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Return to Profitability and Increased focus on Cancer Division

Medical Solutions, (“Medical Solutions” or “Group”) the specialist healthcare company, announces interim results for the six months to 30 June 2002.  The Group operates two divisions, the Pharmaceutical, which includes Adams Healthcare, and the Cancer Diagnosis & Pathology, which includes Fairfield Imaging, Kenetic Imaging and PathLore.  

· Group returns to profitability

· Turnover increased 5.5 percent to £8.4 million (2001H1: £8.0 million)

· Operating profit  £226,000, before amortisation & termination costs 

(2001H1: Loss £233,000 before amortisation)

· Group re-organisation beginning to show results

· PathLore established as market leader, moves into profit

· Agreement to acquire Peterborough Cellular Pathology Services strengthens Cancer Division offering

· Possible sale of the Pharmaceutical Division, for cash

Sir Gareth Roberts, Chairman, Medical Solutions plc, commented:

“The Group has returned to profitability and is benefiting from the synergies we outlined at the time of the Preliminary Results.

“The consolidation of PathLore’s position as a premier provider of Pathology Services and significant commercial activity in the Cancer Diagnosis and Pathology Division all give the Board confidence for the future. 

“We aim to create innovative partnerships through the provision of novel technology which will herald a new era of benefits to cancer patients world-wide.  We have an opportunity to build upon our leading market position and your Board is confident that we are in a position to deliver sustained growth.”

12 September 2002
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Chairman’s Statement

Overview

In the first six months of 2002, Medical Solutions has seen the initial benefits of changes in the organisation and investments in people and operations made during 2001.  The excellent results from the Pharmaceutical Division; the consolidation of PathLore’s position as a premier provider of Pathology Services; and significant commercial activity in the Cancer Diagnosis and Pathology Division all give the Board confidence for the future.  Our strategy is to build on the Group’s leading position in a number of niche areas.

PathLore’s leading position in providing a high quality and flexible range of pathology services to the National Health Service, Private Healthcare providers and the Pharmaceutical and Biotech sectors in both the UK and overseas will allow this newly formed business to continue to expand rapidly.  Our unique ability to provide these services has undoubtedly been strengthened by the agreement to acquire  Peterborough Cellular Pathology Services, which offers characterised biomaterials.

Supporting these services are the Group’s existing technologies in telepathology and diagnostic tools from Fairfield Imaging, live cell imaging from Kinetic Imaging, and SurePath (formerly Autocyte) liquid based cytology from Cellpath.  We now offer the widest range of services and support of any company in the UK, which is an excellent performance given that PathLore was only founded in July 2001.

Our strategy in the Pharmaceutical Division has been to build profitability and cashflow.  The division has expanded its products offered under the Quinoderm and Hydromol brands in dermatology and continues to provide effective solutions for the prevention of Hospital Acquired Infections and MRSA for the NHS and Contamination Control for major pharmaceutical manufacturers.  However, we are currently in negotiations which may or may not lead to the disposal of the division.

The development of our pathology services, in particular, has been rapid under the guidance of Charles Green who took the position of Acting Chief Executive earlier this year.  We have strengthened the Board by the appointment of Karol Sikora, a leading cancer specialist, and are also looking to appoint a further Non-executive Director.

In the last Government Budget Statement, and the follow-up statement by the Health Minister, there was commitment to making cancer diagnosis and its treatment a top priority. Also, specific mention was made of the establishment of 80 new liquid based cytology units and the need to improve the cleanliness of hospitals.  The Group is well positioned to benefit from these Government initiatives.

Financial Summary
The Group has returned to profitability and is benefiting from the synergies we outlined at the time of the Preliminary Results.  Sales for the period were £8.4 million, 5.5% up on the same period last year.  Growth in pharmaceutical sales was 8% despite the fact that contract manufacture has been reduced by approximately £100,000, in order to concentrate resources on the more profitable and growing areas of the division.

Operating profit at £226,000 is before the payment of £218,000 of termination costs in respect of Trevor Twose, former Chief Executive, and amortisation of goodwill and know how, and compares favourably with both the comparative period last year, £233,000 loss, and the full year figures for last year, £258,000 loss.  The profit on sale of fixed assets, £308,000, is the gain resulting from the sale of Thackray Instruments and Practice Plus.

