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Tissue Therapies’ On Track for Commercial Bevelopment

Biomedical company, Tissue Therapies Limited (ASX: TIS) made substantial progress
during 2005/08 in the race to develop its groundbreaking VitroGro® wound healing
technology for commercial use.

Tissue Therapies’ Chief Executive Officer, Dr Steven Mercer, said “The considerable
achievements we have accomplished in the past 12 months provide an excellent
foundation for the significant milestones we are confident of achieving by December
2007, in particular;

+ Completion of a clinical trial of ViiroGro® for scarless bum healing and
regulatory approval for VitroGro®

o Start of clinical trials of VitroGro® o treat venous and diabetic ulcers in
2007

=  Conclusion of negotiations for an international supply agreement to
provide VilroGro® for scientific research. This has been enhanced by the
ability of VitroGro® 1o replace animal and human serum for the culture of
embryonic stem cells; a world first. The culture of stem cells is one of the
fastest growing areas of biological science and the unigue ability of
VitroGro® to replace all human and animal growth promoters provides
Tissue Therapies with a considerable commercial advantage.”

“Our research developments are also showing encouraging data for potential new
formulations of VitroGro® as well as new manufacturing techniques that we hope to
announce in the coming months. [ am very confident that during the next 12 months we
will announce a number of exciting and significant developments and achievements”, Dir
Mercer said.

Tissue Therapies finished the year in a strong cash position with net assels up by $1.4
million, following two successful capital raisings totalling $5.2 milion and cash resources
of $3.9 million at 30 June 2008.

The Company recorded an after-tax loss of §1.86 million, in line with budget
expectations,

The Company placed 2.3 mitlion shares at $6.70 o raise $1.8 million in November,
followed by the issue of 2.4 million shares under its Share Purchase Plan, raising $1.7
million in December 2005,
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Dr Mercer, said the Company had achieved a number of major milestones during the
year, including;

Breakthrough research results in May 2008 demonstrating that Tissue Therapies’
VitroGro® technology could be used to replace animal and human serum in the
cutture of human embryonic stem celis - a major milestone in the race o use
human embryonic stem cells for medical treatments and removed one of the
most significant obstacies o approved use of stem cell therapies.

Confirmation that Tissue Therapies’ VitroGro® could be developed as a
treatment to accelerate healing of diabetic ulcers, with the potential fo
dramatically reduce the number of amputations due to complications associated
with the poor healing of uicers. A clinical trial of VitroGro® {o {reat diabetic and
venous ulcers is planned for 2007,

Negotiations progressed significantly with major international biological supply
companies to secure fong term product pipeline and supply arrangements for
VitroGro® products in key research and industrial cell culture markets.

Development of an advanced manufacturing method to produce VitroGro® in a
powdered form using freeze-drying, to enable cheaper, faster and more flexible
distribution to global markets.

Creation of a human live skin model for simulating skin injuries and healing, and
for testing cosmetics and cosmeceuticals. This has the potential to replace
animal testing and basic human testing for a range of applications, including skin
wound healing treatments, cosmetics and cosmeceuticals. The skin model is
also a practical demonstration of the power and versatility of VitroGro® and
provides an immensely vaiuable research tool for the further development of
VitroGro®.

The second of the family of the VitroGro® world-wide patents was granted by
New Zeaiand in March 2008,

Tissue Therapies’ Chief Scientific Officer, Prof. Zee Upton was awarded a three
year, $100,000 per annum Smart State Senior Fellowship for her research into
wound repair and skin regeneration. The Fellowship will allow Prof. Upton to
focus on an accelerated commercial development program for VitroGro®.

Completion of a second animal triai af the Royal Children's Hospital in Brisbane
to gather VitroGro® dosage data for human {rials. Due to anomalies in the trial
results caused by an inactive ingredient, the Company will complete the repeat
study late in 2006 to determine optimal doses for the VitroGro® human trial
planned for early 2007.
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Tissue Therapies’ Annual General Meeting has been scheduled for 10.30am, 9
November 2008, in the Seminar Room,

4" floor, Q Block

Institute of Health & Biomedical innovation (1HBI)
Queensland University of Technology,

Cnr Musk Ave and Blamey St

Kelvin Grove QLD 4059

ENDS
Further information or for an interview:

Dr Steven Mercer

CEOQ, Tissue Therapies Limited

Telephone: @7y 3221 M40

Email: s.mercer@tissustherapies.com

About Tissue Therapies Limited

Tissue Therapies Limited is an Australian company deveioping biomedical technologies for
wound healing, tissue and various cell culture applications.

The Company has worldwide exclusive rights to commercialise VitroGro®, a platform technology
developed by tissue engineering experts at Queensiand University of Technology for enhancing
cell growth and migration. VitroGro® has particular commercial applications in wound healing,
fissue regeneration and cell culture, including adult and embryonic stem cells,

HBased on its VitroGro® platform technology, Tissue Therapies is developing more effective
medical Freatments for wounds and burns, integration of orthopaedic and medical implants, and
other appiications such as cosmeceuticals.

Tissue Therapies aisc provides cell eulture reagents o enhance the growth of mammalian ceils
for emerging cell-based therapies including the development of human stem cell treatments,
ziong with research and industrial cell culiure markets internaticnally.

More information: www.tissuetheranies.com

Tissue Theraptes Limiied AN 45 101 955 088 www.tissuetherapies. com
Level 25 Walerfront Place, 1 Eagle Sreet, GPO Box 1588 Brishane Qld 4001
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Tissue Therapies Limited — Appendix 4K Preliminary Final Report

Appendix 4E

Preliminary Final Report to the Australian

Stock Exchange

Name of Entity Tissue Therapies Limited
ABN 45 101 955 088
Financial Year Ended 30 June 2006
Previous Corresponding Reporting Period 30 June 2005

Results for Announcement fo the Market

$ b Percentage increase
Movement over Kdecrease} over
previous previous corresponding
corresponding pericd
period
Revenue from ordinary activities 239,315 (147,662} (38.15%
Profit / (loss) from ordinary {1,861,242) {934,395 150.81%
activities afler tax attributable to
members
Net profit / (loss) for the period {1.861,242) (934,395 166G.81%
aftributabie to members

Dividends {disiribuiions}

Franked amount per secusity

Final Dividend

Interim Dividend

Record date for determining entitlements fo the dividends Gf

any)

Brief explanation of any of the figures reported sbove necessary to enable the figures to be understood:

Refer to the accompanying director’s report, financial slaternents and notes.
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Ratios

Previous corresponding
Current period period

Profit/(loss) before tax / revenue
Profit {loss) from ordinary activities before tax as a

percentage of revenue (909.7Y% (302.4y%

Profit after tax / equity interests
Net profit {loss) from ordinary activities after lax
attributable to members as a percentage of equity

isimilarly sttributable) st the end of the period (35.61)% (24.20)%
NTA Backing
Current Period Previous correspanding
period
Net tangible asset backing per ordinary security 24 18 cents 22.56 cents

Commentary on the Results for the Period

Refer o the accompanying director’s report, financial staiements and notes.

Audit/Review Status
This report is based on accounts to which one of the following applies:
{Tick one)
The accounts have been have been audited X | The accounts have been subject fo review

and the audit report contains no
qualifications

The accounts are in the process of being The accounts have not yet been audited or
audited or subject to review reviewed

Financial Statements

Refer to the accompanying director’s report, financial statements and notes.

By Order of the Board
Gregory Baynton
Director

3rd Augast 2006




Tissue Therapies Ltd Direciors Report & Financiat Statements - Year Ended 30 June 2008

DIRECTORS’ REPORTY

Your Directors present their report on Tissue Theraples Limited {the Company) for the year ended 30 June 2006,
DIRECTORS

The names of Directors at any me during or since the end of the year, and their qualifications are detailad below,

Roger Clarke — Chairman {appoinfed & November 2603)

Quatifications — Bachelor of Commerce
Chartered Accounfant
Experionce w  Chairman of Board of Advice, ABN AMRO Morgans Limifed

Chairman of While Sands Petrofeum Lid
Dirgctor of MTQ Insurance Lid, PIPE Networks Limited and Trojan

Equifies Limifed

Special Responsibilities - Momber of the Audit Commitfee

inferost in Shares and Opliens  ~ 200,000 Ordinary Shares end options fo acquire a further 150,000
ordinary shares

Professor David Gardiner - Director {appointed 12 November, 2003

Qualifications - Barrister at Law

Experiance — Dapuly-Vice Chancelior of QUT
Professor of Law, QUT
Director of several R & D and commercialisation companies,
including biotechnology company, Farmacule Biolndusiries Ply Lid

Interast in Shares and Options  — 2,255,000 Ordinary Shares and oplions fo acquire a further 100,000
ordinary shares are held by QUT, which is a related entify of
Profassor Davig Gardiner

