Medgenics, Inc.
(‘Medgenics' or the '‘Company’)

Misgav, Israel and London, UK— 30 September 2009 - Medgenics (AIM: MEDG and MBI pleased to
announce its unaudited half-yearly results fordikenonths ended 30 June 2009.

Highlights for the period
« Phase I/ll safety and efficacy clinical trial wiHPODURE demonstrating positive results.

* A Phase l/ll clinical trial in the low dosage cohbas documented safety and efficacy of EPODURE as
sustained anaemia therapy lasting up to 11 months & single treatment in kidney disease patients.

* Unprecedented milestones reached by Phase I/drgafi2 months without an erythropoietin (EPO)
injection, 11 months of anaemia relief from a singkatment of Biopump.

« Advanced discussions underway with several majariiaceutical companies regarding possible
investments in both new and existing Biopump proggiplications

Financial Summary (unaudited)
» Award of $1.3 million through Israeli governmenaagt.

e Completion of fund raising totalling $570,000 imeertible debentures and approximately $408,000 in
warrant exercise programme.

* Net loss after tax for the six month period of #rillion (2008: $2.97 million) primarily as a rdsof
furthering the Phase /1l clinical trial of EPODURE

* R&D costs for the six month period of $0.99 milli2008: $1.63 million) and general and administeati
costs of $1.2 million (2008: $1.39 million).

» Cash, cash equivalents and short-term investmets 2une 2009 of $0.05 million (at 30 June 2008:
$1.74 million).

* Medgenics continues to seek further funding towepatient recruitment.

Dr. Andrew Pearlman, Chief Executive Officer of Myegiics, said:

“During the first half of 2009 Medgenics has dragnowing encouragement from the continuing positesults
of the Biopump anaemia study. EPODURE has demdaedtramonths of continuous treatment in nearly adl th
patients, with one who will shortly be celebratig unprecedented full year of sustained proteirafhefrom a
single administration. Besides demonstrating themtial of EPODURE as an anaemia treatment, wieveel
these results also provide powerful proof of thealder concept of Biopump as a method of sustaimetbip
therapy. We are pleased by the significant progrésspotential partners and institutional investarhich gives
us great hope that this will yield concrete resuitghe coming months. The raising of nearly $1llioml of
additional operating funds through the issuanceafvertible debentures and warrant exercises wss ah
important development. Meanwhile, the Companytinoes its focused efforts to raise additional fiird the
coming months to enable it to support its existipgrations, expand the clinical trial and its otbperations and
to realize the potential of the great opportunitiesw has."
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Blomfield Corporate Finance Limited (Nominated Asku) Phone: +44 207 489 4500
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SVS Securities plc (Broker) Phone: +44 207 638 5600
lan Callaway

Chairman’s Review

The Board of Medgenics presents the unaudited dinbresults of the Company and its subsidiary {Geup”)
for the six months ended 30 June 2009.

The first half of 2009 has been important for Meugs in that it provided key evidence over a longem of the
safety and efficacy of EPODURE as a sustained+acpimtein therapy to treat anaemia. This was shown
particularly in the case of the results of Triali®at 2, who has experienced an unprecedented Ithsof
sustained protein treatment after a single adméatieh of EPODURE in September 2009. The promisasylts
of this trial were reflected in the confidence w¥éstors in the fundraising, which secured $978gdf0additional
funding, much of which was raised from my fellowetitors and existing investors, including thosédwitpertise
in the clinical field of renal disease which EPODEJRIms to treat. Additionally, in Q2/09 the Groumgsw
awarded a government grant of $1.3 million from @iice of the Chief Scientist (OCS) at the Minysiof
Industry, Trade and Labor of Israel. These funds awarded to industry in Israel to advance techyicdd
innovations and 2009 is the fourth consecutive yeat Medgenics has received this respected gfentnost
recently reported in August, the Company has pssge in discussions with several large pharmace wdied
medical device companies with whom the Company siapdorm strategic alliances for Biopumps prodgcin
range of proteins for various clinical applications

Clinical Development Review

During the first six months of 2009, Medgenics aaned to gather and present results for its Phiigeidl to
determine the safety and efficacy of EPODURE &t&llprotein therapy to treat anaemia. To date nsdirgcal
patients have been enrolled in the study. Thedirspatients received the lowest dose of 20 WfiEPO per
kilogram per day through the Biopump, while theesgt was the first to receive the medium dose dfidids of
EPO per kilogram per day through the Biopump. Rerrajority of the test subjects, the Biopump platf
technology has proven effective in maintaining hglobin levels within the target range for many nistwith
one patient exceeding 11 months on a single adrgtion of the low-dose treatment

The primary aim of the study is to assess the pafad efficacy of EPODURE in three controlled dosmeges, in
providing sustained, elevated levels of the defici@otein EPO and, thereby, in elevating the leddcell count
and hemoglobin levels for six months or longethiose patients receiving appropriate doses. Thraitghe trial
to date, no adverse effects have been reportedsarged other than minor localised bruising typjcassociated



with skin biopsies and implants. The treatmentldeen responded to positively by the test patiénts of which
have requested to re-enrol at higher dosages.

