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ImmuPharma plc

Report of the Chairman and the Chief Executive Officer

We are pleased to report our achievements and continued progress during 2007 and are enthusiastic about our
plans for 2008 2007 has been an 1mportant year 1n our corporate history Durnng our second year as a public
company we have made a number of key achievements including the addition of two novel drug candidates to our
portfolio and the continued progress of our most advanced asset in development, our lead candidate for the
treatment of Lupus

Following the successful completion of a phase II study i patients suffering from Lupus, where our lead drug
candidate (IPP-201101) showed a statistically sigmificant clinical improvement in patients’ overall symptoms,
ImmuPharma has initiated a Phase 1Ib, double-blind, placebo-controlled trial in 200 patients in Europe and Latin
America The first patients have been dosed and the Group expects to report results later in 2008 Analysts
estimate that IPP-201101 for the treatment of Lupus has blockbuster sales potential

ImmuPharma was delighted to announce the addition of two novel drug candidates to our portfolio during 2007
IPP-204106 15 a novel drug candidate for cancer, the rghts to which have been obtamned through the Group’s
ongoing research collaboration with the Centre National de la Recherche Scientifique (CNRS), France’s scientific
research mstitution The molecule 1s a nucleghin antagonist and has a dual mechamsm of action, acting both m
preventing angiogenesis as well as proliferation  Preclinical data has shown that nucleolin antagonusts inhubit the
growth of tumours and metasiasis in many cancer types

Following investigation of our proprietary chemical library, ImmuPharma has discovered a new molecular senes
with potential application n inflammatory/allergic conditions such as asthma and rheumatoid arthriis  These
molecules, programme code-named IPP-201007, have utility as selective phospholipase A2 subtype mhibitors and
are already patented through ImmuPharma’s library broad patent

The ImmuPharma business model 1s to focus on nnovative drugs for niche therapeutic areas with significant sales
potential but without the need for a large commercial infrastructure In contrast to other types of pharmaceutical
development, this 1s characterised by relatively streamlined development costs and timelines This 1s evident
our progress so far with IPP-201101 for the treatment of Lupus

ImmuPharma 15 1n discussions with a number of pharmaceutical companies regarding potential hcensing deals
The Group ntends to optirise the value of its asset portfolio and to maximise the return to its shareholders

During 2008, ImmuPharma expects to report the continued progress of its Lupus compound followmng the
completion of Phase 1Ib clinical tnals The Board of ImmuPharma should hike to thank its shareholders for their
support as well as its scientific advisors and the Centre Nanonale de la Recherche Scientifique i France for their
collaboration

Richard Warr, MA
Charrman

Dimitr1 Dimitriou, MSc
Chief Executive Officer

7 May 2008
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Report of the Chief Scientific Officer

2007 has been a year of exciting progress and new developments for ImmuPharma Following the successful
Phase 1I tnal in 2006 and further to discussions with the US Food and Drug Admimstration (FDA), the first
patients have been dosed with IPP-201101, our lead candidate for the treatment of Lupus, 1n a pivotal Phase 11b
trial Two new drug candidates have been discovered The first one announced chronologically, IPP-201007, was
discovered from our proprictary chemical hbrary and has potential apphcation 1n inflammatory/allergic
conditions The second, [PP-204106, represents an exciting approach to potentially treating cancer and 1s a
further validation of the value of our ongoing collaboration with the Centre National de la Recherche Scienufique
(CNRS), France’s scientific research mstitution Furthermore, general progress on our other assets continues to be
made

Following a Phase I study showing IPP-201101 to be generally safe and well-tolerated and the successful
completion of a Phase 11 study m Lupus patients which met all of 1ts primary endpoints (p<0 0001) during 2006,
ImmuPharma submitted an IND (Investigational New Drug) application to the US FDA for the mitiation of
further pivotal studies for IPP-201101 The feedback obtained from the FDA helped ImmuPharma refine 1ts late-
stage development program for IPP-201101 Specifically, the outcome of this consultation has been the
segmenting of the development program into separate Phase 1Ib and Phase III tnals The Group had previcusly
expected a single Phase 1I/111 nal 1 240 patients over 12 months The revised plans allow the Group to have
additional Phase 1 data earher than previously expected and continuing with a simpler Phase [11 tnal n late 2008,
broadly in line with previous development timelines

Lupus patients are now being dosed with [PP-201101 1n the Phase 1Ib trial for the treatment of Systemic Lupus
Erythematosus and patient recruitment 1s well underway The study 1s a robust, randomised, placebo-controlled,
three-arm dose ranging study n 200 patients 1n Europe and Latin America with an additional three month follow-
up The first efficacy results are expected later this year Following the completion of this study, 1t 1s expected
that the patients will be rolled into a further study — a one-year “open label” safety and efficacy trial which should
report by late 2009, providing further clinical data In addition, 1n late 2008 a sumilar but pivotal Phase 111 study 1s
beng planned to commence potentially 1n an additional 200 patients n the US, Europe and Latin America, to be
treated for a period of six months, subject to our FDA discussions and approval In parallel with the Phase 11b
trial, the Group 1s planning to also complete a long-term pre-clical toxicology study as part of regulatory
requirements as well as the finalization of a scale-up manufacturing process which will allow commercial
production

Following discovery activities on our proprietary chemical library, ImmuPharma was excited to discover a new
molecular series with potential application in inflammatory/allergic conditions such as asthma and rheumatoid
arthritis  These molecules, in the program code-named, [PP-201007, have utility as selective phospholipase A2
subtype inhibitors and are already patented through ImmuPharma’s library broad patent

As part of its ongoing research collaboration with the Centre National de la Recherche Scientifique (CNRS),
France’s scientific research mstitution, ImmuPharma has taken the exclusive rights for the worldwide
development and commerciahisation of a novel drug candidate for cancer The molecule code-named IPP-204106,
has a dual mechanism of action, acting both 1n preventing angiogenesis as well as proliferation IPP-2041061s a
nucleohn antagorst, the lead molecule 1n a family of pseudopeptides designed to bind to the surface nucleolin and
as a consequence to block the nucleolin activity on a nuclear basis, the stabilization of various mRNAs 1s
necessary to induce the proliferation of certain human cancer cell lnes and 1s nucleohn dependent as
demonstrated n many prestigious peer reviewed publications By blocking nucleolin activity we expect to be able
to control the cancer cell proliferation as evidenced m preclinical studies which have shown that nucleolin
antagonists nhibit the growth of tumours and metastasis 1n many human cancer types as well as anglogenesis
Furthermore, prehminary data have also shown an absence of toxicity Major manufacturing hurdles have been
overcome and a large scale manufacturing 15 now possible and will be used for the up-coming prechncal and
chnical trials We have now with this new drug candidate a family of propretary molecules with a proven
potential to treat cancer, with a known mechamsm of action, with demonstrated prechnical activities and an
advantageous safety profile, while being able to be manufactured We expect to mmate Phase I early next year,
subject to the appropriate financial resources
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Report of the Chief Scientific Officer (continued)

While our core strategy is to focus our current resources on the progression of our compounds for Lupus and
cancer, we are also progressing our other lead candidates Our two other lead drug candidates each represent a
breakthrough approach and are very exciting compounds that fit perfectly with the Group’s model of niche
diseases

On behalf of the Board we would also like to extend our particular thanks to the team at the CNRS 1n Strasbourg
with whom ImmuPharma has key collaborations

Dr Robert Zimmer
President and Chaef Scientific Officer
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Financial Review

The year ended 31 December 2007 saw ihe Group continue 1its controlled expenditure on the development of its
assets As can be expected of a Group at this stage of development in the pharmaceutical sector, the Group made
a loss for the period with its expenditure focused on the development of its assets

Research and development expenditure has risen in line with the Group’s activities in progressing its assets
The Group continues to adopt International Financial Reporting Standards (IFRS) as its prumary accounting basis

It 1s important to note that one of these standards, IFRS2, relating to share-based payments, has had an impact on
the results for the Group for this accounting period  Included in the toss before tax 15 £40,699 related to new share
options granted during 2007 and £90,916 related to the remaining charge of share options previously granted The
Group loss before tax 15 therefore higher by these two amounts than would have been the case n the normal
running of the Group and research costs This 15 purely a notional amount stipulated by IFRS2 (and calculated
using a statistical model) as a result of granting the options A further £251,693 1s due to be charged i
subsequent years accounts under IFRS2, being the remainder of the fair value charge

Results
The loss of the Group for the year after taxation was £3 1m (prior pertod loss £1 9m) Basic and diluted loss per
ordinary share was 4 24p (prior period 2 72p) No dividend 1s proposed

The expenditure of the Group has been directed towards progressing its assets through the chnical process to
maximise their potential

Operating Loss

The Operating loss of £3 5M represents principally the expenditure on development carried out by Contract
Research Organisations and the employment and running costs of the Group The timing and extent of the
research and development programme continues t¢ be well controlled

Net Funds
At 31 December 2007, the Group had Cash and cash equivalents of £2 9M (31 December 2006 was £6 SM)

Treasury Policy

The policy continues to be that surplus funds of the Group are held in interest-bearng bank accounts on short or
medium matunities, until commitments to future expenditure are made, when adequate funds are released to
enable future expenditure to be mncurred The Group’s Treasury Policy and controls are straightforward and
approved by the Board The Group does not engage 1n speculative transactions

Financial Strategy
The overall strategy 1s to mamntain a tight control over cash resources whilst enabling controlled development of
the potential product pertfolio  The Board remains alert to opportunities to raising further finance

Outlook
The focus for the year ahead will be on the current and next phase of tnals for our Lupus comnpound, IPP-201101,
to make progress advancing our other compounds, particularly our new cancer compound, IPP-204106, and to

continue 1n dialogue with other pharmaceutical companes 1n respect of poiential corporate deals

With a strong team 1n place to execuie these objectives, we beheve we are well positioned to take the Group
forward

Tracy Weimar
Vice President, Operations
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Business Overview and Prospects

ImmuPharma plc 15 a drug discovery and development company headquartered in London and listed on the
Alternative Investment Market (AIM) of the London Stock Exchange (LSE IMM) and has 1ts research operations
in France (ImmuPharma (France) SA) and Switzerland (ImmuPharma AG) ImmuPharma 1s dedicated to the
development of novel drugs, largely based on peptide therapeutics, to treat serious medical conditions such as
autoimmune diseases characterised by

¢  Blockbuster potential in niche markets,
¢+  High unmet medical need,

»  Abihty to command high pricing,

e Low marketing costs, and

s Relatively lower development costs

ImmuPharma 1s currently developmg drug candidates for five different medical conditions, each of which would
represent a sigmficant breakthrough i its field The lead product candidate targets Lupus, a disease for which
there 1s currently no cure or specific treatment The other four address cancer, moderate to severe pam (such as
that experienced by cancer sufferers and post-operative patients), MRSA and severe hospital-acquired resistant
infections and inflammation/allergic disorders

ImmuPharma has important collaboration arrangements with the Centre National de la Recherche Screntifique
(CNRS), the French National Council for Scientific Research and also has links with the Institut National de la
Sante et de la Recherche Medicale (INSERM), France’s national mstitute for health and medical research

As part of the collaboration arrangements, ImmuPharma has entered into a research agreement with CNRS which
relates to the therapeutic use of peptides and peptide denvatives ImmuPharma has been granted the worldwide
exclusive rghts to exploit all discovernies made pursuant to this agreement and will co-own the relevant
intellectual property with the CNRS

CNRS has granted additional exclusive worldwide licenses to ImmuPharma (France) SA covering rights to
discoveries made prior to this agreement but related to 1t Applications for additional patents, to be jointly owned
by CNRS and ImmuPharma, have already been and are being filed CNRS 1s entitled to a share of the revenue
generated by ImmuPharma from the exploitation of CNRS' licensed and co-owned nghts

ImmuPharma intends to continue 1ts research in collaboration with CNRS and sub-contract tabour intensive and
non-core development activities to Contract Research Orgamisations (CROs) ImmuPharma tends to etther
manage the development of 1ts own assets up to commercialisation or to seek collaborative agreements with larger
pharmaceutical companies at an earlier stage

Product portfolio and pipeline
ImmuPharma currently has 5 lead drug candidates to treat, respectively
e Lupus
» Cancer
¢ Inflammation/allergic conditions such as asthma and rheumatord arthntis
¢ Moderate to severe pamn such as cancer and post-operative pain, and,
e  Severe resistant hospital-acquired infections such as MRSA
Each of these drug candidates are propnetary and represent a novel approach to therapy The Group believes each
has sigmificant sales potential if successfully developed In addition to its 5 lead candidates, InmuPharma has 1ts

own proprietary drug discovery engine which, ImmuPharma beheves, will continue generating a strong potential
drug candidate pipeline and patent portfolio
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IPP-201101 - Treatment of Lupus

Lupus (frequently manifested as Systemic Lupus Erythematosus or SLE) 1s a chromgc, life-threatening
autoimmune, inflammatory disease with a pattern of flares and remission Lupus can affect multiple organs such
as skin, joints, kidneys, blood cells, heart and lungs It can appear in a multitude of forms, making diagnosis
difficult with patients presenting to several different specialists (mainly dermatologists, rheumatologists and
nephrologists)

Awareness of the disease has steadily increased in the past five years and should continue to do so due to well-
organised patient groups {particularly in the US and to a lesser extent in the UK) New dagnostic tools are now 1n
place and are increasmgly used by physicians, which coupled with greater awareness, should lead to an increase 1n
diagnosis rates

