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Half-vear report

Appendix 4D

Half-vear report

Rule 4.24.3
Introduced 1/1/2003

Name of entity: pSivida Limited
ABN: 78 009 232 026
1. Reporting period

24

]
L]

(“current period™): Half-vear ended 31 December 2005

Previous corresponding period: Half-vear ended 31 December 2004

Results for announcement to the market

Revenue from ordinary activities down 255% to

Loss from ordmary activities
after tax attributable to members up 46.0°% 1o

Net loss for the period
attributable to members up 46.0% to

$A°000
297

10,703

10,703

The directors recommend that no amount be paid by way of dividend. No dividend

has been paid or declared since the start of the financial period.

Record date for determining entitlements to dividends
N/A

Brief explanation of figures reported above (if necessary)
N/A

Net tangible assets
Current
period

cents

Net tangible asset backing per ordinary share (8.21)

Previous
corresponding
period

cents

492

Page 1




Appendix 4D
Half-year report

4.1

42

Details of entities over which control has been gained or lost during the period

Conirol gained over enfities

Name of entity: Contral Delivery Systems Inc
(now pSivida Inc)
Date of gain of control: 30 December 2005
Contribution to loss from ordinary
activities and loss during the whole Not material to an understanding of
of the previous reporting period: the report
Dividends

No dividends have been paid or declared during or since the beginning of the
reporting period.

Dividend reinvestment plans

No dividend reinvestment plans are in operation.
Details of associates and joint venture enfities
N/A

Accounting standards for foreign entities
N/A

Auditor’s review report

For all entities, if the accounts are subject to audit dispute or qualificarion, a
description of the dispute or qualification:

N/A
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DIRECTORS' REPORT

The directors of pSivida Limited submit herawith the financial report for the half-year ended 31
December 2005. In order to comply with the provisions of the Corporations Act 2001, the
directors report as follows:

The names of the directors of the Company during or since the end of the half-year are:

Mame

Or Roger Brimblecombe

Mr Gavin Rezos

Mr Stephen Lake

Dr David Mazzo (appointed 25 July 2005)

Mr Michael Rogers (appointed 27 July 2005)

Or Paul Ashton (appointed 30 December 2005)
Ms Heather Zampatt (appointed 11 January 2006)
Dr Roger Aston (retired 15 Movember 2005)

Ms Alison Ledger (resigned 11 January 2006)

The above namad directors held office during and since the end of the half-year unless otherwise
stated.

Review of operations

For the halfyear endad 31 Dacember 2005, the loss attnbutable to members of pSivida Limited
was 310,702,745 (halfyear ended 31 December 2004: $7,330,165). The cperating loss includes
$5,698,642 (2004: 53,668,062) of research and development costs.

On 25 July 2005 Dr David Mazzo was appointed as a Nonrexecutive Director of the Company,
based in Mew Jersey, USA. Dr Mazzois President and CEOQ of Chugai Pharma USA, part of the
Roche group of companies, and a subsidiary of Chugai Pharmaceutical Company Limited
(Japan), a global researchrbased pharmaceutical company with sales in 2001 of US%1.7 billion.
Or Mazzo brings his significant business development exparience and pharmaceutical network to
the Board and is recognisad for his strong scientific and regulatory expertise with broad technical
and managerial experience gained from working in a variety of multi-cultural and multHingual
environments in the US, Europe and Asia.

On 27 July 2005 Mr Michael Rogers was appointed as a Mon-executive Director of the Company .
Mr Rogers is based in Massachusetts, USA. He is the Executive Vice-President, Chief Financial
Officer and Treasurer of Indevus Pharmaceuticals Incorporated, a biopharmaceutical company
based in Lexington, MA, which is engaged in the acquisition, development and commercialisation
of products targeting certain medical specialty areas including urology and infectious diseases.
Mr Rogers brings his significant financing, acquisition, investment banking and partnering
experience relating to pharma and bictech companies to the pSivida Board and chairs the Audit
Committee.

In August 2005 pSivida raised US34.3 million (AS5.6 million) before costs via the private
placement of 665,000 ADSs (American Depositary Shares) to predominantly US investors at
USS6.50 (ASE.48) each, with each ADS representing 10 ordinary shares. MNew York based
Securities Dealers, Hunting Party Secunties Ltd placed the ADSs, which were structured as a
PIPE (Private Investment in Public Equity) and limited to the aforementioned amount given the
recent anncuncement of a potential acquisition. The ADSs have an attached 1 for 10, 3 year
warrant exercisable for US$12.50 per ADS. The ADSs will become tradable on NASDAQ upon
filing of a registration statement by pSivida with the Securities and Exchange Commission.

In September 2005 pSivida’'s manufacturing partner, QSA completed the construction and
validation of a stateof-the-art cleanrcom facility, dedicated 1o the supply of pSivida's lead cancer
therapy BrachySil™, at QSA’s Auriga Medical™ facility in Braunschweig, Germany. This GMP




DIRECTORS' REPORT

facility will fulfil the final process in the manufacture of Brachy3il™ for future clinical and
commercial use, and represents the crucial final stage in establishing the manufacturing and
supply infrastructure to support BrachySil™ as it advances through clinical trials towards the
market.

In October 2005 pSivida entered into a definitive merger agreement to acquire Control Delivery
Systems, Inc (CDS), a US based drug delivery company. The acquisition is an integral part of
pSivida's onrgoing US growth strategy, creating a global bio-nanotech company specialising in
drug delivery, with revenues from existing preducts and generating long-term value through its
diversified late-stage product portfolio.  CDS’ portfolio of products and product candidates
includes two approved and marketed products, one Phase |l product and other early-stage
product candidates. This combination also provides pSivida with an operating base in the Boston
biotech hub, enhancing its overall visibility as well as access to the US scientific and investment
communities and brings additional development and regulatory expertise to pSivida's
management team.

pSivida completed the acquisition of CDS on 30 December 2005 following overwhelming
approval by pSivida shareholders at the AGM held in November 2005. On completion of the
acquisition COS was renamed pSivida Inc and faormer CEO, Dr Paul Ashton was appointed to the
pSivida Board and as the Director of Strategy, based in Boston.

In October 2005 Castlerigg Master Investments, a New York based institutional investor, signed
an agreement with pSivida to purchase USE15 milion (43205 milion) of Subordinated
Convertible Debentures convertible into PSDY ADSs at an initial conversion price of USS7.10 per
ADS (AS0.95 per ordinary share). The proceeds of the issuance were received in November
2005 and are expected to be used for the expanded development of pSivida's platform
technology, BioSilicon™.

