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PHORM UK, INC.

DIRECTORS’ REPORT
YEAR ENDED 31 DECEMBER 2009

The Directors present therr annual report and the unaudited financial statements of the company for the year
ended 31 December 2008 The company 1s a Delaware corporation, however as the company’s shares are
quoted on the Alternabive Investment Market 1n London, the financial statemenis have been prepared using
United Kingdom Generally Accepted Accounting Principles

PRINCIPAL ACTIVITIES AND BUSINESS REVIEW

The principal activity of the parent company and of the Group dunng the year was to develop a platform for the
delivery and management of targeted, contextual and behavioural online advertising campaigns on behalf of its
chents The Review of Business 15 included in the Chairman's and CEO's reports

PRINCIPAL RISKS AND UNCERTAINTIES

The Directors recognise that within the business there are a number of nsks, which may affect the performance of
the Group These nsks are subjected to regular review and where approprate processes are established to
minimise the level of exposure

ISP Risk

The Group’s plan to deploy its service using the network of numerous ISPs 1s wholly dependent on reaching
arrangements with such ISPs There can be no assurance that we will be able to reach satisfactory agreements
with said ISPs

Financial Risks

The Group's financial instruments comprise cash and other items, including trade debtors and trade creditors that
anse directly from its operations The Group seeks to reduce or eliminate financial nsk and to invest cash assets
safely and profitably It operates within policies and procedures approved by the Board, which include strict
controls on the use of financial instruments In managing the Group's nsk  The Group has transactional currency
exposure as it deals in multi-currencies however the Directors do seek to imit this nsk as much as possible

People

One of the key assets of the Group 1s the commitment and skill of its staff The retention of these people 1s
therefore key to the success of the business The Group monitors closely the satisfaction of its employees and
that therr remuneration packages match both contnbution and the wider employment market In addition the
Group has a share option scheme which allows employees to participate in the success of the Group as a whole

Technology and market changes

Phorm UK, Inc operates at the forefront of the digital adverlising technology marketplace The Directors
acknowledge that this 1s a rapidly evolving environment and the Group monitors closely how changes will impact
the Group Dunng 2006 the Directors made a strategic decision to redirect the focus of the Group towards the ISP
marketplace The Group has needed to expend considerable capital in pursuing its strategy with the global ISP
community prior 1o obtaining any significant revenues from thus business

Competition

The Group continuously monitors new product offenngs into the market place and the Directors believe Phorm's
techrucal team have a strong track record in mamtaining competitive advantage

RESEARCH AND DEVELOPMENT

Research and development 1s undertaken on an ongomng basis in order to further develop and enhance the
Group's software products




PHORM UK, INC.

DIRECTORS’ REPORT
YEAR ENDED 31 DECEMBER 2009

THE DIRECTORS AND THEIR INTERESTS

The Directors at the end of the year were as follows

A Croxson
N Richards (resigned on 16 July 2010)

None of the directors who served dunng the year had any beneficial interests in the share capital of the company

EMPLOYEE CONSULTATION

The policy of inferming and consulting with employees 1s maintained by means of regular team briefs, conference
calls and meetings Employees are encouraged to present their views and suggestions in respect of the Group's
performance

CREDITOR PAYMENT POLICY

The Group's current policy concerning the payment of trade creditors 1s to

(1) settle the terms of payment with suppliers when agreeing the terms of each transaction

(n) ensure that suppliers are made aware of the terms of payment by inclusion of the relevant terms in contracts
{(m) pay in accordance with the Group's contractual or other legal obligations

The average trade creditor days for the year were 10 days (2008 10 days)

-




PHORM UK, INC.

