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Deltex Medical Group plc

Deltex Medical, listed on the EASDAQ exchange (now
Nasdag Europe) in April 2000, develops, assembles and
markets a cardiac function monitor, the CardioQ. By using
Doppler ultrasound technology, the CardioQ provides
clinicians with an early warning on the haemodynamic
condition of critically ill patients. This continuous, reai-
time monitoring facilitates the administration of fluids

or drugs in a timely fashion and provides an immediate

assessment of their impact.

Clinical studies have repeatedly shown that Deltex
Medical’s technology provides significant health and
economic benefits by helping to reduce post-operative
complications and length of hospital stays by more than

35%, on average, for a wide range of patients.

Deltex Medical intends to establish its technology as
common practice in operating theatres, intensive care units
and accident and emergency departments worldwide.
Deltex Medical is also currently developing a paediatric
version of the CardioQ, and the NeuroQ, a similarly non-

invasive device to assess blood circulation in the brain.
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The year ended 31 December 2000 has been a year
of charge for the Company. Sales and placements of
monitors increased by 65% 0 274 unifs and sales
of probes by 38% to 18,300. In revenue terms,
sales amounted to £959,000, which compares to
£801,000 for the previous year. Sales growth has
been particularly strong in Europe, where the use of
the CardioQ, the cardigc output monitor which is the
Company's main product, is becoming increasingly
accepted as one of the most efficient and safe
methods of assessing cardia¢ function and improving
patient care by guiding treatrment.

The net loss for the year amounted to £3.9 million
which, after taking into account an exceptional
charge of £698,000 reiating to the share options
of employees and former emplayees in the United
States, is in line with expectations and compares
to the previous year's loss of £2.9 million.

During the year, the Company has refined its sales
strategy in the United States to focus its efforts on
teaching hospitals in large metropolitan areas.

The objective is to place multiple units in as many
departments of the hospital as possibie, whiie at the
same fime expanding the use of the monitors by
training doctors and nurses as widely as possible,
The effect is 1o ensure that there is a broad population
at each hospital adept at using the monitor, with a
resulting increase in probe consumption. An additional
benefit is that the Company’s resources are deployed
in a more targeted and cost-effective way. The
Company’s sales strategy in Europe and Asia is
unchanged: to widen coverage geographically through
expansion of the network of distributors and to

expand use of the CardioQ by means of clinical training.

Listing on EASDAQ

The year's most significant event was the listing of
Deltex Medical's shares on EASDAG (now Nasdaq
Europe) which raised net proceeds of US313 million
through an underwriting syndicate led by Beeson
Gregory Lirnited and aiso comprising ICE Securities
Limited and MediaSim S.p.A. In order 1o effect

the Initiai Pubtic Offering ("{PO™ in April 2000,
the Company acquired al the issued share capital
and other financial instrurments of Deltex Medical
Hotdings Limited, the predecessor company of

the Company.

The (PO has enahled Deltex Medical ta move towards
its objective of making its technology common
practice in operating theatres, intensive care units
and casualty departments in hospitals throughout
the world, The Company has begun this process

by investing in four main areas: clinical education,
clinical studies, the expansion of the distribution
network, and a number of research and development
projects to facilitate the use of the CardioQ and to
work towards the next generation of the technology.

Clinical education

The Company’s main goal is 10 make the use of

its technology common practice among heaithcare
practitioners, The applicabiiity and benefits 10
patients of using the CardioQ or its predecessor
products have been demonstrated in 76 clinical
publications. This now constitutes a highly substantial
body of clinical proof. Significantly, several of these
studies not only show the clinical benefits of using
the technology, but also the evidence of the economic
henefits that can result for its users.




Use of the technology will be promgted not only
by academic studies in clinical journals, but also by

educating clinicians, whether surgeons, anaesthetists,

ar nurses, to use the CardioQ on a regular basis.
This is why the Company's single largest investment
since the IPO has been in the recruitment of clinical
trainers. It now has a team of nine clinical trainers
hased in the United States and Europe, These are
medically qualified individvals, often former nurses,
who receive further specialist training from the
Company to enable them to show clinicians how

to make the best use of the CardicQ.

The clinical trainers support the Company’s
salespeople and distriputors, weorking in close
conjunction with them, and remaining in a hospital
for a week or more cnce the initial placement of

a monitor has been made. Their role continues
afterwards. Follow up visits to the hospital are made
to ensure that existing and new medical staff are
compeatent in the use of the CardicQ. Further courses
are arranged to widen the use cof the monitor within
one department or to expand the use from one
hospital department to another,

As a corollary to the activity of the clinical trainers,
the Campany has established a number of training
centres. The first of these was started in Novemnber
at the Middlesex Hospitai, London. Monthly courses
in the impartance af haemodynamic monitoring in
general and use of the CardioQ in particular are given
by senior clinicians at the hospital. The courses are
advertised in hospitals throughout the UK and
dacters and nurses are invited to attend upon
payment of a fee. Similar courses have been set up
at hospitals in Brighton and Paris and the intention is

to expand the courses across Europe and the United
States. Attendess often receive official acereditation
which is counted towards their continuing education.
An advanced course in the use of the CardioQ wil}
be started in 2001.

Clinical studies

In accordance with its policy of expanding the
clinical proof supporting the use of the CardicQ, the
Company has continued to fund research studies.
The following are the most significant studies
completed during the year:

e A clinical trial was completed at St Paul's
Hospital in Dalias, Texas, on 128 patients
undergoing cardiac bypass surgery. The reduction
in length of stay shown by the study correlates
closely o the 30% 1o 40% reduction shown in
studies already published in Europe, The results
were presented to the American Society of

Anesthesiology’s annuat meeting in October.

¢ A study undertaker at the University of Texas
Southwestern Medical Centre in Dallas, Texas
was published in the Annals of Thoracic Surgery.
It showed that the results using Deltex Medical's
technology from 34 patients undergoing coronary
artery bypass surgery were as good as or better
than the established puimanary artery catheter
{"PAC"} methodology.

e The first phase of a nurse-led study was

completed by London's Bloomshury Institute

of Intensive Care Medicine in Octeber, showing

a significant reduction in ICU stay from 2.6 days
to 1.9 days and s 19% reduction in hospital stay.
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Equally important was the pegof of the ease of
use of the CardioQ with minimal intervention from
doctors. The study will be completed in 2001,

o A study undertaken at the Department of
Paediatric Medicine at Guy's Hospital, London
validated the accuraty of a paediatric version
of the CardioQ when used for monitoring
criticalty it chiidren. This is important because,
at present, cardiac output and bloodfiow are not
routinely measured in critically il children
because traditionai, invasive measurement
methods can cause undue stress. The study was
published in August.

In addition, the Company held a symposium at the
American Society of Anesthesioicgy's annual meeting
in San Francisco on the subject of haemodynamic
monitoring and fluid optimisation. A monograph on
this subject which was prepared for this meeting by
University College London Hospitals is available to
clinicians and other interested parties,

New distribution agreements

The Company markets and selis its praducts through
a network of independent distributors specialising in
medical devices. Each entry into a country requires

cansiderable resources: software has to be madified
to provide instructions and informatian in the
language of the country, handbooks ard manuals
are translated, and regulatary approval may have
o be obtained, which is often a lengthy process.

The Company signed new distribution agreements
during 2000 in the following 13 countries: Germary,
italy, Switzerland, the Czech Republic, Japan,
Taiwan, Australia, New Zealand, Egypt, Tunisia,
Algeria, Morocco and French speaking Africa,

A new saies agency agreement was also signed

with Primesource Surgical in the United States.

The distributors have received specialist training

in the use of the CardioQ at the medical training

centres or direct from the Company's clinical trainers.

Research and development

One of the Company’s strengths has been its
expertise in research and development, both in-house
and in terms of its relationship with academic
censuftants working in such diverse institutions

as Cambridge University; Addenbrookes Rospital,
Camnbridge; University Callege Londen Hospitals,
Laondon; the Bloomshury Institute of Intensive Care,
London; the University of Aberdeen and the
University of Southampton.




Progress has been made during the year on a number

of projects: software upgrades on the CardioQ, probe
redesign, the linguistic and software translations
involved in the entry into new countries and the
submission of technical data for regulatory purposes
in the expanding distribution network, particularly

in Japan.

Two projects deserve particular mention. The first is
the adaptation of the CardioQ to high end monitors
via an interface. One of the longer term objectives of
the Company is o integrate its technrology into such
high end monitors which are beside most critical care
beds in hospitals throughout the world. During the
year, the Company signed preduct development
agreements with Agilent/Hewiett Packard, Spacelabs
Medical Inc. and Datex Chmeda. If the technology
is adopted by these manufacturers, the Company
would gain access to more than 70% of this market
worldwide, Work was completed on the prototypes
which act as interfaces. The eventuai goai is to
produce a small module which will fit directly into
the high end monitors.

The second development project on which the
Company is werking is the NeuroQ, a non-invasive
ultrasound-based device which measures bicod
perfusion in the mid cerebral artery: in other werds,

the NeuroQ monitors how well blood is able to
circulate through the brain. This is critical to know
following a head injury or a stroke. Researchers from
the Neurosciences Critical Care Unit at Addenbrookes
Hospitat, Cambridge examined 25 patients suffering
from head injury and found that the readings taken
by the NeurcQ correlated we!l with those obtained
from the traditional invasive method which involves
inserting a transducer directly into the skull. The
study was completed during the year and appeared
in the Journal of Neurology, Neurosurgery and
Psychiatry. An announcement about this was made
to sharehalders in February 2001.

Outlook

All the indications are that the solid work the
Company has done in 2000 has resulted in the
Comgpany’s technology becoming increasingly
recognised as a significant step forward in the
care of critically ilt patients and accepted as such
by medical practitioners worldwide. We do not
expect to change medical practice overnight.
This is a long term strategy and we believe

it will deliver results.

Nigel Keen
Chairman
27 March 2001
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Profit and loss account

Revenues for the 2000 financial year amounted to
£959,000 which compares to £801,000 for 1999,
an increase of 20%. This underestimates, however,
the progress made in sales during the year: in unit
terms, safes and placemenis of monitors rose by
65% from 166 t0 274 monitors, and probe sales
rose by 38% from 13,250 to 18,300, As has been
foreshadowed in the ciuarterly statements, the
monitar placements have nat been reflected in
revenues because the Caompany has ioaned monitars
ta hospitals under probe consumptian agreements.
This is particularly the case in the United States.
The monitor placemants do, however, give rise to
future revenues from probe szles. The Company has
entered into agreements with [easing companies in
order to generate a higher level of revenues in the
future. While hospitals have been slower 10 accept
these leasing agreemants than expected due to their
own budgetary constraints, we anticipate that this
will have a positive impact on revenues and cash
flow in the course of 2001.

The gross profit margin has risen to 52% for the
year as compared to 31% in 1999, generating a
gross profit of £459,000. The increase is due to
higher praduction volumes in 2000, which spread
production averheads aver a larger number of units,
and ta the sales mix: greater volumes af high-margin
probes have been sold and the average selling price

of probes has risen, particularly outside the United
States.

Expenditure across all categories has risen, as had
been expected, in order to reflect the higher volume
of investment following the 1PO. Thus, Rasearch and
Development expenditure rose by 51% as a resuit
of increased activity in the department relating to
the projects discussed in the Chairman's statement.
Sales and Marketing expenditure showed the jargest

e

increase of 93% to £2.1 million as a result of
recruitment of ciinical trainers in the United States
and Europe, a higher profile in terms of the
Company's presence at medical congresses and
exhibifions and a range of marketing initiatives such
as training CDs, a number of other training aids,
and improved CardioQ brochures and manuals,
Administration and Finance expenditure declined

by 14% to £1.1 million due mainly to fluctuations
in the exchange rate between the US$ and £ sterling.
This had a favourable influence an reparted earnings
because many of the Cempany’s liquid assets ara
held in US$ which has appreciated over the vear
against the £ sterling.

An excepticnal item of £698,000 is recorded in the
profit and loss account resulting from share options
issued to employees and former employees in the
United States. The opticns had been granted to a
number of salespeople in 1996 In order to heip start
the Compariy’s business in the United States from
scratch. Although not ali of these options have been
exercised, a full provision has been made in this
year's accounts to cover the remaining charges to

the profit and loss account now likely to arise from
this plan.

