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1. Neuren Pharmaceuticals Limited {("Neuren” or the "Company”} presents this financial report,
including the interim financial statements, for the six months ended 30 June 2008,

The interim financial staterments have been prepared in accordance with generally accepted
accourting practice in New Zesland, NZ |AS 34 Interim Financial Reporting. These are the
Comparny's first interim financial statements prepared in accordance with NZ IAS 34 interim
Financial Statements and accordingly NZ IFRS 1 Firsttime Adoption of New Zealand
Eqguivatents to intermational Financial Beporting Standards has been appiied.

The financial statements of Neuren until 31 December 2005 had been prepared in accordance
with previous New Zesland Financial Beporting Standards (NZ FRS}) which differ in certain
raspects from NZ 1IFRS. When preparing the interim financial report for the six months ended
30 June 2006, certain accounting and valuation methods applied in the previous NZ FRS
financial statermeanis have been amended to comply with NZ iFRS,

All amounts shown are in NZ$'000s unless otherwise stated.

2. Resulis for announcement 1o the market

30June 30June % Change

2006 2005
NZ$'000  NZ$000
2.1 Operating revenue 1,082 1,195 -8.6%
2.2 Loss after tax from ordinary activities {3,936} {4,418} -10.8%
2.3 Net loss from ordinary activities {3,936} {4,418} -10.9%
2.4 Dividends and frankad armount per security ril hil n/a
2.5 Dividend record date n/a hia n/a

2.6 Explanation of results:

During the period Neuren cortinued 1o make good progress in its preclinical and clinical programs. Research and
development costs wers higher than the 2008 comparative period, reflecting the fact that two clinical trials were
underway in tha six months 1o 30 June 2006, The net loss for the period was NZEZ.S million, and at 30 June 2008 net
assats were NZB17.4 rrdllion with NZ3S.1 million cash. These resuits wers in lne with the Company's expatiations,
Research and development costs have increased from $3.3 million to $4.1 million as a result of having two clinical trials
underway in the period. As the Company holds its cash balances predominantly in the expected currency of future
sxpenditure, a significant depreciation of the New Zeafand dollar against mast major curencies in the six months
snded 30 Juna 2006 has resulted in the recognition of a 1.2 mitlion foarsign exchange gain on cash balances, A morg
detsiled discussion of the acthvities undertaken in the pericd is sat out in the Chief Executive’s Report contained in the
attached Interim Repaort to shareholders,

+ See chapter 19 for defined tenms.
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3. Net Tangibie Assets per Security

Current period Comparative period

Net tangible assets per share NZ$ 0.06 NZ$ 0.0

4. Entities over which gontrol has been gained or lost during the period:

None.

5. Details of dividends

Not applicable.

8. Details of dividend reinvestment plans

Not applicable.

7. Details of associates and joint venture entities

None.

8. Accounting standards

The interim financial staternenis have been prepared in accordance with generally accepted
accounting practice in New Zealand, NZ |AS 34 /nterim Financial Reporting. These are the
Company's first interim financial statements prepared in accordance with NZ IAS 34 /nterim
Financial Staterments and accordingly NZ IFRS 1 First-time Adoption of New Zealand Equivalents
to imternational Financial Reporting Standards has been applied,

The financial statements of Neuren until 31 December 2005 had been prepared in accordance
with previous New Zesland Financial Beporting Standards (NZ FRS}) which differ in certain
raspects from NZ 1IFRS. When preparing the interim financial report for the six months ended
30 June 2006, certain accounting and valuation methods applied in the previous NZ FRS
financial staterments have baen amended to comply with NZ IFRS,

9. Audit dispute or qualification

The interim financial statements have been subject to independent review by the Company’s
asuditors. The ungualified review report is included in the attached Interirm Raport.

* See chapter 19 for defined terms.
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Directors' Report

4|:H Meuren Pharmaceaticals Limited }

The directors submit the financial report of Meuren Pharriaceuticals Lirmited for the six
manths ended 30 June 2006,

Diractors’ details
The names of directors who held office during or since the end of the half-year:

Ur Robir: Congreve {Chairman)
By Torm Amos

dr David Clarke

Oir Graeme Howie

iy Trevor Scott

Or Douglas Wilson

Review of operations

During the period Meuren continued to make good progress in its preclinical and
clinical programemes. Research and developrrent costs were higher than the 2005
comparative period, reflecting the fact that two dinical trials were underway in the
six months to 30 June 2006, The net foss for the period was NZ$3.9 million, and
at 30 june 2006 net assels were NZ$17.4 milion with NZ39.1 million cash. These
results were in line with the Company’s expectations. A moare detailed discussion of
the activities undertaicen in the period is set out in the Chief Executive’s Report.

Corporations Act, Australia - Directors’ declaration
The Directors of Neuren Pharmaceuticals Limited ("Neuren"} declare that:
1. The accompanying financdial statements of Neuren and its subsidiaries for the
six mionths ended 30 June 2006 and the notes to those finandial staterments:
a.  comply with the accounting standards issued by the New Zealand
Accounting Standards Review Board; and
b give a true and fair view of the financial position as at 30 June 2006
and of the performance for the six months ended on that date of Meuren
and its subsidiaries.
2. In the Directors’ opinion there are reasonable grounds o befieve that Meuren
will be able to pay its debis as and when they become due and payable,

This report is signed and dedlaration made in accordance with a resolution of the
Board of Directors dated 4 Septembier 2006,

On behalf of the Board

Ur Robin Congreve
Chairrman




Chief Executive's Report

Dear Shareholders

11 the last six months we again continued to make good progress in the development
of all aspects of our partfolio, progressing Glypromate® and MNZ-2566 through clinical
trials and selecting NNZ-2591 as a third lead candidate for clinical development.

