





5. INVESTMENT IN ASSOCIATE

On 3 April 2007 Source BioScience plc acquired 40% of the ordinary share capital of the private healthcare provider Number One
Health Group Limited for £125,000 cash consideration in addition to £23,000 of associated transaction costs. A further amount of
£125,000 was loaned to Number One Health following the acquisition, secured by means of a debenture.

The Group’s share of the result for Number One Health, for the period from 3 April to 31 December 2007, is disclosed in the Income
Statement. The balance of the loan outstanding, including accrued interest to 31 December 2007, is disclosed in the Balance Sheet

together with the carrying value of the investment.

The Group’s share of the results of Number One Health, and its share of its assets and liabilities, are as follows;

2007 2006
£000 £°000
Assets 79 -
Liabilities (155) -
Revenue 374 -
Loss (20) -

Although the associate has net liabilities and incurred a loss in the last financial period, the Directors consider that no impairment has
arisen as the carrying value is supported by the medium term plans and forecasts for the business.

6. FINANCE INCOME - NET

Group Company

2007 2006 2007 2006

£000 £7000 £000 £000
Finance income:
Interest receivable 728 186 723 186
Finance costs:
Interest payable on other loans 12 31 - -
Interest payable on finance leases 12 14 - -
Unwinding of discounts in provisions (note 23) - 60 - 60
Finance Costs 24 105 - 60
Finance income - net 704 81 723 126
7. LOSS BEFORE TAXATION Group Company

2007 2006 2007 2006

£000 £7000 £000 £000
The following items have been included in arriving at

operating profit from continuing operations:

Staff costs (note 31) 3,036 2,879 539 997
Depreciation of property, plant and equipment
- owned assets 430 396 - -
- under finance leases 198 204 - -
Amortisation of intangibles (included in administrative expenses) 139 76 - -
Other operating lease rentals payable
- property 483 418 - -
- motor vehicles 4 9 - 5
- fixtures and fittings 8 11 - -
Repairs and maintenance expenditure on property, plant and equipment 34 31 - -
Research and development expenditure 110 167 - -
Amortisation of government grant income (34) (55) - -
Restructuring costs 29 185 - 185
Exceptional credit (206) - (206) -
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

For the year ended 31 December 2007

7. LOSS BEFORE TAXATION (CONTINUED)
Services provided by the Group’s auditor and network firms

During the year the Group (including its overseas subsidiaries) obtained the following services from the Group’s auditor as

detailed below:

Group Company
2007 2006 2007 2006
£000 £°000 £°000 £°000
Audit services:
- statutory audit 45 40 6 6
Non-Audit services:
- transaction related services 130 152 130 152
- other assurance services - 8 - -
175 200 136 158
8. DISCONTINUED OPERATIONS
On 7 November 2006, the Group completed the disposal of the Dubai Diagnostic Pathology operations, generating a loss on disposal
of £1,089,000 after accounting for certain transaction-related legal and professional costs.
After incorporating the post tax result of the Dubai Diagnostic Pathology operations the net result from discontinued operations was
a profit of £946,000 in 2006.
2007 2006
Group £°000 £°000
Post tax results from discontinued operations - 2,035
Loss on disposal of subsidiary - (1,089)
Taxation - -
Net loss on disposal - (1,089)
Total - 946
The net assets disposed of were stated net of a £29,000 minority interest balance.
Cash flows from discontinued operations
2007 2006
Group £000 £000
Net cash inflow from operating activities - 2,744
Net cash outflow from investing activities - (83)
Net cash outflow from financing activities - (52)
Total - 2,609

During 2006, discontinued operations contributed £6,004,000 to revenue and a profit of £2,035,000 . There was no impact on the tax
charge as a result of this transaction. The discontinued operations represented the Dubai Diagnostic Pathology business segment.
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9. TAXATION
Analysis of charge in year

2007
Group £000

2006
£000

Current tax
- continuing operations -

Deferred tax (note 24)
- continuing operations -

Taxation charge -

The tax charge for the year is lower (2006: lower) than the standard rate of corporation tax in the UK of 30% (2006: 30%). The charge

for the year can be reconciled to the loss per the income statement as follows:

2007 2006
Group £000 £°000
Loss on ordinary activities before tax from continuing operations (533) (2,332)
Loss on ordinary activities multiplied by rate of corporation tax of 30% (160) (700)
Effects of:
Expenses not deductible for tax purposes [including impairment] 24 12
Losses not recognised 136 688

Total taxation charge (continuing operations) -
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10. LOSS PER SHARE

The calculation of basic and diluted earnings per share for the year was based on the loss attributable to ordinary shareholders of
£533,000 (2006: loss of £1,386,000) on 203,765,232 ordinary shares (2006: 203,765,232 ordinary shares) being the weighted
average number of ordinary shares in issue.

IAS 33 Earnings per share requires presentation of diluted earnings per share when a company could be called upon to issue shares
that would decrease net profit or increase net loss per share. Net loss per share in a loss-making company would only be increased
by the exercise of share options which were out of the money. Assuming that option holders will not exercise out-of-money options,
no adjustment has been made to the diluted loss per share for out-of-money share options.

Basic earnings per share is calculated by dividing the earnings attributable to ordinary shareholders by the weighted average number
of ordinary shares outstanding during the year.

