esoblast achieves major milestones:

positive results accelerate product

commercialisation

Major Achievements During the Quarter

+  Pilot glinical trials demonstrate safety of the company’s
manufacturing process and cell delivery

+ Eight patients enrofled to date in orthopaedic and cardiovascular
trials with Australian clinical investigators continuing active and
ongoing patient recraitment

»  Use of company's propristary stem cells obtained from one
donor for reatment of unrelated rgoipients shown to be safe and
sffective in multiple preclinical trials

+  Pasitive results in preclinical trials for spinal fusion and long
bone repair

+  Positive initial results in preclinical trials for prevention of heart
failure progression after a heart attack

» These resulis have validated the company's business model to
develop an “off-the-shelf” cell-based therapy for multipls organ
systems

+  The prechinical triaf results will forrn an essential component of
the Phase I investigationat New Drug (IND} clinieal triat
submissions for orthopaedic and cardiovascular applications by
Mesoblast and its US-based sister company, Angioblast Systems
tne; respectively, to the US Food & Drug Administration {FDA).

» The strength of the preclinical data will enable these IND
submissions to be filed with the FDA over 6 monihs ahead
of schaciuie.
‘Mesoblast has aceomplishied three very significant mifestones:
oommercial scafability of our stem cell manufaoturing process, safety of
our stern cells in patients, and effectiveness of owr allogeneic (or "off
he-shell’) stern cells in unrelated recipients. Together, these
achipvernents will fapiitate commencerrent of Phase If clinical trials in
patients with ortfiopasdic and cardiac conditions, two major areas of
unmet clinfcal needs and very large giobal markets.” - Founder & Chiet
Soientific Adviser, Professor Silvia llesouy

Significant progress in clinical trials

The overriding goat of Mesoblast's Pilot Clinical Trials in SAustralia i o
validate the company's Standard Operating Procedures {80Psh ina
clinical setting. 1o date, the medical nvestigators participating in the
s trials have enrolled 8 patients. From the clinical experience so far,
e company is confident that its adult stem cefl manufacturing S0Ps
and cell products are safe, Importantly, these cbservations on product
safety in humans have been independently confirmed in aix separate
precinical erifopaedic and cardiovasoular triais where the company's
adult sterm celis, manufactured i accordancs with sivilar S0OPs, have
bears implanted safely in studies involving over 120 aheep,

The ability to manudacture a safe adult sterm cel! product under
atringent regulatory conditions in a centralised manufacturing faciiity is
a critical component of Mesoblast's business strategy. To this end, te
parafizl clinicaf and preclinicaf safety data generated to date
undersoore the company's suscessful accomplizhment of a key
operational milestone that will incrsass the Hkeliheod of product
cornmercialisation for massive global markets,

In Hine with Mesoblast's stated communications protocols, cinical Trial
Updates will continue to report on the entirety of the tials and will not
focus on individual outoomes.

Orthopaedic clinical trial underway at The
Royal Melbourne Hospital

Yhe first orthopaedic patient was safely implanted with the
company's spacialist adult stem celis by a medical fearn i2d by the
Director of Orthepaedios st The Royal Melboume Hospital, Mr
Richard de Steiger.

The patient sustained & major fraciure of his femu following a
matorcycle accident, which faiied o heal after nine months. Usually,
for this type of non-healing defect, a bone grait (or autograft), using
alarge amaunt of bone taken from the patient's own hip would be
considered. Mowever, this requires a second surgical procedure,
which often resuits in long-term complications including pain at the
graft doner site and possibie infection,

The Pilog Tral at the Royal Melbourne Hospital is an independent
assessment of the safety of Mesobiast’s specialist adult stem cell
technology and involves up to 10 patients suffering from long bone
fractures that have failed o heal, termad nounicn, Thesa fractures
are usialy A result of accidents and affect many thousands of
peopie each year in Australia and as many as two million people in
developad countries around the warld,

"The use of Mesobilast's adult sterm cells couwld result i the healing of
the defect without the complications of & bore graft taken from a
separate ncision, This procedure may significantly reduce or
efiminate (ong-term patient complications, whilst decreasing hospital
time and costs associated with the reatment of long bone fractures.”
- Mr Richard de Steiger, Director of Orthopaedics, The Royal
Melbourre Haospitat

Mesoblast taps into a new massive
orthopaedic market - spinal fusion

During the past quarster, Mesoblast announced that results from pre-
clinical Fials being undartaken at the Colorado State Undversity in the
U5 cleany indicated that the company's stemn cells obtained from a



single aduit donos and produced using its proprietary technology were
highly successtul i generaging intervertebral spinal fusion in multipk,
unrelated {or affogeneic) recipients, On the strength of the fal resuls,
e cormpary wih proceed with an FOA Phase 1§ clinical triaf submission
for spinal fusion.