After taking account of interest received on the
Company's cash depasits fallowing the PO,
amounting to £217,000, the resulting net loss
amounts to £3.9 million, compared to a loss of
£2.9 million in the previous year and £2.7 million
in 1998.

Balance sheet

The changes in the batance sheet for the three years
ended 31 December 1998, 1999 and 2000 have
beer considerabie. Fixed assets amounted fo
£457,000 at the end of 2000, an increase of 44%
over the previous year, This is due 10 the number of




CardioQs lent under probe consumption agreements
to hospitals in the United States. The CardioQs
remain the property of the Company and are
depreciated over three years.

Current assets rose even more significantly, to

£4.9 miilion, mainly as a result of the cash balances
heid following the 1PO; cash at the year end
amounted to £3.7 mitlion, much of which is heid in
US$ deposits in order to meet future liabilities of the
US subsidiaries. The ather large increase is in stocks
of finished goods and raw materials to £893,000,
up by nearly 150%. This reflects the need to carry
targe stocks in anticipation of a significant increase
in demand during the initial period of 2001.

Shareholders™ equity has similarly shown significant
changes as a resuit of the IPQ, resulting in a balance
of £4.8 million at the end of Z000 as opposed to
negative shareholders’ equity of £1.1 million and
£201,000 in the preceding two years respectively.
Total liakilities also show a healthier position;

a total of £539,000 at 31 Decermber 2000, which
compares with £2.4 mitlion and £1.4 million in
1999 and 1998 respectively. The Company has

ne significant Jong or short term borrowings following
conversion of debt at flotation — see note 17 to the
financial statements.

Pavid Moorhouse
Chief Financial Officer

WO 2A—
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Directors and management

Directors

Nigel Keen MA FCA

Chairman, aged 54*

Mr Keen joined the Board as Chairman in
1956. He is Chairman of The Laird Group pic,
Axis-Shield ple, and Oxford Instruments plc.
He is also chairman of Cygnus Venturas which
he founded in 1984,

Kempton Coady BSc MBA

Chief Executive Officer, aged 53

Mr Coady joined Deltex Medical as a director
in 1998 and was appointed Chief Executive
Officer later the same year, He was praviously
Head of Worldwide Marketing and Business
Development for Datascope's Patient Menitoring
Division. He is a director of Memry

" Corporation,

Dr George Flouty MD, aged 536*

Or Flouty icined the Board in July 2000.

He is a Medicai Director at Pfizer's Global
Pharmaceutical Group and has 23 years’

experience in the pharmaceutical and

medica) industries.

David Moorhouse MA ACA

Chief Financial QOfficer and Company Secretary,
aged 48

Mr Moorhouse joined the Group in 1996.
Following a career in investment banking, he
was previously a partner of European executive
search firm Tasa A.G. and a Managing Director
aof Russell Reynalds Assaciates. He qualified as
a chartered accountant with Price Waterhouse.

*Non-execulive and independent director
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Dr Edwin Snape MSc PhD

Vice-Chairman, aged 61*

Cr Snape was appcinted Vice-Chairman in
1999 and is the senicr independent diractor.
He has extensive experience in the medicai
device industry, has pioneered a number

of technicat innovations and holds several
patents’in advanced materials, He is a
director of CODC Technoiggies Inc. and

Synergy Pharmaceuticals Inc.

Peter Smedvig BA MBA, aged 54*

Mr Smedvig joinad the Board in 1996. He is
Chairman of Smedvig ASA, which is listed
on the Oslo and New York Stock Exchanges,
of Scana lndustrier ASA, which is also listed
on the Osla Exchange.

Dr Jeffrey Vender MD MBA, aged 52*

Dr Vender joined the Board in 1997, Heis a
practising anaesthetist/critical care physician,
a Professor of Anaesthesia at Northwestern
University, Chicago, and Chief of Anaesthesia
at Evanston Northwestern Heailthcare,
Evanston, lliinois. He is a director of
Metasensors inc.

Senior management

Michae( Ard BSc

Head of Marketing, aged 43

Mr Ard joined the Group's US operation in
early 1996. He was previously Director of
Corporate Communications and Director of
Marketing Cornmunications for a medical
device company, Somanetics Corporation.

Cri Hilmer BA MBA

Vice President of Sales and Marketing, aged 52
Mr Hiimer joined the Group in early 1999.
He was previousty Director of Internationat
Sales and Marketing at Imatron Inc.

Gordon Pendelton ONC HNC

Head of Operations, aged 46

Mr Pendelton joined the Group in May 2000.
He was previously with Phoenix Medica)
Limited where he organised and smanaged

a new venture, Phaenix Cardigvascular.

Dr Tim Spencer MSc PhD

Head of Research, aged 40

Dr Spencer joined the Group in April 2000.
His background is in medicat physics and he
has ten years experience in medical devices
and heaithcare technology.

Registered office
Deitex Medical Group plc
Deltex House

Terminus Road

Chichester

West Sussax PO19 2TX
United Kingdom

Tel +44 (0) 1243 774837
Fax +44 (0) 1243 532534
www.deltex.com




Directors’ report

The directors present their report and the audited financial statements for the year ended 31 December 2000. On 2 March 2000 the Company was

formed and on & April 2000 it acquired the entire share capital of Deltex Medical Holdings Limited together with its subsidiaries. The Company
floated on EASDAQ (now Nasdag Europe) on 14 April 2000.

Principal activity

The principal activity of the Group during the year was the development, manufacture and marketing of medical equipment.

Review of business and future developments

The Group made considerable progress in the 2000 financial year, The most significant event was the completion of an initial Public Offering on the
Easdaq {now Nasdaq Europe) exchange which raised US$13 million net ot expenses.

During the year sales and placements of CardioQ monitors increased by 65% and sales of probes by 38%. In Europe, the Middle East, Africa and
Australasia 13 new distribution agreements were signed, broadening the Group's sales coverage significantly. In the United States a significant

investment was made in the recruitrnent of clinical trainers, which the Group believes is the most efficient way of promoting the use of its technelogy
amang medical practitioners.

Three new clinicai studies were pubiished, two in the United States and one in the United Kingdom, showing the benefits of the use of the CardioQ
and further corroborating the resuits of existing studies. Seventy-six clinical publications ilustrating the benefits to patients of using the CardicQ now
exist. A further study was published by Guy's Hospital, London, validating the use of the CardioQ in paediatric care.

Agreements were signed with three of the major manufacturers of high-end monitors, which stand beside most critical care beds worldwide,

tc produce interfaces. A study was published on the NeuroQ, the Group's cerebral monitor which is in development, showing comparable resuits
to existing, invasive methods.

A full review of the business and future devetopments is given in the Chairman's report on pages 2 to 5.

Dividends

No interim dividend was declared and the directors do nat recommend payment of a final dividend.

Research and develcpment

A description of the Group's research and development activities is given on pages 4 and 5.

Directors
Directors who held office during the year were:
Non-executive

Nigel Keen (Chairman)

Executive

Kempton Coady
Dr Edwin Snape (Vice-Chairman)

Dr George Flouty (appointed 11 july 2000)
Peter Smedvig
Dr Jeffrey Vender

David Moaorhouse

Biographical details of the directors are given on page 8.
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Directors’ interests

The following directors have interests in the share capital of the Company.

N Keeri owns 19,687 ordinary shares (1 January 2000; nil} and is a trustee of the Pauline Thomas Charity Will Trust which owns 589,700 ordinary
shares {1 January 2000: 700 “A" ordinary shares in Deltex Medical Holdings Limited {(“DMBL"), the prececessor company of the Company) and
refgted warrants. At 31 December 2000 Mr Keen was a director of Cygnus Venture Partners Limited, a company which advised certain sharehalders
who owned 1,064,599 ordinary shares {1 January 200C: 700 issued “A" ordinary shares, 100% of the issued “8" ordinary shares, 125 issued "C"
ordinary shares and related warrants and 1,315 Convertible shares of DMHL - see note 172

Or Snape is a director of New England Fartners which, *"‘w'rth assoctated companies, owns 594,211 ordinary shares and related warrants (1 January
2000: New England Partners and associated companies owned promissory notes amounting to US$2 million in DMHL which were converted inta
594,211 ordinary shares on 5 May 2000).

P Smedvig is a director of Peder Smedvig Capital AS which owns 478,478 ordinary shares and related warrants {1 January 2000: 250 issued

"C" ordinary shares and related warrants and 228 Convertible shares of DMHL}.

D Mogrhouse cwns 2,800 ardinary shares (1 January 200C: qil).

The interests of directors in options of the Company are given on page 14. None of the directers had a matenal interest at any time during the year
in any contract of significance, other than a service contract with the Company or any of its subsidiaries.

Major interests in shares

The directors are aware of the following pevsons who had a beneficial interest in 3% or more of the issued ordinary share capita! of the Company

as at 27 March 2001: Mumber of ordinary % of issued Number of ordinary % of issued

shares  share capital sharas share capital
Travelers Group 801,801 5.1  Geraid Kerkut Charitabie Trust 595,706 3.8
Close Finsbury Life Sciences Investment Trust 750,000 4.8 New England Partners 594,211 3.8
Vendarne UK Limited 634,854 4.1  The Pauiine Thomas Charity Wil Trust 589,700 38
Staniife Mominees Limited 634,832 4,1  Peder Smedvig Capital AS 478,473 31
Seimeston Limited 596,206 3.8

Charitable and palitical donations

No donations were made by the Company or Group during the period for polificat or ¢haritable purposes.

Creditor payment policy
The Company and the Group seek {0 abide by the payment terms agreed with suppliers whenever it is satisfied that the supplier has provided the
goods or services in accordance with the agreed terms and conditions. The average time taken to pay purchase inveices by the Group is 48 days.

Annual General Meeting

The Notice convening the Annual General Meeting, which will take place at 11am on Wednesday 2 May 2001 al the offices of Beeson Gregory,

The Registry, Royal Mint Court, London EC3N 4LB, accompanies this report. Details and explanations of the business to be transacted at the AGM
can be found in the Notice of Meeting.

By order of the Boarg

Kempton Coady Chief Executive Officer
4 April 2001

Campany registered number: 3902835
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Corporate governance

Although the Company is bound by EASDAQ (now Nasdaa Eurcpe) rules rather than the Combined Code of the London Stock Exchange, the Board

believes that the Combined Code constitutes a good basis for corporate governance poticy and intends o institute a formal review procedure for
compliance during 2001.

The warkings af the Board and its Committee

The Board The non-executive directors comprise the majority of the Board and are kept fully informed of all areas of the Company's activities
sc that they are able to participate fully in all aspects of the Company’s strategy and controi,

All the non-executive directors are independent. Non-executive directors are appointed for two-year terms.

The bicgraphies of the members of the Board appear on page 8. These demonstrate a range of experience and sufficient calibre to bring independent
judgement on issues of strategy, performance, resources and standards of conduct that are vital to the success of the Company. The Board is

responsible to sharehoiders for the proper management of the Company. A statement of the directors’ respensibilities in raspect of the accounts is set
aut on page 14,

The Board meets at least every two menths to review financial performance, ensure adequate funding, set and monitor strategy, examine acquisition
and disposal possibilities and report to shareholders. The non-executive directors have a particutar responsibility to ensure that the strategies
proposed by the executive directors are fully considered. To enable the Board to discharge its duties, all directors receive appropriate and timely

information. Briefing papers are distributed by the Company Secrefary to all directors in advance of Board meetings. The directors may take
independeni professional advice as required.

The following committees deal with specific aspects of the Company’s affairs:

The Audit Cornmittee comprises Nige! Keen, ©r Edwin Snape, Peter Smedvig, ©r Jefirey Vender and Dr George Flouty. It is chaired by Nigel Keen.
It has met once since flotation and pfans to meet at least twice 2 year. It is responsible for, inter alia, ensuring that the financial performance of the
Company is properly reported and monitored, focusing particularty on compliance with legal requirements and accounting standards and the

requirements of EASDAQ (now MNasdaq Europe) and for meeting the auditors and reviewing the raports from the auditors relating to accounts and

internal controd systems. it meets once a year with the auditors without executive board members present, whe attend from fime to time at the
request of the Committee.

