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PRANA BIOTECHNOLOGY LIMITED
6-K ltems
i. Consolidated Financial Statements of Prana Bictechnology Limited as of June 30, 2005 and
2004 and for Fach of the Three Years in the Period Ended June 39, 2005.
2. Operating and Financial Review and Prospects.

Consent of Deloitte Touche Tohmatsu, Independent Registered Public Accounting Firm.

]
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CONSOLIDATED FINANCIAL STATEMENTS

AS OF JUNE 30, 2005
IN AUSTRALIAN DOLLARS
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM
DELOITTE TOUCHE TOHMATSU

To The Board of Directors and Shareholders of Prana Biotechnology Limited

We have audited the accompanying consclidated statements of financial position of Prana Biotechnology Limited and
subsidiaries {a development stage company} (the “Company™} as of June 30, 2005 and 2004 and the related consolidated
statements of financial performance, cash flows and changes in stockholders’ equity for each of the three years in the period
ended June 30, 2005, and for the period from November 11, 1997 (date of inception) to June 30, 2005, These financial
statements are the responsibility of the Company's management. Our responsibility is to express an opinion on these financial
statements based on our audits.

We conducted our audits in accordance with standards of the Public Company Accounting Oversight Board (United States).
Those standards require that we plan and perform the audit 10 oblain reasonable assurance about whethier the financial
statements are free of material misstatement. The Company is not required to bave, nor were we engaged to perform, an audit
of its internal control over financial reporting. Our audits included consideration of internal control over financial reporting as
a basis Tor designing audit procedures that are appropriate in the circumstances, but not for the purpose of expressing an
opinion on the effeciiveness of the Company's internal control over financial reporting. Accordingly, we express no such
opinion. Ar audit also includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial
statements, assessing the accounting principles used and significant estimates made by management, as well as evaluating the
overall financial statement presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the consolidated financial statements present fairly, in all material respects, the financial position of Prana
Biotechnology Limited and subsidiaries as of June 30, 2005 and 2004, and the results of their operations and their cash flows
for each of the three years in the period ended June 30, 2003, and for the period from November 11, 1997 (date of inception} 1o
June 30, 2003, in conformity with accounting principles generally accepted in Australia.

Accounting principles generally accepled in Australia vary in certain sigoificant respecis from accounting principles generally
accepied in the United States of America. Information relating to the nature and effect of such differences is presented in Note
25 to the consolidated financial statements.

s/ Deleitte Touche Tohmatsu
DELOITTE TOUCHE TOHMATSU
Chartered Accountants

Melbourne, Australia
September 30, 2005
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PRANA BIOTECHNOLOGY LIMITED
(A Development Stage Enterprise)

CONSOLIDATED STATEMENTS OF FINANCIAL POSITION

(in Australian doHars)

June 36,
Notes 2085 2084
Current Assefs
Casly assets 21,453,304 29,580,398
Receivables 5 174,476 92917
Other 6 495,165 72,769
Total Current Assets 22,122,945 26,746,084
Non Current Asseis
Property and equipment 7 166,214 180,971
Intangible assets 8 - 11,488,343
Total Non Current Assets 166,214 11,669.314
Total Assefs 22,289,159 41,415,398
Current Liabilities
Payables 9 2,571,181 2,661,950
Provisions 10 78.602 42,597
Total Current Liabilities 2,640 783 2,704,547
Non-Current Liabilifies
Provisions 10 45,200 8,292
Total Non-Current Liabilities 45,260 8,292
Total Liabilities 2,694,983 2,712,835
Nef Assets 19,594,176 38,702,556
Equity
Contributed squity 1} 55,405,767 46,505,493
2005: 127,319,260 fully paid ordinary shares
2004: 115,984,380 fully paid ordinary shares
Reserve 12 14,661,942 14,661,942
Accumulated deficit during the development stage 12 (50.473,473) (253.464,876)

Total Equity

19,594,176

38,702,559

See notes 10 the consolidated financial statements.
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PRANA BIOTECHNOLOGY LIMITED

(A Development Stage Enterprise)

CONSOLIDATED STATEMENTS OF FINANCIAL PERFORMANCE
{in Australian doHars)

Revenue from ordinary
activities

Depreciation and amortization
expense

Patents, research and
development expense

Patents, research and
development expense - related
parties

Legal expense

Employee benefits expense
Consulting fee expense
Corporate compliance expense
Foreign exchange loss
lmpairment of intangible assets
Other expenses Trom ordinary
activities - related parties
Other expenses from ordinacy
activities

Loss from ordinary activities
before income tax expense

Income fax expense relating
to ordinary activities

Nef loss

Loss per share
{basic and diluted)

Notes

b

L)

a3

12(b)

Years ended June 30,

Period from

inception
{November
11, £997)
2085 2604 2803 to June 38,
2805
2,653,113 2,321,227 1.816,478 8,179,728
£1,165227% (1,195,606} (1,185,973} (6,502,436}
{7,109,839} (4,853,536} (1,386,006} {17,797,596}
{377,757 {379,045} {475,289 (2.280,69%)
£1,047 448} (1,650,467} {848,660} (4,736,148}
{2,.438,303}% (1,060,730} {760,980} (4,684,831}
£1,607,892}% (1,706,809} {567,730% (4,973,832}
(562,123) {419,708} {395,604} (1,989,446}
{1,362.572) {182,768} {12,481} (1,557,821}
{10,388,339} - - £10,388,330}
- {81,470} {114,247 {268,217}
{1,402.210) (677,302) {654,346) (3,473,836}
(25,608,597) {9.885614) {4,584 838}% {50.473.473}
{25,608,597) {9 885614} {4,584 838} {50.473.473}
{0.20) £0.13} {0.08}% N/A

See notes 10 the consolidated financial statements.
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Cash Flows from
Operating Activities

PRANA BIOTECHNOLOGY LIMITED
(A Development Stage Enterprise)

CONSOLIDATED STATEMENTS OF CASH FLOWS
{in Australian doHars)
Years Ended June 30,

Notes

Payments 1o suppliers and employees

interest received
Government grant received
Nasdaq reimbursements received

Neuroscience Victoria monies received

Net cash flows used in
operaling activities

Cash Flows from Investing
Activities

Payments for purchase of
equipment

Net cash flows used in
investing activities

Cash Flows from Financing
Activities

Proceeds from issue of shares
Payment of share issue costs
Proceeds Trom exercise of options
Payment of underwriting costs
Repayment of borrowings

Net cash flows provided by
financing activities
Net (decrease)! increase in
cash held

Opening cash brought forward

13 {a)

Exchange rate adjustments on cash held in

foreign currencies

Closing cash carried forward

See notes to the consolidated financial statements.

13 (b}

Period from

inception
{November
1%, 1997}
2605 2004 2003 to June 30,
2805

(13,959,679) (7.896,711) {5,271,577) (35,638,125)
883,583 176,845 166,835 1,741,413
532,283 969,946 836,575 3,122,518
- - 231,304 231,304
1,125,690 1,462,500 506,250 3,093,750
(11,418.813) (5,347,420} (3,590,613) (27,449,140)
{50,466) £134,362) (87,929 (356,989)
£50,466) £134,362) (87,929) (356,989)
- 33,853,606 - 46,854,565
(48,576) £2.834.9413 - (3,667.054)
4,753,333 762,500 3,713,792 9,812,471
- - £144,600) (144,060)
. - - {2,038,728)
4,704,757 31,781,165 3,569,792 50,817,254
(6,764,522) 26,299,383 {108,750} 23,011,125
29,580,398 3,463,783 3,585,614 -
{1,362,572) {182,768) {12.481) £1,557.821)
21,453,304 26,580,398 3,463,783 21,453,304
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PRANA BIOTECHNOLOGY LIMITED
(A Development Stage Enterprise)

CONSOLIDATED STATEMENTS OF CHANGES IN STOCKHOLDERS’ EQUITY
{in Australian dellars, except for number of shares)

Accumulated
Beficit
During Asset
Number of Contributed Development Revzluation
Shares Egquity Stage Reserve Folal

Balance, November 11, 1697
(Inception) - - - - -
Net loss - - {690) - {690
lssuance of shares to founders 20 20 - - 20
Balance, June 30, 1998 20 20 {650) - (670
Net loss - - £80,000) - {80,000}
Balance, June 30, 1999 20 29 {80,690) - {80,670}
Net loss - - {1,326,288) - {1,326,288)
Revaluation of intangible assets
1o directors’ valuation - - - 14,661,942 14,661,942
297 for 1 share split 5,920 - - - -
lsseance of shares in
connection with private
placement 960 960 - - 960

5,000 for 1 share sphit 34,493,160 - - - -
lssuance of shares in

conneciion with nitial public

offering, net of issue costs 16,000,000 7,470,863 - - 7.470.863
lssuance of shares in

connection with exercise of

options 5,000 2,500 - - 2,500
Balance, June 30, 2080 50,505,000 7,474,343 {1,406,978) 14,661,942 20,729,307
Net loss - - (4,138,979 - (4,138,97%)
Issuance of shares in

connection with private

placements, net of issue cosis 6,666,666 4,745,599 - - 4,745,599
Non-cash issuance of shares to

consultants 88,600 48,950 - - 48,950
Non-cash issuance of options 1o

consultants - 8,000 - - 8,000
Balance, June 30, 2081 57,260,266 12,276,892 (5,545,957 14,661,942 21,362,877
Net loss - - {5.448.467) - (5,448,467
lssuance of shares in

connection with exercise of

options 1,160,660 580,346 - - 580,346
Non-cash issuance of shares to

consultants 191,794 144,230 - - 144,230
Balance, June 30, 2082 58,612,750 13,001,468 (10,994,424) 14,661,942 16,668,986
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PRANA BIOTECHNOLOGY LIMITED

(A Development Stage Enterprise)

CONSOLIDATED STATEMENTS OF CHANGES IN STOCKHOLDERS” EQUITY (continued)

Net loss

Issuance of shares in
connection with exercise of
options, net of underwriting
costs

Non-cash issuance of shares to
consuitants

Bailance, June 30, 2083

Net loss

lssuance of shares in
connection with private
placements, net of issue costs
lssuance of shares in
connection with exercise of
options

Non-cash issuance of shares to
consuitants and direciors
Bailance, June 30, 2084

Net loss

lssuance of shares in
connection with exercise of
options, net of issue costs
Non-cash issuance of shares to
consultants and directors
Non-cash issuance of shares
for settlement of litigation
Non-cash issvance of options
1o consultants

Bailance, June 30, 2085

See notes to the consolidated financial statements.

{in Australian dellars, except for number of shares)

Accumulzated
Deficit

During Assef

Number of Contributed bBevelopment Revzluation
Shares Equity Stage Reserve Taial
- - {4,584,838) - (4,584,838)
7.427,584 3,569,792 - - 3,569,792
146,969 169,763 - - 169,763
66,187,303 16,741,623 {15,579,262) 14,661,942 15,823,703
- - {9,885,614) - (9.885,614)
47,102,853 31,018,665 - - 31,018,665
1,325,000 762,500 - - 762,500
1,369,224 983,305 - - 983,305
115,984,380 49,505,493 {25,464,876) 14,661,942 38,762,559
- - (25,008,597} - {25,068,597)
9,506,666 4,708,574 - - 4,768,574
478,214 255,141 - - 255,141
1,350,600 756,000 - - 756,000
- 180,499 - - 180,499
127,319,260 55,405,707 (50.473,473) 14,661,942 19,594,176
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PRANA BIOTECHNOLOGY LIMITED
(A Development Stage Enterprise)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - in Australian dollars (unless otherwise noted)

1 BACKGROUND AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Background

Prana Biotechnology Limited, Prana Biotechnology Inc. and Prana Biotechaclogy UK Limited {*Prana™ or the
“consolidated entity™) is a development stage enterprise engaged in the research and development of therapeutic drugs
designed to treat the underlying cause of degeneration of the brain and the eye as the aging process progresses. Prana
Bistechnology Limited (the “Company™), the parent entity was incorporated on November 11, 1997 in Melboume,
Australia. The UK and US subsidiaries were incorporated in August 2004,

On March 28, 2000, the Company completed its initial public offering in Australia and listed on the Australian Stock
Exchange (“ASX™}). in September 2002, the Company’s shares were approved for listing on the NASDAQ SmallCap
Market {symbol: PRAN}.

Financial Reporting Framework

The financial report is a general purpose financial report, which has been prepared in accordance with the
requirements of the Corporations Act 2001, Accounting Standards and Urgent lssues Group Consensus Views and
complies with other requirements of the law.

The financial report has been prepared on the basis of historical cost and except where stated, does not take into
account changing money values or current valuations of non-current assets. Cost is based on the fair values of the
consideration given in exchange for assets.

Development Stage — Risks and uncertainties

As a development stage enterprise, the consolidated entity’s prospects are subject to the risks, expenses and
uncertainties frequently encountered by companies which have not yet commercialized any applications of their
technology, particularly in new and evolving markets. Prana’s operating results may fluctuate significantly in the
future as a result of a variety of factors, including capital expenditure and other costs relating 1o establishing,
maintaining and expanding the operations, the number and mix of potential customers, potential pricing of future
products by the consolidated entity and its competitors, new technology introduced by the consolidated entity and its
competitors, delays or expense in obtaining necessary equipment, economic and social conditions in the
biotechnology industry and general economic conditions.

Prana will continue to review the need to seck additional funding through public and private financing and/or through
collaboration or other arrangements with corporate pariners. The consolidared entity cannot be certain that it will be
able to raise any required Tunding or capital, on favorable terms or at all, or that it will be able to establish corporate
collaborations on acceptable terms, if at all. 1fthe conseclidated entity is unable to obtain such additional funding or
capital, it may be required to reduce the scope of its development plans.

Prana’s experience in exploiting its technology is limited. The consolidated entity cannot be certain that its
operations will be profitable in the short-term, or at all. 1 Prana fails in any of its efTorls to establish or expand its
business, the results of operations, financial condition and liquidity of the consolidated entity could be materially
adversely alfected. The consolidated entity cannot be certain that it will be able 1o obtain or retain any permits
required by the consolidated entity to market, sell and deliver is technology. Any of these factors could result in the
cessation of Prana’s operations.

Significant Accounting Policies
Accounting policies are selected and applied in a manner which ensures that the resulting financial information
satisfies the concepts of relevance and reliability, thereby ensuring that the substance of the underlying transactions or

other events is reported.

The following signilicant accounting policies have been adopted in the preparation and presentation of the financial
report:
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PRANA BIOTECHNOLOGY LIMITED
(A Development Stage Enterprise)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - in Australian dollars (unless otherwise noted)

1 BACKGROUND AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)
{a} Principles of consolidation

The consolidated financial statements are prepared by combining the financial statements of all the entities that
comprise the consolidated entity, being the Company (the parent entity) and its controlled entities as defined in
Accounting Standard AASB 1024 Consolidated Accounts. The companies comprising the consolidated entity are
disclosed above. Consistent accounting policies are employed in the preparation and presentation of the consolidated
financial statements.

The consolidated linancial statements include the information and resuits of each controlled entity from the date on
which the Company obtains control and unti such time as the Company ceases to control such entity.

in preparing the consolidated financial statements, all intercompany balances and transactions, and unrealized profits
arising within the consolidated entity are eliminated in full.

(b} Cash znd cash equivalents

For the purposes of the Statement of Cash Flows, cash includes cash on hand and in banks and money market
investments readily convertible (o cash.

(¢} Recoverable amount of non-current assets

Each reporting period, the directors assess the recoverable amount of all non-curreat assets. Where the carrying
amount of a non-current asset is greater than its recoverable amount, the asset is revalued down to is recoverable
amount. The recoverable amount is estimated based on expected net cash flows discounted to their present values
using a market-determined, risk-adjusted discounted rate.

{d) Property and equipment
Property and equipment consists of laboratory equipment, computer equipment, furniture and fittings and leasehold

improvements atiributable 1o the Company’s premises at Parkville, Victoria, Australia and s recorded at cost.
Depreciation is provided on a straight-line basis over the estimated usceful Hves of three to 14 years.

Laboratory equipment 13%4-33%
Computer equipment 33%
Furniture and fittings 7.5%-33%
Leaschold improvements 7.5%

{e} Intangible assefs and patents, research and development expense

Until December 1999, costs associated with the acquisition and development of the consolidated entity’s core
intellectual property were capitalized as intangible assets. After considering an independent valuation of the
consolidated entity’s core intelleciual property at December 1999, the directors revalued the assets upwards by
£14,661,942 1o $16,500,000. The revaluation was recorded in the assel revaluation reserve in equity. Subsequent to
the revaluation, all cosis associated with the acquisition and development of core intellectual property are charged to
patents, research and development expense.

in accordance with Australiae Accounting Standard AASB 1041 Revaluation of Non-Current Assels (“AASB
1041™), on July 1, 2000 the directors deemed the revalued carrying amount of core intellectual propecty to be cost for
financial reporting purposes.

Core intellectual property was amortized on a straight-line basis over a period of 15 years, being the period in which

the future benetits are expected to arise. The directors regularly reviewed the carrying value of core intellectual
property to ensure iis carrying value did not exceed its recoverable amount.
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PRANA BIOTECHNOLOGY LIMITED
(A Development Stage Enterprise)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - in Australian dollars (unless otherwise noted)

1 BACKGROUND AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (confinued)

As a result of the cancellation of a clinical study for the compound PBT-1 in April 2005 due to toxicity issues, the
consolidated entity reviewed the carrying value of the core intellectual property and resolved to impair the value 1o
$nil as of” June 30, 2005,

{f) Payables

Liabilities for trade creditors and other amounts are carried at cost, which is the fair value of the consideration to be
paid in the future for goods and services received, whether or not billed 1o the consolidated entity.

Payables to related parties are carried at the principal amount.
{¢) Share capital

Ordinary share capital is recognized at the fair value of the consideration received by the consolidated entity, as
determined by the directors.

{(h} Revenue recognition

Revenue is recognized to the extent that it is probable that the economic benefits will flow to the entity and the
revenue can be reliably measured.

Interest
interest income is recognized as earned when collectibility is reasonably assured.

Government grants

Government grants are recorded as income when key milestones set within each agreement are achieved and accepted
by all parties to the grant. The agreements comprise different phases based on product development. Milestones are
based on the phases of each product development, for example Phase 1, Phase 2 and Phase 3. Revenue is ot
recogaized prior to acceptance that the milestones have been achieved, as collectibility is not assured until this point
is reached. Once each milestone is reached and approved, the grantor is obligated 1o pay and there are no further
significant obligations as 1o that part of the milestone. Grant income for achievement of such milestones is agreed
between the parties in legally binding contracts. Revenue for each milestone achieved is fixed up front.

Reimbursements

Reimbursements of expenses are recognized as revenue when the reimbursement is received and the refated expenses
have been incurred.