Spinal fusion is used o treat patients with degenerative intervertebral
dist disease, Over 200000 spinal fusion procedures are surently
performed ammoally & the United States alone. This number is
expected 10 grow to aver 500,000 per year by 2009, As with non-union
long bone fractures, the curmrent gold standard terapy for spinal fusion
is autograft tione harvested from a patient's own hip. This requires a
second surgical procedurs that fraguently resuits in long-term
complications such as chronic pain and infecton.

Mesoblast's stern cellz genarated significantly supearior spinal fusion to
confrols andg fusion Sat was at feast as effective as hip bone autograf,
Accordingly, Mesoblast's Serapy may eliminate the need for a second
surgical procedure and its potential costs and complications,

“Most importantly, the fusion resulting for the stem cells was equally or
more rohust, continuous, and mechianically strong whern compared with
the current standard surgical freatment, hip hone autograft.” - Professor
Sihviun ltescy

Positive results from preclinical trial for
heart failure

AddiZonal results obtained during e guarter from praclinicat ials
indicated positive initial cutcomes of our “off-ie-shelf” adult sterm cells
in heart disease. The initial results indicated that cur propristary stem
cells obtained from a single donor and injected into unrelated
recipients were effective for the preventon of heart failure progression,
corfirmirg heart faiiure as & major marke: apporiurity

Oner BOG000 new patients with haart faiture are treated annually in e
rited States alone. Curment therapies offer only modest symptomatic
benefit, do not result in rebuilding of heart muscle, and do not prevent
progressicn of heart failure and long-term deterioration. I conirast, in
rmultipie preclinical madels the company's proprietary aduit stem cells
have been ahown to result in significant improvement of heart function
and to prevent heart faiiure progression,

iy line with the study's protoools, final dats from the preclinical trial will
ke produced st the conclusion of the study, schaduled for sardy third
fularter 2008,

No clinical barriers to high margin business
model for multi-bitllon dollar markets,
multiple opportunities

There are noe cdinical barriers to maskat entry

Sesoblast's business model suppons & very high profit margin
business, aquivalent to & pharmacautical, Call detivery is highily
complemertary to current treatment regimes and impaortartly aims to
sigrificantly enbance bensficial outcomes to patients.

Wee know that o adalt stem cells can be frozen and made
irrynediately available o the treatment of trawma acoident, sports
injury, and heart attack victims, These cultured cells wilt be instantly
availabie to arthopasdio surgeons and intsrventional cardiclogists
at the tirme and place of need. The Mesoblast cellz will be used in
combxration with existing bone defect fillers, polymers, catheters
ard wo o,

Mesobiast cells are solated from one adult donor in less than an
hour; cultured over & four fo siv-week period to safely manufacture
hundreds, # not thousands, of doses for use in many snrelated
recipienis.

Tre rarkets for cur unique aduit stem cell technology ars very
significant. The maior proportion of e populstion will suier from
orthopaadic and cardiovascular diseases at some point during Seir

lves and for which there are no satisfactory altermnatives.

The dissases being fargeted by our stem call therapy are mulii-bilion
dollar markess that today represent unmet clinical opportunigss, These
rmarkets share an unusual charagteristic in that many of the major
payvers -~ the large intemational pharmaceuiical comparsss and
medical device comparsas - see stermn cell technology as an adjunst to
edating product offerings, with the potential fo result in blockbuster
partnerships in terms of creating sigrificant market share, Mesoblast's
proof fat it can generate an “off-he-shelf” stem cell product serves to
sigrificantly enhance e likelinood of commerdal partnerahips being
realised in the shorter term,

The results achieved to date further serve To emphasise our busingss
model - we will produce a fow cost and high margin therapy for major
orthopaedic and cardiovascular markels.” - Executive Chairman, e
dichiaet Spooner

The biclogic advantage..translates to
significant savings In time and costs to
commercialisation

Mesoblast continues to work collaboratively with the FDA in our
approach to regulatory approvals, Our celis are a well-characterised
biclogic, samething that cocars in natare and is not & new chemical
COMmpowd.

