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Grant Thornten Carporate Serviees (WA) Pty Lid

The Directors

Waymeuth Resources Limited
Leval 2, 89 Frome Straat
ADELAIDE SA 5000

4 Decamber 2003
Dear Sirs

INDEPENDENT EXFERTS REPORT
1. Intraduction

The directors of Waymeuth Resources Limited ("WAY" or "the Company") have instructed Grant Thornton
Corporate Services (WA) Pty Ltd ("GTGS") to prepare an independent expart's report in relafion to the transastion
summarised below. THis report has been prepared in accordance with ASIC Policy Staterent 74 (Acquisitions
Agreed to by Shareholders) and Section 611 of the Corporations Act 2001 ("the Act”) and will form part of the
information that must be provided to WAY shareholders under ASIC Policy Statement 74,

The report is to be prepared in ratation to the proposed transaction which can be summarised a3 follows:

. WAY and Living Cell Technologiss Pty Ltd (LCT) shall enter into & Share Purchasa Agreement ("SPA")
wheratry WAY will acguire the remaining 86.1% of the issued capital of LCT that is does not already own;

. In consideration, WAY will izssue the shareholders of LET 17 WAY shares for every 10 LCT shares held
(approximating the iasue of 36,1 million WAY shares) and 17 WAY options for evary 10 LCT options
held;

. The LCT diractors are to be appointed to the board of WAY on completion of the proposed transaction
and the current WAY directors will resign st completion of the proposed tranaaction; and

. At completion of the proposad traneaction, WAY will change its name to Living Cell Technologiss
Limited,

This repart is to accompany a Notice of Meeting and Explanatary Memorandurm to be sent to WAY shareholders.
Further details regarding the proposed transaction are included within the Notice of Meeting and Explanatory
Memorandum.

2, Purpose of Report

The purpose of the report is to advise whether tha proposed transaction is fair and reasonable to the non-
gssociated shareholders of WAY. Tha raport has been prapared pursuant to the requirements of Section §11 of
the Act.

The raport ia ta be included in a Notice of Meeting to WAY sharsholders and has been prapared for the exclusive
purpose of assisting WAY's independent directors and non-associated sharaholders with their assessment of the
proposed transaation,
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& Executive Summary
In our opinion, the proposed transaction will be fair to the non-associstad shareholders of WAY i

s The value of WAY shares offerad (consideration) is less than ar equal to the value of the remaining
B8.1% interest in LCT to be acquired; and

s The intallectual property, patents and trademarks heid by LCT has & minimum value eguivalent te the
amount it was acquired for in October 2003, being $6.4 million.

In the avent that LCT's intellectual property, patents and tradsmarks are worth substantially less (in the order of
1}?% or greater) than $8.4 million then the transaction may not be construed as being fair to the WAY
sharehoiders,

Any value atiributsble to these intangible assetz of LCT will be underpinned by their future capabiiies and
revenue generating ability. In considering the fairness of the proposed transaction, both WAY and LCT have been
valued on the basis of thair net aezeta and for LCT this has included an imputed value for its intellectual proparty,
patents and trademarks equivalent to the arms length purchase price paid for their scquisition from a third party,
Diatranz, in Cotober 2003,

No formal independent expert valuation of LCT's Intellectual property, patents and trademarks has been
commissioned by Grant Tharnton Gorporate Services (WA) Pty Lid or the directors of WAY and LCT Lid.

We would point out to the readars of our report that:

«  Neither the directors of WAY or LCT are eble to provide us with future cash flows for LCT en a reliable
basis to allow a discounted cash flow to be prepared with any reasonable degres of certainty;

« The directors of LGCT have made available the |ndependent Experts Report prepared by Acuity
Technology Management In June 2003 which provides a recent review of the technical status of the
hiotechnology project;

+ The subject intellsctual property changed ownership on an arms length bagis ag confirmed by the
directors of WAY and LCT in a transaction campleted in October 2003 for @ purchase price in the order of
36.4 million;

s The leval of expenditure incured with respect to the intellectual property prier to the transaction
(immediately referred to above) was in the order of AUES.7 million; and

»  Given the early stages of development of the biotechnalogy project and the futurs intertions and
commercialisation strategy of LT as outlined in the Notice of Mesting and Explanatory Mamaorandum,
we consider that it would not be unraasenable far any other third party sesking 1o pursue the same
activity and future development of the project to have had to spend et least an eguivalent amount of the
expenditure to bring the project fo its currant pasition,

Wa have had regard to the various advaniages and disadvantages of the propased transaction, in ariving at our
opinicn on whether the proposed fransactioh is reasonable to the non-associated WAY shareholders,

Qur opinion is basad on ecoromic, market and other conditions prevailing at the date of this report. Such
conditions, particularly share prices, investar expactations and the industry in which WAY and LCT operate can
change significantly over relatively short periods of time and can impact any valuation assessmant,

In arriving at our opinion, we have had regard to the following:

Faimess

The propozed trangaction i considerad fair to the non-associated sharshalders of WAY, if the assessad value of

the 38.1 million fully paid ordinary shares of WAY issued to shareholders of LCT, is equal 10 or less than the
assessed value of the Interest in LCT, baing 85.1% of the issued capital of LCT, 10 be acquired by WAY.,
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A comparison of the consideration offared to WAY and the value of an equity interest in LCT is summarised

below:
Detailed Preferred
Report Ref assessment
$000
Value of sharas in WAY offered as consideration:
[Net assat basis] 7.1.5
- 36.1m WAY sharas Appandix 3 5874
Value ofinterest in LCT to be acquirad by WAY:
[Met agset basis] 7.2.5
-86,1% of LCT Appendix 4 8,202

Baged on the table above, in our opinion the proposed transaction is fait &t the preferred value having ragard to
the interesta of the non-associated shareholdars of WAY.

The preferred value assumes that the intelleciual property, patents and tradamarks held by LCT will command a
valua it the order of $6.4 million, equivalant to the emount LCT acquired the same far on an arms length basis in
Octabar 2003. Normally, it would be appropriata to a value an early stege development company such as LCT on
the basis of the present value of its expacted future cash flows., LCT has incurred opaerating lossea since ifs
inception, has limited capital resources and does not expect to ganerata revenuss for approximately two to four
years. The LCT directors are unable to predict, with any certainty, the future cash flows of LCT due its early stage
of development and as a result we have been unable 1o apply this mathadaelogy to our valuation process.

In mssessing tha fairness of the proposed transaction, it can be congiderad fair if the value of the intellectual
property is equivalent to or greater than 36.4 million 28 this value indirectly flows proportionately to WAY
ghareholders 28 a consecquence of their 13.9% interest in LCT. if the valua of LCT's intellectual property is worth
substantially less (in the order of 10% or greater) then the proposed tranaaction would not appear to be fair to the

non associaied WAY sharsholders,
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The table below shows the impact of the proposed transaction on the value of one WAY share pre and post

transactian.
Report
Reference Value of one WAY
shara

PRE-TRANSACTION 713
Assessed valus of one WAY shara — azset basis Appendix 3 $0.17
POST-TRANSACTION
Net asset valus of LCT $7,286,918
Nat assgef value of WAY $2,308,283
Adjustment for LCT investment in WAY balance
sheet ($1,133,045)
Value post-iransaction $8,4682, 164
Number of WAY shares on igsue post-iransaction 47 930,202
Assessed value of one WAY share post-transaction $0.18
Increase in assesead value per share as & result of
transaction . $0.01

The comparisan of pre and post fransaction values per WAY share Indicates an inarease of 1 cent par share,

The propasad transaction, if approved by non-associzted sharsholders of WAY, will result in an expanded capital
base of the Company, ae detalled below:

Nugmbar of Qrdinary Shares

Existing shares of WAY - pre<transaction 12,787,500

WAY shares to be ijzsued to LCT shareholders - subject fo WAY
shareholder approval 35,143,402

Shares of WAY - post transaction 47,830,802
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The shareholding of LCT in WAY, if the proposed transaction iz approved, will resuit in existing LOT sharsholders
cbtzining a 73.3% interest in the expanded capital base of WAY as follows!

WAY shares held WAY shares Parcentage

pre-transaction held post ownership

. transaction posts
transaction
LET shargholders - 35,143,402 73.3%
WAY shareholders 12,787,500 12,787,500 26.7%
12,787,500 47,830,802 100%

The above table agsumes the WAY and LCT options on izsue are net exercised prior to the proposed transaction
completing. Additionally, it assumes that the LCT convertible loan stock is not converted prior to complation of the
proposed transection.

Furthar in assessing the faimess of the proposed transaction, we have sscribed no value to the WAY or [CT
options (referred to in Secticns 3.2 and 4.3 of our detailed report). 1 under the Black & Scholes sption pricing
rnodel, which requires a number of subjective assumptions, valuss were to be ascribed to WAY and LCT options,
using tha assumptions set out in Appendix 9 of our repart, our conclusion regarding faimess would not changs.

Raasonablensss

In assessing whether the proposed transaction is reasonable, we have considered the potenfial advantages and
disadvantages to the non-associated shareholders of WAY of the proposad transaction and considerad whether
the advantages outweigh the disadvantages.

The primary advantages if the proposad tranzaction does proceed;

» Potential for the Company to develop and commercislise products for the traatment of diabetes and
haemophilia. This could possibly lead to future revenues for the company and its sharsholders in the lohger
term.

s Actuire 100% ownership of LOT rather than a minority interest of 13.9%.

* A new board, comprising members with the appropriate knowledge and understanding of the biotechnology
industry.

= Sharsholders will potentially maintain an interast in 2 company listed on the Newcastle Limited Stock
Exchange with a biotechnology projest.

v As LOT is an operating Company and WAY has not yet effectivaly traded, the proposed fransaction may
increase the liquidity of the issued sharas not hald in Escrow,

+ Thare ig no deterioration in the value per share on a net asset backing basie for a WAY shareholder if the
proposed tranaaction is completed.

The primary disadvantages if the proposed tranzaction does procesd:

» [Dilution in existing WAY sharsholder's interest in the Cormpany from 100% te 26.7%.

a  Greater exposure to underlying operating and market risk assoclated with invastmants in the bistechnotogy
sector,

The primary advantsges if the proposed transaction did not proceed:

»  Nodilution of exizsting WAY shareholders interest in tha Company.
s Possibility of future returns from rescurce exploration activities that might be undertaken by the Campany
under its current structure,
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The primary disadvantages if the proposed tranzaction dld not procead:

v Grester exposure to the potential underlying operating and market risk aszociated with investmants in
companies focused on early stage resources exploration activity.

s The prospect of a continuation of & fack of trading and liquidity in the Company's shares if applications for and
setivity in resource explaration projects are delayed or unsuccessful,

Significant Rigks

We draw WAY shareholders attention to the significant risks involved in the proposed transaction which include:

. Political risks eg; unforesesn Government legislation affacting the use of xenotransplantation in differant
countries,
" Delays In development and commercialisation due to slow regulatory approval, This could lead to 2

requirement for funding at a higher level than anticipatad,

. Unpradicted fechnical factors including sethacks during clinical trials;

[ Competitors developing sucesssful predusts faster that LCT,

. Inability to raise further funding for future rezearch and product commercialisation;

. LCT experiencing product liability claims for advarse reactions during clinical trials. LCT may not be able
to source appropriate Insurance cover to maet all of these potential liabilities;

. Rejection of certain patents pending appraval due to similar research by competitore;

. Loss of key staff, and

The outbreak of a disease within LCT's pig herd.

Further, draw reader's attention to the Risk Analysis included in Section 4.9 of the Notice of Meeting and
Explanatory Memarandum which sheuld be read in canjunction with our repaert.

Having regard to the above advantages and disadvantages, we congsider the proposed transaction to ba
reazonable to the non-essociated shareholders of WAY.

This apinion sheuld be read in conjunction with the attached report, which outlines our detalled findings and the
scope of the report.

Yours faithfully
Grenf Thornton Corporate Services (WA) Pty Ltd

oSN D
1‘»“\_“ !‘\‘\‘ ;,w,,ff

Greg LeGuler

Diractor
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1 OUTLINE OF THE FROPOQSAL
11 Proposed Transaction

The terme of the proposed trangaction are describad in the Heads of Agreement (HoA) dated 15 October 2003
between WAY and LCT and were initially announced to the NSX on the same day.

The proposed transaction can be summarised as follows:

. WAY and LCT shall enter intd @ Share Purchase Agreement (“SPA") wheraby WAY will acquire the
remaining 86.1% of the issued capital of LCT that Is does not already own;

L In consideration, WAY will igsue the shareholcers of LGT 17/ WAY shares for every 10 LOT shares held
{approximating the issue of circa 35,1 million WAY shares) and 17 WAY options for every 10 LCT
options held;

. The LOT diractors are to be appointed fo the board of WAY on completion of the proposed fransaction
and the current WAY diregtors resign at completion; and

. At completion of the proposad transaction, WAY wiil change its name to Living Cell Technologies
Lirnited,

Shoutd the propesed transaction procaed, then the new capital structure of WAY will be as follows:

Proposad Post.
Pre-trapsaction transaction tranaaction
WAY Qrdinary Shares 12,787,500 35,143,402 47,020,802
WAY Options 1,000,000 12,336,150 13,338,150
1.2 Conditians to the Transaction
The proposed transaction is subject ta the following conditions precedent:
0 Approval by WAY sharghelders at an AGM to be convened on ar about & January 2004,
L] Complation of due diligence to the satisfaction of WAY and LCT directors;
. WAY shareholder approval of the transaction and the proposed change In the focus and scals of WAY's
activities:
. Approval of the transaction by LCT's largest shareholder, Diatrarz, who own 41,7% of the issued share
capital of LCT, and
» The parties entering into a SPA.

Shareholders should note that at the date of this report the above conditions precedent that have been satisfied
are the satisfactory completion of due diligence, the preparation of the SPA, and we are advised that 758% of the
Diatranz shareholders have indicated their intention to give approval ta the {ranzaction.

It is proposed that the WAY shares to be issued to LET shareholders pursuant to the proposed transaction may
not be sold for twelve manthe from the date on which the shares are issued, except where WAY and NEX agree
otherwise. Accordingly, it is proposed that these shares will be hald in an ESCROW account for twelve months,

Diatranz will be permitted to sell WAY shares ss nacessary to pay its creditors and will also be permitied to
distribute the remaining shares in specie after setflement of these debis to its sharshalders. The shares
digtributed to Diatranz shareholders will be held in ESCROW for twelve monthg from tha date of issua to Diatranz,
Following the distribution of WAY shares to Distranz shareholders, 1t s proposed that Diatranz will be iquidated.
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2 SCOPE OF THE REPORT
21 Furpose of the Report

Under Section 606 of the Act and subjsct to certain exceptions, an entity is prohibited from acquiring a relevant
interest in the izsued vating shares of a listed company if, because of the acquisiion, the voting power of the antity
and its associztes in the company increases from below 20% to above 20%, An exception to Section 806 is for
the acquisition to be appraved by ehareholders of the comparty under Section 611 of the Act.

