O " FUTURA MEDICAL

S A

Innovative products for consumer health

FUTURA MEDICAL
Annual report and accounts 2006



p
\) FUTURA MEDICAL

Futura Medical plc (“Futura”) develops
innovative products for the consumer
healthcare market.

Our vision is to leverage our skills and expertise to bring to market
some of the world’s most innovative consumer healthcare products.

Futura is developing a portfolio of products in sexual healthcare
and pain relief management and is evaluating further therapeutic
opportunities as potential additions to the growing pipeline. The
Company’s strategy is to out-license manufacture and distribution
to major pharmaceutical and healthcare groups.

Futura is based at the Surrey Research Park, Guildford, Surrey, and
our shares trade on the AIM market of the London Stock Exchange.

Our business strategy is centered on selecting and
developing products with regard to four elements:

e Return on Investment: we focus on consumer e Strong Intellectual Property: we develop and
healthcare products that offer the potential for a retain commercially valuable intellectual property
significant return on the costs of development. including know-how, patents and trademarks.

e Over The Counter (OTC): our aim is to produce e Licensing: we aim to license our products

safe and effective OTC products which are during their development to established
available to consumers on a general retail basis distributors who offer the best potential
or through chemists without the need for a commercial opportunities.

doctor’s prescription.



Highlights e

Significant progress across our growing product and IP portfolio

CSD500 - launch preparation underway by Durex® maker SSL

International plc ahead of regulatory approval for our condom
product to help healthy men maintain a firm erection

MED2002 - partnering negotiations re-started following the return
of development rights for our topical gel for erectile dysfunction

DermaSys® - launch of brand name for the Group’s unique, topical
drug delivery technology

TPR100 - exclusivity agreement signed with GlaxoSmithKline

Consumer Healthcare for the negotiation of global distribution
rights for our new pain relief product

Net loss of £1.77 million (2005: net loss of £1.94 million)
Net cash at 31 December 2006 of £3.78 million (2005: £1.81 million)
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-Utura at a glance
-

We have currently four main products in development for sexual health and for pain relief. These are CSD500, FLD500,
MED2002 and TPR100. We are also actively working on the next generation of product opportunities.

Our partnerships

Futura has signed a global distribution agreement with the

world’s largest branded condom manufacturer and distributor,

SSL International plc (makers of the Durex® condom range)
for CSD500 and FLD500 for the lifetime of the patents.

SS L International

B ]
(durex]

“We believe CSD500 could become
an exciting addition and innovative
product within the Durex® range
that will help to improve the sex
lives of our customers.”

Chris Bunniss,
Group Marketing and Innovations Director, SSL.

GlaxoSmithKline and Futura Medical
have entered a period of exclusive
discussions and negotiations for
the global distribution rights for
TPR100 concluding no later than

31 March 2008.
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(dermasys] - our
proprietary drug delivery
technology

Futura has developed a highly efficient and

proprietary trans-dermal delivery technology,
DermaSys?®, for the absorption of active molecules
through the skin. The DermaSys® technology was
originally developed by Futura for use in our topical
treatment for erectile dysfunction, MED2002.

DermaSys® is a versatile technology in that it can be
tailored to suit the specific active compound being
used and the therapeutic indication. Such targeted
delivery offers an optimised profile in terms of dose,
onset time and duration of effect as well as an
improved safety profile through lower systemic
uptake and the reduced risk of side effects.

To maximise the value of this asset, Futura has been
evaluating its use with a range of compounds and is
conducting further trial work and market research on a
treatment for premature ejaculation (PET500) and for
female sexual dysfunction (FSD500). In addition, Futura
is assessing the use of DermaSys®with a range of
other compounds.



Ourvision is to leverage our skills

and expertise to bring to market
some of the world’s most innovative
consumer healthcare products.

Product Pipeline

Devices
Pre clinical Early clinical Late clinical Design Shelf life Dossier Dossier approval
completion determination submission / Market launch
CSD500

CSD500 is a condom that incorporates an erectogenic compound which comes into contact with the penis on application of the condom.
This is aimed at helping healthy men maintain a full erection during intercourse whilst wearing a condom in order to reduce the risk of
condom slippage.

Status: EU regulatory process.