STATEMENT OF DIRECTORS’ RESPONSIBILITIES
FOR THE YEAR ENDED 31 DECEMBER 2009

The directors are responsible for preparing the Annual Report and the financial statements tn accordance with
applicable law and regulations

Company law requires the directors to prepare financial statements for each financial year Under that law the
drrectors have elected to prepare the financial statements in accordance with United Kingdom Generally
Accepted Accounting Practice {United Kingdom Accounting Standards and applicable law) The financial
statements are required by law to give a true and fair view of the state of affairs of the company and of the profit
or loss of the company for that pertod In prepaning these financial statements, the directors are required to

* select sutable accounting policies and then apply them consistently,

* make judgments and estimates that are reasonable and prudent,

» state whether applicable UK Accounting Standards have been followed, subject to any matenal
departures disclosed and explained in the financial statements,

+ prepare the financial statements on the going concern basis unless It 1s inappropnate to presume that
the company will continue In business

The directors are responsible for keeping proper accounting records that disclose with reasonable accuracy at
any time the financial positton of the company and enable them to ensure that the financial statements comply
with the Companies Act 1985 They are also responsible for safeguarding the assets of the company and hence
for and detection of fraud and other rregulanties




PHORM UK, INC.

PROFIT AND LOSS ACCOUNT
FOR THE YEAR ENDED 31 DECEMBER 2009

Notes
Cost of Sales
Gross Loss
Sales and Administrative Expenses
- General
- Share Based Payments
Operating Loss 3
Interest receivable 6
Interest Payable and similar Charges 7
Loss on Crdinary Activities Before Taxation
Taxation on Loss on Ordinary Activities 8

Loss on Ordinary Activities After Taxation

All activiies of the Company are classed as continuing

2009 2008

$ $
(1,540,568) (517,216)
(1,540,568) (517,216)
(29,342,782)  (16,441,054)
(3.079,027) (7.498,243)
(33,962,377)  (24,456,513)
97,563 1,806,104
(2,089) (3,749)
(33,866,903)  (22,654,158)
(33,866,903)  (22,654,158)




PHORM UK, INC.

STATEMENT OF TOTAL RECOGNIZED GAINS AND LOSSES
FOR THE YEAR ENDED 31 DECEMBER 2009

Loss for the financial year
Share option charge taken to option reserve
Currency translation difference on overseas divisions

Total recognized gains and losses relating to the year

Total gans and losses recognized since last annual report

2009 2008

Notes $ $
(33,866,903)  (22,654,158)
3,079,027 7,498,243

743,808 {(13,322,363)

(30,044,068)  (28,478,278)
(30,044,068)  (28,478,278)




PHORM UK, INC.

BALANCE SHEET
AS AT 31 DECEMBER 2009

Fixed Assets
Tangible assets

Current Assets
Debtors
Cash at bank and in hand

Creditors Amounts Falling Due Within One Year

Net Current Assets

Total Assets Less Current Liabilities

Creditors Amounts Falling Due After One Year

Net Assets

Capital and Reserves
Called Up Share Capital
Share Premiutm Account
Foreign Exchange Reserve
Profit and Loss Account

Shareholders’ Funds

Notes

10

1"

12

13
14
14
14

2009 2008

$ $

776,258 712,423
776,258 712,423
9,578,259 2,106,417
13,840,432 23,233,797
23,418,691 25,340,214
(97,544,755)  {69,347,141)
{74,126,064) (44,006,927}
{73,349,806) (43,294,504}
(4,004) (15,238)
(73,353,810)  (43,309,742)
(12,907,761)  (13,651,569)
(60,446,049)  (29,658,173)
(73,353,810)  (43,309,742)

The financial statements of Phorm UK, Inc , registered number 3533689 (Delaware), were approved by the Board

of Directors and authonsed for 1ssue on 28 January 2011

Signed on behalf of the Board of Directors

Arstes G

A Croxson
Director




PHORM UK, INC.