Profit before amortisation and exceptional items, including the termination costs and gains mentioned above, but after interest, was £139,000 compared to (£317,000) loss for the first six months of last year and (£394,000) loss for the full year.

Net cash reserves were £533,000 at 30 June, after the redemption of loan notes of £2,771,000 outstanding from the Quinoderm acquisition.  Net Cash outflow from operations was £110,000.  

The decrease in cash in the period was £3,139,000, being mainly the redemption of the Quinoderm loan notes and debt repayments of £249,000.  Capital expenditure was £270,000 in the period, being mainly the completion of PathLore’s reference laboratories in Nottingham.

Consideration from the disposal of Thackray Instruments and Practice Plus of £550,000 will be received before 1 November 2002.  

The Cancer Diagnostic and Pathology Division

PathLore sales, consisting mainly of locum services to NHS, in the period were £409,000 and are growing rapidly, month on month.  PathLore’s annualised turnover is now £1.2 million, a very strong performance from a standing start in July 2001, and the division is now trading profitably.  PathLore currently has 60 Consultant Pathologists providing specialist remote locum services.  The reference laboratories in Nottingham have recently been completed enabling it to prepare and analyse a comprehensive range of tests, provide prognostic profiling for the selection of appropriate adjuvant therapy, tissue preparation and evaluation for drug development and clinical trial evaluation and cervical screening and general cytology.

The agreement to acquire Peterborough Cellular Pathology Services (PCPS), announced in June, is a launch pad for PathLore’s services in supporting the huge demand for characterised biomaterials used in new drug discovery and proteomic based research.  The combination of comprehensive bioanalytical systems for evaluation of fully consented human tissue, PathLore's expert pathologist analysis and Fairfield and Kinetics technology is unique.  Peterborough Hospital NHS Trust and Medical Solutions have also agreed to collaborate in providing pathology and cytology services and technologies.

Fairfield’s sales were £295,000 down on the same period last year, however, the order book is strong and we expect several sales to be completed in the second half of the year.  In July we announced that we had an agreement to supply a Pathsight telepathology network to seven hospitals centred around Edinburgh, which will be invoiced in the current period.  The single most important factor in improving cancer survival is early diagnosis and this networking of experts in different hospitals makes a significant contribution to team based patient management with the best information possible being available.  It reduces the need for experts to travel between hospitals, a problem exacerbated by the staffing shortages in pathology.  Fairfield have also received orders to supply three Automatic Ploidy systems as a result of the New England Journal of Medicine paper published at the end of last year.

On 19 April we announced the sale of the Thackray Instruments and Practice Plus business out of Cellpath.  This will allow Cellpath to concentrate on its underlying pathology consumables business and the development of the market for SurePath (formerly Autocyte) liquid based cytololgy (LBC).  We understand that the NHS English pilots for LBC have been completed, however no results will be made public before NICE (National Institute of Clinical Excellence) report in the summer of 2003. We believe that the results from our SurePath system have been very positive both in the high quality of the slides produced and the level of acceptance by pathologists and cytology screeners.  

The original basis for the NICE recommendation to proceed with pilot studies was the economic benefit provided by LBC.  The switch to LBC is predicted to reduce the level of unreadable slides from 9% down to 2%.  This would prevent approximately 400,000 anxious women having to be recalled for repeat smears in England and Wales each year.  The Health Secretary’s budget statement earlier this year committed the Government to the establishment of 80 LBC screening centres by the end of 2004.  In Scotland, LBC implementation is to be completed by April 2004 with the first installations due to take place in January 2003.

The overhead expenses of the division in the first six months of 2002 include the costs of the infrastructure for PathLore.  The operating loss for the period for the division was £272,000 (2001 – Loss £214,000).  We expect a significant improvement in the second half; PathLore has now moved into profit and both Fairfield and Kinetic have strong order books.  Gross margins have increased from 41% to 48%, despite the increasing establishment costs.

