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Infection control is major challenge
for hospitals and medical practices.
Nanosonicsisset toroll out itslead
product, adevice to disinfect ultra-
sound probes. Its technology is non-
toxic and can treat instruments that
can’t be disinfected by high tempera-
ture autoclave systems.

Pharmaxisis making steady progress
with Bronchitol, with enrollment for
one Phase 111 trial completed and
another underway. The cystic fibrosis
indication is now clearly established
as primary market for Bronchitol.

We also provide afurther update on
the Progen/Avexa merger.

TheEditors
CompaniesCovered: AVX, NAN,
PGL, PXS

Bioshares Portfolio

21.2%
-9.4%
70.0%
-16.3%
77.8%
17.3%

Year 1 (May '01 - May '02)
Year 2 (May '02 - May '03)
Year 3 (May '03 - May '04)
Year 4 (May '04 - May '05)
Year 5 (May '05 - May '06)
Year 6 (May '06 - May '07)

Year 7 (May '07 - May '08) -36%
Year 8 (May '08 - current) -35%
Cumulative Gain 35%

Av Annual Gain (7 yrs) 17.8%

Bioshares is published by Blake Industry &
Market Analysis Pty Ltd.

Blake Industry & Market Analysis Pty Ltd
ACN 085334 292

POBox 193

Richmond Vic 3121

AFS Licence

No. 258032

Enquiries for Bioshares

Ph: (03) 9326 5382

Fax: (03) 9329 3350
Email:info@bioshares.com.au

David Blake

Ph: (03) 9326 5382

Email: blake@bioshares.com.au
Mark Pachacz

Ph: (03) 9671 3222

Email: pachacz@bioshares.com.au

Individual Subscriptions (48 issues/year)
$320 (Inc.GST)

Edition Number 299 (13 February2009)
ISSN 1443-850X

Copyright 2009 Blake Industry and Market
Analysis Pty Ltd. ALL RIGHTS RESERVED.

Bioshares

13 February 2009
Edition 299

Delivering independent investment research to investors on Australian
biotech, pharma and healthcare companies.

Extract from Bioshares —

Why Progen Shareholders Should Vote Against
the Progen-Avexa Merger

On December 22, 2008, the board of Progen Phar maceuticals announced that it would
proceed, subject to shareholder approval, with amerger withAvexa, devel oper of theHIV
drug candidate, apricitabine (ATC). ATC is a hucleoside reverse transcriptase inhibitor
(NRTI). The merger would, if agreed by shareholders, be effected through a court ap-
proved scheme of arrangement

Sincethe announcement of the merger, Melbourne-based cancer drug devel oper Cytopia
has, along with asignificant number of other Progen shareholders, requisitioned ashare-
holders meeting.

The Cytopia-led group of shareholders, constituting more than 18% of shareholders, is
seeking to offer afull $1.10 buy-back to shareholders (not capped, but subject to avail-
ablenet cash reserves), removal of the current board and replacement with threedirectors
not associated with Cytopia. The Cytopiagroup hasalso asked for its meeting to be held
at the same time as the meeting called to vote on the proposed merger of Progen with
Avexa. The scheduled date of this meeting is March 11, 2009.

Whilethe merger with Avexamay appear as apositive opportunity for Avexasharehol d-
ers, itisnegative on several countsfor Progen shareholders. Progen shareholdersdo not
get the opportunity to be offered a full $1.10 buy back, with the existing Progen board
offering a $1.10 per share capped at $20 million.

A most perplexing issuefor Progen shareholdersarethe capital requirementsof theentity
that resultsfrom amerger with Avexa. Merger documentsindicate that the merged entity
would require $110 million to complete the current Phase Il ATC study beyond the week
24 primary endpoint (expected mid-2010), complete extension studies following regula-
tory approval, conduct a second Phase 11 study and market launch preparations.

At issue are the economic merits of ATC. This compound was assessed by Lonergan
Edwards as being worth between $151.4 million to $225.8 million. This valuation can be
compared to a licensing transaction that was announced on February 6 in which
GlaxoSmithKline licensed a non-nucleoside reverse transcriptase inhibitor (NNRTI)
IDX899 from | denix Phar maceuticals for atotal deal value worth up to US$450 million.
This deal figure excludes the royalty stream that would flow to Idenix if IDX899 reached
the market.