FLD500

FLD500 is a sister product to CSD500. The active compound will be applied to the outside of a condom coming into direct contact with the vagina
during sexual intercouse. This is aimed at helping healthy women maintain natural lubrication during intercourse, reducing the risk of discomfort
and condom failure.

Status: Scale-up trials.

Drugs
Product Pre clinical Phase | Phase Il Phase Il Dossier approval
evaluation clinical clinical clinical / Market launch
MED2002

MED2002 is a “rub-on” gel applied directly to the penis for the treatment of male erectile dysfunction (ED).
Status: Ongoing clinical trial programme.

TPR100

TPR100 is a product for the provision of topical pain relief.
Status: Study to evaluate drug delivery from topical formulations.

PETS500

PET500 will be an OTC treatment for premature ejaculation using anaesthetic compounds.
Status: Market research and early formulation work.

)

FSD500
FSD500 will be an OTC treatment for female sexual dysfunction.

Status: Early evaluation.
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Chairman’s and Chief Executive's joint review

Dr William Potter and James Barder

We are pleased to announce Futura’s results for the year ended
31 December 2006, a period of significant progress for the
Group. It was a period during which our product development
portfolio advanced and our corporate strategy evolved with the
broadening of our involvement in the OTC market to include
the new therapeutic area of pain relief. We have also sought to
leverage our drug delivery technology by launching a distinct
brand, DermaSys®, which we believe has significant

04

commercial potential.

The current financial year promises to be a highly
significant year for Futura, not least because we expect
EU regulatory approval of our first product in the fourth
quarter, putting the Group firmly on track to becoming
a business with a recurring royalty income stream.

CSD500
Condom safety device

We have made tremendous progress with our condom
product CSD500 with our partner SSL International plc,
the manufacturer of Durex® condoms, who continue to
prepare for the EU marketing launch in anticipation of
regulatory approval being received later this year. The
launch of CSD500, a product that helps healthy men
maintain a full erection during intercourse whilst wearing
a condom, will mark a major milestone for Futura. As we
move closer to product launch, we expect to be able to
provide further details including the brand name of the
product within the Durex® portfolio.

Futura continues to protect future revenue streams by
aggressively patenting new developments. To protect
CSD500’s revenues, Futura has secured patent
protection, or is proceeding to obtain patent protection,
in 30 consumer markets, including the principal
territories within Europe as well as the USA and Canada.
Patent applications are on-going in 8 other territories.

Progress continues on CSD500’s sister product,
FLD500, and we look forward to providing further
information in due course.

MED2002
Treatment for erectile dysfunction

In July 2006, we announced a development agreement
for MED2002 with GlaxoSmithKline Consumer
Healthcare (GSK) with a view to GSK developing

and marketing the product as the world’s first OTC
treatment for men with erectile dysfunction. Post the
period end, in May 2007, we announced that GSK had
returned the rights to the product to Futura owing to
current priorities within GSK which meant that they
were unlikely in the near future to approve a marketing
agreement for the product.
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Whilst GSK’s decision was disappointing we have been
encouraged by the level of interest from other potential
licensees. Progress in the development of MED2002
has been significant and we remain confident in our
ability to secure new commercial arrangements on
favourable terms for the final stage of development
and marketing of the product. We look forward to
updating shareholders in due course on the progress
in negotiations with other potential licensees.

Evaluation work on PET500, our product for the
treatment of premature ejaculation, is progressing and
we expect to be in a position to update shareholders
on progress later in the year.

DermaSys®
Drug delivery technology

At the half year stage, we highlighted that the Group was
carrying out a strategic review to determine the best way
of leveraging its intellectual property assets, know-how
and commercial expertise. This review focused in part

on the versatile and proprietary drug delivery technology
that the Group has developed for the rapid and localised
delivery of drugs through the skin. We had originally
developed this technology for MED2002 but have since
been assessing the technology against a wide range of
generic drugs where improved topical delivery might bring
commercial opportunities.

This assessment reinforces our belief that the
technology has a range of applications in addition to
MED2002. To increase the awareness and visibility of
this technology and its technical and commercial
potential we branded it DermaSys® and launched its
brand name in February 2007.

