In this edition...

We provide an in depth update and
analysis of Mesoblast, which is seeking to
commercialise an adult stem cell technol-
ogy. The company now has one Phase 1
trial underway in orthopaedic applications
and its investee company, Angioblast, has
two Phase |l trials underway in the USin
cardiac applicationsto rebuild the heart
muscle. The next 12 months will be an
important period for the company.

Across the sector many companies are
making strong progress, including Bionom-
ics and Cogstate. Bionomics recently
signed alicensing deal with Merck Serono,
the second M S deal this year by Australian
biotechs.
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Extract from Bioshares —

Solid Growth Continues at Cogstate

For the third successive year, Cogstate (CGS: 11 cents) should deliver on consistent
revenue growth, this financia year expected to be 50%, to approximately $3.5 million.
There is a degree of certainty building into this business, which provides cognitive
testing services to biotech and pharmaceutical companies, in trials of drug candidates
primarily for the treatment of central nervous system disorders. With strong growth ex-
pected to continue, the challenge for the company, which now employs 27 people, will be
to manage that growth and the increasing size of itsclinical tria contracts.

Although it is still a small company, capitalised at only $5.7 million, it has been a very
successful 12 months for the Cogstate. In this financial year the company doubled the
number of itscustomers, to 14, has signed $4.8 million of contractsthisyear (compared to
$1.95 million for the previous year), has signed 12 contracts for Phase |1 clinica trials
(nonein the previous year) and one Phase IV study (similar to the previous year).

Another measure of the interest in the company’s service is the level of quotes the
company provided this year, over $7 million, with a conversion rate of around 80%. The
company has reached a stage where it has become well known and well respected by its
clients, with regular customers including the mgjors Pfizer, Merck, GlaxoSmithKline
and AstraZeneca. Last year Cogstate was winning contracts mainly for Phase | studies,
this year there has been a large emphasis on Phase |1 studies, and in the next year we
expect the company to be bidding for several large Phase I11 studies.

Thisyear has seen the company move into new indications such as pain and obesity drug
trials. The acceptance by the FDA of the Elan/Wyeth protocol for a new testing battery
(NTB) for a Phase Il Alzheimer’s disease trial, the same as that being used by Prana
Biotechnology, over the industry standard ADOSCOG test, may also have significance
for Cogstate. This change has the potential also for Cogstate’s testing regime to be
considered asaprimary measurefor future clinical Alzheimer’ sdiseasetrials.

This half should see the company reach at least a cashflow neutral position. We forecast
salesto exceed $5 millionin FY 009, which shoul d see the company deliver amaiden profit
next year. With $4.8 million of contracts signed thisyear, strong revenue can be expected
from existing contracts. At the end of March, the company had $870,000 in cash, which
should be sufficient for the company although does not leave much room for error.

Much of the hard work in developing a brand name and reputation in the industry has
been achieved. The company is now position to accelerate its level of work into major
Phase 111 contracts. The risk for the company is to manage that growth and its cost base
moving forward. With a capitdisation of only $5.7 million, the stock is appealing and
should offer good prospects over the next three years.
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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.

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

Buy CMPis20% < Fair Value management or board may need strengthening.
Accumulate CMPis10% < Fair Value Speculative Buy —Class C
Hold Value = CMP These stocks generally have one product in development and lack
Lighten CMPis 10% > Fair Value many external validation features.
Sell CMPis20% > Fair Value Speculative Hold —ClassA or B or C
(CMP—Current Market Price) Sl
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