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PAIN THERAPY
. . PRODUCT OVERVIEW
. I3} h - T

MORPHINE

Q8003!R IMMEDIATE
RELEASE FOR ACUTE/
CHRONIC PAIN

h

(Q8011CR SUSTAINED
RELEASE FOR
CHRONIC PAIN

OXYCODONE

@E}RXPHARMA’S DUAL OPIOID FORMULATION HAS BEEN

SHOWN TO PROVIDE ANALGESIC SYNERGY FOR PAIN RELIEF

“—2 WHILST REDUCING THE SEVERITY OF SIDE EFFECTS
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@ QRXPHARMA IS A CLINICAL-STAGE SPECIALTY
PHARMACLUTICAL COMPANY WITH A CORE FOCUS
ON THE DEVELOPMENT AND COMMERCIALISATION

P OF THERAPIES FOR PAIN MANAGEMENT AND

=) CHRONIC CENTRAL NERVOUS SYSTEM DISORDERS

———= The Company’s lead products comprise a patented combination of existing drugs, with a well defined

(@Ds path to reguiatary approval and sales. QRxPharma’s lead drug compound, QBOC3IR, is intended to
begin Phase Il clinical tdals in 2007. The Company’s preclinical and clinical pipeline includeas other
E technotogies in the fields of neurodegenerative disease and venomics.
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COMBINING THE UN'QUE PROPERTIES OF MARKETED DRUGS
WITH THE PRACTICAL APPLICATION OF MEDICALLY RELEVANT
BC.ENCE AND THE COMPANY'S PROPR ETARY TECHNOLOGIES,

2 JRXPHARMA'S PROCUCT PORTFOLIO OF L ATE AND EARLY

2 STAGE CLINICAL CANDIDATES OFFER FERUCED RISK OF
@ CLINICAL FAILURE, ABBR=VIATED DEVELOPMENT PATHS,
iIMPROVED SAFETY AND PATIENT OUTCIOMES

@ Dear Shareholder,

In May 2007, shares in QRxPharma began trading on the Australian
—— — Securities Exchange {ASX) following a successful Initial Public
_) Oftering (IPO}. The offering raised S50 million, creating a public
company capitalised at $150 million at the tima of listing.

—— —— QRxPharmais a clinical-stage spedially pharmaceulicat company

with a primary focus on the devefopment and commercialisation
D of products in the fields of pain management and central nervous
-5 system {CNS) disorders. Our portfolio of patented producis ofters
Q new and unique applications of existing dnugs that serve large
- markets, and will be supported by a highly targeted sales force
tailored to call on high prescribing physician speciatists, Our dual
oploids. as well as repositioned drugs for treating neurodegenarative

diseases, epilomise the merits of this business model,

SO

The majority ©f our resources are focused on commercialising
C__ 3 QBO0O3IR. the immediate release formulation of our duai

fD

j opioid product for the treatment of moderata 1o severe pain.
As foreshadowed in the IPO Prospectus, we are setting the stage

<

3 for initiating our Phase 1l development program for Q8003IR

O

befare the end of this calendar yeas. This is a complex process
requiring: the establishment of manufacturing capability; refinement

of clinical trial protocols: selection of Clinical Research Organisations
{CROs) 1o concluct stutlies; and completion of regulatory filings with
the United States Fcod and Drug Administration (FOA).

After funher axtansiye market analysis, mestings with pain
physicians, FDA exparts and our Science Advisory Board, the Board
has decided to broa Jen the Company's reach in the treatment of
moderate 10 savere Jain by emphasising Q8003IR development
primarily in the acute pain market, with chronic pain as a secondary
opportunity, and toc 1sing our second duat opioid, the controfec
release product Q8C11CR, on the chronic pain market. By taking
this approach, we aie well positioned to take advantage of the
sigrificant prescrigtion volurma that exists in both the acute and
chronic pain segmenits. Furlhermors, by concentrating our Q8003IR
developrment afforts on acuta pain, we can more fully leverage the
pharmaceutical acvantages of this immediate release formulation
and bring it to market with reduced development expense. We
remain commitied 10 initiating our Q80031R Phase Il development
program in late 2005 and product commercialisation by 2010.

QRxPharma’s Q8011CR is scheduled to complete Phase | clinical
trials by mid 2008, This product specificalty addresses the chronic
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pain markat, via an extended release formulation designed to
pravide twelve hours of pain refiel, with an abuse prevention
component incorporated into the finat product. In short, Q8003IR
and Q8011CAH are complementary products that together cover
both acute and chronic pain markets in a way that wilt give the
prescribing physician more choices in managing moderate to severe
pain,

Wa are also pleased with progress in our Torsin program and the
sponsored research at the University of Alabama (A} which is

Irectad at re-enginearing a«isting drug therapies for new clinical
applicaiions, which include the treaiment of dystonia. Parkinson's
disease and othar neurolagical disorders. Recogrising the value of
ressarch it the Caldwell Laboratory at LA, organisations, such as
the Michast J. Fox Foundation and the Dystonia Medical Hesearch
Foundation, have provided further support to acceterate our efforts
1o bring this research into clinical trials.

A hallmark of a successful company is the quality and experience of
the peeplo who run it. Complementing John Holaday's leadarship
a5 Managing Director and CEQ is Roug Saltel, who serves as our
Chief Operating Cfficer. Doug has over 20 years of eaperience as a

senior executiva in major pharmaceutical companies. Warren Stemn
also enjoys a web-sarnad repulation as a premier pain researcher;
he serses as cur Exacutive Vice Prasident tor Drug Development.
Chris Campbell, our CFQ, has two cecades of experienca

with major acceunting firrms and as CFO of pubsiicly traded
companias. We are rounding out our new managemesnt team with
competent individuals who are veterans of clinical and commercial
davalopment in the pharmaceutical industry.

Cur commitment is that we wili continug 10 focus on creating
vaiua for shareholders by working to bring new drugs to market
for the refief of sulfering through more effective reatment of pain

and NS diseases.

Yours sincerely,

(R

Peter C Farrell
Chairman

™
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OUR BOARD AND MANAGEMENT THAM HAVE A PROVEN
TRACK RECORD OF FINANCING AND GROWING COMPANILS

HAT BUILD AND SUSTAIN Si

[———

@ About QRxPharma Limnited

@ QR»Pharma is a clinical-stage specialty pharmaceutical company
focused on the development and commercialisation of therapies

for the treatment of moderate to severe pain and disorders of
the central nervous system (CNS). The Company was founded
in 2002 by Cr Gary Pace and Dr Felix de fa Igiesia through an
association with the University of Queensland, and has been
backed by private eguity and venture capital funding through to
the completion of an Initial Public Ottering {IPO) in May 2007.

@
2

Qur portfolio of patented products teatures new uses for
existing drugs in large markets that are serviced by a relativety

——— small sales ioree tailored to call on high prescribing physician

specialists. This allows us to be more efficient in the marketplace.
Furthermore, since cur portfolio of patented clinical-stage
products is comprised ol known drugs, the path frem discovery
10 the marketplace is faster, less expensive and less risky than
the develocpment ¢f new chemical entities.

©
(-

Despite the fact that it has been over 200 years since morphine
was first purified from the opium poppy, the quest for better
opioid molecules has failed 1o deliver pain relief without savere
side effects. Although currently marketed opicid drugs, such

as marphing and oxycodone, arg the mainstays of treatment
for moderate 10 severe pain, their use is severaly limited by
side effects such as nausea, sedation. constipation and
respiratory depression.

@

O QRxPharma’s most advanced asset is a “dual opioid” dnug,
QBCO3IR, an immediate release forrmutation of morphine and
oxycodone for the treatment of moderate to severe pain. The

EL: dual opioid product was discovered by Dr Maree Smith at
the University of Quaensland. Specificalty, Dr Smith provided
@ evidence that the opicid oxycodene acts through a different set
N
il

{AREHOLDLR VALUL

of neural receplars than other opioics, suich as morphine, and
when these two different types of opioid drugs are given at the
same time there is analgasic synergy with a resulting decrease
in side effects. This observation has besn bome out in six clinicat
studies to date, and we are poised to inftiate our Phase (i)
program for QBOG3IR before the end ¢f 2007.

QRxPharma’s sacond dual opicid, QBO11CR, is on track 10
complete Phase | clinical triats by mid 2008. This controlted
release drug targets the chronic pain market via a formutation
tailored to provide twelve hours of pain refief, with abuse
prevention technology incorporated inte the tinal product.

In summary, QB0C3IR and Q8G11CR are complementary
products that icgsther, will provide significant clinical benefits
that span both the acute and chronic pain markets, giving
the prescribing |physician altractive new treatment options tc
mariage moderite to severe pain.
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Worldwide Pain Therapy Market

Pain is defined as an unpleasant sensory expernience associated
with actual or potentiat tissue damage. (n 2004, a report by Jain
PharmaBiotech estimated that the worldwide market for pain
management drugs would total approximately USE5C billion in
2005, an average annual rate of growth of 10% per annum since
2002. Furthermore, Jain estimated that the worldwide market
value of pain therapies will have grown to USS75 billion by 2010.

Growth in the market for pain drugs is driven by a number of
factors, inciuding:

o demographic change. such as an ageing population;

o increased awareness of the medical and economic need to
treat pain Dy requlators, patients and physicians:

o integration of pain management across physician specialties
and a growing number of specialty clinics tor the treatment of
pair: and

o medical advances increasing survival for patients with long-
term illnesses, and allowing for conditions, such as cancer
and lower back pain, 1o be treated surgically, increasing pain
drug usage in post-surgical settings.

Positicning of QRxPharma

We believe the clinical treakthrough that underpins
QRxPhzarma’s commercial praspects is that our dual opioid
formulation achieves pain reliel at materially lower doses of
active ingredient than other existing apicid drugs and, therefare,
also results in significantly lower side effects and a lower
associated risk profile.

The maiket for treatment of moderate to severe pain with
opioids is commondy classified as a “specialty pharmaceutical”
market, and is served by a number of phamrnaceutical firms in
the pain therapy area,

The focus of QRxPharma’s lead products s the market for
moderaie to severe pain. Common conditions that are treatedt
with drugs of this type are arthritis, cancer, post-surgical pain

and back pain. ORxPﬁvqrmé conducted Phase Il trials for its

dual opicid on patients experiencing pain as a result of some

of these conditions, As a result of successful aulcomes from
earier studies, QRxPharma has now been cleared by the FDA to
conduct Phase |l trials on patients with moderate to severe pain.

Once QRxPharma’s QBOO3IR and Q801 1CR formutations are
in the marketplace, anticipated as early as 2010 for Q8003IR,
we are contident that barriers to entry will afford the Compary
an exlensive period of exclusivity. These include worldwide
patents, with extensions anticipated to provide coverage well
into the 2020s, competitive pricing that will be attractive to
reimbursers and strong regulatory hurdles that work in our
tavour. Cpioid drugs are highly regulated by authorities such
as the Food and Drug Administration (FDA} and the Drug
Enforcement Agency {DEA) in the US, and the Therapeutic
Goods Administration {TGA) in Austratia. Funher, opioid drug
prodlucts sold in the US have to be manufactured in the US.

Defining the Target Opioid Market for
QRxPharma

The global market for pain therapies is large and well defined,
particutarly in the regulated and closely monitored market for
moderate to severe pain that QRxPharma is targeting.

The market tor opioids can be segmented into drugs that

have a tast onset of action, but relatively short duration of effect
{immediate release or “IR7), and drugs that provide pain relief
aver an extended period of time {controlled or extended refease.
*CR" or “ER") and which require less frequent dosing than the R
progducts. QB3R is an immediate release drug and QBHI1CR
is & controlled release drug.

The first target market for QRxPharma’s pain therapy drugs

is the US. This is the largest and most commercially attractive
market for pain drugs in the world. The tetal market value of
prescription opioid sales in the US was US$6.6 hilion in 2005,
just over 70% of the global total, The epioid market in the US
has grown on average by 13% each vear since 2001,
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@ We intend to follow US regulatory approval with approvals
for sales and marketing of QRxPharma’s drugs in Europe,

Australia and other markets. These non-US markets will likety

be addressed through strategic regional aliances between
QRxPharma and other companies throughout the world.

@ Neurcdegenerative Diseases
Despite advances in molecular biotogy and targeted drug
j development, existing analgesics are mited by their side
effects, and there are no cures for diseases oi the brain such as
Parkinson's disease, Alzheimer’s disease, dystorias and other
@ neurodegenerative disorders. QRxPharma owns licerces to

technology targeting the causes of movement disordirs in patients
with dystonia and Parkinson's disease

Dystonia {literally, “abnormal muscle tone™ is a temn used to
describe a movement disorder involving involunitary, sustained
muscie contractions. Parkinson's disease is a degenerative
disorder of the central nervous system. Both progressively impair
the sufferer's motor skills and speech and together are the most

@ commen moevement disorders in the developed world (affecting

s i an estimated 800,000 people in North America, and at least
90,000 people in Australia). At present, there are no known

G therapies that arrest the progression of these diseases.

During the past decade, it was discovered that a gere (DYT-1) and

@e protein it encodes, called “Torsin®, are critical for normai cellular

Ll idnetion in the brain. Torsin is a “chaperone protein” that prevents
mutations of proteins that cause neurclogical disorders such as

! dystonia and Parkinson's disease. The core Torsin technology

(D licensed by QRxPharma was developed at the Univarsity of

Alahama in the US, where scientists demonstrated that a known

1l
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and already apgroved drug appears to activate the Torsin systern,
preventing mutztions in other proteins and improving movement
disorders in preclinical models of these diseases. Preliminary
anecdotal clinic:l observations with patients suffering from
dystonia also support these findings.

QRxPharma intends 1o co-develop this research in a Phase |
study coordinatad through the University of Alabama, I is
believed that investigators at the Beth Israel Medical Center in
New York City will agree {0 host ciinical studies, and the Dystonia
Medical Resear:h Foundation will agree to collaborate on the trial,
which should be completed during 2008.

Venomics

QRxPharma als has a unigue therapeutic drug discovery platform
focusing on pain relief and blood coagulation products derived
from componerts of Australian snake venoms. This combines

the work of researchers at the University of Queensland and the
Queensland Institute for Medical Research.

Review of Operations and Aclivities

On 25 May 2007, the Company was listed on the Australian
Securities Exchange (ASX) following the completion of a fully
underwritien 1P which raised $50 million {before listing costs) via
the issue of 25,000,000 ordinary shares al $2.00 each. The total
issued capital 91 listing was 76,000,000 ordlinary shares, with
market capitalis ation (at $2.00 per sharg) of $150 milion.

The funds raised] through the 1PC are to fund QRxPharma’s pipeline
of pharmaceuti:als, Specificaly, the Offer will fund the Phase Il
clinical triats an] submission of a New Drug Application {(NDA)

for approval by the FDA to sell and market QBOOJIR in the US.

[
i

URAPharma &5 L b orar




Similarly, as QRxPharma undertakes its Phase il trials for QBOA3IR
it will alse progress the clinical program for its controlled release
dua opioid QBO11CR. The goal of this program will be to position

%g&m 1CR with & shortened path to sale and marketing approval

—)
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inview of a successful approval for Q8003IR. QRxPharma will

also selectively continue research and development relating to its
other clinical and preciinical-stage pipeline. In the shor term, it is
intencled that the majority of preclinical research will be co-funded
through ongoing government grants that wili be sought in Australia,
and through sponsored research agreements in the US.

Since our IPO, we have made significant progress in the complex
process of drug development for Q8003IR and QBG11CR by
exploring manufacturing options, retining clinical trial protocols,
selecting Clinical Research Organisations (CROs) to conduct
studlies and submitting regulatory filings with the FDA.

Early assessment of the market opportunity for QB003IR revealed
1hat chronic lower back pain should e our initial clinical target.
As arasult of further market analysis, and following extensive
agiditional dialogue with pain physicians, FDA experts, as well

as our Science Advisory Board, we have determined to refocus
QB003IR 10 capture the value of this fast-acting dual opioid
formulation by addressing the acute pain market. This approach
provides the opportunity to shorten the time-to-market, reduce
the product's development costs and minirise regulatory hurdies,
while keeping our commitment 10 initiate cur Phase lIf program in
2007 as well as achieve commercidlisation by 2010.

QRxPharma's US subsidiary has made initial payments under the:
tqrms of a five-year callaborative research and licensing Agreerent
with the University of Alabama {UA) as part of our Torsin program.
The QRxPharma-sponsared research program, to be conducted
at UA's Caldwel Laboratory and supported in part through grants
from the Michael J. Fox Foundation for Parkinson's Research, and

tha Dystonia Medical Research Foundation, is drectsd towards the
developrment of novel treatmants for neurcdegenerative diseases,
inciuding dystonia and Parkinson's disease. Results from these
studies are exclusively ficensed to QRxPharma. Preclinical work
conducted to date at UA has already resulted in the discovery that
certain existing drugs, apart from their known effects, also activate
cellular mechanisms to prevent the progression of these diseases.
It is anticipated that clinical trials will be initiated within the next year.

Signiticant steps have been taken to build an experienced and high
quality inanagement team to support Dr dohn Holaday in his role
as Managing Director and CEO. Doug Saltel has been appointed
Ch el Cperating Officer and brings to QRxPharma over 20 years

of experience as a senior executive in major pharmaceutical
cornpanies. Executive Vice President for Drug Development,

Dr Warren Stern, commands an intemational reputation as one

of the premier pain researchers. Chris Campbell, Chief Financial
Off-cer, has extensive finance and accounting experience, a large
part of it in the publicly traded cormpany arena. We are continuing

to make senior appointments to round out our managerment team,
with the ermnphasis on exceptional individuals who are veterans of
clinical and commercial development in the pharmaceutical industry.

The Company's global Scientific Advisory Board (SAB) comprises
internationally recognised leaders in the fields of pain therapy,
central nervous system drug discovery. pharmaceutical
cornmercialisation, regulatory approvals and product
commercialisation. Dr Solomon Snyder, Chairman of the SAB,
discovered the opioid receptor and has received numerous honors
ark] awards, including the S} National Medal of Science in 2003,
Other SAB members include Drs Michael Cousins, Rabert Lenox,
Anthony Sinskey, Guy Calcdwell, Horace Loh and Felix de |a Iglesia,

The Company recarded a loss after income tax for the year ended
30 June 2007 of $0.4 milion {2006: koss of $3.5 mifion). This
oltcoime is in line with the Company's expectations and reflects
QRxPharma's efforts to conserve cash, minimising spending on
resaarch and development, ahead of the Company’s tPO and listing.
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CLINICAL TRIAL DATA HAS SF
XRODUCTS 10 PROVIDL SIGNIFICANT PAIN RELIEH
[ LOWLR DOSLS WITH FEWER SIDE ERFECTS.

\

=

T} The funds raised al ths IPC leave the Company iree of financial
debt as at 30 June 2007 and with cash assets and short-term
invesiments of $46.2 millicn ta fund future operations.

We have struciured and funded QRxPharma to achieve US FDA
approval of our NDA for Q8003IR by 2009, and product launch
in 2010. This represents a major inflection point in vakation, and
the successful achievement of the NDA agproval milestone will
offer opportunities for funding future growth through additional
ofterings of shares, or strategic partnering, at a signiticant
premiun to the 1IPQ share pricea.

SE

)

MORPHINE (100%i

10WN DUAL OPI101D

Outinck

Overall, the Company is very pleased with progress to date. We
will continue {o focus on realising the commercial potentiat of

our dual apioid prodicts and on ensuring that existing planned
timeknes are met. The next stage of clinical trials, for both the
QB00ZIR and QB011CR products, & expected to commence
during the 2008 finanicial year. As this process progresses.

and as we complete our planned management appointments,
reported losses will ncrease. The Company is comfortable,
however, that IPQ proceeds are adeguate to fully fund the clinical
trial process for QB803IR, as outlined in the Prospectus.

We remain confident that our business plan will Create long-term
value for shareholders as we bring new drugs into the market for
the freatrment of pair and central nervous system diseases.

Yours sincerely,
John W Holaday
Managing Lirector and Chisf Exacutive Ctticer
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> our directors present their report on the consclidated entity {referred to hereatter as the Group) consisting of 2RxPharma Limited

referred to hereafter as the Company} and the entities it controlied at the end of, or during, the year ended 3¢ June 2007.
S——

g — DIRECTORS
3 The following persons were directors of QRxPharma Limited during the whale of the financial year and up to the date of this report:

*»  Gary W Pace
O *  Michael A Quinn

The following directors were appointed on 27 Apnil 2007 and continue in office at the date of this report:
* Peter C Farell

. @ * John W Holaday
* R Peter Campbeli

@ David Stack, Michael S Hirshorn, George Savage and David A Henderson were directors from the beginning of the financial year unti
their resignation on 27 Aprit 2007,

PRINCIPAL ACTIVITIES

Buring the year the principal continuing activities of the Group consisted of the development and commercialisation of
L biopharmaceutical products based on Australian research, targeting the LIS market.

@ DIVIDENDS - QRXPHARMA LIMITED
@ No dividends were paid or declared since the start of the financial year (2006: $nil),

REVIEW OF OPERATIONS

The consolidated entity has made a loss from ordinary activities after income tax for the year of $405,300 (2005 loss of $3.510,503).

