10 February 2012

Ms Fiona Murphy

Adviser, Listings (Perth)
ASX Compliance Pty Limited
Level 8, Exchange Plaza

2 The Esplanade

PERTH WA 6000

Dear Fiona,

We refer to your letter to our Company Secretary of 8 February 2012 in relation to
the Company’s Quarterly Report in the form of Appendix 4C for the period ended
31 December 2011 (Quarterly Report).

In that regard, we have provided our responses to your guestions as follows;

1. The Board actively monitors and reviews the Company’s financial situation
and funding prospects and believes that the Company will continue to
operate as a going concern and have access to sufficient funding in order to
continue to sustain its business activities, advance its objectives, and
research and develop the Company’s products and technology to a point
where these can be commercialised. This belief is based on a combination
of existing funding sources, continuing efforts to raise new funds, and steps
to reduce the Company’s liabilities.

As announced to ASX on 5 October 2010, the Company entered into a
convertible note funding agreement with La Jolia Cove Investors Inc. (La
Jolla) for US$6,000,000 (4 consecutive notes of US$1,500,000
(Convertible Notes)) (Funding Agreement).

Under the Funding Agreement the Company has issued to La Jolla one
convertible note with a face value of US$1,500,000 (Initial Convertible
Note) of which approximately US$1.2 million has been drawn down to date.

The Company issued a Notice of Meeting to shareholders dated
18 January 2012 for a meeting to be held on 20 February 2012 to seek their
approval to issue and allot the remaining shares pursuant to the Initial
Convertible Note to La Jolla at a price not less than 80% of the volume-
weighted average of the closing sale price of shares on the ASX on 5 trading
days on which sales are recorded immediately preceding the date of issue to
La Jolla.

The funds raised from the issue will be used for working capital.

The Company continues to pursue its strategy of building a presence in the
US industry and capital markets and to raise US-based investment.
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The Company has long term relationships with its current directors and
consultants and major shareholders, Proxima and PLRS currently providing
services or licences to the Company and it is expected these supportive
relationships will be maintained going forward such that fees will continue to
be deferred until the Company has sufficient working capital.

It is also noted that directors have agreed to continue to defer their fees
until the Company is in a stronger financial position.

These initiatives are expected to allow the Company to focus working capital
on its operating needs and upon progressing the Company’s projects.

Consistent with the Biotechnology industry in general, the Company expects
that the operating cash flows may continue to be negative until the
Company completes a licencing transaction with a strategic partner or
commercialises its projects following further clinical development. This is
common to biotechnology companies in the development phase.

However, the Board has put in place the following key funding initiatives to
ensure the Company has sufficient funds to continue its operations;

(a) The Company has a Funding Agreement with La Jolla for US$6 million
and following the appointment of Mr Young as CEQ, La Jolla agreed to
increase their minimum monthly payments of the Initial Convertible
Note issued on 19 January 2011 to at least US$100,000 per month.
Approximately US$1.2 million has been drawn down to date;

(b) The Company continues to pursue its strategy of building a presence
in the US industry and capital markets and to raise US-based
investment;

(c) Directors, consultants and major shareholders, Proxima and PLRS
have agreed to convert part or all of outstanding fees owed to equity
on terms approved by shareholders.

As a result of these initiatives, the Board has continued to conclude that the
Company has sufficient existing access to funds as well as prospective
access to new investment and means of continuing to mitigate its liabilities
to consider it a viable going concern.
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3. The Company has achieved several capital raising initiatives to allow it to
maintain its business objectives, namely;

(a) Directors, consultants and major shareholders, Proxima and PLRS
have agreed to convert part or all of their outstanding obligations to
fully paid ordinary shares, subject to terms approved by shareholders.
Until conversion, these amounts are considered deferred;

(by Mr Peter Young, a New York-based life sciences resource with
extensive experience in the pharmaceutical, biotech, and specialty
pharma sectors, was appointed as CEOQ and has continued to
implement Bone Medical’s US business and capital strategy;

(c) Following the appointment of Mr Young as CEO, ta Jolla agreed to
increase their minimum monthly payments of the Initial Convertible
Note issued on 19 January 2011 to at least US$100,000 per month.
Approximately US$1.2 million has been drawn down to date.

4, The Company can confirm that it is in compliance with the listing rules, and
in particular, listing rule 3.1.

5. The Company continues to pursue capital raising opportunities. The
Company believes that as the international biotech sector continues to
improve, the Company will continue to pursue current and other funding
initiatives with financiers to raise enough funds to progress the Company’s
projects.

As such, the Company’s expenditure has been managed in accordance with

the availability of working capital in the year to date and this will continue
until sufficient working capital funding is available to the Company.

Should you have any gquestions in relation to the above, please do not hesitate to
contact me.

On behalf of the Board of Bone Medical Limited.

Yours sincerely,

Peter Young
CEO and Managing Director
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8 February 2012

Mr. Mark Clements
Company Secretary
Bone Medical Limited
¢f- Ledger Corporate
Level 3, 46 Ord Strest
West Perth, WA 6005

By email: mark@balion.com.au
Dear Mark

Bone Medical Limited (“Company")

I refer to the Company’s Quarterly Report in the form of Appendix 4C for the period ended 31 December 2011, released to ASX
Limited (*ASX"} on 26 January 2012 (the “Appendix 4C").

ASX notes that the Company has reported the following.
1. Receipts from customers of $0.
2. Net negative operafing cash flows for the quarter of $391,415.

3. Gash at end of quarter of $7,653.

In light of the information contained in the Appendix 4C please respond fo each of the following questions.

1. It is possible to conclude on the basis of the information provided that if the Company were to continue to expend cash at
the rate for the quarter indicated by the Appendix 4C, taking into account future administration costs, the Company may not
have sufficient cash to fund its activities. Is this the case, or are there other factors that should be taken inte account in
assessing the Company's position?

2 Does the Company expect that in the future it will have negafive operating cash flows similar to that reported in the
Appendix 4C for the quarter and, if so, what sieps has it taken to ensure that it has sufficient funds in order to continue its
operations at that rate?

3 What steps has the Company taken, or what steps does it propese to take, to enable it to continue to meet its business
objectives?

4, Can the Company confirm that it is in compliance with the fisting rules, and in particular, listing rule 3.17

5, Please comment on the Gompany's compliance with listing rule 12.2, with reference to the matters discussed in the note to
the rule.




Listing rule 3.1

Listing rule 3.1 requires an entity to give ASX immediately any information conceming it that a reasonable persen would expect to
have a material effect on the price or value of the entity's securities. The exceptions to this requirement are set cutin the rule.

in responding to this letter you should consult listing rule 3.1 and the guidance note tifled "Continuous disclosure: listing rule 3.1".

I the information requested by this letter is information required to be given to ASX under listing rule 3.1 your obligation is to disclose
the information immediately.

Your responsibifity under listing rule 3.1 is not confined to, or necessarily satisfied by, answering the questions set out in this letter.
This letter and your response may be released fo the market. [f you have any concerns about your response being released, please
contact me immediately. Your response should be sent to me on facsimile number (08) 9221-2020 or email
fiona.murphy@asx.com.au, It should not be sent to the Company Announcements Office,

Unless the information is required immediately under listing rule 3.1, a response is requested as soon as possible and, in any event,
not later than 5.00 p.m. W.S.T. on Friday, 10 February 2012.

If you are unable to respond by the time requested you should consider a request for a trading halt in the Company's securities.
If you have any queries please let me know.

Yours sincerely,

[sent electronically without signature]

Fiona Murphy

Adviser, Listings (Perth)
Direct: +61 8 9224 0054




