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Dear Sir/Madam,
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and Australian Securities and Investment Commission (ASIC)
pursuant to Rule 12g3-2(b} under the Securities Exchange Act of 1934
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27 November 2008 ASX AGM Results 4
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Austratian oeCUrilies &
Investments Commission ~

NECEC -5 A g Form 484
- . Corporations Act 2011
FaMTem)

Change to company details =17

Sections A, B or C may be lodged independently with this signed cover page to notify ASIC of.

A1 Change of address B1 Cease company officeholder C1 Cancellation of shares
A2 Change of name - officeholders or members B2 Appoint company officeholder C2 1ssue of shares
A2 Change - ulimate hokding company B3 Special purpose company €3 Change to share structure

C4 Changes to the register of members

If there is Insufficient space in any section of the form, you may photocopy the relevant page(s) and submit as part of this lodgement

Company details Company name

| METABOLIC PHARMACEUTICALS LIMITED ]
Refer to guide for information about AEMABN Corporate key
corporate key [ 96 083 866 862 | [ 75049838 |
Lodgement details Who should ASIC contact if there is a query about this form?

Name

[METABOLIC PHARMACEUTICALS LIMITED
ASIC registered agent number (if applicable)

l

Telephone number
[Eheo 5700

Postal address
| LEVEL 3, 509 ST KILDA ROAD

[MELBOURNE, vVIC 3004
Total number of pages including this cover sheet  Please provide an estimats of the time taken {o complete this forrr.

| hrs I J fmins

Signature
This form must be signed by a current officehalder of the company.
I certify that the information in this cover sheet and the attached sections of this form are true and complete.

Name
rBELINDA SHAVE

Capacity
Director

Company secretary
Stgnatum

T ]

Date s:gned

3] Ill’lll |°I’E1 -

D Dj

Lodgement Send completed and signed forms to: For help or more information
Australian Securities and Investments Commissian, Telephone 03 5177 3988
PO Box 4000, Gippsland Mail Centre VIC 3841. Email info.enquiries@asic.gov.au
Web wWww asic.qov.ay

Or lodge the form electronically by visiting the ASIC website

ASIC Form 484 26 February 2004 Cover page



List details of new share issues in the following table.

Share class code  Number of shares issued Amount paid per sharg Amount unpaid per share
ORDINARY 62,324 NIL NIL
Earfiest date of change

Please indicate the arliest date that any of the above changes occurred
EIRER RN

® 0 M M ¥ v

If shares were issued for other than cash, were some or all of the shares issued under a written contract?

(] ves

if yes, proprietary companies must also lodge a Form 2072 certifying that all stamp duties have been paid. Public companies mus! also lodge a Form 207Z
and either a Form 208 cr a copy of the contract,

No
if no, proprietary companies are not required to provide any further documents with this form. Public companies must also lodge a Form 208,

C3 Change to share structure

Where a change to the share structure 1able has occurred (eg. as a result of the issue or carceilation of shares), please show the updated detalls for the shan:
classes affected. Details of share classes not affected by the change are not required here.

Share Full title if not standard Total number of Total amount Total amount
class code shares {cuirent paid on these unpaid on these
after changes) shares shares

Earliest date of change
Please indicate the earliest date that any of the above changes occurred

D D M M) \f Y]

OO0 00

Lodgement details Is this document being lodged to update the Annual Company Statement that was sent to you?

[:I Yes
X No

ASIC Form 484 26 February 2004 Section C Page 3of 5



Notification of

Related forms:

\ ]
Form 280

Corporations Act 2001
257C(3), 257D(3), 257E

share buy-back details

281 Notice of intention to carry out a share buy-back
If there is insufficient space in any section of the form, you may photocopy the relevant page(s) and submit as part of this lodgement

Company details

Company name
[Metabolic Pharmaceuticals Limited ]
ACN/ ABN

|083 866 862 |

Who should ASIC contact if there Is a query about this form?

Lodgement details

Firm/forganisation
[MINTER ELLISON

Contact name/position description

pustin Dzau - Lawyer

ASIC registered agent number (if applicable)
[3772

Telephone number

|+ 61 3 8608 2451

Postal address

[px 204

Y T Y I

I i

[MELBOURNE

1 Type of share buy-back

The 10/12 limit is 10% of the smallest number, at any time during the last 12 months, of votes attaching to voting shares of the company.

Tick one box. D Employee share scheme buy-back (over 10/12 limit) Ei Ji "';

8B .

D On-market buy-back (over 10/12 limit) - '__' F—r] ”j

Use a separate form for each share o 2—_._—; bl |
[1 X -

buy-back lodgement requirement D Equal access scheme buy-back {within 10/12 limit) x99

AR B

D Equal access scheme buy-back (over 10/12 limit) :‘n i e

—_— B

Selective buy-back i - > il

= o= O

- d -

2 Relevant date

ASIC Form 280 Guide
ME_77879966_1 (W2003)

Relevant date

(2] [z ] ()]

@ DM M ¥ v

If the buy-back agreement is conditional on the passing of a resolution — the relevant date is date the

resolution is passed.
if the buy-back is not conditional on the passing of a resolution — the relevant date is the date the

agreement is entered into (s257F).
If a resolution is to be passed by way of a circular 1o all members that complies with $249A, an

estimated last date for signing the circular should be used.

1 July 2007 Page 1 of 1



of the meetng sent o snarehelcers.

Selective buy-back (s257D(3))

Attach notice of meeting and any document relating to the buy-back that will accompany the notice
of the meeting sent to shareholders.

Equa! access scheme buy-back and selective buy-back (s257E)

Attach documents setting out the terms of the offer and any document that is to accompany the
offer.

Signature

This form must be signed by a director Name

| certify that information in this form is true and correct and the attached documents marked {(A) of (31)
pages are true copies.

or secretary.

lBelinda Shave

]

Capacity

D Director

@ Secretary

Signature 7 //

J28ha0e

Date signed
njnminlolo
D DM M ¥ V¥
Lodgement Send completed and signed forms to: For help or more information
Australian Securities and Investments Commission, Telephone 03 5177 3988
PO Box 4000, Gippsiand Mail Centre VIC 3841. Email info.enquiries@asic.qov.au
Web www.asic.qov.ay
BUY-BACK PROCEDURE
The fellowing table specifies the steps required for, and the secticns (and forms) that apply to, the different types of buy-back.
Procedures { and secttons applied) Minimum Employee share On-market buy-back jEqual access scheme Selecti'z|
holding |scheme buy-back buy-back buy-back
within over within over within over
10/12 fimit |10/12 limit }10/12 limit [10/12 limit [10/12 limit [10/12 limit
Ordinary resolutions (5257C) YES YES YES
Special/unanimous resolutions (s257D) YES
Lodge offer documents with ASIC {5257E) YES YES YES I
14 days notice (s257F) YES YES YES YES YES YES YES
Disclose relevant information when offer made YES YES YES
(5257G)
Cancel shares (s257H) YES YES YES YES YES YES YES YES
Notify cancellation to ASIC on Form 484 (5254Y) |YES YES YES YES YES YES YES YES
Lodge Form 280 with ASIC NO NO YES NO YES YES YES YES
Lodge Form 281 with ASIC NO YES See Note 1 |YES See Note 1 |See Note 1 |See Note 1 (See Note
&2 &2 1&2

NOTE 1 The company should lodge a Form 281 if it intends to give short (less than 14 days) notice of a meeting to approve the buy-back and
lodge the notice of meeting (with a Form 280) less than 14 days before the relevant date.

NOTE 2 The company should lodge a Form 281 if it lodges the documents referred to in s257E less than 14 days before the relevant date.

Relevant dates and iodgement periods

+ [If the buy-back agreement is conditional on the passing of a resolution — the relevant date is date the resolution is passed.
« [f the buy-back is not conditional on the passing of a resclution — the relevant date is the date the agreement is entered into ($257F).
» If a resolution is to be passed by way of a circular to all members that complies with 52494, an estimated last date for signing the circular

should be used.

The Form 281 must be lodged at least 14 days before the relevant date.

ME_77879986_1 (W2003)
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Notice of Annual General Meeting

Date 27 November 2008
Time 2.00 pm (Melbourne time)

Location The offices of Minter Ellison Lawyers at Level 23 North Tower, Rialto,
525 Collins Street, Melbourne, Victoria

Action required by shareholders
Step1  Read the Notice of Meeting and the Explanatory Statement.

Step 2 Vote on the resolutions: Your vote is important. You may vote by:
— attending and voting at the AGM, or

— completing and returning the enclosed proxy form so as fo
be received by the share registry by 2.00 pm (Melbourne time)

on 25 November 2008.
8888888
82, @ 008080
@%03@%0%@@3@ O
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Glossary

The defined terms below apply to the Notice of Meeting ond
Explanatory Statement. Unless the context otherwise requires,
the singular includes the plural and vice versa, ard the following
terms will have the following meoning:

{ol AGM means the annual general meeting of the
members of the Company to which the Notice of

Meeting and Explanatory Statement relates.

(bl ASIC means the Australian Securities and Investments
Commission.

fc)  ASX means ASX Limited ACN 008 624 691,

{d

ASX Listing Rules means the Listing Rules of the ASX.

le} Board means the boord of Directors of the Company
from time to time.

{fi Buy-back Shares means the Shares that Meiabeolic will
buy back from Xceed and/or CSIRQ (as the case may bel in
accordance with the Selective Buy-back and Resolution 4
foltowing a breach of a Vendor Warranty by Xceed or CSIRO
0s sef out in the Share Sale Agreement.

{g) Company means Meiabolic Pharmaceuticals Limited
ACN 083 866 862.

(hl Constitution means the Conslitution oi the Company
as amended from time to fime,

(il Conditions Precedent means the conditions precedent
1o the PolyNovo Acquisition set outin clause 2.7 of the
Explanatory Statement.

[ij Corporations Act means the Corporations Act 2001 {CIhl.

k] CSIRO means the Commonwealth Scieniific and Industrial
Research Organisation.

i Deal means:
(il sell, assign, transfer or otherwise dispose of;

lit agree to offer o sell, ossign, transier or otherwise
dispose of;

il enter into any option which, if exercised (whether such
exercise is subject ta condifions or otherwisel, enables or
requires either CSIRC or Xceed las the case may bel fo sell,
assign, transfer or olherwise dispose of; and

livl decrease or agree to decrease an economic inferest,

{m] Directors means the directors of the Company from time
fo time.

(nl Distribution and Escrow Deed means the deed between
Metabolic and Xceed daled 2 October 2008 setting out the
terms and conditions in relation to the Xceed Disiribution.

lo} Employee Option Plan means the employee option plen of the
Company. A summary of the material terms and conditions of
the Employee Option Plan is set out in Annexure A.

Pl Explanatory Statement means the explanatory statement
that is annexed to the Notice of Meeting.

Independent Expert means DMR Corporate Pty Lig
ACN 063 564 045.

lq

Il Independent Expert's Report means the report of the
Independent Expert in Annexure B.

(s] Metabelic means Metabolic Pharmaceuticals Limited
ACN 083 866 862.

(i Nofice of Meeting means this document, the notice
of annuol general meeting of Metabolic.

iUl Offer means the terms and conditions of the offer of the
Employee Option Plan.

vl Options means unquoted options issued pursuant fo
the Employee Qption Plan where, if vested and exercised,
one Option will entitle the holder fo subscribe for one Share.

wl Performance Rights means ungquoted performance rights
issued to certain employees of the Company pursuant to the
Company's performance rights plan where, if vested and
exercised, one Performaonce Right will entitle the holder to

subscribe for one Share.




(%)

lyh

1z)

loa)

fob)

fcc)

(dd

(ee)

{f

{gg!

PolyNovoe means PolyNovo Biomaterials Lid
ACN 108 176 049.

PolyNove Shares means all fully paid ordinary shares
in the capital of PolyNovo.

PolyNovo Acqguisition means the acquisition by Metabolic

of all PolyNovo Shares frorn Xceed and CSIRO in exchange for
157.577919 and 82,951,398 Shares respectively, subject 1o the
passing of the relevant Resolutions and satisfaction or waiver
of the Conditions Precedent by the relevant parlies.

Resolutions means the resolutions thal are set oui in the
Notice of Meeting and explained in the Explanatory Statement.

Selective Buy-back means the poteniial buy back of Shares
by Meltabolic from Xceed or CSIRO (as the case may be)

in satisfaction of @ breach of a Vendor Warranty by Xceed

or CSIRO las the case moy kel in relation fo the PolyNovo
Acquisifion and as set out in the Share Sale Agreemen.

Share Sale Agreement means the agreement between
the Cemnpany, PelyNovo, Xceed ond CSIRO daled 2 Ociober
2008 in relofion to the PolyNovo Acquisition.

Shares means fully paid ordinary shares in the capital of
the Company.

Vendor Warranties means the warranties provided by Xceed
and CSIRO to Metabolic in relation 10 the PolyNovo Acquisition
and as sel out in the Share Sale Agreemen.

Xceed means Xceed Capital Limited ACN 009 181 006.
Xceed Distribution means the proposed distribution

of Shares by Xceed to its shareholders set out in
paragraph 2,12 of the Exptanatoery Statement.




NOifice Of vieelng

Notice is given that the AGM of the members of Metabolic
Phormaceuticals Limited wilt be held ol the offices of Minter Ellison
Lawyers at Level 23 North Tower, Rialto, 525 Collins Sireet, Melbourne,
Vicloria at 2.00 pm {Melbourne time] on 27 November 2008.

The business to be considered at the AGM is set out below,

Information on the resolutions to which the business relates
is coniained in the Explanafory Statement.

1. Special business

11 Resolution 1 - Issue of Shares to Xceed
To consicder and, if thought {it, 1o pass the fellowing resolution
as an ordinary resolution:

*Subject to the satisfaction or waiver of the Conditions
Preceden! and the appreoval of Resolution 2, that, for the
purposes of ltern 7 of section 611 of the Carporations Act

and for oll other purposes, approval is given o the issue

of 157.577.919 Shares to Xceed iwhich will result in Xceed
acquiring a relevant inferest in voting shares in Metabalic
which will result in its voting power in Metabelic exceeding
20%I, having regard to the terms and conditions described in
the Explanatory Statement.”

Voting exclusion

Xceed is currently not a shareholder of the Company. However,

the Company will disregard any voles cast on this Resolution by
Xceed (lo Ihe extent it is a sharehalder at the relevant voling time)
and any associate of Xceed who is o shareholder of the Company.
The Company need not disregard a vote if it is cast by a person as
proxy for a person who is entitled to vote, in accordance with the
directions on the proxy form or it is cast by a person chairing the
meeting as proxy for a person who is enfitled to vote, in accordance
with a direction on the proxy form as the proxy decides.

1.2 Resolution 2 - Issue of Shares to CSIRC
To consider and, if thought fit, o pass the following resolulion
as an ordinary resolution:

“Subject fo the satisfaction or waiver of the Conditions
Precedent and the approval of Resolution 1, that, for the
purpose of ASX Listing Rule 71 and all other purposes,
approval is given to the issue of 82,951,398 Shares o CSIRO,
having regard lo the ierms and conditions described in the
Explanatory Statement.”

Voting exclusion

CSIRQ is currently not a shareholder of the Company. However,

the Company will disregard any votes cast an this Resolution by
CSIRO lto the extent it is @ shareholder at the refevant voling lime)
and any ossociale of CSIRC who is a shareholder of the Company.
The Company need not disregard o vole if itis cast by o person as
proxy for a person wha is entifled fo vole, in accordance with the
directions on the praxy form or it is cast by a person chairing the
meeling as proxy for a person who is entitled to vote, in accordance
with a direction on the proxy form as ihe proxy decides.

1.3 Resolution 3 - Change of company name
Ta consider and, if thought fit, o pass the fallowing resolulion
as a special resolution:

“Subject to completion of the PolyNovo Acquisition, that for the
purposes of section 157(1) of the Corporations Act and all other
purposes, approval is given that the name of the Company be
changed o “PolyNovo Limited"”

Note

Under the Corporations Act, in order for this Resolutien 10 be
effective, it needs 1o be passed by o special majority of at least
75% of the votes cast by members entitled to vole on the Resolution
either in person or by proxy.



NOIICe O vieeling

1.4 Resolution 4 - Selective Buy-boack
To consider and, if thought fit, 1o pass the following resolution
as a special resolution:

*Thatin accordance with Chapter 2] of the Corporations Act,
approval is given to the Compaony for the Selective Buy-back
as defailed in the Explanatory Stafement.”

Note

Under the Corporations Act, this Resolution needs to be passed
by a special mgjority of at teast 75% of the votes cast by members
entitled to vote on the Resolution either in person or by proxy.

Voting exclusion

Xceed and CSIRO are not currently shareholders of the Company.
Howaever, in accordance with sectian 257D()(al of the Corporations
Act, no associate of Xceed or CSIRO may cast a vote in favour of
this Resolution.

1.5 Resolution 5 - Employee Option Plan
To cansider and, if thought fit, 1o pass the following resolution as
an ordinary resolulion:

"That, for the purpose of and in accordance with ASX Listing
Rule 7.2 Exception 9{b). any issue of securities made under the
Employee Option Plan be approved os an exception to ASX
Listing Rule 7.1.”

Voting exclusion

The Company will disregord votes cast on this Resolution by any
Director and any associale of any Direclor. The Company need not
disregard a vote if it is cast by a person as proxy for 0 person who is
entitted to vole, in accordance with the directions on the proxy form
or itis cast by a persen chairing the meeting us proxy for a parson
wha is entitled o vote, in accordance with a direction on the proxy
form os the proxy decides.

2. Ordinary business

21 Accounts and reports
To receive and consider the annual repori of the Company for the
financial year ended 30 June 2008.

Note
This is not @ Resolution and does not require shareholder approval.

2.2 Resolution é - Remuneration Report
Ta consider and, if thought fit, 1o pass the fellowing resolution
in accordance with section 250R(2) of the Corporations Act:

“That the remuneration report in the 2008 annuat report
of the Company be adopted.”

Note

Listed companies are required to put the remuneration report
to a vole at the Company's AGM. The Resolution is an ordinary
resolution but is advisary only and does not bind the Directors
or the Company.

2.3 Resolution 7 ~ Increase in the moximum annual
remuneration of non-executive Directors

Ta consider and, if thought fit, to pass the following resolution os

an ordinary resolution:

“That, in accordance with ASX Listing Rule 10.17 and clause 62
of the Constitution, the maximum aggregate annual sum thal
may be paid by the Company as remuneration for the services
of the non-executive Direclors be increased by $100,000

from $300,000 to $400,000 with effect on and from the date

of tha AGM.”

Exclusion Statement

The Company will disregard votes cast on this Reselution by any
Director and any associale of any Director, The Company need not
disregard a voie if it is cast by a person as proxy for a person who is
entitled to vote, in accordance with the directions on the proxy ferm
or it is cas! by a person chairing the meeting as proxy for a person
who is entilled 1o vole, in accordence with a direction on the proxy
form as the proxy decides.
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2.4 Resolution 8 - Re-election of Director [Rob Stewart)
To consider and, if thought fit, 1o pass the following resolusion
as an ordinary resclution:

“Thai Rob Stewart, being o Director who retires by rofation in
accordonce with clause 59 of the Cansiilution and is eligible
for re-election, be elected as a Director.”

Note

Rob Stewart has been a Director since 4 April 2007 and was

last re-elected on 2 November 2007, Mr Stewarl is presented

for re-election in accordance with the director rotation requirements
of the Constitution.

2.5 Resolution ¢ - Appointment of Director (iain Kirkwood)
Ta consider and, if thought fit, to poss the following resalution as
an ordinary resotution: '

“That tain Kirkwood, having been appointed a Director by the
Board on 30 April 2008, being eligible and hoving signified his
candidaiure for the office, be elected as a Director”

Note
If the PolyNovo Acquisition proceeds, it is intended that
loin Kirkwood will resign os o Direcior.

