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= Phylogica Limited is a biopharmaceutical company focusing on the discovery,
development and commercialization of peptides known as “Phylomers”.
Phylomers are a unique proprietary class of targeted peptide therapeutics
discovered and developed by Phylogica , which is suitable for a wide range of
diseases targeting proteins and their interactions. Using its proprietary
Phylomer libraries, a highly diverse and complex collection of billions of
structures derived from natural protein genes, the company engages in the
discovery and validation of novel peptides for the development of innovative
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Phylogica Limited

Investment thesis

Incorporated in 2001 as a spin out from the Telethon Institute for Child Health
Research (Perth Australian) and Fox Chase Cancer Center (Philadelphia, USA),
Phylogica Limited (Phylogica) is a biopharmaceutical company focusing on the
discovery, development and commercialization of so-called Phylomer peptides.

Phylomer peptides is a unique proprietary class of targeted peptide therapeutics
discovered and developed by Phylogica, suitable for a wide range of diseases by
targeting proteins and their interactions. Using its proprietary Phylomer libraries, a
highly diverse and complex collection of billions of structurally enriched peptides,
the company engages in the discovery and validation of peptides for the
development of innovative therapeutic products, through relationships with
commercial partners and its in-house drug discovery programs. Phylogica's
Phylomer libraries provide a rich source of potent drug leads for a broad range of
disease targets.

In contrast to numerous traditional biotechnological companies that develop drug
candidates up to the late clinical stages (which is very costly and require
considerable and permanent capital injections), Phylogica focuses on the
development of drug leads at early stages, and does not engage in a full-scale drug
development. The company seeks collaborations with pharmaceutical and
biotechnology companies with the aim of discovering and optimising drug leads
which are able to block the activity of target proteins provided by the partner. A
standard partnership deal involves upfront fees, contract discovery payments,
milestone payments and royalties on resultant compounds. Starting from the
preclinical phase, the partners bear all further costs associated with clinical trials.
Thus, Phylogica essentially reduces risk in its business model as the financial and
clinical success risks remain with the pharmaceutical company customers not with
Phylogica.

Phylogica also develops an internal drug pipeline which presently comprises of two
programs focusing on antimicrobials and anti-inflammatories (CD40L program
extracellular). Regarding these two programs, Phylogica aims to reach a preclinical
license. The company does not disclose the possible deal terms for either of these
programs, however given the industry norms 7-8 figures for such deals could be
expected. According to management, two companies have already expressed
interest in licensing these programs and are awaiting results of pharmacokinetic
and pharmacodynamic studies.

Phylogica has established relationships with several multinational pharmaceutical
and biotechnology companies and world-class research. In our view, the
partnership with Roche, which was signed in December 2009, has a particular
importance for the company. The agreement signed with Roche is to evaluate
Phylogica’s proprietary Phylomer® technology to facilitate transport of large
molecules to attack disease targets within cells. This appears to be a considerable
achievement for Phylogica, as this deal is the recognition of company’s technology
platform potential, given that Roche is very selective in choosing its development
partners. Presently, Phylogica is involved in discussions with more than 12
companies, some of which are approaching the final stages of negotiations.

According to the management, in the near future Phylogica is expecting to
conclude two more deals: 1) with a top 5 pharma company within 6 months and 2)
with a top 10 pharma company in 2-3 months. Therefore, for 2009/10E (Ending 30
June) we expect Phylogica to generate AUD 2.1m, which should mostly arise from
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the deal with Roche and the second deal which we expect to be signed in
2009/10E (Assumed upfront payment per deal: AUD 0.5m and contract discovery
payment: AUD 1m). For 2010/11E we assumed that 3 deals will be signed which
should contribute to the top line with upfront and contract discovery payments from
each deal.

It is also realistic to expect that the company will outlicense one of its internal
preclinical programs CD40L in 2010/11E. As the deal terms regarding internal
programs are not disclosed we conservatively assumed that upfront payment from
this program will be approx. AUD 3.0m. However, given the industry standards the
upfront payment from preclinical programs might be much higher. For 2011/12E we
expect sales to reach AUD 10.5m which should be generated from 5 deals that we
expect to be signed and from the second internal program (Antimicrobials) that we
expect to be outlicensed in 2011/12E. For antimicrobials program we also assumed
a conservative upfront payment of AUD 3.0m.

The peptide market is growing nearly twice as fast as the overall pharmaceutical
market due to an increased number of therapeutic targets and improved delivery
methodologies. There are 67 therapeutic peptides on the market, 150 in clinical
phases, and 400 in advance pre-clinical stages of development. Over 100
pharmaceutical and biotech companies are active in the peptide field. (Source:
Peptides for youth/ Advances in experimental medicine and biology/ Volume 611/
2009)

In comparison to traditional biologics, peptides have a number of advantages: They
are small, easily optimized, and can be quickly investigated for therapeutic
potential. Today almost all pharmaceutical companies include peptides or peptide-
like drugs in their pipeline. Nevertheless, there are few companies which focused
exclusively on peptide discovery. This, coupled with the rising demand for peptides,
creates the premises for the huge growth potential in this segment.

