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Metabolic Pharmaceuticals Limited {ASX: MBP, NASDAQ OTC: MBLPY] is

a Melbourne based, ASX-listed biotechnology company. In July 2008,
Metabolic entered info an agreement to acquire PolyNovo Biomaterials Ltd a
company developing polymers for use in medical devices. Completion of the
fransaction is subject to satisfactory due diligence reviews and shareholder
approvals. Metabolic is a partner in an early stage research project fargefing
motor neuron disease and is preparing a data package to out-licence its
osteoporosis programme.
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message rrom the cnairman

Dear Shareholders,

Metabolic experienced a difficull year in 2007-08. The Company
closed its clinical programme for neuropathic paln which
demonsirates the risk involved in drug development. Metabolic
was clearly disappointed by this outcome, both for sharehotders
and also for patients who are not relieved by the limited
medications currenily available.

Following the closure of our pain programme, the Company hos
early stoge research projects and o substantfiat armount of cash,
The Board took numerous steps during the year fo conserve cash,
including an extensive reduction in stoff and the closure of the
Company's laboratory. Our stralegic abjective has been 1o identify
and then complete an M&A transaction that wilt enable Metabolic
1o reinvent itself and huild value for shareholders.

In July 2008, Metabolic signed a binding term sheet fo acquire
PolyNovo Biomaterials Ltd {"PolyNova”]. Metabolic had been actively
searching for the right M&A opportunity for around 12 months,

Of the numerous opportunities screened and evaluated by the
Board over that time, it concluded that PolyNovo presented the
grealest potential lo create significont value for our shareholders.
This acquisition is subject fo safisfactory due diligence reviews

and various shareholder approvals.

PolyNovo is an exciling company based in Melbourne with several
high potential projects, including licensing arrangemenis with
maijor international healthcare and medical device companies.
PolyNovo is focused on developing a novel patented family of
biodegradable polymers, NovoSorb™, for use in medical devices.
NovoSorb™ can be failored to large world markets with potential
applications in areas as diverse as orthopaedics, orthodontics,
drug delivery, wound care, tissue engineering, nerve regeneration
and cartilage repair.

The strategic rationate for the acguisition is to provide Metabolic
with o future development path, including a potential income
stream triggered by milestones from international licensing deals
already secured by PolyNovo. The various medical devices being
developed by PolyNovo address large global markets. Furthermore,
we concluded that develaping NovoSorb™ presents tess risk than
drug development as the pathway to market is typically faster for
medical devices.

In addition, Metabolic intends fo continue the research on

Neural Regeneration Peplides in its joint venture project with
Neuren Pharmaceuticals Limited and will updaie its data packoge
for the osteoporosis programme with the objective of out-licensing
the drug.

Board changes

Several Board changes have occurred during the yeor, including
the resignation of Dr Reland Scotlay. The Board conveyed Its
appreciation to Dr Scolloy for his contributions durlng his term,

in particular for his high level of professionalism in the last year,
which has been a difficult time for the Cempany. Dr Arthur Emmetl,
Dr Evert Vos and Dr Chris Belyea also resigned as Directors during
the year, We sincerely thank all of these former Directors for their
contribution. With the recent appoiniment of Mr lain Kirkwood,

Mr Franklyn Brazil and Mr Pau! Leppin as Directors, the Board
believes it has the appropriate composition of skils and experience
to progress the Company through due diligence reviews fo
complete ils acquisilion of PolyNovo. Further delails regarding
each member of the Board of Directors are provided in the
Directors’ Report.

On behalf of the Board, | would also like to sincerely thank all of
Metabolic’s staff who served during the year for their dedication
and hard work in such 1rying circumstances.

Rob Stewart, Chairman
September 2008
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Board of Directors and Senior Management

The Board of Directors of Metabolic Pharmaceuticals Limited
(“Metabaolic*} resolved to submit the following report together
with the Annucl Financicl Report in respect of the financial year
ended 30 June 2008.

Board of Directors and
Senior Management

The names ond details of Direciors and Senior Management
during the year and until the dafe of this report ore contained in this
section. Directors and Senior Management were in office for the
entire period unless otherwise stated.

Mr Rob Stewart

Non-executive Chairman, LLB (Hons), B.Com, MBA (Harvard)
Mr Rob Stewart joined the Board of Metabolic in April 2007.

Mr Stewart is a company Director and management consultant.
Mr Stewart gained his Bachelor of Law degree (with honours) and
Commerce degree from the University of Melbourne in 1971 and
1972 respectively, and obfained an MBA from Harvard University
in 1976. He is currently President of the Board of the Baker IDI Heart
and Diabetes Institule, Chairman of Melbourne IT Limited,
Chairman of C E Bartlen Pty Ud and a non-executive Director of
Mitchell Communication Group Limited (formerly emitch Limited)
and QSR Internationol Py Ltd. He has prior experience in the
biotechnology sector having been Chairman of Meditech
Research Limited from 2005 to 2006, when it was taken over

by Alchemia Limited.

Amongst other previous Board roles, he was also a non-
executive Director of Merntec Lid, a high technology filiration
company, from 1988 until 1997. Memiec listed on ihe NASDAG and
then the New York Stack Exchange prior to being tcken over by a
US company in 1997. Mr Stewart was National Managing Partner
of Minter Ellison, one of Australia’s leading law firms, for H years,
retiring in June 1999. He also spent five years with Pacilic Dunlop
from 1976 to 1981 in a variety of general management posilions
within the Footwear Group.

Mr Stewart brings to the Board a wealih of experience as a
Director and Chairman of various public listed companies
and extensive broad ranging commercial expertise.

Other listed directorships held during 1 July 2005 and

30 June 2008

Melbourne IT Limited (nine years), Meditech Research Limited
[during 2005-2004}, and Mitchell Communication Group Limited
[eight years).

Mr Don Clarke

Non-executive Director, LLB (Hons}

#ar Don Clarke joined the Board of Metabolic in April 2007 Mr Clarke
has been a partner with the law firm Minter Ellison since 1988, affer
having joined the firm in 1980. Mr Clarke gained his Bachelor of
Law degree [with hanours] fror the University of Melbourne in 1976.
His principal areas of practice include capital raisings, corporate
restructures, business acquisitions and funding for business
expansions and new ventures. Mr Clarke was appointed o
non-executive Director of Circadian Technologles Limited in

2005 and Webijet Limited in 2008.

Mr Clarke brings to the Board extensive industry experience
and legal expertise.

Other listed directorships held during 1 July 2005 and

30 June 2008

Circadian Technelogies Limited (three years) and Webiet Limited
[six months).

Mr tain Kirkwood {Appointed in April 2008)

Non-executive Director, MA Hons (Oxon), FCPA, FFTP, MAICD
Mir lain Kirkwood joined the Board of Metabolic in April 2008.

Mr Kirkwood is an experienced private consultant, invesior

and a non-executive Direclor of both listed ond unlisted public
companies. He has considerable practical and operational
experience gained from a successful financial career spanning
30 years in a range of industries including auditing, resources,
manufacturing and healtheare in Australia, Britain and the US. He
has been involved in numerous M&A fransactions, IPOs and has
held a range of senior financial and general managemenl positions
in Santos Lid, Pilkington plc, FH. Foulding & Co Ltd and Clinuvel
Pharmaceuticals Lid, He is presently a non-executive Director of
Medical Developments International Limited and Vision Group
Holdings Limited.

Mr Kirkwood brings to the Board expertise in business finance,
capital raising, strategic and restructuring projects.

Other listed directorships held during 1 July 2005 and
30 june 2008

Medical Developments International Limited [five yeors),
Vision Group Holdings Limited (four years) and Clinuvel
Pharmaceuticals Lid {2005).
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Board of Directors and Senior Management

Mr Franklyn Brazil [Appointad in May 2008)

Non-executive Director

Mr Franklyn Brazil joined the Board of Metabolic in May 2008.

Mr Brozit was the founding investor and a former Director of
wotif.com Holdings Ply Ltd, a successful online hotel
accommodation provider, He is an experienced investor who
manages a large portiolio of invesiments in listed companies and
has extensive commercial and rurat property interests. Mr Brazil
has held a number of representative positions in his community
and in primary industry bodies ai State and National levels. He is
a substantial shareholder of Metabolic with shares representing
approximately 15 per cent of the Company.

Other listed directorships held during 1 July 2005 and
30 June 2008
Nik.

Mr Paut Lappin (Appointed in May 2008)

Non-execulive Director, CA

Mr Paul Lappin joined the Board of Metabolic in May 2008.

Mr Lappin is a charfered accountant with extensive experience

in finance and corporale transactions. He currenily runs his own
management and strategic planning consulting practice, and has
been involved in negotiating several large transactions in a variety
of industries, including biotechnology. Mr Lappin has worked for
the commercial arm of the Commonwealth Scientific and Industrial
Research Organisation {CSIRC) en various sirategic and business
planning assignments. He is Executive Chairman of Peter
Rowland Catering Pty Ltd ond Chairman of UCI Py Ltd.

Other listed directorships held during 1 July 2005 and
30 June 2008
Nil.

Dr Roland Scollay (resigned as a Director in April 2008

and ceased employment with the Company in July 2008)
Chief Executive Officer, 85¢, PhD, FAICD

Dr Roland Scollay was Chief Executive Officer at Metabolic from
February 2005 and ceased employment with the Company in

July 2008. He had previously served as a non-executive Direclor

of the Company from November 2002. Dr Scollay has a PhD

in immunology and has published more than 150 papers and
articles. He has an extensive scientilic background and experience
in commercial drug development, having spent 24 years asa
research scientist, and severa! years in the US working for SyStemix,
Genetic Therapy Inc and Novartis. Dr Scollay was President and
Chief Executive Officer at Genteric, a San Francisco based, venture
capital funded start-up company. Upon returning o Australia in
2002, he was the Director of Commercialisation within the Facully
of Medicine, Nursing & Health Sciences at Monash University,

Dr Chtis Belyea {resigned as a Director in August 2007 and
ceased employment with the Company in September 2007)
Chief Scientific Officer, 8Sc[Hons), PhD, FIPAA

Dr Chris Belyea has an extensive background in biotechnology
and was previously a Palent Attorney with Griffith Hack. Dr Belyeo
was the founding Chief Executive Officer and Managing Director
of Metabolic and occupied roles with Metabolic and Circadian
Technologies Limlted until devoting his activities full-time to
Metabolic in 2001, Dr Belyea served as an executive Director of
Metabolic from 1 November 1998 until 30 August 2007, Dr Belyea
has also been o Director of Anlisense Therapeutics Limited for
eight years.

Dr Arthur Emmett iresigned in August 2007)

Non-executive Diractor, MB BS

Or Arthur Emmett has an extensive medical background, as well as
substantial experience in drug developrmeni, the management of
global pharmaceutical companies ond as @ non-executive Director
of biotechnology companies. Dr Emmeti served as non-executive
Chairman of Metabolic from 1 November 1998 to 4 April 2007

and continued serving on the Board as a non-executive Director
until 28 Augus! 2007. Dr Emmett was also o Director of Protleome
Systems Limited during 2005 to 2007,

Dr Evert Yos (resigned in July 2007}

Non-executive Diractor, BSc{Hons), BMedSc, PhD, MD

Dr Evert Vos has an extensive background in the pharrmaceutical
industry, including experience in clinical development, and as a
professor and research physician. Dr Vos served as a non-executive
Director of Metabolic from 1 Novermnber 1998 1o 6 July 2007.

Ms Belinda Shove

Financial Controller / Company Secretary

Ms Belinde Shave worked for several years as a legal executive
before entering the pharmaceutical research and develepment
fiefd, where, over the past 20 years, she has goined considerable
experience in the areas of finonciol manogement and compliance
matters. Ms Shave was initially employed by Circodian Technologies
Limited, a former substontial shareholder of Metabolic. In 1998,
she joined Metabolic as Financial Confrolter and in September
2003, was appointed Company Secretary. Ms Shave is an affiliate
member of Chartered Secrelaries Australia.

Dr Caroline Herd (ceased employment with the Company

in November 2007}

VP - Clinical Development & Regulatory Affairs, BSc, PhD

Or Caroline Herd has on extensive background in clinical
development and is experienced in a range of therapeutic areas
gained both within academia and industry. She is the author

of over 25 papers, book chaplers and review articles. Dr Herd
worked with Metabaolic from November 2001 1o November 2008.



Direciors Report

Principal Activities

Metabolic’s current focus pending the outcome of the acquisition

of PolyNove Biematerials Lid is on the research and development

of innovative drugs. The Company currently employs four full-time
employees and out-sources to expert contractors and consultants 1o
gain access {o the best possible expertise for its research projects.

Review of Operations

Neuropathic pain clinical programme disconfinued

In August 2007 Metabolic discontinued the development of ACVT for
the treaiment of various neuropathic pain conditions. The Phase 2A
programme for ACY! was cancelled immediately after new in vifro
data revealed thot the doses used in clinical frials for the drug were
100 low 1o be effective. Doses at the required level are unlikely to be
feasible as the drug would be impracticat 1o administer and the cost
of goods would be excessive.

At the time of receiving this in vitro data, Metabolic was in the midst
of evaluating data from its first Phase 2A triaf of ACVI, in patients
with sciatic neuropathic pain. Whilst the results of that trial indicated
that the drug has an acceptable safety and olerability profite, there
was no evidence of efficacy when compared ta placebo. The dlinicol
ria! results, combined with the in vitro dota, led 1o closure of

the programme.

Oral Peptide Delivery Platform on hold

Metabolic developed a drug development platiorm with the
potentiol to create new, oral versions of a variely of injected peptide
drugs. Most peptide drugs are injected as they do not survive
digestion when swallowed and/or are poorly absorbed. Metabolic
used this platform to create oral versions of several peplide drugs,
including insulin. Whitst this plotferm generated positive results from
new peplides administered orally in several animal studies, there
are material issues that remain unresolved. In particular, Metabolic
has not been able to detec! significant blood levets of the orally
administered new peptides, suggesting that they are either too
rapidly cleared from the bloed or too quickly broken down in the
body 1o be detected. Furthermore, the Company has been unable
toirmprove on the levels of effect previously seen with its version of
orally delivered insulin, and issues of stability of the modified insulin
need 1o be resolved. For these reasons and to conserve cash,
development of the Oral Peplide Delivery Platform has been placed
on hold.

Collaboration with Neuren to develop Neural

Regeneration Peptides

Metabolic has been working in collgboration with Neuren
Pharmaceuticals Limited {"Neuren”} to develop Neural Regeneration
Peptides (NRPs], a group of small peptide drugs that appear fo
profect nerves from damage and help them recover, Previous
anima! studies have suggested that a possible lead drug
candidate, NNZ-4945, has the potential to treat motor neuron
disease and peripheral neuropathy. Results from o 2007 study ina
rodent mode! of motor neuron disease using NNZ-4945 indicated
that the drug extended fhe life expeciancy of mice with thls disease,

There are currenily very few ireatment options for this falal
neurodegenerative disease. Additional animal studies are in
progress fo further test the potential of NRPs for motor neuron
disease and further work 10 select the best individual drug
candidate within this class of compounds.

This programme is a joint project with Neuren with alt
intellectual property, developmeni costs and commerciol
oulcomes to be shared equally.

Out-licensing data package for the Osteoporosis programme
AOD9604 s a peptide drug derived frorn human growih hormone
that has previously been shown to prevent osteoporosis when
delivered orally once per day fo rats, in the standard animal mode!
for human osteoporosis, Results from more recent rat experiments
have indicated that AQD?604 may olso have a role in trealing

the disease. As the drug was previously developed for obesity,
Metabalic benefits from the knowledge gained in previous clinical
trials, and in particular its very good sofety record in humans.

Metabolic is currently preparing ¢ data package for the programme
and will seek to out-licence the drug to a partner with the capability
to manage the long and expensive irials required for osteoporosis
drugs. The current freatiment options for osteoparosis are limited,
however with an ageing population, around US$7 bilfion o year is
spent wortdwide on prescription drugs for this disease.
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Significant Changes in the State
of Affairs

Except as otherwise set out in this report, the Directors are unaware
of any significant changes in the state of affairs or principal activities
of the Company that occurred during the period under review.

Financial Results & Position

The loss by the Company for the year ended 30 June 2008 after the
provision for income tax of nil was A$4,441,167 2007 A$13,406,939).
This result has been achieved after fully expensing all research
and development costs, Income for the pericd tolalled A$1,321,390
(2007: A$1,432,098], including interest income of A$1,278,260

(2007: A$1,373,946], grant income of A$28,690 {2007: A353,786!

and sundry income of A$14,440 (2007: A%4,366).

Metabolic has no borrowings and had cash and cash equivalents
at 30 June 2008 amounting to approximately A$16.5 million.

Earnings Per Share

Cents
Basic loss per share (1.48)
Dituted loss per share {1.48)

As the Company made o loss for the year ended 30 June 2008,
potential ordinary shares, being options or performance rights to
acquire ordinary shares, are considered non-dilufive and therefore
not included in the diluted earnings per share calculation.

Dividends

No amounis have been recommendead by the Direcfors that should
be paid by way of dividend by the Company during the current
financial year. No cash dividends have been paid or declared by
the Company since the beginning of the financial year.
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Strategic Overview

Given the Company's cash position and shortage of development
programmes, Metabolic’s sirategic gool is fo identify and execute
an M&A fransaction to add value in the medium term.

On 17 July 2008 the Company entered info a binding agreemen!
1o acquire PolyNovo Biomaterials Ltd ["PolyNevo™), o company
developing polymers for use in medical devices, This transaction
is subject 1o completion of satisfactory due diligence reviews
and shareholder approvais. Once the transaction has been

fully approved, Metabolic intends to change its name to
PolyNovo Limited and develop PolyNovo's projects in accordance
with its cureent business plan,

PolyNovo is focused on developing a novel patented family of
bindegradable polymers, NovoSorb™, for use in medical devices.
NovoSorb™ can be taitored 1o large world markets with potential
applications in areas as diverse as orthopaedics, orthodentics,
drug delivery, wound care, lissue engineering, nerve regeneration
and cartilage repair. The key strategic and financial reasons for the
acquisition include:

== PolyNovo’s NovoSorb™ has o defined future development
path underpinned by signed internationol licensing deals
with large international medical device companies.

== The revenue potential of these contracts is substantial.
The various medical devices being developed by PolyNovo
address large global markets.

== NovoSorb™ presenis less risk because the pathway
1o market is typically faster for medical devices than
drug development.

=== pMetoholic's cash will enable PolyNovo fo accelerate its
current development plan to deliver onits licensing deals.

= PolyNovo’s current projected cash requirements are
comiortably within Melabolic's existing cash reserves.

Further information regarding the terms of the

agreement is available at www meltoholic.com.ou
in the ASX announcements section.

Likely Developments

As described in the Strategic Overview, Metabolic has signed

a binding ferm sheet fo acquire PolyNovo Biomaterials Lid
{*PotyNovo’). As a result of this transaction the likely developments
for 2008-09 include:

== Complete the due diligence review for the acquisition
of PolyNovo.

== Metabolic shoreholders fo vote on reselutions reloting
to the acquisition of PolyNovo.

= Complefe the transaction by acquiring 100 per cent of the
issued shares in PolyNavo from its twa shareholders, Xceed
Capitat Limited and Commonwealth Scientific and Industrial
Research Organisation {CSIRQY, in exchange far 247 million
new issued shares in Melabolic.

=== Change the company name from Metabalic
Pharmaceuticals Limited to PolyNovo Limited.

== (pntinue the development of PolyNovo's projects in
accordance with its current business plan.

=== (ontinue research on the Neural Regeneration Peplides
joint venture.

== Updale the dala package for the osteoporosis
programme with the objective of out-licensing the drug
1o a development partner.
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Significant Events After the
Balance Date

As set oul in the Strateglc Overview, subsequent to the balance
sheet date, Melabolic announced on 18 July 2008 it had signed
o binding term sheet 1o acquire PolyNovo Biomaoterials Lid.
Further information regarding this transaction is available via
www.metaboliccom.gy in the ASX Announcemenis section.

The Directors are not aware of any other matters or circumsiances
since the end of the financiol year. nol otherwise deaft with in this
report or the Annual Finoncial Report, which have significantly
affected or maoy significantly affect the operations of the Company,
the results of those operations or the stote of affairs of the
Company in subsequent tinancial years.