2.6 Resolution 10 - Appointment of Director (Paul Lappin)
To consider and, if thoughl fit, to pass the folfowing resolution as
on ordinary resolution:

"That Paul Lappin, having been appointed & Director by the
Board on 21 May 2008, being eligible and having signilied his
candidalure for the office, be elected as a Director”

2.7 Resolution 11 - Appointment of Director [Franklyn Brazil}
To consider and, il thoughit fil, to pass ihe following resolution as
an ordinary resolution:

“That Franklyn Brazil, having been appointed a Director by the
Board on 21 May 2008, being eligible and having signified his
candidature for the office, be elected as a Director”

3. Voting entitlement

For the purposes of the AGM and in accordance with regulation
711.37 of the Corporations Regulations 2001, it has been determined
that the members enlifled to attend and vote at the AGM shall be
those persons whe are recorded on the register of members at
2.00 pm {Melbourne timel on 25 November 2008.

4, Quorum

The Constitution of the Company provides that a querum for o
meeling of shareholders is twe shareholders present personally
or by representative, attorney or proxy.

5. Maijority required for the
Resolutions to be passed

fal  All Resolutions {except for Resolutions 3 and 4 will be passed
if at leas! 50% of the votes on each Resolution (either in person,
proxy, ailorney or by corporote representative) are in favour of
each Resolution.

(bl Resoclutions 3 and 4 will only be passed if at least 75% of the
votes on the Resolution {either in person, proxy, altomney or by
corporale representativel are in favour of the Resolution.

) Shareholders should note thoi while Resolution 6 will be
put to the meeling as an ordinary resolution, it is advisory
only and does not bind the Directors or the Company.
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. Proxies

Any member eniifled to attend and vole is entitled fo appaint
not more than two proxies 10 atiend and vote

on their behalf, The person or persons so appointed

need not necessarily be members of the Company.

Where two proxies are appointed, each proxy should be
appointed 1o represent a specified portion or number of

the member’s voting rights {failing which each appointee will
be entitled io cast half the member’s votes).

A proxy form is enclosed. Please ensure that your proxy
instructions are received not lafer than 2.00 pm (Melbourne
time] on 25 November 2008 at the Company’'s share regisiry,
Compulershare Investor Services Piy Lid:

« Mail: GPC Box 242, Melbourne VIC 3001.
» Facsimile: +613 9473 2555,

A body corporate member may elect to appoint o
represenialive, rather than appoint a proxy, in accordance
with section 250D of the Corporctions Act, Where a body
corporate appoinis a representaiive, the Company requires
written proof of the represeniative’s appointment to be lodged
with or presenied 1o the Company before the meeling.

1f you return your proxy form but do not nominate a
representative, the Chair of the AGM will be your proxy and
will vote on your behalf as you direct on the proxy form. If your
nominated representative does not atiend the meeting then
your proxy will revert to the Chair of the AGM and he will vote
on your behalf gs you direct on the proxy form. I a proxy is
nat directed how to vote on an item of business or Resolution,
the proxy fincluding, if applicable, the Chair of the AGM) may
vote, or abstain from voling, as they think fit. For the avoidance
of daubt, the Chair intends to vote, in favour of the applicable
Resolutions.

By order of the Board

P

Belinda Shave
Company Secretary
27 Ociober, 2008
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1. Infroduction

This Explanatory Statement has been prepaored to assist members
of the Company to understand the Resolutions specified in the Nolice
of Meefing that will be put Jo members at the forthcoming AGM.

2. Overview of the PolyNovo
Acquisition (Resolutions 1 and 2}

2.1 What is the PolyNovo Acquisition?

la)

{b)

]

{d

{e)

The PolyNovo Acquisifion will involve the acquisition

by Metabolic of all PolyNovo Shares from Xceed and
CSIRO. In return, Metabolic will issue 157,577,919 Shares
1o Xceed and 82,951,398 Shares to CSIRC, being a 1olal
of 240,529,317 Shares.

Completion of the PolyNovo Acquisition is subject to
the following:

lil  Metabolic shareholders must approve Resolutions
1and Z; and

i) the Conditions Precedent (os set out in
paragraph 2.7 of this Explanatory Statement)
must be satisfied or woived by the relevant parfies.

If the PalyNovo Acquisition proceeds, PolyiNovo will
become a wholly owned subsidiary of Metabolic and
Metobolic will change its nome to "PolyNovo Limited”.

The value oi the PolyNaovo Acquisition is deemed 1o be
approximately $13,158,855, bosed upon the total value
of the PolyNovo Shares that Metabolic will acquire from
Xceed and CSIRQ. Therefore, the PolyNovo Acquisition
values the issue price of each Share 1o be 5.47 cents,
based upon the totel number of Shares thet Metabolic
willissue to Xceed and CSIRO.

Immediately afier the PolyNovo Acquisition, the issued
capital of Metabolic will be as follows:

Shareholder

No. of shares %
Xceed [to be distributed to Xceed
shareholders in accordance with
the Xceed Distribution 157577819 29.07
CSIRD 82951398 1530
Other shareholders 301611409 55.63
Total T T sa2na07260 00

*  The totals include 207,288 Shares expected 10 be issued on
the exercise of Performance Rights, but do not include any
Shares that may result from the exercise of the Options as the
exercise price of the Options is significantly above the current
Share price.

2.2  PolyNovo background

{at

ibl

[l

PolyNovo is a Melbourne-based company focused on
developing its novel patented family of biodegradable
polymers NovoSorb™ for use in medical devices.

NovoScrb™ is based on the novel composition of matter
and process patents developed within CSIRO's Division
of Molecular and Health Technologies. PolyNovo is
focussed on commercigtising NovoSorb™ 1o produce

a range of medical products that can be safely broken
down and excreted (biodegradaoble) and utilised
{bioresorbable] by the human body. NovoSorb™ oflers
flexibility which allows it to be formulated either as an
injectable gel that can be cured in-situ or on demand
or as a solid form product with compressive sirength
similar to bone. NovoSorb™ can be tailored 1 large
warld markets with potential applications in areas as
diverse as orthopaedics, orthedontics, drug delivery,
wound care, tissue engineering, nerve regenerafion
and cartilage repair.

PolyMovo has signed three international deals since
2006 with some of the world’s largest medical device
companies and is expanding ils NovoSorb™ polymer
produciion capacity to supply material to these
companies for product developmen.
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PolyNovo entered info licensing, supply and investiment
agreements with US-hased Medtronic Inc (Medtronicl in
2006 for the commercialisation of NovoSorb™ focusing
on producing biodegradable stent producis, Stents are
small mesh fike tubes that are used fo open vessels
within the body, the mosi common use is for clogged
arteries and is aimed at reducing the risk of heart attack
in patients. An ideal biodegradable stent would likely
capture a significant part of the current worldwide

stent market which is estimated 1o be U335.5 billion

per annum.

PolyNovo enfered into collaboration with Biomet In¢
{Biomet] in 2007 for the development of producis for
craniat and facial surgery and for cartiage repair.
Cranial and faciat repair involves joining of fractured
bones 1o allow the bone to heal in the correct shape.
Carlilage repair involves joining of forn soft fissue

in the knee joint so that it may heal. Biomel and

its subsidiaries design, manufaciure and market
products that encompass most aspects of orthopaedic
medicine. The curren! existing global crenial and facial
bene repair market is estimated to be approximately
55600 million per annum and the world-wide value of
the cartilage repair market, for a wide ronge of cartilage
injuries, is estimated to be US$3 billion per annum.

PolyNovo entered into @ parinering and licensing
agreement with Smith & Nephew plc {Smith &
Nephewl in 2008 for the developmens, supply and
commercialisation of NovoSorb™ focusing on fracture
fixations and bone void fillers. Metallic fracture fixation
devices [screws and plates) are used in situations
where the patient will need to have some level of foad
bearing capacity in the repaired bone shortly after
treatiment. PolyNoveo and Smith & Nephew are working
on NovoSorb™ based applications that have the
potential to reduce or remove the need for traditionat
metallic fixation.

Complex orthopaedic fractures often leave areas of
haone that cannot satisfactorily be reattached using
screws and plates. In these situations bone void fillers
may be used 10 assist the healing process. NovoSorb™™
could potentially be used as bone void filler as it is
injectable and can form o porous rigid structure. The
estimated market for the first applications currently
being developed in these fields of use is estimated

to be US$I50 million per annum.

(ol

{el

PolyNovo hos other device developments, NovoSkin
and NovoCasmelica, through two joint ventures with
high profile Ausiralian-based medical professionals.,
The focus of NovoSkin is 1o develop a range of
innovative wound management products, such as
liquid bandages and a dermal matrix for full skin
thickness injuries. The focus of NovoCosmetica is to
develop a ronge of innovafive dermal filler products
[NovoFill'™;, Each venture has been established 1o
underiake the device development in the form of

a feasibility program. As the rilestones within the
feasibility programs are reached, the products are
de-risked ond their value increases. If the final
milestones are reached and successful pilot clinical
irials have been conducted, these ventures will be
incorporaied. The medical specialists incuded wilt
receive shares in the newly formed company.

PalyNovo has previously been based out of CSIRO, but
has recently entered into ¢ lease for new facilities in
Port Melbourne. A fit-out of new offices and laboratory
facilities hove commenced that will enable PolyNovo

io continue its development programs over the coming
years. PolyNovo will commence relocation 1o these new
premises ot the end of November, with the new facility
being completely functional by the end of January 2009.

Metabolic background
A summary of Metabalic's present activities is set out below.

(@) OQra! Peptide Delivery Platform

Metabolic has been developing a platform fo create
new, orol versions of a variety of injected peptide drugs.
While the project generated positive resulis from new
peptides administered orally in animal studies, the
Company was unable o solve o number of technical
issues. For this reason the project wes placed on hold
in Juna 2008 and no furiher work has been undertaken
since thot tima on this project.
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Metabolic has been working in collaboration with
Neuren Pharmaceuticats Limited {Neuren) fo develop
Neural Regeneration Peptides [INRPs), a group of
small peplide drugs that appear to protect nerves
frarn damage and help them recover, Previous animal
studies have suggested thal a possible lead drug
candidate, NNZ-4945, hos the potential to treat motor
neuron disease and peripheral neuropathy. Results
from a 2007 study in a redent mode! of motor neuron
disease using NNZ-4945 indicated that the drug
extended the life expectancy of mice with 1his disease.

There are currenily very few frectment options for this

{atal neurcdegenerative disease. Additional animal 24
studies are in progress to further fest the potential of

NRPs for motor neuron disease and further work o

seteci the best individual drug candidate within this

closs of compounds.

This programme is @ joint project with Neuren with
all infellectual property, development costs ond
commerciol ouicomes to be shared equally.

25
Osteoporosis drug
Metabalic has been developing AGD9504, o peptide
drug derived from human growih hormone, which has
previously been shown to prevent osteoparosis when
delivered aonce per day to rois, in the standard animal
models for human osteoporosis. Results from more
recent rat experiments have indicated that AQD9604
may also have a role in treating the disease, As the
drug was previously developed for obesity, Metabolic
benefits from the knowledge gained in previous clinical
Irials, and in particular its very good safely record
in humans,

Metabolic is currently preparing a dota package for
the programme and will seek to out-licence the drug
10 a partner with the capability lo manage the long
and expensive trials required for osteoporasis drugs,

(d} Future direction
The Directors have determined that in the current
circumstances rebuilding Metabolic’s pipeline by
acquisilion and development of projecis is too lengthy
a process and that Metabolic would be best served
by identifying a merger and acquisilion transaction,
such as the PolyNovo Acquisition, 10 add value in the
medium term,

Melabolic has been carefully conserving cash and
has begun the new finonciol year [2008-09] with
approximately $16 million in cash and interes! bearing
deposits, after allowing for downsizing costs.

Profile of Metabalic if the PolyNovo

Acquisition proceeds

Should the PolyNovo Acquisition proceed, Metabolic
will remain a biotechnology and pharmaceutical driven
company. The prepased acquisition of PolyNovo, while
a materiol transaction, does not preclude Metabolic, in
the medium term, from looking 1o acquire other projects
in comptementary or different fields.

Summary of the Share Sale Agreement

The table below provides a summary of the material
provisions in the Share Sale Agreement that are not
otherwise discussed in this Explanatory Statement.
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Issue Share Sale Agreement provision

Parties Metabolic, Xceed, CSIRO and PolyNovo.

Conditions precedent A summary of the material Condilions Precedent to completion of the PolyNovo Acquisition is set outin seclion 2.7in
ine Explanatory Staterment. In arder for the PolyNovo Acquisition 1o proceed, the Conditiens Precedens must either be
saiisfied or waived on or prior to 28 November 2008.

Warranties General

Xeeed and CSIRQ las the vendors] have provided worranties 1o Metabolic and Metabolic los purchaser] has provided
warranties to Xceed and CSIRO,

Given the differences in the nature of their respective organisations (Xceed is a publicly-listed entity and CSIRO
is a government organisationt, two different warranty regimes apply to Xceed and CSIRO.

Xceed and CSIRO are severally liable for their own warranties and are not joinily or jointly and severally liable.

Xceed and CSIRO vendor warranties

Xceed and CSIRQ have each provided warranties in relation fo their ability io enter into the Shore Sale Agreement,
their swnership of the PolyNovo Shares, their capacity 1o sell the PolyNovo Shares and iheir solvency position
{Absolute Warranties).

In addition, Xceed has provided secondary warranties (Secondary Warranties) in relation to PolyNovo and is
business including s to financial matters, material controcts, tox, employment, litigation, assels and the intellectual
property position of PolyNovo.

CSIRO has net provided Metabolic any secondary warranties in relation 1o PolyNovo and ils business in exchange
for a 7% reduction in Share consideration and CSIRC granting to Metabolic a first right 1o make an offer to acquire
or license new technology developed by CSIRO that would compele wilh fechnologies currently being developed by
PolyMova, This right of first offer operates for five years fram completion of the PelyNove Acquisition and is subject to
cerlain other conditions for example, CSIRQ refaining o minimum 10% Shareholding in Metabaolic).

Metabolic

The main warranty Metabolic has provided to Xceed and CSIRO is in relation o Metabolic’s nef cash position which
Metabolic has warranted to be ai least $15 million (Net Cash Position Warranty). The other warranties Metabolic has
provided include those typically provided by a purchaser in a merger and ccquisition fronsaction where shares are
issued as considerafion,

n
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Issue

Share Sale Agreement provision

Maximum liability
for warranty claims

The regime surrounding a breach of warranty by the parties is different to fypical merger ond acquisition transaciions.

Xceed and CSIRO
I %ceed or CSIRO breach an Absolute Warranly, Xceed’s maximum aggregate liability is $8,626,500 and CSIRO's
maximurn liability is $4,532,355,

If Xceed breaches a Secondary Warranty, its maximum oggregate liability is limited to the aggregate of the market
value of Shares it holds at the date Metabolic mokes o claim, plus any cosh realised from sales by Xceed of Shares.
if, for example, Xceed distributes all of its Shares pursuant to the Xceed Distribulion, Xceed's liability for a Secondary
Warranty claim will be limited to the cash realised from the sale of Shares by Xceed (if any).

Il should also be noted that during the 12 menth period from completion of the PolyNovo Acquisition, Xceed must
retain a minimum 3 million Shares (Werranly Shares] under a holding lock for the purpose of being relinquished if
Metabolic makes g warranty or indemnity claim. To the extent that Xceed is permitted to transfer or sell the Warranty
Shares, Xceed is obliged o hold on depasit cash equivalent of 5.3 cents for each Warranty Share that has been sold
or transferred lta potentially coniribute towards any warranty or indemnity claim by Metabolic).

Xceed and CSIRO may discharge their liability amounts by either paying Metabolic in cash or by refinquishing Shares
1o Metabalic pursuant to the Seleclive Buy-back [which is explained in secfion 6 of the Explanalary Statement].

Metabolic

If Metabolic breaches the Net Cash Position Warranty, its maximum aggregate liability is limited 1o the extent that
Metabalic's net cash position is less ihan $15,000,000. If this accurs, Melabolic will satisfy its liability by issuing new
Shares to Xceed and CSIRO.

If Metabolic breaches any other warranty, ifs maximum aggregate fiability is limited to $8,626,500 in the cose of Xceed
and $4,532,355 in the case of CSIRO. If this occurs, Metabolic will satisfy its liability by either paying the liability amount
in cash or issuing new Shares o Xeeed and C3IRO as relevant.

Disclosure letter
regime

Unlike typical merger and acquisition transactions where a disclosure letter is provided at the time of execution of
the fransaction documents, Xceed and Metabolic may provide a disclosure lefter fo the other at any lime up to one
business day before their respective general meetings to approve the PolyNovo Acquisition.

To the extent that a breach of warranty is disclosed, while the non-defaulting party does not have an ability fo
make a warranty claim, it may choose to terminate the Share Sale Agreament. If so, the PolyNovo Acquisition would

not proceed.

The disclosure lefter regime does not apply 1o CSIRO.
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2.6  Changes to the Board if the PolyNove
Acquisition proceeds

Board structure up fo the Proposed Board siructure if the

AGM and prior to PolyNovo PolyNovo Acquisition proceeds*
Acquisition*
Rob Stewart Rob Stewart

{Non-executive Chairman) INon-executive Chairman)

Paul Lappin
(Non-execulive Director)

Paul Lappin
{Non-executive Director)

Franklyn Brazil
{Non-executive Director]

lan Griffiths
[Chief Executive Officer
and Managing Director}

Franklyn Brazil
[Non-executive Director}

latin Kirkwoad
[Non-execulive Director)

Don Clarke
{Non-executive Director}

Stewart Washer*
(Xceed-oppoinied Director]

Bruce Rathie®
[Non-execulive Director)

*  Subjectto the passing of relevant re-election and election ef Directors
Resolutions.

+  Subject 1o the appointment ot the new Directors, lain Kirkwood and
Don Clarke will resign us Direclors.

¥  Stewort Washer, os Xceed's Board representalive [or such cther person os is

epproved by Metabolic from time to time), will be appointed to the Board and
will remain as a Director for so long as Xceed ho'ds at least 10% of the issued

share ¢opital in Metabolic. Xceed will hold below 10% of the issued share
capital in Metabelic upan completing the Xceed Disitibution,

A~ Bruce Rathie is on existing PolyNovo directer ond wili be appainted to
the Board for an initial period (g minimum of six monthsh undif such time
os the Board identifies and approves an appropriate replacement Direcior
with relevant experience. Mr Rathie will then resign as o Director and the
replocement Dircctor wall be appointed to the Board to fill o cosual vocuncy
and be subject to normal re-eleclion by the Compeny's members.

i the PolyNovo Acquisition proceeds, it is intended tha! lan Griffiths
will become the chief executive officer and managing director of
Metabolic. For the avoidance of doubt, if the PolyNovo Aquisition
does not proceed, Dr Griffiths will not become a Director or an
employee of Metabalic and no Options wilt be issued to Dr Griffiths.

As part of the remuneration of tan Griffiths, Metabelic proposes
to issue 7,500,000 Options in three irenches each of 2,500,000
Optiens| 1o Dr Griffiths at an exercise price of 6 cents per Option.
The vesting of each tranche will be subject to meeting operational
and financial performance hurdles set by the Boerd each relevant
financial year. Any unexercised Options will expire on the fifth
anniversary from the date of grant.

