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chairman’s statement

| am delighted to

present our Annual
Report for the year
ended 31 July 2005.

This has been an exciting year for Biofusion plc, a year in which:

= We signed a 10-year exclusive agreement with the University
of Sheffield to commercialise all of its medical life science
intellectual property (IP);

= We took over the University of Sheffield’s shareholdings in
nine existing spin-out companies;

* We listed on the Alternative Investment Market (AIM) and
raised £8.2m by way of an institutional placing;

= Plasso Technology, our materials science portfolio company,
raised £1.5m;

= Simcyp, our pharmaceutical software portfolio company,
signed agreements worth over £1.5m and increased its
profitability;

« Diurnal, our endocrinology portfolio company, signed an
exclusive licence agreement with Phoqus Phamacueticals
Ltd (Phoqus) and received Orphan Medicinal Product
designation for this product;

= Asterion extended its research programme for its growth
hormone agonists and antagonists technology with a major
pharmaceutical company;
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Financial highlights

2005 2004

£000 £000
Turnover 230 -
Gross profit 126 -
Administrative expenses (616) (a77)
Interest 73 -
Loss on ordinary activities before taxation (417) (177)

A full description of the company’s trading is given in the financial
report on page 8.

« Axordia, our market leading human embryonic stem (hES)
cell portfolio company, provided four of the first stem cell
lines into the UK Stem Cell Bank; and

* We exited our shareholding in our first company, realising a
return of approximately £226k.

In addition since the year end:

= We were one of five investors in a £2.7m fund-raising for
CellTran, our chronic wound management portfolio company,
leaving us the largest single investor;

= We started our first new portfolio company, Lifestyle Choices,
a company which will offer a range of products in the female
fertility and menopause markets; and

« Axordia signed a deal with Chemicon, part of Serologicals
Corporation, to co-develop new antibody markers from
Axordia’s proprietary hES cell lines.
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Biofusion represents an
exciting model for the
commercialisation of
university-based research and
fits well within current thinking
on fostering innovation from
Government and from within
the academic community

We have an excellent
relationship with the Biofusion
team and the University of
Sheffield looks forward to
developing the relationship
over the coming years

Prof. R F Boucher,
Vice Chancellor, University of Sheffield

The

University
, Of

Bheffield.
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Agreement with the
University of Sheffield

It is commonly accepted that although the
UK’s universities produce world class IP, it
is not always fully commercially exploited.
Biofusion was formed in 2002 to provide
a new, unique model that would combine
private and university-related resources to
generate commercial value from IP
created in the university sector and in
particular from one of the UK’s leading
medical life science universities, the
University of Sheffield.

As a result, we signed a 10-year exclusive
agreement with the University of Sheffield
to commercialise its medical life science
IP. Our partnership works on the simple
premise that all parties are more efficient
and effective if they are able to
concentrate on their core skills — so the
University of Sheffield focuses on IP
creation, whilst Biofusion focuses on
commercialisation. At the point of cross-
over we ensure we are completely
integrated into the University of Sheffield’s
technology transfer processes, so that the
take up and subsequent commercialisation
is both seamless and painless.

As a major shareholder in Biofusion,
the University of Sheffield is rewarded and
incentivised to ensure that its R&D spend
of £500m over the next 10 years is
focused on generating world class IP,
whilst the academics are rewarded with
shareholdings in the subsequent portfolio

companies.
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Biofusion commercialises this world class
IP through licensing or spin-out companies
by providing:

= Expertise in the identification of novel
IP with commercial potential;

= Start-up management skills and seed
capital finance for the subsequent
spin-out companies;

* Ongoing strategic and financial
support for the spin-out companies to
maximise their chances of success;
and

= Expertise in company exits.

Pipeline

During the year we continued to integrate
ourselves into the University of Sheffield’s
IP identification processes and have
developed strong relationships with many
of the University of Sheffield’s leading
academics in the field of genomics,
molecular biology, mass spectrometry
and nanotechnology. This integration is
now bearing fruit, and Biofusion has a
growing number of promising pipeline
projects that the directors are confident
will result in a number of new spin-out
companies.

Exits

During the year we exited our interest in
Molecular Skincare, a topical treatment
skin disease company, which was
acquired in February 2005 by York
Pharma plc. In March we took up our
option to acquire the University of
Sheffield’s shares in York Pharma pilc,
which resulted from this sale, and exited
these shares for £226k.
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Sheffield Bioincubator

The University of Sheffield’s new £6.5m
Bioincubator building will be opened in
October 2005, and Biofusion will be the
anchor tenant. The Bioincubator’s state of
the art laboratory facilities and offices
have been built to house the life science
spin-outs from the University of Sheffield
as well as attracting biotech businesses
into the Sheffield area, thereby supporting
the University of Sheffield’s intention to
become a centre of excellence in the UK
for biotechnology.

Expansion of the Biofusion
model to other universities/
institutions

During the year we have had a number of
discussions regarding the possibility of
expanding our model to include other
British

and we will continue to

leading universities and
institutions,
pursue opportunities to expand our

business model in this way.

New board

We are delighted that during the period
we were able to appoint Dr Edwin Moses
and Professor Tony Atkinson as non-
executive directors to the board. Dr
Moses is a University of Sheffield alumnus
and both are well respected within the
academic and investment community.
Stuart  Gall, the
shareholders and a member of the

one of founding
management team, also joined the board
and became a full-time employee in April
2005.

Current trading

It has clearly been a significant year for
Biofusion and our relationship with the
University of Sheffield continues to grow
and develop. The quality of the research
at the University is excellent and, as such,
the directors are confident that we will
achieve our target of creating two to three
spin-out companies each financial year
and that we hope to exit at least one of the
existing companies within the next 12
months, if market conditions are suitable.

Our move into the University of Sheffield’s
new £6.5m Bioincubator building in
the
our business development team, with the

November and expansion  of
recruitment of an additional licensing
executive, will ensure that we are well
placed to build on this excellent year and
increase our shareholder value over the

next 12 months.

Annual General Meeting

Our first Annual General Meeting will be
held at the offices of Ashurst, Broadwalk
House, 5 Appold Street, London on
Friday, 18 November 2005 at 11 a.m.
Further details about the Annual General
Meeting are contained in the Notice of
Meeting on page 41.

Doug Liversidge CBE

Chairman
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The executive
directors

David Baynes, CEO

Peter Grant, Operations Director
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Stuart Gall, Commercial Director
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Portfolio Companies

As at the date of this report,
our portfolio comprised the
following companies;

415 Adantix

Adjuvantix intends to use proprietary
adjuvants to co-develop a range of
improved prophylactic and therapeutic
vaccines. It has filed four families of patent
applications claiming adjuvant technology
and aims to exploit this technology to
develop adjuvant systems suited to a
wide range of vaccine antigens, including
proteins, peptides, polysaccharides and
organic molecules that are designed to
provide the desired antibody or cell-
mediated immune response for any given
clinical application.

asterion

Founded in 2001, Asterion is developing
novel proteins with the potential to treat a
range of cytokine disorders utilising
structural and cellular molecular biology.
Asterion has developed its technology
base using growth hormone as a model
system, but its approach has applicability
to many other cytokines.

Asterion has successfully licensed

its technology for growth hormone
agonists and antagonists to a major multi-
national pharmaceutical company which
has established a research program with
Asterion to develop these targets. This
research was extended in June 2005 after
the successful completion by Asterion of

a number of key milestones.

Asterion owns four families of patent
applications and is in the process of
developing its platform technology to
produce products that exhibit delayed
clearance, do not significantly alter ligand-
receptor affinity and have a reduced
likelihood of unknown side effects and
unwanted immune responses.

STEM CELL TECHNOLOGIES FOR DISCOVERY AND THERAPY

Axordia was founded in 2001 by two of
the world’s leading stem cell scientists,
Professors Peter Andrews and Harry
Moore, to exploit hES cell biology. The
company has an excellent scientific and
commercial management team, unique
patented cell lines and the bio-processing
tools that are required by the major
pharmacuetical companies to develop
hES cells for both drug discovery and
therapeutic applications. In addition it will
have the UK’s only GMP facilities for
consistent manufacture of high quality
stem cell lines. Axordia already has four
stem cell lines in the UK Stem Cell Bank
and its strategy is to develop hES cell
technology for the pharmaceutical and
biotechnology industries while also
pursuing longer-term goals in regenerative
medicine.

