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Our mission

“To build an internationally successful speciality
pharmaceutical business by bringing innovative
medicines to patients with respiratory and
autoimmune diseases.’

Notice of meeting

The Annual General Meeting of Pharmaxis Ltd will be held at the Sheraton on the Park,
161 Elizabeth Street, Sydney on Thursday 26th October at 2.30pm.
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aridol”

Aridol has been designed to assist the management of asthma.
Aridol is registered and sold in Australia and we are awaiting

its market approval in Europe. A final Phase Il clinical trial is
nearing completion in the U.S. which will allow us to file for
marketing approval with the FDA.

bronchitol

Bronchitol is under development as a new treatment for cystic
fibrosis, bronchiectasis and chronic bronchitis. The product is
likely to reach the market first for use in bronchiectasis as we
are well into the final Phase Il clinical trial. Planning is well
advanced for our Phase Il clinical trials for the use of Bronchitol
in cystic fibrosis. In addition, Bronchitol has applications in
acute exacerbations of chronic obstructive pulmonary disease
(COPD) and clinical work in this area is being planned.

Both Aridol and Bronchitol are manufactured at our licensed
GMP manufacturing facility in Sydney, Australia.

We are researching diseases of the immune system such
as multiple sclerosis, rheumatoid arthritis and asthma at our
laboratories within the Australian National University in
Canberra, Australia, and at our recently established
research facilities in Sydney.

Pharmaxis listed on the Australian Stock Exchange in 2003
and the US NASDAQ Global Market in 2005. We are well
funded to advance our clinical and commercial programs.



Aridol for asthma Aridol is a point-of-care test for airway inflammation that

facilitates the diagnosis of asthma

Current status

Aridol is approved for commercial sale in Australia

Sydney factory is GMP approved by Australian Therapeutic Goods Administration (TGA)
A% Commercial manufacture and sale of Aridol kits in Australia underway

Marketing applications filed in Sweden and Switzerland

o ™
Q r I d Ol Final registration clinical trial in US well advanced

Upcoming milestones

Sales expansion in Australia
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Approval in EU countries under mutual recognition procedure

Mannitol capsules for ol inhastion
Cameitis b lor o kg thet 10 Mt

# N\ v = e Appointment of additional international marketing/distribution partners
C‘Mﬂs\‘g = = EE p Commencement of sales in Sweden and other EU countries
pharmaxis

] Filing of New Drug Application in US

Product Pipeline

Respiratory diseases

Aridol — asthma

Aridol — COPD

Label extension for Aridol in COPD

During 2006, we commenced and closed recruitment on a clinical study investigating
the ability of Aridol to identify patients with chronic obstructive puimonary disease, Bronchitol — bronchiectasis
(COPD), who will respond to inhaled steroid treatment
Patient population: 30 million

Bronchitol — cystic fibrosis

Bronchitol — chronic bronchitis (hospital)

Autoimmune diseases

PXS25/64 — multiple sclerosis

PXS74 — asthma

bronchitol

Bronchitol for cystic Bronchitol is designed to clear lungs of excessive mucus and
fibrosis arrest the decline in lung function of patients with cystic fibrosis

Current status

Bronchitol has orphan drug designation in US and EU

Phase Il clinical trial successfully completed

Phase lll clinical trial protocols agreed with US FDA and European Medicines Agency
Planning is well advanced for two Phase Il clinical trials

Upcoming milestones

Commencement of Phase lll trial in EU and Australia — 2006
Commencement of Phase Il trial in US — 2007
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Bronchitol for COPD/ Bronchitol is a therapeutic dry powder delivered to the lungs
bronchiectasis twice a day to facilitate mucus clearance in patients with

bronchiectasis, a progressive lung disease

Current status

Bronchitol has orphan drug designation for bronchiectasis in the US

Phase Il clinical trial in progress in Europe & Australia

Bronchitol is supplied to select patients under the TGA Special Access Scheme

Upcoming milestones

Completion of European & Australian Phase Il clinical trial
Filing of marketing authorisation application in EU and Australia
Commencement of US Phase |l trial

i Clinical Trials i
Research Preclinical Phase | Phase Il Phase llI Reglstratlon Market

Europe Australia

Bronchitol for COPD/ Acute exacerbations of COPD are the most common cause

chronic bronchitis of admissions to hospital for respiratory illness. Bronchitol
is designed to help patients clear congested chests during
an exacerbation and improve their disease management

Current status

Bronchitol has been supplied to patients in a hospital setting on an individual basis
to help mucus removal, as a last treatment option. A clinical trial to establish the proof
of concept is underway

Upcoming milestones

Data from the proof of concept study
Commencement of Phase Il pivotal clinical trial



2006

Aridol approved for sale and marketing
in Australia; first orders taken and first sales
shipped to customers

Manufacturing process for Aridol and Bronchitol
licensed by Therapeutic Goods Administration
(TGA); commercial production of Aridol
commences

Bronchitol Phase Il clinical trial in cystic
fibrosis successfully completed

European operations commenced and first
European distributors appointed

Commenced:

Final US pre-registration trial of Aridol
Phase Il trial of Bronchitol in bronchiectasis
Label extension study of Aridol in COPD

Phase Il dose ranging trial of Bronchitol
in cystic fibrosis

Phase Il comparator trial of Bronchitol
in cystic fibrosis

Orphan Drug status granted by the
European Medicines Agency for Bronchitol
in cystic fibrosis

Established Sydney-based research
laboratories

Completed global capital raising of
$87 million on ASX and NASDAQ

Tripled manufacturing capacity

Applied to market Aridol in Australia and Europe

Orphan Drug status for Bronchitol granted by
US FDA for bronchiectasis and cystic fibrosis

NASDAQ Global Market listing of Pharmaxis American
Depositary Receipts (ADRs)

04

Awarded $6.1 million AusIndustry P3 Grant

Aridol Phase lll and Bronchitol Phase Il in
bronchiectasis clinical trials completed

Capital raising of $19.8 million
Level One ADR program established

03

Australian Stock Exchange Initial Public Offering raised
$25 million

Manufacturing facility licensed by TGA; production
commences

Awarded $6 million Ausindustry R&D Start Grant for
the development of new treatments for cystic fibrosis

02

Completed Series B private funding of $9.6 million

Frenchs Forest facility established



There are defining moments in the evolution of any
business and it’s important to recognize those moments
and to celebrate in their achievement. The company first
started working on the lung function test we now know
as Aridol back in 2002. Aridol was brought into the
company through a licensing agreement with the Sydney
South West Area Health Service in October 2001. Since
that time, we have set up a manufacturing facility with
the necessary regulatory approvals and manufactured
product for clinical use, undertaken extensive safety
studies including a 650 patient clinical trial involving

13 hospitals, reported and published the trial findings,
filed the marketing application and received approval

to sell Aridol in Australia. Pharmaxis became a public
company listed on the Australian Stock Exchange in
November 2003 and since that time we have gone
through a very productive period of growth.

In the 2006 fiscal year, Pharmaxis commenced
commercial operations with the booking of the first
Aridol sale. Commercial operations are expected to
expand internationally; first in Europe, and then to the
U.S. Pharmaxis UK Limited was established in February
2006, creating a European Pharmaxis presence to
manage the commercial operations in Europe and

the increasing number of international clinical trials.

The development of Aridol is a clear demonstration

of the capability of the management team to negotiate
the very complex path to the approval of a new
therapeutic agent.

