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Phytopharm (LSE:PYM) is a development
stage pharmaceutical company
developing novel treatments targeting
diseases with high unmet need. Our
lead series of compounds has the
potential to be a new class of therapy
for neurodegenerative diseases.

Phytopharm has evolved its approach of developing
products extracted from natural botanical sources to
investigating single chemical entities. We will deliver
key development milestones in the next two years.

Phytopharm works as a virtual company and utilises a
network of scientific and clinical experts to help gquide
our development projects.

Our objective is to develop products aimed at major markets
to key value inflection points before seeking late-stage development
and commercial partners.

Visit us online

Our corporate website provides
comprehensive information about our
business including the latest news and
investor information

www phytopharm com




Business highlights

Operational

Recruitment of patients with Parkinson’s disease into
the multi-national Cogane™ Phase 1! dose ranging study
{CONFIDENT-PD) commenced in November 2010

Positive headline results reported from a prechnical
efficacy study of Cogane™ in the gold standard,
prechinical model of Parkinson’s disease

Completion of a Phase IB safety, tolerability and
pharmacokinetic chinical study of Cogane™ in healthy
volunteers and Parkinson’s disease patients

Initiation of development programme evaluating the
potential of Cogane™ and Myogane™ in glaucoma

Cooperation agreement signed with the Counail

for Scientific and Industnal Research (“CSIR™),

South Africa, who will fund the future development
and commercialisation of Hoodia gordonn (*Hoodia™)
as an appetite suppressant

Appointment of Tim Sharpington as Chief Executive Officer

Appointment of Roger Hickling as Research and
Development Director

Financial

£24 09 million (net of expenses) raised in December 2009
through a Placing and Open Offer

Loss after tax of £3 80 million (FY 2009- £3 91 muflion)

Cash and money market investments of £23 61 million
(FY 2009 £3.91 milhon)
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Strategy and portfolio

Focused on neurodegeneration
and inflammatory disease

Phytopharm has evolved its strategic direction of
developing products extracted from natural botanical
sources to investigating single chemical enttties. Our
products are sourced from our own research projects
or are based on licensed products and technologies.

Portfolio at a glance Key development areas

Parkinson’s disease

Parkinsons disease 15 a movement disorder
Our products are single chemical entities charactensed by muscle ngiy, tremor
with novel mechanisms of action protected and aslowing of physical movement

{bradykinesia) and, in extreme cases, a loss
by Strong patent famihes of physical movement {akinesia) The primary

symptoms are the result of altered signalling

of an area of the bran, the stnatum,
Phytopharm has an EXC|t|ng prOd UCt plpellne Wlth the responyble for the control of movement

potential to make a significant impact in the treatment

of diseases that have imited therapeutic options

Chnical development

Cogane™ s currently being evaluated

n 3 400 patient multi-national Phase 1),
randomised, double blind, placebo
controlled, dose rang:ng study
{CONFIDENT-PD) The study 1s comparning
the safety, tolerability and efficacy of three
doses of Cogane™ and placebro when
administered for 28 weeks to untreated
pabenis with early stage Parkinson’s disease

02 Phytopharm plc Annual Report and Accounts 2010
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For mare, visit us online

Phytopharm’s lead products, Cogane™ and Myogane™,
www.phytopharm com

are structurally related, small-molecule, chemical entities
and members of the Sapogenin class of compounds.
They are orally bicavailable neurotrophic factor inducers
that readily cross the blood-brain barnier. Both compounds
have demonstrated neuroprotective effects in a range

of preclinical models

ALS

ALS, a'so known as Lou Gehng s disease,

1s the most prevalent form of motor neurone
disease which generally strikes peaple
between 40 and 60 years of age Itis
characterised by progressive loss of both
lower {spinal cord and bran stem) and upper
{cerebral cortex) motor neuranes, which leads
to severe muscle weakness and wasting,
followed by paralysis and death, generally
caused by respiratory faiture

Glaucoma

Glaucoma 15 a multifactoral, progressive
optic neuropathy that is charactensed
by a loss of retinal ganglion cells (*RGCs”)
beyand typical age related baseline loss

Pubfished prechnical studies have shown
that bath BDNF and GDNF can protect
RGCs both i wvitro and in vivo
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Other products

P&1

The P&1 programme was established by
Phytopharm to investigate the known
pharmacological properties of curcurnin
and gingerol A medicinal chermistry
programme has produced a series of
synthetic new chemical entities {"NCEs")
with a range of attractive pharmacological
properues Aswith other cornpounds In
the Phytopharm portfolio, this sertes has
1ts oregins based around compounds
extracted from a plant scurce, but 15
now entirely synthebic in nature

Legacy products

Hoodia

The CSIR, one of the leading research and
development, technology and innovation
institutions in Afriea, 1s now responsible
for the further development and
commercialisation of Hooda for the
management of obesity

Phytopharm wall receive a share of future
commercialisation income

Phytopica®

Phytopica® 1s a natural, three plant
marketed product for camine skin health
that prowdes a novel three in one
approach te help maintain a normal
healthy immyne system, support normal
white cell function and provide antioxidant
benefits Discussions are ongoing with
potential partners regarding the future
commercialisation of Phytopica

Phytopharm plc 03




Chairman’s review

Mr Alistarr Taylor Non-Executive Chairman

2010 was a year which saw some significant
changes in Phytopharm's business and outiook
The business 15 now focused solely on the
development of its pharmaceutical pipeline

In December 2009 the Company completed
an equity financing of £24 09 million net

of expenses This financing will allow the
Company to make significant progress in

the development of its product pipeline

This was followed by the appointment

of a new management team headed by

CEQ Tim Sharpington and Research and
Development Director Roger Hickling Both
Tim and Roger bring significant pharmaceutical
and biotech industry experience Having taken
the deaision to focus on our pharmaceutical
products, the Company has curtailed
expenditure on its functional food products

04 Phytopharm plc

“In December 2009 the
Company completed an equity
financing of £24.09 million
net of expenses. This
financing will allow the
Company to make significant
progress in the development
of its product pipeline.”

and has subsequently restructured the
business reducing mternal head count and
costs Phytapharm now operates as a wirtual
biotech company With a strong financial
position and a preduct pipeline reaching key
devetopment milestanes in the next two years,
Phytopharm i1s well placed to deliver value to
shareholders in the coming penod

Mr A Taylor
Non-Executive Chairman

Annual Report and Accounts 2010
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Chief Executive’s review

Mr Tim Sharpington Chief Executive Oificer

In summary

The Company has an exciting
product pipeline with the
potential to make a significant
impact in the treatment of
diseases that presently have
limited therapeutic options

Good progress has been made
with our lead programme,
Cogane™ n Parkinson’s disease

The buillding blocks are in place
to make significant progress
over the coming period

Completed a Placing and Open
Offer securing significant
investment of £24 09 million
net of expenses providing

a robust balance sheet to
progress our promising
pharmaceutical pipeline

Annual Report and Accounts 2010
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“Over the past year we have
re-focused the business onto
the development of our
pharmaceutical pipeline.”

1 was delighted to join Phytopharm in July 2010
The Company has an exciting product pipeline
with the potential to make a significant impact
in the treatment of diseases that presently
have imited therapeutic options Since joiming
1 have been working with the Board and the
Phytopharm team to put in place the plans to
turn that potential into reality We now have a
number of programrnes underway which will
delver key development milestones in the next
two years If results from these studies
continue to be positive, the Company will be In
a good position to further exploit and increase
the value of our products in partnership with
larger pharmaceutical comparwes and generate
value for shareholders

Good progress has been made with our lead
programme, Cogane™, in Parkinson’s disease

In 2009 the Company receved data from a

key non-chmicat study which underlined the
product’s potential and has generated much
interest and exatement amongst leading
sclentists, neurologists and patient groups in
the Parkinsan’s disease community If this result

15 replicated in chnical tnals, it wili provide a
major breakthrough in the treatment of this
condition Since then we have completed

a Phase | safety study in healthy volunteers
and patients and have initiated a large, dose
ranging Phase Il study in pattents with early
stage Parkinson’s disease The study is being
conducted at leading neurology centres in
North Amenica and Europe We are making a
significant investment into this study to ensure
that Cogane™ Is evaluated agamst study
endpoints which fulfil regulatory obhigations
as well as demonstrating medically and
commercially meaningful results This study
will take two years to complete, with results
due by the end of 2012 ¥ successful, it wall
allow the project to be rapidly progressed
nto registrabon studies either by
Phytopharm or in partnershup wath

& larger pharmaceutical company

Cogane™, and its structurally related compound
Myogane™, have demonstrated neuroprotective
and neurorestarative properties in a range of
cell types and industry-standard in vivo models

Phytopharm plc 05




Chief Executive’s review continued

“We now have a number of programmes
underway which will deliver key development
milestones In the next two years.”

Thus leads us to bel:ieve that these compounds
have potential utiity in a number of
neurodegenerative conditions in addition to
Parkinson's disease We have recently initiated
studies in glaucoma, a degenerative eye
condition and amyotrophic lateral sclerasis, the
most common ferm of motor neurone disease
Both programmes will evaluate the efficacy

of our products in key in vivo models of these
conditions As both Cogane™ and Myogane™
have completed required prechnical safety
studies and clinical Phase | chrical safety
studies, rapid progression to chinical Phase ||
efficacy studies in these indications will be
possibte if the preclinical results are positive

Neurodegeneration is an attractive target

for pharmaceutical treatment and many
approaches to tackling this process, which

is fundamental to many diseases, are being
developed, including gene therapy and stem
cell therapy The fact that Cogane™ and
Myogane™ are small molecule theraptes,
suitable for once-daily oral dosing with the
potential to induce the production of innate
neurotrophic factors, makes them particularly

06 Phytopharm plc

attractive Small molecule treatments have
a well described regulatory development
pathway and are relatively smple to produce
and administer, producing attractive
therapeutic and commercial options

in addition to Cogane™ and Myogane™, we
have re-actwated a programme investigating

a new class of compounds called P61 These
early stage compounds have anti-inflammatory,
ant-rernodeliing, anti-spasmodic and TRPV-1
modulating actmties This range of actmties
point to potential utility in a number of
inflammatory therapeutic categones, including
respiratory diseases, dermatological conditions,
gastro-intestinal disorders and pain We will
further evaluate these compounds over the
coming year

Over the past year we have re-focused

the business onto the development of our
pharmaceutical pipeline Following the receipt
of the promusing results generated from
Cogane™ and the subsequent fundraising,

an evaluation of the Group’s assets concluded
that there was a hugher chance of generating

value for sharehotders by investing all of our
resources in our pharmaceutical assets As a
result, we have curtailed afl expenditure of
Phytopharm’s functional food products With
regard to Hoada our werght loss food product
previously icensed to Pfizer Inc and Unilever, we
have entered into a cooperation agreement with
the CSIR This 1s the South African Covernment
sponsored body from whom Phytepharm
originally licensed the patents supporting
Hoodia development The CSIR will evaluate
the data generated by Phytopharm and its
partners with an aim to further developing
and commerciahising weight loss products
based on Hoodia In return for transferning our
inteltectual property and know-how relating to
Hoodia, Phytopharm will receive a share of any
future commercial milestones and royalty on
sales Our cantne atopic dermatitis product,
Phytopica, has been promoted by Intervet/
Schering Plough Animal Health over the last
few years Sales have been disappointing and
the agreement with Intervet{Schering Plough
terminated at the end of December 2010

We are in discussions with other potential
commercil partners for this praduct

Annual Report and Accounts 2010
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Significant progress In product pipeline development

“Cogane™ and Myogane™ have
potential utility In a number of
neurodegenerative diseases In

addition to Parkinson’s disease ”

Visit our investor centre
www phytopharm co uk/
investors
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We are not planning to invest further in these
functional food products and as a result we
have downsized the Company and therefore
a number of staff who had been working

on these programmes have left us We thank
them for therr help and support The resulting
savings will allow further investment in our
pharmaceutical products

When tooking at the wider pharmaceutical
industry environment we believe that there
are good prospects if our assets continue to
demonstrate encouraging results Most major
pharmaceutical companies are facing erosion
of thewr product sales associated with patent
expirtes Most are compmitted to replenishing
ther product pipeline by 2 mixture of in-house
development and licensingfacquisition of
products with proven efficacy

A large dose ranging Phase Il study in
patients with early stage Parkinson’s disease
has been initiated

The building blacks are therefore in place

to make significant progress over the coming
period Phytapharm has a three year cash
runway and we will invest in our product pipeline
to deliver key development milestones during
this peniod If successful, we are confident that
our products will have demonstrated theur
potential to make a major impact, medically
and commercially, n a number of therapeutic
indications We will continue to keep you
infarmed of cur progress Finally | would like
to thank our shareholders for ther ¢continued
support of Phytopharm

Mr T Sharpington
Chief Executive Officer

Phytopharm plc o7




Business review

Development projects with the potential
to produce significant treatment advances
in our target areas of neurodegeneration
and inflalmation

Strategy

Phytopharm is a development stage
pharmaceutical Company developing novel
treatments targeting diseases with high levels
of unmet need Our lead senes of compounds,
the Sapogenins {including Cogane™ and
Myogane™), has the potential to be a new class
of therapy for neurodegenerative diseases
including Parkinson's disease, motor neurane
disease and glaucoma

Phytopharm's strateqic direction has evolved
from developing products extracted from
natural botanical sources to investigating
single chermical entities

Phytopharm cperates as a virtual company
We utilise a network of scientific and climical
experts to help guide our development
prajects with our expenenced pharmaceutical
managers overseeing operations

Our commercially focused development
projects have the potential to produce
significant treatment advances in our target
areas of neurcdegeneration and inflammatory
disease Our products are single chermical
entities with novel mechanisms of action
protected by strong patent families

08 Phytopharm plc

Our pipeling has been sourced from our own
research activities and from hcensing activities,
particularly from leading research institutions
in China with whom the Company has
long-standing relationships

QOur objective 1s to develop products aimed at
major markets with highy unmet medical need
to key value inflection points before seeking
late-stage devetopment and commercial
partners as appropriate We will consider
retaining certam nghts to products targeting
orphan indicattons

Overview

In December 2009, Phytopharm successfully
completed a Placing and Cpen Offer secuning
sigruficant investment of £24 09 milion net of
expenses, providing a robust balance sheet to
progress aur promising pharmaceutical pipeline

Fallowing the equity fundraising, we have
progressed our strategy of focusing on our
pharmaceutical programmes, specifically on the
development of Cogane™ for Parkinsan’s disease
During the year, we reported promising results
with Cogane™ in a prechimcal model andin a
safety, tolerability and pharmacokinetic study

In Parkinson's disease patients, as well as securing
approval from regulatory authonties allowing the
commencement of our multi-national Phase Il
CONFIDENT-PD chinical study

Recruitment of patients with Parkinson's disease
inta this study commenced m November 2010
The study 1s being conducted in leading
movernent disorder centres in North America and
Eurape The Company antictpates that results from
the study wil be avalable by the end of 2012

During the year, the Board was delighted to
welcome Tim Sharpington as Chief Executive
Officer and Roger Hickling as Research and
Development Director These appointments
strengthen our ability to drive our research and
development programmes forward following
our successful fundraising activities

We have continued to imit expenditure

to our two legacy programmes, Hoadia

and Phytopica® We have been able to enter
nto a coeperation agreement with the CSIR
for the future development of the Hoodia
programme and we are progressing discussions
on a number of opportunities for Phytopica®

Annual Report and Accounts 2010




Pharmaceutical programmes
The Sapogenins

Phytopharm’s lead products, Cegane™ and
Myogane™, are structurally related, small
maolecule, chemical entities and members

of the Sapogenin class of compounds They are
orally twoavailable neurctrophic factor inducers
that readily cross the blood-brain barmer Both
compounds have demenstrated neuroprotective
effectsin a range of prechirucal models
Speafically, Cogane™ and Myogane™ have been
shown to induce and modulate the production
of neurotrophic factors

Both compounds have completed long term
toxicology studies, have been formulated as
once daily, orally administered therapies and
have completed Phase | studies dernonstrating
good bioavaillabiity and safety profiles

Cogane™ s being studied in a Phase Il trnal of
early stage Parkinson’s disease and in prechnucal
medels of amyotrophic lateral sclerosis {“ALS™,
also known as Lou Gehrig's disease) it has also
been evaluated for safety and telerability in
patients with Alzheimer’s disease
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Additionally, Cogane™ and Myogane™

are being assessed in prechnical models of
glaucoma, a neurodegenerative disease of the
eye, and, if results are encouraging, have the
potential to be progressed rapidly into clinical
proof of concept studies

The neuroprotective and neurotrophic actions
of Cogane™ suggest potential beneficial effects
In other orphan neurodegenerative diseases

Neurodegeneration

Neurodegeneration is the umbrella term for
the progressive loss of structure, function or
death of neurones Many neurodegenerative
diseases ncluding Parkinson’s disease, ALS,
glaucoma and Alzheimer’s disease occur as

a result of neurodegenerative processes that
exhibit many similarities suggesting that these
diseases are related on a sub-cellular level
Because of the similznities in neurodegeneration
across this range of diseases, there 13 hope that
therapeutic advances, such as Cogane'™ and
Myogane™ could be beneficral in more than
ane of these diseases

BUISINESS OVERVIEW
BUSINESS REVIEW
CORPORATE GOVERNANCE
FINANCIAL STATEMENTS

Cogane™ in Parkinson’s disease
Parkinson’s disease 1s a movement disorder
charactensed by muscle ngidity, tremor and

a slowing of physical movement (bradykinesia)
and, in extreme cases, a loss of physical
movement (akinesia) The primary symptoms
are the result of altered signalling of an area
of the bran, the stmatum, respansible for

the control of movement This is caused by
degeneration of dopaminergic neurones
Hetween the substantia nigra and the stnatum
parts of the brain, leading to insufficient
formation and action of dopamine Parkinson’s
disease 1s therefore termed a neurodegenerative
disease The disease 15 slow in onset and the
appearance of symptoms reflects the gradual
loss of dopaminergic neurones

The prevalence of Parkinson's disease is
estimated at being 0 3% in the whole
population in industnahsed countries nsing to
1% n those over 60 years of age and to 4%

of the population over 80 The market size for
Parkinson’s disease was $3 2 billion in 2009 and
s forecast to grow te $4 6 billien by 2012