For the purpose of valuation we composed two peer groups. The first group
includes biotechnology companies which are fully or partly involved in the
development and manufacture of peptide-based compounds. The second group is
composed of the biopharmaceutical companies that utilize a business model similar
to the one of Phylogica, i.e. providing contract-based research for large pharma
companies. Based on our peer group valuation we derived a fair value of Phylogica
in the amount of AUD 30.9m. Following the conservative approach, we applied a
15% discount to our peer group valuation. After this discount, the fair value of
Phylogica totals AUD 26.2m, which corresponds to a fair value of AUD 0.11 per
share. We initiate our coverage on Phylogica with price target of AUD 0.11 per
share and BUY recommendation.
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SWOT analysis
Strengths

® Business model: Early partnering and licensing allows the company to reduce
risk in its business, as financial and clinical success risks remain with the
potential partner.

" Mature technology enables the company to step in at a commercialisation stage
and engage in revenue generating, out-licensing deals and discovery alliances
with multiple partners.

® Strong patent position protecting its unique peptide drug discovery engine (16
patent families, including multiple granted patents in EU/US).

Weaknesses

" Given that Phylogica’'s business model does not imply the involvement in
preclinical and clinical development of discovered compounds, the royalties
expected from partners should be relatively low.

® Small size of the company in terms of market capitalisation and revenues
" No dividends are expected in the near future.

® Historical losses and sustained cash burn. Although the company has adopted
a new business model in 2009, operating results in 2009/10 are still expected to
be negative. According to our estimation we expect the company to go into the
black in 1H/2010/11E
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Opportunities

® There are still few companies which fully focus on peptides. This, coupled with
the rising demand for peptides creates premises for the huge growth potential in
this segment. Developing stable, high affinity peptides is much more
challenging for competitors using random combinatorial libraries, due to a lack
of enrichment for drug-like structures. This makes the discovery process slower
and riskier for competitors, explaining why most peptides in clinical
development did not come from such libraries, but rather from natural
sequences.

" Phylomers have a broad range of therapeutic application. Suitable targets for
Phylomer blockade include protein interactions that promote multiple diseases,
such as infections, cancer, autoimmunity and heart disease.

® Concluding alliances with biotechnology companies that utilize their own
technology platforms allows large pharma to optimize the process of drug
development. Particularly nowadays, numerous drugs are going off patent in the
near future which engages large pharma in a search for opportunities to fill in
their drug development pipelines with new compounds. This trend, to
outsourcing of drug discovery by big Pharma enhances the chances for
Phylogica to gain potential partners.

® Significant newsflow is expected in the next 12 months.

Threats

" In case the company will not cease a net cash burn in the near future, further
bridging fund raising will be necessary.

® According to the management, Phylogica expects to conclude two partnership
agreements in the course of this year. While negotiations with prospective
partners are in a late stage, there is still a risk of failure of agreements.

® Although we expect that biologics drug market will grow rapidly with 10% CAGR
per annum, conventional, small-molecule drugs still account for the lion’s share
of overall drug market and will continue to hold a larger market share for some
time. However, the biologics are predicted to account for approximately 50% of
all new drug approvals by 2015

® High dependence on management. Dr Paul Watt is the CEO of Phylogica and
the inventor of Phylogica’s drug discovery technologies. Dr Watt plays a key
role in further development of the company. Should Dr Watt resign, the
company’s further development will immediately be at risk
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Peer group valuation

Given the small size of Phylogica and the specific focus of the company in terms of Peer group valuation
business model and technology platform, it is challenging to choose the companies

which are absolutely comparable to Phylogica. Therefore, for the purpose of

valuation we composed two peer groups.

The first group (Peer group 1) includes biotechnology companies which are fully or
partly involved in the development and manufacture of peptide-based compounds.
This group includes: Amylin Pharmaceuticals, Nektar Technologies, Affymax Inc.,
Theratechnologies Inc and Nile Therapeutics Inc.

The second group is composed of the biopharmaceutical companies that utilize a
business model similar to the one of Phylogica, i.e. providing contract-based
research for large pharma companies. This group comprises of: WuXi PharmaTech
(Cayman) Inc, Galapagos NV, MorphoSys AG, Evotec AG and Dyax Corp.

