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CORPORATE GOVERNANCE PRACTICES AND CONDUCT

The board of directors of Phosphagenics Limited is responsible for establishing the corporate governance
framework of the Group having regard to the ASX Corporate Governance Council (CGC) published guidelines
as well as its corporate governance principles and recommendations. The board guides and monitors the
business and affairs of Phosphagenics Limited on behalf of the shareholders by whom they are elected and
to whom they are accountable.

>

The table below summarises the Company's compliance with the CGS's recommendations.

COMPLY  REFERENCE/ ASX LISTING RULE/

PRINCIPLE RECOMMENDATION YES/NO EXPLANATION  RECOMMENDATION
1 Lay solid foundations for management and oversight
1.1 Companies should establish the functions reserved to Yes Page 60 ASX'LR 1.1

the board and those delegated to senior executives
and disclose those functions.

1.2 Companies should disclose the process for evaluating Yes Pages 62-63 ASX LR 1.2
the performance of senior executives.

1.3 Companies should provide the information indicated Yes ASXLR 1.3
in the guide to reporting on Principle 1.

2 Structure the board to add value

2.1 A majority of the board should be independent directors. Yes Page 61 ASX LR 2.1

2.2 The chair should be an independent director. Yes Page 61 ASX LR 2.2

2.3 The roles of chair and chief executive officer should Yes Page 61 ASX LR 2.3
not be exercised by the same individual.

2.4 The board should establish a nomination committee. No Page 62 ASX LR 2.4

2.5 Companies should disclose the process for evaluating Yes Pages 41-44, ASX LR 2.5
the performance of the board, its committees and 63-64

individual directors.

2.6 Companies should provide the information indicated Yes ASX LR 2.6
in the guide to reporting on Principle 2.

Dr. Hooi-Hong Keah, Research Scientist
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3 Promote ethical and responsible decision-making 6 Respect the rights of shareholders
3.1 Companies should establish a code of conduct and Yes Website ASX LR 3.1 6.1 Companies_should dgsign a comr_nun_icatio_ns policy Yes Page 66 ASX LR 6.1
disclose the code or a summary of the code as to: for promoting effective communication yv_|th _
- The practices necessary to maintain confidence in shareholders and encouraging their participation
the company's integrity. at general meetings and disclose their policy or a
- The practices necessary to take into account their summary of that policy.
legal obligations and the reasonable expectations . . . S
of their stakeholders. 6.2 _Compamg:s should pro_wde the _mfprmatlon indicated Yes ASX LR 6.2
- The responsibility and accountability of individuals in the guide to reporting on Principle 6.
for reporting ar!d investigating reports of 7 Recognise and manage risk
unethical practices.
7.1 Companies should establish policies for the oversight Yes Page 65 ASX LR 7.1
3.2 Companies should establish a policy concerning Yes Page 63 ASX LR 3.2 and management of material business risks and
trading in company securities by directors, senior disclose a summary of those policies.
executives and employees, and disclose the policy
or a summary of that policy. 7.2 The board should require management to design and Yes Pages 64-65 ASX LR 7.2
. ) ) S implement the risk management and internal control
33 _Compam_es should pro_wde the _mf_ormatlon indicated Yes ASX'LR 3.3 system to manage the company's material business
in the guide to reporting on Principle 3 risks and report to it on whether those risks are being
. L . . managed effectively. The board should disclose that
4 Safeguard integrity in financial reporting management has reported to it as to the effectiveness of
) ) ) the company's management of its material business risks
4.1 The board should establish an audit committee. Yes Pages 63-64 ASX LR 4.1
. . ) 7.3 The board should disclose whether it has received Yes Page 65 ASX LR 7.3
4.2 The audit committee should be structured so that it: Yes Pages 63-64 ASX LR 4.2 assurance from the chief executive officer [or
- Consists only of non-executive directors ASX'LR 12.7 equivalent) and the chief financial officer [or
- Has at least three members _ equivalent] that the declaration provided in
- Consists of a majority of independent directors accordance with section 295A of the Corporations
- Is chaired by an independent chair, who is not chair Act is founded on a sound system of risk management
of the board and internal control and that the system is operating
effectively in all material respects in relation to
4.3 The audit committee should have a formal charter. Yes Pages 63-64 ASX LR 4.3 financial reporting risks.
4.4 Companies should provide the information indicated Yes ASX LR 4.4 7.4 Companies should provide the information indicated Yes ASX LR 7.4
in the Guide to reporting on Principle 4. in the guide to reporting on Principle 7.
5 Make timely and balanced disclosure 8 Remunerate fairly and responsibly
5.1 Companies should establish written policies designed Yes Page 63 ASX LR 5.1 8.1 The board should establish a remuneration committee. Yes Page 66 ASX LR 8.1
to ensure compliance with ASX listing rule disclosure . C
requirements and to ensure accountability at a senior 8.2 C?:‘Pr?"':S SQRU%iCr'C&][r'z’ filrStrlnngr:Hiht;Ehs ?;Ertrlnc’il:]ret Yes Pages 40-44, ASX LR 8.2
executive level for that compliance and disclose those Of ;) etievcudire ¢ rec (:1; eni ur exa otiv ° a 66
policies or a summary of those policies. OF EXECULIVE dIrectors and Senior eXeCUtives.
8.3 Companies should provide the information indicated Yes ASX LR 8.3
5.2 Companies should provide the information indicated Yes ASX LR 5.2 P P

