












The rights attaching to the redeemable preference shares are

summarised as follows: a) the shares do not confer any right to

dividend or other distributions; b) on a return of capital on

liquidation or otherwise, the assets of the Company available for

distribution among the members are to be applied first in repaying

to the holders of the redeemable preference shares the amounts

paid up or credited as paid up in respect of such shares; c) holders

of redeemable preference shares have the right to receive notice of

and attend general meetings, but have no right to vote thereat; 

d) the price per share at which redeemable preference shares are

transferred may not exceed the amount paid or credited as being

paid up, and e) the Company may specify by notice in writing the

date upon which it intends to redeem all (but not some only) of the

shares. The price per share payable by the Company to the holders

of the redeemable preference shares on their redemption shall be

the amount paid up or credited as paid up on each such share.

On 10 May 2006, Boehringer Ingelheim International GmbH

(“Boehringer”) subscribed for 4,939,536 ordinary shares of 0.025p

each at a price of £1.3975 per share, representing a subscription

price of €10,000,000 (£6,903,100). The subscription price per share

was equal to the average of the middle-market quotation for an

ordinary share in the capital of the Company as reported by the

London Stock Exchange for the 30 dealing days up to and including

the fourth business day prior to the effective date of a Licence

Agreement signed with Boehringer on 16 April 2006, plus a

premium of 35%.

Under the above licensing agreement, Boehringer has an option to

subscribe for ordinary shares in the Company for a consideration of

€5,000,000 based on the average share price of Vectura Group plc's

ordinary shares calculated over a 30-day period ending three

business days prior to the date of the decision to exercise the

option, plus a premium.

On 25 July 2006, the Company issued 52,941,177 ordinary shares

of 0.025p each by way of an open offer and private placing at a

price of 85 pence per share, representing a total consideration of

£45 million.

On 18 January 2007, by way of a Scheme of Arrangement under

Section 425 of the Companies Act 1985 the Company issued

143,824,813 shares of 0.025p each to the shareholders of Innovata

plc on the basis of 0.2858 Vectura Group plc ordinary shares for

each Innovata plc share held (note 2).

On 18 January 2007, the Company issued 300,000 shares to the

Vectura Group plc Employee Benefit Trust in satisfaction of an issue

of Free Shares to employees.

Between 1 April 2006 and 31 March 2007 the Company issued

832,327 (2006 – 2,105,556) ordinary shares of 0.025p each on

exercise of employee share options at an average exercise price of

24.4p per share (2006 – 16.5p).

Relevant costs associated with the above share issues have been

set off against the share premium account as permitted under the

Companies Act 1985.

(b) Share premium account

The share premium account consists of the proceeds from the issue

of shares in excess of their par value (which is included in the share

capital account).

(c) Shares to be issued

The shares to be issued reserve at 31 March 2006 related to a total

of 2,200,000 ordinary shares of 0.025p each to be issued to

Cambridge Consultants Limited (CCL) as deferred consideration in

connection with the acquisition of Vectura Delivery Devices Limited

under a purchase agreement dated 5 February 2002. In accordance

with this agreement, 400,000 ordinary shares were issued on 21

August 2003 and a further 300,000 ordinary shares were issued on

12 November 2004, both to satisfy revenue milestones. In

accordance with a Deed of Variance dated 9 November 2004, CCL

agreed to the cancellation of 150,000 deferred shares. The balance

of 1,350,000 deferred shares outstanding was issued to CCL on 3

January 2007.

(d) Special reserve

The special reserve was created on 19 May 2004 as part of the

process prior to the Company’s IPO on 2 July 2004, to enable re-

registration as a public company. It is a non-distributable reserve.

(e) Merger reserve

The merger reserve was created on the merger of the Company

and Co-ordinated Drug Development Limited (since renamed

Vectura Limited) in 1999 and also relates to the acquisition of

Vectura Delivery Devices Limited in 2002 (see above). In compliance

with IAS 27, at 1 April 2006 this reserve was recorded in the books

of the Company, thus reflecting the transition requirements of IFRS.

During the year ended 31 March 2007, the merger reserve was

increased by £120,776,886 following the acquisition of Innovata plc

on 17 January 2007, as described above.