Since listing in early 2005 we have achieved many milestones which have included:

e Formalising both the Newral Regeneration Peptides (MRP) collaboration with
Wetabolic Pharmacedticals and the NNZ-2566 collaboration with the US Army
Walter Reed Armiy Institute of Research (WRAIR)

¢ In conjunction with the US Army, demonstrating reduced functional deficit from
fraumatic brain injury with NNZ-2566

+ Successful completion of the sdditional pre-clinical requirements outlined by the
FDA in order 1o accelerate Glypromate® into Phase 3 clinical trials

« Completion of the Phase Za dinical trial confirming the safety of Glypromated

* Obtaining two US patents for the Glypromated family in Parkinson's disease

« Completion of MNZ-2566 pre-dlinical foxicology studies and commencement of a
Phase 1 safety study

» Positive results in an animai model indicating that the NRP NNZ-4527 has strong
potertial 1o freat conditions such as chemotherapy-induced neuropathies, HiV-
induced reuropathy, diabetic neuropathy, and similar conditions

e Confirmation that NNZ-2566 is orally available and therefore a candidate for oral
formatation and administration in chronic neurological disorders

« Selection of NNZ-Z591 as & third fead candidate following predinical efficacy and
orat availability in animal models of Parkinson'’s disease

« Commencement of anti-cancer research under the growth and metabolism
programene

« Filing for a joint patent with the US Areny based on resufts for MNZ-2566 in reducing
hon-corvulsive seizures following fraumatic brain injury (TBI)

This is impressive progress in 18 months, and demonstrates the ability of the team at
Meuren, and the depth and promise of our pipeline,

Looking forward to 2007 we are implementing & "4 x 4 strategy with four dinical
trials underway and four other compounds in out-licensing programmes. The trials will
be for Glypromate® Phase 3 in cognitive impairment and Phase 2 in cardiac arrest,
and NNZ-2566 in severe TB and also mild/moderate TBI. All of the clinical trials wilt be
under FIXA approved IND, and three will be supported by the US Army. \We believe this
combination of later stage trials and mudtiple licensing opporiunities makes Neuren a
unicgue and attractive proposition in the CNS industry,

I getting to this position we have applied a three tiered risk management strateqy for

wihich we are now seeing the benefits:

* Science level we select molecules for development only after rigorous gualification
against CNS drug criterda

e Clinical trials level we have analysed previous CNS dinical trials and carefully
considered the design of our own trials so as 1o meet necessary criteria in terms of
patient numbers and end-points

« Compary level we have diversitied our portfolio such that our operations now span
the research and development pathway to commesciatisation, with oppotunities 1o
out-license at various stages,

{ MNeuren Pharmacesticals Limited
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Meuren Pharmaceaticals Limited }

Glypromate® dinical development programme

Since the 2005 Annual Report we have completed and recently reported on the
resudts of the 33 patient Phase 2a triaf of Glypromate® which investigated the safety,
tolersbility and pharmacokinetics of a 4-hour infusion. Twelve patients received 3.0
mgfkgthr, 11 patients recetved 1.0 mgfdkahr and 10 patients received placebo. The
study confirmed a linear refationship between dose and exposure, such that & 3-fold
increase in dose corresponded to & 3-fold increase in exposure of the patient o the
drug. This type of relationship is desirable because it enables clinidans to predict the
exposure of the patient to different doses of the drug. Non-linear pharmacokinetics
can lead to poor prediciability of exposure to a particular dose,

At poth doses, Glypromate® displayed an elimination half-life of 2 to 3 minutes,
meaning that the concentration of Glypromate® in the blood haived every 2 to 3
minutes. This is in line with previous predictions and adds to the safety profile of
the drug in that # departs the body rapidly after the time it is needed. Further detal
regarding the design and resuits of the Phase 2Za trial are available on our website.

Based on the trial data, the independent Data Safety Monitoring Committee (DSMC}
deternrined that there were no major concerns regarding the safety of Glypromate®.
These results allow us fo move forward into Phase 3 fater this year. We are in the final
stages of selecting the key centres that wili participate in the Phase 3 clinical trial,
wehich will be condacted in the USA, Austratia and New Zealand.

NNZ-2566 development programme
Development of NNZ-2566 in both intraveriocus and oral forms has progressed
significantly in the last six months.

In Barch 2006 we commenced a Phase 1 trigl of intravenous NNZ-2566 10 assess the
initial safety on humans. The triat will involve 35 healthy volunteers and is expected to
be completed by the end of calendar year 2006. Planning for a second stage of the
Phase 1 study to confinm safety and evaluate pharmacokinetics with fonger infusion
times i3 also nearing completion.