Fallowing the proposed transaction to which thig report relates, the Individual vating power of LCT shareholders in
WAY will inorcaze fram mil o 73.3%. |f current and proposed WAY opfions an issus are ealled then the voting
power of LCT sharsholders in WAY will increase to 79.3%. Huence, approval for the propused transaction is being
sought under Section 611 of the Act.

Under the Australian Securites and investments Commizsion (‘the ASIC™) paficy statements, resolutions
proposed for Saction 611 purposes are generally required to be accompanied by an independent expen’s report
which is to provide an opinion as to whether or not the propesed transaction is fair and reasonsble to the non-
sssociated shareholders of the company subject to the transaction. Accordingly, the purpose of our report is to
provide such &n opinion in refation to the issue of gharas to LOT shareholders by WAY under the proposed
transaction. Consideration is also required as to whather a premium for control under the terms of the prepeaed
transaction 1s being paid,

In ASIC Poficy Statement 74, the ASIC has set out, inter alia, the minimum informatien it considers shauld be
provided to sharaholders in order to agsist tham in deciding whether or not to approve a transaction (under
Section 811 of the Acth. ASIC Policy Statement 74 is applicable to Independent expert's reporte provided in
connection with the acquisition of a relevant intarest in the voting shareg of 2 listed public company.

2.2 Baslis of Evaluation - Fair & Reasonahle

The key issue to consider, in terms of ASIC Policy Statement 74, in asseasing whether the propased transaction
s fair and reasonable 1o the non-associated shareholders, is whethar, having regard fo alf the circumstances of
the proposal, thoee sharsholders will be no worse off if the fransaction does procesd than if It does not proceed.

The Act provides no definition as to the meaning of fair and reasenable. ASIC Policy Statement 74 does provide
guidelines, which state that fairmess relates to price whereas reasonablenass will include the cansidaration of
factors other than price,

ASIC Palicy Statement 74 states that what is fair and reasonable for non-associated shareholders should be
judged in all the circumstances of the proposal, with a comparisan made of the lkely advantages and
disadvantages for tha non-associsted shareholders if the proposal does or does not progead. Comparing the
value of the aesets to be disposed of under the proposed transaction with the value of the consideration recaived
would b= only ane element of this assassment.

Genarally, a transaction will be fair and reasonable where the advantages of the transaction procesding autwaigh
the disadvantages.

In determining whether the proposed transaction is fair and raasenable we have undertaken the following:

. astimated the value of the consideration offered by WAY, bsing approximately 35.1 million fully paid
ordinary WAY thares;

. eatimated the value of the interest in LCT, being an 88.1% equity interest in LGT, to be acquired by WAY,

. compared the value of the consideration offered by WAY with the value of the interest in LCT (that iz
‘fairness");

. considared othar potential advantages and digadvantages fo the non-associsted sharehalders of the

proposed transaction (that is 'reascnableness’); and

. ectimated the amaunt of sny premium for central that might apply ta this transaction,
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ASIC Policy Statement 74 requires that the expert give an opinion as to whether the proposed transaction will
recult in any premium for cantrol. In giving their opinion, the expart should;

* quantify any pramium; and

- set out reagong for farming that opinion and why under the circurngtances it ie appropriate ta regard any
banefit ag constituting a premium for conirel,

In detarmining whether a control pramium will exist as 2 result of the proposed transaction, we have considerad
the requirements of ASIC Policy Statement 74 as defailed above, and have concluded that as & congeguence of
the proposed change in the Board of WAY, control wil be effectively passed through to the LCT shareholders as it
is proposed pursuant to the terms of the proposed transaction to replace the current WAY directars with the LCT
directars referred to in Section 8.2.3 of our report,

On the preferred value basis, WAY has offered no premium to LCT as the assessed valua of tha cansideratian is
leas than the assessed value of tha interest in LCT to be scquired. Further, LCT offers a small premium, in the
order of 5%, to the WAY sharsholders in terms of the excess of the seseseed value of LCT baing acquired in
exchange for the aflotment of WAY shares.

WAY, with {he exception of its 13.9% interest in LCT, is effectively a cash box listed on the N8X with limited
trading in its shares to date. LCT's primary ssset, with the exception of soma property plant and eguipment and
net liquid assets, is the underlying intellectual property, patents and frademarks assoclated with the histechnelogy
project. Pursuant to the terms of this proposed fransaction, WAY is simply scquiring the reraining 86.1% interest
in LCT.

Given that the proposed fransaction contemplates consolidation of 100% of LCT into WAY and, with the exception
of its awn minarity interest in LOT, WAY's only other significant asset is cash, we belleve that little or no contral
premium is applicable to the proposad tfransaction.



8.JAM. 28B4 9:38 M S = MO, 737 F.13

Page 4

3 PROFILE QOF WAY
34 Company History & Actlvitles

WAY is & public company listed an the Stock Exchange of Newsastle Limited (N8X) and was incorporated an 17
March 2003 and listed on the NSX on 2 Ostaber 2003,

The Company proposed to cotrmence activities as a junior resources axplorer,

To date, no exploration activiiies have bean undertaken. The Company hss applied for an Exploration Licensa
Application 53/08 Helowilans over an arsa of 7582 square kilometres in the Southern Flinders ranges, South
Australiz. The Company's activitles have been limited to date and Include Its formation, ligting en the NSX, and
the application for an Exploration Licanse.

The diractors have advised us that if the proposed transaction is completed, the Gompany will cease to have a
focus on geological exploration and intends 4o drop all Exploration License Appliestions. Thig change in the
nature of the Campany's activities is to be approved by the WAY sharsholders at an AGM on or around 5 January
2004.

2 Capital Structure

As at 14 Novamber 2003, WAY had 12,787,500 ordinary shares on issue.

The top & shareholdars at 14 November 2003 were:

Number of shares Percantage
McKell Place Nominees Pty Lid 400,000 3.1%
Simon T O'Loughlin’ 300,000 2.3%
| E Properiies Py Ltd 225,000 1.8%
Whitesand Investments Pty Lid 235,000 1.8%
Digkdaw Pty Ltd 200,000 1.8%
1,350,000 10.6%

Source: WAY Sharsholder Regisfer af 14 November 2003

Motes to Gapital Structure

{1) Mr O'Loughlin ia a director of WAY,

(2) Tha balance of the Company's shares (88.4%) ara hald by two hundred and seventy sight shareholders
and limited trading in the Company's shares has been noted on NSX since the listing date with 20,000
shares traded at $0,.22 on 14 November 2003,

(3) The proposed transaction provides that WAY will issue 35,143,402 shares to LCT shareholders,

Options on issue
WAY also has 1,000,000 uniisted options on issue 2t an exercise price of $0.22 per option. These aptions expire
on 30 June 2008, Af the date of this report, none of these optiens had beer exarcised.

3.3 Directors

At the date of this report, the names of the directors of WAY are:

»  Zimon T Q'Leughlin
o Peter E Coxand
+« Donald C Stephens,
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Through a personal holding and & related entity (Bilty Chow Chow Pty Lid), Mr Cox owns 156,250 WAY shares, or
1.2% of the tssusd share capital of WAY. Mr Stephens owns 125,000 WAY shares, The directors were issued
500,000 WAY shares In April 2003 at a nominal cost of $5 as follows:

Number of Subacription
Director Shares Issued Price {cents per
shara)
Biman T O'Leughlin 250,000 0.001
Pater E Cox 125,000 0.001
Donald G Stephens : 125,000 G.0o1

Source: WAY Sharcholders Register at 14 November 2003

3.4 Financial Parformance of WAY

The unsudited financial results of WAY far the period from incorporation to 30 June 2003 and from 30 June 2003
to 24 October 2003 are summarised in the table balow,

Feriod Period

Financial Performance of WAY Note  to24 Qctober 2003 to 30 June 2003
$ 8

intarest received 1 4173 &a
Total Revenue 4173 &8
Qverheads 2 (8,247) {3,645)
Loss from ordinary astivities before income tax (5,074) {3,577}

Source: Unaudited Firtancisl Statements for the periods enoed 30 Juna 2003 end 24 October 2003
Notes to Finangial Performance
(1) Revenue

As the company has not traded since Incorporation its only revenus has ceme from interest received on funds on
hand.

(2} Overheads

Since incorporation, the main expensaes incurred by the Company have been in respect of Exploration License
Applications (53 243); Stock Exchange fees (34,157) and Accountansy/Sacretarial faes (55,000).
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The unaudited Statement of Finandial Positjion of WAY as at 30 June 2003 and 24 October 2003, iz summarised

below.

As at Az at

Flnancial Positian of WAY Note 24 Qctober 2003 30 June 2003
§ §

CURRENT ASBETS
Cash azsets (A) 1 1,197,695 17,688
Receivables (B) 2,750 -
Investments 2 1,133,045 -
Qther 11,654 1,124
TOTAL CURRENT ASSETS 2,345,144 18,792
TOTAL ASSETS 2,345 144 18,782
CURRENT LIABILITIES
Payables 16,351 -
Accrued Expenses 20,600 -
TOTAL CURRENT LIABILITIES (G ) 38,851 -
TOTAL LIABILITIES 36,851 -
NET ASSETS 2,308,293 18,792
Number of ardinary shares an issus (D) 12,787,500 &a87.500
NAE per share (cents) as at period end 18.1 2.7
Net cash backing per shara (zents) [(A+B-CYD] 9.1 26

Source, Unaudited Financial Statements for the periods ended 30 June 2003 and 24 Qcloher 2003,

Notes to Financial Pesitlon

(1) Cagh Aszols

The cash assets of the Company increased due to an Issue of 12.1 milllen ordinary shares in the

Company at & price of 50,20 on 25 Septamber 2003,

(2) Inveztments

The Company acquired 3,332,353 ordinary shares in LCT at a cost of §0.34 per share (total cost of
$1,133,045). Thie representz 13.8% of the current issued share capital of LCT and was part of 2 $2
million fundraising exarcise by LCT. This acquisition was amnouncad to tha NSX on 15 Qclober 2003,

{3} Fun¢! raising costs

The Company has written-off $133,061 of fundraising coste againet issued share capital during the period

to 24 Cctober 2003,
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4 PROFILE OF LGT

4.1 Company History & Actlvitles

LCT is & privately owned company that develops and markets treatments for diabetes and haemophilia. The
company was [ncorporatad on 23rd October 2002 =nd until 23 June 2003 was callad Diatranz Australia Pty Ltd.
LCT's head office is baged in Adelaide and it also has operations in New Zealand,

LCT's techhology ls based on the use of a trangplantation process using living cells placed within an irnmune
barriar to treat diseases such as dizbetes and haesmophilia.

Living eall technigues are similar to blood transfusion and bona marrow transplants in that they Involve taking &
cell from ane body and transplanting it to ancther, Through extensive research using living cell techniques, LCT
now has two products that i hopes to take to market:

Product Target Discase
Facicell Haemonphilia
DiaBcell Dizbetes

Both products are in the early stages of clinical trials and if they are succassfully approved itig LCT's intention to
commercialise the products through dedicated therapy cenires, |CT hopes to receive a gombination of licensing
and royatty revenues from both products in the longer term.

The technolagy and research for these products was developad by Diatranz Ltd (Diatranz), a New Zaaland based
company. The product development side of the business witl now be run fram Australia whilst the cell aoursing
will continue to be facilitated in New Zaaland, The New Zealand side of the business has accees to @ pathogen
frea pig herd which is kay to LCT achisving success in the long term,

On 17 Cetaber 2003, LT asquired, on an arms length bagis, the businese and assets of Diatranz. A summary of
the acquisition of the Diatranz business and assets is noted ag follows:

- Diatranz Acquisltlon ' $
Aszsats acquired by LT
- Property plant and equipment at baok valus 691,802
- Cash at bank 8,050
- Intellectual property, patents and trademarks 6,411,552
T'otal aszets acquired by LCT 7,108,411

Consideration:
Allotment of 10 million shares in LCT at $0.34 per share® 3,400,000

Allotmant of 302,871 sharas in LCT at $0.35 in seftlamsent
of unsecurad loans in Diatranz Lid* 108,040

Allotment of 3,694,923 ghares in LCT at $0.35 in
satisfaction of secured loans in Diatranz Ltd* 1,293,223

Allatment of convertible notes in LCT in setlement of
sesured loans in Diatranz Lid”

1,080,882
Rapayrmeant of (oan to Diatranz Ltd as part-consideration of
acquisition* 1,220 466
Total considaration recelved by Diatranz 7,108,411

* - Refer to Section 4.3 of this report.
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The above values for plant and sguipment have haan arrived at by reference to the depreciated written down
value of the Diatranz sszets. No independent valuation of the plant and equipment was carried sut at the tims of
acguisition and the LCT directors believe that the values atiributed {0 the assets represant fair aconomic value to
LCT.

The directors of LGT have advised that the valuation and acquisition of Diatranz was on an arms length basls and
bagsad on negatiations around the amount of 2guity funds Diatranz had raised until October 2003 which was in
excess of NZ$7.5 million (net of fundraising costs). The unaudited balanss shaest of Distranz a8 at 30 September
2003, which iz shown at Appendix 8, shows that Diatranz had received finance at that time of approximately
NZ$11.2 million as fallows: :

% million

NZD

Eauity finance 10.3
Debt finance 37
Fund ralsing costs (2.8)
Funding net of coste 11.2

Sadrce; Unauditad Managernent Accounts of Distranz Limited for the period ended 30 September 2003

4.2 Directors

At the date of this report, tha names of the Ditectars of LOT are:

*  Emeritus Professor Bob Elliot)
s  MrDavid Collinson; and
*  MrRoger Coats.

