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CBio Limited
Chairman’s Letter to Shareholders

Dear Sharehoider,

Your company has continued to make outstanding progress during the year as it moves towards
commercialisation.

CBio successfully completed three Phase IIa clinical trials during the year in Multiple Sclerosis,
Rheumatoid Arthritis and Psoriasis. The results from the studies, which involved 97 patients across
sites in Melbourne, Perth, Adelaide, Gold Coast & Maroochydore, met all expectations and confirm
the high potential of CBio’s leading product, XToll™, in treating autoimmune and chronic
inflammatory diseases.

The results from the Rheumatoid Arthritis trial have recently been featured in the prestigious
international medical journal The Lancet, with the publication subsequently receiving very positive
review from internationally recognised rheumatologists.

Larger scale Phase 1Ib clinical trials are planned for the coming year. These trials will be completed
with a partner with a view to moving forward with Phase III trials and registration of XToll™ on the
success of these trials.

During the year, the company has placed a significant emphasis on commercialisation activities.
Detailed discussions with multi-national pharmaceutical companies continue and have involved both
commercial and scientific presentations.

The company has continued its internal research & development program into the mode of action of
XToll™. This ongoing research has lead to four new patent applications being filed which continues
to strengthen CBio’s intellectual property portfolio.

With the growing workload as the company undertakes more clinical trials and scientific research,
CBio grew considerably in the period, with the company now employing over 40 full-time employees.
Perhaps most important is the fact that CBio now has on staff numerous senior scientists with
international experience in biochemistry, molecular biology, immunology and clinical research &
development.

During the year, the company has continued its capital raising program, raising $11.3M from
sophisticated investors. Whilst most of these funds were raised at $3 per share, the most recent capital
raising (after the balance date) has been at $6 per share.

This financial year also marked the first year the company was able to claim grant funding under the
federal governments Pharmaceutical Partnership Program (P3). CBio claimed $1.95M in P3 grant
funding, with the company able to claim up to a further $4.05M in funding over the next three years.

Mr Stephen Streeter and Dr Andy Gearing both joined the board during the year. Mr Streeter is a
stockbroker and the principal fundraiser for the company. Dr Gearing is very experienced in
commercialising small and medium sized biotech companies such as CBio. Mr Stephen Goodall, a
founding director of the company, resigned as a director during the year for personal reasons.

Stephen Jones
Chairman



CBio Limited
Directors’ Report

Your directors submit their report on the company for the financial year ended 30 June 2006.

DIRECTORS

The names of the company’s directors in office as the date of this report are as below. Directors were
in office for the entire period unless otherwise stated.

Name Details

Mr Stephen Jones Non-executive Chairman

Dr Wolfgang Hanisch Chief Executive Officer

Mr Stephen Streeter Non-executive director (Appointed 25 November 2005)
Dr Andy Gearing Non-executive director (Appointed 9 March 2006)

Mr Stephen Goodall ' Executive director (Resigned 25 November 2005)

DIRECTORS QUALIFICATIONS AND EXPERIENCE
Mr Stephen Jones, Non-executive Chairman (appointed 11 October 2000)

Mr Jones is a corporate recovery and turn-around specialist. Mr Jones retired as Chairman of
Greyhound Pioneer Australia Ltd, a position he held from July 1996 to September 1999. Initially as
CEQ, he took this loss maker to its maiden profit in 1998. Previously, he turned around credit card
provider International Card Systems Australia Ltd, where he took control and was Executive
Chairman in 1992, leaving the company profitable in 1994. He is Chairman of the listed entity
BresaGen Ltd and Chairman of Australia Technology Innovation Fund Limited and Australian
Biofund Limited (Hong Kong). Mr Jones is a former member of the Queensland Governments
Innovation Council and the Bioindustries Advisory Group.

Dr Wolfgang Hanisch, Chief Executive Officer (appointed 11 October 2000)

Dr Hanisch’s background is in the biotech healthcare industry in the United States and Australia. He
has a broad background in product and project commercialisation, new product and process
development complemented by extensive knowledge of international regulatory requirements.

He was directly involved in the successful Initial Public Offering (JPO) of IDEC Pharmaceuticals Inc
which subsequently merged with Biogen, and has had significant exposure to a number of other IPO’s
through his linkages to the California bictechnology and venture community. He has worked on the
clinical development of a number of biotech drugs now approved for use worldwide including beta-
Interferon (Betaseron), interleukin (Proleukin), TNF and monoclonal antibodies. :

He maintains close contact with the international biotechnology and pharmaceutical industry. He is an
executive director of BresaGen Ltd and a non-executive director of Australia Technology Innovation
Fund Limited and Australian Biofund Limited (Hong Kong).

Mr Stephen Streeter, Non-executive director (appointed 25 November 2005)

Stephen Streeter is an Institutional Stockbroker with seventeen years of experience. He has been a
Director - Head of Sales for a number of Broking firms over this period, including James Capel
Australia, E L & C Baillieu, CIBC World Markets and ABN Amro Australia.

Mr Streeter holds the position of Executive Director Equities, Axis Financial Group Australia Limited
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CBio Limited
Directors’ Report

and is also a non-executive Director of Australian Technology Innovation Fund Limited. Mr Streeter
has had extensive exposure to ECM, Equity Capital markets, and has built a very strong client base in
this area.

Dr Andy Gearing, Non-executive director (appointed 9 March 2006)

Dr Andy Gearing has been involved with the European biotechnology industry throughout his career.
Dr Gearing has a successful track record in research management in both government at the National
Institute of Biological Standards and Control and in the commercial sector with British Biotech. He
has published over 90 scientific papers, books and patents and organized several international
conferences. He has managed research and development projects in cytokine biology, immunology,
inflammation and neurobiology. Latterly, Dr Gearing moved into business development and was
responsible for identifying and in-licensing compounds into British Biotech's portfolio, as well as
leading teams involved in the out-licensing of British Biotech's Metalloenzyme technology.

Dr Gearing holds the position of CEQO of Biocomm International Ltd, Australia's pre-eminent
international life sciences technology management and commercial development company.

COMPANY SECRETARY
Mr Bryan Dulhunty (BEc CA)

Company Secretarial Services for the Company are provided by CoSA Pty Ltd, a company which
provides specialised Company Secretarial services for the biotechnology industry.

Mr Bryan Dulhunty founded CoSA Pty Ltd in 2001 after extensive experience in a major international
accounting firm and both large and small publicly listed entities.

PRINCIPAL ACTIVITIES
The principal activities during the year of entities within the consolidated entity were:

e research, product development and clinical trials of the therapeutic drug XToll™ (Cpn10).
¢ process development and manufacture of protein and peptide therapeutics.

OPERATING RESULTS AND DIVIDENDS

The consolidated entity’s after tax loss for the year ended 30 June 2006 was $12,125,422
(2005:$9,176,497). The loss after tax of the company for the year ended 30 June 2006 was
$11,833,967 (2005:$6,305,234).

No dividend was proposed or paid.

REVIEW OF OPERATIONS

The company has made significant advances on a number of fronts during the year as it continues its
progression towards commercialisation of XToll™,

- Phase Ila clinical trials in Multiple Sclerosis, Psoriasis and Rheumatoid Arthritis were completed
during the year with promising results across all three trials. The results from these trials have
confirmed that XToll™, CBio’s lead product, has potential as a treatment for auto-immune and
chronic inflammatory diseases. The company intends to continue its aggressive clinical trial program
with Phase IIb clinical trials planned for the coming year.