DermaSys® can be adapted to suit specific compounds
and the therapeutic indication being targeted with the
result that an optimised delivery profile can be achieved
in terms of dose, onset time and duration of effect. We
intend to continue to leverage the DermaSys® asset in
opportunities - developed in-house or through licensing
arrangements - that offer clear commercial potential. We
believe that our DermaSys® technology, combined with
our commercial knowledge of routes to market, offers
partnership opportunities with other technology
companies to co-develop products.



TPR100
Topical pain relief

Our assessment work on DermaSys® identified
significant opportunities to improve the effectiveness of
topical pain relief products. As announced in September
2006, we were able to show, through in vitro human
skin permeation studies, improved drug delivery rates in
excess of eight times higher than the world’s current
market leading non-prescription topical analgesic. These
studies were carried out by a world-renowned expert,
Professor Mike Roberts at the University of Queensland,
Australia.

We recently announced an exclusivity agreement with
GSK for the negotiation of global distribution rights for
the provision of pain relief using our DermaSys®
technology. As part of the agreement, GSK has paid an
upfront fee which will provide sufficient funding to cover
the costs of the initial clinical work.

Topical pain relief marks a new therapeutic area for
Futura, expanding our initial focus on sexual healthcare
into a broader involvement with the consumer healthcare
market. The worldwide market for pain relief is estimated
at US$ 50 billion for 2005 and is expected to increase to
US$ 75 billion by 2010, The global market for OTC
sales of topical analgesics is estimated at US$ 2.6
billion?.

This evolution of our business model, based on the
common theme of our DermaSys® drug delivery
technology, will be continued into other therapeutic
areas if we are satisfied with the potential commercial
returns and overall fit with our strategy.

Whilst being very interested in new opportunities, we are
determined to adhere to our principle of using lower-risk
chemical actives, where there is a history of safe use in
humans, rather than looking at new chemical entities,
which carry a significantly increased risk profile.

Finance

The Group reported a net loss after tax in the year
ended 31 December 2006 of £1.8 million (year ended
31 December 2005 as restated: £1.9 million). The
Group raised £3.7 million net of costs during the year
ended 31 December 2006 following a placing of shares

in July 2006 and various exercises of options throughout
the year. This provided us with a cash balance at

31 December 2006 of £3.8 million (year ended

31 December 2005: £1.8 million).

Outlook

As the Group moves towards revenue generation, we
have updated the style and content of our website and
Annual Report to reflect our increasing confidence and
to appeal to a wider consumer audience as well as to
our shareholders. We will continue to develop our
communication with our audiences to keep our
shareholders and other stakeholders informed of our
strategy and progress.

The outlook remains positive for the remainder of the
year: interest from potential partners for MED2002 is
encouraging, our portfolio of product opportunities is
broadening and we are on track to achieve the major
milestone of regulatory approval for our most advanced
product, CSD500, putting us firmly on course to
becoming a business with a recurring royalty income
stream.

| YT

Dr W D Potter
Executive Chairman

e

J H Barder
Chief Executive

Note
1 Pain Therapeutics — Drugs, Markets and Companies, October 2005
2 DB6 2007 database (MSP), Nicholas Hall & Company
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Anthony Clayden

The Group finished the year with a healthy cash position, costs firmly under

06

Financial review

The Financial Review should be read in conjunction with the
financial statements and the notes to the financial statements
set out on pages 26 to 43.

Turnover

The Group’s turnover for the year to 31 December 2006
was £301 (year ended 31 December 2005: £1,660). This
represents residual revenue from the settlement of an
intellectual property dispute in 2004 and no further revenue
is expected from that source.

Losses

The Group’s accumulated loss for the year ended

31 December 2006 was £1.8 million (year ended

31 December 2005 as restated: £1.9 million). The Group’s
operating loss for the year ended 31 December 2006 was
£2.1 million (year ended 31 December 2005 as restated:
£2.4 million) and the operating loss of the sole subsidiary,
Futura Medical Developments Limited, for the year ended
31 December 2006 was £2.0 million (year ended

31 December 2005 as restated: £2.2 million).

Loss per share for the year ended 31 December 2006
was 3.4 pence (year ended 31 December 2005 as restated:
4.0 pence).

control and the prospects for revenue moving closer.

All the restated amounts for the year ended 31 December
2005 relate solely to the first time adoption of FRS20 as
explained in note 1.3 to the financial statements on page 31.