NOTES TO THE FINANCIAL STATEMENTS
YEAR ENDED 31 DECEMBER 2009

ACCOUNTING POLICIES

The financial statements are prepared in accordance with applhicable United Kingdom law and accounting
standards The particular accounting policies adopted are descnbed below, and have been applied
consistently in the current and preceding year

Basis of preparation

These financial statements present information about the company as an individual undertaking and not
about its group The accounts have been prepared on an historical cost basis

The company i1s exempt from the obligation to prepare and deliver group accounts under Sections 228(2) of
the Companies Act 1985 as it 1s a wholly-owned subsidiary of Phorm Inc (see note 20)

Basis of going concern

These financial statements have been prepared on a going concern basis which assumes that the company
will continue to be supported by its, parent, Phorm, Inc

Turnover

Turnover represents amounts recevable for services net of VAT and trade discounts

Research and development

In accordance with best practice in the software industry, research and development expenditure 1s
expensed to the profit and loss accounts as incurred

Tangible fixed assets
All tangible fixed assets are initially recorded at cost, and then stated at cost less depreciation

Depreciation

Depreciation s calculated so as to wnte off the cost of an asset, less its eshmated residual value, over the
useful economic life of that asset as follows

Computer hardware & machinery -50% on cost
Fixtures and fittings - 33% on cost
Software development costs - 50% on cost

Fixed asset investments

Fixed assets investments are stated at cost less proviston for mpairment in value

Leasing and hire purchase commitments

Assets held under finance leases and hire purchase contracts are treated as if they had been purchased
outnght at the present value of the rentals payable, less finance charges, over the pnmary penod of the
agreements The corresponding obligations under these agreements are included in creditors The finance
element of the rentals payable 1s charged to the profit and loss account so as to produce a constant rate of
charge on the outstanding balance in each penod

Rentals applicable to operating leases where substantially all of the benefits and nsks of ownership remain
with the lessor are charged against profits on a straight-line basis over the period of the [ease

Contrnibution to pension funds
The company contributes to individual defined contribution pension plans for the benefit of certain
employees and directors The assets of the scheme are administered by trustees in a fund independent

from those of the company

The pension costs charged against profits represent the amount of the contnbutions payable to the scheme
in respect of the accounting penod




PHORM UK, INC.
NOTES TO THE FINANCIAL STATEMENTS
YEAR ENDED 31 DECEMBER 2009

ACCOUNTING POLICIES (Continued)

Share based payments

The Group 1ssues equity-settled share-based payments to certain employees and has appled Financial
Reporting Standard No 20 ‘Share-based payments’

The cost of employee share-based compensation awards I1s recognised as an expense The total amount to
be expensed rateably over the vesting penod is determined by reference to the farr value of the options
determined at the grant date, excluding the impact of non-market vestng conditions (for example,
profitability and sales targets) Non-market vesting conditions are included in the assumptions about the
number of options that will eventually vest This estimate 1s revised at each reporting date and an
adjustment 18 made to the profit and loss account Fair value 1s measured by using the Black-Scholes
pricing model, except for options with market based vesting condihions, where a binomial model 1s used

Employer's taxes on share options

Employers’ national insurance contributions n the UK, are calculated using the market vaiue of the
company's shares at the reporting date, and pro-rated over the vesting period of the options

Deferred taxation

Current tax, including UK corporation tax and foreign tax, 1s provided at amounts expected to be paid {or
recovered) using the tax rates and laws that have been enacted or substantively enacted by the balance
sheet date

Deferred tax s provided n full on iming differences which result in an obligation at the balance sheet date
to pay more tax, ar a rnight to pay less tax, at a future date, at rates expected to apply when they crystallise
based on current rates and law Timing differences anse from the inclusion of items of income and
expenditure in taxation computations in periods different from those in which they are included in the
accounts Deferred tax 1s not provided on timing differences arising from the revaluation of fixed assets
where there s no commiiment to sell the assets Deferred tax assets are recognised to the extent that it 1s
regarded as more hkely than not that they will be recovered Deferred tax assets and fablities are not
discounted

Foreign currencies

Monetary assets and habilities in foreign currencies are translated into US dollars at the closing rates of
exchange rubng at the balance sheet date Transactions in fareign currencies are translated into US dollar
at the rate of exchange ruling at the date of the transaction All differences are taken to the profit and loss
account

The resuits of overseas branches are translated into US dollars at the average rates for the year The net
assets/(habilties) of overseas branches are translated at year-end exchange rates The exchange
differences ansing on translation of the opening net assets/(habilities) and results of overseas operations
are taken to reserves