Peer group: Company data

Company name Market EV Net margin EBIT margin EBITDA margin

cap. 2010E  2011E 2012E 2010E 2011E 2012E 2010E 2011E 2012E
Peer group 1
AMYLIN PHARMACEUTICALS INC 3,076.3 3,127.8 -121.1%  -31.7% 70.3% -1205% -4.7% 504% -126.2% -34.1% 70.5%
NEKTAR THERAPEUTICS 1,3494 1,187.0 -387.2% -171.2% na. -389.5% -172.7% n.a. n.a. n.a. n.a.
AFFYMAX INC 581.8 4212  202%  20.6% 621% 37.5% 184% 717% 215% 51.5% 83.8%
THERATECHNOLOGIES INC 3035 2939 14.4% 17.9% na. 21.1% 26.2% n.a. n.a. n.a. n.a.
NILE THERAPEUTICS INC 18.0 14.8 -28.3% 11.1% 16.6% -30.7% 9.6% 16.8% -33.0% 26.6% n.a.
Peer group 2
WUXI PHARMATECH INC-ADR 1,289.6 1,254.6 18.4% 18.9% 20.1% 205% 204% 18.8% 29.1% 292% 31.1%
GALAPAGOS NV 266.6 220.7 6.1% 11.8% 29.4% 6.3% 18.7% 23.8% 105% 22.1% 29.8%
MORPHOSYS AG 3424 195.2 9.5% 9.5% 11.0% 109% 12.0% 14.7% 16.2% 175% 19.6%
EVOTEC AG 219.9 179.5 -21.2% -3.7% 2.5% -7.9% -2.3% 2.0% 1.9% 5.7% 9.0%
DYAX Corp. 3194 2903  -46.0% 0.2% 26.3% -47.9% -2.3% 284% -351% 74% 33.4%
Average 827.5 766.1 -54.4% -13.0% 30.3% -50.3% -83% 283% -114% 16.9% 40.6%
Median 3229 2573 6.1% 11.1%  20.1% 63% 12.0% 18.8% 105% 22.1% 30.4%

Peer group - short overview

Affymax Inc.: Founded in 2001 Affymax Inc. is a biopharmaceutical company, Affymax Inc.
develops peptide-based drug candidates to improve the treatment of serious and
life-threatening conditions. While the company’s current efforts are focused on the
development of Hematide™, Affymax’s leading product candidate, its core research
and peptide libraries are available for future pipeline and/or licensing collaborations.

Nektar Therapeutics: Founded in 1990 and headquartered in San Carlos, Nektar Therapeutics
California, Nektar Therapeutics is a biopharmaceutical company, develops various

drug products and product candidates using its proprietary drug delivery

technologies. Its technology platforms comprise PEGylation Technology designed

to enhance the performance of various drug classes, including antibody fragments,

small molecules, peptides and other drugs.

Nile Therapeutics, Inc. is a clinical stage biopharmaceutical company developing Nile Therapeutics
innovative products for the treatment of cardiovascular disease, with an initial focus
on heart failure. Its drug candidates include CD-NP, a chimeric natriuretic peptide

www.cbseydlerresearch.ag Close Brothers




Phylogica Limited

that is in Phase Il clinical studies for the treatment of heart failure; and CU-NP,
which is in pre-clinical studies for the treatment of cardiovascular and renal
diseases. The company was founded in 2005 and is based in San Mateo,
California.

Theratechnologies Inc is a Canadian biopharmaceutical company. The Company’s
principal business activity is to carry out research and development in the field of
healthcare and biotechnology. The Company’s research focuses on the development of
therapeutic peptides targeting endocrine and metabolic disorders.

MorphoSys AG: Founded in 1992 and headquartered in Martinsried/Germany,
MorphoSys is one of the world's leading biotechnology companies focusing on fully
human antibodies. With its technologies the company develops novel antibodies for
therapeutic, diagnostic and research applications. The Company is expanding its
drug pipeline by adding new partnered programs, and by building a portfolio of fully-
owned therapeutic antibodies.

Evotec AG: Evotec focuses on the discovery and development of small molecule
drugs. The company has long-term discovery alliances with partners including
Boehringer Ingelheim, CHDI, Novartis, Ono Pharmaceutical and Roche. Evotec’s
product candidates are in clinical development and a series of preclinical
compounds and development partnerships, including for example a strategic
alliance with Roche for the EVT 100 compound family.

Galapagos NV: has developed a target discovery platform that provides novel
starting points for drug and antibody therapies. The Company's product portfolio
consists mainly of new mode-of-action drugs in bone and joint diseases as well as
programs in cancer metastasis, cachexia and orphan diseases. To enable the
progression of a broad portfolio of programs, Galapagos has established risk
sharing alliances with big pharma companies in specific disease areas.

WuXi PharmaTech (Cayman) Inc.: The Company through its subsidiaries,
operates as a pharmaceutical, biotechnology, and medical device research and
development outsourcing company. The company provides laboratory services for
pharmaceutical companies, which include discovery and medicinal chemistry,
analytical chemistry, discovery biology, safety pharmacology, bioanalytical services,
process research, formulation, and toxicology services, as well as drug metabolism
and pharmacokinetics/absorption, distribution, metabolism, and excretion services.
Recently Charles River Laboratories International, Inc signed an agreement to
acquire WuXi Pharmatech.

Dyax Corp.: The Compnay's mission is to discover, develop, and commercialize
innovative biopharmaceuticals for unmet medical needs. The company utilizes its
proprietary drug discovery technology, known as phage display, to identify
antibody, small protein, and peptide compounds for clinical development.

Valuation

Having composed two groups of peer companies we calculated medians of the
companies’ multiples in each group, and equally weighted them in order to derive
the weighted medians of multiples. For the valuation of Phylogica we applied only
sales multiples. Based on our peer group valuation we derived a fair value of
Phylogica in the amount of AUD 30.9m. Most companies included in our peer group
valuation are much more mature than Phylogica in terms of market capitalisation
and sales. Therefore, following the conservative approach, we applied a 15%
discount to our peer group valuation. After this discount, the fair value of Phylogica
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amounts to AUD 26.2m, according to our peer group valuation. This results in a fair
value of AUD 0.11 per share. We initiate our coverage on Phylogica with price
target of AUD 0.11 per share and BUY recommendation.