Coming up fast behind Aridol is Bronchitol, a product
with an even brighter future accessing different patient
populations totalling over 31 million people and
operating in a very favourable competitive climate. For
Bronchitol we have set up a pilot manufacturing facility,
completed extensive safety trials, received approvals

to produce clinical trial product, successfully completed
Phase Il clinical trials for the product and commenced
Phase Il clinical trials.

There is work to be done but our prospects are
indeed exciting.

To complement our Australian listing, in August 2005,
the company listed on the U.S. NASDAQ exchange and
followed on immediately with an A$87 million capital
raising, simultaneously completed in both Australia and
the US. Access to, and recognition by, the large US

capital markets are important components of building
an international pharmaceutical business. As a result
of this transaction the company has sufficient funds
to complete the clinical programs and international
commercial launch of both Aridol and Bronchitol for
cystic fibrosis and for bronchiectasis.

We are, therefore, well positioned to achieve our
exciting prospects.

The Board of Directors commenced the initial steps

of transformation during the year and now comprises

a majority of independent directors. Following the
appointment of Dr Peter Farrell, Dr Carrie Hillyard

and Dr Brett Charlton stepped down from the Board.
Dr Charlton was a founding director and continues as
a full time executive of the company, overseeing our
extensive clinical program. Dr Hillyard originally joined
the board in 2002 as representative of a venture capital
fund shareholder of which she is a partner. | thank both
Dr Charlton and Dr Hillyard for their contribution to the
board over the crucial formative years of the company.

| trust you will enjoy reading this, our third, annual report
and share with me the excitement that comes with our
achievements and the prospects in front of us.

On behalf of you, our shareholders, | thank the board,
our management and our staff for their efforts over
the past year.

Yours respectfully

Denis Hanley AM <Dy .*.




It is a great pleasure to present the 2006 annual report
of your company. The year we are leaving behind has
been one of great challenge and great reward.
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We have put a number of very important milestones
behind us, of which the most significant were; a capital
raising sufficient for our medium term needs, generating
income from the sale of Aridol and commencing a pivotal
Bronchitol Phase Il clinical study. If ever there was a time
to pause and look behind at what has been achieved
and look ahead at what is to come, it would be now.

Review

This year marks another important turning point in the
relatively short life of Pharmaxis Ltd. It has been a year
of quality achievements on the roadway to realising

our ambition of becoming a successful international
healthcare company. We are now supplying important
new medicines to patients dealing with the daily
challenges of long term intractable diseases. The focus
for everyone within the company is, as always, the
patient and as we bring our products to the international
market place, we believe our products will enjoy a bright
future as they make a positive impact on people’s lives.
The demand we are experiencing for both Aridol and
Bronchitol is very welcome and gratifying and offers
some reward as we work our way through the long

and oftentimes arduous process of satisfying the
regulatory demands of the various healthcare
administrations worldwide.

This year, we announced the results from an important
clinical trial involving patients with cystic fibrosis and, in
March 2006, we received the first marketing approval for
Aridol from the Australian regulatory authorities. These
are two very significant operational milestones behind us
and positions us well for the next phase of growth. For
the year going forward, our chief tasks are disarmingly
simple in concept but peppered with potential pitfalls in
execution. We must move Bronchitol through the final
phase of its clinical testing as rapidly and as efficiently
as possible and we must ensure that Aridol enjoys a
market success.



Aridol

For Aridol, the Australian marketing approval pertains to
the use of Aridol in detecting hyperresponsive airways

in patients suspected of having asthma. A marketing
authorisation application was filed with the Swedish
Medical Products Agency in May 2005 as entry to the
mutual recognition procedure in the European Union.
The Swedish review has taken longer than we were
advised when the documentation was submitted and
longer than the average review period advertised by the
Swedish agency. This reflects an increased workload

for the agency rather than difficulties with the application
or difficulties with the data supporting the use of Aridol.
The various regulatory bodies within the European
Union have subscribed to a process known as the
mutual recognition procedure. This formalised procedure
is designed to give pharmaceutical companies access
to all markets within the European Union following review
and approval by a member country. While there is still

a significant review process to go through for each
individual country within the European Union, we are
planning the European launch of Aridol and are looking
forward to the conclusion of the mutual recognition
procedure.

During the year, a pivotal Aridol Phase Il trial was
initiated in the U.S. with a target patient recruitment of
280 involving 30 participating clinical centres. This is
certainly the largest clinical trial ever undertaken in the
U.S. by an Australian pharmaceutical company. The
study commenced enrolment in December 2005 and
data from the trial is expected to be available during
the September 2006 quarter. We expect that the
outcome of the study will lead to a filing for marketing
approval of Aridol in the U.S.

A high degree of skill is involved in navigating the
clinical trial and regulatory review process and an
additional compounding complexity is our desire to
control the manufacturing processes for both Aridol and
Bronchitol. We hold a strong belief that full control and
understanding of the manufacturing process is essential
for a full return to our shareholders, and to ensure a

full return on our investment in product development.
Of course, maintaining compliance with manufacturing
regulatory requirements is part of our business and,
during the year, we were very pleased to receive a
positive opinion from the Australian regulators on the

expansion of our manufacturing facility. We now have

a licence to manufacture Aridol and Bronchitol for
commercial sale and for clinical trials. Further expansion
of our manufacturing facility will be required as Bronchitol
enters the market. Subject to the clinical trial process
and regulatory review process, we are planning for a
2008 launch for Bronchitol in its first market.

With a two year lead time to install and qualify our
manufacturing equipment, we have already started the
planning process to ensure we are well prepared when
2008 comes around. This year, we have manufactured
and shipped over 2,600 Aridol kits, 198,000 capsules of
Bronchitol for clinical trial and supplied 20,000 capsules
of Bronchitol, on a compassionate use basis to people
with no other alternative to help with clearing their lungs.

An important United Kingdom investigator sponsored
study is evaluating the power of Aridol to manage
patients with asthma, over a 12 month period, in the
setting of the general practice. We expect patient
enrolment will close by the end of 2006 and data from
the study to be available in 2007. This is one of many
studies that we have with the world leading asthma
researchers to ensure that Aridol is embraced as the
principal technology for assessing airway inflammation.
The ultimate success of Aridol is dependent upon uptake
by the major research and teaching laboratories around
the world and currently we have over 65 such studies
at various stages in their gestation. This enthusiasm for
Aridol amongst the international key opinion leading
scientists bodes well for its future and underscores the
importance of improving asthma management.

The misdiagnosis of asthma is common, particularly

in the primary care setting and, as with any inaccurate
diagnosis, this brings treatment difficulties for both the
patient and the physician. While there are a number of
effective therapies for treating asthma, there still exists
a need for new drugs as many sufferers still have an
inadequate response to existing treatments. New
therapies are under development to address this clinical
need and within our own research laboratories we have
an active programme looking for new asthma therapies.
We were very pleased, therefore, to receive an order
for Aridol from a U.S. biopharmaceutical company
investigating a new treatment for people with asthma.
Aridol was selected by the company to help identify
those patients most likely to respond to the



investigational treatment and to monitor the patients
health throughout the clinical trial. We expect this side
of the Aridol business to grow over the coming years.