Corporate partner revenues

Corporate partner revenues are comprised of amounts earned under agreements with Schering A.G. and Neuroscience
Victoria Led. for certain research and development activities. Revenues are recognized as earned on a straight line
basis over the lives of the relevant agreements. The straight line basis is considered appropriate as the agreements do
not contain clearly defined milestones. Such agreements are performed on a "best efforts” hasis with no guarantee of
either technological or commercial success.
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PRANA BIOTECHNOLOGY LIMITED
(A Development Stage Enterprise)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - in Australian dollars (unless otherwise noted)

1 BACKGROUND AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES {continued)
(i) Income fax

Tax-effect accounting is applied using the Hability method whereby income tax is regarded as an expense and is
calculated on the accounting profit after allowing for permanent differences. To the extent timing difTerences occur
between the time items are recognized in the financial statements and when items are taken into account in
determining taxable income, the net related taxation benefit or liability, caleulated at current rates, is disclosed as a
future income tax beneflit or a provision for deferred income tax. The net future income tax benefit relating to 1ax
losses is not carried forward as an asset unless the benefit {s virtually certain of being realized. The fulure income tax
benefit relating to timing differences is not carried forward as an asset unless its realization is assured beyond
reasonable doubt.

Where assels are revalued, no provision Tor potential capital gains tax has been made.
{j) Employee entitlements

Provision is made for employee entitlement benefits accumulated as a result of employees rendering services up 1o
the reporting date. These benefits include wages and salaries, annual leave and long service leave.

Employee entitlements expenses and revenues arising in respect of the following categories:

. Wages and salaries, non-monetary benefits, annoal leave, long service leave, sick leave and other leave
entitlements; and
. Othier types of employee entitlements;

are charged against profits on a net basis in their respective calegories.

The value of the options issued under the Employee and Consuliants Option Plans described in Note 15(b) are not
being charged as an expense when they have been issued to an employee or director.

(k) Loss per share

Basic loss per share is determined by dividing the loss from ordinary activities afier income tax by the weighted
average number of ordinary shares outstanding during the period. The computation of diluted loss per share is similar
to basic loss per share, except that it assumes the potentially dilutive securities, such as share options and warrants,
were converted to shares as of the beginning of the period. For all periods presented, diluted loss per share is
equivalent to basic loss per share as the potentiaily dilutive securities are excluded from the computation of diluted
loss per share because the efTect is anti-dilutive. See Note 18.

() Financial instruments issued by the consolidated entity

Debt and equity instruments

Debt and equity instruments are classilied as either liabiities or as equity in accordance with the substance of the
contractual arrangement.

Transaction costs on the issue of equity instruments

Transaction costs arising on the issue of equity instruments are recognized directly in equity as a reduction of the
proceeds of the equity instruments to which the costs relate.  Transaction cosis are the costs that are incurred directly
in connection with the issue of those equity instruments and which would not hiave been incurred had those
instruments not been issued.
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PRANA BIOTECHNOLOGY LIMITED
(A Development Stage Enterprise)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - in Australian dollars (unless otherwise noted)

1 BACKGROUND AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Interest and dividends

interest and dividends are classified as expenses or as distributions of profit consistent with the Statements of
Financial Position classification of the related debt or equity instruments or component parts of compound
instraments.

(m} Goods and services fax

Revenues, expenses and assets are recognized net of the amount of goods and services tax {GST), except:

i Where the amount of GST incurred is oot recoverable from the taxation authority, it is recognized as part of
the cost of acquisition of an asset or as part of an item of expense; or

ii. For receivables and payables which are recognized inclusive of GST.

The gross amount of GST recoverable from, or payable to, the taxation authority is included as part of receivables or
payables.

Cash flows attributable to GST ave included in the Statements of Cash Flows on a gross basis. The GST component
of cash flows arising from investing and financing activities which is recoverable from, or payable to, the 1axation
authority is classified as operating cash flows.

(n} Receivables

Trade receivables and other receivables are recorded at amounts due less any provision for doubtful debts.

(o) Foreign curretncy

Foreign currency transactions

All foreign currency transactions during the financial year are brought to account using the exchange rate in effect at
the date of the rransaction. Accounts payable and receivable balances at reporting date are translated at the exchange

rate in effect at that date. Exchange rate differences are recognized in net profit and loss in the period in which they
arise.

Foreign operations
Financial statements of integrated foreign operations are translated at reporting dale using the temporal method with
exchange differences being taken (o net profit or loss for the period.

{p) Start-up and organization costs
Costs of start-up activities and organizational costs are expensed as incurred.
{q) Reclassifications

Certain prior year amounts have been reclassitfied to conform to the current year presentation.
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PRANA BIOTECHNOLOGY LIMITED
(A Development Stage Enterprise)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - in Australian dollars (unless otherwise noted)

1 BACKGROUND AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES {continued)
(ry Leased assets

A finance lease is one which effectively transfers from the lessor 10 the lessee substantially ali the risks and benefits
incidental to ownership of the leased property. Leased assets classified as finance leases are recognized as assels.
The amount initially brought to account is the present value of minimum lease payments. Finance leased assets are
amortized on a straight line basis over the estimated useful life of the asset. Finance lease payments are allocated
between interest expense and reduction of lease liabiity over the term of the lease. The interest expense is
determined by applying the interest rate implicit in the lease to the outstanding lease liabiity at the beginning of each
lease payment period.

Operating lease payments are recogaized as an expense on a basis which reflects the pattern in which economic
benefits from the leased asset are consumed.

(s} Provisions

Provisions are recognized when the consolidated entity has a present obligation, the future sacrifice of economic
benefits is probable, and the amount of the provision can be measured reliably.

When some or all of the economic benefits required to settle a provision are expected 1o be recovered from a third
party, the receivable is recognized as an asset if' it is probable that recovery will be received and the amount of the
receivable can be measured celiably.

The amount recognized as a provision is the best estimate of the consideration required {o settle the present oblgation
at reporting date, taking into account the risks and uncertainties surrounding the obligation. Where a provision is
measured using the cash flows estimated Lo settle the present obligation, s carrying amount is the present value of
those cash flows.

{t) Adoption of Australian Equivalents io International Financial Reporting Standards (Unaadited)

The consolidated entity will be required to prepare financial statements that comply with Australian equivalents to
international Financial Reporting Standards ("A-1FRS”) for reporting periods beginning on or after January 1, 2005,
Accordingly, the consolidated entity’s Tirst half~year report prepared under A-IFRS will be for the hall~year reporting
period ending December 31, 2005, and its ficst annual financial report prepared under A-IFRS will be for the year
ending June 30, 2006.

The consolidated entity has completed an A-1FRS impact study, including the formulation of the A-IFRS accounting
polices that are intended to be adopted from July 1, 2005. The likely impact of the accounting policy changes on the
results and financial position of the consolidated entity has been determined.

The following Pro Forma Consolidated Statements of Financial Performance and Financial Position outline the
impact on the carrent year result and financial position of the consolidated entity had the finaccial statements been
prepared using A-1FRS, based on the directors” accounting policy decisions current at the date of this financial report.
Users of the financial reports should note that further developments in A-1FRS {for example, the release of further
propouncements by the Australian Accounting Standards Board and the Urgent lssues Group), if any, may result in
changes to the accounting policy decisions made by the directors to date, and, consequently, the likely impacts
outlined in the following pro forma linancial stalements.

The directors may, at ary time uatil the completion of the consolidated entity’s first A-IFRS compliant financial

report, elect to revisit and, where considered necessary, revise the accounting policies applied in preparing the pro
forma financial statements.
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PRANA BIOTECHNOLOGY LIMITED

(A Development Stage Enterprise)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - in Australian dollars (unless otherwise noted)

1 BACKGROUND AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)
{t) Adoption of Australian Equivalents fo International Financial Reporting Standards (Unaudited)

(continued)

UNAUDITED PRO FORMA CONSOLIDATED STATEMENT OF FINANCIAL PERFORMANCE
FOR THE YEAR ENDED JUNE 38, 2605

Revenues From Ordinary Activities

Depreciation and amortization expense
Patents, research and development
expense

Patents, research and development
expense- related pasties

Legal expense

Employee benefits expense

Consulting fee expense

Corporate compliance expense

Foreign exchange loss

impairment of intangible assets

Other expenses from ordinary activities
------ related parties

Other expenses from ordinary activities

Loss From Ordinary Activities
Before Income Tax Expense

income Tax Expense Relating To
Ordinary Activities

Nei Loss

Note

AASB 2:
1listorical A- Share- AASB 138:  Pro Forma A-
GAAP Based Intangible IFRS

Consolidated Payments Assets Consolidated
2,653,113 - - 2,653,113
£1,165,227) - 1,016,804 £148,423)
(7,109,839} - - £7.109,839}
{577,157 - - {377,757
(1,047,448} - - £1.047,448}
(2,438,303y  {1,704,734) - £4.143,637y
(1,607,892} - - £1.6067.892)
{562,123} - - {562,123}
(1,362,572) - - £1.362,572}
(10,388,339) - 9,602,099 {786,240
(1,402,210} - - £1.402,210%
£25068,597y  {1,704,734) 10,618,903 (16,094,428)
£25,008,597y  {1,704,734) 10,618,903 (16,094,428)
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PRANA BIOTECHNOLOGY LIMITED
(A Development Stage Enterprise)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - in Australian dollars (unless otherwise noted)

1 BACKGROUND AND SUMMARY OF SIGNIFICANT ACCOUNTING FOLICIES (continuzed)
{t) Adoption of Australian Equivalents fo International Financial Reporting Standards (Unaudited)
(continued)
UNAUDITED PRO FORMA CONSOLIDATED STATEMENT OF FINANCIAL POSITION
AS AT JUNE 30, 2005

Historical A- AASB 2:
GAAP Share-Based AASB 138 Pro Forma A-IFRS
Note  Consolidated Payments Intangible Assets Consolidated

Current Assets
Cash assets 21,453,304 - - 21,453,304
Receivables 174,476 - - 174,476
Other 495,165 - - 495,165
Fotal Current Assels 22,122,945 - - 22,122,945
Nonp-current Assefs
Property and equipment 166,214 - - 166,214
Fotal Non-current
Assets 166,214 - - 166,214
Fotal Asseis 22,289,159 - - 22,289,159
Current Liabilities
Payables 2,571,181 - - 2,571,181
Provisions 78,602 - - 78,6062
Total Current
Liabilities 2,649,783 - - 2,649,783
Non-current LizbHities
Provisions 45,260 - - 45,260
Total Nan-current
Liabilities 45,200 - - 45,200
Fotal Liahilifies 2,694,983 - - 2,694,983
Net Assets 19,394,176 - - 19,594,176
Lquity
Contributed equity A 55,405,707 1,704,734 - 57,110,448
Reserves B 14,661,942 - (14,661,942} -
Accumulated deficit A&B
during the development
stage {50,473.473) {1,704,734) 14,661,942 {37,516,265)
Fotal Equity 19,394,176 - - 19,594,176
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PRANA BIOTECHNOLOGY LIMITED
(A Development Stage Enterprise)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - in Australian dollars (unless otherwise noted)

1 BACKGROUND AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)
{t) Adoption of Australian Equivalents fo International Financial Reporting Standards (Unaudited)
(continued)

The following explanatory notes relate to the unaudited pro forma consolidated financial statements above and
describe the differences between the accounting polices under A-1FRS and the current treatment of those items
under Australian Generally Accepted Accounting Principles ("A-GAAP™).

A. Share-based Payments

Under A-GAAP, the consolidated entity does not recognize an expense for share-based compensation granted 1o
employees or directors. Under A-IFRS, the fair value of share options issued to employees and directors is
determined at the grant date and expensed over the expected vesting period of the options. As permitted under
A-IFRS first time adoption, the consolidated entity will not retrospectively recognize share-based payments that
have vested before fanuary 1, 20035,

For the year ended June 30, 2005, under A-IFRS, contributed equity will increase by $1,704,734 and an additional
employee benefits expense of the same amount will be recognized in profit and loss in relation to the options issued
during the year.

B. Intangible Assets

Under A-GAAP, the consolidated entity revalued the core intellectual property to fair value in December 1999.
Under A-1FRS, the revaluation is permissible only if there is an active market for the asset. As a consequence, upon
transition to A-1FRS at July 1, 2004, intangible assets will decrease by $10,208,582 with an associated decrease in the
assel revaluation reserve of $14,661,942 and accumulated losses of $4,453,360 art that date.

Under A-1FRS, internally generated intangible assets from expenditure on research activities are not recognizable. As
a consequence, upon transition to A-1FRS at July 1, 2004, intangible assets will decrease by $410,321 with a
corresponding increase in accomulated deficit at that date.

As a result of the above transition adjostments, the carrying value of the intangible assets at 1 July 2004 was
8869.440.

The impact of the above transition adjustment to A-1FRS for the year ended June 30, 2005 is that the amontization
expense will decrease by $1,016,804 and the impairment of intangible assets will decrease by $9,602,099. In
addition, the asset revaluation reserve as at June 30, 2005 will decrease by $14,661,942.

C. Financial Instruments

The directors have elected not to apply the first-time adoption exemption available to Prana to defer the date of
transition of AASB 132: Financial Instruments: Disclosure and Presentation and AASB 139 Financiol Instruments:
Recognition and Measurement’ 10 July 1, 2005, This has nil effect on the consolidated financial statements.

D. Reconciliaiion of Accumulated Deficit as at July 1, 2004

Consolidated
Accumulated deficit under A-GAAP (25,464,876}
intangible assets - reversal of amortization from 4,453,360
revaluation
Intangible assels — derecognition of research
expenditure (410,321)
Accomulated deficit under A-IFRS (21,421,837}

E. Reconciliation of Contributed Equity as at July 1. 2004
There were no adjustments to the Contributed Equity of the consolidated entity at July 1, 2004. Contributed Equity
under A-GAAP and under A-1FRS at July 1, 2004 was $49,505,493.
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PRANA BIOTECHNOLOGY LIMITED
(A Development Stage Enterprise)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - in Australian dollars (unless otherwise noted)

1 BACKGROUND AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)
{t) Adoption of Australian Equivalents fo International Financial Reporting Standards (Unaudited)
(continued)

F. Reconciliation of the Assei Revaluation Reserve as at July 1. 20604

Consolidated
Asset revaluation reserve under A-GAAP 14,661,942
intangible assels - reversal of revaluation {14,661,942}

Assel revaluation reserve under A-IFRS -

Years Ended June 30,

2805 2004 2003

2 REVENUE FROM ORDINARY ACTIVITIES

Interest - Other personsicorporations 862,135 211,327 111,686
Government grant (i) 626,692 647,400 967,000
Nasdag reimbursements ¢i) - - 231,304
Corporate partner revenues (i) 1,125,600 1,462,500 506,250
Other revenues 6,286 - 238
Total revenues Trom ordinary activities 2,653,113 2,321,227 1,816,478

(1) On July 26, 2001, the consolidated entity announced the grant of a $1.74 million START grant from the Australian
industry Research and Development Board to expand the consclidated entity s core intellectual property for drug treatment
of neurcdegenerative diseases.  During the year ended June 30, 20603, the consolidated entity met the revenue recognition
criteria to record $967,000 of the grant as revenue. This grant was completed ahiead of schedule on June 30, 2003, At June
30, 2003, revenue was over accroed by $21,750.

On May 3, 2003, the consolidated entity announced a Biotechnology Innovation Fund grant of $227,252 from the Australian
industry Research and Development Board to research the development of an immunotherapy from Alzheimer’s Disease.
During the years ended June 36, 2005 and 2004, the consolidated entity met the revenue recognition criteria to record
revenue of $101,689 and $125,515, respectively. This grant was completed in January 2005,

On February 18, 2004, the consolidated entity announced a further START grant of $1.35 million from the Australian
industry Research and Development Board to take s second generation drug candidate for Alzheimer’s discase, PBT-2,
through safety testing and Phase 1 Clinical Trials. During the years ended June 30, 2005 and 2004, the Company met the
revenue recognition criteria to record revenue of $528,003 and $543,635, respectively.

(i1} In September 2002, the Company listed on the Nasdag SmallCap Market. Under an agreement with the Bank of New of
York, 50% of the costs associated with the listing were reimbursed. This reimbursement of $231,304 was recognized as
revenue in the year ended June 30, 2003,

(iii) In March 2003, Prana entered into various agreements with Schiering A.G. and Neuroseience Victoria Ltd. for certain

research and development activities. The revenue onder these agreements is recognized as earmned on a straight line basis
over the lives of the relevant agreements.
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PRANA BIOTECHNOLOGY LIMITED

(A Development Stage Enterprise)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - in Australian dollars (unless otherwise noted)

3 EXPENSES FROM ORDINARY ACTIVITIES

Depreciation of non-current assets
Eguipment

Amortization of non-current assets
Core intelectual property

Total depreciation and amortization expense

Patents, research and development expense
Research and development
Research and development - refated patties
Patents

Total patents, research and development expense

Rental expense under operating leases

4 INCOME TAX

(a} Prima facie income tax benefit
caleulated on the loss from ordinary
activities hefore income tax:

income tax benefil calculated at 30%

Effect of lower tax rates of tax on overseas income

(OverYunder provision of income tax in previous

year

Non-deductible amortization expense

Othier non-deductible expenses

Timing differences and tax losses not brought to

account as future income tax benefits {Note 4b))

income tax expense relating 1o ordinary activities

(by Potential future tax benetits at 30% not
brought 1o account attributable to:

Tax losses — revenue

Timing differences

Years Ended June 30,

2005 2004 2003
65,223 95,002 85,971
1,100,004 1,100,004 1,100,002
1,165,227 1,195,006 1,185,973
7,109,839 4,853,536 1,242,481
577,757 379,045 475,289
- - 143,525
7,687,596 5,232,581 1,861,295
105,911 6,947 -
7,502,579 2,965,684 1,375,451
{4,567} - -
2,258,204 1,052,868 -
(330,001} {330,001} (330,001)
(3.426,262) {497,360} (300,312)
{5,999,953) (3.191,191) (745,138}
11,700,174 6,097,049 3,005,525
506,046 108,318 9,551
12,206,220 6,206,267 3,015,076
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PRANA BIOTECHNOLOGY LIMITED
(A Development Stage Enterprise)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - in Australian dollars (unless otherwise noted)

4 INCOME TAX {confinued)

The consolidated entity has future income tax benefits of tax losses not recognized as assets because recovery is not
virtuatly certain. Such benefits will only be obtained if:

(i) fiure assessable income is derived of a nature and of an amount sufficient to enable the benefit 1o be realized;
(ii)  the conditions for deductibility imposed by tax legislation continue to be complied with; and

(iii} no changes in tax legislation adversely affect the consolidated entity in realizing the benefit.

The consolidated entity has no franking credits available at year end.