Peer Group valuation: Multiples and derived valuation

Company name EV / EBIT EV / EBITDA EV / Sales
2010E 2011E 2012E 2010E 2011E 2012E 2010E 2011E 2012E

Peer group 1

AMYLIN PHARMACEUTICALS INC -39.3 -85.3 755 -107.4 54.7 16.5 3.6 2.9 2.4
NEKTAR THERAPEUTICS -55.4 -17.0 -59.3 -93.1 -25.1 n.a. 8.4 9.6 5.0
AFFYMAXINC -10.2 22.4 9.3 -9.5 8.1 na. 4.0 3.1 2.2
THERATECHNOLOGIES INC 23.1 43.0 9.9 40.3 154 8.5 8.4 7.7 6.9
NILE THERAPEUTICS INC -2.9 -3.2 n.a. n.a. n.a. n.a. 9.0 6.0 7.0
Average -16.9 -8.0 8.9 -42.4 13.3 12.5 6.7 5.8 4.7
Median -10.2 -3.2 9.6 =513 11.8 125 8.4 6.0 5.0

Weight: 50%

Peer group 2

WUXI PHARMATECH INC-ADR 19.8 164 153 134 111 90 39 32 28
GALAPAGOS NV 26.8 95 38 139 78 26 16 13 12
MORPHOSYS AG 20.4 167 118 139 117 90 22 20 18
EVOTEC AG 476 1224 1318 1142 457 265 39 31 27
DYAX Corp. 110 1416 77 -150 444 65 53 33 26
Average 17  -443 341 281 241 107 34 26 22
Median 19.8 95 118 139 117 90 39 31 26
Weight: 50%

Weighted Average 76 261 215 72 187 116 50 42 35
Weighted Median 48 31 107 187 117 107 62] 4as5]  3g
AUD m Sales

2009/10E 2010/11E 2011/12E

Phylogica Limited: Financial estimates

CBS Research 21 7.5 105
Applied multiples: Peer group median 6.2 45 3.8
Enterprise value (derived) 12.9 34.1 39.9
+ Excess cash and cash equivalents 3.1
- Financial debt -1.2
Fair value of equity from each multiple 14.8 36.0 41.8
Average of fair values of equity 30.9
Discountvs. Peer Group -15%
Average = Fair market capitalization 26.2
Number of shares (m) 235.8
Fair value per share (AUD) 0.11
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Company

Short profile

Incorporated in 2001 as a spin out from Telethon Institute for Child Health Biopharmaceutical
Research (Perth Australian) and Fox Chase Cancer Center (Philadelphia, USA), company founded in
Phylogica Limited (Phylogica) is a biopharmaceutical company focusing on the 2001

discovery, development and commercialization of Phylomer peptides. Phylomer
peptides constitute a unique proprietary class of targeted peptide therapeutics
discovered and developed by Phylogica, which are suitable for a wide range of
diseases targeting proteins and their interactions. Using its proprietary Phylomer
libraries, a highly diverse and complex collection of billions of Phylomer peptides,
the company engages in the discovery and validation of peptides for the
development of innovative therapeutic products, through relationships with
commercial partners and its in-house drug discovery programs. Phylogica's
Phylomer libraries provide a rich source of potent drug leads for a broad range of
disease targets.

Phylomer peptides exhibit competitive therapeutic, manufacturing, and commercial
advantages over other more traditional targeted biologics such as proteins,
monoclonal antibodies and most current therapeutic peptides. The hit to target
ratios from Phylomer libraries are high and the proportion of hits which are
functional, are also very high. Presently, Phylogica is located in Subiaco, Western
Australia, however, according to management the company is planning to establish
a presence in Europe in the course of this year.

Shareholder structure

The stock of the company is tightly held with top 12 shareholders that hold more Tightly held stock
than half of the company. The largest shareholder of Phylogica is Biotech Capital

Limited, an Australian Biotech Fund, which owns 12.35%. Australian Heritage

Group possesses 12.05% of the overall stake followed by Telethon Institute for

Child Health Research and Gateway Capital which own 8.74% and 2.89%

respectively. The remaining 63.97% of shares are in free float.

Shareholder structure

m Biotech Capital Limited (an Australian Biotech
Fund): 12.35%

B Australian Heritage Group (and assoicated
interests): 12.05%

u Telethon Institute for Child Health Research:
8.74%

63.97% Gateway Capital: 2.89%

2.89%

Free float:63.97%
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Management board

Dr Doug Wilson, Executive Chairman

Dr Doug Wilson is the former Senior Vice President for Medicine and Regulatory
Affairs for Boehringer Ingelheim, USA, overseeing all clinical research programmes
and interactions with FDA. During this period he was part of a lead team that saw
10 drugs complete successful NDAs and go onto the US market. He then became
responsible for the same functions world-wide at the Company’s head office in
Ingelheim, Germany. Dr Wilson was deputy chair for some years of the companys
International Medical Committee which oversaw all drugs in development globally
and would assess up to 50 or more projects on a regular basis. He chaired the
companys International Labeling Committee which oversaw all drug labeling and
safety for drugs around the world and was a core member of the companys
International Steering Committee which supervised the companys major financial
investments globally.