In September, Axordia signed a deal with
Chemicon, part of the Serologicals
Corporation, to co-develop new antibody
markers from Axordia’s proprietary hES
cell lines. Chemicon is recognised as a
world leader in providing antibodies and
other reagents, kits and cell culture
supplements to the academic, pharma-

ceutical and biotechnology markets.
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BioActa has discovered novel inhibitors of
angiogenesis (the growth of new blood
vessels), a process important in diseases
such as cancer, rheumatoid arthritis and
diabetic
Alphastatin™, was

retinopathy. Its  product,

designed using
BioActa’s understanding of the proteins
involved in regulating angiogenesis.
It intends to apply this understanding to
the study of peptides derived from other
naturally occurring proteins in order to
identify molecules with novel angiogenic

(both pro and antiangiogenic) activities.

CéIITran

CellTran provides active wound care by
delivering living cells for the treatment and
active healing of burns and chronic
wounds in skin. Its products deliver a
wound treatment based on a patient's
living skin cells by growing these cells
outside of the body on a specially
synthesised polymer layer. These cells are
critical in the early stage healing of serious
wounds and provide natural wound
healing without immunological rejection
issues. CellTran's technology leads a new
generation of treatments that use living
tissue for the regeneration of normal and
healthy skin.

Myskin™ is the first product to be
launched by CellTran for the active
treatment of wounds that are difficult to
heal. This is a scientifically advanced
product designed to offer ease of use for
the benefit of both patient and medical
professional, resulting in rapid wound



Portfolio Companies

healing, and importantly, a reduction in
ongoing treatment costs as well as clinical
time and expenditure for the hospital.
Myskin™ was launched into the UK burns
market in April 2004 by CellTran’s UK
distribution partner, Vernon Carus.

In August 2005 CellTran raised £2.7m in a
funding round that it expects will take the
company into a period of significant growth.

DML

Founded in November 2004, Diurnal has
already entered into an agrement to
develop a tablet that delivers hydro-
cortisone in a manner that mimics the
normal physiological circadian rhythm.
This clearly defined rhythm, with high
levels in the morning and low levels at
night, is lost in patients with adrenal
insufficiency. Current therapies are
steroid-based, and cannot adequately
control the condition, so the Diurnal
management team believes that their
product should offer a much needed
improvement in treatment for patients

with congenital adrenal hyperplasia.

The product is being developed by Phoqus,
a UK drug delivery company, which has an
exclusive licence of the ‘delayed and
sustained release therapy’ patent. Diurnal
has recently received Orphan Medicinal
Product designation for its product from the
European Medicines Agency, which affords
10 years of market exclusivity after the
grant of a marketing authorisation in
Europe. The product is expected to enter
human studies in Q4 2005.

Diurnal anticipates that the new product
will provide a more efficacious therapy,

with improved compliance from patients.
Diurnal’s directors believe that the global
market for this product is estimated to be
worth £100m.

LIFESTYLE

CHOICES

During October 2005 we created Lifestyle
Choices, our first new spin-out company
from the University of Sheffield pipeline
agreement. Lifestyle Choices will offer a
range of products in the female fertility
and menopause markets and expects to
launch its first product in January 2006.
The academic behind the company is
Professor Bill Ledger, one of the UK’s
leading fertility experts.

The directors believe that Lifestyle Choices
will be revenue generating at product
launch and will complement Biofusion’s
existing portfolio of short, medium, and
long-term investment propositions.

Plasso Technology (Plasso) is a surface
engineering company, which uses its
patented technology to create novel
surface coatings that can be used to
optimise biomolecule-surface interactions
on the microarrays, lab-on-a-chip and
microtitre plates used in medical life
sciences and diagnostics. Plasso’s
directors estimate this market is worth US

$1.2 billion.

Plasso’s strategy is to forge long-term
commercial partnerships with the major

suppliers in the bioinstrumentation,
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biosensors and diagnostics markets as
well as developing its own product ranges
such as sugar chip and novel substrates
for mass spectrometry.

In December 2004 Plasso successfully
raised £1.5m of VC funding.

simi

Founded
software and databases specifically

in 2001, Simcyp develops

designed to inform the processes of drug
discovery and development by simulating
virtual patient populations to identify
individuals at extreme risk. The company
is supported and guided by a consortium
of global pharmaceutical companies and
the US FDA.

In 2004, Prof Geoff Tucker (Professor of
Clinical Pharmacology and Head of the
Academic Unit of Clinical Pharmacology
at the University of Sheffield, and
Chairman of Simcyp Limited) and Dr Amin
Rostami (Reader in Pharmacokinetics at
the University, and Director of Scientific
Development at Simcyp Limited) were
jointly awarded the New Safer Medicines
Faster Award 2004 by the European
Federation for Pharmaceutical Sciences
(EUFEPS). This award recognises their
pioneering work in predicting population
variability in whole body pharmacokinetics
and drug-drug interactions.

Simcyp is currently trading profitably, and in
August 2005 announced that it had signed
long-term contracts with a number of
leading pharmaceutical companies, worth in
excess of £1.5m in the first half of 2005.
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Fund-raising

The main financial event during the year was
the company’s listing on AIM and the
associated institutional placing of £8.2m. The
costs of this fund-raising, all of which were
taken to the share premium account, were
£1.1m, leaving net funds raised of £7.1m.

The pre-money valuation of the placing was
£20m and as a result approximately 29% of
the company is now held by institutional
investors, 21% owned by management
and the remaining 50% owned by the
University of Sheffield.

Trading
The main trading activity of the group
related to the management of the

company’s IP pipeline with the University of
Sheffield and the further development of the
portfolio of 8 companies that transferred
over to the company at the time of the IPO.

Turnover was £230k and related in the main
to the sale of the shares Biofusion had
received as payment for its disposal of its
holding in Molecular Skin Care. The
company had exercised an option to obtain
these shares from the University of Sheffield
for £85k and as a result made more than a

two and a half fold return on its investment.

Total administrative expenses of £616k
included £33k relating to costs of the
company’s two subsidiaries, Diurnal and
BioActa, which were consolidated in
accordance with the groups accounting
policies. The remaining overhead costs relate
to the employment costs of the management
and other administrative overheads.

The loss for the financial period at £397k
was lower than expected, because no
allowance had been made for the exit and
sale of the group’s interest in Molecular Skin
Care. Overheads were very much in line
with expectation.

Balance sheet

In line with forecasts the group had £6.2m
cash at the end of the year. These amounts
will be held on cash deposit, and will be
used to invest in the current portfolio and in
other companies being spun out of the
University of Sheffield in coming years.

The group consolidates its subsidiary
undertakings BioActa and Diurnal using
the acquisition method of accounting. The
results of these subsidiaries are included in
the consolidated profit and loss account
from the date of acquisition. Goodwill
representing the excess of fair value of
consideration over net assets acquired is
capitalised and amortised over its useful
economic life. The unamortised element is
shown as intangible assets on the balance
sheet.

Companies in which the group’s share is
below 50%
accounted in the group accounts which is

have not been equity
the treatment prescribed by Companies
Act 1985. The directors consider that
investments are held within the group’s
portfolio with a view to the ultimate
realisation of capital gains, and hence
equity accounting would not give a true
and fair view. This treatment is in
accordance with Financial Reporting
Standard (FRS) 9 — Associates and Joint
Ventures. Hence holdings in companies
below 50% are held within the investments
caption and have a total value of £1.8m.
These investments were reviewed for
potential impairment at the year end, and it
was concluded that no adjustment was

required for permanent diminution in value.

Debtor balances of £600k
amounts due from the sale of shares, VAT

relate to

recoverable and payments on account for
IP transferred from the University.
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The company purchased its investments
and subsidiary companies by the issue of
loan notes which are carried on the
balance sheet at a total value at the year
end of £2.4m. These amounts are in effect
only payable in the event that the related
investment is either successfully exited or
becomes cash positive. In turn the amount
that needs to be repaid is limited by the
actual amounts that the group receives
either in the form of proceeds or dividend
payments.