These two studies will pravide maximum flexibility in determining the optimal dose
and duration of therapy in subseguent cinical trisls in patients. We believe that
the drug’ safety profile will permit dosing at levels sufficient to achieve the best
possible therapeutic effect. Previous studies in traumatic brain injury (T8I} bave been
sighificantly hampered by dose-related toxicily and the consequent limitations in
dosing. This study design will also afford us a wider range of potenitial fuiure target
conditions in addition to TBL

I this regard, ous strategy for the Phase 2 trialiing of NhZ-2 566 was recently presented
1o the US Department of Defense’s Advanced Technology Applications for Combat
Casualty Care (ATACCC} conference. The ATACCC conference is the premier scientific
meeting that addresses entical advances in traurna medicine, and is attended by senior
scientists and physicians who represent the military's leadesship in trauma medicine,

At the conference we detailed the dlinical trial design of two Phase 2 trials for T8I - one
i severely brain injured patients and one in those with mild to moderate injuries -
scheduled for commencement in 2007, The trials are being developed in collaboration
with WRAIR and feading civilian experts in brain injury, induding leading researchers
from UCLA and the University of Florida McKnight Brain institute.
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Building on our intravenous NNZ-2566 development programene, work on oral NNZ-
2566 has demonstrated significant neuroprotection in ammal models at various doses
with: almost total protection (§5% reduction in injury size} being obtained with the
highest dose. As a result we intend 1o further expand the research and development
programme for the oral administration of NNZ-2566 to indude a number of chronic
neusoiogical disorders, such as Alzheimer’s disease or Parkinson's disease, as well as
the fong-term preventative treatrrent in patients at risk of TlAs (transient ischaermic
attacks; and others.

Diketopiperazines (DKP) and Macrocydic research programmes
Recently we selected MNZ-2591, from the diketopiperazine (DKP) family, as a fead
candidate for development based on efficacy in a predlinical mode! of Parkinson’s
disease (PD) and in other animal models of brain injury. This is now Neuren's third fead
candidate, after Glypromate® and NhZ-2566.

NNZ-2591 was administered after onset of Parkinsonian symptoms and the beneficial
effect in the behavioural tests remained for weeks after the cessation of drug
treatment. This suggests the compound produced a long-term benefit in this model
of the disease, rather than just temporasy symptomnatic relief. In addition NNZ-2587
dick not show any liability for drug-drug interactions or any safety concerns followdng
wide screening and did not display any adverse or unwanted pharmacological effects
when orally administered at doses over 15 times higher than the effective dose
for neuraprotection. in an experimental model of stroke, NNZ-2531 has also been
shown 1o redice brain damage when given orally, an important feature for chronic
heusodegenerative diseases where treatrment is usually prolonged,

These observations have lead to the selection of oral NNZ-2551 as a lead candidate to
treat chronic neurciogical disorders, such as Parkinson's disease and other neurclogical
diseases, such as Alzheimer’s disease. MNZ-2591 is now in manufacturing scale-up as
a precussor to formal foxicology.

Neural Regeneration Peptides (NRPs) research programmes

Promising results in an animal model desigred to test the ability of the NRP NNZ-
489217 to prevent or reverse peripheral neuropathy (nerve damage) were obtained.
The effectiveness of NMZ-4927 when given af a low dose, once per day, positively
indicated that the compound has good potential as a neurotherapeutic drug and has
lead to publication in the international sdience journal "Experimentat Cell Research”.

The next steps, in preparation for human testing, will be to conduct further stadies to
characterise the compound. Once these issues have been addressed, the obligatory
formal preciinical safety and toxicity programme will be initiated.

Growth and Metabolism research programmes

As previously noted, a promising partial agonist of Growth Horrmone (GH) has been
synthesised and in vivo data has been confirmed. Meuren now plans to cutdicence
this technology or seek a partner for developrrent of this molecule before initiating
any dinical development activities.

Meuren i3 also developing monodonal antibodies against proteing that are involved
i controlling the production of growth hormone by cancer celis (autocrine growth
hormone).  Autocrine growth hormone exerts a sigrificant effect on the rate of
growth, spread and sensitivity to anticancer thesapies of a nurvber of cancers indluding

{ MNeuren Pharmacesticals Limited
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4|IH Meuren Pharmaceaticals Limited }

cancers of the breast, iung and digestive tract. The Company is presently evaiuating
antibody fragments and polydonal antibodies on cancer celis grown in cell culture as
wielt a5 in experimental animal models to establish proot of concept before committing
to develon monodonal antibodies that would be the actual therapeatic molecules.
Meuren would most kkely seek to out-license this product while # is in preclinical
development.

Financial position

The financial results presented in this report are consistent with the Comipany's
expectations for the period, with dosing cash at 30 fune 2008 of $9 million. As the
Company holds its cash balances predominantly in the expected currency of future
expenditure, a significant depreciation of the New Zealand dollar against most maior
currencies i the six months ended 30 June 2006 has resulted in the recognition of a
$1.2 million foreign exchange gain on cash balances. Research and development costs
hawe increased from $3.3 million o $4.1 million as a result of having two dinicat trials
undenway in the period,

I'would also fike to take this opporiunity 1o welcome Dr Parmiot Bains to the Neuren
tearn as Chief Operating Officer. Pasmiot will be responsible for the operation of the
clinicat trial programmes, ensuring overall responsibility for the budgets and milestones
and also that all manufacturing, monitoring and reporting obiectives are met. She will
also provide the overall coordination and managemment of this programme with the
CAG, Dr Doug Wikkon providing strategic input and the FDA regulatory interface.