Phytopharm plc o]




Business review continued

Pharmaceutical programmes
continued

Mode of action

Glial derived neurotrophic factor {*GDNF™) and
brain derived neuretrophic factor {“BDNF")
have been shown to be effective in re-growing
damaged nerves Since they are proteins, they
cannot be given orally {in tablet or iquid form}
because they are degraded in the stomach
and intestine, and also do not readily cross the
blood-bran barner GDNF and BDNF can work
only when injected into, or when produced
inside the brain Direct injection of GDNF into
the area of the brain involved in Parkinson’s
disease has shown evidence of being climically
effecte In restoning the control of movement
but requres highly complex and difficult
surgical procedures Cogane™ has the
potential to overcome many of the difficulties
associated with CONF administration

In precinical models, Cogane™ stimulated the
release of GDNF and BDNF in the brain and
increased neunte outgrowth When administered
orally in several different prechnical models of
Parkinson’s disease, Cogane™ reversed the
decrease cof neurotrophic factors and reversed
the loss of dopaminergic neurones in the
stnatum, the area of the brain most affected

in Parkinson’s disease

10 Phytopharm plc

Progress to date

We have made significant progress
demonstrating that, in preclinical models

of Parkinson’s disease, Cogane™ reverses the
damage to dopamine-contamtng neurones
and elevates CONF and BDNF in the area

af the brain involved in Parkinson’s disease

In a recently completed prechinical study,

oral administration of Cogane™ over 18 weeks
significantly reduced parkinsorsan disability

by 43% in the gold standard prechnical model
of Parkinson's disease research [MPTP-induced
Parkinson’s disease model), which will be
chrically hughly relevant if repeated in
Parkinson's disease patients Encouragingty,

In this study a statistically significant reduction
In parkinsonian symptoms was reached after
nine weeks of administration with Cogane™
The magnitude of the effect increased over
the subsequent nine weeks of administration
and was still increasing at the end of the study
{week 18} Data from this study suggests that
the mechanism underlying these eifects

15 considerably mare complex than onginally
envisaged This study was supported by the
Michael ] Fox Foundation and further work

in this area is ongoing

We have also shown in prechintcal models that
administration of Cogane™ in conunction with
L-dopa (the standard treatment for Parkinson’s
disease} resulted in improved control of
symptoms compared to those treated with
L-dopa alone These data continue to support
the development of Cogane™ as an exciting
new and potentially disease-modifying therapy
for Parkinson’s disease

In addition to its effects in preclirucal models
of Parkinson’s disease, Cogane™ has shown
efficacy (n prechimical models of cognitive
impairment and so may have utility in treating
the non-motor symptoms of Parkinson's disease

Chinical

Four Phase | studies have evaluated Cogane™
in healthy adults and Parkinson’s disease patients
for up to 28 days In these studies, daily, oral
adrmunistration of Cagane™ was well tolerated
with a good overall safety profile in a recently
completed Phase Ib safety, tolerabiity and
pharmacokinetic chirical study in bath healthy
volunteers and Parkinson’s disease patients,
Cogane™ was shown to be safe and generally
well tolerated over the 28 day study period

Annual Report and Accaunts 2010
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Cogane™ and Myogane™, our lead neurodegenerative products

Structurally related, small molecule, chemical entities
and members of the Sapogenin class of compounds

Importantly at day 28, plasma levels of Cogane™
in Parkinson’s disease patients reached levels
associated with efficacy in the prechimical
efficacy study

Cogane™ 1s currently being evaluated in a

400 patient multi-national Phase N, randomsed,
double blind, placebo controlled, dose ranging
study (CONFIDENT-PD} The study ts cormparing
the safety, tolerabiity and efficacy of three
doses of Cogane™ and placebo when
adminsstered for 28 weeks to untreated
patients with early stage Parkinson’s disease

Cogane™ in motor neurone
diseasefALS

ALS, also known as Lou Gehrig's disease, 1s the
most prevalent form of motor neurone disease
which generally strikes people between 40
and 60 years of age It 15 charactensed by
progressive loss of both lower {spinal cord and
brain stem) and upper [cerebral cortex} motor
neurones, which leads to severe muscle weakness
and wasting followed by paralysis and death,
generally caused by respiratory fallure There is
an urgent need for the development of new
approaches to this devastating condition
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* Induce and modulate the production
of neurctrophic factors

* Completed long term
toxicology studies

+ Demonstrated good bioavailability
and safety profile

It 1s estimated that over 30 000 patients
are diagnosed with ALS in the seven major
markets ALS 15 classified as an orphan
disease and, as such, offers the potential
for expedited development

Progress to date

In prechnicat studies, Cogane™ protects spinal
motor neurones from glutamate-induced
neuronal damage, Increases neunte outgrowth
and has also been shown to increase lifespan
and improve muscle strength and coordination
in several diferent models of ALS With the
support of the Motor Neurone Disease
Association, a leading UK chanity, we are
undertaking work in additional prechimical
models of ALS If positive, these studies will
facitate rapid progression to chimical trials

As noted In the Parkinson's disease sectien,
Cogane™ has been evaluated (1 a number
of Phase | studtes and shown to be generally
safe, well tolerated and orally bioavadable

Glaucoma

Claucoma is a multifactoral, progressive optic
neuropathy that is charactensed by a loss of
retinal ganglion cells (*RGCs™) beyond typical
age related baseline loss

Glaucoma ss the second most common cause

of worldwide blindness {after cataracts) with
approxmately 60 million sufferers worldwade

This figure 1s expected to nse to 80 milhon by 2020
In the USA, the prevalence of primary open-angle
glaucoma, the most common form of glaucoma,
in people over 40 years of age 1s 1 86%

Elevated intraocular pressure {*IOP"} 15 an
important risk facter for glaucoma and has
remained a chinical focus for several years,
however 20-30% of patients with glaucoma
have a normal lIOP Additionally, there are
peopte who have raised I0P who do not
develop glaucoma Even in patients treated
with |OP-lowering therapies the annual
progressien rate of the disease 1s ~10%
Therefore, drugs that treat the underlying
neuropathy are needed

Published preclinical studies have shown that
both BDNF and GDNF can pratect RGCs both
inwitro and in vivo Furthermore, co-application
of BDNF and GDNF provided a better levet of
protection than either factor used indnadually
As Cogane™ and Myogane™ stimulate the
release of BDNF and GDNF, they are potential
treatments for glaucoma

Phytopharm plc n




Business review continued

“Our objective Is to develop products aimed at major
markets with high unmet medical need to key value
inflection points before seeking late-stage development
and commercial partners as appropriate.”

Pharmaceutical programmes
continued

Alzheimer's disease

Cogane™ and Myogane™ protect cortical
neurones from glutamate and B-amyloid
induced neuronal damage and increase neurite
outgrowth in vitro Cogane™ and Myogane™
also increase the density of muscannic
receptors both i vitro and in vive In vivo,
Cogane™ and Myogane™ imprave cognition
in the aged rat and B-amyloid/ibotenic acid
rat model of Alzheimer's disease

The safety, tolerability and pharmacokinetics
of orally administered Cogane™ in patients
with Alzheimer's disease has previously been
assessed In a twelve week study Cogane™ was
generally well tolerated in this patent group
Further work may be undertaken in this area

if addironal resources become available

P61 Programme

The P61 programme was established by
Phytopharm to investigate the known
pharmacologtcal properties of curcunuin and
gingeral A medicinal chemistry programme
has produced a series of synthetic new
chermical entities (*NCEs") with a range

12 Phytepharm ple

of attractive pharmacological properties

As with other compounds in the Phytopharm
portfolio, this senes has its ongins based
around compounds extracted from a plant
source, but 15 now entirely synthetic in nature

The chemucal series contains molecules which
exhibit the following activities

* Anti-inflammatory

* Anti-spasmodic

¢ Anti-remodelling

® TRPV1 modulatory activity

These activittes have potentiai utiity in a
number of inflammatory indrcations including

chronic abstructive pulmonary disease, asthma,

atopic dermatitis, psonasis, gastraintestinal
inflammatory conditions and pain

We are conducting prechnical studies on
this series of compounds with a view to
establishing one or more compounds for
progression into development,

Legacy products

Hoodia programme

The CSIR, one of the leading research and
development, technology and innovation
institutions in Africa, 1s now responsible for the
further development and commercialisation
of Hoodia for the management of cbesity
The CSIRwill collaborate with national and
regional stakehiolders, and has the full support
of the South African San Council for future
developments Phytopharm 1s committed

to suppert this development effort through
the contnbution of supporting inteflectual
property and the transfer of techrical
know-how In return, Phytopharm will receive
a share of future commercialisation income

Phytopica®

Phytopica® 1s a natural, three plant marketed
product for carine skin health that provides

a novel three In one approach to help mamntain
a normal healthy immune systemn, support
normal white cefl function and prowvide
antioxidant benefits Intervet/Schering Plough
Anmmal Health will continue ta market Phytopica®
untif 31 December 2010 Discussions are ongoing
with potential partners regarding the future
coemmeraalisation of Phytopica

Annual Report and Accounts 2010




Financial review

Building shareholder value

The fundraising in December 2009 has provided the resources to progress
the development of our pharmaceutical programmes.

The financtal performance for the year ended
30 September 2010 reflects the Group's
ongoing pharmaceutical development and
residual functional food activities

Cash flow

The Company ended the year with £23 &1 million
of eash and money market investments The
£24 09 million {net of expenses) fundraising
approved by shareholders in December 2009
strengthened our balance sheet sigmificantly
and has provided the resources to progress the
development of our pharmaceutical programmes

The net cash used in operating activities

for the year ended 30 September 2010 was

£4 44 milion, an increase from £3 40 rmulhion

in the prior year, reflecting the Group's
continuing facus on the development of its
lead programme, Cogane™, in Parkinson's
disease The Group's focus remains on building
shareholder value by effective progression

of sts innovative pharmaceutical programmes
We expect our net cash outflow to increase

In 2011 to continue the development of our
pharmaceutical programmes, primartly
Cogane™ in a Phase |l proof of concept and
dose range finding clinecal study We also
intend to maintan our strong links with disease
specific chanties which may result in additional
chantable funding being available
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Income statement

The revenue from continuing operations for
the year of £0 70 million {2009 £0 87 mullon}
was principally generated from aur residual
functional food programmes

Under certain collaboration agreements,
funding was provided for development
activities and certain of our employees

The majonty of these activities are now
completed resulting in revenue for the year
of £0 51 million {2009 £0 57 million)

Sales of Phytopica® continue to be disappointing
and during the year we agreed with intervet/
Schering Plough to terminate our agreement
for the product and we are exploring further
opportunities for the product Revenue from
Intervet{Schering Plough dunng the year
amounted to £0 06 milion Sales of Phytopica®
during the year amounted to £0 01 milkon
(2009 EQ 14 mullion}

We continued to reduce our mventory of raw
materials durnng the year realising revenue
of £6 12 milhon (2009 £ 16 mullion)

Other income during the year represents
funding from the Michael ) Fox Foundation

for prechnical development work on Cogane™
completed dunng the year

BUSINESS OVERVIEW
BUSINESS REVIEW
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Cost of sales for the year amounted to

£0 09 mullion (2009 £0 19 mithen) and
comprised the costs of the inventones sold
during the penod, the costs of the raw
materials and the manufacture of Phytopica®

Research and development costs for the

year amaunted to £4 01 milhlon compared to
£3 91 milfion in the previous year reflecting the
focus on progressing Cogane™ into the next
stage of development following the successful
fundraising during the year

Our admunistrative costs before exceptional
items remamed constant at £1 12 milkon for
the year (2009 £112 millon) Administrative
costs for the year were also £1 12 mitlion

(2009 £138milion) Exceptional costs of

£0 41 million were recogmsed in the year ended
30 September 2009 in respect of former
executive drectors and restructuring costs

Cur overall operating loss before tax was
£4 50 muilion compared to £4 38 milkon
for the previous year

Qur interest receved increased to £0 29 mullion
compared to £0 18 rmillion for the year ended
30 September 2009 due to increased cash
balances following the fundraising activities
during the year
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Financial review continued

“The financial performance for the year ended
30 September 2010 reflects the Group’s ongoing
pharmaceutical development and residual functional
food activities.”

Income statement continued an impairment charge of £0 10 milion was During the year we have completed the sale
The tax credit of £041 miflion {2009 £0 29 millon) recorded to write down to £nil the carrying of all our existing nventory of raw matenals
represents amacunts that are expected to be value of the intangible assets (2009 £010milton)  In addition, we have written off our Inventory
recewed under current legislation on research These assets were fully impaired as a result of work in progress to the value of £0 13 million
and development tax credits The increase for of our strategic focus on specific chemical {2009 £nil) resulting in a carrying vatue of £nil
the year 1s due to increased expenditure on the  €ntities as pharmaceutrcal products {2009 £013 million), due to the disappainting
unfunded development actwities primarily sales of Phytopica® and the termination of our
in relatron to the Cogane™ programme Current assets comprise Inventories, trade agreement with Intervet/Schering Plough
and other recewables, tax recevable, money
Balance sheet market investments and cash and cash Current tax receivable has increased from
Non-current assets representing property, plant  €quivalents which increased from E4 68 milkon  £6 29 milhon at 30 September 2009 to
and equipment and intangible assets decreased at 30 September 2009 to £24 50 million at £0 41 million at 30 September 2010 due \
from £0 20 nlkon at 30 September 2009ta 30 September 2010 to increased expenditure an our qualifying
£0 11 muthon at 30 September 2010 Property, pharmaceutical programmes
plant and equipment amounted to £0 11 million Money market investments together with cash
at 30 September 2010 (2009 £0 10 milion) and cash equivalents at 30 September 2010 Current habiliies decreased to £1 13 million
increased by £19 70 mithon due to the equity at 30 September 2010 (2009 £175 million)
intangible assets represent patent and fundrasing completed dunng the year offset principally due to the recognition as revenue
know-how licences acquired externally that by cash outflows from operating and investing  of previously deferred revenue duning the year
have been recagnised as an asset at cost activiies Money market investments represent
At each balance sheet date we review the fixed-rate, short-term deposits placed with a The increase in ordinary shares and share
carrying amount of our Intangible assets to range of banks at fixed terms with a matunty premium reflects the equity fundraising
deterrmine whether there are any indications date of more than three months Cash and completed in December 2009
that these assets have suffered an imparment ~ ©@sN equivalents are invested for a period
loss Foliowing a review at 31 March 2010, of 90 days or less
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“Outsourcing our operations to specialist
external organisations enables us to
operate with a low headcount and

minimal infrastructure.”

Outlook

In line with cur virtual operational structure,
we continue to outsource the majority of our
operations to specialist external organisations
enabhing us to operate with a low headcount
and mimimal infrastructure This lean
operational structure confers substantial cost
and techmcal benefits as the nature and range
of our activities change as our programmes
progress through the vanious stages of
development Efficiency and cost control
continue to be a key focus

Forward looking statements
Certain information included in these statements
1s forward looking and involves risk and
uncertainties that could cause results to differ
matenally from those expressed or implied

by the forward looking statements

Forward looking statements include, without
lirmitation, projections relating to results of
operations and financial conditions, market
estimates, the Company's plans and objectives
for future operations, Including future revenues,
financial plans and expected expenditures and
dwestments All forward looking statements

Annual Report and Accounts 2010

in this report are based on information known
to the Company on the date of this release
The Company undertakes no obligation to
publicly update or revise any forward looking
statement, whether as a result of new
infarmation, future events or otherwise

It 1s not reasanably possible to itemise all

of the many factors and specific events that
could cause the Company’s ferward looking
statements to be incorrect or that could
otherwise have a maternial adverse effect

on the future cperations or results of

the Company

Phytopharm pic




Board of Directors

Mr Alistair Taylor

Non-Executive Chairman

Mr Taylor 15 formerly Executive Chairman of UK listed Lombard
Medical Technologies plc and has over 46 years’ experience

in the healthcare industry, 11 years in pharmaceuticals and over
35 years in medical devices He was Chief Executive Officer of
Brocampatibles International plc from 1994 to 1998 and duning this
period the Company progressed from a technology-based start up
company, through flotation to a FTSE 250 company Prior to this,
Mr Taylor was Chief Executive Officer of Schnerder Inc, a Swiss
interventional cardiologyjradiology device company and durning
this time the Company's turnover grew to $100 milion Schneider
was subsequently sold by Pfizer Inc , its parent, for over $2 billion
Mr Taylor’s early career included the Chief Accountant role

at Beecham Pharmaceuticals He s also Chairman of

Starbridge Systems Limited and Nightingale-EQS Limited

Mr Tim Sharpington

Chief Executive Officer

Mr Sharpington has nearly 20 years’ experience in the life sciences
sector with various biotechnology and pharmaceutical service
companies In Europe and the USA He has broad experience across
drug development, m-kcensing, mergers and acquisitions as well as
fundraisings In 2002, Mr Sharpington was appointed as Development
Director at Arakis Ltd, a UK based inflammatory and CNS focused
company where he led the development of four projects from concept
to Phase Il, participated in the licensing of its lead product ta Novartis
and also had a pvotal role in the successful sale of Arakis to Soserin
2005 for E307 mullon After leaving Arakis Mr Sharpington founded and
became Chief Executive Officer of Serentis Limited in 2006 where he
led a £15 million venture capital fundraising and the development of
two dermatology products to Phase Il

Mr Roger Hickling{

Research and Development Director

Mr Hickling has a BSc in chemustry from Kings College, University of
London and over 30 years’ expenence in pharmaceutical research and
development This includes management of development portfolios
and projects from prechnical through to Phase IV covening a range of
disease areas |n additton, Mr Hickling has extensive experence in
internationai regulatory affairs, including chinical treals and marketing
apphcations Between 1976 and 1998 Mr Hickling worked at SmuthKline
Beecham where he oversaw both m-house and partnered early stage
neurosaence development projects Mr Hickling held a vanety of
positions at several pharmaceutical companies between 1998 and 2009
including Alizyme Therapeutics plc He was appointed to the Board of
Alizyrne Therapeutics as Research and Development Drrector in 2006
with responsibility for research and development strategy development,
all research and development operations and staff
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Mr Alexander ISSandy) Morrison
Non-Executive Director