Bronchitol

Bronchitol has also had a very important year and we
have enjoyed the support of many people with chronic
lung complaints willing to participate in our clinical
studies. Running clinical trials is fraught with difficulties
and there are an inordinate number of activities that
require orchestration. However, the greatest unknown,
the biggest challenge, and the single most common
reason for clinical trials to overrun budget and timeline,
is patient recruitment. We never take patient participation
for granted and when we can return the commitment,
we do. During the year we have supplied Bronchitol to
people with no alternative treatment options under the
Australian government sponsored Special Access
Scheme. Many of these patients have been taking
Bronchitol for well over a year. In addition, we have
supplied Bronchitol to a number of Category A patients
with severe life threatening lung congestion - again

on compassionate grounds. A Category A patient is
defined in the legislation as one who is seriously ill with
a condition from which death is reasonably likely to
occur. These patients have responded well to Bronchitol
treatment and it is a great reward to know that the
endeavour we have put into product development is
directly, and dramatically, affecting peoples lives.

Now Bronchitol has entered the last lap of its
development. We have commenced our Phase I
programme designed to lead to the approval to use
Bronchitol for patients with cystic fibrosis and
bronchiectasis. The first study to commence recruitment
is being conducted in patients with bronchiectasis and
is taking place in Australia and Europe. There are no
treatments approved to enhance mucus clearance in
patients with bronchiectasis. While this provides us with
an excellent opportunity to ensure Bronchitol is the
treatment of choice, it also means that no precedents

have been set to navigate through the regulatory hurdles.

For all of us involved, it’s very exciting to have the
potential to be the first company to bring a new
medicine for bronchiectasis to the market. The clinical
trial has started and we look forward with a great deal
of anticipation to the first set of results which are due
in 2007.

During the year we reported a very successful clinical
trial in patients with cystic fibrosis. This study showed
that Bronchitol improved lung function and quality of life
in people with cystic fibrosis. The results from the study
were presented at the U.S. Cystic Fibrosis Foundation
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annual meeting in Baltimore and generated considerable
interest amongst the research community. Since then,
the study results have been presented at the American
Thoracic Society Meeting in San Diego and at the
European Cystic Fibrosis Conference in Copenhagen.
In addition, meetings to discuss the path to market
approval have been held with the U.S. Food and Drug
Administration and the European Medicines Agency.
We are now getting organised to commence the first
Phase llI clinical trial which will take place in Europe
and Australia. In addition to this study, we have clinical
studies running in London and in Canada to help us
better understand the positioning of the drug and the
most appropriate dose for use in children and adults.

The Year Ahead

We have now joined the ranks of those companies
generating revenue from the sale of our products.
Although Australia is a small percentage of the world
market, it represents a sophisticated market and many
of the market dynamics are replayed in other territories.
Lessons learned here can be quickly adopted in other
territories. For Europe, we have chosen to work with
small local sales and distribution partners and the first
of those to be established was Nigaard for Scandinavia.
Europe is a diverse market, with different approaches to
managing asthma and different pricing pressures across
the continent. Following the decisions from the relevant
authorities, we will work closely with our distributors over
the coming year to achieve a successful uptake of Aridol
into this important market. For the U.S. we look forward
to the results from our current clinical program and
expect to be in a position to file our New Drug Application
to apply for the marketing of Aridol. As always, we will
work to ensure a smooth regulatory review process.

For Bronchitol we hope to be able to report a successful
Phase llI clinical study in patients with bronchiectasis
and that we have filed for our first marketing application
for this condition. In cystic fibrosis, we hope to be well
into the final pivotal Phase Il studies.

With the successful November 2005 capital raising
behind us, we have the financial reserves to complete
the full product development of both Aridol and
Bronchitol. | thank you for your support and look forward
to another important year for your company.

S . Gidah = .

e

Alan Robertson
Chief Executive Officer



e - | ——ry ,a Wiy

P ! ! 1 : ' . . \ | ]
. | — /—.\ ”—.\ "——-.\ ’.—-\ ﬂ — —— j ’ I L&J
; J '
:

d B Ei i ¢ } ) G p .

qTi\/—\rp “

ﬂ’a @@ en(|
Products

As 2006 marks the year in which our first (our research activities). For descriptions of the
product was registered and launched, this year’s diseases we target, a glossary of terms, and a
annual report includes a new section — Product guide to the clinical trials, regulatory and
Delivery (an update on bringing Aridol to market) approval process, see pages 93-104.

— as well as Product Development (our progress
in clinical trials of Bronchitol), and Discovery



Product Delivery

Introducing Aridol for Asthma

Aridol is the company’s first product to reach the market.
On 22 March 20086, the Australian Therapeutic Goods
Administration (TGA) approved Aridol for identifying
bronchial hyper-responsiveness to assist in the diagnosis
of asthma. The registration represents the culmination of
over 10 years’ work by a large number of people, from
the scientists at the Royal Prince Alfred Hospital, Sydney,
to the preclinical, clinical, regulatory and manufacturing
teams at Pharmaxis. The registration of Aridol is a
significant outcome for all involved, and we are now
focused on also obtaining registration in Europe and the
US. Along the way, Pharmaxis has grown from a small
group of scientists to an integrated company comprising
more than 60 professionals.

Aridol is unique for a number of reasons. It is the only
lung function test registered for sale in Australia and will
be the first indirect bronchial provocation test registered
in the US and Europe. It has the advantage of being
highly specific in identifying people with active asthma
who have the potential to respond to treatment with
anti-inflammatory drugs. Of particular interest to busy
healthcare professionals is the availability of Aridol in a
small, complete kit form that requires no preparation
time, specialist equipment, sterilisation or even clean-up.
Additionally, one trained operator can administer the
test within a relatively short time.

Aridol was first patented as an osmotic inhalant in

1995, and licensed from the Central Sydney Area

Health Service (now the Sydney South West Area Health
Service) by Pharmaxis in 2001. During the five years
since licensing Aridol, Pharmaxis has completed the
clinical trials necessary for registration in Australia

and Europe and developed and refined the Aridol
manufacturing process, which is now licensed to

GMP standards by the TGA. We also raised the

capital required to fund these activities.
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Commercial launch of Aridol

The final phase of development — building commercial
infrastructure — has so far seen an Australian sales and
marketing force established, the first international
marketing and distribution partners appointed in
Switzerland and Sweden, and the establishment of a
European Pharmaxis operation. Additional marketing and
distribution partners will be appointed over the coming
months. We have also continued to build relationships
with leading respiratory physicians that, along with
associated investigator sponsored clinical trials, will
facilitate wider usage and acceptance of Aridol within
the global respiratory community.

A distinctive Aridol logo and colour scheme has

been designed, and is now used in all packaging and
promotional materials to ensure consistent branding
across all markets.

An essential component of the commercial launch

of Aridol has been direct targeting of the respiratory
healthcare professionals and related organisations. It is
important to ensure healthcare professionals understand
Aridol’'s unique features and how to incorporate Aridol
into their patient care regimen.

e Respiratory laboratories currently perform most
bronchial challenge tests in Australia. We have
identified the several hundred laboratories in
Australia and our sales force has been progressively
introducing them to Aridol and training them in
how to administer an Aridol test.



2006 Aridol Highlights
Registered for marketing in Australia by the TGA
Commenced commercial product manufacture
Commenced sales and marketing activities in Australia

Commenced preparations for marketing in Europe

Launched to healthcare professionals at Thoracic Society

of Australia & NZ meeting
First orders received for Aridol

Established European operation and appointed initial
marketing partners

Commenced US trial for FDA registration

¢ Respiratory specialists refer patients to laboratories
for testing or may administer a test themselves.
Specialists are particularly interested in the underlying
scientific and clinical data.

e Hospitals. A number of the laboratories and
specialist clinicians are attached to hospitals.
Approval of a Hospital Formulary submission is
required before its centralised pharmacy may
purchase products such as Aridol. Our sales force
assists in the preparation of submissions to hospital
formulary committees.

