In this edition...

The market crashed this week hitting 5222
points, yet by Friday, a 660 point (13%)
rebound had occurred. A scant number
biotechs recovered but by and large the
week’s market turmoil left biotech
abandoned.

Our message to investors is that whereas
for much of 2007 there were many
attractive quality biotechs worth buying,
now there are many extremely well priced
biotechs. The market has generated buying
opportunities the likes of which happen
only when market shocks occur. However,
the view that the quality bargains may be
around for months to come may not be
correct.

We also include the second instalment in
our biotech management seriesfrom
Richard Treagus, CEO of Acrux.
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The Great Big Biotech Stock Sale

This week we had the stockmarket crash that we needed to have, or at least the crash
many thought we needed to have. The All Ordinaries Index was down 24% on 'Black
Tuesday' from its high at the start of November last year although it has finished the
week only 16% down from this high.
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A8 AREN EET (O3) 26.8% Although other sectors have been quick to rebound and retrace much of the lost valuein
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the last week, the biotech sector continues to languish but offering incredibly attractive
value propositions. This has been accentuated by the fact that biotech stocks, excluding
the large caps, underperformed the broader market last year (the Bioshares Index fell
14.2% last year compared with the All Ordinaries|ndex gaining 13.6% for the year) and
have suffered greater lossesthisyear (roughly 18% compared to 6.3% for theAll Ordinaries
Index).

Best current value propositions

The tables below list our best current value propositions with alower risk emphasis on
companiesthat arewell financed and closer to market or currently are generating product
revenue.

Of particular interest in thetable below isthe current market capitalisation of Peplin. The
company had $30 million in cash at the end of September last year and isnow capitalised
at only $139 million. Peplin is due to begin shortly Phase |11 trials with its topical skin
cancer drug candidate. The company intendsto sell the drug directly into the US and has
100% ownership of itstechnology with along patent life protection out to 2018 and up to
five years possible patent extension.

Top 5 Biotech Value Picks - R&D companies

Sy cote | 107 | zsimios | ralim s00s |2 M| Gy’
Universal Biosensors UBI $1.48 $1.10 -26% 39.7 172
Peplin Inc PLI $0.88 $0.70 -21% 30.1* 139
Alchemia ACL $0.70 $0.55 -21% 22.1 88
Acrux ACR $1.40 $1.15 -18% 37.6 182
Chemgenex Pharm. CXS $1.05 $0.87 -17% 25.3 162

* Plus access to US$15M loan facility

** As last reported Cont'd over
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Of the profitable revenue companiesin the sector that havefallen
recently, AranaTherapeuticsisour best pick. Itiscapitalised at
$221 million with $186 million in the bank including $17.9 million
received in December from GlaxoSmithKlinefor asitsfinal pay-
ment for its share in Diversys. The company anticipates it will
receive afutureroyalty stream in excess of $80 million up to 2011.
The company's lead program is due to start Phase Il trials for
rheumatoid arthritis and it has recently acquired the valuable
Evogenix business.

Top Biotech Value Picks - Revenue generating

amongst local life sciencefirms. Thelikelihood of aggressive bids
being made by international life science companies for the better
quality biotech firms has increased significantly this week.

Acrux and Sirtex Medical announce positive develop-
ments

Amid the chaos this week, there was some very positive news in
the sector.

Acrux announced positive pharmacokinetic
datafrom a Phase | trial with fentanyl using
its transdermal spray-on technology.

Company Code Price Price | Share price | NPATin | Cash [ capn Transdermal fentanyl products generate an-

31/12/07 25/1/08 | fall in 2008 | 2007 (M) (M)* (M) nual salesinthe USof US$1.2 billion and rep-
Biota Holdings*** BTA $1.23 $0.93 -24% $201 | $62.1 | $171.0| resents potentially an additional very lucra-
IDT Australia IDT $2.46 $2.03 -17% $5.5 $1.8 | $87.0 | tiveapplicationof theAcrux technology. The
Arana Therapeutics AAH $1.15 $0.94 -18% $133.0 |$186.7~| $221.0| company'sfirst product, Evamist, whichisa
Sirtex Medical SRx | $4.50 $4.09 -9% $1.6 | $103 |s2280| SPray-on HRT product, is due for imminent

* As last reported
** |Includes recent $17.9M final payment for Diversys sale
but excludes $80M in future anticipated royalties

*** Generated $40 million in royalty payments in FY2007

Biota Holdings is also offering exceptionally good value. It is
capitalised at $171 million, with avaluable ongoing royalty stream
from Relenza, which last year generated $40 million for Biota.
Relenza royalties are expected to be received out to 2011-2014,
with the range due to possible patent extensions. Biota also has
three clinical programs underway and two programs partnered,
excluding its co-devel opment program with Daiichi-Sankyo.