Mr Marnson has a BSC {(Hons) in appled chemistry (Strathclyde) and

has over 20 years’ experience 1n general and international management,
global supply chain management and research and development

He was Chief Executive Officer of Lipton Ltd the global tea sourcing
organisation for Unilever with operations in six countnies from, 2000 to
2006 Dunng Mr Morrison's period as CEQ, substantial operational and
finanaal improvements were made to the Unilever global tea supply
chain and he also played a significant part in addressing 1ssues in the
international tea trade In the immediate years prior to 2000, Mr Morrison
had semor international food and beverage roles for Unilever outside
the UK, in the supply chain and i research and development, both

at the Rotterdam head office and in the Unilever food and beverage
subsidiary 0 Australia

Dr Peter Blower

Non-Executive Director

Dr Blower has over 40 years' expenence in medicinal research and
development with a strong background In the field of neuroscience
He joined Beecham Research Laboratanes in 1969 and rose to the
position of Director of New Neuroscience products at SmithKline
Beecham in 1996 before leaving in 2000 to form his own consultancy
company He has been elected to Fellowship of the Royal Society of
Medicine and the Institute of Biology and has authored over seventy
scientrfic publications He has a M1 Biol from the Institute of Biology
{1972}, a PhD in pharmacology from the University of Aston (1977)
and a DSc from the University of £ast London (1997}
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Directors’ report
for the year ended 30 September 2010

The Directors of Phytopharm ple (*Phytopharm”) (registered in England and Wales 03131723) present their report together with the financial
statements and auditors’ report for the year ended 30 September 2010

The Corporate Governance Staternent {on pages 28 to 33) forms part of the Directors’ Report

Principal activities
Phytopharm s a development stage pharmaceutical company developing novel treatments targeting diseases with high levels of unmet need

Review of the business and future developments

The Group I1s required to set out in thes Directors’ Report a far review of the business of the Group and a description of the pnincipal nsks and
uncertainties facing the Group (known as a “Business Review") The Business Review 1s required ta set out a balanced and comprehensive analysis
of the development and performance of the Group's business during the year ended 30 September 2010 and of the position of the Group at the
end of that financial year The information that fulfils the requirements of the Business Rewvrew, in addrtion to that set out below, can be found on
pages 8to 12

The Directors are satisfied with the progress made acrass the product portfolio and with the year end position

Key performance indicators

The principa! key perfermance indicators (“KPI's™) of the Group are the progress of the Croup’s development programmes through prechinical and
clinical development, n particular its lead programme Cogane™, whilst tightly controlling its cost base While these KPI's demonstrate relevant
factors by reference to which the development, perférmance and position of the Group can be measured effectvely, it 1s the nature of Phytopharm’s
business and the biopharmaceutical industry in general, that these KPI's are not readily or meaningfully comparable on 2 year-on-year basis

Principal risks and uncertainties
The nature of pharmaceutical development 1s such that there are significant inherent risks due to the long and complex development process

Below are those principal nsks and uncertainties that the Board considers could have a matenal impact on the Group’s operational results, financial
condition and prospects These nisks are not in any particular order of prionty and there may be other risks that are either currently unknown or
not considered matenal which could have a ssimilar impact on the Group's business in the future

The Beard reviews each area of the business at least annually to identify matenal nisks and the controls in place to manage these risks This comprehensive
review Is undertaken as part of the review of internal controls as set out on page 32

Industry risk

In common with other research and development stage businesses, Phytopharm’s business risks relate principally to the success of its development
programmes and to the need to fund its operations through these The progress of the development programmes therefore represents the best
indicatar of the Group's performance and a full review of the programmes 15 given in the Business Review on pages 8 to 12

Financial nisk

The Group expects to continue to make losses until it 15 able to increase its revenues sufficiently Additional funds such as chantable income,
collaboration deals andfor further financing may be required to allow further scope for product development The avalability and timing of such
additional external funds represent a material uncertamty, although the Group currently has sufficient funds to finance its operational activities for
at teast the next twelve months

Chinical and regulatory rnisk

Successful commercialisation of the Group's praducts is likely to depend on successful progress through chnical studies and registration
Development of product candidates mvolves a lengthy and complex process, and products may not meet the necessary requirements mn terms
of toxicity, efficacy or safety, or the relevant regulators may not agree with the results of the Group's research and may require further testing
or withhold approval altogether
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Directors’ report continued
for the year ended 30 September 2010

Principal risks and uncertainties continued

Competition nsk

The Group's success depends on acceptance of the Group's products by the markets, including physicians and third party payers, and cansequently
the Group's progress may be adversely affected if it 1s unable to achieve market acceptance of its products Factors which may affect the rate and
level of market acceptance of any of the Group’s products include the existence or entry on to the market of superior competing products or
therapies and the price of the Group's products compared to competing products

Intellectual property risk

The Group's success depends in part on 1ts ability to ebtain and maintain protection for its intellectual and proprietary information, so that it can
stop others from making, using or selling its Inventtons or proprietary nghts The Group's patent applications may not be granted and 1ts existing
patent nghts may be successfully challenged and revoked

Counterparty nsk
The Group relies on third party crgamisations to canduct its clinical tnials and to manufacture its products 1f the relationship with, or performance
of, any of these partners s adversely affected, the Group's results or operations may be adversely impacted

The Group also denves revenue or financial support from its collaborators and expects to derive additional support from partnering with certain
charitable organisations If these relationships are adversely atfected, or if the products involved fail to continue to make satisfactory progress
the Group's results or operations may be adversely impacted

Past balance sheet events
See note 26

Results and dividends

The Group's results for the year ended 30 September 2010 are presented on page 37 The Croup's net loss after taxation was £3,801 514
{2009 £3,910,688} The Group is not yet in 3 position to pay a dvidend and the loss for the year has been added to the accumulated losses
In reserves

Research and development activities
The Croup continues to develop pharmaceutical products, as described in the Business Review

Directors
The Directors of the Company, all of whom have been Directors for the whole of the year and up to the date of signing the financial statements,
except as noted below, are as follows

Executive Directors
Mr T Sharpington - Chief Executive Officer {zppointed 6 July 2010}
Mr R | Hickling ~ Research and Development Director {(appointed 15 January 2010}

Non-Executive Directors

Mr A H Taylor — Non-Executive Chairman

Mr A D Mornson — Acting Chief Executive Officer from 14 November 2008 until 6 July 2070
Dr P R Blower — Senior Independent Director

Biographical details of the Directors are shown on page 16

There were no contracts of sigrificance with the Company or any of its subsidiaries existing durning or at the end of the financial year in which
a Director of the Company was materially interested

The interests of Durectors i the shares and share options of the Company at 30 September 2010 are disclosed tn the Remuneration Report of the
Board of Directors on pages 23 to 28
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Directors continued

Re-election

At the 2011 Annual General Meeting {“AGM"}, in accordance with the Company's Articles of Assocration and the provisions of the UK Corporate
Covernance Code, Mr A H Taylor and Mr A D Morrison will retire Being ehigible, and with the Board's recommendation, they will offer themselves
for re-election Mr T Sharpington, being appointed to the Board during the year will offer umself for re-election

Mr A H Taylor, Dr PR Blower and Mr A D Marrison, as Non-Executive Directors, have letters of appointment which prowvides for three months’ notice
from either party

The service contracts of the Executive Directors and the letters of appointment for the Non-Executive Directors’ are avallable for inspection at the
registered office of the Company and will be available at the 2011 AGM as specified in the notice of meeting

In accordance with Section 992 of the Companies Act 2006, the Directors disclose that the rules regarding the appomntment and replacement

of Directors are contained in the Company’s Articles of Associabion, which may be amended with shareholder approval in accordance with relevant
legislation The powers of the Directors are contained in the Company's Articles of Association The Articles give the Directors powers, subject to
relevant legislation, to authonse the 1ssue and buy back of the Company s shares by the Company, subject to authonty being given to the Directors
by sharehaolders in general meeting No authonity to buy back the Company’s Ordinary Shares has been sought

Directors’ interests

Details of the Duectors’ interests n the ordinary share captal of the Company, as required to be disclosed in accordance with the Disclosure and
Transparency Rules, are given in the Remuneration Report Duning the financial year under review, as part of the Placing and Open offer approved
by shareholders in December 2009, the Directors took up the following ordinary shares under their entitlernent as follows

Mr A H Taylor 150,000 ordinary shares
Mr A D Mornson 150,000 ordinary shares
Dr P R Blower 75,000 ordinary shares

There were no other changes in the Directors’ sharehaldings between 30 September 2010 and the date of this report

Directors’ and officers’ liabibty insurance
The Group has in place for the whole of the year, and at the date of sigrung the financial statements, qualifying third party indemnity insurance
for all Directors and officers

Structure of the Company’s capital

The Company's share capital traded on the London Stock Exchange compnises a single class of ardinary shares of one pence each, each carrying
one voting nght and all ranking equally with each other At 30 Septemnber 2010, 346,677,433 shares were allotted and fully paid See note 24
for details of movements in the Company's share capital during the year

Details of employee share option schemes are set out in note 25 to the financial statements Participants n employee share option schemes have
no votng or other rights in respect of the shares subject to ther awards until the options are exercised, at which time the shares rank par passu
in all respects with shares already in 1ssue

There are no restricticns on the transfer of secunities in the Group

Authority to 1ssue shares

Each year at the AGM, the Directors seek authority to allot shares The authority, when granted, lasts until 30 March 2071 or until the conclusion of
the next AGM f sooner At the Tast AGM held on 30 March 2010, shareholders authonsed the Directors to allot refevant securities up to an aggregate
nomunal value of £1,155,591 44 representing one-third of the 1ssued share capitat and to further allot equity securnties up to a nominal value of
£346,67743 (being 10 per cent of the 1ssued share capital) At the 2011 ACM simifar authorities will be sought from shareholders
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Directors’ report continued
for the year ended 30 September 2010
Substantial shareholdings

At 21 December 2010 the Directors are aware of the following holdings representing 3%, or more of the voting rights of the 1ssued share capital
of the Company in accordance with the Disclosure and Transparency Rules of the Financial Services Authonty (“FSAT)

Name of shareholder having a matenal interest % holding
Invesco Perpetual Group 56 40
Gartmore Investment Limited ]

The shares held by Invesco Perpetual Group (“Invesco™} are held in Invesco's capacity as an mstitutional investor and an investment channel for
others and not on their own behalf A significant number of the shares are held by open ended investment companies together with other shares
held in investment portfolios managed by Invesco as nomuneefbare trustee

©n 3 December 2009, Invesco and the Company entered into a relationship agreement under which Invesco has undertaken to ensure that whilst
it holds an interest in the shares of the Company in excess of 30 per cent 1t will exercise its voting nights mnsofar that it 1s able to do so that

{3) The Company s capable of carrying on its business independently of Invesco,
(b} All transactions, agreements and arrangements with any member of the Group and Invesco are conducted on an arm's length basis, and
{&) Any dealing or dispute between Invesco and any member of the Group 1s dealt with by a committee compnising only of independent Directors

Purchase of own shares

Purchases in shares of Phytopharm plc relate to the Phytopharm Share Incentive Plan whereby the Company issued one “Matching Share” for
every one “Partnership Share” purchased by the employee All shares are held by the scheme Trustees untit the shares vest unconditionally with
the employee

During the year ended 30 Septermnber 2010, the Group purchased 39,296 ordinary shares of cne pence (2009 52,330} at a total cost of £3,885
{2009 £3,367)

Significant agreements

The Group 18 not party to any significant agreement which would take effect, alter or terminate upon a change of control of the Company

The Group has icences granted to it from Shanghai Jiao Tong University {formerly Shanghai Second Medical University} and the Beying Institute
of Radiation Medicine In addition, the Group has entered into a cooperation agreement with the CSIR in South Africa

Payment of creditors
The Company does not follow a specific payment code but has a policy to pay its suppliers in accordance with the specific terms agreed with each
supplier The number of days’ purchases outstanding at 30 September 2010 far the Company was 44 days {2009 25 days)

Charitable and political donations
The Group made no chanitable donations during the year (2008 £nil) and no political donations durning the year (2009 £nil}

Corporate social responsibility

The Board recogruses the importance of social, ethical and environmental matters and it endeavours to take into account the interests of the
Croup's stakeholders, including its investors, employees and suppliers, when operating the business
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Corporate social responsibility continued

Social

The Group places considerable value on attracting and retaining its employees and seeks to keep them mformed on the Group’s business strategy
and objectives to assist them in working towards these goals This s achieved through formal and informat meetings where employees have the
opportunity to ask questions as well as receve Information

Employee trasning and development requirements are assessed as part of the performance appraisal process Additional training 1s undertaken
as required to provide staff with continuous professional development

The Group 1s committed to health and safety and has well developed health and safety policies and procedures to safeguard all of its employees,
partners, contractors and visitors The Board 1s aware of its legal and moral obligations for health and safety at work and 1s committed to
preventing accidents and mimimising occupational 1l health

The Group cperates an equal opportunities policy Full consideration is given to all job applicants, irrespective of gender age, marital status, disability,
sexuaf orientation, race, colour, religion, poltical belief, ethnic or national ongin or any other condrtions not relevant to the performance of the
role who can demonstrate that they have the necessary skills and abiities

The Board of Directors 1s commutted to continuing communicaticn and involvement with afl the Group's employees

Ethrcal

The Group operates within a strict regulatory environment in the pharmaceutical industry and conducts its clinical development actvities in
accordance with internationally recognised regulatory and quality standards A code of business conduct and ethics 1s in place to promote farr,
honest and ethical conduct by all employees in their relationships with stakeholders

The Group endeavours to appont employees with appropnate skills, experience and knowledge for the roles they undertake The Group has a '
range of polices which are aimed at retaining and incentivising key staff Employees have clear objectives based on the Group's business objectives

Enviranment
The Group recognises that protecting the erviranment 1s a pnmary corporate responsibility and that environmental matters are not just the
responsibiity of the Board of Directors, but also an area sn which each employee, sub-contractor and supplier has a contnbution to make

The Group therefore encourages all employees, partners and contractors to operate in an environmentally responsible manner Where apprapriate
these requirernents have been incorporated into the Group's standard operating procedures and the environmental performance of contractors 1s
reviewed as part of the audit process Itis the Group's policy to undertake reasonable measures to assess the environmental impact of its operations,
processes and products Waste is minimised with paper and packaging recycled and confidential waste 1s shredded and recycled Where possible
other matenals, including glass and plastics, are recycfed The Group aims to continuously iImprave environmental performance and compliance
within these areas

Finanaial risk management
The Group’s palicies in refation to financial risk management in respect of financial instruments are detailed in note 22 to the financiat statements

Annual General Meeting
The notice corwvening and giving details of the 2011 AGM of the Company will be mailed to shareholders

Corporate governance

The Company’s statement on corporate governance can be found in the Corporate Governance Report on pages 29 to 33 of these financial
statements The Corporate Governance Report forms part of this Directors’ Report and is incorporated into 1t by cross-reference
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Directors’ report continued
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Audit information
In the case of each of the persons who are Directors of the Company at the date when this report 15 approved

+ 5o far as each of the Directors 15 aware, there 1s no relevant audit information (as defined in the Companies Act 2006} of whtch the Company’s
auditors are unaware, and

+ each of the Directors has taken all steps that he ought to have taken as a Director to make himself aware of any relevant audit information and
to establish that the Company's auditors are aware of that information

This confirmation 1s given and should be interpreted in accordance with the prowisions of section 418 of the Companies Act 2006

GCoing concern
As at 30 September 2010, the Group had cash resources {being cash and cash equivalents and maoney market investments} of £23,608,171

After making enquiries and taking into account of management’s estimate of future expenditure the Cirectors have a reasonable expectation that
the Group will have adequate financial resources to continue In operation for the foreseeable future

Independent auditors
A resolution to reappoint PricewaterhouseCagpers LLP as auditors tg the Company will be proposed at the next AGM

Mr T Sharpington /
Chief Executive Officer
21 December 2010
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Remuneration report

This report comphes with the UK Corporate Governance Code (formerly ‘Combined Code (2008)") and sets out the Group's remuneration policy
and detals of Directors’ remuneration A resclution to approve this report will be proposed to shareholders at the AGM in 2011

The regulations require the auditors to report to the Company’s members on certain parts of the Directors’ Remuneration Report and to state
whether in their opinion those parts of the report have been properly prepared in accordance with the Companies Act (3s amended by the
Regulations} The report has therefore been dwvided into separate sections for audited and unaudited information

Unaudited information

Remuneration Committee

The Remuneration Committee (“the Commuittee”} s comprised exclusively of independent Non-Executive Directors The Directors who have
served on the Remuneration Committee during the year are as follows

Dr P R Blower {Charman}
Mr A H Taylor

Mr A D Morrison temporanly stepped down as a member of the Remuneration Committee on 14 November 2008 whilst Acting Chef Executive
Officer and returned to serve as a member of the Remuneration Committee with effect from & July 2010

The Remuneration Committee decides the remuneration policy that applies to Executive Directors and all of the Group’s employees including
other senior management This comprises the setting of salanes for the Executive Directors, the setting of salary scales for other employees,
approving the farmat and range of all performance related arrangements {both annual and long term equity ncentive arrangements) and
determining the extent to which the elements of vanable pay vest In determining remuneration, consideration will be given to reward levels
throughout the organisation as well as in the external employment market The Remuneration Committee aims to reward all employees fairly
based on therr role, thew performance and salary levels in the wider market

The Executive Directors are swited to atiend the Remuneration Committee meetings to make recommendations on compensation levels for employees
Duning the year ended 30 September 2010, the Remuneration Committee met four times and there was full attendance at each meeting
Remuneration of Non-Executive Directors

The Non-Executive Directors each recewve a fee for their services, which is agreed by the Board following recommendation by the Committee

m respect of the Chairman and by the Chairman in respect of the other Non-Executive Directors with the assistance of independent information
regarding the level of fees within the sector, where necessary, concermng comparable organisations and appeointments

Neither the Chairman nor the other Non-Executive Directors receve any pension or other benefits from the Group

