VERVA PHARMACEUTICALS LTD.

Statement of financial position

ANNUAL REPORT 2009

Notes Consolidated Parent
As at 31 December 2009 December 31, December 31, December 31, December 31,
2009 2008 2009 2008
$ $ $ $
CURRENT ASSETS
Cash and cash equivalents 9 1,114,811 293,970 1,114,811 291,877
Trade and other receivables 10 38,965 101,169 38,965 101,169
Prepayments 40,127 11,400 40,127 11,400
TOTAL CURRENT ASSETS 1,193,903 406,539 1,193,903 404,446
NON-CURRENT ASSETS
Plant and equipment 12 673 2,055 673 2,055
TOTAL NON-CURRENT ASSETS 673 2 055 673 2055
TOTAL ASSETS 1,194,576 408,594 1,194,576 406,501
CURRENT LIABILITIES
Trade and other payables 16 195,467 754,442 195,467 754,442
Loan from subsidiary 17 - 81,458 79,343
Convertible notes 18 . 2,750,000 . 2,750,000
Financial liabilities 19 5,716,935 5,716,935
TOTAL CURRENT LIABILITIES 5,912,402 3,504,442 5,993,860 3,583,785
TOTAL LIABILITIES 5,912,402 3,504,442 5,993,860 3,583,785
NET LIABILITIES (4,717,826) (3,095,848) (4,799,284) (3,177,284)
EQUITY
Equity attributable to equity holders of the parent
Issued capital 15 16,060,382 16,100,000 16,060,382 16,100,000
Accumulated losses (20,778,208) (19,195,848) (20,859,666) (19,277,284)
TOTAL DEFICIENCY (4,717,826) (3,095,848) (4,799,284) (3,177,284)

The above statement of financial position should be read in conjunction with the accompanying notes
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VERVA PHARMACEUTICALS LTD.

Statement of comprehensive income

ANNUAL REPORT 2009

Notes Consolidated Parent

For the year ended 31 December 2009 12 months to 18 months to 12 months to 18 months to

December 31, December 31, December 31, December 31,

2009 2008 2009 2008
$ $ $ $

Research revenue - 755,055 - 755,055
Demerger revenue 4(a) - 13,523,484 - 13,523,484
Royalties 4(b) 58,938 58,938
Other revenue 4(c) 24,830 117,461 24,788 111,405
Revenue 83,768 14,396,000 83,726 14,389,944
Research expenditure 4(d) (341,548) (3,836,211) (341,548) (3,782,781)
Gross profit (257,780) 10,559,789 (257,822) 10,607,163
Interest expense (481,098) (485,836) (481,098) (485,836)
Employee benefits expense 4(e) (19,687) (172,206) (19,687) (172,206)
Consultancy expenses (259,867) (870,537) (259,867) (870,537)
Legal expenses and Intellectual Property (230,053) (369,126) (230,053) (369,126)
Travel expenses (16,136) (483,077) (16,136) (43,077)
Depreciation (1,382) (1,382)
Directors fees (112,500) (150,000) (112,500) (150,000)
Accounting and audit expenses (70,305) (34,559) (70,305) (50,559)
Insurance expense (21,496) (27,231) (21,496) (28,088)
Impairment of Intellectual Property 13 - (3,482,863) - (3,600,000)
Administration costs (112,056) (152,469) (112,036) (152,285)
Profit / (loss) before tax (1,582,360) 5,271,885 (1,582,382) 5,190,449
Income tax expense 6 - .
{\let profit / (loss) for the period after income (1,582,360) 5,271,885 (1,582,382) 5.190,449
ax
Total comprehensive income for the period (1,582,360) 5,271,885 (1,582,382) 5,190,449
Earnings / (loss) per share for profit from
continuing operations attributable to the
ordinary equity holders of the parent:
Basic earnings / (loss) per share 7 (3.3) 11.8

The above statement of comprehensive income should be read in conjunction with the accompanying notes
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VERVA PHARMACEUTICALS LTD. ANNUAL REPORT 2009

Statement of changes in equity

Consolidated

FOR THE YEAR ENDED 31 DECEMBER 2009

Ordinary Accumulated Total
Shares Losses
$ $ $
At 1 January 2009 16,100,000 (19,195,848) (3,095,848)
Loss for the period - (1,582,360) (1,582,360)
Total comprehensive income for the period - (1,582,360) (1,582,360)
Transactions with owners in their capacity as
owners
Share buy-back (39,618) - (39,618)
At 31 December 2009 16,060,382 (20,778,208) (4,717,826)
FOR THE YEAR ENDED 31 DECEMBER 2008
Ordinary Accumulated Total
Shares Losses
$ $ $
At July 1, 2007 2 (24,467,733) (24,467,731)
Profit for the period - 5,271,885 5,271,885
Total comprehensive income for the period - 5,271,885 5,271,885
Transactions with owners in their capacity as
owners
Shares issued (Demerger) 12,500,000 - 12,500,000
Shares issued (Adipogen acquisition) 3,600,000 - 3,600,000
Cancellation of shares (2) - (2)
At 31 December 2008 16,100,000 (19,195,848) (3,095,848)
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VERVA PHARMACEUTICALS LTD. ANNUAL REPORT 2009

Statement of changes in equity

Parent
FOR THE YEAR ENDED 31 DECEMBER 2009
Ordinary Accumulated Total
Shares Losses
$ $ $
At 1 January 2009 16,100,000 (19,277,284) (3,177,284)
Loss for the period - (1,582,382) (1,582,382)
Total comprehensive income for the period - (1,582,382) (1,582,382)
Transactions with owners in their capacity as
owners
Share buy-back (39,618) - (39,618)
At 31 December 2009 16,060,382 (20,859,666) (4,799,284)
FOR THE YEAR ENDED 31 DECEMBER 2008
Ordinary Accumulated Total
Shares Losses
$ $ $
At July 1, 2007 2 (24,467,733) (24,467,731)
Profit for the period - 5,190,449 5,190,449
Total comprehensive income for the period - 5,190,449 5,190,449
Transactions with owners in their capacity as
owners
Shares issued (Demerger) 12,500,000 - 12,500,000
Shares issued (Adipogen acquisition) 3,600,000 - 3,600,000
Cancellation of shares (2) - (2)
At 31 December 2008 16,100,000 (19,277,284) (3,177,284)

The above statement of changes in equity should be read in conjunction with the accompanying notes
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VERVA PHARMACEUTICALS LTD.

