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Mesoblast Stuns Market With US$350 Million
Up-front Deal
(Now That’'s More Like It Cephalon!)

Who would have thought that title for the biggest deal in Australian biotech would last
for such ashort time. Two weeks after Acr ux secured a US$87 million milestone payment
for the approval of itstransdermal testosterone product, Axiron, Mesoblast has stunned
the market with multi-product deal with Cephalon for the commercialisation of itsadult
stem cell platform. It is one of the largest Phase |1 stage biotech deals ever completed,
with atotal potentia deal value of $2.05 billion.

Deal Terms

Upfront

Under the terms of the deal, Cephalon will pay Mesoblast US$130 million as an upfront
payment. Thefirst US$100 million of that isexpected to bereceived afew days after the
deal was announced. The US$30 million balance will be received after shareholder ap-
proval isreceived for the equity investment Cephal on will aso makein Mesoblast. The
challengefor Mesoblast will beto spread its revenue with future costs so that it does not
pay tax on revenue that will be going towards product devel opment.

Equity I nvestment

Cephaonwill make aUS$220 million eguity investment in Mesobl ast at $4.35 per share.
Around half will be acquired as new equity in Mesoblast and half has been acquired from
existing shareholders. Cephalon will own 19.9% of the merged Mesoblast-Angioblast
Systemsentity with around 270 million sharesthat will be onissue.

The exact number of shares that will be on issue after the merger is completed is still
unknown, with some Angioblast shareholders<till to decide over the next 10 dayswhether
to take some of their sharesin cash (at $1.70 per share) or in equity. Under thetermsof the
M esoblast-Angioblast merger, shareholdersin Angioblast were entitled to take payment
in Mesoblast shares, or 85% MSB shares and 15% cash, to alow for payment of tax
obligations. Itislikely those shareholderswill now elect to take payment in M SB shares
given the strong run in the stock since the merger was announced.

Royalty and Product Application Rights

The alliance with Cephalon includes use of Mesoblast’s adult stem cell technology for
thetreatment of congestive Heart failure, heart attack, Parkinson’ sdisease, Alzheimer’s
disease and for usein bone marrow transplantation on aworldwide exclusive basis. The
deal does not include the areas of orthopedics, diabetes, eye diseases and immune based
inflammatory diseases (such asarthritis).

Mesoblast will maintain manufacturing rightsand will enjoy a‘ significant’ component of
product sales, by effectively selling the manufactured product to Cephalon.

— Cont'd over
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Milestone payments

Potential regulatory milestone payments under thisdeal that Mes-
oblast could receive total US$1.7 hillion. Thisisfor four cardiac
products, four neurological disease treatment products and one
bone marrow product.

Comments

Thisisan outstanding deal for Mesoblast. The company will have
around $250 millionin cash after thedeal. Therewill benorestric-
tions on how the funds are to be used by Mesoblast, athough
Cephalon will gain immediate representation on the Mesoblast
board with its COO Kevin Buchi.

Cephalon will now be responsiblefor all clinical development of
therelevant programs after they have completed Phase Iladevel-
opment. Mesoblast isunencumbered in commercializing thetech-
nology in the other applications outside of thisaliance.

The alliance does not affect the merger between Mesoblast and
Angioblast Systems. It is anticipated that Cephalon will be the
end marketer of the stem cell productsat least inthe US.

Manufacturing

Mesoblast is seeking to form a manufacturing strategic aliance,
whereby athird party would build and pay for its manufacturing
facility, similar to how many antibody drugs are manufactured.
Some of the funds raised through the Cephalon deal (perhaps up
to $20 million) will go towards refining the manufacturing proc-
esses, including the cell mediaand cell culture process.

Retaining control of manufacturing isanincredibly important and
astute decision by Mesoblast. It helps maintain the company’s
strong position and remain anintegral part in the processchain. It
also alows Mesoblast to slice and dice the application of the
technology for other indications and to ensure quality control
standards are maintained within the one facility and by the one
operator.

Cephalon Partner

Cephalon is developing quite an interest in Australian biotech.
The company’s first foray into this sector wasinitsfailed bid for
Sirtex Medical in 2003. It hassinceacquired AranaT her apeutics
at avery good pricefor the acquiror, has an option to acquire up to
30% of Chemgenex Phar maceuticals, will likely beabidder for
Bionomicsin Biosharesview, and now holdsamajor aliancewith
Mesoblast, on what should be seen as very attractive terms, this
time to Mesoblast shareholders.