Functional currency

The financial statements have been prepared in US dollars as the majonty of the Company's trade occurs in
this currency

Cash flow statement

The company has taken advantage of the exemplion available under Financial Reporing Standard No 1
‘Cash flow statements {(Rewvised 1996) not to prepare a statement of cash flows as it 15 a wholly-owned
subsidiary undertaking Phorm UK, Inc cash flows are included in the conseolidated accounts of Phorm, Inc,
which are publicly avallable

Segmental reporting

The company has taken advantage of the exemption available under Statement of Standard Accounting
Practice 25 ‘Segmental reporting’, paragraph (41} not to provide additional segmental reporting disclosures
as it 1s a wholly owned subsidiary undertalking Phorm UK, Inc segmental reporting disclosures are included
in the consolidated accounts of Phorm Inc, which are publicly available




PHORM UK, INC.

NOTES TO THE FINANCIAL STATEMENTS
YEAR ENDED 31 DECEMBER 2009

2

TURNGVER

Dunng 2006 the Directors made a strategic decision to cease the sale and marketing of the desktop
software business {Pagesense Desktop), and focus the company's resources on the onhne behavioural and
contextual advertising market through arrangements with global ISPs The company therefore did not
generate any revenue n the current year (2008 none)

OPERATING LOSS BEFORE TAX

Operating loss 1s stated after charging/{crediting)

2009 2008
$ $

Research and development expenditure written off 6,624,682 7,135,861
Operating lease rentals
- Other assets 1,193,543 1,638,499
Share Based Payments
- Charge under FRS 20 3,079,027 7,498,243
- Employer’s NIC 76,846 (992,894)
Depreciation of owned fixed assets 915,289 605,159
Depreciation of tangible fixed assets held under finance lease
and hire purchase contracts 10,445 6,964
Auditors’ remuneration
Fees payable to the Company’s auditors for the audit of the company’s
annual accounts 133,797 191,872
Fees payable to the Company's auditors for other services 16,032 223,329
Net loss/(profit} on foreign currency translation 5,847,787  (25,203,618)

Fees payable to the company's auditors for non-audit services to the company are not required to be
disclosed because the consolidated financial statements are required to disclose such fees on a
consolhdated basis

STAFF COSTS

The average number of staff employed by the Company during the financial year amounted to

2009 2008

No. No
Research and development 7 4
Sales and administration 73 93
80 97

The aggregate payroll costs of the above were
2009 2008
$ 5

Wages and salanes 11,935,187 23,117,758
Compensation for loss of office 666,419 3,651,503
Social secunty costs 1,005,274 520,799
Other pension costs 337,922 400,232

13,944,802 27,690,292

10




PHORM UK, INC.

NOTES TO THE FINANCIAL STATEMENTS
YEAR ENDED 31 DECEMBER 2009

5. DIRECTORS' EMOLUMENT

The Directors’ aggregate emoluments in respect of qualfying services were

2009 2008
$ 3
Emoluments receivable 552,639 757,121
Compensation for loss of office - 507,998
Sums paid {o third parties in respect of directors’ services 225,014 -

777,653 1,265,119

Emoluments of highest paid director

2009 2008
$ $
Total emoluments {excluding pension contnbutions) 344 293 379,510

The highest paid director did not exercise any share options in the year

The company has made pension contributions of $26,043 (2008 $29,199) under defined contribution
schemes in respect of the directors

6 INTEREST RECEIVABLE

2009 2008
$ 3
Bank interest receivable 97,563 1,806,104

97,563 1,806,104

7 INTEREST PAYABLE AND SIMILAR CHARGES

2009 2008
$ $
Interest payable on
Finance lease and hire purchase contracts 2,089 3,749
2,089 3,749
8 TAXATION ON ORDINARY ACTIVITIES
2009 2008
$ $
Current tax
Delaware state tax - -
Total current tax - -
Factors affecting the tax charge for the period
Loss on ordinary actvities before taxation (33,866,903) (22,654,158)
Profit on erdinary activities before taxation multiphed by
blended rate of UK corporation tax of 28% (2008 28 5%) (9,482,733)  (6,456,435)
Effects of
Expenses not deductible for tax purposes 76,607 18,239
Capital allowances for the penod in excess of depreciation 128,913 51,644
Other tax adjustments 833,538 1,429,288

1




PHORM UK, INC.