Statement of cash flows

ANNUAL REPORT 2009

Notes Consolidated Parent

For the period 12 months to 18 months to 12 months to 18 months to

December 31, December 31, December 31, December 31,

2009 2008 2009 2008
$ $ $ $
CASH FLOWS FROM OPERATING
ACTIVITIES
Research revenue - 589,367 - 589,367
Royalties 58,938 - 58,938 -
Payments to suppliers and employees (1,223,309) (4,999,379) (1,223,290) (4,957,622)
NET CASH FLOWS (USED IN) OPERATING 9 (1,164,371) (4,410,012) (1,164,352) (4,368,255)
ACTIVITIES
CASH FLOWS FROM INVESTING ACTIVITIES
Interest received 4(c) 24,830 117,461 24,789 111,405
Net cash acquired from the subsidiary - 159,198 2,115 -
Purchase of plant and equipment 12 - (2,055) - (2,055)
NET CASH FLOWS FROM INVESTING 24,830 274,604 26,904 109,350
ACTIVITIES
CASH FLOWS FROM FINANCING ACTIVITIES
Loans from related parties - 1,529,378 - 1,650,782
Cash provided from convertible notes - 2,750,000 - 2,750,000
Proceeds from issue of shares 2,000,000 2,000,000
Payment for share buy back (39,618) (39,618)
Cash provided for demerger by ChemGenex - 150,000 - 150,000
Pharmaceuticals Limited

NET CASH FLOWS FROM FINANCING 1,960,382 4,429,378 1,960,382 4,550,782
ACTIVITIES
Net increase in cash and cash equivalents 820,841 293,970 822,934 291,877
Cash and cash equivalents at beginning of 293,970 291,877
period
CLOSING CASH CARRIED FORWARD 9 1,114,811 293,970 1,114,811 291,877

The above statement of cash flows should be read in conjunction with the accompanying notes
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VERVA PHARMACEUTICALS LTD. ANNUAL REPORT 2009

Notes to the financial statements

1. CORPORATE INFORMATION

The financial report of Verva Pharmaceuticals Limited (“Verva” or “Company” or “Group”) for the period from January 1, 2009 to
December 31, 2009 was authorised for issue in accordance with a resolution of the directors on 21st April 2010.

Verva is an unlisted public company limited by shares incorporated in Australia.
The nature of the operations and principal activities of Verva are described in note 3.

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

(a) Basis of preparation

The financial report is a general-purpose financial report, which has been prepared in accordance with the requirements of the
Corporations Act 2001, Australian Accounting Standards and other authoritative pronouncements of the Australian Accounting
Standards Board. The financial report has also been prepared on a historical cost basis.

The financial report is presented in Australian dollars.

(b) Inherent uncertainty regarding going concern
The consolidated financial statements have been prepared on the basis of going concern which contemplates continuity of
normal business activities and the realisation of assets and settlement of liabilities in the ordinary course of business.

In common with biotechnology and drug development companies the Company’s operations are subject to considerable risks and
significant uncertainty due primarily to the nature of the development and commercialisation undertaken. To allow the Company
to execute its near term and longer term plans, it will be necessary to raise additional capital in the future.

Based on anticipated cash flow requirements of the Company's existing research and development activities, the Directors
consider that the Company will secure sufficient funds to support operations beyond 2010 and will manage the availability of
resources over an extended period of time.

The Directors are investigating the opportune time to raise capital and/or enter into licensing/commercialisation arrangements to
ensure the Company continues as a going concern.

The Directors plan to continue the Company’s and the consolidated entity’s operations on the basis of the matters referred to
above, and believe that future fund raising activities and the value of the Group’s existing net assets will generate sufficient funds
for the Group to operate in its normal manner for a period of at least twelve months from the date of this report. In the event that
such arrangements are not entered into, there is uncertainty whether the Group will continue as a going concern and, therefore,
whether the Group will realise its assets and extinguish its liabilities in the normal course of business and at the amounts stated in
the financial report.

No adjustments have been made to the financial statements relating to the recoverability and classification of the asset carrying
amounts or classification of liabilities that might be necessary should the Company not continue as a going concern.

(c) Compliance with IFRS

The financial report complies with Australian Accounting Standards and International Financial Reporting Standards (“IFRS”) as
issued by the International Accounting Standards Board.

The accounting policies adopted are consistent with those of the previous financial year except as follows:

The Group has adopted the following new and amended Australian Accounting Standards and AASB Interpretations as of 1
January 2009.

AASB 2008-1 Amendments to Australian Accounting Standard - Share-based Payments: Vesting Conditions and Cancellations
effective 1 January 2009

AASB 7 Financial Instruments: Disclosures effective 1 January 2009

AASB 8 Operating Segments effective 1 January 2009

AASB 101 Presentation of Financial Statements (revised 2007) effective 1 January 2009

AASB 123 Borrowing Costs (revised 2007) effective 1 January 2009

AASB Interpretation 16 Hedges of a Net Investment in a Foreign Operation effective 1 October 2008

AASB 2008-1 Amendments to Australian Accounting Standard — Share-based Payment: Vesting Conditions and Cancellations
[AASB 2] effective 1 January 2009

AASB 2008-5 Amendments to Australian Accounting Standards arising from the Annual Improvements Project effective 1
January 2009

AASB 2008-7 Amendments to Australian Accounting Standards - Cost of an Investment in a Subsidiary,Jointly Controlled Entity
or Associate effective 1 January 2009
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VERVA PHARMACEUTICALS LTD. ANNUAL REPORT 2009

Notes to the financial statements

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONT)

AASB 2009-3 Amendments to Australian Accounting Standards - Embedded Derivatives [AASB 139 and Interpretation 9]
effective 30 June 2009

AASB 2009-6 Amendments to Australian Accounting Standards operative for periods beginning on or after 1 January 2009 that
end on or after 30 June 2009

When the adoption of the Standard or Interpretation is deemed to have an impact on the financial statements or performance of
the Group, its impact is described below:

AASB 7 Financial Instruments: Disclosures

The amended Standard requires additional disclosures about fair value measurement and liquidity risk. Fair value measurements
related to all financial instruments recognised and measured at fair value are to be disclosed by source of inputs using a three
level fair value hierarchy, by class. In addition, a reconciliation between the beginning and ending balance for level 3 fair value
measurements is now required, as well as significant transfers between levels in the fair value hierarchy. The amendments also
clarify the requirements for liquidity risk disclosures with respect to derivative transactions and assets used for liquidity
management. The fair value measurement disclosures are presented in notes 19 and 20. The liquidity risk disclosures are not
significantly impacted by the amendments and are presented in note 20.

AASB 8 Operating Segments

AASB 8 replaced AASB 114 Segment Reporting upon its effective date. The Group concluded that the operating segments
determined in accordance with AASB 8 are the same as the business segments previously identified under AASB 114. AASB 8
disclosures are shown in note 3.

AASB 101 Presentation of Financial Statements

The revised Standard separates owner and non-owner changes in equity. The statement of changes in equity includes only
details of transactions with owners, with non-owner changes in equity presented in a reconciliation of each component of equity
and included in the new statement of comprehensive income. The statement of comprehensive income presents all items of
recognised income and expense, either in one single statement, or in two linked statements. The Group has elected to present
one statement.

Annual Improvements Project

In May 2008 and April 2009 the AASB issued omnibus of amendments to its Standards as part of the Annual Improvements
Project, primarily with a view to removing inconsistencies and clarifying wording. There are separate transitional provisions and
application dates for each amendment. Amendments resulting from the Annual Improvements Project to the following Standards
did not have any impact on the accounting policies, financial position or performance of the Group:

AASB 5 Non-current Assets Held for Sale and Discontinued Operations
AASB 2 Share-based Payment

AASB 8 Operating Segments

AASB 101 Presentation of Financial Statements

AASB 108 Accounting Policies, Change in Accounting Estimates and Error
AASB 110 Events after the Reporting Period

AASB 117 Leases

AASB 118 Revenue

AASB 119 Employee Benefits

AASB 116 Property, Plant and Equipment

AASB 120 Accounting for Government Grants and Disclosures of Government Assistance
AASB 123 Borrowing Costs

AASB 128 Investment in Associates

AASB 131 Interests in Joint Ventures

AASB 136 Impairment of Assets

AASB 138 Intangible Assets

AASB 140 Investment Property
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VERVA PHARMACEUTICALS LTD.