Market uncertainties are expected to continue asthefall-out from
losses caused by the actions of a'single' rogue trader at Societe
Generalein Francerack up billionsof Eurosin derivativetrading
and until we fully understand the impact of the impending US
recession. The Australian economy has shown to be very resil-
ient to external economic slowdowns such astheAsian Crisisin
the late 1990's. Unless property pricesin Australia decline mark-
edly, the overall impact of various economies drifting into reces-
sion for the Australian economy may be lower than that implied
by equity markets this week.

As this situation plays out, with some market analysts suggest-
ing difficult market conditions for the next 12 - 18 months, we
recommend investors continue to build positions in better qual-
ity biotech companies that are well funded and managed. The
pharmaceutical and healthcare sector, which is the target market
for medical products, is often less affected by economic down-
turns than the industrial sector. Investors should not forget the
billions of dollars of ongoing superannuation contributions that
need to be placed each year, which may direct more money into
the sector as more companies approach pivota trials and the
sector is better validated through forthcoming commercia suc-
cess in the Australian biotech arena.

Investors should also keep a sharp look-out for take-over activity

market release by KV Pharmaceutical in the
us

And Sirtex Medical achieved a mgjor goal
that had been anticipated by some, with its
US manufacturing plant given the green light
by the FDA. Thisisavery significant development. It de-risksthe
manufacture of its product — radioactive ceramic spheres with a
short half-lifeto irradiate liver tumours— and allows the company
to expand the sites it can offer the treatment in the US with the
spheres no longer being required to be transported from Sydney.
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Impedimed Refines Reimbursement Strategy

Impedimed (IPD: 73 cents) isdeveloping and bringing to market a
range of devices that use non-invasive bioimpedance technology
to measure body hydration and composition. One application of
the technology is for the early detection of secondary lym-
phoedema (resulting in gradual and eventually pronounced swell-
ing in the arms) that occurs as a side effect of breast cancer sur-
gery and treatment. Early detection with early treatment can pre-
vent lymphoedema developing into a chronic debilitating condi-
tion that decreases quality of life.

Impedimed’ s bioimpedance technol ogy iscompetitive against ex-
isting diagnostic measurement technologies, on the grounds of
superior sensitivity and specificity, as well as cost and conven-
ience. The technology looks set to displace antiquated measure-
ments made with tape measures and buckets of water, which can
tend to be coarse approaches. Current diagnostic paradigms and
methods are aso less conducive to establishing baseline meas-
urements, which isavital measurement to record at least for lym-
phoedemaassessment. For exampl e, objective measures madewith
Impedimed’ s devices prior to breast cancer surgery could cause a
significant improvement in the early detection in lymphoedema
for patients.

The technology originates from work done by researchers at the
University of Queensland and the Queensland University of Tech-
nology. The company was founded in 1999 and listed in October
in2007.

The company is targeting the US as a major market opportunity
for its bioimpedance diagnostic and detection products. The com-
pany has received FDA clearances for several products for basic
body composition claims, and for one device for assessment of
lymphoedema in the arm. The company has demonstrated that it
can achieve FDA clearances, with provides some confidence to
investors that future clearances sought by the company for more
advanced products with more specific claims, have a realistic
chance of success.

However, gaining FDA approval is only one of several elements
required to achieve commercial success in the very large US
heathcare market, with clinical study dataand reimbursement also
key issues,

US reimbursement

Gaining reimbursement from health insurers in the US for
Impedimed's products, in their various release forms, is perhaps
themost crucial milestonefor Impedimed in 2008.

The financing of the US healthcare system is, for the most part
based on private insurance coverage, with coverage also pro-
vided to a lesser extent by government organisations such us
Medicare and Medicaid. There may be as many as private 1300
providers of healthcare plans, if membership of the health insur-
ance industry group, America's Health Insurance Plans (AHIP) is
used as a guide.