NOTES TO THE FINANCIAL STATEMENTS
YEAR ENDED 31 DECEMBER 2009

10.

Movement on tax losses 8,443,675 4,957,264

Current Tax charge - -

Deferred tax assets have not been recognised as they may not be utiised until suitable profits anse and it 1s
not yet sufficiently probable that such profits will be available in the future

TANGIBLE FIXED ASSETS

Computer
Hardware & Fixtures &
Machinery Fittings Total
$ $ $

COST
At 1 January 2009 1,313,736 173,944 1,487,680
Additions 1,072,340 - 1,072,340
Disposals (225,856) - (225,856)
Exchange differences 119,717 656 120,373
At 31 December 2009 2,279,937 174,600 2,454,537
DEPRECIATION
At 1 January 2009 687,151 88,106 775,257
Charge for the year 872,385 42,904 915,289
Disposals (57,381) - {(57,381)
Exchange differences 44,849 265 45,114
At 31 December 2009 1,647,004 131,275 1,678,279
NET BOOK VALUE
At 31 December 2009 732,933 43,325 776,258
At 31 December 2008 626,585 85,838 712,423

Finance Leases and Hire Purchase Contracts

The net book value of tangible fixed assets includes an amount of $13,927 (2008 $24,372) n respect of
assets held under finance lease or hire purchase contracts The depreciation charge for the year was
$10,445 (2008 $6,964)

DEBTORS
2009 2008
$ $

Amounts owed by Group undertakings 7.814,741 380,030
Rent deposit 315,920 348,806
VAT recoverable 103,854 212,650
Other debtors 387,831 124,928
Prepayments and accrued income 955,913 1,040,003

9,578,259 2,106,417

12



PHORM UK, INC.

NOTES TO THE FINANCIAL STATEMENTS
YEAR ENDED 31 DECEMBER 2009

11. CREDITORS' Amounts falling due within one year

2009 2008
$ $

Net obligations under finance leases and

hire purchase contracts 11,234 10,068
Amounts owed to Group undertakings 95,482,136 65,981,873
Trade creditors 457,294 734693
Other taxation and social security 417.680 531,792
Other creditors 35,828 25,470
Accruals and deferred income 1,140 583 2,063,245

97,544,754 69,347,141

The intercompany balance due to the parent company represents the sterling fund raising on the UK equity
market The parent company has confirmed that this loan 1s of any equity nature and it I1s not envisaged
that this loan will be repaid

12. CREDITORS Amounts falling due after one year

2009 2008
$ $

Provistons for social taxes on share based
payments - -
Net obligations under finance leases and
hire purchase contracts 4,004 15,238

4,004 15,238
Net obligations under finance leases
and hire purchase contracts
Repayable within one year 11,234 10,068
Repayable between one and five years 4,004 15,238

15,238 25,306

Included in habihities falling due within one
year (11,234) (10,068)

4,004 15,238

13 SHARE CAPITAL
Authorised share capital
2009 2008
$ $
100 Common shares of $0 001 each 01 01
Allotted, called up and fully paid
2009 2008
No $ No 3

Common shares of $0 001 each 100 01 100 01

13




PHORM UK, INC.

NOTES TO THE FINANCIAL STATEMENTS
YEAR ENDED 31 DECEMBER 2009

14 RESERVES

Additional
Share paid in Translation Accumulated
capital capital Warrants reserve Deficit Total
$ $ $ $ $ $
At 1 January 2008 - - - {14,502,258) (14,831,464)

Loss for the year

Share-based payment charge

Issue of new stock

Transfer of stock

Exchange differences on
transiation of overseas
operations

Transfer on exercise of
warrants

At 1January 2009

Loss for the year

Share-based payment charge

Issue of new stock

Transfer of stock

Exchange differences on
translation of overseas
operations

Transfer on exercise of
warrants

At 31 December 2009

(329,206}

(13,322,363)

(22,654,158) (22,654,158)
7,498,243 7,498,243

- (13,322,363)

{13,651,569)

743,808

(29,658,173) (43,309,742)

(33,866,903) (33,866,903)
3,079,027 3,079,027

- 743,808

(12,907,761) (60,446,049)

(73,353,810)

14



PHORM UK, INC.