>

fr David Clarke
Chief Executive Officer




Interim Income Statement (Unaodited

Six months  Six months

Jun 2006 Jun 2085

Company and Group NZ§'000 NZ$000
Rewmniue - ATErESt NC0me 285 344
- Contract research reswerie 134 24%
421 580
Tther income - grants 571 2
Total revenue and other incorme i082 1,195
Drepreciztion and amortisation expense {4413 (535
Research and development costs {4,113} {3,309
Patent costs {417 (182
Share option compensation expense {353 (387
Forsige axchangs gain (loss) 1,216 (144}
Zorporate and adrinistrative costs {1,238} {1,134
Lass before intome tax {3,936) {4,35949)
INCOms tax expensa - (1%
Loss after income tax k) (39360 % 4,418
Basic and diluted ioss per share k) D04 % [0.05)

The secomparying nedes Faem part of this finascal repors,

{ MNeuren Pharmacesticals Limited



Interim Statement of Changes in Equity (Unaudited)

Company and Group

Paid-in Capital

Sharas
$00% NZ$000

Recognised

Total Inzome
Equity (Expenses}
NZS000 NZ$'000

Shareholders’ eouity as
at 1 lanuary 2005

Shares issued in initial
public affering ' IPC")

1700 costs expensed

Share option grans for
sanvices

Lozs tor the period

Tatal recognised income
and expenses
Shareholders’ eauity as
at 30 June 2605

Shares issued m private
placemant

62,500 % 21,158

37,500 16,309

{1.882)

4,464

16,309

(1,882}

g7

(A8 (4418

(00,000 & 3558%

12,000 6,687

Share issue costs expensed (345

Share option grants for
sanvices

Lozs tor the period

Tatal recognised income
and expenses

Shareholders’ equity as
at 31 Decernber 2005

$ (4418

$ 036,121 3 1927

#8687

{395

73

(4,952 (4,9%2)

12,000 & 41877

Share issue costs expensed i

Share option gramts for
sarvices

Loss tor the period
Tatal recognised income
and expenses

Shareholders’ eauity as
at 30 lune 2006

$ 09,3700

§ 21,288

(2}

35

(3,936 (3,936

132,000 % 41,875

% (3,936

§ 17,385

The seoomparyng noles fonm perl of iz Frenos report,
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Interim Balance Sheet (Unaudited

As at As at As at
lun 2006  Dec 2005 Jun 2005

Company and Group NZ$ 008 NZS'000 NZ§000
ASSETS
Current Assets:

Cash and cash equivalents 90082 12,4499 11,004

Trade and othar receivables 213 978 G056

Other curresyt assets IEE 185 241
Totat current assets 10,137 134862 11,940
Nor-current assets:

Fraperty, plant and equipment T 7B 53

Intangibie assats 103,392 0,809 11,20%
Totai non-current assets 10,463 0887 11,254
TOTAL ASSETS 26,600 % 24549 23,244
LIABILITIES AND SHAREHOLDERS' EQUITY
Currant liabilities:

Trade and ather payables 3,215 3281 3,374
Totai current liabilities 3215 3,261 3,374
SHAREHOGLDERS EQUITY

Share capitad 41,875 a1 877 35,585

Oiher rasarves 515 484 06

Accurmutated defict (25 0098 21003 (35,121
Totat shareholders’ aguity 17,385 21288 14,870
TOTAL LIABILITIES AND SHAREHOLDERS' EQLHTY ¢ B0 % 24549 % 23244

The secomparying nedes Faem part of this finascal repors,

{ MNeuren Pharmacesticals Limited




Interim Cash Flow Statement cnaudited)

Six months Six months
Jur: 2006 Jun 2885

Company and Group NZ$000 NZ$000
Cash flows from cperating activitias:

Receipts from customers 540

Receigts from grants az3 R24

Intersst raceived 234 343

G357 refunded 117 158

Paymers to employees {1,115} {Ra%)

Income taxes (paid) refunded (241

Paymerts to other suppliers (4, 742} {4,673
Net cash used in operating activities {4,573 {4,050
Cash flows from investing activities:

Purchase of plant and eguipment {16} (&)

Porchase of softwara {8 -
Net cash used in investing activities {24} (&)
Cash flows from financing activities:

Proceads from the issue of shares 16,308

Payments for share issug expenses {49} {1,524)
Net cash from (used in) financing activities {49} 14,785
Net increase {decrease} in cash held {4, 64853 10,7249
Effect of exchange rate changes on cash balances 1,215 [(5523]
£ash at the beginning of the period 12,455 343
Cash at the end of the period % 9,062 % 011,004
Raconciltation with loss after income tax:
Loss aftar income tax (393601 o a18)
Mog-cash itesms requirmig adustment:

Dapracation and amortisation LZh 438

Share opAion COMPansation exXpense 5 397

Foretgn axchange loss {gain) {1,216} 144
hovermants in working capitad 103 {E13)
Net cash used in operating activities {4,573 {4050

The avcormpanying potes fonm parl of this finandial repodt.

Meuren Pharmaceaticals Limited }




Notes to the Interim Financdial Statements

Six rnonths ended 30 June 2006 (Unaudited}
Mature of business

Neoren Pharmaceuticals Limited {Neuren or the Company} s a publidy listed
Bopharmaceutical compary focusing on the developrment of therapeutics
for conditions assoclated with brain injury and neurodegerneration, including
acute indications such as cognitive impairment resulting from cardiac surgery,
traumatic brain injury and stroke, as well as chronic conditions such as Alrheimers
and Parkinson's diseases. In addition, the Company 1s engaged in research
and developrment in metabolic disorders such as obesity, growth disturbances
and cancers related {0 the functions of growth hormone. Neuren operates
predominantly from New Zealand.