(f) Share-based compensation reserve

The share-based compensation reserve represents the credit 

arising on the charge for share options calculated in accordance

with IFRS 2.
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26  Share options and Long Term Incentive Plan

Share options

The Company’s Directors, officers and employees hold options under the Vectura Unapproved Share Option Plan (the “Unapproved Plan”) and

Enterprise Management Incentive arrangements (the “EMI Plan”), whereby options are granted to acquire shares at the market price ruling

on the date of grant. In general, options vest after three years and are exercisable during a period ending ten years after the date of grant.

The Company also operates a Save as You Earn Share Option Scheme (the “Sharesave Scheme”). All employees and Directors are invited to

subscribe for options to acquire shares in the Company, which may be granted at a discount of up to 20% of the market value on the offer

date. The options granted vest after three years and are exercisable during a period of six months following the vesting date.

On 18 January 2007, the date of completion of the acquisition of Innovata plc in accordance with a Scheme of Arrangement (see note 2),

options over Innovata shares issued and outstanding at that date under the ML Laboratories PLC 1989 Executive Option Scheme and the ML

Laboratories PLC 1999 Executive Option Scheme were exchanged for options over Vectura shares in accordance with the rules of the relevant

Innovata Option Scheme. The exchange was on the basis that the option holders received new options over 0.2858 Vectura shares for every

one Innovata share, equating to an aggregate market value similar to that of the Innovata shares released and at a similar aggregate exercise

price, save that, to the extent such Innovata options would not have vested but for the Scheme becoming effective, the new options are

subject to the vesting periods that would otherwise have applied. No performance conditions (to the extent that they applied under the

Innovata Option Schemes) apply to the new options over Vectura shares. The numbers of Innovata shares outstanding at 18 January 2007

and the equivalent number of Vectura shares are shown in the tables below.

ML Laboratories PLC 1989 Executive Option Scheme (the “1989 Scheme”):

Innovata Equivalent

Innovata shares Exchange Vectura Vectura 

grant price exchanged rate grant price shares 

Grant date Pence No. % Pence No.

09/02/98 124 826,614 0.2858 433.870 236,246

18/03/98 119 56,554 0.2858 416.375 16,163

06/07/98 88 109,383 0.2858 307.908 31,262

08/03/99 106 177,261 0.2858 370.889 50,661

1,169,812 334,332



ML Laboratories PLC 1999 Executive Option Scheme (the “1999 Scheme”):

Innovata Equivalent

Innovata shares Exchange Vectura Vectura 

grant price exchanged rate grant price shares 

Grant date Pence No. % Pence No.

20/08/99 138.21 273,925 0.2858 483.590 78,288

10/11/00 139.69 127,778 0.2858 488.768 36,519

02/11/01 36.52 2,525,174 0.2858 127.782 721,695

17/04/03 14.56 5,784,244 0.2858 50.945 1,653,137

19/04/04 18.75 5,347,866 0.2858 65.605 1,528,420

03/03/05 21.25 3,000,000 0.2858 74.353 857,400

14/07/05 21.72 3,000,000 0.2858 75.997 857,400

15/07/05 22.00 4,000,000 0.2858 76.977 1,143,200

14/09/05 25.50 7,800,000 0.2858 89.223 2,229,240

10/10/05 25.50 200,000 0.2858 89.223 57,160

32,058,987 9,162,459
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26  Share options and Long Term Incentive Plan (continued)

Share Investment Plan

During the year ended 31 March 2007, the Company introduced the Vectura Group plc Share Incentive Plan (SIP) following approval by the

shareholders on 27 September 2006. This plan is available to all employees, including Executive Directors, the purpose being to encourage

employees to become shareholders of the Company and retain their shares over the medium to long term. Under this plan, the Company

may award free shares with a three-year vesting period; the employee may buy partnership shares with pre-tax salary; and the Company

may match any partnership shares purchased in one year with additional matching shares. On 18 January 2007, the Company issued

279,650 free shares to employees. The fair value of these free shares, calculated using the Black-Scholes model (see below), was £271,271

for the entire vesting period, with £11,407 charged to the income statement of the current year.

A summary of the outstanding options in these schemes is shown below.