Notes to the financial statements

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONT)
Certain Australian Accounting Standards and Urgent Issues Group (‘UIG’) interpretations have recently been issued or amended
but are not yet effective and have not been adopted by the Group for the annual reporting period ended December 31, 2009. The
directors have assessed the impact of these new or amended standards (to the extent relevant to the group) and interpretations

ANNUAL REPORT 2009

as follows:

Reference | Title Summary Application | Impact on | Application
date of | Group financial | date  for
standard* report Group*

AASB 3 Business Combinations The revised Standard introduces a number of changesto | 1 July 2009 Management does not | 1 January 2010

(Revised) the accounting for business combinations, the most believe that this will

significant of which includes the requirement to have to represent a change of
expense transaction costs and a choice (for each policy to the group.
business combination entered into) to measure a non-
controlling interest (formerly a minority interest) in the
acquiree either at its fair value or at its proportionate
interest in the acquiree’s net assets. This choice will
effectively result in recognising goodwill relating to 100%
of the business (applying the fair value option) or
recognising goodwill relating to the percentage interest
acquired. The changes apply prospectively.
AASB 127 | Consolidated and Separate | There are a number of changes arising from the revision | 1 July 2009 Management does not | 1 January 2010
(Revised) Financial Statements to AASB 127 relating to changes in ownership interest in believe that this will
a subsidiary without loss of control, allocation of losses of represent a change of
a subsidiary and accounting for the loss of control of a policy to the group.
subsidiary. Specifically in relation to a change in the
ownership interest of a subsidiary (that does not result in
loss of control) — such a transaction will be accounted for
as an equity transaction.
AASB 2008- | Amendments to Australian | Amending Standard issued as a consequence of | 1 July 2009 Management does not | 1 January 2010
3 Accounting Standards arising | revisions to AASB 3 and AASB 127. Refer above. believe that this will
from AASB 3 and AASB 127 represent a change of
policy to the group.
AASB 2008- | Further ~ Amendments to | This was the second omnibus of amendments issued by | 1 July 2009 Management does not | 1 January 2010
6 Australian Accounting | the IASB arising from the Annual Improvements Project. believe that this will
Standards arising from the ) represent a change of
. Refer to AASB 2008-5 above for more details. )
Annual Improvements Project policy to the group.
AASB 2009- | Amendments to Australian This Standard makes amendments to Australian 1 July 2009 Management does not | 1 January 2010
4 Accounting Standards arising Accounting Standards AASB 2 Share-based Payment believe that this will

from the Annual Improvements
Project

[AASB 2 and AASB 138 and
AASB Interpretations 9 & 16]

and AASB 138 Intangible Assets and AASB
Interpretations 9 Reassessment of Embedded Derivatives
and 16 Hedges of a Net Investment in a Foreign
Operation. These amendments are as a consequence of
the annual improvements project.

The amendments to some Standards result in accounting
changes for presentation, recognition or measurement
purposes, while some amendments that relate to
terminology and editorial changes are expected to have
no or minimal effect on accounting.

The main amendment of relevance to Australian entities
is that made to Interpretation 16 which allows qualifying
hedge instruments to be held by any entity or entities
within the group, including the foreign operation itself, as
long as the designation, documentation and effectiveness
requirements in AASB 139 that relate to a net investment
hedge are satisfied. More hedging relationships will be
eligible for hedge accounting as a result of the
amendment.

represent a change of
policy to the group.
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VERVA PHARMACEUTICALS LTD.

Notes to the financial statements

ANNUAL REPORT 2009

Reference

Title

Summary

Application
date of
standard*

Impact on
Group financial
report

Application
date for
Group*

AASB 2009-
5

Further Amendments to
Australian Accounting
Standards arising from the
Annual Improvements Project

[AASB 5, 8, 101, 107, 117,
118,136 & 139]

The amendments to some Standards result in accounting
changes for presentation, recognition or measurement
purposes, while some amendments that relate to
terminology and editorial changes are expected to have
no or minimal effect on accounting except for the
following:

The amendment to AASB 117 removes the specific
guidance on classifying land as a lease so that only the
general guidance remains. Assessing land leases based
on the general criteria may result in more land leases
being classified as finance leases and if so, the type of
asset which is to be recorded (intangible vs. property,
plant and equipment) needs to be determined.

The amendment to AASB 101 stipulates that the terms of
a liability that could result, at anytime, in its settlement by
the issuance of equity instruments at the option of the
counterparty do not affect its classification.

The amendment to AASB 107 explicitly states that only
expenditure that results in a recognised asset can be
classified as a cash flow from investing activities.

The amendment to AASB 118 provides additional

guidance to determine whether an entity is acting as a

principal or as an agent. The features indicating an entity

is acting as a principal are whether the entity:

» has primary responsibility for providing the goods or
service;

» has inventory risk;

has discretion in establishing prices;

» bears the credit risk.

v

1 January 2010

Management does not
believe that this will
represent a change of
policy to the group.

1 January 2010

AASB 2009-
7

Amendments to Australian
Accounting Standards

[AASB 5, 7, 107, 112, 136 &
139 and Interpretation 17]

These comprise editorial amendments and are expected
to have no major impact on the requirements of the
amended pronouncements.

1 July 2009

Management does not
believe that this will
represent a change of
policy to the group.

1 January 2010

AASB  2009-
8

Amendments to  Australian
Accounting Standards — Group
Cash-settled Share-based
Payment Transactions
[AASB 2]

This Standard makes amendments to Australian
Accounting Standard AASB 2 Share-based Payment and
supersedes Interpretation 8 Scope of AASB 2 and
Interpretation 11 AASB 2 — Group and Treasury Share
Transactions.

The amendments clarify the accounting for group cash-
settled share-based payment transactions in the separate
or individual financial statements of the entity receiving
the goods or services when the entity has no obligation to
settle the share-based payment transaction.

The amendments clarify the scope of AASB 2 by
requiring an entity that receives goods or services in a
share-based payment arrangement to account for those
goods or services no matter which entity in the group
settles the transaction, and no matter whether the
transaction is settled in shares or cash.

1 January 2010

Management does not
believe that this will
represent a change of
policy to the group.