Also in October 2005 pSivida signed a licence with Beljing Mad-Pharm Corporation (BJGP:PK)
for the clinical development, marketing and distribution of pSivida's lead product, BrachySiIm, in
China. The Licence includes upfront and milestone payments in excess of USS2 million and
royalties ranging up to 30%, depending upon level of sales, payable to pSivida by Beijing Med-
Pharm. China has the highest incidence of primary liver cancer in the world with over 345,000
astimated new cases per annum (Globocan), representing 55% of total worldwide cases. Beijing
Med-Pharm is the only non-Chinese company with pharmaceutical distribution rights in China via
its purchase in December 2004 of Beijing Wanwei Pharmaceutical Ltd, a pharmaceutical
distributor covering the bulk of Beijing's hospitals.  In an historic event, this purchase was
approved by the Ministry of Commerce of the People's Republic of China on October 18, 2005.

In November 2005 Phase llb clinical trials commenced with BrachySil™ (32-P BioSilicon™) as a
potential new brachytherapy treatment for inoperable primary liver cancer (hepatocellular
carcinoma, HCC). The first patients have successfully received treatment at Singapore General
Hospital using a new fine-gauge needle multiHnjection device which will enable for the first time,
larger and also multiple tumours to be treated. A total of 50 patients will be entered into this
multi-centre trial which will be conducted in Singapaore, Malaysia and Vietnam. BrachySil™ trials
for pancreatic cancer will commence in the first half of 2006,

In December 2005 pSivda seed funded pSiMNutria Limited A51.5 million (US$1.1 million} and
granted a royalty-bearing exclusive licence for the use of BioSilicon™ as an ingestible ingredient
in food applications. pSiMutria will develop applications of our silicon technology in the food
industry and is also developing patentable intellectual property using silicon in the food packaging
area.  BioSilicon™ applications in food primarily pertain to its biodegradability and optical
properties. Potential pSiNutria products being developed include: products to detect pathogens
in food, for food tracing, for food preservation, and products to detect variations of temperature in
food storage. These products may include ingestible BioSilicon™ which will dissolve into silicic
acid in the bady or silicon used in modified atmosphere packaging.
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Auditor's independence declaration

The auditor’s independence declaration is included on page 5 of the halfyear financial report.

Signed in accordance with a resolution of the directors made pursuant to s 306(3) of the
Corporations Act 2001.

On behalf of the directors

A e~ .

G J Rezos

Managing Director
Perth, Western Australia
16 March 2006
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Perth WA 8337 Australia
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Tel: +&1 (0) & 9355 7000
Fax: +81 (D) 8 2365 7001
warw.deloitte.com.au

The Audit Commuittes
pSivida Limited
Level 12 BGC Centre
28 The Esplanade
Perth, WA 6000

16 March 2006

Dear Audit Committee Members
pSivida Limited

In accordance with section 307C of the Corporations Act 2001, I am pleased to provide the
following declaration of independence to the directors of pSivida Limited.

As lead audit partner for the review the financial statements of p5Sivida Limited for the half vear
ended 31 December 2003, I declare that to the best of my knowledge and belief, there have been
no contraventions of:

(1) the anditor independence requirements of the Corporations Act 2001 in relation to
the review: and

(1) any applicable code of professional conduct in relation to the review,

Yours sincerely

Deloitte. Touda Tobematsn

DELOITTE TOUCHE TOHMATSU

Peter M Rupp
Partner
Chartered Accountants

Member of
Deloitte Touche Tohmatsu

Liabality hoooted by a scheme approved under Professional Standards Lezislabion.




CONSOLIDATED INCOME STATEMENT
for the halfyear ended 31 December 2005

Consolidated
Halfyear ended

31 December 31 December
2005 2004
$ $

Revenue 296,921 398,501
Research and development (5,698,842) (3.688,052)
Employee expenses (2,177,738) (699,059)
Professional fees (1,332 GET) (875,661)
Office expansaes (641,828) (323,929)
Depreciation and amortisation expenses (3,345,392) (2,846,320
Interest and finance expenses (287.613) (3,406)
Fareign exchange gain / (loss) 306,841 (1,487,066)
Other operating expenses (190,062) {73,659)
Loss before income tax expense {13,070,400) [9,595,661)
Income tax benefit 2,367 655 1,869,300
Loss for the period (10,702,745) (7.729,361)
Loss attributable to minaority interest - 399,196
Loss attributable to members of the parent entity (10,702,745) (7,330,165
Loss per share:
Basic (cents per share) {4.75) (373)
Diluted (cents per share) {4.75) (3.73)

Notes to the financial statements are included on pages 10 to 25.




CONSOLIDATED BALANCE SHEET

as at 31 December 2005

Current assets

Cash and cash equivalents
Trade and other receivables
Other

Total current assets

Non-current assets
Property, plant and equipment
Goodwill

Other intangible assets
Total non-current assets

Total assets

Current liahilities

Trade and other payables
Borrowings

Pravisions

Total current liabilities

Non-cumrent liabilities
Borrowings
Deferred tax liabilities

Total non-current liabilities

Total liahilities

Net assets

Equity

Issued capital
Reserves
Accumulated losses

Total equity

Motes to the financial statements are included on pages 10 to 26.

Consolidated

3 December 30 June
2005 2005
5 $

27,683,278 12,892 061
1,238,335 709,418
514,988 322,933
29,436,601 13,924 412
3,854 981 3,273,663
53,280,689 23,305,698
167,714,239 51,362,329
224,849 909 77,941 /90
254,286 510 91,866,102
10,978,448 2,017,820
6,848,377 -
735,929 29 879
18562 754 2,047 699
11,443,535 -
35,049,999 10,122 656
46,493,534 10,122 656
65,055,288 12,170,355
189,230,222 79,695 747
224 897 .860 107 683,835
3,797 322 574,127
(39,464,960) 28,762,215)
189,230,222 79,695 747




CONSOLIDATED STATEMENT OF CHANGES IN EQUITY
for the half-year ended 31 December 2005

Balance at 1 July
[=

=

Loss attributable to
members of the
parent entity
Foreign currency
franslation
adjustment

Total recognised
income and
expense

Shares issusd, net
of issue costs
Equity portion of
comvertiizle note
Share options and
warrants issued
Balance at 31
December 2005

Balance at 1 July
2004

Loss attributable to
members of the
parent entity
Foreign currency
franslaticn
adjustment
Outside equity
interest share of
loss

Total recognised
income and
expense

Shares issusd, net
of issue costs
Share options
izsued

Reversal of cutside
equity interest
Balance at 31
December 2004

Consolidated
Issued capital Foreign Option Employee Accumulated  Outside Total
currency  premium equity-setiled losses equity
translation reserve benefits interest
reserve reserve
$ $ $ $ $
107,883,835 (350,287) 2592828 631,588 (28,762,215) - T9.B95 747
- - - - (10,702 745) - (10,702,745)
- (40, 456) - - - - (40 456)
- (40,4586) - - {10,702,745) - (10,743201)
117,014,025 - - - - - 117,014,025
- - 1,719,831 - - - 1,719,831
- 758,837 784,983 - - 1,543,820
24 597 860 (380,743) 2771496 1,416,569 (35 464 560) - 189,230,222
49,957,982 - - 39,689 (11,965378) 1,583,200 39,612,493
= = 5 - (7.330,165) - {7,330,165)
- (127 278) - - - 79,361 (47.917)
- - - - - (359 196) (399 196)
- (127,278) - - (7,330,165) (319,835) (7,777.278)
o7, 925,853 - - - - - 57,925,853
- - 587454 35,967 - - 623,421
- - s 2 - (1,263 385) (1,263365)
107,883,835 (127278)  SB7 454 75,656 (159,298 543) - 89121124

Motes to the financial statements are included on pages 10 to 26.