Gregory Baynton ~ Executive Dirsctor (appointed § September 2002}

Qualifications - Master of Economic Studies
Post Graduats Diploma In Applied Finance and Investment
Bachelor of Business
Fellowof the Australian Institute of Company Direclors
Associste of the Financial Services instifute of Australia

Experionce — Director of Lodestone Exploration Limifed and PIPE Networks
Limited
Diractor of three Australian biotechnology companies

Special Responsibilifies — Member of the Audit Committee

inferest in Shares and Options  — 520,000 Ordinary Shares and options fo acquire a further 660,000
ordinary shares are held by Orbit Capifad, which is a related entity of
Gragory Baynion

Neif Reinhardt - Director {appointed 8 May 2003)

Qualifications — Registered Pharmacist

Experiance — Dirgtlor of a number of privale companies in the areas of
sanufacturing, health care, and investments

Special Responsibititios w Chairman of the Audit Commiftee

intersst in Shares and Options  — 260,000 Qrdinary Shares and options o acquire a further 100,600
ordinary shares

Paged of ¥4



Tlasue Therapies Ltc {rectors Report & Financial Statements — Yoar Eaded 30 June 2006

Steven Mercer — Chief Executive Officer and Executive Direcfor {appointed 10 May 2006}

Qualifications - Bachelor of Medical Science, Bachelor of Medicine, Bachelor of
Surgary, Fellow of the Australian institute of Management, Fellow of
the Australian Institute of Company Directors, Registered Madical
Practitioner (Australia and USA}

Experience —  Significant medical and commercial experience, most recently as
Managing Director of Marcy Tissue Engineering, a successhi Hissue
engineering company. Significant infernafional expertise fo Tissue
Therapias following a successful career with muffinational
companies, including six years with Smith & Nephew as Gensra!
Manager, Smith & Nephew Surgical and seven years with IBM
Health Industry Centre in Australia and New York,

Special Responsibifitios —  Chief Executive Officer, and appointed Executive Diractor on 10
May 2008,
Infarest in Shares and Options  — 68,379 Ordinary Shares and opfions fo acquire a further 560,000
ordinary shares
information on Company Secrefary:

Drummond McKenzle - Company Secrefary

Qualifications - Bachelor of Stience {Fconomics) Honours
Chartered Accountant
Feliow of the Instifute of Charlered Secrolaries
Experionce - Quer 1) years experiencs in the financial management and adminisirafion of public companies

Principal activities
Duting the vesr the principal activities of the Company consisted of the research, devalopment and commerciafisation of the
Company's exclusive internationat intellectual propery in wound healing and tissue regeneration.

Operating results
The loss of the Company after tax amounted to $1,861,242 {2005; joss $926,847),

Dividends

No dividends were paid or declared since the stast of the financial year. No recommendation for payment of dividends has
besn rmade.

Review of operations
During the 2605-06 financial year:
= Tissue Therapies recorded an after-tax loss of $1,861,242, in line with budget expectations,

*  Net assets increased by $1,397,532 to $5,227,194 and at 30 June 2006 the Company had cash resources of
$3,840,880.

= The Company concucted a successful placement of 2.3 million shares at $0.7G {o raise $1,621,608 in November
2005, and completed a successiul Share Purchase Plan issuing 2.4 million shares to raise $1,763.000 in December
2005, The Company's confributed squily following the share issuss and after fransaction costs arising from the issue
of shares, was 38,177,368

= Tissue Therapies’ ViroGro® wound hegding technology moved a step closer fo providing a cure for chronic disbetic
ulcars in July 2005 when a study conducted at QUT demonstrated that VitroGro® sfimulated human skin cefl growth
in samples taken from around non- healing ulcers of diabetic patients. The results indicated that VitroGro® could be
developed as a ireatment to accelerate healing of diabetic ulcers, and could result in 2 substandial reduction in
amputations due fo complications associated with the poor hedling of ulcers. A clinical tial of VitroGro® to freat
diabefic ulcars is planned for 2007,

= Aspart of the product development program, Tissue Therapies announced in early October that it had perfected an
advanced manufaciuring methed to produce VitroGro® in a powdered form, using a freeze-drying procass

Page2 of 31
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(lyophifisation). The fechnigue will enable cheaper, faster and more fiexible distribution to global markets, and
faciitate the use of VitroGro® in laboratory live cell work and human healthcare products such as advanced wound
dressings.

= The Company secured multiple sources of syathetic ffecombinant) vitronegtin, a key human protein compenent of
the VitroGro® wound care and cell culture technology. The biclogically active synthetic spurces manufacluring costis
a fraction of the world price of humen-derived vitronectin, ensuring Yissue Therapies ability to produce 2 fotally
synihetic ViiroGro® product in sufficient quantities for commercial development.

= in November 2005, the Gompany confirmed it had successfully created a human live skin model for simulating skin
injuries and healing, and for festing cosmefics and cosmeceuticals under its R&D contract with QUT. The skin model
can be ‘wounded’ in the same way as human skin, providing a mode for inexpensive, flexible testing of potential
wound freatments. Preliminary results indicate that Tissue Theraples’ VitroGro® can accelerate the growth and
healing of the skin model, consistent with the results from earlier pre-cinicat trials using VitroGro®. This development
has the pofential to replace animal testing and basic human testing for a range of applications, including skin wound
healing teatments, cosmetics and cosmecewficals, and is 2 praclical demenstration of & commerciat application for
VitroGro®. The five human skin mode! has provad fo be an invalu able research and development tool for the
VitroGro® scientific development {eam.

= Tigsue Therapies' second animal irial was completed at the Royal Children’s Hospital in Brisbane in late 2005 f0
gather VilroGro® dosage data for human tials, An independent review of the triaf results in early 2006 revealed
anomalies caused by an excipient, or inactive, ingradient used to assistin defivery of the VitroGro® complex. The
Company will repeat the study fater in 2006 to defermine optimal doses for the VitroGro® human trial planned for
early 2007, The use of the new synthetic VitroGro® components in the second dose study will facititate quicker,
sirmpler and cheaper regulatory approval in 2007,

= Work on large scale commescial production of synthetic components of VitoGro® continued on schedule and on
budgst, ensuring that Tissue Therapies has the materials needed for preclinical and clinicat frials in 2008 and 2007, ¢
will also deliver substantial savings on the production of VitreGro® and the Good Manufacturing Practice {(GMP}
materials needad for clinical irials and regulatory approval for humian use,

= Negotistions with major international sales and distribuion companies progressed during the year, to secure fong
term product pipeline and supply amangements for VitroGro® products in key research and industrial cell cullure
markets. Discussions are focused on long- ferm product developmeant and integration of VitroGro® into strategic
product ranges for infernational sale, rather than the standard distribution / catalogue sales agreement for basic
ViroGro@ kits that was previously targeted.

= The B posiiion of Tissue Therapies continued 1o gain momentum. The second of the family of the VitroGro® world
wide patents was granted by New Zeatand in March 2006,

»  Queensiand Deputy Premier Anna Bligh announced that Tissue Therapies’ Chief Scientific Officer, Prof. Zee Upton
had been awarded a Smart State Sentor Fellowship for her research into wound repair and skin regeneration at fe
internafional BIOZ008 conference in Chivage in April. The three year, $190,000 per annum Fellowship will sliow
Prof, Uipon o focus on an accelerated development program for the pracicat application of VitroGro® platform to
wound healing. Prof. Uptons had previously been awarded the 2604 Smart Women, Smart State award,

= In May 2008, Tissue Therapies anncunced & breakthrough finding that VitroGro® technology can be used o replace
animal and human serum in the culture of human embryonic stem cells. This world-first result was a major milestone
inr the race 10 use hignan embryonic stem cells for medical freatments, and removed one of the most significant
ohstacles to approved use of stem celi therapies.

Significant Changes in State of Affairs

«  In November 2005 the Company conducied & successful share placement offering 2 .3 million shares at $6.70 o
ralse $1,621,000 and in December 2005 the Company compleled a successhul Share Purchase Pian issuing 2.4
mifiion shares 1o ralse $1,763,000. This increased cash balances during the year,

= The Company's contributed equily following the share issues and after iransaction costs arising fom the issue of
shares was 38,177,367,
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Adoption of Australian Equivalents to IFRS

As aresult of the infroduction of Austrafian equivalents fo Intemational Financial Reporting Standards (AIFRS), the Company’s financial
raport has been prepared in accordance with those Standards. A reconciliation of adjustments arising on the {ransiéion to AIFRS is
included in Note 2 fo this repord,

Matters Subsequent to the End of the Financial Year

Ne matters or gircumstances have arisen since the end of the finandlal year which significantly affected or may significantly
affect the operations of the Company, e resulis of those operations, or the state of affairs of the Company In futwre fnancial
years.