1 January 2010
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VERVA PHARMACEUTICALS LTD.

Notes to the financial statements

ANNUAL REPORT 2009

Reference | Title Summary Application | Impact on | Application
date of | Group financial | date  for
standard* report Group*

AASB 2009- | Amendments to Australian The revised Standard introduces a number of changes to | 1January 2013 | Management does not | 1 January 2013

1 Accounting Standards arising the accounting for financial assets, the most significant of believe that this will

from AASB 9 which includes: represent a change of
[AASB 1,3, 4,5,7,101,102, > two categories for financial assets being policy to the group.
108, 112, 118, 121, 127, 128, amortised cost or fair value
131, 132, 136, 139, 1023 & > removal of the requirement to separate
) embedded derivatives in financial assets
1038 and Interpretations 10 & > stict requirements to determine which
12] financial assets can be classified as
amortised cost or fair value, Financial assets
can only be classified as amortised cost if (a)
the contractual cash flows from the
instrument represent principal and interest
and (b) the entity’s purpose for holding the
instrument is to collect the contractual cash
flows
» an option for investments in equity instruments
which are not held for trading to recognise
far value changes through  other
comprehensive income with no impairment
testing and no recycling through profit or loss
on derecognition
» reclassifications between amortised cost and
fair value no longer permitted unless the
entity’s business model for holding the asset
changes
» changes to the accounting and additional
disclosures for equity instruments classified
as fair value through other comprehensive
income
AASB 2009- | Amendments to Australian | This amendment makes numerous editorial changes to a | 1 January 2011 Management does not | 1 January 2011
12 Accounting Standards | range of Australian Accounting Standards and believe that this will
[AASBs 5, 8, 108, 110, 112, | Interpretations. represent a change of
119, 133, 137, 139, 1023 & policy to the group.
1031 and Interpretations 2, 4, | The amendment to AASB 124 clarifies and simplifies the
16, 1039 & 1052] definition of a related party as well as providing some
relief for government-related entities (as defined in the
amended standard) to disclose details of all transactions
with other govemment-related entities (as well as with the
govemnment itself)
Interpretation  Interpretation 19 Extinguishing  This interpretation clarifies that equity instruments issued 1 July 2010 Management does not 1 January 2011
19 Financial Liabilities with Equity  to a creditor to extinguish a financial liability are believe that this will

Instruments

“consideration paid” in accordance with paragraph 41 of
IAS 39. As a result, the financial liability is derecognised
and the equity instruments issued are treated as
consideration paid to extinguish that financial liability.

The interpretation states that equity instruments issued in
a debt for equity swap should be measured at the fair
value of the equity instruments issued, if this can be
determined reliably. If the fair value of the equity
instruments issued is not reliably determinable, the equity
instruments should be measured by reference to the fair
value of the financial liability extinguished as of the date
of extinguishment.
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VERVA PHARMACEUTICALS LTD. ANNUAL REPORT 2009

Notes to the financial statements

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONT)

(d) Basis of consolidation

The consolidated financial statements comprise the financial statements of Verva Pharmaceuticals Limited (“the Parent”) and its
subsidiaries (“the Group”).

The financial statements of subsidiaries are prepared for the same reporting period as the parent company, using consistent
accounting policies. Adjustments are made to bring into line any dissimilar accounting policies that may exist.

All intercompany balances and transactions, including unrealised profits arising from intra-group transactions, have been
eliminated in full. Unrealised losses are eliminated unless costs can not be recovered.

Subsidiaries are consolidated from the date on which control is transferred to the Group and cease to be consolidated from the
date on which control is transferred from the Group.

The acquisition of subsidiaries is accounted for using the purchase method of accounting. The purchase method of accounting
involves allocating the cost of a business combination to the fair value of the assets acquired and the liabilities and contingent
liabilities assumed at the date of acquisition.

(e) Significant accounting estimates and assumptions

The carrying amount of certain assets and liabilities are often determined based on estimates and assumptions of future events.
The key estimates and assumptions that have a significant risk of causing a material adjustment to the carrying amounts of
certain assets and liabilities within the next annual reporting period are:

Impairment of goodwill and intangibles with indefinite useful lives

The Group determines whether goodwill and intangibles with indefinite useful lives are impaired at least on an annual basis. This
requires an estimate of the recoverable amount of the cash—generating units to which the goodwill and intangibles with indefinite

lives are allocated. The assumptions used in this estimation of recoverable amount and the carrying amount of goodwill and
intangibles with indefinite useful lives are discussed in note 13.

(f) Cash and cash equivalents

Cash and short-term deposits in the balance sheet comprise cash at bank and in hand and short-term deposits with an original
maturity of three months or less. For the purposes of the Cash Flow Statement, cash includes cash and cash equivalents as
defined above.

) Plant and equipment
Cost and valuation

Plant and equipment are carried at cost less accumulated depreciation and any impairment in value.
Depreciation
Depreciation is provided on a straight-line basis on all plant and equipment.

Major depreciation periods are:
Plant and equipment:

- office equipment 2-5 years

Impairment

The carrying values of plant and equipment are reviewed for impairment when events or changes in circumstances indicate the
carrying value may not be recoverable.

If any such indication exists and where the carrying value exceeds the estimated recoverable amount the assets are written down
to their recoverable amount. The recoverable amount of plant and equipment is the greater of the fair value less costs to sell and
value in use.

(h) Trade and other receivables

Trade receivables, which generally have 30 day terms, are recognised and carried at original invoice amount less any allowance
for any uncollectible amounts. An estimate for doubtful debts is made when collection of the full amount is no longer probable.
Bad debts are written-off when incurred.

(i) Research costs
Research costs are expensed as incurred.
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VERVA PHARMACEUTICALS LTD. ANNUAL REPORT 2009

Notes to the financial statements

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONT)

()  Goodwill

Goodwill on acquisition is initially measured at cost, being the excess of the cost of the business combination over the acquirer’s
interest in the fair value of identifiable assets, liabilities and contingent assets acquired. Following initial recognition, goodwill is
measured at cost less any accumulated impairment losses.

Goodwill has not been amortised since the implementation of AIFRS on July 1, 2004. Goodwill is reviewed for impairment
annually or more frequently if events or changes in circumstances indicate that the carrying value may be impaired. The basis for
calculating possible impairment of goodwill is set out in note 14.

(k) Intangible assets

Intangible assets acquired separately are capitalised and initially measured at cost. Following initial recognition, intangible assets
are carried at cost less any accumulated amortisation and any accumulated impairment losses. The basis for calculating possible
impairment of intangible assets is set out in note 13.

[{)] Impairment of assets

At each reporting date, the Group is required to assess whether there is any indication that an asset may be impaired. Where an
indicator of impairment exists, the Group makes a formal estimate of the recoverable amount. Where the carrying amount of an
asset exceeds its recoverable amount the asset is considered impaired and is written down to its recoverable amount.

An asset’s recoverable amount is the higher of its fair value less costs to sell and its value in use and is determined for an
individual asset, unless the asset does not generate cash inflows that are largely independent of those from other assets or group
of assets and the asset's value in use cannot be estimated to be close to its fair value. In such cases the asset is tested for
impairment as part of the cash-generating unit to which it belongs. When the carrying amount of an asset or cash-generating unit
exceeds its recoverable amount, the asset or cash-generating unit is considered impaired and is written down to its recoverable
amount.

(m) Employee benefits
Provision is made for employee benefits accumulated as a result of employees rendering services up to the reporting date.
These benefits include wages and salaries, annual leave and long service leave.