Remuneration policy for Executive Directors
The Group’s remuneration policy for Executive Directors is to

+ haveregard to the Directors’ experience and the nature and complexity of their work, and regard to Directors’ remuneration in comparable
companies, In order to pay a competitwe salary, mcluding a performance refated cash bonus that attracts and retans management of the
highest quality,

* Iink indvidual remuneration packages to the Group’s long-term performance through the award of share options via the Phytopharm Share
Optien Plan 2007 and the Phytopharm Long Term Incentive Plan 2007, and

= provide post retirement benefits through the Group's pension schemes

Consistent with the above policy, compensation awarded to Executive Directors comprises four main performance and non-performance related elements
* basic salary and bonuses,

*  benefits,

* share options and performance share awards {awarded by reference to annual performance), and

* pension arrangements
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Remuneration report continued

Unaudited information continued

Remuneration policy for Executive Directors continued

During the year under review Mr A D Mornson centinued as Acting Chief Executive Officer until 6 July 2070 and his remuneration during this period
compnsed a basic salary payable according to the number of days he had been acting in his capacity as Acting Chief Executive Officer

Basic salary
The Committee sets the annual salaries for Executive Directors, having regard to personal performance and responsibilities of each Director and
their expected future contributian

Performance related bonuses
The Group may make bonus payments depending upan the overall performance of the Company

Incentive schemes

The Group operates incentive schemes to assist in attracting and retaining hegh calibre employees and to focus the performance of key
management on creating long-term shareholder value The awards to individuals are inked to the performance targets of the Group and the
indwidual The Group’s targets and those for Executive Directors are approved by the Board

Share option schermes

The total number of unissued Ordinary Shares in the capital of the Company which may be placed under option on any day under the Phytopharm
share option schemes may not exceed, when added to the aggregate number of shares that have been or may be issued pursuant to nghts granted
for the past ten years, 10 per cent of the 1ssued ordinary share capital of the Company immediately prior to that day

Share options are granted under the Phytopharm Share Option Plan 2007 and the Phytopharm Save As You Earn Plan 2007, which are open to all
employees The Phytopharm Share Option Plan 2007 complies with the tax favoured Enterprise Management Incentive Legislation Where possible
the Company will grant tax advantaged aptions The Remuneration Committee determines the fevel of awards To provide maximum flexibility, the
Committee has discretion to make awards up to an annual 400% of salary individual hmit although the Commuttee would only envisage making an
award at such a level in very exceptional crcumstances Performance share awards will normally vest three years after the date of grant subject to
continued employment and the extent to which a performance target has been satisfied

The vesting of a share option under the above schemes will depend on total sharehalder return (*TSR") performance conditions being met
The Company's TSR will be compared to that of the companies making up the FTSE SmallCap index at or within three months of the vesting date
No option or award can be exercised for below median performance

The Committee considers TSR to be the most approprate method of measuring parformance at this stage of the Group's development where
Income streams have not stabilised and the Group has not yet made a profit The Committee seeks independent venfication of the TSR conditions
before confirming that a share option has vested

The Phytopharm Save As You Earn Plan 2007 15 an HMRC approved scheme and the first offer was made to employees and Executive Directors on
13 August 2007 and vests on 30 September 2010 Details of the Executive Directors’ interests in this plan are specified in the tabte on page 28

During 2010, shareholders approved the 2010 Directors’ Reward Plan to enable the Group to recognise the input of the Non-Executive Directors
to the success of the Group In the previcus twelve months Options granted under the plan will vest at the end of three years and no perfermance
conditions will apply As a condition of exercise, Directors wilt be required to enter into an agreement under which they agree not to dispose of
any shares acquired on exercise for a penod of at least one year from the date of exercise

Long-term Incentives

The Group operates the Phytopharm Long Term Incentwve Plan 2007 under which performance share awards can be made to selected senior
managers of the Group and its subsidiaries The Commuttee determines the level of awards to provide maximum flexibility The Committee has
discretion to make awards up to an annual 400% of salary individual imit although the Cemmittee woutd only envisage making an award at such
2 level In very exceptional arcumstances Performance share awards will normally vest three years after the date of grant subject to continued
employment and the extent to which a performance target has been satisfied

The Comrmuttee’s policy is that the same TSR performance condition as described above for share options will apply to the vesting of performance
share awards This is for the same reasons as given above The relevant distinction 1s that the grant of share options depends on annual performance
whereas It 15 envisaged that performance share awards will be granted each period in order to ensure that there 15 a continual and material long
term incentive element to the Executive Directors’ remuneration packages

24 Phytopharm ple Annual Report and Accounts 2010




BUSINESS OVERVIEW
BUSINESS REVIEW
CORPORATE GOVERNANCE
FINANCIAL STATEMENTS

Unaudited information continued

Remuneration policy for Executive Directors continued

Share purchase scheme

The Group also operates an HMRC approved Share Incentive Plan which 1s open to all employees who may purchase Partnership shares up to the
value of E125 each month and are awarded one Matching Share for each Partnership Share purchased The shares are held in trust for a minimum
of three years and are not subject to performance cntena Detaiks of the Executive Directors’ interests in this plan are speaofied in the table on page 28

Pensions
The Executive Directors have money purchase pension schemes to which the Group contributed 12 5% of basic satary

Fees retained for non-executive directorships in other cornparies

The Committee recognises that Executive Directors may be invited to take up non-executive directorships and that these can broaden the
expenience and knowledge of the Director, from which the Group would benefit Accordingly, subject to Board approval, they may accept
non-executive appomtments, as long as they are not bkely to lead to a conflict of interest They are also allowed to retain any fees paid under such
appaintments Mr T Sharpington serves as a non-executive directer of Chinical Farce Limited for which he does not receve a fee

Performance graph

The fellowrng shows the Company's performance, measured by TSR compared with the performance of the FTSE SmallCap Index also measured
by TSR TSR looks at the value at 30 September 2010 of £100 invested in the Company on 1 September 2005 compared with the value of £100
invested in the FTSE SmallCap Index aver the same peniod This index has been selected for this comparison because, in the opinion of the
Directors, It 1s the most appropriate index against which the total shareholder returit of the Company should be measured

TJotal Shareholder Return
Source Thomson Reuters
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The graph looks at the value, by 30 September 2010, of £100 invested in Phytepharm on 31 August 2005 compared with the value of £100 invested
in the FTSE SmallCap Index The other points plotted are the values at intervening financial year ends

Executive Directors’ contracts
It 1s the Group's policy that Executive Directors have contracts with an indefinite term but which prowvide for a maximum peniod of six months’ notice
to be served by the Company or by the Director

The appaintment of Mr A D Mornson as Acting Chief Executve Officer was made on 14 November 2008 This appaintment was made on a consultancy

basis and provides for a maximum of one month's notice to be served by the Company or by Mr A D Marnisan Following the appomntment of the
Chief Executive Officer Mr A D Mornison has returned to his position as Non-Executive Director
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Remuneration report continued

Unaudtted information continued

Non-Executive Directors' letters of appomntment

The terms of serwvice for Non-Executive Directors are speafied in letters of appointment Currently appointments are for a peried of twelve
manths, which may be renewed, and are summansed in the table below

Date of Notrce

appontment penod

Mr A H Taylor 1 uly 2010 3 months
Mr A D Mornison 1 june 2010 3 months
Dr P R Blower 31 luly 2010 3 months

In addition, ane third of all Directors are required under the Articles of Association to resign and offer themselves for re-election at each annual
general meeting

Directors” interests in shares
The interests of the Directors in the shares of the Company at 30 September 2010 and 30 September 2009, or at the date of appamntment (f later, were

Ordinary shares of 1 pence

2010 2009
Mr T Sharprngton - —
Mr R1Hickling - —
Mr A H Taylor 320,043 180,043
Mr A D Morrison 246,544 96,544
Or PR Blower 193,682 118,682

All Drrectors’ interests are benefically held

Apart from the interests disclosed above, no Directors had any interest in the year in the share capital of the Company or other Group compannies
There have been no changes in the Directors’ interests in the share capital of the Group since the year end
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Audited information
Directors’ detaled emoluments and compensation
Details of ndwidual Directors’ emoluments for the year are as follows

2010 2009
Performance Monetary Total Total
Salary related value excluding Pension excluding Persion
and fees bonus  of benefits pensions contributicns pensions  contnbutions
E 3 £ £ £ £ £
Executive
Mr T Sharpington {1} 43266 - - 43,266 5,089 - —
Mr R | Hickling {w) 81,846 - — 81,846 7,408 - -
Mr A D Mornson () 116,000 10,000 2,01 128,031 - 103,896 —
Or D D Rees (v) - - - - - 25,081 3,669
Mr P ) Morgan [v) — — — - — 18,164 2,703
241,112 10,000 2,031 253143 12,497 147141 6,372
Non-Executive
Mr A H Taylor 38,906 - — 38,906 - 37500 -
Mr A D Marrison 28,531 - - 2853 - 27,748 -
Dr P R Blower 28,531 - 494 29,025 - 28,107 -
95,968 - 494 96,462 — 93,355 -
Total 337,080 10,000 2,525 349,605 12,497 240,456 6,372
{1} From & July 2010
{n) From 15 January 2010
{n) Tos luly 2010

{v} From 1 QOctaber 2008 to 12 November 2008
{v} From 1 October 2008 to 12 November 2008
No Directors waved emoluments in the financial year ended 30 September 2010 (2009 Emil)

There were no gans made by individual Directors from the exercise of share options for the year ended 30 Septemmber 2010 (2009 End)

Detalls of the individual Directors’ emoluments for the year ended 30 September 2009 have been adjusted by £33,000 to reflect the
Remuneration Committee's decision not to award any bonus payments in respect of the year ended 30 September 2008

On 12 November 2008 the Company received notices of resignation as Directors of the Company with immediate effect and their subsequent
termination of employment from Dr D [} Rees and Mr P | Morgan Subsequently Or D D Rees and Mr P } Morgan were awarded payments in respect
of their contractual notice penods and certain post termination payments The cost to the Group for Dr D D Rees was £135,985 and Mr P ) Morgan
was £169,613 Neither of these amounts are included in the table presented above

The Executwve Directors may receve certain benefits in kind The benefits prowided to Dr D D Rees were the provision of a fully expensed company

car, ife insurance and private medical insurance The benefits provided to Mr P 1 Morgan were the provision of a car allowance and life assurance
The benefit provided to Mr A D Morrison is the reimbursement of travet costs from home to work
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Remuneration report continued

Audited information continued
Directors’ interest in share options

Details of options over shares of the Company held by Directors, all of which have been granted at no cost to the Directors, are set aut below

Nurmnber of aptions
At Cranted At Gate from

1 October dunng 30 September Exercse whuch Expiry

2009 the year 2010 Note* prce exerisable date

Mr T Sharpington — 3466771 3466,774 1 £0 0763 20 July 2013 20 luly 2020
— 3466774 3,466,774

Mr R | Hickling - 1,733,387 1,733,387 1 £0 Q763 20 iuly 2013 20 July 2020
-~ 1,733,387 1,733,387

Mr A H Taylor - 350,000 350,000 £0 1125 30 March 2013 30 March 2018

Mr A D Monson — 256667 256,667 £0 1125 30 March 2013 30 March 2018

Cr P R Blower - 256,667 256,667 E£0 1125 30 March 2013 30 March 2018
Total — 6063495 6,063,495

Directors’ interests in fong term incentive plans

There are no awards In 1ssue under the long term incentive plan

Further details of the terms of the share option schemes are contained in note 25 to the financial statements under the note reference in the above table

The market price of the Company’s shares at the end of the financial year was 8 43 pence (2009 5 13 pence) and the range of market prices
during the year was between 26 75 pence and 5 pence

Approval

This report was approved by the Board of Directors and signed on its behalf by

Dr P R Blower
Charrman of the Remuneration Committee
21 December 2010
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Corporate governance

The UK Corporate Governance Code
The Directors are accountable to shareholders for the good corporate governance of the Group and seek to uphold and report on compliance
with current best practice in corporate governance

See page 34 for the Statement of Directors’ Responsibilities in respect of the Annual Report, the Directors' Remuneration Report and the
financial statements

Compliance statement

The Directors are sabisfied that, unless disclosed otherwise within this report, the Group has complied throughout the year with the best practice
provisions set out in section 1 of the UK Corporate Governance Code in effect for the financial year to 30 September 2010 This report together
with the Remuneration Report sets out the manner in which the Group has applied the main principles contained n the UK Corporate Governance
Code A copy of the UK Corporate Governance Code is available at the FRC's website www frc org

The principles set out in the UK Corporate Governance Code cover four areas the Board, Directors’ remuneration, accountability and audit
and relatrons with shareholders With the exception of Directors’ remuneration {whrch is dealt with separately in the Remuneration Report) the
following section sets out how the Board has apphed such principles

Board
The Board 1s chaired by Mr A H Taylor and met for regular business seven times dunng the year under review All meetings were attended by
all the Directors appomnted at the time of the meeting In addition, further meetings are held when crcumstances and urgent business dictate

The Board has agreed a schedule of items that are specifically reserved for its consideration, which is reviewed on an annual basis This schedute
includes business strategy, financing arrangements, matenal acguisitions and dwestments, approval of budgets, major capital expenditure projects,
risk management, treasury palicies, and establishing and monitoning internat controls The Board is responsible for the overall direction and strategy
of the Group and for securing the optmum performance from Group assets At each meeting, the Board reviews strategy and progress of the
Group towards its objectives, particularly in respect of research and development projects, and monitors financial progress against budget

The Group’s policy is that the Board of Directors would normally consist of two Executive and three independent Non-Executive Directors

Dr P R Blower 15 the Seruor Non-Executive Drector At the 2010 AGM shareholders approved the 2010 Directors' Reward Plan toegether with the
grant of share options to Mr A H Taylor, Mr A D Mornison and Dr P R Blawer The grant of options to the Non-Executive Directors of the Company
reflected their input to the success of the Company during 2009 and the Board considers that due to the one off nature of the option grant
together with no performance conditions being attached to the options, there 15 no impact on the independence of the Non-Executive Directors
The value of the options granted was equal ta therr 2010 annual Director's fee

Biographies of the Directors are set out on page 16 Detaiks of the Directors’ shareholdings are shown on page 26

All Directors are required to retire and subrit themselves for re-election at the first AGM after appaintment and, thereafter, at least every three
years Subject to ther re-election and Companies Act prowvisions, the Non-Executive Directors are appointed for specified terms See page 26

There 15 clear separation of the roles of Charman and Chief Executive Officer on terms which have been agreed and set out in wrting by the
Board and which are reviewed on an annual basis The Chairman is responsible for overseeing the running of the Board, encouraging all Directors
to participate fully in discussions with the aim of reaching a consensus and ensuring that the Non-Executive Directors are properly briefed on
matters The Chief Executive Officer has responsibility for implementing the Board's strategy and managing day to day business activities of the
Group with the Executwve Directors and senior managers The Company Secretary, through the Chairman, is responsible for advising the Board
on all governance matters

The Board has agreed procedures te allow individual Directors to seek independent professional advice at the Company's expense for the
furtherance of their duties and all Directors have access to the services of the Company Secretary The Company Secretary is accountable to the
Board through the Chairman on governance matters Itis the responsibiity of the Company Secretary to ensure that Board procedures are followed
and all rules and regulations are complied with Newly appointed Directors receive a comprehensive, formal and tallored introduction to the Group's
business as well as information en their responsibiities and roles as a Director of the Company
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Corporate governance continued

Board performance and appraisal

The Board 1s mindful of the requirement to undertake annual evaluation of its performance and that of its committees and ndmvidual Directors
All Directors have conducted a self assessment of the performance of the Board duning the year by reference to an evaluation checkhst provided
by the Group’s external auditors The results were compiled and analysed by the Company Secretary Areas for improvement identified by the
assessment will be addressed accordingly

Board Committees
In accordance with best practice, the Company has established Audit, Remuneration and Nominations Committees with written terms of reference
for each that deal with their authorities and duties The full terms of reference of all the Committees have been published on the Company’s website

Audit Committee

The Audit Committee comprises the independent Non-Executive Directors, Dr P R Blower and Mr A H Taylor, who the Board considers has

recent and relevant financial expenience and 1s chaired by Dr P R Blower The Audit Committee met two times during the year under review,

with the Group's external auditors and Executive Directors attending where appropniate All meetings were fully attended Duning the year ended
30 September 2009, Mr A D Morrison temporarly stepped down as a member of the Audit Committee whilst fulfiling the role of Acting Chief
Executive Officer until 6 July 2010 Mr A D Morrison has now returned to his role as a Non-Executive Directar and it 1s intended that he will revert
to a member of the Audit Committee following the publication of the 2010 Annual Report

During the year, the Audit Committee did not consist of at least two independent Non-Exegutive Directors other than the Non-Executive Chairman
as required under Section C 3 1 of the UK Corporate Governance Code

The Audit Committee assists the Board in ensuring that the Group's published financial statements give a true and fair view and in secuning relable
internal financial information for decision making The Audit Committee reviews the findings of the external auditors and reviews key accounting
pohces and judgements The Audit Commuttee is also respansible far monitoring the effectiveness of the external audit process and the independence of
the external auditors, recommending audit fee proposals to the Board and considering the scale and nature of non-audit work Non-audit services
provided by the external auditors are discussed to ensure the Audit Commuittee 15 satisfied regarding the objectivity and independence of the
external audit, mcluding any relevant safeguards Any matenal non-audit fees are approved by the Audit Committee before being committed

The Audit Committee assesses annually the qualification, expertise and resources, and independence of the external auditors and the
effectiveness of the audit process The assessment covers all aspects of the audit service provided by the audit firm

The Audit Committee reviews the Group’s Protected Disclosure {*“Whistleblowing®) policy and procedure on an annual basis to ensure that
adequate arrangements are in place by which members of staff may, in confidence, raise concerns about possible improprieties in matters of
financial reporting or other areas The Audit Committee considers that appropnate arrangements are n place for the proportionate and
independent investigation of such matters and for appropriate follow up action

The Audit Commuttee conducted a seff-assessment of its performance during the year by reference to an evalvation checkhist provided by the
Group’s external auditors The results were compiled and analysed by the Company Secretary Areas for improverment identified by the assessment
will be addressed accordingly

