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a) Introduction

In accordance with AIM Rules for Companies issued by London Stock Exchange plc, all AIM listed companies are required to report their financial statements in accordance Adopted IFRSs for all accounting periods commencing on or after 1 January 2007.

The Group’s transition date to IFRS is 1 January 2006. This has been determined in accordance with IFRS 1 ‘First Time Adoption of International Reporting Standards’, being the start of the earliest period of comparative information.
The purpose of this document is to demonstrate how the adoption of IFRS will impact upon Oxonica’s financial performance and financial position. This document explains all material policy changes from the accounting policies adopted in the UK GAAP financial statements. 

The financial information presented in this document is unaudited. The accounting policies that have been adopted in preparing the financial information are consistent with those that the directors currently intend to use in the next annual report and accounts. There is however, a possibility that the directors may determine that some changes to these policies are necessary when preparing the full annual report and accounts for the first time in accordance with IFRSs as adopted by the European Union.
b) An outline of the implementation process

Oxonica has undertaken a detailed review of the differences between UK GAAP and IFRS in order to identify those differences which may have a material impact on the Group. The implementation process was undertaken in the following stages:

i) An initial review to determine which international standards were most likely to have a significant impact on Oxonica;

ii) A detailed review of each standard in order to determine the extent of any work required;

iii) A central review of the results of the detailed work undertaken.

Throughout the process, the company’s auditors and other professional firms were consulted as required.
In implementing the transition to IFRS, the Group has followed the requirements of IFRS 1, which generally requires IFRS accounting policies to be applied fully and retrospectively in deriving the opening balance sheet date at the date of transition (1 January 2006).
IFRS 1 allows companies to take advantage of certain exemptions from restating historical data in order to simplify the transition process.

Oxonica has taken advantage of the following exemptions:
i) Share Based payments: The Group has elected to apply IFRS 2, ‘share based payments’, only to relevant share based payment transactions granted after November 2002;
ii)The Effects of Changes in Foreign Exchange Rate: The Group has taken advantage of the exemption within IFRS 1 which allows that the cumulative translation differences relating to overseas subsidiaries can be set to zero as at 1 January 2006. 
c) Explanation of adjustments under IFRSs adopted by the EU (‘Adopted IFRSs’)

IAS 1 ‘Presentation of Financial Statements’

IAS 1 sets out the primary statements (together with the line items which must be contained therein) which must be included within a set of financial statements prepared under IFRS. Consequently there are a number of presentational changes in financial statements prepared under IFRS compared with those presented under UK GAAP. These comprise both items needing to be separately disclosed on the face of the consolidated income statement, consolidated balance sheet and consolidated cash flow statement and reclassifications within the consolidated balance sheet.

Disclosure items:
i) 
Interest income and expense are presented in the consolidated income statement as finance income and finance expense respectively;
ii) 
Tax creditor is disclosed separately on the face of the consolidated balance sheet.
Reclassifications:

i) Tangible and Intangible assets fall under the heading ‘non-current assets’

ii) Tangible assets are now classified as ‘Property, plant and equipment’

iii) Creditors falling due after more than one year have been reclassified as ‘Interest bearing loans and borrowings’.

IFRS 2 ‘Share Based payments’
UK GAAP accounting policy - 


The share option programme, long term incentive plan (LTIP) and share incentive plan (SIP) allow employees to acquire shares of the Company. The fair value of options and conditional share awards granted is recognised as an employee expense with a corresponding increase in equity. The fair value is measured at grant date and spread over the period during which the employees become unconditionally entitled to the options or shares. The fair value of the options and shares granted is measured using an option pricing model, taking into account the terms and conditions upon which the options or share awards were granted. The amount recognised as an expense is adjusted to reflect the actual number of share options or shares that vest except where variations are due only to share prices not achieving the threshold for vesting.

IFRS changes to policy -
No change required as already adopted FRS 20, while permitting the same exemption regarding older awards as does IFRS 2.
IFRS 3 ‘Business Combinations’

UK GAAP accounting policy - 

Under UK GAAP Oxonica has historically amortised goodwill (being the excess of the cost of acquisition of the subsidiary undertakings and businesses over the fair value of the net assets acquired) through the profit and loss account on a straight line basis over its estimates useful economic life up to a maximum of 20 years. 
IFRS changes to policy -
Under IFRS 3, goodwill is no longer amortised but is required to be reviewed annually for impairment.