Commercialisation Strategy

As | previously reported in May, commercialisatmiithe Company’s proprietary platform technologsotigh
development of alliances with major partners, amther clinical trials to secure FDA, EMEA and/aher
regulatory approvals and eventual clinical adopibBPODURE, remain key strategic priorities foe th
Company. With initial positive results from the dyyithe Company has generated renewed interestrfrajor
potential strategic partners interested in multthlrapeutic applications of the technology. Paldicinterest has
been noted with regards to applying the Biopumpnetogy to other treatments including haemophitid a
obesity. Further updates on these discussiondwithade in due course.

Funding

Since admission to AIM, and in tandem with the iempéntation of the Company'’s strategy for its Phéke
clinical trial of EPODURE and seeking out strateggetnering opportunities, the directors have fedusn
raising further capital for the Company. This cabig required to ensure the Company’s abilityctmtinue to
finance its operations; pursue strategic partneallignces with major corporations; continue itside
development programme; advance the developmemtditi@anal products towards clinical trial and
commercialization; and, most importantly, concltite Phase I/l clinical trial of EPODURE.

Financial Review

The Company has incurred significant expendituresitablishing and carrying out its ongoing clinicall. As a
result, the Company has generated a loss of $2IB8min the first half of the year in further delopment of the
Biopump platform technology. Since our IPO in Debem2007, in which we raised $6.72 million, we have
secured $570,000 through our recent Private Offeaimd $406,000 from the warrant exercise programme
2009; which fundraisings were notably supportedipyificant investments by Lord Leonard Steinberd Mir.
Joel Kanter and a new investment by Stephen McMatleDirectors of the Company, as well as by shalders
who are physicians with expertise in the clini¢ald addressed by Medgenics' lead product, EPODRE an
additional $95,000 from new investors. This wastfer bolstered by the yearly grants awarded byX@§s,
which have been awarded every year for the pastyfears.

However, the Board remains aware that there issggiificant further funding required in ordercomplete the
trial and the Board is considering ways to raigedfuthrough further equity fund raising, new gratd strategic
partnerships. We will update Shareholders as seaveshave more concrete news to report on thesesfro

Outlook

With the results of the Phase I/l EPODURE safety afficacy trial to date which have surpassed etgtiens,
Medgenics has been able to demonstrate soundpotieatial of the Group’s platform technology of the
Biopump, and the specific application of EPODUREtfee treatment of renal anaemia. Our discussiadtisav
number of major pharmaceutical companies are pssgre well as the results of the trial further stythen the
viability of the Biopump as a long lasting, safeeatative to the treatment of chronic protein deficies.

Eugene A. Bauer, MD
Chairman of the Board of Directors

30 September 2009



CONSOLIDATED BALANCE SHEETS

In US Dollars

ASSETS

CURRENT ASSETS:
Cash and cash equivalents

Accounts receivable and prepaid expenses

Total current assets

LONG TERM ASSETS:
Restricted lease deposit

Prepaid lease payments
Severance pay fund

Total long term assets

PROPERTY AND EQUIPMENT, NET

Total assets

June 30, December 31,
2009 2008

Unaudited

$ 53,479 $ 1,043,338
116,325 121,794
169,804 1,165,132
22,432 22,607
22,443 22,443
203,010 171,048
247,885 216,098
361,365 400,214

$ 779,054 $ 1,781,444




CONSOLIDATED BALANCE SHEETS

In US Dollars

LIABILITIES AND SHAREHOLDERS' EQUITY
CURRENT LIABILITIES:

Short — term bank credit

Trade payables

Other accounts payable and accrued expenses

Total current liabilities
LONG-TERM LIABILITIES:
Accrued severance pay
Convertible debentures

Total long term liabilities

Total liabilities

SHAREHOLDERS' DEFICIENCY:

Common shares - $0.0001 par value; 500,000,00@slaathorized at

June 30, 2009 and December 31, 2008;

117,754,028 and 106,728,195 shares issued andioditsg at June 30,

2009 and December 31, 2008, respectively
Additional paid-in capital
Receipts on account of shares

Deficit accumulated during the development stage

Total shareholders' deficiency

Total liabilities and shareholders' deficiency

June 30, December 31,
2009 2008
Unaudited
$ 12,281 $ 52,886
977,617 889,002
14897, 1,068,518
2,387,646 2,010,406
904,913 818,639
273,130 -
1,178,043 818,639
3,565,689 2,829,045
11,775 10,672
29,606,783 28,968,015
- 150,000
32,405,193) (30,176,288)
(2,786,635) (1,047,601)
$ 779,054 $ 1,781,444