The Remuneration Committee comprises Nigel Keen, Or Edwin Snape, Peter Smedvig, Dr Jeffrey Vender and Dr George Flouty. It is chaired by
Nige! Keen, It has met twice since flotation and plans to meet twice a year. This Committee reviews with due regard to the interest of shareholders
the performance of executive directors and within agreed terms of reference sets the scale and structure of their remuneration inciuding pension

rights. It also determines the allocation of share optiens to employees. It is a rule of the Remuneration Committee that no director shail participate in
discussions or decisions concerning that Director’s own remuneration.

Relations with shareholders

Communications with shareholders are given high priority. The Chairman’s Statement and Financial Review on pages 2 to 7 include a detailed
review of the business and future developments. There is regular dialogue with shareholders including presentations after the Company's preliminary
announcement of the year end and quarterly results. Annual results and the quarterly results will be published on the Company's web site,

T
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The Board uses the Annua! General Meeting to communicate with private and institutional investors and welcomes their parficipation. The Chairman
of each of the Audit and Remuneration Committees is available at the Annual General Meeting 1o answer questions. Details of the resolutions o be
propased at the Annual General Meeting on 2 May 2001 can be found in the Notice of the Mseting. It is intended to indicate the level of proxies
icdged on each resolution and the balance for and against the resclution after it has been dealt with on a show of hands.
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Remuneration report

The Remuneration Committee {(the “Committee"} is responsible for recommending to the Beard the remuneration and other benefits of the executive
directors and the Company’s senior executives. The Committee is chaired by Nigel Keen, Mon-executive Chairman.

The following directors’ service contracts exist at April 2001

Kempton Coady

Commencement date: 12 April 2000 ’

Notice period: fixed to 13 October 2001 and thereafter six months by either party.

Aggregate remuneration: US$180,000, sayment for a company car, incentive compensation of up to 25% cof salary, and share options,

Compensation on early termination: 12 months’ salary other than in the case of termination due to voluntary resignation, malfeasance, failure of
a medical examination and various other matters.

Non-competition: standard restrictions on the solicitation of former clients, customers, suppliers and participation in a competing business within
12 months of termination.

David Moorhouse
Commencement date: 12 Aprit 2000
Notice period: six months by either party,

Aggregate remuneration: £100,000, aliowance in lieu of a company car and personal pension, incentive compensation at the discretion of the
Board, and share opticns,

Compensation on early termination: not applicabie.

Non-competition: standard restrictions on the solicitation of former clients, customers, suppliers and participation in a competing business within
12 months of termination.

The ramuneration paid to the directars of Deltex Medical Group ple was:

1998 1999 2000
Salary/fess Bonus Total Salary/fess Bonus Total Salary/feas Bonus Total
£ £ £ £ £ £ £ £ £
K J Coady .
(appointed 14.10.98) 19,578 - 19,578 98,130 - 98,130 120,740 33,370 154,110 1
AV Hacker 4
(resigned 31.12.98) 78,000 - 78000 - - - - - - s
D P Moorhouse 80,979 15,000 95,979 88,416 5,000 93,416 103,692 40,000 143,692
P T Smedvig 7,500 - 7.50C 7,500 - 7,500 15,375 - 15,375
Dr E Snape
(appointed 9.9,99) 2,500 ~ 2,500 15,375 - 15,375
Dr J S Vender 7,500 - 7,500 7,500 ~ 7,500 15,375 - 15,375
Dr G Flouty
(appointed 11.7.00) ~ -~ - - - - 9,000 - 9,000
193,557 15,000 208,557 204,046 5,000 209,045 279,557 73,370 352,927

Sums paid to third parties
in respect of N J Keen
{see below) 7,500 - 7,500
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Remuneration report coned

Until 30 June 1999, the amounts shown abave for N J Keen represent amaounts paid to lmperialise Limited, a company of which he is the sole
director and the majority shareholder, From 1 July 1999, fees were paid to Cygnus Ventures il Uimited for the services of N J Keen. Mr Keen

is a director and a minority shareholder of this company. From Aprit 2000, the amounts shown for Mr Keen were paid to imperialise Limited,
No pension contributions are made, or are accruing, to any director.

Under the terms of the UK share optior schemes (see note 17), the directors have an interest in options over ordinary shares at 31 December 2000

as follows: Bonus issue
1 January 6 April Awarded 31 December Exarcise

2000 2000 duting the year 2000 price Exercise period
b P Moorhouse 120 120,0CO 120,120 £1.07 08/2001 - 06/2008
D P Moorhouse 30 30,000 30,030 £1.07 12/2001 - 12/2008
D B Moorhouse 20 20,000 20,020 £1.07 0572002 - 052009
0 P Maorhause 40,040 40,040 £2.20 01/2003 - Q172010
B P Moorhouse 50,000 50,000 £2.20 03/2003 - 03/2010
K J Coady 600 600,000 600,600 £1.07 10/1999 - 10/2007
K J Coady 100,00C 100,000 £2.20 03/2003 - 0172010
Dr 1 S Vender 74 74,000 74,074 £0.048 10/19989 ~ 02/2007

The options held by directors at 1 January 2000 related to shares in Deltex Medical Holdings Limited (“DMML"), the predecessor holding company

which was acquired by Deltex Medical Group plc on & April 2000. On that date DMHL effected a 1,000-for-one bonus issue to all shareholders and
optionhoiders funded out of its share premium zccount.

Directors’ responsibilities

Company law requires the directors 1o prepare financial statements for each financial year which give a true and fair view of the state of affairs of the
Compary and of the Group and of the profit or 1oss of the Group for the period. in preparing those accounts the directors are required to:
# select suitable accounting policies and then apply them consistently;

& make judgements and estimates that are reasonable and prudent;

e state whether applicabie accounting standards have been followed, subject to any material departures disclosed and explaired in the financial
statements; and

@ oprepare the financial statements on a going-cancern basis unless it is inappropriate to presume that the Company wiil 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 Group and enable them to ensure that the accounts comply with the Companies Act 1985, They are also responsibie for safeguarding the
assets of the Group and hence for taking reasonable steps for the prevention and detection of fraug and other irregularities.

The directors confirm that the financial statements on pages 16 to 44 comply with the above requirements.

Golng concern

After making suitable enquiries, the directars confirm that they have a reasenatle expectation that the Group has adeguata resources to continue
in operational existence for the foreseeable future. For this reason they continue to adopt a going-concem basis for the preparation of the financial
statements. Deltex Medical Group is currently in its product development and preliminary marketing phase. # expects to incur further losses as it
continues to develop its products and sates channels, and may require additional financing for the future operation of its business, including further
equity financing as appropriate, before it reaches sustained profitability,

14 Annual report and accounts 2000
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Report of the auditors to the members of Deltex Medical Group PLC
We have audited the financiai statements on pages 16 te 44 and the disciosures relating to directors’ emoturmnents on pages 13 to 14.

The directors are respensible for preparing the Annual Report. As described on page 14, this inciudes responsibility for praparing the finarciai
staternents in accordance with applicable United Kingdom accounting standards. Our responsibilities, as independent auditors, are established
in the United Kingdom by statute, the Auditing Practices Board and our profession's ethical guidance.

We report to you our opinion as to whether the financfal stateménts give a true and fair view and are properly prepared in accordance with the
United Kingdom Comnpanies Act. 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 nave not received all the information and explanations we require for our audit,
or if information specified by law regarding directors’ remuneration and transactions is not disciosed:

We read the other information contained in the Annual Repoert and consider the implications for our report if we become aware of any apparent
misstatements or material inconsistencies with the financial statements.

Basis of audit apinion

We conducted our audit in accordance with Auditing Standards issued by the Augiting Practices Board. An audit inchudes 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 adequatety disciosed.

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

irreguiarity or error. In forming our opinion we aiso evaluated the overali adequacy of the presentaticn of information in the financial stalements.

Opinicn '

in our opinfon the financial statements give a true and fair view of the state of affairs of the Company and the Group at 31 Oecember 2000 and

of s and cash flows of the Grgertfor the year then ended and have been propetly prepared in accordance with the Companies Act 1985,
RN ¥ 28 NN

PricewaterhouseCoopers

Chartered Accountants and Registered Auditors
Southampton
S Aprij 2001




Deltex Medical Group plc

Consolidated profit and foss account

for the years ended 31 December 1998, 1999 and 2000

Restated Restated
31 December 31 December 31 Decemnber
1998 1999 2000
Notes £ £ £
Turnover 2 378,286 801,040 958,651
Cost of sales {401,888) (554,830} (459,278) :
Graoss {losskprofit 23,602} 246,210 499,375
Net aperating expenses - narmal _ 3 (2,081,038) (3,090,524) (3,831,800
- excepticnal 4 {601,150} ~ {697,897)
Net operating expenses — fotal {2,682,188) (3,090,524} (4,529,697
Operating joss before exceptional costs 12,104,640y (2,844,314 (3,332,425}
Exceptional costs (601,150} - (697,897)
QOperating loss (2,705,790  (2,844.314) (4,030,322)
Interest receivable and similar income 38,485 17,214 217,048
Interest payable and similar charges & (78,995) {55,084) {112,897
Loss on ordinary activities before taxation 7 (2,696,300)  (2,882,184) (3,926,171}
Tax aa l0ss on crdinary activities 8 - - -
Loss for the year 19, 20 (2,696,300 (2,882,184) (3,926,171}
Loss per share 9 10.248) (0.244) {0.272)
Diluted loss per share 9 (0.248) (Q.244)

The above results all relate to continuing operations.

(0.272)

There is no difference betwaen the loss an ardinary activities bafore taxation and the loss for the year stated ahove, and their historical cost

equivatents.

Statement of Group total recognised gains and losses

for the years ended 31 December 1998, 1999 and 2000

1998 1999
Nates £ £

Loss for the year (2,696,300 (2,882,184}

Exchange rate gain/(loss) on franslation of foreign subsidiaries’ accounts 20 30,706 {99,390)

2000
£

(3,926,171}

{328,460}

(2,665,594)  (2,981,574)

4,254,631}
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Consolidated balance sheets

at 31 December 1998, 1999 and 2000

Assets
Fixed assets
Tangible assets (net book value)

Current assets

Stocks

Detters: due within one year
Cash and bank halances

Creditors: amounts falling due within one year

Net current assetsi{liabilities)

Total assets less current Habilities

Creditors: amounts falling due after more than one year
Net assets/(liabilities)

Capitat and reserves
Called-up share capital
Share premium

QOther reserves

Profit and loss account

Equity shareholders' funds/{deficit)

Approved on 4 April 2001

1998 1999 2000

Notes £ £ £
11 246,907 318,310 457,214
12 276,602 359,082 893,119
13 123,269 424,978 308,506
557,665 198,809 3,708,720

957,536 582,865 4,910,345
14 (1,096,106} (1,763,059) {529,483}
(88,570} (780,134) 4,380,862

148,337 {461,884) 4,838,076
15 (349,707) {632,995} {9,752}
(201,370} (1,094,879) 4,828,324

17 11,407 12,226 15,569,787
18 12,345,295 14,002,426 8,298,174
19 - 484,144 -
20 {12,558,072) (15,593,675 (19,03%9,637)
21 {201,370) {1,094,879) 4,828,324

K J Coady
D P Moorhouse
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Deltex Medical Group plc

Company balance sheet

at 31 December 2000

2000
Notes £
Fixed assets
Investments 10 12,238,226
Current assets
Debtors 13 10,044,552
Called-up share capital not paid . 13 557,505 :
Creditors: amounts falling due within one year 14 (658,734)
22,181,549 :
Capital and reserves
Share capitai 17 15,569,787
Share premium 18 6,521,748
Profit for the year 20 90,014
Equity shareholders’ funds 22,181,549
i

Deltex Medical Group pic was formed on 2 March 2000 and therefore there are no comparatives.