As a consequence these loan amounts will
only be paid out of future revenues and will
not be paid out of our current cash
balance, which remains available for the
group to use in the further development of
its portfolio and pipeline.

Net assets

With net shareholders funds of £6.4m the
company is well placed to expand its
current portfolio of companies and also to
exploit the value of its pipeline agreement
with the University of Sheffield.

Post balance sheet events
Since the year end CellTran, one of the
group’s portfolio companies, has raised
£2.7m from a syndicate of investors, to
which the group contributed £775k.

During October 2005 the company
announced the creation of a new
company called Lifestyle Choices. This
will be held on the balance sheet at the
value of the equity investment made,

which is not material.

David Baynes
CEO
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Doug Liversidge, Non-executive Chairman

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

In 1991 Mr Liversidge was awarded South Yorkshire Businessman of the Year. Mr Liversidge acts as a Senior Industrial Advisor
to the University of Sheffield and he has played a pivotal role in establishing the Regional Innovation Strategy for Yorkshire and
Humberside through his work with Government Office in Leeds. He was appointed Chairman of the South Yorkshire Learning
& Skills Council by Government Office, Leeds in July 2000 and was awarded the CBE in the 2000 New Year’s Honours List for
services to industry.

David Baynes, Chief Executive

Mr Baynes was appointed to the Board of Biofusion plc on 2 November 2004, having been a director of Biofusion Trading since
2 January 2003. David worked at Celsis International plc (Celsis) from its incorporation to its flotation on the full list of the London
Stock Exchange in July 1993, and was responsible for all elements of the company’s finances during that period.

In August 1993, Mr Baynes co-founded Toad plc (now TG21 plc) and was then responsible for taking the company from start-
up to 4.2 (now Ofex), then AIM and ultimately the full list of the London Stock Exchange. During this time, Mr Baynes led four
Class 1 transactions, two Class 2 transactions and a reverse takeover. In the year Mr Baynes left the company, it employed 350

staff, had a turnover of approximately £34m and pre-tax profits in excess of £3m per year.

Mr Baynes left Toad plc to join Whereonearth Limited, where he obtained extensive exposure to the venture capital market and
was responsible for all aspects of the company’s venture capital funding. Following this, Mr Baynes joined Codemasters Limited
as Chief Financial Officer and was responsible for all aspects of the company’s finances and corporate finance activity until
leaving in September 2004 to focus on Biofusion plc. Mr Baynes is a non-executive director of CellTran Limited and Diurnal

Limited, both of which are spin-outs from the University of Sheffield.

Stuart Gall, Commercial Director

Mr Gall was appointed to the Board of Biofusion plc on 27 April 2005. Mr Gall has experience in both small company start-ups
and public companies and specialises in marketing, communications and new business development. After starting work at
British Airways plc, Mr Gall was a founder member of The Promotions Partnership Limited, a marketing consultancy, which was
sold to Omnicom Inc in 1993 and renamed Anvil Limited. In 1994, Mr Gall joined Toad plc (now TG21 plc) as Head of Marketing
and was involved in its 4.2 (now Ofex), AIM and full listing on the London Stock Exchange as well as running the group’s retail
operations, technical training and new business development. In April 1998 Mr Gall joined the Board of Toad as Marketing
Director and ran the groups marketing operations as well as all new business development projects.

Peter Grant, Operations Director

Dr Grant was appointed to the Board of Biofusion plc on 1 December 2004, having been a director of Biofusion Trading since
2 January 2003. Having obtained an honours degree in Biochemistry, Mr Grant completed his PhD before joining Genzyme UK
Limited (Genzyme) as a Senior Research Scientist working within the clinical diagnostics division.

Following a move to Celltech from Genzyme, Mr Grant was part of the start-up team at Enzymatix Limited (Enzymatix). During
the next five years Enzymatix grew five independent research areas with Mr Grant as the Head of Research and Development.
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Two of these areas were later spun-out to form Chiros Limited (later Chiroscience, now merged with Celltech plc) and Celsis Ltd
(Celsis), with Mr Grant as a co-founder and Research and Development Director. Following venture capital funding rounds, Mr
Grant was an integral part of the team that successfully floated Celsis on the London Stock Exchange in July 1993 and gained
significant experience in acquisitions, divestments and licensing through his role as Director of Business Development and
Technology. Mr Grant is a non-executive director of Adjuvantix Limited, Asterion Limited, Axordia Limited and Diurnal Limited,
all of which are spin-outs from the University of Sheffield.

Dr Edwin Moses, Non-executive Director

Dr Moses was appointed to the Board of Biofusion plc on 1 December 2004. Dr Moses has extensive experience as a non-
executive director for companies including Evotec OAl AG, Biolmage A/S, Inpharmatica Limited, Amedis Limited, Avantium
Technologies BV, Paradigm Therapeutics and Clinphone Limited.

Since taking up a full-time role as a non-executive director or Chairman of a number of international life science companies in
2001, Dr Moses has been extensively involved in raising tens of millions of pounds from venture capital companies as well as
leading corporate development activities.

While Chief Executive Officer and subsequently executive Chairman of Oxford Asymmetry International plc, Dr Moses raised
several rounds of venture capital financing and annual turnover increased from approximately £100k to £20m. He led the
company’s flotation on the full list of the London Stock Exchange in 1998 at a valuation of £120m and subsequently achieved
the sale of the company to Evotec Biosystems AG in 2000 for £316m. During his time at Oxford Asymmetry, Dr Moses was
instrumental in key multi-million pound deal negotiations with companies such as Pfizer, Bayer, Vertex Pharmaceutical and
Monsanto.

Prof Tony Atkinson, Non-executive Director

Professor Atkinson was appointed to the Board of Biofusion plc on 1 December 2004. As a founding director of Generic
Biologicals Limited and Kymed GB Limited (Kymed), Professor Atkinson was responsible for the merger of these two
biopharmaceutical companies in 1998. Professor Atkinson subsequently led Kymed’s reverse takeover of the Ofex-listed
oncology company, Enzacta plc, to form Enact Pharma plc (Enact) in April 2000 and was appointed a director and Chief
Scientific Officer at the time of merger. Professor Atkinson became Chief Executive Officer of Enact in February 2001 and led
the restructuring of the company and the Board through a series of refinancing events, most recently including Enact’s
acquisition by Protherics plc (Protherics), a biopharmaceutical company listed on the full list of the London Stock Exchange in
June 2003. In July 2003 Professor Atkinson was appointed Chief Scientific Officer of Protherics, where he was a non-executive
director until April this year. Professor Atkinson was previously a director of the Division of Biotechnology and Deputy Director,
PHLS Centre for Applied Microbiology and Research, Porton Down.

Professor Atkinson is also a director of, inter alia: Third Millennia Insight Limited, a technology transfer company involved in the
financing of start-up and early stage companies; Thermophilic Micro Organisms Limited; New Sarum Enterprises Limited, a
partner in the incubator developing the Porton Down Science Park (Tetricus Limited).

David Catton, Non-executive Director

Mr Catton was appointed to the Board of Biofusion plc on 1 December 2004, having been a director of Biofusion Trading since
14 August 2003. On 1 May 1998, David was appointed Managing Director of Unisheff Ventures Limited — since renamed
Sheffield University Enterprises Limited. Prior to this, he worked for Ford Motor Company, British Leyland (now Rover), Rank
Xerox Limited and Cambridge Consultants Limited. Mr Catton has co-founded and invested in three start-up companies:
Artificial Intelligence Limited, Strand Software Technologies Limited and The Customer Engagement Company.
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The company is committed to high standards of corporate governance. The revised Combined Code on Corporate Governance
(Combined Code) was published in 2003. While the group is not required to report on compliance with the Combined Code
since its shares are traded on AIM, we make every effort to comply. The statement below describes how principles of corporate
governance are applied to the group.