Mesoblast CEO Silviu Itescu said that mid-tier pharmaceutical
companies such as Cephal on are hungrier and more aggressiveto
get the deal done than larger pharmaceutical groups which are
prepared to wait longer and pay afuller price. Thistransaction has
the potential to be atransformational deal for both Mesoblast and
its partner Cephalon.

Funding risk removed

The funding risk for Mesoblast has been effectively removed.
Cephalon will fund all late stage programs for the indications it
haslicensed, and Mesoblast will now havethefundsto exploreall
other opportunities and progress the orthopedic applications, in-
cluding spinal fusion.

Recommendation

Werecommend shareholderstake some profitsfollowing thevery
strong run in the company’ s share price. Mesoblast will be capi-
talized at $1.26 billion once the merger with Angioblast hasbeen
completed and the Cephal on equity investment. Exceptional op-
portunities have become more attainable for the company. We
suggest investors monitor the stock for more attractive price en-
try points.

Fortrend's Equity Facility

It may be of interest to investors and biotech companies about the
Fortrend Securities Equity Standby Facility. It differsfrom acon-
vertible note offering that has become very popular over the last
two yearsin the biotech sector, however has some similarities as
well.

At least seven life science companies have gained access to this
facility. Theseare Agenix, Immuron, AvitaMedical, PrimaBiomed,
Acuvax, latiaand IM Medical.

The company generally offers $5 million in funding over three
years. This loan amount can not exceed 30% of the company's
market value and generally not more than 15% of the company's
valueisraised in any oneyear.

Forstrend supports additional capital raisings and helps promote
the company to other investors. Funds are raised at a 10% dis-

count to a weighted average of the company's share price. The
maximum draw-down volume allowed at any onetimeisfivetimes
the daily weighted average of the stock turnover of the preceding
15 days.

Unlike convertible note facilities, thereisno interest payable and
equity isissued on draw down. Similar to convertible notes, the
facility allows companiesto raise money at their discretion, when
their share price is strong, and no prospectusis required.

Fortrend has provided facilitiesworth $155 millionin total, with
the maximum facility put in place being $30 million. The company
generally requests some early draw-downs. A changein manage-
ment can activate an exit clause from the arrangement.
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Universal Biosensors — Still For Sale

Universal Biosensors (UBI: $1.65) is positioning itself to capital-
iseon an aging population that more and morewill livewith chronic
diseases. These chronic diseases, such as diabetes, need to be
managed through accurate monitoring and treatment. Diabetes
currently isthelargest point-of-care testing market in the world,
worth $10hbillion ayear.

However interim CEO and Executive Chairman Andy Denver, told
aBioM elbour ne Networ k audiencethisweek that the company is
awaysfor saleif theright priceis offered for the business.

The company hasacurrent manufacturing capacity of 750 million
glucose strips a year, with a second manufacturing line almost
completed that will doublethat capacity. Lifescan (UBIspartner
for blood glucose testing applications) currently sells around 4
billion stripsayear and presumably the aim isto transition users
to the new low cost system.

‘Unsurpassed Accuracy’

According to Denver there are two reasons that will prompt this
transition. Thefirst is cost. The second isfeature driven, such as
improved accuracy or lower blood volumes required. The first
product made by UBI, the glucose testing product called the
OneTouch Verio, islabelledin Australiaas providing ‘ unsurpassed
accuracy’.

Denver madethepoint that it isavery competitive environmentin
medical devices and diagnostics, as opposed to pharmaceuticals
whereadrug’ spropertiesarewhat deliver the competitive advan-

tages.

UBI receives one cent for each strip that Lifescan sellsthat uses
the UBI technology. UBI & so receivesamanufacturing feefor the
stripsthat it makes. The product iscurrently soldin Australiaand
the Netherlands. Our expectationisthat awider rollout in Europe
should occur firstin 2011 then followed by release into the US.

According to Denver, the OneTouch Veriois ' exceeding expecta
tions of Lifescan.

Prothrombin time test

The next product for UBI will be the prothrombin timetest (PTT).
Thistest isused by people on chronic warfarin treatment and the
test isused to help calibrate dosing. Thisis currently a$500 mil-
lion market and is expected to increase to $1.2 billion a year by
2020.