Indemnification and Insurance
of Directors and Officers

During the period under review, the Company indemnified its
Direclors, Company Secretary and Officers in respect of any acls
or omissions giving rise fo o liability to another person (other than
the Company or a related party) unless ihe licbility arose out of
conduci involving a lack of good faith, In addition, the Company
indemnified the Directors and the Company Secretary against any
liability incurred by them in their capacity as Directors or Company
Secretary in successfully defending civil or crimingl proceedings in
relation o the Company. No monetary restriction was placed on
this indemnity.

The Company hos insured its Direciors, Company Secretary

and Officers for the period under review. Under the Company’s
Directors’ and Officers’ Liability Insurance Policy, the Company shall
not release to any third party or otherwise publish deiails of the
nature of the liabilities insured by the policy or the amaount of the
premium. Accordingly, the Company relies on section 30019) of the
Corporations Act 2001 1o exempt it from the requirement to disclose
the nature of the liability insured against and the premium amaunt
of the retevant policy.

Inherent Risks of Investment
in Biotechnology Companies

There are many inherent risks associated with the development
of pharmaceutical and medical products to o marketable stage.
The clinical frial process is designed fo assess the safety and
efficacy of a drug or medical device prior to commerciolisation
and a significant proportion of drugs and medical devices fail one
or both of these criteria. Other risks include uncertainty of patent
protection and proprietary rights, whether patent applications and
issued patents will offer adequate protection to enable product
development, the obtaining of necessary regulatory authority
approvals and difficulties caused by the rapid advancements

in technology.

Companies such as Mefabolic are dependent on the success

of thelr research projects and on the abitity to aitract funding to
support these activities, Investmant in research und development
prajects cannot be assessed on the same fundamentals as frading
and manufacturing enterprises. Thus investment in componies
specidlising in these, such as Metabolic, must be regarded

as highly speculative. Metabolic strongly recommends that
professional investment advice be sought prior fo such invesiments.

Forward-looking stotements

Certain statements in this Annua! Repart contoin forward-looking
statemenis regarding the Company’s business and the therapeutic
and commercial potential of its technologies and producis in
development. Any statement describing the Company’s goals,
expectations, infentions or beliefs is a forward-looking staternen)
and should be considered an af-risk staternent. Such stalements
are subiject to certain risks ond uncertainties, particularly those risks
or unceriginties inherent in the process of developing technology
and in the process of discovering, developing and commercialising
drugs ond medical devices that can be proven to be safe and
effective for use as human therapeutics, and in the endeavor of
building a business around such products and services. Metabolic
underiakes no obligation to publicly update any forward-looking
statement, whether as a result of new information, future events,

or otherwise. Aciual results could differ materially from those
discussed In this Annual Report. As @ result you are cautioned not
to rely on forword-looking siatements.
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Environmental Regulation

Melobolic is not subject to significant environmental regulations.

Board Monitoring

The Board monitors the Company’s overall performance, from the
implementation of its sirategic plan through 1o the perfermance of
the Company against operaling plans and financial budgets. For
further details regarding Metabolic's Board and Commitiees refer to
the Corporate Governance Statement in this Directors’ Report,

8oard and Committee Meetings

The number of meetings of the Board of Directors, Board
Committees and Director atiendance at those meetings during
the year under review was:

Full Boord Audit Committes

Maetings Moatings

Meatings oligibla Moetings eligibla

Directors attendad to attand attended to attend

Tota! number of

meetings held . 12 3 ‘r
Ir Rob Stewart T ) 2, 12 3, 3,
Mr Don Clorke | 12, 2 2, ?,
M lin Kirkwood' \ 2 2 1 , 1 )

Mr Frankiyn Brazil? 1 1 - -
- - - + + - + - +
Mr Paul Lappin? , 1, 1 1 1 :
Dr Roland Scollay? . . 9 -, -T

_Dr Chris Belyea® , 4 4 -, -

Dr Arthur Emmett! 3 3 - -

Remuneration Committee

Meetings

Meetings eligible
attended to attand

2
- - 2 2 .

2 2

2 2

Notes: ' Appoinfed in April 2008. 2 Appairted in Moy 2008, ? Resigned as o Directar in April 2008, * Resigned as a Director in August 2007,

Finance Committes
Meeatings
Maeetings eligible
ottended to attend
1 ;
1 i
* i
1 1
+ 1
T -
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Directors and Senior Manager's
Shareholdings and Declared
Interests

As at the date of this report, the Directors and Senior Managers

of Metabolic collectively hold 50,339,388 shares in the Company,
representing 16.7 per cent of tota! issued capital. In oddition, the
Directors and Senior Managers collectively own 249,638 options
and performance rights, which if exercised currently representa
further 0.6 per cent of issued capital. The exercise of each opfion
or performance right entitles the holder 1o one ordinary sharein
Metabolic. As at the date of this report the interests of the Directors
and Senior Manager in the Company’s securifies are:

Home . Shares held directly
Directors:
Mr Rob Stewart . -
Dr Roland Scollay ! N 446,307 ‘
Mr Don Clarke N "
400,000
Mr lain Kirkwood . .
Mr Franklyn Brazil -
Mr Paul Lappin oL ) 120,000 R
Senior Managet: .
Ms Belinda Shave 192,990
1,159,297

Totak:

Sharas held Indirectty

-

64,000

1,549,723

+

45,492,700

2,073,667

+

VIR

49,180,091

Options hald Performonce Rights heid
120,000 129,638

120,000 129,638

' Dr Roland Scollay resigned as a Director on 29 April 2008 ond ceosed employment with the Company on 1 July 2008. On Huty 2008, 1,500,000 options held by Dr Scollay were jorfeited.

As at 30 June 2008 and as at the date of this report, no Director
has an interes! in any contract or proposed contract with Metabolic
other than as disclosed in the Company’s 2008 Annual Report.
Further details on the equity interests of Directors can be found in
the Remuneration Report in this Directors’ Report and Note 2] of the
Annval Financial Report.
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Auditor’s Independence and
Non-Audit Services

The Directors received the foltowing decloration from the auditor
of Metabollc Pharmaceuticals Limited.

Auditor’s independence Declaration to the Directors of
Metabolic Pharmaceuticals Limited

In relation 1o our audit of the Financiat Report of Metabolic
Pharmaceuticals Limited for the financiol year ended 30 June 2008,
to the best of my knowledge and belief, there have been no
coniraventions of the ouditor independence requirements

of the Corporations Act 2001 or any applicable code of
professional conduct.

Ermot- v °/aun7

Ernst & Young

?’(){/k.:
Joanne Lonergan
Pariner

Melbourne
20 August 2008

Non-Audit Services

During the period under review the amount received, or due and
receivable for non-audit services provided by the Company’s
auditor, Ernst & Young, were:

Preparation of the Company's Income Tax Refurn A%3,000

The Directors are satisfied that the provision of non-audit services
during the current period is compatible with the general standard of
independence for uditors imposed by the Corporations Act 2001,
The nature and scope of each type of non-audit service provided
means that auditor independence was not compromised.

1
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Corporate Governance Statement

Introduction

The Board of Melabolic is responsible for the corporate governance
of the Company and guides and manitors the business on behalf of
its shareholders. The Board has strived to reach o balance between
indusiry best practice and appropriate policies for Metabalic in
terms of its size, stage of development and role in the biotechnology
indusiry. Metabolic performed a review of its Board policies and
governance practices with reference fo the 10 Principles of Good
Corporate Governance and 28 Best Pracfice Recommendations
{Recommendations) established by the ASX Corporate Governance
Council {*Council"l. The Recommendations are not mandaiory and
cannot, in themselves, prevent corperate failure or poor corporate
decision-making. They are intended to provide a reference point

for companies about their corporote governance structures and
practices.

The Direciors have considered each of the ten core Principles and
adopted 24 of the 28 Recommendations during the period under
review. There are several instances where the Company would not
benefit from compliance with the Recommendations, and in some
instances the Company has not had the resources fo comply. The
four Recommendations that were not adopted are discussed in this
Corporate Governance Statemnent and include:

A majority of the Board should be independent Directors
(Recommendation 2.1}

The Board should establish a Nemination Committee
{Recommendation 2.4)

Structure of the Audit Committee
{Recommendation 4.3)

The Board should establish a Remuneration Commitiee
- composition of the Remuneration Committee
[Recommendation 9.2)

it should be noted that the Principles of Good Corporate
Governance and Best Practice Recommendations were updated

in August 2007. Metabolic intends fo report on its compliance with
these revised guidelines for the financial year starting 1 July 2008 in
the 2009 Annual Repori. A full description of ol Recommendations
can be found on the ASX Corporate Governance Council's website:

hitp.//www.asx.com.au/supervision/govemance/principles_good
corporgle_governance him.

Principle 1: Lay solid foundations for management

and oversight

The role of the Board is 1o represent the interests of shareholders,
by providing the Company with good gavernance and strategic
direction, Metabolic has adopted a Board Charter setting out
the matters reserved to them, including their function and
responsibllilies. These responsibililies are generally the same

as those recommended by the Council, with a few variations
that appropriately reflect the Company’s size and the noture

of Metabolic’s activifies.

Furthermore, Metabolic has a formal process for delegating
authority to Senior Management for the day-to-day running of the
business. These outhorities are contained within the Company’s
Delegations of Authority Policy which is distributed internally.

The policy provides clear boundaries for transactions executed by
Senior Management and enables employees to conduct business
in an expedient and prudent manner, within the approved limits set
by the Board. This Palicy and the Board Charter ensure that there
is a clear division of responsibility between Senior Manogement
and the Board, and between the Chief Executive Officer and the
Chairman. The Board Charter is available ot

www melabofic com.qu in the Corporate Governance section.

Principle 2: Structure the Board to add value

{Recommendation 2.1}

The Board has adopted the Council’s recommended criteria for
assessing Director independence. To be assessed as independent,
a Director must fulfill a number of criteria. For example, the Director
must not have an association with a substantial shareholder, must
not be an executive in the Company or have been employed in

an executive capacity in the last three years, and must not have o
direct or indirect material relationship with the Company.

There have been several Director changes which altered the
proporiicn of independent Board members throughout the period
under review and consequenlly, it was nof possible to consistently
maintain a majority of independent Directors. The Company has
been proactive in providing the Board with access to independent
professional advice. On several occasions, independent scientific
experls have been invited 1o provide advice at Boord meetings
regarding Metabolic's research projects.
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The Company has had a majority of independent Directors serving
on the Board since 30 April 2008, following the appointiment of

My lgin Kirkwood as an independent non-execultive Director and
the resignation of Dr Roland Scollay as an executive Direcior,

Mr Franklyn Brazil and Mr Pau! Leppin were appointed to the Board
in May 2008, Mr Brazil is a substantial shareholder of Metabolic
and as such cannot be considered independent. Mr Don Clarke

is a Partner of Minter Ellisan, a firm that provides legal advice to
Metabolic, and he is also o Director of Circadian Technologies
Limited, a listed company that had been a substantiol sharehotder
of Metabolic frorn November 1998 until May 2008. As ai the dale
of this Directors’ Report, the Board of Metabolic is comprised of
five Direclars, with a combingtion of commercial acumen and
experience in the biotechnology indusiry.

The Constitution of Metabolic allows for the number of Directors o
range from three 1o 12, of which the proportion of non-executive
Direclors is at the discrefion of the Board. The relevant qualifications
and details of each Director are documenied in this Directors’
Report under the section fitled Board of Direclors and Senlior
Managemen. The independence and fenure of each Director in
office as at the date of this Directors’ Report is described in the

lable below:

Diractor . ) Position . Indepc_mdenu ) Arga ufexpcrﬂsa

Rob Stewart Chairman,

lappointed in _non-executive Experienced company Director, with broad commaercial experience and
April2007) | Director _,Independert _exposure to high technology industries

Don Clarke

lappointed in Non-executive Not Pariner of law firm, Minter Ellison and company Directer with considerable
April 2007} , Director . Independent! *commercim expertise including the area of business acquisitions

i

lain Kirkwood .

{oppointed in - Non-executive Experienced private consuliant, investor and non-executive Director with
April 2008| , Director ,Independent 30+ years in finance )

Franklyn Brazil '
lappointed in ! Non-executive Not Experienced investor who manages a large portfolio of investments in

May 2008} , Director Independenti? listed companies

Paul tappin

lappointed in [ Non-executive

May 2008) | Director “Independent Chartered accountant with extensive experience in finance and M3A

1 Wi Don Clarke s @ Partnier of Minter Effison, o firm thot currenily provides legal odvice 1o Metabolic
2 pfr Brozil is a substontial shareholder of Metaboite

13
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Metabolic has agreed to indemnify its Directors agoinst ceriain
liabilities and o maintgin Directors and Officers insurance
coverage. Furthermore, the Board has adopled procedures to allow
Directors, in the furtherance of their duties, fo seek independent
professiona! advice ot the Company’s expense, unless the Board
determines otherwise.

The regular responsibilities of a Nomination Committee are
incorporated into Metabolic’s Board Charter
{Recommendation 2.4)

As Metabolic has a relatively small Board, a formal Nomination
Cemmittee has not been established. The efficiencies typically
achieved by such a commitiee would be minimal and not
considered to be cos! or time effective for a Board of only five
Directors. The regular responsibilities of a Nomination Committee
are incorporated Into Metabolic’s Board Charter. The Board, as ¢
whole, ossesses the Board's size and compasition. With regard to
membership, the Board Is ultimately responsible for identitying and
assessing potential Direclors. New appointments are made within
the scope of Metabolic’s Constitution and in accordance with the
nomination procedures documented in the formal Board Charter.
Shareholders are asked 1o elect newly appointed Directors at the
Company’s next Annual General Meeting.

New Directors are given an induction pack accompanying their
{etter of appointment. This induction pack includes company
information, minutes of meetings, corperate governance
documentation such as Metabolic’s Market Disclosure Protocol,
details of Directors and Officers liability insurance and other relevant
information. All Directars have access fo confinuing education

and are provided with the information they need to discharge

their responsibilities effectively. The Company Secretary plays an
integra! role in supporfing the Board by monitoring Board policy and
procedures, and coordinating meeting documentation.

Principle 3: Promote ethical and responsible decision-making
Metabolic distributes its Code of Conduct fo all employees

and Directors. The Code of Conduct documents the practices
necessary fo maintain confidence in the Company's integrity ond
these practices are in line with the Council’s guidelines on good
corporate governance.

All employees and Direciors are well-informed of Metabolic’s
Share Trading Policy. Meiabolic does not provide scheduled
trading windows where employees can buy or sell shares without
authorisation. In all circumstances, Directors and employees

are required to seek approvat from both the Chairman and

Chief Executive Officer, or in their absence any two Directors,

{0 trade Metabolic shares.
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The Chairman and Chief Executive Officer are responsible for
assessing if the applicant is in possession of ony price sensitive
information. If share trading clearance is given 1o a Director or
employee, the applicant is required to immediately provide the
Company with posi-trade notification.

Metabolic updated its Share Trading Policy during the period
under review to include rules that prohibit hedging of the
following securities:

—= shares in the Company which are subject o a restriction
on disposal under an employee share or incentive plan; or

e=== oplions or performance rights lor shares in the Company
underlying them) granted under an employee share or.
incentive plan.

Whilst the Company monitors its share register on a regutar basis,
the onus is on the employee or Director fo advise any changes 1o
their interests in Metabolic.

Metabolic's Code of Conduct and Share Trading Policy are
publicly available at www,metabolic.com.ou in the Corporate

Governance seclion.

Principle 4: Safeguard integrity in financial reporting
Metabolic’s Audit Committee

{Recommendation 4.2}

The Audit Commitiee operates under a Charter opproved

by the Board. It is the Board's responsibility 1o ensure that an
eftective control framework exists within the enfity. This includes
ensyring that there are internal controls 1o deal with both the
effectiveness and efficiency of significant business processes,
including the safeguarding of assets, the maintenance of proper
accounting records and the reliability of financial informetion os
well as non-financiol considerations. The Board has delegated
the responsibility for the establishrment and maintenance

of a framework of internal centrol and ethical standards for

the management of the Company 1o the Audit Committee,

The full Board is ultimately responsibte for the Company’s
linancial reporting.

The Audit Committee provides the Board with additional assurance
regarding the reliability of financia! information for inclusion in the
Annual Financial Report ond Half-Year Report, and is responsible for
the nomination of the external auditor and reviewing the scope and
quality of the annual statutory audit and half-year statutory review.
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Structure of the Audit Committee

(Recommendation 4.3}

Due io the shorlage of independent Directors en the Board during
the period under review, the Audit Committee was unable 1o

meel the criteria for the recommended size and composition

of the Committee untll 31 May 2008, Listed componles are
recommended to have atleas! three Directors in their Audit
Committee, comprising of only non-executive Directors of which a
rajority are independent, and the Comemittee should be chaired
by a Director other than the chairperson of the Board. For most

of the period under review, Mr Rob Stewart and Mr Don Clarke
were the only members of the Audit Committee, with Mr Stewart
appointed as the chairperson. Whilst the Commitiee did not meel
three of the four criteria recommended for the composition of Audit
Committees, Metabolic does not believe it was disadvantaged
given thot the members possess the relevant financial skills ard
experience o perform the responsibilities of the Commitiee. The
Company's financiols are relotively simple and only a small volume
of transactions were processed during the peried.

Following the appointment of additional Directors to the Board in
April and May 2008, Mr lain Kirkwood was appoeinted Chairman
of the Audil Committee. Mr Paul Lappin replaced Mr Clarke as a
Commitiee member and Mr Stewart continued fo serve on this
Commitiee. Therefore, current membership enables Metabolic’s
Audit Committee to be structured in line with the criteria provided
in Recommendation 4.3 - o consist of at least three Directors,

all of whom are non-executive Directors, with o majority thal are
independent and an independent chairperson.

The members of the Audit Committee are financially literate and
have substaniial experience as Direclors of several companies.
Details of the qualifications of Audit Commitlee members are
included in this Directors’ Repori in the Board of Directors and

Senior Management section. The partner of the Company’s externat
auditor is invited to atfend Audit Committee meetings as required.
For details of the number of meetings of the Audit Committee held
during the year and the attendees at those meetings, refer 1o the
Board and Commitiee Meetings section in this Directors’ Repori.

There is o formal charter for the Audit Committee which is available
at www.metgbolic.com.guy in the Corporate Governance section.
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Principle 5: Make timely and balanced disclosure

Metabolic's Market Disciosure Protocol reffects the
recommendations by the Council regarding continuous disclosure.
The Company ensures that there is an appropriate balance Inits
disclosure of inforeation by using a group committee approach

to formulating its announcements. Metabolic's announcemenis
are made in a timely manner, are factual, do not omit ralerial
information and expressed in a clear and objective manner that
allows investors to assess the impact of the information when
making investment decisions.

The Company provides commentary in relafion 1o its Annual
Finoncial Report and provides a fuli review of its operations for the
reporting period in its Annual Report as required by the ASX Listing
Rules. The Marke! Disclosure Protocol and all ASX announcements
are available ol www,metabolic.com.ou in the Corporate
Governance section.

Principle 6: Respect the rights of shareholders

Shareholder Communications

{Recommendation 6.1}

Metabolic communicates regularly with its shareholders, within the
parameters of its Market Disclosure Profocel and Communications
Policy, using investor updates, ASX announcements, the Annual
Report, the Annual General Meeting and the Company's website.

Policies and procedures regarding the governance of the
Company are availoble af www.metabolic.com.gy in the
Corporate Governance section.

The Company centinues to encourage shareholders fo elect

lo receive communications elecironically. This serves the best
interests of shareholders by facilitating the delivery of shareholder
communications by electronic means, thus reducing costs and
profecfing the environment. Shareholders are encouraged to

ask questions or provide feedbuck to the Company by email,
phone or fux.
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Principle 7: Recognise and manage risk

Metabolic has implemented a formal risk management system
{Recommendation 71

Biotechnology is an inherently risky indusiry. Metabolic has a formal
risk management policy and a risk managerent system which
follows the principles of the Australian standard AS/NZS 4360.

This approach to risk management involves identilying, assessing
and managing the risks that affect the business, whilst al the same
time considering these risks in the context of the Company’s values,
objectives and strategies.

Metaholic has identified and analysed numerous business and
research risks relevant 1o its business. Key risks are discussed at
every Board meeting. Many of the risks analysed can be reduced,
but not completely mitigated. Drug failure and funding shortages
are the two major risks faced by biotechnology companies,

Metabeolic’s policy for risk management is availoble at
www.metabolic.com.au in the Corporate Governance section.
As Metabolic has had a relatively small Board, the sought after
efficiencies will not be derived from a formal risk commitiee
structure. Ultimate responsibility for risk oversight and risk
management rests with the full Board.