Information on the operations and financial position of the Group and its business strategies and prospects is set out in the business
@ review on pages 4 to 8 of this annual reponi.

c— 31 0SS PER SHARE

2007 2006
CENTS CENTS
a) Basic loss per share ’
@ Loss from continuing operations attributable 1o the ordinary equity holders of the company (2.8) (45.4)
b) Diluted loss per share
(L Loss from continuing operalions attributable 1o the ordinary equity holders of the company \ (2.8) (45.4)
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>:LSJIGNIF1CANT CHANGES IN THE STATE OF AFFAIRS

————-; Significant changes in the state of affairs of the Group during the financial year were as follows:

C; "

@ a) Anincrease in contributed equity of $79,262.873 (from $669,968 to $79,932,841) as a rasult of:

Exercise of oplions 120,496 !

Issus of shares 1,912,500

Conversion of Convertible notes Series A and Series 13 and associated warrants 6,067.479
@ Conversion of Preferred Series A shares 9,898,216

Share issue to acauira subsickary 15,000,000
@ Issue of 25,000,000 fully paid ordinary shares @ $2.00 each under ihe initial public offeriag (IPO} completed on

25 May 2007 in gonjunction with the admission of QRxPharma Limited on the Australian Securities Exchange. | 50,000,000
—3 . 82998691 |
(:)) Less: Transaction costs ansing on shara issues {3,735,818) j

Net increase in share capital 'L___fg 262, _813_‘

b} Prior 10 completion of the IPO the holders of convertible notes and associated warrants onverted these borrowings 1o preferred A series
(g \\)3 shares, $1.5 milion was received through the exercis? of these warrants.

c) Following (b) above and also prior 10 completion of the IPQ, holders of preferred A series shares converted these borrowing to ordinary
shares resulting in the net issue of 32.2 millien ordinary shares.

d} The Group acquirea 100% of the equity of CNS Co, Inc, on 26 Aprl 2007 for considerat on eguivalent to 10% of the post IPO ordinary
capital of the Company.

@ USE OF FUNDS

@ Funds spent since the IPO have been spent in accordance with the Prospectus dated 27 April 2007 with the exception of the cost of

foreign exchange put options of $1.1 million to hedge AUD 531 million at an exchange r.ate between Australian dollars and US dollars
oi AUD $1.00 10 US $0.8181. The Prospectus assumed an exchange rate between Australian Dollars and US dollars of AUD $1.00 to
US £0.78.

GD It is expecied that the Group will spend &t least $31 million over the next 2 years to fulfil research and development expenditure
associated with clinical trials to be conducted in the United States of America (US) and tnis hedging ensures that the business case is
O protected and that the Company can enjoy further upsides in the appreciation of the Australian dollar against the US dollar.

MATTERS SUBSEQUENT TO THE END OF THE FINANCIAL YEAR

No matter or circumstance has arisen since 3¢ June 2007 that has significantly affected, or may significantly affect:
s the Group's operations in future financial years, or

the results of those operations in {uture financial years, or
the Group's state of affairs in future financial years.

“ H - LIKELY DEVELOPMENTS AND EXPECTED RESULTS OF OPERATIONS

Information on likely developments in the operations of the Group and the expected results of operations have not been included in this
annual report because the directors betieve it would be likely to result in unreasonable prejudice to the Group.

ENVIRONMENTAL REGULATION

There are no particular and significant environmental regulations under a law of the Comr monwealth or of a State or Territory of Australia
affecting the Group.

'u‘ OF~Phurrs s - 5 7



>U\!FDRMATEON ON DIRECTORS

Y—— Poter C Farrell PhD, ScD, AM

(C‘j Non-executive Chairman
Pt

Experience and expertise
@ Dr Farrell has over 30 years executive and consulting experience
in the medical device industry.

Cr Farrell is a Fellow of several professional bodies, including the
Australian Institutes of Management and Company Directors, He
is the Vice Chair of the Executive Council of the Division of Sleep
Medicine at Harvard Medical School, he serves on the Board of
@@ Trustees of JCSD and is on the Health Sciences Advisory Board
of the Dean of Medicine and the Advisory Boarg of UCSD's
Jacobs School of Engineering. Dr Farrell is also a Visiting
Professor at the University of New South Wales Graduate School
for Biomedical Engineering, of which he was founding Director
in 1978.

the honour of National Professional Engineer of the Year and,

in 1997, he received the David Dewhurst Award (Biomedical
Engineer of the Year) from the same institution. He was also
named San Diego Entrepreneur of the Year for Health Sciences
in 1998, Australian Entrepreneur of the Year for 2001, and

——— 1
@ In 1994, the Australian Institution of Engineers awarded Dr Farrell

@ US National Entrepreneur of the Year tor Health Sciences for

2005. Dr Farrell was admitted to membership of the Order of

Australia in 2004, He holds Bachelors and Masters degrees
@ in chemical engineering from the University of Sydney and the

Massachusetis Institute of Technology (MIT) respectively, a PhD
C&! in bicengineering from the University of Washington in Seattle,
@ and a ScD from the University of New South Wales for research

related to dialysis and renal medicine.

ther current directorships

O Dy Farrell is the Chairman and Chief Executive Officer of ResMed

;Iﬁ(c {ASX and NYSE: RMD), which he founded in 1989. He is also
a Director of Phamaxis Limited (ASX: PXS) (director since March

o 20086) and Nuvasive Inc (NASDAQ: NUVA) (director since January

@ 2005) serving on the nominations and govemance comrmittees.

Former directerships in last 3 years

“ - il
.__b Special responsibilities

Chairman of the Board
Chairman of nominations committee
Chairman of remuneration committee

Interests in shares and options
1,145,540 ordinary shares and 604,089 oplions over
ordinary shares.

John W Holaday PhD
Managing Birector and Chief Executive Qfficer

Experience and expertise

Br Holzday brings four decades of experience as a scientist,
founder and executive manager of biotechnology and
biopharmaceutical companies, and as a barker. Dr Holaday
has extensiva experience in building publicly traded specialty
pharmaceutical companies. in 1992, Or Holaday was a
co-founder of EntreMed Inc (NASDAQ: ENNDY), of which he
served as President, Chief Executive Officer, and Chairman

of the Board. In 1888, Dr Holaday also co-fcunded Medicis
Pharmaceutical Corporation (NYSE: MRX), vihere he served
as a Board Director, as Scientific Director, and as Senior Vice
President for Research and Development. Dr Holaday also
founded MaxCyte Inc, a cell therapy company, where he served
as Cha'rman until retiring in 2003. Or Holaday was founder,
Chairman and Chief Executive Ofiicer of CNi3Co, Inc, a private
comparny which was acquired by the Group on 26 April 2007,

Dr Holaday currently serves as an officer and Fellow in several
piomedical societies, has authored and edited over 200 scientific
articles in journals ar books, and holds over 30 patents. He
served as Chairman of the Maryland BioAlliance, is a Judge for
the Ernst and Young Entrepreneur of the Year Award (2003 to
present) and was named to the Ernst and Young Entrepreneur
of the Year Hall of Fame in 2008. Dr. Holaday served as a
Captain, US Army, until 1972, and as managing founder of the
Neurorharmacology Branch at the Walter Reed Army Institute
of Research until 1988. Dr Holaday was formerty an Associate
Professor of Anaesthesiology and Critical Cewe Medicine and
Senior Lecturer in Medicine at The Johns Hopking University of
Medicine and remains as Adjunct Professor of Psychiatry at the
Uniformed Services University School of Medicine, Bethesda,
Marytand. Or Holaday obtained his Doctorata in Pharmacoiogy
at the University of California, San Francisco in 1977.

Other current directorships
Nil

Former directorships in last 3 years
Nil

Special responsibilities

Managing Director and Chief Executive Officer.
President of QRxPharma. Inc.

Member of remuneration commitiee,

interests in shares and options

7.505,000 ordinary shares {including ordinary shares held by
John Hetaday and John Holaday as trustee “or the John Holaday
Foundation) and 805,452 options over ordinary shares.



R Peler Campbell FCA, FTIA
Non-executive Director

[ —

E Experience and expertise

Mr Campbell is a Chartered Accountant and company Director
with more than 35 years of business consulting and advisory

@ experience, and operates his own chartered accountancy
practice based in Sydney. He is a fellow of both the Institute of
Chartered Accountants in Australia and the Taxation institute of
Australia and is a registered company auditor.

@ Other current directorships
Director of Slex Systems Limited (ASX: SLX) (director since
July 1996), Sonic Healthcare Limited (ASX: SHL} (director

j since January 1923), where he serves as Chairman of the audit

committee and Admerex Limited (ASX: ADL] {director since
January 2007).

s Farmer directorships in last 3 years

Non-executive director of SciGen Limited (ASX: SIE)
(August 1999 to February 2005)

Special respansibilities
Sg Chairman of audit and risk committee

Member of nominations committee

Interests in shares and options

50,000 ordinary shares and 241,635 options over
@@ ordinary shares.

E¥_—J Gary W Pare PhD

@ Exocutive Director and Consuitant
Experience and expertise

Dr Pace is a co founder of QRxPharma Limited and continues to
o work with the Group.

Dr Pace is a seascned biopharmaceutical executive with over
30 years of experience in the industry. He has co founded a
number of early stage life science companies where he built

products from the laboratory to commercialisation.
Dr Pace is an elected Fellow of the Australian Academy of

Technological Sciences and Engineering, author and co author
i E I I of over 50 research papers, reviews and patents. n 2003,

Dr Pace was awarded a Centenary Medal by the Australian
Government for service to Australian society in research and
develcpment. Dr Pace holds a Bachelor of Sclence {Honours)
from the University of New South Wales and a PhCr from MIT,
where he was a Fulbright Scholar,

Other curren: directorships

Director of ResiMed Inc (ASX and NYSE: RMD) {director since 1995),
Transition Therapettics inc (TSX and NASDAQ: TTH) {director since
2002), Celsion Corp {aMX: CLN; {director since 2002) and Peplin
Limited (ASX: IPEF) {director since June 2004).

Former directorships in last 3 years
Resonance Health Limited (ASX: RHT) (April 2006 to August 2007)

Special respcnsibilities
Until recently, Dr Pace was Chairman and Chief Executive Officer
of QRxPharm:i Lirnited

Interests in s1ares and options
3,190,083 ordlinary shares and 402,726 options over
ordinary share s.

Michaal A Guinn MBA
Non-execative Direclor

Experience and expertise

Mr Quinn has more than 30 years executive experience in
technology ccmpanies in Australia, the US and the UK. Mr Quinn
holds a Bachelor of Science, a Bachelor of Economics, and

an MBA from Harvard. Mr Quinn is Chalrman of the New

South Wales |=ntrepreneurship Centre Limited, and a Director
of the Warren Centre for Advanced Engineering, a not for

profit foundation at Sydney University. In 1983 he co foundec
Memtec Limitad, and has also served as Chief Exacutive Officer
of Phoenix Scentific Industries Limited, a manufacturer and
distributor of health care and scientific products. Mr Quinn has
been a Director of several listed companies in Australia ang the
US and nume-ous uniisted technology based companies.

Other curren: directorships

Director of ResMed Inc (ASX and NYSE: RMD) (director since
1992} where he chairs the audit commitiee and Chairman of
CAP XX Limitexd {AIM; CPX) {director since November 1998).

Mr Quinn is co founder and Chairman of Innovatiorn Capital,
an Australian and US venture fund, which is a foundation
shareholder o the Company.

Former direc:orships in last 3 years
Nil

Special respcnsibilities

Member of ncminations committee
Member of audit and risk comimitiee
Mermber of retnuneration committee



>qterests in shares and options

10,543,090 ordinary shares (ncluding ordinary shares held by innovation Capital Limited, Innovation Capital LLC, Innovation Capital

———3 QRx Trust, Innovation Capitat QRx I} Trust and Kaylara Pty Limited}. 402,726 options over ordinary shares {Includirg options held by
(C_—_J Innovation Capital Limited and Innovation Capital LLC}.

— COMPANY SECRETARY

Terrence F Sayer is the company secretary from the beginning of the financial year and continues in office 1 the date of

this report. Mr Sayer holds a Bachelor of Commerce and a Masters of Applied Finance, is a CPA and a Fellow of both the
Chartered Institute of Secretaries and the Chartered Institute of Managers. He has been the principal of his consulting practice
. @ for 25 years and his experience covers finance and administration in a diverse range of industry sectors in koth domestic and
US based companies.

O

Chris J Campbell was appointed as a second company secretary on 24 May 2007 and continues in office at the date of this
report. He helds a Bachelor of Commerce and is an Associate of the Institute of Chartered Accountants in Australia. He also
holds the pesition of Chief Financial Officer of QRxPharma Limited. He has over 25 years experience with major accounting
firms and as CFO of public traded companies.

, MEETINGS OF DIRECTORS

The numbers of meetings of the company's board of directors and of each board committee held during tha year ended
D 30 June 2007, and the numbers of meetings attended by sach director were:

| US

MEETINGS OF MEETINGS OF COMM TTEES
FULL MEETINGS | | NON-EXECUTIVE | === == === = = ommos = —em o e
OF DIRECTORS DIRECTORS | | AUDIT AND RISK NOMINATIONS  REMUNERATION
A B || =a B A B A B A 8
Peter C Farrell 5
{Appointed 27 April 2007) 2 2 ¢ 0 w 1 1 1 T
@ John W Holaday
g {Appointed 27 April 2007)" 2 2 ” - 1 1
R Peter Campbell
. @ {Appointed 27 April 2007) 1 2 0 0 1 1 1 1 -
Gary W Pace" 17 7 2 2 - b
@Michael A Quinn 15 17 0 o ;| 3 3 1 1 1 1
r Michael S Hirshorn
{Resigned 27 April 2007) 16 16 - * -
{ l George Savage ‘
= {Resigned 27 April 2007) 15 16 " . "
David A Henderson
{Resigned 27 April 2007) 16 16 2 2 . -
L M David Stack
} {Resigned 27 Apnil 2007) 12 16 - - - .

A = Number of mgatings atiended

B =Number of meetings held during tha time the director hald office or was a member of the commutiee during tha year
= Not a non-executiva director
= Not a member of the relevant committes




>REMUNERATFON REPORT

14

—— —— The remungration report is set cut under the following main

s A Principles used to determine the nature and amount
E273  of remuneration

* B Details of remuneration
@ * C Service agreements

s D Share-based compensation

* E Additional information.

(:3 headings:

The information provided under headings A-C includes

remuneration disclosures that are required under Accounting
Standard AASB 124 Related Party Disclosures. These
disclosures have been transferred from the financial report and

j have been audited. The disclosures in Section E are additional

d

disclosures required by the Gorporations Act 2001 and the
Corporations Regulations 2001 which have not been audited.

—————1 A Principles used to determune the nature

and amount of remuneration taudited)
D As a company building a speciality pharmaceutical business to
compete internationalty, QRxPharma Limited requires a board
(l ( and senior management team that have both the technical

capability and relevant business experience to execute the
Group's sirategy.

The objective of the Group’s executive reward frarmework is 1o
ensure reward for performance is competitive and appropriate
for the results delivered. The framework aligns executive reward
O with achigvement of strategic objectives and the crzation of value
[l for shareholders, and conforms with market practice for delivery
of reward. The Board ensures that executive reward satisfies the
@ following key criteria for good reward governance gractices:
* competiliveness and reasonableness
@- acceptability to shareholders
iy *y transparency
The Group has structured an executive remuneration framework
CL'__Wj that is market competitive and complimentary to the reward
strategy of the organisation.
@ Alignment to shareholders’ interests:
» focuses on sustained growth in share price as well as
tocusing the executive on key non financial drivers of value

I]; ﬂ__j ¢ aftracts and retains high calibre executives.

Alignment to program participants’ interests:

* rewards capability and experience

+ reflects competitive reward for contribution to growth in
shareholder wealth

*  provides recognition for contribution.

The framework provides a blend of fixed pay and short and long-
term incentives.

14 AP et & = om0 oo

The board has established a remuneration commitiee which
provides advicz on remuneration and incentive policies and
practices and specific recommendations on remuneration
packages and other terms of empioyment for executive directors,
other senior executives and non-executive directors. The
Corporate Governance Statermnent pravides further information on
the role of this commitiee.

Non-executive: directors

Fees and payrients to non-executive directors reflect the
demands which are made on, and the responsibilities of, the
directors. The fees were setl on 27 April 2007 ahead of the
Company completing its initial public offering, There is an annual
hase fee payalde six months in arrears, currently $60,000 for
the Chairman and $40,000 for the other non-executive directors
{which also covers serving on a committes) and long-term
incentives thrcugh participation in the QRxPharma Limited
Employee Share Option Plan.

Non-executive directors’ {ees are determined within an
aggregate directors’ fee pool limit, which is periodically
recommendec for approval by shareholders. The maximum
currently stands at $400,000 per annum and was approved by
shareholders &t the Annua! General Meeting on 24 April 2007,

Executive pay

The executive pay and reward framework has three components:

« base pay and benefits, including superannuation

* short-tenr performance incentives, and

* long-term incentives through participation in the QRxPhanmna
Limited Erployee Share Cption Plan.

The combinaticn of these comprises the executive’s total
remuneration. The Group intends to revisit its long-term equity
tinked perforrr ance incentives for executives guring the year
ending 30 Jur e 2008,

Base pay

Structured as a total employment cost package which may be
celivered as a combination of cash and prescribed non financial
benefits at the executives' discretion,

Executives are: offered a competitive base pay that comprises the
fixed compon:ant of pay and rewards. Base pay for executives

is reviewed ar nually and every two years a market survey is
conducted to ensure the executive’s pay is competitive with the
market. An executive’s pay is also reviewed on promotion.

There are no yuaranteed base pay increases included in any
executives’ contracts.

Benefils
Executives receive benefits including heafth insurance and tax
advisory services.



\Superannuation

AY
p’i‘he Group does not maintain a Group superannuation plan. The
T Group makes a fixed percentage contributions for all Australian

( “ resident employees to complying third party superannuation
( funds and US resident employees to complying pension plan,

Short-term incentives
A variable cash incentive component is payable annually

dependant upon achievement of performance targets. Individua!
performance targets are set by reference o components of

. the Group’s business plan for which the individual executive
is responsible.
@ Long-term incentives

Long-term incentives are provided to certain employees through
participation in the ORxPharma Limited Employee Share
Qption Plan.

B Details of remuneration [audited)

Amounts of remuneration
Detalls of the remuneration of the directors and the key
management perscnnel (as defined in AASB 124 Related Party

E | Disclosures) of QRxPharma Limited and the Group are set out in
the following tables.

The key management personnel of QRxPharma Limited and

the Group includes the directors as per pages 11 to 13 above

and the following executive officers who have authority and
@ responsibility for planning, directing and controlling the activitias of

the Group, who are also the highest paid executives of the entity:

+« Douglas A Saltel

. @ Chief Operating Officer {from 14 April 2007)

+  Warren C Stern, PhD

Executive Vice President, Orug Development
EO ) {from 14 April 2007)
+! Felix de fa Iglesia, MD
Chief Scientific Otficer and Vice President of Research and
('L Development (uniil 25 May 2007)
Z——J «  Chyis J Campbell
Chiet Financial Officer (from 1 March 2007} and Company
@ Secretary (from 24 May 2007)
H s B Nicholas Harvey

Chief Financial Officer (until 1 March 2007)

in addition, the company secretary, Terrence F Sayer, is a
Company and Group executive whose remuneration must be
disclosed under the Corporations Act 2001 as he is one of the
five highest remunerated executives.




>K)ey management personnel and other executives of QRxPharma Limited
| e—

LONG- SHARE-
POST-EMF LOYMENT TERM BASED
C 2007 SHORT-TERM EMPLOYEE BENEFITS BENEFITS BENEFITS | | PAYMENTS
—- casH NON- LONG ,
SALARY CASH MONETARY SUPER- RETIREMENT SERVICE
AND FEES BONUS  BENEFITS OTHER| | ANNUATION  BENEFITS LEAVE OPTIONS | TOTAL
NAME $ 3 § $ $ s $ $i $
' Non-executive directors
Peter G Farrel 10,000 - - - - - - gr23li 18723
i
@ R Peter Campbell 6,667 - - - - - - 3,489 ‘ 10,156
Michagl A Quinn 6,667 - - - - - - 58151 12,482
David Stack i
{resigned 27 April 2007} - - - - - - - 232151 23215
L——.3 Michael S Hirshorn !
ij {resigned 27 April 2007) - - - - - - - - -
George Savage (resigned | |
27 April 2007) - - - - - - - -1 -
C———1 David A Henderson [ ‘
{resigned 27 April 2007} | - - - - - - - - -
Sub total | : i
non-executive directors | 23,334 - - - - - - 41,242 | 64,576
; hihi i — E— I . - i T
1 ! ! Executtive directors
John W Heladay 79,295 - - - - - - 28,076 108,371
Gary W Pace 97,209 58,977 - - - - - 25,29 181,477
{ Othar key management personnel ) _
Douglas A Saltelr 72,086 - - - - - - 29,076 101,162
Warren C Starna 51,173 - - - - - - 80,249
E Folix de la Iglesia
(resigned 25 May 2007) - - - - - - - - -
@D Chris J CampballA 63,651 - - - 8,327 - - 17,446 | 89,424
B Nicholas Harvey#
resigned 1 March 2007) - - - - - - - - -
(D —TJotal key management ) !
—— H
personne! compensation | 386,748 58,977 - - 8,327 - - 171,207 625,259 |

QU

| sul—

®

Terrence F Sayer
{company secretary) L

‘LOther Company executives

A denotes one of tha highest paid executives of the Company, &5 required 1o be disclosed under the Co porations Act 2003,
Felix e 1a lglesia was paid $264,830 for consulting services provided to the Company during tha yaar.
B Nicholas Harvey was paid $52,385 for consutting services previded to the Company during 1he year.