What Conditions Precedent need to be fulfilled or
waived for the PolyNovo Acquisition to proceed?
The PolyNovo Acquisition is subject to following the
Conditions Preceden! that must either be satisfied or
waived on or before 28 Novemnber 2008 or such other
date as agreed by the retevant parties entitled to the
benefit (os noted below in brackets):

(al

ki

[e)
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approval of the PolyNove Acquisition by the
shareholders of Xceed and Metabolic IMetabolic,
Xceed and CSIROI;

approval by the ASX in relation to completion of the
PolyNavo Acquisition, or 1o the extent that cerlain ASX
requirements musi be mey, the satisfaction of those
ASX requirements [Metabolic, Xceed and CSIRQ),

there is no material breach of the warraniies provided
by Metabolic befare completion of the PolyNavo
Acquisition [Xceed and CSIRCE,

there is ne moterial breach of the warranties provided
by Xceed and CSIRO before comptetion of the PolyNovo
Acquisition [Metabolic);

the agreement of Medtronic inc, ¢ US company

with which PolyNovo has entered info an investment
agreement under which Medtronic Inc can subscribe
for shares in PolyNovo on the happening of certain
events) on terms accepiable to Metabolic:

lil to completion of the PolyNovo Acquisition; and

{il 1o waive its right fo invest in PolyNovo or accept
a right to invest in Metabolic in substitution and to
waive some of its other rights under the investment
agreement and other agreements [Metabolicl;

an employment agreement between Metabolic and
lan Griffiths has been executed {subject 1o completion
of the PolyNovo Acquisifion) on terms reasonably
acceptable 1o Metabolic IMetabslicl;

cancellation of all exisling opfions in PelyNovo

and agreement between the parties upon the

issue of new Opions 1o current PolyNove employees
{Metabolicl; and

confirmation in respect of ceriain adminisirative
matters in relation to PolyNovo intellectual property
rights [Metabolic].
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What has the Independent Expert said?

The Independent Expert has concluded that the PolyNove
Acquisition is fair and reasonable to the shareholders of
Metabalic. A copy of the independeni Expert’s Reportisin
Annexure B.

What will happen if Resolutions 1 and 2 are passed?

la}

{ol

{f both Resolutions 1 and 2 are approved by
shareholders and all Conditions Precedent are fulfilled
or waived, the PolyNovo Acquisition witl proceed.

However, if both Resolufions 1 and 2 are approved
by sharehatders but not ofl Conditions Precedent
are fulfilled or waived. the PolyNovo Acquisition will
not proceed unless Metabolic, Xceed and CSIRO
agree otherwise,

What are the implications if Resclutions 1.and 2
are not passed?
if both Resolutions 1 and 2 are nof passed:

{al

bl

o]

id
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[i)

the PolyNovo Acquisition wilt not proceed:

the Company will not change its name, (as
conternplated in Resolution 3);

Don Clarke and loin Kirkwood will nol resign
as Direclors;

Metabolic will have incurred costs and expended
management ime and resources in developing and
pursing the PolyNovo Acquisition without the benefils
of the PolyNovo Acquisition being delivered;

Metobolic will continue in its current form and ihe
Board will continue 1o look for further merger and
acquisifion opportunities or conduct an orderly
voluntary winding up and return any cash then
accumulated to shareholders; and

ihe value of the Shares each shareholder holds

in the longer term may rise above or fall below
the prewvailing price of Shares at the time of moking
yaur voting decision.

14
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When will the PolyNovo Acquisition proceed,

if epproved?

It is expected thai cornpletion of the PolyNovo Acquisition
will take ptace immediately following all Conditions
Precedent having been either satisfied or waived. If. as
expected, all Conditions Precedent iother than Xceed and
Meiabolic shareholder approval) have been satisfied or
waived prior fo the AGM, and assuming both Resolutions
1and 2 are approved, it is expected that completion of the
PalyNovo Acquisition will take place on 28 November 2008.

How will Xceed deal with its Shares after the Proposed

Acquisition?

{ab As part of the PolyNovo Acquisition, Xceed is required
to distribute the Shares it receives pursuant fo the
PolyNovo Acguisition lexcepi for 7.4 million Shares that
Xceed intends to retain} to its shareholders within
a timeframe that is expected to be no greater than
one month from completion of the PalyNovo Acquisition.

{bl 1f the Xceed Distribution has not occurred within three
months from completion of the PolyNovo Acquisition,
all Shares that Xceed receives lincluding the 7.4 million
Shares that Xceed intends to retain) will be subject
lo ASX-imposed escrow until the first anniversary of
complefion. In that instance Xceed must, at the end
of the ASX-imposed escrow period commence an
orderly sell-down of the Shares it holds (excluding
the 7.4 million Shares it intends fo retaini so thal by no
later than six months after that date lie 18 months after
completion], Xceed will own not rare than 10% of the
issued capital in Metabolic.

What are the benefits of the PolyNovo Acquisition?
[l PolyNovo's NovoSorb™ has a defined future
development puth underpinned by executed
international licensing deals with very large
international medical device companies [such
as Medironic, Biomet and Smith & Nephewl.

Ib} The revenue poteniial of these contracts is substantial.
The global markets for the various medical producis/
devices being developed using the polymers developed
by PolyNovo are targe. For example, the estimated
global sales for stents are around US$5.5 billion
per annum.

Iy NovoSorb™ presents lower risk than for the ofher
programmes in Metabolic’s pipeline because the
pathways to market are typically faster and lower
cost for medical devices than drug devefopment.
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(dl The development time and costs for medical devices (in
which NovoSorb™ is to be used) are generally shorler
and lower than for new drugs and therelore present
less risk o Metabolic.

(el PolyNovo has a diverse portfolio of potential products
with potential applications in areas as diverse as
orthopaedics, orthodentics, drug delivery, wound care,
tissue engineering, nerve regeneration and cartiloge
repair. Therefore, there is less reliance on o single
product for success.

(il Melabolic’s cash will enable PolyNovo to accelerate
its current development plan 1o deliver on its licensing
deals.

[g) PolyNovo's currens projected cash requirements qre
comfortably within Metabolic’s existing cash reserves.

What are the disadvantages of the PolyNovo
Acquisition?

As a resull of the PolyNove Acquisition, it is likely that
Metabolic will not be able to undertake other immediate
merger and acquisition opporiunities.

What are the risks of the PolyNovo Acquisition?

The below list of risk factors should not be taken to be an
exhaustive description of risks faced by Metabolic ar by
Metabolic’s shareholders should the PolyNovo Acquisition
proceed, The factors below, and others not specifically
referred 1o below, may in the future materially affect the
tinancial end operational performance of PolyNovo and
therefore Metabolic and the value of Shares, should the
PolyNavo Acquisition proceed.

Competitive position

{al There can be no assurance that other parties will not
develop preducts that directly or indirectly compete
with PolyNovo or supersede products (either developed
or which are being developed] of PolyNovo.

(bl The introduction of new surgical techniques or the
introduction of new drugs or medicot devices may
impact on the usefulness of PolyNovo products and
resultin limited or no market acceptonce of producls
develeped by PolyNovo. This also applies to products
developed by PolyNovo licensees,

15

fc] There may be unexpected changes in customer
dernands or expeciations for the existing products
or products currently in development by PolyNavo.

(dl Many of PolyNovo's farget applications will be
new methods of treaiment and may require
surgeon re-fraining and as such may have delayed
or no market acceptance.

(e} PolyNovo's competitors in Australio and abroad
are numerous ond Include, among others, major
multinalional companies, There ¢an be no assurance
that PolyNovo's competitors will not succeed in
developing technologies and products that are more
effective or which are delivered to the retail markel
faster, than any which are, or are being developed,
by PolyNovo.

(fl The performance of PolyNovo's products is erifical
to its reputation and io its ability to achieve market
acceptance of these products. Any product failure
could have a materia! adverse effect on PolyNovo's
business, resulfs of operations and financial conditions.

Regulatory environment

(gl Products derived from PolyNovo's research and
development moy be subject to numerous government
regulatory approvals and controls throughout the waerld
and these wilt affect both the timing and the costs of
bringing these products 1o the marker.

{hl Detays or tailures in obtaining regulatery approval for
a product would be likely to have a serious adverse
effect on the volue oi PolyNovo and have a consequent
impact on the financial performence of PolyNovo.

Inteliectval property and litigation

[ Medical devices are often the subject of product faiiure
based litigation, Polymers ore required to be delivered
which must conform to the specification grades which
are 10 be used in medical devices as stipulated in
certain coniracts to which PolyNovo is a party. Supply of
matericls that fail to meet such specifications that are
used in medical devices carries a risk of fiability in the
case of device failure.
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Patents are often ¢reated around medical device
design. A medical device made from NovoSorb™ may
be part of a future legal dispute which could lead fo
delays in sales, reduced revenue from sales or the
device being withdrawn from the market enfirely.

Sorne devices may be consiructed in part with
NovoSorb™ and have other technologies incorporated
info the device. No guaraniee can be given that
unforeseen technical, fegal, financial or clinical
complications will not arise through the amalgamation
of NoveSorb™ and the other technolagies in the device.

Because the patent positions of biotechnology
companies can be highly uncertain and frequently
involve complex lega! and scientific evaluation, neither
the breadth of claims allowed in biotechnology patents
nor their enforceability can be predicted. There can

ba no ossurance that any patents that PolyNovo may
own or control or licence now and in the future will
atford PolyNovo commercially significant protection

of its intellectual property or its projects or have
commercial application.

{m) The testing, marketing and sale of new technology

based products entails an inherent risk of product
liability, and there can be no assurance that product
linbility claims witl not be asserted against PolyNovo.

Reliance on ¢ smali number of licensees
in} PolyNovo will be dependent on a relatively small

number of key long-term licensees. Any circumstance
that causes the loss of one or more commercial
arrangemenis with any of these licensees, could
materially impact on the operating resulis of PolyMNovo.
In particular, o significant portion of PalyNovo's
income Is expecied to be derived from the ticensing
arrangements with Medtronic Inc. Loss of income from
this licensing arrangemeni would materially affect
PalyMovo's {ulure profilability.

3. Issue of Shares to Xceed
(Resolution 1)
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Item 7 of section 611 of the Corporations Act

{al

(k)

fcl

(cl)

=)

{fh

Shareholder approval is required under section 611
item 7 of the Corporations Act for the proposed issue
of Shares to Xceed in accordance with Resolution 1.

Shareholder appraval under section 611itemn 7 of the
Corporations Actis an exception under ASX listing
rule 7.2 and therefore, shareholder approval under
ASX listing rule 7.1 is not required for the issue of
Shares to Xceed.

Subject to a number of exceplions, section 606 of

the Corporations Act prohibits ¢ person acquiring a
relevant interast in issued voling shares in a company if,
as a result of the acquisition, that person’s or sormeone
else’s voting power in the company increases from less
than 20% 1o more than 20%, or from a starting point
that is above 20% and below 90%.

“Voting power" is defined in section 610 of the
Corparations Act as meaning the fotal number of votes
attached fo all the voting shares of a person and their
associates as a percentage of the tolal vating shares in
a company.

ltem 7 of section 611 of the Corporations Act provides

an exception 1o the prohibition in section 606 of the
Corporaliens Actin circumstances where shareholders
of o company approve an acquisition of shares by virue
of an allotment or acquisition o1 a meeting a1 which

no votes are cast by parties involved in the proposed
acquisition, including their associates.

The requirement to obiain shareholder approval under
itemn 7 of section 611 of the Corporations Actis a means
by which the rights of existing shareholders may be
prolected in circumstances where conlrol of a company
may change.

The Company currently has 301,404,121 Shares on issue,
207,288 Performance Rights on issue and 363,233
Opfions on issue. If those Performance Rights are vested
and exercised, o total of 301,611,409 Shares would be
on issue.
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The Opfiens currently on issue have been disregarded as lc}
the exercise price for these Options is significantly above the
current Share price.

As at the date of this natice, Xceed holds no Shares and

its voting power in the Company is 0%. Assuming no other
new Shares are issued, as Xceed's shareholding in the
Company will be 29.07% (until such time Xceed conducts

the Xceed Distribution or a sell-down of its Shares), approval
of Resolution 1is sought to enable Metabolic to issue
157,577,919 new Shares to Xceed.

3.2

{al

(b}

Information prescribed by ASIC Regulatory Guide 74

ASIC Regulatory Guide 74 "Acquisitions agreed to by (d}
shareholders” specifies certuin information that must

be provided to shareholders where their approval of

a proposed issue of shares in a company is sought.

Accordingly, the foltowing information is provided

regarding the proposed issue of new Shares lo Xceed

pursuant io the Proposed Acquisition.

Identity of the person proposing to acquira new Shares
If Resolution 1is passed, 157,577,919 new Shares will be
issued to Xceed. Xceed is an investment company based in
Perth, Australia and is listed on the ASX. Historically, Xceed
has worked closely wilh CSIRO to successfully spin-off two
companies. These companies, Boron Molecular Py Lid
(Boren) and PalyNovo both commenced with exclusively
licensed or assigned core lechnologies developed by
CSIRO, Xceed's primary focus hes been 1o provide PolyNovo
and Boron with the rescurces necessary to ensure their
technologies are successfully commerciclised.

Associates of Xceed

tan Griffiths, Peter Francis, George Cameron-Dow and
Patrick O'Conner are directors of Xceed and are therelare
deemed 1o be associates of Xceed.

(il lon Griffiths has an inleresl in 1,666,667 Shares:

lit Peler Francis has an interest in 3,343,333 Shares:

il George Carneron-Dow has an interest in 400,000
Shares; and

livl Pairick O’Conner has aninterest 575,393 Shares,

Full particulars (including the number and the
percentage) of the Shares which Xceed will be

entitted to immediately before and after the

PolyMovo Acquisition

As af the date of this nolice, Xceed currently holds no
Shares. The number of new Shares to be issued to Xceed
pursuant to the PolyNovo Acquisition will be 157,577,919.
Assuming no additional new Shares are issued 10 Xceed,
this will constitute a percentoge holding of 29.07% of the
total number of Shares on issue in the Company (uniil such
time Xceed canducis the Xceed Distribution or a sell-down
of its Shares|.

The identity of any person who will have a relevant
interest in the Shares to be allotted

If Resolution 1is passed by the shargholders and the
PolyNovo Acquisition proceeds, new Shares will be issued
to Xceed and Xceed will have ¢ relevant interest in those
new Shores.

Under section 608l of the Corporations Act, a person
has a ‘relevant interes!” in securities {such as shares in
a componyl if they:

{il are the holder of the securilies; or

{ll  hove the power 1o exercise, or control the exercise of,
a right to vote attached to the securities; or

fiiil hove the power 1o dispose of, or control the exercise
of a power to dispose of, the securities.

The Corporations Act also provides that a person has

a relevant inferest in any securities in a company which
are held by a body corporate in which the person’s voting
power is above 20%. A person is also deemed to have a
relevant interest in any securities in a company which are
held by a body corporate that the person contrals.




eXptanaiory siarement

tel

The voting power that Xceed would have as a result of
its acquisition of new Shares, and the maximum extent
of the increase in Xceed’s voting power in the Company
that would result from its acquisition of new Shares
Xceed currently holds no Shares. The number of new
Shares o be issued to Xceed pursuant io the PolyNovo
Acquisition will be 157,577.919 Shares which, assuming

no additional new Shares are Issued, would constitule a
percentage holding of 29.07% of Metabelic’s Share capital
{until such fime Xceed conducts the Xceed Distribution or

a sell-down of its Shares),

Therefore, the maximurn extent of the increase in Xceed's
voling power in the Company os ¢ result of the PolyNovo
Acquisilion is 157,577.919 Shares or 29.07% (unfil such time
Xceed conducts the Xceed Distribution or a sell-down of
its Sharesl.

identify ossociations and qualifications of any proposed
Director,
If the PolyNovo Acquisition proceeds, itis intended that:

(it san Griffiths will be appointed as chief executive officer
and managing Director of the Company:

[il Stewart Washer, as Xceed's Board representative {or
any other person as approved by the Board from time
io fimel, will be appointed as a Direclor for so long as
Xceed holds at least 10% of the issued share capital in
the Company; and

fiiil Bruce Rathie, a current director of PolyNovo, will be
appointed as a Direcior for an inilial peried (o minimum
of six months] until such time as the Board identifies
and approves a replacement Director who has
relevan! experience. Mr Rothie will then resign and
his replacement will be appointed to §ill a casual
vacancy and be subject to nermal election by the
Company’s members,

Biographical details of each of Dr Griffiths, Mr Raihie and
Dr Washer are as follows:

Dr lan Griffiths Ph.D, BSc in Polymer Science {UMIST, UK),
Dip Business Administration

Dr lan Griffilhs is the inqugural Chief Execulive Officer of PolyNovo.
He has a degree in polymer chemistry and a Ph.D. in polyurethane
physics from the University of Manchester (UK). Dr Griffiths has
exlensive experience in the sel-up, management and development
of bioralerials companies.

Dr Griffiths was a founding member of In-Vibo, a biomaterials
subsidiary business of Victrex Internationat Ltd. Following this,
he joined AofTech international and worked within their

cardio vascular division, before being seconded 1o ossist in

the running and development of Aortech Biomaterials Pty {td
tAortech Biomaterials) a newly acquired technology stari-up
business in Melbourne, Australia, As Business Unit Director at
Aartech Biomatericls, Dr Griffiths maonaged the esloblishment
of manufacturing facilities, technology transfer from CSIRO and
eventually took over business development acliviltes, Dr Gritfiths
worked with the group CEO to conclude a series of fransactions
with Aortech Biematerials’ technology (Elast-Eon} including those
with $1 Jude Medical {pacemaker leads), Edwards Life Science
theart valves) and Abbott Laboratories (stent coatings].

He has specific indusiry knowledge and commercial experience
in the fields of cardiac surgery, inferventional cardiolegy, cardiac
rhythm management, orthopaedics and cosmelic surgery. He
has worked with developmeni groups ond regulatory agencies
on numerous medical devices that are currenily commercially
avaitable,

Dr Gritliths has also served on the Board of Xceed fer ihree years.

My Bruce Rathie B.Com, LL.B, MBA, Grad Dip CSP, 5A fin.,
FAICD, FAIM

Mr Bruce Rathie is the inaugural Non-Executive Chairman of
PalyNovo. He is cusrently the National Executive Director of the
Australian Institute of Manogement and holds degrees in law,
commerce and business. Mr Rathie is also a Fellow of AICD and
AlM and is a member of Chartered Secretaries Austrolia and the
Financio! Services Institute of Australosia.

He is a former partner in @ major Queensland legal firm ond was
Senior In-House Counsel to Robert Holmes o Court's Bell Resources
in the mid 1980's. He received his MBA from Geneva University and
IV and then went into investrnent banking in 1986 which ook him
1o New York for two years returning to Sydney in 1990.
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Mr Rathie spent the 1990’5 in the finance industry in Sydney, the

las! five years as a Director of Invesimeni Banking and Head of

ihe Industrials Group at Saloman Smith Barney where he handled
the firm's role in the privatisations of Qantas, ihe Commonwealh
Bonk ond Telstra. He has been in business since 2000 and is
currently Chairrnan of Uniting Care Ageing NSW & ACT, Chairman
of Biolayer Corporation Limited (ASX: BLS), a Non-Executive Direclor
of USCOM Limited [ASX: UCM), a Non-Executive Birector of DataDot
Technelogy Limited (ASX: DDT), Chairman of DataTraceDNA Ply Ltd
and a Director of Carbon Energy Pty Lid.

Dr Stewart Washer BSc, Ph.D Biotechnology

Dr Washer has been an Executive Director of Xceed since

May 2008. He has over 17 years af senior executive and hoard
experience in commercial technology companies in the medical,
food, agricultural and industrial seciors.

Dr Washer wes previcusly the founding Chief Executive Officer of
Phylogica Ltd {ASX: PYC) January 2005 - February 2008, is currently
a Non-Executive Direclor of Genesis Ltd (ASX: GEN] (Director since
June 2005}, a Non-Executive Director of Healthlinx Limited (ASX:
HTX] lappointed 1 April 2008}, and is Non-Executive Chairman of
Hatchiech Pty Lid (Chairman since Decernber 2067). He is currenily
a Venlure Pariner with the Swiss Inventages Fund, a €1.5 billion life
science fund.

He was also previously the Chief Executive Officer of Celentis where
he manoged the commercialisation of infellectual property from
AgResearch in New Zealand with 650 scientists and $130 million
revenues. During this time he formed and governad a number

of successiul biotechnology cornpanies hat employed over 100
people with profitable revenues in excess of 530 million and
founded BioPacific Ventures, a $120 miltion life-science fund.