Liabilities arising in respect of wages and salaries, annual leave and other employee entitlements expected to be settled within
twelve months of the reporting date are measured based on remuneration rates which are expected to be paid when the liability
is settled. All other employee entitiement liabilities are measured at the present value of the estimated future cash outflow to be
made in respect of services provided by employees up to the reporting date. In determining the present value of the future cash
outflows, the interest rates attaching to government guaranteed securities which have terms to maturity approximating the terms
of the related liability are used.

Expenses for non-accumulating sick leave are recognised when the leave is taken and are measured at the rates paid or
payable.

(n) Pension and post-employment benefits

The Group makes contributions to external superannuation funds in accordance with existing employment contracts and to meet
its obligations under Australian taxation law.

The Group has no liabilities or commitments for post employment benefits for any employee as at December 31, 2009.

(0) Leases

Leases where the lessor retains substantially all of the risks and benefits of ownership of the assets are classified as operating
leases. Operating lease payments are recognised as an expense in the income statement on a straight-line basis over the lease
term.

(p) Trade and payables

Liabilities for trade creditors and other amounts are carried at cost which is fair value of the consideration to be paid in the future
for goods and services, whether or not billed to the Group.
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2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONT)

(a) Issued Capital
Issued and paid up capital is recognised at the fair value of the consideration received by the Group and is classified as equity.

Any transaction costs arising on the issue of ordinary shares are recognised directly in equity as a reduction of the share
proceeds received.

(] Earnings / (loss) per share

Basic earnings / (loss) per share is determined by dividing the loss after income tax by the weighted average number of ordinary
shares, outstanding during the period.

The computation of diluted loss per share is similar to basic loss per share, except that it assumes that potentially dilutive
securities, such as share options, were converted to shares as of the beginning of the period. The preference shares could
potentially dilute basic earnings per share in the future, but were not included in the calculation of diluted earnings per share
because they are anti-dilutive for the period presented.

(s) Income taxes

Deferred income tax assets and liabilities are measured at the tax rates that are expected to apply to the year when the asset is
realised or the liability is settled, based on tax rates that have been enacted or substantively enacted at the balance sheet date.

Current tax assets and liabilities for the current and prior periods are measured at the amount expected to be recovered from or
paid to the taxation authorities based on the current period’s taxable income. The tax rates and tax laws used to compute the
amount are those that are enacted or substantively enacted by the balance date.

Deferred income tax assets have not been recognised as it is not considered probable that taxable profit will be available against
which deductible temporary differences, and the carry-forward of unused tax assets and unused tax losses can be utilised.

(t) Revenue recognition
a) Research revenue

Revenue under research collaboration agreements is recognised as earned on a straight-line basis over the life of the respective
agreement as this reflects the level of effort required over the performance period. These agreements are performed on a “best
efforts” basis with no guarantees of either technical or commercial success. Project funding received in advance of the period in
which the associated research efforts are performed is included in deferred revenue.

b) Royalties
Royalties shall be recognised on an accrual basis in accordance with the substance of the relevant agreement.

¢) Interest

Interest income is recognised as interest accrues using the effective interest method, which is the rate that exactly discounts
estimated future cash receipts through the expected life of the financial asset to the net carrying amount of the financial asset.

d) Government grants
Revenue from government grants is recognised when received and all attaching conditions have been complied with.

When the grant relates to an expense item, it is recognised as income over the periods necessary to match the grant on a
systematic basis to the costs that it is intended to compensate.

(u) Other taxes
Revenues, expenses and assets are recognised net of the amount of GST except:

o where the GST incurred on a purchase of goods and services is not recoverable from the taxation authority, in which case the GST
is recognised as part of the cost of acquisition of the asset or as part of the expense item as applicable; and
e receivables and payables are stated with the amount of GST included.

The net amount of GST recoverable from, or payable to, the taxation authority is included as part of receivables or payables in
the consolidated Balance Sheet.

Cash flows are included in the consolidated Cash Flow Statement on a gross basis and the GST component of cash flows arising
from investing and financing activities, which is recoverable from, or payable to, the taxation authority are classified as operating
cash flows.

Commitments and contingencies are disclosed net of the amount of GST recoverable from, or payable to, the taxation authority.
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2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONT)

(v) Reclassifications

Certain reclassifications have been made in the financial statements to ensure that prior year comparatives conform to the
current year representations.

(w) Comparisons

The previous financial period was extended to cover the period July 1, 2007 to December 31, 2008. The reason for this extended
financial period was to synchronise the reporting periods of the consolidated entities. As a result of the different financial period
lengths, the periods shown are not entirely comparable.

(x) Financial liabilities

Financial liabilities that are issued preference shares include an embedded derivative liability regarding an option to convert into a
variable number of shares. The financial liability is initially measured at fair value. The fair value of the entire instrument is
deemed to be equal to the transaction price.

The embedded derivative liability has been separately measured and recognised at fair value.

The non-derivative host liability is accounted for at amortised cost using the effective interest rate method, and the 8% cumulative
dividend is accrued.
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3. SEGMENT INFORMATION

The Group has determined that is has only one operating and reportable segment performing biotechnology research in Australia
in the field of metabolic disease.

The Group has identified this operating segment based on the internal reports that are reviewed and used by the Chief Executive
Office (the chief operating decision maker) is assessing performance and in determining the allocation of resources.

4, REVENUES AND EXPENSES

Notes Consolidated Parent
12 months to 18 months to 12 months to 18 months to
December 31, December 31, December 31, December 31,
2009 2008 2009 2008
$ $ $ $
(a) Demerger Revenue
Debt forgiveness (i) - 13,523,484 - 13,523,484

(i) Loan payable to ChemGenex Pharmaceuticals Ltd was eliminated upon the demerger of Verva Pharmaceuticals Limited which included an amount of
$13,523,484 which was forgiven prior to the demerger of Verva Pharmaceuticals Ltd representing a gain on the forgiveness of debt in the Income Statement.

(b) Royalties
Licence fees 58,938 58,938

(c) Other revenue

Bank interest received 24,830 117,461 24,788 111,405

(d) Research expenditure
Metabolic diseases (341,548) (3,836,211) (341,548) (3,782,781

)

(e) Employee benefits expense

Wages and salaries (18,104) (153,976) (18,104) (153,976)
Worker's compensation costs - (4,326) - (4,326)
Superannuation costs (1,583) (13,904) (1,583) (13,904)

(19,687) (172,206) (19,687) (172,206)
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On December 21, 2007, Verva Pharmaceuticals Limited acquired 100% of the issued and voting share capital of Adipogen
Pharmaceuticals Pty. Ltd., an unlisted Australian proprietary company specialising in diabetes research. The components of the
acquisition were-

Consideration

Net Assets of Adipogen Pharmaceuticals Pty. Ltd. at December 21, 2007

Cash

shares issued

Trade Debtors
Prepayments

Payables and provisions
Fair value of tangible assets
Goodwill arising on acquisition

Net cash effect
Cash included in net assets acquired
Cash received for purchase of subsidiary as reflected in consolidated statement of cash-flows

$
3,600,000

159,198
800
4,188

164,186
47,049

117,137
3,482,863

3,600,000

159,198

159,198

The Income Statement is reflective of the transactions arising in respect of the parent entity from the period 1 January 2007 to 31
December 2009, and in respect of Adipogen Pharmaceuticals Pty. Ltd. from the period 22 December 2007 to 31 December 2009.