The workings of the Board and its committees

The Board

The Board currently comprises four non-executive directors and three executive directors and is responsible for the
management of the group. The non-executive directors are considered by the Board to be independent. The Board meets at
least six times a year, setting and monitoring group strategy, reviewing trading performance, reviewing and agreeing on
investments in spin-out companies and formulating policy on key issues. Day to day operational decisions are delegated to the
executive directors. Key issues reserved for the Board include the consideration of potential investments, share issues and fund
raising, the setting of group strategy, City public relations and the review and evaluation of significant risks facing the business.
Briefing papers are distributed by the Company Secretary to all directors in advance of Board meetings. All directors have
access to the advice and services of the Company Secretary who is responsible for ensuring that Board procedures are followed
and that applicable rules and regulations are complied with. The appointment and removal of the Company Secretary is a
matter for the Board as a whole. In addition, procedures are in place to enable directors to obtain independent professional
advice in the furtherance of their duties if necessary, at the company’s expense.

Biographies of the directors including details of their experience and role within the group are set out on page 9.

Attendance at meetings

The full Board met three times in the financial year ending 31 July 2005, not including meetings held in conjunction with the IPO.
The Board have met every two months since the time of the IPO in February. Before this time the Board was in effect the Board
of Biofusion Trading Limited, the Board of which met seven times before February. All of the directors in office at that time were
in attendance at these meetings.

The Audit Committee

The Audit Committee comprises the non-executive Chairman, Doug Liversidge, and two of the non-executive directors, Dr
Edwin Moses and Prof Tony Atkinson. The Audit Committee’s remit is set out in its terms of reference and is scheduled to meet
with the auditors at least twice a year. The Committee assists the Board in ensuring that the group’s published financial
statements give a true and fair view and that, where the auditors provide non-audit services, their objectivity and independence
is safeguarded.

The Remuneration Committee

The Remuneration Committee comprises the non-executive director, Doug Liversidge, and two of the non-executive directors,
Dr Edwin Moses and Prof Tony Atkinson. The Committee is responsible for making recommendations to the Board on the
remuneration of all the directors.
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The Nomination Committee

The Nomination Committee comprises the non-executive directors, and is chaired by the Chairman, Doug Liversidge. It will
meet as necessary and will be responsible for making recommendations to the Board on the appointments of executive and
non-executive directors. When required, it will be the usual practice of the Nomination Committee to employ specialist external
search and selection consultants to assist in the appointment process for new executive and non-executive directors.

Terms of reference

The terms of reference for the Audit, Remuneration and Nomination Committees are available on request from the Company
Secretary.

Performance evaluation

Performance of each of the executive directors will be evaluated on an ongoing basis by the Chairman and the non-executive
directors, with a formal review held at least annually. The non-executive directors are responsible for the performance evaluation
of the Chairman, taking into account the views of the other executive directors. The non-executive directors will meet with the
Chairman on an ad hoc basis but at least once a year to appraise the Chairman’s performance. The performance of the non-
executive directors and the sub-committees on which they serve are reviewed by the executive Board on an ongoing basis.

Relations with shareholders

Key members of the executive Board plan to regularly visit institutional investors, and the full Board will make itself available to
questions at all shareholder meetings it holds. The Chairman and Chief Executive plan to report back to the Board views of
investors obtained at analysts’ and brokers’ briefings. The Board will use the Annual General Meeting to communicate with
private and institutional investors and welcomes their participation. The Chairman aims to ensure that the Chairman of the Audit,
Remuneration and Nomination Committees is available at Annual General Meetings to answer questions.

Internal controls

The directors acknowledge that they are responsible for the group’s system of internal control and for reviewing its effectiveness.
Internal control systems are designed to meet the particular needs of the group and the risks to which it is exposed. In
accordance with the guidance of the Turnbull Committee on internal control, the procedures will be regularly reviewed in an
ongoing process to identify, evaluate and manage the significant risks faced by the group. The procedures are designed to
manage rather than eliminate risk of failure to achieve business objectives and can only provide reasonable but not absolute
assurance against material mis-statement or loss

The key procedures which the directors have established with a view to providing effective internal control are as follows:
* Management structure

The Board has overall responsibility for the group, and there is a formal schedule of matters specifically reserved for decision
by the Board. Each executive director has been given responsibility for specific aspects of the group’s affairs. The executive

directors meet weekly to discuss day-to-day operational matters.
« Control environment

The group’s control environment is the responsibility of the group’s directors, and the internal controls were implemented in
February 2005. The effectiveness of the group’s internal controls will be reviewed annually to ensure they remain appropriate.
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Main control procedures

The directors have established control procedures in response to key risks. Standardised financial control procedures operate
throughout the group to ensure the integrity of the group’s financial statements. The Board has established procedures for

authorisation of capital and revenue expenditure.
Monitoring system used by the Board

The Board reviews the group’s performance against budgets on a monthly basis. The group’s cash flow is monitored bi-
monthly by the Board.

Internal audit

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

Going concern

After making enquiries, the directors have a reasonable expectation that the group has adequate resources to continue in
operational existence for the foreseeable future. For this reason, they continue to adopt the going concern basis in preparing

the financial statements.
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This remuneration report sets out the company’s policy on the remuneration of executive and non-executive directors, together
with detail of directors’ remuneration packages and service contracts.

Information not subject to audit

Remuneration Committee

For the financial year ended 31 July 2005, remuneration policy for executive and non-executive directors and the determination
of individual executive directors’ remuneration packages have been delegated to the Board’s Remuneration Committee

comprising three non-executive directors, one of which is the non-executive Chairman.

In setting the remuneration policy, the Remuneration Committee considers a number of factors including:

(a) the basic salaries and benefits available to executive directors of comparable companies;
(b) the need to attract and retain directors of an appropriate calibre;

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

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

Remuneration of the non-executive directors

Each non-executive director received a fee for their services, which is agreed by the Board following recommendation by the
Chairman with a view to rates paid in comparable organisations and appointments. The non-executive directors did not receive
any pension or other benefits from the company, nor did they participate in any bonus or incentive schemes other than share
options. The non-executive directors each have a 3 year service contract with the company with 3 months notice either side.
After this time the appointment is reviewed annually.

Remuneration policy for executive directors
The company’s remuneration policy for executive directors is to:

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

(b) link individual remuneration packages to the group’s long-term performance through the award of discretionary bonus
schemes;

(c) provide employment-related benefits including life assurance, insurance relating to the director’s duties and medical
insurance.

Salaries and benefits

The Remuneration Committee meets at least once a year to consider and set the annual salaries for executive directors having
regard to personal performance and information regarding the remuneration practices of companies of similar size and of
industry competitors. Executive directors’ salaries were last reviewed in January 2005.

Directors’ service contracts

The service contracts of the executive directors provide for 6 months notice of termination. Other than the notice periods
afforded to the executive and non-executive directors, there are no special provisions for compensation in the event of loss of
office. The Remuneration Committee considers the circumstances of individual cases of early termination and determines

compensation payments accordingly.
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Effective contract Unexpired Notice

date term as 31July period

D Liversidge (Chairman) 01 December 2004 28 months 3 months
D Baynes 26 January 2005 n/a 6 months
P Grant 26 January 2005 n/a 6 months
S Gall 1 April 2005 n/a 6 months
E Moses 01 December 2004 28 months 3 months
T Atkinson 01 December 2004 28 months 3 months
D Catton 01 December 2004 28 months 3 months

The directors are required to retire by rotation once every 3 years. No director is required to retire by rotation at the forthcoming

Annual General Meeting.

Non-executive directorships

With the permission of the Chairman, the executive directors may accept appointments as non-executive directors. Where an

executive director accepts an appointment to the Board of a company in which the group is a shareholder, the group retains

the directors’ fees. Fees earned for directorships of companies in which the group does not have a shareholding would be

retained by the directors.

Directors’ detailed emoluments

Details of individual directors’ emoluments for the year are as follows:

Salary Pension Total Total
and fees Bonuses contributions Benefits 2005 2004
£ £ £ £ £ £
Executive

D Baynes 60,000 - 6,000 - 66,000 -
P Grant 55,000 - 5,500 - 60,500 -
S Gall* 36,667 - 3,667 - 40,334 -

Non-executive
D Liversidge?(Chairman) 16,000 - - - 16,000 -
E Moses? 16,000 - - - 16,000 -
T Atkinson? 16,000 - - - 16,000 -
D Catton? 8,000 - - - 8,000 -
207,667 - 15,167 - 222,834 -

*Joined Board on 1 April 2005
2Joined Board on 1 December 2004
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The pension contributions are paid into private pension plans nominated by the related directors or can be included with the
basic salary. At the year end an amount of £15,167 was accrued but unpaid.