Dr Washer also sits an the Senate ot Murdoch Universily as
a Senctor and is on the Federat Government Advisory Panel
for Indusirial Biatechnology and is a Direcior of AusBiotech
Organisation,

Xceed’s intentions for the future of the Company if its
ocquisition of new Shares is approved

The details set aut in this section {gh are required by ASIC
Regulatory Guide 77.

f #he PolyNovo Acguisition is approved and is implemented,
and for so long as Xceed holds Shares before the Xceed
Distribution or a sell-down of iis shares, it is nol expacted
thal Xceed will have any material influence over the
decision making process in respect of the Compeny's
financial and operating policies by reason of the restrictions
on voting agreed to by Xceed {thal are summarised below
in section 3.20 of this Explanatory Statement].

It should also be noted that Xceed intends to conduct the
Xceed Distribution wishin one month after completion of the
PolyNovo Acquisition. It intends 1o relain approximately

7.4 million Shares only. Therefore Xceed is expected to have
little or no influence over the operations of Metabolic ang
no Xceed shareholder will have a significant interest in
Metabolic as a result of the Xceed Distribution.

Despite the above, and for as long as Xceed holds Shares
prior to the Xceed Distribution or a sell-down of its shares,
Xceed has indicated that its current infentions for the
Company's future are as follows:

{il Distribution of Shares
Xceed intends to conduct the Xceed Distribution.

fiil Intention to change the business of the Company
Xceed has no preseni intention of changing the primary
focus of the Company’s business.

{iii] intention to inject further capital into the Company
Xceed has no preseni intention of injecting additional
capital ino the Company.

{ivl Intention regarding future employment of the
Company’s employees
Xceed's intention is that the current employees
of the Company will be relgined in the business
of the Company.

{vi Any proposal for transferring property between
the Company, Xceed, or any person associoted
with either the Company or Xceed
There is no current proposal to ronsfer any property
between the Company, Xceed, or any persen
associated with either the Company or Xceed.
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{hi

{vi) tntention to otherwise redepioy the Company’s
fixed assets
Xceed hos no present intention of any redeployment
of the Company’s lixed assets.

fvii} intention to change the Company’s financial
or dividend policies
Xceed has no present intention of chonging the
financial or dividend palicies of the Company.

{vilil Intention to make further strategic acquisitions
and alliances
Xceed hos no present infenfion of changing the
Company’s existing strategy including any further
acquisitions or alliances.

The Directors’ recommendation regarding Resolution 1
lit tnterests of the Directors in Resolution 1
Non-Xceed shareholders
The following Birectors do not hold shores in Xceed ond
therefore do not have any personal interest in the issue {i}
of new Shares to Xceed under the PolyNovo Acquisition,
except in their capacity as shareholders in Metabolic.
These Direciors’ relevant interesis in the Shares are
as follows:

1A

Rob Stewart, Chairman, does not have
a relevant inferest in Shares.

{Bl Don Clarke, Director, has a relevant interest
in 64,000 Shares,

I

lain Kirkwood, Direcior, has a relevant interest
in 1,949,723 Shares.

Xceed shareholders

The following Directors are also Xceed shareholders
and therefore, to the extent that they hold shares in
Xceed, have a persongl inferest in the issue of Shares
to Xceed land the subsequent Xceed Distribution]
pursuant 1o the PolyNovo Acquisition in the same
manner as all holders of shares in Xceed.

D) PaoulLappin, has a relevant interest in
2,193,667 Shares and has a relevent interest in
379,900 fully poid ordinary Xceed shares and
46,666 Xceed aptions.

[E) Frankiyn Brazil, hos o relevant inferest in

45,492,701 Shares and has a relevant interasi in
387,285 fully paid ordinary Xceed shares.
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All of the Directors approved the proposal 1o put
Resolution 110 the non-associated shareholders in
the Company.

It is noted tha! Gon Clarke and fgin Kirkwood have advised
that they will resign from the Board on completion of the
PolyNovo Acquisition.

{ii) Directors’ recommendation for Resolution 1
The Board recommends that the shareholders in the
Comnpany vote in favour of Resalution 1.

The Board notes that the proposed issue of new
Shares fo Xceed pursuand to the PolyNovo Acquisition
was determined by the Independent Expert to be fair
and reasonable when considered in the context of
the interests of the Company's shareholders for the
reasons set out in the Independent Expert's Report

in Annexure B.

Particulars of the terms of the proposed allotment of
new Shares which is conditional upon, or directly or
indirectly dependent on, shareholders’ agreement to
the acquisition of new Shares by Xceed

The allotmeni of new shares by Metabolic 1o Xceed
pursuani to the PolyNovo Acquisition is conditional upon
cerfain voling restrictions. As long as Xceed ho!ds more
than 10% of Metabolic’s issued Shares, Xceed's voling
power will be resiricted and it may not vote in respect of
any of its Shares, other than in respect of the following
circumstances or events:

{Al any resolution while o dividend lor part of a dividend)
in respect of a Share is unpaid;

IBI any praposal to reduce the Share capital of Metabolic;

IC} any resotution to approve the terms of a buy-back
agreement;

D

any proposal thot affects the rights attached 1o a Share;
[E] any proposal to wind up Metabolic;

{Ft any proposal for the disposal of the whole of
Metabaolic’s property, business and undertaking;

G

during the winding up of Metabolic;
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{f)

{k)

(h

im}

{H) any resolution to appaint or remove an Xceed-
nominated Direcfor: and

Il any scheme of arrangement.

In each of the cbove circumsiances or evenis, Xcead will
[subject 1o any overriding regulatary restrictions) be entitled
to exercise the fult amount of its voting power,

The terms of ony other contract or proposed contract
between the Company and Xceed or any of their
associates which is conditional upon, or directly or
indirectly dependent on, sharehoiders’ agreement
to the acquisition by Xceed of Shares

Completion of the PolyNovo Acquisition pursuan to the
Share Sale Agreement is conditional upon Metabolic
shareholders approving both Resolutions 1 and 2.

The Distribution and Escrow Deed will only come into effect
once completion of the PolyNovo Acquisilion has occurred
pursuant to the Share Sale Agreement.

An explanation of the reasons for the proposed
alletment of new Shares to Xcead

The proposed alloiment of new Shares to Xceed under the
terms af the Share Sale Agreement will be in consideration
of the Company’s acquisition of all PolyNovo Shares that
Xeeed holds.

When the issue of Shares to Xceed is to be made

If Resolution 1is passed by the shareholders and the
PolyNovo Acquisition proceeds, it is expected the Company
will allot new Shares to Xceed in accordance with the Share
Sale Agreement on or prior fo 28 November 2008, However,
this date may change.

Independent Expert’s Report as to whether the
acquisition by Xceed is fair and reasonable

The Direclors have commissioned the Independent

Expert to prepare the Independent Expert's Report on the
quesfion of whether the acquisition by Xceed of Shares
pursuant to the PolyNovo Acquisition is foir and reesonable
10 the Company's shareholders. The Independent Expert
has concluded that the acguisition by Xceed is fair and
reasonable to Metabolic shareholders.

2

4. Issue of Shares to CSIRO

4]
{a)

{bi
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(Resolution 2)

Regulatory requirement

Under ASX listing rule 7.1, a listed company musi oblain the
approval of its shareholders before it can issue securities,
if the number of those securities plus the number of any
securities issued in the previous 12 months, (s more than
15% of the number of issued securities at the siart of that

12 month period.

If the PolyNovo Acquisition proceeds, the aggregate
number of Shares that Melabotic will issue 10 CSIRC will be
more than 15% of Metabolic's Share capilal. Therefore, the
proposed issue of Shares 1o CSIRO will require shareholder
approval under ASX Listing Rute 7.1,

Required information

ASX Listing Rule 7.3 requires the following information obout
the proposed issue of Shares pursuant 1o the PolyNovo
Acquisition to CSIRO to be provided to shareholders.

{a} Allottees
if Resolufion 2 is approved by shareholders and the
PolyNovo Acquisition proceeds, Metabolic will issue
Shares to CSIRO.

(b} Maximum number of securities to be issued

CSIRO will be issued o maximum of 82,951,398 Shares.

(c} Effect of the issue
As at the date of this notice, CSIRO does not have
a relevani interest in Shares or any other securities
in Metabolic,

The aggregaie of Metabolic's current Shares and
Performance Rights is 301,601,409 securities. Melabolic
also has 363,233 Oplions on issue however, these
Options ore of no significance as the exercise price

for these Options is significantly above the currenl
Share price. At cornpletion of the PolyNovo Acquisition,
82,951,398 new Shares will be issued to CSIRO.
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After the PolyNovo Acquisiiion, the issued capital of Metabolic will
be as follows:

Shareholder

No. of shares %
¥ceed (lo be distributed to Xceed
sharehotders in accordance with
the Xceed Distribution) 157,577,919 2907
CSIRO 82951398 15.30
Cther shareholders 301,611,409 55.63
Total 542,140,726 100

*  Includes 207,288 potential Shares from the exercise of
Performance Rights. Excludes Qptions because the exercise
price is significantly abave ihe Share price.

{d) Issue date
The Shares referred 1o above will be issued to CSIRO on or

prior to 28 November 2008, although this date may change.

(e} Issue price
The value of the PolyNovo Acquisition is deemed to be
approximately $13,158,855, based upon the total value
of the PalyNova Shares that Metabolic will acquire from
Xceed and CSIRO.

Therefore, the value of the PolyNova Acquisition values the
issue price of each Share to be 5.47 cents, based upon the
tolad number of shares that Melabolic will issue to CSIRO.

{f) Terms of issue
The Shares issued to CSIRO will rank equally with and
have the same rights as other Shares except thai CSIRO
will only deal with the Shares it holds on an orderly basis
and subiject fo notifying Metabolic.

lgl Funds raised

No funds will be raised as part of the PolyNovo Acquisition.
43 Directors’ recommendation
The Board recommends that members vole in favour of
Resolution 2 1o approve the issue of Shares to CSIRO in
accordance with ASX Listing Rule 7.1,
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5. Change of Company name
(Resolution 3)

5.1 Background

la) Subject to completion of the PolyNovo Acquisition,
the Compony is also proposing to chonge its name
to “PolyNovo Limited”. The Directors consider that a
new name for the Company is appropriate in light of
the Company’s acquisilion of PolyNovo and will better
reflect the overolt future aperations of the Company.

(o] The change of the Company’s name from “Metabolic
Pharmaceuticals timited” 1o “PolyNovo Limited” requires
approval of the Company’s shareholders by special
resafution. It should be noted that under the Carporations
Act, a special resolution needs to be approved by a maojority
of at least 75%, of the voles cast by members entilled to
vote on the Resolution.

(el If shareholders de not approve Resolution 3 but
approve Resclufions 1 and 2, the PolyNovo Acquisition
may still proceed.,

5.2 Recommendation of Directors

The Board approved the proposal to put Resolution 3 to the

shareholders. The Board recommends that shareholders

vote in favour of Resolution 3 io change the Company's
name to PolyNovo Limited.

6. Selective Buy-back [Resolution 4)

4. What is @ Selective Buy-back?
{ab A selective buy-bock occurs when a company buys
back some if its shares from one or more selected
shoreholders.

(bl A company may buy back its own shares if:

lil  the buy-back does not materially prejudice the
company's ability 1o pay its creditors;

(it the company follows the procedures in sections
256A to 259F of the Corporations Act; and

fiiil the company’s consfitution does not prohibit or
restrict share buy-backs.
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6.2

6.3

6.4

What is the purpose of the Selective Buy-back

{al Xceed and CSIRQ have provided certain Vendor
Warranties to Metabaolic. The Vendor Warranties
are sef out in the Share Sale Agreement.

Ib) 1T a Vendor Warranty is breached by either Xceed
or CSIRO [as the ¢case may bel (Licble Vendor) after
completion of the PolyNove Acquisition and before
the first anniversary of completion, Meiabolic may
make o claim for breach of a Vendor Warranty.

A Liable Vendor may salisfy their liability by either:

{ii paying the liobilily amount to Metabolic; or

lil refinguishing Shares they hold 1o Melabolic
lto the vatue of the liability amount] pursuant
to the Selective Buy-back.

(e} Therefore, the purpose of Resolution 4 is 1o seek
shareholder approval in advance in case a Selective
Buy-back needs to be conducted by Metabelic for the
purposes of paragraph 6.2(blii).

Is Metabolic obliged to conduct a Selective Buy-back?
If shareholders approve Resofution 4, Metabolic will not
conduct a Selective Buy-back unless paragraph 6.2(b}

(i applies. If a Seleclive Buy-hack cannct be conducted
because a Liable Vendor has an insufficient number of
Shares 1o be bought back, the Liable Vendor must satisfy
its liability in cash.

How many Shares will be bought back under

o Selective Buy-back?

{o) Should a Selective Buy-back proceed, the number of
Shares thai will be boughi back from the Liable Vendor
will be determined by the following formule:

A=B
c

where:

A = Number of Shares that the Liable Vendor must
relinquish 1o Mefabolic pursuant to a Selective
Buy-back;

B = The total liability of the tiable Vendor in respect of
1he relevant cleim for a breach of Vendor Warranty
made by Metabolic; and

C = Value of a Share valued at the last closing price of
Shares as at or prior to the date a breach of Vendaor
Warranty claim is made by Metabolic).

bl The number of Shares that Metabalic will buy back
will be subject to the number of Shares the Ligble
Vendor holds at the lime a claim for ¢ breach of Vendor
Warranty is made by Metabolic.
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8.5

4.6

8.7

6.8

6.9

6.10

&1

[¢) The Buy-back Shares will be cancefled immediately
after ihe Selective Buy-back is conducted.

Share capital details

{o} Upon completion of the PolyNova Acquisition,
Metabolic will have 542,140,726 Shares (including
Shares represented by Performance Rights! on issue.

bl The number of Shares the Company will have on
issue after a Selective Buy-back will reduce according
io the number of Shares that are bought back from
aliable Vendor.

Purchase price
If a Selective Buy-back is conducted, Metabolic will pay
the Liable Vendor a total of $1 for all Buy-back Shares.

Source of funds and financial effect

The totat purchase price ($1) for the Buy-back Shares will

be paid ou! of Melabolic’s cash reserves and the payment
will obviously not adversely effect Metabolic’s ability 1o carry
on business.

Impuct of the Selective Buy-back on creditors

The Directors do not believe that a Selective Buy-back if
conducied) will have ar adverse effect on the crediiors
of Metabolic.

Advantages of the Selective Buy-back
The Directors have identified the following advanioges
of carrying out the Selective Buy-back:

la] The Buy-Back Shares will be cancelled and less
Shares will be on issue reflecting to some degree
the toss incurred by Metabolic.

bl As a result, eoch continuing Metabolic shareholder's
percentage ownership in Metabolic will increase.

Disadvantages of the Selective Buy-back
The Directors are not aware of any disadvaniages
of carrying out the Seleciive Buy-back.

Directors’ recommendations and interests
The Board recommends that shareholders approve the
Selective Buy-back and vote in favour of Resolution 4.
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7. Employee Option Plan

ial

{b)

il

Idl)

le]

1]

(Resolution 5)

Under Listing Rule 7.1 of the ASX Listing Rules, the prior
approval of the shareholders is required to approve an
issue of shares and/or grant of eptions if the securities

will, when aggregated with securities issued by the
Company during the previous 12 months, exceed 15%

of the number of securities on issue al the commencement
of that 12 month period.

ASX tisting Rule 7.2 {Exception 9ibll provides that ASX Listing
Rule 7.3 does not apply to an issue of securities under an
employee incentive scheme if, within three years before the
date of issue, either:

[l holders of the ordinary securities of the listed company
have approved the issue of securities under the
employee incenlive scheme as an exception to Lisfing
Rule 7.); or

(i) inthe case of a scheme established before listing,
a summary of the terms of the scheme were sel oul
in the prospecius.

Accordingly, Resolution 5 is preposed 1o permit the
Company, if it chooses 1o do so, to issue Options under the
Employee Option Plan without those issues interfering with,
or restricting, the ability of the Company to issue securities
up to the 15% limit in any 12 month period.

The Employee Option Plan has not previously been
approved by shareholders. Presently, there are 179900
active Options issued under the Employee Option Plan that
remain unexercised. These Options have an exercise price
of $1.00 and an expiry date of 23 November 2008.

Options have been disregarded in the calculation of and
references 1o the number of Shares in this Explanatory
Staternent because the exercise price is significanily above
the Share price.

The terms and conditions of the Employee Option Plan

las amended) are summarised in Annaxure A. A copy of
the complete terms and conditians of the Emplayee Option
Plan is available far inspection by shareholders at the
Company's registered office prior ta the AGM.
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8. Remuneration Report

al

bj

il

d

(Resolution 6)

The remuneration report is in the Direciors’ report sectian
of the Company's annual repart.

By way of surnmary, the remuneration report:

[l explains the Company's remunerafion policy and
the process for determining the remuneration of its
Direclors and executive officers; and

lil sefs out remuneration details for each Director
and each of the Company’s executives named in
the remuneration repart for the financial year ended
30 June 2008.

The Directors recommend that shareholders vote in favour
of this Resolution. Section 250R(2} of the Corporations Act
requires companies to put a resolution fo their members
that the remuneration report be adopted. The vote on this
Resolution is advisory only and does not bind the Girectors
ot the Company.

The Chairman will give shareholders o reasonable
opportunity to ask questions about or to make comments
on the remuneration report.
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Increase in the maximum
annual remuneration of non-
executive Directors (Resolution 7)

Shareholders last approved an increase in the maximum
annuai remunerction of non-executive Directors at the
2004 AGM, some four years ago. Since thal time, there
has been a considerable increase in the responsibility of
Direciars and the time commitments expecied of them.
The current approved maximum is $300,000 and the
current total annuclised remuneration for the five non-
executive Directors is $294,300. The fee for the Chairman
is currently $90.000 per annum (plus superannuosion) and
the fee for each non-executive Director is $45,000 |plus
superannuation).

Following a review of the remuneration arrangements
presently in place far the Company’s non-executive
Directors, shareheldar approvatis being sought fo increase
the maximum cggregate yearly sum that may be paid

by the Company as remuneration for the services of the
non-executive Directors from $300,000 to $400,000.

The proposed increase in the maximum annual
remuneration reflacts the following factors:

il The current approved maximum remuneration
approved by shareholders does not permit the
Board 1o appoint additional Birectors;

{il The maximum annual remuneration of non-executive
Directors as a whole has nol been increased for
four financial years; and

liiit 1t will ensure that the Company will be able to maintoin
and allract high qualily Directors for the benefit of the
Company's shareholders.

The Company does not intend fo fully utilise the increase
sought in the maximum annual remunesation in the
immediate fulure. The increase in the maximum sum

is intended to provide the Company with the flexibility

1o appoint additionat Directors, compensate the non-
exacutive Directors {or the nexi few years and to enable
the Company to recruit and retgin experienced and
talented non-executive Directors.
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10. Re-election of Director
(Rob Stewart) (Resolution 8)

Rob Stewarl was appointed as a Director on 4 April 2007
and was last re-elected on 2 November 2007,

Pursuant to dause 59 of the Constitution, Mr Stewari, being

a Director, retires by way of rolation and, being eligible, offers
himself for re-election as a Director. Irrespective of whether the
PolyNove Acquisition proceeds, Mr Stewart, if re-elected, will
remgin a Director.

The Board supports the re-election of Mr Stewart.

Rob Stewart LLB (Hons}, 8.Com, MBA {Harvard)

Mr Rob Stewart joined the Board of Metabolic in April 2007.