Notes Consolidated Parent
$ $ $ $
6. INCOME TAX
A reconciliation of income tax expense 12 months to 18 months to 12 months to 18 months to
applicable to accounting profit before income tax December 31, December 31, December 31, December 31,
and income tax expense during reporting periods 2009 2008 2009 2008
Accounting profit/(loss) before income tax (1,582,360) 5,271,885 (1,582,382) 5,190,449
Tax at statutory rates 30% (474,708) 1,581,564 (474,715) 1,557,135
Research and development allowance (25,616) (287,716) (25,616) (283,709)
Demerger revenue not taxable - (4,057,045) - (4,057,045)
Non-deductible items:-
Pre-merger losses covered by tax funding - 421,726 - 421,726
arrangement
Impairment expenses - 1,044,859 - 1,080,000
Legal fees — patent applications 42,230 42,230
Entertainment expenses 103 94 103 94
(457,991) (1,296,518) (457,998) (1,281,799)
Future income tax benefits not recognised 457,991 1,296,518 457,998 1,281,799

Income tax expense reported in income
statement
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6. INCOME TAX (CONT)

Deferred income tax benefits
Future income tax benefit arising from tax losses of the parent and a controlled entity are not recognised at reporting date as
realisation of the benefit is not regarded as probable.

(i) Prior to the de-merger of Verva Pharmaceuticals Ltd, Verva was part of a tax consolidated group with ChemGenex
Pharmaceuticals Ltd and therefore no tax losses incurred prior to the de-merger are carried forward.

Notes Consolidated Parent
$ $ $ $
12 months to 18 months to 12 months to 18 months to
December 31, December 31, December 31, December 31,
2009 2008 2009 2008
Revenue losses 1,754,509 1,296,518 1,739,797 1,281,799
1,754,509 1,296,518 1,739,797 1,281,799

This deferred income tax benefit will only be obtained if:
(a) future assessable income is derived of a nature and of an amount sufficient to enable the benefit to be realised;
(b) the conditions for deductibility imposed by tax legislation continue to be complied with; and
(c) no changes in tax legislation adversely affect the consolidated entity in realising the benefit.

Deferred income tax liabilities
At December 31, 2009 there are no recognised or unrecognised deferred income tax liabilities included.

Deferred income tax assets
At December 31, 2009 there are no recognised or unrecognised deferred income tax assets included.

7. EARNINGS / (LOSS) PER SHARE

Basic earnings / (loss) per share is determined by dividing the consolidated profit after income tax by the number of ordinary
shares outstanding at the end of the reporting period. The computation of diluted earnings per share is similar to basic earnings
per share, except that it assumes the potentially dilutive securities, such as share options, were converted to shares as of the
beginning of the period. The preference shares could potentially dilute basic earnings per share in the future, but were not
included in the calculation of diluted earnings per share because they are anti-dilutive for the period presented.

The following reflects the income and share data used in the earnings per share computations:

December 31, December 31,
2009 2008
Net profit/(loss) attributable to ordinary shareholders (1,582,360) 5,271,885
Number of ordinary shares on issue at the end of the reporting period: 44,237,635 48,199,378
Weighted Average number of ordinary shares on issue over the reporting period: 47,841,193* 44,770,170*

* The number of ordinary shares on issue and the weighted average number of ordinary shares on issue have been restated in
accordance with AASB133.28 to display the change in share capital that occurred on 13 December 2007 as a result of the
demerger as if the event had occurred at the beginning of the earliest period presented.

** The number of ordinary shares on issue and the weighted average number of ordinary shares on issue have been restated in
accordance with AASB133.

No share options were issued during the 12 months to December 31, 2009. (18 months to December 31, 2008: Nil)
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There were no dividends paid or proposed during the period ended December 31, 2009 and there have been no dividends paid

or proposed since reporting date and before the completion of these financial statements.

Consolidated Parent
$ $ $ $
12 months to 18 months to 12 months to 18 months to
December 31, December 31, December 31, December 31,
2009 2008 2009 2008
9. CASH AND CASH EQUIVALENTS
Cash at bank and at hand 1,114,811 293,970 1,114,811 291,877
Cash at bank earns interest at floating rates based on daily bank deposits
Reconciliation of the net profit (loss) after tax to
the net cash flows used in operations
Net profit/(loss) (1,582,360) 5,271,885 (1,582,382) 5,190,449
Adjustments for
Demerger Revenue - (13,523,484) - (13,523,484)
Impairment of Intangible assets - 3,482,863 - 3,600,000
Interest received (24,830) (117,461) (24,788) (111,405)
Depreciation 1,382 1,382 -
Changes in assets and liabilities
Increase/(decrease) in trade and other payables 407,960 754,442 407,959 754,442
Increase/(decrease) in deferred revenue - (165,688) - (165,688)
(Increase)/decrease in prepayments (28,727) (11,400) (28,727) (11,400)
(Increase)/decrease in trade receivables 62,204 (101,169) 62,204 (101,169)
Net cash flow used in operating activities (1,164,371) (4,410,012) (1,164,352) (4,368,255)
10. TRADE AND OTHER RECEIVABLES
Other debtors 38,965 101,169 38,965 101,169
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11. INVESTMENTS AND OTHER FINANCIAL ASSETS

Investments in Controlled entities

Name Country of

incorporation
Adipogen Pharmaceuticals Pty Ltd Australia
Movement

At January 1, 2009

Net of accumulated impairment
charges

At December 31, 2009

Net of accumulated impairment
charges

Percentage of equity interest
held by the consolidated entity

%
100

ANNUAL REPORT 2009

Investment

$

Verva Pharmaceuticals Limited acquired all shares in Adipogen Pharmaceuticals Pty Ltd on December 20, 2007. The investment
in Adipogen Pharmaceuticals Pty Ltd was impaired during the reporting period resulting from the impairment of the acquired

intellectual property.

12. PLANT AND EQUIPMENT

At December 31, 2008

Cost

Accumulated depreciation and impairment
Net carrying amount

At December 31, 2009

Cost

Accumulated depreciation and impairment
Net carrying amount

2,055

2,055

2,055
1,382
673
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13. INTANGIBLE ASSETS AND GOODWILL

Consolidated

As at January 1, 2009
net of accumulated amortisation

Intellectual Property

$

As at December 31, 2009, net of accumulated
amortisation and impairment

At December 31, 2008
Cost (gross carrying amount)
Accumulated amortisation and impairment

3,482,863
(3,482,863)

Net carrying amount

At December 31, 2009
Cost (gross carrying amount)
Accumulated amortisation and impairment

3,482,863
(3,482,863)

Net carrying amount

14, IMPAIRMENT TESTING OF GOODWILL AND INTELLECTUAL PROPERTY

For the period ended 31 December 2009 the company’s directors continued to apply a conservative approach to valuing the

recoverable amounts of the acquired intellectual property and gooduwill.