Apnroved on 4 Aoril 2001

O ) Hetf ot

K J Coady
D P Moorhouse
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Consolidated cash flow statement

for the years ended 31 December 1998, 1999 and 2000

Net cash outfiow from operating activities

Returns on investments and servicing of finance

Interest received

Interest paid

Interest element of finance lease payments y

i

Net cash inflow/(outflow) from returns on investments and servicing of finance

Capital expenditure
Purchase of tangible fixed assets
Sale of tangible fixed assets

Net cash outflow for capital expenditure

Net cash outflow before financing

Financing

Issue of ordinary share capital

Expenses paid in connection with share issue
Net proceeds ot other lgans

Capital element of finance lease payments

MNet cash inflow from: financing

Increase/(decrease) in net cash in the year

31 Decembar

31 December

31 December

1998 1999 2000

Notes £ £ £
22 {2,506,419) (2,425749) {4,234,214)
88,485 17,214 217,048

{39,781 {24,956) {31,401

(780) {1,347} (1,579)

47,924 {9,089) 183,663

{131,878) (303,344) {481,025)

1,120 - -

(130,758) (303,344) {481,025)
(2,589,253)  {2,738,182)  (4,531,571)
3,263,203 1,619,800 9,552,121
(184,667) {71,850)  (1,470,365)

265,781 365,790 -

(3,556) (4,726) {10,033)

3,340,761 1,309,014 . 8,071,723

23 751,508 (829,168)

3,540,152,




IR Medical Group plc

Notes to the financial statements

1 Principal accounting policies

The financial statements have been prepared in accordance with applicable accounting standards in the United Kingdom. A summary of the more
important accounting policies, which have been applied consistently, is set out betow.

Basis of accounting The financial statements are prepared in accoridance with the historical cost convertion.

Basis of preparation — going concern The financial statements have been prepared on the going-contern basis which assumas that the Group will
contirue in operabional existence for the foresegable future,

Basis of preparation ~ comparatives Deltex Medical Group pic was formed on 2 March 2000, The comparative figures for the Consolidated Profit
and Loss Acceurt for the years entted 31 December 1998 and 1999, for the Consolidated Bajance Sheets at 31 December 1998 and 1999
and the Consclidated Cash Flow Statements for the vears ended 31 December 1998 and 1999 relate to Deltex Medical Hoidings Lirnited, the

predecessor company of Deltex Medicat Group pic. Deltex Medical Group ple acquired all the equity and financial instruments of Deitex Medicat
Holdings Limited on & Aprii 2000.

The presentation of the profit and loss account for the vears ended 31 December 1998 and 199% has been amended to show production overheads
as part of cost of sales in order t@ he comparable with the presentation for the year ended 31 December 2000,

Basis of consolidation The consalidated profit and loss account and batance sheet include the financial statements of the parent company and
all its subsidiaries. Irter-group saies are eliminated on consolidation and all turnover and peofit figuras relate to external transactions only.

The amalgamation on 5 April 2000 of Deltex Medical Group pic and the Dettex Medica! Haldings Limited Group has been accaunted for using
merger accounting principles.

Turnover Turnaver, which excludes value added tax and trade discounts, represents the inveicad value of goeds supplied.

Researtch and development expenditure Research and development expenditure is written off as it is incurred, unless it reiates to fixed assets which
are capitatised in accordance with the policy below.

Tangible fixed assets and other intangible assets Tangible fixed assefs and ather intangible assets are capitalised at their purchase cast, fogather
with any incidental expenses of acquisition.

Depreciation is calculated so as to write off the cost of tangible fixed assets and intangible fixed assets, less their estimated residual values,
on a straight-line basis aver the expected useful ecanamic lives of the assats concemed. The principat annual rates used for this purpose are:

%
Leasehoid property and improvements

20
Plant and machinery 20-33
Maotor vehicles 25
Fixtures, fittings and equipment 20
Research and development equipment 50
Assets loaned 1o customers 33

In addition a provision for impairment is made if the direciors befleve that the resulting net book value is overstated. An assessment for impairment
is made on an annuai basis,

20 Annual report and accounts 2000
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1 Principal accounting policies continued

Stocks and work in progress Stocks and work in progress are stated at the lower of cost and net realisable value. Cost is determined on a first-in
first-out basis. Work in progress and finished goods are included on a basis appropriate to the state of completion of the varicus individual iterms
taking account of production materials and companents together with an appropriate share of iabour and overheads.

Hire purchase and operating leases Costs in respect of operating leases are charged on a straight-line basis over the jease term. Where fixed assets
are financed by hire purchase agreements, which transfer to the Company substantially all the benefits and risks of ownership, the assets are treated
as if they had been purchased oufright and are included in tanét'ble fixed assets. The capita! element of the hire purchase commitment is shown as
obligations under hire purchase contracts. The hire purchase payments are trested as consisting of capital and interest elemenis. The capitat element

is applied to reduce the outstanding obligations and the interest element is charged against prefit in proportion to the reducing capital element
outstanding.

Deferred taxation Deferred taxation is accounted for in respect of all material timing differences to the extent that it is probahle that a liability
or asset will crystallise in the foreseeable future.

Pension costs Contributions to the UK company’s defined contribution scheme are charged against profits in the year in which they are payable
1o the scheme.

Deltex Medical Inc. maintains a Satary Reduction Simpiified Employee Pensior Plan ("SARSEP™) which allows eligible empicyees to have a
percentage of their before-tax compensation contributed to an Individual Retirement Account. Under the terms of SARSEF, the Company may make
discretionary contributions on hehalf of the employees that are charged against profits in the year in which they ate payable.

Foreign currency translation Foreign currency assets and liabilities are translated into sterling at the rate of exchange ruiing at the bafance sheet
date excent in those instances where forward contracts have been taken out to match against cash flows, in which case such rates are used.
Transactions in overseas currencies are transiated at the rate of excharge ruling on the date of the transaction or at a contracted rate if applicable.
Any gains or losses arising during the year have been dealt with through the profit and loss account. The exchange difference arising on the
retranslation of the opening net assets of the cverseas subsidiaries is taken directly to reserves.

Empioyee share schemes The underlying value of options and other share-reiated benefits granted to employees is assessed on the basis of
information available at the date of the award and any difference between the fair market value of the shares at the date of the award and the

option price is charged to the profit and loss account aver the period in which the options vest, provided that the award is not solely in respect
of past performance. The associated credit is taken to profit and loss reserves in accordance with UTTF 17,

tnvestments (nvestments in subsidiaries are stated at cost less any provisions for permanent diminution in value.




Deltex Medical Group pic

Notes {o the financial statements oo

2 Segmental analysis

The Graup’s revenue now comprises only ane class of business which has been analysed by category as foilows:

The Group ceased to supply pumps, an absolete product, in 1996 but cantinued to supply spare parts for the pumps until stocks ran out.

1998 1999 2000
£ £ £
Monitors and probes : 368,758 801,040 958,651
Pump spare parts 9,528 - -
378,286 801,040 938,651
Turnover by origin All products are supgplied from the UK.
Turnover by destination
1998 1999 2000
£ £ £
United Kingdom 42,576 251,205 284,109
United States 220,081 324,058 395,272
Rest of Eurcpe 66,177 197,777 249,205
Rest of World 49,452 28,000 30,065
378,286 801,040 958,651
Net loss before taxation by destination
1958 1999 2000
£ £ £
United Kingdom {1,655,340)  (1,213,347) {1,482,162)
United States (1,040,960} (1,668,237) (2,444,009)
(2,696,300) {2,882,184) (3,926,171)

Turnover in the Rest of Europe and the Rest of the World is accounted for in the UK and US subsidiaries. ft is not possible to identify separately the

profits or losses from these territories.

Met assets/(liabilities)

1998 1999 2000

£ £ £

United Kingdom 2,421,091 3,338,132 4,101,574
United States (2,622,461) (4,433,011} 726,750
Rest of Europe - - -
Rest of Wond - - -
{201,370) (1,094,879) 4,828,324
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3 Net gperating expenses - normal

Administrative expenses

Marketing overheads

Research and development

Costs associated with grant of share options, including National Insurance

4 Exceptional costs

Re-acquisition of distribution rights
Costs associated with grant of share options under the Company's US share option plan

1998 1999 2000

£ £ £
1,053,003 1,269,147 1,092,018
729253 1,085,877 2,099,513
298,782 302,000 456,136
- 433,500 184,133
2,081,038 3,090,524 3,831,800
1998 1999 2000

£ £ £
601,150 - -
~ - 697,897

(ne of the Group’s share option plans gave employees and former employees of Deltex Madical Inc., the Group's main trading subsidiary in the
United States, the right to buy shares of the Company at less than neminal value. In order to redress this, Deitex Medical Inc. has agreed to bear

the cost of the shortfall between option price and nominal vaiue on all the options invelved.

5 Employee information

The average monthly number of persens (including executive directors) empioyed by the Group during the year was:

By activity

Office and management
Production

Research and devetopment
Sales and marketing

Staff costs {for the abave persons)
Wages and salaries

Social security costs

Pension costs

1998 1999 2000
Number Number Number

4 8

9 11 12

3 3 4

10 7 21

26 29 45

1968 1999 2000

£ £ £
1,000,827 1,226,439 1,863,391
79,499 96,017 154,510
17,833 18,695 30,082
1,098,159 1,341,151 2,047,983
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Deltex Medical Group plc

Notes to the financial statements conimes

i 6 Interest payable and similar charges

1998 1999 2000
£ £ £
Bank overdrafts repayable within five ygars 20,501 7,137 8,381
Promissary note 26,355 27,344 79,517
Interest payable on other loans 20,665 18,476 23,020
Finance lease and hire purchase contracts - 780 1,348 1,979
Interest on $2,000,000 Redeemable Loan Stock ‘ 10,694 - -
Other - 779 -
78,295 £5,084 112,897
7 Loss on ordinary activities before taxation
: 1998 1999 2000
i £ £ £
Loss on ordinary activities is stated after charging/(crediting):
Auditors’ remuneration for:
Audit (Graup) 31,000 33,125 26,500
Other services 18,481 21,948 37,844
Depreciation charge for the year:
Tangible owned fixed assets 59,073 235,204 234,009
Fixed asset impairment adjustment - - 123,687
Tangible fixed assets held under hire purchase contracts 1,338 4,666 3,216
Loss/(profit} on disposai of fixed assets 2,080 - ~
Operating leases - fand and buildings 36,000 36,000 36,000
Research and deveiopment expendiiure 298,792 302,000 456,136
Exchange gains on conversion of loan stock and share subscription (41,184} (2,240} ~
Costs associated with grant of share options including National Insurance
(including amounts referred to in note 4} - 433,500 882,030

Auditors' remuneration for the Company and its predecessor is included in the Group data above and amounis to £1,000 in 1998, £2,500C in 1999
and £3,500 in 2000.

8 Tax on loss ¢n ordinary activities

The Group has taxable losses available to carry forward against future taxable trading profits.




9 Loss per share

The loss per share calculation is based on the loss of £3,926,171 and weighted average number of shares in issue of 14,436,384, For comparative
purposes, the loss per share calculations relating to Deltex Medical Holdings Limited (the predecessor holding company) (“DMHL") have been shawn
and are based cn iosses of £2,882,184 for 1999 and £2,696,300 for 1998, The weighted average number of shares in issue in these periods were
11,834 for 1999 and 10,869 for 1998. In connection with the flctation of Deltex Medical Group plc in Aprii 2000, DMHL made a bonus issue at a

rate of 1,000 new shares for eack existing share, The loss per share has been restated for 1398 and 1999 for comparative purposes ag if this share
structure had been in place during the whole of these two vears.