Unapproved EMI Sharesave

Vectura schemes Plan Plan Scheme Total

Options outstanding at 1 April 2005 8,171,847 4,779,908 579,661 13,531,416

Options granted 538,886 – 167,506 706,392

Options exercised (1,422,000) (683,556) – (2,105,556)

Options forfeited (14,613) (63,916) (45,507) (124,036)

Options outstanding at 1 April 2006 7,274,120 4,032,436 701,660 12,008,216

Options granted 1,045,462 – 439,003 1,484,465

Options exercised (161,111) (668,444) – (829,555)

Options forfeited (42,900) – (19,397) (62,297)

Options outstanding at 31 March 2007 8,115,571 3,363,992 1,121,266 12,600,829

Options vested at 31 March 2007 2,792,634 3,244,976 – 6,037,610

Range of exercise prices 0.025p to 0.025p to 50.8p to

104.0p 48.125p 72.0p 

1998 1999

Schemes acquired from Innovata: Scheme Scheme Total

Options outstanding at 18 January 2007 334,332 9,162,459 9,496,791

Options granted – – –

Options exercised – (2,772) (2,772)

Options forfeited – – –

Options outstanding at 31 March 2007 334,332 9,159,687 9,494,019

Options vested at 31 March 2007 334,332 4,015,286 4,349,668

Range of exercise prices 308p to 51p to

434p 489p

The options exercised during the year ended 31 March 2007 yielded proceeds of £203,321 (2006 – £346,536).

The Directors do not believe that presenting further separate information on each scheme is a meaningful method of presenting

information on the schemes. Therefore, the schemes have been aggregated together in the following disclosure.



The weighted average exercise price across all schemes for outstanding options at the beginning of the period was 68.1p (2006 – 35.5p).

The weighted average exercise price of options exercised in the year was 24.4p (2006 – 16.5p) and these options had a weighted average

market price at exercise of 91.0p (2006 – 90.5p). Options with a weighted average exercise price of 64.5p (2006 – 49.6p) were cancelled in

the year and options with a weighted average exercise price of 92.3p (2006 – 82.7p) were granted during the year. The weighted average

exercise price of all share options outstanding at the year end was 68.1p (2006 – 42.6p). The weighted average remaining contractual life

of the outstanding share options at the year end was 6.4 years (2006 – 7.0 years). The aggregate of the estimated fair values of the

options granted during the year (excluding the LTIP) was £430,000 (2006 – £692,000). 

The outstanding options at 31 March 2007, including the Innovata options rolled over on 18 January 2007, were granted as follows:

Exercise Date from 

price per which first Expiry 

Grant date share (p) Number exercisable date

February 1998 433.870 236,246 09/02/01 09/02/08

March 1998 416.375 16,163 18/03/01 18/03/08

July 1998 307.908 31,262 06/07/01 06/07/08

March 1999 370.889 50,661 08/03/02 08/03/09

August 1999 483.590 54,896 20/08/02 20/08/09

August 1999 483.590 23,392 20/08/04 20/08/09

November 2000 488.768 36,519 10/11/03 10/11/10

December 2000 23.150 368,000 22/12/03 21/12/10

March 2001 23.150 196,000 28/03/04 26/03/11

April 2001 48.125 171,200 18/04/04 18/04/08

April 2001 48.125 166,232 11/04/04 11/04/11

August 2001 48.125 96,000 08/08/04 08/08/11

October 2001 48.125 8,000 16/10/04 16/10/11

November 2001 127.782 721,695 02/11/04 02/11/11

February 2002 0.025 760,000 23/02/05 21/02/12

March 2002 48.125 440,000 18/03/05 18/03/12

May 2002 48.125 107,844 13/05/05 27/05/12

June 2002 48.125 116,340 16/06/05 14/06/12

July 2002 48.125 80,000 15/07/05 28/07/12

August 2002 48.125 140,000 06/08/05 07/08/12

October 2002 48.125 322,224 02/10/05 27/10/12

November 2002 48.125 317,776 01/11/05 04/11/12

April 2003 48.125 389,792 11/04/06 28/04/13

April 2003 50.945 1,651,823 17/04/06 17/04/13

November 2003 48.125 42,000 19/11/06 17/11/13

December 2003 48.125 161,000 03/12/06 30/11/13

April 2004 65.605 1,526,962 19/04/07 19/04/14

April 2004 36.000 1,402,224 29/04/04 29/04/14

April 2004 36.000 1,935,164 29/04/07 29/04/14

April 2004 36.000 209,764 30/04/07 28/04/14
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26  Share options and Long Term Incentive Plan (continued)