No director waived emoluments in the year (2004: nil).

Directors’ interests in share options

Details of options held by directors over the company’s ordinary shares of 1p are set out below:

The scheme  As at 1 December 2004  As at 31 July 2005 Exercise price Earliest exercise date Expiry date

E Moses - 33,333 150p 28.01.08 28.01.15
T Atkinson - 33,333 150p 28.01.08 28.01.15
D Catton - 33,333 150p 28.01.08 28.01.15

The market price of the company’s shares at the end of the financial year was 116.5p (2004: n/a) and the range of market prices
during the year was 149.5p to 108.5p (2004: n/a).

Each option will vest monthly as to one thirty-sixth of the ordinary shares under option on the expiry of each month following
the date of the grant until the third anniversary of the date of the grant when the option shall become fully vested. Any vested
portion of the options will normally be exercisable between the expiry of the 3rd month after the date of the grant and the 10th
anniversary of the date of the grant. No performance conditions are required to be met. Options will become immediately
exercisable in full on the death of the option-holder for a period of 12 months from the date of death. If an option-holder ceases
to be a non-executive director of the company for any reason other than death, his option (to the extent unexercised and
unvested) will lapse. On a change of control or a voluntary winding-up of the company, options may be exercised in full for a
fixed period. Options will lapse on the expiry of 10 years from their date of grant.

Until options are exercised, the option-holders have no voting or other rights in respect of the ordinary shares under their
options. Ordinary shares issued pursuant to the Share Option Agreements shall rank pari passu in all respects with the ordinary
shares already in issue except that they will not rank for any dividend or other distribution announced prior to the date of the

exercise. Options are not transferable nor are they pensionable.

Directors’ interests in shares

The directors at 31 July 2005 and their interests in the share capital of the company, other than in respect of options to acquire
ordinary shares, were as follows:

31 July
2005

The company - ordinary 1p shares
D Baynes 1,333,332
P Grant 1,333,332
S Gall 1,333,332
D Liversidge (Chairman) -
E Moses -
T Atkinson -

D Catton -




repO rt on the dl rectors ’ 17 biofusion plc report and accounts
remuneration 31 July 2005

On 27 January 2005 David Baynes, Peter Grant and Stuart Gall granted an option to Doug Liversidge entitling him to acquire
97,756 Ordinary Shares from each of them at an aggregate exercise price of £44,000. The options can be exercised at any time
prior to 27 January 2015. Mr Liversidge has undertaken to Biofusion to indemnify it from any PAYE and employers’ national
insurance contributions payable by the group as a result of the exercise of any or all of these options.

Apart from the interests disclosed above, no directors held interests at any time in the year in the share capital or loan stock of

the company or other group companies.

Total shareholder return

The following line graph shows for the financial year ended 31 July 2005, the total cumulative shareholder return on a holding
of the company’s ordinary shares compared with a hypothetical holding of shares made up of companies in the FTSE AIM all
share index, which the directors believe reflects the most appropriate benchmark for the company’s performance.

The company has never paid a dividend, and so the total shareholder return has been calculated as the weekly movement in

the share price by reference to a base point of 2 February 2005.
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@ 150.00 1
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Signed on behalf of the Board

Doug Liversidge CBE

Chairman



d | reCtO rs ’ repo rt 18 biofusion plc report and accounts

31 July 2005

The directors present their report and the group financial statements for the year ended 31July 2005.

Results and dividend

Group loss for the year after taxation and minority interests amounted to £396,768 (2004: loss £177,136). The directors do not

recommend the payment of a dividend (2004: £nil).
Principal activity

The group’s principal activity is the commercialisation of intellectual property (IP) that is developed at universities and similar
establishments.

Review of business
The Directors’ Report should be read in conjunction with the Chairman’s Statement and Financial Report.

Directors

The names of the directors who held office during the financial year are as follows:

Executive

D Baynes appointed 2 November 2004
P Grant appointed 1 December 2004
S Gall appointed 27 April 2005

Non-executive

D Liversidge (Chairman) appointed 1 December 2004
E Moses appointed 1 December 2004
T Atkinson appointed 1 December 2004
D Catton appointed 1 December 2004

Details of the interests of directors in the share capital of the company, together with details of share options granted to them,
are set out in the Report on the Director’s Remuneration.

International Financial Reporting Standards (IFRS)

In June 2002, the Council of Ministers of the European Union (EU) approved a regulation (the “Regulation”) requiring all
companies that are governed by the law of a member state of the EU and whose securities are admitted to trading on a
Regulated Market of any member state to prepare their consolidated financial statements in accordance with IFRS as adopted
by the EU. The Regulation is to be effective for each financial year starting on or after 1 January 2005 with respect to companies
with listed equity securities.

From 12 October 2004, AIM operated as an exchange-regulated market, relinquishing its EU-regulated market status. This

means that AIM companies fall outside the scope of the regulation.

However on 7 October 2004, the London Stock Exchange confirmed changes to the AIM rules which will require AIM companies
to use IFRS for financial years commencing on or after 1 January 2007. IFRS will continue to be optional for financial years

commencing on or after 1 January 2005.

The group will adopt any relevant standards issued by the UK Accounting Standards Board and the International Accounting
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Standards Board as they become applicable. The adoption of IFRS may have a material impact on the group’s financial position
and reported results, particularly measurement of the fair value of the group’s financial instruments. As part of the group’s
transfer to IFRS it will be performing a full review of the impact of IFRS during 2005.

Financial risk management

The group’s principal financial instruments comprise cash and loan notes. The main purpose of these financial instruments is
to raise finance for the group’s operations. The group has various other financial instruments such as trade debtors and trade
creditors that arise directly from its operations.

Major interest in shares

As at 12 October 2005, according to the company’s register, the following shareholders each held 3% or more of the company’s
issued share capital:

Name Ordinary 1p shares % Holding
Sheffield University Enterprises 9,333,324 49.59
P Grant 1,333,332 7.08
D Baynes 1,333,332 7.08
S Gall 1,333,332 7.08
Vidacoss Nominees Limited 1,250,000 6.64
Vidacoss Nominees Limited 1,150,000 6.11
Chase Nominees Limited 940,900 5.00

Creditor payment policy
The group’s policy is to:

(a) establish the payment terms with suppliers when agreeing the terms of supply,
(b) ensure that suppliers are aware of the terms of payment, and
(c) adhere to the agreed terms.

The group’s average creditor payment period at 31 July 2005 was 32 days (2004: 172 days). The company has no trade
creditors.

Charitable donations

During the year the group made no charitable donations.

Auditors

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

By order of the Board

D G Baynes
Chief Execurtive Officer
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Company law requires the directors to prepare financial statements for each financial year which give a true and fair view of the
state of affairs of the company and of the profit or loss for that period. In preparing 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;

- state whether applicable accounting standards have been followed, subject to any material departures disclosed and
explained in the financial statements; and

« prepare the financial statements on the going concern basis unless it is inappropriate to presume that the company
will continue in business.

The directors are responsible for keeping proper accounting records which disclose, with reasonable accuracy at any time, the
financial position of the company and enable them to ensure that the financial statements comply with the Companies Act 1985.
They have general responsibility for taking such steps as are reasonably open to them to safeguard the assets of the company
and to prevent and detect fraud and other irregularities.
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1 The Embankment
Neville Street
Leeds

LS1 4DW

Report of the independent auditors, KPMG Audit Plc, to the members of Biofusion plc

We have audited the financial statements on pages 22 to 40.

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

Respective responsibilities of directors and auditors

The directors are responsible for preparing the directors’ report and, as described on page 18, the financial statements in
accordance with applicable United Kingdom law and accounting standards. Our responsibilities, as independent auditors, are
established in the United Kingdom by statute, the Auditing Practices Board and by our profession’s ethical guidance.