Since his return to New Zealand Dr Wilson has consulted with a number of biotech
groups in Australia, New Zealand and the USA and is also on the board of Neuren
Pharmaceutical.

Dr Paul Michael Watt, CEO and VP of Corporate Development)

Dr Watt is the CEO and VP of Corporate Development for Phylogica. He is key
inventor of Phylogica’'s drug discovery technologies, has published more than 40
papers, and has filed more than 19 patent applications. Specialising in drug
discovery biotechnology and experimental genetics, he has attracted over USD 5m
in research funding from Australia and the United States for the technology
underpinning Phylogica.

As a top graduate from the University of Western Australia, Dr Watt won a
Commonwealth Overseas Scholarship and completed his doctorate at the
University of Oxford. After Post Doctoral appointments at Oxford and Harvard
Universities, he returned to Western Australia in 1996 to work at the Telethon
Institute for Child Health Research. Dr Watt now holds an appointment at the
Institute as Honorary Research Fellow and adjunct Professor at the University of
Western Australia. He is also a non-executive director of a another publicly listed
biotechnology company.

Richard Hopkins, COO (Chief Operation Officer)

Richard Hopkins completed his PhD in Molecular Parasitiology before taking up a
postdoctoral appointment in yeast genetics at the Institute for Child Health
Research in Western Australia. His work focused on development of a novel class
of peptides, referred to as Phylomers, and the methods to integrate them into
various high throughput screening platforms such as yeast two hybrid and phage
display. More recently his work has focused on engineering peptide leads for drug
development. Dr Hopkins has published over 20 peer reviewed papers and is a co-
inventor on over 10 patent applications, several of which have been issued in the
US and Europe. Dr Hopkins is a founding member of Phylogica and is currently
employed Chief Operating Officer and VP Research.

Mr Harry Karelis, Non-Executive Deputy Chairman

Mr Harry Karelis is the founder and Managing Director of Titan Bioventures
Management Pty Ltd, the investment manager of one of the largest life-science
focused private equity funds in Australia. Mr Karelis was instrumental in
establishing and managing this company, called BioTech. He has led investments
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in drug discovery, regenerative medicine, medical devices and several other
technology platform areas. Mr Karelis graduated from the University of Western
Australia with a Bachelors and Honours Degree in Science, majoring in
Biochemistry and Microbiology. He also has a Masters in Business Administration.
He is an Associate of the Securities Institute of Australia, a Fellow of the Australian
Institute of Company Directors and has qualified as a Chartered Financial Analyst
(CFA) through the CFA Institute in the United States.

Mr Bruce Fielding McHarrie, Non-Executive Director

Mr Bruce McHarrie has been in the biotechnology industry for over 15 years.
Currently he is the Director of Finance and Business Development at the Telethon
Institute for Child Health Research in Western Australia. He is responsible for the
executive management of the Institute with a particular focus on commercialisation
activities. Mr McHarrie joined the Institute in 1999 after returning to Western
Australia from the UK, where he was Assistant Director in the Bioscience Unit at
Rothschild Asset Management. The Bioscience Unit focused on investing in
biotechnology and healthcare companies from the early start-up stage through to
the publicly listed stage. In this capacity Mr McHarrie was invited to join the Board
of a number of United Kingdom based biotechnology companies.

Prior to joining Rothschild Asset Management Mr McHarrie was with Coopers and
Lybrand in London, servicing a client base primarily in the financial services
industry. He holds a Bachelor of Commerce Degree from the University of Western
Australia and qualified as a Chartered Accountant with Deloittes.

Mr Anthony Barton, Non-Executive Director

Mr Anthony Barton has been a continued supporter of the company since inception,
and is currently a substantial shareholder. Mr Barton is Executive Chairman of
investment company Australian Heritage Group and brings to the board over 30
years experience encompassing capital markets, corporate finance, funds
management and venture capital.

Nick Woolf, Non-Executive Director

Nick Woolf, age 40, has held most recently roles of Chief Business Officer and
executive director at a London Stock Exchange Listed Biotechnology company. Mr
Woolf has extensive experience in investment banking and equity research in the
biotechnology and pharmaceutical sectors, including roles at ABN AMRO, where
he was a Director and Head of European Biotechnology Research, Vice President
and Senior European Biotechnology Analyst at Robertson Stephens, and was
previously at Nomura and SBC Warburg. Mr Woolf is a qualified FCCA accountant
and holds an MA in Chemistry from the University of Oxford.
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Business model and strategy

In distinction to numerous traditional biotechnological companies that develop drug
candidates up to the late clinical stages (which are very costly and require
considerable and permanent capital injections), Phylogica focuses on the discovery
and optimization of drug leads at early stages and does not engage in a full-scale
drug development.