Virtually all patients currently receive some form of drug treatment such as corticosteroids, NSAIDS (non-
steroidal anti-inflammatory drugs), immune-suppressants and anti-malarials although these address the symptoms,
not the cause While aggressive treatment 1s used during flares, physicians prefer to it long-term treatment
with immune-suppressants and corticosteroids due to therr severe side effects, which include diabetes,
hypertension, sterthty and the need for mp replacement

ImmuPharma believes that IPP-201101, which has developed through its collaboration with CNRS, has the
potential to be a novel specific first-line drug therapy for the treatment of Lupus by specifically modulating the
immune system and halting disease progression in a substantial proportion of patients 1PP-201101, taken over
the long term, 1s intended to prevent the progression of Lupus rather than just treating 1ts symptoms

IPP-201101 has a umque mechanism of action that modulates the activity of CD4 T cells which are involved 1n
the cell-mediated immune response which leads to the Lupus disease The Group believes that IPP-201101 could
leave the rest of the immune system working normally

Following a Phase I study showing IPP-201101 to be generally safe and well-tolerated and the successful
completion of a Phase 11 study 1n Lupus patients which met all of 1ts primary endpoints (p<0 0001) during 2006,
ImmuPharma submitted an IND (fnvestigational New Drug) apphcation to the US FDA for the mitiation of
further pivotal studies for IPP-201101 The feedback obtained from the FDA helped ImmuPharma refine 1ts late-
stage development program for IPP-201101  Speaifically, the outcome of this consultation has been the
segmenting of the development program into separate Phase 11b and Phase III trials The Group had previously
expected a single Phase 1I/1il tial in 240 patients over 12 months The revised plans allow the Group to have
additional Phase II data earlier than previously expected and continuing with a simpler Phase 11l trial in Q3 2008,
broadly in iine with previous development timelines

The first Lupus patients have been dosed with IPP-201101 n the Phase Iib trial for the treatment of Systemic
Lupus Erythematosus The study i1s a robust, randomised, placebo-controlled, three-arm dose ranging study n
200 patients 1n Europe and Latin America with an additional three month follow-up It 15 expected that the
patients from this Phase IIb trial will be rolled into a one-year “open label” safety and efficacy study which should
report by Q3 2009 In addition, 1n Q3 2008 a similar but pivotal Phase III study will be commenced in an
additional 200 patients in the US, Europe and Latin America, to be treated for a period of six months  The Phase
111 study 1s expected to report by Q3 2009 In parailel with the Phase 1Ib tnal, the Group will also complete a
long-term pre-clinical toxicology study as part of regulatory requirements

Estimates of the size of the market for treatment of Lupus vary Datamonitor estimates between 1 5 mullion and
1 7 mulhon Lupus sufferers in the top 7 markets (US, Japan, Germany, France, Italy, UK and Spain)

IPP-201101s potential revenue will depend on 1ts share of the market and the potential selling price per patient
Analysts estimate that, assuming launch n 2010, 1t could generate peak annual sales of between $1 billion and $6
billion
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IPP-204106, Treatment of Cancer

As part of the Group’s ongoing research collaboration with the Centre National de la Recherche Scientfique
(CNRS), France’s sctentific research mstitution, ImmuPharma has taken the rights for the worldwide development
and commercialisation of a novel drug candidate for cancer

The molecule, code-named IPP-204106, has a dual mechanism of action, acting both 1n preventing angiogenesis
as well as proliferaion 1PP-204106 1s a nucleolin antagonist, the lead molecule 1n a family of pseudopeptides
designed to block the activity of a protemn called nucleolin Located essentially in the nucleus of normal cells
where 1t 15 protected, nucleclin 18 much more abundant (often 100 times more) at the surface of the cells which are
prohiferatng as well as the surface of active endothehal cells where 1t can be a target for antagemst peptides

Cell surface expressed nucleolin 1s involved 1n the prohferation processes as well as in cell transformation It 15
also a receptor for many growth factors and plays a key role in anglogenesis Nucleoln antagomists have
therefore both anti-angiogenic and anti-proliferative properties

Prechnical data have shown that nucleolin antagonists inhibit the growth of tumours and metastasis 1n many
cancer types They prevent the implantation of tumours and block angiogenesis They also mhibit the
proliferation of certain types of leukaemia cells Based on the mechanism of action nucleolin antagonists are
active as long as surface nucleolin 1s present, irrespective of the type of cancer Preliminary data have also shown
the absence of toxicity

In addition to their efficacy as stand-alone agents, nucleolin antagonists may also have a use as selective carmers
for cytotoxic drugs and the Group has filed patents accordingly

ImmuPharma 15 planning to complete the formal preclinical development this year with a Phase 1 expected to start
by year end
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IPP-201007: Treatment of inflammatory/allergic conditions such as asthma and
rheumatoid arthritis

During 2007, following mvestigation of 1ts propnetary chemical library, ImmuPharma discovered a new
molecular series with potential application n inflammatory/allergic conditions such as asthma and rheumatoid
arthrits  These molecules, in the programme code-named IPP-201007, have utility as selective phospholipase A2
subtype inhubitors and are already patented through ImmuPharma’s library broad patent

Phospholipases A2 (PLA2s) are enzymes that catalyse the hydrolysis of phospholipids This catalytic reactien is
essential 1 the production of lipids duning varous processes in the body, mvelving prostaglandins, leukotrienes,
thrombaoxanes, platelet activation factor and others In certain cases, such hpid mediators cause allergic reactions
and a number of inflammatory conditions such as asthma and other respiratory disorders, rheumatoid arthnts,
septic shock and acute pancreatitis are characterised by a significant increase in PLA2 activity Selective
mhibition of PLA2 subtypes can therefore reduce some of these allergic reactions and inhibstors of PLA2 have
already shown to have positive effect in inflammatory conditions ImmuPharma believes this new molecule has
potential m becoming a drug for certain inflammatory conditions and intends to progress its development The
drug could be in chnical trals as early as 2009

ImmuPharma’s long-term pipeline includes a proprietary library or over 300,000 small molecules with a 70%
drug likeness These large number of molecules are all patent-protected, with the patent already having been
1ssued n a number of countries mcluding the United States The present discovery 1s also paving the way for
newly patented additional chemical hbraries expanding thereby the scope of our primary proprietary library
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IPP-102199;: Treatment of Moderate and Severe Pain

Currently, the most commonly used analgesics for the treatment of post-surgical and cancer pan are morphine
and its derivatives However, morphine-denved compounds have notable side effects such as constipation,
respiratory depression and dependency In the search for improved treatment options, there has been growing
interest 1n the body’s own internal analgesics such as enkephalin and similar peptides Recently, cellular therapy
expertments have been conducted in cancer patients to induce a powerful analgesia The purpose was to mject
cells designed to release enkephalin or similar peptides Preliminary resulis have demonstrated a successful
analgesic effect in these patients This approach supports the very recent interest for the use of met-enkephalin
the treatment of chronic pain in cancer patients

Met-enkephalin 1s a naturally occurring small peptide which 1s secreted by the bram and the adrenal glands but
which 1s quickly processed by the body Met-enkephalin has a different spectrum of effects at the opio1d receptor
level compared to morphine

ImmuPharma’s focus 1s on the effective utilisation of met-enkephalin to provide a powerful, lasting analgesia with
mimmal side effects The ImmuPharma approach consists of a novel chemical concept, which should allow met-
enkephalin to be delivered in patients for up to 24 hours in both oral and intravenous routes This offers the
prospect of an easter to use, better tolerated and less expensive method of delivering met-enkephalin to the body
than the cellular approach ImmuPharma believes that an analgesic product at least as potent as morphine,
administered once daily orally with reduced addictive hability has a promising chance to become the treatment of
choice for moderate to severe pain

ImmuPharma’s lead drug candidate for pain relief 1s IPP-102199 which 15 being developed as a morphme
replacement, with major advantages such as longer pamn rehef and reduced opioid side effects such as respiratory
depression and dependency IPP-102199 1s based on one of the body’s mnternal analgesics, met-enkephalin  As
well as being based on one of the body’s own pan relief mechamsms, met-enkephalin has a different spectrum of
effects at the opioid receptor level compared to morphine which ImmuPharma believe should also result in fewer
negative side effects ImmuPharma has developed IPP-102199 using its proprietary Peptide-to-Drug-Converting
Technology (PDCT), a key novel approach that allows peptides to be dehivered orally and retan their efficacy,
apphed to met-enkephalin

In prechnical studies, IPP-102199 has demonstrated efficacy over 24 hours when administered orally as a single
dose When given imtravenously, IPP-102199 also shows activity for 24 hours and therefore may have the
potential to be given just once a day In this respect 1t would be superior to morphine  Given intravenously,
morphine shows activity for 2-3 hours To demonstrate the potential of ImmuPharma’s Peptide-to-Drug
Converting Technology, when met-enkephalin on 1ts own 1s admimstered by the intravenous route, 1t shows some
efficacy but 1s broken down quickly and 15 inferior to intravenous morphine These pre-clinical studies
demonstrate IPP-102199’s potential to effectively dehver met-enkephalin m a form that the human body can
effectively access and utilise over an extended period

10
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IPP-203101: Treatment of MRSA and other hospital-acquired infections

The 1950s-1970s saw the discovery of multiple classes of antibiotics, and their development into drugs changed a
simple bactenial infection from life threatening to trivial This golden age of antibiotics engendered such
optrmism that 1t was commonly thought bactenal infections would be rapidly elimmated as a cause of mortality
Unfortunately, bacterial resistance to all classes of antibiotics soon appeared Now, drug-resistant bactena are
ubiquitous 1n hospital settings  According to the US Centres for Disease Control and Prevention (CDC), 2 million
people annually become 1l from hospital-acquired infections, of whom about 90,000 die  Further, between |
percent and 5 percent of surgical operations result in hospital-acquired infections  These infections add $5 billion
a year to the health-care costs in the US, and the CHC has made reducing the number and sevenity of such
infections a top prionty

The problem of bacterial resistance to antibiotics 1s exacerbated by the downward trend in antibacterial discovery
and development There has been a 56% decrease over the last two decades in the annual number of antibiotics
approved by the FDA In fact, only six antibiotics produced by large pharmaceutical companies are currently n
late stage clinical tnals, and all are denvatives of known antibiotics

ImmuPharma, m conjunction with CNRS, has discovered a novel class of antibiotics based on the fact that
bactenia (and other microorganisms) have electrically charged cell membranes whereas human cells do not  IPP-
203101 1s a peptide-based antibiotic with a stable helical structure that can carry electrical charges which may
interact with those of bacterial cell membranes Bactena are very efficient in mutating, thus inducing resistance to
known antibiotics [t 1s however beheved to be very unlkely that a bacterium can modify the fundamental
properties of 1its membrane structure 1n such a way that IPP-203101 would not interact with 1t The potential 15 for
IPP-203101 to be able to effect cell death 1n a manner that the bactera cannot circumvent through mutation

IPP-203101 1s expected to be an intravenous, once a day treatment (potentially once a week) In vitro data shows
stability n plasma of over 5 days, so 1t may be able to be used as a single mmjection Even though the current
molecule 1s potent aganst FDA-recommended standardised bactenal strans in vitro, ImmuPharma believes that
improvements in the antibacterial profile of IPP-203101 are possible by further changes 1n 1ts chemical structure
Assuming the successful completion of its ongoing preclinical programme, IPP-203101 1s expected to enter Phase
I to assess safety and pharmacokinetics Phase | data should be available within 6-9 months of the
commencement of the study Fast track status may be granted by the FDA

The antibiotic drug development pipeline against MRSA and other mult-resistant infections features 34
generation cephalosporms in late stage development and novel approaches that are in earlier stages However
ImmuPharma believes that, due to the mechamism of action of these cephalosporins, resistance may continue (o
occur but this may not be the case with the other novel approaches in development

11
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The Discovery Pipeline

In addition to these 5 lead drug candidates, ImmuPharma has a promising proprietary discovery engine that should
be able to sustain the generation of further novel compounds that either fit with ImmuPharma’s strategic focus for
internal development or allow substantial out-licensing opportumties There are currently two sources of
proprietary molecules as described below

Heterocyclic ureas scaffolds

ImmuPharma 15 co-owner with CNRS of a series of patents protecting a virtual library of heterocyclic urea
molecules out of which 70 per cent are considered as “drug-like” based on their physiochemical characteristics
In comparison, commercially available libraries are generally considered to be 35-40 per cent “drug-like”
Currently, 1t 1s estimated that up to 300,000 molecules may be able to be synthesised based on this core
heterocyclic urea structure

ImmuPharma intends to use drug modelling and “in silico” screemng to first select the appropriate scaffolds and
then use parallel chemistry to allow the rapid manufacturing of a large number of new molecules n small
quantities which will be subject to state of the art SSP screening processes It 1s intended that drug modelling and
screening capabilities will first be subcontracted to research mstitutions (CNRS and/or CROs) before being
developed “in house” The manufacturing capabilities can be kept sub-contracted or internalised without
Jeopardising the development process or the intellectual property

Peptide to drug converting technology (PDCT)

This technology ncreases the stability of peptides 1n plasma and therefore improves their activity It may also
facilitate the oral absorption of small peptides (ke met enkephalin) Improving the oral absorption of small
peptides in humans would be a major advance in the development of effective medicines ImmuPharma believes
that many small peptides present in the human body, once modified by PDCT could be then considered as
promising drug candidates, with the fundamental advantage of being (1) safe as being produced by the human
body and (2) effective due to their physiological role The mherent development nsk, as seen with standard
molecules, should therefore be sigmificantly reduced The potent analgesic lead compound IPP-102199 described
earlier 1s the first drug candidate to be developed using this technology