The diagnosis and management of asthma is guideline-
driven, and we have deliberately concentrated marketing
efforts initially on the specialists who dictate the approach
to disease management, before approaching primary
care physicians.

The Australian launch of Aridol took place at the annual
meeting of the Australian Thoracic Society in Canberra
from 24-29 March 2006, and product became available
to health professionals from mid-June 2006. In the few
weeks prior to the end of the financial year, we received
the first orders for Aridol including the first commercial
sale to the US, where a biopharmaceutical company will
use Aridol in a series of Phase |l clinical trials of a new
asthma therapeutic under development.

Progressing US FDA registration

To obtain marketing approval for Aridol from the FDA,
Pharmaxis is completing an additional clinical trial in the
US. This Phase Il Aridol study is one of the largest
clinical trials ever conducted by an Australian company

in the US. The trial is designed to assess the predictive
power of Aridol to identify patients with asthma.
Following release of the results of the trial a New Drug
Application will be lodged with the FDA.

Progressing EU marketing authorisation

Our marketing authorisation application was lodged

with the Swedish Medical Products Agency in May 2005,
as the first step to the mutual recognition procedure that
will enable Pharmaxis to sell Aridol throughout the
European Union.

Scientific community activities

Specialist respiratory physicians around the world have
shown significant interest in Aridol, as evidenced by the
large number of investigator-sponsored studies currently
in planning or in process — more than 65 in total. One
study of particular interest is in the United Kingdom. It is
evaluating the ability of Aridol to accurately determine the
optimal dose of inhaled corticosteroid (ICS) in newly and
already diagnosed asthmatic patients. The trial is being
conducted over a 12-month period, in the general
practice setting. Full enrolment is expected by the end
of 2006 and we anticipate data from the study will be
available in 2007.

Publications in respected journals and presentations
have continued. During the year, the results of our trials
and further research associated with Aridol have been
published in peer-reviewed professional journals such as:
Respiratory Research (Brannan, Anderson, Perry et al);
Respirology (Koskela, Martens, Brannan et al); European
Respiratory Society proceedings (Pjorsberg et al, and

1



Brannan et al). In addition, posters and presentations
have been made at the European Respiratory Society
(ERS); Thoracic Society of Australia and New Zealand
(TSANZ)), American Academy of Allergy, Asthma and
Immunology (AAAAI), and European Cystic Fibrosis
Society (ECFS).

During the year, Pharmaxis joined the newly formed
Australian Cooperative Research Centre for Asthma and
Airways (CRCAA), which focuses on three core areas of
airways research: diagnosis and monitoring; new
treatments; and assessing the consequences of

air quality.

Aridol for COPD

In addition to its utility in detecting airway
hyperresponsiveness in patients suspected of having
asthma, Aridol can also be used in patients with

COPD who also have airway hyperresponsiveness.

This subset comprises approximately 20-25 per cent

of the approximately 30 million patients with COPD in
the western world, and is the group most likely to have a
positive treatment response to inhaled anti-inflammatory
drugs. Currently there is no effective method to
determine this subgroup of patients.

The first patient in our Australian-based trial, COPD-201,
enrolled in September 2005. The trial seeks to confirm

a formal link between airway hyperresponsiveness as
detected by an Aridol test, and a positive response to
inhaled corticosteroids in patients with COPD. An
investigator-led trial previously indicated that this was
the case. The trial closed enrolment at the end of March
and results are expected in the third quarter of 2006.

12  Pharmaxis Annual Report: 2006

e

w
N

A

Ve 4

»

N

Outlook for Aridol in 2007
Expansion of commercial sales in Australia
Marketing approval in European Union

Report on US Phase Il trial and lodgement of
New Drug Application with US FDA

Appointment of additional distributors

Completion of trials of Aridol in COPD

Clinical Trials of Aridol led by Investigators

A0S Norway — 7
anada — ~
—7 Denmark <0~ == Sweden - 4
UK—g —— e — Germany/NL - 2
France - 1
USA—4 Spain-1—

Switzerland - 11 5 06 4

Australia - 15—

Total 65 clinical trials
7,000 patients



Product Development

Progress with Bronchitol

Bronchitol is the second product under development.

It is now in the final stages of evaluation for two clinical

conditions. We have commenced a Phase Il clinical trial
for bronchiectasis and expect to commence a Phase |lI
clinical trial in cystic fibrosis during the second half

of 2006.

Bronchitol is proving to be a powerful agent to mobilise
and clear mucus from a range of lung conditions. We
have initially targeted two diseases where consistent long
term mucus build up significantly encroaches upon a
patient’s daily quality of life: cystic fibrosis and
bronchiectasis. The completed Phase Il clinical studies
in these two conditions demonstrated that Bronchitol will
have a significant role to play once it has completed the
clinical and regulatory process. Bronchitol is also being
developed for chronic bronchitis where the mucus build
up is not always the consistent daily challenge it is in
cystic fibrosis and bronchiectasis.

Over the past twelve months, as we have reviewed the
results of our own clinical studies and reviewed the work
of others, we have expanded our expectations for the
use of Bronchitol in cystic fibrosis. Bronchitol facilitates
mucus clearance by restoring normal lung defence
mechanisms and improving the flow of mucus. Restoring
normal lung defence before the patient’s lung deteriorates
offers the possibility of reduced lung infections and

2006 Bronchitol Highlights

Cystic Fibrosis
Successfully completed Phase |l clinical trial
Commenced recruitment of Phase Il dose finding trial

Commenced investigator-led European trial comparing
Bronchitol with existing treatments

Concluded an End of Phase Il meeting with the US FDA

Concluded a Protocol Assistance meeting with the
European Medicines Agency

Planning for Phase Il trial well advanced
European Orphan Drug designation granted
Bronchiectasis

Commenced international Phase Il trial

improved lung performance. A long-term goal of the
project is to deliver Bronchitol to very young children
with cystic fibrosis. To date, our youngest patients have
been aged six, but we are working on new ways to
deliver Bronchitol to patients as young as 24 months
of age.

Over the last year, we also carried out research into the
application of Bronchitol in conditions where short-term
mucus build-up requires clinical intervention within a
hospital. Hospitals treat a large number of patients

each week for retained mucus in the lungs. While the
underlying cause can be quite varied, the current
treatment typically involves physiotherapists assisting
with postural drainage and cough clearance. Our early
pilot studies in bronchiectasis, cystic fibrosis and chronic
bronchitis indicate that Bronchitol has a potential role

to play, and we are planning clinical studies to investigate
this further.

Bronchitol for Cystic Fibrosis
Phase Il trial successfully completed

Results of our Phase |l trial using Bronchitol for cystic
fibrosis were released in August 2005. The aim of the trial
was to show that Bronchitol improved mucus clearance
as demonstrated by an improvement in lung function.
This primary objective of the trial was achieved, with
patients’ overall lung function improving significantly
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during the study period. A person with cystic fibrosis will
generally experience a drop in lung function every year,
so to improve lung function is of great benefit to the
patient. Additional study objectives were also achieved,
the most important of which was a significant
improvement in the air flowing in the small airways.

This is an important measure to improve, as it is in the
small airways that lung function deterioration usually
starts in patients with cystic fibrosis.