A Phase I subcutaneous clinical trial commenced in January 2006 in healthy volunteers. The purpose
of this trial is to determine the effectiveness of subcutaneous dosing of XToli™ and to look at optimal
dosing. This trial is expected to be completed by late 2006 and will determine the dosing rates for the
planned Phase IIb trials.



CBio Limited
Directors’ Report

The company has undertaken a concerted and targeted commercialisation program during the year.
High-level meetings have been held with a number of interested parties and these discussions have
involved both commercial and scientific presentations. Discussions with interested parties continue as
CBio works towards securing a collaboration with a major pharmaceutical company.

During the year, the company claimed $1.95M in funding under the federal govermments
Pharmaceutical Partnerships Program (P3). Under the terms of its P3 grant, CBio is entitled to receive
up to $6M in funding over a four year period. The company also received $57,197 in funding from
the Export Market Development Grant (EMDG) scheme which reimburses companies for expenditure
incurred on eligible marketing and commercialisation activities.

The company continued its research & development program into the mode of action of XToll™. Due
to the increase in research activities the company employed further leading scientists and research
assistants who continue to build on their company’s expertise in toll-like receptor research and clinical
development. The total staff nurmber is now over 40. CBio has a range of highly-skilled scientific staff
generating new and potentially valuable intellectual property for the company.

During the year, the company’s holding in the controlled entity BresaGen Limited was diluted to
38.9% following new equity raisings by BresaGen. Subsequent to the balance date, CBio has disposed
of 19.95% of its stake in BresaGen. CBio’s holding in BresaGen is now 17.1%. Further, CBio has
agreed to dispose of the remaining 17.1% holding as part of a takeover bid by Hospira Holdings (S.A.)
Pty Ltd. Please refer to Significant Events After The Balance Date (below) for full details.

Capital raising was ongoing throughout the year, with an additional $11.3M being raised from the
issue of new capital. 3,756,326 new shares were issued during the year, including 636,661 issued to
UniQuest on the conversion of their Convertible Note to equity. Total equity of the consolidated group
increased to $4,834,245 from $1,196,250, an increase of $3,637,995.

There were a number of changes to the board of the company during the year. Mr Stephen Streeter
(appointed 25 November 2005) and Dr Andy Gearing (appointed 9 March 2006) were appointed to the
CBio board, while Mr Stephen Goodall, a founding director of the company, resigned from the board
for personal reasons on 25 November 2005. Mr Streeter is the principal fundraiser of the company and
Dr Gearing is experienced in the commercialisation of emerging technologies.

BresaGen Limited, a controlled entity, recorded total revenues for the year of $5.5M, an increase of
$3.5M on the previous year. The total loss for the period was $0.3M, down from $8.3M the previous
year. Sales to CBio accounted for 62% of total BresaGen sales revenue. The increased sales revenue
was driven by significant growth in both the protEcol™ and Active Pharmaceutical Ingredients (APT)
supply businesses during the year. BresaGen has also been successful in securing new contracts for
API production including for the supply of clinical trial material and for their human growth hormone
product HgH.

During the year, Dr Michael Monsour (appointed 26 July 2005) and Mr Geoff Thomas (appointed 14
November 2005) were appointed to the board of the BresaGen.

FINANCIAL POSITION

Net assets of the company were $3,891,886 (2005: $2,449,562). Cash on hand at the balance sheet
date was $239,116 (2005: $513,469).

During the year, the company issued 3,756,326 new shares to sophisticated investors at $3 per share
which raised a total of $11,268,981.

Total revenue for the company for the year was $2,163,501 (2005: $131,763). Of the total revenue for
the year, $1,954,403 was in relation to the company’s grant entitlement under the federal governments
Pharmaceutical Partnerships Program (P3).
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Directors’ Report

The main expenses of the company continue to relate to its clinical trial and research & development
program. The company incurred expenses of $8,518,637 during the year on research & development
activities (2005: $2,306,770).

SIGNIFICANT CHANGES IN THE STATE OF AFFAIRS

All significant changes in the state of affairs of the parent entity that occurred during the financial year
are discussed in the Review of Operations section of this report.

SIGNIFICANT EVENTS AFTER THE BALANCE DATE

CBio Limited

Since balance date, CBio issued a further 783,000 shares to shareholders through private placement
raising $3,600,000. 366,000 shares were issued at $3 per share and 417,000 shares were issued at $6
per share. A further 20,000 shares were issued as a result of the exercise of Employee Share Option
Plan options at $3 per share.

On 1 July 2006, 300,000 options were granted to Dr Andy Gearing under the Director Share Option
Plan with an expiry date of 1 July 2011 and an exercise price of $3 per option. These options vested in
full on issue. On 3 August 2006, 59,664 options were granted under the Employee Share Option Plan
with an exercise price of $3 per option.

On 11 August 2006, the Company sold a 19.95% stake in BresaGen Limited to Hospira Holdings
(5.A.) Pty Ltd at 14 cents per share for total proceeds of $4,185,621. Effective from this date, CBio no
longer has a controlling interest in Bresagen. Hospira announced on the same date an offer to acquire
all outstanding fully paid ordinary shares in BresaGen and the Company has subsequently accepted an
offer from Hospira Holdings (S.A.} Pty Ltd to purchase its remaining 17.1% stake in BresaGen Ltd at
14 cents per share for total proceeds of $3,580,598. The closing date for this offer is 7.00pm on 25
September 2006.

On 22 August 2006, the Company advanced $1,684,000 to Australian Technology Innovation Fund
Limited by way of interest bearing loan. Interest is payable monthly in arrears at 8% per annum and,
unless otherwise agreed by both parties, the loan will be repaid in full by 29 September 2006.

Since balance date, the Company has entered into arrangements covering production and supply of
XToll™ (Cpnl0}) for use in ongoing research and development and clinical trials. The estimated
expenditure in relation to these arrangements over the next year amounts to approximately $4.1m.
Approximately $2.4M of this expenditure is denominated in a foreign currency (Euro) and is not
hedged.

BresaGen Limited

Subsequent to balance date, 6 convertible notes were issued under the BresaGen Convertible Note
Deed approved on 11 October 2004. One of these convertible notes was issued to CBio. Subsequent
to the issue of these notes, 7,145,147 shares were issued to holders of convertible notes who exercised
their rights to convert these notes to shares.

FUTURE DEVELOPMENTS

The likely developments in the operations of the company and the expected results from those
operations in future financial years are as follows:

= commencement of a further 2 Phase Ila clinical trials in different diseases bringing the total
Phase [la trials to 6

= commence one or more Phase IIb clinical triais in disease states where there has been
sufficient response by patients to Cpn10

= amore detailed understanding of the mode of action of Cpn10

* commencement of definitive licensing discussions with a large pharmaceutical company.
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Directors’ Report

ENVIRONMENTAL ISSUES

The consolidated entity is compliant with all applicable environmental regulations.

