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Directors’ Report
for:'ghe year ended 30 June 2006

Your directors’ present their report on the Company and its controlled entities for the financial year ended
30 June 2006.

DIRECTORS
The names of the directors at the date of this report are:

Mr :Bwan Dulhunty: Executive Chairman {appointed Executive Chairman t0 April 2006)

Assoc. Professor Darren Shafren:  Non-Executive Director

Dr Qennis Feeney: Non-Executive Director

COMPANY SECRETARY

Mr ‘iBryan Dulhunty (CoSA Pty Ltd)

PRINCIPAL ACTIVITIES

The; principal activities of the economic entity during the financial year were the development of its
Virgjthe:apy anti-cancer technology.

OPERATING RESULT

Thcf consofidated loss of the economic entity after providing for income tax was $9.3m (2005: Loss $7.0m).
The current year loss was comprised of research and development costs of $2.5m, amortisation charges of
$2. 4m and equity accounted losses relating to associated entities of $1.3m. The loss for the year ending
June 2007 is expected to be substantially reduced from the June 2006 loss,

Du;lng the year the Company spent $5.3m cn operating activities, $0.1m on investing activities and raised
a net amount of $7.4m, representing a net cash increase of $2.0m.

Révxﬁw OF OPERATIONS.

The Company has as its core focus the development of its Virotherapy technology. Set out below is

.-a descnptlon of this technology and the achievements the Company has made to date in developing

th:s technology.

in "addltlon to the company's development of the Virotherapy Technology, the Company also has a
number of investments in other biotech projects in various states of development. These projects are also
detalled below.

Vlrotheraov Project

The Technology CAVATAK™ is the trademarked name of Coxsackievirus A21 (CVA21). It is a human virus
that occurs naturally in the community, and was first isolated over 50 years ago. Infection by CVA21
is often symptomless. When it does produce symptoms, CVA21 is associated with a common cold-
like sickness. In order to infect a cell, CVA21 must first attach to the outside of a cell, using a specific
‘receptor’ an the cell's surface {like a key fitting a lock). CVA21 interacts with two receptors to infect cells,
interceflular adhesion molecule-1 and decay accelerating factor. In general, these receptors occur in far
higher numbers on the surface of metastatic cells than on normal cells. Once infected, cells die because
of the mechanical disruption caused by massive viral replication and the induction of cell ‘apoptosis’
(programmed cell death).

fi
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Dlrectors Report (continued)

for the year ended 30 June 2006

Intellectual Property: The Company's prime asset is its licensed ViroTarg (Virotherapy} intellectual
property. In addition to the payment of $2m in July 2006, the Company must issue a further 15,500,000
shares to the license owners to be able to call for an assignment of the technology and to obtain full
ownership. It is the Company's intention to move to assignment of the intellectual property in the near

future. ;

Listed b’f_elow are details of the relevant patents covered by the licence

IPatents
and Patent
apphcatuons

Patent Description

Status of
Patent

A method of treating a
malignancy in a subject
and a pharmaceutical
composition for use in
same ;

(WO 2001/037866)

There is disclosed a method of killing abnormal cells
such as malignant cells including melanoma cells,
using a virus recognising at least one of a cell adhesion
molecule and a complement regulatory protein. The
virus may be a member of the Picornaviridae family.
Coxsackie A-group viruses have been found to be
particularly suitable. The cell adhesion molecute

is desirably a member of the immunoglobulin (Ig)
superfamily. Typically, the comptement regulatory
protein will be DAF.

Patent granted
in: Australia
(divisional)
770517 New
Zealand 519527.

Application
pending in
Canada, Europe,
Japan and USA

Mcthod and
composmon for
treatment of neoplasms
(wo 20061074526]

The invention relates to methods of treating a neoplasm
in an animal, in particular treating a neoplasm in a
human, through the use of isolated nucleic acid sequence,
including synthetic viral RNA and complementary DNA,
derived from one or more Picornaviruses, The invention
also relates to compositions of isclated nucleic acids
derived from one or more Picornaviruses, and to the
use of isolated nucleic acids derived from one or more
Picornaviruses for the manufacturé of a medicament for
the treatment of neoplasms in a mammal.

PCT application
pending

Methodsand " |\
composutlons

for treatment of
haematolnglc cancers .
(WO 2006!017914]

! P B LT

The present invention relates to oncolytic Picornaviruses,

.and methods and compositions for treating subjects

having haematolog:c cancers. These include methods
and compositions for treatment of. myeloma, using
disclosed Picornavirus such as Coxsackievirus, “in
methods of direct or indirect administration to subjects
and ex vivo purging of malignant cells within auto grafts
prior to transplantation.

PCT application., | .. ...
_pending _-

Modiﬁed oncalytic
wruses
(wo 2005!087931]

The present invention provides an |sotated selected
Picornavirus capable of lytically infecting or inducing
apoptosis in a cell substantially in the absence of
intercellular adhesion molecule-1 {(ICAM-1), and methods
for treating subjects. '

PCT application
pending in
Australia,
Canada, China
Europe, India,
Japan, New
Zealand,

‘Singapore, South

Africa, South
Korea, USA

PSIRON Ltd Annual Report 2006 3 J




Directors’ Report (continued)

for the year ended 30 June 2006
Patents
and Patent Status of
| applications Patent Description Patent

A]:mcthod of treating a | There are provided methods for treatment of abnormal | Application
malignancy in a subject | cells such as cancer cells in a mammal. The methods | pending in

via direct picomaviral- | involve treating the mammal with virus selected from | Australia,
mediated oncolysis echoviruses and modified forms and combination | Canada, China
(WO 2004/054613) thereof, which recognise a2l for infectivity of the | Europe, India,

cells. There are also provided methods for screening | Japan , New
viruses for use in a method of the invention as well as | Zealand,
pharmaceutical compaositions for use in the methods. Singapore, South
: Africa, South

i Korea, USA and
Hang Xong

Refscarch and Development: Since the inception of research by the Company the following has been
achieved:

o [nvitro (test tube cell cultures) testing of the oncolytic capacity of 7 individual strains of human
' enterovirus, with the major focus being on Coxsackievirus A21 [CAVATAK™], Coxsackievirus A21-
DAF variant and Echovirus type 1.

' e In vivo {in live mice] oncolytic activity of Coxsackievirus A21 against metastatic melanoma,
‘ prostate cancer and breast cancer xenografts in immunodeficient mouse models.

* & Invivo (in live mice) oncolytic activity of Echovirus type 1 against metastatic prostate cancer and
‘ ovarian xenografts in immunodeficient mouse models.

V'uus Production: A significant milestone in being able to conduct clinical trials s the ability to produce
suff' cient quantity of virus to carry out the trials. This has been achieved and sufficient quantities of
CVA21 (CAVATAK"] \mus have already been produced to carry out the planned triats.

V'u'us Testing: Thc initiat purlF ed batches of CVA 21 were produced in a human melanoma cell line. While
th:s was suitable for proof of coru:cpt research it was not suitable for ongoing Phase Ifll triaks in humans.
Th; Company made the decision that the commercialisation of the virus would be enhanced if the virus
was grown in a cell line previously approved by regulatory bodies for viral vaccine manufacture as soon
asipossible. This optimized process has been successfully undertaken and has been used to produce the
virus we have in storage for future clinical trials. This virus is currently undergoing rigorous independent
advcntitious agent testing prior to its use in humans.

Chmcal Triats: The Company announced in June 2006 the formal completion of its “first in man” Phase
| tnal in Malignant Melanoma. The completion of this first in man study is a significant achievement for
Psuon as many promising human biological therapies fail to make the transition from animat studies into
the dinic. Findi ngs fmm thls study included:
. Thcre were no serious or severe adverse events during the study and no adverse events considered
to be related to the study medication or causing withdrawal from the study.

¢ There were no clinically significant haematology, biochemistry or vital signs results, and physical
exarmination results were all normal,

"4 PSIRON Ltd Annual Report 2006 J




Dlrectors Report (continued)

for the year ended 30 June 2006

* | CVA21 injection into one subcutaneous lesion in patients with Stage {V metastatic melanoma,
“ appears to be well tolerated.
fr
in December 2005, the Company received orphan drug designation from the US Food and Drug
Admmtstratron (FDA) for its lead ancolytic virus CAVATAK™ (Coxsackievirus A21) for the treatment of stage
Il (T4), stagc Il and stage 'V melanoma. This designation has the potential to markedly reduce CAVATAK™'s
time and cost to registration and ultimately time to market.

lnvestments

CBio Limited: During the year CBio announced the successful completion of 3 Phase Ila trials in Rheumatoid
Arthritis (RA), Multiple Sclerosis (MS) and Psoriasis. On 23 August CBio announced the publication of its
RA daté in The Lancet, a prestigious international medical journal. Alse during August, CBio announced
that it had placed $2.5m in shares at $6 per share. A takeover of BresaGen Ltd (in which CBio has a 38%
stake) was also announced. If successful, this would result in cash proceeds to CBio of $7.7m and a profit
of $4.9m . Psiron owns approximately 4.7% of CBio.

InJet Digital Aerosols Limited (IDAL) The Company owns approximately 459 of IDAL. IDAL has a license
agreement with Canon Inc to develop and commercialise its Intellectual Property.

Analytica Ltd: The Company owns approximately 28% of this listed medical devices company which is
commercrallsmg a range of medu:a] dewc:s

Sorafm Pro;cct The Company owns intellectual property re!atmg to the potcntlal treatment of Psariasis.
Itis actwely trying to licence this Intellectual Property.- :

Finan(:ial Performance

Eqult‘y As at the balance date the consolidated shareholder’s equity was $9.5m (2005: $8.7m).
Net current assets,were $1.0m (2005; $1.4m).

Total snareholders' equity at the balance date comprised :

* cash and receivables of $3. Bm,

investment in CBio Limited at fair value of $3.6m [at $3.00 per share};

investment in Analytica Ltd at market value of $1.1m (at $0.025 per share);

investment [njet Digital Aerosols Limited at equity accounted value of Nil;

Intangible assets of $3.1m, being the written down value of the acquisition cost of its ViroTarg

license;

plant, equipment & receivables of $0.6m and

o total liabilities of $2.8m, which include a final cash malestone payment relating to the ViroTarg
licence. This payment was made’in luly .2006..The Company_must issue 15.5m shares to the

* owners of the ViroTarg licence in order for the licence to be assigned to the Company.

Cash:[“During the year the Company spent $5.3m on operating activities, $0.1m on investing activities
and raised a net amount of $7.4m (see corporate development section below). As at the balance date the
Company recorded a net cash increase over the prior year of $2.0m. Psiron is expected to continue to
spendiin excess of revenues and be a cash consumer while it develops its Virotherapy technology.

PSIRON Ltd Annual Report 2006 5 J
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Directors’ Report (continued)
for the year ended 30 June 2006

Loss: The consolidated entity made a loss during the year of $9.3m (2005: loss of $2.0m). This loss
comprised expenditure relating to:
* esearch and development {$2.4m), primarily associated with the Virotherapy cancer research.
. Research and development costs are expensed as they are incurred;
e amortisation of intangibles ($2.3m};
1e  equity accounted losses of associated companies Analytica Ltd and inJet Digital Aerosols tid
b {$1.3m);
e depreciation ($0.1m}.

rpaor. vel

i
In September 2005 the Company undertook a private placement with sophisticated investors, 1aising
$2.1m at 17.5 cents per share.

During the year the Company also offered shareholders a share purchase plan at 17.5 cents per share
which raised $729k

On 1 February 2006, Ms Julie Nutting, Chief Executive Officer and Director and Mr Greg Williams, Chief
Financial Officer resigned from the Company.

To ensure the Company had access to sufficient cash to fund its ongoing research activities the Company
called a meeting of shareholders to be held in April 2006, to approve the use of a $5m convertible note
fac:hty approved previously by shareholders in 2002. This convertible note facility {which was provided
at no cost to.the company) was offered by Australian Technology Innovation Fund Limited (ATIF}. Two of
Psnrons directors at this time, Mr S Jones [Chairman) and Dr W Hanisch (non-executive director} were also
duectors and shareholders of ATIF.

Thc_:. planned shareholders’ meeting was cancelled. The canceilation of this meeting caused the convertible
note facility to be withdrawn. The withdrawal of the convertible facility put at risk the Company’s ability to
acce_ss sufficient cash to fund its ongoing activities. This obligated the Cempany to suspend the Company's
tradmg on the ASX and look for alternative sources of funding.
The then Chairman, Mr S Jones and non-executive director, Dr Wolf Hanisch, resigned and Mr Bryan
Dulhunty was elected Executive Chairman.
vl
To allow time for a fund raising to be undertaken, ATIF advanced unsecured funds to the Company. The
Company then arranged, via Novus Capital Limited, a placement of $2.1m at 15 cents per share. {The last
. price at which the company traded before asking for suspenston] Following the closure of this placement, the
Company then entered into a $6.6m rights issue at 15 cents per'share underwritten by Novus Capital Ltd.

. This prospectus had a closing date to shareholders of 23 June 2006, Directors had until 16 August to allot

_ any shortfall shaies and then any remaining shortfall shares were to be acquired by the underwriter. By 30
June 2006 shareholders had taken up rights to $2.6m. Shares under the prospectus were allotted on 28
August 2006 and the Company was reinstated on the ASX on 30 August 2006.

FUTURE RISK

Psi_ron operates in a high risk, high technology environment. Risk factors include general market risks,
which may be unforeseen, and risk associated with the inability of the Company to raise money in the
future to continue to fund its cancer research and operations. Specific risks associated with failure of the
research or technology may reduce the value of Psiron’s investments, as may difficulties in prosecuting the
intellectual property, through maintaining access to qualified and competent staff, or through changes in
the regulatory environment, among other potential environmental risks.

B PSIRON Ltd Annuzl Report 2006




Directors” Report (continued)

for theyear ended 30 June 2006

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.

LIKEL% DEVELOPMENTS AND LIKELY RESULTS

The Cofﬁpany has the following aims for the next 12 months.
Research and Development: The Company has focused it's ongaing research and develapment plan
to both support the clinical trials that are planned to commence this year as well as extend the range of
cancers that can be treated by Virotherapy as well as investigating possible combination therapies that, if
successfu! will increase effectiveness of existing cancer treatments.

n
The Company s aim is to extend its research and development capability by entering into international
collaborations. These coliaborations will extend the Company’s development ability and decrease our time
to market.

Clinical Trials: The Company aims to conduct multiple clinical trials in a range of human cancers in the
current_financial year. The positive results of these trials will ensure the Company remains a world leader
in the rapidly emerging and increasingly recognised field of Virotherapy. Positive results from trials will add
signiﬁcgnt value to the Company's intellectual property.

Througf\ the information produced by our research and development team and the data from planned
clinicalitrials over the next 12 months, the Company hopes to be in a significantly strong position to
attract'collaborations with international pharmaceutical companies.

Investrﬁtents: The Company's aim is to realise its holdings in its investments when they have achieved
commercial outcomes in their product developments. It is expected that some of Psiron’s investments will
reach this stage in the current financial year.

MATTERS SUBSEQUENT TO THE END OF THE FINANCIAL YEAR

No oth_;r matters or circumstances have arisen since the end of the financial year, wh:ch significantly
affected or may significantly affect the operations of the economic entity, the results of those operations -
or the state of affalrs of the economic entity in subsequent financial years

ENVIRONMENTAL ISSUES

The Co’jnpanv's operations are nat subject to significant environmental regulation under the law of the
Commadnwealth and State.

DIVI[?ENDS

No divij‘;dend.s were paid and the directors did not recommend a dividend to be paid.
SHARE CAPITAL AND OTHER EQUITY SECURITIES: 7 & 7 7w
All char_;ges to the capital structure, including options during the year are set out in Note 12 - Issued Capital.

PSIRON Ltd Annual Report 2006 7




Dll’@CtOI’S Report (continued)

for the year ended 30 june 2006

-'1

CORPORATE STRUCTURE

The Company is a company limited by shares that is incorporated and domiciled in Australia.

MEETINGS OF DIRECTORS’

Duri'ng the financial year, 17 meetings of Directors’ were held. Attendances were:

S e el RETTLT T e 4

B S T NELRETT Ry
"~ DirectorsMeetings o - 'D|rectors

_ oL Eligible to attend Meetmgs attended .
Mr Bryan Dthunty (Executwe Chairman) 17 . 17

Assuc Professor Darren Shafren 17 17
Dr [iennis Feeney 7 15
Mr ﬁtephen Jones (resigned 10 April 2006) 10 10
Dr Wolf Hanisch (resigned 10 April 2006) 10 9
Ms Julie Nutting (CEQ} (resigned 1 February 2606} 5 5

D]T:‘(ECTORS' QUALIFICATIONS AND EXPERIENCE

Detalls of the Company’s directors in office at the date of this report are as follows:

Mr Bryan Dulhunty (BEc, ACA) - Executive Chairman (appointed Executive Chairman 10 April 2006.
Appomted non-executive director 25 July 2002)

Mr Du!hunty is a Chartered Accountant with over 25 years expertence. Bryan has been involved in the
biotechnology industry for over 12 years in both listed and non-listed public companies at a senior level.
Bryan is currently both a director and Company Secretary of a number of listed and non-listed biotechnology
con"ipames Bryan's prior experience was with a major international accounting firm and one of the world’s
Iargest international companies. In 2001, Bryan founded CoSA Pty Ltd as an independent firm providing
Corporate Compliance,.Financial Management and Company Secretarial services to the biotechnology
industry. Mr Duthunty reggned as a director of the listed entity Analytica Ltd in December 2005.

Ass]‘chc. Professor Darren Shafren - Non-Executive Director {appointed 14 December 2004)

Associate Professor Darren Shafren [BSc Hons ), PhD} is Associate Professor of Virology in the Faculty
of Health, The University of Newcastle with aver 20 years experience in basic and molecular virolagy. Dr
Shéfrm is the founding inventor of the ViroTarg oncolytic virus technology to which Psiron has secured a
worldwide licence.

Dr éennis Feeney - Non-Executive Director (appointed 4 December 2004}

Dr Dennis Feeney (MSc PhD) has worked in a variety of senior management roles in the international

phamaceutlcal industry for the past eighteen years at companies such as Sandoz, Marion Merrell Dow and

’ Pharmaca Buring this period, Dr Feeney has held key corporate functional responsibilities for all phases of

) clmlcal research (Phase ito Phasc IV clinical research) regulatory affairs, health economics and medical services
tdomest:c. regional and international levels. Dr Feeney is Chairman of the Scientific Advisory Board.