CONSOLIDATED CASH FLOW STATEMENT
for the half-year ended 31 December 2005

Cash flows from operating activities
Payments to suppliers, employees and
consultants

Research and development expenditure
Interest received

Other income

Income received in advance

Met cash used in operating activities

Cash flows from investing activities
Purchase of property, plant and equipment
Proceeds on sale of property, plant and
equipment

Cash paid for increase in controlled entity

Met cash used in investing activities

Cash flows from financing activities
Proceeds from issue of ordinary shares
Payment of share issue costs
Proceeds from financing

Costs of financing

Met cash provided by financing activities

Net increase ! (decrease) in cash and cash
equivalents

Cash and cash equivalents at the beginning of
the halfyear

Effects of exchange rate changes on the balance
of cash held in foreign cumrencies

Cash and cash equivalents at the end of the
halfyear

Motes to the financial statements are included on pages 10 to 26.

Consolidated

Half year ended
3 December 3 December
2005 2004

L3 $
(4,256,428) (1,999,802
(5,218,473) (3,734,578)
246,189 384 622
42283 13,880
493 702 -
(8692727 (5,335,878)
1843, 746) (1,459,773)
21,376 -
(1,086,076) (4,644 966)
(1,908 ,446) (6,104,739)
5,636,102 3,666,500
(468,873) (27,422)
20,500,500 .
(607,196) -
25,060,633 3,639,078
14,459 3%0 (7,801,539)
12,892,061 31,350,656
331,857 (1,548,515)
27,683,278 22.000,602




NOTES TO THE FINANCIAL STATEMENTS
for the half-year ended 31 December 2005

1.

(a)

Summary of accounting policies
Basis of preparation

The halfyear financial repeort is a general purpose financial report prepared in accordance
with the Corporations Act 2001 and AASB 134 “Interim Financial Reporting”. Compliance
with AASE 134 ensures compliance with International Financial Reporting Standard 1AS 34
Interim Financial Reporting. The halfyear financial report does not include notes of the
type normally included in an annual financial repert and shall be read in conjunction with
the most recent annual financial report.

The financial report has been prepared on the basis of historical cost. Cost is based on the
fair values of the consideration given in exchange for goods.

The consclidated entity changed its accounting policies on 1 July 2005 to comply with A-
IFRS. The transition to A-IFRS is accounted for in accordance with Accounting Standard
AASB 1 “First-time Adoption of Australian Equivalents to International Financial Reporting
Standards”, wath 1 July 2004 as the date of transition. An explanation of how the transition
from superseded paolicies to A-IFRS has affected the consoclidated entity's financial position,
financial performance and cash flows is discussed in Note 7.

In the application of A-IFRS management i1s required to make judgements, estimates and
assumptions about carrying values of assets and liabilities that are not readily apparent
from other sources. The estimates and associated assumptions are based on historical
experience and various other factors that are believed to be reasonable under the
circumstance, the results of which form the basis of making the judgements. Actual results
may differ from these estimates. The estimates and underlying assumpticns are reviewed
an an ongoing basis. Revisions to accounting estimates are recognised in the peried in
which the estimate is revised if the revision affects only that period, or in the period of the
revision and future periods if the revision affects both current and future periods.

The accounting policies set out below have been applied in preparing the financial
statements for the half-year ended 31 December 2005, the comparative information
presented in these financial statements, and in the preparation of the opening AIFRS
balance sheet at 1 July 2004 (as disclosed in Note 7), the consolidated entity’s date of
transition, except for the accounting policies in respect of financial instruments. The
consolidated entity has not restated comparative information for financial instruments, as
permitted under the firsttime adoption transitional provisions. The accounting policies for
financial instruments applicable to the comparative information are consistent wth those
adopted and disclosed in the lodged 2005 annual financial report. The impact of changes
in these accounting policies on 1 July 2005, the date of transition for financial instruments,
is discussed further in Note 1(s).

Significant accounting policies

The fellowing significant accounting policies have been adopted in the preparation and
presentation of the halfyear financial report:

Principles of consolidation

The consolidated financial statements are prepared by combining the financial statements
of all the entities that comprise the consolidated entity, being the Company (the parent
enfity) and its subsidiaries as definad in Accounting Standard AASE 127 “Consolidated and
Separate Financial Statements”™. Consistent accounting policies are employed in the
preparation and presentation of the consolidated financial statements.




NOTES TO THE FINANCIAL STATEMENTS
for the half-year ended 31 December 2005

(b)

On acquisition and step acquisition, the assets, liakilities and contingent liabilities of a
subsidiary are measured at their fair values at the date of acquisition. Any excess of the
cost of acquisition over the fair values of the identifiable net assets acquired is recognised
as goodwill. If, after reassessment, the fair value of the identifiable net assets acquired
exceads the cost of acquisition, the deficiency is credited to profit and loss in the pericd of
acquisition.

The interest of minority shareholders is stated at the minority's proportion of the fair values
of the assets and liabilities recognised.

The consolidated financial statements include information and results of each subsidiary
from the date on which the company obtains control and until such time as the company
ceases to control such entity.

In preparing the consolidated financial statements, all intercompany balances and
transactions, and unrealised profits arising within the consolidated entity are eliminated in
full.

Foreign currency

Functional and presentation currency

The functional currency of each of the group's entities is measured using the currency of

the primary economic environment in which that entity cperates. Entities within the pSivida
Limited consolidated entity use the following functional currencies:

Entity Functional currency

pSivida Limited Australian dallar (3) to 31 December 2005
United States dollar (US$) from 1 January 2006

pSiMedica Limited British pound (£)

pSivida Inc United States dollar (US§)

pSiOncolegy Pte Lid Singapore dollar (S§)

AION Diagnostics Limited Australian dollar {F)

pSiMutria Limited British pound (£)

The parent entity, pSivida Limited, changed its functional currency from Australian dollars
to United States dollars on acquisition of pSivida Inc (formerly Control Delivery Systems
Inc) effective 1 January 2006 as it was determined that the United States was the primary
economic environment in which the parent entity operates as of that date.

The consolidated financial statements are presented in Australian dollars which is the
parent enfity’s presentation currency.