4.3 Capital Structura

As at the date of this report, LCT had 24,004,942 ordinary shares on issue, The top five sharaholders in LCT are;

Parcentage of total
Shareholders Numbst of $hares sharag on iggye
Diatranz Limited 10,000,000 41.7%
K Gne W One Limited 4,068,491 18,9%
Waymouth Resources Limifed 2,332,353 13.9%
Graham & David Collinzon 3,077,083 12.8%
M Cooper Nominees Pty Lid 735,294 3.1%
Total top five shareholdings/interests 21,213,201 88.4%

Tha remaining 11.6% of issued LCT shares ara hald by 23
sharaholders

Source: LCT Shareholders Regisler as af 14 Novamber 2003

Tha proposad transaction provides that WAY will acquire the remaining 20,672,589 shares in LOT that it does not
already own,
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A summary of the LCT shares on issue and methods of subscription for thega sharas are shown as follows:

Numberof  Subseription
Method of Subscription Amount shares price per
raised igsued share

Cash $3,279,308 9,645 282 $0.34
Diatranz acquisition” $3,400,000 10,000,000 50.34
Satisfaction of unsecured loan = Diatranz 106,040 302,871 $0.35
acquigition®

Satisfaction of secured locan -~ Diatranz $1,253,223 3,604 823 $0.35
acquisition”

Payment of professional fees $123,001 281,766 30.24

' $8,201,659 24,004 942

* - refer to Section 4.1 of our report

Sourge; [CT Shareholders Register as at 14 November 2003,

LCT also has 4 numbear of options an issue againgt uniszued share capltal as follows:

Class of Nurmbear Exercise Comments

Dption an lzsue Price

A 2,125,000 $0.35 C:an be called at any time until 30 June 2010 and
have besn issued for & price of $0.01,

B 5,131,558 $0.35 Partially exarcizable on an increasing scale of
25% Increments coresponding to the laveal of
funde raised by the company. Expiry date of
theze options is 30 June 2010,

7,258,550

Source: LCT Sharsholders Register as at 14 Novemnber 2003 and LCT Information Memorandum dated 18

Algust 2003

Ag part of the Diatranz acquisition, LCT alzo isaued cumulative unsecured redeemable convertible notes o the
Avery Foundation in setllement of debts owing to it by Diatranz Lid, These can ba stmmarised as follows:

GClass Vialue Convarsion Intarest Rate Term
Price

A $184,417 80.35 5% Earliar of 5 years or LCT
raising $3m from investors
from 21 March 2003,

B 3680,129 %0.35 5% Earlier of 5 yaars or for @ach
incremented armaount of $1m
the company raises from
$2m to 3Em the Avery
Foundation will redeem
$113,554.83.

c $216,136 50,35 5% 5 yaars

__S1080882

Source: LCT (nformation Memorandum of 18 August 2003,
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The terms of the A and B class convertibles provide that shauld LCT list on 2 prescribed Stock Exshange, the
amounis will be repayable within saven days. The directors of LCT do nat consider that the propased fransaction
is a llsting of LCT and accordingly does not trigger the rapayment of these amounts, but rather WAY is acquiring
LCT and LCT'= shares will be wholly ownad by WAY,

The terms of all convartible notes provide that the holder of the notes may requesat that the interest is paid through
the issue of further share capital in LET.

On the basie of 2 converaion price of $0.35 par share, the convertible loan instruments equate to 3,087,663
shares in LCT if full conversion fakes place.
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4.4 Financial Performance of LCT

The unaudited finaneial results of LCT for the period since incorporation to 30 Juna 2003 and for the period ended
24 Qclober 2003, are summarised in the table below:

Period tp Perlod to

Finangial Performance of LT 24 October 2003 30 June 2003
% 5
Hevenues from sales a4 -
Cthet incorme 22 548 50,020
Total iIncome 22,632 50,020
Qverheads
- Dietribution expenses (245) -
- Marketing expenses - {14,000)
- Ocoupancy expenses (66} -
u Administrative expenses (79,407} {767)
- Other expensas from ordinary activities (477.480) (415,431)
Taotal overheads (BT 108) (430,188}
Net lass from ordinary ectivilies (534, 558) (380,178)

Saurce: Unaudited Financial Stalerments for the periods ended 30 June 2003 and 24 Qetober 2003,
Noto to Financial Performance

m Included ir ihe logs from ordinary activities for the period to 24 October 2003 ara rastructuring costs of
$120,000 relating to the Diatranz acquisition,
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4.5 Financial Position of LCT

The unaudited Statement of Financial Position of LCT as at 30 June 2003 and 24 October 2003 is summarised in

the table halaw;

24 Qotober 2003 30 June 20603

Finaneiai Pogition of LCT Note $000 $000
CURRENT ASSETS
Cash aseote (A) 1 1,405 1
Racaivables (B) 77 287
TOTAL CURRENT ASSETS 1,482 958
NON CURRENT ASSETS
Property, plant and equibment 2 709 -
Infellectual property, patants and trademarks 3 5,412 -
TOTAL NON CURRENT ASSETS 7,121 -
TOTAL AGBETE 8,603 058
CURRENT LIABILITIES
Paysbles 216 348
Provisions 18 u
TOTAL CURRENT LIABILITIES (C ) 235 348
NQN CURRENT LIABILITIES
Interest bearing liabilitias (D) 4 1,081 -
TOTAL NON CURRENT LIABILITIES 1,081 -
TOTAL LIABILITIEE 1,316 348
NET ASSETS 7,287 G20
Number of ordinary shares an issus at 24 Qctoher 2003 24,004,973 2,843,038
NAB per share (cznis) a 24 Qetobar 2003 30.4 0.02
Net cagh backing par share (cents) [(A+BE-C-DYE] 0.7 0.02

Souree: Unaudited Financial Staternants for the periods ended 30 June 2003 and 24 Qctaber 2003,

Notes to Financial Po;itlun

M

(2)

)

(4)

Cash assets

The itnproverant In the cash assets is principally a8 a resulf of LCT raiging further equity funds from
investors and the offsat of tha Diatranz acquisition (refer to Sections 4.1 & 4.3 of our report).

Plant & equipment

This increase relates mainly to the fangible zssets acquired from Diatranz (refer to Section 4.1 of aur
report).

Intellectual property, patents and trademarks

This amount ralates ta the intangible assets scquired as part of the Diatranz acquisition {refer to Section
4.1 of our report).

Intarest bearing liabillties

This relates to the issue of convertible nates iseuad as part of the Diatranz transaction (refer to Section
4.1 of our repart).



8.JAM. 2884 S9:41 M S = MO, 737 P.z2z2

Page 13

5 PROFILE OF THE HAEMOPHILIA AND DIABETES SECTORS
51 Introduction

LCT'e core facus is on the development of cell-based therapeutic treatmants for autoimmune and
naurodegenerative diseases. Traditional treatments for many of these disorders are |argely fosused on
management of the complications of the disease bt rarely address the replacement factors. By offering self-
ragulating and functioning self regulating-cells at a cost affordable basis, a patient's own dead or dysfunctiona
cells can be replaced offering new hope far long term reduction of health complications and improved quality of
life. Living Call Technologies' therapies covar some of the diseases that causs the greatest disruption to peaple's
livae, sffact 2 large proportion of the population and absorb a vary large percentage of avary country's expanditure
as is shown balow.
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Conventional madical treatments for call loss rasulting from autolmmune, degensrative, inherted or traumatic
conditions, do not addrass the cell loss that actually causes thase diseasea. The incidence of same of these
diseases continues to grow at epidemic proportions. Type 1 diabatica Infect inaulin multiple times per day, but
daspite this many disbetics cannot control their blood glucose effactively and go on to suffer the dissase
complications of kidney failure, impaired vieion, haart disease, stroke and limb loss resuliing i a reduced lifespan.

5.2 Hasmaphilia and liver disorders

Included in the commanty used term "Inbarn Errors of Metabalism” {IEM), liver disorders individually are rare but
ollestively reprasent a significant number of disorders. Presentation can occur at any time, even in adults.
Diagnosis does not reguire extensive knowledge of bischemical pathways or individual metabolic diseases.

Categories of |[EMs are as follows:

*  Disorders of protein metabelism (e.g., Hasmophilia, amine acidopathias, PIKL, organic acidopathies, and
urea cycle defects} Disorders of carbohydrate metabolism {e.g., carbohydrate intolerance disorders,
glycogen storage disorders, diserders of gluconengenesis and glysagenalysis);

Lysosomal storage disorders;

Fatty acld oxidation defects;

Mitachondrial disorders; and

Peroxisomat disorders.

An ynderstanding of the broad clinicsl manifestations of IEMs provides tha basis for knowing when to consider the
dlagnosis. Successful emergency treatment depends on prompt insttution of therapy aimed at metabolic
stabilization.
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The incidence of IEM'e, collectively, is estimatad to ba 1 in 2,500 live births. The frequencies for each individual
IEM vary but most are very rara. The frequency for individual diseases varies baged on racial and ethnic
composition of the population. 1EMs can affect any organ system and usually do affect multiple organ systoms.
Manifestations vary from those of acuta life-threatening disease to subacute progressive degenerative disorder.
Progression may be unrelenting with rapid ife-threatening daterioration over hours, episedic with intermittent
dacompanestion and asymptematic intervale, or insidious with slow degenaration over decades.

The incidence within different ragial and ethric groups varies with predeminanee of certain IEMs within particular
groups {e.g., cystic fibrosis 1 per 1800 people of Eurapsan descent, sickle cell anasmia 1 per 600 peaple of
African descent, and Tay-Sachs 1 per 3500 Ashkenazi Jews), The mode of inheritance determings the male-to-
femnale ratio of affected individuale. Many IEMs have multiple forme that differ in their mods of inheritance. The
male-to-female ratio is 1,1 for autosomal dominant and autozomal recessive, It is also 1:1 for X-linked dominant if
transmisslon Is from mather o child. For preaentation of clinical symptams varies for individual IEM and variant
farma within the IEM. The timing of presentation depends on significant accumulation of toxic metabolites or on
the deficiency of substrate, The onset and severity may be exacerbated by environmental factors, such as diet
and intercurrent liiness,

521 Cost to the community of haemophilia and llke metabolic disorders

The symptoms of liver disorders can be very expensive to trast, from specific dictary supplemants for FKU at
US%30,000 per year to bone marrow fransplants for MPS 2t US$40,000 per year or éven enzyme replacement
therapy for Gaucher's disease at $250,000 per year. Recombinant clotting factor to treat haemophilia costs
gpproximately $100,000 par year for each patient,

The real coat to Haemaphiliacs is the danger of contracting other dissases which have already claimed the fves of
thousands of patients since the early 1980s.

53 Piahetes

Diabetas Mellitus was first descrined by the Egyptians in 2500 BC. Despite the leng higtory of the diseass, it hag
recelved litte media attention, perhaps because of a parception that it is largely & western or devaloped country
dizordar that is easily treated by insulin injections. With the ext=nded life expactancy of the world’s population
however, along with inaraasing obesity and exposure to envitonmeantal triggers, the incldence of diabetes iz now
growing st epidemic proportions around the globe:

»  Diabetes is the fifth leading cause of death in the developad werld according to the intamational Diabetes
Federation (2000), and is likely to become the main cause within the next two decades;

»  There are now ovear 176 millicn diabetics wordwide (Werld Heaith Organisation 2003); and

s The U8 spent over $132 billion on diabetes In 2002, dirsct costs doubled over the past five years,
(Satree: US Diabetes Association Fab 2003).

Diabetes is caused by the body being unable to utilize absorbed nutrients, as a result of lack of inaulln - either
absolute or relative to the body size and composition. There are two main typas:

*»  Type 1: Juvanile - formally known as Insulin-depandant diabetas.
v Type 2: Adult onset - formally known as nah-ineulin-dspendent diabetes,

Type 1 disbetes usually develops in an individual hefora the age of 25, with the insulin-produging celle being
dastroyed hy the body's awn immune system, Type 2 usually develops in adults, often in assoclation with chesity
and physical inactivity. It is dramatically ncreased In populations recently exposed to “Westernisation", for
axarnpia aboriginal Australians.

Over 1.2 million paople in the US suffer from Type 1 diabatas, and around 30,000 new cases are disgnoged each
year, Appreximately 17 million of the US popuiation have Type 2 diabetes. Whila most diabetes can ba
managed by insulin injections (Typs 1) or diet and oral hypoglycaemic drugs (moest Type 2}, long-term glucose
intolerance that results from damaged or non-functioning pansreatic islets or poer insulin utilization can l2ad to a
range of phyziclogical complications including:

Impairad vision end ultimately blindnese;

Kidney failure;

Impaired renal funétion requiring dialysis treatment.;

Cardis-vaseular complications including coronary artery disease; and



8.JAM. 28B4 Sid2 M S = MO, 737 FP.z4

Page 13

= Lawer imb amputations,

Type 1 diabetes 13 currently treated by injections of insulin, which though life-saving, are necessary far the
duration of the diabetic’s ifs. Typically insulin injections are requirad twa to five times daily. Dosage and timing
are basad on the ndividual's bleod glucoes and glucosylated haemoglobin lavels. Some regimes require even
mora frequent injections in an attempt to mimic the body's normal insulin release patisms.  Desplte insulin
treatment, tha progression to severe camplications is inavitable,

The Australian Diahates, Obesity and Lifsstyte Study (AusDiak), waz the first national study to determine the
prevalence of diabetes, shesity and othar cardiovascular disease risk factors inchuding hypertension and abnormal
serum lipid profiles. Thie study has shown that by world standards for a Western natien, the prevalenca of
diabetes and its co-morbidities is vary high. Almost 7.4% of Australians, 25 years and over have ajther digbetes or
& condiion of impaired glucoss metebolism, The high ratee of disbetes and impaired glucoze mataholizrm,
coupled with those of cbesity, dyslipidaemia and hypertansion, constitute a significant threat in terms of the socio-
eccnomic burden of cardiovaseular disease and diabatic complications for Austrelia,

5341 Cost to the community of diabetes

With the rise in pravalence of diabates, the disease’s aconomic and social burden will become progressively
graater. . In 2003 the Diabetes Association announced that US annual expenditure on diabetes was estimated at
aver US$132 billion almost 20% of the health budget. Diabetss incurs the highest direct annual cost of af
diseages in the US.

The coste of managing a diabetic patient reach a peak during the initial diagnestic and treatment nerlod and again
during the late stage when long-tarm complications of the diseage setin. The US Diabetes Association published
findings in diabetes care in February 2003 stating that an average of USEH13,242 was spent in 2002 on aach
dizbetic compared te and average of UB$2,560 on non diabetics.

The Diabetes Association publication attributed tha follawing statistics (o diabetes:

42.8% of hospital inpatient days;
18% of home health visits;

15% of nursing home aarvicas,
14% of hospice care; and

19% of cardiovascular deaths.

As = conseguenca there is likely to be a critical shortage of hospital beds unless new technologies are usad to
treat diabetes. The current and future health needs of en increasing diabetes population will strain the healthcare
system’s infrastructure that is currently in place to provide or facilitate treatments. This will mean that high-guslity
diabetes care will become increasingly difficult to deliver. Only by increasing the efficiency of diabates freatment
and preventing ihe long-term complications of the disease will the amount of suffering by patients and their
families and the total costs of managing disbetes be significantly reduced. This goal requires the identification
and implementation of cost-affactive treatment measures that will improve diabstes cara in the lang term, and
reduce the high diract and Indirect costs of managing the diabetic population.