CORPORATE STRUCTURE

The consolidated entity consists of the parent entity, CBio Limited and, BresaGen Limited and its
controlled entities. As at 30 June 2006, CBio held a 38.9% interest in BresaGen. As at the date of this
report, CBio holds a 17.1% interest in BresaGen and no longer has a controlling interest in BresaGen.
DIRECTORS’ MEETINGS

The number of meetings of directors held during the year and the number of meetings attended by
each director were as follows:

Directors’ Meetings Number eligible to attend Number atiended
Mr Stephen Jones 10 10

Dr Wolfgang Hanisch 10 10

Mr Stephen Streeter (i)

Dr Andy Gearing (ii)

Mr Stephen Goodall (iii)

@ Appointed 25 November 2005
(ii) Appointed 9 March 2006
(iiiy  Resigned 25 November 2005

Due to the size of the Board, each director is invited to participate in all matters of the company,
including audit, remuneration, compliance, finance and treasury issues.

REMUNERATION REPORT

The remuneration report, including remuneration details for directors and executives of the group, is
contained in Note 23- Key Management Personnel Disclosure in the attached Financial Report.

INDEMNITY
In accordance with the constitution of CBio Limited:

Every Director, Secretary, Manager, Accountant, Trustee or other person employed in the business of
the company shall be indemnified by the company against, and it shall be the duty of the directors out
of the funds of the company to pay, all costs, losses and expenses for which any such Director,
Secretary, Manager, Accountant, Trustee or other person as aforesaid may become liable by reason of
any contract entered into or act or deed done by him as such Director, Secretary, Manager,
Accountant, Trustee or servant in any way in the proper discharge of his duties, unless such costs,
losses and expenses shall be caused or contributed to by his own negligence, default, breach of duty or
breach of trust,

PROCEEDINGS ON BEHALF OF THE COMPANY

No person has applied for leave of Court to bring proceedings on behalf of the Company or intervene
in any proceedings to which the Company is a party for the purpose of taking responsibility on behalf
of the Company for all or any part of those proceedings.

The Company was not a party to any such proceedings during the year.
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Directors’ Report

AUDITOR’S DECLARATION

A copy of the auditor’s independence declaration as required under section 307C of the Corporations
Act 2001 is set out on page 55.

NON-AUDIT SERVICES

During the year, the Company’s auditors have performed a number of non-audit services. The details
of the services provided and their costs are as follows:-

Income Tax Return preparation & advice $ 6,695
Preparation of R & D Tax Concession $ 4,500
General advice $ 28,550
P3 Grant Audit $ 7,000

Total § 46,745

The Board of Directors has received and considered the auditor’s independence declaration from Emnst
& Young for the period ended 30 June 2006. A copy of this declaration is included in the attached
financial report.

Signed in,accordance with a resolution of the Board of Directors.

S. Jones
Chairman
Brisbane Date: _}}-September, 2006
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Corporate Governance

CORPORATE GOVERNANCE STATEMENT

The Board of Directors of CBio Limited is responsible for the governance of the consolidated entity.
Whilst CBio itself is not listed on a stock exchange the Board strongly agrees with the Principles of
Good Corporate Governance and Best Practice Recommendations developed by the ASX Corporate
Governance Council and strives to meet the standard expected on a publicly traded entity. The
directors are however realistic in acknowledging the size and nature of CBio and have modified where
they deem applicable the best practice standards as laid down by the ASX. The Best Practice
Recommendations not adopted or specific comments thereon are as follows:

ROLE OF THE BOARD AND MANAGEMENT

The Board is responsible for the Corporate Governance of the consolidated group including the setting
and the monitoring of the objectives, goals and corporate direction. Due to the size of the companies
in the group, there are no formal statements as to the delegated authority of management, however the
Board closely interacts with the management of each company and has established adequate systems
of internal control, assesses, monitors and manages business risk, and ensures adherence to appropriate
ethical standards.

STRUCTURE OF THE BOARD

Directors’ qualifications and experience are outlined in the Directors’ Report.

Due to the early phase in development of CBio the group does not believe it appropriate to maintain a
structure where there is a majority of independent directors. The company’s directors include some of
the founders of the company and significant shareholders. As the company grows and the valuation of
the company’s intellectual property increases the structure of the board will change and greater levels
of independence will be achieved.

Due to the size of the company, it is not considered necessary to maintain a Nomination Committee.
When a vacancy exists, through whatever cause, or where it is considered that the Board would benefit
from the services of a new director with particular skills, the Board considers candidates with the
appropriate expertise and experience. The Board then appoints the most suitable person who shall
hold office until the conclusion of the next following annual general meeting of the company and shall
be eligible for election at such annual general meeting. One third of the directors shall retire from
office and be eligible for re-election at every general meeting and there are no share qualifications for
a director.

Each Director has the right to seek independent professional advice regarding material matters
_concerning the Company at the Company's expense after notifying the Chairman.
ETHICAL AND RESPONSIBLE DECISION MAKING

The Company does not have a formal code of conduct however it recognises the need for Directors
and employees to observe the highest standards of behaviour and business ethics. Directors and
officers are expected to act in accordance with the law and with the highest standards of propriety.

SAFEGUARD INTEGRITY IN FINANCIAL REPORTING

The Company does not have a formally constituted Audit Committee of the Board of Directors. The
Board undertakes the functions of the Audit Committee, such as the establishment and maintenance of
the framework of internal control and appropriate ethical standards for the management of the
economic entity.

TIMELY AND BALANCED DISCLOSURE

The Board through the production of regular sharehoider newsletters, the maintenance of a web site
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the distribution of the annual report to all shareholders, and the holding of an annual shareholders
meeting where shareholders are encouraged to participate, strives to keep shareholders fully informed
of developments within the company in a cost effective manner.

SHAREHOLDERS RIGHTS

The Company does not have a formal shareholder communications strategy. However, the Board is
conscious of the importance of effective shareholder communication and makes use of its Corporate
Website and requests that the External Auditor attends general meetings.

RECOGNISE AND MANAGE RISK

No formal Risk Management profiles, policies and procedures have been adopted. However, the Board
meets on a regular basis and as part of the ongoing review of performance, current and possible future
business risks are identified. Once a business risk is identified, appropriate action is planned and
instigated by the Board. The results of the action plan are constantly reviewed and corrective action is
taken as required.

Due to the size of the Company, an Internal Audit function has not been implemented.

The Chief Executive Officer and Chief Financial Officer report to the Board on the integrity of
financial statements and the effectiveness of internal compliance and control systems.

PERFORMANCE ENHANCEMENT

The Board does not have a Nomination Committee and has not adopted formal Performance
Enhancement procedures, as the Board undertakes ongoing performance reviews as part of its regular
review of Company activities.

REMUNERATION

Directors’ and Senior Executive Emoluments are outlined in Note 23- Key Management Personnel
Disclosure.

Due to the size of the Company a Remuneration Committee has not been established. The Board
determines the remuneration packages for Executive Directors and senior employees. Remuneration
levels are competitively set to attract and retain the most qualified and experienced directors and
senior employees. Remuneration packages currently paid include fixed, performance-based and equity
based components.