NOTES TO THE FINANCIAL STATEMENTS
YEAR ENDED 31 DECEMBER 2009

15. SHARE BASED PAYMENTS

" The group has a share scheme whereby options over the common shares of the company are granted to
employees, consultants and directors Options are granted at the mid market price on close of the day of

grant and must be exercised within 10 years of grant unless the employment rs terminated in which case
options generally must be exercised within 90 days of termination
The reconcikation of option movements during the year ended 31 December 2009 i1s shown below
2009 2008
Weighted Weighted
average average
exercise exercise
Number price £ Numbher price £
QOutstanding at beginning of penod 3,162,002 8 65 3,028,553 8 32
Granted duning the year 2,011,597 335 331,567 13 40
Lapsed (1,813,290) 806 129,479 16 82
Exercised (145,667) 100 68,639 193
Qutstanding at end of period 3,214,642 596 3,162,002 865
Exercisable at end of penod 1,185,231 816 1,178,797 9 96
The foltowing options over ordinary shares were in existence at 31 December 2009
2009 2008
Range of Weighted Weighted Weighted Weighted
exercise average average average average
Price exercise remairing hife exercise price remaining life
£ Number price £ (years) Number £ {years)
£001-£249 1,017,664 158 719 1,277,038 172 683 |
£2 50-£4 99 1,508,613 375 919 106,500 470 749 i
£500-£999 124,650 959 712 765,750 6 96 768 1
£10 00-£15 00 86,000 1216 714 188,250 11 84 7 86 |
£15 00-£20 00 300,500 17 97 804 425,250 17 94 905
£20 00-£25 00 100,300 2153 792 262,300 21 81 896
£25 00-£30 00 76,915 27 30 7 58 136,914 27 30 858
Total 3,214 642 596 824 3,162,002 865 767

The far value of the options granted during the year was calculated using the following assumptions

15



PHORM UK, INC.

NOTES TO THE FINANCIAL STATEMENTS
YEAR ENDED 31 DECEMBER 2009

2009 grants:

Grant date
Pricing model

Share price at grant
Exercise price

Vesting cnitena

Expected volatiity
Expected Iife (years)

Risk free rate

Dividend yteld

Estimated forfeiture rate p a
Probability non-market based
performance cntena 1s met
Fair value per option

Grant date

Pricing model

Share pnice at grant
Exercise price

Vesting cntena

Expected volatility
Expected Iife (years)

Risk free rate

Dwidend yeld

Estimated forfeiture rate p a
Probability non-market based
performance cntena 1s met
Fair value per option

Grant date
Pricing model

Share price at grant

Exercise price

Vesting critena

Expected volatility

Expected Iife {years)

Risk free rate

Dwidend yield

Estimated forfeiture rate p a

Probability non-market based
performance crnitena 1s met

Fair value per option

Grant date
Pricing model

Share pnce at grant

Exercise price

Vesting critena

Expected volatility

Expected hife (years)

Risk free rate

Dividend yield

Estimated forfeiture rate p a

Probability non-market based
performance cntena I1s met

Fair value per option

5 Feb 2009
Black
Scholes
£243
£243
(1)

57 7%
70
32%
0%
5%/12%

N/A
£1 48

24 Mar 2009
RSU

£375

N/A

(2)

N/A

N/A

N/A

0%

0%

N/A
£375

24 Mar 2009
Black
Scholes
£375
£375
(12)

57 3%
59

2 5%
0%
5%/M12%

0%

£2 0616
28 Sep 2009
Black
Scholes
£135
£135
{1)