We report to you our opinion as to whether the financial statements give a true and fair view and are properly prepared in
accordance with the Companies Act 1985. We also report to you if, in our opinion, the directors’ report is not consistent with
the financial statements, if the company has not kept proper accounting records, if we have not received all the information and
explanations we require for our audit, or if information specified by law regarding directors’ remuneration and transactions with
the group is not disclosed.

We read the other information accompanying the financial statements and consider whether it is consistent with these
statements. We consider the implications for our report if we become aware of any apparent misstatements or material
inconsistencies with the financial statements.

Basis of audit opinion

We conducted our audit in accordance with Auditing Standards issued by the Auditing Practices Board. An audit includes
examination, on a test basis, of evidence relevant to the amounts and disclosures in the financial statements. It also includes an
assessment of the significant estimates and judgements made by the directors in the preparation of the financial statements and
of whether the accounting policies are appropriate to the company’s circumstances, consistently applied and adequately
disclosed.

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

Opinion

In our opinion the financial statements give a true fair view of the state of affairs of the company and the group as at 31 July 2005
and the loss of the group for the year then ended and have been properly prepared in accordance with the Companies Act 1985.

KPMG Audit Plc 17 October 2005
Chartered Accountants
Registered Auditor
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Note 2005 2004
£ £
Turnover
— Continuing operations 2 229,857 -
— Acquisitions 2 - -
229,857 -
Cost of sales (103,621) -
Gross profit
— Continuing operations 144,857 -
— Acquisitions (18,621) -
126,236 -
Administrative expenses
— Continuing (583,430) (177,136)
— Acquisitions (33,036) -
(616,466) (177,136)
Operating loss
— Continuing operations (438,573) (177,136)
— Acquisitions (51,657) -
(490,230) (177,136)
Interest receivable and similar income 6 141,748 -
Interest payable and similar charges 7 (68,819) -
Loss on ordinary activities before taxation 3 (417,301) (177,136)
Tax on loss on ordinary activities 8 - -
Minority Interests 19 20,533 -
Loss for the financial year (396,768) (177,136)
Basic and fully diluted loss per share 9 (2.47p) (1.33p)

All results relate to continuing operations.

There is no difference between the loss on ordinary activities before taxation and the loss for the years stated above, and
their historical cost equivalents. The notes on pages 26 to 40 form part of these financial statements.

There were no recognised gains or losses other than those recognised in the profit and loss account for either year.
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Note 2005 2005 2004 2004
£ £ £ £
Fixed assets
Intangible assets 11 491,979 -
Tangible assets 12 17,446 700
Investments 13 1,809,183 -
2,318,608 700
Current assets
Debtors 14 600,083 3,856
Cash at bank and in hand 6,225,435 2,628
6,825,518 6,484
Creditors: amounts falling due
within one year 15 (237,055) (339,746)
Net current assets 6,588,463 (333,262)
Total assets less current liabilities 8,907,071 (332,562)
Creditors: amounts falling due
after more then one year 16 (2,482,670) (30,000)
Net Assets 6,424,401 (362,562)
Capital and reserves
Called up share capital 17 188,200 921
Capital reserve 18 2,079 2,079
Share premium 18 6,993,200 -
Capital redemption reserve 18 888 -
Profit and loss account 18 (762,330) (365,562)
Shareholders’ funds 6,422,037 (362,562)
Minority interest 19 2,364 -
6,424,401 (362,562)

These financial statements were approved by the Board of directors on 17 October 2005 and were signed on its behalf by the
Chairman:

Doug Liversidge CBE

Chairman
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Note 2005 2005 2004 2004
£ £ £ £
Fixed assets
Investments 13 921 921
921 921

Current assets

Debtors 14 7,181,367 -
Cash at bank and in hand - -

7,181,367 -
Creditors: amounts falling due
within one year 15 - -
Net current assets 7,181,367 -
Total assets less current liabilities 7,182,288 921
Creditors: amounts falling due
after more then one year 16 - -
Net Assets 7,182,288 921
Capital and reserves
Called up share capital 17 188,200 921
Share premium 18 6,993,200 -
Capital redemption reserve 18 888 -
Profit and loss account 18 - -
Shareholders’ funds 7,182,288 921

These financial statements were approved by the Board of directors on 17 October 2005 and were signed on its behalf by
the Chairman:

Doug Liversidge CBE
Chairman
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for the year ended 31 July 2005

Note 2005 2004
£ £
Net cash outflow from operating activities 22 (1,173,164) (9,413)
Returns on investment and servicing of finance
Interest received 141,748 -
Net cash inflow from returns on investment and servicing of finance 141,748 -
Taxation - -
Capital expenditure and financial investments
Purchase of tangible fixed assets (21,679) -
Net cash inflow from capital expenditure and financial investment (21,679) -
Net cash outflow before financing and acquisitions (1,053,095) (9,413)
Acquisitions
Net cash acquired with subsidiaries 94,532 -
94,532 -
Net cash outflow before financing (958,563) (9,413)
Financing
Issue of ordinary share capital 8,229,996 -
Share issue costs (1,048,626) -
7,181,370 -

Increase/(decrease) in cash in the period 22 6,222,807 (9,413)
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1 Accounting policies

The following accounting policies have been applied consistently in dealing with items which are considered material in relation

to the company’s financial statements.

Basis of preparation

The financial statements have been prepared in accordance with applicable accounting standards, under the historical cost
accounting rules and with the requirements of Companies Act 1985, except as explained below.

Basis of consolidation

The consolidated financial statements include the financial statements of the company and its subsidiary undertakings made up
to 31 July 2005. The acquisition method of accounting has been adopted. Under this method, the results of subsidiary
undertakings acquired or disposed of in the year are included in the consolidated profit and loss account from the date of

acquisition or up to the date of disposal.

Those investments that are associated undertakings are carried at cost in accordance with FRS9 - Associates and Joint
Ventures and are not equity accounted as required by Companies Act 1985. The directors consider that, as these investments
are held as part of the group’s portfolio with a view to the ultimate realisation of capital gains, equity accounting would not give
a true and fair view of the group’s interest in these investments. The effect of this is to reduce the loss for the financial year by
£277,456 and increase investments by £2,072,472.

Merger accounting has been adopted to consolidate the subsidiary Biofusion Trading Limited under the provisions of Financial
Reporting Standard 6 ‘Acquisitions and Mergers’. Accordingly the financial information has been presented as if the company
owned Biofusion Trading Limited throughout the current and comparative accounting periods.

Turnover

Turnover, comprising fees for various advisory and fund management services and proceeds from sale of investments, is
recognised in the profit and loss account when the related services are performed and when considered recoverable. All
turnover is generated within the United Kingdom and is stated exclusive of value added tax.

Goodwill

Goodwill arising on the acquisition of subsidiary undertakings, representing the excess fair value of the consideration given over
the fair value of the identifiable assets and liabilities acquired, is capitalised and written off on a straight line basis over its useful
economic life, which is 10 years. Provision is made for impairment if required.

Investments

Investments are stated at historic cost less any provision for impairment in value, and are held for long-term investment

purposes.

Provisions are based upon an assessment of events or changes in circumstances that indicate that an impairment has occurred
such as the performance and/or prospects (including financial prospects) of the investee company being significantly below the
expectations on which the investment was based, a significant adverse change in the markets in which the investee company
operates or a deterioration in general market conditions.
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Fixed assets and depreciation

Depreciation is provided to write off the cost less the estimated residual value of tangible fixed assets by equal instalments over
their estimated useful economic lives as follows:

Computer equipment - 25% per annum
Office equipment - 33.3% per annum

Payments on account

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

Pension commitments

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

Deferred taxation

Deferred tax is recognised, without discounting, in respect of all timing differences between the treatment of certain items for
taxation and accounting purposes which have arisen but not reversed by the balance sheet date, except as otherwise required
by FRS 19. Deferred tax assets are recognised to the extent that it is considered more likely than not that they will be
recoverable. Deferred tax is measured at the average tax rates that are expected to apply in periods in which the timing
differences are expected to reverse based on the tax rates and laws that have been enacted or substantially enacted by the
balance sheet date.