Terrence F Sayer was paid $83,373 for Accounting and Office Services and Company Secratary Duties (wovided 10 the Company during the year.
T David Stack was paid $4,500 far consuiting sendces provided to the Company during the year.

i4 Gl arery o -




~~Key management personnel and other executives of the Group
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58,977

LONG- SHARE-
POST-EMPLOYMENT TERM BASED
2007 SHORT-TERM EMPLOYEE BENEFITS BENEFITS BENEFITS | | PAYMENTS
CASH NON- 1 LONG
SALARY CASH MONETARY SUPER- RETIREMENT SERVICE
AND FEES BONUS BENEFITS OTHER ' ANNUATION ~ BENEFITS LEAVE OPTIONS TOTAL
NAME $ s $ 5|, 3 $ $ 5 $
" Non-executive directors i
- L , . e e L i
Peter C Farrell 10,000 - - - T, - - - i 8,723 18,723 |
R Peter Campbet! 6,667 - - - ' - - - ! 3,489 10,156
Michael A Cuinn 6,667 - - - - - - | 5,815 12,482
David Stack ! .
{resigned 27 April 2007) - - - - - - - 23,215 23,215
Mighagl § Hirshom |
(resigned 27 April 2007) - - - - - - - - - '
George Savage (resigned !
27 April 2007) - - - - - - - - -
David A Henderson
{resigned 27 April 2007) - - - - - - - - -
Sub total
non-axecutive directors 23,334 - - - - - - 41,242 ) 64,576
! Executive directors
John W Holaday 79,295 - - T - - - 29,076 108,371
Gary W Pace 97,209 58,977 - - - - - 25291 181,477 E
Other key management personnel ‘
Douglas A Saltal? 72,086 - - -1 - - - 29076 101,162 |
Warren G Stemn 51,173 - - -1, - - - 29,076 80,249 .
Felix de la Iglesia | |
{resigned 25 May 2007) - - - -1 - - - - -
Chris J Campbat» 63,651 - - - | 8,327 - - 17,446 89,424 .
B Nicholas Harvay® ! |
@{resigned 1 March 2007) - - - - - - - - -1
h Total key managemen_i ) :
personnel compensation | 386,748 - 8,327 - - 171,207 = 625,259 !

&

©)

I Other Company executives

Terrence F Sayer
{company secratary) -

r

L
1
i

|
]

A denates one of tha highest paid executives of the Group, as required {0 be tisclosed under the Corporations Act 2001.
Felix de Ia Iglesia was paid $264 830 for cansuiting services proviced 1o tha Group during the year,
B Nicholas Harvey was paid $52,386 for consuiting services provided 10 the Group during the year.
Torrence F Sayer was paid $83,373 for Accounting and Office Services and Company Secretary Duties provided to the Group during the year.
David Stack was paid $4,500 for consutting senvices provided 1o the Group during the yoar.
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ey management personnel and other executives of the Group

LONG- SHARE. !
POST-EMPLOYMENT TERM BASED
2006 SHORT-TEAM EMPLOYEE BENEFITS BENEFITS BENEFITS | | PAYMENTS |
CASH NON- LONG '
SALARY CASH MONETARY SUPER- RETIF EMENT SERVICE !
AND FEES BONUS BENEFITS OTHER | | ANNUATION  BENEFITS LEAVE OPTIONS | TOTAL
NAME $ ] H $ $ $ s sl H
« Non-executive directors :
David Stack - - - - - - - 16,017 16,017
Ronald M Cresswell i
{resigned 10 February ;
2006) - - - - - - - 2,870 | 2670 !
Sub total '
nonh-executive directors - - - - - - - 18,687 18,687
— — e
 Executive directors
——- — T ==
Gary W Pace 151,110 178,000 - - - 1] - - a0,
. haill R _— Loes R
_ Other key management personnel \
—_ S, —
Felix de la Iglesian - - - - - - - -1 -
B Nicholas Harvey? - - - - - - _ oy -
Total key management :
personnel compensation { 151,110 178,000 - - - - - 18687 | 1 347,797
| Other Company executives
Terrence F Sayer
{company secratary) - - - - - - - - -
A denotes one of the highest paid executives of the Group, as reguired 10 be disclosed under tha Comporations Act 2001.
Felix ge la Iglesia was pald 5244,455 lor consulting services pravidad 10 the Group during the year,
B Nicholas Harvey was paid $17,974 for consuiting senvices providad 10 the Group during the year.
Terrence F Sayer was paid $21,076 for Accounting and Ctfice Sences and Company Secretary Duties pro aded 10 the Group during the vear.
C 7 David Stack was paid $6.647 for consulting senvices provided to the Group during the yaar.
@ The refative proportions of remuneration that are linked to performance and those that are fixed are as follows:
| FIXED REMUNERATION AT RISK-STI AT RISK-LTI
| 2007 2008 2007 2008 2007 2006
[ Directors of QRxPharma Limited
John W Holaday 100% - - - - - !
Peter C Farrall 100% - - - - -
R Peter Camplbell 100% - - - - -
Michael A Quinn 100% - - - - -
Gary W Pace 62% 46% 38% 54% - -
David Stack (resigned 27 April 2007) 100% 100% - - - -
, Other key management personnel |
Douglas A Saitet 100% - - - - -
Warren C Stern 100% - - - - -
Chris J Gampbell 100% - - - - -
Felix de la Iglesia {resigned 25 May 2007} 100% 100% - - - -
{
B Nicholas Harvey (resigned 1 March 2007) 100% 100% - - - - :‘
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5 Service agreements laudited)
—— On appointment to the board, at non-executive directors enter
C into a service agreement with the company in the form of a letter

=

T of appecintment. The letter summarises the Board policies and
~_1 tarms, including compensation, relevant to the office of director.

@ Remuneration and other terms of employment for the

Managing Director and Chigf Executive Officer and the other
Key Management personnel are also formalised in service
agreements. Each of these agreements provide {or the provision

@ of performance related cash bonuses, other benefits including
health insurance and tax advisory services, and participation.
when eligible, in the QRxPharma Limited Employee Share Option
Plan. Other major provisions of the agreements relating to
remuneration are set out below.

j John W Holaday, Managing Director and Chief Executive

Officer

= Term of agreement - two years (with annual extension)
commencing 14 April 2007,

*  Base saary, inclusive of retirement or pension contributicn,
for the year ended 30 June 2007 of $350,000 (pro rata
trom commencement date), ic be reviewed annually by the
remuneration commitiee.

* Payment of a termination benefit on early termination by the
Company, other than for gross misconduct, equal to the
annual base salary and a bonus component of $150,000.

Douglas A Saltel, Chief Operating Officer

* Term of agreement - three years (with annual extension)
commencing 14 April 2007.

Base salary, inclusive of retirement or pension contribution,
for the year ending 30 June 2007 of US5250,000 (pro rata
from commencement date), to be reviewed annually by the
remuneration commitiee.

Payment of a termination benefit on early termination by the
Company, other than for gross misconduct, equal to the

ersonal

Ol

o

annual base salary and a bonus component of US$100,000.
__
Warren C Stern, Executive Vice President Drug Development
@ + Term of agreement - three years (with annual extension)
commencing 14 April 2007.
+ Base salary, inclusive of retirement or pensicn contribution,
| for the year ended 30 June 2007 of US$250,000 (pro rata
froe commencernent date}, to be reviewed annually by the
remuneration committee.
+ Payment of a termination benefit on early termination by the
Company, other than for gross misconduct, equal to the
annual base salary and a bonus component of USS$100,000.

Chris J Campbell, Chief Financial Officer

+ Term of agreement - ongoing, commengcing 1 March 2007,

* Base salary, inclusive of superannuation, for the year ended
30 June 2007 of $215,000 (pro rata from commencement
date), to be reviewed annually by the remuneration
committee.

+ Payment of a termination benefit on early termination without
notice by the Company, other than for gross misconduct,
equal to three months salary.

Gary W Pace, Executive Director and Cons.ultant
« Term of agreement - one year commencing 25 May 2007.
* Base consulting fee for the year ended 30 June 2007
of US$150,000 (pro rata).
* No termination penelit payable on early termination by
the Company.

D Share-hased compensation [audited)

Options

Options over shares in QRxPharma Limited are granted under
tha QRxPharma Limited Employee Share Cption Plan (ESCP).
The ESQP is designed to provide long-tenm incentives for
execulives to deliver long-term shareholder returns.

The maximum number of options avaitable 10 be issued under the
ESOP is 10% of diluted ordinary share capizal in the Company

as at the date of issue of ihe relevant options, All employees and
directors are eligible 10 participate in the ESOP, but do so at the
invitation of the Remuneration Committeg. " he term of option
issues are determined by the Remuneration Committee.

Options are generally granted for no consideration and vest
annually over a three years in equal proportions with the initial
vesting on the first anniversary of the date of grant. The exercise
price i set by the Remuneration Commities: but being not less
than the market price of ordinary shares immediately prior 1o the
grant date of the options.

Options granted under the plan camy no dividend or voting
rights. When exercisable, each option is convertible into one
ordinary share.

Pricr 1o the IPO options had been issued under the QRxPharma
Pty Limited Employee Share Option Plan. The vesting period

for each option was four years, or as varied by the Board. 25%
vesting after 12 menths from the date of griant and the balance
vesting monthly over the remaining 36 month pericd. The old
plan was terminated upon the exercise of al outstanding options
that had not been cancelled.




_%T{le terms and conditions of each grant of options affecting remuneration in the prev ous, this or future reporting periods are as {ollows:

—— VESTED AND VALUE PER OFTION
— GRANT DATE EXERCISAELE EXPIRY DATE EXERCISE PRICE AT GRANT DATE
(C_ 15 Decernber 2003 COver 4 years 15 Decembar 2013 $0.15 $0.0975 :
E—1 July 2004 QOver 4 years 14 July 2014 $0.15 $0.0975
@ 19 October 2004 Over d years 19 October 2014 $0.15 $0.0075 .
18 May 2005 Over 4 years 18 May 2015 50.15 $0.0975 |
31 March 2007 Over 3 years 31 Marcr 2014 $1.42 $1.31 I
14 April 2007 Qver 3 years 14 Apri 2014 $1.00 $1.46 .
@ 25 May 2007 Over 3 years 25 May 2014 $1.00 $1.46 '
25 May 2007 Over 3 years 25 May 2014 $2.00 §L1E )

The exercise price in respect of an option granted shall be the market price tor a share prevailing at the time of grant unless the Board
decides otherwise. Options will lapse if they are not exercised before the expiration ¢ ate or if the option holder leaves the employment

of ORxPharma.

Details of options over ordinary shares in the company provided as remuneration to ach director of QRxPharma Limited and each of
the key management personnel of the parent entity and the Group are set out below. When exercisable, each option is convertible into
one ordinary share of QRxPharma Limited. Further information on the options is set out in Note 30 to the financial statements.

NUMBER OF OFTIONS

" NUMBER OF OPTIONS

(©
(-
© Pater C Farrell
@)

GRANTED DURING THE YEAR VESTED DURING THE YEAR I
I NAME 2007 2006 2007 2006
I Directors of QRxPharma Limited
604,089 - - e
R Peter Camphbell 241,635 - - -
Michael A Quinn 402,726 - - -
Gary W Pace 402,726 - - -
John W Holaday 805,452 - - -
c—1 Ronald M Cresswell {resigned 10 February 2006) - - 50,000 12,500 '
@ David Stack {resigned 27 April 2007) - - 180,000 60,000
!r Other key management personnel L o T T - _ __'
O Douglas A Saltel T 805,452 o L - :
i Warren C Stem 805,452 - - -
Chris J Gampbell 402,726 - - -
50,000 - - -

(:L Felix de la Iglesia (resigned 25 May 2007)

@ The assessed fair value at grant date of options granted to the individuals is allocate 1 equally over the period from grant date to vesting
cate, and the amount is included in the remuneration tables above. Fair values at grint date are independently determined using a

! Black Scholes cption pricing moadel that takes into account the exercise price, the termn of the option, the impact of dikution, the share
[l:[ L—J price at grant date and expected price volatility of the underlying share, the expected dividend viefd and the risk free interest rate for the

—~ term of the option.

The modet inputs for options granted during the year ended 30 June 2007 included:

a) Options are granted for no consideration and vest over three years (see above).

b) Exercise price: $0.15 to $2.00 (2006: $0.15 to $0.30)

¢y Grant date: 31 March 2007 to 25 May 2007 {2006: No opticns granted to the dieciors)

d) Expiry date: 2014 (2006: 2006 to 2008)

e} Expected price volatility of the company’'s sharas: 6§0% (2006 — 60%)

f} Expected dividend yield: nil% (2006 - nii%)
g} Risk free interest rate: 6.25% (2006 - 5.35%}.

.y ffeth ey A -




\-Shares provided on exercise of remuneration options

W\Deiails of ordinary shares in the company provided as a result of the exercise of remuneration options to each director of QRxPharma

777 Limited and other key management personnel of the Group are set out below,

DATE OF EXERCISE

NUMBER OF ORDINARY SHARES

O

® @
@)
-

OF GPTIONS ISSUED ON EXERCISE OF OPTIONS
DURING THE YEAR *
NAME 2007 2006
Directors of QRxPharma Limited
Gary W Pace 1 March 2007 207,096 502,400
Gary W Pace 25 April 2007 71,689 -
Dawvid Stack 1 March 2007 447,096 -
David Stack 25 April 2007+ 154,768 -
Ronatd M Cresswell 25 April 2005 42,500 -
'nghqr kay management personnel of the Group B o _
Felix de 1a Iglesia {resignec 25 May 2007) 18 June 2006 - 367,096
Felix de Ia Iglesia {resigned 25 May 2007) 25 April 2007 83,996 -
B Nicholas Harvey (resigned 1 March 2007) 25 Agril 2007 131,788 70,000 \

| S—————|

C

Number of ordinary shares |ssued prior to compression of shares.

The options exercised above carmed anti diution provisions wheeh resutted in an uphft of shares issued on 25 Aprid 2007. No amount was payable on these shares.

The amounts paid per ordinary share by each director and cther key management personnel on the exercise of options at the date of
exercise were as follows;

&

AMOUNT PAID
EXERCISE DATE PER SHARE
18 June 2006 $0.15
1 March 2007 $0.15 :
25 April 2007 $0.15

. @ No amounts are unpaid on any shares issued on the exercise of options.
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=7 share-based compensation: Options

5 Addivonal information unaudited

C—:J A B c D E]

REMUNERATION VALUE AT “JALUE AT VALUE AT TOTAL OF !

CONSISTING OF OPTIONS GRANT DATE EXERCISE DATE LAPSE DATE COLUMNS 8-D -

@ [ NAME s s s 5]
Peter C Farrell 48.5% 436,519 - - 436,519 i

R Peter Camphbell 34.4% 174,607 - - 174,607 ,

@ Michaal A Cuiinn 418.6% 291,013 - - 291,013 }
John W Holaday 26.8% B15,435 - - 815,435 i

@ Gary W Pace 13.9% 407,718 - - 407.718 1
— Douglas A Saltel 28.7% 815435 - - 815435
53 Warren C Stern 36.2% 815,435 - - 815,435 |

Chris J Camgpbell 19.5% 350,540 - - 360,540 "

B Nicholas Harvey _ - 39% ] - i ;J

| e—

= The percentage of the value of remuneration consisting of options, based on the value of options € xpensed guring the current year,

B =Tha value at grant date calculated in accordance with AASB 2 Share-based Payment of options gianted during the year as pant of remuneration.
C = The value at exercise date of options that were granted as. part of remuneration and ware exercisad during the year, being the inrinsic value of the options at

that date.

@ D = The value at lapse date of options that were grantad as part of remuneration and thal lapsed durirg the year.
Shares under option

nr OfePhoarer s~

Il issuePRICE NUMBER

DATE QPTIONS GRANTED EXF IRY DATE : OF SHARES UNDER OPTION
@ 31 March 2007 31 Merch 2014 ' $1.42 402,728 |
5! 14 April 2007 14 ppeil 2014 $1.00 2819082 '
25 May 2007 25 1Aay 2014 $1.00 552726 |
@D 25 May 2007 25 {Aay 2014 | $2.00 1,448,450 |
25 May 2007 25 Iay 2010 $2.20 322,181 ‘

() Unissued ordinary shares of QRxPharma Limited under option at the date of this report are as follows:

( 5,545,165 |




>§HARES ISSUED ON THE EXERCISE OF OPTIONS

——— The following ordinary shares of QRxPharma Limited were issued during the year ended 30 June 2007 on the exercise of oplions
-~ granied under the QRxPharma Pty Limited Employee Share Option Plan. No further shares have been issued since that date. No
C amounis are unpaid on any of the shares.

m—
NUMBER
ISSUE PRICE OF SHARES
@ DATE OPTIONS GRANTED OF SHARES ISSUED”
19 December 2002 $0.00 28,000
19 February 2003 $0.15 40,000
. @ 1 December 2003 $0.15 20,000
25 February 2004 $0.00 11,962
@ 16 March 2004 $0.15 10,000
19 May 2004 $0.15 25,000
j 24 Jung 2004 $0.00 17,000
13 July 2004 $0.00 20,000
14 July 2004 $0.00 34,000
E— =3 17 August 2004 $0.00 17.000
@ 18 October 2004 $0.15 414,102
18 October 2004 $0.00 314,548
19 February 2005 $0.00 150,000
Q 18 May 2005 $0.15 240,000
21 September 2005 $0.15 60,000
@ 21 September 2005 $0.00 55,250
| 1asees2 |
@) ‘ Pnior to compression of sharas.

C&l INDEMNIFICATION

The Company has entered into Deeds of Access, Indemnity and Insurance with each of the directors and executive officers of the

Group against all liabilities to another person (other then the Company or a related hody corporate) that may arise from their position as

directors and executive officers of the Company and its controlled entities, except where the liabiity arises out of conduct involving a fack
EO? of good faith. The agreement stipulates that the Company will meet the amount of any such liabilities, including costs and expenses.

INSURANCE OF OFFICERS

The directors have not included details ot the nature of liahilities covered nor the amount of the premium paid in respect to Directors
@ and Officers liability insurance contracts, as such disclosure is prohibited under the terms of the contracts.

PROCEEDINGS ON BEHALF OF THE COMPANY

] _J No person has applied to the Court under section 237 of the Corporations Act 2001 for leave to bring proceedings on behalf of the
|'— company, ar to intervene in any proceedings 1o which the company is a party, {or the purpose of taking responsibil 1y on behalf of the
company for all or part of those proceedings.

No proceedings have been brought or intervened in on behall of the company with leave of the Court under section 237 of the
Comorations Act 2001.

NON AUDBIT SERVICES

The company may decide to employ the auditor on assignments additional to their staiutory audit duties where the auditor’s expertise
and experience with the company and/or the Group are important.




%Detaﬂs of the amounis paid or payable 1o the auditor (PricewaterhouseCoopers) for audit and non audit services pravided during the
yéar are set out below.

The board of directors has considered the position and, in accordance with advice ‘eceived from the audit commitiee, is satisfied
C_ that the provision of the non audit services is compatible with the general standard «f independence for auditors imposed by the
[~ Corporations Act 2001. The directors are satisfied that the provision of non audit services by the auditor, as set out below, did not
compromise the auditor independence requirements of the Corporations Act 2001 ‘or the following reasons:
» all non-audit services have been reviewed by the audit commiitee {o ensure the; do not impact the impartiality and objectivity of

the auditor
» none of the services undermine the general principles relating to auditor independence as set out in APES 110 Code of Ethics for
@ Professional Accountants, .
! CONSOLIDATED
@ 2007 2006
S $
j 1. Audit services :
PricewaterhouseCoopers Australian firm: ;
Audit and review of financial reports and other audit work under the Corparations Act 2001 E 97,200 15,000
| — Total remuneration for audit services i 97,200 15.000
2. Non-audit services I
@ PricewaterhouseCoopers Australian firm:
Audil related services ! 145,000 -
g Taxation services X 80,300 -
@ Total remuneration for non-audit services L 22_§30_0 ‘____._____._._._._'_5
AUDITOR'S INDEPENDENCE DECLARATION
@ A copy of the auditor’s independence declaration as requirad under section 307C ¢ f the Corporations Act 2001 is set out on page 25.

Q. AUDITOR

@ PricewaterhouseCoopers continues in office in accordance with section 327 of the orporations Act 2001, .

This report is made in accordance with a resolution of directors.

Q)
0

Peter C Farrell
Director

L Sydney, 21 September 2007
l_H:I

DA —
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PricewaterhouseCoopeors
C“_ ABN 52 780 433 157

Darling Park Tower 2

201 Sussex Street

GPQ BOX 2650

SYDNEY NSW 1171

DX 77 Sydney

Australia

WWW.pWE. comfau
Telephone +61 2 3266 0000
Facsimile +61 2 B266 9999

Auditor’'s Independence Declaration

As lead auditor for the audit of QRxPharma Limited for the year ended 30 June 2007, | declare that
to the best of my knowledge and belief, there have been:

a) no contraventions of the auditor independence requirements of the Corporations Act 2001 in
relation to the audit; and
b} no contraventions of any applicable code of professional conduct in relation te the audit.

