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Nanosonics — Sales Begin to Bud

Nanosonics (NAN: 49.5 cents) manufactures and marketsthe Trophon EPR unit, adevice
which isused to disinfect ultrasound probes. The product is an application of atechnol-
ogy that has the potential to be applied to other equipment or facilities that require
disinfection, for example, medical device equipment reprocessing. At this stage, the
Trophon EPR sits asthe company's proof-of-platform, proof-of-commerciality product.
Todate, 500 unitshave been sold in Austraia, whichisapositive beginning in Nanosonics

homemarket.

The product has several features which giveit acompetitive advantageto existing disin-
fection materials and methods (e.g. aldehyde). The system uses aerosolised hydrogen
peroxide asthe disinfection agent. The unit issmall enough to belocated in aphysician's
officeand can be either wall mounted or trolley mounted. Thedisinfection processisfully
contained within the unit limiting operator exposure to the chemical sinvolved. The proc-
ess does not generate any toxic or harmful products that require additional costly steps
for disposal, with the hydrogen peroxide breaking down into water and oxygen.

The Market Opportunity

According to Nanosonics, the North American market opportunity isbased on morethan
200 million ultrasound procedures performed each year. The global market comprises 600
million procedures per annum, and globally there is an installed base of greater than
500,000 ultrasound machines.

Nanosonics has modelled the total global revenue opportunity that it can access to be
worth approximately $300 millionin obstetrics/gynaecology (Ob/Gyn) sub-market, and
$1,500 million for all ultrasound intracavity probes. The North American Ob/Gyn sub-
market would be worth $100 million if the Nanosonics modelling using the territorial
figures mentioned aboveis extended.

The company signed a Memorandum of Understanding covering an exclusive North
American distribution agreement with GE Healthcare (GHEC) in September 2010, which
formalisedin May 2011. GEHC commands between 25%-30% of the ultrasound probes
market and dominates the women's health market, with a60% share.

GEHC'sUSlist pricefor the Trophon EPR isUS$12,495 and apack of six Sonex cartridges
islisted at US$690, which equates to US$115 per cartridge. The number of cycles per
cartridgeis specified at 40, implying acost per cycle of US$2.90.

Cont'd over
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We estimate a 60% share of the North American women's health
market crudely puts Nanosonics potential supply into that market
through GEHC at 5,000 unitsayear.

The agreement also gives GEHC non-exclusive OEM rights to
other territorieswhere Nanosoni cs has gained regul atory approval.
Nanosonics hasalso allowed GEHC to bundle Trophon EPR with
other productsit sellsin European markets.

Capital Raising

Nanosonics recently completed a funding round which saw the
company raise $15.5 million (at 53 cents per share) through ashare
placement. Allan Gray (formerly Orbis Funds Management Aus-
tralia) invested $10.6 million through the placement. A share pur-
chase plan has been put in place to allow other shareholders to
participate at the same price.

History

Nanosonicswasfounded in 2001 and listed in 2007. Following the
departure of David Radford, in May 2011, Nanosonicsisnow led
by Dr Ron Weinberger, who is a co-inventor or several of the
Nanosonics technologies.

Nanosonics sourced many skillsfrom external partiesinitsearly
years. As the company has matured over time, it has progres-
sively brought more skillsin-house, or added these skillsin house,
including engineering, clinical and regulatory, salesand market-
ing and most recently product servicing. The advantage of man-
aging product servicing allows the company to capture knowl-
edge and information from the company's customer base, which
can then beincluded in product improvement and refinement.

Sales Record — Growth Buds Appearing

Revenuesfrom Trophon EPR salesbegan to flow in FY 2010, with
Nanosonics posting revenues of $0.76 million, followed by $2.2
millionin FY2011.

The key to the growth in Trophon EPR sales was the receipt of
FDA approval in February 2011, followed by the US launch of
Trophon EPR by GEHCin July 2011.

Onacash basis, for the ninemonthsending March 31, 2012, sales
receiptstotalled $7.925 million.

The company's revenue model is based on sales of units, which
become acapital equipment expenditure of theacquirer (or leasing
cost of the lessee) and recurring sales of the solution and chemi-
cal indicator used in the disinfection process. Units are returned
to Nanosonics for servicing after 5,000 disinfection cycles have
been completed, generating service feeincome.

The revenue model articulated by Nanosonics breaks down rev-
enues such that 41% stem from Trophon sales, consumables
52%, accessories 2% and service contracts 4%.

