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Pharmaxis Reports Positive Phase Ill Results

for Bronchitol

Pharmaxis (PXS: $4.07) hasreleased preliminary resultsof aPhaselll trial (DPM B301) of
its Bronchitol product in patients with bronchiectasis. Bronchiectasis is a degenerative
lung condition in which thelower airways of thelung are permanently dilated. Itisalsoan
end-stage respiratory illness that can be initiated by the occurrence of other ailments
including bacterial and viral infections, the presence of lung tumours, mucous plugs and
other obstructions, immune deficiencies and immune disorders.

Bronchitol isdesigned to act asamucolytic agent, meaning that it promotes the clearance
of mucous from the lungs and restores the lung’ s capacity to clear mucous normally.

TheB301trial waslocated at 22 sitesin Australia, New Zealand and the United Kingdom.
Therandomised, placebo-controlled, double-blind trial enrolled 362 subject.

Bronchitol wasadministered by inhalation twice daily for 12 weeksinthetria. The primary
endpoints were to assess whether bronchitol improved health related quality of life as-
sessed using the St George Respiratory Questionnaire. A second primary endpoint wasto
assesstheimpact of Bronchitol on 24-hour sputum volume. Thetrial showed that Bronchitol
provided ahighly significant improvement in quality of life and generated ahighly signifi-
cant difference in the quantum of sputum produced.

Commentary

Thepositive, although preliminary, resultsfrom the B301 trial have ahigh level of impor-
tance to Pharmaxis. Theresults allows the company to confidently progressother clinical
trids, including aPhase |11 registration study inthe US, planned to commencein 2008, and
to build a new manufacturing plant in Sydney.

Pharmaxisisnow capitalised at $724 million, with itsshare priceincreasing by 20%froma
week ago. Thisis a hefty valuation for a company that has only one marketed product,
which isthe Aridol lung function test that is now approved in Australia and Europe. We
expect the Aridol product will make arelatively smaller contribution to the overall sales
that Pharmaxis could generate from sales of Bronchitol.

The value expectationsin the Pharmaxis stock price are based on potential salesthat can
flow from Bronchitol, especially in the poorly characterised and understood bronchiecta-
sis treatment market. Pharmaxis has estimated that in developed countries, 600,000 pa-
tients are seeking treatment (USA ~ 110,000), with current treatment options such as
antibiotics, steroids, bronchodilaters and other mucolytics agents and therapies only
partialy effective. Use of antibioticsislimited because of problems pertaining to resist-
ance.

An alternative assessment of the bronchiectasis market suggests that between 30% and
50% of patients diagnosed with the blanket label of chronic obstructive pulmonary dis-
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— Pharmaxis cont'd

ease (COPD) have undiagnosed bronchiectasis. The global esti-
mate for people categorised as suffering from COPD is 30 million.

The breakthrough technology that has enabled the diagnosis of
the bronchiectactic condition is the use of high resolution com-
puted tomography (CT) scanners.

Pharmaxis has gathered datathat showsthat for 2001, the average
annual medical expenditure for bonchiectactic patientsin the US
was $US13,000. Thedrug Pulmozyme, which isapproved to man-
agemucousclearancein cystic fibrosis patients, sellsfor approxi-
mately US$20,000 per annum. It failed to achieve efficacy in clini-
cal trias in bronchiectasis. This drug generated global sales of
US$360 million in 2006. What these figures indicate is that the
potential for pricing Bronchitol upwards of US$5,000is not out of
the question. This would indicate an addressable market worth
US$550 million, and indicates an accessible market, assuming a
30% penetration rate, worth US$165 million. Whentied to thefact
that there are no other products in development for bronchiecta
sis, thesefigures help explain Pharmaxis' hefty valuation.

Risks and Unknowns
However, unknowns remain with the development of Bronchitol,
including what proportion of bronchiectatic patients would use

Bronchitol on a less frequent basis, and therefore decrease the
annual earnings potential of the product. A second risk iswhether
the company would have to develop a reimbursement strategy in
the USA (it may not need to) and thirdly, the company has yet to
commence and complete US registration trials and gain approval
from the US FDA. It needs to firstly agree on a Phase |1l tria
design with the FDA, which is not an insignificant hurdle.