New bictachnological innovations that can slow the progression of disbetes therefore have tremendous potential
to not anly mitigate the direct elinical and indirect coste of dishetes {American Dizbetes Association 1898), but
glso gain the support of government health officials and health insurers.
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5.4 Prospecis for LCT

In view of the above market data, there would appear to be a significant worldwids market availabla far LCT to
target ite producte toward, Whilst this market is very competitive and has a number of companies of differing
sizas competing to find cures for IEM's and diabetes, the potential rewards for those suscessful campanias may
be very substantial.
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6 VALUATION METHODOLOGIES
6.1 Overview

Far tha purpose of assessing faimass te the non associated sharehalders of WAY, a value needs to be attributed
fo the considaration offered by WAY (being ordinary sharss in WAY) and the value of the interest in LCT (to be
acquired), which is the subject of the proposed transaction. The value of a company's shares ig usually
determined by reference to both asset values and the congistency and quality of earnings. In this regard we have
coneiderad the fallawing valuation methodeologies:

Market Based Approach
This approach examines the markat value of shares in WAY, as quoted on the NSX.

This methed raliss on the efficient market hypothesis, which states in general tarms, the market price at any paint
it time should fully reflect available information given willing buyers and willing sellers. Thig method 1s widely
acceptad and extensive evidencs is available to support the hypothesis,

Income Based Approach

The income based approach determings the value of the shares based on the expected returng from the company
and the required rate of return thereon, This is undertaken using either of the following methods:

. Capitalisation of future maintainable earnings; andfor
s Digcounted cash flows ("DCF"),

The capitaligation of earnings method is derived by capltalising future maintainable eamings using an appropriate
multiple. In order to apply this methed it iz necsssary to estimate future maintainable earnings and the
capitalisation rate most appropriate t0 thoge earnings. The cheice of capitalieation rate should reflect an
azsessment of the risk and return facfors,

The DCF method has regard to the expected future aconomic benefits, discounted to the present value. This Is
considered approphiate where a forecast of future cash flows can be made with a reasonable degree of certainty.
This approach is particularly relevant to the valustion of a business in ite early growth siage but iz equally
applicable to any business whera cash flows can be estimated with a reasonable degree of certainty. It is also
applicable for valuing projects with finite lives.

Asset Based Approach

This method considers the realisabla value of WAY's and LCT's assets by =ale ms a going concern or,
aternatively, realisation of individuzal assets by orderly dizpoessl or fquidation.

The orderly realisation method has regard to the smount that would be distributed to shareholders on the
assumption that tha company weuld be liquidated with the funds realised from the sale of its aseets, after paymant
of all iabifities including realisation costs and taxes, being distrbuted o sharsholders.

The liquidation method is based on the same principles except that in the orderly reslisation methed, the assets
are realised in an orderly manner, wheregs, the liquidation method assumes that the assets are sold within a
ghorter time frame.

GComparable Trangaction Approach

This approach identifies the amount which an arm's fength alternative offerar would be prepared to offer for the
game proportion of ghares in the company,
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6.2 Selectlon of Methodology

In valuing WAY shares prior fo the proposed transaction, wa hava given dua regard to all the methodologies
referred to in Section 6.4 and have ardopted the asset based approach. Wa consider this approach to be the most
appropriste due to the fact that WAY's shares were fisted on the NSX on 2 Octobar 2003 and at tha date of writing
this report, @ limited number of share have been traded on the market, Similarly WAY has no financial trading
history upon which an inceme based valuation could be performed. Sectton 7.1.3 of aur report details our analysls
in this regard.

To value the WAY shares after the proposed transaction, we have combined the values of WAY pre-transaction
with the sssessed value of LCT, and recagnised the impact of the incressad number of shares on issus. Referto
Appendix 2 of our report.

In valuing LCT prior to the propesed transaction, we have given due regard to all the mathadologies referred to in
Section 6,1 and have adopted an asest based approach. We consider this approach to be the mast appropriate
due to the fact that LCT has no history of profite and Js an unlisted Company with no trading in its shares.
Sectlon 7.2.3 of our report provides more datail of our analysis of this pasition.
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7 ASSESSMENT OF FAIRNESS & REAGONABLENESS
71 Valuatlon of WAY
711  Market Baged Approach

In asgessing the valua of the WAY shares, before completion of the proposed transaction, wa have had regard to
the share price and volume frading history since 17 March 2003, being the date that WAY was established. This
iz summarised below:

Data Transaction Description Number of 55w price Cumistative
Shares lesued per share lzgued Share
{cents) Capital ($)
11 April 2003 Izsua of shares to directors® 500,000 0.001 [}
8 May 2003 Private equity subscription 187,500 16.0 30,005
75 Septembar 2003 Private equity subscription 12,100,000 20,0 2,450,008

pra N8X listing

Source: WAY Shareholders Register as at 14 November 2003

* Refer 10 Section 3.3 of our report.
* Fiund raising costs of $133,061 have been offset against this amount. Refer to Section 3.5 of our repaort,

Infarmation available from N3X at the time of writing this report indicates that there has been Iimited {rading of the
Company's shares sinoe it ligtad on tha N8X on 2 Qctober 2003, On 14 November 2003 2C,000 sharas werz
traded at $0.22 per share, Given the low volume of shares traded relative to the issued share ¢apital base, we do
not consider that this raprasents a true reflection of the market price of a WAY share.

Given the lack of trading in the Company's shares, we do not consider thet the market based approach provides
sufficient evidence to form an appropriate basis of a valuation for the Company's shares.

However, the Company, during September 2003, did reise in the order of $2.4 million via the issus of ordinary
shares 1o in exgess of 280 ordinary sharaholdars (rafer to Saction 3.2 of our raport). This provides evidencs of
market suppart Up to 20 cents per shars. Also given the announcement to the NSX on the 158" Octaber 2008 of
the proposed transaction, it could be concluded with limited trades on tha NSX, that the majority of sharsholdars
are waifing 1o as2ess the merits snd advantages of the same,

71.2 Income Based Appreach

Capitalization of Earnings

WAY's historical operating results are discussed at Secticn 3.4 of our report.  Budgeted results for any future
years have not been provided by the directors of WAY.

Given the Company's lack of trading history/financial performancs, we belisve thera is no reasonable basis for
determining a valus for WAY using the capitalisation of future maintainable earnings method.

Discountad Cash flow

The directors have not provided us with future budgeted results of WAY and accordingly we are unable to perform
a discountad cash flow valuation of WAY's shares,

7.1.3 Aszsoet Based Approach

Not Asset Backing
The net asset position of WAY is detsiled at Section 3.5 and Appandix 3 of our report.
The net asset backing of WAY is underpinned by the assessed value of the Company's investment in LCT of

approximately $1.13 million (refer to Section 3.5 of our report). The value of LCT ia discusaed further at Section
7.2 of our raport.
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In the absence of any other determinable value, we have assumed that the Intellsctual property, patents angd
trademarks are werth in the order of $6.4 million, being the amount LCT paid to Diatranz for its intangible assets in
Detober 2003, on an arms length basis (refer to Ssction 4.1).

The value atiributable to the intallactual property, patents and trademarks may be higher or lower than thia
amount. The directors of LGT have been unable to provide s with cash flow forecasts and appropriate
assumptions for LCT far enaugh into the future to establish an approptiate value for LCT on a DCF basis (refer te
Section 7.2.2),

I the intellectual proparty, patents and frademarke were deemed to have no value then LCT's net assets would be
$875,357 and WAY's 13.9% iterast in this amount would translate to an investment having & value in the order of
$121,674. VWhen this is substituted Into the WAY balancs shest, WAY wauld have an imputed NAE per share of
50.10.

If the LCT intellactual property, patents and trademarks are included in LCT's halance aheet af any value above
$6.4 milion them LCT'e nat aseste will increase and WAY's 13.8% intersst in the same will translate into a NAB for
WAY per share in excess of 30,17 (rafer te Appendix 3).

SBummary of Asset Based Approach

On the basis of the sbave assumptions, we consider that the indicative value per WAY share is gs follows:

Value of One WAY Share Preferred

Ascet baged approach (NAB per share) — Appendix 3 17 cenis
Options

We have considered the value of 2 WAY opfion (refer Saction 3.2 of our report) using the Black & Scholes option
pricing model and assumptions set out in Appendix 8. This caleulztion based on certain assumptions, infars a
valua acrose a range of volatility (15%-70%) of 2.4 cents to 8.7 cents. As stated in the Executive Summary this
method of valuing options, when appliad to unlisted options requires the user to make & number of subjective
assumptions.

The value of an eption to purchase a share is usually determined by referanca to the value of the share, the
evaraise price, the risk and time value of monay in relation to the period unti the option expires.

It should be noted that the financial Information used in the valuation of options = based on ¢ireumstances and
assumptions prevalent at the time of our valuation. it Is usually the case that some events and clrcsumstances do
not ocour as expectad or are not anticipated. Therefore, the actual value attributed to a WAY option may differ
fram the valugtion determined using a pradetarmingd set of assumptions/ircumatances as set out in our report.

On the basis of the above preferred valuztion of 2 WAY ordinary share, the WAY unlisted cptions currently on
jasue would appear to be "out of the money" (i.e. the cost of exercising the option is highar than the estimatad
value of the share). Taking into account that these options are unlisted, there is no significant history of trading in
WAY shares, the options 2re deemed to be out of the money as they have an exercise price of $0.21, we have
assumed thara is na value attaching 1o the WAY opticns at the current time.

7.1.4 Other Considerations

Liquidation/Orcderly Disposal of Assets Value

in our opinian, it is unlikely that any liquidation or break up value on an orderly disposal of assats would result in 2
value attributable 4o WAY shares greater than calculatad at Saetion 7.1.3 of this report,

WAY Name Change

If the proposed transaction is approved by WAY shareholders, WAY will change its name fo Living Celi
Technologies Limited. This name is not a brand name or registared trademark,

. We have therefore aseribed a nil value to this componant of the proposed transaction.
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Comparable Tranzactions

Wa zre not aware of alternative offers or indications of such in respect of WAY ghares other than the initial
subscriptions in WAY ahead of its listing on the NSX and the proposed transaction. Therefore, we do not conaider
the comparabla transaction appraach to be relevant.

Taxation

The company was incorporated on 17 March 2003 and has had minimal activity to date. Accardingly we believe

the availability of any tax losses from the period of inception to date will not be significant in raspect of the
proposed transaction under consideration,

745 CGonclugion as to Value of WAY Shares

We have examined the value of ane WAY ghare using tha asset based valuation method which iz summarised

below:
Vaiue of One WAY Share Saction Reference - Preferred
Asset based approach (NAB per sharg) 7.1.3 17 cents

Appendix 3

In our opinien, the indicative value of ona WAY shere, after congidering the various valuation methodologies is in
the order of 17 cents per share. This translates into a value for the shares to be issued to LCT sharsholders of
$5.9 million. This is determined as follows:

4

Saction Referencs : Prefarred
Numbat of WAY shares {o be issued to LCT 3z a51m
Assassed value of one WAY share 7.1.3 17 cents
Valug of consideration offerad by WAY Appendix 2 $5.9 million

Wa have considerad the assessed valuz of & WAY share pre and past the proposed transaction at Appendix 2.

We strass that the above indicative valuation will be impacted by any opinien on and ability or otherwise to realise
the Tikely value atiributable to the intellectual property, patents and trademarks owned by LCT and tha future
prospacts arising fram any further development of the bistechnology projact,

We are unable to provide an indicative valuation for LCT an the basis of its future cash flows for the reasons set
out in Section 7.2.2.
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7.2 Valuation of LET
7.21 Market Based Approach

LCT ie an unlisted company who's shares have not bean traded and therefore a market based approach to
valuing LCT is not congidered relevant. The equity raising history of LCT is summarised at Section 4.3 of our
roport.

7.2.2 Income Based Approach

Capltalization of Earnings
LCT's historical operating results ars detalled at Section 4.4 of our raport.

Given that LCT daes not have 2 history of making profite, there i no bagia for determining a value of LCT shares
uzing the capitalisation of future maintainable amings methad.

Discounted Cash Flow

The Diracters have not provided GTCS with cash flow budgets and appropriste assumptions for LCT for any
future pariads.

Ordinarily, the DCF mathod of valuation weuld be considarad the most appropriata for 2 business like LCT, which
is in its early growth stage and if forecast free cash flows can be determinad with reasonable degree of certainty
than 5 DCF valuation would encompass valuing a company's free cash flow foracast for 2 period of time into the
future (refer to Section 6.1 of our rapar),

LCT's most significant asseats, baing the intellectual property, patents and trademarks have yat to reach a stage
where an assessment of the timing of futlre revenue can be made. The directors do not believe that they can
forecast the future cash flows of LCT with any degres of cartainty given the bictechnology project's early stage of
development. Consecuently the future ravenues and thersfora free cash flows that might be generated from
these assels cannot be determingd with any reasonable degree of certainty at this stage.

Bagzed on the above, we do not consider the DCF basis of valuation appropriate to LLT,

7.2.3 Asget Based Approach

Nat Asset Backing
The net asset position of LCT is summarised &t Section 4.5 and Appendix 4 of our report,

Given the limitations of Lsing the other valuation methodologies notad above, we considar that the asset based
approach is appropriate in valuing a share in LCT,

The net asset basking of LCT is impacted by the assessment of an appropriate value for the imangible assets
acquired from Diatranz, The directors have advised that the value determined in recently acquiring the husiness
and assets of Diatranz was based upon anms length negotiations, the level of historical spend on the project and
Intellectual property to date and the level of equity funding received by Diatranz, getimated In excess of NZ$7.5
millien after deducting fund raieing costs (refar to Section 4.1). Tha acquisition price of approximately AUSET 1
millian infers a valua for the intellectual property, patents and trademarks in the order of AUS$E.4 million (refer to
Section 4.1).

Grant Thomton Corporate Services (WA) Pty Lid does net have any expertise in scientific research and
accordingly we do not offer any comment on tha likely success or otherwise of LCT's intelflectual praparty.
However, an indepsndant experts rapert on the LCT/MDiatranz intellectual property was carried out by Acuity
Technology Managament Pty Ltd ("Acuity”) in June 2002, A copy of thie report [s included at Appendix 5.
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The key points ariging from the Acuity report are:

s Tobe successful in the long-term, the LCT business model nesds to operats in a regulatory regime that
supparts living call research;

s Other organisations are developing products targsted at haamophilia and diabetes using similar technigues
as LCT;

» LCT/Diatranz has a number of patents pending refating to its regearch;
»  The uss of piglets in devalaping islet cells by LCT is considared to be LCT's key differentiating factor,

+  An audit by the Food and Drug Administration would ba required before LGT's technology cauld be used in
the USA;

v LCT/Diatranz has made efforts to ensure that its commercialisation strategy is improved by aligning itself with
organieations wha have experience in taking products to marked;

» Thers are no guaranteas of regulatory approval for the company's products; and

= The New Zagland Government regulated that xenotransplantation was prohibited.