Reconciliation of the earnings and weighted average number of shares used in the calculations are set out below:

2007 2006
Weighted Weighted
average average
number of Per share number of Per share
Earnings shares amount Earnings shares amount
£°000 ’000s (pence) £°000 ’000s (pence)
Basic and diluted EPS
Earnings attributable to ordinary shareholders (533) 203,765 (0.26) (1,386) 203,765 (0.68)
Earnings per share from
continuing operations
Basic and diluted EPS
Loss for the year (533) 203,765 (0.26) (1,386) 203,765 (0.68)
Deduct pre-tax profit from
discontinued operations - - - (946) - (0.46)
Basic and diluted EPS from
continuing operations (533) 203,765 (0.26) (2,332) 203,765 (1.14)
11. INTANGIBLE FIXED ASSETS - GOODWILL
2007 2006
Group £°000 £°000
Cost
At 1 January 2,874 17,367
Acquisitions — through business combinations 3,146 -
Disposals - (14,493)
At 31 December 6,020 2,874
Aggregate amortisation and impairment
At 1 January 2,291 2,559
Disposals - (268)
At 31 December 2,291 2,291
Net book amount at 31 December 3,729 583

The Company has £nil (2006: £nil) intangible fixed assets — goodwill.
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11. INTANGIBLE FIXED ASSETS - GOODWILL (CONTINUED)

The annual impairment review was conducted on a “value in use” basis and assessed whether the carrying value of goodwill was
supported by the net present value of future cash flows derived from the attributable assets. No impairment of the carrying value
of goodwill was indicated by this review.

The goodwill within the Group relates to the Diagnostic Pathology cash generating unit (“CGU”) and Life Science Research CGU.
Projections for these CGU’s were made over a two year period using the existing budgets followed by annual growth rates of 2%
in perpetuity after this period.

The projections have been discounted using the Group’s weighted average cost of capital of 14.81%.

The carrying value of goodwill attributable to each CCU at 31 December 2007 is as follows:

Life
cau Diagnostic Science Group
Pathology Research 2007
£°000 £000 £000
Goodwill carrying value 583 3,146 3,729

The estimates and assumptions made in connection with impairment testing could differ from future actual results of operations and
cash flows. Further, future events could cause the Company to conclude that impairment indicators exist and that the asset values
associated with a given operation have become impaired. Any resulting impairment loss could have a significant impact on the
Company’s financial condition and results of operations. The carrying value of goodwill and other intangible assets will continue

to be reviewed at least annually for impairment and adjusted to the recoverable amount if required.

12. INTANGIBLE FIXED ASSETS - DEVELOPMENT COSTS

2007 2006
Group £000 £000
Cost
At 1 January 2,099 2,087
Acquisitions — through business combinations 30 -
Acquisitions — internally generated - 12
At 31 December 2,129 2,099
Aggregate amortisation and impairment
At 1 January 1,982 1,906
Acquisitions — through business combinations 4 -
Charge for the year 74 76
At 31 December 2,060 1,982
Net book amount at 31 December 69 7

Intangible fixed assets — development costs represent the costs, and associated amortisation, of internally generated software. All
amortisation charges in the year have been charged through administrative expenses. The Company has £nil (2006: £nil) intangible
fixed assets — development costs.
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13. INTANGIBLE FIXED ASSETS - DISTRIBUTION AGREEMENTS AND CUSTOMER CONTRACTS

Group £000
Cost

At 1 January 2007 -
Acquisitions — through business combinations 344
At 31 December 2007 344

Aggregate amortisation and impairment
At 1 January -

Acquisitions — through business combinations 1
Charge for the year 65
At 31 December 2007 66
Net book amount at 31 December 2007 278

Intangible fixed assets — distribution agreements represent the costs, and associated amortisation, of agreements acquired with the
acquisition of Geneservice. All amortisation charges in the year have been charged through administrative expenses. The Company
has £nil (2006: £nil) intangible fixed assets — distribution agreements.

14. PROPERTY, PLANT AND EQUIPMENT

a) Group
Computer
software,
Leasehold Plant and  fixtures and Motor
Improvements machinery fittings vehicles Total
2007 £°000 £°000 £°000 £°000 £°000
Cost or valuation
At 1 January 2007 768 1,438 1,621 17 3,844
Additions at cost 74 50 217 6 347
Acquisitions 12 - 496 19 527
Disposals - - (15) - (15)
At 31 December 2007 854 1,488 2,319 42 4,703
Accumulated depreciation
At 1 January 2007 225 679 1,299 7 2,210
Charge for the year 82 307 231 8 628
Acquisitions 9 - 147 3 156
At 31 December 2007 313 986 1,677 18 2,994
Net book amount at 31 December 2007 541 502 642 24 1,709
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14. PROPERTY, PLANT AND EQUIPMENT (CONTINUED)

Computer
software,
Leasehold Plantand  fixtures and Motor
Improvements machinery fittings vehicles Total
2006 £°000 £°000 £°000 £°000 £°000
Cost or valuation
At 1 January 2006 759 1,189 1,808 il 3,767
Additions at cost 9 249 162 6 426
Subsidiary Disposals - - (348) - (348)
Disposals - - ) - (M)
At 31 December 2006 768 1,438 1,621 17 3,844
Accumulated depreciation
At 1 January 2006 148 399 1,176 3 1,726
Charge for the year 77 280 287 4 648
Subsidiary Disposals - - (163) - (163)
Disposals - - ) - (M
At 31 December 2006 225 679 1,299 7 2,210
Net book amount at 31 December 2006 543 759 322 10 1,634
Assets held under finance leases and chattel mortgages have the following net book amount:
2007 2006
Plant Fixtures Plant Fixtures
and and Motor and and Motor
machinery fittings vehicles Total machinery fittings vehicles Total
£000 £°000 £000 £°000 £°000 £°000 £°000 £°000
Cost 741 433 15 1,189 A1 433 - 1,174
Aggregate depreciation (567) (402) (3) (972) (407) (368) - (775)
Net book amount 174 31 12 217 334 65 - 399
Plant and machinery includes:
2007 2006
£000 £000
Assets held for use in operating leases:
Cost 1,488 1,438
Aggregate depreciation (679) (399)
Charge for year (307) (280)
Net book amount 502 759

Plant and machinery held for use in operating leases relate to LBC system

s and ancillary equipment supplied to Health Authorities and

hospitals in England and Wales under consumable supply, rental and maintenance agreements. These agreements are typically for a
period of five years. At the year end there were 48 (2006: 46) LBC systems held for use under such agreements.
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14. PROPERTY, PLANT AND EQUIPMENT (CONTINUED)
b) Company
There were no movements in Property, plant and equipment in the Company in 2007;