As at 31 December 2008 the Directors decided to decrease the carrying value of the acquired intellectual property and goodwill
acquired of $3.483m to nil. In making their determination the Directors reviewed the recent share capital raising and also
considered external sources of information, such as the current economic climate. The decrease in recoverable amounts
resulted in an impairment of the cash-generating unit and an impairment charge of $3.483m for the period ended 31 December
2008. The impairment is recognised as an expense and has no cash impact on the Group.

15. ISSUED CAPITAL AND RESERVES $
12 months to December 31, 2009 18 Months to December 31,2008
Ordinary shares Number of $ Number of shares $
shares
Issued and fully paid 44,237,635 16,060,383 48,199,378 16,100,000
Movements in shares on issue
Opening Balance 48,199,378 16,100,000 2 2
Share buy back (3,961,743) (39,618) (2) (2
-Shares issued to former ChemGenex - - 37,421,873 12,500,000
Pharmaceutical Limited shareholders upon
demerger
-Shares  issued to  former  Adipogen - - 10,777,505 3,600,000
Pharmaceuticals Pty. Ltd. Shareholders for
merger
End of the financial year 44,237,635 16,060,382 48,199,378 16,100,000
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16. TRADE AND OTHER PAYABLES

Consolidated Parent
2009 2008 2009 2008
12 months to 18 Months to 12 months to 18 Months to
December 31, December 31, December 31, December 31,
2009 2008 2009 2008
Trade creditors and accruals 191,438 268,606 191,438 286,606
Accrued interest on convertible notes (i) - 485,836 - 486,836
PAYG Withholding Payable 3,133 3,133 -
Superannuation Payable 896 896 -
195,467 754,442 195,467 754,442
(i) Refer to note 18 for terms and conditions of interest on convertible notes
17. LOAN FROM SUBSIDIARY
Payable to Adipogen Pharmaceuticals Limited - 81,458 79,343
18. CONVERTIBLE NOTES 12 months to 18 Months to 12 months to 18 Months to
December 31, December 31, December 31, December 31,
2009 2008 2009 2008
Current - 2,750,000 - 2,750,000
Non-current -
Total - 2,750,000 - 2,750,000

The Convertible Notes were converted to Series A Preference shares effective May 29, 2009 as a result of the Annual General

Meeting.
19. FINANCIAL LIABILITIES 12 months to 18 Months to 12 months to 18 Months to
December 31, December December 31, December
2009 31,2008 2009 31,2008
Cost 5,459,658 5,459,658
Interest 257,277 257,277
Total 5,716,935 5,716,935

On 29 May 2009, 116,162,786 preference shares were issued at 4.7 cents each. These preference shares have no expiry date,
have a cumulative dividend of 8% that is payable on the occurrence of certain exit events, and can be converted by the
preference share holder to ordinary shares at any time with no further consideration required to be paid to the Group. The total
value of the shares is $5,459,658, plus the accrued interest for the financial year of $257,277.

An embedded derivative liability also exists because the preference share agreement includes an option to convert into a variable

number of ordinary shares.

The embedded derivative (which relates to the right of the preference shareholder to convert the preference shares to ordinary
shares) has been measured using a bionomial method and includes the following inputs:

the exercise price of the option;

the life of the option;

the current price of the underlying shares;

the expected volatility of the share price;

the dividends expected on the shares (if appropriate); and
the risk free interest rate for the life of the option.
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The current price of the underlying shares is assumed to be negligible, and thus the overall fair value of the embedded liability
derivative is recognised at a nil value. For the purposes of AASB 7 paragraph 27A, the embedded liability derivative is classified
under Level 3 of the fair value hierarchy. Refer to Note 20(e) for further details.

20. FINANCIAL RISK MANAGEMENT OBJECTIVES AND POLICIES

The Group’s principal financial instruments comprise receivables, payables, cash and bank deposits and cash equivalents.

The Group manages its exposure to key financial risks, including interest rate and currency risk in accordance with the Group’s
financial risk management policy. The objective of the policy is to support the delivery of the Group’s financial targets whilst
protecting future financial security.

The main risks arising from the Group’s financial instruments are interest rate risk, credit risk and liquidity risk. The Group uses
different methods to measure and manage different types of risks to which it is exposed. These include monitoring levels of
exposure to interest rate risk and assessments of market forecasts for interest rate. Aging analyses and monitoring of specific
credit allowances are undertaken to manage credit risk. Liquidity risk is monitored through the development of future rolling cash
flow forecasts.

Primary responsibility for identification and control of financial risks rests with the Chief Executive Officer and the Board. The
Board considers proposals for managing each of the risks identified below, including the setting of limits for interest rate risk,
credit allowances and future cash flow forecast projections.

Risk Exposures and Responses

(a) Interest rate risk
The Group’s exposure to market interest rates relates primarily to the Group’s cash holdings.
The level of cash is disclosed in note 9.

At balance date the Group had the following financial assets exposed to variable interest rate risk that are not
designated in cash flow hedges

Consolidated Parent
$ $
Financial Assets
Cash and cash equivalents 1,114,811 1,114,811

Financial Liabilities - -
Net Exposure 1,114,811 1,114,811

The Group constantly analyses its interest rate exposure. Within this analysis consideration is given to a mix of fixed and variable
interest arrangements.

The following sensitivity analysis is based on the interest rate risk exposure at the balance sheet date.

At December 31, 2009, if interest rates had moved, as illustrated in the table below, with all other variables held
constant, post tax profit and equity would have been affected as follows:

Judgements of reasonably Post Tax Profit Equity

possible movements Higher/(Lower) Higher/(Lower)

Consolidated

+1% (100 basis points) 11,148 11,148
-.5% (50 basis points) (5,574) (5,574)
Parent

+1% (100 basis points) 11,148 11,148
-.5% (50 basis points) (5,574) (5,574)

The movements in profit and equity are due to higher/lower interest income from variable rate cash balances.

32 oF 39



VERVA PHARMACEUTICALS LTD. ANNUAL REPORT 2009

Notes to the financial statements

20. FINANCIAL RISK MANAGEMENT OBJECTIVES AND POLICIES (CONT)

(b) Foreign currency risk
As all operations are based in Australia and the Group has no significant foreign exchange liabilities, the Group had no
significant exposure to foreign exchange risk as at December 31, 2009.

It is the Group’s policy to monitor currency exposures, and to take forward cover, when appropriate, to minimise exposure.
There were no forward currency contracts in place as at December 31, 2009.

(c) Credit risk
As at December 31, 2009 the Group had exposure to trade and other receivables worth $38,965 (previously
$101,169 as at December 31, 2008). The Group’s exposure to credit risk is considered minimal.

(d) Liquidity risk
The Group’s objective is to maintain continuity of funding. As noted in Note 2(b) the Group is currently investigating
alternative capital raising opportunities.

(e) Fair Value
The Group uses the following in estimating the fair value of a financial instrument:

Level 3 - the fair value is estimated using inputs for the asset or liability that are not based on observable market
data.

The Group uses a binomial method in determining the fair value of the embedded liability derivative and the inputs
to this model are detailed in Note 19. The key input in this model is the current price of the underlying shares. As
the Group is unlisted, loss making and there is no market price for its shares, the Group has used net tangible
assets of the Group to value the shares. As this is currently in a negative position, the current price of the
underlying shares is considered to be negligible. Therefore a significant change would be required for there to be a
significant impact on the fair value of the derivative liability. Whilst this input to the model remains unchanged,
changes to any other inputs will have no effect on the fair value of the derivative. The impact is the same at both a
consolidated and parent entity level.