Company Secretary - Mr Bryan Dulhunty BEc ACA - Non-Executive Director (appointed 25 July 2002)
Company Secretarial services for the Company are provided by CoSA Pty Ltd, a company associated with
the director, which provides specialsed Corporate Compliance, Financial Management and Company
Seqetanal services to the biotechnology industry.

’_s PSIRON Ltd Annual Report 2006




Directors’ Report (continued) - .

for the year ended 30 June 2006

REMUNERATION REPORT

This report details the nature and amount of remuneration for each director of Psiron Ltd and for the
executi\;res receiving the highest remuneration.

Remun%ration Policy

The Cornpany's policy for determining the nature and amount of emoluments of board members and senior
cxecutlves of the Company is to pay rates commensurate necessary to attract and retain the superior
skills requrred to grow an early stage research and development company into a significant international
company

5
Directors and Specified Executives

Directoirs

The directors of Psiron Ltd at any time during the financial year were Mr Bryan Dulhunty (Executive
Chairman appointed 10 April 2006}, Associgte Professor Darren Shafren [Non-Executive Director
appomted 14 December 2004 ), Dr Dennis Feeney (Non-Executive Director appointed 14 December 2004},
Mr Stephcn Jones (Executive Chairman, resigned 10 April 2008), Dr Wolfgang Hanisch (Non-Executive
darector' resigned 10 April 2006), Ms Julie Nutting (CEO, resigned 1 February 2008).

1
. i .
Dlrectolr remuneration

The Board policy is to remunerate executive and non-executive directors at a level that provides the
Company with the abrllty to attract and retain directors with the experience and qualrfcatlons appropnate
to the development strategy of the Company's intellectual property.

Since h|s appointment as Executive Chairman on 10 April 2006, Bryan Dulhunty has provided his services
through his Company CoSA Pty Ltd based on an hourly fee of $135. Payments made to CoSA Pty Ltd are
set outlm Note 22- Related Party Transactions.

Assocnate Professor Darren Shafren has provided services to the Company as part of the ongoing research
and development contract that the Company has W|th ViroTarg Pty Ltd. Associate Professor Darren Shafren
also recewcs non-executive dlrECtOfS fEES - -

Dr Denms Feeney receives non-executrve directors fees and charges consulting fees of $1,800 per day for
additional time. Payments made to Dr Dennis Feeney are set out in the table befow.

i .
At the date of this report, the Board is reviewing its remuneration structure for directors who act in an
executive role. When more formal structures are implemented, shareholders, as required by ASX reporting

guidelines, wil be advised.
]

The Board determines payments to the non-executive directors based on market pract:ce duties and
accountablllty The fees for non-executive directors are not linked to the performance of the Company,
however, to align directors interests with shareholder interests, the directors are encouraged to hold shares
in the Company

'Company Executives

There was one company executive employed by the Company during the year. Mr Greg W|lllams was
employed as Chief Financia! Officer in June 2005 and resigned on 1 February 2006, Company executive
fees are not linked to the performance of the Company. However, to align executives’ interests with
shareholder interests, the executives are encouraged to hold shares in the company.

PSIRON Ltd Annual Report 2006 9
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Directors’ Report (continued)
for the year ended 30 June 2006

Detiails of Key Management Personnel Compensation for the year ended 30 June 2006:

P

© . Other
_ Post®  Long-Term =
: ‘, Efmployment , Benéfits . Equity

Directors Shares
fees and | Consulting | Super- and Options
Salary (i) annuation {vii)
$ $ $ $ 3 $
1
Directors
Mr B Dulhunty (i) 55,240 -l 4an -V - 60,212
Assoc.Prof D Shafren| 50,000 - 4,500 4 0 4| sasoo
Dr D Feeney 50,000 75,200 4500 - -l 129700
Mt S Jones (i) - 57836 61,975 5,205 - | 125018
Dr W Hanisch (v) " 38558 25200 3,470 - | ez
Ms ) Nutting (v) 425958 - 38,336 - | 464294
Total 'én.ssz 162,375| 60,983 - -| 900,950
Exécutives - - .
JECRFTIES (RSP I el L] S R R
=27 Mr G Williams {vi) -~ arzses|- - -] 16002 - 36000{ 229,810
Total 177808 - 16,002 -| 36000 229810

De{ails of Key Management Personnel Compensation for the year ended 30 June 2005;

|
... ... Directors

APRRER, 1 S0 L FURPETIRRE S0l FOR RPETRt it (L Svs SO SN RTUEIR Y I .
82 3355 Mr B Dulliiity 25178 [R5 o8 16| <o Ladias 4087 e . - '.“f;v"-'u - - 49,503
" Assoc Prof DShafren | 27,083 - 2,437 -l 220000 249520
or D Feeney 27,083 37500 2,437 4 - 67,020
Mr:S Jones 67,083 69300 . . 6037 - - 14302
Dr W Hanisch 45416 12,600 4087 -1 165000 227103
: Ms.l Nutting 275,167 4 2078 -| aso00] 728345
_M_rlI:Rvan,dcr Pluijm y . 9,019 . 787 -1 - 9,806
Total - 435267] 120000 42050 -| : 810000 1407317

e |

Mr. G Williams 8.884 - 800 - - 9,684
To "~ omes T e T 3 sems
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Directors’ Report (continued)

for the 'year ended 30 June 2006

REMUNERATION REPORT (continued)

{i) Consultancy fees are paid on normal commercial terms.

(i) Mr B Dulhunty was appainted Executive Chairman on 10 April 2006.

(i) MrS Jones resigned 10 April 2006.

{iv] Or W Hanisch resigned 10 April 2006.

(V)i Ms J Nutting resigned 1 February 2006. This figure includes a payment on
© $231,667.

resignation of

[vij Mr G Williams resigned 1 February 2006. This figure includes a termination payment on resignation

! of $75,325.

{vii} The accounting standards require the calculation of the deemed value to be based on the period

of time between the grant date of the options and their vesting date. As a result

the full deemed

value of these options is reflected in this years disclosure, Deemed value of options has been

calculated in accordance with ASIC recommendations. The value of the options

is based on the

. deemed value of options on the grant date and have been valued using a Black-Scholes pricing

¢ model, which takes account of factors including the option exercise price, the ¢

underlying share, current market price of the underlying share and the expected |i

+ vesting date and then amortised over that period.

Options Issued as Remuneration
The dc%med value of options granted are as follows:

N N > a " a . . .I’ ,.:.‘...'.,-A
i Lot ) ) Value of .~ |

i

options B

. b . " Number 'grajhted' ‘ %% of .,Exué'i.se pri'c"e'
Key Management Person Grantéd . $ (vii) ‘‘remuneration ©.*§
2006 | '

Mr Greg Williams 150000 13500 6% 0.25

Mr Greg Wilkiams; «. szt i veiee 2 150.0003:5e12.000. ssemerom 5B o - 0.30

Mr Greg Williams 150,000 10,500 4% 0.40
005 - et aenat

Assoc %ropr.—S-hafr.e-n T 2000000 220,000 8% © 0198
Ms J Nutting 41500000 1650000 - 3% - 0.2
Ms ) Nutting 1,000,000 150,000 21% 0.30
Ms J Nutting - 1000000 110,000 15% 0.40
Dr W Hanisch™ = =% -~ 1500000 ° 165000 - - 3% 0127

In res;jéct of the 30 June 2006 and 30 June 2005 year ends, all options were issued free
vested and are exercisable at any date up to the expiry date. g

urrent level and

volatility of the underlying share price, the risk free interest rate, expected dividends on the

fe of the option.

The cost of these options has been calculated by reference to the period between grant date and

.t Expiry date”

13 June 2010

.13 June 2010.
13 June 2010

18 Nov 2008
18 Nov 2006
18 Nov 2009
18 Nov 2009
18 Nov 2006

of charge, have
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Directors’ Report (continued)
for the year ended 30 June 2006

REMUNERATION REPORT (continued)

Equity instruments provided on exercise of options for the year ended 30 June 2006

Durmg the year ended 30 June 2006 a former director, Mr Stephen lones, exercised 666,666 options into
fully paid shares.

quity instruments provided on exercise of options for the year ended 30 June 2005

Durmg the year ended 30 June 2005 a former director, Mr Stephen Jones, exercised 166,667 options into
fully paid shares and a company associated with Mr Bryan Dulhunty converted 500,000 options into fully
paid shares.

ch Management Personnel and Equity Interests

Det;ils of director and key management personnel and their equity interests can be found in Note 21 *Key
Management Personnel and Equity Interests’.

DIRECTORS’ AND AUDITORS’ INDEMNIFICATION

Thc"_'Company has Directors and Officers Liability Insurance. The policy indemnifies the Company for the
wrongfut act of a Director or Officer and reimburses the Company in respect of legal expenses incurred
by Directors and Officers in the successful defence of actions. In both instances the iimit of indemnity is
$5 million

e T N _dlrector-has smcc or durmg ﬁnanc:at.vggﬂr:recewed or: become entlﬂed to reccwe a bcncf' t {other
. ang than ‘2.benefit: mcluded ian; the aggregatc amount. of emo emolument_s recewed or due and receivable by directors
shown i the accounts or received as the fixed 'salary of a full time employee of the economic entity) by
reason of a contract made with the director, with a firm of which he is a member, or with an entity in which
he has a substantial financial interest by the Company of an entity that the Company controlled, or a body
corporate that was related to the Company when the contract was made or when the director received or

R L et ~.became entitled to receive the benefit. . . o S

NON-AUDIT SERVICES

. __The Board of Directors is satisfied that the provision of non-audit services by auditors, Bentleys MRI,
S durlng the year is compatible with the general standard of independence for auditors imposed by the
Corpomtlons Act 2001.

Ihe directors are satisfied that the services disclosed below did not compromise the auditor’s independence
due to the nature of the services provided and do not compromise the general principles relating to
auditor independence as set out in the Institute of Chartered Accountants in Australia and CPA Australia’s
Prgfessional Statement Fi: Professional Independence.

ro Fets of $10,000 were paid to the auditors for non-audit services (Independent Accountant’s Report) during
thli:' year ended 30 June 2006.
"l :
Signed in accordance with a resolution of the Directors

Bryan Dulhunty
Executive Chairman
Dated: 12 September 2006
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Corporate Governance Statement
for the'year ended 30 June 2006

The ASX has set out 10 best practice Corporate Governance statements which it recommends listed
entities adopt. The ASX states that the it recognises that smaller listed entities may have difficulty in
adoptin]g some of the recommendation for a variety of reasons and that each entity should make its own
assessrlnent of the practices appropriate to its own circumstances.

Unless dlsclosed below, all the best practice recommendations of the ASX Corporate Governance Council
have bcen applied for the entire financial year ended 30 fune 2006. -

Board Role The Board is the top level of management of governance of a company, bound by law to
act always in the company's best interests, It is installed by shareholders to make sure the Company is
well manag:d is pursing a vision and has a strategy that makes good sense and is likely to deliver strong
fmanmal performance.
Board Compoasition: The structure of the Board is driven by the need to assemble a group of people with
integrity and courage who have the experience and skills needed to govern the business and whose mix
of pers_{)nalities auger well for collaboration and the ability to reach decisions while having 2 variety of
views. ;

[

At the date of this report the Board comprised three directors.

o5 Mmr Bryan Dulhunty. His skills cover corporate compliance and the financial needs of the Company.
" Mr Dulhunty is not deemed independent due to his role as executive director.

¢ - Associate Prof. Darren Shafren. His skills cover the research and development of the Companv s
. core technology. He is deemed. not.to.be independent due to his relationship with the VlroTarg
" intellectual property. -

> Dr Dennis Feeney. His skilfs cover clinical trials. He is not deemed independent due to the level
i of consulting fees charged to the Company in the past 3 years.

The skifls, experience and expertise relevant to the position of each director are detailed in full in the
Director’s Report.

The Board is currently reviewing its structure and where fp*;)ropriafE‘Gviifscek to aﬁ'ﬁoﬁa_ddﬁibnalaire'ctors
to compliment the skills required by the Board to achieve the best financial outcomes for the Company.

I
At present the Board is of the view that the its current composition will be able to deliver the goals set out
under the hcading “Board Role” above.
All dlrcctors have the right-to seek independent profess:ona| advice at the Companys expense in the
furtherance of their duties as directors. Written approval must be obtained from the Chairman prior to
mcurring any expense on behalf of the Company.
Nommﬁatlon Committee: The Board has not established a nomination comrmittee. The Board has formed
the wew given the Company's size and structure that it is mare efficient for the Board as a whole to deal
with matters that would otherwise be dealt with by a nomination committee.

Tradin'g Policy: The Company's policy regarding directors and employees trading in its securities is set by
the Board. The policy restricts directors and employees from acting on material information until it has been
refeased to the market and adequate time has been given for this to be reflected in the securities price.

) ‘
Audit Committee: The Board does not currently have an audit committee. Given the size of the Company
the auditors dea! directly with the Board itseif.
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Cbrporate Governance Statement (continued)

for the year ended 30 June 2006

In addition, the Board has taken steps to safequard the integrity of its financial reports by reqular
review of periodic management reports where it has the opportunity to discuss these reports at regular
board meetings.

Risk Oversight and Managemeat: The Company is a biotechnology entity at the initial stages of
intgllectual property development. The investment risk profile of the Company is high and investments in
this Company are considered speculative.

The 'Company does not have formal written policies on risk oversight and management. However, as a
matter of practice, the Board is responsible for risk oversight and management. Each Board member is
responsible for the ldentification of risk, monitoring risk, communication of risk events to the Board and
resﬁonding to risk events, with board authority.

I
To zfissist the Board with its responsibility for risk oversight it has established an independent Scientific
Advisory Board to be convened by Dr Dennis Feeney to advise the Chairman.

The Board defines risk to be any event that, if it occurs, will have a material impact on the ability of the
Company to achieve its objectives. Risk is considered across the financial, operational and organisational
aspr':cts of the Company’s affairs.

Givi:n its early stage of development, the financial and organisational risks are considered low, as there
are’simple financial and organisational structures in place. Success of the Company is dependent upon
suc’t’:essful development of the Company's intellectual property.

Ptrformam:e Evaluation: The Board has not conducted a formal annual performance review this
fi nancml year. The Board was significantly restructured during the year and is currently reviewing its most
appropnate longer term structure. The Board is aware that the success of the Company is dependent on
the performance of the board and key executives.

Hemuneratmn Policies: The Board has not established a remuneration committee. The Board has formed
thc view, given its size and structure that it is more efficient for the Board as a whole to deal with matters
that would otherwise be dealt with by a remuneration committee.

cnmpom:nts are detailed in the Remuneration Report section of the Directars’ Report. The Board is currently
reviewing the most appropriate remuneration structure for all directors and management to ensure appropriate
- incéntivs, both short and long term, are in place to attract and retain suitably skilled employees.

Other Infermation: Further information relating to the Company’s corporate governance practices and
pohcnes has been made available on the Company's website.
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Audltor S Independence Declaration

for the year ended 30 June 2006
i

: AUDITOR’S INDEPENDENCE DECLARATION
UNDER SECTION 307C OF THE CORPORATIONS ACT 2001
TO THE DIRECTORS OF PSIRON LTD

!
1.

| dcclare that, to the best of my knowledge and belief, during the year ended 30 June 2006 there have been:

(i} i{ no contraventions of the auditor independence requirements as set out in the Corporations Act
- 2001 in relation to the audit; and
[||] no contraventions of any apphcab!c code of professmnal conduct in relatlon to the audlt

e e e ——— -

Bentley_'s, MRI R J Forbes
Brisbaneé Partnership Partner
Chartered Accountants

12th September 2006
Brisbane

3 ; .
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Income Statement
for the year ended 30 June 2006

Sales revenue

Other revenue
Total Income

Costofgoodssold ~
Reséarch and development costs
Borrowing costs
- other persons
Arrﬁrtisation of intangibles
Anné)ﬂisation of leasehold improvements
Dirr;finution in value of investments
Sharc based payments
Dcﬁtcciation

: Em_;iloycc costs
Adr;hinistration costs

: Total Expenses

Sh:;ire of net (losses) of associates accounted
-+ for,using the equity- method - = -

income tax

Incdrne tax expensc

T

Proﬁtl(l.oss] from ordmary Elctl\ﬂtlts after

: II‘ICOMC tax

Loss attributable to outside equity interests

Profit/(Loss) attributable to members of
the parent entity

Basic earningsf{loss) per share
Diluted earnings (loss} per share

. ProfitLoss) from ordinary activities before_-. -

2006 2005 2008 2005

$ $ $ $
- 419233 - 514
2a 69,796]  283.479 69,796 270,703
69,796 702,712 69,796 271,217
| 224058 - -
2408220 1815823| 2.408.220] 1,682,064
11,513 - 11,513 -
2,289,856/ 1,680387| 2,289,856 867,887
- 11,825 - -
-l 704200| 1806,287] 704,200
46,000 1,058,000 46,000] 1,058,000
170,889 a7961| 170889 88,297
1666,712) 1,313,414} 1,666,712 862343
1434616 1155603] 1434616] 909519
2b | 8.027.806] 8.061,271| 9.834,093| 6.172.310
2c--+(1,314,373) -(540_057);"_ - -

9272383 (.996.616) (9 754297] (5901003
3 - - -
{9.272,383)|-(7.998,616) | (9,764,297)] (5.901,093)
-l 1043546 - -
4  ({9,272.383)| (6.955,070) | (9,764,297)} (5.901,093)
4 {0.08) {0.05)
4 {0.05} {0.05)

The accompanying notes form part of these financial statements.

o P .
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Balance Sheet
as at3qune 2006

CF L .,.I;Jotg-'. ;Egonorﬁlc_gpt_]ty'-“,_ . ]’,arent-.Entlt_y

L

2006 2005 2006 2006
. $ $ $ $
Currcnt' Assets )
Cash and cash equivalents 5 3357221 1407774} 3357221] 1,407,774
Trade ar;1d other receivables 6 509,071 447819 509,071 447,819
Total Ci;rrent Assets 3,866,292| 1,855,533 3,866,292| 1,855,593
Non-Current Assets
Plant and equipment 7 565,571 6G4,66E| g65,57} 664,666
Trade and other receivables 6 56,298 56,298 5é,2§8 56,298
Invcstn;in'ents 8 4,748, 713] 3,658,088] 5,248,713] 4,650,000
Intangib!e assets 9 3,145857] 2,901713| .3,145857| 2901713
Total Non-Current Assets 8,616,439| 7,280,763 | 9,016,439| 8,272,677
!
1 12.38?.73] 9,136,356 | 12,882,731 10,128,270
Payables 10 2,782,517 365,789 2,782,517 365,789
I, .
Provisibns 11 066,320 67,369 66,920 67,369
Total Current Liabilities 2,849,437] 433158 2,849,437] 433158
‘Total Iﬁabifities ‘ 2,849,437 433,158 | 2,849,437 433,158
. . o .
Net Assets 9,5633,294| 8,703,198 [10,033,294} 9,695,112
Equity
Issued =Capital 12 133,560,029 25,903,550 33.56Q,029 25,903,550
Reserves ~ = T ) 13 | 2504600 1.058000| 3.504,000| ‘1,058,000
Accumulated losses (27,530,735){ (18,258,352) | (27,030,735)| (17,266,438)
9.533.294 8,703,198 10.033._29_5 9,695,112

The accompanying notes form part of these financial statements.
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Statement of Changes in Equity

for the year ended 30 June 2006

ECONOMIC ENTITY

Baiancc at 1 July 2004

Loss for year

Acéumuiated losses no longer
consotidated

Shares issued to acﬁuire
intellectual property

Exércise of oplions

li
Sh_éﬂ: based expense
Issyc of share capital

Cogt of capital raising

Baiancc at 30 June 2005

Balance at 1 July 2005

Loss for year

Shares issued to acquire
intéllectual property

Exé_rcise of options

Debt converted to shares
Shére based expense

Issue of share capital

Cost of capital raising
Un?_realised gain on investment

Balance at 30 lune 2006

The accompanying notes form part of these financial statements.
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P " Accumulated W
Share Capital :

Losses ‘Q.",_‘,L;Be‘se_r,vc's ;!2‘1; ::.'Tptél ‘ :‘.