Risks and Challenges Ahead

An investment in a company such as Nanosonics must properly
weigh distributor risk, whichishigh. GEHC isalarge businessunit
(2011 sales- US$18 hillion) in avery large company with global

operations (2011 revenues- US$150 billion). GEHC sdllshundreds
of products and has numerous product and technology agree-
ments. Nanosonics' business, in the context of the GEHC busi-
ness, isexceedingly small.

Salesin North Americaare controlled by GEHC with GEHC also
beinginfluential in rest-of-world marketswhereitisanon-exclu-
sivedistributor. However, it would appear that Trophon has met
with strong buy-in by GEHC, which has placed the product as a
showecase product for 2012 in its current catal ogue.

Nanosonics's Trophon has also been accredited in GEHC's
Healthyimagination program. Thisbanner initiative by GE isde-
signed to create more affordable and simple products, expands
the company's focus to reach beyond first world economies and
alsoincreaseits commitment to the preventive side of healthcare.
Nanosonics understandsit is one of the few non-GEHC products
to receive this accreditation.

Thenext mgjor challenge for Nanosonicsisto expand its manufac-
turing capacity. Currently, it hasasingle shift capacity of approxi-
mately 6,000 units per annum. The company is spread across sev-
eral unitsof anindustrial estatein Alexandriain Sydney. Accom-
modation issues that relate to capacity expansion will and are
being addressed. However, capacity expansion isalso tied to staff
availability and training.

While both challenges are surmountable, they are growth chal-
lenges that have to be addressed so that quality is maintained.
The company iscurrently placing ahigher priority on quality man-
agement instead of focusing on margin improvement. It intendsto
focus on marginimprovement at alater stage of the manufacturing
growth curve.

Summary

There areleast three reasons to acquire Nanosonics stock. Prod-
uct sales are beginning to develop the first signs of growth, al-
though profitability is probably more than ayear away. However,
the point is that the company has moved on from being an R& D
firm (although that continues), to being a sales generating, cus-
tomer focused business.

A depreciating Australian dollar, against the US dollar, will posi-
tively impact on Nanosonics earnings, whose GEHC contractsare
denominated in USD.

The company'srelationship with GEHC offersthe possibility that
GEHC could at some stage acquire Nanosonics.

Nanosonicsiscapitalised at $129 million and holds estimated cash
of $20 million.

Bioshares recommendation: SpeculativeBuy ClassA

(Nanosonics has been added to the Bioshares Model Portfolio)
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Program available Tuesday 5 June!

Visit our website for full details: http://iwww.bioshares.com.au/qtown2012program.htm
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2012 Speakers

This year's speaker line up includes:

Silviu ltescu (CEO Mesoblast), Alan Roberston (CEO Pharmaxis), Dave Darling (CEO Pacific Edge, NZ), Edward
Rudnic (COO QRxPharma), Peter Smith (CEO Alchemia), Martin Rogers (CEO Prima Biomed), Graeme McRae
(CEO Bioniche), Mike McCormick (CEO Osprey Medical), Lisa Springer (Head-Bus. Ops. Nanosonics ) and Hugh
Alsop (VP-O&BD Phosphagenics).

A program will be available on the Bioshares website on
Tuesday 5 June.

We are also delighted to welcome CSL as a Session Sponsor to CSL

this year’'s event, joining our other sponsors Wilson HTM, Nexia
ASR, Piper Alderman and QRxPharma.

We would also like to thank New Zealand Trade and Enterprise

for its support of this event in New Zealand for a second year.
MEW ZEALAND
TRADE & ENTERPRISE
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Phylogica — Progress with Pfizer

Phylogica(PY C: 4.3 cents) isworking with Pfizer on atherapeutic
vaccine, using it peptidelibrary.

This week the company announced it had successfully achieved
asignificant milestonewith that program.

The Pfizer collaboration started in December 2010, with Phylogica
receiving a$0.5 million sign-on fee. Thefirst stage of the deal was
reached in December last year, when Phylogicaidentified around
30 vaccine peptides and delivered them to Pfizer. Pfizer hassince
tested those peptides and found, in in vitro studies, are doing
what has been asked of them, according to Nick Woolf, CFO and
VP of Corporate Development for Phylogica.

Phylogicaisnow eligiblefor amilestone payment, whichwill bein
the hundreds of thousands of dollars. The next milestone is for
the peptides to be tested in vivo, which should occur thisyear. If
successful, Pfizer may el ect to take out an option to commercialise
thetechnology. That could result in apayment of several millions
dollars.