Group research and development costs

The Group aims to achieve cost effective research and
development and to bring products to market as soon as
practicable.

Group research and development costs vary year to year.
This reflects both the stage of development reached for

the various products under development and the impact

of external factors. Such factors during the year ended

31 December 2006 included pending decisions of regulatory
bodies and finalisation of joint development arrangements.

The table below shows the trend in our historic research
and development costs and other administrative costs over
the past five reporting periods (as restated for the first time
adoption of FRS20 as explained in note 1.3 to the financial
statements on page 31):

11 months
Year ended Year ended Year ended ended Year ended
31 December 31 December 31 December 31 December 31 January
2006 2005 2004 2003 2003

As restated As restated As restated
£ £ £ £ £
Research and development costs 1,077,312 1,553,056 971,043 632,062 810,754
Other administrative costs 1,030,360 805,161 754,725 885,888 485,322
Total operating expenses 2,107,672 2,358,217 1,725,768 1,517,950 1,296,076
R&D ratio 51% 66% 56% 42% 63%
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The R&D ratio is the percentage of research and development
costs relative to total operating expenses for each period.
The Board is mindful to keep a sensible balance as reflected
in this R&D ratio. Clearly, higher research and development
spend would increase this R&D ratio. Conversely, a reduction
in the Group’s research and development expenditure, such
as through cost efficiencies, would decrease this ratio.

Total research and development spend since original
formation of the business in 1997 totals £6.2 million
(55% of total operating costs). During the year, the sole
subsidiary Futura Medical Developments Limited has
continued to incur this research and development
expenditure which has been written off as incurred.

The Board considers that this overall total research and
development spend relative to its pipeline of later stage
products and emerging new products distinguishes the
Group’s lower funding requirements and risk profile
compared with more typical businesses in the wider
pharmaceutical industry. The Group’s strategy will
continue to focus on medical drugs and devices that
offer the potential for a significant return on the costs of
development. As well as continuing its existing research
and development programme, the Group continues to
seek new opportunities for potential products to add

to its portfolio.

Research and development costs for the year ended

31 December 2006 fell compared with the year ended

31 December 2005. This was mainly as a result of reduced
spend on MED2002 development whilst commercialisation
arrangements were negotiated. In addition, the cost of
CSD500 development has fallen to approximately half the
level of 2005 following regulatory submission in November
2005. These reductions are partially offset by increased
costs of new product development in the areas of pain
relief and premature ejaculation.

Other administrative costs
The Group continues to maintain a focus on tight control of
all expenditure.

Other administrative costs for the year ended 31 December
2006 were £1,030,360 (year ended 31 December 2005 as
restated: £805,161). These comprise all other operating
costs excluding those relating to product development and
associated intellectual property. The main constituents of
other administrative costs and their relative proportions were:

Year ended Year ended

31 December 31 December

2006 2005

Wages and salaries 52% 55%
Legal and professional advisers 23% 28%
Office costs and staff expenses 14% 13%
Licensing negotiations 11% 4%
100% 100%

The Group has expanded its internal team to support
increased activity levels as it moves towards revenue
generation and seeks further product development
opportunities internally and externally. The principal reasons
for the increase in other administrative costs relate to wages
and salaries, related increases in staff expenses, and license
negotiation costs (legal and advisory) in respect of the
development and licensing of MED2002.

Although wages and salaries within other administrative
costs fell as a proportion, the overall increase includes the
impact of new marketing and support staff recruited in 2005
and 2006. Two additional support staff have been recruited
in April 2007. This completes the current expansion of the
central administrative functions of the Group as the platform
for the next phase of the Group’s growth strategy.
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Financial review

Continued

08

Taxation

A research and development tax credit of £196,133

(81 December 2005: £286,973) in respect of research

and development expenditure incurred has been recognised
in the financial statements. The reduction compared with
the prior year reflects the fluctuating research and
development spending year to year.

Capital structure and funding

The Group remains funded primarily by equity capital.
This reflects the development status of its products
which is summarised in the Product Pipeline on page 3.

The Group did not have any bank borrowings at

31 December 2006 (31 December 2005: £nil). The

net cash outflow from operating activities during the year
ended 31 December 2006 was £2.1 million (year ended
31 December 2005: £2.3 million).