The outcome from this study has been discussed with
the regulatory agencies in Europe and in the USA and
agreement has been reached on the design of a Phase |lI
clinical trial. The planning for these trials is now well
advanced and we expect to commence the European
trial in the second half of 2006 and the US trial in the
beginning of 2007.

Canadian dose finding trial underway

In July 2005, a Phase |l trial designed to determine

the most suitable dose of Bronchitol for patients with
cystic fibrosis received approval from Health Canada,
Canada’s regulatory authority. The first patient enrolled
in November 2005; all participants follow a three-month
study period, during which time four different strengths
of Bronchitol are tested. There have been no difficulties
with the patients once they have been enrolled into the
study, but enrolment has been slower than anticipated.
Nevertheless, the outcome of the trial is important for
our marketing application dossier and we now expect
that results from the study will be due in the second
half of 2006.

European comparator trial underway

A UK-based investigator-led trial is being conducted

in children aged 8 to 18 years and is recruiting patients
steadily. This trial compares Bronchitol with the most
commonly prescribed drug to improve mucus clearance
in patients with cystic fibrosis. The market leading
therapy, recombinant human DNAse, is designed to
cleave the mucus and help patients with its removal.
Bronchitol, on the other hand, is designed to restore the
protective fluid layer surrounding the lungs and improve
normal lung clearance mechanisms. Our expectation is
that patients being treated with DNAse will also receive
additional benefit from receiving Bronchitol, as the two
drugs work in a quite different fashion. Each patient is
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being treated for three months and each patient receives
Bronchitol and DNAse either alone or together. The
outcome of the study is important for the patients

with cystic fibrosis and will allow us to give appropriate
guidance on the use of Bronchitol following its

marketing approval.

European Orphan Drug designation

In 2005, the US FDA and the European Medicines
Agency (EMEA) granted orphan drug status for Bronchitol
in cystic fibrosis. The Orphan Drug Act is designed to
encourage the development of drugs for relatively rare
diseases; incentives associated with orphan designation
include the availability of assistance in planning and
preparation of the Phase Il trials in both jurisdictions,
reduced registration fees, and a period of market
exclusivity from marketing approval of seven years

in the USA and ten years in the European Union.

Bronchitol for Bronchiectasis

Bronchiectasis is a lung disease in which the small
airways become irreversibly damaged, resulting in dilation
of the small airways, inflammation and excessive mucus
production. For the patient, this means difficulty in
breathing, constant lung clearance and a high impact on
the quality of life. As lung function deteriorates later in life,
the difficulties associated with living with the disease are
exacerbated and a high burden is placed on the patient
and their family. There are no drugs used currently that
effectively help the patient with mucus clearance and
Bronchitol is the leading agent under development for
this patient group. This has meant a series of detailed
discussions with the regulatory agencies and key
opinion-leading scientists on the best way to
demonstrate that Bronchitol is improving the welfare

of the patients. There is no road map to follow and no
precedent from which to draw in a patient group that has
waited a long time for something that will improve life.

Recruitment for Phase Il trial

Agreement was reached with the European authorities
on a suitable design for a Phase llI trial and the first
patient was enrolled in the study in Australia in April
2006. The trial is being run in Australia, New Zealand
and the United Kingdom. The trial is progressing well,



with patients showing a high level of enthusiasm to be
involved. The outcome of the study is anticipated to

be a marketing application that will be filed in Europe
and Australia, and we aim to be the first company ever
to bring an innovative medicine for mucus clearance to
this patient population. The double-blind, placebo-
controlled trial aims to show an improvement in quality
of life, exercise, sleep, and lung function. Full recruitment
is expected to take about nine months and results are
not expected before mid-2007.

Bronchitol for Chronic Bronchitis

A major opportunity has been identified to help people in
hospital that have difficulty with clearing mucus. We have
supplied Bronchitol on a number of occasions to patients
in life threatening situations due to mucus build-up in
their lungs. The supply of Bronchitol is through the
Special Access Scheme, which allows the supply of
Bronchitol where no other suitable therapy exists. While
people can be admitted to hospital with congested
chests for many different reasons, the initial focus of the
clinical work in this area will be patients with chronic
bronchitis. The problem is extensive. For example, in the
United Kingdom, chronic bronchitis was responsible for
90,000 admissions to hospital last year and the mean
duration of hospital stay was 11 days. To assist with

this problem, a clinical trial is being conducted in
hospitals in patients with chronic bronchitis. The first
study is expected to report its findings during the
second half of 2006.

Outlook for Bronchitol in 2007
Cystic Fibrosis

Canadian Phase Il dose-ranging results available

European Phase Il study with DNAse to
close recruitment

US and international Phase Il studies
commence

Bronchiectasis
Results of international Phase Il trial available
File for regulatory approval

Chronic Bronchitis
Pilot Study

Phase Il trial undertaken and preliminary results
available
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Discovery

Pharmaxis was founded on research into autoimmune
disease that was being conducted at the John Curtin
School of Medical Research in Canberra, which has
been the home of the research scientists within the
company since 1999. The research led to PXS64,
which is in pre-clinical development for the treatment
of multiple sclerosis. To provide more critical mass to
the research effort, a small research group has been
established in Sydney to complement the activities of
the group in Canberra. The research focus is in the area
of respiratory medicine, and new approaches to the
management of diseases such as asthma and COPD
are under active investigation. During the year, talented
scientists have been recruited, the laboratories have
been equipped, and research has commenced. PXS74
is the first lead compound to emerge from the enlarged
research group, and has shown promising activity in
models of asthma.

PXS25/64 for Multiple Sclerosis

PXS64 is in pre-clinical development to establish

its credentials as a potential therapeutic agent for
the treatment of multiple sclerosis. PXS64 has shown
promising activity in models of multiple sclerosis and
works by preventing the movement or migration of
immune cells from the blood stream to surrounding
tissues.

Inhibiting immune cell migration has been a topic of
great debate with the regulatory agencies around the
world over the past twelve months, particularly when
treating multiple sclerosis. The safety of the patients who
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take an experimental therapy is paramount, and we have
spent significant effort establishing the safety profile of
PXS64. The safety studies are designed to ensure,
among other things, that PXS64 does not interfere with
normal immune function. The pharmaceutical properties
of PXS64 are excellent and it is expected to be taken

as a once-a-day pill. This represents an advance for
patients who are currently being treated by injection

to help control their multiple sclerosis.

PXS2076 for Rheumatoid Arthritis

PXS2076 was a lead compound identified from a
research program established to identify new treatments
for rheumatoid arthritis. A key property of PXS2076 was
its ability to inhibit the release of inflammatory proteins
from immune cells. While PXS2076 was found to lack
suitable pharmaceutical properties for development,

it is now being used both as a research tool to help
understand the mechanism of action of the class of
molecule and as a benchmark from which improved
versions can be measured. Although PXS2076 is no
longer considered to be a candidate for clinical
development, it continues to show promise; during

the year, it was shown to be effective in models of
neuropathic pain.

Improved versions of PXS2076 suitable for clinical
development are being sought.

