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Pharmaxis has announced cost-cutting and
restructuring plans that will hopefully give
the business a cash runway for three years.
Staff numbers and costs are to cut by about
30%. Whether Pharmaxis can grow sales of
Bronchitol isthe biggest challenge confront-
ing the company.

We have brought out the DCF ruler on
Nanosonics to illustrate the impact two
variablesin particular, interest rates and
exchanges rates can have, on not just one,
but many valuations. Ceteris paribus, we
value Nanosonics at $0.67 per share at an
AUD/USD exchangerate of $1.03, but at
$0.81 at an AUD/USD exchange rate of
$0.90. One privately held biotech worth
learning more about is Hatchtech, whichis
readying its headlice treatment DeOvo for
Phase I11 trids this year.
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Pharmaxis Restructures for Survival

The risks of building a global, fully integrated pharmaceutical company (FIPCO) are
being witnessed in Pharmaxis (PXS: $0.155), which thisweek announced arestructureto
its business. Driven by aslow take-up in Bronchitol sales, aknock back by the FDA and
lateclinical tria disappointments, Pharmaxisisnow in survival mode, giving itself three
years to get its house in order.

Building aFIPCO isalong, expensive and ambitious process. L ate stage failures can be
enough to destroy the business, or at least force a major change in the business plan.
Pharmaxis had a spend rate of $40 million ayear with amost 160 employees. Whilst the
company had $70 million at the end of March, with accessto afurther $20 million from
NovaQuest based on achievement of milestones, at current spend rates this only gives
the company two years to get back on track.

Restructure

Pharmaxiswill now reduceitsstaff by 48to 110 people. It will reduceitsoverall cash costs
by 29%, with 30% of that reduction coming from sales and marketing, 30% coming from
manufacturing, and 20% of the savings coming from clinical development.

The company will also initiate partnering discussions for Bronchitol for the treatment of
cystic fibrosis and for the treatment of bronchiectasis in the US, leaving Pharmaxis to
focus on selling Bronchitol for CF in the regions where it is approved, predominantly
Europeand Australia.

Asreported previously, Pharmaxiswill also seek to partner most of its other programsin
development, or accessexternal funding from grantsor venture capital investmentsthrough
spin outs. It will internally fund only one indication for LOXL2, which is currently in
preclinical development and will invest in some proof-of-concept programs.

The company expectsto start aclinical study in the second half of thisyear in Europein
childrenwith CF.

Cont'd over

The 9" Bioshares Biotech Summit

Second early bird offer closes June 15, 2013

Summit program now available on website:

www.bioshares.com.au/queenstown2013.htm
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Out-licensing/Partnering Income

Asindicated above the company will partner Bronchitol inthe US,
which has the potential to generate some upfront and milestone
paymentsin 2014. Next year it will also seek to license accesstoits
Orbital drug delivery device, which is in development as a next
generation delivery system for Bronchitol. It will also seek to part-
ner the A SM 8 asthma oligonucleotide program (from the Topigen
acquisition) which is at the Phase |1 stage of development.

Pharmaxis also has access to a further US$20 million in funding
from NovaQuest, which can be accessed once the additional Phase
I11 trial in the US starts. It's important to note that Pharmaxis can
access these funds even if it haslicensed the US CF program to a
partner.

Discussion

Cutbacks

Pharmaxisexpectsto reduceitsannual costsby $12 million, which
will be effected by the end of this year. Cash costs (which ex-
cludes accounting items such as depreciation) will be reduced to
around $29 million ayear. Thiswill be further reduced to an esti-
mated $20.3 million after taking into account revenue, including
interest. Based onthe $70.5 millionin fundsat the end of April and
current revenue levels, this gives the company three years of
spend. This can also be extended if the company accesses the
additional US$20 millioninfunding from NovaQuest.

Partnering US CF rights

Following arecent meeting with the FDA, the regulator indicated
that the company would need to conduct an additional trial in the
USin adult only patients with CF. This tria is expected to cost
around $15 million.