The Pharmaceutical Division

The division’s sales were £5,755,000 for the first six months of 2002.  These sales excluded approximately £100,000 of contract manufacturing work which was discontinued in order to divert the division’s resources toward its more profitable growth areas.  Gross margins for 2002 were 52% to 30 June, compared to 44.5% for the same period in 2001.  This margin reflects a combination of price increases, material cost savings, the synergies from the acquisition of Quinoderm and the growth of the higher margin product areas of dermatology, contamination control and Spirigel.  The resulting operating profit of £829,000 compares favourably with the profit for the six months to 30 June 2001 of £383,000; and the profit for the whole of 2001 of £1,138,000.

The division is now gaining some of the benefits of the new distribution centre opened in August 2001 which released more manufacturing space in the existing Leeds facility.  Quinoderm and Hydromol production was also transferred to this facility in August 2001, following the closure of Quinoderm Ltd’s premises in Oldham.  Further manufacturing efficiencies are expected as the programme to improve production workflow is implemented.

Spirigel®, which is used to significantly reduce hospital acquired infections, including MRSA, sales are growing rapidly.  In June we added Guys and St Thomas to the increasing list of accounts using the anti-infection cleanser.  The gel has been distributed throughout the hospitals with dispensing units at the end of every bed.  We provide continuing educational support to nursing staff in conjunction with the hospitals infection control teams.  We have also secured business throughout six hospitals in greater Glasgow.  Initially this will involve the installation of 2,500 Spirigel®, dispensers and a ward by ward training programme.

The contamination control business continues to grow well.  In January we announced the signing of an agreement whereby the STERIS Corporation will market Adams Spiriclens® range, used in the clean rooms and asceptic suites of the major pharmaceutical companies, in both France and Italy.

The dermatology business continues to grow following the relaunches of the Quinoderm and Hydromol brands in late 2001 and early 2002.

In July we bought five dermatological product licences from the receivers of Bioglan Pharma plc. These are currently being processed by the MCA and the products are expected to be launched from Q1 2003.  

We have also signed an agreement with Ferndale Laboratories from the USA to market their Oil Control Gel, and a pain control product used in the laser treatment of skin disorders and for pre-injection anaesthesia.  

Following speculation regarding the status of Adams Healthcare at the start of the year we have received a number of approaches for the Pharmaceutical Division.  We are currently in discussions which may or may not lead to the disposal of the division.

Prospects

The Group is well positioned to benefit from its two divisional structure, however the focus will be on expanding, both organically and by acquisition where appropriate, the Cancer Diagnosis and Pathology Division where the Board believes the greater prospects lie.  The Pharmaceutical Division will continue to expand as outlined, and we expect it to maintain its current growth rate, unless sold.

Cancer is becoming increasingly common as global populations age.  Health services and governments all over the world are allocating more resources to diagnosing and treating the disease.  In the UK, the National Cancer Plan is an ambitious programme to enhance the quality of diagnosis and care and, with 80 new LBC units to be created by 2004, cancer pathology services will become a vital target for improvement.  The remarkable progress in understanding the molecular biology of cancer has provided an enormous range of targets for novel drugs.  Innovative methods of clinical development are being sought by the pharmaceutical industry to dramatically accelerate bench to market times.  This requires good access to carefully controlled clinical samples of cancer and normal tissue.  New patient information networks comprising personal and clinical data together with pathology and radiology images will be created to deliver better more targeted medicines.  Our unique combination of technologies is likely to be in considerable demand by both public and private sectors over the next decade. 

In conclusion, we aim to create innovative partnerships through the provision of novel technology which will herald a new era of benefits to cancer patients world-wide.  We are looking at several opportunities which will help us to build upon our leading market position and your Board is confident that we are in a position to deliver sustained growth.