PXS74 for Asthma

A research program to identify new therapeutic
approaches to asthma and COPD has made steady
progress through the year. Asthma and COPD have
distinct causes, and different inflammatory mediators
are responsible for the development of the two diseases.
However, it is thought that intervening at the initial
stages of the inflammatory process may provide better
treatments for sufferers of both diseases. PXS74 is
believed to interfere with the inflammatory cell adhesion
cascade and prevent inflammatory cells migrating to
inflamed tissue. By this process, PXS74 has been able
to reduce lung damage caused by excessive cellular
infiltration in models of asthma. PXS74 represents the
first of a new series of molecules from which it is hoped
to choose one for clinical development in asthma.
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Management

Board changes over the year mark the beginnings
of the transition of Pharmaxis from a start-up
biotech to a maturing specialist pharmaceutical
company. Dr Peter Farrell, founding chairman
and CEO of ResMed Inc., was appointed to the
board in April 2006 as an additional independent
non-executive director. Dr Brett Charlton
resigned from the board in March 2006; he had
been a director since 1998. Dr Carrie Hillyard
resigned as a director in April 2006, having

been a director since August 2002.

The company currently employs 65 people.

At our Frenchs Forest headquarters in Sydney’s
north, which includes our TGA-accredited
manufacturing facilities, pre-clinical development,
and clinical, commercial and administration
activities, there are 53 people. In the coming
year, the company will be focused on building

a sales and marketing capability to deliver

Aridol to the market.

Our main laboratories are located at the

John Curtin School of Medical Research at

the Australian National University in Canberra,
where we have seven people actively
researching autoimmune diseases. In March
2006, we established a research laboratory

in North Ryde, Sydney, to extend our capacity
in drug discovery and support the work of our
Canberra laboratories. At the end of June 20086,
there were three people at North Ryde.

On the international front, in February 2006
Pharmaxis established a European office,
based in the United Kingdom, and appointed
a European Regional Director. Mark Sanders
is a seasoned marketing and business
development professional with many years

of international experience in the field of
respiratory therapeutics and devices. We have
since hired a European Product Manager.
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Denis M Hanley AM MBA FCPA

Denis Hanley is a qualified
accountant and company director
with more than 35 years experience
in the management of technology-
based growth businesses. He joined
the Pharmaxis Board in 2001.

Denis spent 14 years with Baxter
International Inc., a global medical
products and services company. His
career at Baxter included a number
of international assignments including
its Chicago headquarters, and his last
position was managing director of
Baxter’s Australian operations. In
1988, Denis was founding chief
executive officer and, in 1986,
executive chairman of the Australian-
based separations technology
company Memtec Ltd. Under his
leadership, Memtec grew into a
NYSE-listed global operating filtration
and separations business with 1700
employees. Since the sale of Memtec
to US Filter in 1997, Denis has been
a successful angel investor, assisting
the commercialisation of several
Australian technologies. He is non-
executive chairman of CathRx Ltd
and Lochard Ltd and a non-executive
director of Universal Biosensors Inc.
Denis holds an MBA with High
Distinction from Harvard Graduate
School of Business, where he was
named a Baker Scholar.

Alan D Robertson BSc PhD

Dr Alan Robertson has more

than 20 years experience in drug
discovery and product development
with leading pharmaceutical
companies, including 8 years with
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Wellcome plc in London and with
Australian companies Faulding Ltd
and Amrad Ltd. He also assisted
early-stage pharmaceutical
companies in their start-up and
development and was the founding
Managing Director of Pharmaxis.
Alan has been CEO of Pharmaxis
since December 1999 and has been
instrumental in building the company
to its present position. Alan joined the
board of Pharmaxis in July 2000.

The co-inventor of 18 patents and
author of more than 35 scientific
papers, Alan has a PhD in synthetic
organic chemistry from the University
of Glasgow and has extensive
practical understanding of both the
clinical and management aspects of
the pharmaceutical industry. He has
been actively involved in the
discovery, development and
marketing of various compounds,
including new treatments for migraine
and cardiovascular disease. Alan is
the inventor of the migraine
therapeutic Zomig, which is marketed
worldwide by AstraZeneca.

Peter Farrell AM PhD DSc

Dr Peter Farrell has spent more
than 20 years developing and
commercialising medical products
in the USA, Europe, Japan and
Australia. He is widely recognised
as a leader in engineering,
biomedicine and entrepreneurship,
and was appointed a Member of the
Order of Australia in 2004 for his
services to biomedical research and
engineering. In 2005, Peter was
named the US Entrepreneur of

the Year for Health Sciences.

Peter began his commercial career
with Baxter Healthcare Inc. in Japan
as Director and Vice President of
Research and Development, then

as Managing Director of the Baxter
Center for Medical Research. He left
Baxter in 1989 to establish ResMed
Inc., a company that develops
treatments for sleep-disordered
breathing and respiratory failure.
Peter is currently founding Chairman
and Chief Executive Officer of
ResMed Inc. Since its initial public
offering in 1995, ResMed has
achieved 40 consecutive quarters

of record year-on-year growth in
revenue and profits. Peter also serves
on the Executive Councils of Harvard
Medical School and the University of
California at San Diego, and is visiting
Professor at the University of Sydney.
He has written more than 150 papers
covering topics from engineering
applications in medicine to focusing
technology to meet business
objectives.

Charles PH Kiefel BCom FCA

Charles Kiefel is a Fellow of the
Institute of Chartered Accountants

in Australia and a Fellow of the
Australian Institute of Company
Directors. He joined the board in
May 2003, and is Chairman of

the Audit Committee. Charles has
more than 20 years experience in
finance, investment banking and the
investment sector in London with
Lazard Bros, New York with Lazard
Freres, Sydney with Ord Minnett,
and Melbourne with ANZ Investment
Bank. He has significant exposure on
the buy-side of money management
in a range of asset classes.



Charles is Chairman of the Military
Superannuation Board, an Australian
Pension fund with assets in excess of
A$9 billion, and serves on the
Advisory Boards of two of Australia’s
largest private equity funds, Pacific
Equity Fund and CHAMP Il Fund. He
is a Director of Business Development
for two major US money managers:
Turner Investment Partners and LSV
Asset Management. Charles is also a
Director of Universal Biosensors Inc,
a small technology start-up in which
he has a personal investment.

Malcolm J McComas BEc LLB

Malcolm McComas is a company
director and former lawyer with more
than 20 years investment banking
experience. He joined the Pharmaxis
board in July 20083. He is currently

a consultant to Grant Samuel, the
investment banking, property services
and funds management group, and
was a director of Grant Samuel from
1999 to 2004. He previously served
for 10 years as Managing Director
of Investment Banking at County
NatWest and its successor
organisation Salomon Smith Barney
(now Citigroup), and in various
executive roles with Morgan Grenfell
(now Deutsche Bank) in Melbourne,
Sydney and London.

Malcolm has worked with many high
growth companies across various
industry sectors and has experience
in equity and debt finance,
acquisitions and divestments and
privatisations. He has led more

than 50 initial public offerings and
significant secondary offerings

for companies, institutions, and
governments. He is non-executive

Chairman of Sunshine Heart, Inc and
a national councillor of the Financial
Services Institute of Australia.

Brigitte Smith BChemEng
MBA MALD

Brigitte is a venture capital investor
with more than 15 years experience
in strategic management consulting
and working with early-stage
technology-based businesses in

the USA and in Australia. She has
served on the Pharmaxis board since
October 1999. Brigitte is managing
director of GBS Venture Partners, the
specialist life science venture capital
business she co-founded in 2002
after completing a management
buy-out from Rothschild. Brigitte

sits on the board of seven of

GBS Venture Partners’ portfolio
companies, including Dynamic
Hearing Pty Ltd, Kalobios Inc.

and Proacta Inc.