Procedures performed by family care physicians (ie general prac-
titioners) and in hospitals can be eligible for reimbursement (at

prices generally set by the government body, Medicaid) if acode
for the procedure has been established by the American Medical
Association (AMA). Reimbursement can also apply to part or al
of, the purchase of adevice.

TheAMA first developed its coding system, Current Procedural
Terminology (CPT)in1966. Theset of codesarerevised annually
andfor 2007, around 8,600 codes and descriptorswere published.

A Category | code can be awarded if the procedure or service has
been approved by the FDA for the specific use of devices or
drugs, it is performed acrossthe USA at multiple sites, that many
physicians perform the service or procedure, and that clinical data
supporting the efficacy of the service or procedure has been docu-
mented. Category |1 codes are a set of optional tracking codesfor
performance measurement and Category |11 codes are applied to
emerging technology.

Reimbursement analysis

The company commissioned a study by consultantsto inform the
company's reimbursement strategy in the US. The study, reported
in December, found that a piece of US Federal legidation ,“Wom-
en’sHealth and Cancer RightsAct 1998, required that payers(ie
insurers) must provide coverage for protheses and physical com-
plications of mastectomy, including lymphoedemas. Similar legis-
lation was also found to be in placein 20 US states.

With the direct support of this legislation, the company is now
likely toinitially seek to use existing miscellaneous codesto meet
reimbursement requirements, while waiting for aspecific Category
| code for use of its devices to be assigned, preferably encom-
passing claims addressed by more advanced products. Although
such codes might now be available until the release of the CPT
2009 manual, the company will be in position generate sales of
currently approved products, yet be in a stronger position when
release of CPT codes specific for the method of lymphoemeda
detection it has pioneered.

Major Milestone Due Mid-year

Publication of dataand results from afive year US NIH study of
the early detection of lymphoedema in breast cancer patients is
expected mid-year. Thestudy will record clinical, health economic
and quality of life outcomes, all of which are expected to provide
the validation necessary for establishment of specific CPT codes
and to set up the next phase of the reimbursement strategy.

Investment Features

Impedimed is an attractive investment for four reasons. The com-
pany isled by aknowledgeable and experienced CEO, Greg Brown,
who hasadetailed understanding of the commercial prospectsfor
Impedimed’ s bioimpedance devices, and of the many tasks needed
to be performed to generate significant revenues. Brown has pre-
viously worked in sales and marketing roleswith Baxter Diagnos-
tics, RocheMolecular Systemsand Digene Cor por ation.

— Cont'd on page 7
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Seven Reasons for Progen Pharmaceuticals' Sinking Share Price

Most companies have seen their share prices decline this year
due to the fear that the US economy is headed into a recession
because of falling house prices in that country. But Progen Phar-
maceuticals (PGL: $2.08) has seen its share price plummet since
April last year, falling by 78%, sinceit reached ahigh of $9.60. The
company isextremely well funded with $98 million in the bank at
June 30 last year, sufficient to conduct its 600 person Phasel | trial
in patients with resectable liver cancer. But what has happened to
this company to bring about such amassive correction initsshare
price?

There are likely a number of reasons, in fact at least seven, that
have been responsible to some degree for the company's sliding
share price.

Profit taking

Thefirst reason is profit taking following the large capital raising
conducted in May when a $74 million capital raising was an-
nounced at $5.74 a share. This was a significant discount to the
market price of $7.34 when the raising was announced, with the
share price having surged after the final Phasel| liver cancer trial
results were announced.

Lack of demand for the stock

The second reason was the lack of demand for the stock after
such a large capital raising was conducted. A third reason for
some of the decline wasthat almost half of the capital raised ($34
million) was conducted through a one for nine non-renounceable
rightsissue at the same price of the placement. This has a natural
dilutionary effect on the stock price. These reasons can explain
why the share price drifted back towards the capital raising price
of $5.74 ashare.

Lack of medium term milestones

Reason number four is the lack of medium term milestones ex-
pected for the company. Biotech stocks tend to trade upon the
expectation of short-to-medium term milestones being success-
fully passed and resulting in a positive asset revaluation. Progen's
Phase I11 liver cancer trid is expected to take three years until
receipt of final results.