$ $ s $
16,209,985 (12,787,937) - 3,422,048
- (6,955,070) -| (6,955,070}
- 1,484,655 - 1,484,655
769,600 - - 769600
96,360 - - 96,360
- -] - 1,058,600 1,058,000
9,221,645 - - 9,221,645
(394,040} - -| (394040)
25..31-33.550 {18,258,352)| 1,058,000{ 8,703,198

Accumulated .

. -
Vot

——

.‘ Shar}e Capital- Itosses'. ,:-,,.R.és_,f_’m?; ,

s $ s $
25903550|  (18,258,352)| - 1058,000]  8703,198
' - (9,272.383) ) -1 (9,272,383)
" 534,000 - -| 534000
- 89,000| - - 89,000
675,575 - - 675,575
r - - T}, aeo00] 46000
6,845,615 - -| 6846615
" (488,711) - -l (48871)
N -1 2400000 2400000
i 133.550.029 (27.530,735) | - 3,504,000 9,533,294




Statement of Changes in Equity (continued)

for the' year ended 30 June 2006

PARENT ENTITY

oy Ag_gumulated g ’_
Share CEP,'E_"‘! e -‘_!TQSS,Q.S«,‘: - JO
s $ s $
Balancé at 1 july 2004 16,209,985 (11,365,345) -] 4844840
Loss for year | (501003) - (5.901,093)
Shares ji:ssucd to acquire o
intellectual property 769,600 - S 769,600
Share btnsed expense ‘ - - 1,058,000 1,058,000
Exercis;ei of options 96,360 - - 96,360
Isstje ot share capital 9,221,645 - . 9,221,645
Cost of capital raising (394,040) . | (a9s040)
Balancje at 30 June 2005 25,903,550 (17.266,438) . 1,058,000 9,69512

o Aceumilgté YT
. Share Ca’llith I" L Losses et Reservesr. il
g: $ $ $ $

Bala nc; at 1 July 2005 25903,550]  (17,266438)| 1058000 9695112
Loss for year | (e764297) | (9,764,297)
Shares |ssucd to acquire .

!ntelleqtual property 534,000 - - 534,000
Exercise of options " 89,000 - - 89,000
Debt cénvcrted to shares 675.I575 - - 675,575
Share l;ascd expense - - 46,000 46,000
Issue of share capital 6,846,615 - .| 846615
Cost of capital raising - {488,711) - - (488,711)
Unreahsed gain on investment _ - -1 2400000} 2400000
Balande at 30 June 2006 33,560,029 (27.030,735){ 3.504,000| 10,033,294
The acr):ompanymg notes form part ofthese fmancml statements N T '
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Cash Flow Statement
for the year ended 30 June 2006

.“.L ::’.:l‘ar ) ) o -
Economic_Entity !

2006 2005 - 2006 2005

% $ . % 3
Cash Flows from Operating Activities 14
Receipts from customers 27606| 628126) - 27606| 172124
Paymenits to suppliers and employees (5,407.980)| (4,591,823} } {5.407,980)| (3.556,706)
Interest received 43,030} 119,472 ' 43,030 106,696
Finance costs {1,428) - {1,428) -
Net cash provided by/ {used in) operating '
activities {5.338,772) (3,844,225) {5,338,772}] (3,277.886)
)
Cash Flows from Investing Activities
Investment in non-listed entity
- InJet Digital Aerosols Inc © | (244,200} ] - -l (244,200)
i
Investment in associated company . .
- CBio Limited -1 (600,000) E -| (600,000
© {5.000) -
-] (3.,000,000)

- Burette ' -l (60,000) } .
naroze| - . - -

Dis;posal of controlled entity

Security deposit 16861) (56.298)| - 16861 (56.298)
i i N

Payments for property, plant and equipment - (78,347)} (639.767) | -{76,347)| (639.767)

Net cash provided (used in) investing -

activities (64.486)| (5.871.026)| {64.486)| (4,540,265)

Caféh Flows from Financing Activities -

Proceeds from share issue | 6956962 9.479655| 6956962 9318005
Co;ts of fund raising (154257 (394081 (154257 (394.04)
Proceeds from borrowings 550,000 [ 550,000 -
Net cash provided by/ (used in) financing ' |
acEivities 7,352,705} 9,085,614 7,352,705! 8,923,964
) ' Nl%t (decrease)/ increase in cash held 11,849,447| (629,637)|.1,949,447] 1,105,813
Cash at the beginning of the year 1,407,774 2037411 1407774 301,961
Cl::nsing cash at the end of the year 5 _3,357.221 1,407,774 ;_3:357.221 1,407,774

Thc accompanying notes form part of these financial statements
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Nofes to the Financial Statements

for the )‘i/ear ended 30 June 2006

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

This financial report is a generai-purpose financial report that has been prepared in accordance with
Australlan Accounting Standards, other authoritative proncuncements of the Australian Accounting
Standards Board, Urgent Issues Group Cansensus Views and the Corporations Act 2001, The financial
report has been prepared on the accruals basis and is based on historical costs and does not take into
account changing money values or, except where stated, current valuations of non-current assets.
Il

The fina_‘jncial report covers the economic entity of Psiron Ltd and controlled entities, and Psiron Ltd as an
individual parent entity. Psiron Ltd is a listed public company, incorporated and domiciled in Australia,

The financial report of Psiron Ltd and controlled entities, and Psiron Ltd as an individual parent entity, compiy
with all Australian equivalents to International Financia! Reporting Standards (AIFRS) in their entirety.

As this :Is the first financial report prepared under Australian equivalents to IFRS, the accounting policies
applied are inconsistent with those applied in the 30 June 2005 annual report as this report was presented
under the previous Australian GAAP, Accordingly, a summary of the significant accounting policies under
the Austrahan equivalents to IFRS has been included below. A reconciliation of equity and profit and
loss between previous GAAP and Australian equivalents to IFRS has been prepared and is set out under
Accountlng Policies note o).

The followmg is a summary of the significant material accounting policies adopted by the economic entity
in the p‘_rcparqtton of the financial report.

Going éoncern
The ﬁnq:nciai report for the year ended 30 June 2006 is prepar.;& ona going concern basis.

The company's forward cash-flow projections currently indicate that the company will be required to
raise addmonal funds to meet forecast cash needs. The directors have considered this position and have
asscssed available funding options and believe should funding be required that sufficient funds could be
sourccd to satisfy creditors as and when they fall due,
li .

Howevér sf forecast costs and revenues-are not met then the company may be unable to continue as a
going concern. No adjustments have been made relating to the recoverability and classification of recorded
asset amounts and classification of liabilities that might be necessary should the company not continue
as a going concern.

1

i A ' ) . . ‘ . . . . [N
Accounting Policies - : T o E -

a) Principles of Consolidation

|
A controlled entity is any entity controlled by Psiron Ltd. Control exists where Psiron Ltd has the capacity
to dominate the decision making'in relation to the financial and operating policies of another entity so that
the other entity operates with Psiron Ltd to achieve the objectives of Psiron Ltd.

All |ntcr-companv balances and transactions between entities in the economic entity, including any
unrealtsed profits or losses, have been eliminated on consohdatron

Where controlled entities have entered or left the economic entity during the year, their operating results
were included from the date control was obtained or until the date control ceased.

Outside interests in the equity and results of controlled entities are shown as a separate item in the
consotiﬁated financial report.
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Notes to the Financial Statements (continued)
for the year ended 30 June 2006

I

STATEMENT OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Thej' economic entity comprises the financial report of Psiron Ltd and of its controlled entities. Details of
the controlled entities are contained in Note 15- Controlled Entities

i
b) Cash and Cash Equivalents

Cash and cash equivalents include cash on hand, deposits held at call with banks, other short-term highty
liquid investments with original maturities of three months or less, and bank overdrafts.

¢) Financial Instruments
Re?ognition,
t

Financial Instruments are initially measured at cost on trade date, which includes transaction costs, when

" the related contractual rights or obligations exist. Subsequent ta initial recognition these instruments are

measured as set out below.
1
Financial Assets at fair value through profit and loss

A fmancnal asset is classified in this category if acquired principally for the purpose of selling in the

shon term, .or if so designated by. management and within the requirements of AA5B139 Recognition and

Measurcment of Financial Instruments. Realised and unrealised galns and losses arising from changes in
the fair value of these assets are included in the income statement in the period in which they arise.

Loéns and Receivables

Lo%ns and receivables are non-derivative financial assets with fixed or determinable payments that are not
quoted in an active market and are stated at amortised cost using the effective interest rate method.
Avallable “For-$ale Financial Assets Tt

Avgilablc-for-sale, financial assets are reflected at fair value. Unrealised gains and losses arising from

-.chférmgqs in fair value are taken directly to_equity. .

d) impairment of Assets

At"eai:h reporting date, the Company reviews the carrying values of its tangible and intangible assets to

.,‘determmc whether there is any indication that those assets have been impaired. If such an indication

B aagy =Y

exists, the recoverable amount of the asset, being the higher of the asset’s fair value less costs to sell and
value in use, is compared to the asset’s carrying value, Any excess of the asset's carrying value over its

recoverable amount is expensed to the income statement.
\

. Impalrment testlng |s performed annually for goodwnl and intangible assets with indefinite lives.

= 3 -

'Where itis not p055|ble to estimate the recoverable amount of an individual asset, the Company estimates

the recoverable amount of the cash-generating unit to which the asset belongs.

e]{PIant and-Equipment

Eaich class of plant and equipment is carried at cost less depreciation and impairment losses.

Thje carrying amount of plant and equipment is reviewed annually by directors to ensure it is not in excess of
the recoverable amount from those assets. The recoverable amount is assessed on the basis of the expected

net cash flows that will be received from the assets employment and subsequent disposal. The expected net
cash flows have been discounted to their current values in determining recoverable amounts.
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Notes to the Financial Statements (continued)
for the _igear ended 30 June 2006

STATEMENT OF SIGNIFICANT ACCOUNTING POLICIES (continued)
Depreciation is provided on a straight-line basis on all plant and equipment. The major depreciation
periods are:

Computer Equipment: 2-3 years
Fumiture & Fittings: 5 years

The assets residual value and useful lives are reviewed and adjusted if appropriate at each balance
sheetdate

An assets carrying value is written down immediately to its recoverable amount if the asset's carrying
amount is greater than its estimated recoverable amount.

Gains af\d losses on disposal are determined by comparing proceeds with the carrying amounts. These
gains and losses are included in the income statement. When revalued assets are sold, amounts included
in the reévaluation reserve relating to that asset are transferred to retained earnings.

f) Investments in Associates

Investments in associate companies are recognised in the financial statements by applying the eguity
method of accounting. The equity method of accounting recognised group's share of post-acquisition
reserves of its associates.

g) Intangible Assets
Patents"'an_d Trademarks

Patents are recognised at the cost of acquisition. Patents have a finite life and are carried at cost less any
accumulated amortisation and any impairment losses. Patents are amertised over their useful lives of 20
years. 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.

Intellectual Property - ViroTarg Licence

Intellectual property has been brought to account at cost of acquisition. It has currently been amortised
over a two year period to-November 2006. On:the:assignment of the Inteltectual Property, which is
expected within the next few months, the mtellectual property wnl be written off over the expected life
of the patent ; . .

h) Empjpyee Benefits

Provision is made for the Company's liability for employee benefits arising from services rendered by
employees to balance date. Employee benefits that are expected to be settled within one year have been
measured at the amounts that are expected to be paid when the liability is settled, plus non related
on-costs. Employee benefits payable later than one year have been measured at the present value of
expected future cash outflows to be made for those benefits.

i} Provisions
Provisions are recognised when the Company has a legal or constructive obligation, as a result of past

events, for which it is probable that an outflow of economic benefits will result and that outflow can be
reliably measured,
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Notes to the Financial Statements (continued)

for the year ended 30 June 2006

STATEMENT OF SIGNIFICANT ACCOUNTING POLICIES (continued)

j} Revenue Recognition

Revenue from the sale of goods is recognised when goods are delivered to customers. Revenue from the

rendering of a service is recognised upon the delivery of services.
!

| : ,
!nterest revenue'is recognised on a proportional basis taking into account the interest rates applicable to
the financial assets.

Dividend revenue is recognised when the right te receive a dividend has been established.

Al revenue is stated net of the amount of goods and services tax (GST).
k) Research and Development Expenditure

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

1) Income Taxes

The charge for current income tax expense is based on the profit for the year adjusted for any non-
assessable or disallowed items, It is calculated using tax rates that have been enacted or are substantially
enected by the balance sheet date.

Deferred tax is accounted for using the balance sheet liability method in respect of temporary differences
ansmg between the tax bases of assets and liabilities and their carrying amounts in the financial statements.
No deferred income tax will be recognised from the initial recognition of an asset or liability, excluding a
business combination, where there is no effect on accounting or taxable profit or loss.
Deferred tax is calculated at the tax rates that are expecteri to apply to the period when the asset is realised
or liability is settled. Deferred tax is credited in the income statement except when it relates to items that
may be credited directly to equity in which case the deferred tax is adjusted directly against equity.

i
Deferred income tax assets are recognised to the extent that it is probable that future tax profits will be
av'a_ilable against which deductible temporary differences can be utilised.

The amount of.benefits . brought. t6-account or’ whlch may be realised in the future is based on the
assumptlon that no adverse change will occur in income taxation legislation and the anticipation that the

".economic entity will derive sufficient future assessable income to enable the benefit to be realised and

comply with the conditions of deductibility imposed by the law.
m) Goods and Services Tax

Revenues, expenses and assets are recognised net of the amount of goods and services tax (GST) except
whefe the amount of GST incurred is not recoverable from the taxation authority, it is recognised as part
of the cost of acquisition of an asset or as part of an item of expense.

' Re'eeivables and Payables in the balance sheet are shown inclusive of GST.

Cash flows are included in the Cash Flow Statement on a gross basis except for the GST component of
investing and financing activities, which are disclosed as operating cash flows.

n) Comparative Figures

Where required by Accounting Standards, comparative information has been adjusted to conform with
changes in presentation for the current year.
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Notes to the Financial Statements (continued)

for theyear ended 30 june 2006

STATE}VlENT OF SIGNIFICANT ACCOUNTING POLICIES (continued)

o) First-time adoption of Australian equivalents to International Financial Reporting Standards

I
For all 'periods up to and including the year ended 30 June 2008, the Group prepared its financial
statements in accordance with Australian generally accepted accounting principles (AGAAP). These
fmancnal statements for the year ended 30 fune 2008 are the first the Group is required to prepare in
accordance with Australian equwalents to International Financial Reporting Standards (AIFRS).

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

This no{e explains the principal adjustments made by the Company in restating its AGAAP balance sheet as
at1 Jul_i/ 2004 and its previously published AGAAP financial statements for the year ended 30 June 2005.

Explananon of materiol adjustments to the cash flow statement
There are no material differences between the cash flow statement presented under AIFRS and the cash
flow st'atement presented under previous AGAAP.

(1) Reconciliation of Equity and Profit and Loss for the year ended 30 June 2004 and as at
1 July 2004

The fi rst time adoption of Australian Equivalents to International Financial Reporting Standards has not
resulted in any changes to the financial statements or financial results for the year ending 30 June 2004.
and as’at 1 July 2004.

g

(2) Reconciliation of Equity and Profit and Loss for the year ended 30 June 2005

The flrst time adoption of Australian Equivalents to International Financial. .Reporting Standard has oply
resulted in one change to the financial statements and financial results. As a result of the issue of optléns
on 18 November 2004 the company has now recorded a share based cost. No other adjustments were
required in the period to 30 June 2005, '

Reconciliation of Equity $

Total Equrty under AGAAP 3OJunc 2005 8,703,198
e : LTy T s e

l.'.)ptmnl Reserve mcreases asa result of the Recogmtlon of Share’ bas1ed expense on

optnons issued on 18 November 2004 1,058,000

Accumu|ated losses increase as a result of the Recognition of Share based expenses

on optlons issued on 18 November 2004 (1,058,000)

Taml Eguity under AIFRS - 30 June 2005 8,703,198

Recoriciliation of Profit and Loss

Loss after tax as previously reparted 5,897,070
Recognmon of share based expense on options issued on 18 November 2004 1,058,000
Loss after tax under AIFRS 6,955,070
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Notes to the Financial Statements (continued)

for the year ended 30 June 2006

2. PROFIT/(LOSS) FROM ORDINARY ACTIVITIES -

STy I

Proﬁt] (Loss} from ordinary activities before
income tax has been determined after

a) Revenues

Oth;ér revenue
Biofliusiness NSRD Grant
Sorafin BIF Grant
Sorf;j_aﬁn BioFirst Grant
Rer;_'tai income
Con:sulting income
Intérr.st received

Oth'ﬁ

b) iExpenses

Operating lease rentals

---!1..