The Cormnparny is a imited Nability company incorporated and domicled in New
Zealand. The address of its registered office in New Zealand is 2-6 Park Awe,
Grafton, Auckiand, and In Aostralia Level 13, 122 Arthur Streetl, North Sydney.
Meoren has its primaty listing on the Aostrallan S$tock Exchange (ASX code: NEUL

These consolidated interim financial staterments have been approved for Tssue by
the Board of Directors on 4 September 2006,

Summary of significant accounting policies

These general-purpose interim financdial statements are for the six months ended
35 tune 2006 and have been prepared in accordance with generally accepted
accounting practice In New Zealand, NZ 14S 34 Infenim Financial Reporting.

(a} Basis of preparation

Entitias Raporting

These interim financial staterments are for the Company and the Group {comprising
the Company and its subsidiaries) which are designated as profib-oriented
entities for financial reporting purposes. At 20 fune 2005 and 2006 the subsidiary
companies had no material operations.

Statutory Base

Neuren is registered cnder the New Zealand Companies Act 1993 and s an Tssuer
i terms of the New Zealand Securities Act 1978. Neuren s also registered as a
faretgn comparny under the Australian Corporations Act 2001,

The financiai staternerds have been prepared in accordance with the requirements
of the Financial Reporting Act 19932 and the Companies Act 1993,

Aopdication of MEFRS T Fiest-Hime Adaption of News Zeafand Equivalents to intarnational
Financial Reporting Standards

These are the Company’s first interim financial statements prepared in accordance
with NZ 1A% 34 interim Financia! Statements and accordingly NZ IFRS 1 Setdime
Adoptions of New Zealand Equivalents o infernational Financial Reporting Standards
has beers applied. While these financial statements comply with IFRS and
MNZIFRS as they relate to interim finandal staterments, they do not Inclede all of
the information required for full annual finandal statements. in addition these
interim financial statements have been prepared in accordance with those NZ IFRS
standards and interpretations Ssued and effective or isseed and early adoptied as
at the time of preparing these staterments {August 2006). The IFRS standards and
interpretations that will be applicable at 31 December 2008, including those that
will be applicable on an optional basls, are not known with certainty at the time
of preparing these inferim financial statermnents.

The financial staternents of Meuren undil 31 December 2005 had been prepared
in accordance with previoos New Zealand Financial Reporting Standards (NZ

{ MNeuren Pharmacesticals Limited HE'i



Netes to the Interim Financial Statements

Six months ended 30 June 2006 {Usnaudited)

FRS} which differ in certain respects from NZ IFRS. When preparing this interim
financial report for the six months ended 30 Jene 2008, certain accounting and
valuation methods applied in the previous NZ FRS financial staternents have been
amended to comply with NZ IFRS.

Reconciliations and descriptions of the effect of transition from previous NZ FRS to
MZ IFRS on the Company's equity and its fosses are given in note 11,

Historical cost convention
These interim finandal statements have been prepared under the historical cost
converntion.

Critical accounting estimates

The preparation of finandal statermerds requires the use of certain critical
accounting estimates. K also requires the Company to exercise its judgement in
the process of applying the Compamy's accounting policies, Actuad resaits may
differ from those estimates.

The policies sel ool below have been consistently appled to all the pericds
presgnted. The Company has made use of the exemption available under NZ IFRS
1 to only apply NZ IFRS 2 fwith respect to non-vested options) and NZ IFRS 2 from
1 kanuary 2005,

(b) Revenus recognition

Grants

Grants received are recognised in the income statermnent when the reguirerments
under the grant agreemer! have been met. Any grants for which the reguirements
under the grant agreerment have not been completed are carried as llabilities until
all the conditions have been {uifilled.

Contract research

Where science projects are recognised on an individual project basis and span
more than one year, the percentage completion method is used to determine the
appropriate amount of revenue to recognise in a given year over the life of the
project. Contract revenue is recognised when earned and non-efundable and
when there are no future obligations pursuant to the revenue, In accordance with
the contract terms. The fuil amount of an anticipated loss, including that refating
te future work on the condract, is recognised as soon as it is foreseen.

inferest income
Interest income is recogrised on a time-proportion basis using the effective
interest method.

(¢} Resaarch and development

Research costs include direct and directly attributable overhead expenses for drug
discovery, research and pre-clinical and clinical trials. Research costs are expensed
as Incurred.

When a project reaches the stage where it s reasonably certain that future
expenditure can be recovered through the process or products prodoced,
developrment expenditure is recognised as a developrnent asset when:

L] a product or process s dearly defined and the costs attribotable to the
product or process can be identified separately and measured refiably;

- the technical feasibility of the product or process can be dermonstrated;

- the existence of a market for the product or process can be demonstrated
and the Company intends to prodoce and market the product of process;

Meuren Pharmaceaticals Limited }




Notes to the Interim Financial Statements

Sk mnoniths ended 306 dane 2006 (Unaudited)

- adeqguate resources exist, or their availability can be reasonably demonstrated
to complete the project and market the product or process.

In such cases the aget is amortised from the commencement of cormmercial
production of the product to which it relates on a straight-line basis over the years
of expected benefit. Research and development costs are otherwise expensed as
Ineurred.

(d) Translation of foreign currency

The interim financial staternents are expressed in New Zealand dollars, the
fonctional currency of the Company. Transactions denominated In a2 foreign
currency are converted to New Zealand doliars at the exchange rates in effect at
the date of the transaction. Monetary assets and labilities denominated in foreign
currencies arising from operations are transiated info New Zealand dollars using
closing exchange rates in effect at period-end. Gaing and losses due to exchange
rate fluctuations on these items are included In the income staterment.