A former Fulbright scholar, Brigitte

is also an Adjunct Senior Lecturer

at Melbourne Business School where
she teaches Entrepreneurial Finance.
Brigitte has an MBA with Honours
from Harvard Business School, a
Master of Arts from Fletcher School
of Law and Diplomacy, and a
Bachelor of Chemical Engineering
from the University of Melbourne.

David M McGarvey BA CA

David has 18 years experience as
Chief Financial Officer of successful
Australian-based international
technology businesses, and he
joined Pharmaxis in December 2002
in his current role.

After 10 years with
PricewaterhouseCoopers,

David joined high technology

start-up Memtec Limited as Chief
Financial Officer in 1985. David

was instrumental in the US listing

of Memtec Ltd on NASDAQ and
subsequently on the NYSE, involving
SEC filings, full US GAAP financial
statements, and dual-jurisdiction debt
and equity raisings. During his time
at Memtec and its acquirer US Filter,
David managed the financial and
legal aspects of more than 30
acquisitions, mergers and divestitures
in a number of European and
American countries.
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Scientific Advisory Board

Sandra Anderson BSc PhD
DSc FANZSRS

Dr Sandra Anderson is an expert

in the diagnosis and treatment of
asthma. She is a world authority in
the measurement, management and
mechanisms of exercise-induced
asthma, and has developed a variety
of tests for identifying asthma,
including Aridol.

A prolific author and the recipient

of numerous awards for her work,
Sandra is Principal Hospital Scientist
in the Department of Respiratory
Medicine of the Royal Prince Alfred
Hospital, Sydney. She is a Vice
President of Asthma NSW and Co-
Chairman of their Research Advisory
Committee. Sandra has served on
various international taskforces and
committees and is currently part

of an independent panel of the
International Olympic Committee
Medical Commission.

Sandra is actively engaged in the
company’s development, participating
in technical presentations to various
opinion leaders and regulatory
authorities around the world.

Norbert Berend AM MBBS
MD FRACP

Dr Norbert Berend is Director of

the Woolcock Institute of Medical
Research at Royal Prince Alfred
Hospital, Sydney and is internationally
recognised for his work in chronic
obstructive pulmonary disease
(COPD).

Norbert is active in national and
international peer groups, is a
member of the COPD Guidelines
Working Party, and serves on the
Respiratory Clinical Expert Reference
Committee of the NSW Department
of Health. In addition, Norbert

is a Senior Investigator for the
Cooperative Research Centre (CRC)
for Asthma and a Director of the
CRC for Chronic Inflammatory
Diseases. He is the author of more
than 95 publications on airways
disease, emphysema, and infection
in COPD.

Norbert was a principal investigator at
one site participating in the Australian
Aridol trial, as well as serving on trial
related safety committees.
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Malcolm Fisher AO MBChB MD

Professor Malcolm Fisher is
renowned for his work in critical care
medicine, having received numerous
awards and being named an officer
in the Order of Australia.

Based in Sydney, Malcolm is a Staff
Specialist in the Intensive Care Unit
of Royal North Shore Hospital, and
Area Director of Intensive Care and
Clinical Professor in Intensive Care
Medicine in the Departments of
Medicine and Anaesthesia at the
University of Sydney. He is a past
President of the World Federation of
Intensive and Critical Care Medicine
Societies, and its Australasian
chapter, ANZICS. He is the author
of two books and more than

130 scientific articles.

Richard JI Morgan CBiol MIBiol
DRCPath

Chief Executive Officer

Chief Financial Officer

Richard Morgan has more than

25 years experience in
pharmaceutical research and
development, and has been involved
in the development of a large number
of successful, marketed
pharmaceutical products.

Medical Director

He has held senior management
positions within preclinical safety

(a vital precursor to human clinical
trials), including Head of Toxicology
at pharmaceutical giant Wellcome
and International Head of Toxicology
and Preclinical Outsourcing for
GlaxoWellcome (later
GlaxoSmithKline). He has been
responsible for evaluating the
preclinical safety of more than 100
new chemical entities, ranging from
anti-infectives and anti-parasitics to
cancer compounds and vaccines.
Richard currently advises UK and
Australian companies on toxicology
and preclinical discovery and
development. He consults to
Pharmaxis on the preclinical safety
aspects of developing products.




Brett is responsible for the company’s
clinical trials program. Pharmaxis
manages its own clinical trials for
Aridol and Bronchitol and supports
selected specialists wishing to
undertake clinical trials using our
products. With major international
and Australian clinical trials in asthma,
cystic fibrosis, bronchiectasis and
COPD in various stages of progress
(see details in Products section), the
division has increased over the year
to 16 people.

William B Cowden PhD

Dr Bill Cowden co-founded
Pharmaxis with Dr Brett Charlton

in 1998 to commercialise new
molecules with the potential to treat
inflammatory diseases, and has
been Chief Scientific Officer since
June 1998.

Bill has 20 years experience
researching and developing
therapeutic compounds to treat
cancer, infectious disease and
inflammatory diseases, including
multiple sclerosis. He is the co-
inventor of 12 patents and author
of more than 130 scientific papers.
Bill has a long association with the
John Curtin School of Medical
Research at the Australian National
University, including senior research
positions with the Departments of
Medical Chemistry, Experimental
Pathology, and Cell Biology and
Virology. He is Head of the
Immunopathology Research Group
and directs Pharmaxis’ research into
autoimmune compounds for multiple
sclerosis and rheumatoid arthritis.
Bill received a PhD in Medical
Chemistry from the University of
Queensland in 1979.

Bill heads the company’s research
and development at the John Curtin
School of Medical Research within
the Australian National University
campus in Canberra. Work is
currently focused on research into
new treatments for multiple sclerosis
and rheumatoid arthritis, particularly
the development of oral medications.

lan A McDonald BSc PhD

Dr lan McDonald has 25 years
international experience in managing
drug discovery and design teams

in Europe and USA. He was most
recently Vice President of Drug
Discovery at Structural GenomiX,
USA. Prior experience includes a
similar position at Structural
Bioinformatics, Vice President of
Chemistry with responsibilities for
medicinal and bio-chemistry at SIBIA
Neuroscience (now part of Merck
Research Laboratories) and Merrell
Dow (now part of Sanofi-Aventis).
Under his leadership, six compounds
have been developed and evaluated
in clinical trials.

lan was awarded his BSc and
PhD degrees in chemistry from
the University of Western Australia,
has co-authored more than 74
peer-reviewed manuscripts and
book chapters, and is an inventor
on 38 issued US patents.

Based in Sydney, lan oversees
research and development at

the company’s new North Ryde
laboratories, which were established
in March 2006. It now employs

5 people focused on respiratory
medicine research and complements
the work of our Canberra
laboratories.

John F Crapper BSc MBA

John Crapper has 32 years

of manufacturing and operations
experience, 17 years of which
have been in the pharmaceutical
industry. He is formerly Senior
Vice-President and General Manager
of Memcor International and
Managing Director of Memcor
Australia Pty Ltd. Formerly a
subsidiary of Memtec Ltd, Memcor
is a world leader in the design and
manufacture of microfiltration
membranes and systems.

During his 15 years at Memcor,
John managed the scale-up of
manufacturing equipment and
processes from the company’s
research and development group,
created full scale production
operations and managed the

establishment of the Quality
Assurance and Enterprise Planning
Resource systems. Prior to this,

John was Technical Director at
Syntex Pharmaceutical’s Animal
Health division and start-up veterinary
pharmaceutical company VR
Laboratories.