Likely Developments and Expected Results of Operations

The tikely developments in the operations of the Company and expected resulis of those operations in future &nanciai years are as foliows:

Key Achievement/ Indicative Milestone Yarget Status
Complete expanded preciinical dose study of new synthetic VitoGro® Nov. 2008 Protocol design complete,
components as burns featment, in preparation for clinical ial, Ethics Commitice approved,
Negotiate VilroGro® technology integration agreement with intemationa Dec. 2006 Term shest negotiations
hiclogicat supply company. underway.

Siart Phase 1 clinicat trizl of VitroGro® fo treat venous angd diabetic ulcers. 1st half 2007 On schedule

Complete clinical iriai of VitroGro® as freatment for bums patients. June 2007 Betaited planning underway.
Complete reguiatory approval of VitroGro® for human burns treatment. Dec, 2007 Detaited planning underway.
Continued granting of three core VitroGro® patents in worldwide leritories Ongoing Giranted Aust & NZ; pending

USA, Canada, EU, Asia.

Options
Al the date of this repori, options over the unissued share of the Company are as follows;

Grant date Bate of Expiry Exersise prics Number under opiion
201172004 30/41/2008 $0.50 1,075,000
14/04/2008 140472007 $0.80 40,600
10/03/2006 27/09/2008 $0.05 180,600
10/03/2006 21109/2009 5095 180,000
10/03/2006 2 years from first milestone $C.80 (at leasty 306,000
achieved *
2140472008 2%/04/2068 $0.80 56,000
1,765,000

» " {Options issued to the CEQ under the Company’s Equity Option Plan in lieu of cash bonus. Oplions issued will vest
on the achievement of certain Key Events, which are oullined In Tissue Theraples Limited’s ASX announcement on
18 March 2005.

= Noordinary shares were issued on the exercise of options during the year ended 30 June 2008, or up undll the date
of this repost.
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Remuneration Report
This report oullines the remuneration arrangements in place for the direclors and executives of Tissue Theraples Limited,

The Company's Board of Directors is responsible for determining and reviewing compensation arangements for the directors,
the chief executive officer {CEQ) and others involved in the operation of the Company.

The Board assessas the appropriateness of the nature and amourd of remuneration of directors and senior managers on a
periodic basis by reference 1o relevant market conditions with the overall objective of ensuring maximum stakeholder benefit
from the refention of a high qually board and executive team.

Non-executive Director Remuneration

*  Objective: The Board seeks to set aggregate remuneration at 2 level which provides the company with the ability to
attract and retain directors of the highest calibre at a cost that is acceplable fo sharehoiders.

= Sticture: The Constitution and the ASX Listing Rules specify thai the aggregate remuneradion of non-executive
directors shali be determined from time fo time by a general meeting. An amount not exceeding the amount
deterrsined is then divided between the directors as agreed. The Iatest determination was af a General Mosfing of
merbers held on 29 January 2004 when shareholders approved an aggregate remuneration of $256,000 per year,
with remunesation for the first year after lisling being $55,000.

The amount of aggregate remuneration sought 10 be approved by shareholders and the manner in which itis apportioned
among directors is raviewed annually. Each director receives an annual fee for being a direclor of the company. No incentive
payments are included.

Executive Director Remuneration
»  Objective: The Company aims to reward the Executive Director with remuneration commensurate with his position
and responsibifities.
v  Stuciure: The Executive Director receives a fixed annual amount in remuneration. No incentive payments are
included.

Executive Remuneration
Chief Executive Officer

*  Objactive: The Company aims fo reward the CEQ with remuneration commensurate with his position and
responsibiities.

*  Shycture; The CEQ, Dr Steven Mercer is employed under contract. The current contract commenced on
27 September 2004, Dr Mercer's employment contract with Tissue Therapies encompasses a fotal remuneration
nackage of $182, 000 per annum plus & share option package of 200,000 options to acquire shares in the Company
at a 26 per cent premium to the Company's share price on 27 Seplember 2004, The initial tranche of 100,000
options wilt vest one year from the commencement of bis employment, and the second 198,000 oplions wilf vest iwe
years from the commencement date. Each tranche of options will expire three years from their vesting date and no
further options will vest ¥ the Executive resigns or is terminated for any reason. Any vested options must be
exercised within 30 days from the date of termination of the employment agresment, Under the employment
agreement, the employment arangements may be terminated by either parfy at any éme by with not less than twe
months' written notice. In addifion, Dr Mercer in March 2006 was awarded 300,000 options in lieu of 2 cash bonus,
These options vest on the achigverent of a series of specific performance milestones and are exercisable within two
years of each tranche of options vesting.

Company Secretary

«  Chjective: The Company aims fo reward the Company Secretary with remuneration commensurate with his position
and responsibifities.

= Stuchse: The Company Secretary receives remuneration based on an hourly rate for his services. No incentive
payments are included.
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Details of Remuneration

Details of the nature and amount of each element of the emeluments of each Direclor and of the Company Secretary of Yissue
Theraples Limited for the year ended 30 June 2006 are set out as follows:

Primary Post $hare-based payment
Employment
Key Management Cash Satary | Bonus{ Non Super Equity Options (3} Total
Personnel and fees monetary annuation
$ benefits $ [ $
$ $
HNon-Executive Directors
R. Clarke (Chairman} 2008 30,000 . 2,700 . . 3,100
2005 25,060 . 2,250 . - 27,250
G. Baynton 2006 10,000 - - . . 10,000
2005 10,000 - . - - 10,000
Prof. D. Gardiner[1} 2008 15,000 . . . . 15,000
2005 10,000 - - “ . 10,000
N. Reinhardt 2008 15,000 - 1,350 - . 16,360
20058 10,060 - 1,154 . - 11,154
Executive Directors
G. Baynton 2008 66,000 - - - . 66,000
2005 66,000 - - - - 66,000
br 8. Mercer (CEO) {2] 2066 166,000 . 16,284 - 13,750 198,034
2005 115,507 . 10,398 . - 125,803
Other Key Management
Pargonnel
b. McKenzie 2008 40,288 . . . « 40,268
2008 37926 . . . . 37,926
Total 2008 342,268 - 20,334 . 13,750 376,352
Total 2005 274,433 - 13,800 - . 288,233

[1} Professor D Gardiner has instructed that aff fees payable to him are to be paid info The QUT Endowment Equity Fund,
{21 D Steven Mercer was appointed as an execulive director on 10 May 2008,

Options issued to Directors & Specified Executives as part of remuneration for the year ended 30 June 2006

Cplions were issued as pad of remuneration during the year to Steven Mercer (Director  CEO) only. Total opfions granted
during the fnancial year were 500,000 with a total value for the financial year of $13,750, representing 7% of his total
remuneration for the year. No opfions were exercised during the financial year, and no oplions lapsed.

Directors’ and Officers’ indemnification

The Company has indemnified directors and officers to the maximum extent permitied by law, against any liabillty incurred by
them as, or by virtue of thelr holding office as and acling in the capacity of, an officer of the Company.

Insurance premiums have been paid during the year in respect of a contract insuring directors and officers against legal costs incurred in

defending procesdings against them. Delails of the nature of liabilities coverad or the amount of premiums paid are not disclosed as such
disciasure is prohibited in lerms of the contract.
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Directors' Meetings

The number of meetings of directors {including meetings of commiftess of direciors) held during the year and the number of
meetings attended by each direcior was as foliows:

Diractors Mastings Audit Committee
Eligible to Attend  Attended | Eligiblefo Attend  Attended
R, Clarke 10 9 3 3
(. Baynion 10 9 3 3
Prof, D). Gardiner 10 8 - -
N. Reinhardt 16 EJ 3 3
S. Mercer [1] 1 1 .

{11 93r Steven Mercer was appoinded a director on 10 May 2006,

Environmental Regulation

The Company's operations are not regulated by any significant environmenta regulation under a law of the Commonwealh or
of & State or Territory.

Non-audit Services

The Board of Directors is safisfied that the provision of the non-audit services during the year is compatible with the general
standard of independence for auditors imposed by the Corporafions Act 2001. The Directors are satisfied that the services
disciosed below did not compromise the extemat auditor's independence for the foliowing reagons:

*  Tha accounting and taxation services provided by Hacketis Chartered Accountanis are provided on an arms length
bagis and the fees eamed by the finm for these services reflect the nature of the services provided.

30 June 36 June
2006 2008
$ $
Rermsuneration of Macketis Charlered Accountants for,
*  Audit and review of financigl reporis and other audd work under the 14,008 12,0660
Comporations Act 2004
= Agcounting and iaxation services 5,060 5,000
19,000 17,000

Auditor's Declaration

A copy of the auditor's independsnce declaration as required under secfion 307C of the Corporations Act 2001 is aftached to
this Directors’ Repod,

Proceadings on Behalf of the Company

No procesdings have been brought, or intervaned in, on bahalf of the company with leave of the Court under 5.237 of the
Corporations Act 2001,

erﬁam with a resolufion of the Board of Direclors.