Declargtions to the Board regarding the Company’s Annual
Financial Report

{Recommendation 7.2

The Chairman and the Financial Controller hove given declarations
to the Board concerning the Company’s Annuat Financial Report
required under Recommendations 4.1 and 7.2 ond section 2954 of
the Corporations Act 2001. The Chairman signed the declaration in
the absence of a Chief Executive Officer at the fime the declaration
was required 1o be given. In doing 1o, [t should be noted that:

—==3 Hg holds the position of Chairman of the Company and
provided the declaration in thot capacity, on the basis that
os al that date, there was no person halding the position of
Chief Executive Officer.

The former Chief Executive Officer provided a declaration
to the Board covering the period 1 July 2007 10 31 May 2008
relating 1o the matters covered under section 286 and
Recommendation 7.2.

The Chairman provided his declaration to the Boord, in
the absence of a person occupying the position of Chief
Executive Officer. In doing so, the Chairman relied on
the assurances given to the Board referred to above. In
relation to activities of the Company since 31 May 2008,
the Chairman relied on assurances of management.
The Chairman has, however, hod no involvement in the
day-to-day management of the Cormpany.
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Principle 8: Encourage enhanced performance

Metabalic conducts annual performance evaluations of

its Board, Directors, Senior Management and Committees
{Recommendation 8.1)

The Board is responsible for reviewing its own performance.

The most recent Boord evaluation was conducted in April 2008,
Atthat fime, the Board comprised of only three Directors, thus

the evaluation process was sireamlined. Each Direclor was
required to complete a detailed questionnaire regarding issues
such as business sirategy, Senior Management and reporting
and compliance systems. The assessment dealt with individual
performance as well as the collective performance of the Boord
and its Committees, including consideration of the Board’s overall
contribution o Metabaolic and identifying areas In which the Board
could improve. The evaluation was facilitated by manogement
and the results were reported directly to the Board at the
following Board Meeling.

Metabalic's policy: Performance Evaluation Process for Directors

and Executives is available ot www metabolic com.gu in the
Corpaorate Governance section.

Principle 9: Remunerate fairly and responsibly

Metabolic has adapted remuneration policies that are considered
appropriate to reward and motivate ils employees. Senior
Managers have been paid o base salary, cash bonuses linked

to personal and company performance and equity-based
bonuses linked ta the performance of the Company. Metabolic's
remuneration siructure is transparent and aligned to shorehotder
inferests. As the biotechnaotogy sector is highly volatile, significantly
driven by market sentiment and inherently high risk, the Board
recognises tha! using performance measurement tools such as
Total Shareholder Return {TSR), Net Egrnings Per Share or Company
Earnings are inoppropriate.

Metabolic’s Remuneration Committee

(Recommendation 9.2}

Remuneration policies for Directors and Senior Managers have
been established by Metabolic’s Remuneration Commitiee. The
Remuneration Committee is responsible for advising the Boord
on remuneration policies and practices, and mokes specific
recommendations on remuneration packages and other terms
of employment.
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Members of the Remuneration Cornmittee altered during the

year as a result of several Director changes. The Company was
unable io meet the Council's guidelines to have at least three
members, with the majority being independent Directars. Metabolic
was consistently able to meet the Council's ¢riterion to hove the
commitlee chaired by an independent Director as Dr Arthur Emmett
chaired the committee until his resignation in August 2007 and was
succeeded by Mr Rab Stewart. At several times during the period,
the commitiee did comprise of three Directors, however in these
instances the majority of members were not independent Directors.

From 31 May 2008, the Remuneration Committee comprises

Mr Don Clarke [Chairmank, Mr Rob Stewart and Mr Franklyn Brazil,
of which the majority, including the Chairman, are not independent
Directors. Further details regarding the qualifications and
experience of Remuneration Committee members and their
attendance ot Committee meelings are included in this Directors’
Report in the Board of Directars and Senior Management section.
The Commitiee charter is ovailable ot www.metabgli¢.com.au in
the Corporate Governance section.

Metabalic has structured its remuneration policy for non-executive
Directors distinctly from its policy for Senier Managers. In particular,
remuneration for Sentor Managers is comprised of an appropriote
balance between fixed and incentive pay, reflecting short and
long-term performance objectives appropriote 1o the Compony’s
circumstances and goals. In conirasi, the Company’s non-executive
Directors receive a fee for their services and superonnuation and
are nof enfifled fo retirerment benefits.

A comprehensive discussion of Metabolic's remuneration policies
ond procedures, including the link between remuneration and
performance, are set out in the Remuneration Report in this
Directors’ Report.
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Metabolic’s pelicies are available on the internet

The following policies and statements con be downloaded
from the Corporate Governonce section of the Company’s
websilte www.metabolic.com.gu:

—= Annuol Corporate Governance Statement

—= Audit Committee Charter

= Board Charter lincluding the process for Direclor
nominations and appoiniments}

== (ode of Conduct
e== (Communications Policy
= Market Disclosure Protocol

== parformance Evalualion Process for Directors
and Executives

== Remuneration Committee Charter
=== Risk Managemeni Policy

== Share Trading Policy
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Remuneration Report (audited)

This report outlines compensation arrangements in place for
the Key Management Personnel of Metabolic and explaing how
these arrangemenis are linked 1o company performance.

Key Management Personnel

The Key Management Personnel of Metabotic are Directors and
Senior Managers. The following persons had the authority and
responsibility for planning, directing and controlling the activities
of the Cormpany, directly or indirectly, during the financial year:

Non-executive Directors
Mr Rob Stewart — Chairman

Mr Don Clarke

Mr lain Kirkwood
lappoinied 30 Aprit 2008)

Mr Franklyn Brazit
luppointed 21 May 2008}

Mr Paul Lappin
{appointed 2} May 2008)

Or Arthur Emmett
{resigned 28 August 2007)

Dr Evert Vos
{resigned 6 July 2007

Senior Managers (including Executive Directors)

Dr Roland Scollay - Chief Executive Officer / Executive Direclor
lresigned as a Director on 29 April 2008 and ceased employment
with the Company on 1 July 2008}

Ms Belinda Shave - Company Secretary / Financial Controller

Dr Chris Belyea - Chief Scientific Officer / Executive Director
Iresigned as a Director on 30 August 2007 and ceased employment
with the Company on 30 September 2007)

Dr Carcline Herd - VP of Clinical Development & Regulatory Affairs
(ceased employment with the Company on 3¢ November 2007)

Metabolic’s compensation policy for Key Management Personne!
is designed to provide compefitive and appropriate rewards

thot are transparen; and fully aligned fo shareholder interests. in
accordance with corporate governance best practice, the Company
has structured its compensation policy for non-executive Directors
distincily from its policy for Senior Manogers.
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Compensation Policy — Non-Executive Directors

The Remuneration Commitiee requires the Board to determine the
compensation of non-executive Directors based on market pracice,
relativities, director duties and accountability. The Company’s
compensation policy is designed to attract and retain competent
ond suitably qualified non-executive Directors, and the structure of
their compensation endeavours to ensure that Direcfors’ interests
are aligned with the interests of shareholders. Non-exacutive
Directors are poid a set fee plus statutory superannuation and

are reimbursed for out-of-pocket expenses incurred as a result

of their directorship or any special duties. Non-executive Directors
are encouraged to own shores in Metabolic however they do not
currently participate in the Company’s equity plans.

Nan-executive Directors’ fees are determined within an aggregote
Directors' fee pool limit, which is approved by shareholders.

Total non-executive Directors’ feas paid during 2007-08
amounted to A$168,695, representing 56 per cent of the avallable
fee pool. The fees paid to Metabolic’s non-executive Direclors

are considered within the average range for similar sized
companies in the biotechnology industry, and these amounts

are reviewed periodically.

The Chairman recelves additional fees in recognition of the
responsibilities aftaching to that role. Directors have not received
fees for addifional Board or Commitiee meetings. During the year,
Metabolic held 12 Board meetings and six Committea meetings.

Compensation ~ Senior Managers (including

Executive Directors)

Metabolic's compensation policy for Senior Manogers is set by
the Board's Remuneration Committee and is designed to link
performance and retention sirategies 10 ensure:

== the batance between fixed and variable iperformance)
components for each position is appropriate in light of
internal and external factors;

— ihe setindividual objectives will result in sustainable
beneficial oulcomes;

=== that all performonce compensation components are
appropriately linked to measurable personal, business
unit or Company performance; and

== that fotal compensation [that is, the sum of fixed and
variable components] for each Senior Manager is fair,
reasonable and market competitive,
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Generally, there are three components of Senior Management
compensation provided, as follows:

1. fixed annual compensation comprising salary and benefits,
superannuation and non-monetary benefits’

2. shori-term performance incentive, through cash bonuses; and

3. medium and long-term incentive, through participation in the
Metabalic Performance Rights Plan ["the Plan).

! The only non-monetary benefit provided 1o Seniar Managers is cor porking
The proportion of compeansation that is subject 1o performance

conditions, provided through shori-term and long-term incentives
is as follows:

Cash Bonus Performance Rights

{Short-Term [Medium and

Incentive) Long-Term Incentive

Chief Execufive Officer 20% 30%
Senior Management 15% 20%
All other employees 10% 10%

Fixed Annucl Compensation

Senior Managers are offered a markei competitive base salary
which reflects their competencies, job descriplion as well as the
size of the Company, Base salary is reviewed regularly against
market data for comparable positions. Adjustments to base salary
are made based on significanl role responsibility changes, pay
relativities to market and relative performance in the role.

Short-Term Incentives

Short-Term Incentives (STisl in the form of cash bonuses are paid
annually o Senior Managers based upen individual performance
and achievement of corporate objectives. Personal objectives and
Key Results Areas IKRAs} are set for each Senior Manager af the
beginning of each period. Examples of personal objectives and
KRAs for Senior Management are:

== commencement and completion of clinical irials on time
and on budget;

== securing M&A fransactionls); and

== compliance with regulatory bodies, such as the
ASX Limited, Australian Securities and Investmenis
Commission, Therapeutics Goods Association and
US Food & Drug Administration.

The individual objectives and KRAs are chosen once the Board has
confirmed the Company’s overall objectives. Individuol pertormance
hurdles and the achlevement of corporate goals were assessed

1o determine the bonus payment. This assessment also takes into
account how Senior Managers performed their role with regard fo
the Campany’s core values. The annual bonus pool is calculated
by @ nominated percentage of the annual budget for salaries

and is apportioned based on the outcormes of each individual
performance evaluation, which are conducted by the Chief
Executive Officer. The performance evaluation of the Chief Executive
Officer is conducted by the Remuneration Committee. The STI
payment is usually made during November or December following
each financiot year end.

The cash bonuses paid 1o employees in 2007-08 were reduced 1o
refect the Company's developmeni setbacks.
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Medium and Long-Term incentives

Metabolic’s medium and long-term inceniive policy for Senior
Management is focussed on equity-based instruments fo
incentivise high-guality performance and leng-term refention.
Corefully designed and performance linked equity incentive plans
are widely recognised as the most effective way of providing
incentives to Executivas,

Metabolic's Performance Righis Plan

In September 2005, the Board of Metabotic established the terms
and conditions of a long-term incentive scheme, in the form of the
Metaholic Performance Rights Plan ("the Plan®) for a!l employees,
including Executive Directors. The Plan provides emptoyees with
the opportunity to participate in the success of the Company

ond provides further incentive to ensure wealth is created in the
Company for the benefit of all shareholders, The key details of the
Plan are:

the Board may issue invitations to employees and Executive
Directors to parficipate in the Plan, subject fo shareholder
approval in the case of Executive Direciors;

the number of performance rights granted is based on
varying percentages of fixed compensation, dependent
upon job position;

historically there has not been an exercise price poyable
io acquire a share upon exercise of a performance

right issued — the exercise price, if any, Is determined

by the Board;

the number of performance rights gronied is adjusted 1o
take into account anticipated trading restrictions placed
on recipients;

performance rights are exercisable on a specified future
date, subject to meeting performance and service
conditions;

performance rights cannot be fransferred and will not
be listed on the ASX Limited; and

there are three categories of performance conditions
which need to be achieved for the rights to vest.
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The performance conditions of previous altocations under this Plan
have been spiitinto three distinct categories: share price growth,
corporate goals and continued service. These condifions were
weighted and if achieved, the performance rights vest evenly over
four years in accordance with the weighting of the conditionis)
achieved. Due to the speculative nature of the biotechnology
seclor, it is not appropriate to sel performance condliions relating
1o the satisfaction of traditional hurdles such as Total Shareholder
Return (TSR], The Remuneration Committee is responsible for
assessing whether performance conditions have been achieved.
Performance conditions for fulure offers under the Plan, if any,
may vary.

Due to the Compaony's development setbacks, the Board did not
issue any performance rights to employees during the period
under review.

Metabolic Employee Share Option Plan

In previous financial years, prior to establishing the Metabolic
Performance Righis Plan (“the Plan’], employees received option
allocations under the Metabolic Employee Share Option Plan.
These options have an expiry dafe between 54 and 59 months from
the grant date, generally with stoggered vesting terms based on
anniversary periods, subject fo confinuing service. These opfions
were issued for nominal consideration, and were granted af the
discrefion of the Boord. These options cannet be fransferred and
will not be quoled on the ASX Limited, There were no aplions issued
during the period under review {2007 Nil).

The Board will reconsider whether or noi to continue fo grant
Performance Rights or Options if the acquisition of PolyNovo
Biomaterials Ltd is completed.

Nate. Fer infarmation regarding the valuation of the performance righis and options
granted during The reporting period, incuding models and assumgtions used,
please refer to Table B in this Remuneration Repert and Mote 12 in the Notes to the
Annual Financigl Repers .
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Company Performance

Metebolic has designed its compensation policies to ensure
significant linkage between rewards and specific achievements
that are intended 1o improve shareholder wealth. In assessing the
link between company performance and compensation policy, one
must acknowledge that biotechnology companies generally do not
make a profit until ¢ drug is licensed or commercialised, either of
which takes numerous years.

Furthermore, the bictechnology sector as a whole is highly volatile,
significantly driven by market senfiment and inherently high risk.
Therefore, the direct correlation of compensation policy and key
financial performance measures such as Total Shareholder Return
(TSR}, Net Earnings Per Share or Company Earnings, in the view of
the Board, are inappropriate. As an alternative, key milestones are
a more meaningful measure of performance to correlate levels

of compensation. These milestones are discrete achievernents
that can be used 1o evaluate Metabolic's progress towards
comrmercialising its drugs.

Melabolic’s annual expendiiure is predominantly impacied by
research and development expenses. The Company has not
made a profil and therefore no dividends have been declared,
nor has there been a return of capital since listing. The Company's
performance is based on its key milestones, such as clinical friol
results, securing funding and licensing deals. In the past, such
milestones have been directly linked to the performance conditions
sel within the shori-term and long-term incentives that form a
significant propartion of Senier Management compensation.

The Board continues io review Metabolic’s cornpensation policy

to ensure competitive and appropriate rewards that endeavour

to result in greater shareholder wealth.

Board Performance

Evaluating Board performance is an imporiant element of the
Board's monitoring role, especially with regard 1o the long-term
growth of the Company and shareholder wealth. The Board
conducis a comprehensive annual self-evaluation fo determine
whether the Board and its Committees are functioning effectively.
Metabolic has five Directors, and accordingly the costs assaciated
with engaging an exiernal consultant 1o perform this exercise is not
seen 1o be beneficial to the Company.

During the period under review each Director was required

to complete 6 detailed questionnaire regarding roles and
responsibilities, business strategy, Senior Management and
reporting and compliance systems. The assessment dealt with
individual performance as well as the collective performance of the
Board and its Committees, including consideration of the Board's
averall contribution 1o Metabolic and identifying areas in which

the Board could improve. The Board intends to employ the same
evaluation process in future years.
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Employment Contract - Company Secretary
The Company Secrefary is employed under an employment contract
with terms as {ollows:

== Compensation is reviewed annually;
=== Resignation requires three months written notice;

= Metabolic may terminate the contract by providing
six months written notice or provide payment in lieu of all or
part of the nofice period (based on the fixed componen? of
compensation), On nofice of terminafion by the Company,
any long-term incentive options and performance rights
that have vested, or will vest during the notice period, may
be exercised. Long-term incentive oplions that are not
vested may be forfeited at the discretion of the Board;

Annual performance based cash bonuses; and

Annual share-based compensation as a long-lerm
incentive.

Delails of the qualifications and experience of the Company
Secrefary are set out in the Board of Directors and Senior
Management section in this Direclors’ Report.

Chief Executive Officer - Contract Terminated 1 May 2008

Dr Roland Scollay - Chief Executive Officer

Dr Scollay served on the Melabolic Board as @ non-executive
Director from Novernber 2002, and commenced an ongoing
employment contraci as Chief Executive Officer on 1 February 2005.
Dr Scollay resigned as a Director in April 2008, and ceased
employment with the Company on 1 July 2008. In accordance with
his emplayment agreement, Metabolic terminated Dr Scollay’s
coniract by providing 12 months written nofice from 1 May 2008, In
this regard the Company made a payment to Or Scollay at the date
of cessation of employment on 1 july 2008 equating 1o 10 months
salary together with accrued annual leave entitlements. The vesting
of a portion of Dr Scollay’s long-ferm incentive performance rights
were accelerated upon termination of his contract.
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Details of Compensation for Key Management Personnel
For the year ended 30 June 2008, details of the compensation
for Key Managemeni Personnel are sef outin the table below,

%
Post- Long- Termination Share-based performance
Table A Short-Tarm Employmant Term Banafity @ paymaents Total related
Cash Non- tong Options &
Salary & Cash Consulting monetary Super- Sarvice Partormanca
D_irectors B B Faas ) bonus_“_’ _ Foes _beneﬁts " _:_quu:rnion‘ Leave ‘ 7 Rights i ) ~
Dr Reland Scolloy! 2008 407,316 40,000 - 1,659 1312¢ - a4 488 109,455 956,047 15 6%
{Chief Executive Officer) 2007 . 397,233 75.000 -, 4,027 . 12,686 - - 183,268 . 672,214 ‘ 304
Dr Chris Belyea ? 2008 54,684 18,760 65,158 2074 3,282 29,338 118,162 -32,305 259,093 -5.3%
((Chief Scientlic Officer) 2007 256485~ 347% = - = 4027 weeé o - T. . S5 378506 a27%
Mr Rab Stewart
{Nen-executive 2008 %0,000 - - - 8,100 - - - 98,100 -
Chairman) 2007 R 22,500 - -, - 2,025 - - - 24,525 ) -
Dr Arthur Ermimett 2 2008 8,250 - - - - - - - 8,250 -
INen-gxecutive Director) 2007 . 61,395 . - _i -, - o -, - 61,395 A -
Dr Evert Vos * 2008 - - - - - - - - - -
{Non-executive Direclor] 2007 32.000 - 25017 - - - - - 57,017 -
! Faliein . - e, B ’ + — . " .
Mr Den Clarke 2008 40,000 - - - 3,600 - - - 43,500 -
{Non-execulive Director| 2007 7.500 - - - 675 - - - 875 -
r - + +—— - + — + — - - — o+ + - +
Mr lain Kirkwood + 2008 7.500 - - - l 475 - - - 8,175 -
iNon-gxacutive Diracior] 2007 - - - - ‘1 - - - - - -
. - - b - - - + - + + + +
Mr Frankhyn Brozil * 2008 4,849 - - - 436 - - - 5285 -
INon-execulive Direclor} 2007 - - - - - - - - - -
- - - —_— + - B + ——— a— b —— - ———
Mr Paul Lappin ¢ 2008 4,849 - ol - 436 - - - 5,285 -
INon-executive Director) 2007 - - - - - - - - - -
Subs total compensation 2008 617,448 58,700 65,158 kWt 29,658 29,338 502,650 77150 1,383,835
for Direclors 2007 77713 ", 790 25017 8,054 28,072 - - 248,786 1,198,832
Other Key Management Parsonnel
P B A - ER - P e e e - - —_ - [EN -— [ - -
Ms Belinda Shave
[Financial Cantroller 2008 181.320 13,600 - 447 13,120 - - 30.566 242,762 18.2%
& Comparny Secretaryt 2007 164,424 71.890 -, 4027 12,686 -, - 47939 250966 . 27.8%
Dr Coroline Herd * ' .
VP - Clinical |
Developrment & 2008 8,277 14,400 5775 1,728 5.470 - 102,372 -22,425 188,597 - -4.3%
Regulatory Affairs] 2007 175,725 24,100 -, 4,027 12,686 - - 45,531 263,469 21.0%
Sub total compensation
for Other Key |
Managemenit 2008 262,597 28,000 5,775 5,875 18,599 - 102,372 8,141 431,359
Personnel 2007 340,149 459590 - 8,054 25,372 - - 94,870 514,435
Talol compensation
for ol Key Manogement 2008 880,045 86,700 70933 ©.608 48,257 29338 603,022 85.291 1,815,194
Personnel 2007 . 117,262 i 157,780 R 25017 16,108 \ 53,444 . - - 343,656 . 1.713,267 !
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Notes:

! Dr Roland Scollay resigned as a Director on 29 April 2008 but remained employed
unlil 1 July 2008. The amount shown as a terminahon benefit for Dr Scollay was paid in
July 2008 butis included as a provision at 30 June 2008. This termination payment 1o
Dr Scolloy was made in aceordance with his employment centract and represenis 10
months salary plus any accrued annualleave entitlements,

2 Dy Chris Belyeo resigned as a Direcior on 30 August 2007 but remained employed
unitil 30 September 2007. The cmouni shown as a termination benefil for Dr Belyec
was mode ir accordance with his employment ¢centrac] end represents six months
solary plus any accreed annual leave entiflements. Dr Belyea's remuneration is
reduced by the amount $32,305 which represents the foir value of perlormance rights
included in remuneration in previous financial years which were forfeited on cassation
of employment.