Combining the ImmuPharma technologies and resulung hbranes, ImmuPharma believes that, subject to
appropriate funding, 1t will be able to generate optimised [ead compounds at a rate of one per year, increasing to
two per year once 1ts own facilities are fully operational The decision as to whether to develop lead compounds
fully in-house or to license them out to industry partners at various stages of therr development will be based on
the financial and other resources available to ImmuPharma at the me

12
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Board of Directors

Richard Warr, MA
Chairman

Mr Warr has more than 20 years’ experience in mvestment banking and the capital markets having held a number
of semior positions He was a director at ABN Amro Equities and a member of the ABN Amro team rated number
one 1 the 2001 Reuters UK smaller companmies survey He 1s former Head of European Equity Sales and
Marketing at Credit Lyonnais, a former executive director of Dresdner Klemnwort Benson and former Head of
European Equity Distribution at Swiss Bank Corporation He 1s a graduate of Oxford University

Dimuitri Dimitriou, MSc
Chief Executive Officer

Mr Dimitriou has more than 20 years’ experience 1n the pharmaceutical and biotech industry He was Senior
Director, Worldwide Business Development at GlaxoSmithKline, where his responsibihities included corporate
deals with pharmaceutical and biotech companies on a worldwide basis He s also the founder and CEO of
DyoDelta Biosciences Ltd, a company specialising 1n transactions between pharma and biotech companies His
other past positions included Senior Director of Business Development 1n Europe for Bristol-Myers Squibb, and a
number of managenal positions in the pharmaceutical division of Procter & Gamble and marketing at Novartis
He received his first degree in Biochemistry from King’s College prior to graduating i Pathology & Toxicology
from the Royal Postgraduate Medical School (now Impertal College Medical School) in London in 1984

Dr. Robert Zimmer, MD, PhD
President and Chief Scientific Officer

Dr Robert Zimmer was the CEO and founder of ImmuPharma’s operations in Switzerland and France. He 1s a
physician and obtammed his MD at Strasbourg Medical School and his PhD at the Umiversity of Aix-Marseille He
became a department director at the “Fondation de Recherche en Hormonologie™ 1n Panis He began his career in
the industry in 1985 1n Roche’s headquarters in Basle, Switzerland responsible for numerous clinical studies He
was a director and head of R&D at SkyePharma plc He was instrumental in the development of a substantial
number of products for companies including Roche, GlaxoSmithKline, Abbott, Searle, Sanofi -Aventis and Lilly,
some of which reached the market, such as Paxil CR (GSK), Xatral LP (Sanofi ) and Madopar CR (Roche)

Dr. Franco D1 Muzio
Non-Executive Director

Dr D1 Muzio has 40 years experience in the pharmaceutical and other industries, encompassing international
management experience mn business development, strategic marketing, nternational finance, M&A and re-
engineering businesses After graduating in Economics and Business in 1963, Dr D1 Muzio worked for Colgate
Palmolive and Nestle before joiming Squibb (now Bristol Myers Squibb) for 18 years He then became Executive
Vice President of BMS’ medical equipment and products division, Weck International Inc, in charge of Europe,
Asia, Middle East and Africa In 1990, he joned Glaxo Wellcome plc (now GlaxoSmithkline plc) n London as
Area Managing Director and Head of all GW’s business in the Middle East, Affica and Turkey Following early
retirement from GW, m the beginning of 1998, he jomed Alza International, the then world leader in drug dehivery
systems, as Managing Director, based m London, i charge of the company’s business expansion in all markets
outside of the US and remained there until the end of 2000

13




ImmuPharma ple

Board of Directors (continued)

Dr Ajay Agrawal
Non-Executive Director

Dr Agrawal has almost 20 years’ experience in the biotech and pharmaceutical industry worldwide He was a
founder of polyMASC Pharmaceuticals plc, London mn 1995, the first UK biotech company, derived from a
university and that was directly listed on AIM, raising approximately $40 mullion m 1995, and subsequently
merged with a NASDAQ-listed company, Valentis Inc (USA) in 1999 to become one of the biggest companies n
the delivery of biologics at that time He currently sits on the editonal advisory board of three prestugious
international journals, Current Drug Delivery, Infectious Disorders- Drug Targets, and Recent Patents on Drug
Delivery and Formulation, Bentham Press, California, USA Dr Agrawal has been a consultant to a number of
companies 1n the sector, including Genovac GmbH (Germany), (hagen (Germany), Aldevron (USA), PHT
Pharma (Italy) and Karo Bio (Sweden) He holds a PhD in Chemustry and has conducted his post-doctoral
research n the faculty of Medicine, University of Alberta, Canada and at the Royal Free Hospital in London

Tracy Weimar, BA, MBA
Vice President, Operations and Company Secretary

Ms Weimar has over § years of experience 1n the pharmaceutical industry with GlaxoSmithKline Her most recent
position was Director of Worldwide Business Development where she was involved in a number of corporate
licensing deals She also held a number of positions in health econormcs, strategy development, sales and
marketing Prior to joining GlaxoSmithKline, she spent five years at Arthur Andersen in San Francisco and
London where she was responsible for a range of consulting and comphance projects Ms Weimar holds an MBA
from London Busmess School and a BA m Economics from the University of California, Berkeley
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ImmuPharma plc

Scientific Collaborators

Dr Jean-Marie Geiger, PharmD, MD
Head of Clinical Development

Dr Geiger 15 semu-retired afier spending 20 years at Roche as an international climcal leader He successfully
developed three products now on the market and has extensive experience in drug safety and drug regulatory
affairs His expertise 1s i dermatology, endocrinology and pharmacology He 1s a lecturer at the School of
Pharmacy, Unmiversity of Strasbourg (France), a reviewer for several scientific journals and a widely published
author

Dr Jean-Gérard Guillet, PhD
Co-founder ImmuPharma France SA

Dr Guillet 15 the director of chimie et immunologie des peptides-medicaments unit of the Centre National de la
Recherche Scientifi que (CNRS), France’s scientific research mnstitution Among other roles, he was previously
director of the immunology department of INSERM, France’s national institute for health and medical research
and of the COCHIN Institute in Paris He is a co-founder of two start-ups m the immunology field Immunogenics
n the US and Peptide Immune Ligand in France His expertise covers protewn/protein interaction, receptor/hgand
interaction, 1immune-chemistry, immunology, oncelogy and mmmune-modulation He has made more than 10
patented discovenes and 1s widely published

Dr Sylviane Muller, PhD
Co-founder of ImmuPharma France SA

Dr Muller 15 semor research director and head of the immunologie et chimie thérapeutiques umt of the Centre
Nattonal de la Recherche Scientifique (CNRS), France’s scientific research nstitution Her field of expertise
covers auto-immunity, immuno-peptides and synthetic vaccines She has made 13 patented discoveries and 13
widely published She was also founder of NeoMPS, a leading peptide development and manufacturing company
She 1s the key inventor of ImmuPharma’s lead drug candidate for Lupus, IPP-201101, and has been working in
this field for more than five years

Dr Gilles Guichard, PhD
Co-founder of InmuPharma France SA

Dr Guichard 15 senior researcher m the chimie et immunologie des peptides-medicaments umt of the Centre
National de la Recherche Scientifique (CNRS), France’s scientific research mstitution and 15 co-inventor of the
heterocyclic ureas and oligoureas chemistry He leads various research groups in the field of chemistry and
peptide mimiery including one dedicated to the development and process improvement of the heterocyclic urea
library He received the CNRS bronze award for the excellence of his research activities and made eight patented
discoveries

Dr Jean-Paul Briand, PhD
Co-founder of ImmuPharma France SA

Dr Briand 1s research director of the immunologie et chimie therapeutiques unit of the Centre National de la
Recherche Scientifique (CNRS), France’s scientific research mstitution, and co-inventor of the heterocyclic ureas
and oligoureas chemistry He has extensive industry experience n peptide chemistry and synthesis in Peninsula,
USA and was also a founder of NeoMPS, a leading peptide development and manufacturing company
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Scientific Collaborators (continued)

Anthony Johnson, B.Pharm, MSc
Scientific Advisor

Mr Johnson has over 30 years expenence n the pharmaceutical industry He was senior director, Scientific
Licensing, at GlaxoSmithKline at his retirement in 2001 His responsibilities and expertise mcluded the
identification, targeting and imtial evaluation of potential in-hcensing opportunities, mput on competitors to
sentor R&D management, assessment and selection of potential heensing partners for out-licensing compounds,
coordination of m-house R&D evaluations and due diligence, management of assessment through and decision
making by senior R&D committees He stepped down as Non-Executive Director in February 2007 to focus on his
role as scientific advisor to the company
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ImmuPharma ple

DIRECTORS’ REPORT

The directors present their report and the audited financial statements of ImmuPharma ple (the “Company”, and
collectively with the subsidiary compames, the “Group™) for the year ended 31 December 2007

PRINCIPAL ACTIVITIES

The principal activity of the Group and Company in the year under review was that of mvesting in pharmaceutical
research and development companies

RESULTS AND DIVIDENDS

The consolidated ncome statement 15 set out on page 22

The directors do not recommend the payment of a dividend

BUSINESS REVIEW, RESEARCH AND DEVELOPMENT AND FUTURE DEVELOPMENTS

The Report of the Chairman and Chief Executive Officer includes the Business Review, as well as a commentary
regarding research and development, and future developments (see page 2)

KEY PERFORMANCE INDICATORS
ImmuPharma plc 1s a drug discovery and development group In keeping with organisations at a ssmular stage of
development 1n the pharmaceutical and biotechnology sector, ImmuPharma’s mawn activity nvolves incurring

research and development expenditure The overall strategy is to mamntamn a tight control over cash resources
whilst enabling controlled development of the potential product portfolio

Key objectives and performance

Objective Key progress during the period
Develop potential product portfolio ¢ Furst patients dosed with IPP-201101, drug

candidate for the treatment of Systemic Lupus
Erythematosus, 1n phase [1b mal

s Obtained rights from Centre National de la
Recherche Scientfique (CNRS) for a novel drug
candidate, [PP-204106, for cancer

s Discovery of new lead candidate for
inflammation, IPP-201007 from proprietary
chemical hbrary

Maintain strong cash pasition s Consohdated cash balance at 31 December 2007
of just under £3M

¢ Continued tight financial control to ensure
effective overall expenditure




ImmuPharma plc

DIRECTORS’ REPORT (continued)

POST BALANCE SHEET EVENTS
For details of post balance sheet events, please refer to note 25 of the financial statements

DIRECTORS
The following directors of the Company have held office since 1 January 2007

Richard Leonard Warr

Dimitr1 Dimitriou

Dr Robert Henr1 Zimmer

Patrick Hugh Walker-Taylor — Resigned 13 June 2007
Douglas Gordon James Paterson — Resigned 7 February 2007
Anthony Michael Johnson — Resigned 7 February 2007

Dr Franco D1 Muzio — Appointed 7 February 2007

Dr Ajay Agrawal — Appointed 27 Apnl 2007

THIRD PARTY INDEMNITY PROVISION FOR DIRECTORS

Qualifying third party indemnity provision for the benefit for 5 directors was in force duning the financial year and
s at the date this report 1s approved

FINANCIAL INSTRUMENTS AND FINANCIAL RISK MANAGEMENT

Information regarding the use of financial mstruments and the approach to financial nisk management 1s detailed
mn Notes 1 and 2 of the financial statements

SUPPLIER PAYMENT POLICY AND PRACTICE

The Company’s policy, which 1s also apphied by the Group, 1s to settle the terms of payment with suppliers when
agreemng the terms of each transaction This ensures that suppliers are made aware of the terms of payment and
abide by them Trade payables of the Group at 31 December 2007 were equivalent to 24 days purchases, based on
the amount invoiced by suppliers during the year Trade payables of the Group at 31 December 2006 were
equivalent to 22 days purchases, based on the amount invoiced by suppliers during the period

DISCLOSURE OF INFORMATION TO THE AUDITORS
In the case of each person who was a director at the time this report was approved they have

« taken all the necessary steps in rules to make themselves aware of any information relevant to the audit and to
establish that the auditors are aware of that information, and

e 5o far as they are aware, there 1s no relevant audit information of which the auditors have not been made
aware

AUDITOR

A resolution to reappoint the auditors, Nexia Smith & Williamson, will be proposed at the next Annual General
Meeting

On behalf of the Board
Tracy Weinar 74—‘&7

Secretary
7 May 2008
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STATEMENT OF DIRECTORS’ RESPONSIBILITIES

The Directors are responsible for preparing the Annual Report and the financial statements 1n accordance with
applicable United Kingdom law and the International Financial Reporting Standards (IFRS) as adopted by the
European Union

The Directors are required to prepare financial statements for each financial year which present fairly the financial
position of the Company and of the Group and the financial performance and cash flows of the Company and of
the Group for that peniod In preparing those financial statements, the Directors are required to

select suitable accounting policies and then apply them consistently,
present information, mcluding accounting policies, 1 a manner that provides relevant, reliable,
comparable and understandable information,

s provide addihonal disclosures when compliance with the specific requirements m IFRS 1s msufficient to
enable users to understand the impact of particular transactions, other events and conditions on the
entity’s financial position and financial performance, and

e state that the Company and the Group have complied with IFRS, subject to any matenal departures
disclosed and explained n the financial statements

