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Independent Auditors’ report to the members of Alexon Group plc

We have audited the financial statements which comprise the Group profit and loss account,
balance sheets, cash flow statement, statement of total recognised gains and losses, and the
related notes. We have also audited the disclosures required by Part 3 of Schedule 7A to the
Companies Act 1985 contained in the directors’ Remuneration Report (“the auditable part”).

Respective responsibilities of directors and auditors

The directors’ responsibilities for preparing the annual report, the directors’ Remuneration Report
and the financial statements in accordance with applicable United Kingdom law and accounting
standards are set out in the statement of directors’ responsibilities.

Our responsibility is to audit the financial statements and the auditable part of the directors’
Remuneration Report in accordance with relevant legal and regulatory requirements and United
Kingdom Auditing Standards issued by the Auditing Practices Board. This report, including the
opinion, has been prepared for, and only for, the Company’s members as a body in accordance
with Section 235 of the Companies Act 1985 and for no other purpose. We do not, in giving
this opinion, accept or assume responsibility for any other purpose or to any other person to whom
this report is shown or in whose hands it may come, save where expressly agreed by our prior
consent in writing.

We report to you our opinion as to whether the financial statements give a true and fair view and
whether the financial statements and the auditable part of the directors’ Remuneration Report have
been properly prepared in accordance with the Companies Act 1985. We also report to you if,
in our opinion, the directors’ report is not consistent with the financial statements, if the Company
has not kept proper accounting records, if we have not received all the information and
explanations we require for our audit, or if information specified by law regarding directors’
remuneration and transactions is not disclosed.

We read the other information contained in the annual report and consider the implications for
our report if we become aware of any apparent misstatements or material inconsistencies with the
financial statements. The other information comprises only the Chairman’s Statement, the Chief
Executive’s Report, the Directors’ Report, the unaudited part of the directors’ Remuneration Report
and the Corporate Governance Statement.

We review whether the Corporate Governance Statement reflects the Company’s compliance with
the seven provisions of the Combined Code specified for our review by the Listing Rules of the
Financial Services Authority, and we report if it does not. We are not required to consider whether
the Board’s statements on internal control cover all risks and controls, or to form an opinion on
the effectiveness of the Company’s or Group’s corporate governance procedures or its risk and
control procedures.

Basis of audit opinion

We conducted our audit in accordance with Auditing Standards issued by the Auditing Practices
Board. An audit includes examination, on a test basis, of evidence relevant to the amounts and
disclosures in the financial statements and the auditable part of the directors’ Remuneration Report.
It also includes an assessment of the significant estimates and judgements made by the directors
in the preparation of the financial statements, and of whether the accounting policies are
appropriate to the Company'’s circumstances, consistently applied and adequately disclosed.

We planned and performed our audit so as to obtain all the information and explanations which
we considered necessary in order to provide us with sufficient evidence to give reasonable
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assurance that the financial statements and the auditable part of the directors’ Remuneration Report
are free from material misstatement, whether caused by fraud or other irregularity or error. In
forming our opinion we also evaluated the overall adequacy of the presentation of information in
the financial statements.

Opinion
In our opinion:

e  the financial statements give a true and fair view of the state of affairs of the Company and
Group at 31 January 2004 and of the profit and cash flows of the Group for the 53 weeks
then ended;

e the financial statements have been properly prepared in accordance with the Companies
Act 1985; and

e  those parts of the directors’ Remuneration Report required by Part 3 of Schedule 7A to the
Companies Act 1985 have been properly prepared in accordance with the Companies Act
1985.

PricewaterhouseCoopers LLP
Chartered Accountants 10 Bricket Road
and Registered Auditors St Albans

Herts. ALT 3JX
26 March 2004
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Accounting convention
The financial statements are prepared under the historical cost convention and in accordance with
the Companies Act 1985 and applicable accounting standards.

Basis of consolidation

The financial statements consolidate the accounts of Alexon Group plc and its subsidiary
undertakings, and the Group's share of the results of associated companies. Annual financial
statements are prepared for the 52 or 53 weeks to the last Saturday in the month of January. Newly
acquired subsidiary undertakings are consolidated from the effective date of their acquisition.

Goodwill

Goodwill, being the difference between the fair value of assets acquired and the consideration
given, was written off directly to reserves up until 31 January 1998. Goodwill acquired after this
date is capitalised and amortised over twenty years, this being the directors’ estimate of its useful
economic life.