Cash held by the Group is shown below at each period end:

In July 20086, the Group raised £3.3 million net of costs
following a private placing at 78 pence and exercise of
share options by directors and staff. Exercise of options

in January and February 2006, chiefly by former directors,
raised a further £0.4 million net of costs for the Group (for
the year ended 31 December 2005 the total receipts from
the exercise of share options was £0.1 million). This brings
the total cash raised by the Group from formation of the
business in 1997 until 31 December 2006 to £13.5 million
net of costs.

Other significant sources of funding for the Group comprise
research and development tax credits from formation of the
business in 1997 until 31 December 2006 of £1.0 million
(of which it has received £0.8 million) and bank interest
received of £0.6 million.

31 December 31 December 31 December 31 December 31 January

2006 2005 2004 2003 2003

£m £m £m £m £m

Cash at bank and in hand 3.8 1.8 3.7 2.4 1.5

A L Clayden
Finance Director
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Directors

Dr William Duncan Potter, PhD
Executive Chairman (60)

Dr Potter became Chairman in June 2001.

He is a member of the Nominations Committee
and an adviser to the Remuneration Committee.
He provides advice and expertise on product
development matters bringing to bear his
considerable experience. He has spent 35 years

in research and development including 27 years
of bringing new products to market involving

a wide range of medical devices. He has extensive
knowledge of worldwide regulatory procedures,
intellectual property issues and licensing. Dr Potter
previously worked at London International Group
plc, including 7 years as Group Scientific Affairs
Director, and at Smith & Nephew plc.

David Bryn Davies, BSc (Hons), MBA
Product Development Director (44)

Mr Davies has been a Director of the Company
since September 2001. He is responsible for all
product development programmes for the Group.
Prior to joining the Company, Mr Davies was
Director of Project Management at Clintrials
Research Limited. He has 23 years of experience
of pharmaceutical and healthcare product
development, within pharmaceutical companies
and global contract clinical research organisations.
Previous employers also include Porton Down,
Glaxo Group Research, Wellcome Research
Limited, Zambon Limited and PPD Pharmaco
Limited. Mr Davies is company secretary of the
charity Ordinary 2 Extraordinary Limited and

a trustee of the Gary Evans charitable trust.

James Henry Barder
Chief Executive (47)

Mr Barder joined the Company as Chief Executive
in June 2001, He assists the Remuneration and
the Nominations Committees (but is not a member
of and does not vote on either). He has overall
responsibility for all activities of the Group, is

a principal contact for all shareholder and

investor relations matters and leads licensing

and distribution negotiations and new product
development activities. He first became involved
with the Group as an investor in 1997 and has
been a Director of the subsidiary since 1998.
Prior to becoming Chief Executive, he was
Managing Director of Aon Capital Markets Limited.
Mr Barder has predominantly worked in the field
of insurance and finance including firms he
founded and co-owned. Mr Barder is also a
Non-Executive Director of Lorega Limited and
Creon Corporation plc.

Jonathan David Freeman, BA (Hons), MBA
Senior Independent Non-Executive
Director and Chairman of Remuneration
Committee and Audit Committee (42)

Mr Freeman joined the Board in July 2003 and
was appointed Senior Independent Non-Executive
Director in November 2003. As well as chairing the
Audit and the Remuneration Committees, he is
also a member of the Nominations Committee.

He provides guidance on City regulatory matters,
corporate finance and investor relations. He
provides over ten years of corporate finance
experience with previous roles including Partner

at Gambit Corporate Finance, Director of Beeson
Gregory and involvement in the creation of
EASDAQ. Mr Freeman is also an Executive Director
of Creon Corporation plc and a Non-Executive
Director of AIM-quoted Cobra Capital Limited,
Equity Pre-IPO Investments Limited and Syndicate
Asset Management plc.

Anthony Louis Clayden, BSc (Hons), FCA, MSI
Finance Director and Company Secretary (40)

Mr Clayden joined the Company as Finance Director
and Company Secretary in October 2001. He assists
the Audit and the Nominations Committees (but is
not a member of and does not vote on either). As
well as managing financial and compliance matters,
he has driven the governance and risk management
initiatives and supports the corporate finance and
investor relations activities. Mr Clayden’s previous
Finance Director roles were with privately-owned
businesses involved in information technology

data storage services and solutions and in consulting
and business services. Previously, he worked in
corporate finance, mainly focused on technology and
services businesses, at PricewaterhouseCoopers and
KPMG. He qualified as a Chartered Accountant with
BDO Stoy Hayward LLP.