Nexavar

The fifth factor at play is the positive progress being made by a
major pharmaceutical company inthetreatment of liver cancer. In
November last year, Bayer Phar maceutical'sdrug Nexavar (de-
veloped and co-marketed with Onyx Phar maceuticals) was ap-
proved for the treatment of non-resectable liver cancer, which ac-
countsfor around 85% of al liver cancers (Progen'sdrug isbeing
trialed in patientswith resectableliver cancer). InaPhaselll trid,
also involving 600 people, interim results showed that Nexavar
improved overall surviva by just under three months, from 7.9
months in the placebo group to 10.7 months in patients adminis-
tered Nexavar.

Nexavar wasfirst approved by the FDA in 2005 for the treatment
of kidney cancer. The drug, a kinase inhibitor, was approved by
the FDA for inoperable liver cancer two years and eights months

after initiating its Phase |11 liver cancer trial. Itisalso classified as
anangiogenesisinhibitor. It'sexpected that Nexavar will now move
into trialsin resectableliver cancer, which will increase the compe-
tition for patients, although there are very few later stage trias
underway for this disease.

Enrollments not commenced

Reason number six is that Progen has yet to begin enrolling pa-
tientsinitsPhaselll trial, athough thisis expected to start shortly
with ethics approval in at least five centers now received and at
least one center now |ooking to recruit patients.

Market turmoil

Yet a seventh reason that may explain the decline in the Progen
share price has been the global investment market turmoil experi-
enced this year.

Moving forward for Progen

The share market dide for Progen has been excessive. There are
challenges ahead for the company, first and foremost to start and
completerecruitment of itsPhasel |1 trial, which isexpected to take
18 months. A key parameter to monitor will bethe recruitment rate
for thistrial, which should be about 100 patients per quarter. Inthe
company's Phase Il liver cancer tria involving 168 patients, the
best dose ddlivered afive month (21 week) improvement intimeto
disease recurrence over the placebo. That trial took two years and
nine months to complete.

Theremay be some competition for recruiting patientsfor the Phase
I11 trial from Bayer and its drug Nexavar and a so on the market if
both companies generate successful Phase 11 results. Progen has
designed its Phase 111 trial based on achieving at a minimum 50%
of the efficacy seeninitsPhase Il trial, which should then deliver
it astatistical significant result.

Market size

We estimate the market sizefor resectableliver cancer to be around
$250 million ayear for major western markets. However, thiscould
be considerably higher if Asiais included fully, where the inci-
dence of liver cancer is considerably higher due to much higher
levels of hepatitis which often underlies a progression to liver
cancer.

To expand into other cancer indications, Progen will be up against
Genentech'sAvastin, also an angiogenesisinhibitor like Progen's
PI-88. However, the two compounds work via different mecha
nisms and could potentially be used in combination although the
treatment cost of Avastin aloneissignificant, at over US$50,000 a
year. Avadtin is currently being trialed in at least 20 other tumour
types. It is currently approved for use in patients with metastatic
colorectal cancer and non-small cell lung cancer.

Other milestones approaching
Asidefrom monitoring recruitment rates, Progen expectsto report
onresultsfrom aPhase |l prostate cancer trial that wasinitiated by

— Cont'd on page 7
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Biotech Management Series

Partnering & Licensing:

Processes, negotiations and relationship management
Dr Richard Treagus — CEO, Acrux

The essence of partnering

The essence of any entrepreneuria venture is the creative blend-
ing of a unique concept, with the appropriate capabilities and of
course the pre-requisite capital. Life science companies rarely
possess al three of these ingredients at any point in time and so
by definition, if acompany wantsto get anew product to market,
partnerships are essential.

Different partners have different strengthsand a"one sizefitsall"
approach to any partnering strategy is overly simplistic. Partners
may provide additional capabilities, or leverage acompany'sexist-
ing capabilities. Either way, they typically bring a specific exper-
tise, an infrastructure, an established market position, develop-
ment capital or acombination of these.