June 30,
2085 2004

5 CURRENT RECEIVABLES
Goverament granl receivable {inclusive of GST} - 1,396
Sundry debtors and other 121,037 39,571
Goods and services tay receivable 53,439 51,956

174,476 92,917
6 OTHER ASSETS
Prepayments 405,165 71,609
Withholding tax - 1,160

495,165 72,769
7 PROPERTY AND EQUIPMENT
Gross carrying amount
Balance at beginning of year 506,523 372,161
Additions 50,466 134,362
Disposals - -
Balance at end of year 556,989 506,523
Accumulated depreciation
Balance at beginning of year {325,552} {230,550
Disposals - -
Depreciation expense 3 (63,223 {95,002)
Balance at end of year {390,775} {325,552
Net book value at end of year 166,214 180,971

Aggregate depreciation allocated during the year is recognized as an expense and disclosed in Note 3.
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PRANA BIOTECHNOLOGY LIMITED

(A Development Stage Enterprise)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - in Australian dollars (unless otherwise noted)

7 PROPERTY AND EQUIPMENT {(continued)

Laboratory squipment, at cost
Less accumulated depreciation

Total laboratory equipment
Computer equipment, at cost
Less accumulated depreciation
Total computer equipment
Farniture and fittings, at cost
Less accumulated depreciation
Total furniture and fittings
Leasehold improvements, at cost
Less accumulated depreciation

Total leasehold improvements

Total

8 INTANGIBLE ASSETS

Core intellectual property - at deemed cost

Accumulated amortization

Impairment of core intelleciual property

June 30,
2085 2004

325,899 325,899
{314,707} (292,340}
11,192 33,359
116,652 81,109
(64,510} (31,204%
52,142 49,905
43,03 29,304
{5,636} {(1,4173
37.403 27.887
71,399 70,211
{3,922} (591
65,477 69,620
166,214 180,971
16,500,000 16,500,000
{6,111,661) {5,011,657}
(10,388,339) -

11,488,343

Aggregate amortization allocated during the year is recognized as an expense and disclosed in Note 3.

The Intellectual Property was impaived on June 30, 2005 following the announcement to the market in Apri 2005
conceming the cessation of the PBTI clinical tial.
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PRANA BIOTECHNOLOGY LIMITED
(A Development Stage Enterprise)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - in Australian dollars (unless otherwise noted)

June 30,
2085 2004
Notes
9 PAYABLES (CURRENT)
Trade creditors 1,235,320 336,779
Accrual for settlement of patent dispute - 971,764
Accrued patents, research and development expenses 171,031 483,289
Accrued legal expense 189,199 72,059
Accrued employee benefits expense 192,386 5,894
Accrued consulting expense 476,633 90,256
Accrued corporate compliance expense 148,815 946,400
Other accrued expenses 76,934 161,951
Deferred revenue 56,463 155,261
Amounts payable to Directors 25,000 205,258
Amounts payable to Director-related entity 21 - 53,039
2,571,181 2,661,950
18 PROVISIONS
Current
Annual leave 15 78,602 42,597
Non-Current
Long service leave 15 45,200 8,292
June 30,
2805 2004 2083
Notes
11 CONTRIBUTED EQUITY
{(a) Contributed equity
Ordinary shares fully paid 1H{B) 54,662,445 46,505,493 16,733,023
Options fully paid 11(e} 289,699 8,000
Warrants fully paid 11(d} 453,563 -
55,403,707 49,505,493 16,741,023
(b) Movements in shares on issue
June 30,
2005 2004 2083
Number of 8 Number of $  Numberof $
Shares Shares Shares
Beginning of the year 115,984,380 49,505,463 66,187,303 16,733,023 58,612,750 12,993,468
Movement during the
year 11,334,880 5,156,952 49,797,077 32,772,470 7,574,553 3,739,555
End of the year 127,319,260 54,662,445 115,984,380 49,505,493 66,187,303 16,733,023
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PRANA BIOTECHNOLOGY LIMITED

(A Development Stage Enterprise)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - in Australian dollars (unless otherwise noted)

11 CONTRIBUTED EQUITY {continued)

Details of share issuances are as follows:

Date Details Notes Number  lssue Price $
July 8, 2002 Exercise of options 4,060 0.50 2,000
July 10, 2002 Exercise of options 13,274 0.50 6,637
Non-cash share issue in
consideration for services provided
July 12, 2002 by consultants (0 13,550 2.02 27,371
September 18,
2002 Exercise of options 32,060 0.50 16,000
September 30,
2002 Exercise of options 25,000 0.30 12,500
October 15, 2002 Exercise of options 206,081 0.50 10,040
November 20,
20062 Exercise of options 113,060 0.50 56,500
November 22,
20062 Exercise of options 33,072 0.50 16,536
November, 25
20062 Exercise of options 7,000 0.50 3,500
Non-cash share issue in
consideration for services provided
December 4, 2002 by consultants (i) 15,318 1.74 26,653
December 12, 2002 Exercise of options 50,000 0.30 25,000
January 8, 2003 Exercise of options 50,000 0.30 25,000
January 22, 20603 Exercise of options 2,620 0.59 1,310
Januvary 30, 2003 Exercise of options 6,700 0.50 4,850
Non-cash share issue in
consideration for services provided
January 390, 2603 by consultants (i) 118,101 0.08 115,739
February 14, 2003 Exercise of options 499 403 0.30 249,702
February 20, 2003 Exercise of options 483,746 0.30 241,873
February 28, 2003 Exercise of options 2,536,483 0.50 1,265,242
March 5, 20603 Exercise of options 3,107,851 0.50 1,553,945
March 15, 2003 Exercise of options 25,000 0.50 12,500
March 2003 Underwriting costs {ii) - - {144,000}
April 3, 2003 Exercise of options 421,314 0.59 210,657
Year ended
June30 2003 Total 7,574,553 3,739,555
August 11,2003 Exercise of options 50,000 0.50 25,000
August 13, 2003 Exercise of oplions 25,000 0.50 12,5006
Augost 27, 2003 Exercise of options 16,060 0.50 8,000
Non-cash share issue in
consideration for services provided
August 27, 2003 by consultants (i) 70,768 0.70 49,538
August 29, 2003 Exercise of oplions 34,000 0.50 17,000
September 16, Share issue to professional
2003 investors for cash 7,102,853 0.70 4,971,%97
January 12, 2004 Non-cash share issue to directors {iii) 249,999 0.48 120,000
Non-cash share issue in
consideration for services provided
January 12, 2004 by consultants (i) 67,955 0.64 43,491
Non-cash share issue in
consideration for services provided
February 20, 2004 by consultants (i) 155,502 0.55 85,526
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PRANA BIOTECHNOLOGY LIMITED
(A Development Stage Enterprise)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - in Australian dollars (unless otherwise noted)

11 CONTRIBUTED EQUITY {(continued)

Date Details Notes Number Issue Price §
April 8, 2004 Exercise of options 200,000 0.70 140,000
April 15,2004 Exercise of options 100,000 0.70 70,000
April 16, 2004 Exercise of options 200,000 0.50 100,000
April 16, 2004 Exercise of options 200,000 0.70 149,000
April 20, 2004 Exercise of options 300,000 0.50 150,000
April 22, 2004 Exercise of options 200,000 0.50 100,000

Non-cash share issue 1o consultant
Professor Ashley Bush as per

May 10, 2004 consulting contract {Note 14) {0 825,060 0.83 684,750
Share issued to US investors for

June 1, 2004 cash 40,000,000 0.72 28,881,609
Expired options - - 8,600
Capital raising costs - - (2,834,9413

Year ended

June 39, 2004 Total 49,797,077 32,772.47G
Non-cash share issue in settlement

Augost 9, 2004 of litigation {iv) 1,356,060 0.56 756,000
Non-cash share issue in

September 16, consideration for services provided

2004 by consultants {0 49,775 0.82 40,816

December 8, 2604 Exercise of options 9,506,666 0.50 4,753,333

December 17, 2004 Non-cash share issue 1o directors (iii) 249,999 0.48 120,000

Non-cash share issue in
consideration for services provided

Febroary 21,2005 by consultants {0 178,440 0.55 08,142
Capital raising costs (V) - - {611,339

Year ended

June 30, 2003 11,334,880 5,156,952

(0 The consolidated entity recognized non-cash compensation expense for shares issued in consideration for

services provided by consultants based on either the directors’ valuation of the services rendered or the
shares issued.

(i1} Underwriters subscribed the balance of the listed options with an expiration date of March 1, 2003 that had
not been exercised by existing option holders and charged $144,000 for their services.

(iii} The base fee for three of the Company’s directors was paid by the issue of 83,333 shares each as approved at
the 2603 and 2004 Annual General Meetings.

(iv} The Company settled a litigation dispute with P.N. Gerolymatos via the issue of 1,350,000 shares valued as
of the date the settlement agreement was signed.

(v} The capital raising costs incurred in fiscal year 2005 include the issue of warranis to a consultant as part of

the US capital raising that occurred in June 2004, Capital raising costs also include the issue of options to a
consultant that assisted Prana with the June 2004 US capital raising and the exercise of options.
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PRANA BIOTECHNOLOGY LIMITED
(A Development Stage Enterprise)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - in Australian dollars (unless otherwise noted)

11

CONTRIBUTED EQUITY {(continued)

{¢} Movements in share oplions

Years Ended June 34,

2005 2004 2083
Number of Comp. Number of Comp. Number of Comp.
Opiions  Expense {3) Options  Expense ($) Options  Expense ($)
Beginning of the year 21,269,167 - 21,085,000 8,060 27,894,310 8,000
issued during the year 3,080,000 289,699 1,709,167 - 618,274 -
Expired during the
year £11,150,501) - (200,0060) (8.060) - -
Exercised during the
year {Note 11(b}} (9.506,666) - {1,325,0060) - (7.427.584) -
End of the year 3,692,000 289,699 21,269,167 - 21,085,000 8,600

Details of option issuances are summarized as follows.

Bt

00

Lol

On July 10, 2002, the Company issued 13,274 options to an emplovee and 100,000 options to an outside consultant under
the Employee and Consultants Option Plan 2000 (see Note 15(b)) as a reward for services rendered to the Company. Of
the 106,000 options issued to the consultant, one-third are exercisable beginning May 2001, another third May 2002 and
the final third May 2003. The options are exercisable until June 30, 2003 at an exercise price of $0.30 per option. These
options are forfeited in the event the employee or consuliant terminate employment with the Company. 13,274 options
were exercised on 10 July 2002, The balance of the options lapsed on fune 30, 2005,

On October 31, 2002, the Company issued 103,000 options to an outside consultant under the Employee and Consultants
Option Plan 2000 {see Note 15(b}} as a reward for services rendered 1o the Company. Such options were exercisable on
or before June 30, 2003 at an exercise price of $0.50 per option. These options are forfeited in the event the consultant
terminates employment with the Company. These options lapsed on June 30, 2005.

On October 31, 2002, the Company issued 200,000 options to an outside consultant in consideration for services rendered.
Such options are exercisable on or before October 1, 2005 at an exercise price of $0.50 per option.

On March 1, 2003, the Company issued 55,000 options to underwriters in connection with the anderwriters’ subscription
of the remaining balance of the fisted options with an expication date of March 1, 2003 that had not been exercised by
existing option holders. Such options were exercised on the same day ar an exercise price of $0.50 per option.

On June 6, 2603, the Company issued 5,000 options 1o an outside consultant in consideration for services rendered.
Such options are exercisable beginning March 1, 2005 through fune 30, 2005 at an exercise price of $1.50 per opiion.
These options lapsed on June 30, 2005.

On June 6, 2603, the Company issued 145,000 options 1o employees under the Employse and Consultants Option Plan
2000 {see Note 15(h}} as a reward Tor services rendered to the Company. Of the 145,000 options, 56,000 options are
immediately exercisable, 20,000 options are exercisable beginning August 1, 2003, 25,000 options are exercisable
beginning December 25, 2003, and 50,000 options are exercisable beginning May 31, 2004. All options have an exercise
price of $0.50 per option and are exercisable until June 30, 2005. These options are forfeited in the event the employees
terminate employment with the Company. These options lapsed on June 30, 2063,
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PRANA BIOTECHNOLOGY LIMITED
(A Development Stage Enterprise)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - in Australian dollars (unless otherwise noted)

11

Bt

CONTRIBUTED EQUITY {continued)

004

On August 8, 2603, the Company issued 10,000 options to outside consultants under the Employee and Consaltants
Option Plan 2000 {see Note 15(b)} as a reward for services rendered to the Company. Of the 10,000 options issued 1o the
consuitants, half are exercisable beginning December 1, 2003 and the other half are exercisable beginning January 1,
2005. The options are exercisable until June 30, 2005 at an exercise price of $0.56 per option. These options are forfeited
in the event the consultants terminate employment with the Company. These options lapsed on June 30, 2005,

On September 10, 2003, the Company issued 5,000 options to an outside consultant in consideration for services rendered
to the Company. Such options are exercisable between March 2, 2005 and June 30, 20035 at an exercise price of $1.50 per
option. These options lapsed on June 30, 2065,

On September 15, 2003, the Company issued 244,667 options to employees and 17,500 options to outside consuliants
under the Employee and Consultants Option Plan 2000 {see Note 15(b}} as a reward Tor services rendered 1o the
Company. Of the 244,667 oplions issued to employees, 58,000 were escrowed until Aogust 1, 2004, 166,667 were
escrowed until May 31, 2004 and 26,000 were escrowed unti August 31, 2004, Of the options issued fo the consultants,
2,500 are exercisable beginning July 1, 2004, 7,500 are escrowed until July 31, 2004 and 7,500 are escrowed until Angust
31,2004, The options are exercisable until June 30, 2005 at an exercise price of $0.50 per option. These options are
forfeited in the event the employees or consultants terminate employment with the Company. These options lapsed on
June 30, 2003,

On October 31, 2003, the Company issued 500,000 options to an outside consultant in consideration for services rendered
to the Company. Such options were exercisable on or before April 23, 2004 at an exercise price of $0.70 per option. The
options were exercised in Aprit 2004,

On November 27, 2003, the Company issued 560,000 oplions o an outside consultant under the Employee and
Consultants Option Plan 2000 (sec Note 15{b}) as a reward for services rendered to the Company. Such options are
exercisable on or before June 30, 2003 at an exercise price of $0.50 per option. These options lapsed on June 30, 2005.

On December 5, 2003, the Company issued 20,000 options to employees under the Employee and Consultants Option
Plan 2000 {see Note 15(b)} as a reward for services rendered 1o the Company. The oplions are exercisable between fuly
1, 2004 and June 30, 2005 at an exercise price of $0.50 per option. These options are forfeited in the event the employees
terminaie employment with the Company. These options lapsed on June 30, 2065,

On May 10, 2004, the Company issued 412,000 options to Professor Ashley Bush, an outside consultant, as per the ten
year consulting contract with Professor Bush (see Note 143, Such options are exercisable on or before February 1, 2007
at an exercise price of $0.50 per option.

2005

On December 17, 2004, the Company issued 1,600,000 options to directors under the 2004 Employees, Directors and
Consultants Share and Option Plan {se¢e Note 15(b}} in recognition of future contributions to the growth and success of the
Compary. The options are escrowed for one year from the date of grant and are exercisable once the ASX share price
reaches $1.00 for five consecutive trading days. The options are exercisable at $nil consideration and expire on June 39,
2610. This issue was approved by sharcholders at the 2004 Annual General Meeting.

On December 17, 2004, the Company issued 380,000 options to a director under the 2004 ADS Option Plan {see Note
15¢b)) as per his employment contract. The options vested on fune 14, 2003 following an agreement between Jonas
Alsenas and the Company on Jenas stepping down as CEO and director of the Company and are exercisable at USE5.00.
The options expire on December 17, 2012 and upon exercise convert to ADRs (1 ADR = 10 Shares). This issue was
approved by shareholders at the 2004 Annual General Meeting.

On December 17, 2004, the Company issued 680,000 options fo outside consultants under the 2004 Employees, Directors
and Consultants Share and Option Plan {see Note 15(b)} in consideration for services rendered to the Company. Of the
600,600 options, 400,000 options vest immediately and 200,000 options vest guarterly unti the expiration date. The
oplions are excrcisable until December 17, 20067 at an exercise price of $0.50 per oplion.
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11 CONTRIBUTED EQUITY (continued)

* On February 21, 2003, the Company issued 500,000 options to the Company Secretary under the 2004 Employees,
Directors and Consultants Share and Option Plan {see Note 15{b}) as reward for services rendered to the Company. Such
options are excrcisable on or before December 17, 2007 at an exercise price of $0.50 per option.

(d) Movement in warrants

Years Ended June 38,

2805 2004 2083
Number of Comp. Number of Comp. Number of Comp.
Warrants Expense (%) Warrants Expense ($) Warranis Expense (5}
Beginning of the year 3,000,600 - - - - -
issued during the year 320,000 453,563 3,600,060 - - -
End of the year 3,320,000 453,563 3,600,060 - - -

Details of warrant issuances are summarized as Tollows.

Bt

004

«  On June 4, 2004, the Company issued 3,000,000 warrants to US investors as part of the 1 June 2004 US capital raising
disclosed in {b}above. These warrants are convertible to 30,000,000 shares (3,000,000 ADRs) at an exercise price of
US$8.00 per warrant on or before June 4, 2009.

200

LA

+  On December 17, 2004, the Company issued 320,000 warrants 10 an outside consultant in consideration for services
rendered to the Company for the June 1, 2004 US capital raising disclosed in {b) above. The resulting compensation
expense was accounted for as an issuance cost and therefore recorded as a deduction of contributed equity in the
Statements of Shareholders’ Equity. The warcants are convertible to 3,200,000 shares (320,000 ADRs) at an exercise
price of US$8.00 per warrant on or before June 4, 2009

{e} Terms and conditions of contributed equity

Ordinary shares

Ordinary shares have the right to receive dividends as declared and, in the event of winding up the Company, to pasticipate in
the proceeds from the sale of all surplus assets in proportion to the number of and amounts paid up on shares held. Ocdinary
shares entitle their holder to one vote, either in person or by proxy, at a meeting of the Company.

Options and warcants

Option holders and watrant holders do not have the right to receive dividends and are not entitled to vole at a meeting of the
Company. Options and warrants may be exercised at any time from the date they vest to the date of their expiry. Share
options convert into ordinary shares on a one for one basis on the date they are exercised. Warrants and US options convert
into ordinary shares, being one warrant or US option for ten ordinary shares, on the date they are exercised.
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11  CONTRIBUTED EQUITY (continued)
{f) Shares, options and warrants issued after reporting daie

Details of share issuances are as follows:

Date Details Number Issie Price Comp.
Expense (%)
Augaost 10, 2005 Issue of shares 1o consoltant 825,000 0.37 305250

Professor Ashiley Bush as per
consulting contract (Note 14}

825,000 305,250

Details of option issuances are as follows:

On August 10, 20035, the Company issued 413,000 options o consultant Professor Ashley Bush in accordance with the ten
year consulting contract with same {see Note 14). The options were issued onder the 2004 Employees, Directors and
Consultants Share and Option Plan. Such options expire on Febroary 1, 2007 and are exercisable at $0.50 per option.