The terms of reference of the Audit Committee include the following responsibilities

* to monitor the integnity of the Group's financial statements,

+ toreview annually the need for an internal audit function,

= toreview the effectiveness of the Group's internal control and risk management systems, and

» to consider and make recommendations to the Board regarding the appointment of the Group's external auditors

Remuneration Committee

The Remuneration Committee compnses the independent Non-Executive Directors Dr P R Blower and Mr A H Taylor and 1s chared by Dr P R Blower
The Remuneration Commuttee met four imes dunng the year under review All meetings were attended by all members During the year ended
30 September 2009, Mr A D Morrison temporarnily stepped down as a member of the Remuneration Committee whilst fulfiling the role of Acting

Chief Executive Officer until 6 July 2010 Mr A D Morrison has now returned to his role as a Non-Executive Director and member of the
Remuneration Committee
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Board Committees continued

Remuneration Committee contnued

The Remuneration Commuttee 15 responsible for making recommendations to the Board on remuneration policy for all members of staff and
Executive Directors The policy recommendations include setting salary scales, and approving the format and range of incentive payments and
share option grants to all staff Remuneration of Non-Executive Directors 1s under the control of the Chairman and the executive members of
the Board

The Remuneration Committee conducted a self-assessment of its performance dunng the year by reference to an evaluation checklist provided by
the Group’s external auditors The results were compiled and analysed by the Company Secretary Areas for improvement identified by the assessment
will be addressed accordingly

The terms of reference of the Remuneration Committee include the following responsibilities

« to determine and agree with the Board the framework and policy for the remuneration of the Executive Directors and other members of the
Executive Team,

« todetermine targets for any performance related pay scheme,

+ Lo approve overall remuneratton structure, and

+  toreview employee benefit structures

The Remuneration Report, which includes details of the Group's remuneration policy, 1s set out on pages 23 to 28

Nomination Commuttee

The Nomination Committee comprises Dr P R Blower and Mr A H Tayler and 1s chared by Dr P R Blower The Nomination Committee met twice
during the year under review and the meeting was attended by all members During the year ended 30 Septernber 2009, Mr A D Morrison
temporanly stepped down as a member of the Nomination Committee whilst fulfiling the rote of Acting Chief Executive Officer until 6 July 2010
Mr A D Mornison has now returned to his role as 2 Non-Executive Director and member of the Nommation Committee

The Nomination Committee 1s responsible to the Board for determuning the quahties and experience required of the Company’s Executive and
Non-Executive Directors and for identifying suitable candidates In appropnate cases, recruitment consultants assist in the process The Nomination
Caommuttee Is also responsible for succession planming

The terms of reference of the Nomination Committee include the following responsibilities

+ todentify and nominate candidates to fill Board positions as they arise,

+ to prepare a description of the role and capabilities required for a particular appointment, and

« to gve full consideration £o succession planning

Shareholder relations

The Group 15 committed to maintaining good relations with its institutional and private shareholders and reports formally to shareholders four
times a year through the provision of intenm results {around Apnil) and annual results {araund November) and as required under the Disclosure
and Transparency Rules releases intenim management statements around February and August In addition, the Group keeps shareholders nfermed
of significant events for the Group during the year by 1ssuing press releases which are immediately made available on the Group's website
{www phytopharm com) The Group’s website also provides an overview of the business including its strategy, products and objectives

The Group also maintains communication by making presentations dunng the year to institutional shareholders on request and to all shareholders
through the Group's website This contains information on all of the Group’s products and all financial reports and press releases 1ssued by the
Group Details of the current share price and historic share pnice performance are also included

The Board s kept up to date at its regutar meetings with the views of shareholders and analysts by the Chairman and Chief Executive Officer
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Corporate governance continued

Annual General Meeting

The principal forum for discussion with shareholders 1s the AGM and therr particpation is encouraged The Group endeavours to prowide formal
notification together with an explanation of each proposed resolution and to send these to shareholders at least twenty working days in advance
of the meeting

At the AGM the Board provides a summary of the year’s events after which all the Directors are avallable to answer questions from shareholders

In accordance with the UK Corporate Governance Code recormmendations, the Company counts all proxy votes On each resolution which 1s voted
on a show of hands, the Company indicates the level of proxies lodged, the number of proxy votes for and against each resolution and the number
of abstentions The Chairs of the Audit, Remuneration and Nemination Committees attend to answer questions

Annguncements
All major announcements are approved by the Board prior to 1ssue The Group also has internal procedures to quard agamst unauthorised release
of information

Internal control

The Board acknowtedges that it 15 responsible for the Group's system of internal control and reviews its effectiveness at least annually and the
Board confirms that this process has been in place up to the date of the approval of the financial statements However, the Board acknowledges
that such a system ¢an only provide reasonable and not absolute assurance against matenal risstatement or foss, as 1t s designed to manage
rather than eliminate the nisk of failure to achieve business objectives

The key procedures that the Board has established are designed to prowide effective internal controls within the Group and comply with the
Internal Control Guidance for Directors on the UK Corporate Governance Code (Turnbuli Guidance 2005} 1ssued by the Financial Reporting Councll
There 1s an ongowng process for identifying, evaluating and managing sigmificant risks faced by the Group and the effectiveness of all the Group's
internal controls in effect dunng the year has been reviewed by the Board This process has been in place throughout the year under review

The Board confirms that the necessary steps have been taken to rectify any significant falings or weaknesses identified through this pracess

The Group has a quality assurance function, but it does not have a formal internal audit function which is considered appropriate by the Audit
Commuttee given the size of the Croup The Executive Directors’ active involvernent in the actwities of the Group atlows the Board to continually
monitor and assess significant business, aperational, financial, compliance and other risks and to review the effectiveness of internal control The
Executive Drrectors provide regular management reports cavering inter aha research and development actmities, shareholder relations, financial
management and commercial activities

The Group’s key internal control procedures include the following

Control environment

The Group's control environment js the respensibility of the Group’s Directors and managers at all levels The Group's organisational structure has
clear hines of reporting and responsibility Regular research and development programme reviews are held to review progress against plans for each
programme The information from these meetings 1s reported on a regular basis to a management group comprising the Executive Directors and
key senior managers to compare progress against plans for the business as a whole Overall control of the business rests with the Board of Directars

Risk identrfication and evaluation
Regular assessiments of ongoing risks facing the business are undertaken as part of the operational reviews and regular management group
meetings in the key areas such as management of working capital, compliance, legal and operational issues

Operational controls

Quality

Investigational medicinal products are manufactured on behalf of Phytopharm and are produced in accordance with Good Manufacturing Practice
{(“GMP") to ensure that the products are manufactured consistently to the appropnate quality standards

Non-chimical studies

Key non-clinical studres to determine the safety and efficacy of new products are conducted in accordance with Good Laboratory Practice (*GLP™)
at contractors who operate under those regulations Each contractor is audited to assess compliance with GLP prior to initiation of studies
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Internal control continued

Operational controls continued

Qimical studies

All climical studies carnied out by the Group are in accordance with Good Climcal Practice (“GCP™) This ensures that the health and well being of the
subjects 15 carefully monitored durning the study and that the data gathered is complete and reliable All studies are audited for compliance under
the management of Phytopharm's quality assurance group

Financial controls

Financial reporting and consolrdation

Budgets and long term forecasts are normally prepared twice a year to allow management to monitor the key business and financial nsks Further,
more frequent, forecasts are prepared If circumstances require The budgets are reviewed and approved by the Board pnor to adoption by the
Group Consolidated management accounts are prepared on a monthly basis and performance against budget 1s analysed in detail and reported
on monthly and reviewed regularly by the Board

The integnty of the Group’s public financial reporting process is supported by a number of processes and steps to prowide assurance over the
completeness and accuracy of the content, including

« review by Executive Directors,
« review and recommendation by the Audit Commuttee, and
« rewview and approval by the Board

Control procedures

The Group has established detailed pohcies, and accounting and administrative procedures are in place covering alt significant areas and key
systems These include formal authorisation procedures for the transfer of funds, capital expenditure and recruitment Any commitment of
expenditure requires documentary approval which is subject to prescribed hmits of authonty Any major expenditure or commutment including
the appotntment of senior members of staff requires Board approval

Complhance

The Group has established policies and standard operating procedures (“SOP's™} that provide instruction on all aspects of the operation of the
business These $QPs are designed to ensure compliance with the quality management requirements of the Group and external regulations where
appropnate All SOPs are rewiewed on a regular basis and updated where necessary

insurance
The Croup has reviewed its portfolia of insurance polices with its insurance broker to ensure that the policies are appropniate to the Group’s actmities

Takeover directive
Disclosures relating to the Takeover Directive are included in the Directors’ Report on pages 17 to 22

On behalf of the Board

Mr A H Taylor
Non-Executive Chairman
21 December 2010
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Statement of Directors’ responsibilities

The Directors are responsible for preparing the Annual Report, the Directors’ Remuneration Repart and the financial staterments in accordance
with applicable law and regulations

Company law requires the Directors to prepare financial statements for each financial year Under that law the Directors have elected to prepare
the Group and parent company financial statements in accordance with International Financial Reporting Standards (“IFRSs™) as adopted by the
Eurcpean Union (“EU™) Under company law the Directors must not approve the financial statements unless they are satisfied that they give a true
and fair view of the state of affairs of the Group and the Company and of the profit or loss of the Group for that penod In prepaning these financial
statements, the Directors are required to

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

= state whether applicable IFRSs as adopted by the EU have been followed, subject to any matenal departures disclosed and explained in the
financial statements

The Directors are responsible for keeping adequate accounting records that are sufficient to show and explan the Company’s transactions and
disclose with reasonable accuracy at any time the financial position of the Company and the Group and enable them to ensure that the financial
statements and the Directors’ Remuneration Report comply with the Companies Act 2006 and, as regards the group finanaial statements, Article
4 of the 1AS Regulation They are also responsible for safeguarding the assets of the Company and the Group and hence for taking reasonable
steps for the prevention and detection of fraud and other rregulanties

The Directors are responsible for the maintenance and integrity of the Company's website Legislation in the United Kingdom goverming the
preparation and dissermination of financial statements may differ from legislation in other junisdictions

Each of the Directors, whose names and functions are listed in the Board of Directors on page 16, confirm that, to the best of their knowledge

+ the Group financial statements, which have been prepared in accordance with IFRSs as adopted by the EU, give a true and fair view of the
assets, labikties, financial position and loss of the Group, and

+ the nformatton contained in the Directors’ Report and the Business Review includes a far review of the developrent and performance of the
business and the position of the Group, together with a description of the principal risks and uncertainties that it faces

On behalf of the Board

Mrs Z McGowan
Company Secretary
21 December 20710
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Independent auditors’ report
to the members of Phytopharm plc

We have audited the financial statements of Phytopharm plc for the year ended 30 September 2010 which compnise the Consolidated Statement
of Comprehensive Income, the Consolidated and Company Balance Sheets, the Consolidated and Company Statements of Changes i Equity, the
Consolidated and Company Cash Flow Statements and the related notes The financial reporting framework that has been applied in their preparation
1s applicable law and International Financial Reporting Standards {“IFRSs™) as adopted by the EU and, as regards the parent company financial
statemnents, as applied in accordance with the prowvisions of the Companies Act 2006

Respective responsibilities of directors and auditors

As explamned more fully in the Statement of Directors’ Responsibilities set out on page 34, the Directors are responsible for the preparation of the
financial statements and for being satisfied that they give a true and fair view Qur responsibility 1s to audit the financial statements in accordance
with applicable law and International Standards on Auditing {UK and Ireland} Those standards require us to comply with the Auditing Practices
Board's Ethical Standards for Auditors

This report, including the opinions, has been prepared for and anly for the Company’s members as a body in accordance with Chapter 3 of Part 16
of the Companies Act 2006 and for no other purpose We do not, In giving these opinions, accept or assume responsibility for any other purpose
of to any other person to whom this report 15 shown or into whose hands it may come save where expressly agreed by our prior consent in writing

Scope of the audit of the financial statements

An audit Involves obtaining evidence about the amounts and disclosures in the financial staterments sufficient to give reasonable assurance that
the financial statements are free from matenal misstatement, whether caused by fraud or error This includes an assessment of whether the
accounting policies are appropriate to the Group's and the parent Company s arcumstances and have been consistently apphed and adequately
disclosed, the reasonableness of significant accounting estimates made by the Directors, and the overall presentation of the financial statements

Opimon on financial statements
In our opinion

* the financial statements give a true and fair view of the state of the Group's and of the parent company's affairs as at 30 September 2010 and
of the Group's foss and Group's and parent company’s cash flows for the year then ended,

+ the Group financial statements have been properly prepared in accordance with IFRSs as adopted by the EU,

+ the parent company financial statements have been properly prepared in accordance with iFRSs as adopted by the European Umon and as
applied in accordance with the prowvisions of the Companies Act 2006, and

+ the financial statements have been prepared in accordance with the requirements of the Companies Act 2006 and, as regards the Group
financial statements, Article 4 of the |AS Regulation

Opinion on other matters prescribed by the Companies Act 2006
In our opinion

« the part of the Drectors’ Remuneration Report to be audited has been properly prepared in accordance with the Compantes Act 2008, and

* theinformation gwen in the Directors’ Report for the financial year for which the financial statements are prepared is consistent with the
financial statements
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Independent auditors’ report continued
to the members of Phytopharm plc

Matters on which we are required to report by exceptron
We have nothing to report in respect of the following

tnder the Compantes Act 2006 we are required to report to you if, in our opinion

= adequate accounting records have not been kept by the parent company, or returns adequate for our audit have not been received from
branches not wisited by us, or

+ the parent company financial statements and the part of the Directors’ Remuneration Report to be audited are not in agreement with the
accounting records and returns, or

+ certain disclosures of Directors’ remuneratron specified by law are not made, or

* we have not recewved all the information and explanations we require for our audit, or
« acorporate goverpance statement has not been prepared by the parent Company
Under the Listing Rules we are required to review

* the Directors’ Statement, set out on page 22, in relation to going coencern, and

*+ the parts of the Corporate Gavernance Statement relating to the Company’s compliance with the mne provisions of the UK Corporate
Covernance Code specified for our review

Simon Ormiston (Senior Statutory Auditor)
for and on behalf of PncewaterhouseCoopers LLP
Chartered Accountants and Statutory Auditors
Cambndge

21 December 2010
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Consolidated statement of comprehensive income

for the year ended 30 September 2010

2010 2009
Note £ £
Revenue 2 696,854 867,426
Cost of sales (87.447) {186,761}
Gross profit 609,407 680,665
Other income: 2 17,120 245,196
Operating expenses 3 {5,129,037) {5,306,748}
Before exceptional items {5.129,037) {4,800,531)
Exceptional items 4 - (406,217)
Operating loss (4.502.510) {4,380,887)
Finance income 7 289,825 176,034
Loss before taxation 8 {4,212,685) {4.204,853)
Taxatton 411,171 294,165
Loss and total comprehensive income far the year (3.801,514) (3.910,688)
Basic and diluted loss per ordinary share {pence) 1 (13) a1
The notes on pages 42 to 64 form part of these financial statements
All revenues and expenses shown above were generated from continuing operations Al of the loss 1s attributable to the owners of the parent
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Consolidated and Company balance sheets

at 30 September 2010
Group Compary
2010 2009 2010 2009

Note £ £ £ £
Assets
Property, plant and equipment 12 112,904 102,366 — -
Intangble assets 13 - 99,400 - -
Investments 14 — - 1,501,603 1445,661
Amaunts due from subsidiary
undertaking 15 - - 16,471,326 12,291,586
Non-current assets 112,904 201,766 17,972,929 13,737,247
Inventones 16 - 249,474 - -
Trade and other recewvables 17 480,974 228,019 209,794 22,054
Current tax recevable 9 411,171 294,855 —_ -
Money market nvestments 18 22,500,000 - 22,500,000 -
Cash and cash equivalents 19 1,108,171 391017 484 469 3,683,802
Current assets 24,500,316 4,682,465 23,194,263 3,705,856
Total assets 24,613,220 4,334,211 41,167,192 17443103
Labilhities and equity
Trade and other payables 20 1,134,915 1,746,820 76,961 70,159
Current liabilities 1,134,915 1,746,820 76,961 70,159
Equity attnbutable to owners
of the parent
Ordinary shares 24 3,466,774 945,484 3,466,774 945484
Share premium 77,278,113 55,709,052 76,782,706 55,213,645
Merger reserve (204,211) {204,211) - —
Accumulated loss (57.062,371) (52,312914) (39,159,249) {38,786,185)
Total equity 23,478,305 313741 41,090,231 17372944
Total habihties and equity 24,613,220 4,884 211 41,167,192 17443103
The notes on pages 42 ta 64 form part of these financial statements
The financial statements comprising the Consolidated Statement of Comprehensive Income, the Consolidated and Company Balance Sheets,
the Consolidated and Company Statements anges in Equity, the Consghdated and Company Cash Flow Statements and the related notes,
were approved by the Board ofoyars E] re signed on its behalf
Mr T Sharpington / Phytopharm plc
Chief Executive Officer Registered number 3131723

21 December 2010
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Consolidated statement of changes in equity
for the year ended 30 September 2010

Ordinary Share Merger Accumulated
shares premmum resene fosses Total

Gioup E E E [3 £
Balance at 1 October 2008 945,484 55,671,138 (204,211) (49,251,097} 7,161,315
Comprehensive income
Loss attnbutable to owners
of the parent - — - (3 910,688) (3,910,688)

- - - (3,910,688} (3,910,688)
Transactions with owners
Recovery of share issue costs — 37913 - — 37913
Purchase of shares in Phytopharm plc — - - (3.361) (3.361)
Debit in respect of share options - - - (147,768) {147,768)
Transactions with owners — 37913 - {151,129} {113,216)
Balance at 30 September 2009 945,484 55,709,052 (204.211) {53.312,914) 3137411
Balance at 1 October 2009 945,484 55,709,052 (204,211} (53,312,914) 313741
Comprehensive income
Loss attrbutable to owners
of the parent — — - (3,801,514) (3.801,514)