Oxonica’s financial statements for the half year of 30 June 2006 and the full year to 31 December 2006, which were prepared under UK GAAP, included an amortisation charge of £287,000 and £631,000 respectively. The amounts will not be reflected in The Groups financial statements prepared under IFRS.
Separately identified intangibles in relation to the acquisition had previously been recognised under UK GAAP. Accordingly, no adjustments are required in relation to these items under IFRS.

IFRS 7 ‘Financial Instruments: Disclosures’

UK GAAP accounting policy -

The only financial instruments the Group have are a bank loan and assets held under finance leases, these amounts are disclosed within the time periods that the payments fall due (i.e. within one year and between one and five years). All payments are shown within the appropriate heading on the Income Statement.
IFRS changes to policy -
A review of this standard showed that there was no change required.
IAS 12 ‘Accounting for Taxes on Income’

UK GAAP accounting policy -


Deferred tax is recognised in respect of all timing differences that have originated but not reversed at the balance sheet date where transactions or events that result in an obligation to pay more tax in the future or a right to pay less tax in the future have occurred at the balance sheet date. Deferred tax assets are only recognised where recovery is more likely than not. Timing differences are differences between the Group’s taxable profits and its results as stated in the financial statements that arise from the inclusion of gains and losses in tax assessments in periods different from those in which they are recognised in the financial statements.

Deferred tax is measured at the average tax rates that are expected to apply in the periods in which timing differences are expected to reverse, based on tax rates and laws that have been enacted or substantially enacted by the balance sheet date. Deferred tax is measured on a non-discounted basis.

IFRS changes to policy -
A review of this standard showed that there was no change required.

IAS 14 ‘Segmental Reporting’
IFRS changes to policy -
IAS 14 splits segmental reporting into two main areas;

1. Business segment: A component of an enterprise that (a) provides a single product or service or a group of related products and services and (b) that is subject to risks and returns that are different from those of other business segments.

2. Geographical segment: A component of an enterprise that (a) provides products and services within a particular economic environment and (b) that is subject to risks and returns that are different from those of components operating in other economic environments.
IAS 14 has detailed guidance as to which items of revenue and expense are included in segment revenue and segment expense.
Within Oxonica, for management reporting the primary segment is the business units, with secondary reporting based on geographic sales. The identified business units within Oxonica are Energy, Diagnostics, Materials and Security. 

· Sales revenue:  
Inter-segment sales are immaterial, the main external sales areas are UK, USA and Europe with Turkey being included in the Rest of World category.  

· Result: 

Profit or loss is reported by business unit with the Diagnostics and Security business units being mostly based in the USA and the remainder in the UK.

· Assets: 

The main assets of the business are the intangible assets acquired on the acquisition of Nanoplex Technologies Inc and cash, which all reside in the central group business unit.

· Basis of intersegment pricing: 

Immaterial but based on arms length.

· Liabilities:
Accruals and trade creditors.

· Capital additions: 

Immaterial as mostly small items of office equipment only.

· Depreciation:
Immaterial as mostly furniture and office equipment only.

· Non-cash expenses other than depreciation:
None

·  Equity method income: 


None

IAS 17 ‘Leases’

UK GAAP accounting policy -

Assets held under finance leases and hire purchase contracts are capitalised at their fair value on the inception of the leases and depreciated over the shorter of the period of the lease and the estimated useful economic lives of the assets. The capital elements of future obligations under the leases and hire purchase contracts are included as liabilities in the balance sheet. 

Operating lease rentals are charged to the profit and loss in equal annual amounts over the lease term.
IFRS changes to policy -
A review including the element of land and buildings of this standard showed that there was no change required.
IAS 18 ‘Revenue’

UK GAAP accounting policy -



Turnover represents the total amount receivable by the Group for goods supplied and services provided, excluding value added tax. Revenue from product sales is recognised when substantially all the risks and rewards have been transferred to the customer, with due consideration to the specific contractual shipping terms in place. Revenue from funded development contracts is recognised on a percentage of completion basis.
IFRS changes to policy -
A review of this standard showed that there was no change required.