/ar@‘ Bayiton ——

{Hrector
Dated at Brishane, this & 5’“ ay of August 2008
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AUDITOR’S INDEPENDENCE DECLARATION

3 August 2008

the Chalrman

The Board of Direclors
Tissue Therapies Limited
GPO Box 1596

Brishane QED 4001

5

Hackerrs

CHARTERFD ACCOLENTANTS

BEVEL 3
S48 GUEKM STRERY
HRISBANE QLY 5000

mrnmone o TRIF I839 9733
woxik e b B1Y 3332 1407

enats. ¢ advice(Eihacketts com.au
wmre o vww Backe s, coms sy

FRMTNENL &

FTHOMAS 6. HACEEFY
MICHAEL W, HACKETT
LiAM. ). MURPRY

CHINBEELTANT «
FOHN L, HACKETT

Auditor's Independence Declaration

In accordance with section 307C of the Corporations Act 2001, | am pleased to provide the foflowing declaration of

independencs to the directors of Tissue Therapies Limited.

As iead audif partner for the audi of the fnancial report of Tissue Theraples Limited for the year ended 30 June 20086, |
declare that to the best of my knowledge and belief, there have been:

a) N confraventions of the auditor independence requirements of the Corporations Act 2001 in relation to the audit;

and

5} No confraventions of any applicable code of professional conduct in refation fo the audit.

Yours faithfully

Hacketts

tiam J Murphy
Audit Partner
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Tissuo Therapies Lid

Piractors Report & Financlat Statemeants - Year Endad 35 June 2008

FINANCIAL STATEMENTS

TISSUE YHERAPIES LIMITED

INCOME STATEMENT FOR THE YEAR ENDED 30 JUNE 2006

Revenues

Research and development expenses

Cecupancy expenses

Adminisiration expenses

Marketing, business development and patent protection
Laboratory expenses

Other expenses

Loss before income tax expense

Income fax benefit

L.oss from continuing sperations after income tax benefit
Loss atiributable to members of the entity

Overall Operations
Basic eamings per share
Difuted samings per shars

The accompanying notes form part of thess statements.
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Note

5(b)

24
24

30 June 2006 30 June 2005
$ H
238,315 388977
(858,529} {865,355)
(38,437 {28,006)
(758,964} {485,567}
{235,840} (187.47%)
(324,22%) -
{193,28N (40,684}
(2,176,872 (1,176,101}
35,730 243,254
{1861,242) {926,847}
{1,861,242) £526,847)
Cents Cenis
{10.18} (6.06}
{10.06) {5.80)



Tissue Therapies Ltd Directors Report & Financial Statements — Year Ended 38 June 2006

TISSUE THERAPIES LIMITED
BALANCE SHEET AS AT 30 JUNE 2006

Note

CURRENT ASSETS

Cash and cash equivalents 8
Trade and other receivables (a)
Inventories 8
Current tax assets 5(d)
Other current assets 7}
TOTAL CURRENT ASSETS

NON-CURRENT ASSETS
Propeny, plant and equipment 8

intangible assels 10
TOTAL NON.CURRENY ASSETS

TOYAL ASSETS
CURRENT LIABILITIES

Trade and other payables 11
TOTAL LIABILITIES

NET ASSETS

EQUITY

issued Capital 12
Reserves

Retained losses

TOTAL EQUITY

The accompanying notes form parf of these stafements.
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30 June 2006 30 June 2005
$ $

3,844,880 3,181,021
48,779 55511
197,593 89,953
320,765 311,160
483,671 9,545
4990988 3827196
105,778 85,231
342,250 342,250
448,026 397 481
5439014 4024 6T
211,820 188,000
211,820 185,009
5227194 3,829,862
8,177,366 4,838 519
22,354 1427
{2,972.528) £,111,284)
5,227 194 3,820,862
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birectors Report & Financial Statements - Year Ended 30 June 2666

HSSUE THERAPIES LIMITED

STATEMENT OF CHANGES IN EQUITY AS AT 30 JUNE 2008

Contributed equity

Ordinary shares at beginning of period

Shares issuad during period

Transaction costs

Balanse of ordinary shares at end of period

Cptions reserve
Options reserve at beginaing of period
Share options expensed during the period

Balance of options reserve at end of period

Retained earnings

Retained eamnings at beginning of period
Loss atiributable to members of the entity
Retained sarnings at end of period

Total equity at the end of the period

The accompanying nofes form part of these stafements.
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30 June 2006 30 June 2005
$ §

4939519 3,508719
3324814 1,466,000
{86187} {28,200
8,171,366 4,939,519

1427 -
20,827 1,427
22,384 1427
{1,111,284) {83619
(1,861,242} (828,274}
(2,972,526} £1,411,284}
5,227,194 3,825,662
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HISSUE THERAPIES LIMITED

CASH FLOW STATEMENT FOR THE YEAR ENDED 30 JUNE 2006

CASH FLOW FROM OPERATING ACTIVITIES

Receipts from customers {inclusive of goods and services tax}

Payments to research facility finclusive of goods and services tax)
Payments fo suppliers (inclusive of goods and services tax)

Interest received
Finance costs

Income Tax rebate recsived
Net cash provided by {used in} operating actvities

CASH FLOWFROM INVESTING ACTIVITIES
Payments for property, plant and equipment

Net cash provided by {used in} investing activities

CASH FLOW FROM FINANCING ACTIVITIES

Proceeds from share issues
Costs of share issug

Grant income received
Net cash provided by {usad in} financing activities

Net incraase (decrease) in cash held
Cash at beginning of year
Cash st end of year

The accompanying notes form part of these statements.
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Note

23(b)

23

30 June 2006 30 June 2005
$ $
8611 5873
{1,604,932} {831,182}
{1,830,790} {733,240}
215,298 471,192
{687} {26
08,725 -
£2,304,774) (1.381477)
{88,211 {18,499}
{68.217) {18,489
3,323,950 1,480,068
(75,505) {28,201}
14,405 177,870
3,262,850 1,608,769
779,858 208,743
3,181,821 2,852,228
3,845,880 3,161,021




Tissus Theraples Lid Directors Report & Finangial Statements - Year Ended 30 June 2008

HISSUE THERAPIES LIMITED
NOTES TO THE FINANCIAL STATEMENTS FOR THE YEAR ENDED 30 JUNE 2006

NOTE 1: STATEMENT OF SIGNIFICANT ACCOUNTING POLICIES

The financial report is a general purpose financial report that has been prepared in accordance with Australian Accounting
Standards, Urgent Issues Group Interpretations, other authoritative pronouncements of the Australian Accounting Standards
Board and the Corporations Act 2001,

The financiat raport covers Tissue Therapies Limited, which is a listed public company, incomorated and domicied in Australia.

The following is @ summary of the material accounting policies adopted by the Company in the preparation of the financial report.
The accounting policies have been consistently applied, unless otherwise stated.

Basts of preparation
First-fime Adoption of Ausiralian Fquivalents fo Infernational Financial Reporting Standards

Tissue Therapies Limited has prepared financial statements in accordance with the Australian equivaients to Intemational
Finangial Reporting Standards (AIFRS) from 1 July 2005,

In accordance with the requirements of AASB 4: First-time Adoption of Australian Equivalents to Intemational Financial
Reporting Standards, adjustments fo accounts resulting from the introduction of AIFRS have been applied retrospectively
to 2005 comparative figures excluding cases where optional exemplions avaitable under AASE 1 have been applied.
These accounts are the first financial stalements of Tissue Therapies Limiied o be prepared in accordance with Australian
equivaients to IFRS.

The accounting policies sef ouf below have been consistently applied to all years presented,
Recongiliations of the transition from previous Austrafian GAAR to AIFRS have been included in Note 2 to this repost.

Reporting Basis and Convenfions

The financial report has been prepared on an accruals basis and is based on historical costs modified by the revaluation of
selecied non-cuirent assats, financial assets and financial liabiities for which the fair value basis of accounting has been
applied.

Accounting Policies
a. IncomeTax

The charge for current income fax expense is based on the profit for the year adjusted for any non-assessable or
disafiowad items, it is calculated using the tax rates that have been enacted or are substantialiy enacted by the balance
sheet date. :

Deferred tax is accounted for using the balance sheet lability method in respact of temporary differences arising belween
ihe iax bases of assets and Habifities and their canying amounts in the financial statements. No deferred income tax will be
recagnised from the inifial recognition of an asset or liability, exciuding a business combination, where there is no effect on
accounding o taxable profit or foss.