Turnover

Group turnover represents goods delivered less returns from, or allowances to, customers. Intra-group
transactions and VAT have been excluded. Turnover includes the full value of sales made in
concessions. In accordance with Financial Reporting Standard No. 5, Application Note G (FRS 5
ANG), turnover excludes the value of goods sold in the period which, it is estimated, will be returned
for refund by customers after the period end date. The estimate is based on historical evidence of
the level of customer returns. The impact of the adoption of FRS 5 ANG on the Group’s results for
the 53 weeks ended 31 January 2004 is a reduction in profit before tax of £31,000 (2003: £3,000)
and a reduction in net assets of £469,000 (2003: £438,000).

Stock valuation

Stock is valued at the lower of cost and net realisable value. In the case of finished goods and
work in progress, cost includes appropriate overhead expenses at normal activity levels. Net
realisable value is based upon estimated selling price less associated costs of disposal.

Financial instruments

The Group uses forward contracts to hedge against fluctuating exchange rates in relation to
purchases made in foreign currencies. Gains and losses arising on the contract are deferred until
the underlying transaction is recognised in the profit and loss account.

Foreign currency

Transactions in foreign currencies are recorded at the rate of exchange ruling at the date of the
transaction, or at the exchange rate of a related forward contract where appropriate. Assets and
liabilities denominated in foreign currencies are retranslated at the rate of exchange ruling at the
balance sheet date, or at the exchange rate of a related forward contract where appropriate. The
gain or loss on translation of net assets of overseas operations are taken directly to reserves; all
other differences are taken to the profit and loss account.

Fixed assets and depreciation
Fixed assets are stated at cost, net of depreciation and any provision for impairment. Depreciation

is calculated using a reducing balance or straight line basis depending on the nature of each
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business unit's activities. All assets, except freehold land, are depreciated at rates calculated to
write off the cost, less estimated residual value, over expected useful lives as follows:

Freehold property - 4% p.a.

Short leasehold property - over term of lease
Vehicles - 20% to 25% p.a.
Plant and machinery - 10% to 25% p.a.

Fixtures and fittings 10% to 25% p.a.

Investments

Investments are valued at historical cost, less provisions for impairment, and those denominated
in foreign currencies are revalued at the closing rate of exchange.

Leasing and hire purchase commitments

Assets obtained under finance leases and hire purchase contracts are capitalised in the balance
sheet and are depreciated over their useful lives. The interest element of the rental obligations is
charged to the profit and loss account over the term of the lease and approximates to a constant
proportion of the balance of capital repayments outstanding. Rentals paid under operating leases
are charged to income on a straight line basis.

Provisions for liabilities and charges

Provisions for future pension costs, being the difference between the amount funded and the amount
charged to the profit and loss account, are calculated using the results of triennial actuarial valuations.
Provisions for onerous lease costs are calculated on an individual basis using the lower of:

(i) the discounted value of trading losses to the end of the lease;
(i) the discounted value of annual rental payments to the end of the lease; and

(iii) an estimate of costs which would be incurred in order to exit the lease prior to its expiry.

Deferred taxation

Deferred taxation 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. 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.

A net deferred tax asset is regarded as recoverable and therefore recognised only when, on the
basis of all available evidence, it can be regarded as more likely than not that there will be suitable
taxable profits from which the future reversal of the underlying timing differences can be deducted.

Deferred tax is measured at the average tax rates that are expected to apply in the periods in
which the timing differences are expected to reverse, based on tax rates and laws that have been
enacted or substantively enacted by the balance sheet date. Deferred tax assets and liabilities
recognised have not been discounted.

Pension costs
The Group operates a defined benefit scheme, a money purchase scheme and a stakeholder
scheme. The cost of the defined benefit scheme is charged to the profit and loss account so as to
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spread the cost of pensions over the employees’ working lives within the Group. The Group
continues to adopt SSAP 24 “Accounting for Pension Costs” but has given additional disclosures
as required by FRS 17 “Retirement Benefits”. Contributions to funded unapproved retirement
benefit schemes and money purchase schemes are charged to the profit and loss account in the
period in which they arise. The Group does not contribute to the stakeholder scheme.

Share schemes

The Group has established the Alexon Employee Share Ownership Trust to meet obligations arising
from the executive share option scheme. Shares acquired by the Trust are included within
investments and are valued at cost, less provision for any permanent diminution in value.

The cost to the Company of granting shares, or rights to shares, including options, to employees
is charged to the profit and loss account over the period in which the awards vest. The cost is
calculated as the difference between the market value of the shares at the date of grant and the
amount paid by the employees for the rights.

National Insurance contributions arising from the exercise of share options and the award of
shares is charged to the profit and loss account over the period in which the awards vest to the
employees. The provision made for potential future exercises is adjusted to reflect changes in the
market value of the Company’s shares. This adjustment is charged to the profit and loss account
over the remaining period in which the awards vest to the employees.