Investment Question

The question for investorsiswhether Pharmaxis shares are worth
buying. An old biotech investing rule of thumb (see Bioshares
edition 1, page 14) isthat the time to buy companieswith amajor
Phase Il programisafter clinical trial results have been rel eased.
Gainsof around 25% post datarel ease arelikely. Pharmaxis share
price posting around a 20% gain is consistent with this historical
rule of thumb. ThisisbecausetheANZ-UK Phaselll trial looksto
have eliminated the technical risk associated with Bronchitol but
leaves regulatory and market risk outstanding.

Biosharesrecommendation: SpeculativeAccumulateClassA

Progress at Portland Orthopaedics

Portland Orthopaedics (PLD: 28 cents) may be back on track with
itsgoal to carve out anichein the global joint replacement indus-
try. Joint replacement covers the replacement of hip, knee, shoul-
der and other joints with prosthetic devices. The market isfurther
divided into primary, revision, oncology-related and difficult
anatomy sub-markets.

M-Cor Hip

Portland is targeting its prosthetic devices at the revision and
difficult anatomy markets, although it has products that address
the primary hip replacement market. The company has advanced
beyond itsfirst generation product, the DTC Hip, with the M-Cor
Hip, of which thekey featureisitsmodularity. Portland isdevel op-
ing four different M-Cor products, including the M-Cor Primary
Press-Fit, the Zweymuller Press-Fit, the M-Cor Revision Press-Fit
and the M-Cor Cemented products.

Equator Plus cup

The company isnow aso selling the Equator Plus cup. An acetabu-
lar cup is the immobile part of a hip replacement system that is
fitted into the pelvis. The ball attached to the neck of the stem unit
(fixed into the femoral bone) isinserted into the cup. Previously
the company used athird party's acetabular cup system, but it has
now developed itsown proprietary device. Thisproduct incorpo-
rates several improvements over existing technology. The
‘polyethylene' version of the cup has asolid metal backing, which
prevents eroded polyethylene particles escaping and causing
damage to the joint. The company's ‘ceramic’ version of the cup
waslaunched in the US market in January 2007.

To develop a ‘full bag’ of products

In addition to its replacement hip products, the company intends
to develop productsfor knees, hips, shoulders and other extremi-
ties such as ankles. The company holds the view that the suc-
cessful marketing of orthopedic productsisimproved when sales
personnel can offer a catalogue of products.

The Plus Orthopedics setback

Portland Orthopaedicslisted in December 2005, when it raised $4
million. The share price at |PO was 25 cents. The stock reached a
high of 49 centsin December 2006, but fell to alow of 22 centsin
Junethisyear. Portland hasraised afurther $9.2 million sincelist-
ing. The company received amajor setback in March 2007 when
its US distributor Plus Orthopedics was acquired by Smith and
Nephew, one of the four large companiesthat dominate the ortho-
pedic products space. The distribution agreement with Plus was
terminated in July 2007. Thistermination has meant that Portland
gained theright to distribute directly to 13 US distributors. Since
then Portland has added another two distributors. However, rest-
of- world distribution arrangementsare still to befinalised by Port-
land.

Financial Performance

Portland generated revenues for FY 2007 of $5.7 million, an in-
crease of 135% from the previous year. US sales increased from
$706,000in FY 2006, to $4.2 millionin FY 2007. However, the com-
pany posted aloss of $5.7 million. Thelossincludesa$1.1 million
stock write off from older now discontinued products.

Cont'd over
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— Portland Orthopaedics cont'd

Current strategy

Portland Orthopaedics was founded 16 years ago. However, the
next phase of Portland Orthopaedics could be traced to the time
when the company el ected to outsource primary manufacturing in
the second half of 2007 to US manufacturers (Orchid Orthopaed-
ics Group and Symmetry Medical). The company believes that
out-sourcing can save as much as 75% in primary manufacturing
costs and also enable the company to more efficiently manage its
inventory. The company also expects gross margins to increase
from around 20% when products are manufactured completely in-
house, to above 50%, based on use of external suppliers.

Disadvantages of out-sourcing

There are disadvantages in out-sourcing manufacturing, with
weakening of production control and quality important issues.
However, the board and management of Portland Orthopaedics
should be given due credit for being sufficiently adaptable and
flexible to consider that the strengths of the company lie in other
areas that can be exploited. These are links to US based surgeon
opinion leaders through the company's surgical advisory board,
its engineering design capability, and regulatory affairs strengths
and adirect relationships to 16 distributors in the US, giving the
company to some degree greater control of itsown channel inthe
USmarket.