Foreign currency transactions
All foreign currency transactions during the financial peried are brought to account using
the exchange rate in effect at the date of the transaction. Foreign currency monetary items

at reporting date are translated at the exchange rate existing at reporting date.

Exchange differences are recognised in profit and loss in the period in which they arise.

11




NOTES TO THE FINANCIAL STATEMENTS
for the halfyear ended 31 December 2005

(d)

Foreign operations

On consolidation, the assets and liabilities of the consolidated entity’s overseas operations
are translated at exchange rates prevailing at the reporting date. Income and expense
items are translated at the average exchange rates for the period unless exchange rates
fluctuate significantly. Exchange differences arising, if any, are recognised in the foreign
currency translation reserve, and recognised in profit or loss on disposal of the foreign
operation.

Goodwill and fair value adjustments arising on the acquisition of a foreign entity on or after
the date of transition to A-IFRS are treated as assets and liabilities of the foreign entity and
translated at exchange rates prevailing at the reporting date. Goodwill arising on
acquisitions before the date of transition to AIFRS is treated as an Australian dollar
denominated asset.

Cash and cash equivalents

Cash and cash equivalents comprise cash on hand, cash in banks and investments in
money market instruments with original maturity of 3 months or less, net of outstanding
bank overdrafts. Bank overdrafts are shown within borrowings in current liabilities in the
balance sheet.

Financial assets
Loans and receivables

Trade receivables, loans and other receivables are recorded at amortised cost less
impairment.

Property, plant and equipment

Plant and equipment and leasehcld improvements are stated at cost less accumulated
depreciation and impairment. Cost includes expenditure that is directly attnibutable to the
acquisition of the item. In the event that settlement of all or part of the purchase
consideration is deferred, cost is determined by discounting the amounts payable in the
future to their present value as at the date of acquisition.

Depreciation is provided on property, plant and equipment, including freehold buildings but
axcluding land. Depreciation is calculated on a straight line basis sc as to write off the net
cost of each asset over its expected weeful life to its estimated residual value. Leasshold
improvements are depreciated over the perniod of the lease or estimated useful life,
whichever is the shorter, using the straight line method. The estimated useful lives,
residual values and depreciation method is reviewed at the end of each annual reporting

period.

The following estimated useful lives are used in the calculation of depreciation:

Leasehold improvements Lease term
Plant and equipment 3 years
Goodwill

Goodwill, representing the excess of the cost of acquisition over the fair value of the

identifiable assets, liabilities and contingent liabilities acquired, is recognised as an asset
and not amertised, but tested for impairment annually and whenever there is an indication




NOTES TO THE FINANCIAL STATEMENTS
for the half-year ended 31 December 2005

(a)

(h)

that the goodwill may be impaired. Any impairment is recognised immediately in profit and
loss and is not subsequently reversed. Refer also Note 1(o).

Intangible assets
Intangible assets acquired in a business combination

All potential intangible assets acquired in a business combination are identified and
recognised separately from goodwill where they satisfy the definition of an intangible asset
and their fair value can be measured reliably.

Intellectual Property

Intellectual property represents acquired biotechnology intellectual property through the
original and subsequent acquisitions of shareholdings in UK based pSiMedica Limited,
which owns the BioSilicon™ intellectual property rights royalty free. pSiMedica Limited
owns directly the patented nghts to BioSilicon™, a porous form of silicon and an enabling
platform nanotechnology in the biomedical industry.

Intellectual property is recorded at cost less accumulated amortisation and impairment.

Amortisation is calculated on a straight line basis so as to write off the cost of the asset
over its estimated useful life, commencing on acquisition of the intellectual property.

Research and development cos ts

Expenditure on research activities is recognised as an expense in the period in which it is

incurred. Where no internally-generated intangible asset can be recognised, development
expenditure is recognised as an expense in the period as incurred.

An intangible asset anising from development (or from the development phase of an internal
project) is recognised if, and anly if, all of the following are demonstrated:

s the technical feasibility of completing the intangible asset so that it will be available for

use or sale;

the intention to complete the intangible asset and use or sell it;

the ability to use or sell the intangible asset;

how the intangible asset will generate probable future economic benefits;

the availability of adequate technical, financial and other resources to complete the

development and to use or sell the intangible asset; and

« the ability to measure reliably the expenditure attributable to the intangible asset during
its development.

Payables

Trade payables and other accounts payable are recognised when the consolidated entity
becomes obliged to make future payments resulting from the purchase of goods and
services.

Borrowings

Borrowings are recorded initially at fair value, net of fransaction costs.

Subsequent to initial recognition, borrowings are measured at amortised cost with any
difference between the initial recognised amount and the redemption value being

13




NOTES TO THE FINANCIAL STATEMENTS
for the halfyear ended 31 December 2005

(i)

(k)

(1

recognised in profit and loss over the period of the borrowing using the effective interest
rate method.

Financial instruments issued by the Company
Debt and equity instruments

Debt and equity instruments are classified as either liabilities or as equity in accordance
with the substance of the contractual arrangement.

Compound instruments

The component parts of compound instruments are classified separately as liabilities and
equity in accordance with the substance of the contractual arrangement. At the date of
issue, the fair value of the liability component is estimated using the prevailing market
interest rate for a similar non-convertible debt. The equity component initially brought to
account is determined by deducting the amount of the liability component from the amount
of the compound instrument as a whole.

Transaction costs on the issue of equity instruments

Transaction costs arising on the issue of equity instruments are recognised directly in
equity as a reduction of the proceeds of the equity instruments to which the costs relate.
Transaction costs are the costs that are incurred directly in connection with the issue of

those equity instruments and which would not have been incurred had those instruments
not been issued.

Interest and dividends

Interest and dividends are classified as expenses or as distributions of profit consistent with
the balance sheet classification of the related debt or equity instruments or component
parts of compound instruments.

Provisions

Provisions are recognised when the consoclidated entity has a present obligation, the future
sacrifice of economic benefits is probable, and the amount of the provision can be
measured reliably.

The amount recognised as a provision is the best estimate of the consideration required to
seffle the present obligation at reporting date, taking intfo account the rnisks and
uncertainties surrounding the obligation. Where a provision is measured using the
cashflows estimated to settle the present obligation, its carrying amount is the present
value of those cashflows.

Revenue recognition

Royalfies
Royalty revenue is recognised on an accrual basis in accordance with the substance of the
relevant agreement.

Interest
Interest revenue is recognised on a time proportionate basis that takes into account the
effective vield on the financial asset.
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(m}) Employee benefits

(n)

(0)

Provision is made for benefits accruing to employees in respect of wages and salaries,
annual leave, long service leave and sick leave when it is probable that settlement will be
required and they are capable of being measured reliably.

Provisions made in respect of empdoyee benefits expected to be settled within 12 months,
are measured at their nominal values using the remuneration rate expected to apply at the
time of settlemeant.