IAS 19 ‘Employee Benefits’

UK GAAP accounting policy -

The Group operates a defined contribution pension scheme for employees. The assets of the scheme are held separately from those of the Group. Contributions are charged in the profit and loss account as they become payable in accordance with the rules of the scheme.

IFRS changes to policy -
Whilst not a change in policy, a review of the holiday pay accrual showed that the timing of recognition of such costs to the group required an adjustment. The effect of this change was an increased charge of £59,000 in the income statement for the six months ended 30 June 2006 and £27,000 in the year ended 31 December 2006. No other changes are required.
IAS 20 ‘Accounting for Government Grants and Disclosure of Government Assistance’

UK GAAP accounting policy -

Government grants for the reimbursement of costs charged to the profit and loss account are credited to the profit and loss account in the year in which the costs are incurred.

IFRS changes to policy -
A review of this standard showed that there was no change required.

IAS 21 ‘The effects of Changes in Foreign Exchange Rates’

UK GAAP accounting policy -

Transactions in foreign currencies during the year are recorded in sterling at the rates of exchange ruling at the date of the transaction.  Assets and liabilities in foreign currencies are translated into sterling at the rates ruling at the balance sheet date.  All exchange differences are taken to the profit and loss account.

IFRS changes to policy -
A review of this standard showed that there was no change required.

IAS 36 ‘Impairment of Assets’

This standard requires that goodwill acquired in a business combination to be tested for impairment annually.  The goodwill acquired on the purchase of Nanoplex Technologies Inc. was reviewed and no impairment was required.

IAS 38 ‘Intangible Assets’

UK GAAP accounting policy –


Research and development expenditure is charged to the profit and loss account in the year in which it is incurred.

IFRS changes to policy -
Under IAS 38 development expenditure which meets specific criteria under the Standard is required to be capitalised and written off over an appropriate period. A review of present expenditure showed that there was no change required.

d) i) Consolidated income statement

	 
	6 months ended 30 June 2006
	Year ended 31 December 2006

	 
	UK GAAP £000
	Write back of Goodwill £000
	Holiday pay accrual £000
	IFRS £000
	UK GAAP £000
	Write back of Goodwill £000
	Holiday pay accrual £000
	IFRS £000

	 
	
	 
	 
	
	 
	 
	 
	 

	Revenue
	1,280
	 
	 
	1,280
	10,229
	 
	 
	10,229

	 
	
	 
	 
	
	 
	 
	 
	 

	Cost of Sales
	(510)
	 
	 
	(510)
	(4,304)
	 
	 
	(4,304)

	 
	
	 
	 
	
	 
	 
	 
	 

	Gross Profit
	770
	 
	 
	770
	5,925
	 
	 
	5,925

	
	
	
	
	
	
	
	
	

	Other operating income
	252
	
	
	252
	377
	
	
	377

	 
	
	 
	 
	
	 
	 
	 
	 

	Development, sales & marketing &
	(4,129)
	287
	(59)
	(3,901)
	(9,547)
	631
	(27)
	(8,943)

	administrative costs
	
	 
	 
	
	 
	 
	 
	 

	 
	
	 
	 
	
	 
	 
	 
	 

	Operating loss
	(3,107)
	287
	(59)
	(2,879)
	(3,245)
	631
	(27)
	(2,641)

	 
	
	 
	 
	
	 
	 
	 
	 

	Finance income
	72
	 
	 
	72
	169
	 
	 
	169

	Finance expenses
	(27)
	 
	 
	(27)
	(54)
	 
	 
	(54)

	 
	
	 
	 
	
	 
	 
	 
	 

	Loss before tax
	(3,062)
	287
	(59)
	(2,834)
	(3,130)
	631
	(27)
	(2,526)

	 
	
	 
	 
	
	 
	 
	 
	 

	Income tax (expense) / credit
	(9)
	 
	 
	(9)
	114
	 
	 
	114

	 
	
	 
	 
	
	 
	 
	 
	 