in the guide to reporting on Principle 5.

in the Guide to reporting on Principle 8.

The Companies corporate governance practices were in place throughout the year ended 31 December 2009.
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BOARD FUNCTIONS

The board seeks to identify the expectations of the shareholders, as well as other requlatory and ethical
expectations and obligations. In addition, the board is responsible for identifying areas of significant business
risk and ensuring arrangements are in place to adequately manage those risks. To ensure that the board is
well equipped to discharge its responsibilities it has established guidelines for the nomination and selection
of directors and for the operation of the board. The responsibility for the operation and administration of the
Group is delegated, by the board, to the Chief Executive Officer and the executive management team. The
board ensures that this team is appropriately qualified and experienced to discharge their responsibilities

and has in place procedures to assess the performance of the Chief Executive Officer and the executive
management team. Whilst at all times the board retains full responsibility for guiding and monitoring the
Group, in discharging its stewardship it makes use of sub-committees. Specialist committees are able to focus
on a particular responsibility and provide informed feedback to the board. To this end the board has established
Share Allotment and Audit, Compliance and Corporate Governance Committees.

The Directors in office at the date of this statement, their skills, experience, expertise and period of directorship
are detailed in the Directors' Report. In respect of the attendance at Board and Committee Meetings,
shareholders are referred to the table of Meeting Attendance contained on page 39.

STRUCTURE OF THE BOARD

The skills, experience and expertise relevant to the position of director held by each director in office at
the date of the annual report are included in the directors’ report. Directors of Phosphagenics Limited are
considered to be independent when they are independent of management and free from any business or
other relationship that could materially interfere with, or could reasonably be perceived to materially
interfere with, the exercise of their unfettered and independent judgement.

In the context of director independence, “materiality” is considered from both the Group and individual director
perspective. The determination of materiality requires consideration of both quantitative and qualitative
elements. An item is presumed to be quantitatively immaterial if it is equal to or less than

5% of the appropriate base amount. It is presumed to be material (unless there is qualitative evidence

to the contrary) if it is equal to or greater than 10% of the appropriate base amount. Qualitative factors
considered include whether a relationship is strategically important, the competitive landscape, the nature

of the relationship and the contractual or other arrangements governing it and other factors that point

to the actual ability of the director in question to shape the direction of the Group's loyalty.
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In accordance with the definition of independence above, and the materiality thresholds set, the following
directors of Phosphagenics Limited are considered to have the following status:

NAME POSITION AND STATUS TERM IN OFFICE

Non-executive directors

Vizard, A L Chairman and Independent Director 10 years
Addison, J L Independent Director 7 years
Mills, J Independent Director 5 years
Ashton, MR D Independent Director 1 year
Executive directors

Rosen, H Chief Executive Officer 10 years
Ogru, E Chief Operating Officer 4 years

The board recognises the Corporate Governance Council's recommendation that the Chair should be an
independent director.

COMPOSITION OF THE BOARD

The Company's Constitution provides for the appointment of a minimum of three Directors and up to a
maximum of eight. At the date of this report, the Company has six Directors comprising two Executive
and four Non-Executive Directors. The Chairman of the Board and the Chairman of the Board's
Committees' are Non-Executive Directors.

In November 2009 the Board of Directors undertook a review of the status of each Director and reached the
opinion that each Director, apart from Mr Rosen and Dr Ogru, could be classified as a Non-Executive Director.
In addition, this assessment has concluded Vizard, A L, Mills J, Addison, J L, and Ashton, M R D, qualified as
Independent Directors.