3 Dr Arthur Emmett resigned as anon-executive Director on 28 August 2007,

* Dr Evert Vos resigned as o non-executive Director on & July 2007,

* Mrigin Kirkwood was appointed as o non-executive Directer on 30 Aprit 2008.

& Mr Franklyn Brazil and Mr Paul Loppin were appointed as non-executive Direciors on
21 May 2008,

? Dr Caroline Herd ceased ernployment with the Company on 30 November 2007, The
amount shown as o fermination benefit for Dr Herd was mode in accordance with
her employment contrac and reprasents six months salary plus any accruad annual
leave entittements. Dr Herd's remuneration is reduced by the ameun! $22,425 which
represents the lair value of performance rights included in remuneration in previous
financial years which were forfeted on cessation of employment.

“Cash bonuses - the cash bonuses poid te employees during the period under reviaw
were reduced lo reflect the Company's development selbacks in 2007.

®¥Nan-monefary benefits - Ihe non-monetary benefits consist selely of Ihe value of cor
parking benefis.

“Termination benefits - the amount shown for terminalion benefits includes unused

accrued annual leove al the date of cessation of employment.

Compensation by Category: Key Management Personnel

30 June 2008 30 June 2007 =

s s

Short-Term 1,047,286 1,726,843
Past Employment 48,257 67,610
Long-Term 29,338 -
Termination Benefits 605,022 -
Share-based Payments 85,29 474,41
1,815,194 2,268,864

@ These amounts represent the aggregates for the Key Managernent Personnel
disclosed in the previous financial year, some of which are different to ihe Key
Manggernent Parsannel included in the period under review.

23

Fair Value of Share-Based Compensation

{a) Fair Value of Options

The fair value of options included in compensation Table A were
determined using a binomial approximation model. This model
takes into account, as af gront date, the exercise price and expecied
life of the option, the vesting criteria, the current price of the
underlying share and its expecied volatility, expacted dividends and
the risk-free inferest rate for the expected life of the option. These
oplions were issued pursuant fo the Metabolic Employee Share
Option Plan ond have an expiry dafe between 54 and 59 months
from grant, generally with staggered vesting terms based on
anniversary periods. The option-pricing model values each of these
vesting portions separately. Accordingly the amortised share-based
compensation disclosed in Table A includes the opportioned value
of the options during the year ended 30 june 2008. A breakdown of
the foir value of each grant of option included in Key Management
Personnel share-based compensation is set out in Tabte B ond
Table C.

(b} Fair Value of Performance Righis

The fair value of performance rights included in compensation
Table A were determined by using a Barrier "Up and Call” Pricing
madel or the market share price on the date of grant for those
performance rights subject to a marke! condition ond a
Black-Scholes/Merton or Binomial Distribution Option Pricing
model for those performance rights with non-market performance
conditions. The model takes into accouny, as at gran date, the
exercise price ond expecied life of the performance rights, the
vesling criteria, the current price of the underlying shares and its
expected volatility, expected dividends and the risk-free interes
rate for the expected life of the performance right. The performance
rights were issued pursuant to the Metabolic Performance

Rights Plan and have an expiry date of five years fram grant,

with staggered vesting terms based on anniversary periods and
performance conditions. Accordingly the amortised share-based
compensaiion disclosed in Table A includes the apporfioned value
of the performance rights during the year ended 30 June 2008.

A breakdown of the fair vatue of each grant of performance

rights included in Key Management Personnel share-based
compensation is set out in Table B and Table C.
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Table B provides the following details:

a. the pricing medel assumptions used in calculating the fair value
of each option and performance right;

b. the fair value of each option and perfoermance right included in
the compensation of each of the Key Management Personnel
for the year ended 30 June 2008; and

¢. the date when oplicns or performance rights may be exercised,
subjec! to performance conditions.

1 Fabruary 2006

| 53%
5640%

$1.50,

n

1,000,000

59675

P S —

-+

1

Performance Porformance
Rights Grantod on  Rights Grantad on  Options granted on
Toble B _ 17 Novamber 2006 20 Dacambar 2005
_Exercise Price L . _ NI Nil
_Risk-Free Inferest Rate . 594% 573% '
Volatility ) . 5997% 56.40% :
BxpiyDate _ 1Sep20n_ 15ep2010
DividendYield T e
_Average Fair Value per option/right {cents) 70 40
NAME _Number and valus of Gptions and Performance Rights {PRPs) for the year ended 30 June 2008
Number of oplions/rights granted R 418,608 253,668
Or Roland Scollay' ~ Value for year ended 30 June 2008 $86,671 $13,109
_Number of options/rights granted L | -4 |
,DrChrisBelyea _ Valueforyearended 30 June 2008 -$20439,  -$11.866
_Number of opfions/ight granted 128904 69124
_MsBelindaShove  Volue foryearended 30 June 2008 $24974. $4145
_Number of options/right granted 135744 76,037
DrCarolineHerd  Value for year ended 30 June 2008 -$14.594 ' -$7.831

Options gronted
on 23 Decomber
2003

$1.00

5.56%

35.00%

T

‘ J
. Mdan20m 23 Nov 20054 §

2

120,000

TOTAL

-

1,672,276
$109.455

. 303315

'
+

25%-0109.07 _25%-01.0906 35%-010206 20%-2312.04 _
5% 010908 25% - 010907 35%-0102.07  20%-231205
25%-010909 25%-0L0%.08 30%-01.0208 30%- 231206

_Vesting Proportions (25%-010910 25%-010909

30% 231207

[—

532305
318,028

B1447, $30.366

20,781
$22,425

' OrRoland Scoflay ceased employmeni with the Company on 1 July 2008. The vatue shown in the above table for Dr Scollay includes the accelerated vesling of part of his performance

righis holding.
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Options and Performance Rights granted as port

of compensation

Table C provides a breakdown of each share-based payment
included in the compensation of Key Management Personnel
for the year ended 30 June 2008.

Fair Volue Volue of vatue of %

of options / options / options / Fair Valug of compensation

Fair Value rights rights rights value of options / rights consisting

per option / granted forfeited exerclsod options / included in of options /

Grant right ot during the during the duringthe  rightsyette  remuneration  rights during

Tabla C Gront dato number grant dota yoar yaar year beexpensed during the year the yoar
Dr Roland Scolloy . ] . ) )

Oplions _ 1Feb2006 1000000 301095 -, - - T, $9.675 101%
PerformanceRights __ 20Dec2005 _ 253668 ~ 304040 - $3382 85750 - SWBI09  137%
PerformanceRights 17 Nov 2006 418,608 $0.§99]‘L_w =] %8729 302, - 386,671 9.07%
Dr Chris Belyea . I S . S
Performance Rights , 20 Dec 2005 1521 $0.4040 . —i 34263 $1.959 - -$11.866 -4.58%

PerformanceRights 17 Nov 2006 190304  $0.699 - 38840  $2.566 - 520439 -7.89%
Ms Belinda Shave

- . . . . ; . ' .

Options .., 23Dec2003 120000 £0.2600 . —E - -1 - 51447 0.60%
Performance Rights _ 20Dec 2005 69124 $0.4040 -jr oo $588  $2.253 $445 171%
‘f’erformunce Rights 17 Nov 2006 128904  $0.6991 - $773 $1,740 $22,044 $24974 10.29%
_Br Caroline Hard . . o e B o L
PerformanceRights _ 20Dec2005 76037 ~ 504040 - = %2344 seds - = 8783 -415%
_Performance Rights __, 17Nov 2006 135744 $0.6991*i_ ) -, $5,396 . $1.833 —j -$14,594 -774%

Total §31727  $26384  $24.297 885291

During the current period, there have been no alterations to the
terms and conditions of performance rights or options granfed
as compensation since their grant date.
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Options and Performance Rights granted and vested
during the year ended 30 June 2008
There were no grants of Options or Performance
Righis from 1 July 2007 to 30 June 2008.

Parformance Rights
Numbar of Porformance Number of Performance
Rights granted during Rights vestad during
Table D tho year the year
Directors o ) . oo
2008 - 390,370
Dr Roland Scollay 2007 418,608 35937
2008 - 59,096
Dr Chris Belyea 2007 190104 16324
Other Key Management Personnel
2008 - 38,797
Ms Belingo Shave o _20074 o 128904 8798
2008 - 41,315
[DrCarolineHerd 2007, 135M4 10744
Shares Issued to Key Management Personnel on exercise
of compensation Options or Rights during the year ended
30 June 2008
Shares issved Pold per share
Toble £ B . _ (Numbeny L
2008 426,307 %0.00
_Dr Roland Scollay 20074. -, -
2008 75,420 $0.00
_Dr Chris Belyea o w07 - .
2008 38,797 $0.00
_.Msrﬁeli;ncm Shave 2007* 9793 %000
2008 41,315 $0.00
Dr Caroline Herd 2007 | 10774 $0.00
2008 . 581,839
Total 2007 20,567
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Options

Number of Options granted
during tha year

Unpcid per share

$0.00
$0.00
$0.00
. 3000
$0.00
$0.00

Number of Options vested
during tho year

300.000

350,000

36,000

36,000

45000
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Other Information

Loans to Directors and Executives

No loans have been made to Directors of Metabolic or 1o any of
the other Key Management Personnel, including their personally
related entities.

This Directors’ Report, incorporating the Corporate Governance
Siatement and Remuneration Report, has been signed in
accordance with a Resolution of the Directors mode on

20 August 2008.

Mr Rob Stewart
Chairman

Melbourne
20 August 2008

27




MBI OO i‘r':\:: neCCoLheais Ui
AN S 003 806 067

~

Annual Financial Report
For the year ended 30 June 2008

|y r
[

pL

:%ggeia
6q000




vireciors beCaranon
For the year ended 30 June 2008

In accordance with a resolution of the direciors of Metobolic Pharmaceuticals Limited, we state that:
1. Inthe opinion of the directors:

fa) The financiot report and the remuneration repart included in the directors’ repari, of the Company are in accordance with the
Corporations Act 2001, including:

i giving o frue and fair view of the Company’s financial position as at 3¢ June 2008 and its performance for the year ended
on that date; and

{il complying with Accounting Standards and Corporations Regulaiiens 2001,
(o) There are reasonable grounds o believe that the Company will be able to pay its debts as and when they become due and payable.

2. This declaration has been made after receiving the declarations required 10 be made 1o direciors in accordance with section 2954 of
the Corporations Act 2001 for the financial period ended 30 June 2008,

On behalf of the Board,

Rob Stewart
Chairman
Melbourne

20 August, 2008
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Noles 30 June 2008 30 June 2007

% 1)

Finance revenue 4(A) 1,278,260 1,373,946
Government gran income 4[B) 28,690 53,786
Profit on sale of plant and equipment 14,440 4,366
Project expense 4(C} {1,585,049) (8,630,713}
Employee benefils expense 4D} (2,733,286} 14,193,960}
Depreciafion and amortisation expense 4[€) (266,276} (298,358)
Operating leases 4(F) M7, 216 137,886
taboratory expenses (150,952) {241,616}
Other adminisirative and overhead expenses 4G} (547,278 (1,336,504]
Impairment of Investment in Neuren 10 {362,500} -
Netloss before income tax (4,44167) 113,406,939
income tax expense S - -
Net loss ottributable to members {4,40,167} 13,406,939
Basic loss per share (cents per share} 6 (148} cents 14.57) cenis
Diluted loss per share [cents per share) 6 (1.48) cents [4.57) cenis

The accompanying noles form part of these financial stotements
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Balance Sheet

As at 30 June 2008

Notes 30 June 2008 30 June 2007

$ $

CURRENT ASSETS
Cash and cash equivatents 7 16,472,982 20,579,943
Receivables ] 167406 240,445
Prepayments 79,468 145,374
Other L 8 w4 I AL
Total Current Assets o 16,731.997 20977903
NON-CURRENT ASSETS
Available-for-sale financial asset 10 137,500 487,500
Plani and equipment 1 293,259 551,848
Total Non-Current Assetls 430,759 1,039,348
Total Assels L 17,162,756 22,017,251
CURRENT LIABILITIES
Trade and ather payables 13 91933 949,727
Provisions 14 589,894 223,273
Total Current Liobilities 681,827 1173,000
NON-CURRENT LIABILITIES
Provisions 14 19.863 56,219
Total Non-Current Liabilities 19,863 56,219
Tolal Liabilities 701,690 1,229.219
Net Assets 16,461,066 20,788,032
EQUITY
Contributed equity 15 89,081,446 89,081,446
Reserves 15 1,567.164 1465463
Gains/[losses) on avoilable-for-sale financiol assets - {12,500
Retained earnings/lAccumulated losses) 15 (74,187.544) (69,746,377}
Total Equity ) ) T 16,461,066 20788032

The accompanying noles form part of these financial statements
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Jiarement of Lhangdes In equily
For the year ended 30 June 2008

Contributed Retained Gains/ [Lossesl Other Total
Equity Earnings/ on Available- Reserves
(Accumulated For-Sale
Losses) Financial Assets
$ $ $ 3 )

As at 1 July 2006 78,244,479 {56,339,438) {12,500} 872,073 22,764,614
- Netunrealised gain/lloss) on

available-for-sale financial assets - - - - -
— Issue of shares and exercise of options 11,204,869 - - - 1,204,869
- Capital raising costs recognised

directly in equity (367.902) - - - (367.902)
~ Cost of share-based payments - - - 593,390 593,390
~ Loss for the period - 113,406,939 - - {13,406,939)
As at 30 June 2007 89,081,446 (69,746,377 {12,500} 1,465,463 20,788,032
- Netunrealised gain/lloss) on

available-for-sale financiol assets - - {350,000 - {350,000}
- Issue of shares and exercise of options - - - - -
~ Cost of share-based paymenis - - - 101,700 101,701
~ impairmenl of available-for-sole financicl

osset {previously recognised in equity as an

unrealised gain or loss) fransferred from

equity to income statement - - 362,500 - 362,500
- Loss for the period - (4,441,167} - - {4,441167)
As at 30 June 2008 89,081,446 (74,187,544 - 1,567,164 16,461,066

The accompenying notes farm part of these financial stolements
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Notes 30 June 2008 30 June 2007
$ $

Cash Flows from Operating Activities
Payments to suppliers and employees 15,352,533 {14,876,653)
Injerest received 1,211,669 1.393,932
Receip! of government grants 4(B) 28,690 53,786
Sundry income _ N o o I 4,366
Net cash oulflows from operating activities B . T anzsa (13,424,569)
Cash Flows from Investing Activities
Payments for plant and equipment 1 [16,085] 138,435}
Proceeds on Sale of Fixed assels 21,318 1.685
Net cash inflows/loutflows) from in invesling activities 5233 {136,7501
Cash Flows from Financing Activities
Net Proceeds from issue of shares and options 15 - 10,836,967
Net cash inflows from financing activities - 10,836,967
Net increase/ldecreaselin cash and cash equivalents {4,106,961) 12.724,352)
Cash and cash equivalents at beginning of period 20,579,943 23,304,295
Cash and cash equivalents at the end of period o 7 16,472,982 20,579943

The accompanying notes form parf of these financial statements
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Notes 10 The Financial siarements
For the year ended 30 June 2008

1

{A

AASE 8 and
AASB 2007-3

AASB 101 [Revised)
and AASB 2007-8

AASB 2008-1

=

CORPORATE INFORMATION

The financial repor! of Metabolic Pharmaceuticals timited

(the Company} for the year ended 30 June 2008 was quthorised
for issue in accordance with a resolution of the Directors on

20 August 2008.

Metabolic Pharmaceuticals Limited is o company limited by
shares incorporated In Australia whaose shares are publicly
traded on ASX Limited (ASX code: MBP).

The Company operates predominantly in one industry and
one geographical segment, those being the pharmaceutical
ond healthcare industry and Australia respectively. Relevant
financial information is presented in the Balance Sheet ond
fncome Statement.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

BASIS OF PREPARATION

The financial report is a general-purpose financial report,
which has been prepared in accordance with the requirements
ol the Carporations Act 2001, applicable Accounting Standards
and other mandatory prolessionat reporfing requirements.

The finoncial report has been prepared on an historical cost
basis, excep! for available-for-sale financial assels that have
been measured af fair value.

The financia! report is presented in Australion dollars.

Title

Operating Segments.
and consequential
amendments to
other Australian
Accounting
Standards

Summary

Reporting, which adopls @ management
reporting approach o segmen) reporting
Introduces a statemeni of comprehensive
income. Other revisions include impacts on
the presentation of ilems in the statement
of thanges in equily, new presentation
requirements for restotemeris or
redossifications of iterms in the {nancial
statements, changes in the presentation

Presentalion of
Financial Statements
and consetuantiol
omendments (0
other Australion
Accouniing

Siandards the itles of she finoncial siatements

The omendments clarily the definion of
‘vesting condifions’, introducing the ferm
‘non-vesting conditions' for condiions

Amendmenis

io Ausiralion
Accounting Standard
- Share-based
Payments: Vesiing
Condilions and
Cancellations

defined and prescribe the accounting
treatment of an award thot 1s effeciively
cancelled becouse a non-veshng condition
is not salisfied.

New siondard replacing AASB 114 Segment

reguiremenis for dividends cnd changes to

oiher than vesting condiions os specifically

The finoncial stalements of the Compony have been prepared
on a going cencern basis. The Company’s operations are
subiject to major risks due primarily fo the nature of research,
development and commercialisation fo be underiaken. These
risks may materially impact the financial performance and
position of the Company, including the future value of the
shares, options and performance rights issued. The going
concern basis assumes thai future capital raisings will be
available to enable the Company to undertake the research,
development and commercialisation of its projects and that the
subsequent commercialisation of the developed products will
be successful. The financial statements fake no account of the
consequences, if any, of the inability of the Company to obtain
adequate funding nor of the effects of unsuccessful research,
development and commercialisation of the Company’s projects.

{8

STATEMENT OF COMPLIANCE

The financial report complies with Australian Accounting
Standords as issued by the Australian Accounting Standards
Board and Infernational Financial Reparting Standards {IFRS)
as issued by the International Accounting Stondords Board,

Australian Accounting Standards and interpretations that
have recently been issued or amended but are not yet

effective have not been adopted by the Company for the
annual reporiing period ended 30 June 2008. These are
outlined in the table below.

Apphlication deate
of standard®

VJaruary 2009

1 January 2009

1lonuary 2009

34

Impact on Company financiol report

AASB 8 is @ disclosure standord 50 will have
no dizecl impact on tha amounis included
in the Company's financial statemenis The
omendments may have an impact onthe
Company's segment disclosures

Thesa amendmenis are only expecied o
cffect the preseniction of the Company’s
financial report and witt not have o

direct impaci on the meosurement and
recognition of amounis disclosed in the
financiol report The Company has not
determined at this stage whether 1o present
a singte staternent of comprehensive
incotmne of two separate sialements.