Computer
software,
Leasehold  fixture and
improvements fittings Total
£°000 £°000 £000
Cost or valuation
At 1 January 2006 748 93 841
Transfers to subsidiary (748) (93) (841)
At 31 December 2006 and 31 December 2007 - - -
Accumulated depreciation
At 1 January 2006 148 65 213
Transfers to subsidiary (148) (65) (213)
Disposals - - -
At 31 December 2006 and 31 December 2007 - - -
Net book amount at 31 December 2006 and 31 December 2007 - - -
15. INVESTMENTS IN SUBSIDIARY UNDERTAKINGS
Fixed asset investments
Company
2007 2006
£000 £000
Shares in Group undertakings
Cost at 1 January 22,448 33,830
Additions in year 4,380 -
Disposals - (11,382)
Cost at 31 December 26,828 22,448
Impairment at 1 January (21,923) (10,963)
Impairment in the year - (10,960)
Impairment at 31 December (21,923) (21,923)
Net book amount at 31 December 4,905 525
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15. INVESTMENTS IN SUBSIDIARY UNDERTAKINGS (CONTINUED)
The subsidiary undertakings of Source BioScience plc and their respective activities were as follows at 31 December 2007:

Country of Principal Percentage

incorporation activity held

Medical Solutions (Nottingham) Limited England Provision of diagnostic services 100%
Geneservice Limited England Provision of genomic products and services 100%
Fairfield Imaging Limited England Dormant 100%
Fairfield Telepathology Limited England Dormant 100%3
Histological Solutions Limited England Dormant 100%
Kinetic Imaging Limited England Dormant 100%
Medical Solutions (Directors) Limited England Dormant 100%
Medical Solutions (Leeds) Limited England Dormant 100%
Medical Solutions London Limited England Dormant 100%
Pathlore Ltd England Dormant 100%?2
Quinoderm Limited England Dormant 100%P
Second Opinion Solutions AS Norway Holds intellectual property 75.3%

a. Held indirectly via Fairfield Imaging Limited.
b. Held indirectly via Medical Solutions (Leeds) Limited.

All of the above entities are included in the consolidated results of the Group.
All of the above entities have an accounting reference date of 31 December including Geneservice Limited which has been aligned

with other Group companies.

16. INVESTMENT IN ASSOCIATE

Fixed asset investments

Group Company
2007 2006 2007 2006
£°000 £7000 £000 £000
At 1 January - - - -
Additions in year 148 - 148 -
Share of loss (20) - - -
At 31 December 128 - 148 -
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17. INVENTORIES

Group Company
2007 2006 2007 2006
£000 £°000 £000 £°000
Raw materials 111 106 - -
Work in progress 10 10 - -
Finished goods 314 417 - -
435 533 - -

The Group consumed £2,095,000 (2006: £1,874,000) of inventories during the year and applied a write down of £70,000
(2006: £106,000) to specific raw materials stock to reflect the net realisable value of those items.

18. TRADE AND OTHER RECEIVABLES

Group Company
2007 2006 2007 2006
£000 £°000 £°000 £°000
Amounts falling due within one year:
Trade debtors 1,515 827 - -
Less: Provision for impairment of receivables (34) (23) - -
Trade debtors net 1,481 804 - -
Amounts owed by Group - - 3,379 1,748
Other debtors 5 49 - -
Prepayments and accrued income 417 319 36 12
1,903 1,172 3,415 1,760
Credit risk is assessed by reference to the customer base and is considered low. Trade receivables, net of impairment provisions,
are due from;
As at As at
31 Dec 31 Dec
2007 2006
£°000 £°000
Health authorities 839 716
Research institutions 460 -
Pharmaceutical companies 129 53
Other 53 35
Total 1,481 804
Any debts that are overdue are assessed for impairment and provision made. Historically low default levels give rise to specific
provision only where responses to collection methods have given rise to such a view. An analysis of debtors past due, net of
impairment provisions, is as follows;
As at As at
31 Dec 31 Dec
2007 2006
£000 £°000
Past due 0-30 days 417 158
Past due 31-60 days 62 9
Past 60 days 69 12
Total 548 179
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19. CASH AND CASH EQUIVALENTS

Group Company
2007 2006 2007 2006
£000 £2000 £000 £°000
Cash and cash equivalents
Cash at bank and in hand 12,267 15,229 11,504 15,742
As at 31 December 2007 and 31 December 2006 there were no short term deposits.
20. TRADE AND OTHER PAYABLES
Group Company
2007 2006 2007 2006
£°000 £°000 £000 £°000
Trade payables 1,656 1,679 62 86
Amounts owed to Group undertakings - - 27 -
Other tax and social security 117 548 2 446
Other creditors 110 50 96 1
Accruals 974 1,007 471 655
Deferred income 177 189 - -
3,034 3,473 658 1,188
21. FINANCIAL LIABILITIES - BORROWINGS
Group Company
2007 2006 2007 2006
Current £°000 £°000 £000 £000
Bank loans 105 108 - -
Finance lease obligations 61 54 - -
166 162 - -
Group Company
2007 2006 2007 2006
Non-current (all due within five years) £°000 £°000 £000 £°000
Bank loans - 105 - -
Finance lease obligations 51 101 - -
51 206 - -

Overdrafts of the Group are secured by floating charges over certain assets of the Company and Medical Solutions (Nottingham)

Limited.

Bank loans of £105,000 (2006: £213,000) represent chattel mortgages secured over certain assets of Medical Solutions (Nottingham)
Limited, all of which was at a fixed rate of interest. Bank loans are denominated in Sterling. Variable interest rates were based at LIBOR.