Financial Instruments

Currently the group does not enter into derivative financial instruments. Financial assets and financial liabilities are recognised
and cease to be recognised on the basis of when the related titles pass to or from the group. Financial assets are stated at
the lower of cost to the group, less provision for amortisation and impairment.

2 Turnover

Turnover and loss on ordinary activities before taxation are derived entirely from the principal activities within the United
Kingdom.
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3 Loss on ordinary activities before taxation

2005 2004
£ £
Loss on ordinary activities before taxation is stated after charging
Auditors’ remuneration:
Statutory audit 15,100 2,000
Depreciation and other amounts written off tangible fixed assets: 4,933 525
Amortisation of goodwill 54,664 -

The total for administrative expenses includes amounts relating to acquired operations of £33,036.

Included in the group statutory audit fee is £14,000 (2004: £2,000) for the company.

4 Remuneration of directors

2005 2004
£ £
Directors’ emoluments 207,667 -
207,667 -

Company contributions to money
purchase pension schemes 15,167 -
222,834 -

The aggregate of emoluments of the highest paid director was £60,000 (2004: £nil) and company pension contributions of
£6,000 (2004: £nil) were accrued for payment to be made to a money purchase scheme on his behalf.

Number of directors
2005 2004

Retirement benefits are accruing to the following number of directors under:

Money purchase schemes 3 -
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5 Staff numbers and costs
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The average number of persons employed by the group (including directors) during the year, analysed by category, was as

follows:
Number of employees
2005 2004
Directors 4 -
Staff - -
4 -
The aggregate payroll costs of these persons were as follows:
2005 2004
£ £
Wages and salaries 211,667 -
Social security costs 22,441 -
Other pension costs 15,167 -
249,275 -
6 Interest receivable and similar income
2005 2004
£ £
Bank interest receivable 141,748 -
141,748 -
7 Interest payable and similar charges
2005 2004
£ £
Interest on loans from related party 68,819 -

68,819
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8 Tax on loss on ordinary activities

Analysis of charge in year
2005 2004

UK Corporation tax:
Current tax on loss of the year - -

Adjustments in respect of prior years - -

Tax on loss on ordinary activities - -

No deferred tax asset has been recognised in respect of trading losses carried forward due to the uncertainty of the availability
of future taxable profits from which the trading losses can be deducted. The total amount unprovided at 31 July 2005 is
£97,254 (2004: £42,759).

2005 2004

£ £

Accelerated capital allowances 64 (82)
Tax losses carried forward (97,318) (42,677)
(97,254) (42,759)

Factors affecting the tax charge for the current period
Current tax credit for the period is lower (2004: lower) than the standard rate of corporation tax in the UK (19%, 2004: 19%).

The differences are explained below:

2005 2004
£ £

Current tax reconciliation:
Loss on ordinary activities
before tax (417,301) (177,136)
Current tax at 19% (2004: 19%) (79,287) (33,656)
Effects of:
Expenses not deductible for tax purposes 24,792 -
Capital allowances for period in excess of depreciation (146) 28
Unutilised tax losses 54,641 33,628

Total current tax charge - -
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9 Basic and fully diluted loss per ordinary share

2005 2004
No. No.
Number of shares
Basic weighted average
number of shares in issue 16,076,652 13,333,320
Earnings:
Loss retained in the year (396,768) (177,136)

The basic loss per share is based on the weighted average number of ordinary shares in issue during the year. The number of shares in issue has
been restated to reflect the merger accounting for Biofusion Trading Ltd and the bonus issue in the year.

10 Result for the financial year

As permitted by section 230 of the Companies Act 1985, the company’s profit and loss account has not been included in these

financial statements. The company’s result for the financial year was £nil (2004: £nil)

11 Intangible fixed assets

Group Goodwill
£

Cost

At beginning of year -

Additions 546,643

At end of year 546,643

Amortisation
At beginning of year -
Charge for the year (54,664)

At end of year (54,664)

Net book value
At 31 July 2005 491,979

At 31 July 2004 -

Intangible fixed assets relates to the goodwill generated on the acquisition of the subsidiaries, BioActa Ltd and Diurnal Ltd. The
Board reviewed the carrying value of these intangible assets as at the year end and concluded that no provision was required

for permanent diminution in value.
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Group Company
computer computer
equipment equipment
£ £
Cost
At beginning of year 2,100 -
Additions 21,679 -
At end of year 23,779 -
Depreciation
At beginning of year 1,400 -
Charge for year 4,933 -
At end of year 6,333 -
Net book value
At 31 July 2005 17,446 -
At 31 July 2004 700 -

13 Investments

Group Participating interests
£

Cost

At beginning of year -

Additions 1,894,183

Disposals (85,000)

At end of year 1,809,183

Provision for impairment

At beginning of year -

Charge for the year -

At end of year -

Net book value

At 31 July 2005 1,809,183

At 31 July 2004

Investments relate to shareholdings in portfolio companies below 50%.

these amounts are held at cost less any provision for impairment.

In accordance with the group’s accounting policies

The value of participating interests comprises of investments in Associates £1,451,358 (2004; £nil) and other investments

£357,825 (2004; £nil).
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Company Shares in group undertakings
£

Cost and net book value

At 1 August 2004 921

Additions -

At 31 July 2005 921

Shares in group undertakings represent the company’s investment in Biofusion Trading Limited.

On 2 November 2004, Biofusion plc was incorporated and one £1 A share was transferred to D Baynes for £1 consideration.

On 17 December 2004, 899 A shares were issued to the directors of Biofusion Trading Limited and 2,100 ordinary 1p shares

were issued to SUEL in a share for share exchange for the investment in Biofusion Limited.

Merger accounting has been adopted. Accordingly the financial statements have been presented as if the company owned

Biofusion Trading Limited throughout the current and preceding years.

The group’s interest in companies at the year end is as follows:

Country of Principal Holding Class of shares
Incorporation activity held
Subsidiary undertakings
Biofusion Trading Limited United Kingdom Holding company 100% Ordinary
Diurnal Limited* United Kingdom Hormone replacement 100% Ordinary
BioActa Limited* United Kingdom Angiogenesis compounds 52.4% Ordinary
Associated undertakings
Adjuvantix Limited * United Kingdom Vaccine adjuvants 34.0% Ordinary
Asterion Limited * United Kingdom Cytokine therapies 39.3% Ordinary
Axordia Limited * United Kingdom Stem cell therapy 33.9% Ordinary
Celltran Limited * United Kingdom Drug metabolism 25.0% Ordinary
Simcyp Limited * United Kingdom Chronic wound therapy 25.0% Ordinary
Other investments
Plasso Technology Limited * United Kingdom Surface chemistry 9.0% Ordinary

* Held indirectly by Biofusion Trading Limited
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14 Debtors
Group Company
2005 2004 2005 2004
£ £ £ £
Trade debtors 4,039 - - -

Amounts due from associated undertakings 127,691 - -
- 7,181,367 -

Amounts due from group undertakings -

Other tax and social security 114,845 - - -
Other debtors 29,958 3,856 - -
Payments on account 312,750 - - -
Prepayments and accrued income 10,800 - - -
600,083 3,856 7,181,367 -

15 Creditors: amounts falling due within one year

Group Company

2005 2004 2005 2004
£ £ £ £
Trade creditors 128,734 83,424 - -
Amounts owed to group undertakings - 225,181 - -
Other creditors 18,032 - - -
Other tax and social security 15,918 - - -
Accruals and deferred income 74,371 31,141 - -
237,055 339,746 - -

16 Creditors: amounts falling due after more than one year

Group Company
2005 2004 2005 2004
£ £ £ £
Amounts owed to related party 2,482,670 20,500 - -
Other creditors - 1,500 - -
Directors’ loan accounts - 8,000 - -
2,482,670 30,000 - -