Partnering the US rights is a sensible strategy for the company.
NovaQuest receives a percentage of net revenue from Europe and
US sales (areach through arrangement regardless of who is sell-
ing the product) for afixed term. Thisrangesfrom low singledigit
royalties which are dependent on sales levels, to a low double
digit royalty, presumably if the second draw down of $20 millionis
taken. If Pharmaxis partnersthe program for the US, then if might
be able to negotiate a royalty stream of 15%-20%, however we
estimate at least half of that (estimated 10%-13%) will go to
NovaQuest if Pharmaxis draws down the second tranche.

CEO Gary Phillips indicated that the company has three options
for the US. Oneisto partner USrightsfor CF, the secondisto have
the program part funded by a partner, and the third option is to
complete the trial independently and license the rights after US
approval.

Germany crucial to Pharmaxis

Pharmaxisrecently installed adistributor for Bronchitol (for CF) in
Poland. It hasappointed adistributor in Brazil whereitisfiling for
regulatory approval in Q3 this year. This year it also expects to
appoint adistributor in Israel and Russia.

If there's one market the company needs to get right then it's
Germany. Thereare 7500 peoplein Germany living with CF. It has

the least hurdles in Europe for reimbursement and it's one of the
largest markets. Current salesin Europearetracking at $1.4 million
on an annualised rate. For Pharmaxis to be successful, German
sales need to reach around $11 million, which corresponds to a
30% market penetration of the market for adults. Quarterly German
sales are the key figure investors need to monitor.

Summary

Pharmaxis has spelt out a clear strategy for investors. It has given
itself at least three years to start generating meaningful sales (in
excess of $20 million ayear), it is putting in place an appropriate
restructuring, and it hasformulated astrategy for commercialising
Bronchitol inthe US.

Germany will be akey market to monitor and investors now will
want to see tangible signs of the restructuring process, which will
include licensing and partnering deals and technology spinouts
over the next 12 months, as well astraction in sales taking place.

However, while salesin Germany remain at low levels, and inthe
absence of sales and growth in sales in other territories, our rec-
ommendation to investorsis to avoid the stock.

Pharmaxisiscapitalised at $47 million.

Bioshares recommendation: Sell
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Nanosonics Valuation and Impact of Falling Interest and Exchange Rates

Current valuation: 74 centsper share

One of the most important factors in valuing a company is the
future revenue acompany is expected to generate. From that, profit
margins are estimated taking into account product and operating
costs and capital expenditure items, deducting tax payable after
absorbing previous operating losses, to arrive at discounted cash
flow (DCF) valuation.

However, there are other factors that impact company valuations
that are outside of a company's control. Two of these major fac-
torsareinterest rates and foreign exchange rates. In recent weeks,
both have been moving in favour of many biotech stocks. To
assess the impact of these two variables, we have conducted a
DCF valuation on Nanosonics (NAN: $0.53), looking at how fa
vourable and unfavourable movementsimpact on the val uation of
this company.

Using a DCF analysis, we have arrived at a valuation for
Nanosonics of $0.74 a share. The assumptions used to calculate
thisvaluation arelisted on the next page. Most crucial are sales of
the Trophon unit inthe US, which weforecast at 1800 next finan-
cial year and 500 for Europe and Asia (excluding Australia). In
Australiaand New Zealand the company has achieved more than
30% market penetration with an estimated 700 installed units.

Impact of Exchange Rates

Nanosonicsderives 83% of itsrevenue from North Americaat the
moment. A drop intheAustralian dollar against the USdollar should
have a significant impact on revenue, profitability and its valua-
tion. At an exchange rate of $0.961 for the Australian dollar, our
valuation is 74 cents a share. This falls to 67 cents a share at an
Audtralian dollar value of $1.03 against the US dollar, and increases
to 81 cents a share if the Australian dollar continues to fal to
$0.90.