Unaudited Profit and Loss Account

For the six months ended 30 June 2002

	
	Six months ended 30 June 2002
	
	Six
	

	
	
	Cancer 
	
	
	months
	Year 

	
	
	Diagnosis &
	
	
	ended
	ended 31

	Pharmaceutical
	Pathology 
	Central
	
	30 June
	December

	
	Division 
	Division 
	Costs
	Group
	2001
	2001

	
	£000
	£000
	£000
	£000
	£000
	£000

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	Turnover
	5,755 
	2,669 
	
	8,424 
	7,988 
	16,100 

	Cost of Sales
	(2,753)
	(1,397)
	 
	(4,150)
	(4,503)
	(9,193)

	
	
	
	
	
	
	

	Gross profit
	3,002 
	1,272 
	
	4,274 
	3,485 
	6,907 

	
	
	
	
	
	
	

	Other operating expenses (net)
	(2,173)
	(1,544)
	(1,157)
	(4,874)
	(4,319)
	(8,379)

	
	
	
	
	
	
	

	Operating profit/(loss) 
	829 
	(272)
	(1,157)
	(600)
	(834)
	(1,472)

	
	
	
	
	
	
	

	Operating profit/(loss) before amortisation 
	 
	 
	 
	 
	 
	 

	of goodwill, and termination costs
	
	
	(331)
	226 
	(233)
	(258)

	Amortisation of goodwill and know-how
	
	
	(608)
	(608)
	(601)
	(1,214)

	Termination costs
	
	
	(218)
	(218)
	
	 

	 
	 
	 
	(1,157)
	(600)
	(834)
	(1,472)

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	Profit on sale of fixed assets
	
	
	
	308 
	
	

	
	
	
	
	
	
	

	Finance charges (net)
	
	
	
	(87)
	(84)
	(136)

	
	
	
	
	
	
	

	(Loss) before taxation
	 
	 
	 
	(379)
	(918)
	(1,608)

	
	
	
	
	
	
	

	Taxation
	
	
	
	9 
	
	509 

	
	
	
	
	
	
	

	(Loss) on ordinary activities after taxation 
	 
	 
	(370)
	(918)
	(1,099)

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	(Loss) per ordinary share
	 
	 
	 
	(0.47p)
	(1.16p)
	(1.39)p

	
	
	
	
	
	
	

	Diluted (loss) per ordinary share
	 
	 
	 
	(0.47p)
	(1.16p)
	(1.39)p

	
	
	
	
	
	
	

	EBITDA
	 
	 
	 
	619 
	32 
	165 


There are no recognised gains or losses other than reported in the profit and loss account.

Unaudited Consolidated Balance Sheet

As at 30 June 2002

	
	Six months ended
	Six months ended
	Year ended

	
	30 June 2002
	30 June 2001
	31 December 2001

	
	£000
	£000
	£000

	
	
	
	

	Fixed assets
	
	
	

	Tangible
	3,818 
	3,385 
	3,851 

	Intangile
	22,458 
	23,106 
	22,925 

	
	26,276 
	26,491 
	26,776 

	
	 
	 
	 

	
	
	
	

	Current assets
	
	
	

	Stocks
	2,196 
	2,516 
	2,238 

	Debtors
	4,449 
	4,820 
	3,450 

	Cash at Bank
	2,516 
	3,636 
	4,276 

	
	9,161 
	10,972 
	9,964 

	
	 
	 
	 

	
	
	
	

	
	
	
	

	Current Liabilities
	
	
	

	Creditors: falling due within one year
	(5,417)
	(6,919)
	(6,102)

	
	
	
	

	
	
	
	

	Net current assets
	3,744 
	4,053 
	3,862 

	
	
	
	

	Total assets less current liabilities
	30,020 
	30,544 
	30,638 

	
	
	
	

	Creditors - falling due after one year
	(2,172)
	(1,846)
	(2,421)

	Provisions for liabilities and charges
	
	(299)
	

	
	
	
	

	Net assets
	27,848 
	28,399 
	28,217 

	
	
	
	

	
	
	
	

	
	
	
	

	Share capital & reserves
	27,848 
	28,399 
	28,217 

	
	
	
	


Unaudited Divisional Analysis

For the six months ended 30 June 2002

	
	Six months
	Six months
	Year 

	
	ended
	ended
	ended

	
	30 June
	30 June
	31 December

	
	2002
	2001
	2001

	
	£000
	£000
	£000

	
	