Maturity analysis of financial assets and liabilities based on management’s expectation.
The risk implied from the values shown in the table below reflects a balanced view of available cash and outflows recognised at
December 31, 2009. These assets are considered in the Group’s overall liquidity risk.

Year ended December <6 6-12 1-5 >5 Total
31,2009 months months Years years
$ $ $ $ $

Consolidated
Financial Assets
Cash & cash equivalents 1,114,811 - - - 1,114,811

Financial Liabilities

Trade & other payables (195,467) - - - (195,467)

Convertible preference (5,716,935) (5,716,935)
shares

Net Maturity (4,797,591) - - - (4,797,591)

Parent

Financial Assets

Cash & cash equivalents 1,114,811 - - - 1,114,811

Financial Liabilities
Trade & other payables (195,467) - - - (195,467)
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Convertible preference (5,716,935) (5,716,935)
shares
Net Maturity (4,797,591) - - - (4,797,591)

Net fair values

Recognised financial Instruments:

Cash and cash equivalents: The carrying amount approximates fair value.
Trade receivables: The carrying amount approximates fair value.

Trade payables: The carrying amount approximates fair value.

Financial liability: The carrying amount approximates fair value.

21. CONTINGENT LIABILITIES

Following the Demerger from ChemGenex the Group obtained commercialisation and licensing agreements with research
partners that may create an obligation to pay royalties calculated at 1% of Net Sales, upon successful commercialisation of
discovery targets, in the future. The possible value of these contingent liabilities has never been quantified as no sales have been
made.

The Group has no other contingent liabilities as at December 31, 2009 and nil contingent liabilities have arisen during the period
to the date of this report.

22. EVENTS AFTER THE BALANCE SHEET DATE

VVP808-002 Clinical Trial

In February 2010, Verva commenced a multi-site clinical trial evaluating VVP808 as a treatment for type 2 diabetes. The
VVP808-002 clinical trial is a randomized, placebo-controlled, double-blinded study designed to evaluate the safety and efficacy
of VVP808 in type 2 diabetes patients who are not receiving any other diabetes medications. Participants will receive oral
VVP808 or placebo daily for 24 weeks. The primary efficacy endpoint of the study will be a reduction in a standard blood marker
for diabetes (HbAuc) in participants receiving VVP808 compared to those receiving placebo. Secondary endpoints include other
markers for diabetes such as fasting blood glucose; homeostasis model assessment of insulin resistance (HOMA-IR) index; and
improvement in risk factors such as body weight, waist circumference, lipid profile and blood pressure. The VVP808-002 clinical
study is being conducted at 3 sites in Victoria, Australia. The Principle Investigator for the study is Professor Geoff Nicholson of
Barwon Health/Geelong Hospital in Geelong. Co-investigators are Professor Richard Simpson at Eastern Health/Box Hill
Hospital in Melbourne and Professor Joe Proietto of Austin Health/Heidelberg Repatriation Hospitals in Melbourne, Australia.
Clinical data are expected in early 2011.

ARC Linkage Grant

Verva and its scientific collaborators at the Metabolic Research Unit of Deakin University are finalising agreement on an
Australian Research Council (ARC) Linkage Grant to advance the VVP100X program and discover next-generation insulin
sensitizers for the treatment of type 2 diabetes. The ARC Linkage Grant entitled "Discovery and Development of Novel Insulin
Sensitising Compounds for the Treatment of Type 2 Diabetes” provides for AUD 300,000 in matching funds over 3 years.

There is no impact on the financial statements as a result of these events.

23. COMMITMENTS

As at December 31, 2009 the Group had no commitments for future service provision and no commitments other than those
disclosed in Trade and other payables (Note 16)
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24. DIRECTOR AND KEY MANAGEMENT PERSONNEL DISCLOSURES

(a) Loans to directors and executives

There are no loans to specified directors and specified executives and there have been no loans made to or repaid by specified
directors and specified executives during the period from January 1, 2009 to December 31, 2009.

(b) Compensation by Category to Key Management Personnel

Consolidated Parent
2009 2008 2009 2008
$ $ $ $
Short term employee benefits 316,998 153,976 316,998 153,976
Post Employment (Superannuation) - 13,904 - 13,904
Workers compensation insurance - 4,326 - 4,326
316,998 172,206 316,998 172,206
25. RELATED PARTY DISCLOSURES
Ultimate parent
Verva Pharmaceuticals Limited is the ultimate parent company.
Transactions by parent with subsidiary companies: 2009 2008
Amount transferred to Verva Pharmaceuticals Limited during reporting period 2,115 132,773
Amounts paid on behalf of Adipogen Pharmaceuticals Pty. Ltd. during reporting - 53,430
period
Amount owing to Adipogen Pharmaceuticals Pty. Ltd. as at December 31 2009 (81,458) (79,343)
Loans to Subsidiaries

Amounts owing by Verva Pharmaceuticals Limited to Adipogen Pharmaceuticals Pty. Ltd. are non-interest bearing.

Revenues
There were no transactions during the reporting period.

Expenses
There were no transactions during the reporting period.

Assets
As at December 31, 2009, no related parties had funds owing to Verva Pharmaceuticals Limited as Trade receivables.

Liabilities
As at December 31, 2009, no related parties had funds owing by Verva Pharmaceuticals Limited as Trade payables.
Preference shares

On 29 May 2009, preference shares were issued at a total value of $5,459,658 (Note 19). The shares were issued at
4.7¢ each to the following shareholders who were related to Directors of Verva Pharmaceuticals Limited:

Shareholder / Related Director Number of shares $

QBF (1&2) / Matthew Morgan 48,812,008 2,294,164

GBS Genesis (incl Westscheme, MTAA) / Andrew Baker 48,615,272 2,284,919

UIIT (1,2,3) / John Kurek 18,735,646 880,575
116,162,926 5,459,658
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Consolidated Parent
2009 2008 2009 2008

$ $ $ $
26. AUDITORS’ REMUNERATION
Amounts received or due and receivable by Emst & Young
Australia for:
— an audit or review of the financial report of the entity and 16,000 15,000 16,000 15,000

any other entity in the consolidated entity
16,000 15,000 16,000 15,000
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Directors’ Declaration

In accordance with a resolution of the directors of Verva Pharmaceuticals Limited, | state that:

In the opinion of the directors:

(a) the financial statements and notes and the additional disclosures included in the directors’ report designated as audited,
of the company and of the consolidated entity are in accordance with the Corporations Act 2001, including:

()  giving a true and fair view of the company’s and consolidated entity’s financial position as at December 31,
2009 and of their performance for the year ended on that date; and

(i) complying with Accounting Standards and Corporations Regulations 2001; and

(b) there are reasonable grounds to believe that the company will be able to pay its debts as and when they become due
and payable.

On behalf of the Board

YA
"‘-\.!' |~ e S

lan Nisbet
Director

Melbourne, 21st April 2010
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