Overall, Phylogica‘s business model is based on two main pillars: Early stage
partnering and licensing of its internal drug pipeline. This hybrid business model,
which Phylogica adopted in 2009, allows the company to generate revenues on the
short term on a fee for services basis and aiming to generate revenues on the long
term by building an own discovery program for specific diseases and forming
strategic alliances with big pharma companies. This alternative approach in drug
development appeared to be very effective and such successful biotech equity
stories as MorphoSys or Galapagos which deploy similar business models have
demonstrated that biotech business can also be sustainable on relatively early
stages. With this hybrid model, Phylogica can build long term value though
progressive deals that extends its down-stream rights to milestones and royalties
with co-development options. Similarly, the cash flow from its fee-for-services
business can fund in-house drug discovery programs.

Early stage partnering and licensing. The company seeks collaborations with
pharmaceutical and biotechnology companies with the aim of discovering and
optimising drug leads which are capable to block certain targets given by the
partner. A standard partnership deal implies upfront fees, contract discovery
payments, milestone payments and royalties on resultant compounds. In terms of
timelines it takes approximately one year to complete the research phase (contract
drug discovery). Thus, in the frameworks of a collaboration agreement Phylogica’s
activity covers discovery and optimisation stages. Starting from preclinical phase,
the partner takes over the development of the identified compound.
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In the short term this discovery-focused business model allows the company to
generate revenue at the outset in the form of upfront license fees and agreed
milestone payments upon achievement of certain results. In the mid and long term
revenue could be generated in the form of further milestones (from later phases of
clinical trials) and royalties (single digit % from partner's sales) in the case of
successful outcomes of clinical trials achieved by the potential partner. Starting

Reducing risk by
utilising hybrid
business model
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from preclinical phase, the partner will bear all further costs associated with clinical
trials. Thus, Phylogica essentially reduces risk in its business model as the financial
and clinical trial success risks remain with the customer not Phylogica.

Licensing of its internal drug pipeline. On the basis of its proprietary Phylomer
library, Phylogica also develops an internal drug pipeline which presently comprises
of two programs: antimicrobials for treating multi-drug resistant hospital infections
and anti-inflammatories (CD40L program extracellular). Regarding these two
programs, Phylogica aims to reach a preclinical license. The company does not
disclose the possible deal terms for either of these programs, however given the
industry norms, 7-8 figures for such deals could be expected. According to
management, two companies have already expressed interest in licensing these
programs and are awaiting results of pharmacokinetic and pharmacodynamic
studies.
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Technology platform

Phylomer peptides

Phylogica has discovered and developed a unique proprietary class of targeted
peptide therapeutics called Phylomer peptides. Phylomers are suitable for a wide
range of diseases, targeting proteins and their interactions. Phylomer peptides are
derived from biodiverse natural sequences which have been selected by evolution to
form stable structures which can bind tightly and specifically to disease related target
proteins. Suitable targets for Phylomer blockade include protein interactions that
promote multiple diseases, such as infections, cancer, autoimmunity and heart
disease. Phylomer peptides can have drug-like properties including specificity,
potency and thermal stability, and are capable of being produced by synthetic or
recombinant manufacturing processes. Phylomers are also readily formulated for
administration by a number of means, including parenteral or intranasal delivery.

Blocking disease interaction with Phylomer

Protein B Protein A

Disease
interaction

Phylomer
peptide

X

Disease
interaction

Protein A

Protein B

Phylomer libraries

The underlying value of the Phylogica technology lies in its vast collections or so-
called “Phylomer libraries”. Phylomer libraries are the company’s main value
generating asset, which is its most structurally diverse peptides library available in
a size of several billion peptides from thousands of structural (shape) families.
Presently Phylogica has the most structurally diverse biologics discovery libraries
available, which enables the company to obtain more hits of superior quality
against a wide variety of targets. In essence this vast structural diversity amounts to
a greater variety of distinct shapes which accounts for the high hit-rates observed
against multiple drug targets.

The Phylomer library consists of protein fragments, which have been sourced
exclusively from an evolutionary diverse range of bacterial genomes and provide a
rich source of high affinity peptide disruptors of protein interactions and binders of
protein targets. One of the most striking feature of Phylomer libraries panel, is that
each of these libraries comprise an enormously diverse collection of stable protein
segments (Phylomer peptides) representing billions of potential drug leads against
intracellular, extracellular and phenotypic targets. Depending on the nature of the

www.cbseydlerresearch.ag

@ Close Brothers

Phylomers: Unique
proprietary class of
targeted peptide
therapeutics

The most structurally
diverse peptides
library available in a
size of several billion
peptides

Phylogica utilizes a
number of variants of
the Phylomer libraries
for screening which
are tailor made to a
particular target type

Close Brothers



Phylogica Limited

target - be it extracellular or intracellular, Phylogica utilizes a number of variants of
the Phylomer libraries for screening which are tailor made to a particular target
type. These primary leads can have low nanomolar to picomolar target affinities,
which can be further enhanced by standard affinity maturation technologies.