This dectaration is in respect of QRxPharma Limited and the entities it controlled during the period.

sonal use o

g

@ Andrew Sneddon Sydney

O Partner Date: 21 September 2007
PricewaterhouseCoopers

For p

Liability limited by a scheme appraoved under Professional $tandards Legislation
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>\ORxPharma Limited {the Company) and the board are

mmitted to achieving and demonstrating the highest standards

C——— of corporate governance. The board continues to raview the

shareholders and other key stakeholders in the Company. The
Company and its controlled entities together are referred to as
the Group in this statement.

gct! framewocrk and practices to ensure they meet the interests of

Qver the past year the board has conducted the affairs of the
Company in accordance with principles of good corporate
governance. Howaver, the Company did not have formal
governance procedures in place until 27 Apri 2007 ahead of its
inittal public offering (IPO) and listing on the Australian Securities
Exchange {ASX) which was completed on 25 May 2007. The
Company has implemented a corporate governance framework
consistent with the ASX best practice recommendations for listed
E—D companies 10 profect the interests of shareholders and ather key

stakeholders in the Group.

o6 O

The relationship between the board and senior managemenit

is critical to the Group's long-term success. The directors

are responsible to the shareholders for the performance of

the Group in both the short and the longer term and seck to
balance sometimes competing cbjectives in the best interests
of the Group as a whole. Their focus is to enhance the interests
of shareholders and other key stakeholders and to ensure the
Group is properly managed.

U

The role of the hoard is to provide strategic guidance and
effective oversight of management. The directors are respensible
tor the overall direction, long-term objectives and sirategy,
performance, compliance and policies. Day to day management
of the Group's affairs inclusive of the implementation of the
corporate objectives and strategy and compliance anad policy
G initiatives are celegated by the board to the Managing Director
and other senior management, with regular consuftation between
O the Managing Director and the Chairman occurring on matiers
——"4generally as they arise.

A description of the Company's main corporate gcvernance
practices is set out below.

THE BOARD OF DIRECTORS

The board operates in accordance with the broad principles
W set out in its charter which is available from the corporate

J : governance information section of the Company website at
www,gngharma.com. The charter detatis the board's
composition and responsibifities.

4 SIS S U TR

Board coriposition

The charter states:

« he board is committed ta ensuring that there will be
a least five: directors of whom a majority will be non-
exsecutive directors. Non-executive directors bring a fresh
perspective to the board's consideration of strategic, risk
and perfoimance matters and are best placed to exercise
independe:nt judgement and review and constructively
challenge the performance ot management

+ where pousible the non-executive directors be independent.
This is in racognition of the importance of independent
views and the board’s role in supervising the activities of
management and independent judgement in board decision
making

+ {he board is also committed to ensuring that its members
have a broad range of skills, experience and expertise. This
will assist the board to maximise performance and ensure
appropria' e kevels of shareholder return

+ the board is required to undertake an annual review of
its performance and Charter to ensure that it is operating
effectively and in the best interests of the Group.

Respansihitities

The board is titimately responsible for the business and

management of the Group and specific responsibilities of the

board include

= overseeiny the business and stralegic direction of the Group
in order t¢ maximise performance and generate appropriate
levels of snareholder return

« ensuring that management establishes and follows an
appropria e system of internal controls, risk management
and legal zompliance

s reviewing the performance and implementation of corporate
strategies by senior management and ensuring senior
managerrent have the necessary resources to do so

= approving and supervising significant capitat expenditure,
capital menagement, acquisitions and divestments

* appoiniment, performance assessment and, if necessary,
removal of the Chairman, Chief Executive Officer, Chief
Financial Officer and the Company Secretary

= approving and monitoring annual budgets and strategic plans

* approving and menitoring financial and other reporting
made to chareholders and the ASX under the continuous
disclosure regime.,
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Board members

Details of the members of the board, their experience, expertise,
qualifications, term of office and independent status are set

out in the directors’ repert under the heading “'Information on
directors”, There are three non-executive directors, two of whom
are deemed independent under the principles set out below, and
two executive directors at the date of signing the directors’ repont.

The board seeks to ensure that:

+ at any point in time, its membership represents an
appropriate batance between directors with experience and
knowledge of the Group and directors with an external or
fresh perspective

* the size of the board is conducive to effective discussion and

efficient decision making.

Directors’ independence

The board has adopted specific principles in relation 1o directors’
independence. These state that tc be deemed independent, a
director must De a non-executive and:

+ not be a substantial shareholder of the Company ar an
cfficer of, or otherwise associated directly with, a substantial
sharehotder of the Company

+ within the last three years, not have been employed in an
executive capacity by the Company or any other Group
member, or heen a director after ceasing to hold any

such employment

+ within the last three years not have been a principal of a
material professional adviser or a material consuitant to the
Company or any other Group member, or an employee
materially associated with the service provided

not be a material supplier or customer of the Company

or any other Group member, or an officer of or otherwise
associated directly or indirectly with a material supplier

or customer

«1 must have no material confractual relationship with the
cormpany or a controlled entity other than as a director of
the Group

+ not have been on the board for a period which could, or
could reasonably be perceived to, materially interfere with the
director's ability to act in the best interests of the Group

* be [ree from any interest and any business or other
relationship which could, or could reascnably be perceived
to, materially interfere with the director’s ability to act in the
best interests of the Group.

At present, materiality for these purposes is determined as a
relationship or contract where the Company or Group pays in
excess of $100,000.

Recent thinking on corporate governance has introduced the
view that a director’s independence may be perceived to be
impacted by lengthy service on the board. To avoid any potential
concems, the board has determined that a director will not be
deemed independent if he or she has served on the board of the
Company for more than ten years.

MNon-executive directors

The three non-executive directors met twice since the end

ot the year, in scheduted sessions without the presence of
management, to discuss the operation of the board and a range
ol other matiers. Relevant matters arising from these meetings
werg shared with the full board.

Term of office

The Company's Constitution specifies that all directors excluding
the Managing Director must retire from office no later than the
third annual general meeting (AGM) following iheir last election.

Chairman

The Chairman is responsible for leading the board, ensuring
directors are properly briefed in all mat ers relevant 1o their rote
and responsibiliies, facilitating board discussions and managing
the board's relationship with the Group:'s senior executives.

Chiet Executive Officer [CEQ)

The CEQ is responsible for implementing Group strategies
and policies.

Comrnitment

The number of meetings of the Company’s board of directors
and of each board committee held durng the year ended

30 Jung 2007, and the number of meetings attended by
each director Is disciosed on page 13.

The board will meet as frequently as reJuired but must not meet
less than four times each year.

The commitments of non-executive directors are considered by
the nomination committee prior to the directors’ appointment

to the board of the Company. The process for performance
evaluation of the Board, its committees and individual directors is
being established.

Independent professional advice

Directors and board committees have the right, in connection
with their duties and responsibilities. to seek independent
professional advice. With the approval of the Chairman this
advice wilt be at the expense of the Company.
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voldance of conflict of interest

———— #n addition to the issue of independence, the directors have a

and apparent) between their duty to the Company and their
~ own interests. Directors are required to disclose any actual or
@ potential conflict of interest on appoeintmeant and are required to

C continuing responsibility to avoid conflicts of interest (both real

keep this disclosure up to date. A director that has an actual or
potential conflict must immediately inform the beard and remove
themselves from any discussions or decision making in relation
to the actual or potential conflict.

&

Performance assessment

The process for performance evaluation of the board, its
committees and individual directors is being established.

j Corperate reporting

The Managing Director and CFO have made the following

L7 1 cedtifications to the board:

« that the Company’s financial reports are complete and
present a true and fair view, in all material respects, of the
financial condition and operational results of the Company
ard Group and are in accordance with relevant accounting
standards

that the above statement is founded on a sound system of
risk management and internal comp#ance and control which
implements the policies adopted by the board and ihat
the Company’s risk managemeant and internal compliance
and control is operating efficiently and effectively in all
material respects.

Board committees

The board has established a numbper of committees to assist in
the execution of its duties and to allow detailed consideration
O {._of complex issues. Current committees of the board are the
nominations, remuneration and audit and risk committess.
The nominations and audit and risk committees are comprised
. entirely of non-executive directors.

ersona
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Each committee has its own written charler setting out its
role and responsibilities, composition, structure, membership
requiremants and the manner in which the committee is to

©

operate. Al of these charters are reviewed on an annual
— . basis and are available on the Company website. All matters

determined by committees are submitted to the full board as
recommendations for board decisions.

Minutas of commitiee meetings are tabled at the subsequent
beard meeting. Additional requirements for specific reporting by
the committees tc the board are addressed in the charter of the
individual committees.

“d Clxih ey . e

NOMINATIONS COMMITTEE

The nominations committee is currently comprised of Peter C
Farrell {Chalrman), Michael A Quinn, and R Peter Campbell all
non-executive directors.

Details of these directors’ attendance at nomination committee
meetings are set out in the directors’ report on page 13.

The nominations committeg operates in accordance with

its charter which is available on the Company website. The
nominations committes assists the board to discharge its
responsibilities with regards 10 overseeing the compasition of the
board and competencies of directors together with developing
procedures to asses the performance of directors. Further,
advise the board on appointment and evaluation of Managing
Director and to develop succession plans for the board,
Managing Director and senior management.

The main responsitilities of the committee include:

* reviewing manzgement succession planning for the
Company in general bl specifically in regards to the CEQ
and other senicr management

+ reviewing the aspoeintments and terminations to senior
executive positions reporting to the CEC

+ reviewing and rnaking recommendations to the board
regarding the aopointment of non-executive directors,
including:

- pericdically assessing the appropriate mix of skills,
experience and expertise reguired on the board and
assessing the extent {0 which required skills are
representetd on the board

-~ establishing) processes for identilication of suitable
candidatas for appointment o the board

-~ menitoring the length of service of current board
members, considering succession planning issues and
identifying the likely order of retirement by rotation of
non-execulive directors

- establishing processes for the review of the performance
of individual non-executive directors, the board and
board com nittees.

Whilst the nominations committee may recommend new director
candidates, it is thé: full board that is responsible for the actual
appointment of new directers and any candidate appointed
must stand for election at the next annual general meeting of the
Company. The corimittea’s nomination of existing directors for
reappointmant is a'so not automatic and is contingent on thair
past performance, contribution to the Company and the current
and future needs of the board and Company.



>5EMUNERATIGN COMMITTEE

=7 The remuneration committee is currently comprised of Peter C
=1 Farrell (Chairman), Michael A Quinn, both non-executive directors
C,, and John W Holaday, the Managing Director.

Details of these directors’ attendance at remuneration committee
meetings are set out in the directors’ report on page 13.

The remuneration committee operates in accordance with

its charter which is avaitable on the Company website. The
remuneration committee assists the board to discharge

its responsibilities to attract and retain senior executives

and directors who will create value for shareholders. The
remuneration commitice advises the board on remuneration and
incentive policies and practices generally, and makes specific
recomrendations on remuneration packages and other terms of
employment for senior executives and directors.

@
UsSE

The main responsibilities of the committee include:

assisting the board in setting the executive remuneration
policy inclusive of the operation ot the Company's employee
share option plan

making recommendations to the board for reviewing and
approving the remuneration of executive directors

reviewing and approving the remuneration of senior
executives as defined by the board from time to time.

|

Each member of the senior executive team signs a fermal
employment contract at the time of their appointment covering a
range of matters including their duties, rights, responsibilities and
any entitlements on termination.,

Further information on directors' and executives’ remuneration
is set out in the directors’ report under the heading
""Remuneration Report”.

() AUDIT AND RISK COMMITTEE

{ e audit and risk committee is currently comprised of
R Peter Campbell {Chairman) and Michael A Quinn both
non-executive directors.

Details of these directors’ qualifications and attendance at
audit committee meetings are set out in the directors’ report

ersone

on pages 9~-24.

l l | The audit committee has appropriate financial expertise and
‘ [~ all members are financially literate and have an appropriate
‘ understanding of the industry in which the Group operates.

The audit committee operates in accordance with a charter
which is available on the Company website. The audit and risk
committee assist the board to discharge its responsibilities
relating to the effectiveness of the cont-ol environment and risk
management framework in the areas of operational and balance
sheet risk, lega¥regulatory compliance and financial reporting,
together with the effectiveness and indz2pendence of the external
audit process.

The main responsibiiities of the commitiee include:

* overseeing the Company’s relationship with the extemnal
auditor {including forming a policy on the provision of non
audit services and the rotation of exdermal audit personnel
on a regular basis) and the externa audit function in general.
This includes recommending to the board the appointment,
removal and remuneration of the external auditors, and
reviewing the terms of their engagement, the scope and
quality of the audit and assess performance

* overseeing the adequacy of the coqtrol processes in place in
relation 10 the prepasation of financial staterments and reports

« overseeing the adequacy of the Ccmpany's financial controls
and systems

« overseeing the process of identification and management of
business, financial and commercial rigks.

In fulfiling its responsibilties, the audit committee:

* receives regular reports from management and
external auditors

* meets with the external auditors at least twice a year, or
more frequently if necessary

* reviews any significant disagreements between the auditors
and management, irrespective of whether they have been
resolved

+ provides the external auditors with a clear line of direct
communication at any time to the audit commitiee.

The audit committee has authority, within the scope of its
responsibilities, to seek any information it requires from any
employae or external party.




>EXTERNAL AUDITORS

L

————— The Company and audit committee policy is to appoint extemal

PricewaterhouseCoopers is the incumbent external auditor. It
is PricewaterhouseCoopers policy to rotate audit engagement

parners on listed companies ai least every five years.

An analysis of fees paid to the external auditors, including a

break down of fees for non audit services, is provided in the

directors’ report and in Note 23 to the financial statements.
@ it is the policy of the external auditers to provide an annual

declzaration of their independence to 1he audit cornmittes,

E auditors who clearty demonstrate quality and independence.

@@ RISK ASSESSMENT AND

MANAGEMENT
j The board, through the audit committee, is responsible for

ensuring there is an adequate framework in relation to risk
management, compliance and internal control systems. In
summary, the framework is designed to ensure strategic,
operational, legal, reputation and financial risks are identified,
D assessed, effectively and efficientty managed and monitored
E to enable achievement of the Group’s business objectivas.

CODE OF CONDUCT

Over the past year the board has conducted the affairs of the
Company in accordance with principles of good corporate
governance and has required that at all times all Group jyersonnel
act with the utmost integrity, objectivity and in compliance with
the letter and the spirit of the law and Group policies.

The Company is developing a Code of Conduct to guide the

board, individual directors and senior management as 1o the
practices necessary to maintain confidence in the Group's

integrity with key stakeholders and the wider community together
O with the responsibility and accountabiiity of individuals for

—reporting and investigating reports of unethical practices.

1 available on the Compary websita. All directors, officers and
@ employees are prohibited from dealing in any QRxPharma

g The Company maintains a Securities Trading Policy which is

Limited securities, except while not in possession of unpublished
price sensitive information. It is also contrary to the Company's
[ [ H policy for directors, officers and employees to be engaged in
short term trading of the Company's securities. Directors, officers
and employees may only deal in the Company’s securities during
a specilied period of 45 days after the refease of the Company’s
results or after the AGM. Directors must obtain the approval of
the Chairman, and employees the approval of the Company
Secretary prior to dealing in the Company's securities outside
those periods.

N OF R, ire

CONTINUQUS DISCLOSURE AND
SHAREHOLDER COMMUNICATION

In fulfiling its resposibilities on continuous disclosura of any

information concerling the Group that a reasonable person

would expect 10 heve a material effect on the price of the

Company's securit es the Company is commiited to:

= ensuring that shareholders and the financial markets are
provided with tmely disclosure about its activities

¢ {ully complying with continuous disclosure obligations
contained in ap plicable ASX listing rules and the
Corporations At

* ensuring that al investors have equal and timely access o
material inform:tion concerming the Group.

The Company has detailed this commitment in a Shareholder
Communication Pclicy which is available on the Company
website.

The Company Secietary has been nominated as the person
responsible for communications with the ASX. This role includes
respansibility for ersuring compliance with the continuous
disclosure requirements in the ASX Listing Rules and overseeing
and co orgdinating information disclosure to the ASX, analysts,
brokers, shareholders, the media and the public.

The Company website provides general information and reports
on the Group, inclusive of ASX anncuncements, investor
presentations, and a link to ASX website which displays the share
price, share price movements and other market information.
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(C Revenus from continuing operations
o0
Other income
Research and development
Marketing
General and administration
Finance costs
Loss before income tax

Income tax benafit

Use G

Less from continuing cperations
Loss for the year

R |

(\ Basic loss per share

"7 Diluted loss per share

nel

SO

DE

s

O

|

=
i

OF»inarra a PR

CONSOLIDATED ﬁ r‘w PARENT :
2007 2006 | : 2007 2006
NOTES S s ' s $
5 304,199 18362 ', 304,199 18,362
6 4,950,574 - 4,950,574 -
7| (2447,781) {1,060,320) (2376,013)  (1,060,320)
{97,565) (178837 (97,565) (178,837)
{1,965,707) 595,059) E (1,965.707) (595.059)
7| 497175 (1,694.649) | (1,487,175  (1,694,649)
(753,455) 0510509 | (681,687) (3.510,503)
8 348,155 - 1 348155 -
| wos,300 8510503 ‘| (333.532) (3510503 |
[ om0 psosm ;[ s _ponos |
CENTS cents |
29 2.8) 45.4)
29 (2.8) 45.4)

The above income statements should be read in conjunction with the accompanyin) notes.
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t ( ASSETS

il
Current assets

@ Cash and cash equivalents

Trade and other receivatles
Other financial assets at fair value
through profit or loss

@ Held-to-maturity investments

Other current assets

Total current assets

Non-current assets

Us

Qther financial assets at fair value
through profit or foss

E————1 Qther financial assets
Property, plant and equipment
Intangible assets

Total non-current assets
TOTAL ASSETS

LIABILITIES
Current tiabilities
Trade and other payables

Cther financial liabilities at tair value
through profit or loss

Bomrowings

Tota!l current liahilities

Dersone

|

MNon-current liabilities
Borrowings

Total non-current liabilities
TOTAL LIABILITIES
NET ASSETS/LIABILITIES}

EQUITY
Contributed equity

For

Reserves

Accumulated losses

TOTAL EQUITY/(DEFICIENCY IN CAPITAL)

CONSOLIDATED : PARENT

2007 2006 2007 2006

NOTES 1] 3 ] $
9 35,688,712 248,711 35,689,712 248,711

10 135,565 - 135.565 -
1 374,470 - 374,470 -
12 10,490,797 - 10,490,797 -
13 118,373 - - -
46,808,317 248,711 46,690,544 248,711

11 547,768 - 547,768 -
14 - - 15,620,320 -
16 25,482 18.342 25482 18,342
16 15,430,179 - - -
16,003,429 18,342 16,193,570 18,342
62,812,346 267,053 62,884,114 267,063

|
17 677,849 509,488 705,548 627,188
b

11 154,024 - | 154,024 -
18 - 3,195,563 - 3,195,563
831,873 3,795,051 859,573 3.822.751

19 - 13,574,115 - 13,574,116

- 13,574,118 - 13,574,115

831,873 17,369,166 859,573 17,396,866
61,980,473 (17,102,113} 62,024 541 (17,128,813}

20 79,932,841 669,968 79,932 841 669,968
21a) 386,894 161,881 386.894 161,881
21(b) (18,339,262} {17,933.962) {18,295.194) (17,961,662}
61,980,473 (17.102,113) 62,024 541 (17,129,813}

The above halance sheets should be read in conjunclion with the accompanying notes.
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1

E { Total deficiency in capital at the beginning
-3 of the financial year

Adjustment on adoption of AASB 132
and AASB 139 to:

Preference shares

G Restated deficiency in capital at the beginning
of the financial year

Loss for the year

Transactions with equity holders in their capacity
as equity hotders:

Confributions of eguity, net of iransaction costs

D Employee shares and share options

Total equity/{deficiency in capital) at the end
of the financial year

rsonal use o

For pe

o oo gy a ]

CONSOLIDATED I PARENT
2007 2006 || 2007 2006
NOTES $ s || s 5
|
{17,102,113) {3,771.956) ! (17,129,613} {3,799.666)
!
19 - (9.698,217) ! - {0.898.217)
{(17.102,113}  (12.670,183) (17,129,813} (13,697,883
{405,300} (@.£10503) | ! {333,532) {3.510,503)
20 79,262,873 40533 || 79,262,873 40,533
21 225,013 38,040 275,013 38,040
79,487,886 78673 || 79,467,886 78,573
61,980,473 (17,702,113 62,024,541 (17,129,813

The above statements of changes in equity should be read in conjunction with the acce npanying notes.
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(C "~ CAsH FLOWS FROM OPERATING ACTIVITIES
| I—

Payments to suppliers and empioyees (inclisive of
@ goods and sorvices tax}

- Interest received
R&D grant received
. @D Income tax R&D raceipt 8
@) Payment for financial instrument
Net cash cutflow from operating activities 28
—— 3
2‘) CASH FLOWS FROM INVESTING ACTWITIES

Payments in redation to purchase of subsidiary 26

L7773 payments for property, prant and equipment

@ Payments for Intellectual property

Payments for shares issued in subsidiary 26

Payments for held-to-maturity investments

@ Net cash outflow from investing activities
CASH FLOWS FROM FINANCING ACTIMITIES
Proceeds from issues of shares

{ ] Payments made in relation to IPQ
r
. Proceeds from borowings
@ Net cash inflow from financing activities
@NET INCREASE (DECREASE) IN CASH

f———AND CASH EQUIVALENTS

Cash and cash equivalents at the beginning
— —, of the financial year

l(;L_j
Effects of exchange rate changes on cash
@ and cash equivalents

[ | [] Cash and cash equivalents at end of year 9

The above cash flow statements should be read in conjunction with the accompanying notes.

r e
CONSOLIDATED f PARENT
2007 2006 l 2007 2006
NOTES $ $ | $ $
(2003,831)  (1,901.124) (0,877,652  (1901,124)
247,653 18,362 247,653 18,362
- 43,060 - 43,060
348,15 - 348,118 -
(1,127,430) - (1,127,430) -
(2535.493) (1839702 | (2409314  (1,839,702)
220,462) - (220,46%) -
18,260) - (18,260) -
(273,679} - - -
- - (399,854) -
(10,490,797} - 10,490,797) -
{11,003,198) - b w257 -
51,726,270 40,533 51,726,270 40,533
(3.699,218) - (3,609,218) -
1,224,801 635.747 1,224,801 635.747
49,251,853 676280 | 49,251,853 676,280
35,713,162 (1,163.422) 35,713,162 (1,163.422)
248,711 1,412,133 248,711 1,412,133
(272,161) - (272,161) -
35,689,712 248711 || 35669,712 248,711
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/’>]J SUMMARY OF SIGNIFICANT
———= ACCOUNTING POLICIES

-— 1 The principat accounting policies adopted in the preparation
C __, ofthe financial report are set out below, These policies have
been consistently applied to all the years presented, unless
@ otherwise stated, The financial report includes separate financial
statements for QRxPharma Limited as an individual entity and
the consolidated entity consisting of QRxPharma Limited and

its subsidiaries.
I @ al Basis of preparation

This generat purpose financial report has been prepared in
accordance with Australian Accounting Standards, other

3 authoritative pronouncements of the Australian Accounting
Standards Board, Urgent Issues Group Interpretations and the
Corporations Act 2001.