Andrew Slater, BA (Hons)
Independent Non-Executive Director and
Chairman of Nominations Committee (59)

Mr Slater joined the Board in July 2003. As well as
chairing the Nominations Committee, he is also a
member of the Remuneration and the Audit
Committees. He provides insight into the marketing
and consumer aspects of bringing new products to
market. He has more than 30 years of worldwide
marketing expertise gained mainly in healthcare
and pharmaceuticals and was a Director of SSL
International plc having spent 17 years with London
International Group plc. Mr Slater’s role included
all aspects of the promotion and marketing of SSL
International plc’s products including family
planning products and he was Managing Director
of the Americas and Europe. He is also a Non-
Executive Director of Summit Medical Limited.
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Directors’ Report
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The Directors present their report and the audited financial statements of Futura Medical plc for the year ended
31 December 2006.

Principal activities

The principal activity of the Group is the research and development of pharmaceutical drugs and medical devices and
their commercial exploitation. The Chairman’s and Chief Executive’s Joint Review on pages 4 to 5 and Financial Review
on pages 6 to 8 set out in more detail the Group’s activities during the year and anticipated future developments.

Research and development activities
The main area of research and development continues to be in the field of innovative pharmaceutical drugs and medical
devices for the consumer healthcare market with the main focus being on sexual health.

The Product Pipeline on page 3 sets out the Group’s products and their development status at the date of this Annual Report.
Of the six products listed, TPR100 marks the first departure from the sexual health markets and is a topical pain relief product.

Business review

Group strategy

Group strategy continues to focus on developing innovative products for the consumer healthcare market. This strategy
responds to the well-publicised demographic change of an ageing population, increasing prosperity, government initiatives
to increase self-medication, the natural desire for improved quality of life and the Directors’ expectations that consumer
healthcare spending will increase as a result. The objective is to develop products such that each one on its own has the
potential to generate significant annual revenues in excess of our total Group annual operating costs.

The Group pursues this strategy by selecting and developing products with regard to four elements:

® Return on Investment: we focus on consumer healthcare products that offer the potential for a significant return on the
costs of development.

@® Over The Counter: our aim is to produce safe and effective OTC products which are available to consumers on a General
Sales List basis or through chemists without the need for a doctor’s prescription.

® Strong Intellectual Property: we retain our commercially valuable intellectual property including know-how, patents and
trademarks.

® Licensing: we aim to license our products during their development to established distributors who offer the best potential
commercial opportunities.

Three of our products (CSD500, FLD500 and MED2002) have involved the application of the same chemical active in each
case to the sexual health field. The development of our proprietary delivery technology, DermaSys®, is enabling the expansion
of our product pipeline to include new active molecules (reducing the dependence on one single active) and to applications
outside of sexual health. PET500 and TPR100 represent the first applications of our DermaSys® technology to our next
generation of products.

Long lead times for product development characterise the pharmaceutical industry. However, the Board seeks to drive the
business through to revenue generation as soon as practicable with due regard to regulatory standards and an appropriate
commercial approach. This is achieved through swift decision-making, highly capable staff and the involvement of excellent
external expertise.

At the same time, the Directors remain committed to keeping regular or fixed costs restricted to an appropriate level through
the continued and judicious use of outsourcing, external consultants, and professional advisers. Clearly, the lower the Group’s
costs the earlier that revenue generation would lead to a key future financial milestone of monthly break-even.
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The Consumer Healthcare market
The Group develops products which address the consumer healthcare market. The Group considers there to be two distinct
categories within this market.

The first category is the global OTC market with a market size of US$ 67.6 billion®. This market information includes all sales
of non-prescription medicines.

The non-prescription drugs being developed by the Group are shown in the Product Pipeline on page 3. These comprise the
sexual health products (MED2002, PET500, and FSD500) which could form a new category within the OTC market and the
pain relief product (TPR100) which fits within the US$ 12.0 billion global analgesics market® and where the current market
leader for topical analgesics has annual sales of US$ 260 million®. Although there is no quoted sexual health OTC market data,
the prescription market for erectile dysfunction treatments alone was over US$ 2.7 billion* in 2005.