On the basis of the above mentioned repert, it would appear and the directors believe that LCT has the
opportunity to defiver products to the market to combat haemophilia and diabetes. Howaver, the market for these
praducts is competifive and the support of government bodies and industry regulators is critical.

Accordingly, for the purpese of evaluating the potential worth of an LOT share on the basis of it net assels, we
have considered the value of LOT's intallectual property, patents and trademarke as that value indicated by the
racent arms iength purchase price peid by LET in acquiring these same assets from Diatranz, being
approximately $6.4 million,

On the basis of the above we have determined a net agset backing per shars in LCT of $0.30 psr share (refer
Appendix 4),

Summary of Asset Based Approach

On the basis of the above assumptions, we would conzider that the preferred value of an LCT share is as follows:

Valug of Ona LCT Share Section Refarence Preferrad
Asset based approach (NAB par shars) 723 30 cents
Appendix 4

We highliaht that the valuation of an LCT =hare is underpinned by the assumption that the company's intangible
assats are worth what has baen recently peid in the scquisition of those same assets from Diatranz on an arms
Jength baais.

Options and convertible loans

We have considered the valuz of a LCT opfien (refer Saction 4.3 of our report) using the Black & Scholes option
pricing model and assurmptions set out in Appendix 8. This caleulation based on cerain assumptions consistent
with the approach taken in assessing the value of 8 WAY option, infers & value across a range of volatility {15%-
70%) of 8.1 cents to 20.8 cents. As statad in the Executive Summary, this method of valuing eptions, when
spplied to unlisted optlons requires the user o make a number of subjactive assumptions,

The value of an option to purchase a share i& usually determined by reference to the value of the share, the
exercise price, the risk and time valug of monay In relation to the period until the option expires.
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It should be noted that the financial infarmation used in the valuation of options is based on circumstances and
assumptions prevalent of the tima of our valuation. It is usually the caze that some avents and ciroumstances da
not eeour as expacted or are not anticipated. Therefore, the actual velue attributed to & WAY option may differs
from the valuation detemnined using a predetermined set of assumptions/circumstances as set out in qur report.

At the above determined praferred value of an LCT share, the optiong and convertible notes on iseua would be
vout of the maoney" (ia the cost of the option/convertible instrument is greater than the value of an LCT share),
Further we have taken intc congideration that these options are unlisted and {here is no trading history in LCT
shares. Accordingly, we have assumed that conaistent with our approach and commenis in relation o valuing the
WAY options, ths value of LCT options ta be nil at the current time and have assurnad the convertible notes would
remain unconverted to LCT shares at the prasent point in time.

Liguidation/Orderly Disposal of Assets Value

In our opinion, it is unlikely thet any liquidation or break-up valua on an arderly digpozal of assets would resultin a
valle attributable to LCT shares graster than that calculated under the net asset backing approach.

7.2.4 Other Consldarations

Comparable Transactions

We are not aware of any altamative offers or indications of such in relation to LCT, other than the proposed
transaction and therefore do not consider the comparable transaction approach to be relevant.

Taxation

Wea are advised by the ditectars of LCT that LCT has tax losses available for carrying forward against future
profits of LCT in the order of $262,000. We do not congider that these iosses will significantly impact on the value
assassed per LCT share set out above or the ceniclusions drawn in cur repart.

7.2.5 Conclusion as to the value of LCT shares

As stated at 7.2.3, wa believe an asset based valuation to ba the most appropriate to LGT. On the basis of the
stated assumptions that we have made we have assessed the value of one LCT share, tha results of which are
summarisad bhelow:

Value of Ona LCT Share Sectlon Refarance Prefarred
Asset based approach (NAB per share) 723 30 cents
Appandix 4

In our opinian, the value of ane LCT share after congidering the various applicable valuation methodologies is in
the order of 30 cents per share, This translates into & value for the LOT shares being acquired by WAY to be 36.2
milllon. This is determined as follows:

Value of LCT Interest Section Reference Prefarrad
Number of LCT shares being acquired by 4,3 20.7 miltlen
WAY

Assessed value of one LCT share 7.2.3, Appendix 4 30 cents

Value of interest in LOT $6.2 million
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8 Concluslons

B Conclusion as to Falmess of the Proposed Transaction

Set out balow is a comparison betwaen the value of the consideration offered by WAY and the value of an equity
intarast in WAY which is the subject of the trangaction.

Detalled Report Prefarrad

Ref Assessment
000

Valug of shares in WAY offered as

caonsideration:
{Net asset basis]
- 35.1m WAY shares 7.1.5 5074
Value of interest In LCT to be acquired
by WAY:
[Net asset basis)
-B86.1% of LCT 7.2.5 6,202

The proposed transaction will be fair to the non-associsted shareholdars of WAY if

v The value of WAY shares offared (consideration) is less than or equal to the value of the remaining
£6.1% interest it LCT to be acquired; and

»  The value of the intallectusl property, patants and trademarks held by LCT commands & value eguivalent
to the amount it was acquired for on an arma length basis in October 2003, baing $6.4 million.

Af the preferred aseessment above, the value offered to the WAY shareholders is greater than the value of the
consideration being issued in WAY shares. Accardingly, on this basis, we consider that the transaction is fair 1
the WAY tharaholders. 1n the evant that the intellectual propery, patents and trademarks are warth substantially
lezs than 56.4 million then the transaction may not be conatrued as baing fair to the WAY sharghalders. In this
reqard, we estimate that if the valug of the inteliectual propery, patents and trademarks fell by more than 10%
then the transaction would ba unfair to the WAY sharsholders as the value of the consideration would be higher
than the value of the interest being acquired in LCT.

Any value attributable to these intangible mssets of LCT will be underpinned by their future capabilities and
ravanue generating ability and the directors of LCT are not in the position to provide us with future cash flow
forecasts and sppropriate assumptions far LCT. Accordingly, both WAY and LCT have been valued on the basis
of their nat assets.

In assessing the faimess of the proposed transaction, it can be congiderad fair if the valua of the intellectual
proparty is equivalent to or greater than $6.4 million as this value indirectly flows proportionately to WAY
shareholders as a consequance of their 13.9% intarest in LCT. If the value of LCT's intellectyal praperty is worth
substantially less (in the order of 10% er greater) then the proposed transaction would not appear to be fair to the
nan associated WAY shareholders,

in valuing each WAY share, we have ascribed no vaie 1o the fact that WAY is listed on the NBX and could ba
viewsd a5 & listed company ghe!l. This is on the basis that LCT could list on the NSX without incurring substantial
costs,

Further, for assessing the faimess of the proposed transaction, we hava ascribed no value to tha WAY or LCT
options. If under the Black & Schales optien pricing model values were to be ascribed to WAY and LCT options,
using the agsumptions in Appendix @ of our report, our conclusion regarding falrness would not change on the
basis that the ca'culated amount of 17 WAY options given as conaideration is [ase than the caloulstad amount of
10 LCT options acquired.
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8.2 Qthar Considerations

Before voting on the propesed transaction, the shareholdars of WAY should consider other gignificant factors
which give rise to certain advantages and disadvantages, detailed at Section 8.3,

Capital Structure of WAY
If the propnsed transaction is approved, the new capital structure of WAY will be as follows:

- Number of Qrdinary
Bhares
Existing shares of WAY pre-transaction 12,787,500
Shares issued 0 LOT sharsholders subject to WAY shareholder approval 38,143,402
Shares of WAY post iransaction 47,830,802

If the proposed tranasction is approved, it will result in existing LCT shareholders obtaining 2 73.3% interest in the
expanded capital base of WAY, aa follows:

WAY ghares held ~ WAY shares Percentage

prestransaction held post- Ownership
! transaction :
LT sharaholders - 35,143,402 73.3%
WAY shareholders 12,787,500 12,787,500 26.7%
12,787,500 47,830,802 100%

The above table assumes the WAY and LCT aptions on isgue are not exercised prior to the proposed transaction
sampleting. Additionally, it has been assumed that the LCT convertible notes have not been converted inta
ordinary shares. Appandix 7 shows the top five LCT shareholdare in WAY if the propesad transaction is accapted

by the WAY shareholders.
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2.2.1 Significant Risks

We draw WAY sharehalders attention to the significant risks involvad in the preposed transaction which include:

. Political risks eg! unfareseen Government legislation affecting the use of xenotransplantation in different
countries;
. Delays in devalopment and commercialisation due o siaw regulatory approval, This could lead to a

requirement for funding &t & higher level than anticipated;

. Unpredicted tachnical factors including setbacks during clinical trials;

) Compatitors developing sucesssful products faster that LCT,

. Inability to raise further funding for future research and product commercialisation;

. LCT experiancing product liability claims for adverze reactions during glinical ¢rials. LCT may not be abla
to source appropriate insurance cover to meet all of these potential liabilities;

» Rejection of certain patents pending approval due to similar rasearch by compatitors;

. Loss of key staff, and

. The outbreak of a disaass within LET's pig herd.

Further, we draw reader's attention o the Risk Analysis includad in Saction 4.9 of the Notice of Meeting and
Explanatary Memorandum which should be ragd in conjunction with our report,

8.2.2 Change in Directors

Under the terms of the HoA dated 15 Ogtober 2003, the Board of Directors of the Company will comprise:

»  Emeritus Professar Bob Elljot;
* MrDavid Collinson; and
=« Mr Rager Coais.

B.3 Advantages and Disadvantages to the Non-Associated Shareholders — Reasonablensss

In assessing whether the proposed transaction is ressonable we have congidered the potential advantages and
disadvantages to the non-associated shareholders of WAY of the proposed transaction and considered whather
the agvantages outweighed the disadvantages.

The primary atvantages if the proposed transaction does proceed:

+ Potential for the Company to develop and commercialise products for the treatment of diabetes and
haemaphilia. This could possibly lead to future revenues for the company and lte sharzholders in the longer
term.

»  Acquire 100% ownership of LCT rather than a minority interest of 13,9%.

. ;’-\ new board, comprising membars with the appropriate knowledge and understanding of the biatechnalogy
naListry.

*  Sharsholdars will potentislly maintain an interest in a company listed on the Newcastle Limitad Stock
Exchange with & biotechnalogy project.

+ Az LCT is an oparating Company, and WAY has not yet effectively traded, the proposed transsction may
incraasa the liquidity of the issued shares not held in Escrow.

s There ie no deterioration in the valus per share on a net asget backing basis for 8 WAY shareholder If the
proposed transaction is complatsd,

Tha primary disadvantages if the proposed transagtion does procesd:

s Dilution in existing WAY sharaholder's interest in the Company from 100% te 26.7%.

»  Greater exposure {o underlying aperating and market risk associated with investments in the biotechnalogy
secter,

The primary advantages if the propozed transaction did not proceed;
s Na dilution of existing WAY shareholders intsrest in the Gompeany.

s Possibility of future retums from resource exploration acfivities that might be undertaken by the Company
under its current structure,
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The ptimary disadvantages If the proposed transaction dld not proceed:

o Grester exposurs to the potential underlying opsrating and market risk zssociatad with investmants In
companiaes focused on early stage resourcas exploration activity,

v The prospect of a sontinuation of & lack of trading and liquidity in the Company’s shares if applications for and
activity In reseurce exploratien projects gre delayed or unsuceessful.

Conelusion

Having regard to the above advantsges and disadvantages, we consider the proposed transaction to be
ressohable o the non-associated sharehalders of WAY,

8.4 Premium for Gentrol

ABIC Policy Statement 74 requirss that the expert give an opinion a8 to whather the proposed transaction wil
rasult in any premium for contrel. in giving their apinion, the expert should:

. quantify any premium; and

= get out reagons for forming that opinion and why under the circumstanees it is appropriate to regard any
banefit as constituting a premium for control,

In determining whether a control premium will exist as a result of the praposed transaction, we have considerad
the requirements of ASIC Palicy Statement 74 as detailed above, and have concluded that as a consequence of
the proposed change In the Board of WAY, control will be effectively passad through to the LCT sharsholders as it
i proposed pursuant to the ferme of the proposed transaction to replace the current WAY directors with the LCT
directors referred to in Section 8.2.3 of our report.

On the prefarrad value basis, WAY has offersd no premium to LCT a8 the sssessed value of the consideration is
{aes than the asgessed value of the Interest in LCT to be acquired. Furthar, LCT offers a small premium, in the
order of 5%, to the WAY shareholders in tarme of the excess of the assessed value of LCT being acquired in
exchange for the allotment of WAY sharas.

WAY, with the exception of its 15.8% interest in LCT, is effectively a cash box listed on the NSX with limited
trading in its shares to date. LCT's primary asset, with the exception of some property plant and eguipment and
het fiquid 2ssets, s the underlying intellectual property, patents and trademarks associated with the biotechnology
project. Pursuant to the terms of this proposed transaction, WAY is simply sequiring the remaining 86.1% interest
inLGT.

Givan that the proposad transaction cantemplates congolidation of 100% of LCT into WAY and, with the exception
of its own minority tnterest in LT, WAY's only other significant asset is cash, we halieva that little or no confrol
premiurn |s applicable to the proposed transaction.
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g AUTHOR AND INDEFENDENCE

Wa advise Grant Thorntan Corporate Services (WA) Pty Lid ("GTCS") is the holder of an Investment Advisers
Licance unhder the Corporations Act 2001, A number of the pariners of the chartared accounting firm of Grant
Thornton (“GT") are the Directors of GTCS. GTCS hag axtenaive experience in praviding advice pertaining to

mergers, transactions and strategic and fingncial planning for both listed and unlisted companies or busineases.

The employee of GTCS principally invelvad in the preparation of this report was Gregory M LeGuier, B. Comim,
CA, Director. In addition, Simon Gray, CA, a Partner in Grant Thormton South Australia was involved in the
preparation of this repoit.

Massrs LaGuier and Gray have many years experience in the provisien of corperate financial advice, including
specific advice on valuations, margers and acquisitions, as well ag the preparation of independent experts raparts.

We are aware of the independenca requirements as set out in various ASIC Releases and Practice Notes and
advize that we are Independant of WAY.

There are no pacuniary or other intzrests, which could be ragarded as being capable of affecting tha ahility of the
authors to give an unbiased opinion in respect of the matters raised in this report.
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10 DECLARATION

This report has been preparad specifically for the non-associsted sharaholders of WAY. Neither 5TCS, GT, of
Grant Thornton South Australia nor any membar or employee thersof undertakas responsibiiity to any parson,
other than & non-associaied sharshoider of WAY, in raspect of this report, insluding any errors or omiseions
hewsoever causad.