*~ auditing and reviewing the financial reports

t,
L T

c) Share of net profitsf(losses) of associated

. gq«%qgn_tqd for using the equity method

R ‘Sh.jla:re'bf profit/(loss) ~ =~ . L

Impairment losses
Share of net {loss)

3./ INCOME TAX

Thé prima facie tax on the profit/{loss) from
or:]iinary activities befoge income tax is reconciled
to the income tax as follows:

Prima facie tax payable on profit{{loss) from

_z0rdinary activities before income tax at 30% . .
b4
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- ;Economic En‘t‘it.y .__;"‘ "

I . . .
ch:mncratmn of the auditor of the parent entity

2006 2005

$ $ $
7455 - 7455 -
- 73374 - 73,174
- 90,833 - 90,833
12,053 - 12,053 -
7120 - 7.120 -
. 42,755 19,472 42755 106,696
413 - 413 -
69,796] 283,479 69,796] 270703
- 82,404 - -

T AN EDRPEFIRN TS L RIS & ) 1L

' 28,350] 30050| 28,350 21,050
10,000 - 10,000 -
-£(937,276)] (640057)| - -
{377097) -l - -
1.318,373)|  (640,057}| . R -
(2,781.715)| (2,399,584} | (2.929,289}] (1,770,486)



Notes to the Financial Statements (continued)
for the year ended 30 June 2006

3 INCOME TAX (continued)

Add Tax effect of:
non-deductible legal fees 266,077 266,077
non-c_ieductible share based expense 317400 131800 317,400

non-deductible diminution in value of investments - IS 411886 -
non-deductible amortisation of inteltectual .

property 504,116 |§ 260,336

non-deductible share of equity accounted Ioss 192,017 (N © -

Future I‘ncome tax benefit {recognised)/ not
recognised

(119,974} Q1'6841532)} (926,673)

Income:tax benefit attributable to loss from
ordinary activities before income tax

Frankin_:g Account

The dirélctors estimate the potential future income tax benefit at 30 June 2006 in respect of tax losses not
brought to account for the econamic entity is $10,862,024 and for the parent entity $10,265,966.

This ben’jefit for tax losses will only be obtained if:
(i) the economic entity derives future assessable income of a nature and of an amount sufficient to
« enable the benefit from deductions for the losses to be realised;
(u)» the economic entity continues to comply with the conditions for deductibility |mposed by tax
legislation; and
{iii) no changes in tax legislation adversely affect the economic entity in realising the benefit from
”' the deductions for the losses.

L

-4 EARNINGS.PER SHARE B e nnIET
Basic cfatnings {loss) per share (0.05)
Diluted earnings (loss) per share (0.05)

Income and share data used in the calculations of
basic and diluted earnings per share

i V
Net Profit/(Loss) (9:272:383)] (6,955,070)
Weigh_j@ed average number of ordinary shares on ' -
issue in the calculation of basic earnings per share R155/828/451( 122,673,128 sm—— e
Effect'of dilutive securities 15426370]  6,279.452

Adjusted weighted average number of Ordinary
shares and potential ordinary shares used in
calcu|atmg diluted earnings per share 17,254 8210 128,952,580
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Notes to the Financial Statements (continued)

for the year ended 30 June 2006

5..CASH AND CASH EQUIVALENTS

Ca%hat Bank
Sh;;m—Tctm Investments
6. RECEIVABLES
Cuftcnt
Trade debtors
Otllcr receivables
Temere b
No!:-Currcnt

Other receivables

7. iPLANT AND EQUIPMENT

Piant & Equipment - at Cost

Accumylated Depreciation

[ i,
o

Rcconctllatlonoftrlt carrying amounts at
the;‘_l:'regir_ming‘and end of the current and

[

" previous year:
Carrying amounts at beginning of year
L N RS L T i A P = LA -
S T I AU
Disposals at WDV
Dcéonsolidation of Analytica
Depreciation expense
Balénce at end of year
il e dpels g T e T —
Leasehold Improvements
Carrying amounts at beginning of year
Deéonsolidation of Analytica

Balance at end of year
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T N

2006

‘ “Pz_a're'_rll’tlEnt_ity

. 2006

2005 2005
$ $ $ $
1254497|  639305] 1254497 639,305
2102724|  768.469| . 2302724 768469
3,352,221| 1.407.774| 3.357.221) 1,407,774

- 565 - 565
509,071 447254| 509071 447,254
503071| 447,819 509,071 447.819

56208  56208| 56298 56,298
56,208 56,208| 56298 56,298
824,300 755051| 824300| 755051
(258729){ (20385)| . (258729)]  (90.385)
565571 664,666| 565,571 664,666
664,666]  69333] = 664,666 4,262

T 76,3461 749677 [ T 78,348] 749,677
{4,552} (s76)| * . (4552) (976}

-1 tesomf. - -

(170889}  (88,297)| (170,889)| (88,297)
_565,571]. 664,666} 565,571 664,666
-| 65646 - -
-|  (65546) - -

.
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Nofes to the Financial Statements (continued)

for the ;rear ended 30 June 2006

R TP I S L AT S
;. Ftonomic Entity} . o+ Pdrent Entity .-

b o o 12006} 2005 F2006] 2005
S $ 8 $

8. (a) INVESTMENTS
investmént in unlisted entities at fair value

- CBio Ltd 3,600,000] 1,200,000 ] 1,200,000

A ——
- ——

- inJet Digita! Aerosols Inc 704200 704,200 704,200
Provision for diminution in value {704200]] (704,200) R(704'200)} (704,200)

- A ii———

Investment in equity accounted associates

- InJet Digital Aerosols Ltd : 116,786 500,000
- Analytica Ltd 2,341,300 2,950,000
Provisio:ﬂ for diminution in value - -
Impaitrn?f:nt losses - a -
2,341,300 [A1148V713] 2,950,000

- - . STy
Total Inlvcstments 3,658,086 51248'7,13] 4,650,000

The Directors have reviewed the carrying value of the investments and believe they are stated at
fair value.

CBio Limited (4.7% ownership interest) is a biotech development company based in Queensland. It is
developing technology based on Chaperonin 10. At 30 June 2006, the directors revalued the investment
in CBio Limited to'$3.00 per share which is deemed to be fair value. This was based on the fact that over
the last 2 years the investment has been trading at $3.00 per share and in August 2006, $2.5m of shares
were issued at $6.00 per share. As the investment is treated as an available-for-sale financial asset, the

unrealised gain of $2,400,000 arising from the revaluation has been taken to equity.

InJet Digital Aerosols Limited (IDAL) {45.3% ownership interest} has an interest in intellectual property
relating to the administration of drugs via inhalation using inkjet printer cartridge technology. IDAL has
a licence agreement with Canon Inc of Japan for its seven patent families. The agreement gives Canon
i arae . we s WOTidwide exclusive rights to develop and commercialise the technology, for which IDAL has received an
upfront payment and it is entitled to royalties on future commercialisation of the product by Canon, Under
the agreement, Canon is responsible for completing the development, clinical trialling and regulatory
approval necessary to get the technology to market.

Analytica Ltd (26.7% ownership interest) is a listed biotech (ALT) developing medical devices.
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thes to the Financial Statements (continued)

for the year ended 30 June 2006.

8. (b) INVESTMENTS

Acc;)unted for using the equity method

IDAL (45.3% ownership interest)

Share of associate’s net profit/{loss) after tax

Prior year shortfall carried forward

Share of net profit/(ioss)

E

Carj%ying amount of investment
i:-"-",:'m“-Bal;ncc atbeginning of year - =+~ -

New investment

Sh.-f:re of loss on dilution of investment

Share of loss to extent of carrying amount

Carrying amount of investment in associate
at end of year

+
1
L

Share of associate’s assets and fiabilitics-
Current Assets TE
Noi:i—cuncnt assets
' Current liabilities

Net Assets

' Ackumulited Jos5es AMrIbULIbIE S0 . . i
' ass__ociat'c a ’

Balance at beginning of year

Share of associate’s net profits{(losses)

Bal'am:c at end of year

-

. - “
i} vy - e ry At e . [ P R T
ARCILE F TR e e T L IR T T

TalTAA SR Wi s = - edBea—s s b
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"'_':_‘c',grigigy " Parent ::E_rit"i}y,
2006 2005 2006 | 2005
% 3 $ %

(134638}  (31,357) .
{31.357) - -
(165.995) (31.357) -

116786 148143 -

{14,043) -
(102743)|  (31,357) -
-l ‘116788 -

EE L R

" (100.524)

* 68.656|

“fee m;'.-“-’;‘:;' .

- -

18,617
873

(17518) } -

(31.868){ 101,972} -
. ‘i :..; -

- Pl'i;l"?*: aga] taean mnanki }44-"}-:;{-.-'___
(383.214)| (351857 . -
(134838} (31,387)] " -

(517.852)| (383.218)| -
-t .- 4




Notes to the Financial Statements (continued)

for the year ended 30 june 2006

I
i

8. (b) INVESTMENTS (continued)

Accounted for using the equity method
(continued)

Analytica (26.7% ownership interest)
Share of associate's net profit/(loss) after tax
Prior year shortfall carried forward -

Share of net (loss)

Carrying amount of investment:
B:alanceii at beginning of year

New in\:estmcnt

Share o"f loss to extent of carrying amount

impairment Losses

" Carrying amount of investment in associate
at end of year

Share t;f associate’s assets and liabilities
Current Assets

Non-cu";rrent assets

Currentf liabilities

Net As:f';ets

Accumulated losses attributable to
associate
Balance at beginning of year

Share éf associate's net profits/(losses}

R
. . Economic.Entity ..
[ . L -

2006

2005

{820,430}

(608,700)

(820,450)

(608,700)

2,341,300

5,000
(820,490}
{377,097)

2,950,000
(608,700)

[ 1,148,713

2,341,300

89,876
" . 29,625
(24,652)

311,415
616,517
(63,083)

- 94,849

864,849

- -

{608,700)
(820,430)

5 X

FEAE N 7

(608,700 )

{1,429,130)

(608,700)
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Notes to the Financial Statements (continued)
for the year ended 30 June 2006

Y

Economic Entity '~ ..’ .. Parent Entity 7’

]
9. INTANGIBLE ASSETS

Intellectual property

Viro]’arg licence (i}

Acci_:mulated amortisation

Movements In Intellectual Property
Viroj’arg Licence

Bala}j’ncc at beginning of year

Cash payment under licence agreement
Issu’i:c of shares on milestone at $0.19

Issue of shares on milestone at $0.17

Casi'l-paymenl on production milestone -
. - 150,000 -
(867,887) (867,887)

ajm{g@ 2,901,713 g31145:859) 2,901,713

(i) Acquisition of intellectual Property — ViroTarg Licence Agreement.

Issu_ig: of shares on production milestone at $0.15

Less:,: Accumulated amortisation

‘Baléfnce at end of year

On 4th August 2004 Psiron signed a worldwide licence agreement with ViroTarg Pty Ltd and its major
shareholders, The University of Newcastle Research Associates Ltd and SciCapital Pty Ltd. The licence
,agreement which focuses Psiron as a-leading anti-cancer biotechnology company, covers the ongoing
development of ViroTarg's technology relatlng to.the use of oncolytnr: viruses (*Virotherapy®) for the
trcatment ofa range of different cancers.” ™ -

The' l:ccnce agrecment rcqunres consideration in the form of cash and the issue of shares based on various
dates and milestones being met.

The intellectual property has been brought to account at cost of acquisition and is being amortised over a two
year period ending November 2006. On the assignment of the intellectual property, which is expected within
the“‘:ncxt few months, the intellectual property will be written off over the expected life of the patent.
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Notes to the Financial Statements (continued)
for the year ended 30 June 2006

10. TRADE & OTHER PAYABLES

Current _ _
Trade creditors 142,916 142,916
:
2578215170 365,789 [R217827517;

Other unsecured

11. PROVISIONS
At1 Juf{r 2005

; 11,470
(9,106)

Additio?aal provisions 90,307

Amounts Used (90,756)

At 30 Jiine 2006 X18'000] 15,000 2,364 J247000] 66,920
i — ;

Unuscd:Amounts Reversed

Audit Services: A provision is recognised for estimated costs in respect of the 30 June 2006 audit of the
Company. The provision for Audit Services has been based on costs incurred for previous full-year audits.
It is expected that these costs will be incurred within three months,ofithe balance sheet date, .

Tax Cc'i‘:mpliancc: A provision is recognised for estimated costs in respect of the preparation of the
Compa?y’s 2005 and 2006 Income Tax Return and associated tax compliance matters. The provision for
Tax compliance is based on costs incurred for previous years' tax compliance services. |t is expected that
these costs will be incurred by 30 June 2007.

Employ‘}:e Benefits: A provision is recognised for the estimated costs in respect of employment benefits
payable to company employees. The provision for employee benefits includes an amount for accrued
annual’leave and statutory superannuation payable on the accrued leave. It is expected that these costs
will be incurred by 30 June 2007.

Fringe, Benefits Tax: A provision is recognised for the estimated fringe benefits tax payable by the
compa y. Itis expected that these costs will be incurred by 31 March 2007.

4.0 - : LI
Annual Report Costs: A provision is recognised for estimated costs incurred in producing the company’s
2006 Annual Report. It is expected that these costs will be incurred by 30 June 2007,

hY .
=77 77T At 30 June 2006 the economic entity had 6 Full Time Equivalent employees and 2-part-time employees

(2005: 11 Full Time Equivalents).
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N:otes to the Financial Statements (continued)

for the year ended 30 June 2006

2005
Number

12} ISSUED CAPITAL
Ordji:nanr shares 61 143,239,825

Unlisted options

- Erf?ployee (b) . 1,470,000
- Other o] 14,841,666
(a] Ordmary shares
H ' 91,424,930
) - Sr;:are ﬁlacement (i) -
- SI%I!are purchase plan {ii) -
- Shlare placement (iii) . - -
- nghts issue (iv) -
- Share placement 13,300,000
- Exemse of options 1041667
- VlroTarg licence allotment (v) - "4,000,000
- Navember 2004 rights issue 3473228
= Cost ‘of fund raising 7 -
At t_he end of the reporting period W 25,903,550 143,239,825

F
i} $2.1m Share Placement - shares offered at 17.5 cents.
.[ii) Share Purchase Plan - shareholders given the opportunity to purchase up to $5,000 of ordinary
shares at 17.5 cents.
i(iii} Private placement to sophlstlcated investors at 15.0 cents.
E!(,\,} Non-Renounceable rights issue under Prospectus dated May 2006 at 15.0 cents.
(v} Shares issued to ViroTarg under Licence Agreement dated 4th August 2004 at the volume weighted
- average price [VWAP).
[
- s"_1,__ ‘Terms and condltlons of ordlnary shares '__ -
S S (3] the number of shares held. At shareholders meetings each ordinary share is entitled to one vote when a
poll_ﬁls called, otherwise each shareholder has one vote on a show of hands.
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Notes to the Financial Statements (continued)

for the year ended 30 june 2006

Parent-Entity.», ",

200 6] 2005 2006 2005
8 $ Number

12. ISSUED CAPITAL (continued)

(b) Unlisted Options - Employee share
scheme

Movements in options issued under the

empioyee share scheme during the year 100,000 300,000
Number at the beginning of the reporting ‘

period 17470,000) 1,170,000
Number at the end of the repbrting period ‘ 1,470,000

loyee share scheme options ] Number of
_ op_tio_nls‘ : .
3 Augﬁst 1939 ' 150000 30Aug09 245 cents
21 Octo_ber 1999 ' 1,000,000 21 Oct 09 435 cents
18 ApriliZOOl ' 20000 18 April 13- 34.5 cents
24 Febrli.lary 2005 300,000 24 Feb 10 200 cents
N Dcce_",mber 2005 100,000 19 June 10  20.0 cents
Total ol’ﬁ issue o 1,570,000

The employee share scheme options are issued on the following terms:

(a). each option entitles the participant to acquire an unissued ordinary share in the Company;

(b}, allocations of options will be limited to 15% of issued shares in the Company;

(¢} options are unlisted and are not transferable;

(d)- options not exercised within the prescribed period will Iapse'

(e} each option has no voting or dividend rights; fpeda

{fl  upontheexercise of the options, a participant will be entitled to receive any bonusissue shares which
- would have been received had the participant been a shareholder at the time of the bonus issue
" made pro rata to other shareholders. Also, where the Company raises capital by way of a prorato
. rights issue to shareholders, there is a proportiona! adjustment made to the options price issued in
. such cases.
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Notes to the Financial Statements (continued)

for the year ended 30 June 2006

12, ISSUED CAPITAL (continued)
(c) pther unlisted optiens issued
|1
Movements in options issued during the year
i

Number at the beginning of the reporting
period

- Issued
- E)%'erciscd
- LéLsed

- Nurfiber at.the end of ing. periodyimrass
. Number.at-the end of the seporting periodsemnsse:

Pcrfrume Onty Pty :
Lid <Figer Trust> 500,000 -
Perfume Only Pty
ktd "'<T|ger Trust> 500,000 -
. DFCT Pty Ltd 500,000 -
DFCT Pty Lid 500,000 -
ljong Pty Ltd 1,500000] -
T I'_ Poattat ot N T
AR
« DShafren 2,000,000
1] r":.-_a::'.\:k;..::i‘;o:_‘l TS 0 O GE ghed L FETRCE T
R Barry 1,000,000 -
S Johansson 750,000 -
GAu 750,000 .
S Smith 100,000 -
J Niting 1,500,000 .
J Walsh 1,000,000 -
J Nitting 1,000,000 -
J Nutting 1,000,000 -

s . %, PARENT-ENTITY

2006
3

PARENT:ENTITY -

2005 2006 2005
3 Number Number

<

b

14,841,666 5533333

450,000{ 10,600,000

S| (1666 (1.041.667)
1,500,000} (250,600)

.[13.050,000| 14,841,665
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Closing:*'
r. . Balance .
S e

|+ so0000
- 500,000
- 500000
- 500,000
-| 1.s00000{
| -| 2,000,000
-l 1000000
.| 750000
.| 750000
-l 100000
-| 1500000
-| 1000000
-1 1000000

-| 1000000

Eé:piry;f"- Exefcisg:'
~Date | -Price

6 Dec

2006] $0.0552

6 Dec

2006| $0.1752

6 Dec

2006] $%0.1752

6 Dec

2006 $0.1152
18 Nov

2006 $012
18 Nov

2009| $0.1924
18 Nov

2008| $0.1924
18 Nov

2009 $01924
18 Nov

2009| %0.1924
18 Nov,

2009L $0.1924
18 Nov

2006 $012
28 Dec

2007] $0.1924
18 Nov

2009 $0.30
18 Nov

2009 $0.40




{d) Mmjfement in options during the year
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Notes to the Financial Statements (continued)

for the year ended 30 June 2006

12. ISSUED CAPITAL (continued

{d) Movement in options during the year

Opening

Issued

. Exéréised Expire

d Closing

T e ey
‘Expiry’ , Exercise”

I

]
(i) 450,900 options were issued to Mr G Williams on 22 November 2005.