The Group had no dilutive potertial ordinary shares in any year which would serve fo increase the loss per ordinary share. Therefore there is no
difference between the loss per ordinary share and the diluted loss per ordinary share,

10 Investments

2000
Company £
Shares at cost in Group undertakings 12,238,226
Details of the Company's principal subsidiaries are as shown below,

Proportion of nominal value
1s5ued shares held by

Country of Description of Group Company
Name of undertaking incorporation shares held % %
Deltex Medical Heldings Limited Great Britain Ordinary £1 shares 100 100
Deltex Medical Limited Great Britain Ordinary £1 shares 100 100
Deltex {Guernsey) Limited Guernsey Ordinary £1 shares 100 100
Deltex Haldings Inc UsA Common stack US$1 100 100

The principal business activities of these subsidiaries are:

a) Deltex Medical Holdings Limited — holding company. The previous Group holding company and the predecessor company to Deltex Medical
Group ple before its acquisition by the (atter an 6 April 2000 {see nate 17},

b) Deltex Medicai Limited - development, manufacture and marketing of medical equipment;

) Deltex {Guernsey) Limited — holding company for Group industrial property rights;

d} Deltex Holdings Inc — markeling and selling of medical equipment in the USA (manufactured by the Group in the UK), through its own wholly
owned trading subsidiary, Deltex Medical Inc.
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Deltex Medical Group plc

-

Notes to the financial statements connves

11 Tangible fixed assets

Leasahold Fixfures

Machines
property and and Piant and Motor loaned to
improvemems fittings machinery vehicles customers Total
Group £ £ £ £ £ £
Cost
At 1 January 1998 36,095 50,625 274,926 8,859 136,261 506,770
Reclassification - - (14,788) - 14,788 -
Exchange rate adjustment 48 (378} - - (728) {1,154)
Additions - 749 27,683 14,110 105,060 147,602
Disposals - {6,271} - - - 6,271)
i At 31 December 1998 36,051 44725 287,321 22,969 255,381 546,947
Depreciation
At 1 January 1998 32,299 33,371 257,770 4,800 14,792 343,032
Reclassification - - (14,182} - 14,182 -
Exchange rate adjustment 2) {150 - - {180) (332)
. Charge for year 215 7,040 12,820 3,389 37,947 63,411
C Dispcsals - (3,071) - - - (3,071)
At 31 December 1958 32,512 36,190 256,408 8,189 66,741 400,040
. Net book value
At 31 December 1998 3,539 8,535 31,413 14,780 188,640 246,907
i The net hook value of tangible fixed assets includes an amount of £14,235 in respect of assets held under hire purchase contracts.
Leasehold Fixtures Machines
praperty and and Plant and Motor loaned to
improvements fittings machinery vehicles customers Total
Group £ £ £ £ £ £
Cost
At 1 January 1999 36,051 44725 287,821 22,969 255,381 646,947
Exchange rate adjustment 237 2,066 - - 3,540 5,893
Additions - 2,009 55,574 - 249,716 307,299
At 31 December 1999 36,338 48,800 343,395 22,969 508,637 960,139
Depreciation
At 1 January 1999 32,512 36,190 256,408 8,189 66,741 400,040
Exchange rate adjustment 27 827 - - 1,365 1,319
Charge for year 1,354 4,302 19,688 5,373 209,153 239,870
At 31 December 1989 33,893 41,019 276,096 13,562 277,259 641,829
Net book value _
At 31 December 1999 2,445 7,781 67,299 9,407 231,378 318,310

The net book value of tangible fixed assets includes an amount of £13,474 in respect of assets held under hire purchase contracts.
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Deltex Medical Group plc

Notes to the financial statements
1 Principal accounting policies

The financial statements have been prepared in accordance with applicable accounting standards in the United Kingdorn. A summary of the more
important accouating policies, which have been applied consistently, is set out below.

Basis of accounting The financial statements are prepared in accordance with the historical cost convention.

Basis of preparation — going concern The financial statements have been prepared on the going-concern basis which assumes that the Group will
continue in operational existence for the foreseeable future,

Basis of preparation — comparatives Deltex Medical Group.pic was formed on 2 March 2000. The comparative figures for the Consolidated Profit
and Loss Account for the years ended 31 December 1998 and 1999, for the Consclidated Balance Sheets at 31 December 1998 and 1999
and the Consolidated Cash Flow Statements for the years ended 31 December 1998 and 1999 relate to Deltex Medicai Holdings Limited, the

predecessor company of Deltex Madical Group pic. Deltex Medical Group ple acquired ail the equity and financial instruments of Deltex Medical
Holdings Limited on & April 2000.

The presentation of the profit and loss account for the years ended 31 December 1998 and 1999 has been amended to show production overheads
as part of cost of sales in order to be comparable with the presentation for the year ended 31 December 2000.

Basis of consolidation The consolidated profit and loss account and balance shest include the financial statements of the parent company and
all its subsidiaries. Inter-group sales are eliminated on consolidaticn and all turnover and profit figures reiate to external transactions only.

The amalgamation on 6 April 2000 of Deltex Medical Group ple and the Deltex Medical Holdings Limited Group has been accounted for using
merger accounting principles.

Turnover Turnover, which excludes value added tax and trade discounts, represents the invoiced value of goods supplied.

Research and development expenditure Research and development expenditure is written off as it is incurred, unless it relates to fixed assets which
are capitalised in accordance with the policy below.

Tangible fixed assets and other intangible assets Tangible fixed assets and ather intangible assets are capitalised at their purchase cost, together
with any incidental expenses of acquisiticn.

Depreciation is calculated so as to write off the cost of tangibie fixed assets and intangible fixed assets, less their estimated residual values,
on a straight-line basis over the expected useful economic lives of the assets concerned. The principal annual rates used for this purpose are:

%
Leasehald property and improvements

20
Plant and machinery 20-33
Motar vehicles 25
Fixtures, fittings and equipment 20
Research and development equipment 50
Assets loaned to customers 33

In addition a provision for impairment is made if the directors believe that the resulting net bock value is cverstated. An assessment for impairment
is made on an annuai basis.
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3 Net operating expenses — norma!

Administrative expenses

Marketing overheads

Resegarch and development

Costs associated with grant of share options, including Natignai Insurance

4 Excepticnal costs

Re-acquisition of distribution rights

Costs associated with grant of share options under the Company's US share option 'plan

1998 1999 2000

£ £ £
1,053,003 1,269,147 1,092,018
729,253 1,085,877 2,099,513
298,782 302,600 456,136

- 433,500 184,133
2,081,038 3,090,524 3,831,800
1998 1995 2000

£ £ £
601,150 - -
- - 697,897

One of the Group's share option plans gave employess and former employees of Deltex Medical Inc., the Group's main trading subsidiary in the
United States, the right to buy shares of the Company at less than nominal value. In order to redress this, Deltex Medical Inc. has agreed to bear
the cost of the shortfail between option price and nominal value on ail the cptions involved.

5 Employee information

The average monthly number of persons (including executive directors) employed by the Group duting the year was:

By activity

Office and managerment
Production

Research and development
Sales and marketing

Staff costs {for the above persons)
Wages and salaries

Social security costs

Pension costs

1938 1299 2000
Number Number Number

4 8 8

g 11 12

3 3 4

10 7 21

26 29 45

1998 1399 2000

£ E £
1,000,827 1,226,439 1,863,391
79,499 96017 154,510
17,833 18,695 30,082
1,098,159 1,341,151 2,047,983
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Notes to the financial statements e
2 Segmental analysis

The Group's revenue now camprises anly ene class of business which has been analysed by category as follows:

The Group ceased 10 supply pumps, an obsolete product, in 1996 but continued to supply spare parts for the pumps until stocks ran out.

1998 1999 2000
£ £ £
Monitors and probes 368,758 801,040 958,651
Pump spare parts “ 9,528 - -
378,286 801,040 958,651
Turnover by origin All products are supplied from the UK.
Turnaver by destination )
1998 1599 2000
£ £ £
United Kingdom 42 576 251,205 284,109
United States 220,081 324,058 395,272
Rest of Europe £6,177 197,777 249,205
Rest of World 45,452 28,000 30,065
378,286 801,040 958,651
Net loss before taxation by destination
1998 1999 2000
£ £ £
United Kingdom (1,655,340) (1,213,947) (1,482,162)
United States {1,040,960) {1,668,237) (2,444,009}

(2,696,300}  (2,882,184) (3,926,171}

Turnover in the Rest of Europe and the Rest of the Warld is accounted for in the UK and US subsidiaries, It is not possible to identify separately the
profits or losses from these territories.

Net assets/(liabitities)

1998 1989 2000

E £ £

United Kingdom 2,421,091 3,338,132 4,101,574

United States (2,622,461) (4,433,011} 726,750

Rest of Europe - - -
Rest of World

(201,370)  (1,094,879) 4,828,324
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1 Principal accounting pohicies continued

Stocks and work in progress Stocks and work in progress are stated at the lower of cost and net realisable value. Cost is determined on a first-in
first-out basis. Work in progress and finished gocds are included on a basis appropriate to the state of completion of the various individual items
taking account of production materials and components together with an apprepriate share of labour and overheads.

Hire purchase and operating leases Costs in respect of operating leases are charged on a straight-line basis aver the lease term. Where fixed assets
are financed by hire purchase agreements, which transfer to the Company substantially all the benefits and risks of ownership, the assets are treated
as if they had been purchased outright and are included in tangible fixed assets. The capital element of the hire purchase commitment is shown as
ohiigaticns under hire purchase contracts. The hire purchase payments are treated as consisting of capital and interest elements. The capital element

is applied to reduce the outstanding obligations and the interest eiernent is charged against profit in propertion to the reducing capital element
outstanding.

Deferred taxation Deferred taxation is accounted for in respect of all material timing differences to the extent that it is probable that a iiability
or asset will crystallise in the foreseeable future.

Pension costs Contributions to the UK company's defined contribution scheme are charged against profits in the year in which they are payable
te the scheme.

Deltex Medical Inc. maintaing a Salary Reduction Simplified Employes Pension Plan ("SARSEP”) which allows eligible employees to have a
percentage of their before-tax compensation contributed to an Individual Retirement Account. Under the terms of SARSEF, the Company may make
discretionary contributions on behaif of the employees that are charged against prefits in the year in which they are payabie.

Foreign currency translation Foreign currency assets and liabilities are translated into sterling at the rate of exchange ruling at the balance sheet
date except in those instances where forward contracts have been taken out to match against cash flows, in which case such rates are used.
Transactions in overseas currencies are translated at the rate of exchange ruling on the date of the transaction or at a contracted rate if applicabie.
Any gains or losses arising during the year have been deait with through the profit and loss account. The exchange difference arising on the
retranslation of the opening net assets of the overseas subsidiaries is taken directly to reserves.

Employee share schemes The underlying vaiue of opticns and other share-related benefits granted to employees is assessed on the basis of
information available at the date of the award and any difference between the fair market value of the shares at the date of the award and the
option price is charged to the profit and loss account over the period in which the options vest, provided that the award is not solely in respect

of past performance. The associated credit is taken to profit and loss reserves in accordance with UITF 17.

Investments Investments in subsidiaries are stated at cost less any provisions for permanent diminution in vaiue.
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6 Interest payable and similar charges

1998 1999 2000
£ £ £
Bank overdrafts repayable within five years 20,501 7,137 8,381
Promissory note 26,355 27,344 79,517
interest payable on other loans 20,665 18,476 23,020
Finance lease and hire purchase contracts 780 1,348 1,979
Interest on $2,000,000 Redeemable Loan Stock 10,694 - -
Other - 779 -
78,995 55,084 112,897
7 Loss on ordinary activities before taxation
1998 1999 2000
£ £ £
Loss on ordinary activities is stated after charging/{crediting):
Auditors' remuneration for:
Audit (Group) 31,000 33,125 36,500
Other services 18,481 21,948 37,844
Depreciation charge for the year:
Tangible owned fixed assets 59,073 235,204 234,009
Fixed asset impairment adjustment - - 123,687
Tangible fixed assets held under hire purchase contracts 1,338 4,666 3,216
Loss/(profit) on disposai of fixed assets 2,080 - -
Operating leases — land and buildings 36,000 36,000 36,000
Resgarch and development expenditure 298,792 302,000 456,136

Exchange gains on conversion of loan stock and share subscription {41,184}
Costs associated with grant of share options including National Insurance
{including amounts referred to in note 4)

(2,240) -

- 433,500 882,030

Auditors' remuneration for the Company and its predecessor is included in the Group data above and amounts to £1,000 in 1998, £2,500 in 1999
and £3,500 in 2000.