The Company has share-based payment
arrongements that may be offected by
these amendments. However, Ihe Company
has not yet delermined 1he exient of the
impac), if ony

Application data
for Company*

1 July 2009

1luly 2009

) July 2009
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For the year ended 30 June 2008 (confinued)

2 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES {continued)

Raferance

AASB 3 |Revised)

AASB 127 [Revised)

AASB 2008-3

Amendmenis

to International
Financial Reporting
Standards**

Amendmerls

lo International
Financial Reporiing
Stondards®*

Business
Combinalions

Consclidoled and
Separaie Financial
Slatements
Amendments

1o Ausiralion
Accounting
Standards arising
from AASB 3

and AASB 127

Costof an
Invesimentin o
Subsidiary, Jointly
Controlled Entity
or Associote

Improvermnents
1o IFRSs

Application date
Summary of standord*
The revised standard introducas o number
ol chonges 1o the accounting for business
combinations, tha most significant of which
allows entities ¢ choice for each business
combinalion enfered into - 1o measure o
non-canfroliing interest formerly o minarity
intarest] In the acquiree either ot its fair
value or atits propeniionote interest in
1he gequiree’s net assets. This cholce will
elfectively result in recognising goodwill
relaling 1o 100% of ihe business lopplying
the far value option; or recognising
gooawill relaling to the percentage Inferes!
acquired. The chonges opply prospectively.  1July 2009

Under the revised siandard, a change in
the ownership Interest of a subsidicry (that
does not result in loss of controll will be

accounted for as an equity Irensaclion. 1July 2009

Amending standord issued 05 o
consequence of revisions to AASB 3

cnd AASB 127,

The moin amengdments of reavance io
Australion entities are those mode to

1AS 27 deleting the ‘tost method” and
requiring all dividends from o subsidiary,
lointty controlled entity or associate fo be
recognised in profis or loss n on eniy's
separole financiol statements e, parent
company accounts) The distinction
belween pre- and post-acquisthion profits is
no lenger reguired. However, the poyment
of such dividends requires the entity fo
consider whether there is an indicaior of
impairment.

AASB 127 has olso been amended to
effectively allow the cost of an investment in
o subsidiary, in limited reorganssations, 1o
be based on the previous carrying emount
ol the subsidiary lihat is, share of equity
rather than sts fair volue.,

1 luly 2009

1 January 2009

The improvernents project is an annuct

project that provides a mechenism for

making nen-urgent, bul necessary,

amendmenils to IFRSs The 1456 has

separated the smendments inlo two parls:

Part 1 deals with changes the 158 identified 1 January 2009
resulting in occounting changes, PeaA except for

deals with either terminology or ediloric) omendments to IFRS
amendments thal the tASE belaves will

have minimol impact. from 1 July 2009.

*  designates Ihe beginning of the applicable annual reparting period
**  pranouncements thot hove been issued by the 1458 and IFRIC but have nol yet been issued by the AASB

Adoption of novr accodant g standard
The Company has adopled AASB 7 Financial Instruments: Disclosures and all consequential amendments which became applicable on
1 January 2007. The application dale for the Company relating fo this standard was 1 July 2007. The adoption of this standard has only
affected the disclosure in these financial stalements, There has been no effect on profit and loss or the financial position of the Company.
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5, which ore elfective

Application data

Impact on Company financial report for Company*

The Company has not enlered into any
buslness combanations and accordingly has
not assessed the impact,

The Company does not presenly hove ony
subsidicries, however, should this change,
any changes In the ownership interest of

a subsidlory will be accounted for as an
aquily iransaciion

1 July 2009

}Juty 2009

Rafer to AASB 3 {Revised| and AASB 127

[Revised] chove 1July 2009

The Company does not presently have
a subsidiary, jontly conirolled entity or

qssociate. 1luly 2009

The Company has not yet determined
the extent of the impaci of the

amendments, if any 1July 2009
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2 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (D) PLANT AND EQUIPRAENT
{continued) Plant and equipment is stated ot cost less accumulated

{C) SHARE-BASED PAYMENT TRANSACTIONS depreciation and any impairment in value. Depreciation is
The Company currenily provides benefits to employees calculated on a straight-line basis over the estimated useful
fincluding Executive Directors} in the form of share-bosed life of the asset as follows:
payment transactions, whereby employees render services
in exchange for shares or rights over shares (‘equity-setfled Office equiprment 3to10vyears
transactions’. -

Laboratory plant and equipment 5years

There are currently two plans in place to provide these benefits:
(B} PLANT AND EQUIPPAENT {£ PAIDMENT

M the Metabolic Employee Share Option Plan; and impairment
The carrying values of plant and equipment are reviewed for
lil  the Metabolic Performance Rights Plan. impairment at each reporting date, with recoverable amount
being estimated when events or changes in circumstances
Infermation relating to the Company’s share-based payment indicate that the carrying value may be impaired.
plansis set oulin note 12 ond the Remuneration Report section
of the Directors’ Report. The recoverable amount of plont and equipment is the higher of
fair value less costs 1o sell and value in use. In assessing value
The cosi of these equity-settled transactions with employees in use, the estimated future cash flows are discounted fo their
is meosured by reference 1o the fair value at the date at which present value using a pre-tox discount rate that reflects current
they are granted. The fair vatue of the options issued under the marke! assessments of the time value of money and the risks
Metabolic Employee Share Option Plan is defermined by using specific 1o the asset.
a binomial model. The fair volue of performance rights issued
under the Metabolic Performance Rights Plan is determined For an asset that does nof generate largely independeni
by using a Barrier “Up and Call” Option Pricing Model or the cash inflows, recoverable amount is determined for the cash
market share price on the date of gram for those performance generating unit fo which the assel belongs, unless the asset’s
rights subject Io a market condition and a Black-Scholes/ value in use can be estimated to be clase to fair value,
Merton or Binornial Distribution Option Pricing Model for those
performance rights with non-markel performance conditions, An impairmen! exists when the carrying value of an asset
exceeds its estimated recoverable omount. The asset is then
In determining the fair value of equity-seftied fransactions, writlen down 1o its recoverable omount. Impairment losses
no account is taken of any performance conditions, other are recognised in the income statement.
than conditions linked fo the price of the shares of Metabolic
Pharmaceuticals Limited 'market conditions’). Derecognition and disposal
Plant and equipment is derecognised upon disposal or
The cost of equity-settled fransactions is recognised, logether when no future economic benefits are expected to arise
with a corresponding increase in equity, over the period in from the continued use of the asset. Any gain or loss arising
which the performance conditions are fulfilled, ending on the on derecognition of the asset lcalculated as the difference
daie on which the relevant employees become fully entitled between the net disposal proceeds and the carrying amount
to the award [final vesting date’]. of the ilermnl is included in the income statement in the period

the item is derecognised.
The cumulative expense recognised for equity-setiled

transactions al each reporiing date until vesting date, [F} RESEARCH AND DEVELOP:.ENT COSTS

reflects the extent 10 which the vesting period has expired. No Research and patent costs are expensed as incurred. An

adjusiment is made for the likelihood of morket perfermance intangible asset arising from development expenditure on

conditions being met as the effect of these conditions is an individual project is recognised only when the Company

included in the determination of fair value at grant dote. can demonsirate the technical feasibility of completing the
infongible asset so that it will be available-for-use or sale.

No expense is recognised for awards that do not ultimately No devetopment expenditure has been carried forward.

ves!, except for awards where vesting is conditional upon
a morket condition,
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2 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

(continued)

(G} IWWVESTMENTS AND QTHER FINANCIAL ASSETS

Avai'able-for-Sase Invastmen!

After initial recognition, investments which are classified os
available-for-sale are measured at lair volue. For invesiments
that are actively tradad in organised financial markets, falr
value is determined by reference to Stock Exchange quoted
market bid prices af the close of business on the balance
sheet date, Gains or losses on available-for-sale investments
are recognised as a separate componeni of equity until the
investment is sold, collected or otherwise disposed of, or until
the invesiment is determined 1o be impaired, at which time the
cumulative gain or loss previously reported in equity is included
in the income siatement.

{(H) IPAPAIRMENT OF AVAILABLE-FOR-SALE FINANCIAL ASSETS

i

(€

If there is objective evidence that an available-for-sale
investment is impaired, such as a decline in the market value
that is significant or prolonged, an amount comprising the
difference between its cost and its current fair value, less

any impairment loss previously recognised in prafit or loss,

is transferred from equity to the income statement.

CASH AND CASH EQUIVALENTS
Caosh af bank and shori-term deposits mature in three months
or less and are stated at nominal value,

EMPLOYEE LEAVE BENEFITS

Uabilities for wages, salaries and annual leave expecied to be
settled within 12 months of the reporting date and pro-rata long
service leave for employees with over seven years of service,
are recognised in current liabilities provisions in respect of
employees’ services up to the reporting date. Wages, salaries,
annual leave and long service leave are measured af the
amounis expected 1o be paid when the lighilities are setlled.

Liabilities for pro-rata long service leave for employees with

less than seven years of service are recognised in non-current
liabilifies provisions and measured at the present value of
expected future payments to be made in respect of services
provided by employees up to the reporting date. In determining
the present value of fulure cash oulflows, the market yield as al
the reporiing date on nationat government bonds, which have
terms to maiurity approximating the terms of the related liability,
are used.

OPERATING LEASES

The minimum ease payments of operating leases, where
the lessar effectively refains substantially all of the risks and
benefits of ownership of the leased iltems, are recognised as
an expense in the income statement on a straight-line bosis
over the lease term.
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(i} REVENUE RZCOGNITION

Revenue is recognised 1o the extent that it is probable that the
economic benelits will flow 1o the entity and the revenue can
be reliably measured.

For inferest revenue, the specific recognition criteria that must
be met before revenue Is recognised is the control of the right
to receive the Interest payment,

Interest receivable, being interest accreed, and GST recoverable
are recorded at amoriised cost and due to the short-term
nature of these receivables they equale to face value.

(F4) GOVERNMENT GRANTS

Government grants are recognised at thelr fair value when
the grant is received and all attaching conditions have been
complied with.

(M} TRADE AND OTHER PAVABLES

Trade ond other payables are carried of amortised cost ond
represent liabilities for goods and services provided to the
Company prior lo the end of the financial year thot are unpaid
and arise when the Company becomas obliged fo make
future payments in respect of the purchase of those goods
and services. The amounts are unsecured and are normally
seifled on 30-day terms. Due to the shori-term nature of these
payables they equate to fair value,

{O) INCOME TAX

Deferred income tax is provided on all temporary differences
ot the balance sheet date between the jox boses of ossets
ond liabiliies and their carrying amounts for financial
reporting purposes.

Deferred income tax assets are recognised for all deductible
temporary differences, and the carry-forward of unused tax
assets and unused tax losses, to the extent that It is probable
that taxable profit will be available against which the deductible
temporary differences, and the carry-forward of unused tax
assels and unused tox losses can be utilised.

Deferred income tax assets and liabilities are measured at the
tax rates that are expected to apply fo the year when the asset
is realised or the liability is setfled, based on tax rates [and tax
laws} that have been enacled or substantively enacted at the
balance sheet date.

Income taxes relating to ilems recognised directly in equily
are recognised in equity and not in the income statement.
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For the year ended 30 June 2008 (continued]

2

iy}

Q)

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
{continued)

GOODS AKD SERVICES TAX (GST)

Revenues, expenses and assels ore recognised net of
G5T except:

—= where he G5T incurred on a purchase of goads and
services is not recoverable from the 1axation authority,
in which case the GST is recognised as parl of the cost
of acquisition of the asset or as part of the expenseitern
as applicable; and

receivables and poayables are siated with the amount of
GST {if anybincluded.

The net amount of GST recoverable from, or poyable to, the
taxation authority is included as part of receivables or payables
in the Batance Sheel. Cash flows ore included in the Slatement
of Cash Flows on a gross basis {i.e. including G5T ond the GST
component of cash flows arising from investing and linancing
activities, which is recoverable from, or payable to, the 1axation
outhority are classified as operating cash flows. Commiiments
and contingencies are disclosed exdusive of the amount of GST
racoverable from, or payable 10, the 1axation authority.

EARNINGS PIR SHARE (EPS)

Basic EPS is calculated as net profit/(loss attributable to
members, adjusted 1o exclude costs of servicing equity
{other than dividends), divided by the weighted avercge
number of ordinary shares.

Diluted EPS is calcutated as net profit/floss) attributable to
members, adjusted for:

== cosis of servicing equity [other than dividends);

«=> the after-fax effect of dividends and interest associated
with dilutive potential ordinary shares that have been
recognised as expenses; and

other non-discretionary changes in revenues or expenses
during the period that would result from the dilution of
potential ordinory shares

divided by the weighted average number of ordinary shares
and dilutive potentiol ordinary shares.

As the Company incurred a loss for the period under review
and in the prior year compaorison, potential ordinary shares,
being options and performance rights to acquire ordinary
shares, are considered non-ditutive and therefore not included
in the diluted earnings per share calculation.

a8

{R} CONTRIBUTED EQUITY

{s)

Qrdinary shares are classified as equity and recognised al
the fair volue of the consideration received by the Company.
Any transaction costs arising on the issue of ordinary shares
are recognised directly in equity as a reduction of the share
proceeds received.

FOREIGN CURRENCY TRANSLATION
Foreign currency items are franslated to Austratian currency
on the following basis:

<> Transactions are converted of exchange rates
approximating those in effect ot the date of the
transaction; and

Foreign currency monetary iterns that ore outstanding
at the reporiing date are franslated using the spot rate
at ihe end of the financial year.

Exchange differences relating to monetary items are included
in the Income Staternent.

COMPARATIVES
Where necessary, comparalives have been reclassified and
repositioned for consistency with current year disclosures.

SEGMENT INFORMATION

The Compuany operates predominantly in one indusiry and
ona geographical segment, these being the pharmaceutical
and healthcare industry and Australio respectively. Relevant
financiol information is presented in the Balance Sheet and
income Statement.
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For the year ended 30 June 2008 (continued)

4 REVENUES AND EXPENSES

30 June 2008 30 June 2007
3 $
{A) REVENUE B
Finance revenue 1.278,260 1,373,946—
Deiails of finance revenue:
Term deposit interest 1,259,651 1,325,330
Grant account interest - 8,345
Bank account interest 18,609 40,271
1,278,260 1,373,946
{B) GOVERMMENT GRANT INCOME
Governmeni grants 28,690 53,786

An Export Market Development Grant of $28,690 has been received from the government, There are no unfulfilled conditions or
contingencies aftaching to this grant. The Company did not benefit directly from any other forms of government assistance.

{C) PROJECT EXPENSE
(1l Preclinical expense

{il  Oral Peptide Delivery Platform {313,626) (202,259

{il Neural Regeneration Peptides 1276,844) {1,575

{iiil ACVT - Neuropathic Pain 5,500 M5.499)

{iv) AQD9604 - Obesity 18,83 {715,126]
vl Other projects (77,192} (263,361
(643,331 01,297,820
{2) Clinical Trials expense T
[l Oral Peptide Delivery Platform - -

[ii} Neura!Regeneration Peptides - -

[iil ACV1-Neuropathic Pain {81,954} (1,518,090)

livi AOD9604 - Obesity {5.966) 13,123,505}
(vl Other projects = 128,560}
L L {87,920} {4,670,155)
{3] Formulation & Manufacture expense - o
il Oral Peptide Delivery Platform (194,537} 187,823)

i Neural Regeneration Peptides 12,770} {9.105)

lili) ACV1- Neuropathic Pain 69,108 962,422)

vl AOD9604 - Obesity - 122,565
ivl_Otherprojects o S R L. 51
] ' - 128,199} 11,289,560)

{41 Miscellaneous project expense B N

(il Oral Peptide Delivery Platform (269,931 {60,221)

[it Neural Regeneration Peptides - 1.438)

lii) ACVY- Neuropathic Pain {212,760} {775,645

livi AOD9604 - Obesity {62,436} {496,308)
vl Other projects 180,472} 129.566]
(725,599} {1.373,178)
Total project expense o o -
{ii Oral Peptide Delivery Platform {778,094} {450,303}

(il Newvrol Regeneration Peptides {279.614) {2218}

{iiil ACV1 - Neuropathic Pain {220,106} 13,371,656}

{ivi AOD9604 - Obesity (49,571} (4,457,504
{vl_Cther projects o (257,664 {329,132
11,585,045} (8.630.713)
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4 REVENUES AND EXPENSES (continued)

Noles 30 tune 2008 30 June 2007
$ $
(D} ERPLOYEE BENEFITS EXPENSE
Wages and salaries (2,039.329) {3,189,123}
Superannuation {106,545 (199,586}
Share-bosed paymeni expense 128 101,701 {593,390
Direciors’ fees (155,446 (168,395)
Provision for paymenis on ferminations HIC) (504,818) {35.664)
Long service leave provision 148) & 104 76979 135,664)
Annual leave provision 1Al 97.574 {7.802)
(2.733,286) 14.193,960i
(E) DEPRECIATION AND AMORTISATION EXPENSE
Depreciation - office equipment (64,120) 161,777}
Depreciation - laboratory equipment (202,156} (236,581
266,276} 1298,358)
(7 RENTAL EXPENSE RELATING TO ORERATING LEASES
Minimum lease payments — Laboralory 160,494) (57,884
Minimum lease payments — Administration {56,722 {80,000}
N7,216) (137,886
{G) OTHER ADMINISTRATIVE AND OVERHEAD EXPENSES
Listing fees {22,961 (44,612}
tnsurances 195,816} {99,495)
Accounting and Audit Fees {51,306) (56,132}
Investor Relations & Share Regisiry expenses 192,904) (320,363}
Other (284,291} (815,902}
(547,278} {1,336,504)
5 [INCOME TAX
30 June 2008 30 June 2007
5 $
A} RECONCILIATION OF INCOME TAX EXPENSE TO PRIMA FACIE TAX PAYABLE
Net Loss belore income tax expense {4,441,167) (13,406,939)
Prima facie tax caloulated at 30% (2007 30%) 11.332,35Q1 (4,022,082)
Tax effect of amounts which are not deductible:
- Entertginment 1,246 3,273
- Share-based payments 30,510 178,017
Effect of tax concession for Research and Development 142,514 1,191,350)
o ) (1,443,108} " 5.03242)
Current year tax losses not brought to account 1,216,662 5,004,590
Current year femporary differences not brought to account 226,445 27,552
Income tox expense T - -
(8} DEFERGED TAX ASSETS MOT BROUGHT TO ACCOUNT
Unused tax losses for which no deferred tax asset has been recognised 86,961,641 82,140,756
Deductible temporary differences - no deferred tax asset has been recognised 486,251 1,804,882
Prior year under/over accryal - 505,646
O 87647892 84,451,284
Polential tax benefit at 30% 26,294,367 25,335,385
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5 INCOME TAX (continued)
This benefit of the tox losses will only be realised if.

lil the Company derives future assessable income of a nature and amount sufficient to enable the benefit of Ihe laxation deductions
to be realised:;

lil the Company continues to comply with the conditions for deductibility imposed by law; and
i) there are no changes in taxation legislation adversely affecting the Company in cealising the benefit.
6 EARNINGS PER SHARE (EPS}
Basic EPS amounts are calculated by dividing the net loss for the yeor by the weighted average number of ordinary shares outstanding
during the year.
Diluted EPS amounts are calculated by dividing the net loss for the year by the weighied average number of ordinory shares outstonding

during the year plus the weighted average number of ordinary shares thaot would be issued on the conversion of all the dilutive potential
ordinary shares into ordinary shares.

Basic EPS:
~ 30 June 2008 (1481 cents per share
- 30 June 2007 14.57) cents per share
Diluted EPS:
— 30 June 2008 .48} cents per share
=30 June 2007 {4.57} cents per share
30 June 2008 30 June 2007

The following reflects the income and share data used in the calculation of basic and diluted EPS:

Net foss used in calculating basic and diluted EPS 14,441,167 (313,406,939

Weighted average number of ordinary shares on issue used in the calculation of basic EPS 3009471 293,141,502
Potential effect of dilutive securilies:

Performance rights 1,120,326 1,644,340
Potential ordinary shares that are not dilutive and are excluded from the colculotion of diluted EPS 4,141,983 10,802,859

As the Company has incurred a net loss for the years ended 30 June 2008 and 30 fune 2007, pofential ordinary shares, being options
and performance rights to acquire ordinary shares, are considered non-dilutive and therefore nof included in the diluted EPS calculation.

Any further fransactions invalving ordinary shares or potential ordinary shares between the reporting date and the date of complefion
of these financial statements are detailed in the table contained in Note 15

L))
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7 CASH AND CASH EQUIVALENTS
RECONCILIATION OF CASH AT THE END OF THE YEAR

30 June 2008 30 June 2007

3 $

Cash at bank and in hand¥ 272,982 629,943
Shori-term deposits ™ N 200000  19.950,000
16,472,982 20,579943

Cash ot bank earns inlerest at floating rates baosed on daily bank deposit rales.