IDX899 completed a Phase Il study in 2008, achieving mean viral load reduction of 1.8
log'®[32 patients]. Avexaachieved amean viral load reduction of 0.8 log°in a Phase 1
trial [47 patients].
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IDX899 is designed to be orally administered once a day. ATCis
also an orally delivered compound, but takentwice aday. Thisis
a significant but arguably unfavourable point of difference for
ATC in that a competitor compound has emerged with a poten-
tially superior drug profile. It is one of a number of factors that
explain, inour opinion, the niche potential for ATC. Other factors
include the emergence of newer classes of drugs, including
integrase inhibitors and CCR antagonists.

Progen shareholders can rightly ask if there can be any substan-
tial net economic gains by further investing in a compound that
will take another $110 million to get to market and which does not
appear to have taken as yet the interest of potential licensing
partners. Thisisan issue about which there should be a properly
informed debate.

A further issue for Progen shareholders is that of confidencein
the existing Progen board. The Progen board has presided over
the termination of aPhase 11 trial of PI-88, yet in our opinion has
offered less than satisfactory reasons for the cessation of the
development of PI-88.

Weposedthefollowing questionstothe Progenboardin Bioshares
293

1. How many licensing proposals were rejected by the Progen
board for PI1-88 and what was the value and terms of those of-
fers?

2. Whywasrecruitment inthe Phasel |l trial so difficult to achieve,
given that a global contract research company was employed
and that liver cancer is a disease that has a high prevalence?
3. Was the Phase |11 trial protocol changed in such a way that
recruitment was hampered?

4. Was negative side effect data fromthe Phase || prostate cancer
trial, released in February, a major contributing reason for the
cessation of the Phase 11 trial?

5. Were any senior executives of the firmfound to responsibl e for
the failureto progressthe Phaselll trial ?

It isreasonable for shareholdersto expect fair and honest disclo-
sure by boards of directors on matters of amaterial nature.

We maintain an Avoid recommendation on both stocks (Progen
Pharmaceuticals and Avexa) in the context of proposed merger.

The articles and reports above are being provided for informational purposes only, and Cytopia does not endorse any of the information, statements or
views set out or expressed in them. Cytopia did not prepare or participate in the preparation of these articles or reports, and takes no responsibility for

their content or accuracy or any matters that may have been omitted from them.
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How Bioshares Rates Stocks

For the purpose of valuation, Bioshares divides biotech stocksinto
two categories. T hefirst group are stockswith existing positive cash flows
or closeto 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 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 existing positive cash flows or closeto producing positive cash
flows

Buy CMPis20% < Fair Vaue
Accumulate CMPis10% < Fair Vaue
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 alliances, partnerships and scientific advisory boards,
indicate the stock isrelative 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 is weak, 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 B or C
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Disclaimer:

Information contained in this newsletter is not acomplete 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 I ndustry and Market Analysis Pty Ltd (BIMA) and any of their associates, officersor staff may have
interestsin 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’ sinvestment objectives, financial situation and particular needs. Accordingly, no recipientsshould rely on any recommendation (whether expressor implied) containedinthis
document without consulting their investment adviser (Corporations Law s.851). The personsinvolvedin or responsiblefor the preparation and publication of thisreport believethe
information hereinisaccurate but no warranty of accuracy isgiven and persons seeking to rely oninformation provided herein should maketheir ownindependent enquiries. Details
contained herein have beenissued on the basisthey are only for the particul ar person or company to whom they have been provided by Blake Industry and Market AnalysisPty Ltd. The
Directorsand/or associates declareinterestsin the following ASX Healthcare and Biotechnol ogy sector securities: AAH, ACL, ACR, ADO, BTA, CGS, CST,CXD, CYT, CUV, CXS,
HXL,IDT, IMU, MBP, PAB, PBP, PLI, PXS, SHC, SPL, TIS,UBI. Theseinterests can change at any time and are not additional recommendations. Holdingsin stocks valued at |ess

than $100 are not disclosed.
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