Exercise Date from 

price per which first Expiry 

Grant date share (p) Number exercisable date

May 2004 48.125 200,000 05/05/07 03/05/14

July 2004 56.000 80,000 02/07/04 02/07/14

July 2004 56.000 597,472 02/07/05 02/07/14

July 2004 56.000 597,472 02/07/06 02/07/14

July 2004 56.000 600,472 02/07/07 02/07/14

July 2004 57.500 2,000 06/07/07 06/07/14

August 2004 57.500 20,000 01/08/07 01/08/14

October 2004 50.500 21,000 01/10/07 01/10/14

January 2005 63.500 62,000 04/01/08 04/01/15

February 2005(1) 50.800 514,757 01/04/08 30/09/08

March 2005 74.353 857,400 03/03/08 03/03/15

March 2005 68.000 300,050 31/03/08 31/03/15

June 2005 89.500 4,000 30/06/08 30/06/15

July 2005 75.997 857,400 17/01/07 31/01/09

July 2005 76.977 1,143,200 15/07/08 15/07/15

August 2005 82.500 75,506 03/08/06 03/08/15

August 2005 82.500 75,504 03/08/07 03/08/15

August 2005 82.500 75,504 03/08/08 03/08/15

September 2005 89.223 2,229,240 14/09/08 14/09/15

September 2005 82.500 131,366 30/09/08 30/09/15

October 2005 89.223 57,160 10/10/08 10/10/15

January 2006 83.000 169,000 02/01/09 02/01/16

February 2006(1) 72.000 167,506 01/04/09 30/09/09

May 2006 104.000 75,000 22/05/06 22/05/16

June 2006 89.500 408,524 28/06/07 28/06/16

August 2006 93.750 454,133 09/08/07 09/08/16

September 2006 88.500 71,000 29/09/09 29/09/16

March 2007(1) 71.200 439,003 01/04/10 30/09/10

March 2007 87.750 30,000 30/03/10 30/03/17

22,094,848

(1) Sharesave scheme



Long Term Incentive Plan (LTIP)

Under the rules of this plan, Executive Directors and certain senior

managers are granted conditional rights to receive a maximum

number of shares at the beginning of a three-year period, a

proportion of which they will be entitled to receive at the end of

that period, depending on the extent to which the challenging

performance conditions set by the Remuneration Committee at the

time the allocation was made, are satisfied. Further information on

the performance conditions of the LTIP are detailed in the Report

of the Board on remuneration. At 31 March 2007, Executive

Directors and eligible senior managers hold rights which may

result in the issue of 1,032,611 ordinary shares on 12 September

2008, 668,814 ordinary shares on 22 November 2009 and 329,670

ordinary shares on 1 March 2010. The fair value of this scheme

has been estimated using the Monte Carlo model, and using the

same assumptions for volatility, option life, expected dividend yield

and risk-free rate of return detailed below. For the purposes of

calculating the fair value of the LTIP, it was considered equally

probable that the Company’s performance would be such that it

would perform in each of the quartiles established under the LTIP

scheme, as described in the Report on Directors’ remuneration.

The fair value charge for the LTIP, which is included with the share

option charge, has been calculated as £180,000 (2006 – £49,000).

Fair value calculation

The Group has taken advantage of the exemption in IFRS 1 and

has only applied IFRS 2 to options granted after 7 November 2002

and not vested at 1 January 2005. At the year end there were

4,460,450 options outstanding that were granted before this date

(2006 – 4,042,644).

The fair value of the options was determined using the Black-

Scholes pricing model. The share-based compensation charge for

the year ended 31 March 2007, including the LTIP, is £1,633,000

(2006 – £741,000).