The following terms and conditions apply to other options issued:
(a). options issued entitle the holder to acquire an unissued ordinary share in the Company;
(b); the options are unlisted and not transferable;
(c):i, options not exercised in the prescribed period will fapse;
(d); each option has no voting or dividend rights.

Balance  during Year duriné year during year  Balance . Date, % . Price .
i o 5.5;413—June7

G.Williarps i) -1 450,000 - - 150,000 2010 $0.25
! 13 June

_G.Wiiriarly:s i . -] 150,000 - . -|... . 150,000 !_-gg[cn1 71,3030

) 13 June

G.Williar‘ns (i) - 150,000 - - 150,000 2010 $0.40
: _ -, 27 Nov

Sir James Killen 250,000 - -1 250,000 - 2005| $0.3952
Colorado 27 Nov

Investments Pty Ltd 500,000 - -| {sc0,000) - 2005] $0.9952
Colorado 27 Nov

Investments Pty Ltd 500,000 - -] {500,000) -1 2005] $1.4952
31 Dec

Mr Stephen Jones 916,666 -] (666,666)| (250,000 - 2005] $0.1200
- 31 Dec

Sir James Killen 75,000 -1 {75,000) - - 20051 $0.1200
14,841,666 450,000]| {741,666) [i,SO0.000] 13,050,000 '

If all ur{listed options are exercised in accordance with their terms of issue, 14,620,000 shares would be
issued (2005: 16,211,666) and Contributed Equity would increase by $2.5m (2005: $3m).

T [RE T rra—

S BN}

IR

13. RESERVES
Options; reserve (i)
Unrcaliw'sed Gains reserve {ii)

TOTAL

4 ." S -
* et tEconomi
", Gk, ECONOM

e Entity -

| 'Parerit,Entity " -

2006 | 2005 | 2006 | 2008

$ $ s $
1.104,000| 1058000} 12104000| 1088000
2,400,000 -1 2:400,000 -
3,504,000| 1,058,000 | 3,504,000| 1,058,000
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Notes to the Financial Statements (continued)

for the year ended 30 June 2006

13 RESERVES (continued)
Mo;vements:

{i) Option reserve

Bal;éncc at beginning of year .
Co::;jt of share-based payments

i
Balance at end of year

Na!turc and purpose of Option reserve
i
The Options reserve records items recognised as an

_ expense on payment of share-based consideration.

i
(ii) Unrealised Gains reserve

o+
Balance at beginning of year
Unfealised gains on investment
- CBio Limited

[

Balance at end of year

3
v

Nature and purpose of Unrealised Gains reserve
Yo f . .
» - The-Unrealised gains reserve records unrealised

gains arising from changes in the fair value of
available-for-sale financial assets.
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2,400,000

2,400,000

: " ;. Parent Entity

2006 2005 | 2006 | 2005

5 s | s $
1 1,058,000 -| "1.088.000 -
a6000| 1,058000| 46000 1,058,000
-1,104,000| 1,058,000 | 1.104,000| 1.058,000
2,400,000 -1 2.400000 )
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Notes to the Financial Statements (contmued)

for the ; year ended 30 June 2006

ot

S
1 3

! 2006 2005 | 2006 2005

14, CEASH FLOW INFORMATION-

(i Rccé,nciliation of Cash Flow from
operations with loss from ordinary activities
after income tax

Net Caéh Inflow/{Outflow) frdm Operating _ ‘ .
Activiti;es (5,338,772}| (3,844,225) }§5.338,772){ (3,277,8886)

Non-C;,sh Items

Deprecigltion and Amortisation [2.465,745) {1,789,633) | (2,480,745)] {956,184)

Loss on disposal of assets {4,552} - {4,552) -
Share b!ésed payments (46,000} (1.058.000) |  (46,000)] (1.058,000)
!nterest on |oan converted to equity {10,075} - (10,075) -
Share of loss of associate accounted for

using tt}e equity method _ {1.314,373)| (640,057) - -
(Decre:;;ellincrease in Receivables 61,252 (36,868) 61,252 69,118
Prepayr%tents _ - 144,676 -] - 196726
(Decrease]lincrease in Inventories -1 (224,659) . - -
l!ncrea_s;e)!d:crease in accounts Payables {149,067) 83,189 (149,067)} (160,117
Provisions ' as9|  7aet|  449]  (10550)
Provisic}fn for diminution of Investment - = -| (7042001 (1,806,287} (704.200)
Other r (10,500} .| (10500) ;
Loss frém ordinary activities after income Tax (9.272,383)((7.998,616) {{9.764,297)| (5,901,093)

(i) Financing Facilities: At 30 June 2006 the parent entity and its controlled entities had no credit standby
arrangéments or used or unused loan facilities.

Y- e T T
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Notes to the Financial Statements (continued)
for the year ended 30 June 2006

15. CONTROLLED ENTITIES

Shebroca L, T At e NI N
T . 7, et v Contribution$'to;
L D : EconomicEntity
‘Operating Profit/(Loss)

. ' 2006 2005 20086 2005

! % % . $ $
Controlled entities and contribution to ' '
; fcopomic Entity Loss: | ciiniy o maeeee . L ,
Psiron Ltd Australia |77 Lressotol] (5.901,003)
Analytica Ltd {no longer
Consolidated (i) ) -j  (413,920)
|
f
Wholly owned subsidiaries of
Psiron Ld:
-M? Therapeutics Pty Ltd . Australia . 100 100 - -
-M'edical Innovations Ltd Australia 100 100 - -
-Diagnostics Australia Pt Australia 100 100 - -
Share of net {losses) of associate
accounted for using the equity method (!,314,3_73] (640,057)
: (AR [6,272383] (6.955,070)

0] _AnaIytica Ltd was consolidated up to 30 November 2004 which resulted in losses of $413,920 being
talgbn up in the economic entity in the year ended 30 June 2005.

16. DISCONTINUING OPERATIONS

As"a result of changes made to the composition of the Board of Analytica Ltd on 30 Novernber 2004, Psiron

ceased to control Analytica Ltd. This loss of control resulted in Psiron ceasing to consolidate Analytica.
i

17. SEGMENT INFORMATION

thddsiry Segiigat 3 L, . Corporsie 7

: 2006 2006 | 2005 | 2006 | 2005
$ $ $ 3% $

Oﬁefating revenue | )

Sales to customers 0 s - 514" 2| 419,233

Other - | ea7esl 283479 69796 283479

Segment Revenue : -| as719| eo796| 283993 eo,798] 702,712
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Nofes to the Financial Statements (continued)

for the year ended 30 June 2006

17. SEGMENT INFORMATION (continued)

Share of net (iosses) of
associate accounted for
using the equity method

Segment Result

Segment Assets

Segment Liabilities
Investm:.ents accounted for
using the equity methad.

Ordmary operating

expenses are after

charging:

- Depreciation and
Amortisation

- Amortisation of IP

-R and‘iD costs

Assets acquired

]

(1,457468)

1

21,489
812,500
133,759

-

(1,314,373)
(9,272,383)
12,382,731

2,849,437

474813

170,889
2,289,856
2,408,220

76,346

(640,057)
(6,541,150)
10,128,270

433,158

4,650,000 |

88,287
867,887
1,682,064

749677 |

(1,314,373)
(9,272,383)
12,382,731

2,849,437

4,748,713

u

1?0.889
2,289,856
2,408,220
' ?6,346

The economic entity derived.income during;the year.ended 30 June 2008 as follows:.
. ‘ Income from investment of surplus funds to su pport the economic entity's blotechnologv, medical

"~ research and development programs.

! Grant income in relation to business development of corporate profile from the Department of

" State and Regional Development BioBusiness Program.

* . Rental income from sub-letting office space.

Geogr?phical Segment

The activities of the Company take place principally in Austraia.

18.'CAPITAL AND LEASING COMMITMENTS

(640,057)
(7.998,616)
9,136,356
433,158

3,658,086

109,786
1,680,387
1,815,823

749,677

I
Non-cancellable operating lease contracted for but
nat capitalised in the financial statements payable

- not Igter than 1 year

- later than 1 year but not later than 2 years

I -?‘:ngent Entity "

2006 2005
$ $ $ $
02502| 102360|  92502| 102,360
1 sam80| - -] s2180
92,502] 154.540] 92502 154540
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thes to the Financial Statements (continued)

for the year ended 30 June 2006

18 CAPITAL AND LEASING COMMITMENTS (continued)

The Operating lease commitment relates to:

}|[i) the lease of the office facilities, which have a currency of two years with no option to renew. In
addition to the rentals payable, the lessee is responsible for defined outgoings and all rentals are
subject to annual reviews based on specific consumer price indices;

"(ii) the lease of a laboratory facility at The Australian National University used by the Company for
virus packaging and dispensing. The licence had a currency of 6 months with an option to renew
for a further & months which the Company has taken up.

19. CONTINGENT LIABILITIES/GUARANTEE

Psiron and the Australian Technology Innovation Fund Limited, jointly and severally, quarantee the
performance of the obligations of InJet Digital Aerosols Limited (IDAL) in the licence agreement between
Canon Inc and IDAL. The guarantee includes, without limitation, the grant of the exclusive licence of the
patents to Canon and the refund of the initial upfront fee of US$1 million to Canon in case of a material
breach of the licence agreement by IDAL

Un&er the Virolarg Licence agreement Psiron is obligated to fund the remainder of the senior researchers
_employment contracts until july 2007.

At the date of this report there are no other known contingent liabilities.

20. FINANCIAL INSTRUMENTS

The economic entity's exposure {o interest rate risk that a financial instrument’s value will fluctuate as
a result of changes in market interest rates and the effective weighted average interest rates on those
financial assets and financial liabilities, is as follows:

leancia! Assets
Floating Interest rate

-Cashatbank -. . ... 1407774

| Non Interest Bearing

T T U = o T
._,h“,:.,_-_‘_ Reccwables ST L T
- .*..p“,.,r Rt ppu i e e b -

Total Fmancnal assets

447,819

1,855,593
Financial Liabilities
Nan Interest

- Trade and Sundry creditors 365,789

" 365,789

Net fair value: All financial assets and liabilities are shown at their net fair value.
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Notes to the Financial Statements (continued)
for the year ended 30 June 2006

21. KEY MANAGEMENT PERSONNEL AND EQUITY INTERESTS

The key management personnel employed by the Company at any time during the year were:

Mr Bryén Dulhunty Executive Chairman (appointed 10 April 2006)
Assoc F:rof Darren Shafren Non-Executive Director
Dr Dennis Feeney Non-Executive Director

P
Mr Stephen Jones Chairman (resigned 10 April 2006)
Dr Wolfgang Hanisch Non-Executive Director (resigned 10 April 2006)
Ms Julig Nutting Chief Executive Officer (resigned 1 February 2006)
Mr Gre§ Williams Chief Financial Officer (resigned 1 February 2006)

The following table sets out each key management persons’ relevant interest in securities of the Company
or a related body corporate during the year and at the date of this report.

(i} Ord;'nary Shares

[Shares Shares ', tion

‘Olll‘d?‘?_OE?‘f ‘D|s.posed) Acquued * ’e‘x'er(:ise

' 0 [ oot . T 37
Mr B Dulhunty 500,000 625,000

Assoc Prof [ Shafren 1,024,000 1,024,000
Or Féency , - 7 -
Mr S Jones (i) 233,334 [G6c66] 682,500
Total : . 1,757,334 J(217:500)) 125,000 JNIE66IEEE] 2,331,500

(i]‘3 Mr Stephen Jones resigned 10 April 2008. Balance represents equity holding at that date.
(i} DrWolfgang Hanisch resigned 10 April 2006, Ms J Nutting and Mr G Wllllams re5|gned 1 February
2006. They held no ordinary shares durlng this per:od .

x

(ii) Non Llstcd Optlon Holdlngs

e
E

Obening ' lssued Exercused .Expired '_ Closing” * :
~Balance . durmg dunng during Balance-  Expiry Exercisé .
01]07[05 Gyear, 3 year . year  30/06/06 . Date , j_Priée“

Directors

DFCT Isty Ltd {i) 500,000 500,000 $0.1752
’
DFCT Pty Ltd (i) 500,000 500,000 $0.1152
Assoc Prof Darren” CoT
Shafren 2,000,000 2,000,000 $0.1924
R -_— I T S e TR T A'._'._‘._‘:—_:d"' yr oo ¢ of T v i S
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Notes to the Financial Statements (continued)
for ;t‘he year ended 30 June 2006

21. KEY MANAGEMENT PERSONNEL AND EQUITY INTERESTS (continued)

(i) Non-Listed Option Holdings (continued)

‘Opening " Issued T Closing _ R,
Balance rmg Exercnsed Expired  Balance Expiry Exercise ..
710 durlng.yeardurmg year 30!05/06_ . b
Directors
: 3 Dec| -
Mr S Jones (i) 916,666 - (666,666)| (250,000} - 2005] $01200
i 18 Nov
Ijong Pty Ltd (ii} 1,500,000 - - -| 1,500,000 2006 $0.1200
; ) 18 Nov
Ms J Nutting (iv} 1,500,000 - - - -] 1,500,000 2006] °~ $0.1200
! 18 Nov
Ms ) Nutting (iv} 1,000,000 - R . -1 voo0000f, ~ 2008 $0.3000
. : * 18 Nov
MS_J Nutting fiv) 1,000,000 - -1 -{ 1,000,000 2009) $0.4000
-_;‘. "*\.—_ _ﬁecutlve ;__.._:_. =] ?m‘{: T e e
: 4;2*-5.“'::..-3._: Managcmcnt——- ] It ‘
= 13 June
Mr G Williams (v) -1 150,000 - -1 150,000 20105  $0.2500
X ‘ 13 June
Mr G Williams (v) -] 150,000 - .. -} 150000} 2010 $03000
- E “ 13 June
Mr G Williams (v) -| 1seo00] .. - . 71.,.150,000 2010{ . $0.4000
" Toul 6.916,666 | 450,000| (666/666) | (250,000)] 8,450000

_ () An entity associated with Mr B Dulhunty.. ° '
-i{ii} Mr'S Jones resigned 10 April 2006. Balance represents equity holding at that date.
j (iii} An entity associated with Dr W Hanisch. Dr W Hanisch resigned 10 April 2006. Balance represents
IR ‘fi " equity holding at that date.
!{iv) Ms J Nutting resigned 1 February 2006. Balance represents equity holding at that date.
s Jz[v} Mr. G W|II|ams resugned 1 February 2006, Balance represents equ:ty holding at that date.

ISSUCd free of charge have vcsted and are exercxsable at any’e date ‘up to the ¢ explry date.

[ gk A e

Lo T3 NO amounts remain. unpa:d from options ‘exercised in the year. Refer Note 12 ()~ tssued Capital

22, RELATED PARTY TRANSACTIONS by
a) Share Transactions of Directors
I}eimls of directors holdings and transactions in equlty securities of the Company are set out in Note 21
'Key Management Personnel and Equity Interests’
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N'ofes to the Financial Statements (continued)

for the j}ear ended 30 June 2006

22. RELATED PARTY TRANSACTIONS (continued)

b) Other Transactions with Directors

Directors receive a fixed director's fee. If any director performs additionat services for the economic entity
they are paid 2 fee based on normal commercial terms. These payments are detailed in the Remuneration
Report contained within the Directors’ Report.

£l

c) Transactions with Director-Related Entities

Bryan Dulhunty is.a director of CoSA Pty Ltd. CoSA was paid consulting fees of $110,192 (2005: $105,398)
by P5|ron $65,978 {2005: $25,937) by Analytica Ltd and $27,993 (2005: $41,195} by IDAL on normal
commercnai terms for the provision of financial management and company secretarial services.

23. EVENTS SUBSEQUENT TO REPORTING DATE
a) Majog;\/iroTarg Licence Milestone

Prior to thc end of the financial year, a significant milestone, the production of sufficient virus for Phase
{ human trials as set out under the ViroTarg Development and Licence Agreement, was achieved. This
trlggere,d a $2 million payment that was included in trade creditors at 30 June 2006 and paid subsequent
to the ehd of the financial year. The milestone also triggered the issue of 1,000,000 shares to ViroTarg that
were issued prior to 30 June 2006.

b} Lease of Virus Packaging and Dispensing Facility

Subseq t;ent to the end of the financial year the company has entered into a 6 month extension of the lease
at the laboratory situated at The Australian National University with an option 1o extend the lease on the

same terms for a further 6 months., '

<) Exten'siqn_ of Research and Development Agreement at The University of Newcastle

The Agfeefnent with the University of Newcastle which covers research and development into aspects of
the oncolytic virus technology in various cancers has been extended for a further 12 months.

No othér matters or circumstances have arisen since the end of the financial year, which signiﬁcant'ly
affected or may significantly affect the operations of the economic entity, the results of those operations
or the state of affairs of the economic entity in subsequent financial years.

24. CORPORATE STRUCTURE

Psiron ﬂtd is a company limited by shares that is incorporated and domiciled in Australia. Psiron Ltd has
prepared an equity accounted financial report incorporating the entities with which it was associated
during the financial year, being:

. Analyt:ca Ltd (ALT) - 26.7% owned by Psiron, and ALT's subsidiaries, Graesser Pty Ltd (100%
‘ owned subsidiary of ALT) and Graesser's wholly owned subsidiaries, YL Brands Pty Ltd - 95% ALT-
. owned subsidiary: a non-trading subsidiary.

. '5 InJet Digital Aerosols Ltd - 45.3% owned by Psiron Ltd.