Provisions made in respect of employee benefits which are not expected to be settled
within 12 months are measured as the present value of the estimated future cash outflows
to be made by the consolidated entity in respect of services provided by employees up to
reporting date.

Contributions to defined contribution superannuation plans are expensed when incurred.
Goods and services tax

Revenues, expenses and assets are recognisad net of the amount of goods and services
tax (GST), except:

+ where the amount of GST incurred is not recoverable from the taxation authority, itis
recognised as part of the cost of acquisition of an asset or as part of an item of
EXpEnse; or

o for receivables and payables which are recognisad inclusive of GST.

The net amount of GST recoverable from, or payable to, the taxation authority is included
as part of recavables or payables.

Cash flows are included in the cash flow statement on a gross basis. The GST component
of cash flows arising from investing and financing activities which is recoverable from, or

payable to, the taxation authority is classified as operating cash flows.
Impairment of assets

At each reporting date, the consolidated entity reviews the carrying amounts of its tangible
and intangible assets to determine whether there is any indication that those assets have
suffered an impairment loss. If any such indication exists, the recoverable amount of the
asset is estimated in order to determine the extent of the impairment loss (if any). Where
the asset does not generate cash flows that are independent from other assets, the
consclidated entity estimates the recoverable amount of the cash-generating unit to which
the asset belongs.

Goodwill is tested for impairment annually and whenever there is an indication that the
asset may be impaired. An impairment of goodwill is not subsequently reversaed.

Recoverable amount is the higher of fair value less costs to sell and value in use. In
assessing value in use, the estimated future cash flows are discounied to their present
value using a predfax discount rate that reflects current market assessments of the tims
value of money and the risks specific to the asset for which the estimates of future cash
flows have not been adjustad.
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(p)

If the recoverable amount of an asset (or cash-generating unit) is estimated to be less than
its carrying amount, the carrying amount of the asset (cash-generating unit) is reduced to
its recoverable amount. An impairment loss is recognised in profit or loss immediately.

Where an impairment loss subsequently reverses, the carrying amount of the asset (cash-
generating unit) is increased to the revised estimate of its recoverable amount, but only to
the extent that the increased carrying amount does not exceed the carrying amount that
would have been determined had no impairment loss been recognised for the asset (cash-
generating unit) in prior years. A reversal of an impairment loss is recognised in profit and
loss immediately.

Income tax
Current tax

Current tax is calculated by reference to the amount of income taxes payable or
recoverable in respect of the taxable profit or tax loss for the penod. [t is calculated using
tax rates and tax laws that have been enacted or substantively enacted by reporting date.
Current tax for current and prior periods is recognised as a liability (or asset) to the extent
that it is unpaid (or refundable).

Deferrad tax

Deferred tax is accounted for using the comprehensive balance sheet liability method in
respect of temporary differences arising from differences betwesn the carrying amount of
assets and liabilities in the financia statements and the corresponding tax base of those
items.

In principle, deferred tax liabilities are recognised for all taxable temporary differences.
Deferred tax assets are recognised to the extent that it is probable that sufficient taxable
amounts will be available against which deductible temporary differences or unused tax
losses and tax offsets can be utilised. However, deferred tax asssts and liabilities are not
recognised if the temporary differences giving rise to them arise from the initial recognition
of assets and liabilities (other than as a result of a business combination) which affects
neither taxable income nor accounting profit.  Furthermore, a deferred tax liability is not
recognised in relation to taxable temporary differences arising from goodwill.

Deferred tax assets and liabilities are measured at the tax rates that are expected to apply
fo the peniod(s) when the asset and liability giving rise to them are realised or setftled,
based on tax rates (and tax laws) that have been enacted or substantively enacted by
reporting date. The measurement of deferred tax liabilities and assets reflects the tax
consequences that would follow from the manner in which the consoclidated entity expects,
at the reporting date, to recover or setile the carrying amount of its assets and liabilities.

Deferred tax assets relating to carry forward tax losses are recognised where it is probable
that taxable profit will be available against which the carry forward tax losses can be
utitilised.

Deferred tax assets and liabilities are offset when they relate to income taxes levied by the
same taxation authority and the company / consolidated entity intends to settle its current
tax assets and liabilities on a net basis.

Current and deferred tax for the period

Current and deferred tax is recognised as an expense or as income in the income
statement, except when it relates to items credited or debited directly to equity, in which
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(q)

case the deferred tax is also recognised directly in equity, or where it arises fom the initial
accounting for a business combination, in which case it is taken into account in the
determination of goodwall.

Leased assets

Leases are classified as finance leases whenever the terms of the lease transfer
substantially all the risks and rewards of ownership fo the lessee. All other leases ars
classified as operating leases.

Operating leases

Operating lease payments are recognised as an expense on a straight line basis over the
lease term, except where ancther systematic basis is more representative of the time
pattern in which economic benefits from the leased assets are consumed

Share-based payments

Equity-settled share-based payments granted after 7 November 2002 that were unvested
as of 1 January 2005 are measured at fair value at the date of grant. Fair value is
measured by use of the Black Scholes Option Pricing Model in most instances. Where
conditions of the options make use of the Black Scholes method inappropnate, such as
where employee options have long lives, and are exercisable during the period between
vesting date and the end of the option's life and the exercise date cannot be reliably
estimated, the entity will use another more appropriate option valuation method, such as
the Binomial method. The expected life used in the model has been adjusted, based on
management's best estimate, for the effects of exercise restrictions and behavioural
considerations.

The fair value determined at the grant date of the equity-setiled share-based payments is
expensed on a draightline basis over the vesting period, based on the consolidated
entity’s estimate of shares that will eventually vest.

Comparative information — financial instruments

The consolidated entity has elected not to restate comparative information for financial
instruments within the scope of AASB 132 “Financial Instruments: Disclosure and
Presentation” and AASE 139 “Financial Instruments: Recognition and Measurement®, as
permitted on the firsi-time adoption of &AIFRS. The Company's review indicates that the
changes in the accounting policies for financial instruments has a nil effect on the balance
sheet as at 1 July 2005.

Segment information
Business segment — primary segment

The consolidated entity operates in only one business segment, being the biotechnology
sector.