- — — {3.801,514) (3.801,514)
Transactions with owners
Issue of ordinary shares 2,521,290 21,569,061 — — 24,090,351
Purchase of shares in Phytopharm plc - — - {3,885) (3.885)
Credit m respect of share options - - - 55,942 55,942
Transactions with owners 2,521,290 21,569,061 - 52,057 24,142,408
Balance at 30 September 2010 3,466,774 77,278,113 (204,211) (57,062,371) 23,478,305
The notes on pages 42 to 64 form part of these financial statements
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Company statement of changes in equity
for the year ended 30 September 2010

Ordinary Share Accurmulated
shares premam losses Total

Company £ 3 L £
Balance at 1 October 2008 945,484 55,175,732 (38,233,346) 12,887,870
Comprehensive income
Loss for the year — - {405,071} (405,071)

- — (405,071) (405,071)
Transactions with owners
Recovery of share issue costs - 37913 — 37,913
Debit in respect of share options — - {147,768) (147,768)
Transactions with owners - 37913 (147.768) (109,855)
Balance at 30 September 2009 945,484 55,213,645 {38,786,185) 17,372,944
Balance at 1 October 2009 8945184 55,213,645 (38,786,185) 172,372,944
Comprehensive iIncome
Loss attnbutable to owners
of the parent - - (429,006) {429,0086)

— - (429,006) {429,006)
Transactions with owners
Issue of ordinary shares 2,521,280 21,569,061 - 24,090,351
Credit in respect of share options - — 95,942 55,942
Transactions with owners 2,521,290 21,569,061 55,942 24,146,293
Balance at 30 September 2010 3.466,774 76,782,706 {39,159,249) 41,090,231

The notes on pages 42 to 64 form part of these financial statements
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Consolidated and Company cash flow statements
for the year ended 30 September 2010

Group Company
2010 2009 2010 2009
£ £ £ £
Cash flows from operating activities
Operating loss (4.502,510) (4,380,887} {718.,335) (575,515}
Depreciation 67,198 100,975 — —
Imparment of intangible asset 99,400 - - -
{Gainjfloss on disposal of property, plant
and equipment {(4.108) 8,740 — —
Share optien chargef{credit) 55,942 (147,768) - -
{4,284,078) {4.418,940) (718,335) {575,515)
Changes in working capital
{Increase)/decrease in trade and other recewables {90.254) 255,856 (25.307) 162,573
{Decrease)/increase in trade and other payables (811,905) 413,234 6,802 {60,485}
Decrease in inventones 249,474 150,757 —_ -
Cash used in operations (4,736,763} {3.599,093) {736,840) {473,427}
Taxation received 294,855 199,418 - -
Net cash used in operating activities (4.441,908) {3,399,675) {736,840) {473,427}
Cash flows from investing activities
Purchase of property, plant and equipment (85.128) {42,261) - -
Sale of property, plant and equipment 11,500 34,400 - -
Investment 10 shares of Phytopharm plc (3.885) {3,367) - —
Interest recewved 127,124 176,034 126,896 170,443
Loan to subsidiary undertaking - — (4.179,740) (2,288,077)
Net cash generated from/{used in) investing activities 496N 164,812 {4,052,844) {2117634)
Cash fiows from financing activities
Issue of shares 25,212,904 - 25,212,804 -
Share Issue costs {1.122,553) - (1.122,553) -
Share 1ssue costs recovered — 37913 - 37913
Movement in meney market investments (22,500,000} 5 500,000 {22,500,000) 5,500,000
Net cash generated from financing activities 1,590,351 5537913 1,590,351 5537913
Movements in cash and cash equivalents in the year (2.801,946) 2,303,050 (3.199,333) 2,946,852
Cash and cash equnvalents at the beginning of the year 3,910,117 1,607,067 3,683,802 736,950
Cash and cash equivalents at the end of the year 1,108,171 391017 484,469 3,683,802
Maoney market investmenits at the end of the year 22,500,000 - 22,500,000 -
Total cash, cash equivalents and
money market investments 23,608,171 391017 22,984,469 3,683,802

The nates on pages 42 to 64 form part of these financial statements
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Notes to the financial statements
for the year ended 30 September 2010

1 Accounting policies and basis of preparation
Phytopharm plc 1s a public mited company incorporated in England and Wales and donmiciled in the UK with a listing on the London Stock
Exchange The address of its registered office 1s Lakeview House, 2 Lakeview Court, Ermine Business Park, Huntingdon, Cambnidgeshire PE29 GUA

The principal accounting palicies adepted in the preparation of these financial statements are set out below These policies have been consistently
apphed to both years presented, unless otherwise stated

Basis of preparation

These financial staternents have been prepared in accordance with International Financial Reparting Standards (*IFRSs™) as adopted by the EU,
IFRIC nterpretations and with those parts of the Companies Act 2006 applicable to companes reporting under IFRS The financial statements have
been prepared on a historical cost basis

Going concern
At 30 September 2010, the Group had cash resources (being cash and cash equivalents and money market investments) of £23 608,171

After making enguiries and taking into account management’s esttmate of future expenditure, the Directors have a reasonable expectation that
the Group will have adequate financial resources to continue in operation for the foreseeable future

Bass of consohdation
The acquisition by the Company's subsidiary, Phytotech Limited (formerly Phytopharm Limited), of Phytodevelopments Limited on 21 March 1996
has been accounted for as @ merger in the consolidated financal statements and all transactions between the two companies have been eliminated

On 3 Aprl 1996 the Group structure was recrganised and a new holding company established by way of a share exchange This has been
accounted for as a merger in the consolidated accounts, and all transactions within the Group have been eliminated

There has been no change to the basis set out as a result of the implementation of IFRS, as permitted by IFRS1, ‘First time adoption of International
Financial Reparting Standards’

Accounting developments
a} The following new standards, amendments to standards or interpretations are mandatary for the first time for the financal year beginmng 1 October 2009

IFRS 8, ‘Operating segments’ {effective 1 January 2009) IFRS 8 replaces IAS 14, ‘Segment reporting’ It requires a ‘management approach’ under
which segment information s presented on the same basis as that used for internal reporting purposes  Management considers that there is only
one reportable segment research and development programmes, including pharmaceutical products and residual functional foods

1AS 1 {revised), ‘Presentation of financial statements’ {effective 1 January 2009) The revised standard prohibits the presentation of items of income
and expenses {that 1s ‘non-owner changes in equity’) in the statement of changes in equity, requinng ‘non owner changes in equity’ to be
presented separately from owner changes in equity All ‘non-owner changes in equity’ are required to be shown in a perfarmance statement
Entities can choose whether to present one performance statement (the statement of comprehensive income} or two statements {the income
statement and statement of comprehensive Income) The Group has presented a statement of comprehensive ncome prepared under the revised
disclosure requirements

IFRS 2 (amendment), ‘Share-based payment’ {effective 1 January 2009} The rewised standard deals with vesting conditions and cancellations

It clanfies that vesting conditions are either service or performance conditions only Other features of a share-based payment would need to be
included in the grant date farr value calcufation for transactions with employees and others providing similar services, they would not impact the
number of awards expected to vest or valuation thereof subsequent to grant date Prior to the adoption of the amendment to IFRS 2, any
canceflatrons made by employees under the Group's Save As You Earn Pian resulted in the reversal of all charges to date The amendment requires
that cancellations are treated as accelerated vestings and all remaining charges are immediately recognised in the income staternent with the
credit recognised in egquity There have been no cancellations of options under the Save As You Earn Plan and therefore there 1s currently no
impact of the amendment to this standard
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1 Accounting policies and basis of preparation continued

Accounting developments continuad

IFRS 7 famendment}, *Financial struments - Disclosures’ {effective 1 January 2009} The amendment increases the disclosure requirements about
fair value measurement and renforces existing prinaples for disclosure about iquidity risk. The amendment introduces a three-fevel herarchy for
fair value measurement disclosure and requires some specific quantitative disclosures for financial tnstruments in the lowest level in the erarchy
tn addition, the amendment clarifies and enhances existing requirements for the disclosure of kquidity risk primanly requining a separate iquidity
risk analysis for dervative and non-derivative financial iabilities See note 22 for further details

The amendment has not had a significant impact on the disclosures about far value measurement as the Group does not have any dervative
financial instruments

IAS 23 (revised), ‘Borrowing costs' (effective 1 January 2009) A result of the joint short-term convergence project with the FASB, this new standard
requires an entity to capitahse borrowing costs directly attnbutable to the acquisition, construction or production of a qualifying asset as part of
the cost of that asset The option of immediately expensing those borrowing costs has been removed This 1s currently not relevant to the Group

IFRS 3 {revised}, ‘Business combinations’ {effective 1 July 2009) The rewision to this standard changes accounting for business combinations While
the acquisition method is still applied, there are significant changes to the treatment of contingent payments, transaction costs and the
calculation of goodwill This is currently not relevant to the Group

IAS 27 {revised}, 'Cansolidated and separate financial statements’ (effective 1 luly 2009) This revises the accounting for transactions with
non-controlling interests This 1s not relevant to the Group as it does not have any non-controlling interests

Amendment to IFRS 1, ‘First time adoption of IFRS' and IAS 27, ‘Consolidated and separate financial statements’ (effective 1 july 2009) This allows
first-time adopters to use a deemed cost of either fair value or the carrying amaount under previous accounting practice to measure the snitial cost
of investment in subsidianes, jointly controlled entities and associates in the separate financial statements The amendment also removed the
definition of the cost method from IAS 27 and replaced it with a requirement to present dividends as income in the separate financial statements
of the investor This 1s currently not relevant to the Group

Amendment to IAS 32, ‘Financial instruments Presentation’, and IAS 1, *Presentation of financial statements’ {effective 1 January 2009) This
amendment requires entities to classify the following types of financial instruments as equity, provided they have particular features and meet
specific conditions

*  Puttable financial instruments, and

* Instruments, or components of instruments, that impose on the entity an obligation to deliver to another party a pro rata share of the net
assets of the entity only on hiquidation

Ths 1s not relevant to the Group

IAS 39 {amendment), ‘Financial Instruments, Recognition and measurement on eligible hedged items’ {effective 1 luly 2009) The amendment
makes two significant changes It prohibits designating inflation as a hedgable component of a fixed rate debt It also prohibits including time
value in the one-sided hedged nisk when designating options as hedges This does not currently impact the Group

IFRIC 15, ‘Agreements for construction of real estates’ (effective 1 January 2009 but EU-endorsed from 1 January 2010} The interpretation clarifies

which standard {IAS 18 or IAS 11} should be apphed to particular transactions and is likely to mean that 1AS 18 will be applied to a wider range of
transactions This is currently not relevant to the Group
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1 Accounting policies and basis of preparation continued

Accounting developments continued

IFRIC 16, *Hedges of a net investment in a foreign operation’ (effective 1 October 2008 but EU-endorsed for use from 1 fuly 2009) This
interpretation clanfies certain areas in respect of net investment hedging This 1s currently not relevant to the Group

IFRIC 17, “Distnibutions of non-cash assets to owners' (effective 1 July 2009} This interpretation clanfies how an entity should measure distributions
of assets, other than cash, when it pays dividends to its owners The interpretation states that, 1} a dwidend payable should be recognised when
approprately authorised, 2) it shoutd be measured at the fair value of the net assets to be distributed, and 3} the difference between the fair value of
the dividend pard and the carrying amount of the net assets distnbuted should be recogrised in profit or loss This is currently not relevant to the Group
{b} Forthcoming accounting standards

The following standards and amendments to existing standards have been published and are mandatory for the Group’s accounting periods
beginning on or after 1 October 2010

IFRIC 18, ‘Transfer of assets from customers’ (effective 1 July 2009 but EU-endorsed for use from 31 October 2009)

Annual improvements 2009 (effective 1 January 2010),

Amendment to IFRS 1, 'First ime adoption’ on additional exemptions (effective 1 January 2010),

Amendment to IFRS 2, ‘Share-based payments’ on group cash-settled transactions (effective 1 January 2010),

Amendment to IAS 32, ‘Finanaial instruments Presentation’ on classification of nghts issues {effective 1 February 2010),
Amendment to IFRS 1, ‘First bme adoption’ on *Frinanaial instrument disclosures’ {effective 1 July 2010),

IFRIC 19, *Extinguishing financial iabilities with equity instruments’ (effective 1 July 2010},

Amendment to IAS 24, ‘Related party disclosures’ (effective 1 January 2011),

Annual impravements 2010 (effective 1 January 2011, although not yet EU-endorsedy),

Amendment to IFRIC 14, ‘Prepayments of minimum funding requirement’ (effectve 1 January 2011),

Amendments to IFRS 7, ‘Financial instruments  Disclosures’ on derecognition (effective 1 July 2011, although not yet EU-endorsed), and
IFRS 9, ‘Financial instruments’ on ‘classification and measurement’ {effective 1 January 2013, although not yet EU-endorsed)

The Cirectors do not anticipate that the adoption of these standards will have a srigmificant impact on the financial statements of the Group when
they come into effect for periods commencing an or after 1 October 2010

Critical accounting judgements

The preparation of the consolidated financial statements requires the Directors to make judgements, estimates and assumptions that affect the
application of policies and reported amounts of assets and labilities, incorme and expenses The main accounting judgements relate to the
determination of the carrying value of investments in subsidianes and the share option charge and the underlying assumptions The Directors have
assessed the carrying value of the investments and the inputs to the share option charge calculation and there 1s not considered to be 2
reasonable change to a metric that would result in a matenal adjustment to the carrying value of the investments or the share option charge

The estimates and assocated assumptions are based on historical expenence and vanous other factors that are believed to be reasonable under
the circumstances, the results of which form the basis of making judgements about carrying value of assets and liabifibies that are not readily
apparent from other sources Actual results may differ from these estimates The estimates and underlying assumptions are reviewed on an
ongoing basis Rewisions to accounting estimates are recagnised in the year in which the estimate 1s revised if the revisian affects only that year,
or in the year of rewision and future years if the rewision affects both current and future years
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1 Accounting policies and basis of preparation continued

Revenue

Revenue, which excludes value added tax, represents the invoiced value of goods and services supplied, net of certain promotional activity
Revenute from sales of products 1s recognised when the nisks and rewards of awnership pass to the customer and is stated net of value added tax

Amounts received or receivable In respect of research and development contracts, collaborative research agreements, icence fees or milestone
payments are recognised as revenue when the licence rights are granted or the specific conditions stipulated in the agreements have been
satisfied and provided that there are no future obligations These amounts are shown gross of any withholding tax

QOther income
Other incame, which excludes value added tax, represents amounts received or recewable from charitable arganisations

Cost of sales and operating expenses
Cost of sales comprises the proportion of milestone and royalty income earned by the Group and due to third parties under licence agreements
and the direct cost of goods sold, including distnbution costs

Research and development expenditure
All research and development costs, whether funded by third parties under iicence and development agreements or not, are included within
cperating expenses and classified as research and development costs

All on-going development expenditure 1s currently expensed in the year in which it 1s incurred Due to the regulatory and other uncertainties
inherent in the development of the Group’s products, the critena for development costs to be recognised as an asset, as prescribed by IAS 38
‘Intangible assets’, are not met until the product has been submitted for regulatory approval, such approval has been receved, and it 1s probable
that future economic benefits will flow te the Group The Group does not currently have any such internat development costs that quahfy for
capitalisation as intangible assets

Exceptional iterns

Exceptional items represent significant items of income or expense which due to therr nature or the expected infrequency of the events giving rise
to them, are presented separately on the face of the income statement to give a better understanding to shareholders of the elements of financiat
performance dunng the year This disclosure will facditate comparison with prior years and enable the reader to better assess trends in financial performance

Share-based payments

The Group makes equity-settled share-based payments to its employees and Directors Equity-settied share-based payments are measured at far
value at the date of grant and are expensed on a straight line basis over the vesting period of the award At each balance sheet date, the Group
revises its estimate of the number of optians that are expected to become exercisable The share-based payment chargef{credit) s allocated to
research and development expenses and administrative expenses on the basis of staff numbers, with a corresponding adjustment to equity

Employee benefits

All employee benefit costs, notably holiday pay and contributions to Group or personal defined contnbution plans, are charged to the income
staterment on an accruals basis The Group operates a defined contnbution pension scheme The assets of this scheme are held separately from
those of the Group n independently admimistered funds The Group does not offer any other post retirement benefits

Operating leases
Costs inrespect of operating leases are charged to the income statement on a straight ine basis over the lease term
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1 Accounting policies and basis of preparation continued

Property, plant and equipment

Property, plant and equipment are stated at histonc purchase cost less accumulated depreciation The cost of property, plant and equipment is its
purchase cost, together with any incidental expenses of acquisition Depreciation is calculated so as to write off the cost of property, plant and
equipment, less its estimated residual value, on a straight line basis over the expected useful economic lives of the assets concerned

The principal rates used for this purpose are

Plant and machinery 20%
Computer equipment 33%
Fixtures and fittings 20%
Motar vehicles 25%

Leasehold improvements are depreciated over the shorter of the lease term and the asset’s useful economic hife
The assets’ residual values and useful bives are reviewed, and adjusted If necessary at each balance sheet date
Gamns and losses on disposats are determined by comparing the proceeds with the carrying amount and are recogrised within the operating loss

Intangible assets

Intangible assets acquired separately are measured on initial recognition at cost Following imitial recognition, intangible assets are carried at cost
less any accumulated amortisation and any accumulated impairment losses At each balance sheet date the Group reviews the carrying amount of
its intangible assets to determine whether there )5 any indication that these assets have suffered an impairment loss

Impairment of assets

Non-current assets are rewewed for impairment both annually and when there is an indication that an asset may be imparred {when events or
changes in arcumstances indicate that carrying value may not be recoverabte) An impairment loss i1s recognised in the income statement for the
amount by which the asset's carrying value exceeds its recoverable amount The recoverable amount i1s the higher of an asset’s fair value less cost
to sell and value in use

Investments in subsichary

Investments in subsidiary undertakings are carried at cost less any impairment provision Such investments are subject to an annual review, and
any impairment 15 charged to the income statement The fair value of the options granted after 7 Novemnber 2002 by Phytapharm ple to the
employees of Phytotech Limited which had not vested by 1 September 2005 is also included in the value of the investment

inventory

Inventory, including raw matenals, work in progress and finshed goods s stated on a first in first out basis at the lower of cost and net realisable
value Cost represents direct matenals and, where applicable, production overheads Where necessary, provision is made for obsolete, slow-moving
or defective inventory