W Shori-term deposits mature within three months and have interes! rates between 6.3% and 8.0% (2007: shori-term deposil rates
between 5.7% and 6.5%).

for the purposes of the Cash Flow Statement, cash and cash equivalents comprises cash at bank and investments in shori-term
deposils as listed abave. The Company has no borrowings.

RECONCILIATION OF NET LOSS AFTER {NCOME TAX TO NET CAS!H FLOW FROM OPZRATING ACTIVITIES

30 June 2008 30 lune 2007
$ $
Nef Loss alfributable to members {4.441,067) (13,406,939
Adjustrnents for non-cash items:
Depreciation 266,276 298.358
Share-based payment expense 101,701 593,390
Loss on write off of assets 1,521 -
Impairment of investment in Neuren 362,500 -
Prafit on sole of fixed gssets (14,440} -
Change in assets and liabilities during the financial year:
(Increasel/decrease in interest receivable {66,591} 19986
{Increasel/decrease in prepayments 65,906 {56,342
{increasel/decrease in other assets 139,630 81,646
Increase/tdecrease) In payables {857,794 (998,134)
Increase/decreasel in employee provisions 330,264 43,466
Net cush outflows from operating activities ) T aN21941 {13,424,569)

BISCLOCSURE OF FINANCING ACTIVITIES

During the year ended 30 June 2008 there were no cash inflows or outflows from financing activities. The issue of 707.980 shares
during the period under review resulted from the exercise of 707.980 employee performance rights. There was no exercise price
attached 1o the exercise of the performance rights:

$ No. of shares
Issued

L= Pk G g gl e oI TS I T AL I T
Performance Rights converting to ordinary shares IMBPAA} - 244,578
Performance Rights converting to ordinary shares IMBPAB) — 463,402
Net cash inflows from financing activities/Shares issued - - 707.980
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8 RECEIVABLES {(CURRENT)

30 June 2008 30 June 2007
$ 5
Interest receivable - 141,825 75,234
GST recoverable 25,581 165,21
167,406 240,445
9 OTHER CURRENT ASSETS .
Security deposits 12,141 12,141
10 AVAILABLE-FOR-SALE FINANCIAL ASSET - INVESTMENT IN SHARES
At beginning of year 487,500 487,500
Amount previously recagnised in equily as an unrealised loss now included in impairment 12,500 -
Impairment of available-for-sale financial ossef (362,500) -
Balance af end of year 137,500 487,500

the company's available-for-sate financial assel consists of fully paid ordinary shares held in Neuren Pharmaceuticals Limited |"Neuren”),
a company listed on the ASX Limited {ASX Code: NEW). The sum of $500,000 was paid in December 2004 by way of subscription monies for
1,250,000 shares ai $0.40 per share in the Initial public offering of Neuren.

Alter the initial recognition, the foir value of the investiment in Neuren was determined as the marke! price of the shares. Gains ond losses

on this investmeni were previously reported in equity.

At 30 June 2008 the Company deemed the investment in Neuren impaired due lo a significont and prolonged decline in the market price
of Neuren's shares. Due fo this objective evidence that the Invesiment in Neuren was impaired, an amouni comprising the difference
between its cost and its current value was transferred from equily to the income statement.

As the available-for-sale invesiment consists of an investment in ordinary shares there is no fixed maturity date,

T PLANT AND EQUIPMENT

30 June 2008 30 June 2007
$ 5
QFFICE EQUIPMENT
i Cost
Opening balonce 399,375 335,259
Additions 13,812 7153
Disposals and write-off of equipment 139,100} (7.415]
_ Closing batance ) 374,087 399,375
il Accumulated Depreciation T T - T
Opening balance {262,012} (205,965
Depreciation for the year (64,120} 161,777
Disposals and write-off of equipment 36,414 5730
Closing balance (289,718} {262,012
Met Book Value - Office Equipment 84,369 137,363
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11 PLANT AND EQUIPMENT {continued)

30 June 2008 36 June 2007
$ $
LABORATOIY PLANT & EQUIPMENT
il Cost
Opening balance 1,299,267 1,232,363
Additlons 2,273 66,504
Disposals and write-off of equipment 47.548) =
Closing balance ] - 1,253,992 1,299,267
{il Accumulated Depreciation 7
Opening balance (884,782} (648,201)
Depreciation for the year (202,156} (236,581
Disposals and write-off of equipment 41,836 -
Closing balance (1,045,102) {884,782
Net Book Value — Laboratory Plant and Equipment 208,890 414,485
Net Book Value - Plant and Equipment 293,259 551,848

A review of the carrying values of plant and equipment for impairment determined that there is na indication that the carrying values
may not be recoverable.

12 SHARE-BASED PAYMENTS M EAMPLOYEE SHARE CFIION FLAN
A. EMPLOYEE SHARE-BASED PAYMENT PLANS In February 2000, the Company esfablished the Metabolic

The Company currently provides benefits to employees Employae Share Option Plan where the Company may,

{including Executive Directors} in the form of share-bosed at the discretion of management, grant options over the

payment transactions, whereby employees render services ordinary shares of Metabolic Pharmaceuticals Limited to

in exchange for shares or rights over shares lequity-setiled Directors, Executives and members of staff of the Company.

transactions). There are currently two plans in place to The oplions, issued for nominal consideration, are granted

provide these benefits: in accordance with performance guidelines established
by the Directors of Metabolic Pharmaceuticals Limited,

{il the Metabolic Employee Share Option Plan; and The opfions ara issued for varying terms ranging from
54 to 59 months and are exercisable on vesting dates

lil the Metabalic Performance Rights Plan. between the date of grant and expiry date.

The cost of these equity-settled transactions with employees Options issued pursuant fo the Metabolic Employee

is measured by reference o the fair value at the date at which Shara Option Plan will not be listed on ASX Limited {ASX).

they are granted. Application will be made to list the shares issued on the
exercise of the options on the ASX and such shares will rank

The cost of equily-settled transactions is recognised, together equally with other ordinary shores of the Company.

with a corresponding increase in equity, over the period in

which the performance conditions are fulfitled, ending on the The fair value of the options issued under the Metabolic

daie on which the relevant employees become fully entitled Employee Share Oplion Plan is determined by using a

{0 the aword [final vesting date’l, binomial approximation model. This model takes into
gccount, as al grant date, the exercise price and expected

The expense recognised in the Income Statement in relation life of the option, the vesting criterta, the current price of

1o share-based payments is disclosed in note 4{D) and 12B. the underlying share and its expected volatility, expacted

dividends and the risk-free interest rate for the expecied
life of the oplion. These options, issued pursuant to the
Metabolic Employee Share Option Plan, have an expiry
date between 54 and 59 months from grant, generally
with staggered vesfing terms based on anniversary
periods. The optian-pricing model values each of these
vesting portions separately.
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12 SHARE-BASED PAYMENTS (continued)
I} EMPLOYEE SHARE OPTIONM PLAN {continued)

The assumptions used to obtain a fair value for options, which form part of current or prior year expense, are listed in the following 1able:

Date Options Granted
Binomial Option Prichg Kodzl Voriables 1Fab 2006 T Nov 2005 23 Dac 2003 22 Nov 2002
Exercise Price $1.50 $1.00 $100 5060
Risk-Free Interest Rale 530% 53%% 5.56% 527%
Volatility 56.40% 56 52% 3500% 1500%
Expiry Dote 1lan 201 10ct 2010 23 Nov 2008 22 0¢1 2007
Dividend Yield - - - -
Average Fair Value per option icents| 1095 2130 26.00 16.00
Option Grants — No options were granted during the years ended 30 June 2008 and 30 June 2007.
information with respect 1o the number of options granted under the Melabolic Employee Share Option Plan is os follows:
'‘al Employee Optons over Ordinary Shares [ o of Ophionst at 30 June 2008
Data of Issve 01/02/06 01/1/05 23N2/03 7/01/03 22/1/02
ASX Coda {unlisted options) MBPAQ MBPAC MBPAQ MBPAQ MBPAQ Total
Onissua al beginning of the year 1,008,000 500,000 476900 150,000 150,000 2279900
Issued during the year - - - - - -
Exercised dunng the year - - - - - -
Expired unexercised during the year - - (50,000 - 1150.0001 (200,000)
Forfeited/Cancelled dunng 1he year _ - - {150,000 [150,0001 __ - . 1300,0001
Onissue at balance date 1000000 500,000 a0 - - 1779300
Issued subsequent to balance dale T - ; = _ 7_ - ) - B 7___7 - _ ; -
Exercised subsequent to balance date o R - - B - ) - - -
Farleiwd/Cancelled subsequent lo belance date ~ n.000000) 1500000) 000000 - - 1600000
On issue at date of Directors’ Report - - - wmesee - 1900
Currend number of recipients o - - N 2 - -
Exercise price $1.5¢ %100 .00 90¢ 90¢
Exercise period: Fram 01/02/06 Q1105 231204 17/01/04 22103
To 01701 010410 231108 17/2/07 2210107
Expirgtion date GI/AM 01/10/10 23/1/08 1207 2210007
The foltowing proportions 35% M/02/06
vest from the dates shown- 35% Q1/02/07
% a1/02/08
20% 23/12/04 1101/04 22/ 103
20% 2312105 17/1/05 22/11/04
0% 2312506 17/01/06 22/N/05
0% 23/12/07 007 - 22106
100% oHINOS '

{bl Information relating to Ophions excrcised by employees during the year ended 30 June 2003
There were no options exercised by employees of the Company during the year ended 30 June 2008.
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12 SHARE-BASED PAYMENTS (continued)
Eiv.PLOYEE SHARE CPTION PLAN icontinuedt
i Erpioyae Ophons over Qrdinary Shares (No of Cptors' of 30 June 2007

frl

Data of issue M/02/06 01MAS 2312103 7oves 22/0n/92 1412
ASX Code junlisted options) MBPAQ MBPAQ MBPAG MePAG MBPAQ MBPAQ Totol
QOnissua of beginning of the year 1,600,000 500,000 479900 150,000 150,000 249,900 2,528,800
Issued during tha year - - - - - - -
Exercised during the year - - - - - - -
Forleited/Cancelled during the year - - - = - fassol) 12499001
Onissue 01 betonce date 1000000 500,000 479,900 _ 150,000 150,000 - 2,279.900
Issued subsequen o balance dafe - T - - - - - -
Exercised subsequent to balance date - - - = - - -
Forfeited/Cancelled subsequent io - - T o
balance date - - _ - - - -
On issue of date of Directors’ Report 1000000 500,000 479.900 150,000 150,000 - 2,279,900
Current number o recipients A 1 5 2 1 1
Exercise price £1.50 $100 $100 904 90¢ 90¢
Exercise period. From 0102106 01/11/05 23/12/04 1740104 2211103 14012/02
To oo 0110710 23/11/08 1Nn2/07 2210007 T4/00/06

Expiration dote oo 01/10/10 23r11/08 1znz/o? 2210407 HWAN/0E
The following 35% 0V02/06
propartions vest 35% 01/02/07
from the dates shown:

0% 01/02/08

20% 23M12/04 17/01/04 22M/03 14012102

20% 23712105 1770105 2241404 14/12/03

ki d 2312/06 1770106 22/10/05 14112/04

0% 2312107 17007 2211106 14/12/05

100% 0111705

'dl Informaton relating to Ophons oxercised by employoes

i}

during the yoar ended 30 Jure 2C07

There were no options exercised by employees of the
Company during the year ended 30 June 2007,

EMPLOYEE PERFORMANCE RIGHTS PLAN

In September 2005, the Board of Metabolic established
the terms and conditions of o long-term incentive scheme
for employees, in the form of the Metabolic Performance
Rights Plan ["Plan®). The purpose of the Plan is to provide
employees with the opportunity to participate in the success
of the Company and to provide them with further incentive
{o ensure wealth is created in the Company for Ihe benefit

of all shareholders.

tnder the Plan, an invited eligible employee is offered rights
1o acquire shares in the Company. There is no exercise
price to be paid to acquire a share upon exercise of a

performance right. Performance rights will be exercisable on
a specified future dote, subject to meeting performance ond

service conditions.

Performance rights will not be listed on ASX Limited (ASX).

Application will be made to list Metabolic’s shares issued
on the exercise of the performance rights on the ASX and
such shares will rank equally with other ordinary shares of
the Company.

Performance rights are subject 1o the following
performance conditions:

One-third of the performance rights granted are
subject lo share price performance and continued

service.

One-third of the performance rights granted are
subject to corporate goals and continued service.

One-third of the performance rights granted are
subject to continued service alone.

The fair value of performance rights issued under the Plan is
determined by using a Barrier “Up and Cal!l” Opticn Pricing
Maodel or the market share price on the date of grant for
those performance rights subject to a market condition and
a Black-Scholes/Merton or Bionamial Distribution Option
Pricing Model for those performance rights with non-market
performance conditions.
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12 SHARE-BASED PAYMENTS (continued)
{l EMPLOYEE PERFORMANCE RIGHTS PLAM (continucdl

The assumptions used to obtain a fair value for perfarmance rights are listed in the following table:

Date Parformance Rights Granted
Pricing Model Variables 17 Nov 2004 20 Dac 2005
Exercisa Prica Nil Nil
Rigk-Freq Inigrest Rate 594% 573%
Shore Price ot Dote of Gran $0.705 $0.44
volalility/Standard Deviation 5997% 5640%
Expiry Dale 1Sep 20H 15ep 2010
Dividend Yield - -
Avercge Folr Value per Performance Right 50.70 %040

Performance Rights Grants - No performance righis were granted during the year ended 30 June 2008.

lal Employee Perforrronee Rights aver Ording ry Shares 'No of Performaonce Rights! as af 30 Jur2 008

Date of Issua 7NV/06 20112/05
ASX Code (unlisted options) MBPAB MBPAA
On issue ai baginning of the year 1,222,356 620,928
tssued during the yeor - -
Exercised during the yeor {b) 463,402 {244,578]
Expired unexercised during the year - -
Forfeited /Cancelled during the year ~ (576,260 . 287623
on issue ot balance date T T - 182.69;1 ) 887277
lssued subsequent 1o boion:& dale T . -
Exeraised subsequeni fo balance date - -
Forfented/Cancelled subsequent fo balonce date 40,764 _ 123,369) L
Onissve at date of the Directo-r; Repon o o o 141930 T 45,358 o _
a_e;\ﬁumber of reclpient—s 4 o 3
Exercise price $0.00 $0.00
Exercise pefiod- From Q1/09/07 01/09/06
To 01/09/1 01/09/10
Expirglion dote Q1 09m 0140910
Viesling Proportions: 25% 01/09/07 QV09/06
25% 01/09/08 01/0%/07
25% Q0909 01/09/08
25% ov09/10 01/09/0%

i Irformet on ratating to Performarca R.ghls oxerc.sed by ceployees durng the yeor ended 30 Juae 2003

Number of shares isswed

issue date. 310007
08/05/08

Volue of shares issuad
‘ Issue date: apN0/07
08/05/08

7M/o6
MBRAB
Number
180,841
282,561
5
$10,850
$01,302

2012/05
MBPAA
Number
100,832
143,746

3

$6,050
$5,750

TOTAL
1,843,284
17079801

. 1ee3sey
ma

14133

The value of shares issued during the reporting period is estimated fo be the marke! price of shares of Metabolic Pharmaceuticals
Limited on ASX Limited as at close of trading on the respective issue dates.
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12 SHARE-BASED PAYMENTS (continued)
{iit EMPLOYEE FERFORMANCE RIGHTS PLAN lcontinuag)

(e} Employee Parformance Rights over O-dinary Shares INo of Performance Rights) as at 30 Juna 2607

Date of ssue 7N1/06 20N12/05
ASX Cods (unlisted aptions) MBPAB MBPAA TOTAL
On issue af beginning of the year - 873,213 873213
issued during ihe year 1,527,086 - 1,527.096
Exercised during the yeor (d) 66,680 199,064 1265,744)
Expired unexercised duting the yeor - - -
farfeited /Cancelled during the yeor 138,060} sz __tasnzen
Onissueatbaloncedate - 1,222,356 " 620928 1843284
Issued subgequent 1o balance date B T R - -
Exercised subseguent 1o bolance dale - - -

E!eirengqncelidﬂﬁeq_uem 1o_balunce dole L e - o - -
Ontssue a1 date of the Direciors’ Report 1222.356 620928 1.843,284_

_C—urre;t number of recipients T - - 2(; 18

Exercise price $0.00 $0 00

Exercise perlod: From 01/09/07 01/09/06

Te [HEOLHI 01/0%/10

Expiraticn date oron 01/08/10

Vesling Proportions: 25% QU09/07 01/09/06

5% 01/09/08 0170907

25% 01/09/09 0r/09/08

5% 01709110 0/09/09

ids ‘nicrmation raloting to Performance Rights exercs »d by e mployees dunng the year rnded 30 lure 3007

Nurnber of shares issued
Issue date- 1312/06
26501707
10/04/07
24/05/07
Value of shares issued
Issue dare. 1312406
26701407
10/04707

24/05/07

171/046
MEPAE

20N12/0%
MBPAA

48,729
398
45046
L7

166,680

$16.790

$404
55,856
3206

21,668

The value of shares issued during the reporting pericd is esfimated to be the market price of shares of Metabolic Pharmaceuiicals
timited on ASX Limited as at close of irading on the respective issue dates.

48



NOoIes 10 Ine rinancial staiemenis
For the year ended 30 June 2008 (continuea)

12 SHARE-BASED PAYMENTS (continued)
8. EXPINSES ARISING FROM SHARE-BASED PAYRENT TRANSACTIONS

30 June 2008 30 June 2007
$ $
| e ————————— T I LT L L LTI YT T T L L T L o T o T LT LTI T —— - - =""= o
Options issued under Employee Option Plan (448 {60,568]
Performance Rights issued under Performance Rights Plan _ o (101,253 (532,822)
(101,701 [593,390)
13 TRADE AND OTHER PAYABLES {CURRENT)
30 June 2008 30 June 2007
$ 5
Trade Payables @ 91,933 949,727
ITrade payables are non-interest bearing and are normally settled on 30-day terms
14 PROVISIONS ([CURRENT & NON-CURRENT)
30 June 2008 30 June 2007
$ $
(A) CURRENT PROVISIONS - ANNUAL LEAVE
Annual leave at beginning of year 149,577 141,775
Increase/iDecrease) in provision during the year 3 o (97,574) 7802
Annual leave at end of year 52,003 149,577 _
{B} CURRENT - LONG SERVILE LEAVE
Long service leave af beginning of year 73.696 58,257
Additiona! provision during the year (40,623} 14439
Long service leave at end of year 33,073 73,696
{C) CURRENT - TERAMINATION PAYMENTS
Termination paymenis provision at beginning of year - -
Additional provisions during the year 504.818 -
Terminalion payments provision at end of year 504,818 -
TOTAL CURRENT PROVISIONS B B 589,894 223,273
(O] NON-CURRENT - LONG SERVICE LEAVE
Long service leave at beginning of year 56,219 34,994
Additional provision during theyear o {36,356] 21225
Long service legve at end of year S L o 19863 56,219
TOTAL NON-CURRENT PROVISIONS ' B B 19,863 56,219
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15 CONTRIBUTED EQUITY AND RESERVES
(A} MOVEMENT IN CONTRIBUTED EQUITY

30 June 2008 30 June 2007

$ $

Contributed equity of beginning of year 89,081,446 78,244,479
Proceeds from shares Issued during the yeor (note 7) - 1,204,869
Capital raising cosls recognised in equity - {367,902
Coniributed equity at end of year 89,081,446 89,081,446

Number of Shares

On issue at start of year 300,696,141 284,565,483
Shares issued during the year - 14,583,333
Options converting 1o ordinary shares - 1,281,581
Performance Rights converting to ordinary shares 707980 265,744
Onissue af end of year - 301,404,121 300,696,141

Terms ond conditions of contributed equity

Ordinary Shares attract the right to receive notice of and ottend and vote at alf general meetings of the Company, to receive dividends as
declared and, in the eveni of winding up the Company, 1o participale equatly in the distribution of the assets thoth capital and surplus),
subject 1o any amounts unpaid on shares. Each Ordinary Share entitles the holder to ane vote, either in person or by proxy, at a meeting of
the Company.

Securitizs issuad or granted during tho yeor ended 30 Juna 2008
Ordinary Fuiy Paid Shares
<~ > 244 578 shares were issued as the result of the exercise of unguoted employee performonce rights (ASX Code: MBPAA).