The Company in general meeting sets the remuneration of the Non-Executive Directors. The only
retirement benefits payable to Non-Executive Directors are statutory superannuation payments.
INTERESTS OF STAKEHOLDERS

The Company does not have a formal Code of Conduct covering obligations to legitimate
stakeholders. However, the Board is fully aware of its obligations for Public or Social Accountability
based on notions of legitimacy, fairness and ethics.
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CBio Limited

Income Statement
For the year ended 30 June 2006

Notes Consolidated CBio Limited

Continuing Operations

Revenue

Sales Revenue 591,198
602,177
96,263

108,043

Contract services income
License Fees

Interest received

Government Grants

Other Income 58,409

Borrowing costs expense 3(a) (490,251) (70,000)
Administrative expenses 3(b) (5,148,315) (2,017,645)
Research and development (2,317,309) (2,306,770)
Patent costs (208,702) (203,723)
Marketing expenses (240,966) (136,924)
Equity based compensation (1,701,935) (1,701,935)
Cost of sales - -
Cost of rendering services - -
Goodwill write off (525,109 -
LOSS FROM CONTINUING

OPERATIONS BEFORE

INCOME TAX EXPENSE (9,176,497) (6,305,234)
Income tax expense relating to 4 -
continuing operations

NET LOSS (9,176,497) (6,305,234)
NET LOSS ATTRIBUTABLE

TO OUTSIDE MINORITY

INTEREST 1,309,716 -
NET LOSS ATTRIBUTABLE

TO MEMBERS OF CBIO

LIMITED (7,866,781) (6,305,234)

Basic/Diluted loss per share

(cents per share) 20

(40.51)

The accompanying notes form part of these financial statements.
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CBio Limited

Balance Sheet
As at 30 June 2006
Notes Consolidated CBio Limited
2005
by

CURRENT ASSETS
Cash and cash equivalents 1,822,756 513,469
Trade and other receivables 422,254 526,538
Inventories - -
Other Current Assets 53,661 53,661
TOTAL CURRENT ASSETS 2,298,671 1,093,668
NON-CURRENT ASSETS
Property, Plant and Equipment 11,180,530 558,776
Trade and other receivables 162,373 162,373
Intangible Assets - -
Investments in Controlled Entities - 2,836,250
TOTAL NON-CURRENT ASSETS 11,342,903 3,557,399
TOTAL ASSETS 13,641,574 4,651,067
CURRENT LIABILITIES
Trade and other payables 2,174,225 818,499
Short-term provisions 479,803 49,998
Interest-bearing Liabilities 929,321 375,000
TOTAL CURRENT LIABILITIES 3,583,349 1,243,497
NON-CURRENT LIABILITIES
Interest-bearing Liabilities 8,107,853 923,886
1 ong-term provisions 34,122 34,122
TOTAL NON-CURRENT 8,141,975 958,008
TOTAL LIABILITES 11,725,324 2,201,505
NET ASSETS 1,916,250 2,449,562
EQUITY
Parent Entity Interest

Issued Capital 19,134,85 19,134,858

Reserves 1,848,497 1,997,710

Accumulated Losses (18,683,006)
Total Parent Entity Interest in Equity 2,449,562
Total Minority Equity Interest -
TOTAL EQUITY 2,449,562

The accompanying notes form part of these financial statements
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CBio Limited
Cash Flow Statement

For the year ended 30 June 2006

CASH FLOWS FROM OPERATING
ACTIVITIES

Payments to suppliers and employees
Grant income received

Cash receipts in the course of operations
Interest received

Interest paid

NET CASH FLOWS USED IN
OPERATING ACTIVITIES

CASH FLOWS FROM INVESTING
ACTIVITIES

Purchase of property, plant and
equipment

Proceeds from disposal of equity
instruments

Bank Guarantee deposit

Proceeds from sale of shares

Cash acquired on acquisition of
controlled entity

Investment in BresaGen

" Costs relating to purchase of controlled
entity

NET CASH FLOWS USED IN
INVESTING ACTIVITIES

CASH FLOWS FROM (USED IN)
FINANCING ACTIVITIES

Loans - controlled entity

Proceeds from issue of shares
Proceeds from shares not yet issued
Repayment of convertible note

Proceeds from issue of convertible note

Proceeds from borrowings
Repayment of borrowings

Payments of share issue costs
NET CASH FLOWS FROM
FINANCING ACTIVITIES

NET INCREASE/(DECREASE) IN
CASH HELD

CASH AT BEGINNING OF THE
FINANCIAL PERIOD

CLOSING CASH CARRIED
FORWARD

The accompanying notes form part of these financial statements.

Notes Consolidated

(10,426,703)

3,522,482
108,028
(140,096)

21(h) (6,936,289}

(363,949)

(105,300)

62,530
1,054,545

(18,606)

629,220

6,850,935

189,802

(107,620)

6,933,117

626,048

1,196,708

21(a) 1,822,756

CBio Limited
2005

(4,545,204)
56,303
76,710

(4,412,191)

(363,949)

(105,300)

62,530
(1,989,038)

(18,606)

(2,414,363)

(400,000)
6,650,935

{107,620)

6,143,315

(683,239)

1,196,708

513,469
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Statement of Changes in Equity
For the year ended 30 June 2006

CONSOLIDATED

Issued Retained Other Minority Total

Capital Earnings Reserves Total Interest Equity

$ $ $ $ $ $

Balance at 12,672,540  (12,377,772) 295,775 590,543 - 590,543
1 July 2004 'y 3 ( ¥ 3 ) 3 3 H
Cost of share issues (198,618) - - (198,618) - (198,618)
Cost of share based ) - 1,701,935 1,701,935 - 1,701,935
payment
Total income and
expense recognised (198,618) - 1,701,935 1,503,317 - 1,503,317
directly in equity
Issue of share 5310936 . (149213) 5,161,723 2487,164  TAT4562
capital
Options converted 1,350,000 - - 1,350,000 - 1,350,000
Loss for year - (7,866,781) - (7,866,781 (1,309,716)  (9,176,497)
Balance at
30 June 2005 19,134,858  (20,244,553) 1,848,497 738,802 1,177,448 1,916,250
f;z;‘gzgg 19,134,858  (20,244,553) 1,848,497 738,802 1,177,448 1,916,250
Cost of shate issue (333,204) - - (333,204) - (333,204)
Cost of share based } - 1,443,169 1,443,169 - 1,443,169
payment
Total income and
expense recognised (333,204) - 1,443,169 1,109,965 - 1,109,965
directly in equity
Issue of share 11,268,981 . 366677 11635658  1,308323 12,943,981
capital
ConveJ:?lon of 955,373 ) . 955,373 . 955,373
convertible note
Adoption on
transition to AASB - - 13,254 13,254 20,844 34,098
132 & AASB 139
Loss for year - (11,947,255) _(11,947,255)  (178,167) (12,125422)
?;}au‘;‘fz‘go . 31,026,008  (32,191,808) 3,671,597 2,505,797 2,328,448 4,834,245

The accompanying notes form part of these financial statements.
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CBio Limited