CONSOLIDATED STATEMENTS OF OPERATIONS
In US Dollars (except for share data)

From date of

. Year ended inception
Six months ended June 30, (January 27,
December 31, 2000) through
June 30
2009 2008 2008 2009
Unaudited Unaudited

Research and development expenses $ 1,282,669 $ 1,632,531 $ 3,435,538 $ 20,010,032

Less — Participation by the Office of the

Chief Scientist (292,893) - (1,336,446)  (3,532,600)
Research and development expenses, net 989 776 1,632,531 2.099.092 16,477,432
General and administrative expenses 1,198,690 1,388,281 2,761,008 15,349,557

Loss from disposal of property and

equipment - - - 325,842
Operating loss 2,188,466 3,020,812 4,860,100 32,152,831
Financial (income) expenses, net 37,247 (51,343) (11,457) 609,328
Loss before taxes on income 2,225,713 2,969,469 4,848,643 32,762,159
Taxes on income - 1,839 3,615 70,294
Net loss 2,225,713 2,971,308 4,852,258 32,832,453
Dividend in respect of reduction in exercise 3,192 ) 6,745 9,037

price of certain warrants

Net loss attributable to common

shareholders $ 2228905 $ 2,971,308 $4,859,003 $ 32,842,390

Basic and diluted net loss per share $ .020 % 0.03 $ 0.05

Weighted average number of shares used
in per share calculation 111,249,104 106,204,484 106,447,604




STATEMENTS OF CHANGES IN SHAREHOLDERS' EQUITY (DEFI CIENCY)

In US Dollars (except for share data)

Old Common shares

Preferred shares
Series A

Preferred shares
Series B

Additional
Paid-in
Capital

Deferred Stock

Compensation

Deficit
Accumulated
During the
Development
Stage

Total
Shareholders'
Equity
(Deficiency)

Number of
Shares

Amount

Number
of Shares

Amount

Number
of Shares

Amount

Balance as of January 27,

2000 (inception) -
Issuance of Old Common
shares in

January 2000 at par value
Issuance of Old Common
shares in March 2000 at par
value
Issuance of Old Common
shares in August 2000 at
$1.14 per share, net
Issuance of Old Common
shares in respect of license
agreement in August 2000 at 940,950
par value
Net loss -

2,000,000

69,677

437,936

499,997

(681,216)

499,997

1

(681,216)

Balance as of December 31,

2000 3,448,563
Stock split effected as stock

Dividend -
Issuance of Preferred shares in

January 2001 at $1.41 per

share, net -
Issuance of Preferred share:

March and June 2001 at

$1.67 per share, net -
Deferred stock compensation -
Amortization of deferred

stock compensation -
Stock based compensation

expense related to options to

consultants -
Net loss -

342

138,502

4,085,837

14

408

499,997

(342)

195,122

6,805,968

248,165

510,869

(248,165)

40,880

(681,216)

(3,243,701)

(181,216)

195,136

6,806,376

40,880
510,869

(3,243,701)

Balance as of December 31,
2001 3,448,563

$345

4,224,339

$422

$8,259,779

$(207,285)

$(3,924,917)

$4,128,344

STATEMENTS OF CHANGES IN SHAREHOLDERS' EQUITY (DEFI CIENCY)




In US Dollars (except for share data)

Deficit
Accumulated Total
Additional During the Shareholders'
Preferrgd shares Preferrgd shares Paid-in Deferred Stock  Development Equity
Old Common shares Series A Series B Capital  Compensation Stage (Deficiency)
Number of Number Number
Shares Amount of Shares Amount of Shares Amount
Balance as of December 31, 3,448,563 $ 345 4,224,339 $ 422 - 0% - $8,259,779 $ (207,285) $(3,924,917) $4,128,344
2001
Issuance of Preferred shares
In October 2002 at
$1.97 per share, net - - - - 2,676,674 268 5,264,352 - - 5,264,620
Deferred stock compensation - - - - - - 63,855 (63,855) - -
Amortization of deferred
stock compensation - - - - - - - 66,937 - 66,937
Stock based compensation
expenses related to options
to consultants - - - - - - 371,560 - - 371,560
Net loss - - - - - - - - (5,049,391) (5,049,391)

Balance as of December 31,
2002 3,448,563 $ 345 4224339 $ 422 2,676,674 $ 268 $13,959,546 $ (204,203) $(8,974,308) $ 4,782,070




STATEMENTS OF CHANGES IN SHAREHOLDERS' EQUITY (DEFI CIENCY)

In US Dollars (except for share data)