The second category is the global consumer medical devices market with a market size of US$ 220 billion®. This market
covers a wide range of products including hospital equipment and supplies. The Directors estimate that the market for
consumer medical devices is worth between US$ 17 billion and US$ 22 billion.

The consumer medical devices being developed by the Group are shown in the Product Pipeline on page 3. These comprise
the two condom products (CSD500 and FLD500), which fit within the US$3.1 billion global condom market® and where our
distribution partner SSL International plc, the makers of Durex®, are the global leader with a 35% market share®.

These consumer healthcare markets are dominated by global pharmaceutical and consumer healthcare groups with long-
established distribution networks. Smaller research and development companies, such as Futura, seek to license out their
innovative products to these larger players.

Futura seeks to offer its licensing partners its ability to identify commercially attractive consumer healthcare product
opportunities coupled with a lower cost, expert, and faster development model backed by strong patent protection and other
intellectual property rights. In return for this, Futura seeks significant royalties from future sales of these products through its
partners and their established distribution networks.

Review of the performance of the business and future developments

The Chairman’s and Chief Executive’s Joint Review on pages 4 to 5 and the Financial Review on pages 6 to 8 report on the
Group’s performance during the year ended 31 December 20086, its position at that date and its likely future development.
Information that fulfils the requirements of the Business Review is included in the Chairman’s and Chief Executive’s Joint
Review on pages 4 to 5 and the Financial Review on pages 6 to 8, which are incorporated in this report by reference.

Future developments are expected to include progress of products as they move through the various phases of the product
pipeline. The details of these are often commercially sensitive or subject to confidentiality arrangements with distribution
partners. Subject to such restrictions, which are necessary to secure competitive advantage, the Board will continue to keep
shareholders informed of the key aspects and milestones.

Key performance indicators

The Directors consider the successful achievement of development, licensing and commercialisation milestones and the
number of products under development (beyond the evaluation stage) to be the major drivers of value creation for the Group.
These are measures of the progress of the business towards its revenue generation goal and are considered by the Board to
be the key non-financial performance indicators used to determine achievement of Group strategy. The Group’s performance
with regard to such milestones is discussed in the Chairman’s and Chief Executive’s Joint Review on pages 4 to 5.

Note

3 For calendar year 2006. Source: OTC Yearbook 2007 (MSP), Nicholas Hall & Company

4 Futura estimate based on erectile dysfunction sales data from 2005 Annual Reports for Pfizer, Lilly Icos LLC and Bayer (Bayer Healthcare)
52003 calendar year. Source: Standard and Poor’s 2004a Healthcare: Products and Supplies. Industry Surveys, September 2004

6 2006 calendar year. Source: “Condoms: A Global Strategic Business Report”, January 2007, Global Industry Analysts, Inc
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Directors’ Report

Continued

12

Key performance indicators (continued)

The Directors consider Group cash and the absolute values of and the ratio between research and development costs and
other administrative overhead costs as the Group’s key financial performance indicators. The cost-related indicators assist in
monitoring financial control to reduce the hurdle to achieving the key future financial milestone of monthly break-even (once
revenues commence). The monitoring of cash gives due consideration to anticipated future spend to prioritise development
opportunities and plan the resources required to achieve the goals of the business. The Financial Review on pages 6 to 8
considers these financial performance indicators.

Principal risk and uncertainties

The development of pharmaceutical drugs and medical devices requires the necessary safety, stability and efficacy to be
demonstrated in clinical programmes in order to meet the requirements of the appropriate regulatory bodies. These may not
be successful. The Directors consider that the key risks of the Group are set out below.

Clinical development and regulatory risk

There can be no guarantee that any of the Group’s products will be able to obtain or maintain the necessary regulatory
approvals in any or all of the territories in respect of which applications for such approvals are made. Where regulatory
approvals are obtained, there can be no guarantee that the conditions attached to such approvals will not be considered too
onerous by the Company or its distribution partners in order to market its products effectively.

The Group seeks to reduce this risk by developing products using safe, well-characterised active compounds with known risk
profiles, through seeking advice from regulatory advisors and consultations with regulatory approval bodies, and through
working with experienced distribution partners.