Deferred tax is calculated at the tax rates that are expected to apply 1o the period when the asset is realised or Eability is
settled, Deferred tax is cradited in the income statement excapt where # relates to #ems that may be credited directly fo
aquity, in which case the deferred tax is adjusted directly against equity.
Deferred income tax assets are recognised to the extent that i is probabis that future tax profits will be available against
which deductibie temporary differences can be ufilised.
The amount of benefits brought fo account or which may be realised in the future is based on the assumption that no
adverse change will scour In income taxation legislation and the anticipation that the economic entity will derive sufficient
filure assessable income 1o enable the benefit to be realised and comply with the condiions of deductibility imposed by
the law.

8. Research and Development Expenditure

Expenditure during the research phase of 2 project is recogrised as an expense when incurred. Development costs are
capitalised only when technical feasibility studies identify that the project will dsliver future economic benefits and these
benefits can be measured reliably.
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TISSUE THERAPIES LIMITED
NOTES TO THE FINANCIAL STATEMENTS FOR THE YEAR ENDED 30 JUNE 2006

NOTE 1: STATEMENT OF SIGNIFICANT ACCOUNTING POLICIES

<.

Infangihles
Liconges, Pafents and Trademarks

Licenses, patents and trademarks are recognised at cost of acquisition. Licenses, patents and frademarks have a finite ife
and are carried at cost less any accumulated amortisation and any impairment losses, Licenses, patents and rademarks
are amortised over their useful life which has been assessed ag ten years from the dafe the intangible assetis in s
infended use.

Employee Benefits

Provision is made for the company's Rabiity for employee benefits arising from services rendered by employses 1o balance
date. Employee benefils that are expecied to be seflad within one year have been measured at the amounts expected fo
be paid when the liability is setfled, pius relafed on-costs. Employee benefits payable [ater than one year have been
measured at the present value of the estimated ffure cash outfiows io be made for those benefits.

Equity -setfled Compensation

The Company operates an option based compensation plan. The bonus element over the exercise price of the employee
sarvices rendered in exchange for the grant of options is recognised as an expense in the income statement. The totel
amount 10 be axpensed over the vesting period is determined by referansa to the fair value of the shares of the options
grantsd.

Cash and cash equivalents

Cash and cash equivalenis inciude cash on hand, deposits held at call with banks, other short-term highly liquid

investments with original maturities of three months or fess, and bank overdrafts, Bank overdrafts are shown within short-
term borrowings in current fiabifities on the balance sheet,

Revenue recognition

Revenues are recognised at fair value of the consideration received net of any applicable taxes.

interest revenue is recognised as it accrues taking into account the interest rates applicable to the financial assets.
Government research and development grant income is recognised as and when the relevant research expenditure is
incurred. Grants refating to expense itlems are recognised as income over the periods necessary to match the grant to the
costs they are compensating. Grants relating to assets are credited to deferred income at fair value and are credited to
income over the expected useful life of the asset on a straightdine basis,

All revenue is stated net of the amount of goods and services tax {GST).

Goods and Services Tax (GST)

Revenues, expenses and assets are recognised net of the amount of GST, except where the amount of GST incurred is
not recoverable from the Ausiralian Tax Office. In these circumstances the GST is recognised as part of the cost of

acquisition of the asset or as part of an item of the expense. Receivables and payables in the statement of financial
position are show inclusive of GST.

Cash flows are presented in the cash flow statement on a gross basis, except for the GST component of investing and
financing activities, which are disclosed a5 oparating cash flows,
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FISSUE THERAPIES LIMITED
NOTES TO THE FINANCIAL STATEMENTS FOR THE YEAR ENDED 30 JUNE 2006

NOTE 1: STATEMENT OF SIGNIFICANT ACCOUNTING POLICIES {Continued)

k. Property, plant and equipment

Each class of property, plant and equipment is cared at cost or fair value less, where applicable, any accumulated
depreciation and impairment losses.

Plant and equipment

Plant and ecuipment are measured on the cost basts,

The carrying amount of plant and equipment is reviewed annually by directors fo ensute # is not in excess of the
recoverable amount from these assets. The recoverable amount is assessed on the basis of the expected net cash fows
that will be received from the asset's employment and subsequent disposal. The expected net cash fows have been
discounted fo their present values in defermining recoverable amounts,

Subsequent costs are included in the asset's carrying amount or 7egognised as a separate assel, as appropriate, only
when it is probable that fulure economic benefits associated with the Hem will flow to the group and the cost of the item can
be measurad refiably, Al other repairs and maintenance aze tharged %o the income statement during the 8nancial pesiod in
which they are incurred,

Deprecistion

The depreciable amount of alt fixed assels including building and capitalised iease assefs, buf excludiag freehold land, is
deprecizted on a siraight-ine basis over their usefid lives to the Company commencing from the time the asset is held
ready for use. The expected useful Bfe for plant and equipment is 3 fo 5 years.

The assets” residual values and useful lives ara reviewed, and adjusted i appropriate, at sach balance sheet dafe.

An asset’s carrving amount is wiitten down immediately fo ifs secoverable amaunt if the asset's carrying amount is greater
than its estimated recoverable amount,

Gains and losses on disposals are determined by comparing proceeds with the carrying amount, These gains and losses
are included in the income statement. When revalued assels are soid, amounis included in the revaluation reserve relating
io that asset are transferred io retained eamings,

i.  inventory
Inventoriss are measured at the lower of cost and net realisable vaiue. The cost of manufactured products includss direct
materials, direct ishour and an appropsiate portion of variable and Sxed overheads.

jo  Trade and other creditors
These amounts represent fiabififies for goods and senvices provided to the company pricr to the end of the financial year
and which are unpaid. The amounts are unsecured and usually paid within 30 days of recognition,

k. Lleases

Lease payments for oparating leases, where substantially aff the risks and benefits remain with the lessor, are charged as
expenses in the periads in which they are ingurred,

L [Impairment of assels

At each reporting date, the Company reviews the carrying values of its tangible and intangible assets to determine whether
there Is any indication that those assets have been impaired. If such an indication exists, the recoverable amount of the
asset, being the higher of the asset's fair value less cosis fo seff and value in use, is compared to the asset's camying
value. Any excess of the asset's carrying value over s recoverable amount is expensed fo the income statement,
impairment testing Is performed annually for intangible assels,

Whaere i is not possible to estimate the recoverable amount of an individuat asset, the group estimates the recoverable
amoust of the cash-generating unit to which the asset belengs.
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TISSUE THERAPIES LIMITED
NOTES TO THE FINANCIAL STATEMENTS FOR THE YEAR ENDED 30 JUNE 2006

NOTE 1: STATEMENT OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

m. Comparative figures

When recuired by Accounting Standards, comparative figures have been adjusted to conform to changes in presentation
for the cument financial year.

Critical Accounting Estimates and Judgments

The directors evaluate estimates and judgments incomporated into the financial report based en historical knowledge and
best avaiiable current information. Estimates assume a reasonable expeciation of fulure events and are based on current
trenids and economic data, oblained both extemally and within the Company.

Key Estimates - impairment

The Company assesses impainment at each reporting date by evaluafing conditions specific to the group that may lead to
impairment of assets. Where an impairment irigger exists, the recoverable amount of the asset is determined.

No impairment has been recognised in respact of licenses and trademiarks for the year ended 30 June 2008,
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TISSUE THERAPIES LIMITED
NOTES TO THE FINANCIAL STATEMENTS FOR THE YEAR ENDED 30 JUNE 2008

NOTE 2 : FIRST-TIME ADOPTION OF AUSTRALIAN EQUIVALENTS TO INTERNATIONAL FINANCIAL REPORTING
STANDARDS

As at 30 June 2005  As af 1 July 2004

$ $
a. Reconciliation of Equity:
Tota! contributed equity as reported {per previous GAAP and under 4939510 2508719
AIFRS) m .
Option Reserves as reported (per previous GAAP) . -
- Increase in reserves resulling from recognition of share oplions issued,
on a pro rata basis over the vesting period per AASB 2 1427 -
Option Reserves {under AIFRS} 1,427
Retained iosses as reporied {as per previous GAAP) {1,408,857) (183,010}
- increase in refained losses resulting fom recognition of share options (1,427}
expense, on a pro-rata basis over the vesting period per AASE 2
Retained losses (under AIFRS) (1,111,284} £183,010)
Total enuity under AIFRS 3,829,662 3,325,709
Year ended
30 June 2005
$
b Reconeiliation of net loss for 2005
Net loss reported {as per previous GAAP) {1,108,857)
- increase in ‘ofher expenses’ resuliing from recognition of share oplions
axpense, on a pro-rata basis over the vesting period per AASE 2. {1,427
Net loss {under A-IFRS) {1,111,284)
c Notes to the reconciliation