The assumptions input into the Black-Scholes model were 

as follows:

Year of grant

2007 2006

Weighted average share price 

of grants during the year 92.27p 82.71p

Expected volatility (1) 47–59% 30–50%

Option life 10 years 10 years

Expected dividends Nil Nil

Risk-free interest rate (2) 4.87–5.43% 4.21– 4.61%

The assumptions input into the Monte Carlo model were as follows:

Year of grant

2007 2006

Weighted average share price 

of grants during the year 92.00p 77.5p

Expected volatility(1) 47.97–58.69% 30–50%

Option life 3 years 3 years

Expected dividends Nil Nil

Risk-free interest rate(2) 4.99–5.28% 4.21–4.61%

(1) Expected volatility has been calculated by reference to the Company’s

historic share price since the IPO in July 2004, considered alongside the

volatility of similar companies.

(2) The risk-free interest rate is the UK Gilt Rate at the date of grant.

The charge is spread over the expected vesting period, utilising 

the fair value calculated by using the two models above, and 

after adjusting for the likelihood of cancellation of options as

employees leave.

In the prior year, the fair value of options was determined using the

Hull-White pricing model.
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27  Reconciliation of net cash flows from operating activities

2007 2006

Group £000 £000

Operating loss (11,266) (8,475)

Depreciation of property plant and equipment 1,265 816

Amortisation of intangible assets 1,995 –

Profit on sale of assets (20) –

Profit on disposal of investments (1,215) –

Decrease in inventories 24 –

Decrease/(increase) in receivables 4,469 (3,839)

(Decrease)/increase in payables (2,555) 1,289

(Decrease)/increase in deferred income (2,236) 6,924

Share-based compensation 1,633 741

Net cash outflow from operations (7,906) (2,544)

Research and development tax credits received 1,396 984

Net cash outflow from operating activities (6,510) (1,560)

2007 2006

Company £000 £000

Operating loss (8,303) (5,119)

Depreciation of property plant and equipment 682 264

Profit on disposal of investments (1,067) –

Decrease/(increase) in receivables 3,929 (3,825)

Increase in payables 17,320 1,238

(Decrease)/increase in deferred income (3,181) 4,691

Share-based compensation 1,633 741

Net cash outflow from operations 11,013 (2,010)

Research and development tax credit received 1,216 811

Net cash inflow/(outflow) from operating activities 12,229 (1,199)



28  Analysis of net funds

1 April Non-cash 31 March

2006 Cash flow movements 2007

£000 £000 £000 £000

Cash and cash equivalents 16,828 60,701 – 77,529

Financial liabilities – 507 (18,886) (18,379)

Finance leases (14) 139 (535) (410)

16,814 58,740

29  Retirement benefits plans

The Group operates a number of defined contribution personal pension plans for all qualifying employees. The assets of the schemes are

held separately from those of the Group and are independently administered. The total cost charged in the income statement is detailed in

note 6. At 31 March 2007, contributions of £47,593 (2006 – £1,416), due in respect of the current reporting period, had not been paid over

to the scheme. This amount is included in other payables (note 22).

30  Operating lease arrangements

At the balance sheet date, the Group has aggregate outstanding commitments for future minimum lease payments under non-cancellable

operating leases, which fall due as follows:

Land and buildings Other Total

2007 2006 2007 2006 2007 2006

Group £000 £000 £000 £000 £000 £000

Expiry date:

Within one year 672 329 108 68 780 397

In the second to fifth years inclusive 1,316 1,102 71 62 1,387 1,164

After five years 1,332 1,318 – – 1,332 1,318

3,320 2,749 179 130 3,499 2,879

On 26 July 2002, the Company entered into a 25-year lease agreement in respect of the lease of premises at One Prospect West,

Chippenham, Wiltshire. The annual commitment in respect of this lease, which has a break clause in July 2017, is £251,000. 

On 13 June 2005, Vectura Delivery Devices Limited entered into a five-year lease agreement in respect of premises at Cambridge Science

Park, Milton Road, Cambridge. The annual commitment in respect of this lease is £77,700. There is a break clause in June 2008. 

On 27 October 2006, Vectura Delivery Devices Limited entered into a lease agreement in respect of additional premises at Cambridge

Science Park, expiring on 13 June 2010. The annual commitment in respect of this lease is £38,535.