Deficit
Accumulated Total
Preferred shares Preferred shares Addl.tlo.nal During the Sharehplders
oldc h Series A Series B Paid-in Deferred Development Equity
ommon shares enes enes Capital Stock Stage (Deficiency)
Compensation
Number of Number Number
Shares Amount of Shares Amount of Shares Amount
Balance as of December 31, 3,448,563 $ 345 4,224,339 $ 422 2,676,674 $ 268 $13,959,54  $ (204,203) $(8,974,308) $4,782,070
2002
Exercise of stock options 19,443 2 - - - - 193 - - 195

Issuance of Preferred shares

in April 2003 at $ 2.00 per

share, net - - - - 216,507 22 432,99: - - 433,016
Issuance of Preferred shares

in May 2003 at $ 2.00 per
share, net - - - - 850,490 85 1,603,783 - - 1,603,868

Deferred stock compensation - - - - - 440,81: (440,811) -
Amortization of deferred

stock compensation - - - - - - - 105,213 - 105,213
Stock based compensation

expenses related to

options to consultants - - - - - - 475,46¢ - - 475,469
Net loss - - - - - - - - (5,038,272) (5,038,272)

Balance as of December 31,
2003 3,468,006 $ 347 4224339 $ 422 3,743,671 $ 375 $16,912,79% (539,801) (14,012,580) $ 2,361,559




STATEMENTS OF CHANGES IN SHAREHOLDERS' EQUITY (DEFI

CIENCY)

In US Dollars (except for share data)

Deficit
Accumulated Total
Additional During the Shareholders'
oldc h Prefgrre_d s;l‘ares Prefgrrgd sgares Paid-in Deferred Stock  Development Equity
ommon shares ernes eres Capital Compensation Stage (Deficiency)
Number Number Number
of Shares Amount of Shares Amount of Shares Amount
Balance as of December 31, 3,468,006 $347 4,224,339 $ 422 3,743,671 $ 375 $16,912,796 $ (539,801) $(14,012,58( $ 2,361,559
2003
Exercise of stock options 12,750 1 - - - - 126 - - 127
Stock based compensation
related to shares to
consultants 33,333 3 - - - - 9,997 - - 10,000
Amortization of deferred
stock compensation - - - - - - - 539,801 - 539,801
Stock based compensation
expense related to options
to consultants - - - - - - 346,762 - - 346,762
Net loss - - - - - - - - (4,515,829) (4,515,829)
Balance as of December 31,
2004 3,514,089 $351 4,224,339 $ 422 3,743,671 $ 375 17,669,681 $ - $(18,528,409) $(1,257,580)
Net loss - - - - - - - - (776,129) (776,129)
Balance as of December 31,
2005 3,514,089 $351 4,224,339 $ 422 3,743,671 $ 375 $17,269,681 $ - $(19,304,538) $(2,033,709)




STATEMENTS OF CHANGES IN SHAREHOLDERS' EQUITY (DEFI CIENCY)

In US Dollars (except for share data)

Deficit
Accumulated Total
Additional During the Shareholders'
Preferred shares Preferred shares Paid-in Development Equity
Common shares Old Common shares Series A Series B Capital Stage (Deficiency)
Number Number
Number Number of of
of Shares Amount of Shares Amount Shares Amount Shares Amount

Balance as of December 31, 2005 - $ - 3,514,089 $ 351 4,22433% 422 3,743,671 $ 375 $17,269,681  $(19,304,538) $ (2,033,709)
Conversion of Old Common shares, Series
A and Series B Preferred shares into New
Common shares 9,885,842 46 (3,514,089) (351) (4,224,339) (422) (3,743,671) (375) (436,095) 437,197 -
Conversion of convertible Note into New
Common shares 11,982,914 56 - - - - - - 1,795,016 - 1,795,072
Issuance of Common shares in

settlement of due debt in March 2006 2,633,228 12 - - - - - - 96,004 - 96,016
Issuance of Common shares and

warrants in March 2006 at $0.07 per share

and warrant, net 14,110,490 66 - - - - - - 828,197 - 828,263
Issuance of Common shares and

warrants in April 2006 at $0.07 per share

and warrant, net 513,396 2 - - - - - - 30,133 - 30,135
Issuance of Common shares and

warrants in June 2006 at $0.07 per share

and warrant, net 1,593,666 8 - - - - - - 93,538 - 93,546
Issuance of Common shares and

warrants in November 2006 at $0.12 per

share and warrant, net 5,391,725 25 - - - - - - 521,752 - 521,777
Issuance of Common shares and

warrants in December 2006 at $0.12 per

share and warrant, net 11,294,065 53 - - - - - - 1,092,916 - 1,092,969
Stock based compensation expense related

to options and warrants granted to

consultants and employees - - - - - - - - 1,161,287 - 1,161,287
Net loss - - - - - - - - - (2,598,605) (2,598,605)
Balance as of December 31, 2006 57,405,326 268 - $ - - $ -$ - $22,452,429 $(21,465,946) $ 986,751