The Directors are responsible for keeping proper accounting records which disclose with reasonable accuracy at
any ttme the financial position of the Company and of the Group and enable them to ensure that the financial
statements comply with the Companies Act 1985 They are also responsible for safeguarding the assets of the
Company and hence for taking reasonable steps for the prevention and detection of fraud and other irregulanties

The Directors confirm that they have complied with these requirements and, having a reasonable expectation that

the Company and the Group has adequate resources to continue 1n operational existence for the foreseeable future,
continue to adopt the going concern basis in preparing the financial statements
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Nexia Smith & Williamson

[ndependent auditors’ report to the shareholders of ImmuPharma ple

We have audited the Group and Company financial statements (the ‘financial statements’) for the year ended 31 December 2007 which
compnse the Consolidated Income Statement, the Consolidated and Company Balance Sheets, the Consohidated and Company Cash Flow
Statements, the Consolidated and Company Statement of Recogmised Income and Expenses and the related notes 1 to 26  These financial
statements have been prepared under the accounting policies set out therein

Thus report 1s made solely to the Company’s members, as a body, 1n accordance with Section 235 of the Compames Act 1985 Our audnt work
has been undertaken so that we might state to the Company’s membets those matters we are required to state to them tn an auditors” report and
for no other purpose  To the fullest extent permutted by faw, we do not accept or assume responsibility to anyone other than the Company and
the Company’s members as a body, for our audnt work, for this report, or for the opimons we have formed

Respective responsibilines of directors and auditors

The Durectors’ responsibilities for prepanng the Annual Report and the financial statements tn accordance with applicable law and
Intemational Fimancial Reporting Standards (IFRSs) as adopted by the European Umon applted 1n accordance with the provisions of the
Companies Act 1983 are set out in the Statement of Directors” Responsibilities

Qur responsibility 15 to audit the financial statements i accordance with relevant legal and regulatory requirements and International Standards
on Auditing (UK and Ireland)

We report to you our opinion as to whether the financial statements give a true and fair view and are properly prepared m accordance with the
Compames Act 1985 We report to you whether 1n our opmuon the mformation given (n the Directors’ Report 15 consistent with the financial
statements The information given in the Directors’ Report includes that specific information presented in the Report of the Charman and
Chief Executive Officer that 15 cross-referred from the Busimess Review section of the Directors™ Report We also report to you 1f, in our
opinton, the Company has not kept proper accounting records, if we have not recerved all the mformation and explanations we requure for our
audit, or if the information specified by law regarding Ihrectors’ remuneration and transactions with the Company 1s not disclosed

We read other information contained in the Annual Report and consider whether 1t 15 consistent with the audited financial statements This
other information comprnises only the Report of the Chairman and the Chief Executive Officer, the Report of the Chief Scientific Officer, the
Financial Review, the Busimess Overview and Prospects, the other shareholder information on pages 7 to 12, Corporate Governance, Risk
Factors and the Directors’ Report We consider the implhications for our report if we become aware of any apparent misstatements or matenal
inconsistencies with the financial statements Our responsibilities do not extend to any other information

Basis of audit opimon

We conducted our audit in accordance with International Standards on Auditing (UK and Ireland) 1ssued by the Audiing Practices Board An
audit includes examination, on a test basis, of evidence relevant 1o the amounts and disclosures n the financial statements It also includes an
assessment of the sigmficant esimates and judgements made by the Directors in the preparation of the financial statements, and of whether the
accounting policies are appropriate to the Group’s and Company’s circumstances, consistently applied and adequately disclosed

We planned and performed our audit 5o as to obtain all the mnformation and explanations which we considered necessary in order to provide us
with sufficient evidence to give reasonable assurance that the financtal statements are free from matenial misstatement, whether caused by
fraud or other regulanty or emor  In forming our opinion we also evaluated the overall adequacy of the presentation of mnformation i the
financial statements

Opimion

In our opinion
s the financial statements give a true and fair view, 1n accordance with IFRSs as adopted by the Ewropean Union apphed in
accordance with the provisions of the Compamies Act 1985, of the state of the Group's and Company’s affairs as at 31 December
2007 and of the group’s loss for the year then ended, and
e the financial statements have been properly prepared in accordance with the Compantes Act 1985 and
e the mformation given 1n the Directors’ Report 1s consistent with the financial statements

Nexia Smith & Wilhamson 25 Moorgate
Chartered Accountants London
Registered Auditors EC2R 6AY
7 May 2008

The maintenance and integrity of ImmuPharma plc's web site 15 the responsibility of the directors, the work carried out by the audiors does
not involve consideration of these matiers and, accordingly, the auditors accept no responsibiity for any changes that may have occurred 1o
the accounts since they were initially presented on the web site

Legislanion in the United Kingdom governing the preparation and dissemmation of accounts may differ from legislation n other jurisdictions
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ImmuPharma ple

CONSOLIDATED INCOME STATEMENT

FOR THE YEAR ENDED 31 DECEMBER 2007

Continuing operations

Revenue

Research and development expenses
Administrative expenses

Operating loss

Finance costs
Investment revenues

Loss before taxation

Tax

Loss for the year

Attributable to:
Equity holders of the parent company

Loss per oerdinary share

Basic and diluted

Notes

22a

22

Year ended 1 Apnl
31 December 2006 to
2007 31 December

2006

£ £

63,199 44,818
(1,970,654) {568,139)
(1,620,348) (1,447,998)
(3,527,803} (1,971,319)
(14,156) (7,739)
205,911 64,307
(3,336,048) (1,914,751)
253,237 54,713
(3,082,811) (1,860,038)
(3,082,811) (1,860,038)
(4 24) 272)p




ImmuPharma plc

CONSOLIDATED STATEMENT OF RECOGNISED INCOME AND EXPENSE
FOR THE YEAR ENDED 31 DECEMBER 2007

Year ended 1 Apnl

31 December 2006 to

2007 31 December

2006

£ £

Exchange differences on translation of foreign operations 115,893 (4,143)

Loss for the financial year (3,082,811) (1,860,038)

Total recognised income and expense for the year (2,966,918) (1,864,181)
Attributable to:

Equaty holders of the parent company (2,966,918) (1,864,181)
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ImmuPharma ple

CONSOLIDATED BALANCE SHEET AS AT 31 DECEMBER 2007

31 December 31 December
2007 2006
Notes £ £
Non-current assets
Property, plant and equipment 10 12,779 11,503
Intangible assets - goodwll 11 - -
Intangible assets - other 12 755,135 748,878
Total non-current assets 767,914 760,381
Current assets
Trade and other receivables 14 384,724 103,801
Cash and cash equivalents 15 2,946,915 6,459,918
Total current assets 3,331,639 6,563,719
Current habilities
Financial hiabilities - borrowings 16 173,581 192,987
Trade and other payables 17 441,380 747,615
Provisions 18 88,774 94,218
Total current liabilimes 703,735 1,034,820
Net current assets 2,627,904 5,528,899
Non-current habilities
Financial habilities - borrowings 16 345,475 403,634
Net assets 3,050,343 5,885,646
EQUITY
Ordinary shares 19 7,271,615 7,277,615
Share premium 22a 3,558,340 3,558,340
Merger reserve 22a 106,148 106,148
Other reserves 22a (466,133) (713,641)
Retained earnings 22a (7,425,627) (4,342,816)
Total equity 3,050,343 5,885,646

The financial statements were approved by the Board of Directors and authonsed for 1ssue on 7 May 2008
They were signed on 1ts behalf by

Richard Warr Dimitri Dimitriou
Director Director

V\fﬂ/( v 24




ImmuPharma ple

CONSOLIDATED CASH FLOW STATEMENT
FOR THE YEAR ENDED 31 DECEMBER 2007

Notes Year ended 1 April
31 December 2006 to
2007 31 December
2006
£ £
Cash flows from operating activities
Cash used in operations 23 (3,760,613) (1,236,598)
Interest paid 6 (14,156) (7,739)
Net cash used in operating activities (3,774,769) (1,244,337)
Investing activities
Purchase of property, plant and equipment (7,944) (2,389)
Acquisition of 1ntangibles assets (1,407) -
Interest received 7 205,911 64,307
Net cash generated from investing activities 196,560 61,918
Financing activities
Net proceeds from share 1ssue — Company - 2,609,150
{Decrease)/increase 1n bank overdraft (2,004) 2,556
New loans 93,047 384,754
Loan repayments (168,607) (68,586)
Equity shares to be 1ssued - 2,021,563
Net cash (used in)/generated from financing activities (77,564) 4,949,437
Effects of exchange rates on cash and cash equivalents 142,770 -
Net (decrease)/increase in cash and cash equivalents (3,513,003) 3,767,018
Cash and cash equivalents at beginning of perod 15 6,459,918 2,692,900
Cash and cash equivalents at end of penod 15 2,946,915 6,459.918
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ImmuPharma plc

COMPANY BALANCE SHEET AS AT 31 DECEMBER 2007

31 December 31 December
2007 2006
Notes £ £
Non-current assets
Property, plant and equipment 10 2,324 -
Fixed asset investments 13 24,968,750 24,968,750
Total non-current assets 24,971,074 24,968,750
Current assets
Trade and other receivables 14 2,677,449 2,700,958
Cash and cash equivalents 15 2,297,462 3,871,809
Total current assets 4974911 6,572,767
Current habilities
Trade and other payables 17 192,448 289,987
Provisions 18 88,774 94,218
Total current habilities 281,222 384,205
Net current assets 4,693,689 6,188,562
Net assets 29,664,763 31,157,312
EQUITY
Ordinary shares 19 1,277,615 7,277,615
Share premium 22b 3,558,340 3,558,340
Merger reserve 22b 19,093,750 19,093,750
Other reserves 22b 2,963,312 2,831,697
Retained earmings 22b (3,228,254) (1,604,090)
Total equity 29,664,763 31,157,312

The financial statements were approved by the Board of Directors and authorised for 1ssue on 7 May 2008
They were signed on 1its behalf by

Richard Warr Dimitn Dimitriou
Dhrector Director
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ImmuPharma plc

COMPANY STATEMENT OF RECOGNISED INCOME AND EXPENSE
FOR THE YEAR ENDED 31 DECEMBER 2007

Year ended 1 April 2006 to

31 December 31 December

2007 2006

£ £

Loss for the year (1,624,164) (1,452,584)

Total recognised income and expense for the year (1,624,164) (1,452,584)
Attributable to:

Equity holders of the parent company (1,624,164) (1,452,584)
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COMPANY CASH FLOW STATEMENT
FOR THE YEAR ENDED 31 DECEMBER 2007

Notes Year ended 1 Apnl
31 December 2006 to

2007 31 December

2006

£ £

Cash flows used 1n operating activities
Cash used in operations 23 (1,809,599) {499,995)

Interest paid (36)
Net cash used in operating activities (1,809,599) (500,031)
Investing activities

Purchase of property, plant and equipment 10 (2,905) -
Interest received 131,197 33,208
Net cash generated from investing activities 128,292 33,208
Financing activities

Repayment of loans by/(loans advanced to) 106,960 {292,081)
subsidiary

Net proceeds from 1ssue of share capital - 2,609,150
Equity shares to be 1ssued - 2,021,563
Net cash generated from financing activities 106,960 4,338,632
Net (decrease) /increase in cash and cash

equivalents (1,574,347 3,871,809
Cash and cash equivalents at beginning of perniod 15 3,871,809 -
Cash and cash equivalents at end of period 15 2,297 462 3,871,809
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2007

1

ACCOUNTING POLICIES

The principal accounting pohcies are summarised below They have all been apphed consistently
throughout the financial periods contained in these financial statements

Basis of preparation

The financial statements have been prepared in accordance with International Financial Reporting
Standards (IFRS) as adopted by the European Union as applied in accordance with the provisions of the
Companies Act 1985

The financial statements have been prepared under the historical cost convention

The Company has taken advantage of the exemption provided under section 230 of the Companies Act
1985 not to publish its individua} mncome statement and related notes

Crnitical accounting judgements and key sources of estimation uncertainty

The preparation of financial statements 1n conformity with generally accepted accounting practice requires
management to make estimates and judgements that affect the reported amounts of assets and habilities as
well as the disclosure of contingent assets and hiabilities at the balance sheet date and the reported amounts
of revenues and expenses during the reporting year

Estimates and judgements are continually evaluated and are based on historical experience and other
factors, including expectations of future events, that are beheved to be reasonable under the circumstances

In determining the fair value of equuty settled share based payments and the related charge to the Income
Statement, the Group makes assumptions about future events and market conditions In particular,
judgement must be made as to the likely number of shares that will vest, and the fair value of each award
granted The fair value 1s determined using a valuation model which 1s dependent on further estimates,
including the group’s future dividend policy, employee turnover, the timing with which options will be
exercised and the future volatility wn the price of the Group’s shares Such assumptions are based on
publicly available information and reflect market expectations and advice taken from quahfied personnel
Assumptions about these factors which are different to those made by the group could materially affect the
reported value of share based payments

New standards and interpretations

At the date of authonsation of these financsal statements, the following new standards and interpretations
have been 1ssued but are not yet effective and have not been applied 1n these financial statements -

IFRS 8 — Operating Segments

IFRIC 12 - Service Concession Arrangements

IFRIC 13 - Customer Loyalty Programmes

IFRIC 14 - 1AS 19 - The Limit on a Defined Benefit Asset, Mimmum Funding Requirements
and thewr Interaction

o000

The directors do not anticipate that the adoption of these standards and interpretations will have a material
impact on the Group’s financial statements Certain of these standards and interpretations will require
additional disclosures over and above those currently included 1n these financial statements 1n the period of
application
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2007 (continued)