Mr Stewart is a company director and management consuliont.
Mr Stewart gained his Bachelor of Law degree (with honours) and
Commerce degree from the University of Melbourne in 1971 and
1972 respeciively, and obigined an MBA from Harvard University
in 1976. He is currently Prasident of the Board of the Boker IDI Heart
and Diabeles Institute, Chairman of Melbourne (T Limited, Chairman
of C E Bartlett Pty Lid and a non-executive Director of Mitchell
Communication Group Limited (formerly emiich Limited) and QSR
International Pty Lid. He has prior experience in the bictechnology
sector having been Chairman of Meditech Reseorch Limited from
2005 1o 2006, when it was laken gver by Alchemia Limited, and as
Chairman of Plantic Technology Limited, o company that produces
biodegrodable packaging and other products from corn siarch
from 2004 to 2006,

Amongst other previous Board roles, he was also o nan-executive
Director of Memtec Lid, a high lechnology filiration company,

from 1988 uniil 1997. Memtec listed on the NASDAQ and then

the New York Stock Exchange prior to being taken over by a US
company in 1997, Mr Stewart was National Managing Pariner of
Minter Ellison, one of Ausirclic’s leading law firms, for 11 years,
refiring in June 1999. He also spent five years with Pacific Dunlop
from 1976 to 1981 in a variety of general nanagement positions
within the Footwear Group.

Mr Stewart brings to the Board a wealth of experience as a Direcior
and Chairman of various public lisied companies and extensive
broad renging commercial expertise.
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11. Appointment of Director
(lain Kirkwood} (Resolution 9)

Clause 58 of the Company's Constitution requires thal g Director
appointed since the last AGM will hald office uniil the next AGM
of the Company when the Director may be elected. lain Kirkwood,

who was appointed as a Direclor of the Compony on 30 April 2008,

is seeking election by shareholders,

The Board supporis the appointment of Mr Kirkwood, however it
is noted that Mr Kirkwood will resign from the Board on completion
of the PolyNovo Acquisition. If the PolyNovo Acquisition does not
proceed, Mr Kirkwood will not resign and will remain on the Board.

12. Appointment of Director
(Paul Lappin] (Resolution 10

Ciause 58 of the Company’s Constitution requires that a Birector
appoirted since the last AGM will hold office uniil the next AGM

of the Company when the Director may be elected. Paul Leppin,
who wos appointed as a Directar of the Company on 21 May 2008,
is seeking election by shareholders.

Irrespective of whether the PolyNovo Acquisifion proceeds,
Mr Lappin, if elected, will remain a Birector.

The Board supports the appointment of Mr Lappin.

lain Kirkwood MA Hons (Oxon), FCPA, FFTP, MAICD

Mr lain Kirkwood joined the Board of Metabolic in April 2008,
Mr Kirkwood is an experienced private consultant, investor

and a non-executive director of both lisied and unlisted public
companies. He haos considerable practical and operational
experience gained from a successful financial career spanning
30 years in a range of indusiries including ouditing, resources,
manufacturing and healithcare in Australia, Britain and the US.
He has been involved in numerous M&A ironsactians, IPOs and
has held o range of senior financial and general management
positions in Santos Ud, Pilkington ple, F.H. Faulding & Co Lid and
Clinuve! Fharmaceuticals Lid. He is presently a non-executive
director of Medical Developments international Limited and
Vision Group Holdings Limited.

Mr Kirkwood brings 1o the Boord expertise in business finance,
capilal raising, sirategic and restructuring projects.
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Paul Lappin CA

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

Mr Lappin is o chartered accouniant with exiensive experience

in finance and corparate transactions. He currently runs his own
managemeni and strategic planning consulting practice, and has
been invalved in negotiating several large fransactions in o variety
of industries, including biotechnology. Mr Lappin has worked for
the commercial arm of the Commanwealth Scientific and Industrial
Research Organisation [CSIRO) on various sirategic and business
planning assighments. He is Executive Chairman of Peter Rowland
Catering Pty Lid and Chairman of UCI Pty Lid.
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13. Appointment of Director
(Franklyn Brazil) (Resolution 1)
Clause 58 of the Company’s Consfitution requires that a Director

appointed since the last AGM will hold office unfil the next AGM
of ihe Company when the Direcior may be elected, Franklyn Brazil,

who was appointed as a Direcior of the Company on 21 May 2008,

is seeking election by shareholders.

Irrespective of whether the PolyNovo Acquisition proceeds,
Mr Brazil, if elected, will remain a Director.

The Board supporis the appointment of Mr Brazil.

Franklyn Brazil

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

Mr Brazil was the founding investor and o former director of
Wofif com Holdings Pty Lid, a successful online hotel
accommodation provider. He is an experienced investor who
manages a large portfolio of investments in listed companies and
has extensive commercial and rural property interests. Mr Brazil
has held a number of representative positions in his cormmunity
and in primary industry bodies at State and Nalional levels. He is
a substantial shareholder of Melabolic with sheares representing
approximaiely 15% of the Company.
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14. Further information

If you have any questions or need more information about any
of the Resolutions above, please contact the Company Secrelary,
Belindo Shave on:

Telephone: +613 9860 5700
Fax: +61 3 9860 5777

Signed

Fhse

Belinda Shave
Company Secretary
27 Octaber, 2008
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1.1

1.2

1.3
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Eligibility

The Board may offer Options 1o full or part-time employees,

Directors lincluding execuiive ond non-executive Directorst
or any ofher person that the Board determine 1o be

an employee (for the purpose of the Employee Option
Plan) of the Company or any subsidiary of the Company
{[Employeest. Subject to the Canstilution of the Company,
ihe Board is also able 1o determine the terms of issue

ihat will apply to any offers, including the exercise price,
exercise period and the restrictions, if any, on the exercise
of the Options.

Entitlement

Each Cption will, upon vesting and exercise, entitle the
holder 1o subscribe fo one fully paid ordinary Share in the
capital of the Company. When issued, each Share will rank
equally with all other Shares then on issue.

Issue of Options
There is no issue price for the Options.

Vesting

The Board will set the conditions under which the
Options will vest. Options vest earlier than the date
set oul in the offer in special circumstances (Special
Circurnstances), including:

lal death;

Ibl

if an Employee refires from the Company after
reaching the age determined by the Board to
be normal refirement age;

fc) if an Employee resigns due to total and permanent
disablement or o dismissal due to redundancy; or

id

any other circumsiances thot the Board moy consider
relevant.
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1.5

16

1.7

Transfer of Options
Qptions may not be transferred except in the following
circumstonces:

[a) with the prior consent of the Board:

il on the death of an Employee, fo their tegal personal
represeniative; or

lil 1o an approved nominee or, ofier issue to a family
rmember or a company or trust associoted with and
controlled by 1he Employee; or

[b) without prior consent of the Board in the following
circumstances:

i} following an acceptance of an offer mude under
an off-market bid relating to Cptions;

{i) 1o a bidder on the sale of the Options under
Division 3 of Part 6A.1 of the Corporations Act;

(iiil to a 100% holder on the sale of the Options under
Division 2 of Part 6A.2 of the Corporations Ac;

livi a transfer under Part 6A.3 of the Corporations Act
to a person entitled 1o acquire the Oplions under
section 661A or 664A of the Corporalions Act; or

v as approved by the Board in those circumsionces
as may be determined by the Board.

Conditions

Subject 1o the discretion of the Board, conditions may be
imposed an the exercise of Options. If exercise condilions
are aftached to Options, these conditions must also be
satisfied before the Opfions vest. These conditions will be
sef out in the Offer.

Term
The Option term will be fixed by the Board of the fime of
issue, but will not exceed five years from the dale of issue.
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Lapse of Options
The Boord may provide the Options will lapse on the
earlier of:

fal the dote five years after the oplions are granted;
ibl 60 days after o Special Circumstance arises;

tcl o determination of the Board that the Option should
lapse because the Participant, in the Boaord's opinion:

{it has been dismissed or removed from office tor
a reason which entitles a body corporate in the
Group to dismiss the Participant without notice;

(il has committed an act of fraud, defalcation or gross
misconduct in relation 1o the oflairs of that body
corporate iwhether or not charged with an offencel;
or

fiiil has dene an act which brings the Group or any
body corporate in the Group info disrepute;

{d) the date of termination or cessation of employrent
or oftice with the Company (other than by reason of
Special Circumnstances); or

le} such other date as may be determined by the Board.

The Opltions may only be exercised within the limitations
imposed by ihe Corporations Act and the ASX Listing Rules.

Exercise Price

The exercise price for an Qption will, subject to the

ASX Listing Rules and the Constilution, be the amount
defermined by the Board ai the time of the grant of the
Option. The exercise price will be set out in the Oifer. If an
Employee elects to exercise a partial emount of the Options
granted to him or her, the number must not be less than

a marketable parcel.

New Issue of Securities

An Employee may only pariicipate in new issues

of securities in the Company offered to Shareholders
if his or her Options have been exercised and Shares
have been allotted in respect of the Options.
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1.1
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Rights issues

it the Company makes o pro rata rights issue of shares

for cash to shareholders, there is @ provision for adjustment
of the Option entillement ond the exercise price of
unexercised Options in accordance with the ASX Listing
Rules to reflect the diluted effect of the issue.

Cuapital Reorganisations

If there is a reorganisation of the Share capital of the
Company. then the rights of the Qption holder (including
the number of Options to which each Option holder is
entitled to and the exercise pricel is changed 1o the extent
necessary fe comply with the ASX Listing Rules applying fo
a reorganisation of capilal at the time of ihe reorganisafion.

Takeover Bids and Sales of Business
(al Subject only to the Offer expressly providing to the
contrary, if:

lil o takeover offer or o takeover announcement
is made in respect of the Shares; and

lil ihe takeover ofter or offer pursuant to the
announcement (as the case may beis accepted
by the holders of not less than 50% in number
of the Shares,

each Participant will be entilled to immediately
exercise all Options currenily held by him or her

within the period notified by the Company.

b

Subject only to the Offer expressly providing to the
contrary, if:

{il  atakeover offer or a takeover announcement
is made in respeci of the Shares; and

liit the takeover offer or offer pursuant to the
announcement {as the case may belis accepted
by the holders of not less than 50% in number of
the Shares; and

liii) thereis a takeover offer or other offer also made
for the Options,

each Participant will be enfitled to immediately accept
ihe offer for his or her Options.
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Limit of Plan

The number of Shares {o be received on exercise
of an Option which is the subject of an Offer when
aggregated with:

{ol the number of Shares which would be issued were
each outstanding offer with respect to Shares, units
of Shares and Options to acquire unissued Shares,
under an emptoyee share scheme of the Company, to
be accepted or exercised [as the case may be); and

b} the number of Shares issued during the previous
five years pursuant to the Plan or any other employee
share scheme extended only 10 eligible employees
of the Company or of an associoted body corporate
of the Company;

bul disregarding any offer made, or optien acguired
or Share issuad by way of or as a result of an offer:

lc) to a person situated at the time of receipt of the
Offer outside this jurisdiction; ar

[d that wos an excluded offer or invitation within the
meaning of the Corperations Law as in force before
the commencement of Schedule 1o the Corporate
taw Economic Reform Program Act 1999 or

(e} thot did not need disclosure 1o invesiors because
of section 708 of the Corporations Act 2007 (Cthl; or

{f} thaot did nat require the giving of a preduct disclosure
stoternent because of seclion 10120 of the Corporations
Act 2001 Cth); or

rmade under ¢ disclosure document or product
disclosure statement,

g

must not exceed 5% of the fotal number of issued Shares as
at the time of the Offer.
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Overriding terms of issue

The Employee Option Plan specifies that, despite any
other terms of issue of Options, an Option does net confer
any right fo vole at Shareholder meetings. The Employee
Option Plan is to be interpreted in accordance with the
applicable laws.

Amendment
The Employee Option Plan may be emended by the Board
at any lime in accordance with the ASX Listing Rules.

No Quotation
The Company will not apply 1o the ASX for official quotation
of the Options.
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DMR
DMR Corpomte Py Lid A.C.N. 063 564 045
470 Colins Street
Melbourne Telephone {03) 9629 4277
Victoria 3000 Facsimile {03) 9629 4598
) ] Australia Email derek@dmreorporate.com.au
8 October 2008
The Directors
Meusbolic Pharmaceuticals Limited
Level 3
509 St Kilda Road
Melhourne, VIC 3004
Dear Sirs,
Re:  Independent Expert’s Report

{ntroduaction

You have requested DMR Corporate Pty Lid {(*DMR Corporate™) to prepare an
independent expert’s report in respect of the proposed acquisition of PolyNovo
Biomaterials Ltd (“PolyNove™) by Metabolic Pharmaceuticals Limited (“Metabolic™ or
“the Company™). The transaction, as sct out in Section 2 below, is permitied by Section
611 of the Corporations Act 2001 (“the Act™) provided it is agreed to by shareholders.

PolyNovo is developing and commercialising its biodegrudable polymer technology
NovoSorb™ for use in medical devices. NovoSorb™ was invented within the
Commonwealth Scientific and Industrial Rescarch Organisation’s ('CSIRO™) division of
Molecular and Health Technologies. The technology was approximately 5 years in
fundamental development with a large multi-disciplined team of polymer scientists and
biclogists. Once the basic safety and efficacy of these polymers had been established
PolyNovo was formed to commercialise the NovoSorh™ technology. PolyNovo is
currently owned by Xceed Capilal Limiled (“Xceed™Ya 63.9% inlerest) and CSIRO (o
36.1%F interest).

‘The Proposed Transaction

Mciabolic will complete the merger with PolyNovo if the Metabolic sharehelders approve
resolutions (1) and (2) from (he following:

{1} 'The issue of 157577919 fully paid Metabolic ordinary shares to Xceed as
consideration for the acquisition of their 63.9% interest in PolyNovo:

{2) The issue of 82951398 fully paid Metaholic ordinary shares to CSIRO as
consideration for the acquisition of their 36.1% interest in PolyNovo:

©(3)  Thechange of the Company’s name to PolyNovo Limiled: and

(4)  The approval of any issue of securities made under the Employce Option Plan.

Resolutions (1) and (2) are dependent on cach other and they are aiso dependent upan the
Company securing regulntory approvals, where applicuble. from the Australian Securities
& Investments Commission (“ASIC™). ASX and the Metabolic sharcholders.
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Resolutions (1) and (2) above represent ihe proposed trmsuction (“Proposed Transaction”™)
and the following chan illustrates the impact of the merger on the Metabolic sharchelders’
interests in Metabolic!,

Belore the Proposcd Transaction:

Sharefiolkters Newed apitul
h ho i Liivied CSIRO
ELL 1Y GlY 3615
tetabolic Pharmacesticals PolyNovao
e l,irn‘;led - Biomateriats 1t

After the Proposcd Transnction:

Shareholders Xeeed Cupimt CSIRO
L.imirted
55,657 V.0 | 140

Mcunholic Pharmaccuticnis
Limited

An integral part of the Proposed Transaction is an undertaking by Xceed that, subjeet to
receipt of the Class Ruling from the Auvstralian Taxation Office ("ATO"), or the Xceed
board of dircctors otherwise deciding, it will distribute 1o its sharcholders all but 7.4
mitlion of the Metabolic shares it receives from the sale of its interest in PolyNovo.

Alter Xceed'’s in-specie distribution:

Sharcholders CRIRO

l X0 2 ] 15 38

Merlabolic Pharmacenticals
Limited

Following Xceed’s in-specie distribution, CSIRO will hold a 15.3% interest in Metabolic
and it will become the lurgest single shureholder, Xceed presently has 1,413 shareholders
and after its in-specic distribution, Xceed's largest sharehotder will hold a 4.95% interest
in Melabolic,

The directors have requested DMR Corporate to prepare an independent expert’s report in
accnrdance with ASIC Regulatory Guide 111 — Content of expent reports (“RG 111"} in
respect of the Proposed Transaction.

3. Summary Opinions

' Muiabulic cumrenily has 301 A04,100 shares on issue anl 207 J88 performiznce rights cupable of visting nftes | July 20K,
The Metnbolic percentage [nterests in the abive clsarts ropesent the agaregation of these figures.
Page 2
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In cur opinion, the Proposed Transaction sel out in Section 2 above is fair and
reasonabte,

Qur principal reasons for reaching the above opinion are:

- we have assessed the current Metabolie sharcholders™ interests in Metabolio in a
rnge of $16,250.000 to $18.460.00U - a mid point of $17 355,000 (Section 7.7},

. we have valued the current Metabolic shareholders’ 35.696 interest in Metnbolic
after the Proposed Transaction in a range of $20,200000 to $£24.200,(00. A mid
point of the valuation range is say $22.170.000 (Section 11).

As the value of the Metabolic shareholders’ interests after the Proposed Transaction
($22,170,000) is greater than the value of theic interests before the Proposed Transaction
(517.355,000). we have conctuded 1hat the Proposed Transaction is fair,

We have also reviewed the other significant factors referred to in Section 13 of the repont
and we consider that the Proposed ‘Transaction is reasonable,

We recommend that. in the absence of a superior proposal being received, shareholders
should vole in Favour uf the Proposed Transaction.

Structure of this Report

This report is divided into the following Sections:

Jestion Lape

5 Purpase of the Report 4

6 Mewubolic - Key Infurmaiion 6

7 Valuation of Mctabolie 1

8 PalyNova - Key Information 10

9 Valuation of PolyNove L

10 Vauluation of Metabolic After the Propased Transaction 14

11 Valuation of the Metabolic Shareholdess™ Interests Afier the Proposed

Transaction i35

12. Assessinent as W Fairness 15
13 Other Significam Factors 16

14 Financial Services Guide [

Appendix

A Terms Sheet — Xeced Shares and Voling Power 19

B Metaholic - 20 Largest Shareholders — 25 August 2008 0
C-1 Mctabolic — Income Statenmients 21
c2 Meuabnlic ~ Cash Flow Stitemems n
C3 Metabolic - Balance Sheets 23
D Meuabalic —Orderly Realisation 24

E Metabolic — Share Price and Volume History 25
F-§ PalyNovo — Income Statements 26
-2 PulyNovo — Cush Flow Siatements 27
F-3 PolyNovo - Balance Sheets 23
G Suurces of Information 29

H Deelarations, Qualifications and Consents 30

Purpose of the Report
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33




DMR

This report has been prepared to meet the following regulatory requirements:

Curporations Act 2001

Section 606 of the Act comains a general prohibition on the acquisition of shares in
a company if, as a result of the acquisition, any person increases his ar her voting
power in the company from 20% or belaw to more than 20%.

Section 611 of the Act contains an cxception to the Scction 606 prohibition. For
an acquisition of shares 1o fall within the exception, the acquisition must be
approved in advance by a resolution passed at a general meeting of the company in
which shares will be acquired.

Metabolic will be seeking shureholder approval for the Propused Trunsuction
under Section 611 of the Act, as Xeeed will increase its interests in Metabolic from
nil 1o more than 20% if’ the Proposed Trunsaction proceeds.

ASIC Regulotory Guldes

This report has been prepared in accordance with the ASIC Regulatory Guides and
more particularly:

RG 111 = Content of Expert Reports {(“RG1TT™)

RG 11121 Aan issue of shores by n company otherwise prohibited under S600 may be approved
under item 7 of 5611 and the effect on the company’s shareholding is comparable 10
a takeover bid. Exemples of such issues spproved under item 7 off S6) 1 thal are
comparable o tikenver hids under Ch 6 include:

(n) o company issues securities 1o the vendor of another entity or 1o the vendor of 8
business and. as o consequence, the vendor acquires over 2000 of the company
incorpurating the merged busiesses. The vendor could hive achicved the same
or a similar outcome by lounching a serip wkeaver for the company .......

RGEIT24  There may be circumstanees in which e allottee will scquire 208 ar more ot the
voting power of the securities in the company following the alloument or increase an
caisting bolding of 207% or more, but docs not obiain a prectical measure of control o
incrense its practical control over that company. 1f the expert helieves that the
allouge has not obtained or incrvased its control vver the company as u practical
malter. then the expert could ke this outcome into account is assessing whether the
issue price is *reasonable’ if it his assessed the issue price as being "not fair’” applying
the test in RGO,

RGIELY It bas long been avcepted in Ausiruiian mergers and sequisitions priwtice thal the
wordy ‘fair ond repsonable” in 8640 established twa distiney criteria for an expernt
analysing a contro] transaction:

(a} is the offer “fair’; and
(b} ixit ‘reasonable’?

That is, "fair and reasonable” is nof regarded as a compound phrase.