The weighted average interest rates at the balance sheet dates were as follows:

2007 2006
Fixed Variable Fixed Variable
% % % %
Bank loans 6.1 - 6.1 -
Finance leases 9.4 - 9.5 -
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22. FINANCIAL LIABILITIES - LOAN NOTES

Group Company
2007 2006 2007 2006
£000 £°000 £°000 £°000
Loan notes 2,133 - 2,133 -
2,133 - 2,133 -

Group Company
2007 2006 2007 2006
Non-current (all due within five years) £000 £°000 £000 £°000
Loan notes 300 - 300 -
300 - 300 -

The loan notes were issued on the acquisition of Geneservice Limited to the previous shareholders and bear interest at a fixed rate of
4.8%. Those payable in less than one year are secured by a debenture over certain assets of the Company. Those payable after more
than one year are due on the second anniversary of the acquisition and are subject to set off in respect of certain potential tax and

other liabilities that may arise.

23. PROVISIONS
Deferred

consideration

on acquisitions Other Total
Group £°000 £°000 £°000
At 1 January 2006 2,428 15 2,443
Settlement in cash - (15) (15)
Settlement of deferred consideration in shares (2,488) - (2,488)
Amortisation of discount (note 6) 60 - 60

At 31 December 2006 and 31 December 2007 -

There were no movements in the year.

24. DEFERRED TAX

The following are the major deferred tax liabilities and assets not recognised by the Group and movements thereon during the current

and prior year:

Accelerated tax Tax

depreciation losses Total
Deferred tax assets and liabilities £°000 £°000 £°000
At 1 January 2006 76 (2,466) (2,390)
Movement in the year (234) (888) (1122)
At 31 December 2006 (158) (3,354) (3.512)
At 1 January 2007 (158) (3,354) (3,512)
Movement in the year (113) 242 129
At 31 December 2007 (271) (3,112) (3,383)

At the balance sheet date, the Group has unused tax losses of £11.1 million (2006: £11.2 million) available for offset of future profits.

Potential deferred tax assets arising on the unrealised gains on employee share options as a tax deduction for the intrinsic value are
available to the Company on exercise. These have not been recognised in view of the losses carried forward but the potential asset

was £10,000 at 31 December 2007 (2006: £10,000).
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25. CALLED UP SHARE CAPITAL

Group and Company

2007 2006
Authorised Number £000 Number £000
Ordinary shares of 2p each 350,000,000 7,000 350,000,000 7,000
2007 2006
Issued and fully paid Number £000 Number £000
Ordinary shares of 2p each
At 1 January 203,765,232 4,075 203,765,232 4,075
At 31 December 203,765,232 4,075 203,765,232 4,075

Potential issues of ordinary shares

Certain senior executives and employees hold options to subscribe for shares in the Company at prices ranging from 6.25p to 34.25p
under the share option schemes approved by shareholders in 1999 and 2001. No share options were exercised in 2007 (2006: nil).
The number of shares subject to options, the periods in which they were granted and the periods in which they may be exercised are
given below:

Exercise

price 2007 2006
Year of grant (pence) Exercise period Number Number
1999 48.00 28 September 2002 to 27 September 2009 - 416,667
2002 27.75 25 March 2005 to 24 March 2012 25,000 25,000
2003 22.00 13 January 2006 to 12 January 2013 4,509,091 5,215,091
2003 22.00 13 January 2006 to 31 January 2008 706,0007 -
2003 32.50 31 August 2006 to 30 August 2007 - 500,000
2003 32.50 22 September 2006 to 21 September 2013 450,000 570,000
2004 34.25 16 October 2007 to 15 October 2014 105,519 112,158
2005 6.25 37 August 2006 to 30 August 2007 - 25,000
2005 6.25 3 May 2008 to 2 May 2015 600,000 750,000
2005 6.75 19 January 2008 to 18 January 2015 - 4,000,000
2006 9.00 37 August 2006 to 30 August 2007 - 350,000
2006 9.00 7 November 2006 to 6 November 2007 - 100,000
2006 9.00 14 March 2009 to 13 March 2016 400,000 850,000
2006 6.63 4 September 2009 to 3 September 2016 1,000,000 1,000,000
2007 7.25 8 June 2010 to 7 June 2017 3,050,000 -
2007 7.75 3 July 2070 to 2 July 2017 4,000,000 -

14,845,610 13,913,916

20n the resignation of Sir Gareth Roberts on 1 February 2007 the last exercisable date for the 706,000 share options held by him was
amended to 31 January 2008 as noted in the Directors’ Remuneration Report. The options were not exercised by, and therefore lapsed
on, 31 January 2008.
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26. SHARE-BASED COMPENSATION

The Company has three share-related schemes in place, being the 1999 unapproved share option scheme, the 2001 Inland Revenue
approved share option scheme and the Inland Revenue approved savings related scheme.

Under the 1999 unapproved and 2007 Inland Revenue approved schemes (collectively the “share option schemes”), the Remuneration
Committee can grant options over shares in the Company to employees of the Company. Options are granted with a fixed exercise
price equal to the market price of the shares under option at the date of grant. The contractual life of an option is ten years. Awards
under the share option schemes are generally reserved for employees at senior management level and above and twelve employees
are currently eligible to participate in this group. There are no reload features. The Company does not make annual grants on a fixed
date, but rather at the discretion of the Remuneration Committee.

Options granted under the share option schemes will become exercisable on the third anniversary of the date of grant. Exercise of an
option is subject to continued employment. Options were valued using the Black-Scholes option-pricing model with modifications to
take account of any respective performance criteria. The fair value per option granted and the assumptions used in the calculation
are as follows:

3 July 3 July 8 June 4 September 14 March
Grant date 2007 2007 2007 2006 2006
Share price at grant date 7.75 7.75 725 6.63 9.00
Exercise price 775 775 725 6.63 9.00
Number of employees 2 2 8 1 8
Shares under option 3,000,000 1,000,000 3,050,000 1,000,000 1,300,000
Vesting period (years) 3 3 3 3 3
Expected volatility 69.1% 69.1% 68.8% 71.3% 74.2%
Option life (years) 7 7 7 7 7
Expected life (years) 4 4 4 4 4
Risk free rate 5.63% 5.63% 5.61% 4.1% 4.1%
Expected dividends expressed as a dividend yield 0.0% 0.0% 0.0% 0.0% 0.0%
Expectation of options vesting at 31 Dec 2006 N/A N/A N/A 100% 73.1%
Expectation of options vesting at 31 Dec 2007 100% 100% 100% 100% 65.4%
Expectation of meeting performance criteria 52.5% N/A N/A N/A N/A
Fair value per option 2.30p 4.38p 4.08p 3.73p 5.21p