1

ACCOUNTING POLICIES (continued)
Basis of consohidation

Both the conschdated and the Company’s financial statements are for the year ended 31 December 2007
and present comparative information for the period from 1 April 2006 to 31 December 2006

The Group’s financial statements incorporate the financial statements of ImmuPharma ple, ImmuPharma
(UK) Limuted and other entities controlled by the company (‘the subsidiaries’) comprising ImmuPharma
AG and ImmuPharma (France) SA Control is achieved where the company has the power to govem the
financial and operating policies of an investee entity so as to obtain benefits from its activities

Goodwill

Goodwill anising on consolidation represents the excess of the cost of acquisition over the group’s interest
mn the fair value of the 1dentifiable assets and liabilities of the acquiree at the date of acquisition Goodwill
15 recogmised as an asset and reviewed for impairment at least annually Any impairment 1s recogmsed
immediately m profit or loss and 15 not subsequently reversed

Revenue

Revenue relates to grants received by ImmuPharma (France) SA In respect of certain grants, the
proportion of the grant received recognised as revenue in the period 15 based upon the proportion of the
relevant project costs actually incurred as at the year end, compared with the projected total costs over the
life of that project For other grants, the amount of grant receivable 1s based upon the costs of specific
research staff and m respect of these grants, the amount recogmsed as revenue 1s matched to the cost
incurred

Foreign currency

Transactions 1n foreign currency are recorded at the rates of exchange prevailling on the dates of the
transactions At each balance sheet date, monetary assets and habihties that are denominated n foreign
currencies are retranslated at the rates prevailing on the balance sheet date Exchange gains and losses on
short-term foreign currency borrowings and deposits are included with finance costs  Exchange
differences on all other transactions, except relevant foreign currency loans, are taken to operating profit

On consolidation, the assets and liabilities of the group’s overseas operations are translated at exchange
rates prevailing on the balance sheet date Income and expenses are translated at the average exchange rates
for the period unless exchange rates fluctuate significantly Exchange differences ansing are classified as
equity and transferred to the group’s translation reserve Such translation differences are recognised as
income or as expenses 1n the period in which the operation 15 disposed of
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1

ACCOUNTING POLICIES (continued)
Taxation
The tax expense represents the sum of the tax currently payable and any deferred tax

The tax currently payable 1s based on taxable profit for the year Taxable profit differs from net profit as
reported in the Income Statement as it excludes items of income or expense that are taxable or deductible
n other years and 1t further excludes items that are never taxable or deductible The Company’s Lability
for current tax 1s calculated using tax rates that have been enacted or substantially enacted by the balance
sheet date

Deferred tax 1s the tax expected to be payable or recoverable on differences between the carrying amounts
of assets and habihities 1n the financial statements and the corresponding tax bases used in the computation
of taxable profit, and 1s accounted for using the balance sheet hability method Deferred tax assets are
recogmised to the extent that 1t 1s probable that taxable profits will be available against which deductible
temporary differences can be utihised

The carrying amount of deferred tax assets 1s reviewed at each balance sheet date and reduced to the extent
that 1t 15 no longer probable that sufficient taxable profits will be available to allow all or part of the asset
to be recovered

Investments in subsidianes

Investments 1n subsidiaries are stated at cost less any provision for impairment

Intangible assets

Research 15 recognised as an expense 1n the period in which it ts incurred

An internally generated asset ansing from the group’s development activities 1s only recogmsed 1f all of the
following condihions are met

- an asset 1s created that can be 1dentified

- 1t 1s probable that the asset created will generate future economic benefits, and

- the development cost of an asset can be measured reliably

In the case of development projects undertaken by the group, regulatory and other uncertainties generally
mean that such criteria are not met Where no internally generated intangible asset can be recognised,
development expendhiture 1s recognised as an expense in the period in which 1t 1s incurred

In process research and development acquired as part of a business combination is recogmsed separately
from goodwill where the associated project meets the defimition of an intangible asset and its fair value can

be measured reliably

Intangible assets arising as a consequence of a business combination are amortised on a straight-line basis
over their useful lives from the point 1n time at which the asset 1s available for use

Patents are measured imually at purchase cost and are amortised on a straight-line basis over thewr
estimated useful ltves of 15 years from the date of patent registration
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1

ACCOUNTING POLICIES (continued)
Property, plant and equipment

Tangible fixed assets are stated at cost, net of depreciation and provision for any impairment Depreciation
15 calculated to write off the cost of all tangible fixed assets to estimated residual value by equal annual
instalments over their expected useful lives as follows

Fixtures, fittings and equipment 2 — 5 years
Impairment of tangible and intangible assets

At each balance sheet date, the Group reviews the carrying amounts of its tangible and intangible asseis to
determime whether there 1s any indication that those assets have suffered an impairment loss If any such
indication exists, the recoverable amount of the asset 15 estimated n order to determine the extent of the
impairment loss (1f any) An impasrment loss 1s immediately recognised as an expense

Financial liabilities, equity and borrowmgs

Financial habihittes and equity instruments 1ssued by the Group are classified in accordance with the
substance of the contractual arrangements entered into and the definitions of a financial hability and an
equity mstrument An equity instrument 1s any contract that evidences a residual interest in the assets of the
group after deducting all of its hiabilities Interest bearing loans are recorded at the proceeds received net of
direct 15sue costs Finance costs are accounted for on an accruals basis 1n the income statements using the
effective interest method

Share based payments

The Group 1ssues equity-settled share based payments to certain employees These are measured at fair
value (excluding the effect of non-market based vesting conditions) at the date of grant The far value
determined at the grant date 1s expensed on a straight line basis over the vesthng period, based on the
Group’s estimate of shares that will eventually vest and adjusted for the effect of non market-based vesting
conditions

Fair value 1s measured by use of the Black Scholes model in respect of options granted during 2007 and the
Binomial model 1n respect of options granted during 2006 The expected life used i both models has been
adjusted, based on management’s best estimate, for the effects of non-transferability, exercise restrictions
and behavioural considerations

Provision for llabilities and charges

In respect of National Insurance contributions on share options gains, the Company provides in full for the
employer’s National Insurance hability estimated to anise on the future exercise of the unapproved share
options granted The amount of National Insurance payable will depend on the number of employees who
remamn with the Company and exercise their options, the market price of the Company’s Ordinary shares at
the time of exercise and the prevailing National Insurance rate at that time
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1

ACCOUNTING POLICIES (continued)
Financial instruments

Financial assets and financial hiabthities are recognised on the balance sheet when the Group becomes a
party to the contractual provisions of the mstrument Equity mstruments 1ssued by the Group are recorded
at the proceeds received, net of direct 1ssue costs

Trade and other recervables are measured at initial recognition at fair value, and are subsequently measured
at amortised cost using the effective nterest method A provision 1s established when there 15 objective
evidence that the Group will not be able to collect all amounts due The amount of any provision 1s
recognised in the mcome statement

Cash and cash equivalents compnse cash held by the Group and short-term bank deposits with an oniginal
maturity of three months or less

Trade and other payables are imnally measured at fair value, and are subsequently measured at amortised
cost, using the effective mterest rate method

Inierest bearing loans and overdrafts are imtially recorded at fair value, which 1s ordinanly equal to the
proceeds received net of direct 1ssue costs Finance costs are accounted for on an accruals basis mn the
income statement using the effective interest method

Operating loss

Operating loss 15 stated before investment revenue receivable and finance costs payable

FINANCIAL RISK MANAGEMENT

The Group uses a limited number of financial instruments, compnsing cash, short-term deposits, loans and
overdrafts and vanous 1tems such as trade receivables and payables, which anse directly from operations
The Group does not trade in financial imstruments

Financial risk factors

The Group's activities expose 1t to a variety of financial nsks market nisk (including currency nsk, and
mterest rate risk), credit risk, liquidity nisk and cash flow interest rate nsk The Group’s overall risk
management programme focuses on the unpredictability of financial markets and seeks to mummise
potental adverse effects on the Group’s financial performance

a) Foreign exchange nsk
The Group operates internationally and 15 exposed to foreign exchange rnisk ansmg from various
currency exposures, primarily with respect to the UK pound and the Euro Foreign exchange nsk
anses from future commercial transactions, recogrnised assets and habilities and net investments
foreign operations

Foreign exchange risk arises when future commercial transactions or recognised assets or habilities are
denominated 1n a currency that 1s not the entity’s functional currency

The Group has certain mvestments n foreign operations, whose net assets are exposed to foreign
exchange risks

b) Credit nisk

The Group has no significant concentrations of credit nisk and has polictes 1n place to ensure that sales
are made to customers with an appropnate credit history
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2

FINANCIAL RISK MANAGEMENT (continued)
Financial risk factors (continued)

¢) Liquidity nisk

Prudent hquidity nsk management implies maintaiming sufficient cash and available funding through
an adequate amount of committed facilites The Group ensures 1t has adequate cover through the

availability of funding and facilites

d) Cash flow and interest rate

The Group finances 1ts operations through a mix of equity finance and borrowings Borrowings are

generally at fixed rates of interest and no use of interest rate swaps has been made

SEGMENT INFORMATION
- Group

A segment 1s a distinguishable component of the Group that 1s engaged n providing products or services
{business segment), or in providing products or services within a particular economic environment
{geographical segment), which 1s subject to nisks and rewards that are different from those of other

segments

No analysis of the Group’s turnover and contribution to profit from operations by geographical segment
or business segment has been presented as all of the Group’s operating activities are n respect of the
development of pharmaceutical products and all are carried out within Europe

STAFF COSTS
- Group

The average monthly number of employees of the Group (including executive directors) were

Drug research and development, and commercial operations
Administration and management

Thetr aggregate remuneration comprised

Wages and salares
Social security costs
Share-based payment
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Year ended Period ended
31 December 31 December
2007 2006

No. No.

4 2

3 2

7 4

Year ended Period ended
31 December 31 December
2007 2006

£ £

1,251,693 506,571
88,129 132,798
131,615 615,134
1,471,437 1,254,503
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4 STAFF COSTS (continued)
- Group

Directors’ emoluments

The following disclosures are n respect of emoluments payable across the Group to the directors of

ImmuPharma Pl¢

Fees
Salaries and benefits

The emoluments of the highest paid director, amounts included

above

Salaries and benefits
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Year ended Period ended
31 December 31 December
2007 2006

£ £

56,944 -
964,233 427,062
1,021,177 427,062
Year ended Period ended
31 December 31 December
2007 2006

£ £

331,250 120,750
331,250 120,750
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4 STAFF COSTS (continued)
- Group

Directors’ emoluments (continued)

Key management are those persons having authonty and responsibility for planning, directing and
controlling the activities of the entity In the opinion of the Board, the Group’s key management
comprises the Executive and Non-executive Directors of InmuPharma ple  Information regarding their

emoluments 1s set out below

The following disclosures are n respect of employee benefits payable to the directors of ImmuPharma

Plc across the Group and are stated in accordance with IFRS

Year ended Period ended

31 December 31 December

2007 2006

£ £

Short-term employee benefits (salares and benefits) 1,088,793 427,062
Share based payments 105,795 615,134
1,194,588 1,042,196
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5

OPERATING LOSS
-Group

Operating loss is stated after charging/(crediting):

Foreign exchange losses/(gains)
Share based payments charge
Employers National Insurance provision in respect of share
based payments charge
Depreciation of property, plant and equipment
- owned
Amortisation of intangible assets
- patents
Services provided by Company auditors
- Audit services
- Other services (split between)
- Other services relating to taxation
- Services relating to share option schemes
- All other services
Audnt services provided by other auditors

Year ended
31 December
2007

£

13,338
131,615
(5.444)
7,330
28,982
41,125
9,812
16,979

9,136
8,741

Period ended
31 December
2006

£

(25,167)
615,134
94,218
2,906
16,126
55,538
12,584
13,630

29,371
11,860

Included within the audit services figure of £41,125, 15 £5,875 relating to the period ended 31 December

2006

FINANCE COSTS

- Group

Interest payable on loans and overdraft

INVESTMENT REVENUES
- Group

Bank interest receivable
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Year ended Period ended
31 December 31 December
2007 2006

£ £

14,156 7,739

Year ended Peried ended
31 December 31 December
2007 2006

£ £

205911 64,307
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TAXATION
- Group
Year ended Period ended
31 December 31 December
2007 2006
i £
Current tax
Corporation tax (253,237 (54,713)
Total current tax credit for the period (253,237 (54,713

The difference between the total current tax shown above and the amount calculated by applying the

standard rate of UK corporation tax to the loss before tax s as follows

Year ended Period ended

31 December 31 December

2007 2006

£ £

Loss before taxation (3,336,048) (1,914,751)

Tax on loss on ordinary activities (at the average rate 30%) (1,000,814) (574,425)
Effects of

Expenses not allowable for tax purposes 7,675 21,272

Other permanent differences - 5315

Capital allowances 1n excess of depreciation (189) 23

Other timing differences (533) (4,988)

Rate differences {62,521) (19,710)

Other taxes - 38

Research and development tax credit (254,139 (54,801)

Utilisation of losses brought forward (2,633) (3,205)

Current period losses carned forward 1,059,437 575,718

Current tax credit for period (253,237) (54,7113)