RGI11,1Q0  Under this convemtion, en offcr is ‘fair” if the value of the offer price or consideration
is cquat ty or gréater than the value of the securities the subject of the offer. This
comparison  should be mnde ossuming 1005 ownemhip of the ‘trget” and
irrespective of whether the considerarian is scrip or cash, The expert should no
consider the percentsge hulding of the *bidder” or its ussociates in the larget when
making this companson. For example, in valuing securities in the target entity, it i§
inappropriate to apply a discount on the basis that the shares being acquired represcm
n minority or “pantiolio’ parcel of shares.

RGITLIT  An offer is “reasonable” if it is fair, 1t might blso be “reasonable’ if, despite being
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*not fuir', the expen beifeves that there are sufficient reasons for security holders th
aeeept the oTer in the absence ol uny higher bid before he close of the ofler,

As the Proposed Transaction will result in Xceed gaining a 29.1¢ interest in
Meubolic's voting power (plus the ability to appoint one director), ASIC
Regulatory Guide 111 requires that the Proposed Transaction be assessed as if it
was a takeover of Metabelic.

We have considered the above marters, the Binding Term Sheet and the Share Sale
Agreement agreed between Metabolice. PolyNovo, Xeeed and CSIRO in respect of
Xceed's potential 29.1% interest in Metabolic {an extract of the voting restrictions
is included in Appendix A). and we do io! consider that Xceed obtdins a
controlling interest in. or a practical measure of control over Metabolic and for
these reasons we do not consider that o control premivm, yr a discount for a
mingrity sharcholding. should be taken into accouni in our assessment as (o
whelher the Proposed Transaction is fair,

The terms “fair” and “reasonable™ are not defined in the Act, however guidance as
10 the meaning of these tepms is provided by ASIC in Regulatory Guide 111, For
the purpose of this report. we have defined them us follows:

Faimess - the Proposed Transaction is fair if the value of the current
Metabolic  sharcholders’ interests alter the Proposed
Transaction is greater than the value of their interests before
the Proposed Transaction.

Reasonableness - the Proposed Transaction is “reasonable™ if it is fair. v may
also be “reasonable™ if. despite not being “fair” but afier
considering other significam factors, shareholders should
vote in favour of the Proposed Transaction in the absence of
a superior proposal being received.

1n determining whether the Proposed Transaction is fair. we have:

. valued the current Mewabolic shareholders” interests in Metubulic
before the Proposed Transaction:

. valued the current Metabolic shardholders™ interests in Metabolic after
the Proposed Transaction;

| compared the values before and after the Proposed Transaction.

In determining whether the Proposed Transaction is reasonable. we have analysed
other significant factors, which shareholders should consider prior 1o accepting or
rejecting the Proposed Transaction.
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6.2

Metabolic - Key Information
Background

Metabolic was incorporated in August 1998 as an unlisted public company and il was
listed on the ASX in November 1998, his primary purpase was 1o develup therapies for
metabolic discases. which have application to large markets world wide, including obesity
and obesity related diseases such as type H diabetes.

In early 2007 the obesity project was ctosed and the Company was left with the followiny
projects:

(i) Neuropathic Pain

(i) Oral Peptide Delivery

(itiy Osteopurusis Treaiment with Peptide AQDY604
(iv) Neural Regenerative Peptides

fn 2007 the Company discontinucd the Neuropathic Pain project and in 2008 the Qral
Peptice Detivery platform project was put on held.

The Osteoporosis Treatment with Pepiide AODY604 project is currently awaiting receipt
of new data, which will then be packaged with previous data. and Metabalic will then seck
10 out-licence this project.

Metabolic wilt continue its vollaboration with Neuren Pharmaceuticals Limited on the
Ncural Regenerative Peptides project whilst it awaits the results (rom further animal
studies.

During the 2007/2008 financial year Metabolic expended $1.58504% on its various
projects. These expenses were classified s preclinical, clinical trials, formulation &
manufacturing and miscellancous when they were charged to the various projects.

Metabolic's intellectual propesty (“IP™) may have a valug, however the directors have
determined that a nil value should be assigred 10 the P in the 30 June 2008 financial
statements as Metabolic cannot demonstrate the technical feasibility of completing any of
the projects on a cormercial basis at this point of time,

Each of Metabolic’s key research and development projects {obesity. neuropathic. pain and
oral peptide delivery) have eilher ceased and/or been placed on hold awaiting further
resulis or data. The Company is now seeking a new direction through a merger or
acquisition with 2 new company with innovative techmologies thm are showing
possibilities of carly stage commercialisation. The Board considers that the Proposed
Transaction with PolyNovo meets these criterian and it is now seeking sharchokier
approval for the merger.

Share Capital

As at the date of this report Metabolic had 301 404,121 fully paid ordinary shares on issuc
and the major sharcholders of Metabolic as at 25 August 2008 are presented in Appendix
B. As at 25 August 2008 the top 20 sharcholders held 36.69% of the issued ordinary
capital of Metabalic.

Metabolic has 207288 performance rights still capable of vesting after 1 July 200¥,
These rights entitle the holder 1o receive fully paid ordinary shares for no consideration
once they have vested and prior to the expiry date.
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Metabolic glso has on issue 183,333 opions with an exercise price of $1.25 and 179.900
options with an exercise price of $1.00. As these options are well out of the money we
have ignored them throughout the remainder ol this report.

As the performunce rights will probnbly result in the issue of u lunher 207 288 ordinary
shares, we have added this number to the ordinary shares on issue to derive a total of
301611409 ordinary shares on a fully diluted bagis. In the Metabolic per share
calculations throughout the remainder of this repart we have used the fully diluted figure
of 301,611 409 for the number of shares gn issue.

Operating Perfarmance

Metabolic's audited income siatements for the financial years ended 30 June 2007 and
2008 are set out in Appendix C-1.

Cash Flow Slatements

Metabolic’s audited cash fkow satements for the finunciol years ended 30 June 2007 and
2008 arc set out in Appendix C-2.

Balanee Sheets

Metabolic's audited balance sheets as at 30 June 2007 and 2008 are set out in Appendix
C-3.

Valuation of Metabolic

Net Assets

The wudited balance sheet s at 30 June 2008 disclosed net assets of $16.461,066 ~ say
$16500,000 - refer Appendix C-3.  Based on the net asset backing valuation
methodology, we have valued Metabolic at $16 500004,

Orderly Realization

The value achievable in an orderly realisation of assets is estimated by determining the net
realisable value of the asscts or business segmems on the basis of an assumed orderly
realisation.  This method may ignore the ability of the asset base of the business 10
generale ongoing future camings at a level sufficient to justify a value in excess of the
value ol its assels in an orderly realisalion.

In an orderly realisstion sharcholders would be left with a listed corporate shell, which
could be uscd to acquire a new business. In our experience listed sheils in the currem
market have a value between $300,000 to $400.000 and we have added this value to the
value of the assets in an orderly realisation as set out in Appendix D.

Costs associated with the sale of the assets or business segments ore deducted as part of
the assessment. We have assessed the cost of renlising Metabolic™s assets 10 be in the
range of $100.000 to §125.000.

Appendix D details the esiimated realisable values from an orderly realisation of
Melabolic’'s net assets as between $16,250.000 and $16.565 000,
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Based on the orderly realisation valuntion methodology. Metabolic is valued in a range of
$16.250 000 and $16,565,000~ say $16250.000 to $16.550,000,

Earnings Voluation

This methodology involves capitalizing the estimated future maintainable earnings of a
business at a multiple which reflects the risks of the business and its ability to eam future
profits.

There are differemt definitions of eamings to which a multiple can be applied. The
traditiona! method is to use net profit after tax — Price Eamings or PE. Another common
method is to use Famings Before Interest and Tax, or EBIT. One advantage of using
EBIT is that it enables a valuation to be determined which is independent of the financing
and tax structure of the business. Different pwners of the same husingss may have
ditferent funding strategies and these strategies should not alter the fundamenial value of
the husiness. Other variations to EBIT include ‘Earnings Before Tnterest. Tax.
Depreciation and Amortization’ — EBITDA and "Earnings Before Interest, Tax, and
Amortization’ - EBITA.

As Metabolic dues not have a history of profitable trading nor an underlying business thal
may generate profits in the near future. we consider that this valuation methodology s rot
an appropriate methodology 10 use to value Metabelic.

Net Present Value of Futere Cash Flows

An analysis of the net present valne of the projecied cash flows of a business (or
discounted cash flow technique) is based on the premisc that the value of the business is
the et present vatue of its future cash lows. ‘This methodology requires an analysis of
futurc cash flows. the capital structure, the costs of capital and assessment of the residual
vilue of the business remaining al the end of the forecusi period.

As Memabolic does not have husiness that will generate filure positive cash flows, we
consider that the capitalisation of future cash flows is not an appropriate methodology to
use o valoe Metabolic,

Alternute Acquirer

The value that an aliemative offeror may be prepared to pay to acquire Mewbolic is o
relevant valuation methodology to be considered.

Metabolic was approached by many partics interested in pursuing a merger prior (o the
PolyNovo binding terms sheet being signed. The board assessed each of these
opportunities and determined that the PolyNovo merger represented the best gpportunity
for the Metnbalic shareholders,

In this instance we are not aware of any aliernative offer for Metabolic and we can see no
reason as W why an offer would be initiated prior 10 the Praposed Transaction taking
place.
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Share Price History

A table of the share price history ot Metabolic from 1 July 2007 to 17 July 2008 {the last
trading day before the announcement of the Proposed Transaction} is presented in
Appendix E. We comment thereon below:

Share Volumes

The table in Appendix E shows that the wial volume of shares raded was 307.583.371
and this equates to approximately 100% of the shares currently on issue. As the period
represenied in Appendix E is approximately one year, this indicates that the siock is
liquid.

Share Prices

The share price during the pertad depicted in Appendix E has ranged from a high of
$0.155 to a low of $0.026. It should be noted that the high share price was seached in July
2007 and the price has been on a declining trend since that date until April 2008. Since
April 2008 the share price has increased to approximately 50.041.

“The volume weiglied average price (“YWAP")(hased on closing prices) for the 90-day

period ended [7 July 2008 was $0.047 per share on a volume of 101874974 shares and
the 30-day VWAP was $0.041 per share on a volume of 19,717 053,

Summary - Share Price [istory

Based on the above informalion. we have formed the opinion that the Metabolic shares
have o market value in a range of $0.041 to $0.047 per sharc. 1f these values are applicd
to the diluted number of shares (301,611.409), then Metabolic is valued in a mnge of
$12.366,008 10 $14.175,736 — say $12.400.000 t0 $14.200.000.

Conclusion

A summary of the applicable valuation methoduologies that we considered in valuing
Metabolic is as follows:

Section Low High
$ $
Net Assels 71 16.504,000) 16.500 200
Orderly Realisation 72 16.250.000 16 550,000
Share Price UHistory 76 12400000 13,200,000

The share price history valuation methodology is based on the sale of minority parcels of
shares and therefore does not include a premium for control. I we were lo add a 30%
control premium to the share price valuations they would become $16.120.000 1o
$18460000. ‘This maximum value implies a value of $1,910,000 (318460000 -
$16.550,000 = $1.910.000) to Metabolic’s [P.

Having regard 10 the results of the various valuation methedélogics. we have concluded
that the value of Metabolic is in a range of $16250,000 1o $18.460,000 — mid poim
$17.355,000.
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PolyNove - Key Information

Backgroond

NovoSorb™ was invented within the CSIRO division of Molecular and Health
Technologies with a large multi-disciplined team of polymer scientists and biologists.
Once the basic safety and efficacy of these polymers had been established, Polymerco Pty
Ltd was formed to commercinlise the NovoSorb™ technology.-

Polymerco was incorporated on 27 February 2004 and on 21 June 2004 it chunged its
name to PolyNovo Biomaterials Pty Limited. On 24 August 2007 it changed its status
from a proprietary company to an unlisted public company.

There were originally four families of patent applications for NoveSorb™ and these have
now been expanded to include an additignal six families of patent applications.

PolyNovo has signed three intemational deals with major companies since 2006 and it is
expanding its NovoSorb™ polymer production capacity to supply matcrial to these
companics for product development.

PolyNovo's three intermational deals ares

1. Medtronic, Inc. {(~US8S$58bna market capitalization) — to develop NovoSorb™ for the
use in biodegradable stems;

[

Biomet, Lnc. (~US$10bn nurket capitalization) — o develop NovoSerb™ for the
use in cartilage repair and cranial repair: and

3, Smith & Nephew ple (~US$12bn market capitalization) — W develop NovoSorh™
for the use in bone void filler and tracture fixation,

Share Capital

As ot the date of this report PolyNovo had 13.833 333 fully paid ordinary shares on issue.
Xceed held 8,833,333 shares (63 9% ) und CSIRO held 5,000.000 shares {36.1%).

PolyNovo also has 1,000,000 management options on issue with an exercise price of
$020, expiring on 30 June 2010. 1t is a term of the merger agreement that these options
will be cancelled in retum for options being issued to employees under a new Employee
Optian Plan in Metabolic. Due to the immateriality of this item it has not heen taken into
account in our assessmenis.

In Junesluly 2008 PalyNovo was endeavouring to raisc equity capital and it was unable 10
do so on rezsonable terms from various veniure cupitalists. Throughout these couple of
months PolyNovo was also regotiating a merger with Metabolie and in the interim period
between the terms of the merger being agreed upon and the merger actually proceeding.
PolyNovo was in dire nced of capital to continue its operations. At this time Metabolic
agreed Lo advance up 10 $2 niillion on a loan basis providing that PolyNovo could ensure
that it could repay the loan it the merger did not proceed.

On 8 July 2008 Poly Novo announced that its major shareholder (Xceed) had signed a
subseription ugreement to invest up to a further $5.000.000 capital in PolyNovo and this
could increase its interests from 645 up to a maximum 765a. The initial subscription was
for 3A58.333 shares for a total of $2.500.000 - $0,723 per share. In addition to this initial
issue of shares Xceed would also be granted the following options in PolyNovo:
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. 2.500.000 unlisted options with an exercise price of $1.00 and an expisy dute 18
months from the datc of issue: and

. 2083333 unlisicd options with an exercise price of $1.20 and an expiry date 30
months from the date of issue,

Xceed ulso has the right 1 subscribe for another 3458333 shares for 52,500,000 on the
same hasis as above within 60 days of the initial investment being made.

We have becn advised by a PolyNova director that the above terms were the same as the
most favourable private equity offer that had been received by PolyNovo. On this basis,
the ghove agreement was entercd into hy Xceed o cnable PolyNovo to repay the
Metabalic loans should the merger not proceed for any reason.

{Operating Performance

PolyNovo's audited income statements for the financial years ended 30 Junc 2006, 2007
and 2008 are set out in Appendix F-1,

Cush Flow Statements

PolyNovo's audited cash flow statements for the financial years ended 30 June 2006. 2007
and 2008 are set out in Appendix F-2.

Balance Sheets

PolyNovo’s audiled balance sheets as a1 30 June 2006. 2007 and 2003 are set out in
Appendix F-3.

Valuation of PolyNovo

Net Assets

The audited balance sheet of PolyNovo as at 30 June 2008 disclosed net assets of
$5,105260 — say S$5.100.000 - refer Appendix F-3, Bused on the nel asset viluation
methodology the valee of PolyNove is $5.100.000.

Included in the net asscts are intangible assets of $3,100.000. There is also a deferred 1ax
liability of $1.530.000 in respect of these intangibles. [T these two items are eliminaled
from the net asscts then the net tangible assets become $§.535.260 — say $1 535.000.

However, as the intangiblc assets basically represem the underlying IP of PolyNovo. we
consider that the net tangible nsset backing valuation methodology is not applicable as a
valuation methodology for PolyNovo as it places a nil valuc on the [P.

Based on the net asset valuation methodology, we cansider that PolyNovo may be valued
at §5,100000

f£arnings Valuation

This methodotogy involves capitalizing the estimated future maintainable eamings of a
business at a multiple which reflects the risks of the business and s ahility 10 eam future
profits.
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There are different definitions of eamings 1o which a muliiple can be applied. The
traditional method is to usc net profit after 1ax ~ Price Earnings or PE. Another common
method is to use Eamings Before Interest and Tax. or EBIT. One advantage of using
EBIT is that it cnables 1 valuation to be determined which is independent of the financing
and tax structure of the business. Different owners of the same business may have
different funding strategics and these strategics should not alter the fundamental value of
the business. Other variations 10 EBIT incfude ‘Earnings Before Interest. Taa.
Depreciation and Amortization' — EBITDA and Earnings Before Interest, Tax. and
Amortization’ - EBITA.

As PolyNovo does not have a history of profitable trading, nor an underlying business that
may gencrate profits in the near futare, we consider that this valuation methodology is not
an appropriate methodology (o use to value PolyNovo.

INet Present Yalue of Futore Cash Flows

An analysis of the net present valve of the projected cash flows of a business (or
discounted cash flow technigue) is based on the premise that the value of the business is
the nel present value of its future cash flows, This methodology requires an analysis of
tuture cash. flows, the capital structure, the costs of capital and assessment of the residual
value of the business remaining at the end of the forecast period.

In May 2007. PolyNovo commissioned Acuity Technology Management Pty Lid’
(*Acuity™) 10 prepare a valuation report on its IP {i.e. the net cash flows from the expected
royalties), The initial suite of three patent [amilies {refer below) valued by Acuity relate
to biocompatible polymers suitable for forming tissue scaffolds:

I In-situ curable polymer compusitions:
2. Thermoplastic bindegradable patyurethanes: and
3. Dual or multi-stage cure-on-demund polymer compositions.

Acuity prepared the assumptions (by reference to available documentation) and the cash
flow projections for the royalty streams in relation to the above three patent families. The
cash flow projections were for a 20-year Tife cycle to coincide with the life of the patents
and the commercial agreements entered into as at May 2007,

The key assumptions made by Acuily in Lthe preparation of these cash lows weré:

Cash flow projections for Full Stent. Stent Caating. Craniofacint Reconsruction and Cartitage Repair

. The nuinber of provedures lorecast W be male for year 1 - various figures were based on the estimaled

number af procedures for each application.

Annoal market gruwth in the number of procedures - 3% per annum

Revenue per procedure - the evenue figures were eot incrensed throughout the 20 years

Royalties receivable up to the royaity cap

Milestone revenue receipts

Patent expiry date

Timing of Phases [, {1 und 11l 3and FDA approval

Costs 1o be incurred by PolyNovo in respect of patent fees, preelinicnl research, product development,

overheads and administration costs

10. Risk adjustments a1 each stnge of developmem (Prechinical. Animal Studics, Patemt Grant, Phase 11
und FOA) and the cumulative probability factor in each year

1 Tax e

[

DO W

Acuity is o consulizncy fiem that advises an R&D and its coommercialisation with o panicular emphasis on healtheare and
biotechnology. Acuiny underakes technology and muarket assessments of projects and provides advice to the developers of
high fechnulrgy products imd processex on iatelleetnal property protection fnd ils commercinlisativn, The prindpal of Acoity,
Dr David Randerson. has over 30 years experience os o practicing bigmedicnl engineer and research o iser.
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After taking all of the above into consideration Acuily concluded thav the after wax cush
flows should then be discounted using an after tax discount rate of 15%,

In respect of this valuation methodology Acuity concluded:

“Based on 4 probability adjusted discounted cash flow (~“DCF™) analysis for ngreed und putential
roventes that may derive from the Medtronic and Bigmet contracts, we offer the opinion that a falr
and reasonable after tax value is in the range of $41 million to $5) million. The revenue
projections and the eapenses {or she DCF were develuped by Acuity and were based un the cash
flow projections for products that mey derive from funher research under the coMabormiive
agreements with probability und discount rate adjustments based on published literature el
Acutly’s percephon of the risks associated  with  suceessful  prduct  dovelopment and
commercialisation.”

The independent valuation and the cash flow projections prepared by Acuity were
provided to us on a <comnercial and in confidence’ basis and we cannol disclose the
detailed information contained in these documents.

