 2008

Additional
Share paid in Translation Accumulated

capital capital Warrants reserve Deficit Total

$ $ $ $ $ $

11,217 18,706,233 300,300 (280,896) (15,512,365) 3,224,489
- - - - (29,797,180) (29,797,180)

- - - - 6,752,372 6,752,372

176 5,036,989 - - - 5,037,165

(11,393) (24,043,522) - - (24,054,915) -
- - - (48,310} - (48,310)

- 300,300 (300,300) - - -
- - - (329,206) (14,502,258) (14,831,464}

{13,322,363)

(22,654,158) (22,654,158)
7,498,243 7,498,243

- (13,322,363)

(13,651,569)

(29,658,173) (43,309,742)

14




PHORM UK, INC.

NOTES TO THE FINANCIAL STATEMENTS

YEAR ENDED 31 DECEMBER 2008

15

SHARE BASED PAYMENTS

The group has a share scheme whereby options over the common shares of the company are granted to
employees, consultants and directors Options are granted at the mid market price on close of the day of
grant and must be exercised within 10 years of grant unless the employment 1s terminated in which case
options generally must be exercised within 90 days of termination

The recanciliation of option movements dunng the year ended 31 December 2008 i1s shown below

2008 2007

Weighted Welghted

average average

exercise exercise

Number price £ Number price £

Outstanding at beginning of penod 3,028,553 832 2,532,240 £3 638

Granted during the year 331,567 1340 895,964 £19 01

Lapsed 129,479 16 82 (115,350) £5 68

Exercised 68,639 193 (284,301) £161

QOutstanding at end of period 3,162,002 865 3,028,553 £8 32

Exercisable at end of period 1,178,797 996 719,319 KR

The following options over ordinary shares were in existence at 31 December 2008

2008 2007
Range of Weighted Weighted Weighted Weighted
exercise average average average average
Price exercise remaining hfe exercise price remaining life
£ Number price £ (years) Number £ {years})
£001-£249 1,277,038 172 683 1,224,561 166 7 54
£250-£499 106,500 470 749 121,778 464 848
£500-£999 765,750 6 96 768 800,750 709 870
£10 00-£15 00 188,250 1184 786 160,000 1180 858
£15 00-£20 00 425,250 17 94 905 375,000 18 05 10 00
£20 00-£25 00 262,300 2181 8 96 205,550 2145 993
£25 00-£30 00 136,914 27 30 858 140,914 27 30 958
Total 3,162,002 865 767 3,028,553 832 8 50

The fawr value of the options granted duning the year was calculated using the following assumptions

2008 grants

Grant date
Pncing model

Share price at grant
Exercise pnce

Vesting cnitena

Expected volatiity
Expected Iife (years)

Risk free rate

Dividend yield

Estimated forfeiture rate p a
Probability non-market based
performance cntena 1s met
Farr value per option

4 Jan 2008
Black
Scholes
£20 00
£2000
(2)
501%
41

4 23%
0%
12%

N/A
£8 87

10 Jan 2008
Black Scholes

24 Jan 2008

Black Scholes

£2020 £24 75
£20 20 £24 75
) (2)
50% 50%
41 41
42% 429%
0% 0%
12% 12%
N/A N/A

£8 94 £1098

31 Jan 2008 12 May 2008
Black Scholes Black Scholes
£2395 £17 13

£23 95 £1713

2) (2}

49 9% 59 6%

41 41

4 22% 4 28%

0% 0%

£%112% 5%/12%
NIA N/A

£10 59 £8 63

15




PHORM UK, INC.