Under AASH 2 Share based Payments, from 1 July 2004 the Company is required o recognise an expense for those oplions
that were issued to employees under the Equity Option Plan after 7 November 2002 that had not vested by 1 January 2005.
The shares were issuad on 14 Apsit 2005 and the company was required to recognise an expense of $1,427 in accordance
with AASB 2 for the vear ended 30 June 2005, and 2 corresponding creation of an ‘Options Reserve’ in equify as at the same
date.
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TISSUE THERAPIES LIMITED
NOTES TO THE FINANCIAL STATEMENTS FOR THE YEAR ENDED 30 JUNE 2006

36 June 2006 30 June 2005

$ $
NOTE 3: REVENUE
Operating activities:
Product safes 8811 5,873
interest 215,289 177,792
Research grants 14,405 203,312
Totat revenue from ordinary activities 239,315 386,877
NOTE 4: LOSS FOR THE YEAR
Expenses
Cost of sales 9,038 -
Finance costs - external 687 120
Rentat expense on operating leases — minimum lease payments 34,646 28,606
Research and development costs 859,529 865,355
Dapreciation expense 2,276 1,114
NOTE 5; INCOME TAX
& The components of income iax beneft comprises
Current iax 326,163 257,249
Overprovision in respect of prior years {4,433 (13,995}
Total tax henefit 315,730 243,254
b. The prima facle tax benefit on loss fom ordinary activities before income taxis
reconcited fo e income fax bensfit as follows:
Tax benefit on loss from ordinary activities af 30% (2005 - 30%;} 653,002 351,030
Tax affect of:
Business related capital expendilure {35,352} 13,338
increase in accruals (4,412) .
Non-deductible enteriainment { 587) (590)
Share options expensed during the year {6,278) -
Tax Losses avaitable 806,463 363,778
Tax losses ulilised by.
= Income fax benefit atiribulable to RS fax offsef receivable 326,163 257,249
= Income tax bene® atiributable to R&D tax offset ovarstated in prior year {4,433} {13,908)
income tax benefit relating to ordinary activities 315730 243254

Page 18 of 31



Tigsue Therapios Lid

Directors Report & Financial Siatements — Year Ended 30 Juns 2008

TISSUE THERAPIES LIMITED

NOTES TG THE FINANCIAL STATEMENTS FOR THE YEAR ENDED 30 JUNE 2006

NOTE & INCOME TAX (continued)

¢. Deferred tax asset

Deferred tax assets nol brought to account, the benefits of which will enly be

reatised if the conditions for deductibilfy set out in Note 12 ccci

Temposasy differences
Tax tpsses - operating losses

d. Current Tax Asset

Opening batance of R&D tax offset concession daimed

l.ess - R&D tax offset overstated in prior year

Less- Income tax benefit aitibutable to R&D fax offset received
Add - ingome tax benefit atributable to RE&D fax offset receivable

Closing balance of Ressarch and Development tax offset concession claimed

NOTE 6: CURRENT ASSETS - CASH AND CASH EQUIVALENTS

Cash at bank
Short ferm bank deposits - af cali *

* The deposits are in interest bearing floating rafe accounts. Interest rates wary between 5.45% and B.75%.

NCTE 7. TRADE AND OTHER RECEIVABLES & OTHER CURRENY ASSETS

{2}
Trade debiors
(8T receivable

{b} Other Current Assets

Prapayments

NOTE §: INVENTORIES
Stock of raw materials — at cost
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30 June 2006 30 June 2005
$ $
151,083 111,319
526,103 177498
677,186 288,818
311,160 67,907
{4.434) {13,996}
{308,778) .
320,165 257 249
320,185 314180
138,774 55,807
3802108 3105514
3,040,880 3,181,024
6,612 4,734
42,167 50,777
48779 55,511
483,571 9545
483,571 9,545
197,563 89,053
197,593 89,953
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FISSUE THERAPIES LIMITED

NOTES TO THE FINANCIAL STATEMENTS FOR THE YEAR ENDED 30 JURE 2008

NOTE 9: NON-CURRENT ASSETS - PROPERTY, PLANT & EQUIPMENT

Plant and equipment — af cost
l.ass; Accumulated depreciation

Capital Works in progress

Total property, plant and eguipment

Reconcifiaions of the carrying amounts of each class of property, plant and
equipment at the beginaing and end of the current financial year are set out below.

Carrying amount at 1July 2005
Additions

Depreciation expense

Carrying amount at 30 June 2006

Based on the methodology applied in Note 1 to the financial statements, there were
ne impairment gains or losses booked during the curent financial year,

NOTE 10: NON-CURRENT ASSETS - INTANGIBLE ASSETS

Licenses and Patents - at cost
Less: Accumulzied amorfisation

Licences and patents are assessed to have Bnite useful lives. Amostisation shall
begin when the asset is avallable for use, that is, when itis in the location and
condition necessary for it to be capable of operating in the manner infended by
management. Thete are ho armortisation charges for icenses and patents for the

cuzrent or prior inancial periods.

NOTE 19: CURRENT LIABILITIES ~ TRADE AND QTHER PAYABLES

Trade creditors
Cther credifors and aconsals
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30 June 2006 30 June 2005

$ $
15,192 8,721
{4,008) (1,357
11,183 5,364
94,563 49,867
165,776 55,231
Plant & Capital Fotal
Equipment  Works in
3 prograss
$
5,364 49,867 55,231
8,085 44728 52,821
{2,276} - (2.276)

11,183 84,583 105,776

30 June 2006 30 June 2005

$ $
342,250 342,250
342,250 342,256
136,081 132,421
81,738 62,588
214,820 185,009
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TISSUE THERAPIES LIMITED
NOTES TO THE FINANCIAL STATEMENTS FOR THE YEAR ENDED 30 JUNE 2008

30 June 2606 30 June 2005
$ $

NOTE 12: ISSUED CAPITAL
a. Share capital
20,203,592 (30 June 2005: 15,458,000) fully paid ordinary shares 8.477.366 4939519

h. Fuily paid ordinary shares

Ordinary shares parficipate in dividends and the proceeds on winding up of
the Company in propodion to the number of shares held

A shareholders meetings each orginary share is enditied to one vote when a
poll is called, othenwise each shargholder has one vole on a show of hands

¢. Movements in ordinary share capital

Bate  Details No. Shares  [ssue price $
§1/67/04 Balance at beginning of year 15,455,000 4,938,519

3G/06/05 Balance at end of year 15,455,000 4839519

23/11/05 2,315,000 ordinary shares issued by placement 2,315,500 30.70 1,620,850
2212165 2,433,092 ordinary shares under Share Purchase Plan 2433082 $6.70 1,703,164

Transaction costs arising ¥om the issue of shares by placement
and under Share Purchass Plan {86,167}

30/06/08 Balance at end of year 20,203,592 8,177,366

d. Options

i} Forinformation relating fo opfions issued, exercised and lapsed during the financial year and the oplions outstanding at
year-end, refer o Note 17: Share-based Payments,

i} Forinformation relating to share oplions issued o key management personnel during the financial year, refer to Note
17: Share-based Payments,

NOTE 13: RESERVES

Option Reserve
The oplion reserve racords fems recognised as expenses on valuation of employee share options,
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TISSUE THERAPIES LIMITED
NOTES TO THE FINANCIAL STATEMENTS FOR THE YEAR ENDED 30 JUNE 2006

30 June 2008 30 June 2005

$ $
NOTE 14: REMUNERATION OF AUDITORS
Remuneration of Hacketts Chartered Accounianis for:
= Audit and review of financial reporis and other audit work under the 14,060 12,000
Corporations Act 2081,
= Agcounting and faxation services 5006 5,800
18,000 17,000

NOTE 15: FINANCIAL INSTRUMENTS

a.

Credit risk exposures

The credi sisk on financial assets of the company which have been recognised on the balance sheet is generally the
carrying amound, net of any provisions for doubtfui debis,

Intarest rate risk exposures
The company's exposure fo interest zate risk and the effective weighted averags inferest rafe is set out in the relevant nete,
iguidity risk

The Company manages liquidity risk by monitoring forecast cash flows and ensuring that adequate faciliies or financing
options are maintained.

Net fair value of financial assets and liabifities
The net fair value of cash and cash equivalents and nor-interest bearing monetary inancial assets and the financial
Eabitties of the company approximates their carrving amounis.

The nef fair value of other monetary financial assets and financiat Sabilities is based upon market prices where a market
axists or by discounting the expected future cash Sows by the current inferest rates for assets and Kabilites with similar rigk
profites.