STATEMENTS OF CHANGES IN SHAREHOLDERS' EQUITY (DEFI CIENCY)

In US Dollars (except for share data)

Deficit

Accumulated

Additional During the Total
Paid-in Development Shareholders'
Common shares Capital Stage Equity
Number of
Shares Amount
Balance as of December 31, 2006 57,405,326 $ 268 $22,452,429 $(21,465,946) $ 986,751
Issuance of Common shares and warrants in Jan0ay& $0.12 per share and warrant,
net 427,402 2 33,318 - 33,320
Issuance of Common shares and warrankdap 2007 at $0.16 per share and warramget 5,347,851 25 583,636 - 583,661
Issuance of Common shares in July 2007 at $Cei3lmare, net 771,612 3 84,211 84,214
Exercise of warrants in July 2007 451,939 2 - - 2
Issuance of Common shares to consultant in AugQBT, net 122,232 1 (D) - -
Issuance of Common shares and warrants in Au@@st at $0.16 per share and warrane 1,527,973 7 166,753 - 166,760
Stock split effected as stock dividend in Decenii¥y7 - 6,297 (6,297) - -
Conversion of convertible Note into Common shamed issuance of warrants in December
2007, at $0.16 per share and warrant, net 6,417,447 642 699,751 - 700,393
Issuance of Common shares and warrants in Dece2B&rat $0.19 - $0.21 per share
and warrant, net 28,537,213 2,853 3,778,659 3,781,512

Issuance of Common shares and warrants to consilteDecember 2007, net 3,008,033 301 (301) - -
Issuance of Common shares for arrangement ofisgéur Letter of Credit in December
2007, net 76,389 8 15,740 - 15,748
Issuance cost due to obligation to issue 142,60&nr@on shares for consultant, net - - (31,449) - (31,449)
Stock based compensation expense related to ogffansed to consultants and employees - - 346,802 - 346,802
Beneficial conversion feature embedded in Conviertiote. - - 511,391 - 511,391
Net loss - - - (3,851,339) (3,851,339)
Balance as of December 31, 2007 104,093,417 $10,409 §$ 28,634,642 $(25,317,285) $ 3,327,766




STATEMENTS OF CHANGES IN SHAREHOLDERS' EQUITY (DEFI CIENCY)

In US Dollars (except for share data)

Deficit
. Accumulated Total
Additional Receiptson  Duringthe  Shareholders'
Paid-in account of  Development Equity
Common shares Capital shares Stage (Deficiency)
Number of
Shares Amount
Balance as of December 31, 2007 104,093,417 $10,409 $ 28,634,642 % - $(25,317,285) $ 3,327,766
Exercise of warrants in January 2008 2,462,050 246 (246) - - -
Issuance of Common shares to consultant in ApfB20 142,609 14 31,435 - - 31,449
Exercise of warrants in December 2008 30,119 3 3) - - -
Stock based compensation expense related to ofgffansed to consultants
and employees - - 295,442 - - 295,442
Receipts on account of shares in respect to exeofiwarrants in January
2009 - - - 150,000 - 150,000
Dividend in respect of reduction in exercise pufeertain warrants - - 6,745 - (6,745) -

Net loss -

- (4,852,258) (4,852,258)

Balance as of December 31, 2008 106,728,195

$10,672 $ 28,968,015

$150,000 $(30,176288) $ (1047,601)




STATEMENTS OF CHANGES IN SHAREHOLDERS' EQUITY (DEFI CIENCY)

In US Dollars (except for share data)

Deficit

. Accumulated Total
Additional Receiptson  Duringthe  Shareholders'

Paid-in account of  Development Equity
Common shares Capital shares Stage (Deficiency)

Number of
Shares Amount
Balance as of December 31, 2008 106,728,195 $10,672 $ 28,968,015 $150,000 $(30,176288) $ (1047,601)
Exercise of warrants 11,025,833 1,103 404,902 (150,000) - 256,005
Stock based compensation expense related to ogifanged to consultants

and employees - - 230,674 - - 230,674
Dividend in respect of reduction in exercise pifeertain warrants - - 3,192 - (3,192) -

Net loss - - - - (2,225,713) (2,225,713)

Balance as of June 30, 2009 (Unaudited) 117,754,028$11,775 $ 29,606,783 $ -$(32,405,193) $ (2,786,635)