Woolf said the collaboration with Pfizer is progressing exception-
ally well. Not only hasthework reached each milestone success-
fully, but Phylogicaisnow talking to Pfizer about asecond, larger
deal, that would be amulti-target deal. The current collaborationis
for asingle-target.

Other R&D deals

Phylogicaisworking with Medlmmune (AstraZeneca) to develop
anovel antimicrobial agent against pseudomonas aeruginosa. In
November last year the company announced it had received US$1.5
million from the collaboration, when the company said it had pro-

gressed to the final stage of the research collaboration. The data
being generated is being very well received by Medlmmune ac-
cording to Woolf.

InJanuary thisyear Phylogicastarted working with Janssen Biotech
(Johnson & Johnson), focusing on cell penetrating peptides. The
deal involved aUS$1.2 million up front payment and Phylogica
has sincereceived afurther $0.5 million.

The Roche collaborationis‘going fine' said Woolf. Phylogicahas
attached fluorescent markers to its peptides to observe how the
peptides are penetrating cells. Woolf says the company’s pen-
etrating peptides can carry abig cargo, including monoclonal an-
tibodies. Genentech is now working with Phylogica.

Next Pharmaceutical Deal

Woolf isaiming to secure the company’s next collaborative dea
by mid year, although the company islimited to the machinations
of major pharmaceutical companies. Whether it'sasmall desl or a
large dedl, it still takes the same time to negotiate according to
Woolf, which is one reason the company will be looking to secure
larger deals.

Phylogica has reached the stage where it will intends to strike
more co-development deals to gain more upside. These types of
dealsare structured according to an input/profit matrix, wherethe
partners elect which part of the development they will fund and
which correspondsto proportional commercial product rights.

Phylogicaiscapitalisedat $19 million.

Bioshares recommendation: SpeculativeBuy ClassA

Changes At Bioshares
Asof next week, therewill be some changes at Bioshares. David Blake will assumetherole of Editor of Bioshares (current role Co-
Editor). Mark Pachacz will be taking on the role of Chief Investment Officer of the Biotech Select Fund, an investment fund for
wholesale investors, run by Canterbury Funds Management.
Mark will continue to contribute research to Bioshares but he will not be providing investment advice in Bioshares. Thisis an
important point because the advice and actions of Blake Industry and Market Analysis and Canterbury Funds Management may
andwill at timesdiffer.

Thetwo businesses operate under separate Australian Financial Serviceslicenses: Blake Industry & Market AnalysisPty Ltd AFS
Licence number 258032; Canterbury Funds Management Pty Ltd AFSLicense number 411 842.

Mark continues as adirector and part owner of Blake Industry and Market Analysis.
David hasno financial or other interest in Canterbury Funds Management, nor does Blake Industry and Market Analysis.

Mailing and administrative functionsfor Canterbury Funds Management isinitially based, for an interim period, at the Bioshares
West Melbourne office.

Canterbury Funds Management anticipates the Biotech Select Fund will be operational in the second half of 2012.
Please don't hesitate to contact either of usif you wish to discuss these changes.

David Blake: blake@bi oshares.com.au
Mark Pachacz: mark@canterburyfunds.com.au
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Contributed Discussion

Schemes of Arrangement v Takeovers — Biota’'s Options
by Viktoriia Hristova, Law Graduate, Nicholas Weston Lawyers & Trade Marks Attorneys

A pressreleaseissued by BiotaHoldings (ASX: BTA) on 23 April
2012, announced the signing of aMerger Implementation agree-
ment with US Biopharmaceutical company Nabi (NASDAQ: NABI),
to create Biota Pharmaceuticals to be listed on NASDAQ and
based in the US. The intent of the merger is to achieve greater
valuerecognition for Biota

The proposed merger will beviaa Scheme of Arrangement (SoA).
A court approved SoA, under the proviso that the company has
received an appropriate number of creditor and shareholder con-
sents, allowsthe Biotato effectively reconstruct its capital, trans-
feritsassetsor liabilitieswithout winding up the transferring cor-
poration.

SoAsarelegal processes now familiar toinvestorsinthe Austral -
ian biotech Industry and unlike takeovers, which require more
than 90% of shareholder votes to agree to the takeover, a SOA
requires only 75% of shareholder votesto agreeto the merger.

However certain properties of SoAs, likeimplementation agree-
ments with exclusivity and break free agreements, are being en-
forced in takeover settlements, making a SoA the more prominent
takeover procedure.