(e} Income tax

The incoime tax expense for the period 1s the tax payable on the period’s taxable
Income or loss using tax rates enacted at the balance sheet date and adjusted by
changes in deferred tax assets and liabilities atiributable to termporary differences
between the tax bases of assets and liabilities and their carrying amounts in the
financial statements, and to cnused tax [osses,

Deferred tax asseis and hiabifities are recognised for temporary differences at
the tax rates expected to apply when the assets are recovered or Habilities are
settled, based on those tax rates which are enacted or substantively enacted at the
balance sheet date. The refevant tax rates are apphed to the comulative amounts
of deductible and taxable temporary differences {o measure the deferred tax
asset or Habiity. An exception 1s made for certain temporary differences arising
from the initial recognition of an asset or a lability. No deferred tax asset or
liability is recognised in refation {o these temporary differences if they arose ina
transaction, other than a business combination, that at the time of the fransaction
did not atfect either accounting profit or taxable profit or toss.

Deferred {ax asseis are recognised for deductible temporary differences and
unused tax tosses only if it is probable that future taxable amounts will be available
te utilise those ternporary differences and losses.

Current and deferred tax balances attributable to amoonts recognised directly in
equity are also recognised directly In equity.

(f) Leases

Leases in which a significant portion of the sisks and rewards of ownership are
retained by the lessor are dassified as operating leases. Payments made under
operating feases (net of any incentives received from the lessor) are charged o the
income statermnent on a straight-line hasis over the period of the lease.

(g} Impairmant of assets

Assets that have an indefinite useful life are not subject to amortisation and
are tested annually for impairment. Assets that are subject to amortisation are
reviewed whenever events or changes in drcomstances indicate that the carrying
amount of the assets may not be recoverable. The carrying amount of a long-lived
asset is considered impaired when the recoverable amount from such asset s hess
than its carrying value. In that event, a loss is recognised in the income statement
based on the amount by which the carrying amount exceeds the fair market value
of the long-tived asset. Fair market value is determined using the anticipated cash
flows discounted at a rate commensorate with the risk involved.,
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Netes to the Interim Financial Statements

Six months ended 30 June 2006 {Unausdited)

(h) Goods and servites tax (35T)

The interirn financial staternents have been prepared so that all components are
presented exclusive of GST. All erms in the balance sheet are presented net of GST,
with the exceplion of receivables and payables, which indede G5T invoiced.

(i} Intellactual property

Costs in relation to protection and maintenance of intellectual property are
expensed as incurred unless the project has yet to be recognised as commenced,
i which case the expense is deferred and recognised as contract work in progress
uritit the revenues and cosks associated with the project are recognised.

(i} Cash and cash equivalents

Cash and cash equivalerts comprises cash and demand deposits held with
established financial institutions and highly liguid investrnents, which are readily
convertible into cash and have maturities of three months or less that are readily
cormvertible to known amounts of cash and which are subject to an insignificant
risk of changes in value.

(k} Accounts receivable
Trade receivables are recognised initially at fair value and subsequently measured
at amortised cost, less provision for doubtful debts.

Collectibility of trade receivables is reviewed on an ongoing basis. Debts which are
known to be uncollectible are written off. A provision for doubtful receivables is
astablished when there is objective evidence that the Company will not be able to
cottect all amounts due according to the original terms of receivables.

(I} Property, plant and eguipment

Froperty, plant and equipment is stated at historical cost less depreciation.
Historical cost includes expenditure that is directly atiributable to the acquisition
of the items.

Subsequent costs are included in the asset's carrying amourt or recognised as
a separate asset, as appropriate, only when it is probable that future economic
benefits associated with the iterns will flow to the Company and the cost of the
Ttem can be measured reliably. All other repairs and maintenance are charged 1o
the income statement during the financial period in which they are incurred.

Depreciation is determined principally using the straight-line method to allocate
their cost, net of their residual values, over thelr estimated oseful hives, as

foliows:

Scientific equipment 4 years
Computer equipmmernt 2 years
Office furniture, fixtures & fittings 4 years
Leasehold Improvemernts Term of {ease

(m} Intangible assets

infefiectual property

Acguired patents, tradermarks and licences have finite useful lives and are carried
at cost less accumulated amortisation and impairment losses. Amortisation is
calcuiated using the straight line method to allocate the cost over the anticipated
useful lives, which are aligned with the unexpired patent term or agreement over
trademarks and licences.

Acquited software

Acquired software licences are capitalised on the basis of the costs incurred to
acguire and bring to use the specific software. These costs are amortised over their
estimated useful fives {wo yearsh.
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Notes to the Interim Financial Statements

Sk moniths ended 30 dene 2006 (Unsudited)

(n) Employee benefits

Wages and satarias and annual leave

Liabitities for wages and salarles, bonuses and annual leave expected to be settled
within 12 months of the reporting date are recognised in accrued liabilities in
respect of employess’ services up 1o the reporting date and are measored at the
amaunts expected to be paid when the liabilities are settied. Liabilities for non-
accurnulating sick Teave are recogrised when the {eave is taken and measured at
the rates paid or payable.

Share-based payments

Meoren operates an eguity-settled Share Option Plan and awards certain
employees and consuitants share options, from time to time, on a discretionary
pasis. The fair value of the services received in exchange for the grant of the
options is recognised as an expense with a corresponding increase in other reserve
equity over the vesting period. The total amount to be expensed over the vesting
period is determined by reference to the fair value of the options at grant date.
Al each balance sheet date, the Company revises its estimates of the number
of options that are expected to vest and become exercisable. it recognises the
Impact of the revision of original estimates, if any, in the income statement, and a
corresponding adjustment to equity over the remaining vesting period.