NOTE 16: KEY MANAGEMENT PERSONNEIL COMPENSATION
a. Names and positions held of the Company's key management personnel in offics at any fime during

the Bnancial year are:

Key Management Person Position

Mr Roger Clarke Chairman — Non-execidive

Professor Davig Gardiner Biractor — Non-exscutive

Mr Greg Baynion Executive Director

Mr Neil Reishardt Director — Non-execudive

Dr Steven Mercer Chief Execufive Officer and Executive Director
Me 13 MeKenzie Company Secretary
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TISSUE THERAPIES LIMITED
NOTES TO THE FINANCIAL STATEMENTS FOR THE YEAR ENDED 30 JUNE 2006

NOTE 16: KEY MANAGEMENT PERSONNEL COMPENSATION {continued)

b. Compensation Practices

Principles used fo determine the nafure and amount of remuncration

Remuneration of Directors and executives is currently decided at the board level.

Directors are remunerated by a fixed sum and not a commission on, or a percentage of, profits or operating revenue. The level
of remuneration may not be increased except at a general meeting in which pariiculars of the proposed increase have been
provided in the nofice convening the meeting o sharsholders. There is provision for directors who devote spacial affention to
the business of the company or who perform services ragarded as outside the scope of their duties as directors, or who at the
request of the Board engage on any loumey on company business, to be paid extra resuneration determined by the Board,
Directors are also entitled to their reasonable travel, accommodation and other expenses incurrad in aftending company or
board mestings, or meefings of any comnittee engaged in the Company's business.

Any director may be paid a retirement benefit ¢ determined by the Board, consistent wih the Corporations Act and ASX
Listing Ruies.

A director is disaffowed from voting on any confract or arrangement in which he or she has directly or indirectly any mateial
interest, if i will be contrary fo the Corporations Act.

¢. Key Management Personnel Compensation

Primary Post Share-based payment
Employment
Key Management Cash Salary | Bonus/ Non- Supar- Equity Options {2} Total
Personnel and foes monstary annuation
$ benafits $ $ $
§ $
Non-Executive Directors
R. Clarke {Chairman} 2006 36,000 » 2,700 - . 32,700
2005 25000 - 2250 - - 21,250
G. Baynton 2008 10,000 - - . - 16,000
2005 10,000 - . . . 10,000
Prof. D. Gardiner [1] 2008 15,000 . - - . 15,000
2005 10,000 - . - - 10,000
N. Reinhardt 2006 15,000 - 1,350 . - 16,350
2005 10,000 - 1,154 . - 11,154
[Executive Directors
G. Baynton 2008 6,000 - - . - 66,000
2005 88,000 - - . - 86,006
Dr S, Mercer (CEQ} [2] 2008 166,000 . 16,284 - 13,750 196,034
2005 145,507 - 10,395 - - 125,903
Cther Key Management
Personrel
B, McKenzie 2008 40,268 - . - - 40,268
2005 37926 - . - - 37,926
Total 2006 342,288 “ 20,334 - 13,750 376,352
Total 2008 274,433 . 13,800 - - 288,233

[1] Profassor D Gardiner has instrucled that ol fees payable fo him are to be paid info The QUT Endowment Equity Fund.
12} Dr Steven Mercer was appolnted ah executive direstor on 10 May 2008,
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TISSUE THERAPIES LIMITED
NOTES TO THE FINANCIAL STATEMENTS FOR THE YEAR ENDED 30 JUNE 2008

NOTE 16: KEY MANAGEMENT PERSONNEL COMPENSATION (continued)

d. Compensation Options

Options granted as compensation:
Key Management  Vested No.  Granted No. GrantBate  Value per Exercise  Firstexercise Lastexercise

Personnet optionat  price $ date date
grant date
$
B8, Mercer 108,600 106,000 10103/ 2006 so07 $0.65 010372608 21092008
Br§. Mercer 100,600 05,000 18/03/2008 $0.07 30.85 10032007 27/90/2008
BrS. Mercer 300,000 306,000 10/03/2006 30,40 Atleast On achievement 2 years from

3086  of milestones*  issue date”

Total 500,000 §60,000

= *Options issued to the CEO under the Company's Equity Option Plan in lieu of cash bonus. Oplions issued will vest
on the achievement of certain Key Events, which are oullined In Tissue Therapies Limited's ASX announcement on
16 Margh 2006.

The service and performance criteria set fo determine compensation are included per Nots 16 (b} and Note 17.
Al options were granted for nif consideration.

¢. Shares issued on Exercise of Compensation Options
There were no options exercised during the year that were granted as compensation in prior periods,

£ Option Holdings
Number of options held by Key Management Personnel;

Key Management Halance Granted as Options Balance Total Vested Total Total
Parsonnel 1.7.2005 Remuneration Exercised  30.06.2006  30.06.08  Exercisable Unexercisable
30.06.08 30.08.08
R. Clarke 150,000 . . 150,060 . 50,000
G. Bayalon 2] 660,000 . - 800,000 - 600,000
Prof. D. Gardiner [1] 100,000 - “ 140,060 . 100,000
A. Reinhardt 00,000 - - 106,060 - 100,000 .
Or 8. Mercer - 506,800 - 560,000 . 100,000 400,000
B, McKenzie 25,000 . . 25,000 . 25,606 -
Total 975,000 500.000 1,475,000 1,075,000 400,080

11 Atolal of 2,255,000 shares and 100,000 opions are held by QUT, which is 3 retated entity of Professor David Gardiner.
21 Orbit Capital, 2 related antily of Gregory Baynton holds 520,000 shares and 600,000 options.
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FISSUE THERAPIES LIMITED
NOTES TO THE FINANCIAL STATEMENTS FOR THE YEAR ENDED 30 JUNE 2068

NOTE 16: KEY MANAGEMENT PERSONNEL COMPENSATION {continued)

g. Share Holdings
Number of Shares held by Key Management Parsonnel:

Key Management Personnel Balance Received a5 Options Exercised Balance
1,7.2008 Compensation 10,06,2006
R. Clarke 260,006 - - 200,600
&, Baynton £2] 520,000 . - 520,600
Prof, 3. Gardiner [1] 2,255,000 . . 2,255 660
N. Reinhardt 260,000 - . 260,000
Dr S. Mercer §9,379 - . §9,379
C. McKenzie - - -
Total 3,304,379 . . 3,304,378

1] A total of 2,255,000 shares ang 100,000 options are held by QUT, which is a refated entity of Professor David Gardiner.
&} Orbit Capitel, & related entity of Gregory Baynfon holds 520,000 shares and 600,000 oplions.

NOTE 17: SHARE-BASED PAYMENTS
The foliowing share-based payment arrangements existed at 30 June 2006:
= On 10 March 2008 180,600 share options were granted fo the CEQ to take up ordinazy shares af an exercise price
of $0.95 each. The options ars exercisable on or before 27 September 2008,

»  (n 0 March 2008 160,000 share options were granted io the CED to take up ordinary shares af an exercise price
of $0.95 each. The opions are exercisable after 27 September 2606 and on or before 27 September 2008,

»  On 10 March 2008 306,000 share options were granted 1 the CEOQ to take up ordinary shares at an exercise price
of atleast $0.80 each. The options are exercisable after on the achiavement of specified milestones and within 2
years of the achievement of each milestone.

= On 21 Aprif 2008, 150,000 share options were granted to key research siaff employed by the Queensland
University of Technolegy io take up ordinary shares at an exercise price of $0.80 each. The options are
exercisable on or before 21 Apsl 2008

The options hold no voling or dividend rights and are nof fransferable. Al balance date no oplions had been exercised,

2008 2005

Number of Weighted average Numberof Weighted average
options  exerciseprice$§  options  exerciseprice $

QOufstanding at the beginning of the year 1,115,000 051 1,075,000 0.50
Granted 860,000 5.86 46,600 0.80
Forfeited - -
Exercised - -
Expired - -
Cuistanding st year-end 1,765,060 0.63 1,115,806 0.51
Exercisable at year-end 1,385,000 0.55 1,115,080 0.51
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TISSUE THERAPIES LIMITED
NOTES TO THE FINANCIAL STATEMENTS FOR THE YEAR ENDED 30 JUNE 2006

NOTE 17: SHARE-BASED PAYMENTS (Continued)

There were no options exercised duting the year anded 30 June 20086.

The oplions ouistanding at 30 June 2006 had a weighted average exercise price of $0.63 and a weighted average
remaining sontractual Me of 2.51 years. Exercise prices range from 30.58 io $0.85 in respect of options outstanding &t
30 June 2008

‘the weighted average fair value of the oplions granted during the year was $6.08,

This price was calouiated by using a Black Scholes option pricing mode! applying the following inputs:
Weighted average exercise price $0.85
Weighted average Ee of the option 3.04 years

Underlyving share price $0.59
Expected share price volatifty 4%
Risk free inforest rate 8.13%

Historical volatility has been the basis for defermining expected share price volatiity as it is assumed that this is
indicative of future tender, which may not eventuate,

included under administration expense in the income stalement is $20,927 (2005: $1,427;, and retates, in full, to equity-
seftled sharg-based payment transactions.