{———1 Compliance with IFRS
Australian Accounting Standards include Australian equivalents
@ to Intemational Financial Reporting Standards (AIFRS).
Compliance with AIFRS ensures that the consolidated financial
6 statements and notes of QRxPharma Limited comply with
c — International Financial Reporting Standards {IFRS). The parent
entity financial statements and notes also compty with [FRS
@ except that it has elected 10 apply the relief provided to parent
entities in respect of certain disclosure requirements contained in
AASB 132 Financial Instruments; Disclosure and Presentation.

Historical cost convention
4 These financial statements have been prepared under the
. historical cost convention, as modified by the revaluation of
@ financial assets and liabilities {including derivative instruments)
at fair value through profit or loss.

I.O ‘~Critical accounting estimates
——— . " . " 1 1
The preparation of financial statements in conformity with
(L AIFRS requires the use of certain critical accounting estimates.
{_— — lalso requires management to exercise its judgment in the
process of applying the Group's accounting poficies. The areas
O involving a higher degree of judgment or complexity, or areas
where assumpticns and estimates are significant to the financial

‘ l ﬂ statements, are disciosed in Note 3.

bl Going concern

losses and negative cash flows from operating activities since its
inception. During the year the Group compleied an Initial Public
Offering (IPC) ralsing $50 million {before transaction costs of
$3.7 million) in cenjunction with the adrnission of the Company
on the Australian Securities Exchange (ASX).

‘ The Group has experienced signilicant recurring operating

The directors have considered the significance and possible
effects of these circumstances in order to determine the
suitability of adopting the going concern basis for the preparation
of this financial report.

Having carefully assessed the financial and operating implications
of the above matters, the directors consicger that the Group will
be able to pay its debts as and when thay fzll due for at least

12 months following the date of these financial statements and
that it is appropriate for the accounts to be prepared on a going
concemn basis.

cl Principles of consolidation

The consolidated financial statements incorporate the assets and
liabilities of all subsidiaries of QRxPharma Limited {*'company"’
or "parent entity’’} as at 30 June 2007 and ihe results of all
subsidiaries for the year then ended. QRxPrarma Limited and its
subsidiaries together are referred to in this financial report as the
Group or the consolidated entity.

Subsidiaries are all those entities (including special purpose
entities) over which the Group has the power to govem the
financial and operating policies, generally accompanying a
shareholding of more than one half of the veting rights. The
existence and effect ot potential voting rights that are currently
exercigable or convertible are considered when assessing
whether the Group controls another entity.

Subsidiaries are fully consoficated from the date on which control
is transferred to the Group. They are de corsclidated from the
date that control ceases.

Intercompany transactions, batances and uvrealised gains

on {rarsactions between Group companies are eliminated.
Unrealised losses are also eliminated unless the transaction
provides evidence of the impairment of the assel transferred,
Accounting policies of subsidiaries have been changed where
necessary to ensure gonsistency with the policies adopted by
the Group.

d] Segment reporting

A business segment is identified for a group of assets and
operatons engaged in providing products cr services that are
subject to risks and retums that are different to those of other
business segments. A geographical segment is identified when
products or services are provided within a garticular economic
environment subject 10 risks and returns that are different from
those of segments operating in other econcmic environments.

e} Foreign currency transtation

Fareign currency transactions are translated into the functional
currensy using the exchange rates prevailing at the dates of the
transactions. At balance date amounts payible and receivable in
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[}\%L SUMMARY OF SIGNIFICANT

——= ACCOUNTING POLICIES [CONTINUED]

(C - foreign currencies are transtated to Australian currency at rates
-3 of exchange current at that date. Resulting exchange differences

@ are recognised in determining the profit and loss for the year.

f] Revenue recognition

{~, Interest income
@ Interest income is recognised on a time proportion basis using

the effective interest methed.

@ gl Income tax

CZ22F The income tax expense or revenue for the period is the tax
ﬁ)j payable on the current period’s taxable incoma based on
the national income tax rate for each jurisdiction adjusted by
changes in deferred tax assets and liahilities attributable to

L temporary differences and 1o unused tax iosses.

C@ Deferred income tax is provided in full, using the liability method,
on temporary differences arising between the tax bases of assets
7 and liabilities and their carrying amounts in the consolidated

( financial statements. However, the deferred income tax is not
accounted {or if it arises from initial recognition of an asset or

O liability in a transaction other than a business combination that at
the time of the transaction aifects neither accounting nor taxable
profit or loss. Deferred income tax is determined using tax rates
(and laws} that have been enacted or substantially enacied by
the balance sheet date and are expected to apply when the

(;_L — 7 related deferred income tax asset is realised or the deferred
income tax Gability is settled,

Deferred tax assets are recognised for deductible temporary

differences and unused tax losses only if it is probable that future
@taxable amounts will be avaitable to utilise those temporary
L~ differences and losses.

Deferred tax liabiities and assets are not recognised for

9\_ - temporary differences between the carrying amount and tax
o ases of investments in controlled entities where the parent

( J entltyr able to control the timing of the reversal of the temporary
differences and it is probabile that the differences will not reverse

‘L | in the foreseeable future.
1L

2711 Tax consolidation legislation
QRxPharma Limited and its wholly owned Australian controlled
entities have implemented the iax consolidation legislation,

The head entity, QRxPharma Limited, and the controlled entities
in the tax consokidated group account for their own current and
deferred tax amounts. These tax amounts are measured as if
each entity in the tax consalidated group continues to be a stand
alone taxpayer in its own right,

it [0 25 LT 2 {8 TR A

h) Business combinations

The purchase method of accounting is used 1o account for

alt business combinations, including business combinations
involving entities or businesses under common conirol,
regardless of whether equity instruments or other assets are
acquired. Cosit is measured as the fair value of the assets given,
shares issuec or liabilities incurred or assumed at the date of
exchange plus costs directly attributable to the acquisition,
Where equity instruments are issued in an acquisition, the fair
value of the ir struments is their published market price as at
the date of exchange unless, in rare circumsiances, it can be
demonstratedl that the published price at the date of exchange is
an unreliable indicator of fair vatue and that other evidence and
valuation metyods provide a more reliable measure of fair value.
Transaction costs ansing on the issue of equity instruments are
recognised divectly in equity.

Il Impairinent of assets

Assets are reviewed for impairment whenever events or changes
in circumstan tes indicate that the camrying amount may not be
recoverable. An impairment loss is recognised for the amount
by which the asset’s carrying amount exceeds its recoverable
amount. The recoverable amount is the higher of an asset's fair
value tess costs to sell and value in use. For the purposes of
assessing imp:airment, assets are grouped at the lowest levels
for which there are separately identifiable cash inflows which
are largely incependent of the cash inflows from other assets or
groups of assats (cash generating units), Non financial assets
ather than go>dwill that suffered an impairment are reviewed for
possible reversal of the impairment at each reporting date.

jI Grant income
Government grants are recognised as income over the periods

necessary 1o match them with the related costs which they are
intended to compensate, on a systematic basis.

k] Cash and cash equivalents

For cash flow statement presentation purposes, cash and cash
equivalents in xludes cash on hand, deposits held at call with
financial instititions, other short-term, highly liquid investrnents
with original maturities of three months or less that are readiy
convertible to known amounts of cash ana which are subject

to an insignific ant risk of changes in value, and bank overdrafts.
Bank overdraits are shown within borrowings in current liabilities
on the balanc2 sheet.
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Investmenis and other financial assets

Classification

The Group classifies its invaestments in the following categories:
financiat assets at fair value through profit or loss, loans and
receivables and held-to-maturity investments. The classification
depends on the purpose for which the investments were
acquired. Management determines the classification of its
investments at initial recognition and, in the case of assets
classified as held-io-matunity, re evaluates this designation at
each reporting date.

) Financial assets at fair value through profit or loss
Financial assets at falr value through profit or foss are
financial assets held for trading. A financial asset is classified
in this category it acquired principally for the purpose ot
selling in the short-term. Derivatives are classitied as held for
trading unless they are designated as hedges.

ii) Loans and receivables
Loans and receivables are non derivative financiat assets
with fixed or determinable payments that are not quoted
in an active market, They are included in current assets,
except for those with maturities greater than 12 months after
the balance sheet date which are classified as non-current
assets, Loans and receivables are included in trade and
other recevables in the balance sheet (Note 10).

iy Held-to-maturity investments

Held-to-maturity investments are non derivative financial

assets with fixed or determinable payments and fixed

maturities that the Group's management has the positive
intention an<] ability to hold to maturity. | the Group were to
sell other than an insignificant amount of held-to-maturity
financial assets, the whole category would be tainted and
reclassified as availabie for sale. Held-to-maturity tinancial
assets are included in non-current assets, except for those
with maturities less than 12 months from the reporiing date,
which are classified as current assets.

Recognition and derecognition

Financial assets carried at fair value through profit or loss are
Initially recognised at fair value and transaction costs are expensed
in the income statement. Financiat assets are derecognised when
the rights to receive cash flows from the financial assets have
expired or have been transferred and the Group has transferred
substantially all the risks and rewards of ownership.

Subsequent measurement
Loans and receivables and hald-to-maturity investments are
camied at amortised cost using the effective interest method.

Fair value
The fair values of option agreements are based on current
market prices.

m] Property, plant and equipment

Depreciation on plant and equipment is calculated using the
straight line method to allocate their cost, net of their residual
values, over their estimated useful lives, as follows:

« Plant and equipment 4 years

The assets’ residual values and usei lives are reviewed, and
adjusted if appropriate, at each balance sheet date.

An asset’s carrying amount is written down immediately 10 its
recoverable amount if the asset’s camrying armount is greater than
its estimated recoverable amount (Note 1(7).

n] Intangible assets

iy Intellectual property
Costs incurred in acquining intelleciual property are
capitalized and amortised on a straight line basis of the
period of the expected benelit. Intelleciunl property acquired
as parl of the CNS Co, Inc. acquisition is amortised over the
remaining life of the patents of 18 years.

Costs include only those costs directly altributable to the
acquisition of the intellectual property.

iy Research and development
Research expenditure on internal development projects
is recognised as an expense as incurred. Cosis incurred
on development projects {refating to the design and
test ng of new or improved products) are recognised as
intangible assets when it is probable that the project will,
after considering its commercial and techinical feasibility, be
completed and generate future economic benefits and its
costs can be measured reliably. The expenditure capitalised
comprises all directly attributable costs, including costs
of matenals, services, direct labour and zn appropriate
proportion of overheads. Other development expendilures
that do not meet these criteria are recognised as an expense
as incurred. Development costs previously recognised as
an expense are not recognised as an ascet in a subsequent
periocl. Capitalised development costs are recordect as
intangible assets and amortised rem the point at which the
assat is ready tor use on a straight line basis over its usedul
lifey, which varies from threg 1o five years.

ol Trade and other payables

These amounts represent liabilities for goods and services
providedd to the Group prior to the end of financial year which are
unpaid. The amounts are unsecured and are usually paid within
30 days of recognition.
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S5, SUMMARY OF SIGNIFICANT

——— ACCOUNTING POLICIES [CONTINUEDI

(" p) Borrowings

C

Non-redeemable preference shares are classified as liabilities.
The accrued liabiities on preference shares are recognised in the
income statement as interest expensa.

Borrowings are classitied as current liabifities unless the Group
has an unconditional right 1o defer settlement of the liability for at
least 12 months after the balance sheet date.

Corwertible notes and accrued interest are recognised as a
liability. The liability is included in borrowings until the conversion
or maturity of the notes.

Uuse On

ql Borrowing costs

Borrowing cosls are recognised as expenses in the period in

"3 which they are incurred. Borrowing costs include inferest paid or

@@ payable on convertible notes.
rl Employee henefits
} Wages and salaries and annual leave
Liabilities for wages and salaries, Including ner monetary
benefits and annual leave expected to be seftied within

12 months of the reporting date are recognised in other
payahles in respect of employess' services up to the

@ reporting date and are measured at the amounts expected to
J be paid when the liabiliies are settied.
E& i) Long service leave
The Eability for long service leave is recognised in the
provision for employee benefits and measured as the present
value of expected fulure paymenis to be mada in respect
of services provided by employees up to the raporting date.
( O) Consideration is given to expected future wage and salary
L levels, experience of employee departures and periods of
service. Expecied future payments are discounted using

CL market yields al the reporting date on national government
L— bonds with terms to maturily and currency that match, as

closely as possible, the astimated future cash outfiows,
iiy Retirement benefit obligations

ﬂ The Group does not maintain a Group superannuation

r plan. The Group makes lixed parcentage coninbutions for

'|:| all Australian resident employees 10 complying third party
superannuation funds and for US resident emoloyees to
compiying pension funds. The Group's legal or constructive
obligation is limited to these contributions.

Contributions to complying third party superannuation funds
and pension plans are recognised as an expense as they
become payable. Prepaid contributions are recognised as an
asset to the extent that a cash refund or a reduction in the
{uture payments is available.

%d IS 2 Tl B . R

iv) Share-besed payments
Share-based compensation benefits are provided to
empioyes via the QRxPharma Limited Employee Share
Option Plan and the QRxPharma Pty Limited Employes
Share Qpdion Plan. Infarmation relating to these schemas is
set out in Note 30.

The fair value of options granted under the QRxPharma
Limited Empioyee Share Option Plan and the QRxPharma
Pty Limitixd Employee Share Option Plan is recognised as
an emplcyee benefit expense with a corresponding increase
in equity. The fair value is measured at grant date and
recognised over the peried during which the employees
become unconditionalty entitled to the options.

The fair value at grant date is independently determined
using a Elack Scholes option pricing model that takes into
account the exercise price, the term of the option, the impact
of dilution, the share price al grant date and expected price
volatility oof the underlying share, the expected dividend yield
and the r sk free interest rate for the term of the option.

The fair value of the oplions granted is adjusted to reflect
market vesting conditions, but excludes the impact of any
non mart et vesting conditions {for exampie, profitability

and sales: growth targets}, Non market vesting conditions
are inclucled in assumptions about the number of options
that are expected to becoma exercisable. At each balance
sheet date, the entity revises its estimate of the number

of options that are expected 10 become exercisable. The
employer benefit expense recognised each pericd takes into
account he most recent estimate. The impact of the revision
to originz| estimates, if any, is recognised in the income
statemert with a corresponding adjustment to equity.

Upon the exercise of options, the balance of the share-based
payment:; reserve relating to those options is transferred to
share capitat and the proceeds received, net of any directly
attributable transaction costs, are credited to share capital.

v} Bonus pans

The Grol p recognises a liability and an expense for bonuses
in accorcance with the tarms of employment contracts. The
Group recognises a provision where contractually cbliged or
where thare is a past practice that has created a constructive
obligation.

Employee henefit on costs

Employe: benefit on costs, including payroll tax, are
recegnised and included in the employee benefit iabilities
and ¢osts when the employee benefits to which they relate
are recognised.

=,



%) Contributed equity
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Ordinary shares are classified as equity.

Incremental costs directly atinbutable to the issue of new shares
or options ara shown in equity as a deduction, net of tax, from
the proceeds. Incremental costs directly attributable to the
issue of new shares or options for the acquisition of a business
are not included in the cost of the acquisition as part of the
purchase consideration.

t} Earnings per share

I} Basic eamings per share
Basic earnings per share is calculated by dividing the profit
attributahle to equity holders of the company, excluding any
costs of servicing equity other than ordinary shares, by the
weighted average number of ordinary shares outstanding
during the financial year, adjusted for bonus elements in
ordinary shares issued during the year.

iiy Diluted earnings per share

Diluted earnings per share adjusts the figures used in the

determination of basic eamings per share to take into

account the after income tax effect of interest and other

financing costs associated with dilutive potential ordinary

shares and the weighted average number of shares assumed

to have been issued for no consideration in relation to dilutive

potential ordinary shares.

u] Derivatives

Derivatives that do not qualify for hedge accounting
Derivatives are initially recognised at fair value on the date

a derivative coniract is entered into and are subsequently
remeasured 1o their fair value at each reperiing date. Changes
in the fair valie of any derivative instrument that does not qualify
for hedge accounting are recognised immediately in the income

.= ~“slatement and are included in other income or other expenses.

-
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v} Fair value estimation

Tha fair value of financial assets and financial liabilities
must be estimated for recognition and measurament or for
disclosure purposes.

The fair value of financial instruments traded in active markets is
based on quoted market prices at the balance sheet date. The
quoted market price used for financial assets held by the Group
is the current bid price.

w] Goods and Services Tax [6S7)

Revenues, expenses and assets are recognised net of the
amount of associated GST, unless the GST incurred is not
recoverable from the taxation authority. In this case it is
recognised as part of the cost of acquisition of the asset
or as parl of the expense.

Receivabtes and payables are stated inclusive of the amount of
GST receivable or payable. The net amount of GST recoverable
from, or payable to, the taxation authority is included with other
receivables or payabies in the balance shest.

Cash flows are presented on a gross basis. The GST
compoenents of cash flows arising from investing or financing
activities which are recoverable from, or payibie to the taxation
authority, are presented as operating cash flow.

x} New accounting standards and
interpretations

Certain new accounting standards and interpretations have
been published that are not mandatory for 300 June 2007
reporting perads. The Group's and the parent entity's
assessment of the impact of these new starxiards and
interpretations is set out below,

i} AASB 7 Financial Instruments: BisclosLres and AASB
2005 10 Amendments to Australian Accounting Standards
[AASB 132, AASSE 101, AASB 114, AASB 117, AASB 133,
AASB 133, AASE 1, AASB 4, AASB 1023 & AASB 1038]

SB 7 and AASB 2005 10 are applicatie to annual
reporing periods beginning on or after 1 January 2007, The
Group has not adopted the standards eerly. Application of
the standards will not affect any of the arounts recognised
in the financial statements, but willimpact the type of
informaticn disclosed in relation to the Group’s and the
parent entity's financial instruments.

iy Revised AASB 101 Presentation of Finzncial Statements
A revised AASB 101 was issued in October 2006 and is
applicable to annual reporting periods beginning on or after
1 January 2007, The Group has not adopted the standard
earty. Application of the revised standard will not have any
impact on the Group's financial statemerts.

iii} AASB-I10 Interim Financlal Reporting and Impairment
AASB-1 10 applies to annual reponting periods beginning on
or after 1 November 2006. It prohibits i pairment losses
recognised in an interim period on goodwill, investments
in equity instruments and investments in financial assets
carred at cost 10 be reversed at a subsequent batance
sheet date. The Group wilt apply AASB-I 10 from 1 July
2007 but it is not expected to have any impact on the
Group's financial statements.
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ﬁ SUMMARY OF SIGNIFICANT
r——— ACCOUNTING POLICIES [CONTINUED]

(_J v} AASB-111 AASB 2 - Group and Treasury Share
Transactions and AASB 2007-1 Amendments to Australian
Accounting Standards arising from AASB Interpretation 11
AASB- 11 and AASB 2007-1 are effective for annual
reporting periods commencing on or after 1 March 20C7.
AASB- 11 addresses whether certain types of share-
based payment transactions should be accounied for as
equity-settled or as cash-settled transactions and specifies
the accounting in a subsidiary’s financial statements for
share-based payment arrangements involving equity
instruments of the parent, The Group will apply AASB-t 11
tfrom 1 July 2007 but it is not expected to have any impact
on the Group's financial statements.
AASB 8 Qperating Segments and AASB 2007-3
Amendments to Australian Accounting Standards arising
from AASE 8
AASB 8 and AASB 2007-3 are effective for annual reporting
periods commencing on or after 1 January 2009. AASE 8
will result in a significart change in the approach to segment
reporting, as it reguires adaption of a “rmanagerment
approach” to reporting on the financial performance. The
information being reported will be based on what the key
decision-makers use internally for evaluating segment
performance and deciding how to allocate resources tc
operating segments. The Group has not yet decided when 1o
adopt AASB 8. Application of AASB 8 may result in different
segmants, segment results and different type of information
being reported in the segment note of the financial report.
However, it will not affect any of the amounts recegnised in
the financial statements.
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FINANCIAL RISK MANAGEMENT

————— The Group's activities expose it 1o a variety of financial risks. The Group's overall risk management programme focuses on the
unpredictability of financial markets and seeks to minimise patential adverse effects on the financial performance of the Group.
Q al Market risk

© Foreign exchange risk
Foreign exchange risk arises when future commercial transacticns ang recegrised assets and liabilities are denominated in a currency

that is not the entity’s functional currency.