Subsequent events
On 11 January 2006 Ms Heather Zampatti was appointed as a Mon-executive Director of

the Company. The appointment of Ms Zampatti to the pSivida board replaces Ms Alison
Ledger who stepped down after 18 months of service.
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4,

Changes in the composition of the consolidated entity

On 3 October 2005, the Company entered into a merger agreement with Gontral Delivery
Systems Inc (CDS) a Boston-based company engaged in the design and development of
drug delivery products. The agreement provided that a newly-formed subsidiary of pSivida
would merge into CDS, with CDS surviving as a wholly-owned subsidiary of pSivida with
the name of pSivida Inc. The acquisition was completed on 30 December 2005

The purchase price of the acquisition of $117 956 417 consists of:

. $114,319 cash;

. 150,820,380 ordinary fully paid shares of pSivida, represented by 15,082,038
American Depositary Shares, or ADSs, with an estimated fair value of 5107,082, 470
{(30.7 1 per share, represented by US35.169 per ADS);

. 6,795,070 restricted ordinary shares of pSivida, represented by 679,507 restricted
ADSs, with an estimated fair value of 54,824 502;

. 1,724,460 share options in pSivida, represented by 172 446 warrants over ADSs with
an estimated fair value of 3685977, and

. direct acquisition costs of 55,249,149,

A final determination of required purchase accounting adjustments, including the allocation
of the purchase price, has not yet been made due to the proximity of the date of closing of
the tfransaction to the end of the halfyear, which did not allow time for the necessary
valuations to be finalised. Faollowing is an estimate of the allocation of the purchase price
as of 30 December 2005:

Total fair value

A%

Cash 228 464
Receivables 460,351
Other 282 588
Property, plant and equipment 524,035
Deferred tax assets 20,705,001
Patents 120,000,000
Payables (4,009,564)
Deferred revenue (1,826,699)
Provisions (161,234)
Deferred tax liability (46,000,000
Total 68,302 942
Purchase price 117,956 417
Goodwill 79 653 475

Since 30 December 2005, the date of acquisition of CDS {now pSivida Inc) for accounting
purposes, a loss relating to pSivida Inc of A33,469 has been included in the group’s loss for
the halkyear.

The revenue of the combined entity for the halfyear ended 31 December 2005 would have
been 72739 and the loss after income tax would have bzen 517,458,791 had the
acguisition of CDS been effected at the beginning of the period rather than on 30
December 2005, It should be noted that in June 2005, CDS received 1USS53,000,000 from
Bausch & Lomb as an advance payment in lieu of US56250,000 of royalties that would be
payable to CDS. Under the terms of the related agreement the royalty advance will be
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reduced as follows: Bausch & Lomb will retain 50% of the first US53000,000 of royalties or
US51,500,000 and 100% of the next US54, 750,000 of royalties. Since this advance is non
refundable, other than as an offset to future royalties receivable by CDS and there are no
future performance obligations by CDS, the US53,000,000 was reflected as royalty revenue
in June 2005.

A Issuances of securities

Dunng the half-year reporting period, the Company issued 665,000 American Depositary
Shares (ADSs) (representing 6,650,000 ordinary shares in the Company) at a price of
LUISEE.50 (ASE.48) each, raising US54.2 million (A$5.6 million) before costs through a
private investment in public equity (PIPE). The Company also issued warrants over
133,000 ADSs (representing options over 1,330,000 ordinary shares) as part of the PIPE
capital raising.

The Company also issued a subordinated promissory note in the principal amount of
LISH15 million {A520.5 million) to an institutional investor.  The note is currently convertible
into 2,112,676 ADSs at a conversion price of US$7.10 per ADS, subject to adjustment
based on certain events or circumstances, in addition to a reset provision effective 10
months after entering into the agreement, being 5 August 2006. The Company also issued
warrants over 633,803 ADSs (representing options over 6,338,030 ordinary shares) as part
of the convertible note agreement.

The Company issued 3,150,000 options over ordinary shares fo directors and employees of
the Company under its employee share option plan during the half-year reporting period.

As part of the acquisition of CDS, the Company issued 15,761,545 ADSs (representing
167,615,450 ordinary shares) to former holders of CDS stock. The Company also issued
options over 172,446 ADSs (representing options over 1,724,460 ordinary shares) to
former holders of CDS options. The Company issued a further 343234 ADSs
(representing 3,432,340 ordinary shares) to CDS employees in exchange for future
services.

6.  Contingent liabilities

A potential lender to pSivida Inc (formerly Control Delivery Systems Inc) has claimed a
break-up fee as a result of the royalty advance agreement between pSivida Inc and Bausch
& Lomb. An investiment banker has claimed an advisory fee in connection with that
agreement as well as the acquisition of pSivida Inc by pSivida Limited. The consolidated
entity intends to defend against these claims. The consolidated entity has continued to
provide for the claims in the financial statements as at 31 December 2005, having provided
for the claims in the completion balance sheet of pSivida Inc at acquisition, but is unable to
disclose the amounts of the provisions as it may seriously prejudice the position of the
entity in legal proceedings.
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7.

Impacts of the adoption of Australian equivalents to International Financial
Reporting Standards

The consolidated entity changed its accounting policies on 1 July 2005 to comply with
Australian equivalents to International Financial Reporting Standards (A-IFRS).  The
transition to AIFRS is accounted for in accordance with Accounting Standard AASBE 1
First-time Adoption of Awustralian Equivalents fo International Financial Reporting
Standards, with 1 July 2004 as the date of transition, except for financial instruments,
where the date of transition is 1 July 2005 (refer Note 1).

An explanation of how the transition from superseded policies to &IFRS has affected the
consolidated entity’s financial pesition, financial perfformance and cash flows is set out in
the following tables and the notes that accompany the tables.

Effect of A-IFRS on the balance sheet as at 1 July 2004

Consolidated
MNotes Superseded Effect of A IFRS
policies * transition to
AIFRS
§ b 5
Current assets
Cash and cash equivalents 31,350 656 - 21,350,656
Trade and other receivables 340482 - 340 482
Other 33,958 - 38,958
Total current assets 31,730 0596 - 31,730,086
Non-current assets
Property, plant and equipment 569,699 - 669,695
Other intangible assets ] 7,034,622 1,183,550 Q118,172
Other 32,641 - 32,641
Total non-current assets 8 636,962 1,183,550 Q820512
Total assets 40,367,058 3,891,589 41,550,608
Current liabilities
Trade and other payables 1,938 115 - 1,538,115
Total current liabilities 1,028,115 - 1,938,115
Total liakilities 1,828,115 2,708,039 1,938,115
Net assets 38,428 842 1,183 550 239,612,493
Equity
Issued capital 49 057 982 - 49 957 9682
Ressrves c,d 78,220 (38,531) 35,6849
Accumulated losses f (13,180 458} 1,222,081 (11,868,378)
Parent endty interast 36,845 743 1,183,550 38,020,203
Tatal outside equity interest 1,583,200 - 1,583,200
Total equity 238,428 8423 1,183,550 239,612,483

* Reported financial position as at 30 June 2004.
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Effect of A-IFRS on the income statement for the haltyear ended 31 December 2004

Consolidated
Notes Superseded Effect of AIFRS
policies * transition to
AIFRS
5 -] ]