The expected life is the average expected period to exercise and the expected volatility is based on historical volatility over the same
timeframe. The risk free rate of return is the yield on zero-coupon UK Government bonds of a term consistent with the assumed
option life. A reconciliation of option movements over the year to 31 December 2007 is shown below:

2007 2006

Weighted Weighted

average average

exercise exercise

price price
Number (pence) Number (pence)

Outstanding at 1 January 13,913,916 16.11 12,070,453 17.64
Granted 7,050,000 7.53 2,300,000 797
Forfeited (6,118,306) 12.52 (456,537) 15.33
Exercised - - - -
Outstanding at 31 December 14,845,610 13.52 13,913,916 16.11
Exercisable at 31 December 5,690,091 22.86 7,201,758 24.22
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26. SHARE-BASED COMPENSATION (CONTINUED)

2007 2006
Weighted Weighted

average Weighted average average Weighted average

exercise Number remaining life (years) exercise Number remaining life (years)
Range of exercise price of price of
prices (pence) (pence) shares Expected Contractual (pence) shares Expected Contractual
6.25 - 20.00 7.41 9,050,000 2.75 8.17 7.09 7,075,000 2.44 8.53
21.00 - 30.00 22.03 5,240,091 0.54 5.04 22.03 5,240,091 0.54 6.04
31.00 - 40.00 32.83 555,519 1.19 5.93 32.67 1,182,158 1.20 6.83
41.00 - 100.00 - - - - 48.00 416,667 1.37 2.75

No share options have been exercised during the year (2006: nil).

The total charge (pre and post-deferred tax) for the year relating to employee share-based payment plans was £70,000 (2006: £47,000),
all of which related to equity-settled share-based payment transactions.

27. SHARE PREMIUM ACCOUNT

2007 2006
Group and Company £000 £°000
At 1 January and 31 December 32,284 32,284
28. OTHER RESERVES
Capital

Merger Other  redemption Translation
reserve reserve reserve reserve Total
£°000 £°000 £°000 £°000 £000
Balance at 1 January 2006 3,467 1,136 5 117 4,725
Currency translation adjustments - - - (407) (407)
Realisation of merger reserve (2,200) - - - (2,200)
Disposal of overseas subsidiary - - - 290 290
Balance at 31 December 2006 and 31 December 2007 1,267 1,136 5 - 2,408

Merger reserve

Under the provisions of section 131 of the Companies Act 1985, the premium on shares in the Company issued in consideration
for the acquisition of subsidiaries, where an interest greater than 90% was acquired, has been credited to a merger reserve. The
transactions giving rise to the merger reserve were the acquisitions during 1999 of Fairfield Imaging Limited (£700,000) and Cellpath
plc (£567,000) and the 2003 acquisition of the Welcare Laboratory (£2,200,000).

On disposal of Medical Solutions FZ LLC and its subsidiaries during 2006, including the Welcare Laboratory, the merger reserve arising
on the acquisition of the Welcare Laboratory was credited to the profit and loss reserve.

Source BioScience plc Annual Report and Accounts 2007

63




NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

For the year ended 31 December 2007

28. OTHER RESERVES (CONTINUED)
Other reserve

On 31 January 2001, the Court made an order confirming the reduction in the Company’s share capital following a resolution to cancel
the deferred shares in issue. The rights attaching to those deferred shares, which were not listed or quoted on any recognised stock
exchange, were minimal thereby rendering them effectively valueless. The cancelled nominal value of the shares of £1,136,000 was

credited to a non-distributable other reserve.

Capital redemption reserve EBT

During 2003, 250,000 ordinary shares with a nominal value of £5,000 were bought by the Company and were used for the Company’s
Employee Benefit Trust (“EBT”). The consideration paid for the shares was debited to the EBT reserve. On 30 July 2004 the 250,000

shares were cancelled and the nominal value of the shares was credited to a capital redemption reserve.

29. RETAINED EARNINGS

Group Company
2007 2006 2007 2006
£000 £°000 £000 £°000
At 1 January (23,340) (24,201) (21,928) (27,152)
(Loss)/profit for the year (533) (1,386) 102 2,977
Share option scheme — value of employee service 70 47 70 47
Realisation of merger reserve - 2,200 - 2,200
At 31 December (23,803) (23,340) (21,756) (21,928)

In accordance with the exemption allowed by section 230 of the Companies Act 1985, the Company has not presented its own
income statement. The profit after tax dealt with in the financial statements of the Parent Company amounted to £102,000

(2006: £2,977,000).
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30. RECONCILIATION OF CASH FLOWS

Group Company
Year Year Year Year
ended ended ended ended
31 December 31 December 31 December 31 December
2007 2006 2007 2006
£°000 £°000 £000 £°000
(Loss)/profit for the year from operations (533) (1,386) 102 2,977
Depreciation of tangible fixed assets 628 600 - -
Recognition of grant income (34) (55) - -
Impairment of investments - - - 10,960
Amortisation of capitalised development costs 74 76 - -
Amortisation of other intangibles 65 - - -
Share of loss of associate 20 - - -
Loss/(profit) on sale of property, plant and equipment 1 2) - -
Profit on sale of discontinued operations - (946) - (4,059)
Interest payable 24 105 - 60
Interest receivable (728) (186) (723) (186)
Share based payments - value of employee service 70 47 70 47
Decrease in inventories 160 146 - -
(Increase)/decrease in trade and other receivables (249) 522 (1,658) 2,138
(Decrease)/increase in creditors (624) 238 (477) (12,158)
Cash used in operations (1,126) (841) (2,686) (221)
Cash used in the year in continuing operations was £1,126,000. Cash used in the year ended 31 December 2006 in continuing
operations was £841,000 (discontinued operations: generated £2,744,000).
31. EMPLOYEES AND DIRECTORS
Group Company
2007 2006 2007 2006
Staff costs for the Group during the year £000 £°000 £000 £000
Wages and salaries 2,544 2,511 385 853
Social security costs 289 255 48 4
Pension costs (note 32) 133 78 36 23
Share-based compensation 70 47 70 47
3,036 2,891 539 997
Less amounts capitalised - (12) - -
3,036 2,879 539 997