8 Tax on loss on ordinary activities

The Group has taxable losses available to carry forward against future taxable trading profits.
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9 Loss per share

The toss per share calculation is based an the loss of £3,926,171 and weighted average number of shares in issue of 14,436,384, For comparative
purposes, the loss per share calculations relating to Deltex Medical Holdings Limited (the predecessor holding company) (“DMHL") have been shown
and are based on losses of £2,882,124 for 1999 and £2,696,300 for 1998. The weighted average number of shares in issue in ihese periods were
11,834 for 1999 and 10,869 for 1998, In connection with the flotation of Deltex Medical Group plc in April 2000, DMHL made a bonus issue at a

rate of 1,000 new shares for each existing share. The loss per share has been restated for 1998 and 1993 for comparative purposes as if this share
structure bad beer in place during the whoie of these two years.

The Group had no dilutive potential ordinary shares in any yéar which would serve to increase the lass per ordinary share. Therefore there is no
difference between the lass per ardinary share and the diluted loss par ordinary share.

10 Investments

2000
Company £
Shares at cost in Group undertakings 12,238,226

Details of the Company’s principal subsidiaries are as shown below. . .
Proportion of nominz) value
issued shares held by

Country of Description of Group Company
Name of undertaking incorporation shares held % %
Deltex Medical Holdings Limited Great Britain Crdinary £1 shares 100 100
Deltex Medical Limited Great Britain Ordinary £1 shares 100 100
Deltex (Guernsey) Limited Guernsey Ordinary £1 shares 100 100
Deltex Holdings Inc USA Common stock US$1 100 160

The principat business activities of these subsidiaries are:

a) Deltex Medical Holdings Limited ~ holding company. The previous Group holding company and the predecessor company to Deltex Medical
Group plc before its acquisition by the atter on 6 April 2000 (see note 17);

b) Deltex Medical Limited — deveiopment, manufacture and marketing of medical eguipment;
¢) Deltex (Guernsey) Limited — holding company for Group industrial property rights;

d) Deitex Holdings Inc ~ marketing and selling of medical equipment in the USA {manufactured by the Group in the UK), through its own wholly
owned trading subsidiary, Deltex Medical Inc,
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11 Tangible fixed assets

Group

Caost

At 1 January 1998
Reclassification

Exchange rate adjustment
Additions

Disposals

At 31 December 1998

Depreciation

At 1 January 1598
Reclassification

Exchange rate adjustment
Charge for year

Disposals

At 31 December 1998

Net hook value
At 31 December 1998

Group

Cost

At 1 lanuary 1999
Exchange rate adjustment
Additions

At 31 December 1999

Depreciation

At 1 January 1999
Exchange rate adjustment
Charge for year

At 31 December 1999

Net book vaiue
At 31 December 1999

statements coninved

Leasehoid

Fixtures

Machines
property and and Plant and Motor loaned to
improvements fittings machinery vehicles customers Total
£ £ £ £ £ £
36,099 50,625 274,526 8,859 135,261 506,770
- - (14,788} - 14,788 -
{48) (378) - - (728) (1,154)
- 749 27,683 14,110 105,060 147,602
- (6,271) - - - (6,271)
36,051 44,725 287,821 22,969 255,381 646,947
32,299 33,371 257,770 4,800 14,792 343,032
- - (14,182) - 14,182 -
(2} (150) - - (180) {332)
215 6,040 12,820 3,389 37,947 60,411
- {3.071} - - - (3,071)
32,512 36,190 256,408 8,189 66,741 400,040
3,539 8,535 31,413 14,780 188,640 246,907
The net book value of tangible fixed assets includes an amount of £14,235 in respect of assets held under hire purchase contracts.
Leasehold Fixtures Machines
property and and Plant and Motor loaned to
improvements fittings machinery vehicles customers Total
£ £ £ £ £ £
36,051 44,725 287,821 22,969 255,381 646,947
287 2,066 - - 3,540 5,893
- 2,009 55,574 - 249,716 307,299
36,338 48,800 343,395 22,969 508,637 960,139
32,512 36,190 256,408 §,189 66,741 400,04GC
27 527 - - 1,365 1,919
1,354 4,302 19,688 5,373 209,153 239,870
33,893 41,019 276,096 13,562 277,259 641,829
2,445 7,781 67,299 9,407 ) 231,378 318,310

The net book value of tangible fixed assets includes an amount of £13,474 in respect of assets held under hire purchase contracts.
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11 Tangible fixed assets continued

Leasehold Fixtures Machines
property and and Plant and Motor loaned to
improvements fittings machinery vehicles customers Total
Group £ £ £ £ £ £
Cost
At 1 langary 2000 36,338 48,800 343,395 22,969 508,637 960,139
Exchange rate adjustment 300 2,078 - - 52,967 55,345
Additicns - 54,590 28,723 - 397,712 481,025
At 31 December 2000 36,638:‘ 105,468 372,118 22,969 $59,316 1,496,509
Depreciation
At 1 January 2000 33,893 41,019 276,096 13,562 277,259 641,829
Exchange rate adjustment 120 1,571 - - 34,863 36,554
Charge for year 2,625 7,845 43,036 3,531 180,188 237,225
impairment adjustment - - - - 123,687 123,687
At 31 December 2000 36,638 50,435 319,132 17,093 615,997 1,039,295
Net book value
At 31 December 2000 - 53,033 52,986 5,876 343,319 457,214

The nef book value of fangible fixed assets inciudes an amount of £17,351 in respect of assets held under hire purchase contracts.

An impairment provision has been made in 2000 against certain CardioQ machines lpaned to custcmers which have become damaged or lost.

12 Stocks
1598 199% 2000
Group £ £ £
Raw materials and consumables 42,653 51,290 225,009
Work in progress 4,542 12,600 218,812
Finished goods 229,407 285,192 4449 298
276,602 359,082 293,119

I ST

Annual report and accounts 2000 27

T




Deltex Medical Group plc

Notes to the financial statements conies

13 Debtors

—_— . Group ———— e Company
1993 1999 2000 2000
£ £ £ £

Amounts falling due within one year
Trade debtors 111,496 277,770 282,590 -
Called-up share capital not paid - 110,000 - 557,505
Other debtors 3,303 22,373 20,294 -
Prepayments 8,470 14,835 5,622 -
Amounts due from subsidiary undertakings . 10,044,552
123,269 424,978 308,506 10,602,057

Payment in respect of the called-up share capita not naid at 31 December 1999 of Deltex Medical Holdings Limited was received during lanuary 2000.

14 Creditors: amounts falling due within one year

Group Company

1998 1999 2000 2000

£ £ £ £

$500,000 nil interest promissory note 301,205 312,500 - -
$500,000 8.75% promissory note - 312,500 - -
Other loans 259,210 - - -
Bank overdraft 16 470,324 - -
Trade creditors 98,552 233,165 214,694 -
Obiigaticns under hire purchase contracts 3,849 5,151 13,427 -
Qther taxation and social security 13,376 14,157 19,526 -
Other creditors 272,106 18,173 17,970 -
Accruals and deferred income 107,792 397,089 263,866 -
Amounts due to subsidiary undertakings 658,734
1,056,106 1,763,059 529,483 658,734

The bank overdraft in 1998 and 1999 was secured by a debenture over the assets of Deltex Medical Limited. The debenture was guaranteed by

Deitex Medical Holdings Limited and Deltex (Guernsey) Limited. In addition, in 1999 a guarantee was given by cerfain sharehalders of the Company.
The debenture and the guarantees were extinguished in 2000,

Hire purchase creditors are secured on the assets concerned.

On 16 July 1997 Deltex Holdings Inc. issued a promissory note in the amount of US$500,000 bearing interest at 8.75% per annum; on 13 March +
1998 a further note was issued in the amount of US$500,000 bearing no interest; and on 2 August 1999 a further note was issued in the amount
of US$1,000,000 bearing no interest — see note 15. The promissory notes were converted into 594,211 ordinary shares on 13 April 2000.

Cther loans of £259,210 in 1998 represented a US subsidiary’s loan of US$430,289, the subsidiary being Deltex, Inc. Interest was charged
at 2% quer the US Federal Reserve ten-year band rate. The loan was secured on the assets of Deitex, Ine and hy a guaraniee given by Deltex
Medical Hoidings Limited. The lender could convert at any time the unpaid principal into common stock shares of Deltex, Inc up to a maximum
of 5% of the then issued common stock. The repayment terms of the loan were renegotiated and accordingly at the end of the 1998 the fuli
balance was included within current liabilities. The loan was repaid in full during 1999. The lender retains warrants {see note 17).
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15 Creditors: amounts falling due after more than one year

$500,000 8.75% promissory note {note 14)
$1,000,000 nil interest promissory note (note 14}
Obligations under hire purchase contracts

Accruais

Hire purchase creditors are secured on the assets concerned.
Maturity of financial liabilities — 1998
One year ar less

Between one and two years
Between two and five years

Maturity of financial liabilities - 1999

One year or less
Between one and two years
Between two and five years

Maturity of financial liabiiities -~ 2000

One year of less
Between one and two years
Between two and five years

1998 1999 2000

£ £ £
301,205 - -
- 625,000 -
10,068 7,995 9,752
38,434 - -
349,707 632,995 9,752
Debt Finance leases Total

£ £ £
560,431 3,849 564,280
301,205 3,848 305,053
- 6,220 6,220
861,636 13,917 875,553
Debt Finance leases Total

£ £ £
1,085,324 5,151 1,100,475
- 7,236 7,236
625,000 75% 625,759
1,720,324 13,145 1,733,470
Debt Finance leases Total

£ £ £

- 13,427 13,427

- 9,752 9,752

- 23,179 23,179
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16 Pension obligations

The UK company operates a defined contribution pension scheme. The assets of the scheme are held in separate trustee-administered funds. The US
company operates a Salary Reduction Simplified Employee Pension Plan (“SARSEP"). The total pensicn cost for the Group was:

£
1998 17,833
1999 18,695
2000 30,082
17 Called-up share capital
2000
£
Authorised
50,000 ordinary shares of £1 each 50,000
6,000,000 “A" ordinary shares of £1 each 6,000,000
13,000,000 "B" ordinary shares of £1 each 13,000,000
5,000,600 "C” ordinary shares of £1 each 5,000,000
8,950,000 convertible shares of £1 each 8,950,000
47,000,000 ordinary shares of £1 each 47,000,000
14 April 2000 conversion of all shares to ordinary shares of £1 each
80,000,000 ordinary shares of £1 each 80,000,000
Ordinary A" “Br “c" Convertible
£ £ £ £ £
Allotted, called-up and fully paid
On incorporation two ordinary subscriber shares of £1 each 2
2 March 2000 issue of 49,998 ordinary shares of £1 each 49,998
2 March 200G Conversion fo convertible shares (50,000) 50,000
10 March 2000 Issue of 2,402,400 "A" ordinary shares of £1 each 2,402,400
10 March 2000 lssue of 5,605,600 “B" ordinary shares of £1 each 5,605,600
10 Mareh 2000 ‘ssue of 1,052,058 “C" ordinary shares of £1 each 1,059,058
10 March 2000 Issue of 3,121,168 convertible shares of £1 each 3,121,168
5 May 2000 Conversion of promissery notes into
convertible shares of £1 each 594,211
5 May 2000 Conversion of all shares in issue into
ordinary shares ' 12,832,437 (2,402,400) (5,608,600)  (1,059,058) (3,765,379)
5 May 2000 Issue of 2,081,785 ordinary shares of £1 each 2,081,785
18 May 2000 Issue of 70,000 ordinary shares of £1 each 70,000
Alfotted, called-up and partly paid
18 May 2000 Issue of 220,000 crdinary shares of £1 each 220,000
15 September 2000 Issue of 5,005 ordinary shares of £1 each 5,005

29 September 2000 1ssue of 223,443 ordinary shares of £1 each 223,443
29 December 2000 Issue of 137,117 ordinary shares of £1 each 137,117

15,569,787
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17 Called-up share capital continied
All the ordinary shares rank equally in respect of dividend, voting and capital rights.

The Company was incorporated with an authorised share capital of £50,000 divided into 50,000 ordinary shares of £1 each, of which two shares
were issued fully paid as subscribers’ shares.

Cn 2 March 2000, the two subscriber shares and a total of a fu_rther 49,998 ordinary shares were issued to The Royal Bank of Scotland Trust
Company (Guernsey) Limitec (Re G132} and The Royal Bank offScotland Trust Company (Guernsey) Limited (Re G574), in each case fully paid

up in censideration for their undertaking to pay cash for such shares at a price of £1 each. All of these shares in the Company were converted
to convertible shares on 2 March 2000.