The statementz 2nd opinions given in this report sre given in good faith and in tha balief that such statements and
opinions are not false or misleading, In the preparation of this report GBTCS has relied upon and considered
information believad after due enquiry to be reliable and accurate. GTCB has no reason fo belisve that any
inforration supplied to it was false or that any material information has been withhald from us, GTCS evaluatad
the information provided 1o it by WAY ad LCT as well as other parties, through anquiry, analysls and review, anc
nothing has come 1o ite attention to indicate the information pravided was materially mis-stated or would not afford
ressonable grounds upon which to base Its report,

GTCS does not imply and it should not be construed that it has audited or in anyway varified any of the
information provided to it, or that its enquiries could have verified any matter which a more extensive examination
might disclose, '

WAY and LCT have provided an indemnity to GTGS for any claims arising out of any mis-statement or cmisslon in
any material ar infarmation provided by WAY or LGT to GTGS in the praparation of this raport.

BTCS provided a draft copy aof this report to the Diractors and management of WAY and LCT for their commants
ae fo factual accuracy, a8 opposed to opinions, which are the responsibility of GTCS alene. Changes mads to this
report as & result of this review by the Directors and management of WAY and LCT have not changed the
methodelogy or conclusions reached by GTCS,

GTCS will receive a professional fae based on time spent in the preparation of this repor, getimated at
approximately 25,000, This fae is payable regardlase of the outeome of the resolution.

The preparaticn of this report hag been undertaken pursuant to Section 611 of the Act, We have algo had regard
fa relavant ASIC Policy Statements and Practice Notes. It is not infended that the report should be used for any
other purpose other than to accompany the Notice of General Mesting to be gent to WAY shareholders. In
parficular, it is not intended that this report should be used for any other purpose other than a an expression of
GTCS's opinion as to whether or not the praposed transaction is fair and reasonable.

GTCS consents to the issue of this repart in the form and context in which it s included in the Notice of General
Meeting to be sent to WAY shareholdars,
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ARPENDIX 1 ; SOURCES OF INFORMATION
In preparing this report we have had access 10 the fallowing principal sourcas of information:

«  Unaudited financial statemants of WAY far the periods ended 30 June 2003 and 24 Octaber 2003,

»  Unaudited financial statemants of LGT for the periods ended 30 June 2003 and 24 October 2003;

v Unaudited balance sheet of Diatrang Limited o at 30 September 2003;

»  Shareholders regisier of WAY,

+  Shareholders register of LCT,;

»  NSX announcement made by WAY on 16 October 2003;

¢ NEX website for details of traded WAY shares (wiww.newsx,cam.au);

+ Heads of Agreemant dated 15 Qctober 2003 betwasn WAY and LOT,

« Draft Share Sale Agreement datad Novemnber 2003 between WAY and LCT,

»  Draft Notice of Gengral Mesting to be dispatched to WAY shareholders regarding the proposed transaction;

« LOT Infarmation Memorandum dated 18 August 2003 in cennection with private equity placement of shares in
LCT;

+  LCT business ptan dated 20 August 2003,

s WAY prospactus and supplementary information dated 16 May 2003 for the issue of shares in WAY,

s Pediatrics, Inborn Errors of Metaboliem, August 2001, Debra L Weiner PhD;

+  Pravalence of Lyscsomal Storage Disorders, Mikle et al, 1888;

s Cost-hanefit model of disbates prevention and cars, Augtralia, Walker et al 2002;

= Various articles, American Diabeteas Assosiation website (waw diabetes org);

»  Delivery of Treamant for Haemophilie, World Health Organisation, 2002;

+ Haemophilia Feundation Australia Aricle "Two Boye at the Beach", 2000;

«  Various articles, World Federation of Haemophilia website (www.wih.org)

= Various articles, World Health Organisation website (www.who.int),

s The aage far diabetes research in Australis, Diabetes Research Gonsultativa Committee, 2001;

+  Alglucerase. A Pharmacoeconomic appraiaal of its use in the treatment of Gaucher's diseass; Whittington;
»  The impact of diabetes in South Australia, Parsons et al, 2000;

»  Various letters and corraspondence to Diatranz shareholders from Diatranz Board; and

s Discussions with the LCT and WAY Directors and Management.

In preparing thia report, we have reviewed the infurmation described above as well as other published and

unpublished information. We have had discussions with the directors of LGT and WAY concerning the business,
assets, liabilities and trading results of LCT and WAY,

The staternents and apinions contained in our repart are given in goed faith and upon reasonable grounds in the
walief ihat such atatements are not false, misleading or incomplete. We have considared explanations given fo us
in our discusslons with the directors and senior management of WAY and LCT. Whilst we have no reasen fo
doubt the aceuracy of any infarmation provided to Ls or that any material information has been withheld from us or
is incompista, we have not independently verified the information.
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APPENDIX 2: ASSESSED VALUE OF A WAY SHARE PRE ANP POST THE PROPOSED TRANSACTION

Report Vialug of one
Reference WAY shara

PRE-TRANSACTION
Assegsed value of ane WAY share — asset basis 7.1.3

Appendix 3 2017
POST-TRANSACTION
Net assat value of LCT $7,286,916
Net asset valua of WAY $2.308,203
Adjustment for LCT investment in WAY balance
ghest ($1,133,045)
Value post-transaction 48,462,164
Number of WAY shares on issue post-transaction 47,930,802
Assessed value of one WAY share post-iransaction $0.18

Increase in assessed valua par ghane a5 2 result of
transaction $0.01
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APPENDIX 3: NET ASSET POSITION OF WAY

The unaudited Statement of Financial Position of WAY &% 2t 24 Qctober 2003, is summarized In the table below.
The pro-forma Statemant of Financizl Position is based on the valuation range datarrmined by the carrying value of
WAY's 13.8% investmant in LCT as detailed 2t Section 7.1.3 of this report,

inanclalPositi WA Pro-forma Unaudited
FinancialPosition of WAY Preferred 24 October 2003
000 $000 |
CURRENT ASSETS
Cash asseis 1,188 1,188
Investments* 1,012 1,133
Raceivables 3 3
Other 12 12
TOTAL CLUIRRENT ASSETS 2224 2,345
NON CURRENT ASBETS |
Property, plant and equipmant - -
TOTAL NON CURRENT ASSETS - -
TOTAL ASSETS 2224 2,345
CURRENT LIABILITIES
Payables (16 (18)
Provisions 4D (21)
TOTAL CURRENT LIABILITIES (37) (37)
NON GURRENT LIABILITIES
Interest bearing liabilities - convartible loans - -
TQTAL NON CURRENT LIABILITIES - -
TOTAL LIABILITIES {37) (37)
NET ASSETS 2187 2,308
Number of ordinary shares on issus &t 24
Qctober 2003 12,787,500 12,787,500
NAB per share 30.17 $0.18
T*CALGULATION OF INVESTMENT IN LCT §400
Investment in LCT — high basis
Unaudited net assets of LCT at 24 October 7.287
2003

13.8% thereof 1,012
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APPENDIX 4 NET ASSET POBITION OF 1T

The unaudited statement of financial position of LCT as at 24 Qctober 2003, is summarised in the table balow.
The pro-forma statement of financial position is as detailed at Section 7.2.3 of this report.

Fi iti fLCT Pro-forma Unasxdited
nanclal position o Preferrad 24 October 2003
2000 5000
CURRENT ASSETS
Cash gzests 1,408 1,408
Receivables 77 77
TOTAL CURRENT ASSETS 1,482 1,482
NQN CURRENT ASSETS
Praperty, plant and equiprment 709 709
Intellectual property, patents and trademarks 5,412 6,412
TQTAL NON CURRENT ASSETS 7,121 7,121
TOTAL ASSETS 8,603 8,603
CURRENT LIABILITIES
Payables (218} (216)
Provizions (20} (20)
TOTAL CURRENT LIABILITIES (235) (235)
NON GURRENT LIABILITIES
Interest-bearing liabilities — convertible loans (1,081) {1,0681)
TOTAL NON CURRENT LIABILITIES (1,081) (1,081)
TOTAL LIABILITIES {1,318) {1,218)
NET ASSETS 7 287 7,287

Number of ordinary chares on issue at 24
Octobar 2003 24,004,942 24,004,842
NAB per share $0.30 $0.30
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13 June 2003

The Directots

Living Cell Technologies Pry Ltd
160 Greenhill Road

Parkside SA 5061

Dear Sitx

This report s an update of an catlier document otiginally prepared for inclusion in an
Information Memotandum fot the issuance of shares by Diatranz Timited of New
Zcaland. The eatliet teport was based on a review of Diatranz Limited (NZ company)
conducted by Acuity Technology Management Pty Led (“Acuity”) duriag January 2002.
As part of the review, we cxamined:

. The company’s research and development progratms;
. The intetnational collaborations and agreements providing access to intellectual
Propesty;

) Results of stucies and human trials to date;
. Producton facdlitdes;

. The qualifications of staff; and

’ Record keeping and documentation.

At the time of the initial report, Diatranz Limited provided plans, schedules and hudgets
for the further development of the technologies and copics of patent applications aad a
patent attomey’s teview of the applications including the general field of islet
xenotrapsplantation and encapsulation. We were also given a number of consultants’
teports, research and testing progtess teports, scientific publications, senior staff
curteulom vitae and agreements with collaborators.

We independently scarched the scientific, commereial and patent lireratare o obtain
information on cusrent and potential matkets for the products uader development and
competition,

Diatranz Limited has now entered into an arrangement with Australian company, Living
Cell Technologies Pty Ltd (“LCT”, collectively referred to as “Diateanz”), whereby LCT
will acquite all the assets of the New Zealand company and operate the business from
Australian, TCT will conduet clinical trails in Australia, and ultitnately overseas, and
undertake product development and clinically relevant areas of research whilst the
cstablished New Zealand facilities continue as ae operational division of LCT
responsible for sourcing islet cells, their preparation and other aspects of research and
development.

The cutrent report, prepared for LCT, derives from discussions with directors of the
company and review of recent grant applications prepated by the company.

Diatranz’s move to Austealia from New Zealand was bought about by a need to access:
. Internationally recognised clinical trialling facilities;

. A well defined regulatory regime supportive of applications for research in
xenotransplantation;

MO, 738 F.16
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. Capital, commercial skills and cxpertise; and
. Organisatons to assist with the expansion of Diatranz 0 4 cotporate vehicle that
is better able to atmact intemational marketing partners for its products.

Diatranz is involved in the development of cellular therapies for a number of human
discases and has hed 2 long-term involvement in tescasching novel treatments for
dishetcs. Over the past decade, the company has developed procedures for the
preparation of pig pancteatic islet cells for implantation, termed zenotransplantation,
into diabetic patients and methods for encapsulation o protect cells from the recipieat’s
immune system, The company is also developing procedures for treating other diseases,
including newrodegenerative disorders. Qur inidal review concenmated wu islet cell
xenotransplanmton for diabetes.
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The remuinder of this repott sutnmarises our review under the following headings:

L DIABETES AND XENOTRANSPLANTATION
1.1 Dinbetes [ncidence

1.2 Current Treatment Optons & Matkets

1.3 Future Developments

1.4 Tslet Cell Trangplintation.

2. DIATRAMZ TECHMNOLOGY

21 Proposed Peoducts and Research

22 Intellectual Property

5 Froduction and (Quality Asmirance

24 Collabertions

3 DIATRANZ MANAGEMENT

3l Senior Staff

33 Comemereialisation Sentcgy

4. RISKS

5, DEVELOPMENTS SUBSEQUENT TO FEEBRUARY 2002
6. SUMMARY

T Other Matters,

1 DIABETES & XENOTRANSPLANTATION

11 DIABETES INCIDENCE

Dinbetes mellitus commonly covers a number of disorders characterised by high levels of blood glicose
resulting from defects in insulin secretion, insulin acton, or both. Although diabefics can take a oumber
of measures to minimise the consequences of the discase, it is generally associated with setious
complications and premature death. It results in significant morbidity and seriously impacts oo the
Lifestyle of sufferers.

Recent estimates by the World Health Organisation arc that diabetes affects 176 mullion people with at
least 80 million of these in Asia. The Asian numbers are expected to grow to 193 million by 2030. The
US prevalence is 17.7 million of which an estimated 5.9 million remain undiagnosed. There are 1.1 million
diabetics in Australiz and New Zealand. The total {dizect and indirect) spending on diabetes in the US is
US$132 billion or one of every 10 health care dollars spent. The direct medical cost is US$98 billion
having doubled over the past five years. The average annual medical spending for a diabetic in the UBA is
UBSE13,243.

In Australis, the annual cost to the nation exceeds A$1.2 billion, while in Japan direct costs reached
USH16.9 billion in 1998,
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According to the US Centtes for Disease Control the incidence of adult onset disbetes in the TJSA
increased 33% overall between 1990 and 1998, and was up 76% among people in their thirties. Similar
trends have been reported for other pasts of the wodld, including Asia. The totel aumber of diabetics
worldwide is expected to double to 300 million by 2025, while Asia’s numbets will double aver the next
three to five years,

Type I diahetes arises from the failure of the pancreas to produce insulin, the hormone requited to coutrol
glucose uptake by cells in the body. It is aa autoimmune disease whereby the body destroys the insulin
producing cells in the pancreas. It generally develops during childhood and is also tefetred to as juvenile
diabetes wr insulin dependeat disbetcs mellious (“TDDM™). The chancee of devoloping Type I diabetes is
3.7 to 20 per 100,000, Almost one million Ameticans have this type of diaberes.

Adult onset or Type IT diabetes is more prevalent. ‘Type IU usually arises because of insulin sesistance, in
which the body fails to use insulin propetly, combined with relative (ratber then absolute) insulin
deficiency. In other cases, it primarily involves an insulin secretory defect, combincd with some ingulin
resistatice,
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12 CURRENT TREATMENT QPFTIONS & MARKETS

Lack of insulin production makes Type 1 disbetes particularly difficult to manage. Treatment requites a
strict zegimen that typically covers diet and physical acdvity. Multiple daily insulin injections based on
blood glucose testing ate required.

Treatment of Type II sufferers largely revolves atound diet, exercise, home blood glucose testing and, in
some cases, oral medication and/oz insulin, Approximately 40% of patients require insulin injections.
"Thete are also a number of non-insulin drugs presczibed for Type II dinbetes including newer ageats
released in the past few years known as glitazones (Avandia™ and Actos™, both launched in 1999).