30 June 2006 30 June 2005

NOTE 18: COMMITMENTS FOR EXPENDITURES $ $

a. Commitments for consultancy services confracted for af the reporting date but net
racognised as lisbilities, payable

Wihin one year 2.211,558 742,753

Later than one year but not later than 5 years 537,652 11,255

Later than 5 years - -
2,749,241 754,008

NOTE 19: CONTINGENT LIABILITIES AND CONTINGENT ASSETS

The Company has entered info a Deed of Assignment of Intellectual Properly Rights with GUT, under which QUT wil
assign the intelischual Property to the Company on the payment of $106,000 by the Company and the satisfaction of
certain preconditions regarding, among other things, its leve! of cash reserves, the Company’s share price and a minimum
fevel of expenditure under the R&D Agreement,

Birectors are not aware of any other contingent liabilities that are fikely fo have a material effect on the resuils of the
Company as disciosed in these financial statements.
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TISSUE YTHERAPIES LIMITED
NOTES TO THE FINANCIAL STATEMENTS FOR THE YEAR ENDED 36 JUNE 2006

NOTE 20: RELATED PARTY TRANSACTIONS
Transactions between related parties are on normat commercial terms and conditions no morse favourable than those available to
other parfies uniess otherwise stated.
Key Management Personne!
»  The Company entered info a R&D Agreement with QUT to underiake R&D Projects as requested by the Company during
the terrm of the above Intellectual Property Licence Agreement and on normal terms and congitions. During the year

$748 248 was paid to QUY In accordance with the R&D Agreemend, QUT is a related entity of a Director, Professor David
Gardiner,

= The Company has entered into & Corporate and Commerciat Services Advisary Agreement with Orbit Capital for a period
of two years from the date of listing of the Company on ASX. Orhit Capital is a related entify of a Director, Gregory
Baynton. Under the terms of this Agreement, Orbit Capital receives remuneration of $5,500 per month (plus GST).

= The Company paid a fee of $31,487 to ABN AMRO Morgans Corporate Limited for is part in the successful placement of
2,315,600 ordinary shares, Roger Clarke is a director of ABN AMRO Morgans Corporate Limited,

v The Company paid fees of $14,823 for public relations services 1o Synchronous Communication. Synchronous
Communication was a related entlty of a Director, Gregory Baynton, up untit 31 December 2005,

NOTE 21: SEGMENT INFORMATION

Tissug Therapies Limited operates predominandly in one business segment being biotechnology. Tissue Therapies customers and
glients are located predominantly in Auskalia,

NOTE 22: EVENTS SUBSEQUENY TO REPORTING DATE

No matters or circumstances have arisen since the end of the financial year which significantly affected or may significantly affect the
oparafions of the Company, the results of those operations, or the stale of affaiss of the Company in future financial years.
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TISSUE THERAPIES LIMITED

NOTES TO THE FINANCIAL STATEMENTS FOR THE YEAR ENDED 30 JUNE 2006

NOTE 23: CASH FLOW INFORMATION

&,

Reconciiation of Cash

Cash at end of the financial year as shown ih e statements of cash fows is
reconciied fo the related itams in the balance sheet as foliows:

Cash and cash equivalents

Reconciliation of Cash Flow from Operations with Loss after Income Tax
L.oss after income fax
Non-cash flows In profit from ordinary activities
Depraciation
Amortisation of share based payments
Changes In assels and liabilities

{Increase) dacrease in recelvables and prepayments

incraass in payables

{Increase} in tax recoverable

{Increase} n inventory

Other- research grants included in cash flows from nancing activities

Cash outfiows from operations

NOTE 24: EARNINGS PER SHARE

Weighted average number of shares used as the denominator

Weighted average number of ordinary shares outstanding during the year used in
calculation of Basic EPS

Weighed average number of options cutstanding which are considered potentially
dilutive

Weighted average number of potential ordinary shares outstanding duting the year
used in calculation of Dilutive EPS

30 June 2008 30 June 2005
$ $
3,940,880 3,161,024
3,940,880 3,161,024
(1,861,242} (976,847)

2,278 1,114
23,927
{442, 496) {46,5%7)
16,814 131,048
{5,008) {243.252)
{107,640) {89,853)
(14,405} {77,979
2,394,774} £1,381,477)
No. No.
18,265 021 14,814,746
230,075 405,408
18,504,086 15,320,244

The dilited EPS calculation includes that portion of these options considered fo be potentially dilutive, weighted with reference fo
the date of conversion. The weighted average number included is 239,075
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TISSUE THERAPIES LIMITED
NOTES TO THE FINANCIAL STATEMENTS FOR THE YEAR ENDED 30 JUNE 2008

NOTE 25: CHANGE IN ACCOUNTING POLICY

The Company has assessed alf AASB Amendments fo Australian Accounting Standards applicable to the Company but not yet
effective. They have not been adopted in the prenaration of the financial statements at reporing date as there is no change or
impact as a conseguence of adoption.

NOTE 26: COMPANY DETAILS

The registered office and principal place of business of the Company is:
Tisstie Therapies Limited

Level 25 Waterfront Place

1 Eagle Strest

Brisbane Qid 4600

Australia
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DIRECTORS DECLARATION

The direclors of the Company declars that:
1. the financiat stafements and nofes, as set out on pages 9 fo 28, are Ih accordance with the Corporations Act 2001, and

a. comply with Accounting Standards, the Corporations Regulations 2067 and other mandatory professional reporting
roquirements; ang

b. give atre and fair view of the Company's financial position as at 30 June 2006 and of #s performance, as represented
by the results of its operations and cash flows, for the year ended on that date,

2. in the direciors’ opinion there are reasenable grounds o believe that the Comparny wili be able to pay #s debls as and when
they become due and payable.

3. The directors have been given the declarations by the chief executive officer and chief financial officer reguired by section
295A of the Corporations Act 2001 for the financial vear ended 30 June 20086,

“this deciaration is made in accordance with a resolution of the Board of Direclors.

Baynfon
krector A
L
Dated at Brishane, this & % Day of August 2008
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INDEPENDENT AUDIT REPORT TO THE MEMBERS OF TiSSUE THERAPIES LIMITED

Scope
The financial report and directors’ responsibility:

The financial report comprises the balance sheet, income stalement, staternent of changes in equily, cash flow statement, accompanying aotes
to the financial statements, and the directors’ declaration for Tissue Theraples Limited for the year ended 30 June 2008,

The directors of the company are responsible for the preparation and rue and fair presentation of the financial report in accordance with the
Corporafions Act 2001, This includes responsibility for the mainfenance of adequate accounting records and internal controls that are designed
to prevent and delect fraud and ermor, and for the accounting policies and accounting estimates inherent in the financiat report,

Audit Approach

We conducted an independent audit in order to express an opinion 1o the members of the company. Our audit was conducted in accordance
with Australian Auditing Standards, in order o provide reasonable assurance a8 {o whether the financlal report is free of material misstatement.
The nature of an audt is influenced by factors such as the use of professional judgment, selective testing, the inherent imitations of internal
control, and the availabllity of persuasive rather than conclusive evidence. Therefore, an audil cannol guarantee that all material missiatements
have baen detacled.

Wa performed procedures to assess whether in ol material respects the financial report presenis fairy, in accordance with the Corporations At
2081, inchuding compliance with Accounting Standards and other mandatory fnancial reporting requirements in Australia, a view which is
consistent with our undersianding of the company's financial position, and of is performance as represented by the results of its operations and
cash flows,

We formed our audit opinion on the basis of these procedures, which included:
—  examining, on a fest basis, information to provide evidence suppording the amounts and disclosures in the financlal repord, ang

-~ assessing the appropriateness of the accounting poficies and disciosures used and the reasonableness of significant accounting
astimates made by the direclors,

Our procedures include reading the other information in the Annual Report to defermine whether it containg any material inconsistencies with
the financial report.

While we considered the offectiveness of management's infernal controls over financial reporting when determining the nature and extent of our
procedures, our audit was not designed lo provide assurance on internal confrols.

Our audit did not involve an analysis of the prudence of business decisions made by direciors or management.

Independence

in conduting our audit, we followed appiicable independence requirements of Australian professional ethical pronouncements and the
Corporations Act 2001, We have given the Directors of the Company a written Auditor's Independence Declaration, a copy of which is attached
to the Direciors’ Report.

Authit Opinion
in our opinion, the Bnancial report of Tssue Therapies Limited is in accordance with!
a. e Corporations Act 2001, Including:

L giving atrue and fair visw of the company's financiat posifion s at 30 June 2006 and of i's performanca for the year ended on fhat
daie; and

i, complying with Accounting Standards in Australia and the Corporations Regulations 200%; and
b, other mandatory professional reporting requirements in Ausiralia,

Hr2ag —

HACKETTS CHARTERED ACCOUNTANTS Liam Murphy
Fariner

Dated at Brisbane this 3 day of August 2006