By an ordinary resolution passed on 8 March 2000, the authorised share capital was increased te £80,000,000 by the creation of a further
6,000,000 “A" ordinary shares, 13,000,000 "B” ordinary shares, 5,000,000 “C” ordinary shares, 8,950,000 convertibie shares and 47,000,000

ordinary shares of £1 each. The directors were authorised to issue 80,000,000 shares without regard to rights of pre-empticn under Section 89
of the Act, such authatities ta expire five years from the date of the authority.

On 10 March 2000, the Company made an offer to all shareholders, optionholders, warrantholders and promissory note holders of Deltex Medical
Heldings Limited (“DMHL") {the “DMHL Offer”) to acquire the entire issued share capital of DMHL, all existing options and warrants over shares and
o vary the promissory notes held by MEGF I} L. and New England Pariners Capital L.B in exchange for the issue by the Company of an aggregate
12,238,226 shares credited as fully paid to the shareholders of DMHL, options over 1,808,807 shares under the Deltex Employee Share Option
Scheme, warrants over 1,950,949 shares and conversion rights to holders of promissory notes in the Company such issue being in proporticn to the
holdings of such shareholders, optionholders, warrantholders and the conversion rights of note holders in DMHL. A further 594,211 shares were
reserved for the promissory note holders. The DMHL Offer was declared unconditional on 6 April 2000.

Following the DMHL Offer the issued sharz capital of the Company was as follows:

£

“N* ordinary shares of £1 each 2,402,400
“B" ordinary shares of £1 each £,605,6Q00
“C” ordinary shares of £1 each 1,059,058
Convertible shares of £1 each 3,171,168
12,238,226

Subsequent to the DMHL Qffer being completed MEGF I L.P exercised their option ta convert US3500,000 plus interest cutstanding on a
promissory note held by them in Deltex Medical Haidings Inc. into convertible shares in the Company in accordance with the terms of that
promissory note. A further U$$1,500,000 of promissory notes held by NEGF 11 L. and Mew England Partners Capital LB in Deltex Holdings inc.

automatically converted into convertible shares in the Company. A total of 594,211 shares were issued to NEGF Il L.P and New England Partners
Capital L.P pursuant to the conversion of these promissory notes.

The entire authorised and issued share capital in the Company (including shares issued to NEGF 1l L.P. and New England Partners L.R pursuant to

the conversion of its promissory notes in Deltex Holdings Inc.) automatically converted into ordinary shares on a one-for-one basis in accordance
with the Companry's Articles of Association.

The Company's ordinary shares were admitted to trading cn EASDAQ on 14 April 2000 at a price of LiS$7 per share. 2,151,785 ordinary shares of
£1 each were issued in connection with the flotation in May 2000 which resuited in a premium cf £7,992,113 net of broking commissions being
credited to the share premium account (see note 18). 585,565 ordinary shares of £1 each were issued and partly paid during the year under the
Company's Employee Share Option Scheme at an exercise price of US$0.07 per share,
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17 Called-up share capital continved
Warrants Warrants to subscribe for ordinary shares of £1 each are outstanding at 31 December 2000 and are set out in the following table: :‘_

Number

Exercise pericd Exercise price of warrants

Before 14 Qctober 2001

£2 1,059,058
Before 14 April 2003

£2.20 597,597
Befare 8 Cctober 2006 Us%4.96 151,151
14 Qctober 2000 to 14 April 2002 £4.30 143,143
At 31 December

1,950,949

The warrants were issued to certain shareholders of DMHL pursuant to the DMHL Offer. None have been exercised at 31 December 2000,

Options Certain emplgyees in the Group hold options to subscribe for shares in the Campany. The following table sets out movements in share

options:
1598 1999 2000
Number Number Number
At 1 January 748,748 1,625,624 1,683,682
Additions 876,876 58,058 522,134
Exercised - - (585,565)

At 31 December 1,625,624 1,683,682 1,620,251

Options granted to employees before & April 2000 relate to opticns cver shares in DMHL cr its subsidiaries. The number of options cutstanding

or issued before such date has been restated for comparative purposes to account for a 1,000-for-ane banus offer effected on 6 April 2000 to all
shareholders, warranttolders and optionholders.
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17 Called-up share canital continued

As at 31 December 2000 the following optians to subscribe for ordinary shares of £1 each were outstanding:

Mumber Exercise price
of shares £ Exercise perind
74,074 0.043 21 Feb 96/ 21 Feb 03
01 Oct 99
59,079 0.048 21 Feb 99 21 Feb 06
39,039 0.048 06 May 99 06 May 06
200,200 1.07 120ct 99 01 CGct 07
200,200 1.07 120ct 00 01 QctQ7
15,000 2.20 22 Mar G122 Mar 10
152,152 1.07 18 Jun O1 18 Jun 08
200,200 1.07 12 Oct 01 12 Cct 07
124,124 1.07 04 Dec 01 04 Dec 08
32,032 1.07 12 May 02 12 May 09
26,026 0.048 01 Nov 02 01 Nov 09
119,119 2.20 12 Jan 03 12 Jan 10
. 6,006 2.20 07 Feb 03 07 Feb 10
258,000 2.20 22 Mar 03 22 Mar 10
10,000 4.70 02 May 03 02 May 10
30,000 2.01 12 Jul a3 12 10
75,000 201 15 Nov 03 15 Nov 10
1,620,251
18 Share premium account
Group Company
1998 1939 2000 2000
£ £ £ £
At 1 January 8,076,290 12,345,295 14,002,426 -
Capitalised on 6 April 2000 (see note 17) - ~  (12,226,000) -
Premium on shares issued during the year 4,695,651 1,728,981 7,992,113 7,992,113

|ssue expenses {426,6486) (71,850} {1,470,365) (1,470,365)
At 31 December

12,345,295 14,002,426 8,298,174 5,521,748

On 6 Aprit 2000 DMHL made a bonus issue of 1,000 £1 shares for every £1 ordinary share held at that date. This resulted in a charge to the
share premium account of DMHL of £12,226,000.
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19 Other reserves

1988 1999 2000

£ £ £

At 1 January (6,376,529) - 484,144

Transferred tof(from) profit and loss account (note 20V 6,376,929 54 028 {484,144}

Costs associated with share options not exercised by the year end 430,115 -

At 31 December - 484,114 -
20 Profit and loss account

Group Company

1998 1999 2000 2000

£ £ £ £

AL 1 January {3,515,549)  {12,558,072) (15,593,675%) -

Profit/{less) for the financial year (2,696,300) {2,882,184) (3,926,171} 90,014

Costs associated with share options not exercised by the yvear end - ~ 324,525 -

Exchange difference 30,706 {99,390) (328,460) -

Transferred {from¥ftc other reserves {6,376,929) {54,029) 484,144 -

At 31 December (12,558,072) (15,993,675) {19,039,637) 90,014

In accordance with the fransitional provisiens of FRS 10 “Goodwill and intangible assets”, the goodwill written off to reserves in the past, previously

shown separately within other reserves, was transferred to the profit and loss account in 1998, The cumulative amount of goodwill resulting from

acquisitions, which has been written off to reserves, is £6,421,929.

In accordance with the provisions of Section 230 of the Companies Act 1985, a separate profit and loss account for Deltex Medical Group plc has
not been published. The loss attributabte to the shareholders includes a profit of £90,014 in respect of the Company which is included in the

Group’s financial statements.

21 Reconciliation of movements in shareholders’ funds

Opening shareholders' funds/{deficin

Increase in share capital during the year excluding benus issue
Premium on shares issued, net of costs

Loss for the year

Costs associated with share options

Exchange difference taken to reserves

Closing shareholders' funds/(deficit)
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1988 1999 2000

Z £ £
(1,807,130 201,370 {1,094,879)
2,349 819 3,331,561
4,269,005 1,657,131 6,521,748
(2,696,300) (2,882,184)  (3,926,171)
- 430,115 324,525
30,706 (99,390 . (328,460)
{201,370} (1,094 879) 4,828,324




22 Reconciliation of cperating loss to net cash outflow from operating activities

1998 1999 2000
£ £ £
Operating loss (2,705,790) (2,844,314} (4,030,322)
Depreciation of tangible fixed assets 60,411 239,870 237,225
Impairment adjustment . - - 123,687
Provision for costs asseciated with share options (including 2000 exceptional item} - 433,500 882,030
Exchange differences {1,020) (80,774} {772,741)
Loss/(profit) on sale of fixed assets 2,080 - -
Decreasef(increase) in stacks 131,122 (82,480} (534,037)
Decrease/{increase) in debtors 34,909 (191,709 6,472
{Decrease)/increase in creditors (28,1313 100,158 (146,528)
Met cash outflow from operating activities (2,500,41%) (2,425,749 (4,234,214
23 Reconciliation of movement in nat debt
Qther
1 Jaruary Cash non-cash Exchange 31 December
1998 flow changes movement 1998
£ £ £ £ £
Net cash
Cash &t bank and in hand 49,569 508,096 - - 557,665
Bank overdrafts (243,428) 243,412 - - (1%)
(193,859} 751,508 - - 557,649
Debt
Debts falling due within one year (1,225,997) (265,781} 904,669 26,694 (560,415)
Debis faliing due after one year (595,208) - 288,14% 5,854 (301,205)
Hire purchase confracts due within one year {1,749} 3,556 {5,658) - (3,849)
Hire purchase contracts due after one year - - (10,068} - {10,068)
(1,822,954) (262,225) 1,177,064 32,548 (875,537)
Net debt (2,016,813) 489,283 1,177,094 32,548 (317,888)

The net non-cash change of £304,669 on debts falling due within one year is part of a conversion of $2 miltion loan stock into shares.
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23 Reconciliaticn of mavement in net debt continued

(Y h=te

Cther
1 January nen-cash Exchange 31 Decermber
1999 Cash flow changes movement 1999
£ £ £ £ £
Met cash
Cash at bank and in hand 557,665 (358,860) - - 198,805
Bank overdrafts (1€} (470,308} - - (470,324}
. B57,649 {829,168) - - (271,519
Debt '
Debts falling due within one year (560,415) 259,210 (301,205) {22,550) (625,000)
Debts falling due after one year (301,205) (625,000) 301,205 - (625,000)
Hire purchase contracts due within one year (3,849 3,849 (5,181 - {5,151y
Hire purchase contracts due after cne year (10,068 877 1,196 - (7,995)
(875,537) {361,064) {3,955) (22,590 (1,263,146}
MNet debt {317,888} (1,190,232} {3,955) {22,590) (1,534,60%)
Other
I January non-cash Exchange 31 December
2000 Cash flow changes movement 2000
£ £ £ £ £
Net cash
Cash at bank and in hand 198,805 3,069,828 - 440,087 3,708,720
Bank overdrafts {470,324) 470,324 - ~ -
{271,519) 3,540,152 - 440,087 3,708,720
Debt
Debts falling due within one year {625,000 - 625,000 - -
Debts falling due after one year {625,000Q) - 625,000 - - .
Hire purchase contracts due within cne year {5,151) 5,151 {13,427) - {13,427)
Hire purchase contracts due after one vear (7,995} 7,995 (9,752) - {9,752)
{1,263,14¢6) 13,146 1,226,821 - (23,179)
Net debt {1,534,665) 3,553,298 1,226,821 440,087 3,685,541

The nan-cash charges on debt falling due within one vear and after one year relate to a conversion of debt into shares (see note 14),

24 Cash flow from exceptional items

Operating cash flows in 1998 include £350,000 relating to the re-acquisition of distribution rights. The balance of £251,150 was paid during 1599,
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25 Financial commitments

At 31 December the Group had annual commitments for land and buildings, under non-cancellable cperating leases as follows:

1998 1999 2000
£ £ £
Expiring within two to five years 36,000 36,000 36,000

At 31 December the Group had placed contracts for future cé'pital expenditure not provided in the financial statements amounting to:

£
1998 30,942
1999 ~
2000

There was no authorised, but not edmmitted expenditure at 31 Decernber 2000,

26 Other related party transactions

Transactions between companies within the Group are not disclosed as all such transactions have been eliminated an consoiidation.