Statement of Changes in Equity
For the year ended 30 June 2006

CBIO LIMITED
Retained
Issued Capital Earnings Other Reserves  Total Equity
$ $ $ $
Balance at
1 July 2004 12,672,540 (12,377,772) 295,775 590,543
Cost of share issues (198,618} - - (198,618)
Cost of share based i ) 1,701,935 1.701,035
payment
Total income and
expense recognised (198,618) - 1,701,935 1,503,317
directly in equity
Issue of shace 5,310,936 ; . 5,310,036
capital
Options converted 1,350,000 - - 1,350,000
Loss for year - (6,305,234) - (6,305,234}
Balance at 19,134,858 18,683,006 1,997,710 2,449,562
30 June 2005 e (18,683,006) o T
Balance at
1 July 2005 19,134,858 (18,683,006) 1,997,710 2,449,562
Cost of share issue (333,204) - - (333,204)
Cost of share based i i 1,385,141 1385141
payment
Total income and
expense recognised (333,204) - 1,385,141 1,051,937
directly in equity
Issue of share 11,268,981 - - 11,268,981
capital
Convession of 955,373 - - 955,373
convertible note :
Loss for year - (11,833,967) - (11,833,967)
Balance at
30 June 2006 31,026,008 (30,516,973) 3,382,851 3,891,886

The accompanying notes form part of these financial statements.
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CBio Limited

Notes to the Financial Statements
For the year ended 30 June 2006

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
a) General
() Statement of Compliance

The financial report complies with Australian Accounting Standards, which include
Australian equivalents to International Financial Reporting Standards (‘AIFRS’). Compliance
with AIFRS ensure that the financijal report, comprising the financial statements and notes
thereon, complies with International Financial Reporting Standards (‘IFRS”).

This is the first financial report prepared based on AIFRS and comparatives for the year
ended 30 June 2005 have been restated accordingly.

Reconciliations of AIFRS equity and loss for 30 June 2005 to the balances reported in the 30
June 2005 financial report and at transition to AIFRS are detailed in Note 2- First-time
Adoption of Australian Equivalents to International Financial Reporting Standards.

As at 30 June 2006 there were no Australian Equivalents to International Accounting
Standards or applicable pronouncements issued and not yet effective that would impact the
financial results or position of the Company.

(i) Cbrporate Information

CBio Limited is a public company limited by shares incorporated in Australia. The shares of
CBio Limited are not traded on a recognised public stock exchange.

The nature of the operations and principal activities of the Group are described in Note 28.
b) Basis of Accounting

The financial statements have been prepared in accordance with the historical cost
convention. Cost in relation to assets represents the cash amount paid or the fair value of the
assets given in exchange.

The financial report is a general purpose financial report which has been prepared in
accordance with the requirements of the Corporations Act 2001 which includes applicable
Accounting Standards. Other mandatory professional reporting requirements (Urgent Issues
Group Consensus Views) have also been complied with.

¢) Basis of Consolidation

The consolidated financial statements comprise the financial statements of CBio and its
subsidiaries (‘the Group’). The financial statements of subsidiaries are prepared for the same
reporting period as the parent company, using consistent accounting policies.

Adjustments are made to bring into line any dissimilar accounting policies that may exist. All
inter-company balances and transactions, including unrealised profits arising from intra-group
transactions, have been eliminated in full. Unrealised losses are eliminated unless costs
cannot be recovered.

Subsidiaries are consolidated from the date on which control is transferred to the Group and
cease to be consolidated from the date on which control is transferred out of the Group.

Where there is loss of control of a subsidiary, the consolidated financial statements include
the results for the part of the reporting period during which CBio has control.
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CBio Limited

Notes to the Financial Statements
For the year ended 30 June 2006

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (cont’d)
d) Going Concern

The report has been prepared on a going concern basis. The directors believe that the going
concern basis is appropriate due to the fact that the company has a strong history of capital
raising and has received positive results to date. The success of future capital raising for CBio
Limited will depend on the company achieving positive results in the firture clinical trials.

The success of the operations of BresaGen (a controlled entity as at 30 June 2006) is
dependant on BresaGen obtaining additional funding in the near future and also the business
generating future sales to enable the company to generate a profit and positive cashflows.

CBio’s ongoing research & development program will require additional funding to be raised
over the next 12 months. The directors have already commenced raising these funds as noted
in Note 30~ Subsequent Events. Subsequent to 30 June 2006, CBio Limited has taken steps to
dispose of its investment in BresaGen Limited which is expected to result in a cash injection
to CBio of $7.8M. Should the consolidated entity not receive future funds, there is significant
uncertainty whether the consolidated entity will be able to continue as a going concern and be
able to pay their debts as and when they fall due. Accordingly, the consolidated entity may be
required to extinguish liabilities other than in the ordinary course of business and at amounts
different from those stated in the financial report.

This report does not include any adjustments relating to the recoverability or classification of
recorded asset amounts or to the amounts or classification of liabilities that might be
necessary should the entity not be able to continue as a going concern.

e} Property, Plant and Equipment
Plant and equipment is stated at cost less depreciation and impairment in value.

Depreciation is calculated on a straight line basis over the estimated useful life of the asset as
follows:

2006 2005
Property, plant and equipment
Buildings 4% 4%
Plant and equipment 10%-50% 10%-50%
Computer equipment 20%-50% 20%-50%
Furniture and fittings 10%-20% 10%-20%

Impairment
The carrying values of plant and equipment are reviewed for impairment when events or
changes in circumstances indicate the carrying value may not be recoverable.

For an asset that does not generate largely independent cash flows, the recoverable amount is
determined for the cash generating unit to which the asset belongs.

If any such indication exists and where the carrying values exceed the estimated recoverable
amount, the assets or cash-generating units are written down to their recoverable amount.

The recoverable amount of plant and equipment is the greater of fair value less costs to sell
and value in use. In assessing value in use, the estimated future cash flows are discounted to
their present value using a pre-tax discount rate that reflects the current market assessments of
the time value of money and the risks specific to the asset.
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CBio Limited

Notes to the Financial Statements
For the year ended 30 June 2006

1. SUMMARY OF SICNIFICANT ACCOUNTING POLICIES (cont’d)
e) Property, Plant and Equipment (cont’d)

An item of plant and equipment is derecognised upon disposal or when no future economic
benefits are expected to arise from continued use of the asset.

Any gains or loss arising on derecognition of the asset (calculated as the difference between
the net disposal proceeds and the carrying amounts of the item) is included in the income
statement in the period the item is derecognised.

f) Acquisition of Assets

All assets acquired including property, plant and equipment and intangibles other than
goodwill, are initially recorded at their cost of acquisition at the date of acquisition, being the
fair value of the consideration provided plus incidental costs directly attributable to the
acquisition. When equity instruments are issued as consideration, their market prices at the
date of acquisition are used as fair value, except where the notional price at which they could
be placed in the market is a better indication of fair value.

g} Recoverable Amount of Assets

At each reporting date, the Company assesses whether there is any indication that an asset
may be impaired. Where an indicator of impairment exists, the Company makes a formal
estimate of recoverable amount. Where the carrying amount of an asset exceeds its
recoverable amount the asset is considered impaired and is written down to its recoverable
amount.

Recoverable amount is the greater of fair value less costs to sell and value in use. It is
determined for an individual asset, unless the asset’s value in use cannot be estimated to be
close to its fair value less costs to sell and it does not generate cash inflows that are largely
independent of those from other assets or groups of assets, in which case, the recoverable
amount is determined for the cash generating unit to which the asset belongs.

In assessing value in use, the estimated future cash flows are discounted to their present value
using a pre-tax discount rate that reflects current market assessments of the time value of
money and risks specific to the asset.

h) Trade and Other Receivables

Trade receivables are recognised and carried at original invoice amount less a provision for
any uncoilectible debts. An estimate for doubtful debts is made when collection of the full
amount is no longer probable. Bad debts are written off as incurred.