A partner's core capabilities are quite easy to place a discrete
value on, but of equal importance isthe value one can attribute to
the key elements of "partner fit". Thisrelates very broadly to an
assessment of a partners strategic intent, their motivations and
expectations around the deal, the organisational culture, as well
astheir partnering track record and internal partnering processes.
Any misalignment on thislevel of so-called "fit" isquite often the
basis for a sub-optimum, or even afailed partnership.

Partnering as a core competency

Partnering should be acore activity, and aresident skill within any
growing business that is serious about getting product to market.
Some companies may be forced to outsource the partnering func-
tionintheinitia stages dueto financia constraints; however this
hasinherent limitations. Effective partnering isbuilt on corporate
learnings, on businessrel ationships, on commercia judgment and
a continuity that goes well beyond the actua transaction itself.
When this activity is outsourced, organisations |ose the opportu-
nity to benefit from and internalise these skills and this vita cor-
porate knowledge. In short, you can outsource expertise, but don't
outsource relationships.

When partnering is coreto the business, it should ideally be placed
in aposition within the organisation that facilitates a strong coop-
erativeworking relationship with the R& D function. Together these
functions should be tasked with jointly reviewing target product
profiles, product attributes and constantly refining the develop-
ment path to market. Like two ends of the same stick, one can view
R& D as creating the value, and the partnering function asdeliver-
ing the value.

It is extremely helpful in the process if those responsible for the
partnering activity have adual ability to articul ate the attributes of
the technology as well as the value of the product within the
context of the product's final target market.

Partnering should be considered a marketing skill
Ultimately, partnering should be considered amarketing skill. Itis
not ascience. In fact, partnering is often an imperfect process and

How do biotech companies do what they do?

Many of the activities conducted by life science firms are not
self-evident, so we have selected adozen different topics cov-
ering the major aspects of biotech company management as
the subjects of contributions from biotech CEOs and
exeperienced executives. We hope the series, which we com-
menced lat last year will both inform and educate. Thissecond
in the series covers partnering and licensing.

successis more often afunction of an individual's ability to estab-
lish aclear value proposition, communicate this convincingly, es-
tablish trust, and deal effectively with afluid process, rather than
follow any specific algorithm or template.

| often describe the partnering process as being like a river run-
ning to the sea. We know exactly what the endpoint will be, but we
shouldn't be overzealous in trying to predetermine the precise
course of getting there. Keeping afirm fix on the outcome is es-
sential, but trusting the process, pre-empting obstacles, creating
aternatives and building momentum along the way, are al vital
components of negotiating and completing a successful transac-
tion.

Nurture the process from start to finish

Organisations that understand the essence of partnering, aso
understand that alliances are about people. Trust underpins any
successful negotiation and subsequent implementation, and the
sooner that trust is established in the process, the faster and more
efficiently an organisation can redlise the benefits of the partner-
ship.

A typical deal processwould compriseaninitial prospecting stage,
moving into more detailed exploratory discussions, a negotiation
culminating in aterm sheet or letter of intent, a mutual due dili-
gence, and finally thelegal contracting and appropriate corporate
approvals.

Time invested up-front in the process pays dividends later, asthe
early interactions are often very instructive of how the parties are
going to interact and engage over the longer term. Throughout
the processit ishel pful to maintain the same member(s) inthe core
business devel opment team. Although the team may draw on ex-
pert financial, legal or technical advice, there should aways be a
clearly nominated champion of the deal. Nominating your own
deal champion is the easy part, trying to identify the deal cham-
pion within the target company, can sometimes be less easy. Ei-
ther way, the point is that if the interface between the parties
keeps chopping and changing, the process becomes inefficient
and effective relationships are hard to establish. The larger the
organisation, the more challenging this can sometimes be, asfunc-
tional expertscan be parachuted into the process at various points.

Cont'd over
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Dealing a strong hand

In concluding, let me share some practical tips that should assist
your organisation in maximising its position in the deal making
and partnering process.

- Test your partner'sintent and ability early in the process. If
you are not going to be able to conclude a deal, you should
endeavour to fail quickly!

- Assess your partner's deal track-record. Companies quite
often follow a similar modus-operandi and this can be
instructive.

- Recognise and respond to the business objectives and key
value drivers of your partner. By hitting the "hot buttons',
thiswill get alignment on the issue of value more quickly.

- Identify the deal-champion and key decision makers and
build an effective relationship. Limit any negotiations
through third parties, or intermediaries.