Ditectors' interests in the share capital of the Company are disclosed in the Remuneration report on pages 13-14.

27 Derivatives and other financial instruments

Set out below are the narrative and numerical disclosures relating to financial instruments. The Group has taken advantage of the exemption
available under Financial Reporting Standard 13 “Derivatives and other financial instruments” not to provide numerical disciosures in relation
to short-term trade debtors and creditors, other than as regards currency risk.

Marrative disclosures

Financial instruments The Group's financial instruments comprise barrowing, including convertible debt and a small amount of finance leases,

same cash and various items such as trade debtors and trade creditars, that arise directly from its aperations. The main purpose of these financial
instruments is to raise finance for the Group's aperations.

it is, and has been throughout the period under review, the Group’s palicy that no trading in financial instruments shaill be undertaken,

Interest rate risk The Group finances its operations through a mixture of equity and borrowings. There is also a small amount of finance lease

commitment. The Group places its cash balances on deposit at floating rates of interest and berrows in sterling and US dollars at both fixed and
fioating rates of interest. No interest rate swaps are used.
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27 Derivatives and other financial instruments continved

The ratio of fixed (including convertible debt) to floating rate liabilities at each year end was as follows:

Fived Floating
1998 55% 45%
1999 41% 59%
2000

There were no interest rate bearing liabilities at the year end, .

Liquidity risk The Group seeks to achieve a balance between certainty of funding even at difficult times for the markets ar the Group and a flexible,

cost-effective barrowings structura. The palicy therefore seeks to ensure that at 2 minimum all projected net borrowing needs are caverad oy
committed facilities.

Currency risk The Group has subsidiaries in the USA and as a resuli the Group's sterting balance sheet can be affected by movements in the
US doliar/sterling exchange rates.

The Group also has transactional currency exposures. Such exposures arise from sales and purchases by cperating units in currencies other than
the unit's functional currency. From time to time the Group hoids cash in US Dollars in advance of settlement of trading liabiities in US Dollars.

Interest rate and currency profile of financial liabilities

Financial

liabilities

Floating rate Fixed rate on which

financial financiaf no interest
liabilities liahilities is paid Totat
£ £ £ £
Sterling 16 13,817 - 13,933
US dollar (convertible deht) 259,210 301,205 301,205 861,620
At 31 December 1998 259,226 315,122 301,205 875,553
Sterting 470,324 13,146 - 483,470
US dollar {convertible debt) - 312,500 937,500 1,250,000
At 31 December 1599 470,324 325,646 937,500 1,733,470
Steriing - 23,179 - 23,179
At 31 December 2000 - 23,179 - 23,179
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27 Derivatives and other financial instruments condinued

The floating rate financial liabilities comprise a US dollar-denominated ioan from the CDA (see note 14)

Financial liabilities

Fixed rate on which no
financiat liabilities. interest is paid.
Weighted average Weighted
) Weighted average  period for which average peried
"-‘ interest rate rate is fixed until maturity
% Years Years
1598
Sterling 13.8 1.9 -
US dollar (convertible debt) 8.75 1.5 -
1959
Sterling 13.9 1.1 -
US doilar (convertible debt) 8.75 0.5 3.0
2000
Sterling 14.2 2.7 -
Interest rate and currency profile of financiai assets
£
Sterling 510,085
US dollar 47,580
At 31 December 1998 557,665
Sterling 84,145
US dollar 114,660
At 31 December 1999 198,805
Sterling 57,566
US dollar 3,651,154
At 31 December 2000 3,708,720

The financial assets are cash balances which were all held at floating rates of interest based on LIBOR for short and medium term deposits in US$.

£481,000 of the 1998 sterling balance was held on short-term deposit, maturing on 8 January 1999 and earning interest at a rate equivalent fo
5% per annum.
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27 Derivatives and other financial instruments consinued

Borrowing facilities The Group has the following undrawn committed borrowing facilities available at each year end:

1998 1999 2000
£ £ £
Floating rate and expiring within one year - 29,676 -

Fair value of financial assets and liabilities The following table provides a comparison by category of the carrying amounts and the fair values of
the Group's financial assets and financial liabilities. Fair value is the amount at which a financial instrument could be exchangad in an arm's length
transaction between willing parties, other than a forced or liquidation sale, and excludes accrued interest. Since market values are not available,

fair values have been calculated by discounting expected cash flows at prevailing interest and exchange rates. Set out below the tabie is a summary
of the methods and assumptions used for each category of financial instrument.

Primary financial instruments held or issued to finance the Graun's aperations:

Book value Fair value
£ £
1998
Short-term borrowings
Bank overdraft 16 16
Obligations under hire purchase contracts 3,84% 3,849
US dollar debt 560,415 560,415
Long-term borrowings
US dollar debt 301,205 265,594
Obligations under hire purchase contracts 10,068 10,886
Cash at bank and in hand 557,665 557,665
1999
Short-term borrowings
Bank overdraft 470,324 470,324
Obligations under hire purchase contracts 5,151 5,151
US dotiar debt 625,000 625,000
Long-term horrowings
US dollar debt 625,000 422,549
Obligations under hire purchase contracts 7,995 8,495
Cash at bank and in hand 198,805 198,805
2000
Short-term borrowings
Bank overdraft - -
Obligations under hire purchase contracts 13,427 13,427
U$ dollar debt - -
Long-term borrowings
US dollar debt - -
Obligations under hire purchase contracts 9,752 9,752

Cash at bank and in hand 3,708,720 3,708,720
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27 Derivatives and other financial instruments sontimued
Summary of methods and assumptions

Short-term borrowings and cash balances
Fair value approximates o the carrying amount because of the short maturity of these instruments.

Long-term borrowings

The fair values of fixed rate liabilities have heen calculated by discounting cash flows at pravailing interest rates. For floating rate loans, fair values
approximate to book vaiue. :

Currency exposures on monetary assets The tables helow show the extent to which members of the Group have monetary assets and liabilities

in currencies other than their local currency. Foreign exchange differences on re-translation of these assets and labilities are taken to the profit
and loss account of the members of the Group and the Group.

Net foreign currency monetary assets {(labifities)

Sterling LS dollars EU currencies Total

£ £ £ £

1998 - functionat currency

Sterling 105,695 2,202,361 7,503 2,315,959

S dollars - {2,418,558) - (2,418,558)

Total 105,695 (216,197) 7,803 {102,599)

1999 - functional currency

Sterling 312,313 2,872,889 59,409 3,244,611

Us dellars - (4,902,155) - {4,902 ,155)

Total 312,313 (2,029,265} 59,409 (1,657,544)

2000 - functional currency

Sterling - - 96,860 95,860

US dollars - 3,607,260 - 3,607,260

Total - 3,607,260 96,860 3,704,120
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28 Summary of significant differences between UK GAAP and US GAAP primary financial statements

The Group's financial information has been prepared in accordance with accounting principles generally accepted in the United Kingdom
{"UK GAAP") which differ in certain respects from principles generally accepted in the United States of America (“US GAAP™). The principal
differences insofar as they are significant to the Group are outlined below.

a) Consolidated cash flow statement The consolidated cash flow statements above have been prepared in accordance with UK GAAPR, which differ
in certain presentational respects from the format required under SFAS 35, Under UK GAAR a reconcitiation of profit from operations to cash flows
from operating activities is presented in a note, and cash paid for interest and income taxes are presented separately from cash flow and operating
activities. Under SFAS 95, cash flows from operating activities are based on nat profit, include interest and income taxes, and are presented on the

face of the statement. UK GAAP required cash and cash equivalents to be presented net of overdrafts; SFAS 95 treats overdrafts within financing
activities.

The foliowing table summarises the differances in the cash flow statements for the Group as if they had been presented in accardance with US GAAR

1998 15%9 2000
EQGO £000 £000
Operating activities
Net cash oqutflow from operating activities (UK GAAP) (2,506} (2,426) (4,234)
Interest received 88 17 217
Interest paid (41) (286) {33)
Net cash used by operating activities (US GAAP) (2,459) {2,435) {4,050)
Financing activities
Net cash inflow from financing (UK GAAP) 3,341 1,302 8,072
Increase/(decrease) in bank overdraft {243) 470 470)
Net cash provided by financing activities (US GAAP) 3,098 2,379 7,602
{Decrease)/increase in net cash in the year
(UK GAAP) 751 {829 3,540
increasef{decrease) in bank overdraft (243) 470 (470)
Net (decrease)/increase in unrestricted cash and cash equivalents (US GAAP) 508 (359) 3,070

b} Goodwill Under UK GAAR the reconstruction in 1996 was accounted for using acquisition accounting and goodwill of £6,421,929 arose.
This has been written off to reserves in the UK statutory accounts.

Linder US GAAR the reconstruction wauld not have led to a change of basis of accounting. Purchase accounting would not nave been adopted,
and there would have been no goodwill arising.

As the goodwill was written off to reserves and no fair value adjustments were made to the net assets during the reconstruction, there wauid
therefore be no overall difference in the net assets of the Group as at 1 January 1997 and in subsequent years,
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28 Summary of significant differences between UK GAAP and US GAAP primary financial statements continued

¢) Deferred taxation Under UK GAAP deferred tax is provided using the liability method for all timing differences to the extent that it is probable

that the fiability will crystaliise in the foreseeable future. US GAAP requires deferred taxation to be provided in full, using the fiability method on
all temporary differences between the tax and book basis of assets and liabiiities.

Under US GAAFR deferred tax assets and liabilities are recognised for all temporary timing differences and income tax losses, in accordance with
FAS 109 “Accounting for income taxes”. Valuation allowances are provided when it is considered more likely than not that all, or a portion, of the
deferred tax assets will not be realised. A valuation allowance hgs been provided for the entire deferred tax asset baiance for all years presented.

]

d) Unpaid share capital Under UK GAAF, the Company has 50 shares within equity that were issued and called up, but unpaid as at 31 December

1999. Under US GAAP these shares would have been treated as an issue in 2000 when the cash was received. This has been adjusted for in the
reconciliation below.

e) Promissory notes The Company had twe promissory notes totalling $2,000,000 that, under UK GAAR fell within creditors. Under US GAAP these
notes would have been classified as equity. In 1998 and 1999 the instruments could only be settled in convertiple shares of the Company, except in

the event of defaull. The effect is to increase the Company's stockhelders' equity and has been adjusted for below. These promissory notes were
settied on 13 Aprit 2000 and therefore adjustments are only required in respect of prior years.

f)‘Wanants In May 1999 the Company repaid 2 loan that had been taken out in 1996. The loan was repaid prior to its maturity date, and it was
agreed that as a consequence the Company would issue warrants to the lender allowing them to purchase up to 1.67% of the Group at 2 fixed
price {in US dollars) at any time in the periad from the time of the grant to October 2006.

Under US GAAP the issue of the warrants has been treated as an equity transaction under APB 14 which results in an increase to the paid-in

capital of the Company for the fair value of the warrants at the time of grant. The same fair value is accounted for as an extracedinary charge for
early extinguishment of debt in the year, This has been adjusted for in the reconciliation below.

£) Summary of retained profits and net assets The following table summarises the retained losses and total net assets and liabilities of the Group
as if they had been presented under US GAAP incorporating the adjusiments noted above.

1998 1999 2000

£000 £000 £000

Retained loss for year per UK GAAP (2,696) (2,882} (3,926)
Extraordinary charge an early extinguishment of debt - (186) (186}
Retained loss for year per US GAAP (2,696} (3,068) (4,112)
Total equity shareholders' (deficit)/funds per UK GAAP (201) (1,095) 4,828
Less: unpaid share capital - (110} -
Add: equity adjustments in respect of promissory notes and warrants 299 - 9l6 186
Total stockholders’ equity per US GAAP 98 (289) 5,014
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28 Summary of significant differences between UK GAAP and US GAAP primary financial statements corvre

h) Earnings per share

Under LS GAAP the basic earnings per share, computed based on the weighted average shares outstanding during the years presented, would have
been as follows:

s 1998 1983 2000
£ £ £
Net loss per share (note 9) 0.245 0.254 0.281
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