Source BioScience plc Annual Report and Accounts 2007 | 65




NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

For the year ended 31 December 2007

31. EMPLOYEES AND DIRECTORS (CONTINUED)

Group Company
Number of people (including Executive Directors) 2007 2006 2007 2006
employed at the year end Number Number Number Number
By business segment
Healthcare
- Diagnostic Pathology 17 21 - -
- Cytology 12 10 - -
Pharma Biotech 6 6 - -
Life Science Research 26 - - -
Central services 19 13 6 5
80 50 6 5
2007 2006
Key management compensation £000 £°000
Salaries and short term employee benefits 841 1,154
Pensions and other post-employment benefits 74 44
Termination benefits 26 182
Share-based compensation 63 23
1,004 1,403
The key management figures given above include Executive and Non-Executive Directors together with senior managers.
2007 2006
Directors £000 £°000
Aggregate emoluments 351 988
Company contributions to money purchase pension schemes 35 27
386 1,015
At the year end four Directors (2006: three) have retirement benefits accruing under money purchase pension schemes.
32. PENSION COMMITMENTS
The Group operates a defined contribution pension scheme and makes payments to other, personal defined contribution pension
scheme arrangements on behalf of certain employees. The charges in the year amounted to:
2007 2006
Group £000 £000
Defined contribution schemes 133 78

The year end creditor amounted to £21,000 (2006: £13,000).
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33. OPERATING LEASE COMMITMENTS - MINIMUM LEASE PAYMENTS

2007 2006
Property Other Property Other
Group £000 £000 £°000 £°000
Commitments under non-cancellable operating leases expiring:
- Within one year 83 - - 7
- Later than one year and less than five years - 10 - 15
- After five years 8,683 - 9,101 -

The Group leases offices, laboratory facilities and a warehouse under non-cancellable operating lease agreements. The leases have
various terms, escalation clauses and renewal rights. The Group also leases plant and machines under non-cancellable operating
lease agreements.

There were no significant commitments under non-cancellable operating leases in the Company.

34. FINANCIAL COMMITMENTS

Group and Company
Contracted, but not provided, capital commitments as at 31 December 2007 were £361,000 (2006: £nil).

35. CONTINGENT LIABILITIES

Company

Under the terms of the Group’s current banking facilities, the Company was liable for the repayment and discharge of all monies owing
in respect of the bank borrowings of all subsidiary undertakings. At 31 December 2007 this amounted to £nil (2006: £520,000).

36. RELATED PARTY DISCLOSURES

The aggregated balances with subsidiaries are shown in notes 18 and 20. These amounts are all due within one year and do not bear
interest. There are no material sales to, or purchases from, subsidiary companies. The aggregated balances with subsidiaries have
arisen from corporate acquisition or disposal activities by the Company and Group.

Group personnel costs, legal and professional fees are incurred by the Company and no recharges are made to other Group companies.
Key management compensation is disclosed in note 31.

For the year ended 31 December 2006, the Company was charged an amount of £30,000 by Manntex Limited, of whom Mr Slinger
was a connected person, in respect of Non-Executive Director fees for Mr Slinger. An amount of £2,500 was outstanding and accrued
at 31 December 2006. On 1 January 2007 the arrangement with Manntex Limited ceased and there was nothing charged during 2007
nor balance outstanding at 31 December 2007.

For the year ended 31 December 2007, the Group was charged an amount of £165,218 (2006: £168,795) by CBG Insurance Brokers
Limited in respect of insurances. Of this amount, the broker’s commission was approximately £26,000, (2006: £23,000). Financing
costs on premium instalments amounting to £nil (2006: £8,777) were paid to Exius Limited. Both CBG Insurance Brokers Limited and
Exius Limited are subsidiaries of CBG Group plc of which Mr Turnbull and Mr Slinger are both directors. There were no amounts
outstanding at 31 December 2007 (2006: £nil) relating to these costs.

Source BioScience plc Annual Report and Accounts 2007 | 67



NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

For the year ended 31 December 2007

37. EVENTS AFTER THE BALANCE SHEET DATE

Acquisition of Subsidiary

On 10 March 2008 Source BioScience plc completed the acquisition of the entire ordinary share capital of Autogen Bioclear UK Limited
for total consideration of up to £6.0 million, excluding transaction costs. Due to the recent completion of the transaction the fair
values of the significant assets and liabilities assumed are preliminary and pending finalisation of the valuations. Under the terms

of the sale and purchase agreement the Company has until 10 May 2008 to deliver completion accounts to the vendors and as

at the date of these Accounts the completion accounts have yet to be finalised.

The assets and liabilities as of 10 March 2008 arising from the acquisition are as follows:

Acquiree’s
carrying
amount

£°000
Property, plant and equipment 606
Cash and cash equivalents 1,474
Inventories 198
Other current assets 503
Other current liabilities (331)
Value of net assets acquired 2,450
Goodwill arising on acquisition 3,729
Consideration 6,179
Consideration is made up as follows: £°000
Initial cash consideration 4,000
Deferred consideration 2,000
Less anticipated completion accounts adjustment (156)

5,844
Transaction costs 335

6,179
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NOTICE OF ANNUAL GENERAL MEETING

Notice is hereby given that the AGM of Source BioScience plc will be held at 1 Orchard Place, Nottingham Business Park, Nottingham
NG8 6PX on 5 June 2008 at 10.30 am for the following purposes:

Ordinary Business
To consider and, if thought fit, to pass the following resolutions 1 to 4 which are proposed as ordinary resolutions:

1. To receive and adopt the financial statements for the year ended 31 December 2007 together with the Directors’ Report, the
Auditor’s Report on those financial statements and the auditable part of the Directors’ Remuneration Report.