Parallels

The Portland product development story has parallels with sev-
eral other Australian life science companieswherefirst generation
productswere replaced by second and even third generation prod-
ucts, or even manufacturing and distribution arrangements changed
over time. Examplesinclude Optiscan'shand held rigid confocal
microscope that was designed for the dermatogical market, but
was followed by the flexible endomicroscope partnered with
Pentax. And Cdllestis Quantiferon TB diagnostic was effectively
replaced by Quantiferon TB Gold, and then the improved
Quantiferon TB Gold In-tube.

Summary

The tracking of Portland's sales on a quarterly basis will be the
most effective means to judge the company's revised strategy
that is based on a management of a sales network in the USA, a
greater reliance on out-sourced primary manufacture and the de-
velopment of afull suite of products. We do not expect Portland to
be profitablein the current financial year.

However, expectations of the company becoming cash flow posi-
tive in the first or second quarter of CY 2008 are not out of the
question if the trend of strong sales growth is maintained. Inves-
tors should also recognise that it is conceivable that over the
medium term Portland may seek to raise further funds to support
specific product devel opment or in-licensing opportunities. Such
capital raisings would be consistent with the company's strategy
to aso build value as a small company with the capacity and
expertiseto 'Americanise orthopedic productsfrom other parts of
theworld. Portland Orthopaedicsis capitalised at $44 million.

Bioshares recommendation: Speculative Buy ClassB

Probiotec — A Strong Result, As Expected

Over-the-counter (OTC) products company Probiotec (PBP: $1.16)
has delivered a very solid result for its first year as alisted com-
pany. Sales increased by 30% to $54 million and net profit in-
creased to $5.0 million. The company listed in November last year
at $1.00 per share raising $17 million. The company reached or
marginally exceeded all performance measures in its prospectus,
which isindicative of the quality of this business.

Probiotec sellsand distributes OTC pharmaceutical, nutraceutical
products and healthcare products, predominantly in Australia. It
has an expanding sales team that reaches most pharmacies in
Australia as well as health food stores. The company also pro-
vides contract manufacturing services to pharmaceutical compa-
nies. Products under the company's in-house range include the
Milton antibacterial cleaning products and nutraceuticals such as
Arthro-Flex Max, developed in-house for osteoarthritis. It also
sellsdimming products such as Medidim and Cel ebrity Slim.

The company is forecasting growth in profit before tax for the
current financial year of 30%to $7.8 million. Itislikely to consider
paying dividends, asearly asthisfinancial year (FY 2008). Probiotec
is very well positioned to increase revenues from its established
sales team and manufacturing capacity, asit continuesto develop
new products in house but aso in-license products from other
parties. The company expects to introduce about six new prod-
ucts a year. This vertically integrated business structure allows
the company to extract full value from its products.

The company is continuing to look for acquisitionsto supplement
itsgrowth. During the year it acquired the rightsto three products
from Johnson & Johnson for Australiaand New Zealand for $4.25
million. Probiotec’s acquisitions have been funded through debt
and equity. The company has ahigh gearing ratio, with just under
$26 million in borrowings. Its net debt-to-equity ratio is around
100% although it has a comfortable ability to cover its borrowing
costs, with anet interest cover of 4.8 times.

Probiotecis capitalised at $56 million. At 2008 profit forecasts, the
company istrading at a prospective PE ratio of 10.3 which makes
it an attractive investment. The company is well managed and
appears to understand its business well. The company is cur-
rently involved in alitigation action brought against it, for which
the company has stated the potential liability to be up to $5 mil-
lion. Thelitigation relatesto aminority interest the company held
in 2004 and thiswill be aone-off cost if the company isunsuccess-
ful in defending the action.

Bioshares recommendation: Buy

230



Bioshares Number 230 — 31 August 2007

Page 4

A Case for More M&A in Australian Biotech

The last two years has seen positive movements towards a more
efficient technology-based sector. Biotech companies are begin-
ning to overcome the obstacles that in the past have prevented
healthy M& A activity to occur. Over this period there have been
three mergersbetween listed life science companiesand five com-
panies have been acquired by international competitors (Vision
Systems, Mayne Pharma, GroPep, Bresagen and Scigen). Vaue
and synergies are being recognised, albeit slowly, and market
trends may force a continuation of the necessity in an emerging
sector to rationalise limited assets in the most effective manner.