June 30,
2805 2004 2003
Notes
12 RESERVE AND ACCUMULATED DEFICIT
Asset revaluation reserve 12{a) 14,661,942 14,661,942 14,661,942
Accumulated deficit during the development siage 12({b) (50,473,473} (23,464,876) (15,579,262)

(a) Assel revaluation reserve

i Nature and purpose of reserve

The asset revaluation reserve is used to record increments and decremients in the value of non-current assets

ii Movements in reserve

Balance at beginning of year 14,661,942 14,661,942 14,661,942
Revaluation of core intellectual property o

directors’ valuation - - -

Balance at end of year 14,661,042 14,661,042 14,661,942

On july 1, 2000, as allowed by AASB 1041, the directors deemed the carrying value of the consolidated entity’s core
intellectual property at valuation to be cost. As a result, the asset revaluation reserve is no longer available to absorb any
future write-downs of core intellectual property. Subsequent to July 1, 2000, future write-downs of these assets to the
recoverable amount must be made through the Statements of Financial Performance.
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12 RESERVE AND ACCUMULATED
DEFICIT (continued)

(b) Accumulated deficit during the development
stage

Balance at beginning of year

Net loss for the year

Balance at end of year

13 STATEMENTS OF CASH FLOWS

(a) Reconciliation of the net loss to the net
cash flows from operations
Net loss

Non-cash items

Depreciation of property, plant and equipment
Amortization of intangible assets

Non-cash issue of shares and options in
consideration of operating expenses

Foreign exchange loss

impairment of core intellectual property

Changes in assets and Habilities
(Decreaseincrease in payables
(IncreaseYdecrease in receivables
(increaseydecrease in prepayments

Increase in provision for employee entitlements

Net cash flows used in operating activities
(b} Reconciliation of cash

Cash balance comprises:

- cash on hand

- term depeosit/on call

- commercial bil

Closing cash balance

(¢}  Nop-cash financing and investing activifies

June 30,

2605 2004 2003
(25,464,876} (15,579,262} (10,994,424)
(25,008,597} (9,885,614} {4,584,838)
(50,473,473} (25,464,876} (15,579,262)

Years Ended June 30,

2605 2004 2003

(25,008,597} (9,885,614} (4,584,838)

65,223 935,002 85,971
1,100,004 1,100,004 1,100,002
439,457 983,305 169,763
1,362,572 182,768 12481
13,388,339 - -
665,231 2,120,733 (371,116)
(81,559} 50,906 (35,887
{422,396} (20,4073 8,605
72,913 25,883 25,006
(11,418,813} (3,347 420) {3,590,613)
1,163,077 8,531,393 2,263,783
11,290,227 21,048,805 1,200,000
9,060,000 - -
21,453,304 20,580,398 3,463,783

During the years ended June 30, 2005, 2004 and 2003, the Company issued shares, options and warrants in
connection with non-cash transactions. See Notes 1Hb), T1(c), and 11(d)
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14 EXPENDITURLE COMMITMENTS

The Company has entered into a ten year contract with Professor Ashley Bush, commencing February 1, 2003 which includes
a payment of US$100,000 per anmum for ten years increasing at the rate of the US Consumer Price index on the anniversary
of the contract. The contract also includes the issue of 1,656,000 bonus shares of which 825,000 were {ssued during the 2004
financial year and 824,000 options at an exercise price $0.50 of which 412,000 were issued during the 2004 year. The balance
of 825,000 shares and 413,000 options were issued on August 10, 2005,

The Company moved premises in June 2004 and entered into an operating lease for a three year period totaling $306,781,
including rent increases by 3.5% per annum. Ouigoing costs are sel yearly by the landlord.

Future minimum lease payments under the office lease are as follows as of June 30, 2005:

Fiscal vear
2006 106,569

2007 97,688
2008 -
2009 -
2010 -
Thereafter -

Total 204,257

The CFO Solution provides administrative support at a rate of $15.000 per month which can be terminated with three months
notice by either the Company or The CFO Solution.

The Company has contracts with various consultants that are payable within less than one year.

The Company has also entered into a contract with Geoffrey Kempler. For details refer 1o Note 19,

15 EMPLOYEE ENTITLEMENTS AND SUPERANNUATION COMMITMENTS
Notes
{a} Employee Entitlements

The aggregate employee entitlement liability is composed of:

Provisions (current} 78,602 42,597
Provisions (non-current} 45,200 8,292
1] 123,802 50,889

Number of employees: 17 (2004: 12 employees)

(b} Employee and Consultants Option Plans

At the Annual General Meeting held on November 22, 2000, sharcholders approved the establishment of the Employee and
Consultants Option Plan 2000 designed to reward directors, employees and consultants for their contributions to the
Company. 1t was also proposed as a method of retaining key personnel, for the growih and development of the Company’s
intellectual property rights. The options could not be transferred and were not quoted on the ASX. At fune 30, 2005, there
were no directors, seven employees (including three executives), and five consultants panticipating in the Scheme. All
options were issued with an exercise price of $0.50 and expired on June 30, 2005. No further options will be issued under this
plan.
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i5 EMPLOYEE ENTITLEMENTS AND SUPERANNUATION COMMITMENTS {continued)

At the Annual General Meeting held on November 17, 2004, the shareholders approved the establishment of new
Employee and Consultant Plans designed to reward directors, employees and/or consultants for their contributions to
the Company. As per the previous plan, the new plans are to be used as a method of retaining key personnel for the
growth and development of the Company’s intellectual property rights. Due to Prana’s US presence, a US plan {the
2004 ADS Option Plan) and an Auastralian plan (the 2004 Employees, Directors and Consultants Share and Option
Plan} were developed. At June 30, 2003, equity had been issued to one previous director while a director under the
2004 ADS Option Plan and four directors and three consultants under the 2004 Employees, Directors and Consultants
Share and Option Plan.. At the 2004 Annual General Meeting shareholders authorized the Company to issue in
aggregate of up to 12 million ordinary shares under the plans. The Share Plan Commitiee, a sub-committee of the
Remuneration Committee administers the Plans and is able 1o change the terms of the equity issued under them from
the default terms.

Under the 2004 ADS Option Plan, the default exercise price must equal or exceed the fair value of the ADS on the
date the options are awarded. The option expiry date cannot exceed ten years from the date the options were awarded.
The default vesting conditions are 25% per year on the date the options were awarded.

Under the 2004 Employees, Directors and Consultants Share and Option Plan, the defaull exercise price must be
equal or less than the market value of the ordinary shares on ASX on the date of grant. The option expiry date cannot
exceed ten years from the date the options were granted. The default vesting conditions are 25% per year on the date
the options were granted.

information with respect to the number of options granted under the Employee and Consultants Option Plan 2000 is as

follows:
Years Ended June 30,

2085 2004 2603
Number of Exercise Number of Exercise Number of Exercise
Options Price ($) Options Price ($) Options Price (5)
Beginning of the year 897,167 0.50 555,000 0.50 210,000 .50
lssued during the year - - 792,167 0.50 358,274 (.50
Exercised during the
year - - {450,000} 0.50 £13,274) 0.50
Expired during the
year (897.167) 0.50 - - - -
End of the year - - 897,167 (.50 355,000 (.50

information with respect to the number of options granted under the 2004 Employees, Directors and Consultants Share and

Option Plan as follows:

Years Ended June 30,

2085 2004 2603
Number of Exercise Number of Exercise Number of Exercise
Options Price ($) Options Price ($) Options Price (5)
Beginning of the year - - - - - -
lssued during the year 1,600,060 - - - - -
lssued during the year 1,100,000 0.50 - - - -
End of the financial
year 2,700,000 0.50 - - -
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i5 EMPLOYEE ENTITLEMENTS AND SUPERANNUATION COMMITMENTS (continued)

information with respect to the number of shares issued under the 2004 Employees, Directors and Consultants Share and
Option Plan as follows:
Years Ended June 30,

2805 2004 2003

Number of Number of Number of

Shares Shares Shares

Beginning of the year - - -

lssued during the year 428,439 - -
End of the financial

year 428,439 - -

information with respect to the number of options granted under the 2004 ADS Ogtion Plan as follows:
Years Ended June 30,

2085 2004 2603

Number of Exercise Number of Exercise Number of Exercise

Options Price (8) Opiions Price ($) Opiions Price (§)

Beginning of the year - - - - - -
US$5.00

Issued during the year' 380,000 (A$6.57) - - - -
US$5.00

End of the year" 380,000 (A%6.57) - -

The difference between the total market value of options issued during a financial year at the date of issue, and the
total amount received from executives and employees is not recognized in the financial statements except lor the
purposes of determining director and executive remiuneration in respect of that financial year as detailed in the
Remuneration Report and Note 19 of the financial statements. The benefit to consuliants is recognized in the
financial statements over the peried in which the services are provided.

Options issued carry no dividend rights or right 1o vote.

16 CONTINGENT LIABILITIES
The consolidated entity is not invelved in any legal or arbitration proceedings and, so far as directors are aware, no such
proceedings are pending or threatened against the consolidated entity.

17  SUBSEQUENT EVENTS

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

Years Ended June 30,
2805 2004 2003

18 LOSS PER SHARE
Basic loss per share {0.20) (0.13} (0.08)

Weighted average number of ordinary shares on issue
used in the calculation of basic loss per share 122,754,061 75,701,818 61,131,313
The options and warrants in place do not have the effect 1o dilute the loss per share.
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19  DIRECTORS’ AND EXECUTIVES’ REMUNERATION
(a} The directors and executive information has been prepared in accordance with AASB 1046:
Directors and Executives Disclosures by Disclosing Entities:

Directors of Prana Biotechnology Ltd during the year:

Geoffrey Kempler Executive Chairman Appointed November 11, 1997
CEO Re-appointed June 16, 2005
Colin Masters Executive Director Appointed December 9, 1999
George Mihaly Non-Executive Director Appointed December 9, 1999
Brian Meltzer Non-Executive Director Appointed December 9, 1999
Jonas Alsenas Executive Director Appointed March 25, 2004
CEO Appointed August 9, 2004

Stepped down fune 16, 2003

Specified Executives of Prana Biotechnology Ltd during the year:

Ross Murdoch President and COO Employed September 20, 2002
Dianne Angus Senior Vice President of [P,
Licensing and Research Employed August 1, 2002
Richard Revelins Company Secretary Appointed February 7, 2002
CFO Appointed June 2004

Remuneration of all Executive and Non-exscutive Directors, OfTicers and Employees of the Company is determined
by the Board following recommendation by the Remuneration Commitiee.

The Company is committed to remunerating Senior Executives in a manner that is market competitive and consistent
with “Best Practice’ including the interests of Shareholders. Remuneration packages are based on fixed and variable
components, determined by the Executive’s position, experience and performance, and may be satisfied via cash or
equity.

Non-executive Directors are remunerated out of the aggregate amount approved by Sharcholders and at a level that is
consistent with industry standards. Non-executive Directors do not receive performance based bonuses and prior
Shareholder approval is required 10 participate in any issue of equity. No retirement benefils are pavable other than
statutory superannuation, if applicable.

(b} Directors and Specified Executives Remuneration

Base Fee A

2003 Cash Shares Superannuation Equity” Total
Directors:
Geoffrey Kempler 262,197 - 26,220 46 562 337,979
Colin Masters * 75,000 490,000 - - 115,060
George Mihaly ! 75,0600 40,600 - 14,869 126,869
Brian Meltzer | 50,000 49,000 - 14,869 104,869
Jonas Alsenas 696,358 - - 1,515,434 2,211,792

726,289 120,000 26,220 1,594,734 2,899,509

' The fee includes the issue of 83,333 shares each as approved at the 2004 Annual General Meeting valued at $40,600
at date of issue.

* The fee includes payment relating to Jonas Alsenas stepping down as CEQ per the Separation Agreement and
General Release. See Note 19(ch

* The equity was issued as per Annual General Meeting held on November 17, 2004. As per Australian Accounting
Standards, the options issued to the Directors have been valued at the grant date. As a result, the value does not
reflect the current market price of the Company shares. The Board believe that if the options were valued in today’s
market, they would have minimal intrinsic value given the exercise price and the curvent market price of the
Company’s shates.

Page 35 of 75



PRANA BIOTECHNOLOGY LIMITED

(A Development Stage Enterprise)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - in Australian dollars (unless otherwise noted)

19 DIRECTORS’ AND EXECUTIVES' REMUNERATION (continued)

2005

Specified Executives

Ross Murdoch *
Dianne Angus
Richard Revelins?

[

Base Fee Superannuation Equity Total
275,000 24,750 - 299,750
180,000 16,200 2,670 198,870

60,000 - 110,000 170,060
515,060 40,950 112,670 668,620

' The equity amount relates to equily issued in the year ended June 30, 2004 that vested in the current financial year.
* The equity amount relates to 500,000 options issued to Mr Revelins for his services as CFO valued at grant date.

* Base fee includes additional hours worked above four days per week plus a bonus paid in recognition of additional
work not otherwise remunerated in respect of PBT-1 patent dispute and clinical trial advancement.
*No equity was received by these executives during the 2005 year.

There were only three executives in the Company and consolidated entity doring 20065,

The following Director was under contract at June 30, 2005:

Duration

Notice Reguirements

Termination

Geoffrey Kempler

Uretil termination by
either party

For Good Reason Mr
Kempler may terminate
with

30 days notice

*pay remuneration
entitiements up to June
1,2010

*accrued entitlements,
bonuses and equity
issues

*accelerate the vesting
of any unvested options

Without Good Reason
Mr Kempler may
terminate with

90 days notice

*Bonus pro-rated only if
termination oceurs in 1%
year

Without Cause the
Company may lerminate
with

90 days notice

*pay remuneration
entitlements up to June
1,2010

*accrued entitlements,
bonuses and equity
issues

*accelerate the vesting
of any unvested options

With Cause the
Company may terminate
withoul notice

*Bonus pro-rated only if
termination ocecurs in 1%
year

The following Senior Executives were under contract at June 30, 2005

Mr. R. Murdoch has a contract dated May 31, 2004 which provides lor a base annual salary of $275,000 plus

superannuation at a rate of 6% and options in the Company to the value of 25% of the base salary per annum based on
the achievement of performance milestones. The terms and conditions of the issue of options may be subjeci 1o
change in future years as the Company develops its remuneration policies. The term of the employment contract is for
a period of three years commencing on May 29, 2002, As the period has expired, the employment contract will

continue unti termination by either party. The employment contract can be terminated on four months notice.

Accrued entitlements are payable upon termination. In the case of redundancy, nine months salary is payable and all

options will vest immediately.
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19 DIRECTORS’ AND EXECUTIVES® REMUNERATION (continuzed)

Ms D. Angus has a contract dated October 21, 2003, amended in September 2004, which provides for a base annual
salary of $165,000 plus superannunation at a rate of 9% and options in the Company to the value of 20% of the base
salary per annum based on the achievement of performance milestones. The terms and conditions of the issue of
options may be subiect to change in [uture years as the Company develops s remuneration policies. The term of the
employment contract is for a period of three years commencing on August 1, 2002, As the period has expired, the
employment contract wilf continue until termination by either party. The employment contract can be terminated on
four months notice. Accrued entitfements are payable upon termination. In the case of redundancy, nine months salary
is payable and all options will vest immediately.

2004 Base Fee Consultant Superannuation Equity Total
Fee

Directors:

Geoffrey Kempler 266,818 - 18,182 - 285,000

Jonas Alsenas 32,365 - - - 32,365

Colin Masters * 406,000 8,333 - - 48,333

George Mihaly ' 40,000 78,858 347 - 119,205

Brian Meltzer 406,000 50,000 - - 90,000
419,183 137,191 18,529 - 574,903

B ]

' The base fee includes the issue of 83,333 shares each as approved at the 2003 Annual General Meeting valued at
$40,000 at daic of issue.

2004 Base Fee Consultant Superannuation Equity ' Total
Fee
Specified Executives
Ross Murdoch 235417 - 21,188 100,748 357,353
Dianne Angus 151,827 - 13,663 31,751 197,243
387,244 - 34,853 132,499 554,596

' The Black Scholes Model was used to calculate the value of these options at grant date.

There were only two executives in the Company during 24004,
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19 DIRECTORS’ AND EXECUTIVES® REMUNERATIEON (continuzed)

(cy Remuneration Options

Options Granted as Value per option at Firgt Exetcise Last Exercise
Remuneration 2005: Granted No. Ciranet Date Cirant Date Exercise Price Phate Date
[Hrectors:

After December
17, 2008, if the
shatre price
reaches $1.60 tfor
| 3 consecttive
(reoffrey Kempler FAHH 060 Diecember FT, 2064 $6.51 - trading duvy Juree 30, 2010
After December
17, 2005, if the
shatre price
reaches $1.60 tfor
) ; 3 gongecutive
(eorpe Mikaty 3000 Diecember FT, 2064 $6.51 - trading duvy Juree 30, 2010
After December
17, 2008, if the
shatre price
reaches $1.60 tfor
3 gongecutive

Brian Meltzer 3060 December 17, 2004 $0.51 - trading davs  June 30, 2010
- LISS5 00 December F7.
Jonag Alsenas ™ 384,00 November 17, 2004 US3 08 (53 9% {$a.50) Hunee 14, 20005 2612

FOBO.800

Specified Exccutives:
5 February 21, Bhecomber FT,
Richard Revelins ™ SEH) {50 February 21, 2005 $63.22 543 50 2005 2607

S0, 000

' The Barrier Pricing Model was used to calculate the value of these options at grant date, being December 17, 2004,
* The Black Scholes Model was used to calculate the value of these options at grant date, being November 17, 20064
and February 21, 20035,

* The options issued to Jonas Alsenas are exercisable into ADR’s (1 ADR = 10 shares).

Options (ranted as Valte per option at Firgt Exercise Last Exercise
Remuneration 2004 Giranted No. Cirant Date Grant Date Exercise Price Date Prate
Executives:
Ross Murdoch 50,000 & June 2603 $61.3458 £0.50 3 May 2004 3} June 2005
Rosgs Murdoch 550 23 December
13,060 & bune 2003 $0.345 2003 30 June 2005
Ross Murdach 166 667 15 September 2003 $er 483 5050 31 May 2004 30 June 20035
DHanse Angus 20,000 & June 2603 50345 £0.56 P Aupust 2003 3} June 2005
$3.345 850 23 [hecember
DHinne Angus FOLL00 & June 2403 2003 30 June 2005
DHanse Angus 38,000 I3 Seprember 2003 $er483 50,50 P Aupust 2004 3k June 2005
319,667

Page 38 of 75



PRANA BIOTECHNOLOGY LIMITED
(A Development Stage Enterprise)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - in Australian dollars (unless otherwise noted)

As of and For the Years Ended June 30,

2805 2004 2003
20 AUDITORS' REMUNERATION
Amounts received or due and receivable for:
- audit fees 175,481 92,663 126,178
- tax fees 11,631 59,580 23,400
- audit related Tees 14,920 6,900 7,400
202 032 159 143 156,978

21 RELATED PARTY AND SPECIFIED EXECUTIVE DISCLOSURES

Specified Directors” and Specified Lxecutives” Remuneration

Details of specified directors’ and specified executives’ remuneration are disclosed in note 19 to the financial

statements.