83 0%
70
22%
0%

5%

N/A
£101

5 Feb 2009
RSU

£243
N/A
(2)
N/A
N/A
NIA
0%
0%

N/IA
£243

24 Mar 2009
Black Scholes
£375

£375

(8)

57 3%

100

33%

0%

0%

100%
£260

24 Mar 2009

Black Scholes
£375
£375

{1)

57 3%
70

2 5%
0%
5%/12%

N/A
£260

2 Nov 2009

Black Scholes
£185
£185

(1)

83 9%
70

2 3%
0%
12%

N/A
£139

5 Feb 2009

RSU
£2 43
N/A
(5)
N/A
N/A
N/A
0%
0%

N/A
£2 43

5 Feb 2009

RSU
£243
N/A
(6)
N/A
N/A
N/A
0%
0%

N/A
£243

24 Mar 2009

Black Scholes
£375
£375

(7)

57 3%
53
24%
0%
5%112%

N/A
£196

24 Mar 2009 24 March 2009 24 March 2009
Black Scholes Black Scholes Black Scholes

£375
£375
9

57 3%
57
25%
0%
0%

N/A
£204

16 Jun 2009

Black Scholes
£549
£549

(1)

56 5%
70
36%
0%
12%

N/A
£325

3 Dec 2009

Black Scholes
£293

£2 93

(1)

85 0%

70

2 0%

0%

5%

N/A
£221

£375
£375
(10)
57 3%
65
27%
0%
0%

N/A
£2 15

16 Jun 2008

RSU
£549
N/A
(2)
N/A
N/A
N/A
0%
0%

N/A
£5 49

£375
£375
(1)
57 3%
75
27%
0%
0%

N/A
£148

3 Sep 2009

Black Scholes
£175
£175

(1)

82 7%
70

2 3%
0%
5%/12%

N/A
£13

16




PHORM UK, INC.

NOTES TO THE FINANCIAL STATEMENTS
YEAR ENDED 31 DECEMBER 2009

Share-based payment expense (continued)

2008 grants:

Grant date
Pricing model

Share price at grant
Exercise price

Vesting cntena

Expected volatiity
Expected life (years)

Risk free rate

Dividend yield

Estimated forfeiture rate p a
Probability non-market based
performance critena 1s met
Fair value per option

Grant date
Pricing model

Share price at grant
Exercise price

Vesting critena

Expected volatility
Expected Ife (years)

Risk free rate

Dwidend yield

Estimated forferture rate p a
Probability non-market based
performance cnteria 1s met
Fair value per option

Vesting criteria

4 Jan 2008
Black
Scholes
£2000
£2000
(1)

50 1%
41

4 23%
0%
12%

N/A
£8 87

30 May 2008
Black
Scholes
£1150
£1150
{1)

60 1%
41

4 92%
0%
12%

N/A
£5 91

10 Jan 2008
Black Scholes

24 Jan 2008 31 Jan 2008

Black Scholes Black Scholes

£20 20 £24 75 £23 95
£20 20 £24 75 £23 95
) (1) {1)
50% 50% 49 9%
41 41 41

4 2% 4 29% 4 22%
0% 0% 0%
12% 12% 5%M12%
N/A N/A N/A

£8 94 £10 98 £10 59
30 May 2008 21 Oct 2008 21 Oct 2008
Black Scholes Black Scholes Black Scholes
£11 50 £2 375 £2 375
£1150 £2 375 £2 375
(3) (1) (4)

60 1% 56% 56%
10 57 5-7

4 92% 4 24% 461%
0% 0% 0%
0% 5%M12% 0%
N/A N/A 100%

£8 48 £135 £168

12 May 2008

Black Scholes
£1713

£17 13

{1

59 6%

41

4 28%

0%

5%/12%

N/A
£863

3 Nov 2008

Black Scholes
£1 875

£1 875

(1)

56%

5-7

395%

0%

12%

N/A
£106

1 Atthe rate of 1/8" after 6 months, and 1/48" subsequently, for a total vesting period of 48

months

100% vested immediately

The options vest based on the achievement of certain performance conditions relating to
the signing of agreements with Internet service providers (ISPs) and deployment of the OIX
platform to a specified number of such ISP’s Internet users Certain condittons have to be
achieved within one to three years from date of grant