The Group operates internationally and is exposed 1o foreign exchange risk arising from varicus currency exposures, primarity with
. respect to the US dollar. Currency cptions {USD) are used to manage foreign exchange risk {refer to Note 11).

@ The following balances are held in AUD and USD at 30 June 2007:

Commercial bills
@ Commercial bills
Security deposit

hi Credit risk

Cash at bank

Term deposits

usp
AREPORTED
NOTES AUD IN AUD TOTAL AUD
9 1,975,259 363,564 2,338,823
9 - 6,668,672 6,668,672
j¢] 26,682,216 - 26,662,216
12 9,690,797 - 9,690,797
12 800,000 - 800,000
39,148,272 7,032,236 || 46,180,508

The credit risk on financial assets of the Group which have been recognised on the balance sheet, other than investment in shares, is

generally the carrying amount, net of any provisions for doubtful debts.

@ ¢} Liquidity risk

Prudent liquidity risk management implies maintaining sufficient cash and marketable securities.

. The Greup has expearienced recurring operating losses and operating cash outflows since inception to 30 June 2027, Due to nagative
cash flow position the Group has not committed to any credit facilities rather relied upon equity and debt financing through private and

public equity investors.

| Cash flow and fair value interast rate risk

E As the Group has significant Bank Accepted Commercial Bills and Term Deposits interest bearing assets, the Group's income and

operating cash flows are exposed to changes in market interest rates.

intends 1o hold fixed rate assets and fiabilities to maturity or to a time when the assets and Habilities are converted at the oplion of the holder.

@ The Group's exposure 1o interest rate risk predominately arises from assets and liabilities Learing variable interest rates as the company

“ l 3 CRITICAL ACCOUNTING ESTIMATES AND JUDGEMENTS

Estimates and judgements are continually evaluated and are based on historical experience and other factors, including expectations of
future events that may have a financial impact on the entity and that are believed to be reasonable under the circurmstances.

The Group makes estimates and assumptions concerning the future. The resulting accounting estimates will, by difinition, seldom
equal the refated actual results. The estimates and assumptions that have a significant risk of causing a material ajustment 1o the
carrying amounts of assets and liabilities within the next financial year are discussed below.
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=3 CRITICAL ACCOUNTING ESTIMATES AND JUDGEMENTS (CONTINUED]

p——=—— Research and development expenditure

E The Group has expensed all internal research and development expenditure incurre 1 during the year as the costs relate to the initial

expenditure for research and development of biopharmaceutical products and the ceneration of future eccnomic benefits are not
considered certain. It was considered appropriate to expense the research and devalopment costs as they did not meet the criteria to
be capitalised under AASE 138.

Intaltectual property acquired during the year from external sources have been capitalized and amortised over its useful life, The
directors have assessed the fair value of the acquired intellectual property at year er d and have determined that # is not impaired.
Fair vatue of financial assets and babibities

The Group has entered into a number of Australian dollar (AUD} put option agreements and Smart Forward exchange contracts 1o
purchase US dollar (USD} to manage its exposure to foreign exchange movements. The directors have assessed and measurad the

j derivative instruments at their fair value at year end. '
impairment of intangibie asseis

The Group reviews definite life intangibles for impairment whenever events or changss in circumstances indicate that the carrying value

CZ22220 may not be recoverable. The Group makes estimates and assumptions about the recoverability of intellectual property..

4 SEGMENT INFORMATION

The Group's operations during the year were predaminantly in Australia. The Group cperates in only one market segment, that of the

research and development of bicpharmaceutical products for commercial sale.

@5 REVENUE
@D

CONSOLIDATED l PARENT
2007 2006 | 2007 2006
$ $ i, $ $
EE: From continuing operations : |
@ Interest 304,199 18,362 ]_“w 304,199 18,362
6 OTHER INCOME
CONSOLIDATED i PARENT
2007 2006 | 2007 2006
5 g s $
(&j Gain on conversion of financial instruments 4,950,574 - [ 4,950,574 -

© On 24 May 2007 the Series 8 convertible notes and Series A preferred shares were converted into ordinary shares (refer Note 20 (e)).
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=2y, EXPENSES

———— Loss before income iax includes the following specific expenses:

CONSOLIDATED

C - T comso I_ PARENT
-~ 2007 2008 | 2007 2006
$ s | $ $
@ Depreciation ,
Plant and equipment 11,120 29,988 ) 11,120 29,983
Net foreign exchange loss 272,161 7.289 272,161 7,289
@D Finance costs
Interast payable on converiible notes 370,548 262,113 370,948 262,113
@@ interest payable on preference shares 1,126,227 1431007 | 1,126,227 1,431,007
Other tinanca expensa - 1,526 - 1,529
Ii 1,497,175 1,694,649 1,487 ,17¢ 1,694,649 E
C_) Fair value losses on derivative financial instrument 359,216 - 359,21¢ - ,
Employee benefit expense
C—— 1  Employes benefit expensa 456,892 313272 456,80z 313.272
@ Defined contribution superannuation expense 8,327 - 8,327 -
D Shars option expense 225,013 38,040 2250135 38,040
690,232 a51.312 | 690,232 351312 |
E Research and development
Research and development expensed 2,376,013 1,103,380 2,376,015 1,103,380
© Research and development grant - {43.080) | - (43,080)
Amortisation of intangible assets 71,768 - i - -
@D 2,447,781 1,060,320 [ I 2,376,015 1,060,320
& 8 INCOME TAX BENEFIT
@ al Income tax benefit
@ T 7 CONSOLIDATED ] ' © pamewT
D zoo; 200: 200;; 200:
Current tax - - - -
CL; ~ 1 Defarred tax expenss (348,155} - (348,15%) -
(348,156} -] wwasy -

©

i |—] The deferred tax asset relates to a Research and Development tax rebate payment received during the year under Section 73 B of the
b Income Tax Assessment Act 1936.
I
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>§ INCOME TAX BENEFIT (CONTINUED)

——=2 b} Nurmerical reconciliation of mcorne tax expense to primz facie tax payahie

C CONSOLIE ATED N PARENT K
— 2007 2006 2007 2006
s s i, $ s

@ Loss from continuing operations belare income tax e<pense {753,455) (3510503 |,  (681,687) (3510503 |

Tax at the Australian tax rate of 30% (2006 — 30%) (226,037) (1,053.151) ! (204,506) (1,053,151} |

@ Tax effect of amounts which are not deductible ; : .

in calculating taxable income: !

Amortisation of intangibles 21,531 - i - -
R&D expenditures 573,750 - 573,750 - i

Share-based payments 67,504 11,412 67,504 11,412

j Interest on preference shares {,102,770) 429,302 {1,102,770) 429,302
{666,022) {612,437) | (666,022) (612.437) ‘

————— Previously unrecognised tax losses now recouped

ta reduce current tax expense (348,155) - {348,155) -

@ Benefit of tax losses not recognised 666,022 612,437 666,022 612,437

Income tax expense [ 48,155 - M 348,185) -

c| Tax losses

f CONSOLIDATED | PARENT |

2007 2006 ° 2007 2006

s s | s $

Opening balance 5,394,788 4031072 5,394,788 4,031,072

([ { Movament in tax losses due to under/over provision - 751,279 - 751,279
Tax losses generated during the year 666,022 612,437 ] 666,022 612,437 .

Unused tax losses for which no deferred tax asset
has been recognised 6,060,810 5,394,788 | 6,060,810 5,394,788

CO Potential tax benefit @ 30% 1,818,243 1618436 |1 1,818,243 1618436 |
T

The Group maybe entitled 1o claim additional deductions for research and developmient expenditure, and other items for which the tax
Q treatment is uncertain. The amount of any research and development deduction has: not been determined at the year end and as such
[ 1 has not been included in the calculation of the above losses.

The Group adopts a conservative approach to the treatment of expenditure for which the tax treatment is uncertain. A tax deduction
for such items shall enly be claimed following confirmation by advisors and, or the redevant tax authorities.

iy the Group derives fulure assessable income of a nature and of an amount suffic ent to enable the benefit from the deductions for
the losses to be realised, or

i) the Group continues to comply with the conditions for deductibility imposed by iax legislation, and

iy no changas in tax legislation adversely affect the Group in realising the benefit from the deduction for the losses.

' l The benefit for tax losses will only be obtained if:

d] Tax consolidation legislation
QRxPharma Limited and its wholly-owned Australian controlled entities have impler ented the tax consolidation legislation as ot
7 December 2002. The accounting pelicy in relation to this legislation is set out in Note 1(g).

45 PPy a - . .0
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%‘-\% CURRENT ASSETS - CASH AND CASH EQUIVALENTS

' — CONSOLIDATED T PARENT
| -1 2007 2006 2007 2006
' ( S S S s
| F— — cash at bank 2,338,824 248,711 2,338,824 248,711
6,668,672 -
26,682,216 -

35680712 248711 | 35689712 248711 |

. @ a} Cash at hank

@ These bear an interast rate of 5.98% (2006: 4.25%) for the ALUD accounts and 3% {2006: nii) for the USD accounts.

h] Terr deposits

i ] These are USD deposits anc bear a fixed interest rate of 5.1% (2006: nil). These deposits have a maturity of no mcre than 2 months.

i -
@ Term deposits 6,668,672 -
Commercial bills 26,682,216 -
|
|
|

¢) Commercial bills
—— /]

These commercial bills are beanng an average interest rate of 6.30% {2006: nil} and have a maturity of less than th-ee months.

@ D Bank accepied commercial bills and term deposits with a maturity greater than 3 months have been classified as F eld-to-maturity

investments {refer Note 12).

E 10 CURRENT ASSETS - TRADE AND OTHER RECEIVABLES

coNsOLIDATED || PARENT
@ 2007 2008 ' 2007 2006
s s | $ s
Interest receivatle 56,546 - ‘ 56,546 -
CL Other receivables 79,019 - 79,019 -
i | 135565 - 135,565 -

@ Other receivables relate to net refund of Goods and Services Tax at year end.

@3
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>~\.ﬂ)1 OTHER FINANCIAL ASSETS AND LIABILITIES AT FAIR VALUE THROUGH

————= PROFIT OR LOSS

SC:’ CONSOLICATED ) PARENT
— 2007 2006 | 2007 2008
s $ . 5 s
CURRENT ASSETS ' '
Derivative financial instrument 374,470 - il 374,470 -
Total cument assets 374,470 -0 374,470 -
@ NON-GURRENT ASSETS '
Derivative financial instrument 547,768 - ! 547,768 -
Total non-current assets 547,768 - { E 547,768 -
L
3 TOTAL ASSETS 922,238 - 922,238 -
!
CURRENT LIABILITIES ‘ [
———— Derivative financial instrument 154,024 - 1 154024 -
@ TOTAL LIABILITIES 154,024 - 154,024 -
[nstruments used by the Group

It is anticipated that the Group will spend at least $31 million over the next two years on rasearch and development expenditure

associated with ¢linical inals condusted in the US. In order to protect against adver: e foreign exchange movements between AUD

and USD, the Group has entered into a series of foreign exchange put option contrz cts to purchase US dollars with each put option
@ standing alone.

These put options contracts are hedging existing purchase contracts and highly prebable forecasted purchases over the ensuing two
financial years and mature as follows:

&_’ SELL AUSTRALIAN DOLLARS —i % AVERAGE EXCHANGE RATE

[ ;

| 2007 2006 1 ! 2007 2006

BUY US DOLLARS $ § 1 $ $

@D Maturity I | |

@s - 12 months | 13,200,000 - 1 0.8180 -
1 -2 years l B

i .
e 17,900,000 - | 0.8180 - !

E__L Amounts disclosed above represent currency sold measured at the contracied rate.

The Australian Dollar call amount is for $7,800,000, has a floor of USD 0.80 cents and a trigger of USD 0.8475, Each contract stands
alone, At 30 June 2007 a fair value of $154,024 has been recognised in relation to tie Smart Forward exchange contracts, The loss in
! | mn retation to the November and December 2007 contracts has not been recognised as it cannot be refiably estimated that the exchange

@ The Group has also entered into a series of Smart Forward exchange contracts. These mature within six months from 30 June 2007.

rate trigger will be breached.

o2 Ofeegre v o -




>\1J2 CURRENT ASSETS - HELD-TO-MATURITY INVESTMENTS

—
|

C

4

Commaercial bills
Security deposit

SICR®

[ CONSOLIDATED

2007 2008 2007 2006
S $ 3 5
9,690,797 - 9,690,797 -
800,000 - ! 800,000 -

| ro4s0707

The commercial bill is bearing the interest rate of 6.47% (2006: nil) and matures in December 2007 .

== 13 CURRENT ASSETS - OTHER CURRENT ASSETS

Prepayments

Investment in subsidiaries (Nots 27)

Less provision for write down to recoverable amount

rsonal U

=1 These financial assets are carried at cost.

*®
@
.

" CONSOLIDATED

-_J | 10,490,797

" PARENT

It is the company’s intention to hold the security deposit until the maturity of the Smart Forward exchange contracts. This security
deposit bears a fixed interest rate of 6.2% (2006: nil).

14 NON-CURRENT ASSETS - OTHER FINANCIAL ASSETS

2007 2008 | 2007 2008

s s s s
118,373 - ] - -

CONSOLIDATED I PARENT

2007 2006 | 2007 2006

3 s | s s

- - |' 1s121,07c 500,750

- - ! {500,75C) {500.750)

15,620,32C




P I T B LR RN

FURTHE YEA SLED Y LINE pU
c %5 NON-CURRENT ASSETS - PROPERTY, PLANT AND EQUIPMENT
= CONSOLIDATED | PARENT
- PLANT & PLANT &

(C EQUIPMENT || EQUIPMENT

£ s | $

@ AT 1 JULY 2005 |
Cost 109,277 108,277
Accumulated degreciation (80,947) | (60,847)

@ Net book amount 48,330 48,330 i

N YEAR ENDED 30 JUNE 2006 i

( ) Opening net book amount 48,330 i 48,330
Depreciation charge (29,988) | {29,988)

T-'-—)" Closing net book amount 18342 |/ 18342 |
AT 30 JUNE 2006 1
Cost 109,277 108,277
Accumutated depreciation (80,935) | | (90,935)

‘ L ; Nat book amount 18,342 | 18,342

I
|
5 YEAR ENDED 30 JUNE 2007 :

g Opening net bock amaount 18,342 l 18,342
Additions 18,260 i | 18,260
Depreciation charge (11,120 ' {11,120)

Cf Closing net book amount 25482 | 25482 |

|

ng) AT 30 JUNE 2007 :

-73 Cosl 127,537 || 127,537
Accumulated depreciation (102,055) l (102,055)
Not baok amount 242 || 25482
Qﬂz
[ — |
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%6 NON-CURRENT ASSETS - INTANGIBLE ASSETS

| ———
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For

AT 1 JULY 2005
Cost

Accumulated amortisation and impairment

Net book amount

YEAR ENDED 30 JUNE 2006
Opening net ook amount

Closing net book amount

AT 30 JUNE 2006
Cosl

Accumulated amortisation and impairment

Net book amount

YEAR ENDED 30 JUNE 2007
Opening net hook amount
Acquisition of intellectual property
Amertisation charge

Closing net book amount

AT 30 JUNE 2007
Cost

Accumulated amortisation and Impairment

Net book amecunt

~ CONSOLIDATED

PATENTS,
TRADEMARKS OTHER |
AND OTHER INTANGIBLE
AIGHTS ASSETS | TOTAL
$ s $
- 889,307 889,307
- (889,307} (889,307)
] i
i
- 889,307 889,307
- (889,307) {889.307)
15,501,947 - 15,501,947
(71,768 - (71,768)
I 15430179 - ] 15430179
15,501,947 889,307 16,391,254
{71,768) (869,307) | (961,075)
15,430,179 - | 15430179

2 patents, trademarks and other rights asset of $15.5 million relates to the Group’s acquisition of CNS Co, Inc. which held an

exclusive warldwide license from the University of Alabama of certain technology relating to the treatment of centrzl nervous system
(CNS) disorders and other related diseases {Torsin (P). Under the terms of this agreement the Group will use its commaercially

reasonable best efforts to bring a product or process using the Torsin IP 1¢ market through a commercially reascnable development
programme 1o meet certain milestones. The first milestone is the filling of an investigationa! new drug application for a product within

three years. Refer also 1o Notes 20{h) and 24.

(5




>ﬁé NON-CURRENT ASSETS - INTANGIBLE ASSETS [CONTINUED])

| SO—— PARENT
PATENTS,

THADEMARKS OTHER

AND OTHER INTANGIBLE
RIGHTS ABSETS TOTAL
$ 5 $

AT 1 JULY 2005

Cost - 414,375 414,375

YEAR ENDED 30 JUNE 2008
Opening net book amount - - _

Accumulated amortisation and impairment - {414,375) {414,375)
Net book amount _ - -

Closing net book amount - O _

AT 30 JUNE 2006
—— Cost - 414,375 414,375

Accumulated amortisation and impairment - {414,375) (414,375}
@ Net book amount - - -

@ YEAR ENDED 30 JUNE 2007
Opening net book amount - - -

@ Closing net book amount - I _
AT 30 JUNE 2007 ;

Cost - 414,375 414,375
H
Accumulated amortisation and impairment - (414,375) {414,375)
EI Net book amount - - ‘ ; -

@ 17 CURRENT LIABILITIES - TRADE AND OTHER SAYABLES

CONSOLICATED L PARENT
2007 2006 || 2007 2006
. L
Pl

$ $ $ ]
Trade payables 400,411 398,727 : 400,411 398,727
&j Amounts due to subsidiaries - - 27,700 27,700

Other payables 6,010 8,874 6,010 6,874

|
i
@ Accrued empioyee bereits 271,428 13887 | 271,428 193,887
)
i
|
|

ﬁ U 677,848 599,488 705,549 627,188
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%8 CURRENT LIABILITIES - BORROWINGS

boreened G yrad
Q [T " eowsouomres ] eament
i 2007 2006 1 2007 2006
$ $ $ $
@ Convertiole notes Serles A - 2,750,333 | - 2,750,333
Convertible notes Series B - 275,072 i - 275,072
| Accrued interest on convertible notes - 94,647 - 94,647
I . @ Warrant liabilty - 75511 | i - 75511
i Total secured current borrowings - 3195563 | i - 3,195,563

Convertilile notes - Series A

The parent entity issued $2,500,000 by way of convertible notes in three tranches. The notes were converted into Series A Preference
Shares at the option of the holder on the occurrence of qualified financing, being the raising of greater than $15 million of funds. The
conversicn price of each convertible note was determined by the terms of the Convertible Note Deed dated 18 Aujgust 2004,

7 Interest accrued daily at a rate of 10% per annum on the Pringipal Amount. Any unpaid interest was capitalised annually inic the
underlying note batance. On 24 May 2007 the Series A Convertible note and accrued interest were converted into Series A preferance
shares prior 1o conversion into 5,674,837 ordinary shares (refer 1o Note 20 ().

Convertible notes - Series B

The parent entity issued $1,745,000 by way of convertible notes in four tranches, the first being called on 30 June 2006 and the second
being called on 26th February 2007, The total of the two tranches was $1,500,000. The remaining tranches were rot called. On 24th

@ May 2007 the Series B convertible notes were converted into Series A preference shares at the option of the holder at a conversion
price of $0.50 prior to conversion into 5,550,000 ordinary shares.

The warrants attached to the convertible notes were exercised on 24 May 2007 at $0.50 per option Into 5,550,000 ordinary shares

g {refer to Note 20 (e}).

. 19 NON-CURRENT LIABILITIES - BORROWINGS

Unsecured

|
|
|
| CONSOLIDATED , PARENT
T 2007 2006 | 2007 2006
Interest payabla on preference shares - 791,834 - 791,834

Preference shares Series A - 12,782.281 - 12,782,281

$ 3 H 5
Total unsecured non-current borrowings - 13,674,115 l - 13,574,915

The 2006 balance represented 10,249,142 fully paid cumulative convertible preference shares less transaction costs. The shares were
} l % [ convertible at $1.00 per share or a price in accordance with the terms included in the Sharehclders Deed dated 6 December 2002.

Convertible preference shares entitled the holder to have priority over ordinary shareholders upon liquidation of the company or int the event
of an Initial public offering, and each preferred sharehclder maintained the right {o receive cumulative dividends if the company declares
and pays discretionary dividends in respect of ordinary shares. Each Series A Preferred Share carried a right 10 receive, out of funds legally
available for the payment of dividends, curmulative dividends at an annual rate equal 1o 10% of the Issue Price, accrued on a daily basis
from the date of issuance of such share and compounded on an annual basis calculated on each anniversary of the date of issue.