Denver said that self testing by peopletaking warfarin has shown
to result in a 30% reduction in mortality. Denver said the global
potential market for self-testing isaround $2.5 billion ayear. UBI is
currently in discussions with partners to license this product. It
wantsasimilar deal to thetypeit currently haswith Lifescan for
blood glucose monitoring.

UBI’ s product has been tested against the leading product on the
market, called Coaguchek XS and made by Roche. It is under-
stood that this Roche product has about 80% of the market. The
PTT product is an electrochemical cell type product, similar to

... At The Right Price

glucose test. It is significantly easier to make that a quantitative
point-of-careimmunoassay, such asthetest for CRP (amarker of
inflammation). The PTT manufacturing system is expected to be
on-line this month at the company’s plant in Rowville in Mel-
bourne. Its manufacturing process should offer significant cost
benefits over competing products.

UBI employsaround 100 people. Denver said that companiessuch
as UBI represent the ‘future wealth of the nation’ with the com-
pany representing an economic footprint (at its current stage of
development) of between $100 - $200 million.

Inthefirst nine months of 2010, the company has generated $11.1
million of revenue, including $6.1 million of product revenue. Its
net lossfor that period was $5.1 million. It has$25 millionin cash
and hasraised atotal of $71 million to date. More funds could be
raised in the futureto expand manufacturing if required.

In September this year the company’s CEO stepped down. The
search is continuing for anew CEO, with the company seeking a
person with strong manufacturing experience, aswell asthe abil-
ity to architect the company’ s strategy, to negotiate and maintain
deal flow, and the ability to attract and retain talent within the
company.

UBI iscapitalised at $262 million and held cash of $25 million at
September 30, 2010.

Biosharesrecommendation: Speculative Buy ClassA

Bioshares
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Immuron — Expanding Product Opportunities

Immuron (IMC: $0.068) is a Melbourne-based company that is
devel oping over-the-counter medicines (OTC), medica-gradefood
products and potentially fully developed ethical drugs, by vacci-
nating dairy herdsto produce polyclonal antibodies.

The polyclona antibodies are harvested from bovine colostrum, a
unique milk that isexpressed at the time of birth that is abundant
in nutrients necessary for developing the ‘uneducated' immune
system of the newborn mammal. These antibodies are easily pre-
pared for oral administration.

Travelan

Immuron developed the Travelan product, for the treatment of
traveler's diarrhea. Travelan was approved by the TGA in 2004
and received a medical food authorization for the US market in
2005.

This product was licensed to Nycomed, which holds Australiaand
New Zealand marketing rights, which commenced distributionin
February 2010. Immuron and Nycomed are looking to develop
new formulations of Travelan for treating minor gastro-intestinal
disorders. Nycomed is a so seeking to gain the rightsform Immuron
to expand into other territories. Inthe US, the product ismarketed
by Alaven Consumer Healthcare. However, sdlesof Travelan did
not commence in the US until March 2009. It is sold in South
Africathrough Phar maco.

Travelan provides protection against Enterotoxigenic E.coli, a
cause of traveler'sdiarrhea. We estimate cumulative Travelan re-
lated incometo beintherange of $1.3 millionto $1.5 million. We
concludethat sales of Travelan have, to date, been disappointing.

What are Polyclonal Antibodies?

Polyclonal antibodies, unlike monoclonal antibodieswhich bind
to a single site on a target, attach to many different parts of a
designated target.

Polyclonal Antibodies — The Driver

Thedriver for pursuing the development of polyclona antibodies
through the dairy herd ‘manufacture’ is that the cost of goods
becomes very low for medical food grade products.

Immuron estimates that monoclonal antibodiesfor pharmaceuti-
cal applications costs $50,000 per gram for injection. In contrast,
polyclonal serum in gram amounts for injection costs $1,000 per
gram, but more decidely, Immuron’ s polyclonals cost $1 per gram
(in tonne quantities), devel oped for oral use.

Todate, Immuron has completed six harvesting runs or campaigns
as a seasonal activity. It has shown it can produce up to three
tonnes of polyclonal product up to GMP standard. Each colos-
trum harvested provides about 400g of col ostrum.