= 463,402 shares were issued as the result of the exercised of unguoted employee perforrmance rights {ASX Code: MBPABL.

Performance Rights and Ophons Granted
e=> There were no options or performance rights granted during the year ended 30 June 2008.
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15 CONTRIBUTED EQUITY AND RESERVES {continued)

OPTIONS AND PERFORMANCE RIGHTS QVER ORDINARY SHARES

Date of tssua WIV06  20N2/05  24/03/06  01/02/06 OV 010304 2312/03 170103 227M/02
ASX Code {unquoted) MEPAB MBPAA MBPAY MBPAG MBPAQ MBPAU MEBPAQL MBPAQ MBPAQ
[Rights) |Rights) {Options) {Options) |Options) {Options) [Options) [Options) (Options) Total
On issue of beginning of the year 1,222,356 620,728 1578750 1,000,000 500,000 183,333 479.900 150,000 150,000 5,885,287
issued during the year - - - - - - - - - -
Exercised during the year 1463,402) 1244 578) - - - - - - - 17079800
Explred unexercised - - - - - - {50,000) - 150.000) (200,000}
Forfelted/Cancellad Options
and Rights 5762600 [287423)  (.578750) - - - 500001 0500000 - (2742633
Onissue ot bolance dote 182,694 88,727 - 1000000 SO0600 183333 279800~ - 2234454
—ls;ed subsequent 10 - T ’ - o
balance dote - - - - - - - - - -
Exercised subsequent io
halance date - - - - - - - - - -
Farfeited/Cancelled subsequen)
to balgnce dote 140,764) 123,369 - 1,000,000 (500,000 - 100,000 - - {.864133)
Onissue al dole of T o T
Direciors’ Report 141930 65358 - - - 1833z 19500 - - _ swsn
Current number of recipients 4 3 . - - - 4 2 - -
Exercise price $0.00 000 $0.90 5150 $1.00 $1.25 $1.00 o0 90¢
Exercise period: From  O1/0%/07  OU09/04  24/03/06  OVO02/06 QA0S 010304 23412404 17/01/04 22/1703
Yo o1/09M 01/09/10  24/09/07 ool 000 01309 2310/08 N2/07 22410407
Expiration date 01/09/M DIF09A10 24/09/07 o 01110716 01/03/09 23/1/08 W07 22010407
The following proportions vest from the dales shown:
20% 2312/05 17/03/05 22704
25% 01/0%/67 010906
25%  O/0%/08 Q109407
25%  OVOW0S  GI/09/0B
25% 0910 009/09
35% 01/02/06
5% 01/02/07
30% 01/02/08 2312106 1701106 22/M/05
30% 2312/07 170107 2211706
100% 24103406 oIS OMO04
30 June 2008 30 June 2007
$ $
. T .. - .- T - - — —-—_——_—Z- . - S - - - - .. T T T I - .7 o o _—_——L. i S - -0
[B) OPTIONS/PERFORMANCE RIGHTS RESERVE
Balance at beginning of period 1465463 872,073
Share-based payments o 101,701 593,390
Balance at end of period -~ 1,567)64 1,465,463
# Represents the nominal consideration paid for subscriber or employee
oplions and the fair value of options and performance rights.
(C} ACCUMULATED LOSSES
Accurmulated losses at beginning of period 69,746,377} {56.339.438)
Net loss attributable to members _ {4,441,367) {13.406,939)
Relained llosses) af the end of the financial year (74187,544) {69.746,377
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16 COMMITMENTS AND CONTINGENCIES
Operaiing Lease Commitments — Compaony as Losses

The Company has entered into commaercial office and labaratory leases. These leuses hove o legse term of one fo three years. On renewal,

the terms of the fease are renegofiated.

Future minimum rentals payabte under non-cancellable operating leases ore as follows:

30 June 2008 30 June 2007
% )
[ qpem— o et - T _—_— o - Tm T T - T - T ITL T I T oL LT Ty
Mot loter than one year 24,595 129,326
Later than one year and not later than five years - 21,608
Later than five years - e
24,595 150,934
Other expenditure commitmants

Commitments contracted for at reporting date but not recognised as liobilities are as follows:
30 lune 2008 30 June 2007
5 $
Not later than one year 19.449 1145923
Later than one year and not later than five years - -
Later than five years - =
19.449 1,045,923

Centingandies
The Directors were not aware of any contingent liabilities or
contingent assets as at 30 June 2008.

There has been no change since that date.

17 RELATED PARTY DISCLOSURES

Other than as disclosed in the Key Management Personnel
disclasures section of the financial statements {Note 23) and the
Remuneration Report section of the Directors’ Reporl, there were

no transactions with related parties during the period under review.

18 EVENTS AFTER THE BALANCE SHEET DATE

As set out in the Review of Operations section of the Directors’
Report, subsequent fo the Balance Sheet date, the Company
announced its proposed acquisition of PolyNovo Biomaterials Ltd
{PolyNovol.

On 17 July 2008 the Company entered into @ binding agreement
to acquire PolyiNovo, @ company developing polymers for use

in medical devices. This fransaction is subject to satisfactory
completion of due diligence and shareholder approvals.

52

Metabalic will acquire 100 per cent of the issued share capital of
PolyNovo in exchange for the issue of approximately 247 million
new shares, equivalent to 45 per cent of Metabolic’s issued capitol
once the transaction is complete. The tofal number of Metabolic's
current issued copital and performance rights is approximately
302 million. Based an this number, at completion of the transaction,
approximately 247 million new shares will be issued 10 the
shareholders of PolyNovo, bringing the new issued capital of the
Company fo approximately 549 million shares.

The transaction is expected to complete in late Oclober 2008
and Metabolic intends o change its name 1o PolyNovo Limited
and develop PolyNovo's projects in accordance with their current
business plan. In the interim, Metabolic has agreed o advance
PolyNovo up to $2 million by way of o loan facility 1o enable it 1o
immediately move forward with its development plan.

PolyNove is focused on developing @ navel patented family of
blodegrodable polymers NovoSorb™ for use in medicol devices.
NovoSorb™ can be tailored o lorge world markets with potential
applications in areqas as diverse as orthopaedics, orthedontics,
drug delivery, wound care, tissue engineering, nerve regeneration
and cartiloge repair.

Other than as set out above, there has been no event that has
significanlly or may significantly affect the operations of the
Comgpany, the resulls of those operations or the state of aifairs
of the Company in he subsequent financial period.
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19 AUDITORS’ REMUNERATION
The auditor of Metabolic Pharmaceuticals Limited is Ernst & Young.

Amounis received or due and receivable by Ernst & Young for:

30 June 2008 30 June 2007
3 $
T T LT L e e e T TS 2 puperptrmms e it e emle g g g S |
An audil or review of the financial reports of the entity.
- half and futl-year audits 35,900 35,900
Other services in relation to the entity:
— preparation of tax return ond related services 3,000 8,060
— AIFRS Impact Assessment Report and AIFRS advice - 5,000
Total for entity auditors 38,900 48,960

The Directors are salisfied that the provision of non-audit services during the current period is compatible with the general siandard of
independence for auditors imposed by the Corporations Act 2001. The nature and scope of each type of non-audit service provided means
that auditor independence was not compromised.

20 FINANCIAL RISK MANAGEMENT OBJECTIVES AND POLICIES
{o) Financial Instruments
The Company’'s financial instruments consist of cash and cash equivalents, irade und other receivables and frade and other poyables.

30 June 2008 30 June 2007

$ $

Cash and cash equivalents 16,472,982 20,579,943
Trade and other Receivables 167.406 240,445
Trade and other Payables 91,933 949,727

(b) Available-For-Sale Financial Asset

30 June 2008 30 June 2007

$ $

Avagitable-For-Sale Financial Asset 137,500 487,500

The Company’s available-for-sale financial asset consists of 1,250,000 fully paid ordinary shares held in Neuren Pharmaceuticals Limited
{"Neuren”l, a company listed on the ASX Limited {ASX Code: NEU).

{c) Risk Management Policy
Metabwolic has a formal risk management policy and a risk management system which follows the principles of the Ausiralian standard
AS/NZS 4360. This approach 1o risk management involves identifying, assessing and managing the risks thot offect the business, whilst
atihe sarne time considering these risks in the context of the Company’s values, objectives and sirategies. The Board is responsible
for averseeing the implementation of the risk management system, and reviews and assesses the effectiveness of the Company’s
implementation of that system.

The Company seeks fo ensure that its exposure to undue risk which is likely to impact its financial performance, continued growth
and survival is minimised in a cost effective manner.
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NOIes 10 The Financial siarements

For the year ended 30 June 2008 {continued)

20 FINANCIAL RISK MANAGEMENT OBJECTIVES AND POLICIES
{continued)

(d} Significant Accounting Polices
Details of significant occounting policies ond methods adopted,
including the criteria for recognition, the basis for measurement
and the basis on which income and expenses are recognised,
in respect of each class of financial asset, financial ligbility and
equity instrument are disclosed in Note 2.

The carrying amounis of cash and cash equivalents, trade and
other receivables and trade and other payables represents
their fair values determined in accordance with the accounting
policies disclosed in Note 2.

The carrying amount of the available-for-sale investment in
Neuren is determined as the market price of the shares ot the
close of business on the balance sheet date. The accounting
policy relating fo this available-for-sale investrnent is disclosed
in Note 2.

Inferest revenue on cash and cash equivalents and foreign
exchange movements on trade and other receivables and other
payables are disclosed in Note 4.

{e} Capiial Risk Manogement
The Company’s objectives when managing capital are to
safeguard the Company’s ability 1o continue as a geing concern
and to maintain an optimal capital structure so as to maximise
shareholder value. In order to maintain or achieve an optimal
capital structure, the Company may issue new shares or
reduce ifs capital, subject to the provisions of the Company's
Constitution and any retevant regulotory requirements. The
copital structure of the Company consists of equity attributed fo
equily holders of the Company comprising contributed equity,
reserves and accumulated losses as disclosed in note 15. By
monitoring undiscounted cash flow forecasts and actual cash
flows provided to the Board by the Company's Management,
the Board monitors the need to raise additional equity from
the equity markets.
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{1 Financial Risk Manegeman?
The main financial risks the Company is exposed to through

its operations are:

= Interest Rate Risk

<  Foreign Exchange Risk
—>  CreditRisk

c=—  Liquidity Risk

—=  Other Price Risk

‘nierest Raote sk
Interest rate risk is where the volue of a fingncigl Instrument
may fluctuate as a result of changes in market inferest rajes.

The Company is exposed to inferest rate risks via the cash
and cash equivalents that it holds. To date afl cash and cash
equivalents have been held by the ANZ Bank, The objective
of manoging interest rate risk is 1o minimise the Company’s
exposure fo fluctuations in interest rates that might impact

ils interest revenue and cash flow. To manage interest rate
risk, the Company locks a portion of the Company's cash

and cash equivalents into lerm deposils. The maturity of term
deposits is determined based on the Company’'s cash flow
forecast. Interesi rate risk is considered when placing funds
on term deposit. The Company considers the reduced interesl
rate received by retaining cash and cash equivalents in the
Company’s operating account compared fo placing funds on
term deposit. This consideration also takes info account the
costs associated with early withdrawa! of a term deposit should
access o cash and cash equivalents be required.

The Company’s exposure to interest rafe risk and the weighted
average interest rates on the Company’s financicl ossets and
financial liabilities is as follows:




NQTes 10 The FInanciat Statements
For the year ended 30 June 2008 {continued)

20 FINANCIAL RISK MANAGEMENT OBJECTIVES AND POLICIES {continued)

2008 Weighted Floating Fixed Fixed Fixed Non-
Average Interest Inferest Interest Inferest Interest
Eifective Rate Rate Within Rate Rale Qver Bearing
Interest Year  1lio Syears 5years
Rate $ $ b3 $ Tolal
| gt e oL TTIIT D T D I/ T o e ———————t st pl
Financial Assets:
Cash and cash equivalents 792% 272,690 16,200,000 - - 292 16,472,982
Trade and other Receivables - - - - - 167,406 167,406
Total Financial Assets: - 272,690 16,200,000 - - 167,697 16,640,388
Financial Liabilities:
Trade and other Payables - - - - — 91,933 91.933
Tota! Financial Liabilities: - - - - - 91,933 91,933
2007
Financial Assets;
Cash and cash equivalents 6.42% 629,652 19,950,000 - - 29 20,579943
Trade and other Receivables - - - - - 240,445 240,445
Total Financial Assets: - 629,652 19,950,000 - - 240736 20,820,388
Financial Liabilities:
Trade and other Payables - - - - - 949.727 949.727
Total Financial Liabilities: - - - - 7 - 949,727 949,727
There has been no change to the Company’s exposure to interest rate risk or the manner in which it manages and measures its risk
in the year ended 30 June 2008.
The analysis below details the impact on the Compony’s loss afer tax if the interest rate associated with cash and cash equivalents
was to fluctuaie by the margins below, assuming all other variables hod remained constant:
Higher/(Lower} Higher/{Lower]
2008 2007
$ $
+1% {100 basis points) 17199 1,618
-1% {100 basis points) (18,124} (n,oon
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Notes to the Financial Statemenis
For the year ended 30 June 2008 {continued)

20 FINANCIAL RISK MANAGEMENT OBJECTIVES AND POLICIES {continved)
Foreign Currency Risk
Foreign currency fisk is where the vaiue of a financiol instrument may fluctuate due fo changes in foreign exchange rates.

The Company is exposed to foreign currency risk via the frade and other receivables and trade and other poyables that it holds.
The Company has no significan! foreign currency risk and therefore has determined that it does not currently require o policy fo

hedge overseas payments or receivables.

The following financial assets and liabilities are subject to fareign currency risk:

30 lune 2008 30 June 2007

$ $

Cash and cash equivalents - -
Trade and other Receivables - -
Trade and other Payables - 228,498
Total - 228,498

The Company conducis some activilies outside of Australia which exposes i o transactional currency movements where the Company
is required to pay @ currency other than its functional currency. Foreign currency risk is measured by regular review of the Company’s
cash forecasts, monitoring the dollar amount and cutrencies that payments are anficipated io be paid in.

The analysis below details the impact en the Company's loss affer tax if exposure fo foreign currency risk was fo fluctuate by the margins
below, assuming all other variables had remained constant:

[Higherl/Lower (Higherl/Lower

2008 2007

$ 5

AUD/USD +5% - ($8,415)
AUD/USD -10% - $16,830
AUD/GBP +5% - (33,0100
AUD/GBP -10% - $6,020

Credit Risk
Credit risk is where a counterparty may defauli on its contractural obligations resulting in a financial loss to the Company.

The Company is exposed to credit risk via its cash and cash equivalents and frade and other receivables. To reduce risk exposure
for the Company’s cash and cash equivolents, they are placed with the Company’s bankers, the ANZ Bank [S&P Rating AA/A-1+,
Moody’s rating Aal/P-1), A change to the Company’s bankers requires Boord approval.

To date the Company has had minimal frade and other receivables, with the maiority of its cash receipts being provided via
shareholder invesiment, The Company's frade and other receivables largely relate fo accrued interest and GST refunds.

There are no significant concentrations of credit risk within the Company.
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NOIes 10 The rinandcial sratemenis
For the year ended 30 June 2008 {continued)

20 FINANCIAL RISK MANAGEMENT OBJECTIVES AND POLICIES (continued)
The analysis of frade and other receivables is as follows:

0-30 days 30-60 days $0-90 days 90+ day Tatal
2008 $ $ $ s 3
Trade and other Receivablas 122,823 1,449 25,952 7182 167,406
2007
Trade ond cther Receivables 132,817 17808 21,107 63,13 240,445
Liqu:diy Risk

Liquidity risk is where the Company may encounter difficulty in raising funds to meet its financial liabilities,

The Company is exposed 1o liquidity risk via its frade and other payables. Responsibility for fiquidity risk resis with the Board who regularly
review liquidity risk by monitoring undiscounted cash flow forecasis and actual cash flows provided to them by the Compoarny’s management
at board meetings to ensure that the Company continues to be able 1o meet its debis as and when they fall due. Coniracis are not entered
into unless the Board is satisfied that there is sufficient ¢ash flow to fund the additional commitment. The Board determines when raviewing
the undiscounted cash flow forecasts whelher the Company needs to raise additional working capital from ifs existing shareholders, the
equity capital markets or any other available sources,

Analysis of trade and other payables, performed on a contractural basis, is os follows:

0-30 days A0-60 days 60-90 days 90+ doy Total
2008 $ $ $ - H
Trade andg olher Payables 60,033 1500 - - 91,533
2007
Trade and other Payables 551,641 248,580 18,883 130,323 949,727

GCther Pr.co Risk - Availoble-For-Sale Finoroicl Assod
The Company's available-for-sale finoncial asse consists of 1,250,000 fully paid ordinary shares held in Neuren Pharmaceuticals Limited
{"Neuren’), a company listed on the ASX Limited {ASX Code: NEUL and fherefore subject 1o price risk associated with fluctualions in the

market price.

The Board has determined that there is no effective instrument available to efficiently manage its exposure fo price fluctuations of an
equity investment such as Neuren the nature of which is inherently speculative . Accordingly it regularty monitors ifs investment in Neuren
by closely following the maleriol disclosed by Neuren fo the ASX.

Prior fo 30 June 2008, gains or losses on the fair value of the investment in Neuren were reported in equity.

A1 30 June 2008 the Board determined the invesiment in Neuren to be impaired and accordingly an amount comprising the diflerence
between ils cost and the market price of the shares on the balance sheet date was transferred from equity to the income stalement.

57




NOTIES 10 The rinanclal staiements
For the year ended 30 June 2008 {confinued)

20 FINANCIAL RISK MANAGEMENT OBJECTIVES AND POLICIES (continued)
Other Price Risz - Available-For-Sale Financia: Assef {contnued,
The analysis below indicates the impoct on the Company's loss after fax and equily had the market price of the investment in Neuren
fluctuated by the margins below:

Higher/[Lower} Higher/iLowerl
2008 2007
$ $
Equity:

Share Price +20% - 97,500
Share Price -20% - (97,500

Profil and Loss:
Share Price +20% 27,500 -
Share Price -20% {27,5001 -

21 KEY MANAGEMENT PERSONNEL DISCLOSURES
The Key Management Persannel compensation disclosures required by the Corporations Act 2001 are provided [n the Remuneration
Report in the Directors’ Report.

{A} DETAILS OF [KZY MANAGEMENT PERSONNEL
The Key Management Personnel of Melabolic are those parsons having authority and responsibility for planning, directing and
controlling the activities of the Company, directly or indirectly, during Ihe financial year. The Key Management Personnel are:

il Dreclors
Mr Rob Stewart Chairman [Non-Executivel
Dr Arthur Emmett Director [Non-Executivel - resigned 28 Augusi 2007
Dr Rotand Scollay Director (Chief Execulive Officer-resigned as a director 29 April 2008
Dr Chris Betyea Director {Chief Scientific Officer) - resigned as a director 30 August 2007
Dr Evert Vos Diractor [Non-Executive) - resigned as a director 6 July 2007
Mr Don Clarke Director (Non-Executive]
Mr lain Kirkwood Director {Non-Executive] - appointed 30 April 2008
Mr Franklyn Brazil Director {Non-Executivel - appointed 21 May 2008
Mr Paul Lappin Director {Non-Executivel - appointed 21 May 2008

i Other Key rianagement Personnel
Ms Belindg Shave Company Secretary/Financial Controller
Dr Caroline Herd VP = Clinical Development & Regulatory Affairs - ceased employment 30 November 2007
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Noles 10 he Financial staiemenis

For the year ended 30 June 2008 (confinued)

21 KEY MANAGEMENT PERSONNEL DISCLOSURES (continued)

{B) OPTION AND RPERFORMANCE RIGHTS HOLDINGS OF [KEY MANAGEMENT PERSONNEL

1 Option holdings of Key Managemeni Personnn

'y

Balance af

beginning
Diractors of period

Or Raland Seollay’ 2008 1,500,000
2007 1,500,000
Other Key Management Personnel

Granted as
Compen-
sation

Options
Exercisad

Net Change
Cther

150,000

Ms Belinda Shave 2008 120,000
2007 120,000
Dr Caroline Herd 2008 150,000
2007 399500
Totol 2008 1770000

2007 2,019,900

150,000]
1249,900)

12495000

Balance
at end of
perlod
1,500,000
1,500,000

120,000
120,000
150000
1,620,000
1,770,000

Dr Scollay resigned os Director on 29 April 2008 and ceased employment on 1 July 2008 All apfions held by Dr Scoltay on tluty 2008 were lorfeited on that date.