Revenue 398,501 - 398,501
Corporate office expenses b, de (3,905 247) {2403,853) (6,309,100)
Research and development (3,688,0682) - (3,688,062)
Loss hefore income tax (7,194 808) (2403 853) (9 508 661)
Sxpense
Income tax benefit a - 1,869,300 1,869,300
Loss for the period (7,194 808) (534,553) (7,729 361)
Loss attributable to minority
interest 309 186 - 399 196
Loss attributable to members
of the parent entity {6,795612) (634 553) (7,330,165)

Effect of A-IFRS on the income statement for the financial yearended 30 June 2005

Consolidated
Notes Superseded Effect of AIFRS
policies * transition to
AIFRS
s s S
Revenue 828,975 - 828,976
Corporate office expenses b,de (7,666,765) (5,688,204) (13,354 969)
Ressarch and development (8,2687.930) - (8,287 930)
Loss hefore income tax {15,125,719) (5,688.204) (20,813,923)
expense
Income tax benefit a - 362080 3,520,801
Loss for the period (15,125, (2067, 117,193,
Loss attributable to minority
interest 380,196 - 399196
Loss attributable to members
of the parent entity (14,726,523) (2067,313) {16,793,836)

* Reperted financial results under previous Australian GAAP.
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Effect of A-IFRS on the balance sheet as at 31 December 2004

Current assets

Cash and cash equivalents
Trade and other receivahles
Cther

Total current assets

Mon-current assets

Froperty, plant and equipment
Goodwill

Cther intangible assets
Other

Total non-current assets
Total assets

Current liabilities

Trade and other payables
Provisions

Taotal current liabilities
Mon-current liahilities
Deferred tax labilities

Total non-current liabilities
Total liabilities

Net assets

Equity

Issued capital
Reserves
Accumulated losses

Total equity

Notes

c.d

Consolidated

Superseded Effect of A-IFRS
policies * transition to
A IFRS

$ $ $
22.000.602 - 22.000,602
245 437 - 245 437
93.310 - 93,310
22,340 349 - 22340349
1,756 367 - 1,756,367
9,119,459 14,186,239 23,305,698
Hi5.642 558 (1,627,027 55,015,532
16,587 - 16,587
67.534 972 12,559,212 80,094,184
89.875.321 12,559,212 102,434 533
143115 - 1,431,127
8,034 - 8,034
1439 161 - 1,438 161
- 11,874,248 11,874,248
- 11,874,248 11,874 248
1,439,161 11,874,248 13,313,409
88,436,160 684,084 89,121,124
107,883,835 - 107,383,835
538,395 (2.564) 3583
{19,986,071) GB87.528 (19,298 543)
88,436,160 G584 084 89,121,124

* Reported financial position under previous Australian GAAP.
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(a)

Effect of A-IFRS on the balance sheet as at 30 June 2005

Current assets

Cash and cash equivalents
Trade and other receivables
Other

Total current assets

Non-current assets

Property, plant and equipment

Goodwill
Cther intangible assets
Total non-current assets

Total assets

Current liabilities

Trade and other payables
Provisions

Total current liabilities

Non-current liabilities
Deferred tax liabilities
Total non-current liabilities

Total liabilities

Net assets

Equity

lssued capital
Reserves
Accumulated losses

Total equity

Consolidated
Motes Superseded Effect of A-IFRS
policies * transition to
AIFRS
$ $ $

12,892 061 - 12,892,061

709418 - 709,418

322933 - 322 933

13,024 412 - 13,924 412

3,273 663 - 3,273 663

g 8,588 228 14717470 23,305,698
h hG,.248,010 (4,886,681) 51,362,320
G5, 110,007 0 B30 759 77,5947 B0
62,035,313 0,830,739 91,666,102

2,017,820 - 2,017,820

29879 - 29,879

2,047 53 - 2,047 609

a - 10,122 656 10,122 656
- 10,122 656 10,122 656

2,047 599 10,122 656 12,170,355

79,987 614 (291,867) 78,695 747
107,883,835 - 107,883,835

c,d 20,761 RA3.366 RT4127
f (27.916,982) (845, 233) (28,762 215)
79,987 614 (201 867) 70 695 747

* Reported financial position under previous Australian GAAP.

Effect of AIFRS on the cash flow statement

There are no material differences between the cash flow statement presented under A-

IFRS and the cash flow statement presented under the superseded policies.

Notes to the reconciliations of the income statement and balance sheet

Deferred income tax

Under superseded policies, the consolidated entity adopted tax -effect accounting principles
whereby income tax expense was calculated on pretax accounting profits after adjustment
for permanent differences. The tax-effect of timing differences, which occur when items
were included or allowed for income tax purposes in a period different to that for accounting
purposes, were recognised at current taxation rates as deferred tax assets and deferred tax

liabilities, as applicable.
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Under AIFRS, deferred tax is determined using the balance sheet liability method in
respect of temporary differences arising from differences between the carrying amount of
assets and liabilities in the financial statements and their corresponding tax bases.

The effect of the deferred tax adjustments on deferred tax balances is as follows:

Consolidated

1.Jul 2004 31 Dec 2004 30 Jun 2005
$ $ $
Deferred tax assets not recognised
under pravious GAAP 2,708,039 4,330,630 5,611,096
Deferred tax liabilities not recognised
under pravious GAAP (2,708,039) (16,704 878) (15,733,752
Met increase in deferred tax balances - (11,874 248) 10 122 555
Half-year ended Financial year
31 Dec 2004 ended
30 Jun 2005
$ $
Met impact on deferred tax at beginning of perod - -
Impact on loss for period 1,869,300 3,620,892
Deferred tax capitalised to goodwill (13,743 548) (13,743 548)
Met impact of deferred tax at end of period (11,874 248) (10,122 656)

Other intangible assets

At the date of fransition to A-IFRS, the Company elected to restate all business
combinations occurring from 1 December 2000, the date of the entity's relisting on the
Awustralian Stock Exchange.

As part of this restatemant, the Company has capitalised direct acquisition costs previously
expensed under A-GAAF on the acquisition of a controlling interest in pSiMedica Limited in
May 2001 totaling $112,278, resulting in an increase to intangibles of this amount on
transition (and also applicable at 31 December 2004 and 30 Jume 2005) and a
corresponding decrease to accumulated losses.

The restatement of business combinations has also esulted in an increase in other
intangible assets of B400,552 on transition (and also applicable at 31 December 2004
and 30 June 2005) as a result of the gross-up of intangible assets resulting from changes
to deferred tax balances. An amortisation expense must also be charged on the additional
intangible amount. This has resulted in a decrease in intangibles of $692,513 at transition,
5849293 at 31 December 2004 and $1,003,517 at 30 June 2005. A corresponding
increase to accumulated losses of $692,513 on transition, and an additional amortisation
expense of 5156,780 for the half-year ended 31 Decamber 2004, and 311,004 for the year
ended 30 June 2005 has been recorded.