- Communicate your product'sattributesand benefitsinsimple,
compel ling marketing terms.

- Ensureflexibility, discipline and rigour in your own processes.

- Keep communication clear and consistent. Any inconsistency
can cause the process to become confused and trust will be
diminished.

Be firm but fair. If you are the smaller partner, don't be
intimidated. If you haveto reject aposition, do so by offering
up an alternative. This ensures that the process keeps
moving forwards.

- When contracting, avoid going back and re-negotiating key
issues, unless this is absolutely essential.

Finaly, it'sworth remembering that agreat deal, if poorly imple-
mented, will almost always fail to live up to expectations. The
rigour and energy established during the deal process must be
carried over into the implementation phase in order to realise the
full value of the alliance. Companiesthat build astrong reputation
on positive and effective partnering will find that it becomes even
easier to attract further quality partnershipsin the future.

Bioshares Model Portfolio (25 January 2008)

Company Price (current) Price added to  Date added Portfolio Changes — 18 Jan 2008
portfolio

Patrys $0.40 $0.50 December 2007 .

NeuroDiscovery $0.15 $0.16 December 2007 IN:

Bionomics $0.31 $0.42 December 2007 | NO Changes

Cogstate $0.13 $0.13 November 2007

Ventracor $0.47 $0.625 October 2007

Sirtex Medical $4.09 $3.90 October 2007 OuT.

Clinuvel Pharmaceuticals $0.37 $0.66 September 2007 | No Changes

Progen Pharmaceuticals $2.08 $3.52 September 2007

Starpharma Holdings $0.34 $0.37 August 2007

Pharmaxis $3.40 $3.15 August 2007

Universal Biosensors $1.10 $1.23 June 2007

Biota Holdings $0.93 $1.55 March 2007

Tissue Therapies $0.25 $0.58 February 2007

Probiotec $1.15 $1.12 February 2007

Phylogica $0.12 $0.42 January 2007

Peplin Inc $0.70 $0.83 January 2007

Arana Therapeutics $0.94 $1.31 October 2006

Chemgenex Pharma. $0.87 $0.38 June 2006

Cytopia $0.41 $0.46 June 2005

Optiscan Imaging $0.24 $0.35 March 2005

Acrux $1.15 $0.83 November 2004

Alchemia $0.55 $0.67 May 2004
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— Impedimed cont'd

Although the company is looking to focus its technology at first
in the breast cancer lymphoedema market, which with 2.4 million
sufferersinthe USand 400,000 new caseseach year isavery large
market, there are other markets that over time could emerge as
commercidly valuable.

The barriers to entry for competitor products are also high, in-
volving patents, and regulatory and coding pathway challenges
that could slow down a competitor by at least five years.

Lastly, we expect Impedimed over the next 18 monthsto develop
the markings of acompany that would make avery valuable bolt-
on acquisitionto large diagnostic firmsthat seeks earnings growth
from acquisitions. Such atarget company would own anovel next-
generation diagnostic technology that has received endorsement
from physicians, has set up the necessary coding and coverage
base in the US, with strong long lasting barriers to entry by com-
petitor firms and has commenced sales sufficient to show strong
growth potential.

Summary

Impedimed represents a high quality and extremely attractive in-
vestment proposition. With the key milestone of NIH data publi-
cation approaching mid-year, an entry into this stock well before
that date, will be better made sooner rather than later. Impedimed
iscapitalised at $59 million.

Bioshares recommendation: Speculative Buy ClassA

— Progen cont'd

oncology clinicians. A Phase || melanoma study is continuing
although recruitment is likely to be competitive given the large
number of trials underway in thisindication.

Other programs

Progen is seeking to broaden its discovery and development pro-
gramina'four pillar' approach. Thisincludesthe development of
the 500 series of compounds, with the first candidate planned to
enter the clinicin 2009; asmall molecule drug discovery program
to find other compounds to hit the same target as the company's
lead drug candidate, PI-88; and in-licensing or acquisition of other
programs through various channels.

Summary

Progen Pharmaceuticalsis capitalised at $123 million. The stock
has been oversold although its lead program will take up to three
yearsbeforeresultsare released, along time for most investors. A
merger or acquisition strategy would be appropriate for the com-
pany to build its clinical pipeline however aweak scrip may pre-
vent that occurring at present.