John heads manufacturing at
Pharmaxis. With the Australian
Therapeutic Goods Administration
registering Aridol in March and
reissuing and upgrading the
company’s licence to manufacture,
Pharmaxis is now manufacturing
Aridol for commercial sale in Australia
and other parts of the world. This has
required the installation of additional
manufacturing and quality control
equipment, including a new
encapsulator.

Gary Phillips BPharm MBA

Gary Phillips has broad operational
experience across the
pharmaceutical industry value chain
after spending the last 22 years in
the healthcare industry in Europe,
Asia and Australia. He joined
Pharmaxis in December 2003.
Gary has an extensive track record
in marketing and sales, including
new product launches, brand
repositioning, process improvement
and customer targeting programs.
He was previously CEO of Novartis
Australia where he successfully
launched breakthrough oncology
and ophthalmology products and
relaunched newly acquired primary
care products. His previous roles
include Area Director, Asia, for
Novartis, and CEO of Ciba Geigy

in Hungary. Gary has an honours
degree in Pharmacy from Nottingham
University, UK, and an MBA from
Henley Management College.

At Pharmaxis, Gary heads the
company’s commercial activities,
which are currently focussed on
the launch of Aridol in Australia,
Europe and the US.
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Financial highlights for the year included the company’s
successful global capital raising, its listing on NASDAQ
National Market and its admission to the S&P/ASX Top 300.

Commercial activities are
focussed on the launch
of Aridol in Australia,
Europe and the US.



The Canberra labs currently focus on research into new
treatments for multiple sclerosis and rheumatoid arthritis,
particularly the development of oral medications, while Ryde
focuses on respiratory medicine research.

' With the Australian Therapeutic Goods Administration registering Aridol in March and
reissuing the company’s licence to manufacture, Pharmaxis is now manufacturing
Aridol for commercial sale in Australia and other parts of the world.




Financial History

(prepared in accordance with Australian equivalents to International Financial Reporting Standards)

Income Statements

Revenue from sale of goods 8 - - - -
Cost of sales @) - - - -
Gross profit 6 - - - -

Interest 4,282 1,702 1,075 284 43

Grant income 1,299 1,219 1,152 779 646

Other income - - 48 43 -

Expenses
Research & development (16,978) (9,269) (6,301) (2,051) (1,151)
Administration (4,386) (3,134) (2,461) (1,103) (140)
Commercial (1,951) (963) - - -
Loss before income tax (17,728) (10,445) (6,486) (2,048) (602)
Income tax expense ) - - - -
Loss for the year (17,733) (10,445) (6,486) (2,048) (602)

Cents Cents Cents Cents Cents

Earnings per share:

Basic and diluted earnings / (loss) per share (11.1) (8.4) (7.1) (3.9) (2.2)

Balance Sheets

Cash and cash equivalents 97,840 33,390 25,217 7,384 750
Plant & equipment 3,205 2,477 1,474 1,615 116
Total Assets 104,267 37,937 28,261 10,495 2,144
Total liabilities 5,379 2,470 1,630 802 190
Total shareholders’ equity 98,888 35,467 26,631 9,693 1,953
Share Data

Ordinary shares on issue 176,904 134,770 108,016 11,200 11,200
Converting preference shares - - - 46,816 16,000
Options over ordinary shares on issue 9,692 10,914 10,751 9,024 3,680
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Corporate Governance

Pharmaxis is a dual-listed Australian company. Our primary listing is on the Australian Stock Exchange (ASX) and our
secondary listing is on the US NASDAQ Global Market (NASDAQ). The Pharmaxis Corporate Governance Framework and
supporting policies and practices have been designed to comply with the ‘Principles of Good Corporate Governance and
Best Practice Recommendations’ issued by the Australian Stock Exchange Corporate Governance Council, relevant US
requirements arising from our NASDAQ listing, and other current best practice guidance. The Board is conscious of the need
for Pharmaxis policies to be appropriate for the company, and has identified several areas where Pharmaxis is best served by
policies that differ from the Australian Stock Exchange Recommendations. However, the Board expects that our Corporate
Governance Framework will continue to change as Pharmaxis progresses its business, as the company grows in operational
complexity, and as the shareholder base of the company grows.

Pharmaxis completed the initial implementation of its Corporate Governance Framework in June 2004 and completed a

review and update in June 2005 and again in June 2006.

An overview of the principal corporate governance policies and procedures adopted by the Board are described and

discussed in this section. Additional information is available on the Pharmaxis website. For ease of reference, this section
is structured consistently with the ASX Best Practice Recommendations.

1. Lay Solid Foundations for Management
and Oversight

Recognise and publish the respective roles and
responsibilities of board and management

1.1. Formalise and disclose the functions reserved
to the board and those delegated to management

Role of the Board:

The Board is responsible to shareholders for the overall
governance of Pharmaxis including:

e Contributing to and approval of the corporate strategy
and performance objectives of the company

* Approving business plans, the annual budget, significant
corporate projects, and major capital expenditure
initiatives

* Monitoring senior management’s performance and
implementation of strategy and plans including major
capital expenditures, significant corporate projects, and
any acquisitions or divestments

e Monitoring financial performance and reporting including
approval of the annual and half-year financial reports
and liaison with the company’s auditors

Approving major changes to organisational structures

Approving and overseeing policies and procedures for
the effective management and control of the company,
including overseeing and monitoring the integrity of the
company’s internal control and management information
systems, codes of conduct, and legal compliance

Defining and monitoring the respective roles of the
Board and management

Succession planning, including board and key executive
succession planning

Remuneration policy covering directors and senior
management

Appointing and removing the chief executive officer,
the chief financial officer, and the company secretary

Monitoring investor relations and shareholder
communications, including the company’s Continuous
Disclosure and Shareholder Communications Policy

Ensuring the various Board committees are appropriately
constituted and performing their functions

Ensuring, through responsibility delegated to the

Audit Committee, that the company auditor is properly
appointed and is performing its duties adequately

and independently.
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Role of Management:

The Chief Executive Officer (CEO) and senior management
are responsible for:

e Developing corporate strategy, performance objectives,
business plans, budgets etc for review and approval
by the Board

e Developing appropriate policies and procedures
for the management of the business

* Managing the company’s day-to-day affairs
and the implementation of corporate strategy
and policy initiatives.

The Board will regularly review the respective roles

and the allocation of responsibilities between the Board
and management as the company grows, and will
annually update and/or affirm the allocation of roles
and responsibilities described above.

2. Structure the Board to Add Value

Have a board of an effective composition, size and
commitment to adequately discharge its responsibilities
and duties

Name Status

Relevant Skills & Experience

2.1. A majority of the board should be independent
directors

As a result of the appointment of an additional independent
director in March 2006, Pharmaxis now complies with this
recommendation. The Pharmaxis Corporate Governance
Framework has been amended to make it an ongoing
requirement for a majority of the Board to be independent.
Pharmaxis has four independent directors and two directors
that are not independent as defined by ASX Guidelines: one
is an executive of the company (CEO); and the other is
associated with a major shareholder. The Board believes
that its membership is appropriate for the current stage

of the company’s development.

Board membership is managed by the Board itself, with
guidance from the Remuneration and Nomination Committee.

The Board assesses director independence using the criteria
outlined in the ASX Recommendations. The threshold for
materiality is set at $250,000 in any one year in relation to
financial/contractual dealings with the company, and ten
years in relation to years of service. In relation to directors
serving on the Audit Committee, the director and/or their
associates may not receive any fees from the company
other than those related to director fees or committee fees.

Initially Appointed

Denis