Receivables from related parties are recognised and carried at the nominal amount due.
Interest is taken up as income on an accrual basis.

i) Intangible Assets
Intellectual Property

Amounts incurred in acquiring and extending patents are expensed as incurred, except to the
extent that such costs are expected beyond any reasonable doubt to be recoverable. In
accordance with UIG Abstract 44, Acquisition of in-process research and development,
acquired in-process research and development is recorded as an intangible asset when it is
expected beyond reasonable doubt that it will lead to commercialisation and generate future
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CBio Limited

Notes to the Financial Statements
For the year ended 30 June 2006

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (cont’d)
i) Intangible Assets (cont’d)

economic benefit. This UIG has been applied to reporting periods ending on or after 1 July
2002. '

Intellectual propetty that is yet to be commercialised is not amortised. It is carried forward as
an asset as it is expected that it will lead to commercialisation and begin generating sales
revenue. The directors have provided against the notional book value of the intellectual
property given the risks and uncertainties associated with the continued research and
development and ultimate commercialisation of this asset. Patent costs are expensed as
incurred.

j) Research and Development Expenditure

Amounts incurred on research and development activities are expensed as incurred, except to
the extent that such development costs are expected beyond any reasonable doubt to be
recoverable.

k) Income Taxes
Deferred income tax liabilities are recognised for all taxable temporary differences:

» Except where the deferred income tax liability arises from the initial recognition of an
asset or liability in a transaction that is not a business combination and, at the time of
the transaction, affects neither the accounting profit nor taxable profit and loss.

e In respect of taxable temporary differences associated with investments in
subsidiaries, associates and interests in joint ventures, except where the timing of the
reversal of the temporary differences can be controlled and it is probable that the
temporary differences will not reverse in the foreseeable future.

Deferred income tax assets are recognised for all deductible temporary differences, carry
forward of unused tax assets and unused tax losses, to the extent that it is probable that
taxable profit will be available against which the deductible temporary differences, and the
carry forward or unused tax assets an unused tax losses can be utilised:

¢ Except where the deferred income tax asset relating to the deductible temporary
differences arise from the initial recognition of an asset or liability in a transaction
that is not a business combination and, at the time of the transaction, affects neither
the accounting profit nor the taxable profit or loss; and

o In respect of deductible temporary differences associated with investments in
subsidiaries, associates and interests in joint ventures, deferred tax assets are only
recognised to the extent that it is probable that the temporary differences will reverse
in the foreseeable future and taxable profit will be available against which the
temporary differences can be utilised.

The carrying amount of deferred income tax assets is reviewed at each balance sheet date and
reduced to the extent that it is no longer probable that sufficient taxable profit will be
available to allow all or part of the deferred income tax asset to be utilised.

Deferred income tax asset and liabilities are measured at the tax rates that are expected to
apply to the year when the asset is realised or the liability is settles, based on tax rates (and tax
laws) that have been enacted or substantially enacted at the balance sheet date.
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CBio Limited

Notes to the Financial Statements
For the year ended 30 June 2006

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (cont’d)

k} Income Taxes (cont’d)

Income taxes relating to items recognised directly in equity are recognised in equity and not
in the income statement.

I} Other Taxes

Revenues, expenses and assets are recognised net of the amount of goods and services tax
(GST) except:

e Where the GST incurred on a purchase of goods and services is not recoverable from
the taxation authority, in which case the GST is recognised as part of the cost of
acquisition of an asset or as part of an item of expense as applicable; or

¢ Receivables and payables are stated with the amount of GST included.

The net amount of GST recoverable from, or payable to, the taxation authority is included as
part of receivables or payables in the balance sheet.

Cash flows are included in the Cash Flow Statement on a gross basis and the GST component
of cash arising from investing and financing activities, which is recoverable from, or payable
to, the taxation authority, are classified as operating cash flows.

Commitments and contingencies are disclosed net of the amount of GST recoverable from, or
payable to, the taxation authority.

m) Cash and Cash Equivaleants

Cash on hand and in banks and short term deposits are stated at the lower of cost and net
realisable value,

For the purpose of the Cash Flow Statement, cash includes cash on hand and in banks, and
money market investments readily convertible to cash within two working days, net of
outstanding bank overdrafts. Bank overdrafts are carried at the principal amount. Interest is
charged as an expense on an accrual basis.

n) Investments

All investments are initially recognised at cost, being the fair value of the consideration given
and including acquisition charges associated with the investment.

After initial recognition, investments which are classified as held for trading and available-
for-sale, are measured at fair value. Gains or losses on investments held for trading are
recognised in the income statement.

Gains or losses on available-for-sale investments are recognised as a separate component of
equity until the investment is sold, collected or otherwise disposed of, or until the investment
is determined to be impaired, at which time the cumulative gain or loss previously reported in
equity is included in the income statement.

For investments that are actively traded in organized financial markets, fair value is
determined by reference to Stock Exchange quoted market bid prices at the close of business
on the balance sheet date.

For investments where there is no quoted market price, fair value is determined by reference
to the current market value of another instrument which is substantially the same or is
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CBio Limited

Notes to the Financial Statements
For the year ended 30 June 2006

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (cont’d)

n) Investments (cont’d)
calculated based on the expected cash flows of the underlying net asset base of the
investment.

Purchases and sales of financial assets that require delivery of assets within the time frame
generally established by regulation or convention in the market place are recognised on the
trade date i.e. the date that the Group commits to purchase the asset.

o) Revenue Recognition

Revenue is recognised to the extent that it is probable that the economic benefits will flow to
the entity and the revenue can be reliably measured. The following specific criteria must also
be met before revenue is recognised:

Revenues are recognised at fair value of the consideration received net of the amount of
goods and services tax (GST) payable to the taxation authority.

Sales revenue comprises revenue earned (net of returns, discounts and allowances) from the
sale of products and services. Sales revenue is recognised when goods or services are
provided.

Fee income derived from research & development contracts is recognised when specific
milestones are achieved and the consolidated entity becomes entitled to the income under the
terms of the relevant contract.

Contract research income is recognised as and when the relevant research expenditure is
incurred. When the consolidated entity received income in advance of incurring the relevant
expenditure, it is treated as deferred income as the consolidated entity does not control the
income until the relevant expenditure has been meurred.

License fees are recognised evenly over the life of the license.

p} Foreign Currency
Transactions

Foreign currency transactions are translated to Australian currency at the rates of exchange
ruling at the dates of the transactions. Amounts receivable and payable in foreign currencies
at reporting date are translated at the rate of exchange ruling on that date.

Exchange differences relating to amounts payable and receivable in foreign currencies are
brought to account in the statement of financial performance as exchange gains or losses, in
the financial year in which the exchange rates change.

q) Trade and Other Payables

Liabilities for trade creditors and other amounts are carried at cost which is the fair value of
the consideration to be paid in the future for goods and services, whether or not billed to the
consolidated entity.