As of and For the Years Ended June

30,
2805 2004 2003
Director-related entity transactions
Kendle Pty Ltd, a Director-related company to G. Mihaly until
December 2004, provided continuous analysis and reviews of the
consolidated entity’s commercialization and intellectual property
management as well as clinical trial management and monitoring (on
normal commercial terms and conditions).
Fees paid 1o Kendle Pty Ltd up until December 31, 2004 were: 577,757 379,045 475,289
Amount owing to Kendle Pty Lid (inctuded in Payables, inclusive of G§T) N/A 53,039 48968
Aroma Science Pty Lid, a Director-related company to G Kempler,
provided office, computer administration and meeting facilities {on
normal commercial ferms and conditions) up uniil June 306, 2004,
Fees paid to Aroma Science Pty Lid during the year were: - 81,470 114,247
Amount owing to Aroma Science Pty Ltd (iacladed in Payables. inclusive of
(35T} - - 462
Specified Directors’ and Specified Executives” Equity Holdings
Number of Shares held by Specified Directors’ and Specified Execatives’
Balance Received as Options Net Balance
July [, Remuneration  Exercised Change  June 30, 2005
2004 Other
No. No. No. No. No.
Specified Directors
Geoffrey Kempler 17,055,600 - - - 17,055,000
Colin Masters 101,333 83,333 - - 184,666
George Mihaly 143,333 83,333 - - 226,666
Brian Meltzer 243,333 83.333 - - 326,666
Specified Executives
Ross Murdoch 50,000 - - - 50,000
Dianne Angus - - - - -
Richard Revelins 42,808 - - - 42,808
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21 RELATED PARTY AND SPECIFIED EXECUTIVE DISCLOSURES (continued)

Specified Directors” and Specified Execufives’ Equity Holdings
Number of Options held by Specified Directors and Executives

Balance
July 1, 2004
No.
Specified
Directors
Geoffrey
Kempler 9,167,500
Colin
Master 1,000,000
George
Mihaly 300,600
Brian
Mehzer 360,600

Specified Exscutives

Ross

Murdoch 281,667
Dianne

Angus 88.060
Richard

Revelins 56,0060

Granted as
Remuneration
No.

1,060,600

300,000

360,600

500,000

Options
Exercised
No.

Options Sold
No.

{7,290,060)

(300,000)

Options
Expired
No

{1,877.,560)

{1,000,000)

(300,000)

(281,667)

(88,000)

{50,000)
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June 36, 2005
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June 36, 2005
No.
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22 SEGMENT INFORMATION

The consolidated entity’s activities are predominantly within Aostralia and cover research into Alzheimer’s Disease and other
major age-related degenerative disorders.

23 FINANCIAL INSTRUMENTS

{a} Significant accounting policies

Details of the significant accounting policies and methods adopted, including the criteria for recognition, the basis of
measurement and the basis on which revenues and expenses are recognized, in respect of each class of financial asset,
financial liability and eqguity instrument are disclosed in Note | to the financial statements.

(b} Interest rate risk
The consolidated entity has cash on deposit which is professionally managed by external parties 1o optimize the impaci of
interest rate fluctuations pursuant to conservative investment guidelines.

At June 39, 2005, the consolidated entity had the following cash accounts:

£31.,359 in a six mooth term deposit at a fixed interest rate of 4.50% which matures on November 17, 2005,
US$5,077,088 (56,667,232} in a 31 day term deposit at a fixed interest rate of 2.88% which matured on July 11,
2005;
$4,591,636 in at call deposit accounts, earning interest of 5.40%;
$194,880 in Australia dollar cheque accounts at variable interest rates ranging from 4.28% to 4.60% as of June 30,
2005;

s US$H445,783 (B585,402) in various US cheque accounts at variable interest rates from 0% to 2.80% as of June 30,
2005;
GBP$161.423 {$382,5953) in a GBP chegue account at a variable interest rate of 2.90% as of lune 30, 2005;
£9,600,000 30 day commercial bl with a fixed interest rate of 5.57% which matured on July 29, 2005; and
8200 in petty cash which does not earn any interest.

The weighted average interest rate is 4.57% and apart from usual variances in general rates of interest the consolidated entity
is not exposed to any significant interest rate risk.

At June 30, 2004, the consolidated entity had the following cash accounts:

£30,000 in a six month term deposit at & fixed interest rate of 5.20%;

$1,600,000 in 120 day term deposils at fixed interest rates between 5.35% and 5.44%;

US$13,500,000 ($19,418,805) in a 27 day term deposit at a fixed interest rate of 0.60%;

$1,299.608 in Australian dollar cheque accounts at variable interest rates ranging from 3.97% to 4.40% as of June 30,
2004

US$5,027,554 (57,231,785} in a US cheque account at a variable interest rate of 0.05% as of June 30, 2604; and
$200 in petty cash which does not earn any interest.

The weighted average nterest rate is 0.89% and apart from usual variances in general rates of interest the Company was not
exposed to any significant interest rate risk.

Receivables and payables are non-interest bearing.
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23, FINANCIAL INSTRUMENTS (continued)

The consolidated entity’s exposure to interest rates and the effective weighted average interest rate for classes of financial
assets and liabilities is set out below:

June 36, 2005 Floating Fixed Interest Nomn- Average
Interest Maturing in Interest Total Interest
Rate bearing Rate
1 year 1-5 years
or less
Financial Assets
Cash 1,162,877 20,260,227 - 200 21,453,304 4.57%
Receivables - - - 174,476 174,476 -
1,162,877 20,290,227 - 174,676 21,627,780

Financial Liabilities
Payables - - - 2,571,181 2,571,181 -
Provisions - - - 123,802 123,802 -

- - - 2,694,983 2,694,983

June 36. 2004 Floating Fixed Interest Nomn- Average
Interest Maturing in Interest Total Interest
Rate bearing Rate
1 year 1-5 years
or less
Financial Assets
Cash 8,531,393 21,048,805 - 200 26,580,398 0.89%
Receivables - - - 92,917 92,917 -
8,531,393 21,048,805 - 93,117 29,673,315

Financial Liabilities
Payables - - - 2,661,950 2,661,950 -
Provisions - - - 50,889 50,889 -

- - - 2,712,839 2,712,839

(e} Net fair values
The carrying amount of financial assets and financial liabilities recorded in the financial statements represents their respective
net fair values, determined in accordance with the accounting policies disclosed in Note 1 1o the financial stalements.
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23,  FINANCIAL INSTRUMENTS {confinued)

(d} Credit risk

Financial assets, which potentially expose the consolidated entity to concenirations of credit risk, consist primarily of cash and
receivables. The consolidated entity’s cash and cash equivalents are placed with high credit quality financial institutions and
receivables are presented net of any allowances for estimated doubtful receivables. Accordingly, the Directors believe the
consolidated entity has no significant concentration of credit risk.

24 ADDITIONAL COMPANY INFORMATION

Prana Biotechnology Limited is a listed public company, incorporated and operating in Australia.

Registered Office Principal Place of Business
Suite 2 Level 2

1233 liigh Street 369 Royal Parade
Armadele Vic 3148 Parkville Vic 3032
Australia Australia

Tel: +61 (03) 9824 8166 Tel: +61 {03} 9349 4906
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25 RECONCILIATION TO US GAAP

The financial statements have been prepared in accordance with A-GAAP, which differ in certain significant respects from
accounting principles generally aceepted in the United States of America {*US GAAP™). The following is a summary of the
adiustments to net loss and tolal equity required when reconciling such amounts recorded in the financial statements 1o the
corresponding amounts in accordance with US GAAP, considering the differences between A-GAAP and US GAAP.

Reconciliation of net loss

Years Ended June 30,

2005 2004 2083

Net loss in accordance with A-GAAP (25,008,597) (9,885,614} (4,584,838}
LS GAAP adfustments:
Share-based compensation (a}
Options issued to consultants for services rendered 155,800 {429 811 {81,610}
Options issued to directors and employees for services
rendered (17,829} (87,768} (28,108}
Options issued to underwriters in connection with
subscription of listed options - - (26,400}
Shares issued 1o consultants and directors for services
rendered (21,096} (33,023} (31,004}

intangible assels - Core intellectual property {b)

Reversal of amortisation expense attributable to

costs capitalised under A-GAAFP but expensed

under US GAAP 60,670 60,670 60,670
Reversal of amortisation expense attributable to

upward asset revaloation 977,463 977.463 977.463
Reversal of impairment expense attributable (o costs

capitalised under A-GAAP but expensed under US

GAAP 9,804,092 - -

Intangible assels - Capitalised patent costs {c)
Costs capitalised under US GAAP but expensed
under A-GAAP 263,232 477,390 717,119
Amortisation expense attributable to above (307,806) {287,506 (247,6R9)
Impairment of costs capitalised under US GAAP
but expensed under A-GAAP {3,580,048} - -
Deferred tax effect of US GAAP adiustiments {d) - - -

Net loss in accordance with US GAAP (17.675,019) (9,208,199} (3,244,397)

Loss per share in accordance with US GAAP:
Basic and diluted £0.14) (G.12} (0.05}
Weighted average shares - basic and diluted 122,754,661 75,701,818 61,131,313
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25 RECONCILIATION TO US GAAP {continued)

Reconciliation of sharcholders” equity

Total equity in accordance with A-GAAP
US GAAP adjustments:
intangible assels - Core intellectual property
Costs capitalised under A-GAAP but expensed under US GAAP
Reversal of amortisation expense attributable to above
Reversal of upward asset revaluation
Reversal of amortisation expense atiributable to above
Intangible assels - Capitalised patent costs
Costs capitalised under US GAAP but expensed under A-GAAP
Amortisation expense attributable to above
Deferred tax effect of US GAAP adiustments

Total equity in accordance with US GAAP

Rollforward analysis of shareholders’ equity under US GAAP

Balance in accordance with US GAAP, beginning of year
issuance of shares in connection with private placement, net of
issue costs

issuance of shares in connection with exercise of options, net of
issue costs

issuance of options to consultants for services rendered

Issuance of options to directors and employees for services rendered

Issuance of shares to consultants and directors for services rendered

issuance of shares for legal settlement

Net loss in accordance with US GAAP

Balance in accordance with US GAAP, end of year

Years Ended June 30,

2805 20684
19,504,176 38,702,559
(b}
- {910,058
- 276,415
- (14,661,942)
- 4,453,360
{c)
- 4,551,285
- {926,663)
(d} - .
19,594,176 31,484 956
Years Ended June 38,
2005 20684
31,484,956 7,378,083
- 31,018,665
4,708,574 762,300
{a) 24,699 429811
{a) 17,829 87,768
(a} 277136 1,016,328
756,000 -
{17,675,G19} (9,208,199
19,504,176 31,484,956
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RECONCILIATION TO US GAAP {continued)
Share-based compensation
Options issued to consultants for services rendered

As disclosed in Note 11(c), the Company issued 600,000, 1,444,500 and 405,000 share options to outside consultants
during the years ended 3une 30, 2005, 2004 and 2003, respectively. Under A-GAAP, the Company recognized
compensation expense based on the directors’ valuation of the options issued during the year ended June 30, 2005. No
compensation cost was recognized in respect of the options issued by the Company during the years ended June 39,
2004 and 2003 under A-GAAP. Unader US GAAP, the options issued to the outside consultants are accounted for under
Statements of Financial Accounting Standards (“SFAS™Y No. 123: Accounting for Stock Based Compensation (“SFAS
123™) and Emerging 1ssues Task Force [ssue No. 96-18: Accounting for Equily Instruments That Are Issued to Other
thun Employees for Acquiring, or in Conjunction with Selling, Goods or Services (“EITF 96-187). Accordingly, the
Company has calculated compensation cost based on the estimated fair value of the options measured on the date the
services were completed by the respective consultants, using the Black-Schioles model with the following weighted
average assumptions:

+  risk-free interest rate of 4.9% for 2005, 5.5% for 2004 and 4.5% Tor 2003;

+ no dividends;

+  expecied volatility of 62% for 2005, 82% for 2004 and 48% for 2003; and

+  expecied life of two years for 2005, 2004, and 2603,

The compensation cost is charged to operations ratably over the vesting period. The resulting difference between the
A-GAAP compensation expense (il any} and the US GAAP compensation expense s recognized in the reconciliation.

Options issued to directors and employees for services rendered

As disclosed in Note 11{c), the Company issued 2,480,000, 264,667 and 158,274 share options to directors and
employees during the years ended June 30, 2005, 2004 and 2003, respectively. Under A-GAAP, no compensation cost
has been recognized in respect of the share options issued by the Company. Under US GAAP, the Company has
elected to account for the issuance of share options fo the directors and employees in accordance with Accounting
Principles Board (“APB”) Opinion No. 25: Accounting for Stock Issued to Employees and related interpretations {*APB
25™). Under APB 25, compensation cost is recognized to the extent that the quoted market price of the stock exceeds
the exercise price of the options at the measurement date, and is charged 1o earnings ratably over the vesting period. For
options that vest upon the achievement of a target stock price, compensation expense is recognized when the target is
achieved.

Had compensation cost related to the issuance of options to directors and employees been recorded at Tair value on the
date of grant in accordance with SFAS 123, the consolidated entity’s net loss and loss per share amounts {calcolated in

accordance with US GAAP) would have been reduced to the pro forma amounts indicated below:

Years Ended June 30,

2005 2004 2003

US GAAP net loss, as reported (17,675,019)  (9,208,199)  {3,244,397)
Add: Stock-based employee compensation expense included

in US GAAP reported net loss 17,826 87,768 28,108
Deduet: Total stock-based employee compensation expense

determined under fair value based method (1,708,923 (137,741) {41,331)
US GAAP pro forma net loss (19.366,115) (9,258,172 (3,257.620)
US GAAP basic and diluted loss per share
- As reported {0.14) {0.12) {0.03)
- Pro forma {0.16) {0.12) {0.63)
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RECONCILIATION TO US GAAP {confinued)
Options issued to underwriters in connection with subscriplion of listed opiions

As disclosed in Note 11(c}, the Company issued 55,000 share options 1o underwriters on March 1, 2003 in connection
with the underwriters” subseription of the remaining balance of the listed options with an expiration date of March 1,
2003 that had not been exercised by existing option holders. Under A-GAAP, no compensation cost was recognized in
respect of the share options issued by the Company. Under US GAAP, the options issued to the underwriters were
accounted for under SFAS 123, Accordingly, the consolidated entity has celculated compensation cost based on the
estimated fair value of the options measured on March 1, 2003, Because the oplions are exercisable only on the date of
grant, the Company estimated the fair value of the options based on the intrinsic value of the options.

Shares Issued to consultants and directors for services rendered

As disclosed in Note 11{b), the Company issued 228,215, 1,119,225 and 146,969 shares 10 outside consultanis in
consideration for services rendered to the Company during the years ended lune 30, 2005, 2004 and 2003, respectively.
The Company also issued 249,999 shares to directors in consideration for services rendered to the Company during each
of the years ended June 30, 2005 and 2004. Under A-GAAP, the consolidated entity recognized compensation expense
based on the directors’ valuation of the services rendered or shares issued. Under US GAAP, the shares issued 1o the
outside consultants and directors are accounted for under SFAS 123 and EITF 96-18. Accordingly, compensation
expense is based on the quoted market price of the shares measured on the date the services were completed. The
resulting difference between the A-GAAP compensation expense and the US GAAP compensation expense is
recognized in the accompanying reconciliation.

Intangible assets — Core intellecfual property

Under A~GAAP, the consolidated entity capitalised costs associated with the acquisition and development of core
ntellectual propecty until December 1999, Such costs were amortized on a straight-line basis over the estimated useful
Hfe of 15 years. In December 1999, the directors revalued the intangible assets upwards by $14,661,942 and recorded
the revaluation in the asset revaluation reserve in equity. The increased asset value resulted in additional amortisation
for periods subsequent to the revaluation.  All costs associated with the acquisition and development of core intellectual
property incurred subsequent o the December 1999 revaluation are expensed as incurred under A-GAAP.

Under US GAAP, costs associated with the acquisition of core intellectual property are capitalised while costs
associated with the development of core intellectual property are expensed as incurred. Upward revaluations of
intangible assets are not allowed {except in connection with a purchase business combination). Accordingly, the
amortization expense attributable 1o the costs capitalized under A-GAAP but expensed under US GAAP as well as the
amortization expense attributable to the upward asset revaluation is reversed in the accompanying reconciliation.

As a result of the cancellation of a clinical study for the compound PBT-1 in April 2005 due 1o toxicity issues, the
consolidated entity reviewed the carrying value of the core intellectual property and resolved to impair the value to Snil
as of June 30, 2005 based on estimated future discounted cash flows. The A~-GAAP impairment expense relating to costs
capitalised under A-GAAP but expensed under US GAAP has been reversed in the accompanying reconciliation.
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RECONCILIATION TO US GAAP {continued)
Intangible assets — Capitalised patent costs

Under A-GAAP, all costs associated with the acquisition and development of patents incurred subsequent 1o the
December 1999 revaluation of core intellectual property {see paragraph {b) above) are expensed as incurred. For US
GAAP purposes, up until December 31, 2004, all costs associated with the acquisition of patents, legal costs incurred in
connection with successful patent defences and costs associated with successtul patent applications deemed 10 be
recoverable from the future development of products were capitalised and amortized on a straight-line basis over the
estimated useful life of 15 years. Such capitalised cosls are tested for recoverability whenever gvents or circumstances
indicate that the cacrying amount of the costs may not be recoverable. Al other costs associated with patents were
expensed as incurred. Effective January 1, 2003, the Company changed its US GAAP accounting policy and expenses
all patent cosis as incurred.

As a result of the cancellation of a clinical study for the compound PBT-1 in April 2005 due 1o toxicity issues, the
consolidated entity reviewed the carrying value of the US GAAP capitalised patent costs and resolved to impair the
capitalised costs to the fair value of $nil based on estimated future discounted cash flows. The resulting impairment
expense has been recognized in the accompanying reconciliation.

Deferred tax effect of US GAAP adjustments
The deferred tax effect of US GAAP adjustments is 3nil because it is more likely than not that the net deferred tax asset

will not be realized, and accordingly, the consolidated entity has recorded a 100% valuation allowance against the net
deferred tax asser.
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RECONCILIATION TO US GAAP {continued)
Statement of cash flows

The presentation of the Statements of Cash Flows in accordance with A-GAAP differs from that required in accordance
with SFAS No. 95: Statement of Cash Flows ("SFAS 957) under US GAAP. Under A-GAAP, cash held in term
deposits with original maturities of fess than one year is classified as cash. Under US GAAP, term deposits with
original maturities greater than 99 days do not qualify as cash or cash equivalents; rather, such term deposits are
classified as current investments. Accordingly, the net change in term deposits with eriginal maturities greater than 90
days is classified as a component of cash Tlows from investing activities for US GAAP purposes.

The following is a reconciliation of the Statements of Cash Flows had the statement been prepared using the
presentation requirements of SFAS 95 (A-GAAP measurement principles have been adopted):

Years Ended June 30,

2605 2604 2063
Net cash flows used in operating
activities, as reported £11,418,813} (5,347,420) (3,590,613}
Net cash flows used in investing
activities, as reported {30,466) (134,362) (87,929
Less: Term deposits with original
maturities greater than 90 days {31,359 {1,630,600) -
Net cash cutflows used in investing
activities, as adjusted {81,825 {1,764,362) (87.925)
Net cash flows from financing
activities, as reporied 4,704,757 31,781,165 3,569,792
Net increase/(decrease) in cash held,
as adjusted (6,795,881) 24,669,383 (108,750}
Opening cash broaght forward 29,580,398 3,463,783 3,585,614
Exchange rate adjustments on
foreign currency transactions {1,362,572} {182,768) {12, 48D
Cash at end of year, as reported 21,453,304 29,580,398 3,463,783
Less: Term deposits with original
maturities greater than 90 days {31,339} {1,630,000) -
Cash at end of year, as adjusted 21,421,945 27,950,398 3,463,783
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RECONCILIATION TO US GAAP {continued)
Classtication differences

Under A-GAAP, interest income is reported as a component of revenue from ordinary activities. Under US GAAP,
interest income is reported as a component of non-operaling income.