Valuation matrix - FX rate variation

AtAUD/USD=103...... Valuation $0.67
AtAUD/USD=0.961...... Vauation $0.74
AtAUD/USD=0.90........ Valuation $0.81

Impact of Interest Rates

As an example of the impact that interest rates have on biotech
company valuations, using our DCF maodel, the fair value calcu-
lated for Nanosonicswould be 20% lower at 60 centsashareif the
10 year bond rate was at 2008 levels of 6.5%, compared to the

current valuation of 74 cents a share.
Cont’d over

Nanosonics Financial Forecasts

Impact of Interest Rates on Stocks

Interest rates have fallen around 3% in the last five years, and
over 2% inthelast twoyears. In mid 2008 the 10 year govern-
ment bond yield was 6.5% and thisis currently at 3.39%. When
using a discounted cash flow valuation model to calculate a
net present value (NPV), future revenueis discounted back to
today by dividing by the discount rate, which is the rate of
annual return expected from such an investment. For instance,
on a 10% annual return, $0.909 today is worth $1.00 in 12
monthstime.

The formula for calculating the NPV is shown below. What
can be seen in this formulais that the impact of the discount
factor (expected annual return for such an investment) iscom-
pounded each subsequent year out.

NPV= Sum of [Revenue/(1+discount rate) |

NPV =net present value
n=number of yearsaway that revenueis expected to be gener-
ated

So revenue of $1.00 to be received in two yearstime isworth
$0.826 today (0.826=1/(1.1)2). The higher the discount rate,
whichishigher for riskier investments like biotech stocksand
lowest for government bonds, the lessfuture revenueisworth
today. The point behind all of this is that valuations have
been increasing in recent years because the discount factor
has been falling due to falling interest rates.

Thisimpact is magnified for biotech stocks, which generally
will not achieve peak saes for 6-10 years, and have longer
revenue growth characteristics compared to standard indus-
trial companies.

Inthe US, 10 year Treasury bond yieldshavefalenfrom around
4% in 2010 to around 2%. This fall in US interest rates has
arguably been a significant contributor to gains made in US
stock markets in the last two years, with a historically low
discount rate. And with investors poorly rewarded for invest-
ing in fixed interest products, this has also been a driver to
invest in growth stocks such as the more mature biotechs that
dominate the Nasdaq Biotech Index (NBI). The NBI is cur-
rently at an all-time high. Thisyear, theindex hasincreased by
34% and the index has increased by 118% from its low less
than two years ago (August 2011).

2012 2013e 2014e 2015e 2016e 2017e
Revenue (A$M) | $12.3 $13.8 $23.1 $31.1 $38.3 $50.3
PBT (A$M) -$4.7 -$4.6 $0.4 $6.4 $11.9 $23.5
NPAT (A$M) -$4.7 -$4.6 $0.4 $6.4 $11.9 $23.5

Note: Nanosonics has accumulated losses of $50 million with a net tax benefit $15 million at a

corporate tax rate of 30%
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Nanosonics Model Assumptions

Risk free rate (10 year bond yields) 3.39%

Market risk 5.50%

Overall discount rate 8.89%

Price of Trophon unit to distributors US$5000
Annual consumables revenue per instrument to Nanosonics US$2000
AUD/USD 96.1 cents
Gross margin on consumables 90%

Gross margin on Trophon unit 60%

Gross margin on service work 40%

Peak market penetration in USA (in 2018) 30% (12000 units)
Peak installed base in rest of world (in 2026) 12000 units
Trophon units sold into the US in FY2014, FY2015, 2016 and FY2017 1800, 2000, 2000 and 2400
Trophon units sold into Europe and Asia in FY2014, FY2015, 2016 and FY2017 500, 500, 500 and 800