Psiran also controls 100% of the following non-trading subsidiaries, M5 Therapeutics Pty Ltd, Medical
Innovatlons Ltd and Diagnostics Austratia Pty Ltd.
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Directors’ Declaration

for.the year ended 30 June 2006

i
i

The Directors of the Company declare that:

1. 7 The financial statements and notes of the Company are in accordance with the Corporations Act 2001,
+ and:

5 (a) comply with Accounting Standards and Corporations Regulations 2001; and

' [b) give a true and fair view of the financial position as at 30 June 2006 and of the pesformance for
the year ended on that date.

2. : the Executive Chairman has declared that:

_{a) the financial records of the Company for the financial year have been properly maintained in
' accordance with Section 286 of the Corporations Act 2001;

{b) the financial statements, and notes for the financial year comply with the aceounting standards,;
. and

{c) the financial statements and notes for the financial year give a true and fair view.

3. ' Subject to the reference to Going Concern in Note 1, in the Directors’ opinion there are reasonable
" grounds to believe that the Company will be able to pay its debts as and when they become due
" and payable,

This declaration is made in accordance with 3 resolution of the Board of Directors:

1

Chairman -
Bryan Dulhunty

Signed: 12 September 2006
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Independent Audit Report to the Members of Psiron Ltd

for the year ended 30 June 2006

Scopé_

THE FIﬁANCIAL REPQRT, REMUNERATION DISCLOSURES AND DIRECTORS' RESPONSIBILITIES

The financial report comprises the Income Statement, Balance Sheet, Statement of Changes in Equity,
Cash Flow Statement, accompanying notes to the financial statements and the Directors’ Declaration for
Psiron Ltd (the company} and Psiron Ltd (the consofidated entity) for the year ended 30 June 2006. The
consolidated entity comprises both the company and the entities it controlled during that year,

The company has disclosed information about the remuneration of directors and executives (“remuneration
disclosures ], as required by Accounting Standard AASB 124 Related Party Disclosures, under the heading
of 'Rcmuneratlon Report” on pages 9 to 12 of the Directors’ Report and not in the financial report and as
permlttcd by the Corporations Regulations 2001,

The dir#ctors of the company are responsible for the preparation and true and fair presentation of
the financial report in accordance with the Corporations Act 2001, This includes responsibility for the
maintei:iance of adequate accounting records and internal controls that are designed to prevent and detect
fraud and error and for the accounting policies and accounting estimates inherent in the financial report.

The directors are also responsible for the remuneration disclosures contained in the Directors’ Report.
!!

Audi£ Approach

We conducted an independent audit in order to express an opinion to the members of the company. Our audit
was coﬁducted in accordance with Australian Auditing Standards in order to provide reasonable assurance
as to whether the financial report is free of material misstatement and the remuneration disclosures in the
Directors' Report comply with Accounting Standard AASB 124 and the Corporations Regulations 2001, The
nature pf an audit is influenced by factors such as the use of professional judgment, selective testing, the
inherent limitations of internal control and the availability of persuasive rather than conclusive evidence.
Therefore, an audit cannot guarantee that all material misstatements have been detected.

We performed procedures to assess whether in all material respects the financial report presents fairly, in
accordance with the Corporations Act 2001, including compliance with Accounting Standards and other
ma ndatory financial reporting requirements in Australia, a view which is consistent with our understanding
of the ¢ company 's and the consolidated entity’s financial position and of their performance as represented
by the results of their operations and cash flows and whether the remuneration disclosures in *he Directors’
Report comply with Accounting Standard AASB 124 and the Corporations Regulations 2001

We fo:med our audit opinion on the basis of these procedures, which included:

- . examining, on a test basis, information to provide evidence supporting the amounts and disclosures
" in the financial report and the remuneration disclosures in the Directors’ Report, and

- | assessing the appropriateness of the accounting poficies and disclosures used and the

reasonableness of significant accounting estimates made by the directors.

While we considered the effectiveness of'management's internal controls over financial reporting when

determining the nature and extent of our procedures, our audit was not designed to provide assurance on
internal controls,

Independence

In con#ucting our audit, we followed applicable independence requirements of Australian professional
ethical,pronouncements and the Corporations Act 2001,
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Independent Audit Report to the Members of Psiron Ltd (continued)
for the year ended 30 June 2006

Audit Opinion
In our opinion, the financial report of Psiron Ltd is in accordance with:
i. 1 the Corporations Act 2007, including:

i} giving a true and fair view of the company’s and cansolidated entity’s financial position as at 30
h’ June 2006 and of their performance for the year ended on that date; and
1ii} complying with Accounting Standards in Australia and the Corporations Regulations 2001; and
ii. | other mandatory professional reporting requirements in Austrafia; and
iii. | the remuneration disclosures that are contained on pages 9 to 12 of the Directors’ Report comply with
i Accounting Standard AASB 124 and the Corporations Regulations 200t,
1

" Inherent Uncerta‘ihtv'Rega'rding Continuation as a Going Concern

Wii_hout qualification to the opinion expressed above, attention is drawn to the following matter. As a
reéplt of matters described in Note 1 "Going Concern”, there is inherent uncertainty whether Psiron Ltd will
be-able to continue as a going concern and therefore whether it will realise its assets and extinguish its
Iiaéilities in the normal course of business and at the amounts stated in the financial report. The financial
report does nat include any adjustments relating to the recoverability or classification of recorded asset
amounts or to the amounts or classification of fiabilities that might be necessary should Psiron Ltd not
coq}tinue as a going concern.

BetleysMRI . . . . ... .. RIForbes
Brisbane Partnership Partner
Chartered Accountants

i RN

12 September 2006
. Brisbane
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Shareholders Information
for the year ended 30 June 2006

ASX ADDITIONAL INFORMATION

Additional information required by the Australian Stock Exchange Ltd and not shown elsewhere in this
report is as follows. The information is current as at 25th September 2006.

|
a) Twcn:ty largest shareholders

The names of the twent-y.largcst holders of quoted shares are:

NIRRT S

T 'tL;iIs_t.e.d_ pr,din_a_ry_&hqres" I

Number of shares % of ordinary shares

Australi;n Technotogy Innavation Fund Ltd 2132751 9.64%
Nation;fi Nominees Limited ' 14,877,375 6.63%
Davies i\!ominces Pty Ltd 9,250,000 4.18%
Hawking and Birthwright Limited . 6,000,000 271%
Yarandi Investments Pty Ltd 4,289,860 1.94%
Mr G Moir 3,890,500 1.76%
MPAMIOI Pty Ltd 3832317 173%
Scicapital Pty Limited 3,206,000 1.45%
The Un%versitv of Newcastle Research Associates Limited 2,770,000 1.25%
Dunscfoft Pty Limited 2,250,000 1.02%
Davies Nominees Pty Ltd {Super Account) 2.000.060 0.90%
Michael Bushell 1,700,000 0.77%
RBC Glbbal Services Australia Nominees Pty Ltd 1,598,271 0.72‘5
P A Hain : o 1,400,000 - 063%
Dalro:s% Pty Ltd : - | 1,386,087 0.63%
Tambien Pty Ltd 1,386,087 0.63%
Mrs K A Sherman 1,350,000 0.61%
Mr G I\;ioir and Mrs A M Moir (Super Fund Account) 1,270,000 0.57%
Ugumiil Pty Ltd 1,187,954 0.54%
PD and LK Paton 1175.214 0.53%
Total 86,147,186 38.84%
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Shareholders Information (continued)
forthe year ended 30 June 2006

b) Distribution of equity securities

The::'number of shareholders, by size of holding, in each class of shares are:

13 1,000 167 111,697

; 634 2,091,304
”‘is;a(l;i"‘ e B 500 4,121,689
10,001 100,000 1182 43,883,558
toq,om and over 329 171,137,756

Total ' 2,812 221,346,504

The number of shareholders holding less than a marketable parcel of shares is 536 and they hold 985,352
securities.

¢} S:ubstantial shareholders

Thé_ names of substantial shareholders who have notified the Conipany in accordance with section 6718
of ﬁhe Corporations Act 2001 are:
{

Augtralian Technology Innovation Fund Ltd holding 9.64% of the issued capital

I

d) Voting Rights

' AIIfbrdinary shares carry one vote per share without restriction.

i
1
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PSIRON LIMITED
ACN 010657 351

Notice of Annual General Meeting

3
"

The Annual General Meeting of Psiron Limited (‘Company’} will be held at 10:30 a ‘Thursday,
23 November 2006 in the Darwin/Perth Room, The Meuznes Sydney, Accor Hotels, 14 Carrington
Street, Sydney NSW 2000,

ORDINARY BUSINESS
Fmancnal Statements and Reports

To receive and consider the Financial Statements and the reports of the Directors and Auditor
for the year ended 30 June 2006.

To cons“ide.r and, if thought fit, to pass the following resolutions:

1.

SPECIA"L BUSINESS

3.

a dzrector

DIRECTORS’ REMUNERATION REPORT °

To consider and, if thought fit, to pass the following in accordance with s250R(2) of the
Corporatlons Act:

That the section of the report of the Directors in the 2006 Annual Report dealing with
the remuneration of the Company's Directors, and Senior Executives (‘Remuneration
Report '} be adopted.’

NB This resolution shall be determined as if it were an ordinary (majority)} resolution, but

under 5250R(3) of the Corporauons Act, the vote does not bind the Directors of the Company,

A | N l i oS e
RE-ELECTION OF MR BRYAN DULHUNTY AS DIRECTOR
Tq consider, and if thought fit, pass the following resolution as an ordinary resolution:

‘That Mr Bryan Dulhunty who, in accordance with article 57.1 of the Constitution of the
Company retires by rotation and being eligible, offers himself for re-election, be re-elected as

ST SR T P : Y

RATIFICATION AND APPROVAL OF PREVIOUS ALLOTMENT AND
lSSUES OF SECURITIES o

To con51der and if thought ﬁt pass lhe followmg resoluuon as an ordmary resolution:

That Jor the purposes of Listing Rule 7.4, shareholders ratify and approve the following
tssues of securities:

(a) 896,918 ordinary shares to sophisticated and professional investors being clients of
' DFS Equities as part of a placement made at $0.175 per share on 15 March 2006 on
the terms set out in the Explanatory Memorandum;

(b) 11,957,336 ordinary shares to sophisticated and professional investors being clients of
! Novus Capital Lid (formerly AXIS Financial Group (Australia) Limited) as part of a
Placement made at 30.15 per share on 9 May 2006 on the terms set out in the
Explanatory Memorandum;

(c) 2,175,000 ordinary shares to sophisticated and professional investors being clients of
: Novus Capital Ltd (formerly AXIS Financial Group (Australia) Limited) as part of a
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placement made at $0.15 per share on' 25 May 2006 on the terms set out in the
Explanatory Memorandum;

(d) . 1,000,000 ordinary shares to ViroTarg Pty Limited on 30 June 2006 on the terms set
A out in the Explanatory Memorandum,

APPROVAL OF ALLOTMENT AND ISSUES OF SECURITIES - VIROTARG
MILESTONE SHARES

To consider, and if thought fit, pass the following resolution as an ordinary resolution:

‘That for the purposes of Listing Rule 7.1, shareholders approve the issue of 15,500,000
qrdinmy shares to Virotarg Pty Ltd on the terms set oul in the Explanatory Memorandum.’
ISSUE OF OPTIONS TO MR BRYAN DULHUNTY

To consider, and if thought fit, pass the following resotution as an ordinary resolution:

‘i’har, pursuant to section 208 of the Corporations Act and Listing Rule 10.11, the members of
the Company approve the granting of the following performance based options 1o Bryan
Du.’humy the Executive Chairman of the Company, and on the terms set out in the
Explanatoo: Memorandum:

ThomrE ’(Zlil)" * Production of 2™ type of Good Manufacturing Practice (GMP) like virus — 250, 000

: exercisable at 35 cents per option;
(b) GMP virus production — 500,000 exercisable at 40 cents per option;
(c) Commencement of intratumoral (IT) trial — 250,000 exercisable at 30 cents per option;
( ci) -+ Commencement of intravenous (I'V) trial — 250,000 exercisable at 30 cents per option:
(§) 1* Collaboration — 250,000 exercisable at 35 cents per option:

(t) ., 24 Collaboration — 250,000 exercisable at 40 cents per option;
(@ T On commencemem of permanem role as t;xeq__mve Chmrman 250,000 exercisable at

‘1:-{1'-

30 éenis pér option.:

NB: If approval is given under Listing Rule 10.11 approval is not required under Listing Rule 7.1, as set out in
the Explanatory Memorandum.

ngROVAL TO REPEAL AND REPLACE THE COMPANY
CONSTITUTION

'i'o consider, and if thought fit, pass the following resolution as 2 special resolution:

Thar in accordance with section 136 of the Corporations Act 2001, the Company adopt the

‘ Consmunon tabled at the Annual General Meeting, and signed by the Chairman for the

purpas‘e of identification, as its Constitution in substitution for and to the exclusion of the
Company's existing Constitution which, on the passing of this resolution, is repealed’.

¢HANGE OF COMPANY NAME
To consider, and if thought fit, pass the following resolutton as a special resolution;
{That the Company change its name from Psiron Limited to Viralytics Limited."

Bryan Dulhunty
Executive Chairman
Date 19 October 2006
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Voting excluswn statement !
In accordance with ASX Listing Rules, the Company will disregard any votes cast on;
(a) resolution 2 & 5 by Mr Bryan Dulhunty and any associate of Mr Bryan Dulhunty;

(b) resolution 3 by DFS Equities, Novus Capital Ltd (formerly AXIS Financial Group
(Australia) Limited), ViroTarg Pty Limited, The University of Newcastle Research
Associates Limited, Dr Darren Shafren or SciCapital Pty Limited and any of the
allottees and any associate of those persons;

{©) resolution 4 by ViroTarg Pty Limited, The University of Newcastle Research
i Associates Limited, Dr Darren Shafren or SciCapital Pty Limited and any associate of
those persons;

However, the Company need not disregard a vote if it is cast by such a person as proxy for a
person who is entitled to vote, in accordance with the instructions on the proxy form; or it is
cast by a person chairing the meeting as proxy for a person who is entitled to vote, in
a{:cordance with a direction on the proxy form to vote as the proxy decides.

Fﬁrther information in relation to these resolutions is set out in the Explanatory Memorandum
which accompanies this Notice of Meeting.
I

NOTES"
En!itlem:ent to Vote

For the purposes of the Annual General Meeting, in accordance with Regulation 7.11.37 of the
Corporations Regulations 2001, the Board has determined that for the purposes of the meeting all
shares in the Company will be taken to be held by the persons set out in the register of sharcholders at
7pm (Sydney) on 21 November 2006. Accordingly, transactions registered after that time will be
disregarded in determining sharcholders entitled to attend and vote at the Annual General Meeting of
the Comp'any

How to Vote

You may vote by attending the Annual General Meeting in person, by proxy or authorised
representative.

Voting m Person

To vote m pcrson attend thc Annual Gcneml Meetmg on thc date and at the place set out above.
o o BT AN

_ Votmg by Proxy

To vote by proxy the proxy form (and the ongmal or a certified copy of any power of attorney under
which it is signed} must be received by the Company not later than the close of business on 21
Novembcr 2006. Any proxy form received after that time will not be valid for the scheduled meeting.

‘Documcnts may be lodged: !
. by delivery to Link Marketing Services Limited, Level 12, 680 George Street, Sydney NSW
2000 or

. by mail to Link Marketing Services L1m1tcd Locked Bag Al4, Sydney NSW 1235 or
. by facsimile to +61 (02) 9287 0309 Your proxy form (contammg complete details of how to

S yote by, proxy). accompames this Nonce of Meeting... . ...« e o iy n e .
wrrer et —msme Yo ur proxy form. (contammg comple?e detatls*of how-to- vore by*proxy)taccompames thts Nouce Of e v
Meenng
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This Expianatory Memorandum accompames the Notice of Annual General
Meeting of shareholders for Psiron Limited (‘Company’).

Ordinarfy business

Financial Statements and Reports

The Corporations Act 2001 requires that the report of the Directors, the report of the Auditor and the
financial reports be presented to the Annual General Meeting. In addition the Company’s Constitution
provides for such reports and statements to be received and considered at the meeting. Apart from the
matters involving remuneration which are required to be voted upon. neither the Corporations Act
2001 norlthe Company’s Constitution requires a vote of Shareholders at the Annual General Meeting
on such reports or statements, however. Sharcholders will be given ample opportunity to raise
questions with respect to these reports and statements at the meeting.

In additié'u to asking questions at the meetihg, sharcholders may address wrilten questions to the
Company’s Auditor which are relevant to:

(a) lhie content of the Auditor’s Report 1o be considered at the meeting; or
) tﬁe conduct of the audit of the annual financial report to be considcred at the meeting.
Written quesnons to the auditor must be submitted by no later than 15 November 2006 to:

Company, Secretary

- Psiron Limited

Level 1, 82 Waterloo Road, Sydney, Australia
Fax: +6l (02) 9889-1288
Email: mvestomlatlons@psncn.com

n . . o L

RESOLUﬂON 1- Dnrectors Remuneratlon Report

The Corporations Act 2001 requires that the section of the Directors’ report dealing with the
rermmeration of Directors, and up to 5 senior executives (‘Remuneration Report’) be put to
Shareholders for adoption by way of a non-binding vote.

The Remuneration Report may be found in the Annual Report.

. Following consideration of the Remuneration Report, the Chairman will give sharcholders a

reasonable opportunity to ask questions about or to make comments upon, the Remuneration Report.

RESOLUTION 2- RE-ELECTION OF MR BRYAN DULHUNTY AS DIRECTOR

- Fertiginr 44 ;.‘,\;

Role: Execunve Chairman

Appomted 10 April 2006

MR BRYAN DULHUNTY BE¢ ACA - EXECUTIVE CHAIRMAN

Mr Du[hilmty is a Chartered Accountant with over 25 years experience. Bryan has been involved in the
blotec!mology industry for over 12 years in both listed and non-listed public compantes at a senior
level. Bryan is curremly both a director and Company Secretary of a number of listed and non-listed

. biotechnology companies. Bryan's prior cxpencnce was with a major international accounting firm

and one of the world’s largest international companies. In 2001, Bryan founded CoSA Pty Lid as an
mdependent firm providing Corporate Compliance, Financial Management and Company Secretanial

“services” to the’ biotechnology industry. Mr. Dulbunty resigned as a director of the listed entity
15 ,AnalyucaLtdecoember 2005 simrinder st IR S T e R R DR T BN e
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Speciaﬂl business

RESOLUTION 3 RATIFICATION AND APPROVAL OF PREVIOUS ALLOTMENT
OF SECURITIES

The purpose of these resolutions is for sharcholders to approve/ratify, pursuant to Listing Rule 7.4,
issues of securities which occurred during the 12 months before the date of this Annual General
Meeting which count toward the Company’s 15% limit under Listing Rule 7.1.