Drug discovery process with Phylomers

Creating new drugs starts with testing a large range of possible compounds for
their effects on a certain disease for their capacity to bind tightly to disease-
associated drug targets. Once a few likely prototypes are determined they are
modified to improve their drug attributes and then taken through an extended
maturation, manufacturing and testing program in animals and humans before final
approval and marketing. While this is a long and expensive process, Phylogica
works only on the first stage, discovering the prototypes from its own huge
reservoirs of possible drugs.

Phylogica has refined the process of drug discovery by using the Phylomer libraries
and integrating this technology with high throughput screening platforms such as
Phage Display and Yeast-two-hybrid. These screening techniques facilitate rapid
sampling of the extensive Phylomer libraries for the structures and shapes that
most efficiently bind a protein or disrupt specific protein interaction. This allows
Phylogica to target and disrupt protein interactions that are important mediators of
diseases.

Competitive advantages of Phylomers over other biologics

Phylogica’s approach to developing peptide-based therapeutics confers many
advantages over conventional strategies for biopharmaceutical drug development.
Below we have briefly outlined most notable competitive advantages of Phylomers
over other conventional therapies.

Very small size: One of the most important advantageous features of Phylomers is
their small sizes compared to other biologics such as antibodies and even domain
antibodies or nanobodies. Therefore Phylomers can be delivered into cells, that is,
they are able to screen against targets inside and outside disease cells. Further,
small size enables Phylomer peptides to penetrate tissue better, which could offer
advantages in therapy of solid tumours and in drug delivery (see below). An ability
to be active against intracellular targets is one of the key advantages of Phylomer
peptides over competing protein based biologics like antibodies. This opportunity to
access a much larger target space with biologics is the basis of Phylogica's
collaboration with Roche.

Greater structural diversity: Phylomers are more complex structurally and occupy
larger surface areas, allowing efficient binding to a more diverse array of targets.
Phylogica’s current Phylomer® libraries have a total complexity of ~50 billion clones
which is comparable with the numerical complexity of random peptide or antibody
Fab fragment libraries, but with a much higher structural diversity.

High thermal stability: One of the drawbacks of conventional peptides compared
to small molecules is that they are relatively less stable. However, Phylomer
peptides are derived from sub domains of natural proteins, which make them
potentially more stable than conventional short random peptides or large, multi-
domain proteins. Thus, Phylomers demonstrated to be highly stable (>6months at -
20 and >2 months at room temperature in a buffer solution).
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Patient friendly delivery: Lower molecular weight allows peptides to be
administered by non-injectable means (Nasal, inhalable, oral and bucal delivery).
Patient-friendly delivery has been shown to be a key driver of increased market
share over less patient friendly injectables (eg. calcitonin).

Lower cost manufacturing: In comparison to other types of biologics, such as
antibodies, peptides can be made synthetically at low cost. However, compared to
small molecules peptides are normally more expensive to synthesize

Far better hit rate: Phylomer libraries provides substantially higher hit rates than
with conventional random peptide libraries.

Access to targets inside as well as outside cells: Access to targets inside as
well as outside cells. One of the key advantages of Phylomer peptides over
competing protein based biologics like antibodies is that they have been shown to
be active against intracellular targets. This opportunity to access a much larger
target space with biologics is the basis of Phylogica's collaboration with Roche.
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Intellectual property

Phylogica has its own unique area of discovery space well protected by 16 patent
families covering the markets of US, Europe, Japan and Australia. Phylogica’s
patent families cover methods of making the Phylomer® peptide libraries, methods
of screening them and composition-of-matter claims for Phylomer® libraries and
individual Phylomer® peptides discovered for therapeutic and diagnostic
applications.

On 2 March 2010 Phylogica announced that it had achieved a major patent
milestone for Phylomer Peptide Libraries, which consolidates Phylogica’s
dominance over the novel Phylomer peptide class. Currently Phylogica has
constructed libraries containing billions of distinct Phylomers from thousands of
structural families. This new patent establishes ownership of Phylomer libraries
which can potentially encode trillions of distinct compounds from a plethora of
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biodiverse sources. The ownership extends beyond methods of constructing and
screening Phylomer libraries, to include granted composition-of-matter claims
covering the libraries themselves.

Partnership agreements

Phylogica has established relationships with several multinational pharmaceutical
and biotechnology companies and world-class research institutes including: Roche,
Isogenica, Aegis Therapeutics, Opsona Therapeutics, Australian Neuromuscular
Research Institute, Baker Heart Research Institute, Fox Chase cancer Center and
Massachusetts General Hospital, McComb Foundation Mimotopes, Murdoch
University, Swiss Institute of Allergy & Asthma Research, University of Melbourne,
University of Tasmania, University of Western Australia and the MRC Hutchison
Institute of Cambridge University.

From our point of view the partnership with Roche (Europe's largest
Pharmaceutical company), which was signed in December 2009 and is currently
ongoing, has a particular importance for the company. The agreement signed with
Roche is to evaluate Phylogica’s proprietary Phylomer® technology in transporting
large molecules to attack disease targets within cells. The deal terms were not
publicly disclosed; therefore at the moment it is difficult to quantify the potential of
this alliance. Nevertheless, this seems to be a considerable achievement for
Phylogica. This deal provides validation of the company’s technology platform
potential, given that Roche is very selective in choosing its development partners
and is the world's largest player in the biologics space.