The amount of £2,482,670 due at 31 July 2005 includes £2,428,857 that relates to loan notes and accrued interest of £68,819
due to the University of Sheffield that arise from the purchase of the group’s interest in its portfolio of spin-out companies. These
amounts are repayable in full on the tenth anniversary of issue of the loan note, on a change of control of Biofusion Trading
Limited or if Biofusion Trading Limited is in default of its obligations under the loan note or fixed charge, but are repayable only
to the extent that Biofusion Trading Limited actually realises value from the relevant shares by the way of receiving a dividend
or selling or listing the shares.
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Number of shares 2005 Number of shares 2004
£ £
Authorised
Equity: A Ordinary shares of £1each - - 900 900
Ordinary shares of £0.01 each 30,000,000 300,000 2,500 25
300,000 925
Allotted, called up and fully paid
Equity: A Ordinary shares of £1 each - - 900 900
Ordinary shares of £0.01 each 18,819,984 188,200 2,100 21
188,200 921
£1 Ordinary £0.01 Ordinary £0.01 Deferred £1 Preference Total
shares shares shares shares
£ £ £ £ £
Balance brought forward 900 21 - - 921
Issue of preference shares - - - 50,000 50,000
Issue of shares - 54,867 - - 54,867
Bonus issue - 133,303 - - 133,303
Redemption of preference shares - - - (50,000) (50,000)
Conversion of A shares (900) 9 891 - -
Redemption of deferred shares - - (891) - (891)
Balance carried forward - 188,200 - - 188,200

On 14 January 2005, 50,000 redeemable preference shares were issued in consideration for an undertaking to pay up to

£50,000 on Admission. 5,486,664 1p shares were issued on flotation at £1.50 generating £8,175,129 of share premium. A
bonus issue of 13,330,333 1p shares reduced share premium by £133,303. Costs relating to the issue of shares were
£1,048,626. Preference shares were redeemed at par out of the proceeds of the issue. 900 A shares were each converted into

one 1p ordinary share and 99 deferred shares of 1p each. 89,100 1p deferred shares were redeemed at a discount for a

consideration of £3 creating a capital redemption reserve of £888.

18 Reserves

Group Profit and loss Share premium  Capital redemption Capital reserve
account account reserve

£ £ £ £
Balance brought forward (365,562) - - 2,079
Redeemed during the year - - 888 -
Issued during the year - 8,041,826 - -
Cost of share issue - (1,048,626) - -
Retained loss for the financial year (396,768) - - -
Balance carried forward (762,330) 6,993,200 888 2,079

The capital reserve represents differences on consolidation under merger accounting.
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Company Profit and loss Share premium Capital redemption
account account reserve
£ £ £

Balance brought forward - - -

Redeemed during the year - - 888
Issued during the year - 8,041,826 -
Cost of share issue - (1,048,626) -
Balance carried forward - 6,993,200 888
19 Minority interests
2005
£
Balance brought forward -
Introduced at acquisition 22,897
Share of loss in the year (20,533)
Balance carried forward 2,364

Minority interests of £20,533 represent the minority share of 47.6% of BioActa Limited’s loss of £43,137 generated since the
date of acquisition of 52.7% of the share capital by Biofusion Trading Limited on 2 February 2005.

20 Related party transactions

During the year the company purchased consultancy services and expenses totalling £23,222 (2004 £16,603) from Athene
Associates, a business in which Dr Grant has an interest. At 31July 2005 the company owed Athene £nil. Further it purchased
consultancy services and expenses from Out of the Blue Consulting totalling £44,153, a business in which a related party of Mr
Baynes has an interest. At 31 July 2005 the company owed Out of the Blue Consulting £nil. Stuart Gall invoiced the company
for a total of £12,347 relating to services and expenses provided prior to his directorship of the company.

During the year, Biofusion Trading Limited paid Sheffield University Enterprises Limited (SUEL), a wholly owned subsidiary of the
University of Sheffield, £11,810 for the provision of administrative services, further it paid to SUEL £317,250 under the terms of
the TEC agreement dated 14 January 2003.

Biofusion Trading Limited invoiced SUEL a total of £3,438 relating to amounts that had been billed to portfolio companies on
behalf of the group by SUEL.

In addition under the terms of the agreement dated 14 January 2005 Biofusion Trading Limited paid the University of Sheffield
£332,750 as payments on account for intellectual property.

Further, Biofusion Trading Limited acquired shares in a portfolio of spin-out companies from the University of Sheffield for a
payment of £2,370,038. Further amounts of £68,819 have been accrued in respect of interest on these loans.

Dr Edwin Moses, a non-executive director of the company, is the Chairman of Phoqus Pharmaceuticals Limited, a company
with which Diurnal has a licence agreement.
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Group 2005 2004
£ £
Loss for the financial year (396,768) (177,136)
Proceeds from share issue 8,229,996 -
Costs of share issue (1,048,626) -
Redemption of shares (891) -
Capital contribution 888 -
Net increase in shareholders’ funds 6,784,599 (177,136)
Opening shareholders’ deficit (362,562) (185,426)
Closing shareholders’ funds 6,422,037 (362,562)
Company 2005 2004
£ £
Loss for the financial year - -
Proceeds from share issue 8,229,996 -
Costs of share issue (1,048,626) -
Redemption of shares (891) -
Capital contribution 888 -
Net increase in shareholders’ funds 7,181,367 -
Opening shareholders’ deficit 921 921
Closing shareholders’ funds 7,182,288 921
22 Notes to the cash flow statement
() Reconciliation of operating loss to operating cash flow 2005 2004
£ £
Operating loss (490,230) (177,136)
Amortisation of goodwill 54,664 -
Depreciation 4,933 525
Increase in debtors (566,650) (3,856)
Increase/ (decrease) in creditors (175,881) 171,054
Net cash outflow from operating activities (1,173,164) (9,413)
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(i) Reconciliation of net cash flow to movement in net funds 2005 2004

£ £
Increase/(decrease) in the period 6,222,807 (9,413)
Non cash movement on loan notes (see note 16) (2,482,670) -
Increase /(decrease) in net funds 3,740,137 (9,413)
Opening net funds 2,628 12,041
Closing net funds 3,742,765 2,628

23 Acquisitions

On the 2 February Biofusion Trading Ltd purchased 52.4% of BioActa Limited for £550,858 and 100% Diurnal for £1. These
amounts were all settled by the issue of loan notes to the University of Sheffield. Loan notes are payable on conditions detailed

in note 16.

In calculating the goodwill arising on acquisition, the fair value of the net liabilities of these companies were assessed and

compared to cost value of the shares.
The table below summarises the net assets at acquisition for BioActa Limited:

Book and Fair Value

£

Current Assets
Debtors 4,480
Cash at bank and in hand 94,532
99,012
Creditors amounts falling due within one year 50,906
Net current liabilities 50,906
Total assets less current liabilities 48,106
Minority interest (22,897)
Net assets 25,209
Deferred consideration 550,858
Net assets acquired 25,209

Goodwill arising on acquisition 525,649
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Profit and loss account 1 August 2004 to Year ended
1 February 2005 31 July 2004

£ £

Turnover 20,448 176,140
Operating (loss)/profit (19,576) 16,956
Other interest receivable and similar income 1,991 1,860
(Loss)/profit on ordinary activities before taxation (17,585) 18,816
Taxation on profit on ordinary activities - 293
(Loss)/profit on ordinary activities after taxation (17,585) 18,523

The table below summarises the net assets at acquisition for Diurnal Limited:

Fixed assets

Tangible assets

Investments

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 more then one year
Minority interest
Net liabilities

Deferred consideration
Net liabilities acquired

Gooduwill arising on acquisition

Book and fair value

£

25,099

25,099
(1,093)

24,006
24,006
(45,000)

(20,994)

(20,994)

(20,994)
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Profit and loss account 1 August 2004 to Year ended
1 February 2005 31 July 2004

£ £

Turnover - -
Operating loss (20,995) -
Other interest receivable and similar income - -
Loss on ordinary activities before taxation (20,995) -
Taxation on profit on ordinary activities - -
Loss on ordinary activities after taxation (20,995) -

24 Post balance sheet events

On 4 August the company invested £775,000 in CellTran Limited, one of its portfolio companies, as part of a £2.7m fund-raising.

As a result of this investment Biofusion Trading Limited holds approximately 26% of CellTran Limited.

On 12 October the company announced that it had set up a new portfolio company called Lifestyle Choices, a company that

plans to offer a range of products in the female fertility and menopause markets. Biofusion Trading Limited will own 50% of this

company on incorporation.