Trend 1: Large cap biotechs increase share of

funding flows

Thetrend within the sector has seen larger cap biotech companies
take an increasing share of capital inflow inthe Australian biotech
industry. The last two years has seen half of all funds raised by
thetop 20 biotech companies (excluding the billion dollar compa-
nies such as CSL, Resmed and Cochlear), up from 34% in 2005
(financial year). The larger biotechs are conducting big capital
raisings with apparent ease as their programs approach the mar-
ket.

Trend 2: Small cap biotechs face funding challenges
and dis-interest from investors

The sub-$100 million biotechs however are finding fund raising
moredifficult asretail investor interest in specul ative stocks main-
tainsits loyalty to the resources sector and global access to capi-
tal ismore restrictive asaresult of volatile public equity markets.

The biotech sector moves through cycles, generally over four
years, where one single development can trigger aresurgence in
interest in the sector worldwide. This was certainly the case in
2003 when the positive Phase |11 results with the oncology drug
Avastin aone was responsible for a dramatic turnaround in the
global biotech sector. However, whilethe market once again awaits
for the uplift in sentiment, which has been tracking sideways for
thelast three years, smaller biotechs need to re-examine the most
efficient use of their capital and technology assets and need to
continue to explore M& A opportunities.

For any merger, there needs to be clear and rational justification
for bringing companies together. In biotech, expertise in drug de-
velopment in a therapeutic space, such as oncology, warrants the
combining of skillsand projectsinto the one entity. Similarly com-
bining platform-based companies with complementary technolo-
gies, such asdrug delivery, also makes sense. Acrux has recently
flagged its intention to consider acquiring complementary tech-
nologiesto itstransdermal delivery platform.

Diseases of the Eye

One disease areathat has generated considerabl e attention by the
biotech sector is the treatment of eye diseases, where several
Australian biotechs now have drug development programs and a
case for consolidation can be made.

Global interest was stimulated in 2005 when Eyetech Phar maceu-
ticals was acquired by OSI Phar maceuticals for its Macugen

product for US$638 million. That product has since been over-
taken by Genentech's Lucentis, a fragment of the Avastin anti-
body, to inhibit the formation of unwanted blood vessels in the
eye. Inthefirst six months of thisyear, Genentech generated sales
of US$420 million with Lucentisfor the treatment of leaky blood
vessalsin the eye, which was 38% of sales from the parent mol-
ecule, Avastin (US$1097 million), asan oncology therapy.

Biodiem

Biodiem (BDM: 30 cents) has two core development programs.
Oneisalive attenuated flue vaccine, partnered with Akzo Nobel.
The second is a tetra-peptide for the treatment of eye disorders,
called BDM-E. What makesthe compound particularly interesting
is that it is believed to have a dual mechanism of action. The
compound has shown in human studies to not only inhibit un-
wanted blood vessel formationintheeye, but also stimulate growth
of new epithelia cellsintheretinaat different dosages. The com-
pound had previously shown to improve visua acuity in 56 pa
tients with macular degeneration by 82% and reduced the extent
of retinal damage (presumably from unwanted blood vessel for-
mation) by 68%.

The company has completed a Phase Il study in Russiausing an
independent contract research organization to test the compound
in 188 patients suffering from diabetic macular odema (that has
resulted from unwanted blood vessel formation). Enrolment inthe
trial is now completed and results are expected by year's end.
What will makethe drug even more appealingif it getsto market is
that it is delivered by a subcutaneous injection through the skin,
rather than a direct injection into the eye.

Last month Biodiem reported positive preclinical studiesin mice
conducted at Monash University by Associate Professor Jenny
Wilkinson-Berka. Tested inamodel of retinopathy, the researcher
described the results as outstanding and that the drug candidate
could be auseful agent to treat angiogenic eye diseases. Biodiem
has commissioned four further preclinical studiesat Monash Uni-
versity to explore the compound's function in preventing retinal
damage as well as repair in various eye diseases, including dry
age-related macular degeneration (AMD), for which there is no
treatment and is up to five times more common that wet AMD.
(Lucentisis approved for the treatment of wet AMD only).

Antisense Therapeutics

Another Australian biotech company devel oping acompound for
thetreatment of eye diseasesis Antisense Therapeutics (ANP: 3.8
cents). As discussed in last week's edition, the company's lead
program iswith ATL 1102 for the treatment of patientswith multi-
ple sclerosis. Phase |1 results are due in the next six months.