BOARD RESPONSIBILITIES

The responsibility for the operation and administration of the Company is delegated by the Board to the
specifically identified outsourced service providers. The Board ensures that this team of service providers
is appropriately qualified and experienced to discharge their responsibilities and has in place procedures
to assess their performance.
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The Board is responsible for ensuring that management'’s objectives and activities are aligned with the
expectations and risks identified by the Board. The Board has a number of mechanisms in place to ensure
this is achieved. In addition to the establishment of specific committees referred in this statement, these
mechanisms include the following:

* Implementation of operating plans and budgets by management and Board monitoring of progress
against budget - this includes the establishment and monitoring of key performance indicators
(both financial and non-financial) for all significant business processes;

® Procedures to allow Directors, in the furtherance of their duties, to seek independent professional
advice at the company's expense;

® The review and approval of acquisitions and disposals of businesses and assets, and the approval of
contracts and financing arrangements within defined limits; and

* The appointment of an outsourced service provider, which is responsible for managing the Company's
public image and communication with shareholders.

In conjunction with an ongoing review of the Board Charter, the Board will consider its responsibilities
and delegated authorities to ensure they comply with best practice corporate governance.

Nomination and Membership

Subject to the provisions of the Company's Constitution, Board composition and selection criteria for
Directors are addressed by the full Board. Accordingly, a Nomination and Membership Committee has
not been established.

The Constitution provides for events whereby Directors may be removed from the Board. Similarly
shareholders have the ability to nominate, appoint and remove Directors. The Constitution also provides
for the regular rotation of Directors, which ensures that Directors seek re-election by shareholders at
least once every three years.

Independent Professional Advice
Directors, in carrying out their duties as Directors or as members of Board Committees, may, after prior

consultation with the Chairman, seek independent professional advice at the expense of the Company.
If appropriate, such advice will be available to all Directors.
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Timely and Balanced Disclosure

The Board of Directors has established written policies and procedures designed to ensure compliance and
at each meeting of the Board of Directors and specifically monitors the Company's activities and disclosures.
On average there are between six and ten Board meetings a year. The Board of Directors has endorsed the
principles of best corporate governance practice as set out by the Council.

Performance

The performance of the board and key executives is reviewed periodically against both measurable and
qualitative indicators. The performance criteria against which directors and executives are assessed are
aligned with the financial and non-financial objectives of Phosphagenics Limited.

TRADING POLICY

Under the Company's Securities Trading Policy, an executive or director must not trade in any securities of
the Company at any time when they are in possession of unpublished, price-sensitive information in relation
to those securities. The Directors are permitted to deal in securities in which they have a relevant interest
without restriction for any period other than the last day in each half or full year reporting period until two
business days after the release to the ASX of the announcements by the Company of its full year or half year
results. Directors are required to wait at least two business days after the release of any market sensitive
announcement by the Company so that the market has had time to absorb the information.

As required by the ASX listing rules, the Company notifies the ASX of any transaction conducted by directors
in the securities of the Company.

BOARD OF DIRECTORS AND ITS COMMITTEES

The Board of Directors is responsible for the overall governance of the Company inclusive of its strategic
development and the direction and the control of operations of the Company. Whilst the Board retains overall
responsibility, it has established certain committees to assist in carrying out its responsibilities. Such committees
include the audit, compliance and corporate governance committee and the share allotment committee.

Audit, Compliance and Corporate Governance Committee

It is the board's responsibility to ensure that an effective internal control framework exists within the entity.
This includes internal controls to deal with both the effectiveness and efficiency of significant business
processes, the safeguarding of assets, the maintenance of proper accounting records, and the reliability

of financial information as well as non-financial considerations such as the benchmarking of operational
key performance indicators.
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The board has delegated responsibility for establishing and maintaining a framework of internal control and RISK

ethical standards to the audit, compliance and corporate governance committee. The committee also provides The board acknowledges the Revised Supplementary Guidance to Principle 7 issued by the ASX in June 2008
the board with additional assurance regarding the reliability of financial information. A committee charter and has continued its proactive approach to risk management. The identification and effective management
has been approved by the board. of risk, including calculated risk-taking is viewed as an essential part of the company's approach to creating

The committee, as at the date of this statement, comprises three Non-Executive Independent Directors;
Addison, J L, (Chairman), Vizard, A L, and Mills, J, The Company's Auditors are invited to attend meetings and
to participate in committee discussions. The Group CFO and Company Secretary attend committee meetings.

The duties of the Committee include:

® The review of the Audit Programme and all matters relevant to the financial affairs of the Company's
activities together with the production of Statutory Financial Reports inclusive of the Reports and
Declarations by Directors

* To review and advise on procedures in place to record the Company's activities and to ensure the
safety of the Company's records and assets

® To review Internal Control Procedures and the Auditor's Management letter

® To review the half-yearly and yearly reports to the ASX Limited together with a review of the scope
and quality of the annual statutory audit and the half-year audit review

® To monitor Compliance with the provisions of the Corporations Act 2001, Australian Securities and
Investment Commission guidelines and practice notes, ASX Listing Rules, taxation requirements
and all requlatory bodies

e (Carry out the functions of the Remuneration Committee

®  Group Risk management

Share Allotment Committee

Any two Directors will constitute a quorum for this committee, which deals with the allotment of new
shares or grant or exercise of options.