Funding risk

The Group continues to incur substantial operating expenses. Until the Group generates positive net cash inflows from the
successful development and commercialisation of its products it remains dependent upon additional funding through the
injection of capital from share issues or from its licensing and development partners. The Group may not be able to generate
positive net cash inflows in the future or to attract such additional required funding at all or on suitable terms. In such
circumstances the development programmes may be delayed or cancelled and the business operations cut back.

The Group seeks to reduce this risk by keeping a tight control on expenditure, avoiding long-term supplier contracts (other
than clinical trials), prioritising development spend on products closest to potential revenue generation, maintaining a focused
portfolio of products under development and keeping shareholders informed of progress.

Commercialisation risk
There can be no guarantee that the Group will succeed in establishing and maintaining the necessary contractual relationships
with licensing partners for its products under development.

Even if the Group’s products are successfully developed and approved by the appropriate regulatory bodies, they may not be
successfully launched by the Group’s licensing partners or enjoy commercial acceptance.

The Group seeks to reduce this risk by selecting experienced licensing partners, maintaining and developing its relationship
with these partners, and seeking the development of new products of interest to these partners.

Competition risk

The Group’s current and future potential competitors include, amongst others, major multinational pharmaceutical and
healthcare companies with substantially greater resources than those of the Group. There is no assurance that competitors
will not succeed in developing systems and products that are more effective or economic than any of those developed by the
Group with its distribution partners or which would render the Group’s products obsolete or otherwise non-competitive.
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Competition risk (continued)

The Group seeks to reduce this risk by securing patent protection for its products, maintaining confidentiality arrangements
regarding Group know how and technology, monitoring technological developments and registration of patents, and selecting
leading businesses in their respective fields as licensing partners capable of addressing significant competition should it arise.

Intellectual property risk

The commercial success of the Group and its ability to compete effectively with other companies depends, amongst other
things, on its ability to obtain and maintain patents sufficiently broad in scope to provide protection for the Group’s intellectual
property rights against third parties and to exploit its pharmaceutical products. The lack of any such patents may have a
material adverse effect on the Group’s ability to develop its business.

The commercial success of the Group also depends upon not infringing patents granted, now or in the future, to third parties
who may have filed applications or who have obtained or may obtain patents relating to business processes which might
inhibit the Group’s ability to develop and exploit its own business.

The Group seeks to reduce this risk by only developing products where legal advice indicates patent protection would be
available, seeking patent protection for the Group’s products, maintaining confidentiality arrangements regarding Group know
how and technology, and monitoring technological developments and the registration of patents by other parties.

Results and dividends

The results of the Group for the year are set out on pages 26 to 43 and show a loss after tax of £1,775,124 (year ended
31 December 2005 as restated: £1,936,117). No dividends were paid and none are proposed by the Directors (year ended
31 December 2005: £nil).

Directors and their interests
The Directors of the Company during the year were:

Dr W D Potter
J H Barder

A L Clayden
D B Davies

J D Freeman
A Slater

Summary biographical details of the Directors of the Company are shown on page 9.

The Directors who held office at the end of the financial year had the following beneficial interests and other interests as
trustees in the shares of the Company:
Ordinary shares of 0.2 pence each

31 December 2006 1 January 2006

Beneficial Other Beneficial Other

interests interests interests interests

W D Potter 81,098 - - R
J H Barder 303,712 416,500 236,997 416,500
A L Clayden 270,305 - - -
D B Davies 407,572 - 15,152 -
Totals 1,062,687 416,500 252,149 416,500

Other than as shown in the table above, no Director had any interest in the shares of the Company or in the subsidiary
company, Futura Medical Developments Limited, at 31 December 2006. The increase in the Directors’ interests in shares of
the Company reflects the exercise of share options in July 2006.
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Directors and their interests (continued)
The share options held by the Directors at 31 December 2006 are set out below:

Number of options over shares

At 31 December At 1 January

2006 2006

W D Potter 50,000 425,000
J H Barder 100,000 350,000
A L Clayden 275,000 775,000
D B Davies 250,000 1,250,000
675,000 2,800,000

Further details of the share options held by Directors are included in the Remuneration Report on pages 17 to 20 and of the
total share options outstanding in note 15 on page 40 and 41. Th