Other assumptions

Consumables revenue falls by 70% in 2026 after first patents expire

Price of Trophon unit falls by 25% in 2026 after first patents expire

80% of Trophon units replaced every six years

Nanosonics maintains distributor-based sales approach in Europe and USA

Excludes any revenue upside for other product developments

Valuation matrix - Interest Rate Variation
At 10 year bond rate= 3.39%.......Valuation $0.74
At 10 year bond rate= 6.5%........Valuation $0.60

Impact of interest rates with FX changes

Below we have provided avaluation matrix for Nanosonics ook-
ing at the impact of different exchange rates and interest rates. In
the least favourable scenario for Nanosonics with an Australian
dollar worth $1.03 against the US dollar, and with 10 year bond
rates of 6.5%, it corresponds to a DCF valuation for Nanosonics
of 54 cents. At current rates of 3.39% and if the exchangeratewas
tofall to $0.90, then it would deliver aDCF vauation of 81 centsa
share for Nanosonics using our assumptions.

Valuation matrix -Interest rates and FX rates variation
At 10 year bond rate 3.39% and AUD/USD
$0.90......... Vauation $0.81
At 10 year bond rate 3.39% and AUD/USD
$0.961......... Vauation $0.74
At 10 year bond rate 6.39% and AUD/USD
$1.03......... Vauaion $0.54

Summary

Thefaling Australian dollar isawelcomerelief for those biotech
companieswith significant US earnings. Also favourable arefall-
ing interest rates. For Nanosonicsthe lower Australian dollar will
move the company closer to profitability, with our expectation for
thisto beachieved in FY 2014. If theAustralian dollar continuesto
fall against the USdollar, thenit should seeimprovementsin sales,
profitability and will contributeto increased stock pricesfor many
companies in this sector.

Other companiesin this sector with significant US sales include:
CSL, Cochlear, Resmed, Alchemia, Cogstate, Atcor Medical, Uni-
versal Biosensors, Somnomed, Acrux, Genetic Technologiesand
Sirtex Medicd.

Nanosonicsiscapitalised at $139 million. The company had $24.9
million in cash at the end of March.

Biosharesrecommendation: SpeculativeBuy ClassA
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Private Company Review

Hatchtech Banking on Success of Sanofi's Sklice to Win
US Sales for DeOvo in Headlice Treatment Market

Hatchtech is aprivately held biotech company which is devel op-
ing DeOvo, atreatment for headlice (a parasite). Hatchtech was
incorporated in 2001. Thetechnology originatesfrom the Univer-
sity of Melbourne's School of Veterinary Science, where the in-
ventor, current CSO Vern Bowl es, was seeking methodsto control
blowfliesin sheep.

The hypothesis established at that time was that the targeting of
certain proteins necessary for the growth and development of
parasites could be an effective way to kill them. Initial work fo-
cused on screening compounds that could inhibit (or chelate)
metal dependent proteins (metal proteases or metal oproteinases).

The compound discovered through the screening program, 5,5'
dimethyl-2-2' dipyridyl (originally termed Had4 but recently given
the INN name abametapir), isan agent which chelatesiron, copper
and zinc. Had4 wasidentified in 2005.

The fact that DeOvo chelates al three metals involved in many
biological processes decreasesthe likelihood of resistance devel-
oping in the therapeutic setting. Thisakey commercial benefit.

The second feature of DeOvo with commercial benefit is that it
kills both lice and eggs, treating al life cycle stages of the organ-
isminasingle application. Thedirect benefit isthat asingletreat-
ment product can, and has been developed which should then
have the potential to compete strongly against treatments that
must be applied twice in the typical 14 day treatment period.

Patents

Hatchtech hasagranted US patent (8,212,038) covering the use of
5,5' dimethyl-2-2' dipyridyl to inhibit or chelate metal proteinsin
many families of (ecto) parasitesto control infestation. The patent
expiresin 2026. However, the company hasfiled formulation pat-
entsthat could extend commercia product protection until 2036.