Further, under A-IFRS the consolidated entity has chosen to amortise its intangible assets
from the date of their recognition, which differs from previous AGAAP whereby the
consolidated entity did not amortise intangible assets until such time as they resulted in the
generation of revenus. This has resulted in a decrease in intangibles of 51,636,767 at
transition, 34,290 565 at 31 December 2004 and $7,3959% at 30 June 2005 A
corresponding increase to accumulated losses of 51,636,767 on transition, and an
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(c)

(d)

()

additional amortisation expense of 52,653,798 for the halfyear ended 31 Decamber 2004,
and 55,759,227 for the year ended 30 June 2005 has been recorded.

Cumulative exchange differences

At the date of transition, the consolidated entity elected to reset the foreign currency
translation reserve to zero. An amount of 578,220 was reclassified from the foreign
currency translation reserve to accumulated losses on transition (and also applicable at 31
December 2004 and 30 Jurne 2005), thereby reducing the balance of reserves by this
amaount.

Share-based payments

As at the date of transition to A-IFRS, the consolidated entity has recognised an increase in
the employee equity-settled payments reserve and a corresponding increase in
accumulated losses of $35,689.

For the half-year ended 31 December 2004, share-based payments of $35,967 (of which
528,865 was included in employee benefit expenses and 57,102 in consultancy fees) which
were not recognised under the superseded policies were recognised under A-IFRS, with a
corresponding increase in the employee equity-settled payments reserve.

For the financial year ended 30 June 2005, sharebased payments of 5591,897 (of which
5508,610 was included in employee benefit expenses and 583,287 in consultancy fees)
which were not recognised under the superseded policies were recognisaed under A IFRS,
with a corresponding increase in the employee equity-settled payments reserve.

These adjustments had no matenal tax or deferred tax consequences.
Goodwill

The consclidated entity has elected to restate all business combinations occurring from 1
December 2000, the date of the entity's relisting on the Australian Stock Exchange. This
has resulted in an increase in the value of goodwill of $13,743,547 for the halfyear ending
31 December 2004, and an increase of 513,743,547 for the year ended 30 June 2005.

Goodwill arising from these business combinations that involved the acquisition of foreign
businesses will be treated as an Australian dollar denominated asset.

Further, goodwill, which was amortised under superseded policies, is not amortised under
A-IFRS from the date of acquisition for those business combinations restated The effect of
this change is an increase in the carrying amount of goodwill by 5442 652 and a decrease
in net loss before tax of $442 692 for the halfyear ended and as at 31 December 2004 and
an increase in the carrying amount of goodwill by $973,923 and a decrease in net loss
before tax of $973,923 for the financial year ended and as at 30 June 2005. There is no
tax effect as deferred taxes are not recognised for temporary differences ansing from
goodwill from which amortisation is not deductible for tax purposes.
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(f)

Accumulated losses

The effect of the above adjustments on accumulated losses is as follows:

Income tax benefit / expense
Direct acquisition costs
capitalised

Amoriisation of grossed-up
intangihle

Amortisation of intangibles
praviously unamortised
Transfer from foreign
cumency translation reserve
Expensed share-based
payments

Goodwill no longer amortised

Total adjustment to
accumulated losses

Aftributable to members of the
parent entity

Aftributahle to minority
interesis

Notes

a

Consolidated

1 Jul 2004 31 Dec 2004 30 Jun 2005

3400,552 5.269 852 7.021,443

112,278 112,278 112278
{692,513) {349,293) {1,003,517)
(1,636,767) {4,290,565) (7,395,954

78,220 76,220 78,220
{39,659) {75.656) {631,585)

: 442 §92 073,923
1222,081 BE7 528 {845,233)
1.222,081 BE7 528 {845,233)
1222081 BET 528 {845.233)
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DIRECTORS’ DECLARATION

The directars declare that:

a) in the directors’ opinion, there are reasonable grounds to believe that the disclosing entity will
be able to pay its debts as and when they become due and payable; and

b) in the directors” opinion, the attached financial statements and notes thersto are in
accordance with the Corporaticns Act 2001, including compliance with accounting standards

and giving a true and fair view of the financial position and performance of the consolidated
entity.

Signed in accordance with a resclution of the directors, made pursuant to s 303{5) of the
Corporations Act 2001.

On behalf of the Directors

A e~ .

= J Rezos

Directar

Perth, Western Australia
16 March 2006
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Scope
The financial report and directors ' responsibility

The financial report comprises the balance sheet. income statement, cash flow statement,
statement changes in equity. selected explanatory notes and the directors’ declaration for the
consolidated entity for the half-yvear ended 31 December 2005 as set out on pages 6 to 27.
The consolidated entity comprises both pSivida Limited (the company) and the entities 1t
controlled at the end of the half-year or from time to time duning the half-year.

The directors of the company are responsible for the preparation and true and fair
presentation of the financial report 1n accordance with Accounting Standards in Australia
and the Corporations Act 2001. This mcludes responsibility for the maintenance of adequate
financial records and internal controls that are designed to prevent and detect fraud and error.
and for the accounting policies and accounting estimates mherent i the financial report.

Review Approach

We have performed an independent review of the financial report in order to state whether,
on the basis of the procedures described. anything has come to our attention that would
indicate that the financial report 15 not presented fairly in accordance with the Corporations
Act 2001 and Accounting Standards A ASB 134 “Interim Financial Reporting” and AASB 1
“First-time Adoption of Australian Equivalents to International Financial Reporting
Standards™, so as to present a view which iz consistent with our understanding of the
consolidated entity”s financial position, and performance as represented by the results of 1ts
operations, its changes in equaty and its cash flows, and in order for the company to lodge the
financial report with the Australian Securities and Investments Commission.

Our review was conducted 1n accordance with Australian Auditing Standards applicable to
review engagements. A review 1s limited primanly to inquiries of the entity’s personnel and
analytical procedures applied to the financial dara. These procedures do not provide all the
evidence that would be required in an audit, thus the level of assurance provided 1is less than
given in an audit. We have not performed an audit and, accordingly. we do not express an
audit opinion.

Maember of
Delaitte Touche Tohmatsu

Liability limited by a scheme approved under Professional Standards Legislation,




Deloitte.

Statement

Based on our review, which is not an audit, we have not become aware of any matter that
makes us believe that the half-vear financial report of pSivida Limited 1s not in accordance
with the Corporations Act 2001, including:

(a) mving a true and fair view of the consolidated entity’s financial position as at 31
December 2005 and of 1ts performance for the half-vear ended on that date; and

(b) complying with Accounting Standards AASB 134 “Interim Financial Reporting” and

AASB 1 “First-time Adoption of Australian Equivalents to International Financial
Reporting Standards™ and the Corporations Regulations 2001,

Dedodtte. Toucde Tobmatsn

DELOITTE TOUCHE TOHMATSU

Peter M Rupp
Partner

Chartered Accountants
Perth, 16 March 2006