Corporate History

Until December 2008, Immuronwasknown as Anadis, having listed
in April 1999. The company has always had been focused on de-
vel oping immune-system enhancing products from bovine colos-

Immuron - Financials

Year Revenue Profit/Loss
($M) ($M)
2000 $0.32 -$0.99
2001 $0.84 -$1.55
2002 $2.19 -$1.70
2003 $3.43 -$1.28
2004 $4.28 -$1.16
2005 $5.10 -$1.66
2006 $4.11 -$3.56
2007 $4.29 -$3.28
2008 $0.32 -$3.20
2009 $0.55 -$2.62
2010 $0.50 -$1.90

Note: Functional foods business
w as sold 25/2/2008

Immuron History - Selected Events

30/04/1999 Lists on ASX as Anadis
4/05/2004 Travelan Registered with the TGA
12/10/2005 Travelan authorised for US market
12/04/2007 CEO Connor Graham resigns
6/08/2007 Cross-licenses with Immucell
14/11/2007 Forms JV ("Immuron”) with Hadasit
26/11/2007 Appoints Zeil Rosenberg as CEO
26/02/2008 Sells functional foods business
18/06/2008 Prof. Colin Chapman rejoins the board
4/12/2008 Name change to Immuron
20/04/2009 Initiates new arrangements with Hadasit
17/07/2009 Zeil Rosenberg resigns as CEO
3/09/2009 Acquires technology from Hadasit
Hadasit take 19.99% stake
19/09/2009 Grant Rawlin appointed as CEO

trum. However, the company also operated a toll-manufacturing
business, whichit sold in February 2008, following years of losses.
The CEO who oversaw the business for most of that time, Conor
Graham, stepped down in April 2007.

The appointment of anew US based CEO, Zeil Rosenberg, was
somewheat short lived, with histenurelasting from November 2007
to July 2009. In September 2009, the company's former General
Manager, Grant Rawlin, was appointed CEO.

In November 2007, the company formed ajoint venture (“lmmuron™)
withHadasit , thecommercialization arm of theHadassah M edical
Organisation (Isragl). The Hadassah organisation operatestwo
medical centre hospitalsthat support more than 1000 beds.

Morerecently, Immuron acquired intellectua property from Hadasit
relating to Oral Immune M odulation technol ogy. Payment was by
way of Hadasit gaining a19.99% stake in Immuron (now 17.96%).

— Cont'd over
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Professor Yaron llan assumed the role of Chief Medical Officer
following the deal although he retains his position as Director of
the Department of MedicineA.

The Ora Immune Modulation technology meant that Immuron
could develop products that target other diseases and conditions
such as metabolic syndrome, non-alcoholic steato-hepatitis
(NASH), HCV andinfluenzainfection, and with the more specific
advantage of generating a T-cell response (in contrast to standard
vaccines stimulating aB-cell response.)

Immuron IP now covers colostrum harvest methods and appara-
tus, vaccine preparation and production, and the above mentioned
T-cell system (and itsusein various conditions) in several forms.

Other barriersto entry that potential competitorsfaceincludelarge
scale systems for collection of bovine colostrums and know-how
involved in processing the collected material.

The patent covering Travelan expires in 2024. Patents covering
oral immunotherapy and the treatment of liver disease have prior-
ity dates of 2008 and 2009 respectively,

Product Development Programs

Immuron isdeveloping IMM 124-E to trest NASH and metabolic
syndrome, IMM 308 to treat clostridium difficle infection, IMM
243for HIV, and IMM 255 for influenza.

NASH (fatty liver disease) is an interesting product opportunity
for Immuron. NASH is grouped with simple fatty liver disease,
advanced fibrosis and end-stage cirrhosis. It affects about 3% of
the normal population, about one fifth of the obese population
and half of the morbidly obese population. The target market is
large and globally significant. To date, all attempts by other com-
paniesto develop a product to treat NASH have failed.

Immuron has completed a Phase I/11trial in NASH patients, with
ten patients administered two oral tabletsaday equivaent to 200mg
of IMM 124-E and another group administered two capsulesaday
equivalent to 100mg of IMM 122-1. Thiswasa30-day safety trid,
which showed the treatments to be safe and well tolerated.

IMM 124-E and IMM 122-1 were shownto decreaseinsulin resist-
ance, decreaselipid levels(in 70% of patients) and increase regu-
latory T cells (in 70% of patients).

The company isplanning to progressIMM 124-E into aPhasell|
trial. Thistrial will recruit 60 patients and take three months to
complete. Degree of inflammation and fibrosis and quantity of
liver fat will be measured by MRI scansand biopsy. If sufficient
reduction in these parametersis achieved, then the company will
seek to gain approval for the product asamedical food.[Editor’s
note: Immuron also plans to seek approval under an NDA in
order to sell a fully re-imbursable product.]