Investment to Date

We estimate $23 million has been invested to date in Hatchtech.
Some funding in the past was directed to agricultural and veteri-
nary applications of DeOvo, but for the most part, funds have
supported the development of DeOvo asatreatment for head lice.

Hatchtech is currently seeking $12 million to complete Phase 111
studiesand to progress DeOvo through the FDA registration proc-
ess. A New Drug Applicationistargeted for 2014 H2. Fundsraised
would support the company until the end of 2015.

Phase Il and Other Test Results

Hatchtech successfully completed Phase |1 studies in December
2011, yielding astatistically significant result. The Phase Il study
evaluated two different dose strengths of DeOvo, 0.74% w/v and
0.37% w/v against placebo, in 140 subjects aged 2 yearsand ol der.

For the 0.74% wi/v group, 85.7% of subjects achieved treatment
success of headlice clearance at day 14, following aninitia single

10 minutetreatment at day 1 (p<0.001). The 0.37% group achieved
aclearancerate of 67.4% and the placebo, 23.4%. No serious ad-
verse events were reported in any of the treatment arms.

Associated toxicology studies have seen DeOvo tested at levels
much, much higher than those used in the Phase Il trial. These
tests have given the company comfort that the safety profile of
the product at its current dose intended for Phase 111 trial is ac-
ceptable.

Hatchtech has a so been studying the purely ovicidal potential of
DeOvo and has shown that it can (in aspecia model system) kill
100% of eggs. However, the redlity in everyday treatment is that
while a 100% eradication of eggs from an individual child's hair
and scalp could occur, infestation re-occurs because of child-to-
child contact.

Nevertheless, demonstration of a100% successrateinkilling eggs
confers a key product differentiator in the form of the product's
design asasingle treatment product, in amarket where most pre-
scription products have two treatment steps.

Phase Il Program

The company has concluded an end of Phase |1 process with the
FDA, with all issues resolved by correspondence such that aface
to face meeting was not required. A Phase Il program will com-
prise of two studies that will be of asimilar design to the Phase I
study. The endpoint will be the percentage of subjects who are
licefreeat day 14.

Each Phase [11 study will enrol 300 subjects across 10 sitesin the
US, aged between six months of ageand 17 years. Subjectswill be
referred to atrial by aschool nurse or apediatrician.

One aspect of the study of interest to the FDA will be theimpact of
DeOvo on regions in which lice have developed resistance to
current treatments. Thiswill mean that the trial must have an ap-
propriate geographic spread.

Hatchtech is in the process of appointing a CRO to manage the
trial. It isalso studying in detail arange of factors (e.g. thetiming
of thetrial in the school year) which could have an impact on the
efficacy of DeOvo as observed in thetrials.

Hatchtech is envisaging that the Phase I11 trial will begin recruit-
ment in December 2013 with completion by February 2014, with
results to become avail able by May/June 2014. The nature of the
product as a topical treatment being tested over 14 days greatly
simplifiesthe clinical trial process and shortens the trial duration
and follow-up, compared to many other pharmaceutical products.

Product Attributes and Customer Research
Hatchtech continues to undertake consumer research for DeOvo.
This research includes ensuring that the application procedure

Cont'd over
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— Hatchtech cont'd

for the product is understood by parents (usually the mother) and
that the procedure is consistent across al parents, regardless of
socio-economic status.

Other research is focused on product features such as smell, vis-
cosity and container design, look and feel, and on how the formu-
lation isremoved from the container. Some of the understandings
gained from research on product engagement are likely to bein-
cludedinthe Phaselll trial.

Another key piece of market research completed by Hatchtech
was a US survey in 2012 of 100 doctors (prescribers) and 200
parents on their preferences towards a product which exhibited
the features and potential benefits of a product with the same
profile as DeOvo. It must be noted that DeOvo was hot named in
the survey.