	Loss for the period attributable to equity holders of the parent
	(3,071)
	287
	(59)
	(2,843)
	(3,016)
	631
	(27)
	(2,412)

	 
	
	 
	 
	
	 
	 
	 
	 

	 
	
	 
	 
	
	 
	 
	 
	 

	Basic and diluted loss per share
	(7.49)
	 
	 
	(6.94)
	(7.22)
	 
	 
	(5.77)

	 
	 
	 
	 
	 
	 
	 
	 
	 


d) ii) Consolidated balance sheet
	 
	As at 1 January 2006
	As at 30 June 2006
	As at 31 December 2006

	 
	UK GAAP £000
	Write back of Goodwill £000
	Holiday pay accrual £000
	IFRS £000
	UK GAAP £000
	Write back of Goodwill £000
	Holiday pay accrual £000
	IFRS £000
	UK GAAP £000
	Write back of Goodwill £000
	Holiday pay accrual £000
	IFRS £000

	ASSETS
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	NON CURRENT ASSETS
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	Intangible assets
	173
	 
	 
	173
	13,145
	287
	 
	13,432
	12,867
	631
	 
	13,498

	Property, plant and equipment
	734
	 
	 
	734
	783
	 
	 
	783
	731
	 
	 
	731

	Total Non current assets
	907
	0
	0
	907
	13,928
	287
	0
	14,215
	13,598
	631
	0
	14,229

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	CURRENT ASSETS
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	Inventories
	412
	
	
	412
	417
	
	
	417
	477
	 
	 
	477

	Trade and other receivables
	901
	 
	 
	901
	920
	 
	 
	920
	852
	 
	 
	852

	Cash and cash equivalents
	5,066
	 
	 
	5,066
	2,756
	 
	 
	2,756
	6,836
	 
	 
	6,836

	Total current assets
	6,379
	0
	0
	6,379
	4,093
	0
	0
	4,093
	8,165
	0
	0
	8,165

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	Total assets
	7,286
	0
	0
	7,286
	18,021
	287
	0
	18,308
	21,763
	631
	0
	22,394

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	EQUITY AND LIABILITIES
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	Issued share capital
	368
	 
	 
	368
	418
	 
	 
	418
	428
	 
	 
	428

	Share premium
	9,499
	 
	 
	9,499
	17,888
	 
	 
	17,888
	18,971
	 
	 
	18,971

	Shares to be issued
	 
	 
	 
	 
	4,225
	 
	 
	4,225
	4,225
	 
	 
	4,225

	Other reserve
	9,953
	 
	 
	9,953
	9,953
	 
	 
	9,953
	9,953
	 
	 
	9,953

	Retained earnings
	(13,821)
	 
	(23)
	(13,844)
	(16,110)
	287
	(59)
	(15,882)
	(15,531)
	631
	(27)
	(14,927)

	Total Equity attributable to equity holders of the parent
	5,999
	0
	(23)
	5,976
	16,374
	287
	(59)
	16,602
	18,046
	631
	(27)
	18,650

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	CURRENT LIABILITIES
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	Interest-bearing loans & borrowings
	113
	 
	 
	113
	173
	 
	 
	173
	166
	 
	 
	166

	Trade and other payables
	1,006
	
	23
	1,029
	1,052
	
	59
	1,111
	3,304
	
	27
	3,331

	Total current liabilities
	1,119
	0
	23
	1,142
	1,225
	0
	59
	1,284
	3,470
	0
	0
	3,497

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	NON CURRENT LIABILITIES
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	Interest-bearing loans & borrowings
	168
	 
	
	168
	422
	 
	
	422
	247
	 
	
	247

	Total Non current liabilities
	168
	0
	0
	168
	422
	0
	0
	422
	247
	0
	0
	247

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	Total liabilities
	1,287
	0
	23
	1,310
	1,647
	0
	59
	1,706
	3,717
	0
	27
	3,744

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	Total equity and liabilities
	7,286
	0
	0
	7,286
	18,021
	287
	0
	18,308
	21,763
	631
	0
	22,394

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 


d) iii) Consolidated cash flow
There was no significant impact on the cash flow statement due to the adoption of International Financial Reporting Standards.[image: image1][image: image2][image: image3]
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