Trade and other recewvables
Trade recewvables are non-interest bearing and are initially stated at therr fair value, as reduced by appropnate allowances for estimated
wrecoverable amounts

Maongy market investments
Money market investments have fixed matunties that the Group's management has the positive intention to hold to maturity These investments
nclude short-term investments with an original matunty date of more than three months

Cash and cash equivalents

Cash and cash equivalents include cash in hand, bank deposits repayable on demand and other short-term highly iquid investments with enginal
matunties at inception of 90 days or less
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1 Accounting polictes and basis of preparation continued

Foreign currency translation

items included in the financial statements of each of the Group's entities are measured using the currency of the primary economic environment
in which the entity operates {“the functional currency™ The consolidated financial statements are presented in sterling {*£"), which s the
Company’s functional and presentation currency

Transactions denorminated in foreign currencies are translated into sterling, being the functional currency of the Group, at actual rates of exchange
ruling at the date of transaction Monetary assets and habilities expressed in foreign currencies are translated into sterling at rates of exchange
ruling at the end of the financial year All fareign currency exchange differences are taken to the income statement in the year in which they arise

Current tax
Current tax represents UK tax recoverable and 1s provided at amounts expected to be recovered using the tax rates and laws that have been
enacted at the balance sheet date

Deferred taxation

Deferred income tax s provided in full, using the lability method, on temporary differences ansing between the tax bases of assets and liabiities
and therr carrying amounts in the consokdated financial statements in accordance with 1AS 12 ‘Income taxes' Deferred tax s not accounted for
if it anses from imbial recogmition of an asset or 3bility 10 a transaction, other than a business combination, that at the time of the transaction
affects neither the accounting nor taxable profit or loss Deferred income tax s determined using tax rates {and laws) that have been enacted or
substantively enacted by the balance sheet date and are expected to apply when the related deferred iIncome tax asset 1s realised or the deferred
income tax hability 15 settled A deferred tax asset 1s retogmsed only to the extent that it s probable that sufficient taxable profit will be available
In future years to utilise the temporary difference

Trade and cther payables
Trade payables are non-interest bearing and are initially stated at ther fair value and subsequently held at ameortised cost

Ordinary shares and share premium
Equity mstruments 1ssued by the Group are recorded at the proceeds receved, net of direct 1ssue costs

Employee share trust

The Company recogmises the assets and fiabilities of the trust in its own accounts and shares held by the trust are recorded at cost as a deduction
at arriving at shareholders’ funds until such time as the shares vest unconditionally to emplayees The trust is a separately administered trust,
funded by contributions from employees and Phytotech Limited, whose assets compnse shares in the Company

Segmental information
Operating segments are reported tn a manper consistent with the nternal reporting prowided to the chief operating deciston maker The chief operating
decision maker has been identified as the Executive Directors

Company Income statement

In accordance with the provisions of Section 408 of the Companies Act 2006, no separate Income statement has been presented for the
Company The results of the Company are also prepared under IFRS
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2 Business and geographical segments

The Group's development and other functions aperating across all the Group’s research programmes, are managed centrally and are reported
internally as a single business This also applies to the Group's marketed products The chief operating decision maker has been identified as the
Executive Directors of Phytopharm plc The Executive Directors review the Group's internal reporting in order to assess performance and allocate
resources Management has determined the operating segment based on these reports Accordingly, the Directors consider that there is anly one

reporting segment

Revenue by final destination of the sale is as follows

2010 2009
£ £
Revenue
Europe 566,717 607489
United Kingdarm - 136 506
AsIa 130,137 118,935
South Africa — 4,496
696,854 867426
Other Income
UsAn 17,120 245,196
713,974 1112622
{1} Represents grant income recognised
All mon-current assets are located in the United Kingdom (2009 all}
The Group has revenue exceeding 10% from more than cne customer
2010 2008
£ £
Customer A 506,717 575,299
Customer B 116,611 80,997
Customer C 17,120 245,196
Customer D 60,000 135 606
3 Operating expenses
2010 2009
£ £
Research and devetopment 4.013,486 3,913,876
Administrative expenses 1,115,551 1,392,872
5,129,037 5,306,748
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Exceptional items represent significant items of income or expense which, due to their nature or the expected infrequency of the events giving
nse to them are presented separately on the face of the income statement to assist the reader of the financial statements There were no

exceptional stems in the year ended 30 September 2010

Exceptionat items in the year ended 30 September 2009 compnsed the restructuring costs following the Group’s business strategy review of
£100,619 together with the costs of the contractual notice pencds and certain post termination payments for the former Chief Executive Officer
of £135,985 and the former Chief Financial Officer of £169,613 These exceptional items comprised £130,992 of research and development costs

and £275,225 of administrative expenses There was no tax effect of these items

5 Directors’ emoluments

2010 2009
£ £
Aggregate emoluments 345,605 240,49
Contributions to money purchase pension schemes 12,497 6,372
362,102 246,368
There were no gains made by indwidual Directors Irom the exercise of share options for the year ended 30 September 2010 {2009 nil)
Detalled disclosures of Directors’ individual remuneration and share options are given In the Remuneration Report on pages 23 to 28
Two of the Executive Directors (2009 two) had retirement benefits accruing to them from money purchase pension schermes In respect
of qualifying services
6 Employee information
The average monthly number of persons {including Executive Directors) employed during the year was
2010 2009
Number Number
Administration 5 6
Research and development 15 21
20 27
2010 2009
£ £
Staff costs (for the above persons)
Wages and salaries 1,126,653 1,209,052
Social secunty costs 100,810 92,759
Qther pension costs 54,973 54,409
Share option chargef{credit) 55,942 (147,768)
1,338,378 1,208,452
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6 Employee information continued
Key management compensation

2010 2009

[4 [

Shart-term employee benefits 689,968 713,467
Post employment benefits 25173 16,764
Share-based payments 33,345 (563,580)

748,486 166,651

Key management personnel are those persons having authonty and responsibility for ptanming, directing and controlling the activities of the
Group, directly or indirectly, including all Executive Directors and Non-Executive Directors The number of management personnel whose
remuneration 1s included above 1s 6 (2009 5)

Included within wages and salartes 1s an amount of £71,840 (2009 £73,040) pad in consultancy costs for the services of the Intenm Chief Operating Officer,
Keith Thomsan, paid to Thomson Business Consultancy Limited, of which Keith Thomson 1s a director In the year ended 30 September 2009,
a further £150,250 was paid to a third party consuttancy company in respect of the services of the Interim Chief Operating Officer

The Company has no employees (2009 none)

7 Finance income
Interest receivable represents interest from cash and cash equivalents and money market deposits

2010 2009

£ £

Cash and cash equivalents 93,678 69,795
Money market investments 196,147 106,239

289,825 176,034

8 Loss before taxation

2010 2009
£ £
Loss before taxation is stated after chargingf(crediting)
Depreciation charge for the year
Owned property, plant and equipment 67,198 100975
{Gainjfloss on disposal of property, plant and equipment (4.108) 8,740
Impairment charge for intangible asset 99,400 —
Fees payable to the Company's auditors for the audit of the parent company
and consolidated financial statements 27,000 26,000
Fees payable for other services supplied pursuant to legislation 10,000 9,800
Fees payable for the audt of the Company's subsidianies pursuant to legislation 6,000 6,000
Tax services 25,642 8,500
Foreign exchange loss 36,299 192,763
Operating lease charges
Plant and machinery — 8a
Cther 104,127 75,713

In addition to the fees payable to the Company’s auditor disclosed above, £108,000 was paid to the Company's auditor in respect of fees for other
services supplied pursuant to legistation These fees have been recorded against the share premium account
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9 Taxation
2010 2009
£ £
Current tax
UK corporation tax
Current UX corporation tax credit on loss for the year 411N 294,855
Adpstment in respect of prior year - {690}
Current UK corperation tax crecht on loss for the year 411,171 294,165

No corporation tax habihity arises on the results for the year due to the loss incurred (2009 £nil) The Company has taken advantage of the
research and development corporation tax credits intreduced in the Finance Act 2000 whereby a company may surrender corporation tax losses
incurred on research and development expenditure for a corporation tax refund at the rate of 24 5 pence in the pound of actual spend

The tax on the Group's loss before taxation differs from the theoretical amount that would anse using the weighted average tax rate applicable to
losses of the Group as follows

2010 2009
£ £
Loss before taxation {4.212,685) (4,204,853}
Loss before taxation multiplied by the standard rate for research and
development tax credits at 14% (2009 14%) (589,776) (588,679)
Effect of
Difference between depreciation and capital allowances 4,690 6,988
Expenses not deductible for tax purposes 92 99
Effect of share option chargef{credit) 7.832 (20,688}
Enhanced research and development expenditure {176,216} (126,366)
Adjustment in respect of pner year - 690
Carnied forward losses 342,207 433,79
Tax credit for the year {11,171} (294,165)

See note 21 for details of the potential deferred tax assets that have not been recognised due to uncertainty as to the tirming of thewr utilisation
See note 26 for detalls of the impact on the potential deferred tax assets of changes to the UK corporation tax system announced in the tune
2010 Budget Statement

10 Loss for the financtal year
As permitted by Section 408 of the Compantes Act 2006 the parent company’s income statement has not been included in these financial
statements The parent company’s loss for the year to 30 September 2010 was £429,006 (2009 £405,071)

11 Loss per ordinary share

Basic loss per share 15 calculated by dwviding the loss attributable to ordinary shareholders by the weighted average number of ordinary shares
outstanding during the year after the deduction of the weighted average number of the ordinary shares held by the employee benefit trust during
the year

For diluted loss per share, the weighted average number of ordinary shares inissue 15 adjusted to assume conversion for all dilutive potential
ordinary shares The Company has no dilutive potential ordinary shares s 1ssue because (£ 15 loss making

2010 2009
Attributable loss (£} {3.801,514) (3,910,688}
Weighted average number of shares in issue 284,234443 94,548,391

Basic and diluted lass per ordinary share {pence} (13) 41)

Annual Report and Accounts 2010 Phytopharm plc 91




Notes to the financial statements continued
for the year ended 30 September 2010

12 Property, plant and equipment

1easenald Cemputer Mator Plant and Fidures

Improvements equipment vehicles machinery and fitings Total
Group E E £ F f £
Cost
At 1 October 2009 9,184 251,355 95,000 28,838 189,687 574,064
Additions 32,637 22,562 - 1,277 28,652 85,128
Disposals {9184} (40660) (33696) (11.066) (88,285) (182,891}
At 30 September 2010 32,637 233,257 61,304 19,049 130,054 476,301
Accumulated depreciation
At 1 October 2009 5142 188,090 82,866 25314 170,286 471,698
Charge for year 3789 39,441 10,841 1,262 11,765 67,198
Dispaosals (6,920 (39,887) {33,696} (9,295) (85,701} (175,499)
At 30 September 2010 2,011 187,644 60,111 17,281 96,350 363,397
Net book value
At 30 September 2010 30,626 45,613 1,193 1,768 33,704 112,904
At 30 September 2009 4,042 63,265 12,134 3,524 19,401 102,366

Leasehold Computer Motor Plant and Fixtures

improvements equipment vehicles machinery and fittings. Total
Croup £ £ £ £ E £
Cost
AL 1 October 2008 3,363 296,694 180,677 28,271 188,368 677373
Additions 5,821 8,704 25,850 567 1,319 42,261
Disposals — (54.043) (91527 - - {145570)
At 30 September 2009 9,184 251,355 95,000 28,838 189,687 574,064
Accumulated depreciation
At 1 October 2008 3.363 193,622 95,695 23,619 156,854 473,153
Charge for year 1,779 45,839 38,230 1,695 13.432 100,975
Disposals —_ {51,371) (51,059) - — {102,430}
At 30 September 2009 5,142 188.090 82,866 25.314 170,286 471,698
Net book value
At 30 September 2009 4042 63,265 12134 3,524 19,401 102,366
At 30 September 2008 — 103,072 64,982 4,652 31,514 204,220
Company

The Company has no property, plant and equipment (2009
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13 Intangible assets

2010 2009
£ £
Cost
At 1 October and 30 September 99,400 99,400
Impatrment at 1 October — -
Charge for the year {99.400) —
Impairment at 30 September {99.400) —
Net carrying value at 30 September - 99,400

Intangible assets represent patent and know-how licences acquired externally that have been recognised as an asset at cost At each balance sheet
date the Group reviews the carrying amount of its intangible assets to determine whether there 15 any indication that these assets have suffered
an imparment loss

Followmng a review at 31 March 2010, the Group's intenim balance sheet date, an impairment charge of £99,400 was recorded In operating
expenses to write down to £nil the carrying value of the intangible assets The intangible assets were impaired as a result of the Groups strategy of
focusing on speafic chemecal entities as pharmaceutical products, which means that the mtangible assets are no fonger expected to be utilised

Company
The Company has no intangible assets (2009 £nil)

14 Investments

Group Lompary
2010 2009 2010 2009
Investrment in Group undertakings £ £ E £
At 1 September - — 1,445,661 1593429
Increasef(decrease) in capital contnbution relating to share-based payments - — 55,942 (147,768)
At 30 September - — 1,501,603 1,445,661

The capital contribution relating to share-based payments relates to share options granted by the Company to employees of subsidiary
undertakings in the Group Refer to note 25 for further details on the Group's share gption schemes

Interests in Group undertakings
Properticn of voting nghts and nominal
value of 1ssued shares held by

Country of Description of
Name of undertaking ncarporaticn shares held Group % Company %
Phytotech Limited England and Wales Ordinary 10 pence shares 100 100
Phytodevelopments Limited England and Wales Ordinary £1 shares 100 —

Both the above companies have been included in these financial statements and operated principally in thewr country of incorporation or registration
The principal business activities of these subsidiary undertakings are
+ Phytotech Limited - development of pharmaceutical products and functional foods, and

+ Phytodevelopments Limited — dormant
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15 Amounts due from subsidiary undertaking

Group Company
2010 2009 2010 2009
£ £ E £
Amounts due from subsidiary undertaking - — 16,471,326 12,291586

No provision was made against the amount due to the Company from its subsidiary undertaking during the year (2009 £nif)
There are no fixed terms in respect of amounts owed by subsidiary undertakings These are non-interest bearing, unsecured and not payable on demand

16 Inventones

Group
2016 2009
£ £
Work in progress - 126,292
Raw materials and consumables - 123,182
— 249,474

In the year ended 30 September 2010 raw materials and consumables to the value of £80,778 (2009 £80,588) were recognised as an expense
In cost of sales The value of raw matenals and consumables was written down to net realisable value during the year as an expense of £42,403
{2009 £462) recognised in research and development expenses within operating expenses

Work n progress to the value of £126,292 has been written off during the year (2009 £nil) due to lower than expected sales of Phytopica®
The expense of £126,292 has been recognised in research and development expenses within operating expenses

No finished goods were recognised as an expense during the year (2009 £69,708)
The Company has no inventonies {2009 £nil)

17 Trade and other recevables
The far value of trade and other recewvables are their current book values

Croup Company
2010 2009 2010 2009
£ 4 £ £
Trade recewables - 44,794 - —
Other recevables 59,926 11,803 7,797 {3.943)
Prepayments and accrued income 421,048 171,422 201,998 25,997

480,974 228,019 209,795 22,054

As of 30 September 2010, the Croup had no trade receivables As of 30 September 2009, all trade recevables were fully performing and aged less
than three months from ther due date These related to independent customers for whom there was not recent history of default
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17 Trade and other receivables continued
The carrying amounts of the Group's trade receivables are dengminated in the following currencies

Graup Company
2010 2009 2010 2009
£ £ £ £
Sterling - 6,228 - —
US dollar — 36,280 —_ -
South African rand — 2,286 — —
— 44,794 — -
18 Money market investments
Group Company
2010 2009 2010 2009
£ £ £ £
Held-to-matunty financial assets 22,500,000 — 22,500,000 —
These represent fixed-rate short-term deposits placed with a range of banks at fixed terms
19 Cash and cash equivalents
Group Company
2010 2009 2010 2009
£ £ E £
Cash and cash equivalents 1,108171 3910117 484,469 3683,802

The Company holds its excess cash and cash equivalents in a combination of fixed interest accounts and fixed term money market deposits
At 30 September 2010 and 30 September 2009 these drd not exceed three months in duration The farr value of cash and cash equivalents
approximates their carrymng value

20 Trade and other payables
The fair value of trade and other payables approximates their current book values

Group Company
2010 2009 2010 2009
£ £ £ £
Trade payables 354,219 203597 36,970 14,724
Other taxation and social secunty 36,364 32,160 - —
Other payables 11,502 5,871 - -
Accruals and deferred income 732,830 1,505,192 39,991 55,435

1,134,915 1,746,820 76,961 70,159
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21 Provisions
Deferred taxation

The Group and Company have the potential deferred tax assets shown below, which are not recogrised due to uncertainty as to the timing of therr utibsation

Group Compary
2010 2009 2010 2009
£ £ £ £
Tax effect of tming differences
Depreaiation in excess of tax allowances 329,776 332,609 7.902 8,195
Accurmulated losses 11,448,286 11,186,799 1,087,228 1007374
11,778,062 11,519,408 1,095,130 1,015569

A number of changes to the UK corporation tax system were announced in the June 2010 Budget Statement The Finance Bill 2010-2011 {enacted

n July 2010) includes legislation to reduce the main rate of corporation tax from 28% to 27% from 1 April 201

Consequently, potenbial deferred tax assets relating to temporary differences expected to reverse prior to 1 Aprl 2011 have been measured at
28% and potential deferred tax assets relating to temporary differences expected to reverse after 1 April 2011 have been measured at the tax

rate of 27%, as this is the tax rate that will apply on reversal

22 Financial instruments

The Croup's financial nstruments compnise primarily cash and liquid resources and various items such as trade recervables and trade payables,

which anse directly from its operations The Group does not enter into derivative transactions

