In this edition...

Pharmaxis announced results of itsfirst
Phase I11 cystic fibrosistrial for
Bronchitol and the results were good. Not
all datawas released but the trial results
indicate that Bronchitol was comparable
to Genentech’ s Pulmozyme registration
data.

And speaking of Genentech, we also
include a succinct analysis of how
workplace culture has been arguably
decisive in creating the powerhouse that
Genentech became, prior to its acquisition
by Roche. The question iswill that
culture be maintained.

We also take note of strong and consistent
demand for Cogstate’ s cognition tests.
Virotherapy company Viralyticsisin a
capital raising mode and looks to be the
first biotech to adopt an options rights
issue asafund-raising technique.
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Exract from Bioshares —
Strong & Consistent Demand Continues For

Cogstate Service
Cogstate continues to deliver a consistent result from operations. The company is now
generating annua revenue of just under $7 million ayear ($6.88 milliontrailing 12 months).
It has become a profitable business. And we expect strong sales growth to continue that
could exceed $10 millioninfinancial year 2010.

Cogstate provides cognitive testing services to pharmaceutical companies running clini-
cal tridls using its proprietary software system. Demand for its services continues to be
strong and has not been affected by the global economic slowdown, which the company
cautiously warned previously might occur. For thisfinancia year the company expectsto
record anet after tax profit of between $1.5—$1.75 million (with only asmall amount of tax
payable from the use of some unrecouped tax losses totaling $6.9 million at the end of
June last year).

Net cash flow for the first quarter of this year was just positive for the second consecu-
tive quarter, at $30,000, athough adding the change in debtors for the period (the com-
pany has no bad debtsthisfinancial year so it can be assumed these additional fundswill
bereceived), thefigureisjust under $160,000. Cash flow for thefirst nine months of this
financial year was $535,000 (or $1.2 million including the increase in debtors from nine
months ago).

Thelower Australian dollar has had asignificant impact on profitability for the company.
The company may look to hedge its foreign currency exposure as revenue increases and
becomes more predictable. The company is also working on delivering cost efficiencies
into its service over the next 12 months.

The growth in the business is coming from expanding the company’ s customer base and
increasing market share from competitors. The market continuesto grow as more pharma-
ceutical companies move from pencil-and-paper type cognitive tests to more advanced
electronic testing procedures. In April alone, the company signed an additional $1.12
million in contracts. Cogstate has at least two major competitors that also supply elec-
tronic cognitive testing products and services.

Weestimate salesfor thisfinancial year will bearound $7.5 million which will doublethe
previous year. We expect the strong sales growth to continueinto FY 2010 exceeding $10
million in revenue with a profit after tax of between $2 — 2.5 million (with further use of
unrecouped tax |osses).

Cogstateis capitalised at $14 million with $2.7 million in cash. Based on the company’s
forecast earningsfor FY 2009, the company istrading on aPE of between 11— 13. Thereis
a strong consistency building in the Cogstate business. We expect Cogstate to continue
to deliver strong growth in sales and net profit that should remain relatively unaffected
by a slowing world economy.

Bioshares recommendation: Buy
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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 pogtive cash flows
or closeto 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.

Group A
Stockswith exigting positive cash flows or close to producing positive cash
flows.

Buy CMPis20% < Fair Value
Accumulate CMPis10% < Fair Value
Hold Vaue=CMP

Lighten CMPis 10% > 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 aliances, partnerships and scientific advisory boards,
indicate the stock isrelative 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 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 —ClassA or B or C

Sell
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