The survey showed that parents are very dissatisfied with the
productsthat are currently availablefor the treatment of headlice.
Survey results showed that 77% of parents rated the DeOvo pro-
file as superior or highly superior to other products and that 90%
or more of doctors rated the single application, efficacy and no
resistance as attributes (of a DeOvo-like product) that would in-
crease their willingnessto prescribe.

Furthermore, 71% of doctors said if aDeOvo like product proved
inclinical trialsto beovicidal it would haveasignificant impact on

This market research provides evidence that DeOvo has a strong
chance of becoming amajor competitor to existing products. The
very high acceptance by prescribers is worth noting, especialy
because they recognize that the ability of the active drug to deal
with drug resistance is an important benefit.

Competitive Landscape

The market for licetreatmentsis based on an estimated 6 -12 mil-
lion infestations occurring each year in the US in children aged
three to 12 years. The market for headlice products in the US
comprises of four main segments which include home remedies,
nit picking services and OTC products such as the pyrethrum
products Rid, A-200, Pronto, R&C, Triple X and the permethrin
product Nix.

The prescription product market includes the products Ovide,
Sklice, Natroba and Lindane, which are neurotoxic to the louse
and Ulesfia, a benzyl alcohol formulation which suffocates the
louse. Lindane, an organochloride, isbanned in Californiaand is
not recommended asafirgt-linetreatment by the FDA. A limitation
with Ulesfiaisthat it cannot be used to treat very young children.

The most recently approved (in 2012) of these productsis Sklice.
The active drug ingredient of Sklice is ivermectin, a compound
that has been used for the oral treatment of heartworm in cats and
dogs for many years.

Source: CDC, Drug Labels,

Company Reports

their willingness to prescribe that product. Cont'd over
Products for the Treatment of Headlice (USA)
OTC Products
Brand Names Active Ingredient Formulations No of
Treatments
A-200, Pronto, R&C, [pyrethrin & Piperonyl butoxide (4%) 2
Rid, Triple X piperonyl butoxide Pyrethrum Extract
(equivalent to 0.33%
pyrethrins)
Nix permethrin Lotion (1%) 2
(synthetic
pyrethroid )
Prescription Products
Brand Name Drug Name Company Method of Action |Formulations No of Ovicidal FDA
Treatments Approval
Ovide malathion (an Medicis Neurotoxin Lotion (0.5%) 2 Partially 30/04/1999
organophosphate) |Pharmaceutical
Corp.
Sklice ivamectin Sanofi Neurotoxin Lotion (0.5%) 1 No 1/02/2012
Natroba spinosad Parapro Neurotoxin Topical Suspension 2 Yes 19/01/2011
(0.9%)
Ulesfia benzyl alcohol Shionog Suffocant Lotion (5%) 2 No 9/04/2009
Lindane lindane (an Morton Grove Neurotoxin Shampoo (1%) No 1947
organochloride) Pharmaceuticals [Black Box
2003]
In Development
Brand Name Drug Name Company Method of Action |Formulations No of Ovicidal Phase
Treatments
De Owo Ha44 (also 5,5' Hatchtech Metaloproteinase |0.74% wi/v (85.7% 1 Yes Phase IlI
dimethyl-2-2' inhibitor treatment success; pending
dipyridyl) 0.37% wiv 67.4%
treatment success
[Phase Il]
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Bioshares Model Portfolio (31 May 2013)
Company Price Price added  Date added Portfolio Changes — 31 May 2013
(current) to portfolio
Atcor Medical $0.071 $0.082 May 2013 IN:
Circadian Technologies $0.300 $0.270 March 2013 No changes
Tissue Therapies $0.130 $0.255 March 2013 X
Allied Healthcare $0.040 $0.026 February 2013 OUT.
— No changes
Psivida $3.50 $1.550 November 2012
Benitec $0.016 $0.016 November 2012
Nanosonics $0.530 $0.495 June 2012
QRxPharma $1.20 $1.66 October 2011
Somnomed $0.93 $0.94 January 2011
Cogstate $0.360 $0.13 November 2007
Clinuvel Pharmaceuticals $2.00 $6.60 September 2007
Universal Biosensors $0.66 $1.23 June 2007