Listing Rule 7.1 provides that (subject to certain exceptions, none of which is relevant to the issues of
securities. noted below) prior approval of shareholders is required for an issue of securities if the
securities: will, when aggregated with the securities issued by a company during the previous 12
months, exceed 15% of the number of the shares at the commencement of that 12 month period.

The allotment and issue of shares and options detailed in these resolutions did not exceed the 15%
threshold* However, Listing Rule 7.4 provides that where a company ratifies an issue of securities, the
issue will be treated as having been made with approval for the purpose of Listing Rule 7.1, thereby
replenishing that company’s 15% capacity and enabling it to issue further securities up to that limit.
These resolutions propose the ratification and approval of the allotment and issue of shares for the
purpose of satisfying the requirements of Listing Rule 7.4.

The mformanon reqqued to be provided to shareholders in relation to the approvals as specified in
Listing Rule 7.5. is set out following. The relevant issues of shares are listed on a chronological basis
so0 as to give a context and ilfustrate the rationale of each issue. In each case, the shares issued were

ordinary shares ranking pari passu (equally) with other ordinary. shares.on issue and were issued -

subject to, the normal terms of ordinary shares under the Company’s Constitution.

Date of'é Number

issue and class of

Issue price

" Persons to whom

securities were issued .

Use of funds

IO S T, P
.y .

securities’
; issued ,
15/03/06 :! 896,918 $0.175 per share Sophisticated and Issued as partof a
+ 1 ordinary professional investors who | placement. Funds
shares are clients of DFS Equities | used for general
. working capital.
$0.15 per share Sophisticated and Issued as part of a

09/05/06 * | 11,957,336
+ | ordinary
shares

professional investors who
are clients of Novus
Capital Lid (formerly
AXIS Financial Group
{Australia) Limited

placement. Funds
used for general”
working capital.

25/05/06 | 2,175,000 -

‘| $0.15 per share |

Sophisticated and--.

-Issued as part of a

ordinary professional mvestors who placement. Funds
shares are clients of Novus used for general
Capital Ltd (formerly working capital.
AXIS Financial Group ’ :
. (Australia) Limited
30 June | 1,000,000 Newly issued Virotarg Pty Lid Issued upon

2006 | ordinary
" { shares

ordinary shares for
nil consideration as
per terms of

Licence Agreement

achievement of
milestones under the
Virotarg Licence
Agreement

Other issues of shares during the prévious 12 month period have been in accordance with either
permitted exemptions to Listing Rule 7.1, prior shareholder approval or ASX approval. All new issues
of securities have been announced under Appendix 3B notification to ASX. Details relating to the
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issued capnal of the Company as at 30 June 2006 may also*“be found in the audited Financial

Statements contained in the Annual Report.
|\

RESOLUTION 4 - APPROVAL OF ALLOTMENT AND ISSUES OF SECURITIES -
VIROTARG SHARES

ASX Listing Rule 7.1 prohibits a company, except in certain cases, from issuing new shares and
options equivalent in number to more than 15% of the number of its securities on issue in any 12
month penod, wuhout seeking the prior approval of its shareholders.

By this resolutlon the Company secks to obtain sharcholder approval for a proposed issue of shares in
accordance with the ASX Listing Rules and so as to preserve its ability to issue securities representing
up to 15% of the Company's issued capital over the next 12 months without prior approval of
members

Cn 4 August 2004 the Company informed the market that it had entered into a worldwide licence
agreement {‘Licence Agreement’) with ViroTarg Pty Limited, ABN 43 097 910 713 (*ViroTarg’) and
its major shareholders, The University of Newcastle Research Associales Limited, ABN 97 000 7120
074 (‘TUNRA’) and SciCapital Pty Limited, ACN 094 561 565 (‘SciCapital’). The Licence
Agreement relates to the ongoing development of ViroTarg’s technology relating to the use of
oncolytic viruses (virotherapy) for the treatment of a range of different cancers. Virotherapy uses
viruses to target and destroy cancer cells. These viruses are known as “oncolytic viruses”. ViroTarg's
technology covers use of a “wild type”™ or naturally-occurring virus, the Coxsackie virus, for potential

. use as.an‘anticancer treatment. The Coxsackie virus is otherwise associated with the development of

the comxﬁon cold.

Under the Licence Agreement Psiron funds the continuing rescarch and development of the
technology being undertaken at the University of Newcastle under Associate Professor Darren Shafren

-.and Dr Richard Barry. The potential therapeutic use of oncolytic viruses in a range of cancers such as

LR T

melanoma, breast, prostate, ovarian, colorectal and lymphord is being swudied.

This ma_lor project has refocussed Psiron as an anticancer company. Shareholders approved the initial
consnderanon payable and related issue of shares to Virotarg Pty Ltd and associated parties at the
Annual General Meeting held on 18 November 2004 and a further issue of Shares at the 2005 Annual
General Meeting. Since that time a number of key milestones have been met and announced to the
market. It has always been intended that over the course of the agreement Psiron will acquire an
exclusive licence to the technology following the completion of payment of the consideration to
VlroTarg

The information requirements for sharcholder approval under Listing Rule 7.1 are set out in Listing
Rule¢ 7.3, 'In accordance with those requirements the Company advises:

(a) the Company sceks the approval of sharcholders to issue 15,500,000 shares
# immediately and in accordance with the Virotarg Licence Agreement;
: ‘(b)  the C:oir'\iJaﬁy‘shall issue and allot the shares-for which x:z;iproiral'is sought‘unde:r this
resolution no later than 3 months after the date of the Annual General Meeting;

() the shares shall be issued at the pﬁoe-pu' share equal to the volume weighted average
i price for shares in the Company traded on ASX over the 5 business days prior to issuc;

(d) the shares are to be issued to ViroTarg Pty Ltd, or at its direction, to one or more of
‘ The University of Newcastle Research Associates Limited (TUNRA), SciCapital Pty

Limited or Dr Darren Shafren;

(3] the shares will rank parri passu with other ordinary shares in the Company and the
; Company will seek quotation of the shares on ASX;

(3 the shares are issued as consideration under the Virotarg Licence Agreement,
B accordingly, no additional funds will be mised by the issue of the shares;
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RESOLUTION 5 - ISSUE OF OPTIONS TO MR’ BRYAN DULHUNTY
Grant to Executive Chairman

The Company proposes to issue options to Mr Bryan Dulhunty in his capacity as Executive Chairman
which will be subject to the meeting of centain performance milestones as outlined below.

The options are structured such that they will only vest as and when 51gmﬁcant milestones have been
met by the Company and shareholder value added. All options have an exercise price of at least double
that of recent fundralsmg (rights issue and placements) and the share price as at the date of the Notice
of Meeting. Wlth the milestone based vesting conditions and inherent price hurdle, Mr Dulhunty’s
incentive structure is closely aligned to the interests of the Company and its shareholders.

Approval is sought for the grant of the following options as set out in the table below.

Performance milestone. . .. . ... ; Number Exercise Price
; per Option

Virus Production _

Production of 2* type of Good Manufacturing Practice (GMP) 250,000 $0.35

like virus' :

GMP vims produc:tionz 500,000 $0.40

Clinical tnals

Commencement of mtratumoral (IT) trial 250,000 $0.30

Commencement of intravenous (IV) trial 250,000 - $0.30

1

Research and Development .

Collaborations . . p .

15t Collaboration ' . o : 250,000 $0.35
2™ Collaboration L . : C 250,000 $0.40
On commencement of permanent role as execunve Chairman 250,000 $0.30

! Good Manufacrunng Practice — ‘A standard governing the manufacture of human and animal drugs
and blOlOglCS (ASX Code of Best Practice for Reporting by Life Science Companies).

IGMP standard virus is required for phase II human trials::

Total aggregate funds of $700,000 will be raised by the Company if all of the options vest and are
exerCISecl Funds received upon the exerc1se of any options will be applled to general working capital.

General Information

Section :;08 of the Corporations Act has the effect that; subject to certain exceptions, a financial
benefit must not be given to a ‘related party’ without Shareholder approval. Mr Bryan Dulhunty, is
deemed to be a ‘related party” under section 228 of the Corporations Act and the issue of options is a
ﬁnancml benefit” under section 229 of the Corporations Act. Specific information must be provided
to sharehplders in accordance with section 219 of the Corporations Act and this is set out below.

ASX Listing Rule 10.11 requires the approval of holders of ordinary securities before securities can be
issued to a ‘related party’. The Listing Rules apply the same definition of related party as the
Corporations Act, or a person whose relationship with the entity or related party is in ASX’s opinion,
such that' approval ought to be obtained. Specific information must be provided to Shareholders in
accordnnce with ASX Listing Rule 10.13. and this is set out below.

ThekeytermsoftheOptlonstobelssuedareasfollows Cd e e e e tm e

b s e 4 ...-_.._._._.____.._.._. ==

(a) ‘Mr Bryan Dulhunty (or his nominee) will be issued thnt number of options, at the exercise
* price per option and subject to vesting in accordance with the relevant performance milestones
© stated in the table. above. The Options are also subject to Mr Dulhunty’s continued

employment and/or consultancy with the Company,
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()] The options will be 1ssued as sbon as practicable followmg Shareholder approval, but in any
evenz, not later than 1 month after the date of the Annual General Meeting.

(©) Each option will entitle the holder (or nominee) to acquire one Share.
(d) No nmomt will be payable on the grant of an option.
(e) Any option that is not ¢xercised prior 10 5 pm on 22 November 2013 will expire on that date.

(  If the Company makes an issuc of Shares or other securities, including equity securities
convertible into Shares (‘Further Issue’), a holder of options is entitled to participate in such
Further Issue to the extent required or permitted under the Listing Rules.

(§3] If there is a reorganisation (including consolidation, sub-division, reduction or return) of the
share capital of the Company, the rights of each holder of options issued will be changed to
the extent necessary to comply with the Listing Rules applying to a re-orgams:mun of capital
al the time of the re-organisation.

(h) All Shares issued pursuant to the exercise of options will, subject to the Constitution of the

Company, rank in all respects (other than in respect of dividends, rights issues or bonus issues

! declared prior to allotment) pari passu with the existing Shares at the date of issue and
‘ allotment

0] The options will not be quoted on ASX. The Company intends to apply to ASX for quotation
of any Shares acquired on exercise of the Options.

Valuation

AASB 2 and TFRS Standard (No. 2) deal with share based payments. Consistent with those standards,

the Company discloses the following information concerning the value of the opuons to be issued to

;L LIMr B:yan Dulhunty. A fair value for the options 1o be issued has been calculated using the Australian

' Taxauon Office valuation method {which is similar to the Black Scholes methodology) and based on a

number of assumptions, set out below, with an adjustment to the expected life of the opticn to take

account of limitations on transferability. The Board believes this valuation model to be appropriate to

the cu‘cumstances and has not used any other valuation or other models in proposing the terms of the
options. |

The Bo:md draws Shareholders’ attention to the fact the stated valuation does not constitute and should

. +. Tot be takm as audited ﬁnancual information. The reportable value of the employee benefit expense in
subsequem financial periods may vary due to a range of timing and other factors. In particular, the
figures are relevant to 6 October 2006 the day lmmcdiatcly preceding the Board approval for the issue
of options subject to Shareholder approval.

A .—r . -

(n The option value has been calculated using an Australian Taxation Office valuation method
(whlch is similar to the Black Scholes methodology). The value calculated under those tables is

|
| . _ ) Mr Bryan Dulhunty
" | Share price 6 October o $0.135
Volatility 51.5%
Dividend Yield (estimatc) , . 0%
Expiry Date 22 November 2013
Exercise (strike) price
750,000, 3$0.30
500,000, 3035
750,000, $0.40
Risk free rate (5 yr bond rate) . 6%
Option Value ¥ $Nil
- - - - :':ji::_,j._- AL Ehitaaen b tr-t'rrsrs\, Err-gasy _lu,:s:;, frf i Qabardad TR N s cm_ e - . e
. ; Aggmgal.e if all mllcstones aclueved
Number of Options issued . L T . 2,000,000
Emplo'):& benefit expense L N R ' Nil
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a function of the current valie of the underlying shares the subject of the option, the exercise
price of the option and the exercise period.

Variatioig in the event of share price increase

With the exception of the sign on options, it is proposed that should the share price increase to higher
than 15 cents per share between the date of the Notice of Meeting and the granting of the options then
the exercise price of options will increase so that the exercise price of the 30 cent options remains 15
cents above the 30 day volume weighted average price preceding the date of grant, the 35 cents
exercise price options remains 20 cents above the 30 day volume weighted average price preceding the
date of grant and the 40 cents exercise price options remains 25 cents above the 30 day volume
weighted average price preceding the date of grant. This will ensure that the options will have
minimal if any value at the time of grant.

i . - — . .
Remunératlon‘ LR R E) A e Al S A AR = I RN - P B ML Ay 5 ke TRTUET

The follo‘ﬁng table sets out fees received by Mr Dulhunty for the year ended 30 June 2006:

Mr Bryan Dulhunty

Annual Director’s fees (inclusive of superannuation where
applicable) $60.212

" Base aﬁnual salary (inclusive of superannuation where applicable) -

Equity;;based compensation (12 months to 30 June 2006) -

|

During the year ended 30 June 2006 CoSA Pty Ltd (a company related to the director) provided
Company Secretarial and Management services amounting to $110,192. These fees include
t'undralsmg activities such as the Company’s successful $6.6 million underwntten rights issue
prospecrus conducting Executive Chairman’s duties since April 2006, providing Company Secretarial
Servncesldunng the year and acting as CFO since February 2006 and managing the Company’s
intellectual property arrangements under the Virotarg Licence.

On Mr Dulhunty accepting the permanent role as Executive Chairman, the existing services agreement
with CoSA Pty Ltd will be terminated. Mr Dulhunty, upon accepting the permanent role as Executive
Chairman, will be paid an annual remuneration of $200,000 and not receive any directors fees.

Existing' interests and the dilutionary effect on other members interests
The ef‘fect that the exercise of the options will have on the interests of the Director relative to other

‘members interests is set out in the followmg table; The table assumes no further issues of Shares iy

or reconstruction of the capital of the Company during the time between issue and exercise of the

Option. .

As atl'tl'n_% date of this Notice of Meeﬁng.

The total number of Shares on issue in the capital of the 221,346,504 ordinary shares in

Compzmy . Psiron Limited

Shares curreutly held by Director (including indirect interests) | 625,000 ordinary shares in Psiron
: Limited

% of Shares current!y held by Director . . .. . .| 0.002% of the ordinary shares in
! . . - { r-- -Psiron Limited

Options held by Dlrector prior to Annual General Meeting ' - ' : :

(mcludlng indirect interests) . . ) 1,000,000 Options

Options ;0 be issued under this resolution to Director following

Annual General Meeting 2,000,000 Options -
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Shares thal will be held folio\wng the exercise of all Opuons ) 3,625,000 ordinary shares in

held by Director _Psiron Limited
% of Shz;rgs that would be held by Director assuming no other 1.6% of the ordinary shares in
Options held by other parties were exercised Psiron Limited

% of Shares that would be held by Director assuming all other 1.5% of the ordinary shares in
Options held by other parties were exercised (fully diluted basis) Psiron Limited

For corporate governance reasons, because this resolution relates to options proposed to be issued to a
Diroclor your Directors make no recommendation in respect of your vote on this resolution.

RESOLUTION 6 — APPROVAL TO REPEAL AND REPLACE THE COMPANY
CONSTITUTION e -

A company may modlfy or repeal 1ts constitution or a provision of its constitution by special
resolution - that is, a resolution passed by at least 75% of the votes cast by or on behalf of members
entitled to vote on the resolution. Resolution 6 is a special resolution which will enable the Company
to adopt a new constitution,

Since the adoption of the Company’s current constitution there have been a number of significant
amendments to the Listing Rules of Australian Stock Exchange Ltd (‘ASX Listing Rules’) and the
Corporations Act 2001 (Cth) (previously the Corporations Law) which need to be incorporated into
the Company's constitution. Given the large number of proposed changes which would need 1o be
made thi"oughoul the existing constitution, it is more appropriate to adopt a new constitution than to
put forward a resolutzon proposmg amendments to the Company's exlsnng constitution.
Ix

" A'copy of the proposod constllutlon has been provnded to ASX pnor to despatch to shmeholders of
. this nouce of meeting. ASX has reviewed the proposed new constitution and confirmed that it is not
mconsnslem with the ASX Listing Rules. It is not practicable to list all of the changes to the
Constitution in this Explanatory Statement and Shareholders are invited 1o contact the Company if
they have any quenes or concemns. For this purpose, a copy of the proposed new Constitution is
avallable for review by Shareholders at the office of the.Company and on the Company’s website at
www.psiron.com. A copy will be available for inspection at the meeting. A copy of the proposed new
constitution will also be sent to Shareholders on request prior to this meeting free of charge. Adoption
of a new constitution will provide consistency between the Company’s constitution and the ASX
Listing Ruleleorporations Act 2001 (Cth). .

. The dlrectors lmammously n:commend that shareholders vote lll favour of this resolution.

. e Iz K] Sas ses 4§, - . 1 .
TR g T e ECRR L rlF & Pe vttt e A A I S

RESOLUTION 7 - CHANGE OF COMPANY NAME

The dmeclors propose that the Company change its name from ‘Psiron Limited” to “Viralytics Limited
- for several Teasons.

The dlreclom consider that the current name does not properly reflect the new phase that the Company
5 entcnng into. The Company has achieved significant milestones of late and believe that a ‘re-
branding” of the company is appropnate at this stage of the Company’s growth. The Directors believe
that this"ncw name miore accurately reflects the proposed future operations of the Company.

For the Company to chnnge its name, its proposed new name needs to be adopted by a special

“: resoluuon 'If resolution 7 is passed, it is intended that the Company’s change of name will take effect .

as socn as possible. The exact date on which the change of name will take effect will be the date on
which ‘the Australian Securities and Investments Commission alters details of the Company’s
registration to reflect the change (which will occur once the resolution is passed and the relevant ASIC
form is lodged).

