i is now three months since Phylogica's successiul listing on the Australian Stock Exchange and I'm pleased
to report that it has been an extremely busy and productive time for the company. Although, like many small
companies in the life sciences sector, we face the usual challenges of constraints on our resources and the
tyranny of ime and distance from our key markets, we have managed to achieve a lot in a short space of time
and all of our key product development programs and business development iniiatives are progressing well

Key Developments

in May, Phylogica had its second US patent allowed strengthening the company’s
iP position. This patent secures the second "pillar” of Phylogica's IP suite in the key
1S market. Phylogica’s IP covers the "Phyiomer” libraries as well as the concept of
using protein paris from sequenced genomes, other than those of a target protein,
to block the interaction of that target protein. Phylogica already has patents cover-
ing the method of screening for Phylomers in Australia and the US. The patent to be
granted is one of eight patent families being maintained by Phylogica and will be ifs
fifth fully granted patent.

Partnering Deals

Phylogica is actively pursuing its leads for the commercialisation of iis fechnology
platform in the field of anti-inflammatory drugs. Early this year Phylogica signed a ;
research agreement with Dual Systems AG (Switzerland) to leverage its technology  ceo Stewart Washer
to screen against membrane asscciated targets such as receptors. The screens are

{o be conducted against well validated targets such as TNF and CD40. Drugs directed against TNF alone in
2004 had annuat sales exceeding US$5 Billion {Drug Discovery Today 2005, 10 {11} 741).

We are working on fwo opportunities which we hope will iead to deals in the short term. One relates to the
screening of Phylomers against targets owned by another company and the other would provide access o key
technology held by an overseas insfitution. If successful, these deals would provide early exampies of how a
piatform fechnology like the Phylomer technology can be leveraged beyond our internal product pipeline.

A number of other discussions with prospective partners are ongoeing, some of which we hope will lead o out-
comes over the coming quarter. In addition, as a result of successful meetings af Bio 2 number of other new
discussions are commencing which we hope will lead to deals over the longer term.

Stroke project

The promising preclinical stroke data that was announced in June has already yielded a very posifive re-
sponse from our discussions with pharmaceutical and biotechnology companies as it further validates our
Phylomer technology as a replacement for antibedies as therapeutics. Antibodies are already & proven drug
class with over US$10 billion in sales in 2004 growing at over 40% last year. Refer {o page 3 for futher details.




Beyond Antibodies

Antibodies are the latest technology that can biock a range of disease targeis.
The monocional antibody market is one of the fasiest growing and most
lucrative sectors of the pharmaceutical industry, with exceptional 48.1% growth
between 2003 and 2004. 1 has the potential {o triple in value over the next six
years and reach $30.3 billion in 2010. (Source: Datamoenitor 2008)

Phylogica's Phylomer® fechnology can compete with antibody therapeutics
due to several key advantages. These advantages include:

» Lack of antibody royailty stack {providing mare profit for users}

» Alternative drug delivery potential due to small size {proving
patient friendly {reatments)

» Can be synthesised in place of celt cutlure-based produiction
due to small size {(giving greater speed to market and cost
effectiveness)

We are applying the Phylomer® technology to create novel therapies for
inflammatory diseases including stroke, asthma and fype 1i diabetes. We are
also talking to pharmaceutical companies and biotechnology companies about
applying Phylomer® to their own drug development programs. These advantag-
es are already being recongised and form the basis of continuing discussions
with large pharmaceutical and bictechnology companies.
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Project updates

Stroke Damage Minimization Program

Siroke is caused when the blood supply tc the brain is
interrupted, — usually due to a biood clot, but sometimes
due tc haesmorrhage — depriving the surrounding tissue
of oxygen. As a result, brain cells die, causing debiiita-
tion and functional impairmeni. While the rate of stroke is
on the increase as the population ages, there is currently
nc effective therapy for prevention of stroke-related brain
damage.

In a stroke model using brain cells isclated from rats,
Phylogica found a number of its proprietary ‘phylomers’
were consistently able to rescue the cells from death.
Should this approach work as successfully in animal and
human trials, it would enable Phylogica to develop an
emergency therapeutic product that could be used to limit
or prevent the brain damage that would normally occur
after a stroke is suffered by a patient. There is net cur-
rently any effective therapy available which can achieve
this cutcome.

Current treatmentis are limited and are aimed o assist
restoration of blood fiow to the brain. However, there is
no current therapy for the deiayed death or degeneration
of nerve cells that continues afier restoration of the blood
flow, which is the cause of the majority of stroke damage.

Siroke is an important cause of death in major industri-
alised countries and severe disability’. Ameliorating the
severity of this disorder has enarmous benefits, decreas-
ing rates of :

+ Bed sores/pressure ulcers
+ Visual disturbances

+ Urinary tract infections
+ Agpiration pneumonia

+ Future cardiovascuiar risk  « Infections
+ Intellectual impairment + Coma
+ Impotence + Death?

+ Deep vein thrombasis and pulmonary embolism

The incidence of stroke increases after the age of 55,
roughly doubiing with each passing decade with 30% of
persons aged over 85 years being affected”. The United
States market for siroke therapeutics is projected to rise to
US%$5.4 billion by 20064

Phylogica is using its proprietary technology to develop a
therapy that stops a key protein interaction implicated in
cell death associated with stroke and neurodegeneration.

Phylogica has several strong lead drug candidates that are
currently being validated in mammaiian systems where
they are already having intended effects on their targets.

Allergy Desensitisation Program

Allergy is cause by an overreaclion fo certain
molecules known as allergens in the environment.
For example allergens from the house dust mite
are & major cause of allergic Rhinitis and Asthma.
We have repeated our initial promising screens fo
identify Phylomers® which mimic the shape of the
house dust-mite allergen Der p1. We have obtained
27 new Phylomer® hits against this targel. Several
of these hifs are in animal trials, in which one partic-
ular Phylomer® is consistenily highly immunogenic.
This means that if these Phylomers® are injected
into animals, they illicit the production of a specific
antibody against the Phylomers® which also reacts
with the criginal natural allergen.

These data are very encouraging as they confirm
that Phylogica can routinely obtain hits against a
number of distinct targets and that some but not all
of these hits are immunogenic. The fact that not all
Phylomers® are immunogenic is expected and can
be exploited in Phylogica's therapeutic programs for
chronic diseases where immunogenicity would be
undesirable.

We have also initiated screens for Phylomers® which
mimic the cat allergen Fel d1 and have obtained 14
Phylomer® hits against this allergen. This particular
cat allergen target has been shown to be immuno-
dominant in human studies where people immun-
ised with the Fel d1 allergen became tolerized and
were prevented from developing cat allergy.

Partnering

Phylogica is progressing a number of potential
parinering deals. These include;

- Qur research collaboration with Dual Systems
{Zurich} is progressing well.

- A number of other discussions are ohgoing,
some of which we hope will lead to oufcomes
over the coming quarter.

- As a result of successful meetings at BIO 2005 a
number of other new discussions are
commenging which we hope will lead to deails
over the longer term.




PHYLOGICA

FROM PROTEINS TO THERAPIES

This newslfefter may contain forward-fooking statements. Various factors could cause actusal resulis fo differ materially from
those projected in forward looking stafements, including those predicting the timing and results of clinical trials, inferpreiation
and implications of such results, availability or adequacy of financing, the sales and marketing of commerciat products or the
efficacy of products.

Although the Company believes that the forward - looking statemenis contained herein are reasonable, it can give no assur-
ance that the Company’s expectalions are correct. Alf forward - looking statements are expressly qualified in their entirety by

this cautionary statement.
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