INTERNAL CONTROL FRAMEWORK AND ETHICAL STANDARDS
The Board of Directors seeks to identify the expectations of shareholders as well as other regulatory and
ethical expectations and obligations.

These matters are undertaken by the full Board together with the audit, compliance and corporate governance

committee. In respect of the ethical standards, the full Board regularly discusses the maintenance by the
Company of appropriate ethical standards in line with the Council's recommendations.
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long-term shareholder value.

In recognition of this, the Board determines the company's risk profile and is responsible for overseeing and
approving risk management strategy. The audit, compliance and corporate governance committee reviews
policies, internal compliance and internal control.

The audit, compliance and corporate governance committee oversees the assessment of the effectiveness
of risk management and internal compliance and control. The tasks of undertaking and assessing risk
management and internal control effectiveness are delegated to management through the Chief Executive
Officer and Chief Financial Officer, including responsibility for the day to day design and implementation
of the company's risk management and internal control system.

Management reports to the audit, compliance and corporate governance committee on the company's key
risks and the extent to which it believes these risks are being adequately managed. The reporting on risk
by management is a standing agenda item at monthly Board meetings.

Business Risk

The main areas of business risk, which are considered on an ongoing basis by the Board are:

® Failure to develop commercial products from the company's research and development

® Ability to raise capital or generate free cash flow to fund future research and development activities
® Failure to market the company's products

® (General economic factors including those affecting interest and exchange rates

® (Changes in Corporations and Taxation Law

CEO AND CFO CERTIFICATION

In accordance with section 295A of the Corporations Act, the Chief Executive Officer and Chief Financial

Officer have provided a written statement to the board that:

® Their view provided on the Company's financial report is founded on a sound system of risk
management and internal compliance and control which implements the financial policies
adopted by the board

e The Company's risk management and internal compliance and control system is operating
effectively in all material respects
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The board agrees with the views of the ASX on this matter and notes that due to its nature, internal control
assurance from the Chief Executive Officer and Chief Financial Officer can only be reasonable rather than
absolute. This is due to such factors as the need for judgement, the use of testing on a sample basis, the
inherent limitations in internal control and because much of the evidence available is persuasive rather

than conclusive and therefore is not and cannot be designed to detect all weaknesses in control procedures.
In response to this, internal control questions are required to be completed by the key management personnel
in support of these written statements.

REMUNERATION

The Board is responsible for determining and reviewing compensation arrangements for the directors
themselves, the Chief Executive Officer and executive team. A Compensation (Remuneration) Committee has
not been separately established, rather the function is performed by the Audit, Compliance and Corporate
Governance Committee.

It is the Company's objective to provide maximum stakeholder benefit from the retention of a high quality
Board and executive team by remunerating directors and key executives fairly and appropriately with reference
to relevant employment market conditions. For a full discussion of the Company's remuneration philosophy
and framework and the remuneration received by directors and executives in the current period please refer

to the remuneration report, which is contained within the directors' report.

SHAREHOLDER COMMUNICATION POLICY
Phosphagenics' objective is to promote effective communication with its shareholders at all times.
Phosphagenics Limited is committed to:

. Ensuring that shareholders and the financial markets are provided with full and timely information
about Phosphagenics' activities in a balanced and understandable way

. Complying with continuous disclosure obligations contained in applicable the ASX listing rules
and the Corporations Act in Australia

. Communicating effectively with its shareholders and making it easier for shareholders to

communicate with Phosphagenics Limited

To promote effective communication with shareholders and encourage effective participation at general
meetings, information is communicated to shareholders:

® Through the release of information to the market via the ASX

® Through the distribution of the annual report and Notices of Annual General Meeting

® Through shareholder meetings and investor relations presentations
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® Through letters and other forms of communications directly to shareholders
® By posting relevant information on Phosphagenics website www.phosphagenics.com

The Company's website www.phosphagenics.com has a dedicated Investor Relations section for the purpose of
publishing all important company information and relevant announcements made to the market. The Company

has also established an e-mail directory for the direct distribution of announcements made to the ASX.

The external auditors are required to attend the Annual General Meeting and are available to answer any
shareholder questions about the conduction of the audit and preparation of the audit report.

Annual Reports are provided to all share and option holders who have elected to receive the Report.
At the meetings of shareholders, Directors are subject to questioning by shareholders about the Directors'
stewardship of the Company's affairs and it is shareholders who ultimately vote upon the financial statements

and reports, the election of Directors, appointment of Auditors and any matters of Special Business.

Signed in accordance with a resolution of the Directors.

Andrew Lancelot Vizard
Chairman

19 February 2010
Melbourne
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