On 23 February 1996, Quadrant Technologies Limited entered into a lease in respect of the premises at Ruddington, expiring on 27 July

2017. The annual commitment in respect of this lease is £327,000. There is a break clause on 31 July 2007. 

All items in the above table also relate to the Company, with the exception of the Cambridge and the Quadrant Technologies Limited leases

described above.
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31  Capital and other commitments

At the year end the Group had capital commitments contracted, but not provided for of £29,000 (2006 – £940,000). The Company had

capital commitments of £27,000 (2006 – £867,000).

At the year end the Group also had a potential commitment to pay future milestones in relation to an agreement with Theradeas Limited

based on successful clinical development of three potential products. There are no royalties due to Theradeas Limited if these products are

successfully launched. 

32  Related party transactions

Group

Transactions between the Company and its subsidiaries, which are related parties, have been eliminated on consolidation. Except as

disclosed below, no Group company entered into a transaction with a related party that is not a member of the Group.

On 6 April 2006, the Company entered into an agreement with Theradeas Limited in relation to an initial evaluation of three inhaled therapy

concepts that are the subject of Theradeas’s patent applications. The broad concept is that Vectura and Theradeas would, following

successful completion of Vectura’s initial evaluation, enter into a collaboration that would be funded by Vectura. Under the collaboration,

Theradeas would grant Vectura an exclusive licence, with rights to sub-license, over the Theradeas patents and know-how, to develop,

manufacture and commercialise inhaled products resulting from their patents. In accordance with this agreement, payments of £25,000

and £100,000 were made to Theradeas in May and August 2006 respectively. Dr A J M Richards, a Non-Executive Director of Vectura Group

plc, is also a Non-Executive Director and shareholder of Theradeas Limited.

As noted in the Report of the Board on remuneration, during the year £2,000 (2006 – £5,000) was paid to Croggan Limited for consultancy

services. Dr A J M Richards is a director of Croggan Limited.

Dr Richards is a Non-Executive Director and has a holding of 1.84% in PharmaKodex Limited, an associated company (note 14).

Company

Details of the Company related party transactions with parties outside of the Group are noted above. In addition, the following details of

trading within the Group are disclosed in accordance with IAS 24.

Recharge Recharge Amounts Amounts

from to owed by owed to

related related related related

parties parties parties parties

Related party £000 £000 £000 £000

Subsidiaries:

2007 619 3,202 9,580 16,895

2006 – 2,682 10,088 187



(0.9)
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Five-year summary
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Turnover

14.1

8.4

4.5

2.9

3.5
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Research and development 

17.0

12.4

9.7

8.7

7.3

07
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% gross profit to sales
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50
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Administrative expenses 

2.6

1.8

2.2

1.6

1.6

07
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03

Loss after tax 

6.8

6.5

7.8

8.1

5.5

07

06

05

04

03

Loss before tax 

7.4

9.0

9.0

6.9

8.7

Trading results (All amounts are shown in £ millions)
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06
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04

03

Net cash outflow from operations

6.5

1.6

5.0

5.7

5.2

07

06

05

04

03

Financing

49.9

0.3

21.0

8.6

07

06

05
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03

Taxation credits

1.4

1.0

1.2

0.8

0.3

07

06

05

04

03

Interest

1.0

0.6

0.0

0.2

2.8

07

06

05

04

03

Acquired

19.9

0.0

0.0

0.0

07

06
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04

03

Net cash (outflow)/inflow before financing 

10.8

(1.8)

(4.7)

(5.4)

(8.0)

07

06

05
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03

Capital expenditure/acquisitions

1.3

0.5

0.5

3.3

2.4

Cash flows (All amounts are shown in £ millions)

0.0

07

06

05

04

03

Non-current assets

156.2

6.5

5.5

6.9

8.9

07

06

05

04

03

Net operating assets

104.7

2.0

3.6

5.7

8.0

07

06

05

04

03

Net current operating liabilities

4.5

1.9

1.2

0.9

7.7

Net cash and cash equivalents

07

06

05

04

03

16.8

18.4

0.7

6.4

77.5

Balance sheet (All amounts are shown in £ millions)

07

06

05

04

03

Shareholder funds

16.6

22.0

6.4

14.4

182.3

Note: 2005 figures have been adjusted to reflect the impact of the IFRS restatement made in 2006. 
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