On 24th May 2007 the Series A Cumulative Preferred shares were converted into 18,980,911 ordinary shares prior 1o share
consolidation frefer to Note 20(e)).
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20 CONTRIBUTED EQUITY

——= a) Share capital

PARENT ENTITY PARENT ENTITY

2007 2006 2007 2006
SHARES SHARES $ $

Crdinary shares — fully paid 75,000,000 7.588,721 - 79,932,841 669,968

hl Movernents in ordinary share capital
NUMBER OF
DATE DETAILS NOTES SHARES ISSUE PRICE s
1 July 2005 Opening balance 7,318,500 629,435
6 September 2005 Exercise of 2003 options 5,000 50.15 750
10 May 2006 Exercise of 2004 options 8,125 $0.15 1,219
18 June 2006 Exercise of 2003 options 50,000 $0.15 7,500
18 June 2006 Exercise of 2004 cptions 207,056 $0.15 31,064
30 June 2006 Balance o 7,588,721 669,968
1 July 2006 Opening balance 7,588,721 669,968
11 August 2006 Exercise of options d 9,120 $0.15 1,368
12 March 2007 Exercise ot options [(s]} 60,000 $0.15 9,000
19 April 2007 Exercise of options d 654,192 $0.15 95,128
25 April 2007 Exercise of options ) 80,000 $0.15 12,000
25 April 2007 Exercise of options - net ()] 653,640 -
25 April 2007 Issue of shares [(¢]] 509,325 -
24 May 2007 Conversion of Preferred Shares Series A ®) 18,960,911 $0.54 9,898,218
24 May 2007 Conversion of Convertible Note Series A ()] 5,674,837 $0.54 3,067,479
24 May 2007 Conversion of Convertible Note Series B ()] 5,550,000 $0.27 1,500,000
24 May 2007 Canversion of Convertible Note Series B Warrants [C]] 5,550,000 $0.27 1,500,000
24 May 2007 Issue of shares in settlement ¢f IP deed i} 1,912,500 $1.00 1,912,500
25 May 2007 Compression of shares prior te IPCG [(o)] (4,703,246) -
5 May 2007 Share issue to acquire subsidiary ) 7,500,000 $2.00 15,000,000
25 May 2007 Share issue from IPO fi) 25,000,000 $2.00 50,000,000
Less:
Transaction costs arising on IFG (3,699,218}
Less:

Transaclion costs arising on other capital raising {36,600)

30 June 2007 Balance _ 75,000,000 79,932,841

¢ Ordinary shares

Each ordinary shareholder maintains, when present in person or by proxy or by attcrney at any general meeting of the company, the
right to cast one vote for each ordinary share held.

Ordinary shares entitle the holder te participate in Jdividends ang the proceeds on w nding up of the company in proportion to the
number of and amecunts paid on the shares held.




%} Options

g _[nformation relating to the QRxPharma Limited Employee Share Option Plan and QRxPharma Pty Limited Employas Share Cpticn Plan,
including details of options issued, exercised and lapsed during the financial year and options cutstanding at the end of the financial
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year are set out in Note 30,

On 25 April 2007 cashless options were exercised resulting in the issue of 853,640 shares.

Certain options carried anti-dilution provisions which resulted In an uplift of 509,325 options which were exercised at the same time.

These shares were issued to directors and key management personnel of the Group dwing the year.

Convarsion of Seres A prefer

27 April 2007,

ence shares, convertible notes and warrants

On 24 May 2007 and pricr to completion by the company of its initial public offering the Series A preference shares, convertible notes
and warrants have been converted to ordinary shares at a 1.85 conversion rate in accordance with the terms of thiz (PO deed dated

f} Issue of shares in settlement of 1P deed

On 24 May 2007 the Company issued 1,912,500 ordinary shares to Uniquest Pty Limited at $1.00 per share to compensate Uniquest
Pty Limited for early settlement of an intellectual property subscription deed.

g) Share consolidation

On 25 May 2007 and also prior to the PO, the company completed a consolidation of ordinary shares which reduced the number of
shares on issue by a factor per share of 0.90036.

R} Share issue to acguire subsidiary

The Group acquired 100% of the equity of CNS Co, Inc. on 26 Aprit 2007 for consideration equivalent to 10% of the post-IPC ordinary

capita! of the Company (refer to Note 26}

i) Share iesue from IPO

On 25 May 2007 the company listed on the Austratian Securities Exchange (ASX) following the completion of a fully underwritten 1PO

with a subscription of 25,000,000 ordinary shares at an issue price of $2,00 per share.

i1 Voluntary Escrows

Certain directors, consultants and pre IPO investars have voluntarily escrowed their shareholdings in the company. Ccllectively these
escrows extend to 10,795,929 ordinary shares through to 25 May 2008 and a further 34,229,407 ordinary shares through to 25 May 2009,

21 RESERVES AND ACCUMULATED LOSSES

al Reserves

Share-based payments reserve

Movements:
Share-based payments reserve

Balance 1 July
Option expense
Options issued under anti-dilution provisions

Balance 30 June

This reserve is not distributable.

CONSOLIDATED 1 ~ PARENT
2007 2006 | | 2007 2006
s $ s $
386,894 161881 | | 386,894 161,881

!

161,881 123,841 ! 161,881 123,841
148,614 38,040 [ 148,614 38,040
76,389 . 76,399 -
386,394 161,881 | 386,894 161,881




%1 RESERVES AND ACCUMULATED LOSSES (CONTINUED)

coumulated losses

{ Movements in accumutated losses were as follows:

Loss for the year
Balance 30 June

Opening accumulated losses

! CONSOLIT ATED PARENT
2007 2006 ' 2007 2006
) s | $ $
(17,933,962} 14,423 ,459) i {17,961,662) (14.,451,159)
{405,300) {3.510,503) E (333,532) {3.510,508)
| (18,338.262) 17,933.962) || {(18,205,194) {17.961,662)

@@ 22 KEY MANAGEMENT PERSONNEL DISCLOSURES

:3 al Direciors

The following persons were directors of QRxPharma Limited during the financial yeer:

- |1 Chairman - non-executive

@@ Peter C Farrell (appointed
il Executive directors

27 April 2007)

E John W Holaday, Managing Director (appointed 27 April 2007} and Chief Executive Officer {appointed 14 April 2007}

Gary W Pace, Gonsultant

iii) Non-executive directors
Michael A Quinn

R Peter Campbell {appeinted 27 April 2007)
@@ Michael S Hirshom {resigned 27 April 2007}

George Savage (resigned

27 April 2007)

David A Henderson {resigned 27 April 2007)

@ David Stack {resigned 27 April 2007)
b] Other key management personnel

O The following persons also had authority and responsibility for planning, directing ard controlliing the activities of the Group, directly or
irectly, during the financial year:

POSITICN

[ NamE
&\ Douglas A Saltel

Warren € Stern
Felix de la Iglesia

Chief Operating Officer
Executive Vice President, Drug Development

Chief Scientific Officer and Vice President of Research and C evelopment

Chief Financial Officer and Company Secretary
Chief Financial Officer

ffram 14 April 2007}

{from 14 April 2007}

{from 1 July 2006 until 25 May 2007}
ffrom 1 March 2007)

{from 1 July 2006 until 1 March 2007) E

Chris J Campbel
l ; l B Nicholas Harvey

All of the above persons were also key management persans during the year endec 30 June 2008, except for Douglas A Saltel,

Warren C Stern anc Chris

36 ORePharma A&~ o

J Campbell.




% Key management personnel compensation

—

&

® @
-

Short-term employee benefits

Post-emplioyment benefits
Long-1erm benefits
Share-based paymenis

CONSOLIDATED ! PARENT |
2007 2006 2007 2006
s s $ s
445,725 326,110 445,725 329,110
8,327 - 8,327 -
_ - _ _
171,207 18687 | 171,207 18,687
| 625.250 u7797 | 625,259 347,797 |

The company has taken advantage of ihe relief provided by Corporations Regulation 2M.6.04 and has transferred the detailed
remuneration disclosures to the directors’ report. The relevant information can be found in sections A-C of the remuneration report

on pages 14-19.

dl Equity instrurnent disclosures relating to key management personnel

 E— il Options provided as remuneration and shares issued on exercise of such options
Details of options providet as remuneration and shares issued on the exercise of such options, together with tarms and conditions
of the options, can be found in section D of the remuneration repont on pages 19-21.
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ii) Option holdings

The numbers of options over ordinary shares in the company hetd during the financial year by each director of QRxPharma Limited and
other key management personnel of the Group, including their personally related parties, are set out below.

BALANCE CASHLESS BALANGE
2007 AT START OF GRANTED AS OPTIONS AT END OF VESTEL: AND
NAME THE YEAR  COMPENSATION EXERCISED EXERCISE THE YEAR EXERCISABLE UNVESTED
Directors of QRxPharma Limited
g . L e e o e e e it e e e ]
Peter C Farrell - 604,089 - - 604,089 - 504,089
John W Holaday - 805,452 - - 805,452 - 805,452
Gary W Pace 207,096 402,726 {207,096) - 402,726 - 402,726
Michael A Quinn - 402,726 - - 402,726 - 402,726
O R Petar Campbell - 241 635 - - 241,635 - 241,635
g ;'—David Stack
(resigned 27 April 2007) 447,096 - {447,096} - - - -
| Other key management personnet of the Group ]
Warren C Stern - 805,452 - - 805,452 - 805,452 |
Douglas A Salted - 805,452 - - 805,452 - 805,452 1
Chris J Campbel - 402,726 - - 402,726 - 402,726 |
Felix de la Iglesia *
{resigned 25 May 2007} - 50,000 - - 50,000 - 50,000
B Nicholas Harvey I |
fesigned 1 March 2007) | 131,788 - - (131,788) - - -

w
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>§2 KEY MANAGEMENT PERSONNEL DISCLOSURES (CONTINUED]

| S—

L i} Option holdings [continued!}

dl Equity nstrument disclosures relating to key management personnel [continued)

[ |
BALANCE BALANCE
2006 AT START OF GRANTED AS AT END OF VESTED AND
NAME THE YEAR  COMPENSATION EXERCISED CANCELLED THE YEAR EXERGISABLE UNVESTED

; Directors of QRxPharma Limited )

Ronald M Cresswell

Gary W Pace 207,096 o - 207,006 207006 -
David Stack 447,006 - - - 447,006 267,096 180.000
Michael A Quinn - - - - - - -

(resigned 10 February 2006 100,000 - - (50,000} 50.000 50.000 -
[ Other key management personnel of the Group ' e
Felix die Ia Iglesia 207,096 - (207,008 - - - -
B Nicholas Harvey 131,788 - - - 131,788 131,788 -

The additional shares issued to the directors on 25 Apri 2007 under the anti-ditutior provision {Note 20{d)) were:

sonal use
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SHARES
NAME ISSUED
Directors of QRxPharma Limited
garyWPace T T T ;'1,689
David Stack 154,768
| other koy management parsonnel of the Group ] I
Felix de la Iglesia 88,996
B Nicholas Harvey 45,620 |

L —




\-ilii Share holdings
=)

T — The numbers of shares in the company held during the financiat year by each director of QRxPharma Limited and other key
management personnel of the Group, including their personally related parties, are set out below. There were no shares granted

tig during the reporting period as compensation.

RECEIVED
DURING THE OTHER
© BALANGCE AT YEAR ON THE CHANGES BALANCE
2007 THE START CF EXERCISE OF DURIN3 AT THE END OF
NAME THE YEAR OPTIONS THE YEAR THE YEAR
| Directors of QRxPharma Limited - Ordinary shares S o ) ;
. Peter C Farrell (appointed 27 April 2007) - - 1,145,541 1,145,540
John W Holaday {appointed 27 April 2007) - - 7,505,001} 7.505,000
Gary W Pace 1,573,511 207,096 1,408,476 3,190,083
Michael A Quinn 500,000 - 10,043,0%) 10,543,090
j R Peter Campbell (appointed 27 Aprit 2007) - - 50,008) 50,000 |
David Stack {resigned 27 April 2007) - 447,096 94,794 541,895
Michael S Hirshom (resigned 27 Agril 2007) - - - -
E——— George Savage fresigned 27 April 2007) - - - -
@ David A Henderson (resigned 27 Aprit 2007) - - - -
E CGther key management personnel of the Group - E)ur—di;ary shar_esA . - ) o
Warren C Stern N L - T
Douglas A Saltel - - - -
Chris J Campbell - - - -
@ Felix die la Iglesia {resigned 25 May 2007) 607,096 - 773,270 1,380,366
@ B Nichotas Harvey {resigned 1 March 2007) _ 175000 131,788 {7.292) 299,496
RECEIVED
L—ﬁj BALANCE AT Ygg:'g?\l I:: CnggE: BALANCE
. @ 2008 THE START OF EXERCISE OF DURING AT THE END OF
NAME THE YEAR OPTIONS THE YEAR THE YEAR
. Directors of QRxPharma Limited - Ordinary shares j
EO) Gary W Pace 1573511 - - 1573511 |
—Michael A Quinn 500.000 - - 500,000 i
Cavid Stack - - - - |
L Michael S Hirshorn - - - - ‘
George Savage - - - - .
@ David A Henderson - - - - E
Ronald M Cresswell (resigned 10 February 2006) - - - -
&[7 ' Other key m@gement personnel of lhe; arou_piérd ina;y s}1ar;; S o o . 1
— 71 Feixdelalgesia . o T 400,000 207,096 . 607,006 |
B Nicholas Harvey 175,000 - - 175,000 i

e
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%2 KEY MANAGEMENT PERSONNEL DISCLOSUKRES [CONTINUED]

——— 2] Other transactions with key ranagement personnel

During the year, the company directly engaged and contracted the services of certzin key management perscnnel to perform
consulting services for the Groug. The total amount paid to key management perscnnel for contracted services rendered during the
year amounted to $321,716 (2006: $269,086).

A former director, David Stack, is a director and shareholder of Stack Pharmaceutic als, Inc. Curing the year, Stack Pharmaceuticals
provided consulting services to the Company on nommal commercial terms amounting to $13,513 {2006: $65,853).

A director, Michael A Quinn, is a director and shareholder of Innovation Capital Associates Pty Limited. During the year, Innovation
Capital Associates Pty Limited provided administration and other services and facility support t¢ the company on normal commercial
terms amounting to $97,330 (2006:$ni.

23 REMUNERATION OF AUDITORS

Use ON

CONSOLILATED P PARENT

2007 2006 ! 2007 2006

$ $ | 8 $
!
e | a) Audit services )
R PricewaterhouseCoopers Australian firm E
D Audit and review of financial reports and cther audit i

work under the Corporations Act 2001 97,200 15,000 E 97,200 15,000

i ! Total remuneration for audit services 97,200 16,000 97,200 15,000
b) Non-audit services !
PricewaterhouseCoopers Australian firm t

Augit related services 145,000 - il 145,000 -
|

@@ Taxation services 80,300 - 1 80,300 -

Total remuneration for audit related services 225,300 - ‘ 225,300 -

g& [ 322,500 15,000 : 322,500 15,000

@ 24 CONTINGENCIES AND COMMITMENTS

As detailed in Note 20(h) the Group acquired cn 26 April 2007 a 100% interest in CNS Co. Ing. As also detailed in Note 16 the Group
through this acquisition now holds a license agreement with University of Alabama {USA). Under the terms of this licence agreement
C2—e Group is obligated to meet certain milestone payments as advances against future royalties from the Torsin programme as follows:
a) USD 750,000 on commencement by the Group of Phase ! clinical trial for any Torsin 1P product;
by USD 1,500,000 on commencement by the Group of Phass |l clinical trial for any Torsin (P preduct;
c) WSD 2,600,000 an the date of receipt by the Group of first market approval for 2ach Torsin IP product.

The agreement may be terminated by the Group at any time on 6 months notice to the University of Alabama and upon payment of all
amounts due to University of Alabama to the effective termination date. The agreem ent will expire on the last expire date of the patents
licensed under the agreement.

For

The Group also holds a Sponsored Research Agreement with the University of Alacama. The Group is committed to paying the
University of Alabama USD 400,000 per annum, payable quarterly for five years frorn 25 May 2007, This agreement can be terminated
by the Group at any time withoul cause upon 12 months prior written notice to the Jniversity of Alabama.
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al Subsidiaries

Interests in subsidiaries are set out in Note 27.

bl Key management personnel

Disclosures relating to key management personnel are set out in Note 22,

¢l Qutstanding balances

The {ollowing balances are outstanding at the reporting date in relation to transactions with related parties:

CONSOLIDATED T PARENT |
2007 2008 2007 2006
5 5 § 5
Current payables
Subsidiaries - - 27,700 27,700
Balances in reation to related parties 45,199 135,960 45198 135960 |

26 BUSINESS COMBINATION

al Summary of acquisition

On 28 March 2007 the formation of a wholly owned US subsidiary QRxPharma, Inc was completed.

By agreement dated 26 April 2007, between CNS Co, Inc, the Company, QRxPharma, inc and John W Holaday, CNS Co, Inc merged
with QRxPharma, Inc. Upon the merger CNS Co, Inc ceased to exist and QRxPharma, Inc. became the surviving entity. Under the
terms of the merger agreement the purchase consideration for CNS Co, Inc. was satisfied through the issue of 7,530,000 ordinary

shares in the Company.

The acquired business contributed losses of $71,768 to the Group for the period from 26 April 2007 to 30 June 2007. The Ioss relates
to the amontisation of intellectual property for the period. If the acquisition had occurred on 1 July 2008, there would be no change in

the reported consolidated revenue and consolidated profit for the year ended 30 June 2007,

Details of nel assets acquired is as follows:

@ Purchase consideration
| ittt |

S

O
L,

Fair value of shares issued. 7,500,000 ordinary shares at $2.00
Direct cosis relating 1o the acquisition
Working capital invesiment

Total purchase consideration

Fair value of net identifiable assets acquired

bl Fair value of assets acquired

Intellectual property

Prepayment for intellactua property

MNet assats

The carrying value is equal to the fair value

[ s ]

15,000,000
220,462
399,858

15,620,320

15,501,947
118.373

|
i
P
i
| 15620320

I

15,620,320

[ T——




Lhee be o ATy e

PORTHEYELARENLID Y UNE rLy

>g7 SUBSIDIARIES

———— The consolidated financial statements incorporate the assets, liabilities and results ¢f the lollowing subsidiaries in accordance with the
(—-—--_-] accounting policy described in Nota 1{c):
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EQUITY HOLDING

COUNTRY OF 2007 2008
NAME OF ENTITY INCORPCRATION CLASS OF SHARES % %
Lynx Pty Limited Australia Ordinary 100 100 .
Haempatch Pty Limited Australia Ordinan/Preference 100 100
QRxPharma, Inc, Usa Ordinary 100 - _}

28 RECONCILIATION OF PROFIT AFTER INCOME TAX TO NET CASH INFLOW

FROM OPERATING ACTIVITIES

| CONSOLICATED H PARENT

2007 2006 | 2007 2006

5 $ 5 5

Loss for the year (405,300} (3,510,503 {333,532) 3,510,503

Depreciation and amortisation 82,888 29,888 l 11,120 29,088

‘ Non cash employee beneflits expense — share-based payments 225013 38,040 : | 225,013 38,040

Met exchange differences on cash and cash equivalents 272,161 - i 272,161 -

Change in gperating assats and liabilities T

{Increase) in other receivables and prepayments (253,938) - E : {135,565) -
Increase/(decrease) in trade creditors and accruals 78,361 (188.639) ; : 78,361 {188,639) |
Increase/(decraase) in other operating liabilities {2,534,678) 1791412 {2,526,872) 1,791,412
Net cash outtlow from operating activities | __(2;53_5,_43?)___ B 11.8_39_702) _ . (2_,499.3_14) _(1 ,839,702) J
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>g9 L 0SS PER SHARE

———— al Basic loss per share

— consouDATED |
.C — 2007 2008
CENTS CENTS
Loss from continuing operations attributable to the ordinary equity holders of the company (2.8} {45.4}

hl Diluted toss per share

CONSOLIDATED
’ 2007 2008
GENTS CENTS

@D Loss from continuing cperations attributable to the ordinary equity holders of the company , (2.8) (45.4)
¢] Reconaliations of earnings used in calculating earrings per share o
| CONSOLIDATED
2007 2006
$ $

————"1 Basic loss per share
Loss aitributable to the ordinary equity holders of the company used in calcutating basic eamings per share {405,300) (3.510.503)
Diluted loss per share

E Lass attributable 1o the ordinary equity holders of the company used in calculating diluted eamings per share | (405,300) (3,510,803}
dl Weighted average number of shares used as the denominater
CONSOLIDATED
2007 2008
NUMBEF NUMBER
@ Weighted average number of ordinary shares used as the denominator in calculating basic loss ’
per share 14,606,88: 7,723,154

Weighted average numbsr of ordinary shares and potential ordinary shares used as tha denominator '

| v
. @ in calculating diluted loss per share ' 14,606,882 7,723,154

e} Information concerning the classification of securities

i] Options
gj——@‘ptions ara considered to be potential ordinary shares. The options are not included in the calculation of diluted earnings per share
because they are anti dilutive. These options could potentially dilute basic earnings per share in the future, Detalls relating to the

g E options are seéf out in Note 30.

il] Cumulative redeemable preference shares
The cumulative redeemable preference shares are not ordinary or potential crdinary shares and have not been inciuded in the
determination of basic and diluted earmnings per share. These shares are classified as liabilities {refer to Note 19).

L,
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>3JU SHARE-BASED PAYMENTS

1 a] QRxPharma Employae Share Option Plan [ESOP)
~7 7 Prior 1o the completion of the IPO on 25 May 2007 and upon the exercise of all outstanding options that had not baen cancelled, the existing
— 1 CQRxPharma Pty Limited Employee Share Option Plan (Pty ESOP) was terminated. The Fty ESOP was established 10 enable the company to
@ grant options over shares to employees and consuttants of the economic enfity, subject to local regutations.