The proceeds received nel of any directly attributable {ransaction costs are
credited to share capital when the options are exercised.

(&) Share issue costs
Costs associated with the 1ssue of shares which are recognised in shareholders’
equity are treated as a reduction of the amount collected per share.

{p) Financial instrumarits

Financial instruments recognised in the balance sheet include cash and cash
equivalents, accounts receivable and accounts payable. The Company believes
that the amounts reported for financial instraments approximate fair value due
to their short-term nature.

The Company does not uiilise derivative financial instrurmernts.

() Earnings per share

Basic and diluted earnings per share is caiculated by dividing the profit attributable
to equity holders of the Company by the weighted average number of ordinary
shares outstanding during the period.

Transition o NZ IFRS

(a} Application of NZ IFRS 1

Neuren's finandal staternents for the six months ended 30 June 2006 are the first
Iinterim financial statemends that comply with NZ1AS 34 Interim Financial Stataments.
The Comparry has applied NZ IFRS 1 in preparing these interim financial statermernts
as described in note Ha).

The Company’s transition date is 1 lanuary 2005 and the opening NZ IFRS balance
sheet is prepared as at that date. The reporting date of these financial statements
is 30 June 2006. Nedrers's NZ IFRS adoption date is 1 lanoary 2006.

in prepasing these financial statemnents in accordance with NZIFRS 1, the Company
has applied the mandatory exceptions and certain of the optional exemptions
from: full retrospective application of NZ IFRS.

The Company has elected to apply the following optional exemptions from full
retrospective application.
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Netes to the Interim Financial Statements

Six months ended 30 June 2006 {Usausdited)

1 Busingss combinations examyation

Neuren has apphbied the business combinations exemption in NZ IFRS 1. Business
combinations that took place prior to the 1 January 2005 transition date have not
been restated.

AiF Share-based payment ransaclion exemption

The Company has elected to apply the share-based payment exemption by
applying NZ IFRS 2 only to those options that have been granted since 7 November
2067 but that have not vested by 1 lanuary 2005,

The reconciliations in note 11 provide & guantification of the effect of the
transition to NZ {FRS.

Loss before income tax

Tha loss before income tax includes:
Six months Six months

Jure 2006 Jury 2005
Company and Group NZ$008 NZ§¢00
Depraciation (28} (233
Araortization of ntangibie assets
- Inteliactual proparty {A415) {15
- Softuiare i

Share capital

On 31 fanuary 2005, the Company accepted share subscriptions wrder it 1PC armounting
toA%15 miflion for 37 500,000 nev ordinary shares, and on 3 February 2005 was sdmitted
to the Gfficiai List of the Australian Stock Exchange Limited. A further 12,000,000 ordinary
shares wegre issued in 2 private placement in Decermber 2005 for net proceads of A%6
rmdlios. AH ordinary shares rank eqgually as to dividends and Hquidation with one wote
attached 1o each fully paid ordinary share.

Costs of $1,882 000 and $397.000 incurred in relafion to the above share issues have
bean offset within equity against capital raised.

Related party transactions

Alcklang UsiServices Limited is a related party of the Company by virtse of its holding
of odinary shares in Heuran? Limited, 2 sharehoider of Neuran. Auckland UrsServices
timited is $he supphier of Auckland Linivarsity services 1o the Company under contractuaily
agreed terms. Services received in the period to 30 June 2006 were $707,00C {une
2005 $1,057,000; Deg 2005 $1,847 000, As at 3G lune 2006 $462,000 {une 2005
$553000; Dec 2005 33200601 was due to Auckland UniServices Limited.

Coentingent labilities

Thare are no contingent lisbilfes as at 30 Jene 2006 (30 June 2005 and 31 Decernber
200%: nil).
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Notes to the Interim

anc

] Statements

g Commitments

Sk moniths ended 30 dene 2006 (Unsudited)

Jun 2006 Dec 2005 Jun 2005
Company and Group NZS000  NZ$OG0  NZIS000
Non-vancellable operating lease
commitmants
Within one year 346 Xt 3a3
Oine 1o fve years 1,156 208 416
Bayord five years 356 -
$ 1,838 § 5v8 799

8. Segment information

Meuren operates gredominantly in one business segment, being the research and
devalopment of therapeutic products Tor the treatrment of braie mjury and other diseases,
and frar cne geographical location, being Mew Zealand.

10.  Subsequent avenis

There are no evants schsequent to 30 kme 2006 w0 report for the Comipany or its

subsidiaries as &t 4 September 2006,

11 Explanation of transition to NZ IFRS

{a) Reconciliation of previcus New Zealand Generally Accepted Accounting

Principles (NZ GAAP) to New Zealand equivalents to IFRS (NZ IFRS)

Sin emoriths Year eadet
Campany snd Group dun Der 2005
Effect of Effoct of
NE transitice NZ NZ teangition NZ
GAAF o NZ [FRS FRS GAAP to M IFRS FFRS
Hote  NZHHT HWZSO0T WZSO0T NZ5{k9 NZ5{k9 HZSG00
ligvbmias - INGETOST a0 344 i [
-t research ELE 245 A4l Al
S GEH TG 1,075
GO T4 1.3
N k) PES
Cazprecialicnrs and amerlisalion expen s A
Fhseasedn anth devsonment Lo AL}
Falers cosls 14 EG]
Slhare crtion enmpenaalion s s Is ey PE¥EN
[ s {1,258 1,530
Lews before income bax LA LaThy
I 1 s enise {3 31
Logs after incorme tax [EEIFa N 4 A8} falthy
Basiv arnd dihuted bose per share R FRE 5 il EOR (Nt T S RO T 0
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Netes to the Interim Financial Statements