NOTES TO THE FINANCIAL STATEMENTS
YEAR ENDED 31 DECEMBER 2008

Grant date 30 May 2008 30 May 2008 210ct2008 210ct2008 3 Nov 2008
Pncing model Black
Scholes Black Scholes Black Scholes Black Scholes Black Scholes
Share pnce at grant £11 50 £1150 £2 375 £2 375 £1875
Exercise price £11 50 £11 50 £2 375 £2 375 £1875
Vesting cnteria (2) (7} (2) (8) 2)
Expected volatility 60 1% 60 1% 56% 56% 56%
Expected lfe (years) 41 10 57 5-7 5-7
Risk free rate 4 92% 4 92% 4 24% 461% 395%
Dividend yield 0% 0% 0% 0% 0%
Estimated forferture rate p a 12% 0% 5%/12% 0% 12%
Probability non-market based
performance cntena i1s met N/A N/A N/A 100% N/A
Fair value per option £5 91 £8 48 £1 35 £168 £106
2007 grants
Grant date 14 Feb 2007 14 Feb 2007 6 Mar 2007 26 Jul 2007 1 Oct 2007
Pricing model Monte Carlo Black Scholes Black Scholes Black Scholes Black Scholes
Share pnce at grant £995 £995 £13 83 £27 30 £23 20
Exercise price £9 95 £995 £1383 £27 30 £2320
Vesting cntena 1) (2) 3 (2) (4)
Expected volatility 45 29% 46 3% 49 4% 512% 50 6%
Expected hfe {years) n/a 56 53 47 603
Risk free rate 5 45% 512% 511% 533% 4 94%
Dwvidend yield 0% 0% 0% 0% 0%
Estimated forfeiture rate p a 5% 12% 5% 12% 12%
Probability non-market based
performance critena 1s met N/A N/A N/A N/A N/A
Fair value per option £4 94 £4 98 £7 03 £13 41 £1264
Grant date 1 Oct 2007 6 Nov 2007 11 Dec 2007 19 Dec 2007 19 Dec 2007
Pricing model Black
Scholes Black Scholes Black Scholes Black Scholes Black Scholes
Share price at grant £2320 £21 00 £20 38 £1805 £1805
Exercise price £2320 £21 00 £20 38 £18 05 £18 05
Vesting cntena (2) (2) (2) (9) (6)
Expected volatility 50 6% 50 7% 50 3% 50 3% 50 3%
Expected !fe (years) 625 603 603 500 500
Risk free rate 4 95% 4 84% 4 58% 4 55% 4 55%
Dividend yield 0% 0% 0% 0% 0%
Estimated forfeiture rate p a 12% 12% 12% 5% 0%
Probability non-market based
performance critena 18 met N/A N/A N/A 100% N/A
Fair value per option £12 84 £1142 £10 94 £8 87 £8 87

Vesting cntena
(1

At the rate of 1/6” after 6 months, and 1/36" subsequently, for a total vesting penod of 36 maonths

(2) Conditional upon achieving average monthly net revenues of $3m over a penod of 6 months
consecutive It s estlmated this will be met within 3 years from date of grant

(3) At the rate of 1/5" for achieving each incremental increase of £100 in the share pnce up to a
maximum of £500 Itis esttmated this will be met wathin 5 years from date of grant

(4) Atthe rate of 1/8” after 6 months, and 1/48" subsequently, for a total vesting penod of 48 months

(5) Conditional that 5-day average share pnce i1s not above £50 00 prior to 11 July 2007 If so, 25% vests
immediately and remainder over 36 months If condition 1s not met, options are cancelled

(6) At the rate of 1% for each 1% of targeted number subscribers becommg subject to qualfying

agreements

The expected volatility was based upon histoncal volatility of the company's share price from IPO to date of
grant The expected life i1s the expected penod to exercise

16







PHORM UK, INC.

NOTES TO THE FINANCIAL STATEMENTS
YEAR ENDED 31 DECEMSBER 2008

16

17

18

19.

At the year end the company has accrued $23,192 (2007 $1,017,092) tin respect of potenhal employers’
National Insurance Contnbution ansing on exercise of the options by United Kingdom employees,
caiculated in line with the FRS 20 charge This 1s included in accruals in crediters falling due within less

than one year

RECONCILIATION OF MOVEMENTS IN SHAREHOLDERS' FUNDS

2008 2007

$ $

Loss for the financial year (22,654,158) (29,797,180)
New share capital subscritbed - 5,037,165
Other recognized gains and losses {5,824,120) 6,704,062
Net addition/(reduction) to shareholders' funds (28,478,278) {18,055,953)
Opening shareholiders’ funds (14,831,464) 3,224,489

Closing shareholders' funds (43,309,742) (14,831,464)

PENSIONS

Defined Contribution

The Company operates a defined contnbution pension scheme The assets of the scheme are held
separately from those of the Company in an independently administered fund The pension cost charge
represents contributions payable by the Company to the fund and amounted to $400,232 (2007 $264,739)
At the year end a creditor of $34,820 (2007 $30,951) was owed in respect of unpaid contnbutions

FINANCIAL COMMITMENTS
Capital commitments

At 31 December 2008, no capital commitments {2007 none) had been authonsed or contracted for by the
directors

Operating lease commitments

At 31 December 2008, the Company had annual commitments under nen-cancellable operating leases as
set out below -

Land and buildings

2008 2007
$ $
Operating leases which expire
Within one year 1,666,940 -
Within 2 to 5 years 188,977 166,400
More than 5 years - -
1,745817 166,400

RELATED PARTY TRANSACTIONS

Transactions with the directors of the company are disclosed in note 5

The company has taken advantage (where apphicable) of the exemptions in paragraph 3(c) of Financial
Reporting Standard 8 'Related party disclosures’ and has not disclosed details of transactions with feflow
group compantes

There are no other related party transactions dunng the year
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20 ULTIMATE CONTROLLING PARTY

Phorm Inc 1s the immediate and ultimate parent company and controlling party of the smallest and largest
group that prepares group accounts which are publicly avaitable The Group’s annual report and accounts
are available from www phorm com
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