Options granted under the Pty ESOP carried no dividend or voting rights. The vesting period for each option was four years, or as vaned by
the Board, 26% vesting after 12 months {rom the datiz of grant and the balance vesting inonthly over the remaining 36 month period. When
@ exercised, each option was converied into one ordinary share and entitles the hokler 10 the same ordinary share righis as set out in Mote 20,

The QRxPharma Limited Emplayee Share Option Plan {Limited ESOP) was approved by shareholders at the extraordinary general meeting of '
members held on 24th April 2007. The 5,222,984 employee share options granted since 31 March 2007 were issued under the terms of the
@ Limited ESOP. The detals of the Limited ESOP are set out below.

Under the Limited ESOP shares may be issued by the company to eligible employees at an exercise price as deterrnined by the remuneration
committee, being not less than the share price on the grant date of the options. Any person who is employed by, or is a director, officer,
executive or consultant of the company or any related body corporate of the company and whom the remuneration committee determings is
eligible to participate in the option plan are eligibe to participate in the plan. Employees niay elect not to participate in the scheme.

7 The total number of shares that shall be reserved for issuance under the option plan shall not exceed ten percent {10%) of the Diluted
Crdinary Share Capital in the Company as at the date of issue of the refevant option:s under the option plan, subject 1o changes in
@j capitalization as provided in clause 16.3 of the option plan. The approval of the com sany's shareholders must be abtained for any
amendment to the option plan in relation to:

a) increasing the maximum aggregate number of shares that may be issued under the option plan;

b) any change in the class of employees efigible to receive options under the optior plan;

¢) any change in the shares reserved for issuance under the option plan; and

d) substitution of ancther entity in place of the company as the issuer of shares unc'er the option plan.

Ol

Options will lapse if they are not exercised belore the expiration date or if the option older leaves the amployment of (RxPharma. The
Board reserves discretion 1o waliver the latter provisions.

&: Options granted under the plan carry no dividend or voting rights. The vesting perioc for each option is three years, or as varied by
the Board, one third vesting 12 months from the date of grant and the balance vesting equally each year over the remaining two year .
@ period. When exercisable, each opticon is convertiblz into one ordinary share and ent.iles the holder to the same ordinary share rights
as set out in Note 20. Shares issued under the scheme may be sold at the expiration of any Restriction Agreement between the eligible
employee and the company. Such restrictions may be imposed by the remuneration committee upon the grant of options under the
O qption plan and such restrictions will be contained in the Option Agreement between the eligible employee and the company. In all
other respects the shares rank equally with other fully paid ordinary shares an issue (‘efer to Note 20(c)).

9
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\'bl JP Morgan Securities Australia Limited Deed

———— In part consideration for underwriting services in refation to the IPQ, the Company granted JP Morgan Securities Australia Limited
322,181 options to purchase 322,181 ordinary shares in the Company. These options will vest on 25 November 2007 and have a
three year term through to 25 May 2010, with the option exercise price being $2.20.

on
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¢} Set out below are summaries of options granted under the plans:

CASHLESS
OPTIONS VESTED AND
BALANCE GRANTED  EXERCISED EXERCISED  BALANCE  EXERCISABLE
AT START OF DURING DURING DURING AT END OF AT END OF
, THE YEAR THE YEAR THE YEAR THE YEAR THE fEAR THE YEAR '
EXERCISE
GRANT DATE EXPIRY DATE PRICE J NUMBER NUMBER NUMBER NUMBER NUMBER NUMBER
| Consolidated and parent - 2007
19 December 2002 19 December 2012 $0.30 I‘ - 40,000 - - {40,000) - .
19 Fabruary 2003 19 February 2008 $0.15 } 40,000 - {40,000) - - -
1 December 2003 1 December 2006 $0.15 i 20,000 - {20,000) - - -
24 Febnuary 2004 24 February 2013 $0.15 10,000 - (9,124) {876} - -
24 February 2004 24 February 2014 30.30 10,000 - - {10,000} - - i
24 February 2004 24 February 2014 $0.15 6,875 - - {6,875} - -
25 Fabruary 2004 24 February 2014 8018 5,000 - - {5,000} - -
16 March 2004 16 March 2014 30.15 10,000 - (10,000) - - -
19 May 2004 18 May 2014 %0.15 25,000 - (25,000) - - -
24 Juna 2004 24 June 2014 $0.15 20,000 - - {20,000) - - '
13 July 2004 13 July 2014 $0.15 50,000 - (50,000) - - -
14 July 2004 14 July 2014 $0.15 40,000 - - {40,000} - -
17 August 2004 17 August 2014 $0.15 20,000 - - {20,000 - -
19 October 2004 19 October 2014 $0.15 784,248 - (364,192}  (420,056) - -
19 Fabruary 2005 19 February 2015 $0.15 i 150,000 - - (150,000) - -
18 May 2005 18 May 2015 $0.15 240,000 - {240,000} - - -
21 September 2005 21 September 2015 %0.15 : 110,000 - {45,000} (65,000) - -
31 March 2007 31 March 2014 $1.42 - 402,726 - - 402,726 -
O_M April 2007 i4 Aprl 2014 $1.00 - 2,819,082 - - 2,619,082 -
25 May 2007 25 May 2014 $2.00 - 1,448,450 - - 1,448,450 -
25 May 2007 25 May 2014 $1.00 - 552,726 - - £52,726 - '
25 May 2007 25 May 2010 $2.20 - 322,181 - - 222,181 -
Total 1,581,123 5,545,165 (803,316} (777,807)  5,£45,165 -
I Weighted average exercise price l %0.15 $1.36 $0.15 $0.15 $1.36 - I

[ L ﬂ The net shares issued upon exercising of cashless options was 653,640 (refer Note 20(bj).

During the vear 509,325 shares were also issued as certain options carried anti dilution provisions (refer to Note 20(o)).

Prior to the IPO options had been issued under the Pty ESOP. The Pty ESOP was {arminated upon the exercise of all outstanding
options that had not been cancelled.
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ﬁo SHARE-BASED PAYMENTS (CONTINUED]
= — ¢} Set out below are summaries of options granted under the plans: {continued)
f VESTED AND !
J— BALANCE GRANTED EYERCISED GCANCELLED BALANCE EXERCISABLE
AT START OF DURING DURING DURING AT END OF AT END OF
THE YEAR THE YEAR THE YEAR THE YEAH THE YEAR THE YEAR
@ EXERCISE
GRANT DATE EXPIRY DATE PRICE NUMBER NUMBER NUMBER NUMBER NUMBER NUMBER
Consclicated and parent - 2006
@ 19 December 2002 19 December 2012 $0.30 | 40000 - - - 40,000 30000 |
19 February 2003 19 February 2008 £0.15 40,000 - - - 40,000 40,000
@ 21 November 2003 21 Novernber 2005 $0.15 5,000 - (5,000} - - -
1 December 2008 1 December 2006 $0.15 20,000 - - - 20,000 20,000
15 December 2003 15 December 2013 $0.15 50,000 - (50.000) - - -
j 24 February 2004 24 February 2013 $0.15 10,000 - - - 10.000 5000 |
24 February 2004 24 February 2014 $0.30 10,000 - - - 10,000 5000
[—— —— 24February2004 24 Feoruary 2014 $0.15 15,000 - (6.125) - 6.875 3.438
25 February 2004 24 February 2014 $0.15 5.000 - - - 5.000 2,500 |
@ 16 March 2004 16 March 2014 $0.15 10,000 - - - 10,000 5000
"~ 19May 2004 19 May 2014 $0.15 26,000 - - - 25,000 12,500
g ( 24 Juna 2004 24 June 2014 $0.15 20,000 - - - 20,000 10000 |
13 July 2004 13 July 2014 $0.15 50.000 - - - 50,000 12,500
@ 14 July 2004 14 July 2014 $0.15 40,000 - - - 40,000 10,000
17 August 2004 17 August 2014 $0.15 20,000 - - - 20,000 5.000 1
19 October 2004 19 October 2014 $0.15 | 1,041,344 - 207006 (50000)  784.248 746748
@@ 19 February 2005 19 February 2015 $0.15 150,000 - - - 150000 37,500
gE 18 May 2005 18 May 2015 $0.15 240,000 - - - 240,000 60,000
21 September 2005 21 September 2015 $0.15 - 110,000 - - 110,000 -
@D Total | 1791244 10,000 270221} (500000  1.581,123 1,005,186
g ( Weighted average exercise price | 30.15 30.15 $0.15 $0.15 50,15 50.15 |
O

No options expired during the periods covered by the above tables.

Q1 The weighted average remaining contractual life of share options outstanding at the end of the pericd was 7.0 years {2006 - 7.6 years).

i
During the year ended 30 June 2006 50,000 options with a grant date of 19 Octcber 2004 were cancelied.

() Fair value of options granted

f The assessed fair value at grant date of options granted during the year ended 30 June 2007 was $1.46 per option (2006: $0.0975).
1 The fair value at grant date is independently determined using a Black Scholes optior pricing model that takes into account the
j—

exercise price, the term of the option, the impact of dilution, the share price at grant clate and expected price volatility of the undertying
share. the expected dividend yield and the risk free interest rate for the term of the option.

(A MoPhrmy - . .



\-Fair value of options granted

/\T}le maodel inputs for options granted during the year ended 30 June 2007 included:
7 a) exercise price: $1.00 to $2.20 (2006 - $0.15)
E T: b} grant date: 31 March 2007, 14 Aprit 2007 and 25 May 2007 (2006 - 21 September 2005)
C _ . €} expiry date: 31 March 2014, 14 April 2014, 25 May 2010 and 25 May 2014 {2006 - 21 September 2015)

d) share price at grant date: $2.00 (2006 — $0.15)
e) expected price volatiity of the company’s shares: 60% (2006 - 60%)
f) expected dividend yield: nil% {2006 — nil%)
g) risk-free interest rate: 6.25% {2006 - 5.35%).

changes 1o future volatility due to publicly available infarmation.

d] Expenses arising from share-hased payment transactions

Total expenses arising from share-based payment transactions recognised during the period as part of employee Jenefit expense
were as ollows:

i
| . @ The expected price volatility is based on the historic volatility {based on the remaining life of the options), adjusted “or any expected

Us
|

' CONSOLIDATED [ PARENT
, 2007 2008 2007 2006
L s $ 8 s
| Optiens issued under employes option plan 148,614 38,040 148,614 38,040
| Options issued under anti dilution provisions 76,399 - 76,399 -
! 225,013 38,040 1 225,013 38,040

31 EVENTS OCCURRING AFTER THE BALANCE SHEET DATE
N

significant events have occurred after the balance sheet date which would have a material impact on the financial resuts of the Group.

cnée
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>WIS the directors’ opinion:

T—] a) the financial statements and notes set out on pages 31 to 67 are in accordance with the Corporations Act 2001, inctuding:

i) complying with Accounting Standards, the Corporations Regulations 2001 £nd other mandatory professional reporting
requirements; and

i) giving a true and fair view of the company's and censolidated entity’s financ al position as at 3¢ June 2007 and of their
performance for the financial year ended on that date; and

=i

there are reasonable grounds to believe that the company wil be able to pay its debts as and when they become due and payable;
and

¢} the audited remuneration disclosures set cut on pages 14 to 21 of the directors’ report comply with Accounting Standards

AASB 124 Related Party Disclosures and the Corporations Regulations 2001.

The directors have been given the declarations by the chief executive officer and chi 3f financial officer required by section 2854
of the Corporations Act 2001.

This declaration is made in accordance with a resolution of the directors.

Peter C Farrell
Director

Sydney, 21 September 2007
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PricewaterhouseCoopars
ABN 52 780 433 757

Darling Park Tower 2

201 Sussex Street

GPO BOX 2650

SYDNEY NSW 1171

DX 77 Sydney

Australia

www.pwe.convau
Telephone +€1 2 B266 0000
Facsimile +61 2 8266 9999
Independent auditor's report WWW.pWC.convau

to the members of QRxPharma Limited

®
Use O

Report on the financial report and the AASB 124 Remuneration disclosures contained in the
——— directors’ report

We have audited the accompanying financial report of QRxPharma Limited {the company), which comprises the
\_/ balance sheet as at 30 June 2007, and the income statement, statement of changes in equity and cash flow
staternent for the year ended an that date, a summary of significant accounting policies, other explanatory notes
and the directors' declaration for both QRxPharma Limited and the QRxPhama Group (the consclidated entity).
The consolidated entity comprises the {the company) and the entities it controlled at the year's end or from tirne to
time during the financial year.

Onel

We have also audited the remuneration disclosures contained in the directors’ report. As permitted by the
Corporations Regulations 2001, the company has disclosed information about the remuneration of directors znd

@ executives {“‘remuneration disclosures”), required by Accounting Standard AASB 124 Relfaled Party Disclosures,
under the heading “remuneration report” in pages 14 to 21 of the directors’ report and not in the financial report.

. Directors” responsibility for the financial report and the AASB 124 Remuneration disclosures contained in the
directors' report
The directors of the company are responsible for the preparation and fair presentation of the financial report in
@accordance with Australian Accounting Standards (including the Australian Accounting Interpretations) and the
4 Caorporations Act 2001. This responsibility includes establishing and maintaining internal control retevant to the
preparation and fair presentation of the financial report that is free from matenal misstatement, whether due to
fraud or error; selecting and applying appropriate accounting policies; and making accounting estimates that are
(\L reasonable in the circumstances. In Note 1, the directors also state, in accordance with Accounting Standard
L-——~' AASB 101 Presentation of Financial Statements, that compliance with the Australian equivalents to Intemational
Financial Reporting Standards ensures that the financial report, comprising the financial statements and notes,
complies with International Financial Reporting Standards.

! I n The directors of the company are also responsible for the remuneration disclosures contained in the directors’
| report.

Auditor’s responsibility

Qur responsibility is to express an opinion on the financial report based on our audit. We conducted our audit in
accordance with Australian Auditing Standards. These Auditing Standards require that we comply with relevant
ethical requirements relating to audit engagements and plan and perform the audit to obtain reasonable assu-ance
whether the financial report is free from material misstatement. Our responsibility is to also express an opinion on
the remuneration disclosures contained in the directors’ report based on our audit.

Liability limited by a scheme appraved under Preofessional Standards Legislation

v
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An audit involves performing procedures to oblain audit evidence about the amounts and disclosures in the
financial report and the remuneration disclosures contained in the directors’ report. The procedures selected
depend on the auditor's judgement, including the assessment of the risks of material misstatement of the financial
report and the remuneration disclosures contained in the directors' report, wheter due to fraud or error. In making
those risk assessments, the auditor considers internal control relevant to the entily’s preparation and fair
presentation of the financial report and the remuneration disclosures contained in the directors’ reportin order to
design audit procedures that are appropriate in the circumstances, but not for the purpose of expressing an
opinion on the effectiveness of the entity's internal control. An audit also includas evaluating the appropriateness
of accounting policies used and the reasonableness of accounting estimates miade by the directors, as well as
evaluating the overall presentation of the financial report and the remuneration disclosures contained in the
directors’ report.

Qur procedures include reading the other information in the Annual Report to ditermine whether it contains any
material inconsistencies with the financial report.

Us© On

Far further explanation of an audit, visit our website http:/iwww.pwe.com/auffing ncialstatementaudit.

Our audit did not involve an analysis of the prudence of business decisions matle by directors or management.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit
opinions.

Independence

In conducting our audit, we have complied with the independence requirements of the Corporations Act 2001.
~" Auditor’'s opinion on the financial report

In our opinion:

the financial report of QRxPharma Limited is in accordance with the Corporations Act 2001, including:

—
=
—

(i) giving a true and fair view of the company’s and consolidated entity's financial position as at 30
June 2007 and of their performance for the year ended on that date; and

(i) complying with Australian Accounting Standards (including the Australian Accounting
Interpretations) and the Corporafions Regulations 2007, and

P

(b} the consolidated financial statements and notes comply with Internatio 1al Financial Reporting Standards
as disclosed in Note 1.

Autditor's opinion on the AASB 124 Remuneration disclosures contained in the lirectors’ report

In our opinion, the remuneration disclosures that are contained in pages 14 ta 2 1 of the directors’ report comply
with Accounting Standard AASB 124

PricewaterhouseCoopers

i Lol

Andrew Sneddon Sydney
Partner 21 September 2007
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>{} DISTRIBUTION OF EQUITY SECURITIES

————— Analysis of numbers of equity security holders by size of holding:
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SHARES oPTIONS |
41 -
1.001 - 5,000 ' 229 -
© 5,001 - 10,000 161 -
10,004 - 100,000 184 6 |
100.001 and over 47 10 i
. @D 662 16
There are saven holders of less than a marketable parcel of ordinary shares
@@ B. EQUITY SECURITY HOLDERS
Twenty largest quoted equity security holders
The names of the twenty largest holders of quoted equity securitios are listed below:
ORDINARY SHARES !
PERCENTAGE
OF ISSUED
NUMBER HELD SHARES
Dr John Hotaday and Holaday Foundation 7.505,000 10.01% ,
Nanyang Financial Servicas Limited 5925566 7.90%
HSBC Custody Nominees {Australia) Limited 5,915.3¢8 7.89% :
@ Innovation Capital Limited 5,269,0¢0 7.03% :
Spring Ridge Ventures 1, LP 4,228,673 5.64%
Unicuest Pty Limiteg 4,004,409 5.34%
@ National Nominges Limited 3,489,173 4.63%
CL Wastschema Pty Limited 3,436,358 4,58%
Dr Gary Pace 3,190,063 4.25% |
. @ J P Morgan Nominees Australia Limited 2,821,363 3.76%
Innovation Capital LLC 2,713,665 3.62%
ANZ Nominees Limited 2,583,910 3.45%
E——— -0 Pty Limited 2,176,358 2.90%
Innovation Capital QRX Trust 1,985,566 2.65%
o= Ecapital Nominess Pty Limited 1,812,560 2.42%
Bacchus Global Assets LLC 1,380,366 1.84%
@ Dr Peter Fatrell 1,145,540 1.53%
Lynx No1 Pty Limited 877,853 1.17%
[L Citicorp Norninees Pty Limited 587.862 0.78%
T Innovation Gapital QRX I} Trust 574,709 0.77% ‘
61,602,662 B2.14%




>-\§. EQUITY SECURITY HOLDERS (CONTINUED)

——— Unquoted equity securities
(L NUMBER ON NUMBER OF
| Q— ISSUE HOLDERS
Options issued under the QRxPhamma Limited Employee Share Option Plan :
and JP Maorgan Securities Australia Limited Deed 10 take up ordinary shares 5,545,165° 16"
Nurmber of unissuad ordinary shares under tha options.
No person holds 20% or more of thesa securities.
@ Escrowed ordinary shares and options
(‘ NUMBER ON
ISSUE
——— The tollowing ordinary shares are subject 1o voluntary escrow:
For the period through to 25 May 2008 I 10,795,928 ‘
For the periog through to 25 May 2009 34,229,407 |
1,721,942 of these ordinary shares are also subject to ASX escrow for the sams peariod {
- T3 10,461,317 of these ordinary shares are atso subject to ASX escrow for the same periad. ‘
The fallowing options are subject to ASX escrow only: ’
For the period through to 25 May 2009 2,778,809 .
(( C. SUBSTANTIAL HOLDERS
 in— |
Substantial holders in the company are set out below:
| NUMBERHELD  PERCENTAGE |
Ordinary shares | I
Innovation Capitaf Limited and Innovation Capital LLC . 7.982.775 10.65% |
q Dr John W Holaday and Holaday Foundation ' 7.505,000 10.01% g
r- . Nanyang Financial Services Limited 5.925.586 7.90%
Wesipac Banking Corporation ' 4,512,544 6.02% !
Spring Ridge Ventures I, LP 4.228,673 5.64% |
Uniquest Pty Limited ! 4,004,499 5.34% |
EO! JP Morgan Chase & Co and its affiliates f 3.770,035 5.03% |
D. VOTING RIGHTS
E& The voting rights attaching to each class of equity securities are set out below:

a) Ordinary shares
@ On a show of hands every member present at a meeting in person or by proxy £ hall have one vote and upon a poll each share shall
have one vote.

li’_l b} Options
br No voting rights. .
-
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BDIRECTORS SHARE REGISTER

g Peter C Farrell PhD, ScD, AM Link Market Services Limited
Non Executive Chairman Level 12
John W Holaday PhD gagneta(:\:%ivsgggé
Managing Director and Chisl Executive Officer yaney
@ R Peter Camphial FCA, FTIA AUDITOR
Gary W Pace PhD PricewalerhouseCoopers
Michael A Quinn MBA Derling Park Tower 2
201 Sussex Street
GPO BOX 2650
SECRETARIES Sydney NSW 1171
Terrence F Sayer CPA
Chis J Carnpbell CA SOLICITORS
Dibbs Anbott Stillman
NOTICE OF AN NUAL Level 8, Angel Place
123 Pitt Strest
== GENERAL MEETING 1 e

Sydney NSW 2000

STOCK EXCHANGE LISTINGS

QRxPhzrma Limited shares are listed on the

The annuat genaral meating of QRxPharma Limited
will be held on 2 Novernber 2007 at Four Points Haotel,

161 Sussex Streef, Sydney, commencing at 10.00am.

PRIN C IPAL R EG | STE R E D Australian Securities Exchange.
OFFICE IN AUSTRALIA Listing Gode: QRX
QRxPharma Limited

oo 401 WEBSITE ADDRESS
35 Lime Strest www.qrkpharma.com

g g Sydney NSW 2000

®