The directors unanimously recommend that shareholders vote in favour of this resolution.
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FOIRUN LIMITED

ABN 12 010 857 351

FiCdae TSI YOUT FTUAY TNins &,
Link Market Services Limited

Level 12, 680 George Street, Sydney NSW 2000

R + pe e Locked Bag A14, Sydney South NSW 1235 Australia

Telephene: (02) 8280 7454

APPOINTMENT OF PROXY

If you would like to attend and vote at the Annual General Meeting, please
bring this form with you. This will assist in registering your attendance.

|/We being a merhber(s) of Psiron Limited and entitled to attend and vote heraby appoint

Facsimile: (02) 9287 0308
ASX Code: PSX
Website: www.linkmarketservices.com.au

the Chalrman OR if you are NOT appointing the Chairman of the
u of the Meeti ng Meeting as your proxy, please write the name of the
{mark hox) person or body corporate (excluding the registered
securityholder) you are appointing as your proxy

or failing the personfbody corpeorate named, or if no person/body corporate is named, the Chairman of the Meeting, as my/our proxy to act generally at
the mesting on myfour behalf and te vote in accordance with the following instructions (or if no directions have been given, as the proxy sees fit) at the

Annual General Meetmg of the Company to be held at 10:30am on Thursday, 23 November 2006 and at any adjournment of that meeting.

Where more than one proxy is to be appointed or where voting intantions cannot bo adequately expressed using this form an additional form of proxy is .
available on mquest from the share registry. Proxies will anly be valid and accepted by the Company if they are signed and received no later than 48 hours

befora the meatmg The Chairman of the Meeting intends to vote undirected praxms in favour of all itams of business.

E To direct your proxy how to vote on any resolution please insert E in the appropriate box below.
i

) ) For  Against Abstain” For  Against Abstain®
Resolution1 ' Resolution 5 te
Directors’ Remun@lration Report Issue of Options to Bryan Dulbunty
Resolution2 Resolution 6
Re-election of Mr Bryan Dulhunty as Approval to Repeal and Replace the
Director Company Constitution
Resolution 3 ;
Ratification and Approval of Pravious g:;?gl: g,o go;’rlpany Name

Allotment and Issue of Securities

Resolution 4
Approval of Allotment and Issues of
Securities - Virotarg Milestone Shares _

reat o - IR R T S N
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. IMPORTANT: FOR ITEM § ABOVE

)| if the Chairman of the Mesting is appointed as your proxy, or may be appointed by default and you do not wish to direct your

. proxy how to vote as your proxy in respect of ltem 5 above, please place a mark in this box. By marking this box, you acknowledge
that the Chairman of the Meeting may exarcise your proxy even though he/she has an interest in the outcome of that Item and

. that votes cast by him/her for that ltam, other than as prexyholder, would be disregarded because of that interest. If you do not

I mark this box, and you have not directed your proxy how to vote, the Chairman of the Meeting will not cast your votas on ltem 5

i and your votes will not be counted in calculating the required majority if a poll is called on this Itam.

i The Chairman of the Meeting intends to vote undirected proxies in favour of Itam 5.

* If you mark the Abstaln box for a particutar ltem, you are directing your proxy not to vote on your behalf an a show of hands or on a poll and your votes will not ba countedin
computing the raqutred majority on a poll.

ﬂ SIGNATURE OF SECURITYHOLDERS - THIS MUST BE COMPLETED
Securityholder 1 {Individual) Joint Securityholder 2 {Individual) Joint Securityholder 3 (Individual)

+
H
A

Sole Director and Sofe Company Setretary  Director/Company Secretary {Delete one) Director

This form should be sognad by the securityholder. If 2 joint holding, either securityholder may sign. If signed by the sacurityhoider’s attorney, the power of attomey must have
been proviously noted by the registry or a certified copy attached to this form, if exsculed by a company, the form must ba exscutad in accordanca with the securityhoider's
constitution and me‘porpuaﬁans Act 2001 (Cwith).

Link Market Services Limited advises that Chapter 2C of the Corporations Act 2001 requires infarmation about you as a securityholder {including your name, address and
details of the securities you hold) to be inctudad in the public register of the entity in which you hold securities. Information is collectad to administer your securityholding and

if soma or all of the information is not collected then it might not be poessible to administer your securityholding. Your personat information may be disclosed io the entity in .

'whith you hold secunt:es You can oblaif acCess 1 your personal information by Contacting iis at he 2ddress of talaphona RUMber SHown on this 1M, CUr privacy policy jisT="
available on our websue {www linkmarkatservices.com.au}.
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How to coinplete this Proxy Form

i Vs ‘- e en
1 Your Name ‘and Address 7
This is your name and address as it appears on the company’s share register. !f thzs information is incorrect, please make the correction

on the form. Shareholders sponsored by a broker should advise their broker of any changes. Please note: you cannot change ownership
of your shares using this form.

JUT XV

2 Appointment of a Proxy

I you wish to appoint the Chairman of the Meeting as your proxy, mark the box in section A. If the person you wish to appoint as your proxy
|ssomeoneomerthanme(:ha|mmofmeMeemg ptease write the name of that person in section A. If you leave this section blank, or
yournamedpmxydoes not attend the meeting, theChalrmanoftheMeeﬁngwﬂEbeyourpmxy A proxy need not be a shareholder of the
company. A'| pmxy may be an individual or a body corporate,

3 Votes on ltems of Business

You should direct your proxy how to vote by placing a mark in one of the baxes opposite each item of business. All your shares will be voted
in accordance with such a direction unless you indicate only a portion of voting rights are fo be voted on any tem by inserting the percentage
or number of shares you wish to vote in the appropriate box of baxes. If you do not mark any of the baxes on the items of business, your
proxymayvoteasheorshedlooses. If you mark more than one bax on an itemn your vote on that item will be invalid.

4 Appomtment of a Second Proxy

You areenhﬂed toappo:nt up to two persons as proxies to attend the meeting and vote on a poll. if you wish to appoint a second proxy, an
addxhona! Proxy Form  may be obtalned bytelepmmng the company's share registry or you may copy this form.

Y

To appoint a second praxy you rmst

(a) on each of the first Proxy Form and the second Proxy Form state the percentage of your vmlng rights or number of shares applicable
“ o thatform {f the appointments do not specify the percentage or number of votes that each proxy may exercise, each proxy may exercise
half your votes. Fractions of votes will be disregarded.

(b) remm bofh forms togelher

HA I i ]

5 Slgnmg Instructions
You must sign this form as follows in the spaces provided:

Individua!: | where the holding is in one name, the holder must sign.
I
Joint Holding: where the holding is in more than one name, either securityholder may sign.

Power of Attorney: to sign under Power of Attorney, you must have already lodged the Power of Atiorney with the regstry. If you have not
j previousty lodged this document for notation, please attach a certified photocopy of the Power of Attomey to this form
| when you retumn it.

Companies: where the company has a Scle Director who is also the Sole Company Secretary, this form must be signed by that
. person. If the company {pursuant to section 204A of the Corporations Act 2007) does not have a Company Secretary,
;} aSole Director can also sign alone. Otherwise this form must be signed by a Director jointly with either anothes Director
f’ ) ora Company Secretary. Please indicate the office held by signing in the appropriate place.

ifa representahve of the corpo:atton is to attend the meeting the appropriate "Certificate of Appointment of Corporate Representative” should
beproduced pnoftoadm:ssnon Aformofmecemﬁcatemaybeobtaxmdfrommemmpmy'ssharereglsw

Lodgemeﬂtofa Proxy,, IR ::_‘.'.f.' R .,..".;,M_ .-:.t‘.‘::,:_-;::::—;;::;~_~:= :ﬂ:-':-..;-:;,‘_,‘_v

This Proxy Form (and any Power of Atmmey under which it is sngned) mirst be received at an address given below by 10:30am on Tuesday,
21 November 2006 being not fater than 48 hours before the commencement of the meeting. Any Praxy Form received after that time will not
be valid for the scheduled meeting.

‘Proxy forms rnay be lodged using the reply paid envelope or:

- by posting; delwery or facsimile fo Psiron Limited share registry as follows:
Psiron Limited
C/- Link Market Services Limited
Locked Bag Al4
Sydney South NSW 1235 R SV
Facsimile; (02) 9287 0309 ’

~ delivering l}h’) Level 12, 680 George Street, Sydney NSW 2000.
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Date: 31st October 2006
!w
ASX Release: Quarterly Cash flow — Appendix 4¢

J
The quarter ended 30 September 2006 saw the finalization of the Company’s $6. 6m
prospectus and the Company’s successful reinstatement on the Australian Stock Exchange on
31 Augusl 2006.
et s a e 200 qertrISr TREMC IR S LA s T
The Company has continued to fulfil all of its internal operational goals and is on target to
me‘el its objectives as set out in the May 2006 prospectus.

FINANCE: Of the $6.6m raised under the Prospectus, $4.0m was raised in the September
qu;i'rter. Costs for the entire prospectus were paid in the quarter and amounted to $460k.

lNTELLECTUAL PROPERTY: As prevrously announced the Company paid its final cash
rrulestone of $2.0m to ViroTarg Pty Ltd in July 2006. As set out-in the Notice of
Shareholders Meeting, which-has been sent to sharcholders, the Company, subject to

shareholder approval’at'that meeting, intends to issué the remaining milestone shares which ™

wnll allow the Company to move from a licence of the Intellectual Property 10 full ownership.
Durmg the quarter, the Company also invested a further $130k- in Inlet Digital Aerosols
Lumlcd in support of a prospectus issued by that company.

ORERATING'ACTMHES: The Company spent $1.1m on operations during the quarter.
This ‘expenditure is expected to be reduced in future quarters as cost cutting programs
continue to be implemented. The Company is focused on cutting its overhead and corporate
costs and directing funds to strengthening its Intellectual Property portfolio, a focused
res'earch and development program and expanding its clinical trial program.

Research and Development Program: The Company spent 3549k on research during the
quarter This expenditure will be reduced in future quarters as a result of a newly focussed
Research and Development program that was implemented on 1 August (previously the
Company had a 2 year research program ending on 31 July 2006). The emphasis on research
for the next 12 months is to extend the range of cancers that can be treated with Virotherapy
and to investigate the possible use of combination therapies that if successful, may increase
the' effectiveness of existing cancer treatments. The new research program is currently
meetmg the nominated goals.

Cli_nical Trial -Program: The Clinical Trial program has the major goal of commencing
mtfrltiple human trials. The Company believes it is on track to meet these goals as set out in
the May 2006 prospectus. It is expected that the first trials entered into by the Company will
be:

!
" Level 1, 82 Waterloo Rd, NORTH RYDE NSW 2113 AUSTRALIA

t+8129839.1200 . f+61 29889 1288 psiron@upsiron.com -
PSIRONLTD ABN 12010657 351  www.psiron.com .




‘. a) A Phase I dosc escalation muatumoural melanoma trial to test for safety and potential

v ‘efficacy using CAVATAK™. The Company is awaiting approval from an ethics

:I committee.

} ' b) A Phase U1 trial of CAVATAK™ delivered via the intravenous route to target ICAM
and/or DAF expressing solid tumours (i.e. prostate, breast, melanoma etc)

i ¢) ' The Company is also investigating additional human trials usmg CAVATAK™ in the

| current financial year.

Virus Testing: Before human trials can be commenced, the testing of CAVATAK™ for

adventitious agents must be completed. Testing is being conducted by independent bodies. To
date no adventitious agents have been detected. Results from this panel of tests are expected
m‘ the current quarter.

f

Vlrus Production: Research into optimization of production of CAVATAK™ has been

: _progressmg well within the quarter Implementmg such optrrmzatlon methods should reduce

o the time period for production and potermally increase the yield of CAVATAK™.

Corporate Activities: The Company armounced the commencing of trading of its American
Depository Receipt (ADR) during October 2006.

INVESTMENTS: |
1
o CBlo lelted CBio has announced that it is undertaking commercmhsatron discussions of
v - its! product CPN]O Psiron. owns 1,200,000 shares: (4.6%) of: CBio. For further information
please refer to the CBio website’ www.cbio.com:

Adalyuca Limited (ASX code ALT): Analytica has announced it has received TGA
approva! to distribute a range of medical products from its Chinese joint venture partner.
Psiron owns 26.7% of Analyuca For further information please refer to the AnalyUca

g ;~.;.-. websne WWW, analvocaitd COm ..
[l oot Cor

InJet Dlgltal Aerosols Lmnted ([DAL) [DAL completed a smal] fund raising dunng the
quar{er to raise working capital. IDAL has a licence agreement with Canon Inc, who is
developing the Intellectual Property, the subject of the licensing agreement, with the aim of
commercialization.

" '___-TlgeAppe'ndix;% isattached. . . . L e d Ll e

| -
Bryan Dulhunty
Executive Chairman




c__‘_"') %
i o o Appendix 4C
B s Quarterly report for entities
';l KU S ' admitted on the basis of commitments
: : Rule 4.78

; Appendix 4C

A " Quarterly report
“ for entities admitted
on the basis of commitments

Introdnced 31/3/2000. Amended 3052001
N
po

Nathe of entity

Psiron Limited } i
[ i
ABN . Quarter ended (“current quarter™)
| 12010 657 351 30 September 2006

i T : i
Consolidated statement of cash flows
i

! ' Current quarter |- Year to date
Cash flows related to operating activities $A°000 (3 months)
: : SA’000 o
L.t |I Receipts from customers ‘ v - - - !
1.2 | Payments for (a) staff costs ’ {109) ‘ (109)
. (b) advertising and marketing - .
g (c) research and development (549) (549)
: (d) leased assets - . -
jl A i ...(¢) other workmg capital ) ; wn| - . 437) .
13 | Dividends recelved i - : - {
14 [nterest nnd thy 1tems of a snmlar nature f ! !
' NS i 33. | 33 I
1.5 4 [nterestand ‘other costs ofﬁnance paxd ! (1) - KU l
1.6 | Income taxes paid i - i - !
1.7 | Other (provide details if matenal) - : -
Net operating cash flows ¢ (1,063). , (1,063) .

+ S{ele chapter 19 for defined terms,

30/9/2001 oo - _ : Appendix 4C Page 1
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Quarterly report for entities e e e
.m%mitted on the basis ofcpmmi_tments _ R

. Current quarter Year to date
! $A’000 {3 months)
; . $A°000

i
i
i

L8]  Netoperating cash flows (cdrfied forward); I fsort 7 (L069) | L T T (1,069)

19 Payment for acquisition of:
{a) businesses - -
(b) equity investments (130) (130)
(c) intellectual (2.000) (2.000)

!
i Cash flows refated t6 investing activities
|

propesty
{d) physical non- - -
: current assets ' - {13) 13
{e) other non-current
assets - -
Proceeds from disposal of
{a}businesses - -
{b) equity investments - . -
y ‘ (¢} intellectual : -

currenl assets -

R B TTe T I . property .
T () physical non- -

. {c)other non-current
i assets - . ) -
LIY  Loans 1o other entities ‘e - - - T
1.12]  Loans repaid by other cutitics : . -
L13] . Other (provide details if umterial) - SR

Net investing cash Bows (2.143) (2,143)

1.14]  Total operating and investing cash flows , 3206 | - (3,206)
R ' ! ' ’ ’ :

1 ., Cash flows related to financing activities e _ -

115} . Proceeds from issues of shares, options, efc. - 14015 (1 14,015
1.16]  Proceeds from sale of forfeited shares - S
117} Proceeds from borrowings - C
1.18] Repayment of borrowings - -

L19;  Dridends pad S R B
120, _Otei (provide details if material) |, " | . L o060 B )

| Netfinamcing cash flows . 3,555 3,555

f‘ Net increase {decrease) in cash beld 349 349

1217 Cach m beginning of quarterfyear to date 3357 3357
1.22‘| Exchange rate adjustments - -

1.23: Cash at end of quarter 3,706 3,706




Appendix 4C

Quarterly report for entities

admitted on the basis of commitments

Payments to dlrectors of the entity and assoclates of the dlrectors
Payments to.related’ entities of the entity and assoclates of the related entities

b
t

Current quarter
$A'000
1.24 ':] Aggregate amount of payments to the parties mcluded in item 1.2 82
y ' : :
1.25 ‘! Aggregate amount of loans to the parties included in item 1.11 .

1.26 " Explanation necessary for an understanding of the transactions

1
Non-cash financing and mveshng aCtIVltleS !

2.1 Details of fi inancing and mvestmg transactions which have had a matenal effect on consolidated
1 assets and liabilities but did not involve cash flows

22 J Details of outlays made by other entities to establish or increase their share in businesses in which
f._the reporting entity has an interest

- oo LT e v et . Lo r

Fmancmg facilities avallable
Add notes as necessary for an understanding of the position. (See AASB 1026 paragraph 12.2).

|
i
3.1 | Loan facilities

32 ' Credit standby arrangements

Amount available
SAGOD

! Amount used
$A000

'

+ See chapter 19 for defined terms.

300972001

Appendix 4C Page 3
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-Quarterly report for entities
admitted on the basis of commitments

Reconciliation of cash
P T 'Ell.l’ﬂl: of‘cash al lht: end ofthe quarter {as Current quarter Previous quarter
L ’shm;m i the "Consolidated staterient of cash flows) 1o | SA000 SAT000
Fas nl.b: mlmodllmmdmmtmts:sasfoﬂows ia st clienpniogae ntto ot 8 I
4 l‘ Cm‘»honhxmdandalhank 3,706 3357

]l
4‘2. Deposits at call

i
N 43 .. Bank overdraft

i
44 Other (provide details)

A '
" Total: cush at end of quarter (it:m 122)

3,706 3357

i
|
Acqmsmons and dlsposals of business entities
i Acquisitions Dnsposals
h {Trem 1.9/a)) (Item 1.10(a))
77517 Name of entity B s - -
52 Place of imcorporation - -
© or registration
. 53 - Consideration for - . -
' j  aequisition or disposal .
54  Total net assets - -
5.5,  Nature of business - -
i

Cmnpliance statement

| -.g»-.—--—.-.. vo—
1} This statement has been prepared under accounting policies which comply with at.countmg
i standards as defined in the Corporations Act (excepl to the extent that information is not required
i because of note 2) or other standards acceptable to ASX.
I
2 | This statement does give a true and fair view of the matters disclosed.

] . !

i

Sign here; Onginal Signed Date: 31 October 2006.
{Director)

Il

Pontname;  Bryan Dulhumty.....................