Under A~GAAP, amortisation of intangible assets used in research and development proiects is reported in depreciation
and amortisation expense. Under US GAAP, amortisation of intangible assets used in research and development
projects is reported in research and development expense.

Under A-GAAP, other expenses from ordinary activities consist of the following:

Years Ended June 30,

2008 2084 2003
Travel 432,316 284,105 295,257
Insurance 191,705 53,451 62,403
Marketing 442,920 230,456 198,832
Office overhead costs 322,017 160,488 198,704
Other 13,252 269 13,397
Total 1,402,210 758,772 768,563

Under US GAAP, travel, insurance, marketing and office overhead costs are classified as general and administrative
costs,

Additional US GAAP disclosures
Share-based compensation
The following table summarizes the activity of share options issued to directors under the 2004 Employees, Directors and

Consultants Share and Option Plan {adopted on November 17, 2004} during the year ended June 30, 2005 and share options
issued to employees under the Employee and Consultants Option Plan 2000 during the years ended June 30, 2004 and 2003:

Years Ended June 34,

2805 2004 2003
Number Weighted Number Weighted Number Weighted
of average of average of average
options exercise options exercise opiions exercise
price ($) price ($) price (3)
Outstanding at
beginning of year 409,667 (.50 145,000 0.50 - -
Granted 2,100,000 0.12 264,667 0.50 158,274 0.50
Exercised - - - - (13,2743 0.50
Forfeited - - - - - -
Expired {409,667} 0.50 - - - -
Outstanding at end of
year {a) 2,190,600 G.12 409,667 (.50 145,600 0.50
Exercisable at end of
year 590,000 (.50 311,667 (.50 50,600 0.50

(o) Ofthe 2, 100,000 options outstanding as of June 30, 2005, 600,000 options have an exerclse price of $uil and a weighted average remaining
contracteal 1ife of 0% vears. The remaining S00.000 options have an exercise price of $.50 with a weighted average remaining contractual life of
three vears.
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RECONCILIATION TO US GAAP {continued)

The weighted average grant date Tair value of the options issued to directors under the 2004 Employees, Directors and
Consultants Share and Option Plan during the year ended June 30, 20035 and options issued to employees under the
Employee and Consultants Option Plan 2000 during the years ended June 30, 2004 and 2003 is $0.44, $0.44 and $0.43,
respectively. The fair value was estimated at the date of the grant using the Black-Scholes option pricing model for
options without market conditions and the Bacrier option pricing model was used for options with market conditions,
with the following weighted average assumptions:

risk-free interest rate of 5.2% for 20605, 4.9% for 2004 and 4.3% for 2003;

no dividends;

expected volatility of 65.7% for 2003, 74.3% for 2004 and 82.0% for 2003, and
expected life of five years for 20035 and two years for 2004 and 2003,

* & 5 »

The following table summarizes the activity of share options issued to directors under the 2004 ADS Option Plan during
the year ended June 30, 2005, Each option is exercisable for one ADR which equals ten shares. The 2004 ADS Option
Plan was adopted on November 17, 2004 and therefore no options were issued under the plan in prior years.

Year ended June 30, 2085

Number of aptions Weighted average
aver ADRs exercise price ($)
Outstanding at beginning of year - -
Granted 380,000 US$5.00 (36.57)
Exercised - -
Expiced -
Forfeited - -
Outstanding at end of vear {b} 380,000 US$5.00 ($6.57)
Exercisable at end of year 380,600 USE5.60 (36.57)

(by  AlE 380,000 options cutstanding as of fune 340, 2003 have an exercise price of LISS3.00 ($6.57) and 2 weighted average remaining contractaal Hife
of eight vears.

The weighted average grant date Tair value of the options issued to directors under the 2004 ADS Option Plan during the
year ended June 30, 2005 is $3.99. The fair value was estimated at the date of the grant using the Black-Scholes option
pricing model with the following weighted average assumptions:

risk-free interest rate of 5.4%;

no dividends;

expected volatility of 73.6%; and
expected life of cight years.

* & = »
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RECONCILIATION TO US GAAP {continued)

The following table summarizes the activity of share options issued to consultants during the year ended June 30, 2003,
2004 and 2003:

Years Ended June 30,

2005 2604 2803
Number Weighted Number Weighted Number Weighted
of average of average of average
options exercise options exercise options exercise
price (%) price {$) price {$)
Outstanding at
begianing of
year 1,109,500 0.35 815,600 9.51 416,060 0.50
Granted 600,000 0.50 1,444,500 (.57 405,000 0.51
Exercised - - 950,000 G.61 - -
Forfeited - - - - -
Expired (497.500) 0.52 {260,600} 0.50 - -
Outstanding at
end of year (c) 1,212,000 0.50 1,139,500 9.35 815,500 0.51
Exercisable at
end of year 1,045,333 0.50 1,089,500 0.42 815,500 0.50

() AlEL212.000 options owtstardding as of June 30, 2005, have an exercise price of $1.50 with an average remaining cortractual Hfe of two years.

The weighted average grant date {air value of options issued 1o consultants during the years ended June 30, 2005, 2004
and 2003 is $0.27, $0.30 and $0.19, respectively. Refer to Note 25(a), Options issued fo consulfanis for services
rendered for the assumptions used o estimate the grant date fair value.

As previously disclosed, the Company issued 35,000 share options to underwriters on March 1, 2003 which were
immediately exercised on the same day. Because the options were exercisable only on the date of grant, the Company
estimated the grant date fair value of $0.48 based on the intrinsic value of the options.

Refer to Notes 11(b) and 11{d) for information regarding shares and warrants granted 1o consultants and directors during
the years ended June 30, 2005, 2004 and 2003

Income tax

The consolidated entity has adopted SFAS No. 109: Accounting for Income Taxes (“SFAS 1097} for US GAAP
purposes. SFAS 109 requires a “liability approach” 1o accounting for income taxes, which as it applies to the
consolidated entity, is very similar 1o that adopted under A-GAAP.

Under A-GAAP, the deferred tax asset in respect of income tax losses carried forward disclosed in Note 4 is not

recognized unless the beoetit is virtually certain of realisation. Under US GAAP, the benefit is not recognized unless
realisation is more likely than not.
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RECONCILIATION TO US GAAP {continued)

The components of A-GAAP loss from ordinary activities before income tax expense consisted of the following for the
years ended June 30, 2005, 2004 and 2003:

Years ended June 38, 2005

2005 2604 2003
Australia (24,933,300} {9,885,614) {4,584,838)
Foreign (73, 297) - -
(25,008,597} £9,885,614) (4,584,838}

The components of the US GAAP deferred tax assets and liabilities as of June 30, 2005 and 2004 are as follows:

Jine 38, 2005

2045 2004

Deferred tax assets

Net operating loss carryforwards 11,760,174 6,097,949
Foreign exchange losses 410,951 31,500
Provision accruals 37,141 15,268
Other 57,954 61,550
Total gross deferred 1ax assets 12,206,220 6,174,767
Deferced tax Hability - -
Net deferred 1ax asset 12,206,220 6,206,267
Valuation allowance {12,206,220) {6,206,267)

Net recorded deferred 1axes - -

As of June 30, 2003, the Company has net operating loss carryforwards in Australia of $38,940,507 that may be carried
forward indefinitely and net operating loss carcyforwards in the United States of $60,073 that can be carried Torward for
20 years
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PRANA BIOTECHNOLOGY LIMITED
(A Development Stage Enterprise)

NOTLES TO CONSOLIDATED FINANCIAL STATEMENTS — in Australian dellars {(unless otherwise noted)

RECONCILIATION TO US GAAP {continued)
Recently issued but not yer adopied accounting pronouncements

In December 2004, the Financial Accounting Standards Board (“FASB™} issued SFAS No. 123 (revised 2004): Share-
Based Payments (*SFAS 123R™). This statement eliminates the option to apply the intrinsic value measurement
provisions of APB 25 to stock compensation awards issued to directors and employees. Rather, SFAS 123R requires
companies 1o measure the cost of dicector and employee services received in exchange for an award of equity
instruments based oo the grant-date faic value of the award. That cost will be recognized over the period during which
the director or emplovee is required 1o provide services in exchange for the award -- the requisite service period (usually
the vesting period). SFAS 123R applies 1o all awards granted afler the required effective date (uly 1, 2005 for Prang)
and to awards modified, repurchased, or cancelled after that date.

As permitted by SFAS 123, the consolidated entity currently accounts for share-based payments to directors and
employees using APB 235, the intrinsic value method. Accordingly, the adoption of the SFAS 123R fair value method
may have a significant impact on the consolidated entily’s results of operations, although it will have no impact on s
overall financial position. The full impact of the adoption of SFAS 123R cannot be predicted at this time, as it depends
on levels of share-based payments for future granis. However, had the consolidated entity adopted SFAS 123R in prior
periods, the impact of that standard would have approximated the impact of SFAS 123, as disclosed in Note 25(a),
Share-based compensation - Options Issued to directors and employees for services rendered.

In December 2004, the FASB issued SFAS No. 153: Exchanges of Nonmonetary Assets - an amendment of APB
Opinion No. 29 (*SFAS 153"), which amends APB Opinion No. 29: Accounting for Nonmonetary Transactions 10
eliminate the exception for nonmonetary exchanges of similar productive assets and replaces it with a general exception
for exchanges of nonmonetary assets that do not have commercial substance. SFAS 153 is effective for nonmonetary
assets exchanges occurring in fiscal periods beginning after June 15, 2005 {fiscal 2006 for Prana). At this time,
management reasonably believes that the adoption of SFAS 153 will not have a material effect on the consolidated
entity’s financial position or resuits of operations.

In May 20035, the FASB issuad SFAS No. 154 dccounding Changes and Ervor Corrections ( SFAS 15347), a
replacement of APB Opinion No. 20: Accounting Changes and SFAS No. 3: Reporting Accounding Changes in Interim
Financial Statements, effective for fiscal years beginning after December 15, 2005 (fiscal 2007 for Prana). SFAS 154
changes the requirements for the accounting for and reporting of a voluntary change in accounting principle as well as
the changes required by an accounting proncuncement which does not include specific transition provisions. At this
time management reasonably believes that the adoption of SFAS 154 will not have a material effect on the consolidated
entity’'s financial position or results of operations.
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OPERATING AND FINANCIAL REVIEW AND PROSPECTS

The following discussion and analysis includes certain forward-looking statements with
respect to the business, financial condition and results of operations of owr company. The words
"estimate,” "project,” “intend” expect’” and similar expressions are infended to identify
forward-looking statements within the Private Securities Litigation Reform Act of 1995, These
forward-looking statements are subject to risks and uncertainties that could cause actuial results
to differ materially from those contemplated by such forward-looking statements.  This
discussion and analysis should be read in conjunction with owr financial statements and notes
thereto included elsewhere in this Report.

Background

We were incorporated under the faws of the Commonwealth of Australia on November
11, 1997. Our mission is to develop therapeutic drugs designed to freat the underlying cause of
degeneration of the brain and the eye as the aging process progresses. The principal listing of our
ordinary shares and listed options to purchase our ordinary shares is on the Australian Stock
Exchange, or ASX. Since September 5, 2002, our American Depository Receipts, or ADRs,
have traded on the NASDAQ SmallCap Market under the symbol “PRAN.” We have two
wholly-owned subsidiaries, Prana Biotechnology Inc. and Prana Biotechnelogy UK Limited,
incotrporated in the Unifed States and the United Kingdom, respectively, in August 2004. As
used in this Report, the terms “we,” “us,” “our” and “Prana™ mean Prana Biotechnology Limited,
an Australian company, and its subsidiaries, unless otherwise indicated.

Our financial statements appearing in this Report are prepared in Australian dollars and
in accordance with generally accepted accounting principles in Australia. In this annual report,
all references to “U.S. dellars™ or “USS” are to the currency of the United States of America, and
all references fo “Australian dollars™ or “$” are fo the currency of Australia.

A. OPERATING RESULTS

All of our revenues are generated in Australian dollars, except for interest earned on
foreign currency bank accounts, and the majority of our expenses are incurred in Australian
dollars.

Overview

We are a development stage enterprise at an early stage in the development of our
pharmaceutical products that are designed to treat the underlying causes of degeneration of the
brain and the eye as aging progresses. We have incurred net losses since inception and expect {o
mcur substantial and increasing losses for the next several years as we expand our research and
development activities and move our product candidates into later stages of development. All of
our product candidates are in early stages of development and we face the risks of failure
imherent in developing drugs based on new technologies. The process of carrying out the
development of our products to later stages of development may require significant additional
research and development expenditures, including pre-clinical testing and clinical trials, as well
as for obtaining regulatory approval. To date, we have funded our operations primarily through
the sale of equity securities, proceeds from the exercise of options, government grants, licensing
and research collaborations and inferest income.
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Since completing our initial public offering and listing process on the ASX on March 28,
2000, we have concentrated our resources toward the pursuit of our diseases targets. Initially we
focused on clinical trials of cur PBT-1 compound as a therapeutic for the freatment of
Alzheimer’s disease. We commenced our planned phase 11 human clinical trial for PBT-1 in
August 2000 at the Mental Health Research Institute and the Royal Melbourne Hospital. The
trial was completed m January 2002. All patients from this study were then provided the
oppottunity to roll into a further 48 week extension study. 18 out of 27 patients elected to start
the extension study. Nine patients competed the full 84-week study. On October 12, 2004, we
announced the resulis of the open label 84-week “Extension Study” of our Phase H clinical trial
of PBT-1. On October 18, 2004, we announced our plans to initiate a Phase 1I/HI study to
examine the effect of PBT-1 in moderate to severe Alzheimer’s disease pafients in the late first
guarfer or second guarter of 2003, to be known as the PLACQUE (Progression Limiting in
Alzheimer’s: Clioguinol’s Efficacy) study. On April 11, 2005, we announced that we will not
proceed with the PLACQUE study and that we had re-evaluated our further work on the PBT-1
program. As part of our effort to manufacture Good Manufacturing Practice (GMP) grade PBT-
1 clinical frial material, we characterized the various impurities that occur in the synthetic
process and found unacceptably high levels of a di-iodo (toxic) form of PBT-1. After further
mvestigation, we concluded that it was possible that the di-iedo impurity that occurs during
PBT-1 synthesis ceuld be responsible for an increased risk of side-effects and mutagenicity. We
considered methods to reduce the levels of the di-iodo impurity, however, we reached the
conclusion that attempts to reduce the impurity to safe levels were not likely to be successful in a
timely manner and that further development of PBT-1 was not warranted. As a result of these
events, we proceeded to conduct a review of our pending strategic development programs.

On June 16, 2005, we announced that we had completed a review of our strategic
development programs and we reaffirmed our commitment to our other lead candidate for the
potential treatment of Alzheimer's disease, PBT-2. Unilike PBT-1, PBT-2 has a structure that
does not contain iodine and is therefore not capable of forming the di-iedo impurity that has been
associated with mutagenicity. PBT-2 is the result of rational drug design and was built “from the
ground up” to fulfill very specific criteria. It was designed to have no patent ambiguities, be
orally bioavailable and cross the blood brain barrier. PBT-2 was selected from over 300 Prana-
developed compounds and has demonstrated significantly greafer effectiveness in both pre-
clinical ia-vifro and in-vivoe testing and was designed to have an improved safety and efficacy
profile compared to PBT-1. In February 2004, we were awarded a second research and
development START grant of $§1.35 million fo take PBT-2 through safety testing and Phase [
clinical trials for Alzheimer's disease. Formal preclinical toxicology testing for PBT-2 has been
completed and in March 2005, we commenced a series of Phase [ clinical trials at a facility
associated with the Utrecht University Hospital in Utrecht, the Netherlands. The Phase |
program, comprising of several studies, is expected to continue through the remainder of 2005
and into 2006.

Recently Issued But Not Yet Adopted Accounting Pronouncements Applicable To Us
Australian Pronouncements

On July 3, 2002, the Australian Financial Reporting Council announced that Australia
would adopt Infernational Financial Reporting Standards. Our management has been assessing
the significance of these changes and preparing for their implementation. As a consolidated
entity we will be required to prepare financial statements that comply with Australian
equivalents to International Financial Reporting Standards, or IFRS, for reporting periods
beginning on or after January 1, 2005. Accordingly, our first hall-vear report prepared under
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Australian IFRS will be for the half-year reporting peried ending December 31, 2003, and our
first annual financial report prepared under Australian IFRS will be for the vear ending June 30,
2006.

We have completed a study of the impact of the Australian IFRS as a consolidated entity,
imcluding the formulation of the Australian IFRS accounting polices that are intended fo be
adopted from July 1, 2005. The likely impact of the accounting policy changes on the results
and financial position of the consolidated entity has been determined and disclosed in Note 1(1)
(unaudited) o the financial statements,

United States Pronouncements

On December 16, 2004, the Financial Accounting Standards Board, or FASB, issued
Statement of Financial Accounting Standards No. 123 (revised 2004), "Share-Based Payment”,
or SFAS 123(R), which is a revision of Statement of Financial Accounting Standards No. 123,
“Accounting for Stock Based Compensation”, or SFAS 123. Generally, the approach in SFAS
123(R} is similar to the approach described in SFAS 123, However, SFAS 123 permitted, but
did not require, share-based payments to employees to be recognized based on their fair values
while SFAS 123(R) requires all share-based payments to employees to be recognized based on
their fair values. SFAS 123(R) also revises, clarifies and expands guidance in several areas,
mcluding measuring fair value, classifying an award as equity or as a lability and attributing
compensation cost to reporting periods. The new standard will be effective for us commencing
Jaly 1, 2005.

As permitted by SFAS 123, we currently account for share-based payments to employees
using Accounting Principles Board, or APB, Opinion Ne. 25, "Accounting for Stock lssued to
Employees,” the intrinsic value method. Accordingly, the adoption of the SFAS 123(R) fair
value method may have significant impact on our resuits of operations, although it will have no
impact on our overall financial position. The impact of the adoption of SFAS 123(R) cannot be
predicted at this time, as it depends on levels of share-based payments for future grant.
However, had we adopted SFAS 123(R) in prior periods, the impact of that Standard would have
approximated the impact of SFAS 123, as disclosed in Note 25(a) of our financial statements
included in this Report.

In December 2004, the FASB issued SFAS No. 153, "Exchanges of Nonmonetary Assets
- an amendment of APB Opinion No. 29," or SFAS 153, which amends APB Opinion No. 29,
"Accounting for Nonmonetary Transactions” fo eliminate the exception for nonmonetary
exchanges of similar productive assets and replaces it with a general exception for exchanges of
nonmonetary assets that do not have commercial substance. SFAS 153 is effective for
nonmonetary asset exchanges occurring in fiscal periods beginning after June 15, 2005. The new
standard will be effective for us commencing July 1, 2005. We do not anticipate that the
adoption of this statement will have a material effect on our consolidated financial position or
results of operations.