Whilst we have ¢onducted a gencral review of these documents, the aim of this review
was limited to obtaining an understanding of the structure of the cush flow projections and
the key underlying assumptions. We have not conducted a detaited. verification or audit
of the assumptions and we cannot state whether these cash flow projections will or will
niot be achieved.

We have however applied our own risk assessments to the Acuity cash flow projections
for the projecied royalty streams flowing from the Medwonic and Biomet contracls
(before the probability adjustment) and computed our awn discount rates and risk
assessments based on the current information (September 2008) facing the biotech market
sector today. The ulilisation of our own discount rates and risk assessments on the same
source dita as used by Acuity has indicated a valuation range of 310821000 to
513,526,000 - say $10,800,000 to 513.500,000.

Since the May 2007 Acuily valuation was prepared, PolyNove has entered into a
commetcial agreement with Smith & Nephew for the development of NovoSarb™ far the
usc in bone void filler and fracture fixation. PolyNovo has 3 internal development
projects to develop wounds management and cosmetic surgery products. After applying
our own discount rates and risk assessments we project that the net present value of the
royalty cash flows in these sreus to be in a range of $9,200,000 to $11.500.000.

Based on the above analysis, we consider that the net present valuc of PolyNovo's future
royalty cash flows is valued in a range of $20 000,000 to $25 000,000.

Orderly Realisation

The value achievable in an orderly realisation of assets is estimated by determining e net
realisable value of the assets or business scgments on the basis of an assumed orderly
realisation. Consequently, this method may ignore the ability of the asset base of the
business to generate ongoing future earmings at a level sufficient to justify a value in
excess of the value of its assets in an orderly realisation,

We do not consider that this valuation methodelogy is an appropriate methudology to use
to value PolyNovo, as PolyNovo is a biotech company with various technologies in the
early stages of development and they are unlikely to sell the intellectusl property at this
stage of deveiopment,
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Share Price History

PolyNovo is an unlisted proprictary company and there is no market in its shares. Since
PalyNovo was incorporated the following capital sums have been subscribed und the
imputed valuations of the company trom these subscriptions are as follows:

Date Numberof  Value Per Shaye Imputed Yalustion
Sharey uf PulyNove
May 2004 10000000 $1.01 $10,140 000
Jan 2006 2500000 $1.20 $15.000.000
Feb 2007 1333233 $1.50 $20,750.000
[RFFRRER

As referred 10 in Section 8.2 above, PolyNovo entered into a subscription agreoment for
the issue of shares with attaching options on 8 July 2008, The first wranche of the shares
were to be issued for $2 500,000 with a face value of $0.723 per share.

We understand that this subscription agreement was entered into to provide a lorm of
underwriting for the repayment of the 52,000 000 that was being advanced by Metabotic,
As such the tenns of the subscription agreement were agreed 1o by CSTRO at tess than the
market value of the shares.

Based on the subscription price of the 30,723, we have valued PoltyNové ar $10.000.000,
Conclnsion

A summary of the applicable valuation methodologies that we considered in valuing
PolyNovo is as follows:

Low: High
s §
Net Asséls 5,100,000 5,100,000

Net Presenl Value of Fuwre Cash Flows 20000000 25,000,000
Share Price History 1030000 100X WK

Having regard to the results of the various valuation methodologics. we have concluded
that the value of PolyNovo s in a range of $20,000,000 1o $25,000,000. Qur reasons for
sclecting the net present value of future cash Nows is that this valuation methodology
mos! appropriately values PolyNovo’s underlying [P and the income flows that the [P muy
generate, based on the prajections of the commercial agrecments that have been entered
into a1 the date of this report.

Valuation of Metabolic After the Proposed Transaction

Approach to the Valuation

If the Propused Transaction is approved by sharehulders, PolyNovo will become a wholly
owned subsidiary of Metabolic and its combined valuation will bt represented by the
aggregate valuations of the two companies.
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1n Section 7.7 above we valued Metabolic in o ringe of $16,250.000 10 518.460 000
In Section 9.6 above we valued PolyNavo in a range of $20 000,000 10 $25 000 000.

Applying these same valuations to the valuation of Metabolic after the Proposed
Transaction. Mewabolic would be valued at:

Low High
8 $
Metabolic - Section 1.7 16,250,000 18.460.000
PolyNavo = Section 9.6 20000000 25 (004N

36250000 43460000

In our opinion the valuation of Metabolic after the completion of the Proposed Transaction
will be in a runze of $36 250,000 to $43,460,000.
Valuatton of the Metabolic Shareholders® Interests After the Proposed Transaction

Foliowing the completion of the Proposed Transaction the sharcholding interests n
Metabolic will become:

Starcholders Number of Percentage
Shares Interests

Mewbalic {prosent shareholders plus
holders of Pertomiance: Righs) 1 601409 55.03%

Ex - PolyNova siturcholdens 240529317 HIT%

34130706 0000%

In Scction 102 above we valued Metabolic after the completion of the Proposed
Transaction in a range of $36.250,000 o $43460000. As the existing Metabolic
shareholders will hold 55.63% of the issued capital following the completion of the
Proposed Transaction, we have determined that their interests will be valued in a range of
$20200000 10 $24200000. A mid point of the valuation range is approximately
$22,170.000.

Assessment as to Fairness

For the Proposed Transaction to be fair 10 the Metabolic shareholders, the value of their
interests after the Proposed Transaction must exceed the value of their interests before the
Propased Transaction.

In Section 7.7 we valued Metabolic in a range of $16.250.000 10 $18.460,000, a mid point

of $17355000. This represents the volue of the Metabolic sharehulders” interest in
Metabolic before the Proposcd Transaction,
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In Section }1 we concluded that the existing shareholders” interests in Metabolic (after ihe
completion of the Proposed Transaction} should have a value in a range of $20200.000 to
$24.200,000, A mid point of the valuation range is upproximately $22,170,000.

As the value of the Metabolic sharcholders' interests nfler the Proposed I'mnsaction
(522,170,000 is greater than the value of their interests before the Proposed Transaction
{$17.355,000), we have concluded thit the Proposed T'ransaction is fair.

Other Significant Factors

Prior 1o deciding whether to approve or reject the Proposed Transaction the sharcholders
should consider the following significant fuctors:

. In Section 12 above we concluded that the Proposed Transaction is fair.

. The Proposed Transaction will result in the funding of PolyNovo's rescarch and
development (R & D7) activities whilst Metabolic's activities are awailing further
data before being further assessed by the Board. At this point in time the future of
the NovoSorb™ [P appears (0 be more promising than the existing Metabolic IP

frojects.

. The Acuity valuation only covers the initial suite of three patent families and the
potential revenues that may be derived from the Medtronic and Biomet contracts.
We have expanded that valuation to also include our assessment of the nel present
valpe of the Smith & Nephew contract in our valeation in Section 9.3 above. 1fall
of PolyNovo's IP was assessed then the valuation of the [P would be significanly
higher than the figures quoted in Section 9.3 above.

. The Proposed Transaction should add value to Metabolic, Whilst the PolyNovo
budgets project negative cash flows in fiscal 2009 and 2010. the royalty income is
projected 1o commence in fiscal 2011, These budgets project substantial royualty
cash flows from Medtronics, Biomet and Smith & Nephew in the years
commencing 201 | forward. predicated on the assumption 1hat each licensing deal
will be successful.

. Metabalic shareholders’ interests will be diluted.

. ‘The Proposed Transaction may result in the logs of comulative carry forwvaerd
taxation losses.

After reviewing the above significent factors we consider that the Proposed T'ransaction
is reasonable.

Financial Services Guide

Ifinanciat Services Gulde

‘This Financiul Services Guide provides information 1o assisi reiail and wholesale investors
in making a decision as to their use of the general financial product advice included in the
above repon.

Page |&

46



142

143

144

146

NMR Corporate

DMR Corporate holds Australian Financial Services Licence No. 222050, authorizing it ta
provide reports for the purposes of acting for and qn behalf of investors in relation w0
proposed or aciual mergers, acquisitions, akeovers, corporile restructures or share issues
and to carry on a financial services business 1o provide generat financial product advice
for securities to retail and whaolesale investors.

Financial Services Offered by DMR Corporate

DMR Corporate prepares reponts commissioned by a company or other entity {“Entity").
The reports prépared by DMR Corporate are provided by the Entity 10 its members.

All reports prepared by DMR Corporate include a description of the circumstances of the
engagement and of DMR Corporate’s independence of the Entity commissioning the
repont and other parties 1o the transaction,

DMR Corporaie does nol accept instructions from retadl investors.  DMR Corporate
provides no financial services directdy to retail investors and receives no remuncration
from retuil investors for financia services. DMR Corporate does not pravide any personal
rewil financial product advice directly to retail investors nor does it provide market-refated
advice lo retail investors,

General Finaneig) Product Advice

DMR Corporate provides general financial product advice. This advice does nol take into
account ihe personal objectives, financial situation or needs of individual rewail investors,

Investors should consider the appropriateness of a report having regard to their own
ohjectives, financial simation and needs before acting on the advice in a report. Where the
advice relates 1o the acyuisition or possible acquisition of a financial product, an investor
should also obtain a product disclosure staiement relating to the financial product and
consider that statement before making any decision abom whether to acquire the financial
product.

ladependence

Al the date of this report, none of BMR Corporate. Derek M Ryan nor Mr Paul Lom has
any material interest in the outcome of the Proposed Transaction, nor any relationship
with Meiabotlic, PolyNovo, Xceed, CSIRO or their associates.

Drafts of this report were provided to and discussed with the Directors of Metabolic and
its advisers. Cenain changes were made 10 factual statements in this report as a result of
the reviews of the draft reports. There were no alterations to the methedology, valuations
or canclusions that have heen formed by DMR Corporte.

Remuneration

DMR Corporate is entitted to receive a1 fee of up 1o $35,000 for the preparation of this
reporl. With the exception of the above. DMR Corporate will nol receive any other
benefits. whether directly or indirectly. for or in connection with the making of this report.

Except for the fees referred to above, neither DMR Corporate, nor any of its directors,
employees or associaled entities receive any fees or other beneflts, directly or indirectly,
for or in connection with the provision of any report,
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147 Complsints Procesy

As the holder of an Australian Financial Services Licenice, DMR Corporate is required 10
have a system for handling complaints from persons to whom DMR Corporate provide
financial services. All complaints must be in writing and sent to DMR Corporate at the
above address.

DMR Corporate will make every effort to resolve a complaint within 30 days of receiving
the complaint. If the complaint has not been satisfactorily dealt with. the complaint can be
referred to the Financial Ombudsman Service Limited — GPO Box 3. Melboume Vic
3000.

Yours faithfully

DMR Corporate Ply Lid

A
Derck Ryan Paul Lum
Direclor Director
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Appendix A
Metabolic Pharmaceuticals Limited

Terms Sheet — Xeeed Shares and Voting Power

The following restrictions have been extracted from the Binding Terms Sheet signed by
Metabolic. PolyNovo, Xceed and CSIRG in July 2008;

“For such timé o3 Xceed holds voting power in Metabalic of 1n excess of (0%, Xeced wilk enter into o
voting restriclion agreement with Metabolic that it will not vote any of ity Meibuolic shires other than in
respeet of the follow ing circumstances oF cvents:

(a)

g
(h

{i)

any resolution while a dividend {or pan ofa dividend) in respect 0 a Metabolic share is unpaid;
any propusal to redoee the share capital of Metabolic:

any resolulion fo approve the terms of a buy back agreement:

v proposal that affects the rights aitached 10 a share in Metabolic;

uny proposal e wind up Metabolic:

any proposal for the disposal of the whole of Moewbolic’s property. business ind undertoking:
during the winding up of Metabolic; and

any resolution 10 appoint or remove the Xceed nominee (Stewan Washer) as a direcior ot
Metnbaotie; and

any scheme of arangemen.

L1 cach oF thie above circumstances or events, Xeced will (aubject to any overriding regulatory restrictivns)
be extitted 1o exercise the fult amaum of its vating power.”
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Moetabolic Pharmaceuticals Limited

20 Largest Sharcholders as at 25 August 2008

Appendix B

Name

Brusil Farming Pry Lid

M Suzanne Gotlib

Mr Kenneth Frank Dawson

Monash Invesiment Holdings Pry Ltd

Brusil Famming Py Lid

Shorebrook Py Limited

30 B Services Pry L

Jalitech Pty 1.td RAC & JD Brice Investment A/C
Citicorp Nominees Pty Limited

Beelong Py Ltd Johnson Super Fund A/C

Octagonal Superannuation Pty Lid Octagunal $IF AIC
RBC Deain Investor Services Austmlia Nominecs Py Limited MLCI AKX
Mr Brian Gordon Alfred Mathews

Dr lan Froneis <Dr lan Griffithe

Glenshee Py Lud

Lappin Consulling Pty Ltd

‘Super Comp No 35 Py L

Mr Peter Damicn Francis

Schirm Private Equity LP

HSBC Custody Nominees (Australia} Limited

Total number of shares held by the twenty largest holders

Tyl shares on issuc -~ 301 404,121

The percentage of the total holding of the twenty largest holders of andinary shares was 6695

Saurce: Metnholic Share Register 25 August 2008

Numher of Fully
Paid Ordingry
Shares

36012.701
10,2195
10.016.000
9.607.520
0 480,000
5575000
4 280000
4,000,000
2380692
2000000
2,000,000
1 806417
1733300
1 666667
1.666.667
1.666.667
1.G66 66T
1 666,666
1639344
1510448

110.588,755
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Metabolic Pharmaccuticals Limited

Appendix C-1

Income Statements

Yeur Ended Yerr Ended

062007 062004

Audited Audited

$ 3

Finance revenue 1373946 1278260
Govermnment gran: incoine §3.18¢ 18,690
Other income 4366 14,448
Project expense (B,630.713) (1.385.049)
Employce beacfits expense (4.193.960) (2733280
Depreciation and smonisation expense (298.358) (266.276)
Operuting leases {137.586) (17216
Isharatory expenses (24 010) (150.352)
Ohher adminisirtive and overhead expenses (1.336.504) (547.278)
[mpairment of Investment in Neuren - (262.500)
Net loss hefore income tax {13 406 939 (4441167
ineome tax expense - .
Net lnss attributable to nembers 13406939) A444 1167

Source:  Mutabolic’s 2007 and 2008 Aneimt Report=
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Metabolic Pharmaccuticals Limitéd

Cush Flow Statements

Appendix C-2

Cash flows from operating activities
Payments o supplicrs and employers
Interest received

Reccipt of governnent pring

Stndry ineome

Net Cash gutilows from gperaling acrivities
Cash Mows (rom investing activities
Paymemts for ptant and equipment
Pruceeds on sahe of fixed ussets

Net Cosh outflows from Investing activities

Cush flows from financlag octivities
Net procecds Torm issue of shares and options

Net Cash inflows from financing aciivities

Net increasef(decrease! in cash held

Cosh and Cush equivalents at the beginning of the period
Cash rnd Cosh cquivalents at eod of the period

Source ! Metabolic™s 207 and 20813 Annual Repons

Yenr Ended Year Ended
0/6/2007 3er2008
Audifed Andiled
§ $
{14 876 453) (5.352.553)

1.393.932 1201 469
53,786 28690
+ 566
{13:424,560) (L4199
(138435} L1608
| H8S 21318
~L136.3250) — a2
10,836.967
16,836.967
(2.724 352) 14.106.961)
23.304.295 20579943
0519943 d T
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Metabolic Pharmaceuticals Limited

Balance Shects

Appendix C-3

CURRENT ASSETS
Cash and cash equivalenis
Reoeivables

Prepayments

Other

TOTAL CURRENT ASSETS

NON CURRENT ASSETS

Available-lfur-sale financial ussety ~ investment in shares

Property, plant & equipment
TOTAL NON CURRENT ASSETS
TOTAL ASSETS

CURRENT LIABILITIES

Trade and uther payables
Provisians

TOTAL CURRENT LIABILITIES

NON CURRENT LIABILTTIES
Provisions

TOTAL NON CURRENT LIABILITIES

TOTAL LIABILITIES

NET ASSETS

EQUITY

Contributed equity

Reserves

{iainsdt losses) on avoilable- for-sale financial assets
Retained Eamings/{Accumulated tosses)

TOTAL EQUITY

Source : Metnbolic’s 2007 and 2008 Annual Reports

30/6:2007
Awdited
S

20.579.943
240,845
145,374

12141

20977903
487,500
351848

1039348
949.127

213273

L.121.000

56219
56,219
1229219
20,748 032
ROMN| 446
1465463
(12,5000
(69.746.371)

20288033

3062008
Aundited

16472932
167406
A6
12,041
10231997
137 500
03259

91.933
SE9R%4

—O81827

19.463
19863
T
16461 066
KOJIRE A0

567,164
{74.!87.544;

16461066
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Meétabolic Pharmaceuticals Limited

Orderly Realisation gf Asscts

Appendix D

AW62008  Estimated Estimated
Audited  Réalisable Realisable
Value Value
$ 5000 37000
Low High

CURRENT ASSETS
Cash and cash equivalents 16472982 16471 16473
Receivables 167 406 167 167
Prepayments 19468 - 10
Other 12,141 12 12
TOTAL CURRENT ASSETS 16231997 665 6722
NON CURRENT ASSETS
Available-for-sute financial assets — investnient in shanes 137 500 50 120
Property, plant & equipment 293259 15 125
iniellectunal propenty - Note | - - -
TOTAIL NON CURRENT ASSETS 430,759 i 245
TOTAL ASSETS h2 756 16,717 16967
CURRENT LIABILITIES
Trade und ather payables 91933 92 92
Provisions 389 894 590 SN
TOTAL CURRENT LIABILITIES 681 822 b3 632
NON CURRENT LIABILITIES
Provisiong 19,863 0 20
TOTAL NON CURRENT LIABILITIES —12.863 20 20
TOTAL LIABILITIES _I01.690 2 _In
NET ASSETS 16,401 D66 6075 16265
Add:  Valoe of o lisied shell 300 400
Less: Cost of realisation (125) {H00)
Net realizuble value of Metabolic's assets 816,250 SI6.565

Note1  Moetabolic’s IP may have 1 value, howeser the directors huve detennined that g nil value $huuld be
assigned tn the [P in the 30 June 2008 financial statements as Metobalic canno! demonsirate the
technical [easibility of compleling any of he projects un & commercial basis al thiy point of time,
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Appendix B
Metaholic Pharmaceuticals
Share Price and Volume History

A summary of Metabolic's share price and volume history from
§ July 2007 o §7 loly 2008

Share Price
Manth High Low Average Volume Value
s § s $
2007
My 0.155 0.175 0.136 28438513 3358157
August 0,130 0047 0067 45415471 347,053
September 0LT3 0.051 0064 29 534,505 1907,136
Ocioter 0.064 0056 0.060 10,758,349 644,590
Nevember 0057 0047 0051 11,456,594 SB6.18Y
December 049 0.040 0032 9,569,405 422,15
2008
January WUHE 0030 0437 11291917 423,135
Ecbrumry 0.04t 002 0038 8350540 6622
Msrch 0.038 00 00N 7526502 137259
April 0041 o026 0032 51317576 1,621,366
May 0052 0036 0041 0485403 1244 981
June no73 0040 0452 58,155356 3P0 487
" July 1417 0045 0039 0044 4863740 199,413
VTI07.583.371 ¢ 17549544
VWAP30Doytn 171ady 2008 S 0041
VWAPSO Davsto 17 July 2008 § 0047
$ No.
0.460 30,000,000
]
0.140
Za3 1 s000000
IR ] "
1 1 000000
.00 :
0080 1 15000000
0060
E 0000000
040
E S4K0.000
p420
w
§§g§,§§§§§§§3§§§§i§§§§§§
=2 5 u 5 =] C LB oa 3 3
333384832283 3583533233535 o
f2aieigddddtAzgengageR= o
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Appendix F-1