	
	

	Cancer Diagnosis and Pathology Division
	
	
	

	
	
	
	

	Turnover
	2,669 
	2,664 
	4,969 

	
	
	
	

	
	
	
	

	Gross profit
	1,272 
	1,114 
	1,947 

	
	
	
	

	Selling & Distribution expenses
	(594)
	(473)
	(978)

	Research & Development
	(264)
	(297)
	(466)

	Administrative expenses
	(686)
	(558)
	(1,237)

	
	
	
	

	Operating (loss) before amortisation of goodwill and know how
	(272)
	(214)
	(734)

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	Pharmaceutical Division
	
	
	

	
	
	
	

	Turnover
	5,755 
	5,324 
	11,131 

	
	
	
	

	
	
	
	

	Gross profit
	3,002 
	2,371 
	4,960 

	
	
	
	

	Selling & Distribution expenses
	(1,419)
	(1,113)
	(2,277)

	Research & Development
	(150)
	(126)
	(273)

	Administrative expenses
	(604)
	(749)
	(1,272)

	
	
	
	

	Operating profit before amortisation of goodwill and know how
	829 
	383 
	1,138 


Unaudited Group Cash Flow Statement

For the six months ended 30 June 2002

	
	Six months
	Six months
	Year 

	
	ended
	ended
	ended

	
	30 June
	30 June
	31 December

	
	2002
	2001
	2001

	
	£000
	£000
	£000

	
	
	
	

	Net cash (outflow) /inflow from operating activities
	(110)
	(677)
	154  

	
	
	
	

	Returns on investments and servicing of finance
	(87)
	 (84)
	(136)

	
	
	
	

	Taxation
	9  
	 (21)
	

	
	
	
	

	Capital expenditure and financial investment
	(270)
	 (905)
	(1,685)

	
	
	
	

	Capitalisation of development costs
	 (229)
	 (220)
	(434)

	
	
	
	

	Acquisitions and disposals
	(2,203)
	  (233)
	(315)

	
	
	
	

	Cash outflow before management of 
	 
	 
	 

	liquid resources
	(2,890)
	(2,140)
	(2,416)

	
	
	
	

	Financing
	
	
	

	(decrease)/ increase in debt
	(249)
	(9)
	615  

	
	
	
	

	
	
	
	

	
	
	
	

	(Decrease) in cash the period
	(3,139)
	(2,149)
	(1,801)


Reconciliation Of Operating Profit To Net

Cash (Outflow)/ Inflow From Operating Activities

	
	
	
	

	Operating (loss)
	(600)
	(834)
	  (1,472)

	
	
	
	

	Depreciation
	303  
	 201  
	423  

	Amortisation of goodwill, know-how, and development costs
	696  
	682  
	1,363  

	(Increase) in stocks
	(218)
	               (343)
	  (65)

	(Increase)/decrease in debtors
	(999)
	               (611)
	759  

	Increase/(decrease) in creditors
	708  
	   228  
	(854)

	
	
	
	

	Net cash (outflow)/inflow from operating activities
	(110)
	(677)
	154  


Notes

	1.
	The interim accounts have been prepared using accounting practices stated in the Group’s report and accounts for the year ended 31 December 2001 and are unaudited.

	
	

	2.
	The comparative figures for the year ended 31 December 2001 are an abridged version of the Group’s full accounts and, together with other financial information contained in these interim results, do not constitute statutory accounts for Medical Solutions plc within the meaning of Section 240 of the Companies Act 1985.  Statutory accounts for the year ended 31 December 2001 have been filed with the Registrar of Companies for England and Wales and have been reported on by the auditors to Medical Solutions plc. The report of the auditors was unqualified.

	
	

	3.
	No interim dividend has been declared  (2001 – nil).

	
	

	4.
	The calculation of (loss) per ordinary share is based on a weighted average number of shares in issue during the six months of 78,975,348  (2001 – 78,958,232).

	
	

	5.
	The interim statement is being sent to shareholders and further copies are available from the Company’s registered office at Lotherton Way, Garforth, Leeds LS25 2JY.


continued….

Page 2 of 11