Board and Management

The CEO of Immuron is Dr Grant Rawlin. The board comprises
Professor Colin Chapman (Chair), Professor Roy Robins-Browne,
Simon Sallkaand Dr Elane Zelcer.

Risks

Themainrisks faced by Immuron (and hencefor investors) relate
to funding, production assets, clinical development and commer-
cia focus.

The company held cash of $1.8 million as of June 30, 2010. The
company will need to access significant further fundsin the very
near future. We note the company did have adraw down funding
facility with Fortrend Securities although thislapsed in Junethis
year.

The company relies on access to dairy herds as for sourcing co-
lostrum. Diversification across different geographica areaswould
mitigate production source risk, should dairy herds become sub-
ject to specific diseases. However, thisissuewould comeinto the
foreground as the company builds revenues from the launch of
many more products.

While the company has access to Hadassah research facilities,
our view isthat over time other clinical management capabilities
would need to be accessed or even developed internally. A strong
clinical development base would support moves by the company
to develop productswith improved marketing and labelling claims.

The company trimmed back its executive team, following the de-
partures of Zeil Rosenberg and Oren Fuerst. However, aprudent
measure for the company would be to appoint (when funds per-
mit) aChief Commercia Officer, to takeresponsibility for the com-
mercial product development goals of the company.

Summary

Thecurrent day |mmuron should not be confused with the Anadis
of old. A clear date of separation of the old with the new iswhen
Hadasit transferred its oral immune-modulation technology in ex-
changefor a19.99% stakein September 2009.

The departure of Connor Graham in 2007 and the decision to sell
the functional foods business marked the end of the'old' Anadis.
Thetransition into a business focused more simply on therapeu-
tic products and medical foods began with the joint venture with
Hadasitin 2007.

The Hadasit transaction added a suite of additional products de-
rived from hyper-immune colostrum technology to Immuron's
Travelan product (and others), and coupled the IP to Immuron's
dairy herd manufacturing basein Victoria.

Immuroniscapitalised at $21 million, and held cash of $1.8 million
at June 30, 2010.

Bioshares recommendation: SpeculativeHold Class B, to bere-
viewed when further funding has been accessed.
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Bioshares Model Portfolio (10 Dec 2010)

Company Price Price added Date added
(current) to portfolio
Phylogica $0.050 $0.053 September 2010
Sunshine Heart $0.030 $0.036 June 2010
Biota Holdings $0.96 $1.09 May 2010
Tissue Therapies $0.49 $0.21 January 2010
QRxPharma $1.16 $0.25 December 2008
Hexima $0.37 $0.60 October 2008
Atcor Medical $0.08 $0.10 October 2008
Impedimed $0.80 $0.70 August 2008
Circadian Technologies $0.65 $1.03 February 2008
Patrys $0.10 $0.50 December 2007
Bionomics $0.30 $0.42 December 2007
Cogstate $0.25 $0.13 November 2007
Sirtex Medical $6.08 $3.90 October 2007
Clinuvel Pharmaceuticals $2.15 $6.60 September 2007
Starpharma Holdings $0.82 $0.37 August 2007
Pharmaxis $2.91 $3.15 August 2007
Universal Biosensors $1.67 $1.23 June 2007
Acrux $3.55 $0.83 November 2004
Alchemia $0.62 $0.67 May 2004

Note CUV 10 for 1 share consolidation

Portfolio Changes — 10 December 2010

IN:
No changes.

OUT:
Wewill take some profitsand remove
Mesoblast from the portfolio at $4.68
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How Bioshares Rates Stocks

For the purpose of valuation, Bioshares divides hiotech stocks into
two categories. The first group are stocks with existing postive cash flows
a dceto padlorg postvecaehflons The seood gap aredacks
without reer tampoative ceshflons hiday d losss o d ealy
dapsd ameadistion Inth sssodgapwhichaeesn
tidly geodive prquositias 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 CMPis 10% > Fair Vaue
Sell CMP is 20% > Fair Vaue

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

(CMP—Current Market Price) Sell

Corporate Subscribers: Pharmaxis, StarpharmaHoldings, Cogstate, Bionomics, ChemGenex Pharmaceuticals, Circadian
Technologies, BiotaHoldings, Hal cygen Pharmaceuticals, Impedimed, QRxPharma, Patrys, LBT Innovations, Hexima, Mesoblast,
Atcor Medical, BioMD, Tissue Therapies, Viralytics, Phosphagenics, Immuron
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