PolyNovo Biomaterials Limited

Income Statements
Audited Andited Audited
Year Ended Yenr Ended Yeor Ended
J0/62006 ey /62008
§ $ §
Iiterest income 195055 227814 198,793
Option fees - 35000 -
Livence fees - 31931 217557
CGiavemment granes 114452 200.18t (2.620)
Sale of materials - - 12,790
Gross profit 309,507 503930 426514
Operating lease payments (300000 (310000} 1347,559)
Employee benelits expense {32 859) (538399 {5978t
Rescarch and development expeises {1.595416) {0,320880)  (1,294.141)
Depreciation expenye (85.323) (R367) (113.283)
Corporate finance & administration expenses {427.517) (404.608) {749.751)
Total expenses Q11135 (2682463 (31025501
Logs befure indome tax beneflt 12401668) (178533} (167603T)
Source: PolyNava 2006, 2007 and 2008 Annual Reports
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PelyNovo Biomaterials Limited

Cash Flow Statements

Appendix ¥-2

Cush flows from uperuting activitio
Licence tees

Coavernment grants

Quier

Payments to suppliers and eployers

Net Cash outflows fron opemting activilies
Cash flows [rom investing activities
Inierest received

Paymenis for plant and equipment

Neit Cash ourflows from invesling acrivities
Cash flows from financing activitics

Net proceeds from issue of shares

Option fecs

Net Cash inflows lom (inancing activilies
Nei increasef{decrease) in cash held

Cush ut the beginning of the period

Cush at end of the period

Source: PolyNuyo 2006, 2007 and 2008 Ansual Reponts

Year Ended Year Ended ¥eor Ended
30/6/2006 30/6/2007 20/6/2008
Audited Audited Audited

$ 5 $

- 3103t 2071557

- 230,327 0680

. - 12.791
{2413.123) 124564200 (2786 600}
a4 7 {1,194 162} b [P
193055 2270414 202,665
{78492) (136,63 {54.185)
114563 018 138430

2,000,000 2000000

- 35000 -

3000000 2035000 =
TOLA4D {68.780) {2317092)

JA6XT28 4,165,168 4090388

AI65468 4006388 LI%2960

Puge 27

7



PolyNovo Biomaterials Limited

Appendix F-3

Balance Shects
Audited Audited Audited
JNarzong wa2007 Joser2 N
$ $ L

CURRENT ASSETS
Cash and cash equivalents 4,165,168 4096388 L719.2%
Trade and uther receivables 257293 151456 43,406
(nher nssetg 13 7H) i3.341 [0
TOTAL CURRENT ASSETS 4436256 4.26).185 J1B4R403
NON CURRENT ASSETS
Property, plam & cquipment 273348 20,612 51,542
Intzngible ussets 5,100000 5100000 5.100.000
TOTAL NON CURRENT ASSETS 333K 3310612 3351A12
TOTAL ASSETS 9.500.604 0471297 1.192.915
CURRENT LIABILIVIES
Trade and other payables 362,136 256.782 458152
Provisions 60.342 61622 106403
TOTAL CURRENT LIABILITIES 427018 —A54.404 _S64.6335
NON CURRENT LIABILITIES
Determed taa liabiliyy 1.530 000 1 530,000 1530000
‘TOTAL NON CURRENT LIABILITIES L330.000 1530000 1530000
TOTAL LIABILITIES 1951678 1884404 2004653
NET ASSETS 1BSt026 1781393 S105.260
EQUITY
Canmributed equity 13.140,000 15.140.000 15,140,000
Reservey TRU00 192000 185904
Accumulated losses (5.3660M1) {7544.607) (10,220.644)

1,831,926 . 7J87.393 510526

Scuree: PolyNove 2006, 2007 and 2008 Ananal Repons
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Appendix G
Sources of information

The Notice of General Meeting and the Explanatory Memorandum which this
£CPOTt accontpanics;

Audited financial statements of Mctabolic for the financial years ended 30 June
2007 and 2008;

Metabolic's budget for the 2009 finuncial year:

Listing of Metabalic’s top 20 shureholders us at 25 Auvgust 2008:
Metabolic’s announcements 1o the ASX since 1 Huly 2007,

Share price summaries supplied by Commonwealth Securities Limited:
ASIC extracts for Metabolic, PolyNovo and Xceed;

Binding Term Sheet dated 17 July 2008;

Audited financial siatements for PolyNovo for the financial years ended 30 June
2006,2007 and 200)8:

Acuity valuation reports dated May 2007 and sepponting cash flow forecasts;
Discussions with execntives of PolyNovo; and

Discussions with Directors of Metabolie.
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Appendix H
Declarations, Qualifications and Consents
Declarations

This report has been prepared at the request of the Directors of Metabolic pursuant to
Section 611 of the Act to accompany the notice of meeting of shaceholders to approve the
Proposed Transaction. It is not intended that this report should serve any purpose other
than as an expression of our opinion as to whether or not the Proposed Transuction is fair
and reasonable.

The procedures that we performed and the enguirics that we made in the course of the
preparation of this report do not include verification work nor constitute an audit in
accordance with Australian Auditing Standards, nor do they constitule a review i
accordance with AUS 902 applicable to review engagements.

Qualifications

Mr Derek M Ryan and Mr Paul Lom. directors of DMR Corporate prepared this report.
They have been responsible for the preparation of many expert reports and are involved in
the provision of advice in respect of valuations. takeovers and capiial reconstiuctions and
reporting on all aspects thereof.

Mr Ryan has had over 35 years experience in the accounting profession and he is a Fellow
of the Instituie of Chartered Accountants in Australia. He has been responsible [or the
preparation of many expert reports and is involved in the provision of advice in respect of
valuations, takeovers and capital reconstructions and reporting on all aspects thereof.

Mr Lom is a Chartered Accountant and a Registered Company Auditor with more than 30
years experience in the accounting profession. He was a partner of KPMG and Touche
Ross between 1989 and 1996, specialising in audit. He has extensive experience in
business acquisitions, business valuations and privatisations in Australia and Europe.

Consent

DMR Corporate cansents 1o the inclusion of this report in the form and conteat in which it
is included in the Explanatory Memorandum.
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ASX

Facsimlle AUSTRALIAN SECURTIES EXCHANGE
To Company Secretary
Company METABOLIC PHARMACEUTICALS LIMITED
Fax number 0398605777
From ASX Limited ~ Company Announcements Office
Date 27-Nov-2008
Time 14:10:24
Subject Confrmatien 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:

Chairman AGM Address

IFASX considers an announcement to be sensitive, trading will be halted for 10 minutes,

ASX Limited

ABN 58 008 624 691
20 Bridge Street
Sydney NSW 2000
PO Box H224
Australia Square
NSW 1215
Telephone 612 9227 0334
Faesimile:
Australia: 1300 135 638
New Zealand: 080G 449 707
International: 61 29347 0005
6129778 0999

wWww, asx.com.au
DX 10427 Stock Exchange Sydney
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if your announcement is chssfied by ASX as sansitive, your company's securities will be placed inib “pre-open” status on ASX's trading system. This means that
trading in your company’s securities is temporarily stopped, to allow the market fime to assess the cantents ofyour amouncement. “Pre-open” is approximately

10 minutes for most announcements but can be 50 minutes (approximate i) for Bakeover nnouncements.

Once “pre-open® pariod is complated, Lill trading ofthe company's securities recommences.




CHAIRMAN:

INTRODUCTION:

IiIGidVIie T HQI NIdVOCULIVATD REITTITVGW
Chairman’s Address

Annual General Meeting
2.00pm, Thursday 27 November 2008

Ladies and gentleman, welcome to the 10th Annual General Meeting of the
members of Metabolic. My name is Rob Stewart and | am Chairman of the
Board of Directors of Metabolic Pharmaceuticals Limited. As a courtesy
can you all please make sure that your mobile phones are turned off.

| would like to introduce the other Directors and Secretary of the Company:
- Don Clarke, Non-Executive Director;

lain Kirkwood, Non-Executive Director;

Franklyn Brazil, Non-Executive Director;

Paul Lappin, Non-Executive Director; and

Belinda Shave, who is Company Secretary and Financial Controlier.

I also note that Joanne Lonergan of Emst & Young, the company’s auditor,
is in attendance and will be available to answer any questions that you
may have in relation to the audit of the company’s accounts.

Today's AGM is an important meeting in the history of the Company.
Shareholders will be asked to vote on resolutions relating to the proposed
acquisition of PolyNovo Biomaterials Ltd in addition to the usual AGM
agenda items. Prior to commencing the official proceedings of Metabolic’s
AGM, | will comment on the key details of the proposed acquisition of
PolyNovo and the strategic rationale for this transaction.

The last two years have obviously been extremely difficult for the Company
and disappointing for shareholders. Following the closure of several
projects during 2007 and 2008, Metabolic was left with early-stage
research projects and a substantial amount of cash, which has been
largely conserved by reducing staff and closing our laboratory. The Board
determined that rebuilding the Company’s drug pipeline by bringing in
external projects was too lengthy a process and would involve too great a
degree of risk and that, therefore, Metabolic would be best served by
identifying a merger and acquisition transaction to add value in the medium
term. Our Board screened and evaluated numerous projects over a
number of months and concluded that PolyNovo presented the greatest
potential to create significant value for our shareholders in the medium
term. Metabolic has signed a Share Sale Agreement with PolyNovo'’s two
shareholders, Xceed Capital Limited and CSIRO, to acquire all of their
shares in PolyNovo.

The Board believes that PolyNovo is an exciting company with several high
potential projects, including licensing arrangements with some of the
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world’s largest medical device companies. PolyNovo is focused on
developing a novel patented family of biodegradable polymers,
NovoSorb™, for use in medical devices. NovoSorb™ can be tailored 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 Medtronic deal is focussed on developing NovoSorb™ to produce
biodegradable stent products. Stents are small mesh like tubes that are
used fo open vessels within the body, most commonly used for clogged
arteries and aimed at reducing the risk of heart attack in patients. An ideal
biodegradable stent would likely capture a significant part of the current
worldwide stent market which is estimated to be US$5.5 billion per annum.

PolyNovo's deal with Biomet is to develop products for cranial and facial
surgery and for cartilage repair. Cranial and facial repair involves joining of
fractured bones to allow the bone to heal in the correct shape. Cartilage
repair involves joining of torn soft tissue in the knee joint so that it may
heal. The current existing global cranial and facial bone repair market is
estimated to be approximately US$600 million per annum and the
world-wide value of the cartilage repair market, for a wide range of
cartilage injuries, is estimated to be US$3 billion per annum.

PolyNovo is working with Smith & Nephew on NovoSorb™ based
applications for fracture fixations and bone void fillers that have the
potential to reduce or remove the need for traditional metailic fixation, such
as screws and plates. In addition, NovoSorb™ could potentially be used
as a bone void filler as it is injectable and can form a porous rigid structure.
The estimated market for the first applications currently being developed in
these fields of use is estimated to be US$150 million per annum.

The Board believes that development of NovoSorb™ presents a lower risk
to Metabolic than undertaking further drug development programmes
because the pathways to market are typically faster and lower cost for
medical devices than new drugs. The strategic rationale for the acquisition
is to provide Metabolic, in the medium term, with a future development
path, including a potential income stream triggered by milestones and
potentially subsequent royalty payments arising from these international
licensing deals already secured by PolyNovo, with Medtronic, Biomet and
Smith & Nephew.

It is important to stress, however, that PolyNovo's business operates within
the biotechnology sector and is therefore inherently high risk. Whilst
PolyNovo has the above-named licensing agreements in place, the
potential products still need to be fully developed, proven in animal and
then human trials and then successfully commercialised throughout world
markets in order for significant revenues to flow through to Metabolic.

Page 2

\




ITne Inaependent Expert's Heport on the proposed acquisition ot FolyNovo,
a copy of which is enclosed with the Notice of AGM, concluded that the
transaction is fair and reasonable to the shareholders of Metabolic and the
Board recommends that shareholders vote in favour of the resolutions
relating to the acquisition.

It is important to stress that the PolyNovo acquisition is still subject to a
number of Conditions Precedent, in particular the approval of the
acquisition by shareholders of Metabolic today and Xceed tomorrow and
the agreement of Medtronic Inc (on terms acceptable to Metaboiic) to
completion of the PolyNovo acquisition and to waive its right to invest in
PolyNovo or accept a right to invest in Metabolic and to waive some of its
other rights under the Investment Agreement and other agreements that it
has with PolyNovo. The Board of Metabolic views this Condition Precedent
as absolutely vital to the completion of this transaction and to its decision
to recommend the acquisition to shareholders. As at the time of this
meeting, we have yet to receive that agreement from Medtronic
notwithstanding that the parties signed a Binding Term Sheet back in July
where the need for such agreement was specified. Under the Share Sale
Agreement all Conditions Precedent (including this one relating to
Medtronic) must be satisfied or waived by 5pm on 28 November 2008.
Completion is then required by two business days after that. If this
Condition Precedent is not satisfied by 5pm tomorrow then Metabolic has
the right to terminate the Agreement.

| will now proceed to the formal business of the AGM. As we move
through each resolution, you will be given the opportunity to ask questions
specifically relating to each resolution prior to voting.

-ENDS -
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AUSTRALIAN SECURTTIES EXCHANGE

Facsimile

Te Company Secretary

Company METABOLIC PHARMACEUTICALS LIMITED

Fax number 0398605777

From ASX Limited — Company Announcements Office

Date 27-Nov-2008

Time 14:11:21

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 regerding:

AGM Presentation

ASX Limited

ABN 88 008 624 691
20 Bridge Street
Sydney NSW 2000

PO Box H224
Australia Square
NSW 1215

Telephone 61 2 9227 0334
Facsimile:

Australia; 1300 135 638

New Zealand: (0800 449 707

International: 61 29347 0005
61297780998

www.asx.com.au

DX 10427 Stock Exchange Sydney

IFASX conslders an announcemsnt to be sensitive, trading will be halted for 10 minutes.

if your announcement is classified by ASX as sensitive, your campany’s sexurities will be placed i “pre-open” status on ASX's trading systam. This means that -
trading in your company’s securiies is temporarily stopped, to allw the market fime to assess the contents of your announcement. “Pre-open” is approximately

10 minutes for most annauncements but can be 50 minutes (approximately) for akeover announcements.

Once “pre-open” period is completed, L[ trading of the company's securities recommences.
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ASX

Facsimile AMUSTRALIAN SECURITIES EXCHANGE
To Company Secretary

Company METABOLIC PHARMACEUTICALS LIMITED

Fax rumber 0398605777

From ASX Limited — Company Announcements Office

Date 27-Nov-2008

Time 16:58:09

Subject Conftrmation 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:

Results of Meeting

ASX Limited

ABN 58 008 624 691
20 Bridge Street
Sydney NSW 2000

PO Box H224
Austrafia Square
NSW 1215

Telephone - 6129227 0334

Facsimile:

Australia; 1300 135 638

MNew Zealand: 0800 449 707

nternationat: 61 2 8347 0005
6129778 0999

www.asx.com.au

DX 10427 Stock Exchange Sydney
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If ASX considers an announcement to he sensitive, trading will be halted for 10 minutes.

fyour announcement is chassified by ASX as sensitive, your company’s securities will be ptaced inio “pre-apen” status on ASX’s tding system. This means that
trading in your company’s securiies is tempararily stopped, to aflow the markat ime i assess the contents of your announcament. “Pre-pen” is approximately

10 minutes for mest announcaments but can be 50 minutes {approximate i) for akeover announcements.

Once “pre-open” period is completed, &1l trading of the company's securitias recommencas,
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27 November, 2008 g/ _/

metabolic

Mr Dean Litis

Australian Stock Exchange Limited
Level 45, South Tower

525 Collins Street

MELBOURNE VIC 3000

Dear Mr Litis,
Re: 2008 Annual General Meeting - Results

The following information regarding the results of the Annual General Meeting of Metabolic Pharmaceuticals Limited held
on 27 November 2008 is provided in accordance with listing rule 3.13.2 and section 251AA of the Corporations Act, 2001.

In accordance with the results set out below, the Board advises that Resolutions 1 to 4 relating to the proposed acquisition
of PolyNovo Biomaterials Ltd {“PolyNovo™) were not passed by shareholders. The failure to pass these resolutions means
that Conditions Precedent to the proposed acquisition of PolyNovo cannot be satisfied and therefore the acquisition wili not
proceed. A further announcement will be made as soon as practical.

Summaries of the poll voting results and proxy appointments for the resolutions are shown below.

Resolution 1 - Issue of Shares to Xceed

This resolution was not passed on a Poll.

Instructions in respect of the proxies were:

For Against Abstain Proxy's discretion
47,369,490 2,330,227 7,857,899 62,451,558
Poll voting results were:
For Against Abstain
51,066,822 63,974,694 9,968,064

Resolution 2 - Issue of Shares to CSIRO
This resolution was not passed on a Poll.

Instructions in respect of the proxies were:

For Against Abstain Proxy's discretion
48,991,769 2,582,926 6,988,394 62,421,478
Poll voting results were:
For Against Abstain
54,459,438 64,227,393 9,098,559

METABOLIC PHARMACEUTICALS LIMITED ABN 36 083 866 862
Level 3, 509 StKilda Road, Melbourne, Victoria 3004, Australia | Telephone +81(3) 9860 5700 | Facsimile +61{3} 8860 5777 | Website www.metabolic.com.au




Resolution 3 - Change of company name
This resolution was not passed on a Poll.

Instructions in respect of the proxies were;

For Against Abstain Proxy's discretion
50,371,307 2,683,526 5,502,176 62,426,558
Poll voting results were:
For Against Abstain
55,844,056 64,327,993 - 5,538,674

Resolution 4 - Selective Buy-back
This resolution was not passed on a Poll.

Instructions in respect of the proxies were:

For Against Abstain Proxy's discretion
48,948,141 2,762,035 5,844,180 62,454,618
Poll voting results were:
For Against Abstain
54,158,456 62,856,779 5,880,678

Resolution 5 - Employee Option Plan
This resofution was passed on a show of hands.

Instructions in respect of the proxies were:
For Against Abstain Proxy's discretion
47,199,831 5,252,384 6,059,157 1,310,918

Resolution 6 - Remuneration Report
This resolution was passed on a show of hands.

Instructions in respect of the proxies were:
For Against Abstain Proxy's discretion
62,290,219 43,809,733 10,849,729 4,034,886

Resolution 7 - Increase in the maximum annual remuneration of non-executive Directors
This resolution was withdrawn at the beginning of the Annual General Meeting.

Instructions in respect of the proxies were:
For Against Abstain Proxy's discretion
6,044,832 55,450,709 10,011,023 1,272,838

Resolution 8 - Re-election of Director (Rob Stewart)
This resolution was passed on a show of hands.

Instructions in respect of the proxies were:
For Against Abstain Proxy's discretion
68,928,667 34,264,712 13,690,519 4,100,669

METABOLIC PHARMACEUTICALS LIMITED AN 95 083 856 862
Leve! 3, 508 St Kitda Road, Melbourne, Victoria 3004, Australia | Telophone +61(3) 9860 5700 | Facsimile +61(3) 9860 5777 | Website www.metablic.com.au




Resolution 9 - Appointment of Director {lain Kirkwood)
This resolution was passed on a show of hands.

Instructions in respect of the proxies were:
For Against Abstain
68,425,699 37,570,615 10,878,329

Resolution 10 - Appointment of Director (Paul Lappin)
This resolution was passed on a show of hands.

Instructions in respect of the proxies were:
For Against Abstain
103,586,358 2,367,104 10,922,196

Resolution 11 - Appointment of Director (Franklyn Brazil)
This resolution was passed on a show of hands.
Instructions in respect of the proxies were:

For Against Abstain
99,111,418 6,926,309 10,837,931

Yours faithfully,
Metabo_lic Pharmaceuticals Limited

Phase

Belinda Shave
Company Secretary

MEYABOLIC PHARMACEUTICALS LIMITED ABN 55 083 856 862

Level 3, 509 St Kilda Road, Melbourne, Victoria 3004, Australia | Telephone +61{3) 9860 5700 | Facsimile +561{3) 9860 5777 | Website www.metabolic.com.au

Proxy's discretion
4,109,924

Proxy's discretion
4,108,908

Proxy's discretion
4,108,809

END