2. To re-elect Mr R Slinger as a Director of the Company who retires in accordance with the Articles of Association and provision
A.7.2 of the Revised Combined Code.

3. To re-appoint PricewaterhouseCoopers LLP as auditor of the Company to hold office from the conclusion of the Meeting at which
the Annual Report and Accounts are laid before the Company at a remuneration to be determined by the Directors.

4. That the Directors’ Remuneration Report set out in the 2007 Annual Report and Accounts be approved.

Special Business
To consider and, if thought fit, to pass the following resolutions of which resolution 5 will be proposed as an ordinary resolution and
resolution 6 will be proposed as a special resolution:

5. That the Directors be and they are generally and unconditionally authorised for the purposes of section 80 of the Companies Act
1985 (the Act) to allot and issue relevant securities (as defined in that section) up to a maximum aggregate nominal amount of
£1,344,851 representing 33% of the Company’s issued share capital as at 22 April 2008 provided that this authority shall expire
on the earlier of the conclusion of the next AGM of the Company and 15 months after the date of passing of this resolution or
such earlier date (if any) on which this authority is revoked save that the Company may prior to the expiry of such period make an
offer or agreement which would or might require relevant securities to be allotted after the expiry of this period and the Directors
may allot relevant securities in pursuance of any such offer or agreement notwithstanding the expiry of the authority given in this
paragraph, so that all previous authorities of the Directors pursuant to section 80 of the Act be and they are revoked.

6. That subject to resolution 5 being passed the Directors be and they are generally empowered pursuant to section 95 of the Act to
allot equity securities (within the meaning of section 94 of the Act and including without limitation section 94(3A) of the Act)
of the Company for cash or sell relevant securities (as defined in section 94 of the Act) pursuant to the authority of the Directors
under section 80 of the Act conferred by resolution 3 as if section 89(1) of the Act did not apply to such allotment or sale and
at any time prior to the expiry of such power conferred by this resolution to make an offer or agreement which would or might
require equity securities to be allotted after the expiry of such power notwithstanding the expiry of such power provided that such
power shall, subject as aforesaid, expire on the earlier of the conclusion of the next AGM of the Company and 15 months after the
date of passing of this resolution or such earlier date (if any) on which the said authority is revoked, and provided that the power
conferred by this resolution shall be limited to:

(i) allotments of equity securities where such securities have been offered (whether by way of rights issue, open offer or
otherwise) to holders of ordinary shares in the capital of the Company made in proportion (as nearly as may be) to their
existing holdings of ordinary shares but subject to the Directors having a right to make such exclusions or other arrangements
in connection with the offering as they deem necessary or expedient:

Source BioScience plc Annual Report and Accounts 2007 | 69



NOTICE OF ANNUAL GENERAL MEETING

(a) to deal with equity securities representing fractional entitlements; and

(b) to deal with legal or practical problems under the laws of, or the requirements of any recognised regulatory body or any
stock exchange in, any territory; and

(i) the allotment of equity securities for cash other than pursuant to paragraph (i) above up to a maximum aggregate nominal
amount of £407,530 representing approximately 10% of the nominal value of the current issued ordinary share capital of the
Company at 22 April 2008.

By order of the Board

Dr Nick Ash Registered office:
Company Secretary 1 Orchard Place

Nottingham Business Park
24 April 2008 Nottingham NG8 6PX
Notes

1.

70

Only those shareholders registered in the register of members of the Company as at 6 pm on 3 June 2008 shall be entitled

to attend and/or vote at the aforesaid General Meeting in respect of the number of shares registered in their name at that time.
Changes to entries on the register of members after that time shall be disregarded in determining the rights of any person to
attend and/or vote at the Meeting.

Members who are entitled to attend and vote at the Meeting are entitled to appoint one or more proxies to attend and,
on a poll, to vote instead of them. A proxy need not be a member of the Company.

In the case of joint holders the signature of one holder on the form of proxy will be accepted but the vote of the senior who
tenders a vote whether in person or by proxy will be accepted to the exclusion of the votes of any other joint holders and for
this purpose seniority shall be determined by the order in which the names stand in the register of members in respect of such
joint holding.

In the case of a corporation the form of proxy must be executed under its common seal or signed on its behalf by a duly
authorised attorney or a duly authorised officer of the corporation.

To be valid the form of proxy together with any power of attorney or other authority under which it is executed or a notarially
certified copy thereof must be sent to the Company’s registrars at Equiniti, Aspect House, Spencer Road, Lancing BN99 6DA
no later than 48 hours before the start of the Meeting.

Completion of the form of proxy will not affect the right of a member to attend and vote at the Meeting.
The register of Directors’ share interests and copies of the Directors’ services contracts will be available for inspection at the
registered office of the Company during normal business hours on any weekday (public holidays excluded) from the date of

this Notice until the AGM and will be available for inspection at the place of the AGM from 10.15 am on 5 June 2008 and
during the Meeting.
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EXPLANATORY NOTES TO NOTICE OF ANNUAL GENERAL MEETING

For the year ended 31 December 2007

Item 1: Annual Report and Accounts

The Directors must present to shareholders at the AGM the report of the Directors and the accounts of the Company for the year
ended 31 December 2007. The report of the Directors, the financial statements, the report of the Remuneration Committee and
the report of the Company’s auditor on the accounts, are contained within the 2007 Annual Report and Accounts.

Item 2: Re-appointment of Auditor

The auditor of a Company must be appointed at each General Meeting at which accounts are presented. Resolution 3 proposes the
appointment of PricewaterhouseCoopers LLP to hold office until the conclusion of the next AGM to be held in 2009. The resolution
also gives authority to the Directors to determine the auditor’s remuneration.