In May 2005, the FASB issued FASB Statement No. 154, “Accounting Changes and
Error Corrections: a replacement of APB Opinion No. 20", or APB 20, and FASB Statement
No. 3%, or SFAS No. 154, which requires companies to apply voluntary changes in accounting
principles retrospectively whenever it is practicable. The retrospective application requirement
replaces APB 20’s requirement to recognize most voluntary changes in accounting principle by
mcluding the cumulative effect of the change in net income during the period the change occurs.
Retrospective application will be the required transition method for new accounting
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pronouncements in the event that a newly-issued pronouncement does not specify fransition
guidance. SFAS No. 154 is effective for accounting changes made in fiscal years beginning after
December 15, 2005,

Differences Between Australian Accounting Standards and U.S. Accounting Standards

We prepare our financial statements in accordance with generally accepted accounting
principles in Australia, or A-GAAP, which differ in certain significant respects from generally
accepted accounting principles in the United States, or U.S. GAAP. The following table sets
forth a comparison of our nef loss and fofal equity in accordance with A-GAAP and U.S. GAAP
as of the dates and for the periods indicated:

As of and for the years ended June 38,

2005 2004 2603
Net foss in accordance with:
A-GAAP ..o (25,008,597 (9,885,614 {4,384,838)
US. GAAP . {17,675,019) (5,208,199} £3,244,397)
Total equity in accordance
with:
A-GAAP 19,594,176 38,702,559 15,823,703
US. GAAP e 19,394,176 31,484,956 7,378,083

See Note 25 to our financial statements for a description of the differences between A-
GAAP and U.S. GAAP as they relate to us, and a reconciliation of net loss and total equity for
the dates and periods indicated therein. Differences between A-GAAP and U.S. GAAP that have
a material effect on net loss and fotal equity relate fo share-based compensation and intangible
assets.

Exchange Rate Information

The fellowing tables set forth, for the periods and dates indicated, certain information
regarding the rates of exchange of $1.00 into the USS$ based on the noon market buying rate in
New York City for cable transfers in Australian doliars as certified for customs purposes by the
Federal Reserve Bank of New York, or the noon buying rate.

Month High Low

March 2005, 0.7988 0.7667
April 2005, 0.7840 0.7625
May 2005, 0.7827 0.7528
June 2005, 0.7810 0.7472
July 2005 0.7686 0.7364
August 2005, 0.7754 0.7494

Page 59 of 75



The noon buying rate on September 30, 2005 was US$0.76 = $1.00

Year
Ended June 30, AtPericd End  Average Rate High Low
2001 i 0.5100 0.5320 0.5996 0.4828
2002, i 0.5614 0.5682 0.5747 0.4858
2003, 0.6713 0.5623 0.6729 0.5280
2004, 0.6903 0.7139 (0.8003 (0.6343
2005, 0.7620 0.7535 0.7988 0.6852

Critical Accounting Poelicies

We prepare our financial statements in accordance with A-GAAP. As such, we are
required to make cerfain estimates, judgments, and assumptions that management believes are
reasonable based upon the information available. These estimates, judgments and assumptions
affect the reported amounts of assets and liabilities at the date of the financial statements and the
reporfed amounts of revenues and expenses during the periods presented. The significant
accounting policies listed in Note 1 of the financial statements that management believes are the
most crifical to aid in fully understanding and evaluating our financial condition and resulis of
operations under A-GAAP are discussed below.

Recoverable amount of non-current assets. Each reporting period, our Board of Directors
assesses the recoverable amount of all non-current assets to ensure its carrying value does not
exceed its recoverable amount. Where the carrying amount of a non-current assef is greater than
its recoverable amount, the asset is revalued down fo its recoverabie amount. The recoverable
amount is estimated based on expected net cash flows discounted fo their present values using a
market-determined, risk-adjusted discounted rate.

On June 30, 2005, following the announcement in April 2005 regarding the cessation of
our PBT-1 program, our Board of Directors determined that the core infellectual property
relating to PBT-1 had been impaired and the cartying value was written-off.

Intangible assets and patents, research and development expense. Until December 1999,
costs associated with the acquisition and development of our core intellectual property were
capitalized as intangible assets. After considering an independent valuation of our core
infellectual property at December 1999, our Board of Directors revalued the assets upwards by
$14.661.942 to $16,500,000. The revaluation was recorded in the asset revaluation reserve in
equity. Subseguent to the revaluation, all costs associated with the acquisition and development
of core intellectual property are charged to patents, research and development expense. On July
1. 2000, our Board of Directors deemed the revalued careying amount of core intellectual
propetty to be cost for financial reporting purposes.

Prior to being fully impaired on June 30, 2005, our core intellectual property was
amottized on a straight-line basis over a period of 15 years, the period in which the future
benetits were expected o arise. On June 30, 2003, our Board of Directors determined that the
core infellectual property relating to PBT-1 had been impaired and the carrying value was
written-ofT.

Revenue recognition. We recognize revenue to the extent that it is probable that the
economic benefits will flow to us and the revenue can be reliably measured.
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» Interest income is recognized as earned when collectibility is reasonably assured.

» Government granis are recorded as income when key nulestones set within each
agreement are achieved and accepted by all parties to the grant. The agreements
provide for payments at different phases based on product development.
Milestones are based on the phases of each product development, for example
phase 1, phase 2 and phase 3. Revenue is not recognized prior to acceptance that
the milestones have been achieved, as collectibility is not assured untii this point
is reached. Once each milestone is reached and approved, the grantor is obligated
to pay and there are no further significant obligations as to that part of the
milestone. Grant income for achievement of such milestones is agreed between
the parties in legally binding contracts. Revenue for each milestone achieved is
fixed at the initiation of the program.

» Reimbursemenis of expenses are recognized as revenue when the reimbursement
is received and the related expenses have been incurred.

» Corporate partner revenues are comprised of amounts received for certain
research and development activities under our collaboration with Schering A.G.
and Neurosciences Victoria Ltd. Revenues are recognized as earned on a straight
line basis over the lives of the respective agreements that we entered into with
Neurosciences Victoria Ltd. in connection with the collaboration. The straight
line basis is considered appropriate as such agreements do not contain clearly
defined milestones. Such agreements are performed on a “best efforts” basis with
no guarantee of either technelogical or commercial success.

Significant Costs and Expenses

Depreciation and amortization expense. Depreciation of property and eguipment is
provided on a straight-line basis over the estimated useful lives of three to 14 years. Prior to the
impairment of our core intellectual property as of June 30, 2005, amortization of our core
infellectual property was provided on a straight-line basis over the estimated useful lives of 15
yvears. See Notes 1{d) and 1(e) to the financial statements.

Patents, research and development expenses. Our patents, research and development
expenses consist primarily of compensation and related costs for research and development
personnel, expenses for testing facilities and payments under our research agreements. Patents,
research and development expenses also include costs associated with the acquisition and
development of patents, which have been expensed subseguent to December 1999, See Note
1{e) to the financial statements.

Legal expenses. Our legal expenses consist of fees paid to our outside counsel for
various legal matters dealt with in the ordinary course of business as well as legal fees associated
with patent applications and for the defense of patents.

Consulting fee expenses. Our consulting fee expenses consist primarily of directors fees
and other consultancy fees paid to scientfists.

Employee benefits expenses. Employee benefit expenses consist primarily of payments to
employees lor their services as employees, including our Chief Executive Officer.
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Foreign exchange loss. Foreign exchange loss includes the net unrealized gain or loss on
cash balances held in foreign currencies as well as net realized gains and losses on foreign
currency transactions.

Impairment of intangible assets. Each reporting period, our Board of Directors reviews
the carrying value of each non-current asset to ensure ifs carrying value does not exceed its
recoverable amount. Where the carrying amount of the asset is greater than its recoverable
amount, the asset is revalued down to its recoverable amount and an impairment charge is
recorded.

Corporate compliance expenses. Corporate compliance expenses consist primarily of
costs incurred by us to satisfy the requirements under Australian and U.S. listing and accounting
standards. Costs include items such as share register fees, listing fees, audit fees and accounting
and administration costs attributed to corporate compliance.

Other expenses from ordinary activities. Other expenses from ordinary activities consist
primarily of accounting and admuinistrative services, travel, insurance, marketing and overhead
expenses.

Results of Operations
Year ended June 30, 2005 compared to year ended June 30, 2004
Revenues from ordinary activities

Revenues from ordinary activities increased to $2,653,113 for the vear ended June 30,
2005 from $2,321,227 for the year ended June 30, 2004, an increase of $331,886, or 14.3%.
Revenues in the year ended June 30, 2005 consisted of $892,135 interest income, $629,692
government granf income, and $1,125,000 received under the licensing and research
collaboration we enfered into with Schering A.G. and Neurosciences Victoria Ltd. in March
2003. Revenues in the year ended June 30, 2004 consisted of $211,327 iaterest mcome,
$647,400 government grant income, and $1,462,500 received under the licensing and research
collaboration we enfered into with Schering A.G. and Neurosciences Victoria Ltd. in March
2003. The increase in revenues is atiributable to a $680,808 increase in inferest income arising
from the funds we received in June 2004 i connection with our US$20 million private
placement ol securities in the United States. This increase was partially offset by a $337,500
reduction in revenue from Schering A.G. and Neurosciences Victoria Lid, due to the completion
of one of the contracts in connection with our collaboration with Schering A.G and
Neuresciences Lid in June 2004. We estimate that our revenues in the 2006 fiscal year will
consist of approximately $700,000 of interest income and $115,855 of government grant income.

Depreciation and amortization expenses

Depreciation and amortization expenses remained substantially consistent at $1,165,227
for the year ended June 30, 2005 compared to $1,195,006 for the year ended June 30, 2004.

Each reporting period, the Board of Directors reviews the carrying value of each non-
current asset to ensure ifs carrying value does not exceed its recoverable amount. Where the
carrying amount of the asset is greater than its recoverable amount, the asset is revalued down fo
its recoverable amount. On June 30, 2005, the Board of Direciors reviewed the assets and
determined to write-off all of the core inteliectual property relating to PBT-1 which resulted in a
charge of approximately $10.4 million.
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Patents, research and development expenses

Patents, research and development expenses increased to $7,687,596 for the year ended
Jane 30, 2005 from $5,232,581 for the year ended June 30, 2004, an increase of $2,455,015, or
46.92%. The increase in expenses is atiributable to an increase in pre-clinical and clinical trial
costs, as we accelerated the research of PBT-1 and PBT-2. We expect that our patents, research
and development expenses will increase in the 2006 fiscal year o approximately $8.5 million,
primarily due to further clinical frials and infroducing new candidates lor development.

Legal expenses

Legal expenses decreased to $1,047448 for the year ended June 30, 2005 from
$1,650,467 for the year ended June 30, 2004, a decrease of $603,019, or 36.54%. The decrease
in legal expenses was primarily due fo the settlement of the dispute with P.N. Gerolymatos S.A.
for which a provision of §971.764 was made in the 2004 fiscal year. As a result of the
settlement, our legal fees in respect of the action declined by $94,938. This reduction were
partially offset by the mcrease in the legal fees of $189,966 associated with Securities and
Exchange Commission compliance following the filing of a registration statement in connection
with the June 2004 private placement in the United States. In fiscal year 2003 legal fees in
respect of employment matters also increased by $38,027 and our intellectual property expenses
increased by $210,215.

Employee benefits expense

Employee benefits expenses increased to $2,438,303 for the year ended June 30, 2005
from $1,060,730 for the year ended June 30, 2004, an increase of $1,377,573, or 129.87%. The
increase in employee beneflits expenses was primarily due to the increase in staff from 12
employees at June 30, 2004 to 17 employees at June 30, 2005, The increase in staft in the 2005
fiscal year was due to the acceleration of our research and development for our principal product
candidate PBT-2 during such period, and the estabiishment of our office in the United States.
The increase in the number of employees also affected our costs associated with their
employment (such as taxes on salaries). Employee benefits expenses also increased in the 2005
fiscal year because Dr. Jonas Alsenas, who served as our Chiel Executive Officer from March
2004 to June 2005, was paid for the majority of the 2005 fiscal year unlike the previous fiscal
year in which he was compensated only for the last guarter. Mr. Alsenas received compensation
of $696,358 (excluding equity) through June 16, 2005, when he resigned as our Chief Executive
Officer and director.

Consulting fee expenses

Consulting fee expenses decreased to $1,607,892 for the year ended June 30, 2005 from
$1,706.809 for the year ended June 30, 2004, a decrease of $98,917, or 5.80%. The decrease in
consulting fees was primarily due fo a reduction in consulting fees paid to directors for additional
consulting services in 2004, amounting to $246,860. The fees paid to our research and
development consultants declined by $27,963 in the 2005 fiscal year. This decrease was
partiaily offset by $60,000 paid to the Company Secretary. A new consultant was also engaged
in the United States to whom we paid §$115,906 in the 2005 fiscal vear.

Corporate compliance expenses

Corporate compliance expenses increased o $562,123 for the year ended June 30, 2005
from $419,708 for the year ended June 30, 2004, an increase of $142.415, or 33.93%. The
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increase in corporate compliance expenses is aftributable fo additional Securities and Exchange
Commission filing requirements following the filing of the registration statement in connection
with the June 2004 private placement in the United States and additional listing fees.

Foreign exchange losses

Foreign exchange losses increased to $1,362,572 for the year ended June 30, 2005 from
$182,768 for the year ended June 30, 2004, an increase of $1,179,804, or 645.52%. The increase
in foreign exchange losses in the 2005 fiscal year is attributable to the significant increase in
foreign currency funds because the funds that we received in connection with our June 2004
private placement in the Unifed States were held in U.S. dellars.

Impairment of intangible assets

Impairment of intangible assets was $10,388,339 for the year ended June 30 2005. This
was a one off non-cash expense incurred as a result of the consolidated entity’s decision to
impair the core intellectual property carrying value to nil fair value based on expected future
discounted cash flows. The impairment occurred following the announcement in April 2005
regarding the cessation of the PBT-1 clinical trial due fo toxicity issues and the decision to
continue research into PBT-2 as the lead compound. The core mtellectual property related
primarily fo externally acquired patents for PBT-1.

Other expenses from ordinary activities

Other expenses from ordinary activities increased o $1,402,210 for the year ended June
30, 2005 from $758,772 for the vear ended June 30, 2004, an increase of $643,438, or 84.8%.
The increase in expenses from ordinary activities is primarily due to an increase in office
overheads ol $141,863 associated with the establishment of an office in the United States in
August 2004 and the travel expenses between the United States and Australia of $141,863 by the
consolidated entity’s U.S. based director and Chief Executive Officer prior to his resignation in
Jane 2005. Other expenses also imcreased due to the increased cost of insurance associated with
clinical trials of $40,530 and the increase in the cost of directors and officers insurance by
$96,304. We alse incurred additional marketing costs of $212,461 when consulfants were
engaged in the United States following the June 2004 private placement. Our office occupancy
cost in Australia also increased by $85,682.

Year ended June 30, 2004 compared to year ended June 30, 2003
Revenues from ordinary activities

Revenues from ordinary activities increased to $2,321,227 for the vear ended June 30,
2004 trom $1,816,478 for the year ended June 30, 2003, an increase of $504.,749, or 27.8%.
Revenues in the year ended June 30, 2004 consisted of $211,327 interest income, $647.400
government grant income, and $1.462,500 received under the licensing and research
collaboration that we entered inte with Schering A.G. and Neurosciences Victoria Lid. in March
2003. Revenues i the year ended June 30, 2003 consisted of $111,686 interest income,
$967,000 government grant income, $231,304 reimbursements attributable to an agreement with
the Bank of New York (under which 50% of the costs associated with the NASDAQ listing were
reimbursed) and $506,250 under our licensing and research collaboration with Schering A.G.
and Neurosciences Victoria Ltd. The increase in revenues is attributable 1o our collaboration
with Schering A.G. and Neurosciences Victoria Ltd. which was in force during the entire 2004
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fiscal year, as well as the increase in interest income arising primarily from the funds we
received in June 2004 in connection with our US$20 million private placement.

Depreciation and amortization expenses

Depreciation and amortization expenses remained substantially consistent at $1,195,006
for the vear ended June 30, 2004 compared to $1,185,973 for the year ended June 30, 2003.

Patents, research and development expenses

Patents, research and development expenses increased to $5,232,581 for the year ended
June 30, 2004 from $1,861,295 for the year ended June 30, 2003, an increase of $3.371,286, or
181.1%. The increase in expenses is altributable to expenses of $1,873,125 incurred in
connection with the licensing and research coliaboration we enfered into with Schering A.G. and
Neurosciences Victoria Ltd. and pre-clinical frial fees of $1,984,181 in connection with the new
government START grant that commenced in September 2003. See Item 5C. “Operating and
Financial Review and Prospects - Research and Development, Patents and Licenses.”

Legal expenses

Legal expenses increased to $1,650,467 for the year ended June 30, 2004 from $848,660
for the year ended June 30, 2003, an increase of $801,807, or 94.5%. The increase in legal
expenses was primarily due to the setilement of the dispute with P.N. Gerelymatos S.A for which
a provision of $971,764 was made in the 2004 fiscal year.

Employee benefits expense

Employee benefits expenses increased to $1,060,730 for the year ended June 30, 2004
from $760,980 for the year ended June 30, 2003, an increase of $299,750, or 39.4%. The
imcrease in employee benefits expenses was primarily due to an increase in staff from six persons
to 12 persons. The increase in staff in fiscal 2004 was due to the increase of research and
development for our new lead product candidate PBT-2 during such period, in addition to our
earlier product PBT-1, and our move towards commercialization.

Consulting fee expenses

Consulting fee expenses increased to $1,706,809 for the year ended June 30, 2004 from
$567,730 for the year ended June 30, 2003, an increase of $1,139.079, or 200.6%. The increase
in consulting fee expenses was primarily due to a §777,721 increase in fees paid (in cash, shares
and options) to Professor Ashley Bush under his new confract (see Item B. “Operating and
Financial Review and Prospects — Liguidity and Capital Resources™) as well as an increase in
directors’ fees. In the 2003 fiscal year we engaged the outside expertise of Mercer Human
Resources to determine the appropriate level of compensation for directors. This resulfed in an
increase in directors’ fees of $467,746 (consisting of part cash and 249,999 ordinary shares
valued at $120,000) during the year ended June 30, 2004 to bring the directors fees into line with
industry standards. These increases are partially offset by a $106,388 decrease in consulting fees
paid fo other various consultanis in the year ended June 30, 2004, primarily due to a decrease in
the activities of our scientific advisory board and scientific commercial optimization group, the
latter of which was disbanded in 2003 because it was not providing our company the advice it
required, and in the 2003 fiscal year we received services from a number of one-off consultants
that were longer required in fiscal 2004.
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Corporate compliance expenses

Corporate compliance expenses remained substantially consistent at $419,708 for the
yvear ended June 30, 2004 compared to $395,604 for the year ended June 30, 2003,

Foreign exchange losses

Foreign exchange losses increased to $182,768 for the year ended June 30, 2004 from
$12.481 for the yvear ended June 30, 2003, an increase of $170,287, or 1,364.37%. The increase
in foreign exchange losses in the 2004 fiscal year is attributable to the significant increase in
foreign currency funds because the funds that we received in connection with our June 2004
private placement in the Unifed States were held in U.S. dellars.

Other expenses from ordinary activities

Other expenses from ordinary activities remained substantially consistent at $758,772 for
the year ended June 30, 2004 compared to $768,593 for the year ended June 30, 2003.