CONSOLIDATED STATEMENTS OF CASH FLOWS

In US Dollars
From date of
Inception
(January 27,
Six months ended Year ended | | 2000) through
June 30, December 31, June 30
2009 2008 2008 2009
Unaudited Unaudited
CASH FLOWS FROM OPERATING
ACTIVITIES:
Net los: $ (2,225,713)|$(2,971,308| $ (4,852,258)| $(32,832,453
)
Adjustments to reconcile net loss to net cash use
in operating activities:
Depreciation 60,250 36,912 96,497 804,214
Exchange differences on long term loan - - - 2,950
Loss from disposal of property and equipment - - - 325,842
Interest on Convertible debentures 8,130 - - 8,130
Issuance of shares in consideration for providing
security for letter of credit - - - 15,748
Stock based compensation related to options andg
warrants granted to consultants and employees 230,674 219,345 295,442 4,501,697
Interest and amortization of beneficial conversion
feature of convertible note - - - 759,197
Purchase of short-term investment, net - (47,278) - (47,278
Gain from short term investment - (53,690) |- - (53,690)
Capital loss 2,859 - - 2,859
Accrued severance pay, net 54,312 120,314 77,035 701,903
Increase in trade payables 88,615 163,161 439,036 969,525
Decrease (increase) in other accounts receivable
and pre-paid expenses 5,469 (39,893) 261,354 (116,32b)
Increase in other accounts payable and accrued
expenses 329,230 212,494 564,055 1,493,764
Net cash used in operating activi (1,446,174) | (2,359,943)| | (3,118,839)| | (23,362,949)
CASH FLOWS FROM INVESTING
ACTIVITIES:
Proceeds from disposal of property and equipment - - - 172,869
Increase in prepaid lease payments - - (10,939) (22,443
Decrease (increase) in restricted lease deposit 175 - (22,607) (22,432
Purchase of property and equipment (24,260) (363,607)| | (371,622) (1,659,017)
Net cash used in investing activit (24,085) (363,607) (72,991) (1,531,023)




CONSOLIDATED STATEMENTS OF CASH FLOWS

In US Dollars
From date of
Inception
(January 27,
Six months ended Year ended | | 2000) through
June 30, December 31, June 30
2009 2008 2008 2009
Unaudited Unaudited
CASH FLOWS FROM FINANCING
ACTIVITIES:
Proceeds from issuance of shares, net - - (309,741) 21,669,890
Exercise of Warrants 256,005 - - 256,005
Repayment of issuance expenses - (309,741) - (309,741)
Repayment of long-term loan - - - (73,080)
Proceeds from long term loan - - - 70,130
Receipts on account of shares - 150,000 150,000
Proceeds from Convertible Note 265,000 - - 2,862,225
Increase (decrease) in short-term bank credit (40,605) (9,714) 43,172 12,281
Net cash provided by (used in) financing activ 480,400 (319,455)| | (116,569)|| 24,947,451
Increase (decrease) in cash and cash equivalents (989,859) | | (3,043,005 (3,640,576 53,479
Balance of cash and cash equivalents at the
beginning of the period 1,043,338 | | 4,683,914 || 4,683,914 -
Balance of cash and cash equivalents at the end|of
the period $ 53,479 |($1,640,909 | $ 1,043,338/ |$ 53,479
Supplemental disclosure of cash flow information:
Cash paid during the period for:
Interest (35 | % (7145 $ 833 ||$ (45,571)
Taxes $ 3,660 $ (1,839)% 12420 | $ (57,982
Supplemental disclosure of non cash flow
information:
Accrued issuance expenses $ - $ $ - |5 (460,739)
Issuance of Common shares upon conversion of a
Convertible Note $ - $ - -1 |$ 2,845,072
Issuance of shares in settlement of debt $ $ -1 9% - 1% 96,016
Issuance cost due to obligation to issue Common
shares to consultant $ - $ -1 8 (31,449) $ (31,449)
Issuance of Common shares to consultant $ - $ 31,449|| $ -l $ 31,449
Purchase of property and equipment 5 - $ - $ 8,092 | $ 17,24
Issuance of common shares upon conversion of a
Warrants $ 150,00( $ = $ = $ 150,000




NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

In US Dollars
NOTE 1:- GENERAL

a. Medgenics, Inc. (“the Company”) was incorporatedanuary 2000 in Delaware, and is a holding
company with one wholly-owned subsidiary Medgemitedlical Israel Ltd. (formerly Biogenics
Ltd.) (“The subsidiary”) which was incorporatedigmael in March 2000. The Company and its
subsidiary are engaged in the research and develtprhproducts in the field of biotechnology
and associated medical equipment and are thusdewadi development stage companies as
defined in Statement of Financial Accounting Staddao. 7 "Accounting and Reporting by
Development Stage Enterprises ("SFAS No.7").