Total sales for all diabetes-related deug therapies for the twelve months through September 2000 were
US§8.1 billion. The leading category of drugs was oral entidiabetics, US§5.1 billion of worldwide retail
salcs, with ineulin accounting for the remainder of sales. IMS Health ptedicts that the retail market for
dighetes medications will exceed 18§20 billion annually by 2006 as superior forms of insulin enter the
market and the gliazones establish themselves. Currentdy, the leading oral diabetes medication is
Glucophage, which gencrated wotldwide sales in 2000 of US41.7 billion. Sales of Avandia exceeded USH!
billion in 2001,

L3 NEW DEVELOPMENTS IN INSULIN DELIVERY

New companies and existing marketers of insulia ate targeting improved patient acceptance by eliminating
the need for injections. Inhalation devices, otal delivery and transdermal patches ate now in clinical trials
by several companies around the world and these can be expected to be on the macket withia the next few
vears. Companies developing improved insulin delivery include Inhale Therapeutic Systems (USA), in
Phase III trials for the treatment of Type [ and Type 11 diabetes; Generex Biotechnology (Canada), in
Phasc II trials with a systemn for administering insulia 2 4 fine spray into the oral cavity; Aradigm (USA)
with a liand-held lquid aerosol inhaler that calibrates sirflow and dosage, licensed to Novo Nordigk
(Dentnark) and intended for prandial (meal-time) delivery of insulin, and AeroCren and Pharmaceutical
Discovery (both USA) developing diy powder microparticles for use with acrosol inhalation devices;.
Others developers of insulin delivety technologies include Alkermes (USA), Duta Phatmnaceuticals (USA)
MictoDose Technologies (USA), Protein Delivery (USA), Provalis (UK), DOR BioPhazmoa (USA), Eli
Lilly (78A), Helix BioPhazma (Canads), IDEA (Germany) and Elan Pharmaceuticals (Ireland),

1.4 ISLET CELL TRANSPLANTATION

As an alternative to ingulin and drug troatments, there is considesable activity to evaluale the
transplantation of pancreatic tissue from hoth human and animal sources, Whole human pancreas
transplantation (allotransplantation) has been practiced for several decades but is & rechnically complex
operation, requiring the use of immunosuppressive drugs to prevent organ rejection, It is most often
zeserved for people with a life-threatening illness and therefore performed in conjunction with a kidney
ransplant, ‘There ate also programs to develop procedures to implant human islet eells recovered from
cadaveric donoss,

Although pancreas transplantations aze being performed at an increasing ratc, it is cleax that there are not
enough adult pancreases for cveryone who might benefit from one. If transplantation were ever ©
become completely safe and effective, then the estimated one million Americans with Type 1 diabetes (and
40 million people worldwide) would theoretically be candidates for surgery, Yet only 1,000 o 1,500 adult
pancreases are available for transplantation in the United States each year
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Since only the islet cells of the panceas, the cells that manufactuce and sccrete insulin, ate necessary to
achieve glucose control (euglycemia) in dinbetics, one apptoach has been t© itnplant just these cells, A
tnajor benefit of islet ecll tansplantation is that majot surgery is not required.  Theorctically, islet eclls
could be injected into a vein, througlh which they move on to the liver, or they can le placed under the
skin, in the sbdominal cavity, or in other locations.

Ielets harvested from both human and animal sources are seen as foreign by the recipient and are
destroyed by the immune system. These are about one million islets in a human panereas, representing
only about 2% of the organ. Beta cells, the ones that produce insulin, make up 75% 1o 80% of the islets,
The rest of the pancseanc cells produce enzymes which are discharged into the intestines to help digest
food.

Recognising that islet cell replacement is only tational if the patient is spated atitejecton or
immunosuppresive agents (these drugs camry their own side-effects and insulin treatment is 2 safer
alternative) and because maay such drugs impair the functioning of the implanted islets, zeseatch has
sought methods for harbouting the cells in a protective environment. A further problem is that the beta
cells ate extremely fragile and their harvesting and processing require specialised techniques.

As for whole pancreas transplantation, the feasibility of humaa adult islet ccll implantation is hindered by a
shortage problem. If only the islets are used, threc to four adul pancreases ate needed per proceduze,
naseowing the number of potential recipients in the US to only a few hundred.

One approach that is being researched it to develop “immortal” human cell lines that can be grown
indefinitely in the labotatoty and mass propagated. This may be achicved using cancerous cell lines. The
complication, however, is that thete may be an increased tisk of cancer development in the recipient
GGenctic techniques are being explored to remove the malignancy potential. This approach is not
considered a viable contender to xenotransplantation in the short to medium term.

A longes term spproach is based on stem cells, carly-stage cells that have not differentiated into 2 specific
eell type, such as a kidney cell, blood cell, efe.

CyThesa and Cutis (both US-based), the loter in collaboration with ES Cell International
(Singapore/Australia), are developing stem cell technology that, it is hoped, will enable them to
significantly expand and proliferate the stem cells in their undifferentiated state and then direct them int
insulin producing islets for allogeneic transplantation,

Islet cell implants from pig pancteases is another solution to the shottage problem and the route being
followed by Diatcanz. Pig and human insulin molecules aze very similar and porcine insulin was the
mainstay of treatment prior to the advent of genercally engineered human insalin in the 1980s.

Scientists at the University of Alberta in Bdmonton, Canada, have developed a procedure called the
Edmonton Protacol to experimentally treat patients with Type I diabetes. Under the protocol, human islet
cells ate injected into the large vein in the liver and the patients treated with a combination of antirgj¢ction
drags. Initial subjects wore completely freed from insulin injections and an extended trial is planned with
support from the US National Institates of Health and the Juvenile Diabetes Research Foundation
Internationzl,

One of the most promising approaches to preventing islet cell rcjection is a technology called
imimunoisolation. This involves cncapsulating the islets with a selectively permeable membrane, This
membzane allows nutrients and oxygen pass into the capsule to the islets and insulin move out into the
blood sweam, but keeps out the antibodies and T cells of the immune system, which would otherwise
destroy the jslets. Obvisusly, the material used for encapsulation must also be non-toxic to both cells and
the recipient,
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Cotnpaies active in the area of islet xenotransplantation include: The Isler Sheet Company, Ciree
Biomedical, Islet Technology, Novocell, TheraCyte, Mictoislet (all in the US) and a pumbet of academic
groups around the wotld, ‘This is the atea in which Diatranz competes.

If unlimited supplies of islets were available, and the treatment totally safe, transplantation could be
extended to help people with Type II diabetes. Market analysts, Frost & Sullivan (UK, estimate that the
revenue potental from islet transplantation for existing type I diabetics alone is US§20 bilion, The fism
forecasts that the market will accept a cost of U8§20,000 per successful islet cell transplant.

2. DIATRANZ TECHNOLOGY
2.1 Proposed Produets & Research

Diattanz was to develop technology to replace the non-functional insulin producing islet cells in diabetic
humans by xenotransplanting porcine islet cells, The key components of the Diatranz technology ase: @a
proptietary procedure to isolate pig islet cells at high yield, and (i) encapsulation procedures to protect
them from rejecton by the human recipients.

The soutcing and breeding of suitable pigs, and procedures for recovering the islet cells are well developed
at Diattanz. The company has also demonstrated that it can effectively transport the cells to Eutope and
Noseth Ameriea with minimal loss of visbility,. We are confident in suggesting that the company could be
one of the most advanced in the world in preparing islet cells.

The company is developing multiple delivery systems based on alginate encapsulation of cells and a novel
human tissue based tube in which cells may be enclosed. The key aspect of the algipate systern is the high
putity, and hence lack of toxicity, of the gel following a proceduse developed by collabozators in Ttaly and
exchusively licensed to Distsanz. The procedure for producing the human collagen tubes was developed in
Mexico and is also exchusively licensed to Diatrans,

The company was one of the first in the world to transplant islet cells into humans, with four volunteers in
New Zealand given unptotected eells in 1994, Two additional studies in human volunteers with alginate
coated cells and with the collagen tube have been undertaken zecently. An approval for expanded studies
is under consideration by the Ttalian Ministry of Health,

Bxtensive studies in mice have demonstrated the visbility and safety of the treatment. Public concerns
about the transmission of viruses and retrowirus (porcine endogenous retovirus or PERV) are being
investigated by the company which has a skilled and competent team of virologists.

2.2 INTELLECTUAL PROPERIY

Diatranz has a number of granted patents and international patent applications most of which bave been
lodged in the past four years. Hence, if granted, the terms of protection can be expected to last well into
the commetcialisation perdod.  The key patents cover a combination of mattets including alginate
encapsulation, the use of vadous reagents such as lidocaine and nicotinamide in ccll prepatation, the
management of the human recipient with cascin-free diet and cholesterol lowering drugs, ete. It is not
appropriate for us to review these marters at length, The company has obtained expert advice from US
based intellectual property fawyers. Suffice it to say that Diatranz has sought to protect its IP but much of
what is claimed is subject to prior art considerations, some of which is public domain, for cxample alginate
encapsulation, nicotinamide and cascin free diet. The combination of materials and procedures is novel
and may result in ganted patents. In any eveat, 2 lack of patentability will not impact on the company’s
freedom to operate.
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Diatrany's studies in mice have shown that a combination of casein-free diet and nicotdnamide almost
completely suppresses the inmune tesponse by which the insulin-producing cells are rejected and that the
effect is greater than when eithet is vsed alone.

There are more recent patents that cover the use of neat term piglers (immediately prior to full gestation ot
st following birth) whick, it is claimed, improves the viability and survival of exmacted islet cells. We
congider these patents, along with the company’s in-house, trade-secret protected, methods for isolating
and prepating islet cells, to be the key differcntiating festures of the Distrane technology. An addidonal,
wnanticipated but subsequently demonstrated, outcome of this choice of piglet age s that the poteniial
ransmmission of bacteria and viruses may be mitigated.

Thete is knowhow and expertise in the refinerent of the alginare used in coatng the islets, licensed from
the University of Perugia, that minimises toxicity to islets and human recipients and improves efficacy of
the eells. The reproducibility of encapsulated cells manufactured with the ltalian procedure is very high,
which iz important from regulatory and quality assurance points-of-view.

The company has slso sought patent protection for some otiginal work that may enable the long-term
tmaintenance and propagation of human and pozcine islet cells in virro. The ability tw grow cells and
expand pumbers has not been demonstrated previously, other than through the development of tumorous
cell ines (see above).

A collaboration with the National University of Mexico via Val de Bio, 4 company which has the license to
international patent applications, provides Diatranz with 4 second encapsulation mechanism. The full
surgical procedure involves the addition of 2 second cell type to the capsule, althoush this is ot casental,
which may require a license from o third party that has patents covering the use of these cells i
combination with islet cells.

2.3 PRODUCTION AND QUALITY ASSURANCE

Diatranz has a manufactaring facility in Auckland that meets the guidelines for Good Manufacturing
Practices (“GMP”) as required for the production of therapeutic goods. A licence from the New Zealand
Ministry of Health has been issued to this effect. The facility receives piglets and excises pancreazes under
sterle condidons, Alginate gel coatings are applied in the facility under GMD.

The company curtently has capacity to breed and process in excess of 5,000 pigs a year to manufacture
enough pancteatic islet cells for almost 800 patients a yeaz, although this has not been achieved. This is
more than adecuate for clinical trials, but capacity of both pig production and islet prepazation will need to
be expanded once commercial operations commence.

We have toviewed the company’s production documentation and believe it to be of a high standard. We
believe that it satisfies puidelines for clinical trials. Nonetheless, an audic by the US Feod and Dmug
Administration (“FDA”) would be required before products could be marketed into that country.

Thus, the company i ready to proceed with clinical trals using both encapsulation approaches (while
continuing tw investigate other systems) and is awsiting approvals in one country while prepasing
subrmissions for others. Tn this respect it is more advanced than other companies azound the world,
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24 COLLABORATIONS

In addition to the collaborations with the University of Perugia, which provides access to alginate gel
refinement technology as well as support for clinical trials, and the National University of Mexico, also
mwvolving an encapsulation system and assistance with elinieal trials, Distranz is working with the US
Centres for Disease Control on methods for identifying and managing the transmission of infection from
pigs o humans,

The company has also established a number of collaborations in the USA and Australia aimed at further
development and testing of its artificial pancreas and applying ite knowhow and expertise in animal cell
isolatton to other diseases such as Liver disease, Alzheimer’s disease and cystic fibrosis.

The zesults of the company’s Mesican trials have been reviewed by leading transplant surgeon, Dt Roy
Calne, who has offered assistance in evaluating the system inn primates,

3. Diatrtanz Management
3l Senior Staff

We have met with senior company management aad seviewed currieulum vitse, particulatly of sclenfific,
medical and produetion staff. We are able to confitm that Diatzanz has a core of compcetent individuals
involved in all aspects of R&D and production of trial marerial, and that it has built its strengths in areas
that are relevant to furthering the development and testing of products, In particulas, we view regulatory
issucs and virolopy a5 cssential to success, along with experience with clinical trials, and we are impressed
by the people mvolved in these activities.

In addition, we ate of the opinion that stroag fnancial management and commercial skills are essental to
maintzining momentum and in negotisting licensing deals. Distranz has sought to strengthen its
commercial skills and introduce discipline to administration over the past year. LCT hae indicated that the
employment of staff, including 2 CEO with industry knowledge and experience to direct the company
particularly towards commercialisation of its products is an area of high prosity.

There hes been 2 dependency on cerizin individuals which we consider to be a consequence of the small
size of the firm and an fnability to teansfer expertise within divisions. The important staff are shareholders
of the company and as the company grows, pasticulasly theough the Australian opetation, these
dependencies will diminish, In the meantime, we believe that it is important for Diatranz to sewin staff
through incentive programs, and have been advised that  staff option incentive progtatn is curzendy being
finalized.

3.2 COMMERCIALISATION STRATEGY

Onw ealier repott noted that Diatranz lacked expertise in the tialing of medical devices, regulatory affairs,
and international marketing, It would not, in our opinion, have been expeditious nor cost-effective in the
light of significant competition for Diatzang to go-it-alone and develop all relevant resources to target the
world matket,

Diatranz has compensated for its lack of size to enable it to better compete in an international market by:

. Engaging Ashford Tnternational Research Centre Pry Ltd (“AIRC®) w conduct its trailing of
medical devices and deal with all regulatory affaies in zelation to those trails.
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ATRC it 2n inrernationally recognised clinical testing centre currently conducting 2 significant
number of phase T and II clinical tails, many of them pazt of broader worldwide trail under the
anspices of the FDA. AIRC’s professional repuration is well known in clinical testing circles in the
USA and Burope.

. Engaging CPR Pty Ltd, specialist media and regnlatory authority lobbyists, to provide the company
with Government facilitstion & lialson services, media & public relations services and critical
incident debrief and strategy to ensure the company devclops the corect relationships with
Government, media and the public,

. Positioning the company into the business of being a “product pipeline” developing a portfuliv lu
the staze where cach product’s basic safety, efficacy and preliminary fonctioning are established so
that each can be joint ventured with an international partnet.