Requirement for an Independent Expert's Report
Asidentified by the Biotapressrel ease the resultant merged com-
pany once approved by shareholders, ASIC and the Courts, will
have common directors (six ex-Biota Directors and two ex-Nabi
Directors). Thelegidation governing SoA requiresan explanatory
statement be accompanied by an independent expert report where
there are common directorsin the entitiesinvolved in the scheme
of arrangement (reg 5.1.01 and Sch 8 ¢l 8303, 8306 of the Corpora
tions Regulations).

According to the regulations, the expert must:

(a) statewhether or not, in their opinion, the proposed scheme
is in the best interests of the members of the scheme
company; and

(b) set out their reasons for that opinion.

They cannot be an associate of the other party to the scheme and
if the report contains any insider information in respect to the
profits, profitability of the company or any information relatingto
the market value of the assets that vary to those identified in the
company books, the report cannot accompany the statement.
Advantages and Disadvantages of a SoA

Withthe Australian courts specifically prohibiting the use of SoAs
to avoid a Takeover (section 411 (17), Part 5.1 of the Corporations
Act 2001) there has been along debate over the use of schemesto
effect takeovers, one clear advantage being the lower threshold
for shareholder consent, and as many sharehol ders either do not
vote, or are based overseas, this resultsin amuch higher success
rate of passing the vote for a SoA.

Another advantage of aSoA iswithits"all or nothing" outcomeit

may be used to effect awide range of corporate restructures, in-
cluding transfers of al or a specified proportion of each share-
holder's securitiesto abidder, cancellations of existing securities
or issues of new securitiesto abidder, or nothing if the bid is not
successful at all.

A minor disadvantageto a SoA isthe Court's ability to exerciseits
general discretion to approve or refuse the scheme. Therisk that
the Court will refuse a scheme, whilst rare, is dependent on the
arrangement itself and whether it believes that the shareholders
would ultimately be disadvantaged by the arrangement, even if
majority shareholder approval has been obtained. But the courts
have generally supported the use of schemesin the use of merg-
ers, often finding more than one useful purpose for the scheme.

Advantages and Disadvantages of a Takeover

A takeover bid under the Corporations Act isaformal procedure
whereby the bidder makes abinding offer to acquire all or part of
adesignated class of securitiesfrom al of the holders usually by
way of contract. Thelegislation provides certain conditionsto the
process of a takeover to ensure that shareholders of the target
company are given an equal opportunity in the takeover process.
A takeover bid entrusts control in the bidder. It allowsthe bidder
to ingtigate the events and carry the process through with its
statement issued to the target. The result isan inflexible process
for thetarget company and leavesthe commercia bargaining power
in the hands of the bidder, and this is needed as the approval
threshold for atakeover is much higher than for a SoA.

Biddersin atakeover bid may compul sory acquire any remaining
securities in the bid class. A notice of compulsory acquisition
must belodged with ASIC and ASX and begivento all remaining
holders of securitiesin the bid class during or within one month
after the end of the offer period.

The bidder is then entitled to acquire the outstanding securities
on theterms applicable under the bid. Dissenting security holders
may contest the compulsory acquisition by court application.

Under Augtralian law acompany isprohibited from adopting strat-
egies designed to prevent abid being made, or to frustrate a bid
once it has been made, without the approval of the shareholders.

Company directors should proceed with caution when consider-
ing whether a merger has the potential to frustrate any future or
pending offers. They must take carethat they act in the best inter-
est of the company, and must also ensure that material provided to
the shareholdersis current, correct and complieswith the disclo-
sure regulations provided in the Corporations Act.

Conclusion

A SoA may bethe better option for Biotathan atakeover. By using
a scheme, Nabi would acquire 100% of the shares of Biota by a
simple and direct procedure, which would then becomebinding if
approved by a court order and agreed to by a majority (75%) of
Biota's shareholders.
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Bioshares Model Portfolio (1 June 2012) Portfolio Ch anges — 1 June 2012
Company Price Price added Date added

(current)  to portfolio IN:

Nanosonics $0.495 $0.495 June 2012 Nanosonics has been added to the Bioshares
Osprey Medical $0.38 $0.40 April 2012 Model Portfolio at 49.5 cents
QRxPharma $1.82 $1.66 October 2011
Mayne Pharma Group $0.350 $0.435 September 2011 OUT.
Somnomed $0.82 $0.94 January 2011 No changes
Phylogica $0.043 $0.053 September 2010
Biota Holdings $0.76 $1.09 May 2010
Tissue Therapies $0.51 $0.21 January 2010
Atcor Medical $0.08 $0.10 October 2008
Bionomics $0.35 $0.42 December 2007
Cogstate $0.280 $0.13 November 2007
Sirtex Medical $5.82 $3.90 October 2007
Clinuvel Pharmaceuticals $1.75 $6.60 September 2007
Pharmaxis $1.06 $3.15 August 2007
Universal Biosensors $0.62 $1.23 June 2007
Alchemia $0.435 $0.67 May 2004

Uscom Seeks More Funding
Uscom (UCM: 9 cents) iscommercialising anon-invasiveinstru-
ment that accurately measures blood flow from the heart. The
technology has been well validated with 253 publications cover-
ing the technology. The company hasraised around $20 millionin
the last 10 years and is now seeking further funds, with only
$763,000 in the bank at the end of March.