Six months ended 30 June 2006 {Usaudited)

Company and Group + lan 2005 30 bun 2005
Effect of Effect et
HE tramshtion NE MZ wangition  MZ HE
GARP  toNFIFRS IFRs GERF  tBZIFRS RS RS
fiote  NZSGOG  MZYDLG  MZDMe | MESUOO  MESUOO  MESUOO NESUT
ASSETS
Lorrent Assets:
Lash and cash edurvaie 343 43 Y0 11,404

ler cursent assels

Total current assets

Mon-current assets:

Froppas iy, plant ard
wepuipinza| 4

Indarsgilte assars 4
Total non-cturrent assets
TOTAL ASSETS
1IABILITIES AND
SHAREHDLEDERS EQUHTY
Lurrent liabillties:

Trade and olher payalles

Total current liskilities

SHAREHOLDERS EQUITY
Share capial

ler fesaive I»

Aisuriated da

Totak shareholdars” equity

TOTAL LIABILITIES AND
SHAREHOLDERS EQUITY

£
izt -

2] a3 P Faihl
PR FRry 11,440 140662
N i? 53 03 T
1616 11614 TN 11,20 14,8065
10,4688 1 GEE TG 11,261 1887
14,004 A4 2384 4,244 24,505
4,540 4 G 3N ERE] A
4,540 4 G 3N ERE] A
21,358 FER A48
£l 4 Al L) 424

fitH i1

.46 .44t En PR
14,0140 140148 24505

There werg No fmpacts an previously presented cash flow statements as a result of the transition

10 NE IFRS.

{by Share-based payments

Unider N2 IFRS 2 Share-Based Payment, Trom 1 lanuary 2005 the Company is reguired to
recogrEse an expense for aptions that were granted after ¥ Movember 20602 and which had not
wested Dy 1 January 2005, The affect of this is as followes:

(i} AT 1 January 2005

Anincrezse in bath other resarves and accumadatad defict by $9,000,

(it For the six months ended 30 june 2005
Anincrease in hoth ather reserves and share option cormpensation expense of $397 006,

iy For the year ended 31 Decamber 2005
Anincrease i both other resarves and share option compensation expanse of $475 000,

{c} Reclassification of software

Under 817 1S, softwara is classified as part of intangible assets rather than property, plant and
aguipmant. This has resulted in intangible assets increasing and property, plant and eguipment
decreasing as at 31 Decernber 2005 by $8,000. There wiore no material amounts related to software
10 raclassify as at 1 fanuary 2005 and 30 fune 2005, Whik the amount previously depreciated on
sofbware is unchanged, it is now classified as amortisation.
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Accountants’ Report
T tha shareholders of Neuren Pharmaceuticals Lirmited

We have raviewed the interim financial staternents (" financial sisternants”) on pages 5 to 16,
The financal staermests provide information about #we past financial performance and cash
#ows of the Group, comprising Meoren Pharmacauticals Limited and its subsidiasies for the half
year ended 30 kune 2008 and its financial position as at that date. This information i stated in
accordance with the accounting policies set out on pages Hto 13

Diractors’ responsihilities

The Company's Directars are responsibie for the preparation and presentation of the finandal
statemnents that present fairly the financial position of the Group a5 &t 30 june 2006 and s
financiat parformance and cash flowes for the half year ended on that date.

Accountants' responsibilities

We are respensible far reviewing the financial statemants presented by the Directors in order
10 report 1o you whether, I our opinion and on the basis of the procedures performed by us,
anyihing has come to our attestion that would indicate that the financial statements do not
present fairly the matters to which they ralate.

Basis of opinion

A review i im#ed primarily to enguiries of Cormpany personnel and anabytical reviewe procedures
applied to fnandal data and thus provides less assurance than an audit. W have not parformed
an audit on the financal statements and, accordingly, we do not express an aodit opinion.

We have reviewed the fnancial statements of the Group for the half year ended 36 June 2006
in accordance with the Review Engagement Standards issued by the Instituie of Charterad
Accountants of New Zealand

We have no ralasonship with or interests in Mewren Pharmaceuticals Limited or its subsidiaries
other than in ours Capacities as accountants conducting this review, soeditors under the Companies
ACT 1993, tax and accounting adwisers.

Review opinion
We have revieveed the finandial performance and cash flows of the Group for the haif year
anded 30 June 2006 and s financal position as at that date.

Based an our reviewe nothing has come 1o our attention that causes us 1o believe that the
#nancial staterments do not prasent faidly the financial pesition of the Group as at 30 June
2606 and its finandal performance and cash flows Tor the half year ended on that date in
accordance with both international Accounting Standard 34 and Mew Zealand Eguivalent to
Interaationad Accounting Standard 34, interim Finandial Reporting and International Financial
Reporting Standard 1 and New Fealand Eguivalent to Interaationa Financial Reporting Standard
1, First-time Adoption of Internationat Financial Reporting Standards.

Dur revden was completed on 4 Saptember 2006 and our reviews opinion s expressed as at
that date.

QMU;._;JM-L«M{_ (4,‘\“,,

Charterad Accountants
Auckiand
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