As at 31 December 2007, the Group has unused tax losses of £4,800,000 available for offset against
future profits in the jurisdiction m which the loss artses No deferred tax asset has been recognised due

to the unpredictability of future profit streams

38




ImmuPharma ple

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2007 (continued)

9 EARNINGS PER SHARE Year ended Period ended
- Group 31 December 31 December
2006
£
Earnings
Earnings for the purposes of basic earnings per share being net
loss atinbutable to equity shareholders (3,082,811) (1,860.038)
Number of shares
Weighted average number of ordinary shares for the purposes of
basic earnings per share 72,776,149 68,388,153
Basic and diluted loss per share (4 24)p (2 72)p

The Group has granted share options and warrants in respect of equity shares to be 1ssued, the details of
which are disclosed in notes 20 and 21  As a result of the net loss for the penod, there are no dilutive

effects of these options and warrants

10 PROPERTY, PLANT AND EQUIPMENT
- Group

Cost
At 1 Apnl 2006
Additions

At 1 January 2007
Exchange rate movements
Additions

At 31 December 2007

Depreciation

At 1 Apnl 2006

Charge for the penod

At 1 January 2007
Exchange rate movements
Charge for the penod

At 31 December 2007

Net book amount
At 31 December 2007

At 31 December 2006

39

Fixtures,
fittings and
equipment
£

22,101
2,389

24,490
953
7,944

33,387

10,081
2,906

12,987
291
7,330

20,608

12,779

11,503
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10 PROPERTY, PLANT AND EQUIPMENT (continued) Fixtures,
- Company fittings and
equipment
£

Cost
At 1 January 2006 and 1 January 2007 -
Additions 2,905
At 31 December 2007 2,905

Depreciation
At 1 January 2006 and 1 January 2007 -
Charge for the period 581

At 31 December 2007 581

Net book amount
At 31 December 2007 2,324

At 31 December 2006 -

11 INTANGIBLE ASSETS - GOODWILL

- Group

£
Cost
At | Apnil 2006 970,524
At 1 January 2007 970,524
At 31 December 2007 970,524
Impairment loss
At 1 Apnl 2006 970,524
At 1 January 2007 970,524
At 31 December 2007 970,524

Net book amount
At 31 December 2007 -

At 31 December 2006 -

The goodwill arose on the reverse acquisition of the Company by ImmuPharma (UK) Limited
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12

INTANGIBLE ASSETS - OTHER

- Group

Cost
At 1 Apnil 2006

At 1 January 2007
Exchange rate movements
Additions

At 31 December 2007

Amortisation
At 1 Apnl 2006
Charge for the period

At 1 January 2007
Exchange rate movements
Charge for the period

At 31 December 2007

Net book amount
At 31 December 2007

At 31 December 2006

In process
research
and development Patents Total
£ £ £
404,095 366,049 770,144
404,095 366,049 770,144
- 35,917 35917
- 1,407 1,407
404,095 403,373 807,468
} 5,140 5,140
- 16,126 16,126
- 21,266 21,266
- 2,085 2,085
- 28,982 28,982
- 52,333 52,333
404,095 351,040 755,135
404,095 344,783 748.878
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13

FIXED ASSET INVESTMENTS
- Company

Cost and net book amount

At 31 December 2006 and 31 December 2007

Details of the Company’s subsidianes are as follows

Name of company

ImmuPharma (UK) Limited

ImmuPharma (France) SA (*)

ImmuPharma AG (*)

(*) held by a subsidiary undertaking

Holding

Ordinary

Ordinary

Ordinary

42

% voting rights
and shares held

100

100

100

Shares in
subsidiary
undertakings
£

24,968,750

Nature of business

Holding company

Pharmaceutical research
and development

Pharmaceutical research
and development
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14

15

TRADE AND OTHER RECEIVABLES

Group Group Company Company
31 December 31 December 31 December 31 December
2007 2006 2007 2006
£ £ £ £
Amounts owed by group - - 2,657,392 2,682,352
undertakings
Other debtors 35,849 29,348 - -
Taxation 327,400 55,847
Prepayments and accrued 21,475 18,606 20,057 18,606
Income
At 31 December 2007 384,724 103,801 2,677,449 2,700,958

The Group’s and the Company’s crednt nisk i1s primarily attributable to its other debtors Based on prior
experience and an assessment of the current economic environment, the Company’s management did not
consider any provision for irrecoverable amounts was required The directors consider that the carrying
value of these assets approximates to their fair value

The total carrying amount of loans and receivables for the Group 1s £3,331,639 (2006 £6,563,719),
consisting of trade and other receivables of £384,724 (2006 £103,801) and cash and cash equivalents of
£2.946,915 (2006 £6,459,918)

The total carrying amount of loans and recervables for the Company 15 £4,974,911 (2006 £6,572,767),

consising of trade and other recervables of £2,677,449 (2006 £2,700,958) and cash and cash
equivalents of £2,267. 462 (2006 £3,871,809)

CASH AND CASH EQUIVALENTS

Group Group Company Company

31 December 31 December 31 December 31 December

2007 2006 2007 2006

£ £ £ £

Cash at bank and in hand 2,946,915 6,459,918 2,297,462 3,871,809
At 31 December 2007 2,946,915 6,459,918 2,297,462 3,871,809

Cash and cash equivalents comprise cash held by the Group and shert-term bank deposits with an
onigmal maturity of three months or less at varying rates of interest over the pertod between 3 5% and
55%

The directors consider that the carrying value of these assets approximates to their fair value

The credit sk on liquid funds 1s limited because the counter-party 1s a bank with a high credit rating
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16

FINANCIAL LIABILITIES - BORROWINGS

- Group
31 December 31 December
2007 2006
£ £
Total borrowings within one year comprises
Bank overdraft 1,391 3,395
Loans 172,190 189,592
173,581 192,987
Total borrowings after more than one year comprises
Loans 345475 403,634
345,475 403,634

Please refer to note 26 for details of manty

The directors consider that the carrying amount of short and long term habilities approximates to their
fair value

Included within loans repayable within one year 1s an amount of £1,802 due to R Zimmer, a director and
shareholder of the company The loan 1s repayable on demand Interest 1s payable at 3 5% per annum

Also included within loans repayable within one year 1s an amount of £74,447 on which interest 15
payable at 3 681% per annum, an amount of £22,140 on which interest 1s payable at 4% per annum and 2
non-interest bearing amount of £73,801

Included within loans repayable between 1-2 years 1s an amount of £22,140 on which interest 15 payable
at 4% per annum and an amount of £57,652 on which interest 1s payable at 3 681% per annum

Included within loans repayable between 2-5 years 1s an amount of £44,281 on which interest 15 payable
at 4% per annum and a non-interest beaning amount of £221,402
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18

TRADE AND OTHER PAYABLES

Group Group Company Company

31 December 31 December 31 December 31 December

2007 2006 2007 2006

£ £ £ £

Trade payables 137,122 120,837 - -

Amounts owed to group - - 82,000 -
undertakings

Other taxes and social 36,177 7,092 14,383 -

security

Other creditors - 3,831 - -

Accruals and deferred income 268,081 615,855 96,065 289,987

At 31 December 2007 441,380 747,615 192,448 289,987

The directors consider that the carrying amount of trade and other payables approximates to thewr fair

value

PROVISIONS

At | January 2007
Unused amount reversed
during the vear

At 31 December 2007

Group Company

£ £
94,218 94,218
(5,444) (5,444)
88,774 88,774

Provisions relate to a provision for national insurance on directors share options
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19 SHARE CAPITAL

Group and Company Group and Company
Authornised Authonsed
31 December 2007 31 December 2006
Number of Number of
shares £ shares £
Ordinary shares of 10p each 124,000,000 12,400,000 124,000,000 12,400,000
Group and Company Group and Company
Called up, 1ssued and fully paid Called up, 1ssued and fully paid
31 December 2007 31 December 2006
Number of Number of
shares £ shares £
Ordinary shares of 10p each 72,776,149 7,277,615 72,776,149 1,277,615

Please refer to notes 20 and 21 for details of share based payments granted by the company and equity
shares to be 1ssued

46




ImmuPharma ple

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2007 (continued)

20

SHARE BASED PAYMENTS
Equity-settled share option scheme

The company has a share option scheme mn place with a HM Revenue and Customs approved share
ownership plan (“CSOP”) aspect and an unapproved aspect (“the Unapproved aspect™) Options granted
under the Scheme will entitle the participant to acquire shares at a price determined 1n accordance with
the rules of the Scheme

As at the 31 December 2007, there have been two tranches of options granted under the scheme

The share options having a grant date of 16 February 2006, with a CSOP aspect and an Unapproved
aspect, have an exercise price of £0 425 for all of the options and are subject to the performance
condition below  All of these options are exercisable at any time between 16 February 2007 (the vesting
date) and 10 years from the date of grant (16 February 2006 - see further note below), provided that the
participant remams a director or employee of the company dunng this period The vesting period 15
therefore 1 year from the date of grant In addition to the director or employee condition described
above, the options are only exercisable 1f in each of the 10 days prior to exercise, the share price of the
company 1s at least £0 75 (“hurdle price”) This was subsequently revised to £0 85 on 29 March 2006

The share options having a grant date of 31 July 2007, with a CSOP aspect and an Unapproved aspect,
have an exercise price of £0 768 for all of the options 880,000 of the options are exercisable at any
time between 1 August 2010 (the vesting date) and 10 years from the date of grant (31 July 2007),
provided that the participant remams a director or employee of the company during this period The
vesting penod 15 therefore 3 years from the date of grant The other 50,000 of the options are exercisable
at any time between 31 July 2007 (the grant and vesting date) and 10 years from the date of grant

Details of the share options outstanding during the penod are as follows

Number of Weighted average
share options exercise price (£)

Granted on 16 February 2006 2,615,000 0425
Outstanding as at 31 December 2006 2,615,000 0425
Exercisable as at 31 December 2006 - 0425
Granted on 31 July 2007 930,000 0768
Outstanding as at 31 December 2007 3,545,000 0515
Exercisable as at 31 December 2007 50,000 0515

The options outstanding as at 31 December 2007 had a weighted average remaining contractual hfe of
8 5 years
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20 SHARE BASED PAYMENTS (continued)
Equity-settied share option scheme (continued)
The value of the options has been derived by using a Black Scholes pricing model for the options
granted on 31 July 2007 and a Binomial pricing model for the options granted on 16 February 2006 The

inputs 1nto the pricing models were as fellows
Options granted Options granted on

on 31 July 2007 16 February 2006
Share price at grant date £0 768 £0 425
Exercise price £0 768 £0425
Volaulity 55% 46 - 55%
Expected hife 3 years 7 years
Risk free rate 417% 417%
Expected dividend yield 0% 0%

Expected volatihity was determined by calculating the historical volatihty of proxy companies’ share
prices to the date of grant over a 5 year penod As there 1s lumited exercise history, the directors have
assurned that the option holders will exercise thewr option when the growth n share price, measured
agamst the hurdle price, reaches a certan level The Black Scholes and the Binomial mode! were used to
value the options assuming a gain dependent exercise pattern

The total value of the options granted on 31 July 2007 as calculated above 15 £292,392  Of this amount,
£40,699 has been charged m the financial statements for the year ended 31 December 2007 and the
remaiming £251,693 will be charged i the financial statements over the years ending 31 December
2008, 2009 and 2010

The remaining charge of £90,916 of the options granted on 16 February 2006 has been charged 1n the
financial statements for the year ended 31 December 2007 (period ended 31 December 2006 charge of
£615,134)
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EQUITY SHARES TO BE ISSUED

On 20 December 2006, ImmuPharma (France) SA, a subsidiary of the Company, 1ssued 187,500 €16
unsecured bonds for a total consideration of €3,000,000 (£2,021,563) to ING Belgium SA ('ING”)

On the same date, ImmuPharma Plc granted to ING warrants to subscribe in cash for 3,245,280
Ordinary Shares of 10p each in the Company at a price per share equivalent to a total exercise price for
all the shares of €3,000,000

Ordinanly, the warrants granted may be exercised, n whole or i part, at any time from 20 December
2006 to three business days before 31 December 2009 On the date of exercise, ING will remut
€3,000,000 to the Company

On the third business day before the exercise of the warrants, ING will sell the bonds to the Company
for €3,000,000 This amount will be paid over by the Company to ING within three busimess days after
the sale of the bonds

The Directors of the Company and Group consider the arrangements outlined above to constitute one
transaction and have accounted for the issue of the bonds and the grant of the warrants as an advance in
respect of equity shares to be 1ssued m the future (see note 22)

Options 1o subscribe for 672,000 Ordinary shares of the Company were 1ssued in consideration for
services supphed to the Company 1n preparing for admission to AIM The total market value of these
services was £195,000 Within these financial statements, this amount has been treated as a further
expense 1n respect of the 1ssue of shares by the Company and has therefore been debited to the share
premium account (see note 22)
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22 STATEMENT OF CHANGES IN SHAREHCLDERS® EQUITY

a) Group
Share Share Merger Other Retained Total
capital premium reserve reserves* Earnmings equity
£ £ £ £ £ £
At 1 Apnl 2006 6,813,815 1,607,990 106,148 (3,541,195) (2,482,778) 2,503,980
Exchange differences
on translating foreign
operations - - - (4,143) - (4,143)
Loss for the perniod
ended 31 December - - - - {1,860,038) (1,860,038)
2006
Total recogmised
income and expense
for the period - - - (4,143) (1,860,038) (1,864,181)
Equity shares to be
1ssued - - 2,021,563 - 2,021,563
Share based
payments - (195,000) - 810,134 - 615,134
New 1ssue of equity
share capital 463,800 2,305,200 - - - 2,769,000
Less expenses of
new share 1ssue - {159,850) - - - (159,850)
At 3] December 7,277,615 3,558,340 106,148 (7i3,641) (4,342,816) 5,885,646
2006
Exchange differences
on translating foreign
operations - - - 115,893 - 115,893
Loss for the year
ended 31 December - - - - (3,082.811) (3,082,811)
2007
Total recognised
income and expense
for the peniod - - - 115,893 (3,082,811) {2,966,518)
Share based
paymerits - - 131,615 - 131,615
AL31 December 7,277,615 3,558,340 106,148 (466,133) (7,425,627) 3,050,343
2007