On December 4, 2007 the Company's Common sharesagmitted for trading on the London
Stock Exchange’s Alternative Investment Market (AIM

b. The Company and its subsidiary are in the developreiage. The subsidiary ceased operating in
2004 and in 2006 renewed its research and develupsctvities after having raised additional
funds.

As reflected in the accompanying financial statetsiethe Company’s operations for the six
months ended on June 30, 2009, resulted in a s&ebld$ 2,228,905 and the Company’s balance
sheet reflects a net shareholders’ deficiency 2{/86,635, accumulated deficit of $
32,405,193 and a working capital deficiency of &17,841.

The Company and its subsidiary have not yet geegr&tvenues and have negative cash flows
from operationsThese conditions raise substantial doubt abouCtmapany's ability to
continue as a going concern.

Management'’s plans in this regard include, amohgrst seeking additional capital to continue
the operations of the Company and its subsidiaoyvéver, there is no assurance that the
Company will be successful in its efforts to raise necessary capital to continue its planned
research and development activities.

The consolidated financial statements do not irelady adjustments with respect to the
carrying amounts of assets and liabilities and ttlassification that might result from the
outcome of this uncertainty.



NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

In US Dollars

NOTE 2:- SIGNIFICANT ACCOUNTING POLICIES

The significant accounting policies applied in #mual financial statements as of December 31, 2008
are applied consistently in these financial statgme

Recently issued Accounting Standards:
FSP FAS 157-4:

In April 2009 the FASB issued FASB staff positibhi7-4, "Determining Fair Value When the
Volume and Level of Activity for the Asset or Lidibjf Have Significantly Decreased and
Identifying Transactions That Are Not Orderly”. $IHSP applies to all assets and liabilities within
the scope of accounting pronouncements that requipermit fair value measurements, except as
discussed in paragraphs 2 and 3 of statement H&/FSP is Effective for interim and annual
reporting periods ending after June 15, 2009, &adl be applied prospectively.

FSP FAS 157-4 relates to determining fair valuesminere is no active market or where the price
inputs being used represent distressed salesflirnes what Statement 157 states is the objective
of fair value measurement—to reflect how much aet@ould be sold for in an orderly
transaction (as opposed to a distressed or foraaddction) at the date of the financial statements
under current market conditions. Specificallygiaffirms the need to use judgment to ascertain if a
formerly active market has become inactive anceiteitnining fair values when markets have
become inactive.

FSP FAS 157-4 provides guidance on (1) estimatieddir value of an asset or liability (financial
and nonfinancial) when the volume and level of\étgtifor the asset or liability have significantly
decreased and (2) identifying transactions thahaterderly. The adoption of this standard did not
have any impact on the consolidated results ofatjmers or financial position of the Company.

SFAS 165:

In May 2009, the FASB issued SFAS No. 165, “Subsat&vents” (“SFAS No. 165”). SFAS No.
165 establishes general standards of accountingtidrdisclosure of, events that occur after the
balance sheet date but before financial statenagatissued or are available to be issued. In
particular, this statement sets forth: (1) thequbafter the balance sheet date during which
management of a reporting entity should evaluagaisvor transactions that may occur for
potential recognition or disclosure in the finahsi@tements, (2) the circumstances under which an
entity should recognize events or transactionsmicguafter the balance sheet date in its financial
statements and (3) the disclosures that an emtityld make about events or transactions that
occurred after the balance sheet date. SFAS Nwislé€ffective for the interim or annual financial
periods ending after June 15, 2009. The adoputidhis standard did not have any impact on the
consolidated results of operations or financialtms of the Company.



NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

In US Dollars

NOTE 2:-

NOTE 3:-

NOTE 4:-

SIGNIFICANT ACCOUNTING POLICIES (CONT.)
SFAS 166:

In June 2009 the FASB issued SFAS No.166 "Accogrftin Transfers of Financial Assets"

("SAFS No. 166"). SAFS No. 166 is a revision tot&taent No. 140, Accounting for Transfers and
Servicing of Financial Assets and Extinguishmerfitsiabilities, and will require more

information about transfers of financial assetsluding securitization transactions, and where
companies have continuing exposure to the riskde@lto transferred financial assets. It eliminates
the concept of a “qualifying special-purpose eritithanges the requirements for derecognizing
financial assets, and requires additional disckesUBFAS No. 166 enhances information reported
to users of financial statements by providing geatinsparency about transfers of financial assets
and a company’s continuing involvement in trangfeériinancial assets. SFAS No. 166 will be
effective at the start of a company’s first fisgahr beginning after November 15, 2009. The
Company is currently examining this new standdrd;adoption of this standard is not expected to
have a material impact on the Company’s condensesiatidated financial statements.