The company's lead compound has achieved successful results
in alarge Phase Il trial in post-resection liver cancer and if the
company can be first to market in this indication with better or

similar results to competing drug Nexavar (assuming that drug is
trialed for the sameindication), then Progen's share price chart will
look distinctly different to that of the last nine months. Develop-
ing oncology drugs is difficult, but the rewards can be exceed-
ingly high with billion dollar businesses built on such successes,
as seen with the likes of Imclone Systems (US$3.7 billion com-
pany built on Erbitux), Onyx Phar maceuticals ($2.5 billion com-
pany built on Nexavar), Millennium Phar maceuticals (US$4.7
billion capitalisation largely dueto Vel cade) and the massivewealth
generation created for Genentech by Avastin.

Biosharesrecommendation: Speculative Buy ClassA
[Suitable for investors with alonger term investment outlook]
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How Bioshares Rates Stocks

For the purpose of valuation, Bioshares divides biotech stocks into
two categories. Thefirg group are ockswith existing positive cash flows
or doseto producing positive cash flows. The second group are stocks
without near term positive cash flows, history of losses, or at early
stages of commercialisation. In this second group, which are essen-
tially speculative propositions, Bioshares grades them according to
relative risk within that group, to better reflect the very large spread
of risk within those stocks.

Group A
Stockswith exigting positive cash flows or closeto producing positive cash
flows.

Group B
Stocks without near term positive cash flows, history of losses, or at
early stages commercialisation.

Speculative Buy — Class A

These stocks will have more than one technology, product or
investment in development, with perhaps those same technologies
offering multiple opportunities. These features, coupled to the
presence of alliances, partnerships and scientific advisory boards,
indicate the stock isrelative less risky than other biotech stocks.
Speculative Buy —ClassB

These stocks may have more than one product or opportunity, and
may even be close to market. However, they are likely to be lacking in

several key areas. For example, their cash position isweak, or

Buy CMPis20% < Fair Value management or board may need strengthening.

Accumulate CMPis10% < Fair Value Speculative Buy —ClassC

Hold Vaue=CMP These stocks generally have one product in development and lack
Lighten CMPis 10% > Fair Value many external validation features.

Sell CMPis20% > Fair Value Speculative Hold—ClassAor Bor C

(CMP—Current Market Price) Sell

Corporate Subscribers: Phylogica, Pharmaxis, NeuroDiscovery, Biotech Capital, Cytopia, Biodiem, AranaTherapeutics,
StarpharmaHoldings, Cogstate, X ceed Biotechnology, Incitive, Optiscan Imaging, Bionomics, ChemGenex Pharmaceuticals,
Medical Therapies, Circadian Technologies, BiotaHoldings, Stem Cell Sciences, Halcygen Pharmaceuticals, Peplin, BioMD,
Impedimed, QRxPharma, Patrys

Disclaimer:

Information contained in this newdletter is not a complete analysis of every material fact respecting any company, industry or security. The opinions and estimates herein expressed
represent the current judgement of the publisher and are subject to change. Blake Industry and Market Analysis Pty Ltd (BIMA) and any of their associates, officers or staff may have
interests in securities referred to herein  (Corporations Law s.849). Details contained herein have been prepared for genera circulation and do not have regard to any person’s or
company’s investment objectives, financial situation and particular needs. Accordingly, no recipients should rely on any recommendation (whether express or implied) contained in
this document without consulting their investment adviser (Corporations Law s.851). The persons involved in or responsible for the preparation and publication of this report believe
the information herein is accurate but no warranty of accuracy is given and persons seeking to rely on information provided herein should make their own independent enquiries.
Details contained herein have been issued on the basis they are only for the particular person or company to whom they have been provided by Blake Industry and Market Analysis
Pty Ltd. The Directors and/or associates declare interestsin the following ASX Healthcare and Biotechnology sector securities: AAH, ACL, ACR, BLS, BOS, BTA, CGS, CYT, CUV,
CXS, HXL, MBP, NEU, PAB, PLI, PGL, PXS, SHC, SPL, TIS,UBI. These interests can change at any time and are not additional recommendations. Holdings in stocks valued at less
than $100 are not disclosed.
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