— Hatchtech cont'd

In one Phase |1 study of Sklice, after asingle treatment 76.1% of
subjectswerelicefreeat day 14 compared to 16.2% for the control
group. Inasecond Phase |11 study, after asingletreatment, 71.4%
of subjects were lice free at day 14 compared to 18.9 % for the
control group

Sklice was developed by Topaz Pharmaceuticals. This company
was acquired by Sanofi Pasteur in the months prior (October 2011)
to it receiving FDA approval in adeal valued at US$207 million
with an estimated upfront of $35 million and $91 million on drug
approval.

The benefit the product supplies to a pediatric vaccine manufac-
turer such as Sanofi Pasteur is that the product gives its sales
force an additional reason to call on pediatricians, the key physi-
cian group servicing children in the US. This same rationale fits
Hatchtech's strategy for either licensing or a business sale after
the completion of Phase 111 studies.

Inaddition to deal value metrics, Skliceisimportant to Hatchtech
for another reason. In a market which features competition from
home remediesand OTC products, the ability of prescription prod-
ucts to generate switching is difficult unless there is a powerful
performance based incentive to do so.

If Sklice does cause prescribers and parents to switch then it will
beapositive devel opment for DeOvo. A key risk for DeOvoisthat
prescribers and parents do not switch to a more expensive but
superior prescription product.

Summary

Hatchtech is seeking to access a market with many competing
products but with many dissatisfied parent customers, both in
terms of efficacy and safety. Where Hatchtech may have a com-
petitive advantage in the prescription product sub-market iswhere
it can establish claims as an ovicidal and where it demonstrates
superiority to other one-treatment products such as Sklice, as
suggested by DeOvo’s Phase |1 clearance rate of 86% compared
to Sklice’' s 76% best Phase |11 clearancerate.

Asaninvestment proposition for eligibleinvestors (e.g. sophisti-
cated, professional and institutional) an investment horizon of 12
months, roughly to therelease of Phase |11 datain mid 2014, isan
attractive proposition.
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How Bioshares Rates Stocks

For the purpose of valuation, Bioshares divides biotech stocks into
two categories. Thefirst group are stocks with existing positive cash
flows or close to 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
essentially speculative propositions, Bioshares grades them according
to relative risk within that group, to better reflect the very large
spread of risk within those stocks. For both groups, the rating “ Teke
Profits’ means that investors may re-weight their holding by selling
between 25%-75% of a stock.

Group A

Stockswith existing positive cash flows or close to producing postive cash
flows.

Buy CMPis20% < Fair Value

Accumulate CMPis10% < Fair Value

Hold Value = CMP
Lighten CMPis10% > Fair Value
Sell CMPis20% > Fair Value

(CMP—Current Market Price)

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 technol ogies
offering multiple opportunities. These features, coupled to the
presence of alliances, partnerships and scientific advisory boards,
indicate the stock is relative 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 severa key areas. For example, their cash position is weak, or
management or board may need strengthening.

Speculative Buy —ClassC

These stocks generally have one product in development and lack
many external validation features.

Speculative Hold—ClassAor Bor C

Sell

Corporate Subscribers: Pharmaxis, StarpharmaHoldings, Cogstate, Bionomics, |mpedimed, QRxPharma, LBT Innovations,
Mesoblast, Tissue Therapies, Viralytics, Phosphagenics, Phylogica, Bluechiip, pSivida, Antisense Therapeutics, Benitec
BioPharma, Allied Healthcare Group, Cal zada, Bioniche, Atcor Medical, Invion, Circadian Technologies

Disclaimer:

Information contained in this newsletter 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 interests in the following ASX Healthcare and Biotechnology sector securities: ACR, ADO, COH, CSL, NAN, IPD, SOM, TIS, UBI. Theseinterests
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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