Inflation and Seasonality

Management believes inflation has not had a material impact on our company’s
operations or hinancial condition and that our operations are not currently subject to seasonal
mfluences.

B. L1QuiDITY AND CAPITAL RESOURCES

We are a development stage company and have had no sales income to date, and as of
June 30, 2005 our accumulated deficit totaled $50,473,473. From inception until our initial
public offering in March 2000 we financed our operations primarily through borrowings from
two of our directors, which were repaid from the proceeds of such offering. Since our initial
public offering we have financed our operations primarily through sales of equity securities,
proceeds from the exercise of options, government grants, licensing and research collaborations
and interest earned on investments.

In March 2003, we completed the conversion of our 7,289,310 outstanding listed options
nto ordinary shares. As a result of the conversion, we received approximately $3.5 million in
net proceeds, which were added to our working capital.

In September 2003, we raised an additional approximately $4.7 million, net of issuance
costs, through a private placement of 7.1 muilion ordinary shares to institutional and accredited
investors at a subscription price of $0.70 per share.

In April 2004, we raised approximately USS20 miliion before issuance costs (526.4
million net of issuance costs) in a private placement in the United States, which was held in
escrow pending receipt of the requisite approval of the transaction by our shareholders that was
obtained on June 1, 2004. The private placement was for 4,000,000 ADRs to institutional and
professional investors at a price of US$5.00 per ADR. The private placement also involved the
acquisition by the investors of five-year warran{s to purchase an additional 3,000,000 ADRs at
an exercise price of US$8.00 per ADR. Should these warrants be exercised in full, we would
raise an additional US$24 million. To date, no warrants have been exercised.
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In December 2004, we raised approximately $4.7 million, net proceeds through the
exercise of options to purchase 9,506,666 ordinary shares having an exercise price of $0.50 per
share.

We had $21.453,304 of cash and cash eguivalents at June 30, 2005, compared fo
$29,580,398 at June 30, 2004.

Net cash used in operating activities was $11,418,813, $5,347.420 and $3,590,613 during
the years ended June 30, 2005, 2004 and 2003, respectively. Our payments to suppliers and
employees during the vears ended June 30, 2005, 2004 and 2003 were $13,959,679, $7.896,711
and $5.271,577 respectively. The increase in payments from the year ended June 30, 2004 fo the
year ended June 30, 2005 was due to the acceleration of the research and development for our
PBT-1 and PBT-2 preduct candidates. During the years ended June 30, 2005, 2004 and 2003,
our payments to suppliers and employees were offset by government grants of $532,283,
$909,946 and $836,575, respectively, and inferest income of $883,583, $176,845 and $106,835,
respectively. Additionally, during the years ended June 30, 2003, 2004 and 2003, our payments
to suppliers and employers were further offset by $1,125,000, $1,462,500 and $506,250,
respectively, for research funding atiributable to our collaboration with Schering A.G. and
Neurosciences Victoria Lid.

Net cash used in investing activities was $50.466 during the vear ended June 30, 2005
and $134,362 during the year ended June 30, 2004 and $87,929 during the year ended June 30,
2003. The higher expenditures in the 2004 fiscal year compared to other years 1s primarily the
result of fit-out costs associated with the move o our new offices in Parkville, Victoria, Australia
in 2004,

Net cash provided by financing activities was $4,704,757, $31,781,165 and $3,569,792
during the years ended June 30, 2005, 2004 and 2003, respectively. Cash flows from financing
activities during the vear ended June 30, 2005 reflected the exercise of options into ordinary
share capital. Cash flows from financing activities during the vear ended June 30, 2004 reflected
net proceeds of $4,675,019 from a private placement in September 2003, net proceeds of
$26,352,147 from a private placement of our ADRs fo institutional and professional investors in
the United States in June 2004 and net proceeds of $757,166 from the exercise of our publicly
traded options. Cash flows from financing activities during the year ended June 30, 2003
reflected the exercise of options inte ordinary share capital.

From inception to June 30, 2005, our capital expendifures have totaled $556,989,
consisting of computer equipment, furniture and fixtures, fit-out costs and laboratory equipment
that is being used in connection with our research at the University of Melbourne. Capital
expenditures for equipment are being depreciated on a straight-line basis over the estimated
useful lives of three to 14 years, with a net balance at June 30, 2005 of $166,214. We currently
do not have significant capital spending requirements, but we expect to continue to engage in
capifal spending consistent with anticipated growth in our operations and personnel.

As of June 30, 2005, our principal commitments consisted of obligations under our
agreements with Professor Ashley Bush and Mr Geoffrey Kempler. Under the ten year contract
we entered into with Professor Ashley Bush in January, 2004, effective as of February 1, 2003,
we agreed to pay Professor Bush a consulfing fee of US$100,000 per vear increasing on the
anniversary of the agreement by the U.S. consumer price index. We also agreed fo issue {o
Professor Bush 1,650,000 ordimary shares (of which 825,000 were issued during the 2004 fiscal
yeary and 825,000 were issued in August 2005 and to grant Prolessor Bush options to purchase
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825,000 ordinary shares at an exercise price $0.50 per share (of which options to purchase
412,000 ordinary shares were granted during the 2004 fiscal year and 413,000 were granted in
August 2005). On June 15, 2005, we enfered into an agreement with Geeflrey Kempler in
connection with his appointment as our Chief Executive Officer. Under this contract, we agreed
to pay Mr. Kempler $367,000 per annum plus superannuation, a $100,000 bonus upon
satisfactory completion of a successtul Phase I trial for PBT-2 and an additional $100,000 upon
satisfactory completion of a proof of study concept study for PBT-2. Under the agreement with
Mr. Kempler, we are required 1o confinue to remunerate him in accordance with its ferms until
June 1, 2010 if he ferminates the contract for good reason or the consolidated entity terminates it
without cause.

On July 28, 2004, we and The General Hospital Corporation of Massachusetts settled all
outstanding litigation with P.N. Gerolymatos S.A., or P.N.G., regarding the exploitation rights {o
certain patents relating to pharmaceutical compositions and uses of clioquinol, or PBT-1.
Pursuant to the settlement agreement, all patent oppositions in Europe and Australia were
withdrawn and the law suits then pending before the U.S. District Court for the District of
Columbia and the Court of Athens in Greece have been dismissed. Under the settiement
agreement, we and P.N.G. agreed to recognize the rights of each other to develep clioquinel in
our respective tetrifories. As a result of the setflement agreement, we now hold the rights fo
selected uses of clioquino! and pharmaceutical compositions in the United States and selected
uses clioquinel in Japan, while P.N.G. helds certain patent rights on the uses of clioguinol for
Europe and other ferritories. Under the settlement agreement, we issued 1,350,000 of our
ordinary shares to P.N.G., which are being held in escrow for 12 months, and made a payment of
USS$150,000 to P.N.G.. Such settlement in the total value of $971,764 was expensed in fiscal
year 2004 (see Note 9 to the financial statements). Under the settlement agreement we also
agreed to pay a sales royalty to P.N.G on sales of PBT-1 in the United States and Japan and we
are entitled to receive a percentage of P.N.G."s income on sales of PBT-1 in the other ferritories.
In April 2005, we announced to the market our decision not to proceed with supporting the
mitiation of the PLACQUE study evaluating PBT-1.

We also have a commitment under a three year lease for our principal office that we
moved to in June 2004, The total fease commitment over the three year peried is $306,781.

We believe our existing cash and cash equivalents as well as anticipated cash flow from
government grants, a licensing and research collaboration agreement and potential option
exercises will be sufficient to support our current operating plan to November 30, 2006;
however, we have based this estimate on assumptions that may prove to be incorrect. Our future
funding requirements will depend on many factors, including, but not fimited to:

» costs and fiming of obtaining regulatory approvals;

» the costs and timing of obtaining, enforcing and defending our patent and
mtellectual property;

» the progress and success of pre-clinical and clinical frials of our product
candidates:; and

» the progress and number of our research programs in development.
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In March 2003, we commenced a series of Phase 1 clinical trials for our principal product
candidate PBT-2 at a facility associated with the Utrecht University Hospital in Utrecht, the
Netheriands. The Phase I program for PBT-2, comprising of several studies, is expected to
continue through the remainder of 2005 and into 2006. The anticipated expenditures for the
Phase I program for PBT-2 are $700,000, however such expenditures may adjust based on a
variety of factors. For information on such factors, see Item €. "Research and Development,
Patents and Licenses.” We expect to fund such expendifures from our working capital.

We anticipate that we will require substantial additional funds in order to achieve our
long-term goals and complete the research and development of our principal pharmaceutical
product candidate. In addition, we will require additional funds to pursue regulatory clearances,
and defend our intellectual property rights, establish commercial scale manufacturing facilities,
develop marketing and sales capabilities and fund operating expenses. We infend o seek such
additional funding through public or private financings and/or through strategic alliances or other
arrangements with corporate partners. We cannot, however, be certain that such additional
fnancing will be available from any sources on acceptabie ferms, or at all, or that we will be able
to establish new strategic alliances or other arrangements with corporate partners on acceptable
terms, ot at all. Any shortfall in funding could result in cur having fo curtail our operations,
imcluding our research and development activities, which could have a material adverse effect on
our business, financial condition and results of operations.

Conditions in Auastralia

We are incorporated under the laws of, and our principal offices and research and
development facilities are located i, the Commonwealth of Australia. Therefore, we are directly
affected by political and economic conditions in Australia.

C. RESEARCH AND DEVELOPMENT, PATENTS AND LICENSES

Our primary activity since incorporation in 1997 has been the acquisition and
development of patents as well as research and development of our core technology. Research
and development expenses amounted o $7.687.596, $5,232.581 and $1,717.770 during the years
ended June 30, 2003, 2004 and 2003, respectively. In addition to these expenses, $143,525 was
spent in relation to patent costs during the year ended June 30, 2003. We did not incur any costs
classified as patent costs during the year ended June 30, 2005 or 2004. Costs associated with
patent applications and defense of patent applications are classified as legal expenses.

Our patents, research and development expenses consist primarily of compensation and
related costs for research and development personnel, expenses for testing facilities and
payments under our research agreements. Research and development expenses also include
costs associated with the acquisition and development of patents subseguent to December 1999,
We do not maintain accounting systems fo accurately track research and development costs on an
mdividual project basis because a significant portion of our historic research and development
expenses benefited our two major research and development projects, and therefore were not
tracked individually by project; rather, we tracked these costs by the type of costs incurred. Such
costs are charged fo operations as incurred. See Nofe 1{e) fo the financial statements.

The development of a clinical compound includes a number of steps and phases,
mcluding pre-clinical and clinical festing. Despite best efforts to plan and manage research and
development, the actual timing and cost for completion of each step involved in the development
of a clinical compound depends on many factors. The decision to proceed to the next step of a
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multi-stage development program is based on the outcome of multiple variables of any current
stage and previous stages (including folerability, specific toxicities, overall safety,
pharmacokinetics and efficacy) and may be influenced by outside factors (including the
competitive commercial environment and regulatory environment). Government or regulatory
authorities, clinicians and other experts may, following their review of the results of a previous
step, require that an initial development program be inciuded or revised in order to strengthen the
safety, efficacy and/or commercial understanding and potential of the compound, which could
result in changes in the cost, duration, prioritization and even outcome of a development
program. Furthermore, the required duration of treatment in clinical trials has an impact on the
duration of a development program for a therapeutic agent and can vary considerably, from less
than a month (for example, antibiotics) to several years (for example, {reatments requiring long-
term outcome measures). An appropriate duration of freatment in clinical trials with our metal
profein attenuating compounds (MPACs) is yet to be confirmed and will depend on future
clinical results, as well as discussions with regulatory authorities. Once the duration of such
treatment has been determined, the question whether the development stages must be undertaken
sequentially or may be undertaken in parallel can be addressed. Due to the numerous variables
and the uncertain nature of the development of a clinical compound, we are not able fo
reasonably estimate the nature, timing and costs of the future expenditures necessary to complete
our research and development projects, the anticipated completion dates of each project, and
when material net cash flows from our research and development programs will commence.

In March 2003, we announced our first major licensing and research collaboration with
Schering A.G., a major infernational pharmaceutical company, and Neurosciences Victoria Lid.
Under such collaboration, Schering A.G. provided us funding of up to $2.7 million over the life
of specified research and development projects.

We have also identified and provisionally patented a novel target for an Alzheimer’s
vaccine. We have collaborated with Prima Biomed Lid., a publicly traded Australian biotech
company, and used the resources of the Austin Research institute, the University of Melbourne
and the Mental Health Research Institute to pursue this therapeutic approach. The research
mvestigated the feasibility of developing a passive vaccine fo prevent the onset or progression of
Alzheimer’s. The research investigated the possibility of stimulating the immune system of a
mouse to selectively produce specific antibodies which target the “toxic linked” forms of beta
amyloid (not ‘normal’ beta amyloid) associated with the pathology of the disease, as an effective
Alzheimer’s treatment. The Commonwealth of Australia government provided a $227,252 BIF
grant for this proof of concept work. The grant finished at the end of January 2005 following the
completion of milestones. We are pursuing a contractual agreement with Prima Biomed Ltd. {o
undertake the characterization and scale up of prospective anfibody candidates for testing in
[uture mouse passive vaceine frials.

We announced on July 26, 2001 that we were granted a START grant from the Australian
IR&D Board in the amount of $1.74 million to expand our core intellectual property for drug
treatment of neuro-degenerative diseases. Under the terms of the grant we received $1.4 million
during the three year period commencing January 1, 2001, for up to 50% of the project costs
related to our development of a freatment for Alzheimer’s disease. The grant was payable on the
achievement of each of six milestones and we received the final payment under the START grant
in October 2003,

We announced on February 18, 2004 that we were granted a second START grant from
the Australian IR&D Board in the amount of $1.35 million to fake our second generation drug
candidate for Alzheimer’s disease, PBT-2, through safety testing and Phase | clinical trials.
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Under the terms of the grant we are to receive $1.35 million during the two year period
commencing Sepfember 1, 2003, for up to 50% of the project costs related to the toxicology
testing program and early human frials. The second START grant completed advance texicology
in December 2004, commenced Phase 1 clinical trials in March 2005 and is expected to conclude
the Phase 1 trials in December 2005, At June 30, 2005, we had claimed $1.07 million under this
grant. The quarterly report for the period ending September 2005 is yet fo be filed.

On May 7, 1999, we entered into a patent assignment and license agreement with the
University of Melbourne. The agreement provided for the assignment of various patents and
patent rights to us. In consideration of the assignment of the patents, we were required to make
certain payments to the University of Melbourne and to pay a royalty of 1.5% on the net price of
products sold utilizing such patents. In addition we must also pay the lesser of 1.5% of the net
mvoice price of products soid or 10% of royalties received from any license or sub-licensee we
appoint to utilize the patents,

Under the terms of a research funding and inteliectual property assignment agreement
dated December 1, 2000 between us and the University of Melbourne, we were reqguired o pay
the University for research projects an agreed minimum of $297,000 (inclusive of goods and
services tax), each year for a period of three years from December 1, 2000. Since the expiration
of this agreement, the parties have entered into a second research funding and intellectual
property assignment agreement, which is deemed to have commenced from the natural expiry of
the previous agreement and expires in December 2006. The agreement provides for an annual
determination of the research budget. During the period from July 2004 to June 2005, we
provided $600,000 (exclusive of goods and service tax) to the University of Melbourne. We also
provided the University of Melbourne an additional $1,012,500 during the 2005 fiscal year in
research funding in connection with our licensing and research collaboration with Schering A.G.
and Neurosciences Victoria Ld.

On February 8, 2000, we entered inte a patent assignment agreement with The
Biomolecular Research Institute, or BRI, The agreement provides for the assignment of various
patent applications and patent rights from BRI to us. In consideration of the assignment of the
patents, we are requited fo pay BRI a royalty of 1.53% on the net invoiced price of products sold
utilizing such patents.

Under the terms of a license agreement between us and The General Hospital
Corporation of Massachusetts, or GHC, we were required to pay GHC a fotal of US$166,590 for
the 30 month period beginning January 1, 2001 and US$182,000 for a period of 30 months from
August 1, 2001 for the right to use the results of research under a license for certain patent rights.
These obligations have subsequently been satisfied.

On January 1, 2001, we entered into another license agreement with GHC, whereby we
obtained an exclusive license with respect to certain patents and permits us fo sublicense the
patent rights to others. In consideration of the license we are required to pay GHC royalties of
1.5% of the net sales price of products sold utilizing patents exclusively licensed to us. On
March 15, 2004, the exclusive Hcense was amended so that we are required to pay GHC the
royalties payable to it for any future exploitation of rights to certain U.S. patents relating to PBT-
1 regardiess of the inventorship determination, as required under the settlement agreement
among us, P.N.G. and GHC.

Under the ferms of our strategic alliance agreement with Kendle Pty Ltd., or Kendle,
Kendle provides us with consultancy services in relation fo the coordination, planning and
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management of intellectual property, research and development, planning, management and
commercialization strategy. Kendle provides its services to us at an hourly rate ranging from
$70 to $210 an hour, depending on the seniority of the consultant. For the years ended June 30,
2005, 2004 and 2003, fees earned by Kendle amounted fo $1,107,266, $379,045 and $475,289
respectively. These fees are included in our statements of financial performance as consulting
fees.

D. TREND INFORMATION

We are a development stage company and it is not possible for us to predict with any
degree of accuracy the cutcome of our research or commercialization efforts.
E. OFF-BALANCE SHEET ARRANGEMENTS

We are not a party to any material off-balance sheet arrangements. In addition, we have
no unconsolidated special purpose financing or partnership entities that are likely to create
material contingent obligations.

F. TABULAR DISCLOSURE OF CONTRACTUAL OBLIGATIONS

The following table summarizes our minimum contractual obligations and commercial
commitments as of June 30, 2005 and the effect we expect them to have on our liquidity and
cash flow in future periods.

Contractual Obligations Payments due by period
less than 3-5 more than
Total 1 year 1-3 years Vears 3 years
Operating lease obligations..... $ 204,257 $106,569 § 97688 S - % --
Purchase obligations * ............ 3,139,305 685,128 1,606,481  $635.191 212,505
Total oo, $3.343,562  §791,697 $1,704.1.69  $635.191  $§212,505

* Includes obligations under cur contracts with Professor Ashiey Bush and Mr. Geoffrey
Kempler.  See ltem B. "Liguidity and Capital Resources” and Note 14 to the financial
statements
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ITEM 3
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CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

A

We consent to the incorporation by reference in Registration Statement No. 333-116232 on Form F-3 of our report
dated September 30, 2005, relating 1o the consolidated {inancial statements of Prana Biotechnology Limited as of
June 39, 2005 and 20604 and for each of the three years in the period ended June 30, 2063, appearing in this Report
on Form 6-K of Prana Biotechnology Limited for the month of September 2605,

fs/Deloitte Touche Tohmatsu
Melbourne, Victoria, Austrakia DELOITTE TOUCHE TOHMATSU

September 30, 2005
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SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be
signed on s behalf by the undersigned, thereunto duly authorized.

Prana Biotechnolfogy Limited

s/ Geoffrey Kempler
By: Geoffrey Kempler
Chief Executive Officer

Date: September 30, 2005
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