To date there are more than 500 of the company’ s cardiac output
monitorsin useworldwide. The Uscom cardiac monitor saveslives
and appearsto beavery useful instrument in the hospital setting.
The difficulty in this space is to get hospitals to make capital
purchases, in the order of $25,000, which is the end user price.
Uscom recelves around $15,000 for each device.

What has disrupted the company over the last three years was a
proposed private equity buyout of the company which did not
eventuate. This process affected relationships with its distribu-
torsand resulted in adetrimental impact on sales. In thelast finan-
cial year, the company generated sales of only $880,000, down
54% fromitshigh in 2009 when salesreached $1.9 million.

The path to greater utility in the hospital setting is to have its
deviceincorporated into other hospital instruments such asacriti-
cal care monitoring modules. For that to occur, Uscom would need
to partner with amajor instrumentation company. The company is
currently working on amajor collaborative deal although thiswill
take around 12 monthsto secure, according to CEO Rob Phillips.

At the moment the company sells its products through distribu-
torsintothe US, Canada, South America, Europeand Asia.

Uscomiscapitalised at $5 million.

Bioshares recommendation: SpeculativeHold ClassC

Bluechiip Update
Bluechiip (BCT: 20 cents) has now signed on groupsto manufac-
turetwo key parts of its Bluechiip tracking technology. In January
2011 it signed on STMicroel ectronicsto makeitstracking chips.
And last month issigned on Plexusto makeitsreader systemsfor
the chips.

Plexushasamanufacturing facility in Malaysia, which makes prod-
uctsfor major instrumentation groups, including GE and also Uni-
versal Biosensors. Bluechiip uses acoustics to identify storage
samples. The technology offers an improvement on bar coding
and also has broader applications than established RFID tech-
nologies.

Last month Bluechiip announced the Australian Synchrotron fa-
cility in Melbourne would start using Bluechiip’s technology to
identify samplesin the physically harsh synchrotron setting. Al-
thoughitislikely only tobeasmall initia order, worth $50,000, it's
an example of an application areawherethe existing identification
systems present inadequacies.

Bluechiip CEO, Brett Schwarz said the company is now getting
very closeto getting commercia ordersfor its product.

Bluechiipiscapitalised at $17 million.

Bioshares recommendation: Speculative Buy ClassB
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How Bioshares Rates Stocks

For the purpose of valuation, Bioshares divides biotech stocks into
two categories. The first 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
essentialy 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 “Take
Profits’ means that investors may re-weight their holding by selling
between 25%-75% of a stock.

Group A

Stocks with existing positive cash flows or dose to producing positive cash
flows

Buy CMP is 20% < Fair Vaue
Accumulate CMPis 10% < Fair Value
Hold Vaue = CMP

Lighten CMP is 10% > Fair Vaue
Sell CMP is 20% > Fair Vaue

(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 technologies
offering multiple opportunities. These features, coupled to the
presence of aliances, partnerships and scientific advisory boards,
indicate the stock is relative less risky than other biotech stocks.
Speculative Buy — Class B

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 — Class C

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

Speculative Hold —ClassA or Bor C

Sell

Corporate Subscribers: Pharmaxis, StarpharmaHoldings, Cogstate, Bionomics, Circadian Technologies, BiotaHoldings,
Impedimed, QRxPharma, LBT Innovations, Mesoblast, Atcor Medical, Tissue Therapies, Viralytics, Phosphagenics, Immuron,
Phylogica, Bluechiip, pSivida, Antisense Therapeutics, Benitec BioPharma, Allied Healthcare Group, Genetic Technologies,

Cazada, Bioniche

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 general 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: ACL, ACR, ADO, BNO, BTA, CGP, CGS, COH, CSL, CUV , MYX,
IDT, IMU, PAB, PBP, PXS, PYC, SOM, SPL, TIS, UBI. These interests can change a any time and are not additional recommendations. Holdings in stocks valued at less than $100

are not disclosed.
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