Since bivlogical responses among different types of large manmals is
fulite similar, tha results we have obitainsd with the stem cells in
precirical studies are mors Ekety to be reproducibie whean tested
patients comparad with studies from convengional drugs. Moreover,
e lack of any side-effects seen with the stem cells in the preclinical
gials strongly predicts Seir likely safety in humans, again scmething
Hat cannct necessarly be said for standard drugs,

For these reasons, we believe the regulatory path to FDA product
approval and sales may be sigrificantty shorter than for cormventional
druggz, with early Phase | trials and rapid progression o pivotal fials.
This should translates o significant savings of mary years and milliers
of doflars for sach application of $e stem caell technology.

New and complementary technologies for
cardiovascular markets

Mesoblast's American sister company, Angioblast Systems Inc, has
obtained an exclusive, worldwide license o commercialise a varety of
rew technoingias for muld-bilion doliar marksts in the frontline
greatment of corenary and peripheral artery disease,

The technologies weres developed at the intemationally acclaimed
Columbia University in MNew York and show tremendous promise for
use in preventing restenosis or re-blockage of arteres, particularly in
e treatment of diabetics.

This technology will form a unigue and highty effective combinagion
recimie with the adult sterm cell products in e treatment of patients
with heart attacks or peripheral artery disease, The product pipsline is
highly synergistic with e compary’s stern cells whilst
commercialisation timelines fit neathy wigin s sxisting adult sters cel
regulatony programs,

Hrder e terms of the ficense agresment, Colurnbia Uriversity will
become a minos equity holder in Angioblast. The ransacton wil not
diute Mesallast's 33.3% equety holding in Angioblast.

importaritly, the company anticipates that its relationship with Columbis
University may over time provide a number of additional opportunigess
oy access Dreakthrough fechnofogiss with vary larges markeat potantial,

Finance

Mesoblast held cash reserves of $8.2 miflion at 21 March 2006, which
included an initial recaipt of $431.000 from an Australian Govenment



Cornmersial Ready grant. importantly, Mesoblast's American sister
company, Angiotlast Systems Inc., inwhich Mesoblast owns a 333 per
cent equity stake, has cash reserves of $1.668 milion bringing e funds
avaitable for jointdy developing and progressing e platton technolooy
o B30.86 milfion, with an addigonal $2.3 million from a Government
grant to be received,

The company is adequately funded (o reach its primary goal of fling an
MO submmission to the FOA. The financial rasults are in lines with our
forecasts and refiect the rapid pace of commercialisaion nsluding
underiaking twe human clinical trials plus extensive pra-clinical thal work
recired for the FOA submission.

What the analysts say..

“We believe MSE represents & higher chance of success proposition
with several tremendous potental applicatons.”

If sucoess cortinues, crative co-development, distibation or royaity
agreemants would then beckon by which stage the market cap would
potentially be mudtiples of the curent $168m."

"Management experence is borme out by strong 1P progection, the
streamiining of the regulatory process and MSHE resisiing the fsmptation
0 zell the technology 8t a relatively sarly stage of #aling.”

Ord Minnett Limited Equity Research

1Rk the hensfits cutwelgh the old procedure; being able to not have

chintks of bone taker aut of my Hip” - Mesoblasts first erthopasdic

e
b

"Wesablast is making good progress in developing ts adult stermn celf
sechnology and accordingly has received appropriate suppart from
investors®,

Aithough the fisld of aduld stern celf Serapy has become a popuar
area of repearch and development, Mesoblast's core technology has an
irmportant poing of difference that undemping its commercialisation
prospects

Bioshares

"WMesoblast is & very promising company in terms of its potengal
products. The technalogy works, the business rmodef will be profitable
and the path to commercialisation has been identfied.

i sumirmary, Mesobiast is a company that can execute wall, has
promising produsts geared for $e bilkon-dollar markets in regenerative
riedicing, and can manages #s risks. Ity is thersfore a recommanded
stock.”

Lodge Partners Ressarch
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