Ierformance Rgh's holdings of Kay Managcme-1 Personnz!

Bolance ot Granted as  Performance
baginning of Compan- Rights  Net Change
Diractors pericd sation Exarcised Other
D Roland Scollay = 2008 £46910 - {426,307 1220,603)
2007 253,648 418,608 - 125,366
Dr Chris Belyeo ™ 2008 293,795 - (75,4201 {218,375)
2007 15,20 150,104 - {1.520%
Other Koy Managament Personnal
s Belinda Shove 2008 181,323 - 138,797 112,588}
2007 69124 128,904 19.793 6.912)
Or Carolina Herd® 2008 193,403 - {41,315) 152,088
2007 76,037 135,744 10,774 17604
Tolal 2008 1,315,431 T ESBT,&J‘?} {603,954)
2007 554,040 873,260 {20,567 (51,402

Notes

= [ Roltand Scollay resigned as a Direclor an 29 April 2008 and ceased employment on 1 July 2008
= B Chris Belyea resigned os o Director on 30 Augus! 2007 and ceased employment on 30 September 2007.
t Dr Carokine Herd ceased employment on 30 November 2007,
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Balance
atend of
pariod
646,910

293,795

129,638
181,323
193.403
129,638
1,315,431

Total Total Total Not
Vestod  Exercisobls  Exercisable
at end of of end of otend ol Totol Vasted
period pariod pariod  during yoor
1,500,000 1,500,000 - 300,000
1,200,000 1,200,008 300,000 350,000
120,000 120,000 - 36,000
84,000 84,000 36,000 36,000
150,000 150,000 - 45,000
1.620.000 1,620,000 - 336,000
1,434,000 1,434,000 336,000 431,000
Total Not
Total Total Exar- Exer-
Vested cisable cisabla
ot end of at end of atend ol Totol Yosted
paried period pariod  during yaor
- - - 390,370
35937 35937 ) 610,973 35,937
- - - 59.086
16,324 16,324 27741 16,324
- - 129,638 38,197
- - 181,323 9793
- - - 41,315
- - 193.403 10.775_
. - 129,638 529,578
52,201 52,261 1,263,070 12828




INOTES 10 the FHNancidl staliemenis

For the year ended 30 June 2008 {confinued)

21 KEY MANAGEMENT PERSONNEL DISCLOSURES {continued)
(€} SHAREHOLDINGS OF KEY MANAGEMENT PERSONNEL

(D

Details of the moavements in the number of ardinary shares in Metabolic Pharmaceuticals Limiled held during the financial yeor
by each Director and other Key Management Personnel, including their personally-reloted entities, are sel out below:

Shares held in Melabolic Pharmaceuhcols Lirited

Balanco ot beginning Grantad a3 On Exarclse of Options
Directors of period Compunsation  of Parformance Rights
2008 20,000 - 426,307
Or Roland Scoflay © 2007 20,000 - -
2008 464 077 - 75420
Or Chris Belyea® 2007 454,077 - -
2008 - - -
Mr Rob Stewart 007 - - -
2008 494,192 - -
Dr Arthur Emmelt - 2007 494,192 - -
2008 64,000 - -
Mr Don Clarke @ 2007 - - -
2008 283077 - -
Dr EvertVas ™ 2007 281077 - -
2008 - - -
Mr lain Kirkwood =+ 2007 - - -
2008 - - -
Mt Fronktyn Brozil = 2007 - - -
2008 - - -
Mr Poul Loppin &# 2007 - - -
Other Kay Manogement Parsonnel
2008 154,193 - 38,797
Ms Belinda Shove 2007 144,400 - 9,793
2008 10,874 - .35
Dr Caroling Herd ¥+ 2007 100 - I0,774_
2008 1,490,413 - 581,819
Total 2007 1,405,846 - 20,567

Notes ™, =, © and =: Shares held indirectly incduded in balonce ¢t 30 June 2008-lal 64,000, ib) 1,549,723, ) 45,452,701 end [d) 2,073,667,

¥ Dr Roland Scollay resigned as a Direcior on 2% April 2008 but remained employed untl 1July 2008,

it Dr Chris Belyeo resigned as a Director on 3¢ August 2007 but remoined employed unhl 30 September 2007
i Dr Arthur £mmett resigned as o Director an 28 August 2007

# Dr Evert Vos resigned as a Birectar on & Julty 2007,

# prlan Kirkwood was appainted as a Director on 30 April 2008,
* M Frankhyn Brazit ond Mr Paul Lappin were oppoinied as Directors on 21 Moy 2008,
w10 Carofine Herd ceased employment on 30 November 2007,

LOANS TO KEY FAANAGERRENT PERSOMNNEL
No loans have been made fo Directors of Metabolic or to any other Key Management Persannel, including their personally-related eniifies.

(E} OTHER TRANSACTIONS WITH DIRECTORS
pr Don Clarke, @ Director of the Company, is a partner of the law firm Minter Ellison, which provides legal services 10 the Company. During
the year legal fees, including miscellanaous expenses, totalling $4,711 were paid or payable to Minfer Ellison by the Company. These tegal
fees were charged at commercial rates.
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Nat Change
Other

{539,497}

1494192

64,000
1283.077}

1,949,723

45,452,701

2,193,667

152,189

T 2826736

64,000

Balonce ¢t ond of
period

446,307

20,000

464,077

494192
64,000
64,000
283,077
1949,723

45,492,701

2,193,667

192,990
154,193

50,339,388
1,490,413
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Independent Audit Report

to the members of Metabollc Pharmaceuticals Limited

Report on the Financial Report

We have audited the accompanying financlal report of Metabolic Pharmaceuticals Limited, which
comprises the batance sheet as at 30 June 2008, and the income statement, statement of changes in
equity and cash flow statement tor the year ended on that date, a summary of significant accounting
policies, other explanatory notes and the directors' deciaration.

Directors’ Responsibliity for the Financlal Report

Tha directors of the company are responsible for the preparation and falr presentation of the financial
report In accordance with the Australian Accounting Standards (including the Australian Accounting
Interpretations} and the Corporations Act 2001. This respensibifity includes establishing and
malintaining internal controls relevant to the preparation and fair presentation of the financial report
that is free from material misstatement, whether due to fraud or error; selecting and applying
appropriate accounting policles; and making accounting estimates that are reasonable in the
circumstances. In Note 2, the directors also state that the financial report, comprising the financlal
statements and notes, complles with International Financial Reporting Standards as issued by the
Internationat Accounting Standards Board.

Auditor's Respoasibility

Our responsibility Is to express an opinfon on the financial report based on our audit, We conducted
our audit in accordance with Austratian Audlting Standards. These Auditing Standards regulre that
we comply with refevant ethical requirements relating to audit engagements and plan and perform the
audit to obtaln reasonable assurance whether the financial report is free (rom material misstatement.

An audit Invelves performing procedures to obtain audit evidence about the amounts and disclosures
in the financlat report. The procedures setected depend on our judgment, including the assessment of
the risks of material misstatement of the financial report, whether due to fraud or error. In making
those risk assessments, we consider internal controls relevant to the entity's preparation and fair
presentation of the financial report in 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 controls. An audlt also includes evaluating the appropriateness of accounting policies used
and the reasonabieness of accounting estimates made by the directors, as well as evaluating the
overall presentation of the financlal report.

We belleve that the audit evidence we have obtained s sufficient and appropriate to provide a basls
for our audit opinlon.

independence

In conducting our audit we have met the independence requirements of the Corporations Act 2001,
We have given to the directors of the company a written Auditor's Independence Declaration. In
addition to our audlt of the financial report, we were engaged to undertake the services disclosed in
the nates to the financlal statements. The provision of these services has not impaired our
independence.
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Auditor’s Opinion
In our opinlon:
1. the financial report of Metabolic Pharmaceuticals Limited is in accordance with the

Corporations Act 2001, including:

[€)] glving a true and falr view of the financlal position of Metabolic Pharmaceuticals
Limited at 30 June 2008 and of its performance for the year ended on that date; and

(i) complylng with Australian Accounting Standards (including the Australlan Accounting
Interpratations) and the Corporations Regulations 2001,

2. the financial report also complies with International Financial Reporting Standards as issued
by the International Accounting Standards Board.

Report on the Remuneration Report

We have audited the Remuneration Report Included in pages 18 to 27 of the directors’ report for the
year ended 30 June 2008. The directors of the company are responsible for the preparation and
presentation of the Remuneration Report in accordance with section 300A of the Corporations Act
2001. Qur responsibllity is to express an opinlon on the Remuneration Report, based on our audit
conducted in accordance with Australian Auditing Standards.

Auditor's Opinlon

In our opinion the Remuneration Report of Metabolic Pharmaceuticals Limited for the year ended 30
June 2008, complies with section 300A of the Corporations Act 2001.

Crnst 1 ‘{oc/fij

Ernst & Young
wa

JodNne Lonergan

Partner

Melbourne
20 August 2008

62



Addifional iInformation required dy e AsA Limiied

Distribution and details of shareholders
The number of shareholders, by size of holding, of quoted Fully Paid Ordinary Shares, as ot 22 September 2008 is:

Cotegory Fully Pald Ordinary Shares

No. of Holders No of Shares
1-1,000 829 595.58%
1001 - 5,000 ‘ 2165 6,501,837
5.001— 10,000 1164 9,609,030
10,001 - 100.000 2,105 68,677,850
100,001 and aver 57 216,019,815
Total 6,620 301,404,120
Number of holders with fess thar a marketable parcel of share 4644 23,040,958

Names of the 20 largest shareholders
The names of the 20 largest shareholders of quoted Fully Paid Ordinary Shares and their respective holdings as ot 22 September 2008 are:

Noma Of Shareholding No. of sharas % Interost
Brozil Farming Pty Lid 36,012,701 NIH]
Lateral Innovations Ply Lid Trust A/C 10,219.699 i
Mir Kenneth Frank Dawson 10,010,000 in
Monash Invesimeni Holdings Pry Lid 9.607,520 39
Brazil Farming Piy iid 9,480,000 315
Sharebrook Pty Limited 5575000 185
1D B Services Ply lid [RAC & ID Brice Investmen A/Cl 4,280,000 142
Jaktech Pty Lid [Frank Man-Woon Ng A/C 4,000,000 133
Citicorp Nominees Pty Limited 2,380,692 079
Oclogonal Superannuation Ply Lid I0ctagone! Super fund A/C 2,000,000 0.66
HSBC Custody Nominees [Australial timited 1510448 0.63
RBC Dexia Investar Services Austzala Nominees Pty Limited IMLC) A/C) 1806417 040
M Brian Gordon Alfred Matthews 1,733,300 0.58
Dr fon Francis 1,666,667 0.55
Glenshee Pty Lid 1,666,667 0.55
tappin Consulling Ply Lid L666.667 055
Super Comp Mo 25 Pty Lid IMcMehon Super B/F A/C) 1,666,667 .55
M Peter Damien Froncis 1,666,566 .55
Schirm Private Equity LP 1,639,344 0.54
NEFCO Nominees Pty Lid 1.500.000 0.5¢
Total 10,488,755 36.65
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Adgdainonal informanon required by the ASA Limited

Unquoted options

Detaits of the number of unquoted options on issue and number of halders are as follows inot inctuding options or rights that were issued

or acquired under an employee incenfive schemel:

ASX Code Exercise price Explry date No. of options Na, of holdars

MBPAU $1.25 1 March 2009 183,333

Holders with 20 per cent of more of an unquoted class of options are os fallows:

MBPAU optians No. of options

Emerging Market Equily Research 100,000

Bruce Caleman 50,000
Voting Rights

Clauses 45 1o 54 of the Company's Canstilution stipulate the vofing rights of members. In summary but without prejudice 1o the provisions

of the Constitution, every member present in person ar by represeniative, proxy or attorney shall have one vote on a show of honds and
on a poll have cne vote for each share held by the member.

Substantial Shareholders
The names of the substantial shareholders of Metabolic and their respeciive holdings are:

Name of Shareholding No, of shares
Brozil Farming 45,452,701

Quotation of the Company’s shares
ASX Limited
Metabolic has been gronted official quatation for its shares on the ASX Limited (ASX code: MBP).

American Depositary Receipts

Metabelic has a level | American Depositary Receipis {ADR) programme [OTC code: MBLPY). An ADR is a stock which trades in the US
but represents a specified number of shares in a foreign corporation. ADRs are bought and sold on American stock markets just like
regular sfocks, ond are issued/sponsored in the US by a bank or brokerage firm. A Level 1 ADR is the most basic lype of ADR and can
be found on the over-the-counter market,
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Lorporate vireciory

Company name
Metabolic Pharmaceuticals Limited {"Metabolic’)

ABN
96 083 866 B62

Directors

Mr Rob Stewart (Chairman & Non-Execulive Director)
Mr Don Clarke INon-Executive Director)

M 1ain Kirkwood INon-Executive Director)

Mr Franklyn Brozil iNon-Executive Director]

Mr Paul Lappin iNon-Execufive Director}

Company Secretary
Ms Belinda Shove

Registered Office

Level 3, 509 St Kilda Road,
Melbourne, Victoria 3004
T.  +613 9860 5700

F +61398605777

E: info@metabolic.com.ou

Share Registry

Computershare Invesior Services Pty Lid
Yarra Falls

452 Johnston Street

Abbotsiord, Victoria 3067

T.  +1300 850 505 {within Australia)

T +613 9415 4000 [outside Australia)

Auditors

Ernst & Young

8 Exhibition Street
Melbourne, Victoria 3000

Bankers
Ausiralia and New Zealand Banking Group Limited
Melbourne, Victoria

Stock Exchange Listingls}
Metabolic shares are quoted on the ASX Limited IASX code: MBPI

Matabolic securities are available in the US through o
Level 1 American Depositary Receipts [ADR] program.
[Qver-The-Counter code: MBLPY),

Website
www melgboliccom.qu
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ASX Limited

ABN 88 008 524 631
20 Bridge Street
ASX Sydney NSW 2000
MUISTRALIAN SECURITIES EXCHANGE PO Box H224
Austratia Square
Facsimile NSW 1215
To Company Secretary
Telaph 61 2 9227 0334
Company METABOLIC PHARMACEUTICALS LIMITED elepnens
Fax number 0398605777 Facsimile:
From ASX Limited — Company Announcements Office Austraiia: 1300 135 638
New Zealand: 0800 449 707
Date 02-Oct-2008 International 8129347 0005
Time 12:42:01 612 9778 0999
A A wWww. asx.com.au
Confirmation Of Receipt And Release Of Announcement DX 10427 Stock Exchange Sydney

Subject
Number of pages 1 only

MESSAGE:
We confirm the receipt and release to the market of an announcement regarding;

Share Sale Agreement Signed for Acquisition of PolyNovo
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IfFASX consliders an announcement to be sensitive, trading will be halted for 10 minutes.

fyour announcement is ¢ lassified by ASX as senstive, your company’s securities will be placed info *pre-open” status on ASX('s beding system. This means that
trading in your company’s securiies is temporarily stopped, to allow the market ime to assess the contents of your announcement “Pre-open” is approximately

10 minutes for most anmouncaments but can be 50 minutes {(approximately) for takeover announcements.

Once “pra-open” period is completad, fill trading of the company's securities recommentces.
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Share Sale Agreement signed for acquisition of PolyNovo

Melbourne, 2 October 2008. Metabolic Pharmaceuticals Limited (“Metabolic”) today
announced that it, Xceed Capital Limited (*Xceed”) and Commonwealth Scientific and Industrial
Research Organisation (“CSIRQO") have executed a Share Sale Agreement relating to Metabolic's
acquisition of PolyNovo Biomaterials Ltd (*PolyNovo’).

The Chairman of Metabolic, Mr Rob Stewart, commented ‘the Board is delighted that this important
next step in the acquisition of PolyNovo has now been completed. The parties had set an
aggressive timetable for camrying out due diligence and to negotiate the terms of the Share Sale
Agreement and unfortunately these matters had taken somewhat longer than expected. The final
terms reflect those previously advised by Metabolic to the market with the exception that (a) the
agreed number of new Metabolic shares to be issued to Xceed and CSIRO will be 157,577,919
and 82,951,398 (previously approximately 89 million shares) respectively; (b) Xceed intends to
distribute all but approximately 7.4 million of the 158 million Metabolic shares to be issued to it; and
(¢) the company name of Metabolic is proposed to change to PolyNovo Limited; We are now in a
position to press ahead with all of the other steps necessary to complete this exciting acquisition
which we believe has significant potential for value accretion for Metabolic shareholders.’

The completion of the transaction is still subject to several conditions precedent, including the
approval by both Metabolic and Xceed shareholders at general meetings. The meeting of Metabolic
shareholders will be convened as soon as practicable in order to obtain the necessary approvals
for the acquisition. It is expected that the shareholder approvals will be sought at the Company's
Annual General Meeting which is now likely to be held in the second half of November 2008.

Previous announcements regarding this transaction are available at www.metabolic.com.au in the
Investor Relations section.

For further information, contact:

Ms Diana Attana

Metabolic Pharmaceuticals Limited
Assistant Company Secretary/IRO
E: diana.attana@metabolic.com.au
T:+61 3 9860 5700

Inherant Risks of Investment in Biotechnology Companies

Thera are many inherent risks associated with the development of products 1o a marketable stage. The clinical trial process is designed to assess
the safety and efficacy of products prior to commerdialisation and a significant proportion fail one or both of these criteria.  Other risks include
uncertzinty of patent protection and proprietary rights. Thus investment in companies such as Metabolic, must be regarded as highly speculative.
Metabolic strongly recommends that professional investment advice be sought prior to such investments.

Forward-looking statement

Certain statements in this announcement contain forward-locking statements regarding the Company’s business and the therapeutic and commercial
potential of its technologies and products in development. Such statements are subject to certain risks and uncertainties inherent in the process of
developing products that can be proven to be safe and effective. Metabolic undertakes no obligation to publicly update any forward looking
staternent, whether as a result of new information, future events, or otherwise. Actual results could differ materially from those discussed in this
announoesmeant.
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Facsimile AUSTRALIAN SECURITIES EXCHANGE
To Company Secretary

Company METABOLIC PHARMACEUTICALS LIMITED

Fax number 0398605777

From ASX Limited — Company Arnouncements Office

Date 05-Sep-2008

Time 13:12:11

Subject Confirmation Of Receipt And Release Of Announcement
Number of pages 1 only

MESSAGE:

We confirm the receipt and release to the market of an announcement regarding;

Update on acquisition of PolyNeovo

ASX Limited

ABN 98 008 624 631
20 Bridge Street
Sydney NSW 2000

PO Box H224
Australia Square
NSW 1215

Telephone 6129227 0334
Facsimile:

Australia: 1300 135638

New Zealand: 0800 449 707

International: 61 29347 0005
612 97780939

WWW.ASX.COM.BU

DX 10427 Stock Exchange Sydney
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Update on acquisition of PolyNovo

Melbourne, 5 September 2008. Metabolic Pharmaceuticals Limited (“Metabolic”) today
announced an update to its earlier announcement (18 July 2008) concerning the proposed
acquisition of PolyNovo Biomaterials Ltd (‘PolyNovo™) from Xceed Capital Limited and
Commonwealth Scientific and Industrial Research Organisation (CSIRQ).

Metabolic advises that due diligence has been substantially completed and all parties are currently
involved in negotiations on the terms of the Share Acquisition Agreement. It is expected that those
negotiations will be finalised within two weeks.

A further update will be provided to the market as soon as the Company is in the position to do so.

For further information, contact:

Ms Diana Attana

Metabolic Pharmaceuticals Limited
Assistant Company Secretary/IRO
E: diana.attana@metabolic.com.au
T:+61 3 9860 5700

Inherent Risks of investment in Biotechnology Companies

There are many inherent risks associated with the development of products to a marketable stage. The dinicaf trial process is designed to assess
the safety and efficacy of products prior to commercialisation and a significant proportion fail one or both of these criteria.  Other risks indlude
uncertainty of patent protection and proprietary rights. Thus investment in companies such as Metabolic, must be regarded as highly specutative.
Metaholic strongly recommends that professional investment advice be sought prior to such investments.

Forward-locking statement

Certain statements in this announcement contain forward-lopking statements regarding the Company's business and the therapeutic and commercial
patential of its technologies and products in development. Such statements are subject to centain risks and uncertainties inheren! in the process of
developing products that can be proven 1o be safe and effective. Melabalic undertakes no obligation to publicty update any forward looking
statement, whether as a result of new information, future events, or otherwise. Actual results could differ materially from those discussed in this
announcement,
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