. Initiating discussions with strategic parmers to increase the size and scope of the pig herds once
clinical testing is more advanced. Considerable resources are being focussed on the company’s
ability to expand its virology, quality assurance, medical and vetezinary capabilities, and to licenee
and/or joint venture with pig herd developers and medical service providers to expand pig herd
numbess (once clinical testing is sufficiently advanced) and infrastructure (clean rooms, GMP
facilives, etc).

The company's commercialisarion stratepy s to progress the development of its products thtough clinieal
trials and then to offer the lving cell therapies to patients through specialised cell therapy centres. An
initial Living Cell Tteatment Centre s proposed to be established in Adelaide to cater for the application
of diabetes treatments to a limited population 1% million. The cost of Disbetes in Australia is almost $1
billion per year. ‘The Living Cell Treatment Centre will assist only 2% of the potential diabetes market and
will he used to test the business model. Other products affecting other dliseases can be treated in the
Living Cell Treatment Centre in o similar fashion as tegulatory approvals are obtained and they come to
market. The Living Cell Treattent Centre is intended to be replicated and scaled to cater for larger
populations in other Austtalian states and overseas.

4, RISES

The development of pharmaccuticals and medical devices involves significant hurdles before final market
acceptance. Preclinical testing, climical trialing, manufactuting and marketing are subject to vatious
regulatoty authorities’ approvals. The processes are both costly and protracted and there is no guarantec
that regulatory approval will be obtsined. In addition, many nations now mandate cost effectveness
analyses prior to placement on medical refmbuirsement lists which require demonstration that the product
achieves the same outcome as existing treatment options at lesser cost, or achieves o supetior outcome
that justifies an increased cost

There are competing drug development and gene discovery programs targeting diabetes, including berrer
delivery of insulin. There are literally dozens of companies conducting drug discovety programs, and the
overall research expeadinure could exceed hundreds of millions of dollars. There is little doubt that future
drugs will offer better glucose control znd be mote acceptable to patients than today’s products.

Many of Diatranz’ competitoss have substantially greater technical and financial resources, production and
matketing capabilitics, and experience in bringing deugs to market and obtaining regulatory approvals,
The company’s strategy is, however, to license development to lazpes firme once delivery issues have been
resolved and access those substantially greater technical and financial resources rather than attempt to
compete against themn,
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The New Zealand Government has recently tightened its regulatons on xenotransplantation which
restricted Diatzanz Litnited’s ability to conduct teials in that country. We understand that these tegulations
were introduced without public consultation or the publication of guidelines for applications to conduct
research in the area,

The New Zealand ban does not curtently preclude the export of products for use in xenottansplantation.
Thus Diattanz can still source and process its porcine islet cells in New Zealand, and export these 0
Australia and elsewhere for clinical trials, Eardy problems with the international wansport of cells have
Teen successfully overcome.

"The US Govemment bus issued guidelines for elinical trisls involving the traneplantation of animal Hssue
into humans, but initially placed on hold clinical trals using porcine derived matedals pending the
development by sponsors of sensitive and specific assays for PERV both at the preclinical
development/production stage and post transplantation screening, Guidelines issued by the FDA in 2001
address these issues and, subject to satisfying the FDA that preclinical testing achieves an aoceptable
standard, patienss are fully informed and consent freely given, and thar suitable methods far monitoring
ate in place, trials may proceed.

In Britain, the UK Xenotransplantation Interim Regulatory Authotity (UKXIRA) is receiving and will
screen applications, with government tministess giving the final approval. Guidelines ate available to assist
sponsors with applications.

The cautious approach adopted by segulators worldwide may slow progress in the testing and marketing of
products and could adversely affect Distrany’s long term survival. However, we belicve that regulations
are maving in the tight direction and companies such as Diatranz will receive the approvals they require to
actvance their preducts’ development.

Thete remains considerable concern zbout the potential for PERV transmission to husmans. Many studies
have been conducted that show lack of infection of human cells in eulture and the follow-up of humang
that have received porcine tssue has so far failed to identify evidence of infection. These paticats
included people who have received skin grafis and diabetics who have been given pancreatic islets. Even
in paticnts who had their immune systems suppressed with drugs as part of their treatment and wete
thegefore presumed to be at increased risk of infection there has been no evidence of infection.

Tt iz nsual for healtheare companies to carty product liability insurance (or self insurc) in the event of an
adverse effect or death resulting from use of their products, Payouts ean be extremely high. There ie no
assurance that Diatranz can obtain such insurance, particularly covering clinical evaluations, and even if it
did the amount may not adequately cover potential liabilities.

5 DEVELOPMENTS SUBSEQUENT TO FEBRUARY 2002

LCT was incotpotated on 23 October 2002 to license the intellectual property fiom Diatranz Limited (NZ
company), subscquently acquite the assees of Diatranz Limited and progress the development of islet cell
wansplantation products in a country that has an established regulatory framewotk for clinical trials
invalving zenotransplantation. While the acquisition of the NZ assets is being finalised, LCT has lodged
applications For Australian State and Federal Grants and initiated programs to conduct clinical trials under
the Therapeutic Goods Administration and National Health & Medical Rescarch Council Guidelines.
Production of celis for these trials will be sources from the GMP facility of Diatranz Limited in Auckland,

The TGA governs medical trials of products and procedures in Australia, Regulatory approval to
commence clinical trials in Austzalia is not considered to be an obstacle now that guidelines are in place
and the New Zealand Facility meets iaternationally recognised GMI requirements.
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As the company approaches marketing it may be possible to transfer herd management and igler eell
production to Australia, but at this stage there is no major imperative to do so.

Distranz has progressed a number of its other xenottansplantation programs, including lver cell
implantation for haemophilia and inbom etrors of metabolism and choroid plexus cclls for Alzheimer’s
disease. We understand that scientific approval from the New Zealand Child Health Research Foundation
has been received for the former program. We believe the broader activities of the company ate important
to tanintain the international leadership position of the company.

We note that these has been no loss of key ataff since our eatlier review. We were particulaly impressed
loy the calibre of peuple atuployed by the company and we are pleased that they are continuing. We also
note the formation of o Scieatific Advisory Commitiee in Australia which inchudes Professor Robest
Seamatk one of the pioncers of animal, and in particular, potcine wansgenics. The involvement of
Seamark, along with Drs Jenny Couper and John Geaham with their experience in diabetes research and
management, will ensure the highest medical and cthical standards ate maintained

6. SUMMARY

There are a numbet of companies and academic researchers around the wotld developing
xenotransplantation products for teating dinbetes, as well as looking at other treatment approaches. The
overall objectives of these stategies aze to find more “uses-friendly” approaches 1o the routine injection of
insulin and to obtain better ghucose conteol in the patient. There are tnany reasons thar the transplantation
of islets, without concomitant acministration of immunosuppressive drugs, may be the preferred
weatment. Once cells have been transplanted, patients can expect many yeas of nosmal existence without
daily worries about taking their pills, puffs or shots and without concern about ovet- ot under-dosing,
TPancreatic cells will respond to glucose changes and produce insulin as required - drugs cannot achieve
englycernia,

Thete ate obvious concerns related to xenotransplantation, paricularly the poteatal transference of
PHRVs, and the viability and longevity of the tansplanted eclls in a situation whete the recipient’s body
mounts #n immunc response 1o the forelgn tissue. Immune issves can be overcome through
encapsulation and cxtensive studies will be required to understand the long term suevival of cells.
Ongoing research is requited into infection and it may be some time before the matter is comprehensively
resolved.

Diatranz is one of the few companies in the wold that is capable of producing islet cells under GMP
conditions on a toutine basis and it is one of a hand full that have initiated clinical tials. It underpins its
research with unique intellectual propesty and strong collaborations. Diatrany differentiates itself from its
competitors in the way it manages the issues of rejection and virus ansmission. A combination of cell
encapsulation and pretreatment of cclls and patients aims to overcome rejection and enbance islet
functioning, A Grst level barrier against the transmission of bacteria and viruses, as well as prions, arises
from the souteing of donot animals in New Zealand with a tecognised discasc-free status. Tn addition to
this, animals ace bred and raised under pathogen free condidons. The matter of PERVs is still under
investigation by Diatranz, and its collaborators and competitors, but it would appear that the procedures
used for obtaining cells minimises the potential for transmission to humans (if in fact it does occus).

In sumenaty, Distrany has made remarkable progress without the financial and scientific resources of its
competitors. 1t is making a unique conttibution to the management of diabetes. There ave technical issues
that mmust be addressed with islet xenotransplantation which the company understande well It has
tochnical staff dedicated to their resclution and has formed collaboration to ensure progress remains
competitive,
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7. OTHER MATTERS

In evaluating the peogram to develop therapeutic products, we had regard to the relevant guidelines and
regulations relating to the conduct of human clinical trials and the production of therapeutic goods. We
do not consider our inspection of Diatranz facilides to be a5 rigorous as an audit undertaken by 2
thetapeutic products regulatory authority, We aimed only to assure mvestors that the company is familiar
with the requizements and that adequate effort is being applied to achieviag the necessary standard,

Neither Acuity Technology Management nox its principals have any pecualary inferest in Diatranz Limited
or LCT that could be regacded as affecting the ability to provide an unbiased opinion of the matters
contained in this repott, Acnity will raceive a professional fee for the preparation of this repoct.

We have given our written consent 1o the issue of this repott in the coszent Information Memorandum of
LCT included in the form and context in which it appeazs, We have been involved only in the preparation
of this Report and not in the preparation of any other part of this Information Memorandum, and
specifically disclaim liability to any person in respect of any staternents included elsewhere in this
Information Memorandum. We have not, other than as set ont above, been involved in the preparation of
or authotised o caused the tssue of this Information Memorandurm.

Yours sincerely

David H Randerson, BE, P2
Mannging Director

Acuity Technology Management

Auuity it a consultangy firm that advises on RED and its commsrcialisation with a perticular emphasis o bintechnology.
Dr Randsrion has over 30 years exoerionce as a pracicing biomedical engineer and research adviser. Fe has meanaged
commervial and academic research proprams, Taught engineering at tesiary fnititules and warked in the medical device and
pharmacentival industries. ity undertakes lechnolgy and markel assesinents of projects and provides advice to invesiors
#1r ralation ta bigh icchnology profects,
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APFENDIX §: UNAUDITES BALANGE SHEET OF QIATRANZ LIMITED AS AT 30 SEFTEMBER 2003

Unaudlitad
30 September
2003
NZ§000
CURRENT ASSETS
Cach assets 18
Recaivables [5)
Stooks 12
TOTAL GURRENT ASSETS 23
NGON CURRENT ASSETS
Froperty, plant and equipmeant R 1i-
TOTAL NON CURRENT ASSETS 775
TOTAL ASSETS 798
CURRENT LIABILITIES
Payables (182)
Laans {3,714)
Hire purchase {2)
Provisions (28)
Char (5B3)
TOTAL CURRENT LIABILITIES {4,467)
NON CURRENT LIABILITIES -
TOTAL NON CURRENT LIABILITIES -
TOTAL LIABILITIES (4,467)
NET ASSETS (3,669)
EQUITY
lssued share capital 7,883
Share premium resarva 2,439
Fund raising costs (2,350)
Retained earnings (11,121)
NET ASSETS (3.663)

*. Inaludes NZ§552,838 of accrued loan interast,

Source: Supplied by LCT directars
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APPENBIX 7 SUMMARY OF TOP 5 L.OT SHARBHOLDERS IN WAY POST-THANSAGTION

Shareholder ‘ Proposed  Percentage of
sharehplding in shares in issue
WAY

Distranz shargholders 17.000,000 35.5%
K Ona W Cne Limited 6,818,435 14.4%
Graham and David Collinson 5,231,007 10.8%
M Cooper Nomineas Pty Lid 1,250,000 2.6%
M Knox Holdings Pty Ltd 500,001 1.0%

30,897,443 64.4%

Note the above excludes Waymouth sharehelders who will hold 23.3% of the issued WAY share capital if the
proposed transaction is accepted,
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APBENDIX '8: CALCULATION OF iIMPACT ON WAY GAPITAL STRUCTURE IF ALL OPTIONS AND
CONVERTIBLE NOTES ARE EXERCISED .

Number of WAY shares on issue pre-transaction 12,787,500

WAY shares jsaued as part of proposed transaction 35,143 402

WAY sharas on issue post-transaction 47,830,802

Valye of WAY net azsets post-trangaction $8,462,164

Asseszed value per WAY share post-transaction 5018

Assume all options are exercised Number Exercise Price Cash Value
WAY opliong 1,000,000 50,22 $220,000
LCT options 12,338,150 $0.21 $2,580,592

Assume all convertible notes are converted

Value of sonvartible logns in LCT %1,080,682

Conversion prica $0.35

Ecuivalent number of LCT shares 3,087,663

Convert to WAY on the basis of 17 WAY for 10 LCT 5,248,027

Summary

WAY sharag in issue post-transaction 47,930,802

Number of shares issued as options are ealled 18,336,150

Number of shares issued as loans are convartad 5 245,027

Revised number of sharas on issue 56,516,079

Net assets post-transaction $8,482,164

Cash received from exercisa of aptions $2,810,592

Remaval of loans cohverted to eguity 51,080,682

Ravisad net assets $12.385 438

Revized vslue per shars §0.19

Revised WAY share capital held by:
WAY shareholders 13,787,600 20.7%
LCT shareholders 52,728 579 79.3%

66,618,079
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APPENDIX 8: OPTIONS YALUATIONS USING BLACK & SCHOLES OBTION PRICING MODEL

WAY Options

Rafer Section 3.2 of our report
Exaroize Price — 22 cents

Term of Expiry = 30/6/08 (~5 years)
Shara Price = 17 cents

(refer Section 7.1.5 of our report)

Black & Scheoles Assumptions

»  Nodividends,
*  Bond equivalent yiald = 5.7%

(Novembar 2003-3 YR GB: 5,7%; 10YR GR: 5,8%)

Volatility 15%
Valua of one WAY Option (8) | 0,024

17 WAY aptions {$) 0.408
_Value of one LCT option ($) 0.081__
A0 LT aptions {($) Q.81

Black & Scholes Input Variables

LCT Options

Refar Section 4.2 of our repart
Exercise Price — 35 cents

Tamn of Explry 30/6/10 (~7 yaars)
Share Price = 30 cenis

{refer Section 7.2.8 of our report)
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0093 07118 Q143 D16 0487
0.83 148 148 186 187

Pape 4

0%

o G087
. 1848

..0208
#08

We have used the Black & Scholes Option Valuation ("Black & Scholes”) madel in detarmining an indicative

valuation for the options referred to abave.

The Black & Scholes model is reliant an the following series of Input criteria:

market price of the underlying security,
aption exercise price,
term to maturity of the aption;

annuzl rate of dividends: and
valatility.

Commaonwaalth Gavemment Bond rate, that matchas the option term to maturity;