UNAUDITED INTERIM CONSOLIDATED FINANCIAL S TATEMENTS

The accompanying unaudited interim financial staets have been prepared in accordance with
accounting principles generally accepted in thedghStates for interim financial information.
Accordingly, they do not include all the informatiand footnotes required by generally accepted
accounting principles for complete financial stagais. In the opinion of management, all adjustments
(consisting of normal recurring accruals) considerecessary for fair presentation have been indlude
Operating results for the six months ended Jun@@09 are not necessarily indicative of the reshls
may be expected for the year ending December 39.20

SHAREHOLDERS' EQUITY
Issuance of shares:

Pursuant to Note 10d (25) to the Company's anmyalrt regarding the Warrant Repricing Program of
the Company to encourage existing warrant holdeexercise their warrants, during January and
February 2009, 11,025,833 warrants were exercigedlil,025,833 Common shares of the Company in
consideration for a reduced price of $ 406,048iaswhance of 1,218,144 new warrants as a bonus. The
bonus warrants are exercisable immediately formg@ef three years from the issuance date at an
exercise price of $0.25 per share. The consideratas paid partly in the year ended December 318 20
($ 150,000) and the balance was paid in 2009. Ehefii resulting to the warrant holders from the
reduction of the exercise price and the bonus wtsiia the amount of $6,745 and $3,192 as of
December 31, 2008 and June 30, 2009, respectivaly/recorded as a preferred dividend to the warrant
holders.



NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

In US Dollars

NOTE 5:-

CONVERTIBLE DEBENTURES

Commencing May 2009, the Company offered to admedhvestors only, in a private placement,
convertible debentures in multiples of $50,000 g#oh “Debentures”), together with warrants (the
"Warrants”) to purchase a number of Common shaaasyalue $0.0001 per share, of the Company, equal
to 35% of the number of shares of Common sharesdsspon conversion of the Debentures. The
Debentures issued in the private placement wilunestwo years after the date of issuance. The
Debentures will automatically be converted into @man shares upon the closing of a Qualified
Transaction, as defined in the Securities PurcAgseement entered into by the Company in connection
with the private placement.

On June 16, 2009, the Company closed the firstsefithe private placement. The Company announced
at that date, that it has raised $265,000 in grosseeds through the issuance of Debentures.

The Debentures bear interest at a rate of 10%rpama. Interest will accrue on the Debentures qtlgrte
from the date of issue and shall be paid on a gdgiasis. In the event of default, the interast shall
increase 2% per month for every month the Debestare in default to a maximum of 18% per annum.
The Company shall repay the principal and any actimterest at the two-year anniversary of the thee
Debentures were issued. The Debentures are undeamulehe Company has no right to redeem the
Debentures. If the Company is liquidated, the halaé the Debentures will participate pari passthil
general creditors of the Company with no seniaitpreference. The interest due on June 30, 2089 ha
been paid.

Until such time the Debentures are repaid, the Deibes (including any accrued interest) shall
automatically convert into Common shares at thsietpof a Qualified Transaction at the following
valuation:

» In the event that the per share price paid in thelifped Transaction (or per share value of merger
consideration in a merger transaction) (tkuéalified Transaction Price’) is $0.12 per share or
greater, the conversion price shall be the lesé&0dl2 per share or a 40% discount from the
Qualified Transaction Price.

* In the event that the Qualified Transaction Preatileast $0.07 but less than $0.12 per share, the
conversion price shall be $0.07 per share.

* In the event that the Qualified Transaction Pricéess than $0.07 per share, the conversion price
shall be the Qualified Transaction Price; providealyvever, that the holder of the Debenture shall
receive 100% more Warrants than such holder woale lotherwise been entitled to receive upon
conversion.

The share prices referenced above shall be adjtsteflect any stock splits, stock combinationsck
dividends, reorganizations and the like.



NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

In US Dollars

NOTE 5:-

CONVERTIBLE DEBENTURES (CONT.)

The Warrants exercisable for a number of shar€oaimon Stock equal to 35% of the number of shares
which will be issued upon conversion of the Debergare for Common Stock. Warrants shall not be
issued unless and until the conversion of the Deelpes. The Warrants shall be immediately exercisabl
upon issuance and shall expire five years frondtte of issuance. The exercise price shall be 1df0%

the Qualified Transaction Price.

The Company irrevocably elected to initially anthsequently measure the Debentures entirely at fair
value (with changes in fair value recognized iméags) in accordance with par. 16 of SFAS 133 (as
amended by SFAS 155), thus the Company will notisep the embedded derivative instrument from the
host contract and account for it as a derivatiggrinmment pursuant to SFAS 133.

This election was made only in respect to the Delven, as permitted by SFAS 155, which statestliist
election may be made on an instrument-by-instrurbasis.

Subsequent to the balance sheet date, and in aigjunvith this private placement, the Companyéssu
additional Debentures for gross proceeds of $ 3WbMder the same terms.