The Group's ongoing abjectives in using financial instruments are to maximise the returns on funds held on deposit, while Investing anly with
instituttans with high credit ratings, ta mimimise exchange rate risk where approprate, and to generate additional cash resources through the
issue of shares when market condttions are appropriate In addition, the Group has from time to time conserved cash resources by entering inte

finanoing arrangements for the acquisition of major capital assets

The balance sheet positions at 30 September 2310 and 30 September 2009 are not representative of the positions throughout the years as cash
and short-term investments fluctuate considerably depending on when sigrificant receipts have occurred and on the timing of share issues

Risk in relation to the use of financial Instruments
Capital nsk

The capital structure of the Group consists of cash and cash equivalents and equity attributable to owners of the parent, comprising 1ssued capital,
reserves and accumulated losses The Group manages Its capital to ensure that entitries in the Group will be able to continue as a going concern
and to ensure that the Group has sufficient capital available to meet future funding requirements The Group does not typrcally utiise debt financing

Ligurdity nsk

The Group's policy throughout the year regarding iquidity has been to maximise the return on tunds, but to mimimise the associated credit and
hquidity risk by placing funds in low risk cash deposits and short term cash deposits The Board monitors the level of cash and money market
investments on a regular basis and management monitors the level on a dally basis to ensure that the Group has sufficient hquid funds to meet

Its commutments as they fall due
The Group and Company holds cash deposits at call or with a maturity of up to twelve months

Trade payables are normally payable within the terms specified by the supplier
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22 Financtal instruments continued

Risk in relation to the use of financial instruments continued

Credit nsk

Other than trade recevables, the financial instruments that subject the Group to a potential credit nsk compnse principally cash and money
market investments The Group’s policy 15 to minimsse the nsks associated with cash and money market investments by placing these deposits with
institutions with a recognised high rating {typically A or above) or with one of the major cleaning banks Trade recewvables are largely with highly
reputable, creditworthy trading partners

The table below shows the rating of the financial instituttons that the Group's cash and cash equivalents and money market deposits are held with

2010 2009
Croup Rating E E
tnstitution A AA 12,166,258 1,069,582
Institution B A 11,432,498 2,831,000
Instetut:on C A 8,787 8,895

23,607,543 3,909,477

2010 2009
Company Rating f 3
Institution A AA 11,958,260 861,630
Institution B A 11,021,816 2,817,724
Institution C A 4,393 4,448

22,984,469 3,683,802

The Group disclosure above does not inctude cash in hand amounting to £628 (2009 £640Q}

Interest rate nsk

The Group holds all cash, bank and held-to-maturnty investments in sterling (“GBP"}, Euros (“EUR™), United States dollar {“USD") and South Afncan
rand (“ZAR™) accounts Interest rates on current accounts are floating and are based on London Interbank Bid Rate (“LIBID"), while interest rates on
term deposits are fixed for the duration of deposit

The interest rate profile of the Group's financial assets is

2000 2009

Fixed Floating Fixed Floating
Group f £ E E
Sterling cash at bank and in hand — 586,183 - 3,792,782
US dollar cash at bank and in hand — 496,932 - 89,164
Euro cash at bank and n hand — 24,309 — 28,171
South African rand cash at bank and in hand - 747 —_ -
Stering money market deposits 22,500,000 — — —

22,500,000 1,108,171
The weighted average interest rate of the Group's cash and cash equivalents at 30 September 2010 was G 24% {2009 0 92%)

3,910,117

The weighted average interest rate of the Group's money market investments at 30 September 2010 was 173% {2009 0%)
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22 Financial instruments continued
Risk 1n relation to the use of financial instruments continued
Interest rate nsk continued

2010 2009
Fixed Fleating Foed Floating
Company E £ £ £
Sterling cash at bank and in hand — 484469 — 36833802
Stering money market deposits 22,500,000 — — —
22,500,000 484,469 — 3,683,802

The weighted average interest rate of the Company's cash and cash equivalents at 30 September 2010 was 0 26% (2009 0 97%)
The weighted average interest rate of the Company's money market investments at 30 September 2010 was 173% (2009 0%)

The Group does not have any committed borrowtng facilities Consequently, there 1s no matenal exposure to interest rate nisk in respect
of financial habilities

Foreign cuerency nsk

The Company’s pnncipal functional currency 1s GBP However during 2010 and 2009, the Group had income and expenditure in USD The Group's
policy 15 to maintain natural hedges, where possible, by matching USD revenue with USD expenditure The Group also incurred mimimal
expenditure in other foreign currencies and the strengthening of CBP agamst those currencies 1s not considered to have a matenal impact

on the net loss for the year Consequently, there s no matenial exposure to foreign currency rate nsk

Fair value of financial assets and liabilities
There I1s no materal difference between the fair value and the carrying values of the financial instruments referred to above, because of the
short maturity period of these financial instruments or their intrinsic size and nisk

Financial instruments by category

2010 2009

Loans and Loan and

receivables recewnables

Group E 3
Assets as per balance sheet

Trade and other recevables excluding prepayments 229,002 56,597

Money market investments 22,500,000 -

Cash and cash equivalents 1,108,171 3910117

23,837,373 3966714

2010 2009

Loans and Loan and

recelvables recervables

Company £ £
Assets as per balance sheet

Trade and other recewables excluding prepayments 176,564 (3,943)

Maney market investments 22,500,000 -

Cash and cash equivalents 484,469 3,683,802

23,161,033 3,679,859
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22 Financial instruments continued
Financral instruments by category continued

2010 2009

Other financial  Other financal

ITabilities liabilities

Group £ f
Liabihities as per balance sheet

Trade and other payables excluding statutory habilities 1,098,551 1,714,660

2010 2009

Other financial Other financial

liabitities liabilires

Campany E 3
Liabihties as per balance sheet

Trade and other payables excluding statutory liabilities 76,961 70,159

23 Pensions

The Group operates a number of defined contnbutron pensicn schemes for employees The assets of the schemes are held separately from those
of the Group in independently administered funds The pension cost represents contributions paid and payable by the Group to the funds and
amounted to £54,973 (2009 £54,409) The amounts outstanding in respect of pensions are £11,705 {2009 £5 871}

24 Ordinary shares
2010 2009

Issued and fully paid
346,677,433 (2009 94,548,391} Ordinary Shares of one pence each 3,466,774 945,484

In the year ended 30 September 2010 the Company 1ssued 252,129,042 new Ordinary Shares of ane pence each for a total cash conaideration
of £24,090,351 after the expenses of 1ssue The nominal value of these shares was £2,521,290

Purchases in shares of Phytopharm plc relate to the Phytopharm Share Incentive Plan whereby the Company 1ssued one “Matching Share” for every
one “Partnership Share” purchased by the employee All shares are held by the scheme Trustees unbil the shares vest unconditionally with the
employee During the year ended 30 September 2010 the Group purchased 39,296 Ordinary Shares of one pence (2009 52,330) at a total cost
of £3,885 (2009 £3,361)

In the year ended 30 September 2009 no shares were Issued for cash consideration During the year ended 30 Septemnber 2009, the Company
received reimbursement of £37,913 in respect of Value Added Tax on previous share issues
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25 Options over shares of Phytopharm pic
Potential issues of ordinary shares

The Company may grant share opttons to selected employees on joining the Company and any such grants are made following the preliminary
and mtenm anncuncements together with performance related grants to all employees Performance cniteria must be satsfied before share
options can be exercised and these are detailed below In addition the Company has a long-term incentive scheme and a Directors’ Reward Plan

under whrch long-term share incentives may be granted to selected senior executives

The outstanding share scheme options and long-term incentive awards at 30 September 201G are shown below analysed according to the

exercise criteria

Number Currently Currently
outstanding Oxercise Date Exercisable Exercisable vested exercisable
2010 price Note granted from 10 2010 2010
Phytopharm Share Optton Plan 2007
80,426 £0 3100 1 19/12f2007 19/12{2010 18{12{2017 —_ -
14,327 E£0Q 2350 1 28{03f2008 28/03f2011 27/03f2018 —_ -
239,963 £0 2175 1 30/05/2008 30/05/2011 29/05{2018 - -
409,230 E0 0413 1 N3/2008 11/03/2012 10/03{2019 - -
1,406,750 £0 1100 1 20/01f2010 19/01f2013 19/01f2020 - —
5,200,161 E0 Q763 1 21/07/20010 20/07{2013 20/07/2020 — -
7.350,857 —_ -
Phytopharm Save As You Earn Plan 2007
125,285 £0 0613 2 22[12{2008 22[12{2011 21[12f2012 — -
125,285 — —
Phytopharm Directors’ Reward Plan 2010
863,334 £O 1125 3 31/03j2010 30f03/2013 30/03/2015 - —
863,334 - —
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25 Options over shares of Phytopharm plc continued
Potentia! 1ssues of ordinary shares continued

Number Currently Currently
outstanding Exercise Date Exercisable Exercisable vested exercisable
2009 pnce Note granted fram to 2009 2009

Phytopharm Share Qption Plan 2007
52,000 £04450 1 03/08{2007 03/08{2010 (2/08f2017 — -
87863  £03100 1 19/12/2007 19/12[2010 18{12{2017 - —
14,327 £0 2350 1 28/03{2008 28/03/2011 27[03/2018 - -
274,621 £0 2175 1 30/05/2008 30/05/2011 29/05/2018 — -
480,145 £EQ 0413 1 NJ03/2009 110312012 10f03/2019 — -

908,956 — —

Phytopharm Save As You Earn Plan 2007

28]

2780  £04825 12/09/2007 01/10f2010 30/03{201 - -
125,285 £0 0613 22[12[2008 22[12f201 21[12{2012 - -
153,095 — -

1 These options vest on the third anniversary of the date of grant and have been granted under the Phytopharm Share Option Plan 2007 Enterprise Management
Incentive Scheme The number of aptions exercisable will be determined by the Company’s TSR compared to the constituents of the FTSE SmalliCap Index The
value of options {at date of grant} will be exercisable if the Company's TSR in the relevant ranking group 15 above the median

2 These options are granted under a Save As You Earn plan approved by HMRC The last offer under the plan was made to all employees and Executive Directors
on 13 August 2007 There are no performance conditions attached to the exercise of these options

N

3 These opttons vest on the third anniversary of the grant date and have been granted under the Phytopharm Directors’ Reward Plan 2010 There are no
performance conditions attached to the exercise of these options

Option valuations

Exercise of options is subject to continued employment or being a good leaver Options were valued using a stochastic moded {also known as a
Monte Carlo moedel) The farr value per option granted and the assumptions used in the calculation for options granted since 3 August 2007 are
set out in the tables below The Company's effective date for IFRS 2 ‘Share-based Payments” implementation is 1 September 2005 and the IFRS
has been apphed to all optrons granted after 7 November 2002 which had not vested by this effective date

Number of Number of

shares shares  Fair value per

outstanding outstanding option at

Award Grant date  Exercise price 2010 2009 grant date
Share Option Plan 2007 03/08/2007  £0 4450 - 52,000 £02034
Share Option Plan 2007 190122007 £0 3100 80,926 87,863 £0 1531
Share Option Plan 2007 28/03/2008  E0 2350 14,327 14,327 £ 1297
Share Option Plan 2007 30/0572008 f0 2175 239,963 274,621 £0 1142
Share Qption Plan 2007 1103/2008 £00N3 409,230 480,145 £0 0223
Share Option Plan 2007 20/ 2010 £0 1100 1,406,750 — 00574
Share Option Plan 2007 21072010 £0 0783 5,200,161 — EO 0404
Save As You Earn Plan 2007 12/0912007  E0 4825 - 27810 £0 1900
Save As You Earn Plan 2007 22[12{2008 £00613 125,285 125,285 EO0 Q308
Directors’ Reward Plan 2010 31/03/2010 £0 1125 863,334 — E0QB66

8,339,476 1,062,051
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25 Opttons over shares of Phytopharm pic continued
Optien valuations continued

The fair values of the onginal share options granted but not vested as at 30 September 2010 were calculated using the following assumptions

Expected Fxpected Performance
Expected term  dwidend yeld  Risk free rate volatility condinon
Award Crant date {note({a)) (note(b}) {note (c)} {note {d}) {note)
Share Option Plan 2007 19/12{2007 3 years 0% 4 7% 65 7% 1
Share Option Plan 2007 28{03f2008 3 years 0% 41% 69 8% 1
Share Option Plan 2007 30{05/2008 3 years 0% 4 9% 69 9% 1
Share Option Plan 2007 11/03/2009 3 years 0% 2 3% 72 4% 1
Share Option Plan 2007 20/0142010 3 years 0% 32% 705% 1
Share Option Plan 2007 21j07{2010 3 years 0% 23% 70 4% 1
Save As You Earn Plan 2007 2241212008 3 years 0% 19% 772% 2
Directors’ Reward Plan 2010 31/03/2010 3 years 0% 27% 73 7% 3
Notes to assumptions
(a) Expected term

1) 40% of participants exercise after three years if a gain of 40% 1s available If this gain 15 not available, these indiwiduals hold on to their shares

untd such a gan can be made

11} 25% of the remainder exercise from the third anniversary onwards using a reducing balance methodology, providing that a gain of 20%
1S available If this gain s not available these individuals refrain from exercising until such a gain can be made

my 15% of the total participants are “good teavers™ A good leaver i1s an employee who ceases to be an employee due to redundancy or other

carcumstances outside thesr control

w) 5% of the participants exercise per annum on a reducing balance methodolcgy, providing that the options are “in the money” (irrespective

of the level of gain} to allow for leavers in these years

v) any remaining options are exercised at matunty providing that they are “in the money” (1 e the share option price is less than the market
price} Any awards that are “underwater” (1 ¢ the share option price Is greater than the market price) therefore lapse at maturnity

vi) all exercises are dependent on the performance condition being met

(b) Expected dvidend yeld

The dividend yield of 0% reflects the absence of a history of paying dividends and a clear dvidend policy statement at the relevant grant dates

(c) Risk free interest rate
UK Gilt rates prevalent on the date of grant with a period commensurate with the term of the award
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25 Options over shares of Phytopharm plc continued
Notes to assumptions continued
(d) Expected volatiity

Expected volatility 15 the measurement of the amount by which a share price 1s expected to fluctuate during a period The expected volatihty has
been calculated using the standard approach of caiculating the standard deviatton of the natural loganthm of historical share price movements
Certain periods where there has been inactivity followed by substantial increases in price and volume have been exctuded from this calculation due

to specific events creating a volatiity that would not be representative of the potential future volatility

A reconciation of share option scheme movements for the years ended 30 September 2010 and 30 September 2009 15 set out below
2010 2009
Weighted Waighted
average average
exercise exercise
Number price Number price
At 1 October 1,062,051 £015 4,467,500 £0 36
Granted 7,563,495 £009 B43470 £0 05
Exercised — — — —
Lapsed {286,070) E0 21 (4,248,919} £0 35
At 30 September 8,339,476 £009 1,062,051 £0 15
The following tables summarise the infarmatian about the range of exercise prices for share optiens outstanding at 3¢ September 2010 and
30 September 2009
2010 2009
Weighted Weighted
Welghtad average Weaghted average
average remaining life average remainung hfe
exercise Number contractual exercise Number contractuat
Range of exercise prices price of shares years price ot shares years
£0 04 to £0 08 £007 5734676 973 £005 605430 834
foVtof012 E0 11 2,270,084 810 — — -
£0 21 to £0 24 £022 254,290 800 £022 288,948 900
foN £0 31 80,426 700 £0 3 87863 800
044 to £0 48 — — - £0 46 79,810 591
The total charge for the year relating to employee share-based payment plans was £55,942 (2009 £147,768 credit) all of which related to the
above eguity based transactions The credit in 2009 arose due to the large number of unvested options which lapsed in the year
Provision for employer’s national insurance on share option gains
There I1s ne provision for Employer's National Insurance Contributions on share option gains at the year end for options granted under the 2007
share option schemes as the lrability for National (nsurance has been transferred to the employee
There 15 no prowision for Employer's National Insurance Contnbutions on share option gams at the year end for options granted under the 2010
scheme as the option price of the share options granted is greater than the market value of the shares under opton
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26 Post balance sheet events

A number of changes to the UK corporation tax system were announced in the June 2010 Budget Staterment Certain of these tax changes were
substantively enacted in the Finance Bill 2010-11 on 20 July 2010 The impact of these changes have been reflected in the unrecognised potential
deferred tax asset

Certain other changes are expected to be enacted i future Finance Bills, including further reductions to the main rate of corporation tax by 1%
per annum to 24% by 1 Apnl 2014 The overall effect of the further changes from 27% to 24% if these appled to the potential deferred tax asset
balance at 30 September 2010 would be to reduce the potential deferred tax asset by £1,308,000 (being £436,000 recogrused in the year ending
30 September 2011, £436,000 recogrised in the year ending 30 September 2012 and £436,000 recognised in the year ending 30 September 2013}

27 Capital commitments
The Greup had no capital commitments contracted but not provided for at 30 September 2010 (2009 E£nily The Company had no capital
commitments contracted but not provided for at 30 September 2010 {2009 £nil)

28 Contingent liabthties
There were no contingent liabilities in the Group or Company at 30 September 2010 {2009 £nif)

29 Financial commitments
At 30 Septermber 2010 there were the following comnnitments under non-cancellabte operating leases

2010 2009
Land and Lard and
bulldings builgings

£ £

Within ane year 81,224 13,650

Between two and five years inclusive 315,185 17,063

396,409 30,713
The Group’s cammitments have mcreased due to relocation to new premises during the year an fixed term lease arrangements

The Group has purchase obligations of £2,531,835 in respect of its sub-contracted research and development activities as at 30 September 2010
{2009 £208,103} The Company had no such commitments (2009 fnil)

Company
The Company has no annual commitments under non-cancellable operating leases (2009 £nil}

30 Related party transactions

Group

Under IAS 24, ‘Related Party Disclosures’ the Group 1s net required to disclose intra-group transactions which are eliminated on cansoldation
The Directors regard Phytapharm plc as the ulttmate controlling party of the Group

Company
The inter-company balances outstanding at 30 September 2010 and 30 September 2009 are shown on the Company balance sheet

The Company has been charged £412,634 {2009 £333,407) for corporate services provided by subsidiary undertakings

The remuneration received by key management personnel, including the Directors, 1s disclosed in note 6
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Shareholder information
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Lakeview House
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Comyan number
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