* Other reserves as at 31 December 2007 compnises a reverse acquisition reserve £(3,541,203) (2006 £(3,541,203)), a translation reserve
£111,758 (2006 £(4,135)) and equity shares to be 1ssued of £2,963,312 (2006 £2,831,697) (see notes 20 and 21)

Aunbutable to -

Equity holders of the 7,277,615 3,558,340 106,148 (466,133) (7,425,627) 3,050,343
parent company
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b)

STATEMENT OF CHANGES IN SHAREHOLDERS’ EQUITY (continued)

Company
Share Share Merger Other Retained Total
capital premium reserve Feserves earnings equity
£ £ £ £ £ £
At 1 Apnil 2006 6,813,815 1,607,990 19,093,750 - (151,506) 27,364,049
Loss for the period
ended 31 December - - - {1,452,584) (1,452,584)
2006
Totat recognised income
and expense for the year
- . - - (1,452,584) {},452,584)
Equity shares to be
1ssued - - - 2,021,563 - 2,021,563
Share based payments - {195,000) - 810,134 - 615,134
Issue of equity share
capital 463,800 2,305,200 - - - 2,769,000
Less expenses of share
155ue - (159,850) - - - {159,850)
At 1 January 2007 7271615 3,558,340 19,093,750 2,831,697 {1,604,090) 31,157,312
Loss for the year ended
31 December 2007 - - - - (1,624,164) (1,624,164)
Total recogmised income
and expense for the
penod - - - {1,624,164) {1,624,164)
Equity shares to be
1ssued - - - 131,613 - 131,615
At 31 December 2007 7,277,615 3,558,340 19,093,750 2,963,312 (3,228,254) 29,664,763
Attnbutable to -
Equity holders of the 7,277,615 3,558,340 19,093,750 2,963,312 (3,228,254) 29,664,763
parent company

* Other reserves as at 31 December 2007 comprises equuty shares to be 1ssued of £2,963,312 (2006 £2,831,697) (see notes 20 and 21)
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24

a)

b)

25

CASH USED IN OPERATIONS

Group Group Company Company

31 December 31 December 31 December 31 December

2007 2006 2007 2006

£ £ £ £

Operating loss (3,527,803) (1,971,319) (1,755,361) (1,485,756)

Depreciation and amortisation 36,312 19,032 581 -

Share-based payments 131,615 615,134 131,615 615,134

Decrease/(ancrease) 1n trade

and other receivables (27,686) 108,483 (1,451) 32,969
(Decrease)/increase 1n trade and

other payables (367,607) (102,146) {179,539) 243,440

(Decrease)/increase in provisions (5,444) 94,218 (5,444) 94,218

Cash used 1n operations (3,760,613) {1,236,598) (1,809,599) (499,995)

RELATED PARTY TRANSACTIONS
Group

Included within Group other creditors (note 17) 1s an amount of £n1l (31 December 2006 £3,791) due to
R Zimmer and an amount of £ml (31 December 2006 £40) due to D Dimitriou

Included within Group financial Liabilites (note 16} 1s an amount of £1,802 (31 December 2006
£103,825) due to R Zimmer The loan 1s repayable on demand Interest 1s payable at 3 5% per annum

During the year an amount of £43,035 (31 December 2006 £13,187) was paid to the wife of Dr R
Zimmer 1n respect of services provided to ImmuPharma AG

R Zimmer and D Dimtriou are both directors and shareholders of this company
Company

The balance due to the company from ImmuPharma UK Limited at 31 December 2007 was £635,829
(31 December 2006 £635,789) No interest 1s receivable

The balance due to the company from ImmuPharma (France) SA at 31 December 2007 was £2,021,563
(31 December 2006 £2,021,563) Please refer to note 21 for an explanation for how this balance arose

The balance due by the company to ImmuPharma AG at 31 December 2007 was £82,000 (31 December
2006 £25,000 due to the company from ImmuPharma AG) During the year ended 31 December 2007,
management charges of £107,000 were rendered by ImmuPharma AG to ImmuPharma Plc

POST BALANCE SHEET EVENTS

There have been no post balance sheet events since 31 December 2007
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FINANCIAL INSTRUMENTS

The Group’s financial instruments comprise cash and cash equivalents, borrowings and items such as
trade payables which arise directly from 1ts operations The main purpose of these financial instruments
1s to provide finance for the Group’s operations

The Group’s operations expose 1t to a variety of financial nsks including hquidity risk, interest rate nsk
and foreign exchange rate rnisk Given the size of the Group, the directors have not delegated the
responsibility of monitormg financial risk management to a sub-committee of the board The pohcies
set by the board of directors are implemented by the company’s finance department

Liquidity risk

Group

The Group actively maintains a mixture of long term and short term debt finance that 1s designed to
ensure 1t has sufficient available finds for operations and planned expansions The Group momtors its

levels of working capital to ensure that 1t can meet 1ts debt repayments as they fall due

The following table shows the contractual maturities of the Group’s financial habilities, all of which are
measured at amortised cost

Trade Borrowings Total
payables
£ £ £
At 31 December 2007
6 months or less 441,380 55,179 496,559
6 — 12 months - 125,787 125,787
1 -2 years - 83,656 83,656
2 — 5 years - 278,514 278,514
Total contractual cash flows 441,380 543,136 984,516
Carrying amount of financial
hiabilities measured at amortised cost 441,380 519,056 960,436
Trade Borrowings Total
payables
£ £ £
At 31 December 2006
6 months or less 747,615 102,027 849,642
6 — 12 months - 98,632 98,632
1 —2 years ’ - 163,763 163,763
2 — 5 years - 250,926 250,926
Total contractual cash flows 747,615 615,348 1,362,963
Carrying amount of financial
habilities measured at amortised cost 747,615 596,621 1,344,236
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FINANCIAL INSTRUMENTS (continued)
Liquidity risk {(contimued)
Company

The Company’s only financial habihities compnise trade payables with a carrymng amount equal to gross
cash flows payable of £110,448 (2006 £289,987), all of which are payable within 6 months

Interest rate risk
Group

The Group has both interest bearing assets and interest bearing Labilines Interest bearing assets
comprise only cash and cash equivalents denominated 1n Sterling which earn nterest at a variable rate
The Group has a policy of maintaining debt at fixed rates to ensure certainty of future interest cash
flows The directors will revisit the appropriateness of this policy should the Group’s operations change
1N S1Z€ O nature

The Group has not entered into any derivative transactions durning the period under review

During the year, the Group’s cash and cash equivalents earned interest at a vanable rate between 3 5%
and 5 5% (2006 3 5% and 5%)

As at 31 December 2007, 1f LIBOR had increased by 0 5% with all other vanables held constant, the
post-tax loss would have been lower and equity would have been higher by £22,000 (2006 £12,000)
Conversely, «f LIBOR had fallen by 0 5% with all other variables held constant, the post-tax loss would
have been higher and equity would have been lower by £22,000 (2006 £12,000)

Details of the terms of the Group’s borrowings are disclosed in note 16

The Group has only fixed rate borrowings which are carried at amortised cost Changes in the market
interest rates of these habilities do not affect loss or equity and therefore no sensitivity analysis 1s
required under IFRS 7

Company

The Company has mterest bearing assets, comprising of cash and cash equivalents denominated in
Sterling, which earn interest at a variable rate  During the year, the Company’s cash and cash
equivalents earned nterest at a vanable rate between 3 5% and 5% (2006 3 5% and 5%%)

As at 31 December 2007, 1f LIBOR had wncreased by 0 5% with all other vanables held constant, the
post-tax loss would have been lower and equity would have been higher by £15,000 (2006 £8,000)
Conversely, 1f LIBOR had fallen by 0 5% with all other variables held constant, the post-tax loss would
have been higher and equity would have been lower by £15,000 (2006 £8,000)
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FINANCIAL INSTRUMENTS (continued)

Foreign exchange rate risk

Group

The Group 1s exposed to foreign exchange rate risk as a result of having cash balances in Euros m 1is
subsidiaries Duning the year, the Group did not enter nto any arrangements to hedge this nisk, as the
directors’ did not consider the exposure to be significant given the short term nature of the balances
The Group will review this policy as appropriate 1n the future

As at 31 December 2007, 1f the Euro had weakened 10% against Sterling with all other vanables held
constant, the post-tax loss would have been higher and equity would have been lower by £139,400
(2006 £58,400) Conversely, 1f the Euro had strengthened 10% agamst Sterling with ali other vanables
held constant, the post tax loss would have been lower and equity would have been higher by £139.400
(2006 £58,400)

Company

The Company 1s not expesed to any foreign exchange rate risk
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Corporate Governance

The Directors continue to recognise the mmportance of sound corporate governance At this stage of the
Company’s development the Directors consider that full compliance with the Combined Code would be too
onerous, but nevertheless, the company complies with 1ts man provisions as far as 1s practicable and appropriate
for a public company of its size

The Board of Directors consists of

Richard Warr, Chairman

Dirnitr: Dimitniou, Chief Executive Officer

Dr Robert Zimmer, President and Chief Scientific Officer
Dr Franco D1 Muzio, Senror Non-executive Director

Dr Ajay Agrawal, Non-executive Director

Brief biographies are set out on page 13-14

The Board meets regularly with all decisions concerming the direction and control of the business made by a
quorurn of the Board The principal control mechanism agreed by the Beard 1s the Annual Budget for
expenditure Any sigmificant departures from this budget are considered by the Board prior to commitment of
expenditure

Risk assessment 1s a prionty for the Board The major nisks to the business were listed in some detail in the
prospectus at the time of the float They concern mainly the control and timely progress of climical tmals and the
obtaining of regulatory approval and profitable agreements with other parties, with adequate financial resources to
achieve these objectives

Although the Company’s Articles of Association do not require Directors to submit themselves for re-election
every three years, the Board has resolved to adopt this principle and approprate resolutions will be place before
shareholders at future Annual General Meetings

An Audit Committee and a Remuneration Commuttee have been established with formally delegated duties and
responsibilities The members of both commuittees are the non-executive Direciors

Audit Commuittee

The Audit Committee determines the engagement of the Company’s auditors and, in consultation with them, the
scope of their audit The Audit Committee receives and reviews reports from management and the auditors
relating to the mterim and annual accounts and the accounting and internal control systems n use by the company
It has unrestricted access to the auditors

The Board and the Audit Committee review the need for an internal audit function on an annual basis and
currently do not consider 1t to be necessary at this stage in the Company’s development

The Directors acknowledge their responsibilities for the Group’s system of internal financial controls They have
not, during the year ended 31 December 2007, carned out a formal annual review of internal financial controls 1n
view of the small size of the Board and employees The Group’s financial reporting arrangements are designed to
provide the Directors with reasonable assurance that problems are i1dentified on a timely basis and dealt with
appropniately

The Board considers that the business 1s a going concern, having reviewed anticipated future expenditure in the
context of available cash balances

Remuneration Committee

The Remuneration Committee reviews the scale and structure of the executive Directors’ remuneration and
benefits and the terms of their service contracts The remuneration of the non-executive directors 1s determined
by the Board as a whole
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The committee has a formal terms of reference and meets at least twice a year It 1s the duty of the committes,
inter alia, to determine and agree with the Board the framework or broad policy for the remuneration of the
Company’s executive board members The remuneration packages are designed to motivate and retain Executive
Directors to ensure the continumng development of the company and to reward them for enhancing value to
shareholders

The Company operates a discretionary bonus scheme with bonuses to be awarded by the Remuneration
Committee  All bonuses will be awarded having regard to the achievement of performance targets

The company contributes to the executive Directors’ pensions and other benefits a sum equal to 25% of their
respective salaries

Emoluments and benefits payable to the directors of the Company 1n respect of the year ended 31 December 2007
totalled

Director £

Richard Warr 306,250
Dimutr1 Dimitriou 283,290
Robert Zimmer 331,250
Franco di Muzio (appointed 7 February 2007) 32,167
Ajay Agrawal (appointed 27 Apnl 2007) 24,777
Paddy Walker-Taylor (resigned 13 June 2007) 25,875
Douglas Paterson (resigned 7 February 2007) 15,034
Anthony Johnson (resigned 7 February 2007) 2,534
Total 1,021,177

The Company has adopted a HM Revenue & Customs approved share ownership plan (“CSOP”) and an
unapproved share option scheme (“the Unapproved scheme™)

Having achieved Admission to AIM, the following options were granted

Director No of options
Richard Warr 750,000
Dimitirt Dimitriou 750,000
Robert Zimmer 750,000
Paddy Walker-Taylor 363,000

None of the options are exercisable withm 12 months of admission or 1f the closing middle market price of an
ImmuPharma share n the ten days prior to exercise 15 less than 75p The Remuneration Committee has set an
exercise price of 85p as a performance criterion for the options