Payables to related parties are carried at the principal amount. Interest, when charged by the
lender, is recognised as an expense on an accrual basis.
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CBio Limited

Notes to the Financial Statements
For the year ended 30 June 2006

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (cont’d)
r) Inventories

Inventories are carried at the lower of cost and net realisable value. Cost is based on the first-
in first-out principle and includes expenditure incurred in acquiring the inventories and
bringing them to their existing condition and location. In the case of manufactured
inventories, cost includes an appropriate share of both variable and fixed costs. Fixed costs
have been allocated on the basis of normal operating capacity.

Net realisable value is the estimated selling price in the ordinary course of business, less
estimated costs of completion and the estimated costs necessary to make the sale.

s) Issued Capital

Ordinary share capital is recognised at the fair value of the consideration received by the
company.

Any transaction costs arising on the issue of ordinary shares are recognised directly in equity
as a reduction of the share proceeds received.

t} Leased Assets

Leases under which the consolidated entity assumes substantially all the risks and benefits of
ownership are classified as finance leases. Other leases are classified as operating leases.

Payments made under operating leases are expensed on a siraight line basis over the
accounting periods covered by the lease term, except where an alternative basis is more
representative of the patter on benefits to be derived from the leased property.

1) Superannuation

Contributions are made to approved employee superannuation funds at the rate of 9% of
employees® gross salaries as directed by the Superannuation Guarantee Legislation.
Contributions are recognised as an expense against income as they are made.

v) Employee Benefits
Wages, Salaries and Annual Leave

Liabilities for employee benefits for wages, salaries and annual leave represent present
obligations resulting from employees’ services provided to reporting date, calculated at
undiscounted amounts based on remuneration wage and salary rates that the consolidated
entity expects to pay as at reporting date, including related on-costs, such as workers
compensation insurance and payroll tax.

Long Service Leave

The amount provided for employee benefits to long service leave represents the present value
of the estimated future cash outflows to be made in connection with employees’ services
provided up to reporting date. The provision is calculated using expected wage and salary
rates, including related on-costs and expected settlement dates are based on turnover history
and is discounted using the rates attaching to national government bonds at reporting date
which most closely match the terms of maturity of the related liabilities. The unwinding of
the discount is treated as long service leave expense.
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CBio Limited

Notes to the Financial Statements
For the year ended 30 June 2006

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (cont’d)
w) Deferred Income

Under the terms of the consolidated entity’s major research contracts and government grants,
the consolidated entity does not control the income until it has incurred the relevant research
expenditure. Revenue received in advance in relation to such agreements is deferred until the
relevant research expenditure is incurred at which time the corresponding revenue is taken to
the income statement.

x) Government Grants

Government grants are recognised at their fair value where there is reasonable assurance that
the grant will be received and all attaching conditions will be complied with.

When the grant relates to an expense item, it is recognised as income over the periods
necessary to match the grant on a systematic basis to the costs that it is intended to
compensate.

When the grant relates to an asset, the fair value is credited to a deferred income account and
is released to the income statement over the expected useful life of the relevant asset by equal
annual instalments.

y) Interest-Bearing Loans and Borrowings

All loans and borrowings are initially recognised at cost, being the fair value of the
consideration received net of issue costs associated with the borrowing.

After initial recognition, interest-bearing loans and borrowings are subsequently measured at
amortised cost using the effective interest method. Amortised cost is calculated by taking into
account any issue costs and any discount or premium on settlement.

Gains and losses are recognised in the income statement when the liabilities are de-recognised
and as well as through the amortisation process.

z) Non Interest-Bearing 1.oans and Borrowings

Long-term non-interest bearing financial liabilities are discounted to their present value, based
on the prevailing market rate, in the year the loans are received and the discount taken to the
income statement. Each year a notional interest expense is charged against the income
statement to accrue the loan to the face value payable in the future.

aa) Use and Revision of Accounting Estimates

The preparation of the financial report requires the making of estimations and assumptions
that affect the recognised amounts of assets, liabilities, revenues and expenses and the
disclosure of contingent liabilities. The estimates and associated assumptions are based on
historical experience and various other factors that are believed to be reasonable under the
circumstances, the results of which form the basis of making judgements about carrying
values of assets and liabilities that are not readily apparent from other sources. Actual results
may differ from these estimates.

The estimates and underlying assumptions are reviewed on an ongoing basis. Revisions to
accounting estimates are recognised in the period in which the estimate is revised if the
revision affects only that period, or in the period of the revision and future periods if the
revision affects both current and future periods.
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Notes to the Financial Statements
For the year ended 30 June 2006

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (cont’d)
bb) Borrowing Costs

Borrowing costs include interest, amortisation of discounts or premiums relating to
borrowings, amortisation of ancillary costs incurred in connection with arrangement for
borrowings, finance charges in respect of finance leases and foreign exchange differences net
of the effect of hedges of borrowings.

Interest payments in respect of financial instruments classified as liabilities are included in
borrowing costs.

Ancillary costs incurred in connection with the arrangement of borrowings are netted against
the relevant borrowings and amortised over their life.

Borrowing costs are expensed as incurred unless they relate to qualifying assets. Qualifying
assets are assets which necessarily takes a substantial period of time to get ready for their
intended use or sale. In these circumstances, borrowing costs are capitalised to the cost of the
assets. Where funds are borrowed specifically for acquisition, construction or production of a
qualifying asset, the capitalised amount of the borrowing costs include costs incurred in
relation to that borrowing net of any interest earned on those borrowings. Where funds are
borrowed generally, borrowing costs are capitalised using a weighted average capitalisation
rate.

¢c) Earnings Per Share

Basic earnings per share (‘EPS’) is calculated by dividing the net profit attributable to
members of the parent entity for the reporting period, after excluding any costs of servicing
equity (other than ordinary shares and converting preference shares classified as ordinary
shares for EPS calculation purposes), by the weighted average number of ordinary shares of
the Company outstanding during the year.

Diluted EPS is calculated by dividing the basic EPS earnings, adjusted by the after tax effect
of financing costs associated with dilutive potential ordinary shares and the effect on revenues
and expenses of conversion to ordinary shares associated with dilutive potential ordinary
shares, by the weighted average number of ordinary shares and dilutive potential ordinary
shares outstanding during the year.

As the company and consolidated entity incurred a loss for the current and previous year,
potential ordinary shares, being options to acquire ordinary shares, are considered non-
dilutive and therefore not included in the diluted earnings per share calculation.

dd) Share-Based Payment Transactions

The company provides benefits to employees (including directors) of the company and to
selected contractors in the form of share based payment transactions, whereby participants
render services in exchange for shares or rights over shares (‘equity-settled transactions’).

There are currently four plans in place to provide these benefits, a Director Share Option Plan,
Executive Share Option Plan, Employee Share Option Plan and an Other Share Option Plan.
The costs of the equity settled transactions with participants are measured by reference to the
fair value at the date at which they are granted. The fair value is determined by using the
Black Scholes option-pricing model.

In valuing equity settled transactions, no account is taken of any performance conditions,
other than conditions linked to the price of the shares of CBio Limited (‘market conditions’).
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Notes to the Financial Statements
For the year ended 30 June 2006

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (cont’d)
dd) Share-Based Payment Transactions (cont’d)

The cost of equity settled transactions is recognised, together with a corresponding increase in
equity, over the period in which the performance conditions are fulfilled, ending on the date
on which the relevant employees become fully entitled to the award (‘vesting date’).