Item 3: Authority to Allot Shares

Resolution 5 proposes to seek renewal of the authority of the Directors to allot ordinary shares. The nominal amount of relevant
securities to which this authority will relate represents approximately 33% of the nominal amount of the issued ordinary share capital
of the Company. The authority will expire on the earlier of the conclusion of the next AGM of the Company and 15 months after the
date of passing of this resolution or earlier if revoked.

Item 4: Directors’ Remuneration Report
Resolution 4 proposes the approval of the Directors’ Remuneration Report by shareholders at the AGM.

The report, which is made on behalf of the full Board, explains the different elements which comprise Executive remuneration, including
how base salaries and annual and long term incentive remuneration are determined for Executive Directors of the Company.

Item 5: Disapplication of Pre-emption Rights

At the AGM held on 7 June 2007, the Directors were empowered to make limited allotments of ordinary shares for cash other
than according to the statutory pre-emption rights, which require a company to offer all allotments of ordinary shares for cash
proportionately to existing shareholders first.

Resolution 6 proposes to seek renewal of this power of the Directors to continue to provide for the best interests of shareholders when
opportunities arise, so that the Company can follow normal practices in the event of a rights issue or other pre-emptive issue and so
that ordinary shares may be issued wholly for cash other than proportionately to existing ordinary shareholders up to a maximum

nominal amount, representing approximately 10% of the Company’s issued ordinary share capital.

There are presently no plans to allot ordinary shares wholly for cash. Shares allotted under an employee share scheme are not subject
to statutory pre-emption rights. This resolution also allows for the sale by the Company of treasury shares which it may hold.

The authority sought by resolution 6 will last until the earlier of the conclusion of the next AGM of the Company and 15 months
after the date of passing of the resolution or earlier if revoked.

Resolution 6 will be proposed as a special resolution.
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GLOSSARY

The following terms are used in this document:

antibodies

biomarkers
Clinical Pathology

Accreditation (“CPA”)

DNA and cDNA

fluorescence in situ
hybridisation (“FISH”)

genomics

genomic clone libraries

genomic products
and reagents

genotyping & sequencing

Good Clinical Practice
(HGCP")

Good Laboratory
Practice (“GLP”)

histopathology

immunohistochemistry

liquid based cytology

RNA

RNA expression analysis

Antibodies are proteins that are found in blood or other bodily fluids; they are used by the immune
system to identify and neutralise foreign objects, such as bacteria and viruses. A wide range of
antibodies with a large variety of cellular targets are available to research scientists through distributors
such as Autogen Bioclear.

Biomarkers often refer to substances found in blood, urine or tissue, changes in which may be used to
indicate presence of disease or response to treatment. More generally the term biomarker refers to any
molecule that can be used to monitor a particular cellular process.

CPA is the mechanism of accreditation for clinical pathology services. It involves an external audit of the
ability of a laboratory to provide a service of high quality by declaring a defined standard of practice,
which is confirmed by peer review.

DNA (DeoxyriboNucleic Acid) is a large, complex molecule which, by virtue of a unique sequence

of building blocks, contains all the genetic information required to create a cell or organism. cDNA
(complementary DNA) is a simplified version of the original DNA, synthesised artificially using an RNA
template (see below).

In situ hybridisation (“ISH”) is a powerful technique, not unlike immunohistochemistry (below), for
visualising the presence of specific sequences of DNA and RNA in tissue sections. The technique uses
short synthetic sequences of DNA or RNA which will bind to the tissue with high specificity for the DNA
or RNA of interest. Fluorescent “tags” are attached to these synthetic sequences, allowing them to be
visualised with a special microscope, even when present at very low levels (being FISH).

Genomics is the study of an organism’s entire genome, where the genome of an organism is its whole
hereditary information and is encoded in the DNA (see above) and RNA (see below). This includes both
the genes and the non-coding sequences of the DNA.

A clone library is a collection of clones containing complementary DNA (“cDNA”) (see above) and is
often intended to represent the genes that are expressed within a given cell or tissue type at a given
period.

In this instance, DNA or RNA extracted and purified from a range of species, and provided in a variety
of forms for research purposes.

DNA sequencing is the process of looking at the precise order in which the building blocks of the
patient’s DNA are linked together. Genotyping, in turn, is the process whereby an individual’s DNA is
tested for mutations (single changes in the building block sequence) which might give rise to disease
or other abnormalities. This is normally carried out by sequencing.

GCP accreditation provides further assurance beyond GLP (see below) that all regulatory studies
involving human tissue are conforming to the principles of good clinical practice. GCP and GLP
compliance is monitored by the Medicines and Healthcare products Regulatory Agency (“MHRA”),
a governmental agency.

A set of principles that provides a framework within which laboratory studies are planned, performed,
monitored, recorded and reported.

The study of changes in tissues and cells as a consequence of some disease or toxic process.

Immunohistochemistry is a technique for visualising proteins and other molecules in thin sections of
tissue. This technique uses antibodies raised in other species against the protein of interest as a tool,
and exploits their exquisite sensitivity and specificity for binding to that protein.

Liquid based cytology (“LBC”) is a process for collecting cytology samples from tissues such as the cervix
or the lung, which provides purer populations of cells, without the other materials which frequently
contaminate the sample such as blood or mucus.

RNA (RiboNucleic Acid) is chemically quite similar to DNA, but is an intermediate product between
the DNA of the gene, and the ultimate protein product of that gene. The level of expression of a
gene can be gauged by the amount of RNA synthesised from that gene, a process usually measured
by quantitative real-time polymerase chain reaction (“Q-PCR”).

RNA expression analysis measures the activity of genes at once generating a global picture of cellular
function. The expression analyses, or profiles, can distinguish between cells that are actively dividing,
for example, or show how the cells react to a particular treatment.

72 | Source BioScience plc Annual Report and Accounts 2007



@% wnijo4 Aq padnpoud ssexg Aq paubisaq



Source BioScience plc

1 Orchard Place
Nottingham Business Park
Nottingham

NG8 6PX

www.sourcebioscience.com