4 The Restricted Stock Units (“RSUs") vest based on the achievement of certain performance
conditions relating to the signing of agreements with Internet service providers (ISPs) and
revenue generated following deployment of the OIX platform Certain conditions have to be
achieved within one to two years from date of grant

RSUs 50% vest immediately, 50% vest on 31-Mar-09
RSUs vesting 5,000 at the end of the calendar month for the 6 menths following grant date

12" per maonth over 12 months
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18,

Share-based payment expense {continued)

8

10

1

12

1/3 vest upon signing of definttive agreements with Korea Telecom, SK Broadband and LG
Communmicattons within one year of the grant 1/3 vest upon deployment of the Company’s
service to 50% of Korea Telecom’s users, SK Broadband users and LG Communications
users within two years of grant 1/3 vest upon the Company generating $1m in revenue
denved from the Korean business within three years of grant

The options vest equally over three years

These options vest In full if within 3 years of the date of grant, being 24 March 2009, Phorm
achieves 3 consecutive months of £0 30 revenue per opted in UK subscnber and revenues
are of an amount sufficient to cover 50% of the UK attributable annualised overhead

This grant comprises six separate grants of 75000 options each, vesting of which is
dependent on market specific performance Each tranche vests if within five (5) years from
the grant date, being 24 March 2009, Phorm owns at least 25% of the operations within
each of Japan, South Korea, USA, France, Canada and Australia and such operations,
after netting out the annualised costs associated with such operation, 1s cash positive for a
period of six months

Wilt vest upon 6 consecutive months of $3m in monthly net revenue, If the beginning of
such a pencd i1s within 3 years

The expected volatihty was based upon tustonical volatility of the company’s share pnce from IPC to date of
grant The expected life 1s the expected penod to exercise

At the year end the company has accrued $100,038 (2008 $23,192) in respect of potential employers’
National Insurance Contnbution ansing on exercise of the options by United Kingdom employees,
calculated in ine with the FRS 20 charge This 1s included in accruals in creditors falling due within less
than one year
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RECONCILIATION OF MOVEMENTS IN SHAREHOLDERS' FUNDS

2009 2008

$ $

Loss for the financial year {33 866 903) (22,654,158)
New share capital subscribed - -
Other recognized gains and losses 3,822,835 (5,824,120)
Net addition/(reductton) te shareholders’ funds (30,044,068) (28,478,278)

Opening shareholders' funds

Closing shareholders' funds

(43,309,742)

{14,831,464)

(73,353,810)

(43,309,742)

PENSIONS

Defined Contribution

The Company operates a defined contnbution pension scheme The assets of the scheme are held
separately from those of the Company in an independently administered fund The pension cost charge
represents contnbutions payable by the Company to the fund and amounted to $337,922 (2008 $400,232)
At the year end a creditor of $92,886 (2008 $34,820) was owed in respect of unpaid contributions

FINANCIAL COMMITMENTS
Capital commitments

At 31 December 2009, no capital commitments (2008 none) had been authonsed or contracted for by the
directors

Operating lease commitments

At 31 December 2009, the Company had annual commitments under non-cancellable operating leases as
set out below -

Land and buildings

2009 2008
$ $
Qperating leases which expire
Within one year 886,556 1,656,940
Within 2 to 5 years 686,895 188,977
More than 5 years - -
1,573,451 1,745,917

RELATED PARTY TRANSACTIONS

Transactions with the directors of the company are disclosed in note 5

The company has taken advantage (where applicable} of the exemptions in paragraph 3{c¢) of Financial
Reporting Standard 8 '‘Related party disclosures’ and has not disclosed details of transactions with fellow
group companies

There are no other related party transactions during the year

ULTIMATE CONTROLLING PARTY

Phorm Inc 1s the immediate and ultimate parent company and coniroling party of the smallest and largest
group that prepares group accounts, which are publicly availlable The Group's annual report and accounts
are available from www phorm com
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