A further 930,000 options were granted on 31 July 2007 These options have an exercise price of £0 768
880,000 of these options are exercisable at any time between 1 August 2010 (the vesting date} and 10 years from
the date of grant (31 July 2007), provided that the participant remains a director or an employee of the company
during this period The remaining 50,000 are exercisable at any tune from the date of grant to 31 July 2017
Further details of share options and total remuneration paid during the year to 31 December 2007 are shown i the
Notes to the Accounts

Franco di Muzio

AjJay Agrawal
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Risk Factors

The following statement was included 1n the Admission Document dated 23 January 2006 and 1s repeated below
to remind investors and potential nvestors about the risks involved surrounding an mvestment in the Company

An mvestment 1n the Company nvolves a high degree of risk Investors should consider carefuliy the following
nisks, before deciding to buy any Shares Additional rnisks and uncertainties not currently known to the Present
Directors or the Proposed Directors or that they currently deem to be immatenial may also impair its business
operations I[nvesters may lose all or a part of therr investment

Lack of profits

In common with most ssmilar small busimesses in the biotechnology/pharmaceutical sector, ImmuPharma has not
been profitable The Proposed Directors expects it to incur additional losses for the foreseeable future as its
research and development efforts progress To become profitable, ImmuPharma must successfully develop drug
candidates and enter into profitable agreements with other parties and 1ts drug candidates must receive regulatory
approval ImmuPharma or these other parties must then successfully manufacture and market the drug candidates
It could be several years, if ever, before ImmuPharma receives royalties from any future licence agreements or
revenues directly from product sales If ImmuPharma fails to obtan additional financing, 1t may be unable to
complete the development and commercialization of 1its drug candidates or continue tts research and development
programs

Uncertainty of capital requirements and availability of funds

The Enlarged Group’s long-term capital requirements and the adequacy of available funds will depend upon many
factors, ncluding

the progress of its research, drug discovery and development programs,

changes n existing collaborative relationships,

its abulity to establish additional collaborative relationships,

the magmitude and outcome of 1ts research and development programs,

the scope and results of preclimical studies and climeal trials to 1dentify drug candidates,

competitive and technological advances,

the time and costs involved n obtaining regulatory approvals,

the costs involved in preparing, filing, prosecuting, mamtaining and enforcing patent claims, its
dependence on others for development and commercialisation of 1ts drug candidates, and

» successful commercialisation of its products consistent with 1ts licensing strategy

Raising Capital

The Enlarged Group may need to raise addinional capital to complete the development and commerciahization of
ImmuPharma’s current drug candidates Additional funding, whether through additional sales of shares or
collaborative or other arrangements with corporate partners or from other sources, may not be available when
needed or on terms acceptable to it The 1ssuance of preferred or ordinary shares, or the borrowing of additional
funds with terms and prices significantly more favourable than those of the currently available ordinary shares,
could have the effect of diluting or adversely affecting the holdings or rights of existing shareholders In addition,
collaborative arrangements may require ImmuPharma to transfer certain material rights to such corporate partners
Insufficient funds may require 1t to delay, scale-back or elimmate certain of i1ts research and development

programs
Reliance on third parties

ImmuPharma relies heavily upon other parties {including contract research organisations) for many important
stages of its drug development programs, including execution of some Pre-Clinical studies and late-stage
development for 1its compounds and drug candidates, management of its clinical tnals, including medical
monitoring and data management, management of its regulatory function, and manufacturing, sales, marketing
and distnibution of 1its drug candidates
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Development risk

If the chinical mals of any of ImmuPharma’s drug candidates fail, that drug candidates will not be marketed,
which would result in a complete absence of revenue from the failed product The drug development process and
achievement of regulatory approvals 1s complex and uncertain Because of the cost and duration of clinical rials,
the Proposed Directors may decide to discontinue development of drug candidates that are either unlikely to show
goad results in the mals or unlikely to help advance a product to the point of a meaningful collaboration Positive
results from pre-chnical studies and early clinical tnals do not ensure positive results in chmical tnals designed to
permut application for regulatory approval

Competition

ImmuPharma’s competitors include amongst others, major pharmaceutical, biotechnology and healthcare
companies with substantially greater resources than those of the Enlarged Group The areas i which
ImmuPharma has chosen to conduct 1its research and development are very attractive areas to all its competitors
There 15 no assurance that competitors will not succeed n developing products that are more effective or
economical than those being developed by ImmuPharma or which would render 1its products obsclete and/or
otherwise uncompetitive

Furthermore, there 1s no guarantee that the drug candidates being developed by ImmuPharma have either a betier
safety profile, dosing profile and/or efficacy profile than products that are already marketed by 1ts competitors and
this may adversely affect the sales of any new products

Health authorities

The ability of ImmuPharma and any of its licensees or collaborators to commercialise 1ts products also depends on
the extent to which reimbursement for the cost of such products and related treatments will be available from
government health admimistration authonities, private health providers and other orgamsations There 1s
uncertainty as to the reimbursement status of newly approved healthcare products, and there 1s no assurance that
adequate, or indeed any, health administration or third party coverage will be available to ImmuPharma or 1ts
partners to obtain satisfactory price levels

Patents

The commercial success of ImmuPharma depends to a great extent upon its ability to obtan patent protection for
its products 1n Europe, the US and other countries and to preserve the confidentiality of its know-how The
successfil commercialisation of its products, whether by itself or by third parties, as licensees or collaborators, 15
largely dependent on the extent of the imtellectual property protection obtammed No assurance 1s given that
ImmuPharma will develop products that are patentable, or that patents will be sufficiently broad in their scope to
provide protection for ImmuPharma’s intellectual property nghts and exclude competitors with similar
technology The commercial success of ImmuPharma 1s dependent, in part, on non-infringement of patents
granted to third parties Competitors or potential competitors may have filed applications, or may have been
granted or may obtain patents that may relate to products competitive with those of ImmuPharma If this 1s the
case then ImmuPharma may have to obtain appropnate hcences under these patents or cease and/or alter certain
activities or processes, or develop or obtain alternative technology There can be no assurance that, 1f any licences
are required, ImmuPharma will be able to obtain any such licences on commercially favourable terms, 1f at all

Liability risks

ImmuPharma’s business exposes 1t to potential hability risks, which are inherent mn research and development,
manufacturing, marketing and use of human therapeutic products There can be no assurance that future necessary
nsurance cover will be available to ImmuPharma at an acceptable cost, 1if at all, or that, in the event of any claim,
the level of insurance carried by ImmuPharma now or 1n the future will be adequate or that a hability or other
claim would not matenally and adversely affect the business
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Rehance on personnel

ImmuPharma 1s dependent on the principal members of 1ts management and scientific staff Recrurting and
retaining qualified personnel, consultants and advisers will be important to its success There can be no assurance
that ImmuPharma will be able to recruit the new staff required in 1ts business plan and retan its personnel on
acceptable terms given the competition for such personnel from competing businesses The loss of service of any
of ImmuPharma’s personnel could impede the achievement of 1ts objectives

Environmental hazards

ImmuPharma and 1ts third party contractots are subject to laws, regulations and policies relating to environmental
protection, disposal of hazardous or potentially hazardous substances, healthy and safe working conditions,
manufacturing practices and fire hazard control There can be no assurance that InmuPharma or 1ts collaborators
will not be required to incur significant costs to comply with future laws, regulations and policies relating to these
or similar matters The nsk of accidental contamiation or injury from certain matenals cannot be eliminated In
the event of such an accident, InmuPharma could be held liable for any damage that results and any such hability
could exceed 1ts resources

Regulation

Changes in government regulations or enforcement policies could impose more stringent requirements on
ImmuPharma, comphance with which could adversely affect its business Failure to comply with apphcable
regulatory requirements could result in enforcement action, including withdrawal of marketing authorisation,
ijunction, serzure of products and habihty for civil and/or criminal penalties

Share price and hquidity

The share price of publicly traded biotechnology and emerging pharmaceutical companies can be highly volatile
The price at which the Company’s shares will be quoted and the price which investors may reahse for thetr shares
will be influenced by a large number of factors, which could include the performance of both ImmuPharma’s and
its competitor’s research and development programs, large purchases or sales of the Company’s shares, legislative
changes 1n the healthcare environment and general economic conditions The volume of share trading on the
Alternative Investment Market can be limited and this may restrict the ability of shareholders to dispose of their
shareholding at any particular ime

Investment mn shares traded on AIM 1s perceived to mvolve a higher degree of nsk and be less hiquid than
investment 1n companies the shares of which are listed on the Official List An wvestment in the Company’s
Shares may be difficult to realize Prospective nvestors should be aware that the value of an investment 1n the
Company may go down as well as up and that the market price of the Company’s Shares may not reflect the
underlying value of the Company Investors may therefore realize less than, or lose all of, thewr mvestment

Forward looking statements
This document contains certain statements that are not histonical facts and may be forward-looking statements that

are subject to a variety of risks and uncertainties There are a number of 1mportant factors that could cause actual
results to differ matenally from those projected or suggested 1n any forward-looking statement made herein
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These factors include, but are not hmited to (1) ImmuPharma’s and/or ImmuPharma’s parmers’ ability to
successfully complete product research and development, mncluding pre-chimical and chimical studies and
commercialisation, (n) ImmuPharma’s and/or ImmuPharma’s partmers’ ability to obtamn required governmental
approvals, including product and patent approvals, the impact of pharmaceutical industry regulation, the difficulty
of predicting FDA and other regulatory authority approvals, the regulatory environment and changes in the health
policies and structure of various countries, (1) the acceptance and demand for new pharmaceutical products and
new discovery-enabling technologies such as the use of cells and (1v) ImmuPharma’s ability to attract and/or
maintain manufacturing, sales, distribution and marketing partners, and {(v) InmuPharma’s and/or ImmuPharma’s
partners’ ability to develop and commercialise products before its competitors and the impact of competitive
products and pricing, the availability and pricing of mgredients used in the manufacture of products, uncertainties
regarding market acceptance of innovative products newly launched, currently being sold or in development In
addition, sigmificant fluctuations 1n financial results may occur as a result of the timmg of milestone payments and
the timing of costs and expenses related to ImmuPharma’s research and development program

Without hmiting the generality of the foregoing, no assurance 1s given as to when ImmuPharma’s products will be
launched or licensed, or whether that launch or licensing will be commercially successful, and words such as
“may,” will,” to,” expect,” plan,” believe,” anticipate,” intend,” could,” would,” estimate,” or “continue” or the
negative or other varations thereof or comparable terminology 1s intended to 1dentify forward-looking statements
These statements are primarily contained 1n Parts 1 and 3 of this document

Certamn nsks to and uncertainties for ImmuPharma are specifically described in this Part 2 If one or more of these
risks or uncertainties materialises, or if underlying assumptions prove incorrect, the Enlarged Group’s actual
results may vary matenally from those expected, estimated or projected Given these nisks and uncertainties,
potential mnvestors should not place any reliance on forward-looking statements

Neither the Directors nor the Company undertake any obligation to update forward-looking statements or risk

factors other than as required by the AIM Rules or by applicable law, whether as a result of new information,
future events or otherwise
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Glossary of Technical Terms

‘ADME’ absorption, distribution, metabolism and excretion

‘Big Pharma’ one or more of the major pharmaceutical companies or, as the context requires, the pharmaceutical
sector compnsing these major companies

‘biomarkers’ measurable biological responses used as predictors of clinical effects

‘Biotech’ the biotechnology industry, often used to descnibe the sector of small to medum, innovative, R&D-
based pharmaceutical companies

‘CRO’ contract research organisation

‘drug-like’ having the potential to become a drug product candidate due to its physical and chemical
characteristics

‘1v’ ntravenous

“in vitro’ experiments conducted m an artificial environment outside the hving organtsm
‘tn vivo’ experiments conducted 1n the hiving orgamsm

‘Lupus’ an autoimmune inflammatory disease of unknown eticlogy

*‘MRSA’ methicillin-resistant staphylococcus aureus, a drug resistant bacteria

‘0D’ once-a-day

‘parenteral’ administered by injection

‘PDCT’ peptide to drug converting technology

‘peptide’ a molecule comprised of a series of amino acids (or a small subpart of a protein)

‘Pharma’ abbreviation for “Pharmaceutical”, sometimes 1n the industry *pharma™ also denotes a pharmaceutical
company

‘Phase 0’ the stage of development of a drug candidate before the first admimnistration to man, during which all
mandatory data required by regulatory bodies such as the FDA or the EMEA 15 generated and filed

‘Phase I’ the stage of development of a drug candidate during which 1t 1s admimistered to man (usually healthy
volunteers) for the first time Phase I studies are designed to assess primarily the safety and tolerability of the drug
candidate and gather information on 1ts ADME This phase 1s also used whenever possible to evaluate surrogate
markers which are indicative of the clinical efficacy of the drug candidate

‘Phase II’ the stage of development of a drug candidate during which therapeutic studies are conducted in hmited
numbers of patients using data generated i Phase [ studies to determine dose regimen and pnmary efficacy, and
to examine therapeutic outcomes and monitor safety 1n patients

‘Phase III’ the stage of development of a drug candidate duning which 1t 1s tested 1n large scale pivotal mals on,
typically, between 200 to 4000 patients to demonstrate overall efficacy, tolerability and safety with a dose
regimen as determined 1n Phase 11 The drug candidate must generally prove to be statistically better than placebo
or the current best therapy n terms of efficacy, safety or quahty of life
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