The cumulative expense recognised for equity settled transactions at each reporting date until
vesting date reflects (i) the extent to which the vesting period has expired and (i) the number
of awards that, in the opinion of the directors of the company, will ultimately vest. This
opinion is formed based on the best available information at balance date.

No adjustment is made for the likelihood of market performance conditions being met as the
effect of these conditions is included in the determination of fair value at grant date. No
expense is recognised for awards that do not ultimately vest, except for awards where vesting
is conditional upon a market condition.

Where the terms of an equity settled award are modified, as a minimum an expense is
recognised as if the terms had not been modified. In addition, an expense is recognised for
any increase in the value of the transaction as a result of the modification, as measured at the
date of modification.

Where an equity settled award is cancelled, it is treated as if it had vested on the date of
cancellation and any expense not yet recognised for the award is recognised immediately.
However, if a new award is substituted for the cancelled award and designated as a
replacement award on the date that it is granted, the cancelled and new award are treated as if
they were a modification of the original award, as described in the previous paragraph.

ee) Comparative Figures

Where required by Accounting Standards comparative figures have been adjusted to conform
with changes in presentation for the current financial year.

2. FIRST-TIME ADOPTION OF AUSTRALIAN EQUIVALENTS TO
INTERNATIONAL FINANCIAL REPORTING STANDARDS

For all periods up to and including the year ended 30 June 2005, the Group prepared its
financial statements in accordance with Australian generally accepted accounting practice
(AGAADP). These financial statements for the year ended 30 June 2006 are the first the Group
is required to prepare in accordance with Australian equivalents to International Financial
Reporting Standards (AIFRS).

Accordingly, the Group has prepared financial statements that comply with AIFRS applicable
for periods beginning on or after 1 January 2005 and the significant accounting policies
meeting those requirements are described in Note 1. In preparing these financial statements,
the Group has started from an opening balance sheet as at 1 July 2004, the Group’s date of
transition to AIFRS, and made those changes in accounting policies and other restatements
required by AASB 1 First-time adoption of AIFRS.

This note explains the principal adjustments made by the Group in restating its AGAAP
balance sheet as at 1 July 2004 and its previously published AGAAP financial statements for
the year ended 30 June 2005.
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Notes to the Financial Statements

For the year ended 30 June 2006

2. FIRST-TIME ADOPTION OF AUSTRALIAN EQUIVALENTS TO
INTERNATIONAL FINANCIAL REPORTING STANDARDS (cont’d)

Explanation of material adjustments to the cash flow statement

There are no material differences between the cash flow statement presented under AIFRS
and the cash flow statement presented under previous AGAAP.

a) Reconciliation of total equity as presented under AGAAP to that under AIFRS

Total equity under AGAAP
Adjustments to equity:

- Recognition of Share-based payments
- Increase in Share Option reserve
Total equity under AIFRS

CONSOLIDATED CBIO LIMITED
30-Jun-05 30-Jun-04 30-Jun-05 30-Jun-04
$ $ $ $
1,916,250 590,543 2,449,562 590,543

(1,447,112)  (295,775)

(1,447,112)  (295,775)

b) Reconciliation of profit after tax as presented undetr AGAAP to that under AIFRS

Loss after tax as previously reported
Adjustments to loss:

- Recognition of Share-based payments

- Losses on dilution of controlled
entities now recognised directly in

equity
Loss after tax under AIFRS

3. EXPENSES
(a) Borrowing cosis
Interest expense on Convertible note

Borrowing costs attributable to
controlled entity

(b) Administration expenses

Consulting fees

Depreciation of non-current assets:
Buildings

1,447,112 295,775 1,447,112 295,775
1,916,250 590,543 2,449,562 590,543

CONSOLIDATED CBIO LIMITED
30-Jun-05 30-Jun-04 30-Jun-05 30-Jun-04
$ $ $ $

(8,174,373)  (4,073,924)

(1,151,337) (295,775

149,213 -

(5,153,807)  (4,073,924)

(1,151,337)  (295,775)

(9,176,497)  (4,369,699)

(6,305.234)  (4,369,699)

Consolidated

2005
3

70,000
420,251

490,251

787,983

337,129

CBio Limited
2005

593,669

26



CBio Limited

Notes to the Financial Statements
For the year ended 30 June 2006

Consolidated CBio Limited
2005
)
3. EXPENSES (cont’d)
(b) Administration expenses
(cont’d)
Leasehold improvements 1,800
Plant & equipment 114,457
Bad & doubtful debts -
- Office rental 22,500
Legal & compliance fees 138,407
Insurance 67,170
Repairs & maintenance -
Share regisiry costs 7,961
Print, post & stationary 56,866
Utilities 23,477
1T support 22,705
Salaries, wages & fees 479,113
Superannuation 100,773
Payroll tax 81,545
Recruitment costs 77,891
Employee entitlements 68,867
Travel -
Other 160,444
2,017,645
4. INCOME TAX

(a) Income Tax Expense

A reconciliation between tax expense and the product of accounting profit before income tax
multiplied by the Group’s applicable income tax rate is as follows:

Prima facie income tax
expense/(benefit) calculated at 30%
(2005: 30%) on profit/(foss) from
continuing activities:

Increase in income tax expense due

(2,752,949) (1,891,570)

to non tax deductible/taxable items 688,629 255,628
Temporary difference movements 274,000 243372
not recorded

Tax loss movement not recorded 1,790,320

1,388,570
Income tax expense from continwing '
activities
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4. INCOME TAX (cont’d)
(b) Deferred Tax Assets Not Brought to Account

The potential unconfirmed deferred tax asset in the consolidated entity arising from tax losses and
temporary differences has not been recognised as an asset because recovery of tax losses and
temporary differences is not probable:

mited
2005
$

Defs:rred tax assets on tax losses 5,057,309
carried forward
Deferred tax assets on temporary 1,005.833
differences ~

6,063,142

The amounts comprise the estimated future benefit at the applicable rate of 30% (2005: 30%),
which represents the applicable tax rate at which the benefit may be utilised. Unrecognised
tax benefits with respect to controlled entities are not available to the controlling entity CBio
Limited and have not been disclosed on this basis.

Consolidated CBio Limited
2005
$

5. TRADE & OTHER
RECEIVABLES
Government grant receivable -
GST receivable 77,746
Other debtors 7
(i} Related Entities 423,890
(ii) Non- related entitics | 377,941 | 24,902

422,254 526,538

Terms and conditions
All receivables are non-interest bearing and are usually settled on 30 day terms.

6. INVENTORIES
Work in progress at cost
Finished goods at cost

7. OTHER CURRENT ASSETS
Prepayments
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8. PROPERTY, PLANT &
EQUIPMENT

Total property, plant & equipment
At Cost
Accumulated Depreciation

Total written down value

Land & Buildings
At cost
Provision for depreciation

Movement in carrying value
Carrying value at the beginning of
the year

Additions
Disposals
Acquired on acquisition of
controlled entity
Depreciation
Carrying value at the end of the year

Leasehold Improvements
At cost
Provision for depreciation

Movement in carrying value
Carrying value at the beginning of
the year

Additions

Disposals

Depreciation

Carrying value at the end of the year

CBio Limited

Consolidated

14,408,305
(3,227,775)
11,180,530

816,128
(257,352)
558,776

10,559,509
976,194
9,583,315

(73,756)

9,994,200
(337,129)
9,583,315
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