The company's other program is with an antisense compound,
ATL 1103, for the treatment unwanted blood vessel growth in the
eye. The compound aimsto inhibit the growth hormone receptor
and reduces IGF-1 levels in the blood. The company this week
announced that a paper was published from research conducted

Cont'd over
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by the same Associate Professor Jenny Wilkinson-Berka at
Monash that ATL1103 significantly suppressed blood vessel
overgrowth intheeyein amouse model of retinopathy, most likely
the same model used in the Biodiem trial.

Antisense Therapeutic's eye disease program arguably hasamuch
higher chance of successthan itsM S program because the growth
hormone receptor it targets that causes |GF-1 production resides
in the liver. The target organ is arguably crucial for antisense to
work and another company, Isis Pharmaceuticals is generating
very good results from its obesity treatment compound, which
also acts on the liver. Antisense Therapeutics has also generated
positive primate studieswith ALT1103.

A merger possibility...

Although using completely different technology, thereisan inter-
esting case for two companies such as Biodiem and Antisense
Therapeutics to merge. Both companies are approaching the re-
lease of pivotal Phase |1 data. Both companies have eye disease
programs. Both companiesare conducting clinical trialsin Russia
(Antisenseis about to open clinical tria sitesin Russiafor itsMS
trial). The companies have similar market capitalisations (Biodiem
$15 million; Antisense Therapeutics $18 million). The two compa-
nies are Melbourne based. Each has struggled to build critical
mass and gain the confidence of investors. And afailure by either
company in their current Phase 11 study could prevent the oppor-
tunity to fully investigate the respective companies programs. A
larger combined biotech company with acapitalisation of $33 mil-
lion with $10 millionin cash, two Phase || programs and two pre-
clinical programs could also make the case for a more appealing
investment consideration with alower risk profile and a stronger
management team.

Summary

Thismerger may or may not occur, but it'san example of thetype
of consolidation that should be being considered by biotech com-
pany boards and management and investors to increase the ap-
peal and success of biotech commercialisation in Australia. As
public equity markets tighten, access to capital to fund product
development programs has become more difficult. Biotech com-
panies can either wait for the next upswing in the biotech sector,

or take the opportunity to strengthen their development programs
and management teams through M& A strategies.

Bioshares recommendations:
Biodiem—SpeculativeBuy ClassB
Antisense Therapeutics- Wait for resultsfrom Phasell M Sstudy

Evogenix and Peptech — A Postscript

On Monday August 20, the scheme of arrangement governing the
merger of Peptech with Evogenix became effective. Following the
mergers of M editech Resear ch with Alchemiain August 2006 and
Zenyth Therapeuticswith CSL in November 2006, the Peptech-
Evogenix merger provides further evidence that the Australian
biotech sector is amenable to consolidation. However, anecdotal
evidence would suggest that far greater consolidation could take
placeif biotech company boards and significant sharehol derswere
less concerned about loss of board positions, dilution and loss of
control.

An argument for consolidation, that is a reduction in the number
of private and public companies, isthat capital and management,
both scarce resources, could be more efficiently applied to the
development of drug candidates, diagnostics and medical device
products. There is a case to be made for specific consolidation
plays in cancer drug development, in biomarkers and immuno-
assay (antibody-based) diagnostic product development, in pep-
tide drug development and possibly amongst certain companies
developing drugs to treat eye diseases.

An alternative is that companies run out of cash and fail to com-
plete the product and technology devel opment that they could be
reasonably expected to do in an Australian business devel opment
context.

Comments on the Peptech-Evogenix merger

The are anumber of aspectsto the Peptech-Evogenix merger that
merit comment. Firstly, the choice of ascheme of arrangement as
the governing mechanism has once more proved to be an effec-
tivemechanism, following itsapplication in the CSL-Zenyth merger.

Cont'd over

Australian biotechs with eye disease drug programs

Company Cap'n. |Compound |Stage of development Type of compound
($M)

Psivida $84 Medidur Phase Ill underway, partnered Depot injection,
with Alimera Sciences. 750 from |corticosteroid
900 patients recruited

Biodiem $15 BDM-E Phase Il 187 patient trial Tetra-peptide
completed in diabetic macular
oedema

Peptech $314 |PMX53 Preclinical, AMD C5aR antagonist

inhibitor
Antisense $18 ALT1103 [Preclinical, diabetic retinopathy  |antisense
Therapeutics oligonuculeotide
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Secondly, theterms of the merger for Evogenix shareholderswould
appear to have been sufficiently attractive, offering 15 centsin
cash per Evogenix share and approximately one Peptech sharefor
every two Evogenix shares. Thirdly, Evogenix was an attractive
acquisition target for Peptech. Peptechisholding significant cash
resources and was looking to broaden both its product pipeline
and intellectual property portfolio. Finally, the merged entity,
which is expected to be renamed in the near future, should not be
discounted as a potential acquisition target in the medium term,
especialy if clinical development of PN0621, the domain anti-
body for arthritis, tracks a positive course.

Investment returns?

From afinancial returns perspective, a shareholder who invested
in the IPO of Evogenix in July 2005 would have made a gross
return, based on the August 21 closing price of Peptech shares of
$1.19, of just over 200% in atwo year period. The principle ven-
ture capitalist investor in Evogenix, Start-up Australia Ventures,
has by our reckoning made a 7-fold gross gain on what we esti-
matewasat least a$4.6 million investment, up until theAugust 21
closing price.

Therole of Start-up Australia Ventur eslooksto have been criti-
cal inthe emergence and growth of Evogenix. Evogenix was spun
out of the CRC for Diagnostic Technologiesin July 2001, and
commenced operations in August of that year. Start-up Australia
Ventures, prior to themerger, held approximately 33% of Evogenix,
and it is a reasonable assumption that this holding brought a
degree of stability to the Evogenix register.

Start-up AustraliaVentures has emerged as Peptech'slargest share-
holder, holding 9.6% of the company. Thisventurefirm’ s special-
ised focus and experience with life science companies may mean
that Peptech has now found a substantial shareholder willing to
support a biotech business development objective, rather than
returning cash to shareholders. In turn, stability and focus may
pave theway for other investorswith asimilar orientation to take
investment positionsin Peptech. Start-up Australia Ventures also
holds a 23% stakein Bionomicsand a3.8% stake in Alchemia.

Peptech is currently capitalised at $314 million. Subtracting cash
assets and certain prospective royalty income gives Peptech an
implied technology value of $74 million ($US 61 million). With
recent board changes stemming from the merger with Evogenix,
we expect Peptech to be run with atighter focus and sound finan-
cial disciplinegoing forward.

Biosharesrecommendation: Speculative Buy ClassA

Correction

In last week's edition we incorrectly stated the sales
figure for Tysabri for treatment of MS. Tysabri ismar-
keted outside of the US by Elan Corporation. Tysabri
sales in the second quarter of 2007 were US$72
million.

Bioshares Model Portfolio (31 August 2007)
Company Price (current) Price added to
portfolio

Acrux $1.43 $0.83
Alchemia $0.77 $0.67
Biodiem $0.30 $0.29
Biota Holdings $1.78 $1.55
Circadian Technologies $1.23 $1.45
Clinuvel Pharmaceuticals $0.80 $0.66
Cytopia $0.63 $0.46
Chemgenex Pharma. $0.89 $0.38
Optiscan Imaging $0.41 $0.35
Peplin $0.86 $0.83
Peptech $1.34 $1.31
Pharmaxis $4.07 $3.15
Phylogica $0.29 $0.42
Probiotec $1.16 $1.12
Progen Pharmaceuticals $3.95 $3.52
Starpharma Holdings $0.37 $0.37
Sunshine Heart $0.16 $0.19
Tissue Therapies $0.50 $0.58
Universal Biosensors $1.17 $1.23

Portfolio Changes — 31 August 2007

IN:
No changes.

OUT:
No changes.
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How Bioshares Rates Stocks

For the purpose of valuation, Bioshares divides biotech stocks into
two categories. Thefirg group are sockswith exigting positive cash flows
or doseto producing postive 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.

GroupA
Stockswith existing positive cash flows or closeto producing postive cash
flows.

Buy CMPis20% < Fair Value
Accumulate CMPis10% < Fair Value
Hold Vaue=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 technologies
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
several key areas. For example, their cash position isweak, 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: Phylogica, Neuren Pharmaceuticals, Pharmaxis, NeuroDiscovery, PrimaBiomed, Biotech Capital,
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