Presently, Phylogica is involved in negotiations with 12 companies, some of which
are approaching the final stage. According to the management, in the near future
Phylogica is expecting to conclude two more deals: 1) with a top 5 pharma
company within 6 months and 2) with a top 10 pharma company in 2-3 months.
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Market environment

Biologics vs conventional drugs

Presently, pharmaceutical industry is increasingly using biological or Biologics are forecast
biotechnological products for drug development. The biologics are generally to grow faster than
composed of large, complex proteins which may or may not be glycosylated and small molecules...

are of human, plant or animal origin. Although the conventional, small-molecule
drugs account for the lion’s share of overall drug market and will continue to hold a
larger market share, in terms of growth this segment is expected to be in low single
figures, whereas biologics or biopharmaceuticals, as they are commonly called, are
forecast to grow at 7-10% CAGR per annum, according to numerous sources.

Analysis of global drug sales 2000-2014E: Breakdown by technology

Sales by technology (USD bn) 2000 2008 2014E| CAGR 2008-14E
Biotechnology 28 108 169 7.7%
% of total sales 9.0% 16.8% 22.9%
Conventional 222 408 406 -0.1%
% of total sales 71.6% 63.5% 55.0%
Other unclassified sales 60 127 163 4.2%
% of total sales 19.4% 19.8% 22.1%
Total global drug sales 310 643 738 2.3%
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Study by EvaluatePharma shows that the overall pharmaceutical markets is ...however small
expected to grow with 2.3%. This upward trend will be mostly driven by biotech molecules will still
products which are expected to grow with CAGR 7.7% per annum, generating dominate the market

revenues of USD 169bn in 2014E (2008: USD 108bn) rapidly closing the gap on
small molecule drugs. However, despite a dramatic shift towards biotech, the
analysis also illustrates that in overall value terms, small molecule drugs will still
account for the bulk of the overall pharmaceutical market, generating revenues of
USD 406bn in 2014E, compared to USD 169bn for biotech products. Nevertheless,
the shift to biotech products as the industry’s growth driver stimulates big
pharmaceutical companies to access biotech platforms more intensively (Source:
EvaluatePharma’s World Preview 2014; 17 June 2009).
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Peptides market

The peptide market is growing nearly twice as fast as the overall pharmaceutical
market due to an increased number of therapeutic targets and improved delivery
methodologies. There are 67 therapeutic peptides on the market, 150 in clinical
phases, 400 in advance pre-clinical stages. Over 100 pharmaceutical and biotech
companies are active in the peptide field. (Source: Peptides for youth/ Advances in
experimental medicine and biology/ Volume 611/ 2009)

In comparison to traditional biologics, peptides have a number of advantages: They
are small, easily optimized, and can be quickly investigated for therapeutic
potential. Moreover there are several approved patient-friendly intransal
formulations of peptides (eg. Calcitonin, Vasopresin, GNRH), while there are no
such non-injectable protein drugs like antibodies on the market. However, peptide
drug discovery has been slowed by the extremely short half-life and limited
bioavailability of these molecules.

According to the Peptide Therapeutic Foundation, the average number of new
candidates entering study per year has steadily increased and totaled at average
16.8 per year 2000-2008 (See graph below). During this period, peptides entering
the study were most frequently treatments for cancer (18%) and metabolic
disorders and (17%). However, decreases were observed in the study of peptides
as treatments for allergy and immunological disorders, as well as for cardiovascular
disease. (Source: Development trends for therapeutic peptides/ Peptide
Therapeutic Foundation/ 2010).
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Peptides have emerged as a therapeutically and commercially important class of
drugs. Due to the potential this segment holds, peptides-specific companies utilize
various business models to tap into this market. Particularly, given that presently
pharmaceutical companies are unable to generate the large number of drug
candidate compounds in-house, there is an increasing trend for outsourcing of drug
discovery research to biotechnology companies with a highly specific focus on
biologics including peptides. Thus, the increasing demand for contract
manufacturing and discovery services created a niche opportunity for peptides in
the market.

Approved peptide drugs

The study by Peptide Therapeutic Foundation showed that presently there are four
peptide products that have reached global sales over USD 1bn: Copaxone; USD
3.18bn, Lupron; USD 2.12bn, Zoladex; USD 1.14bn, and Sandostatin; USD 1.12bn.

Increasing demand for
contract
manufacturing and
research services

Four peptide-based
blockbuster drugs
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In addition, Byetta and Forteo are nearing the USD 1bn benchmark, with global
sales of USD 751 and USD 780m, respectively, in 2008. The majority of peptide
candidates targets extracellular molecules, with less than 10% known to bind
intracellular targets. (Source: Development trends for therapeutic peptides/ Peptide
Therapeutic Foundation/ 2010).

Approved peptide-based drugs: FDA approvals 2001-2008

FDA apporval year] Therapeutic Subcategory

Johnson and Johnson Nesiritide Natrecor, Noratak 2001 Cardiac therapy

Lily Teriparatide Forteo 2002 Bone calcium regulators

Trimeris Enfuvirtide Fuzeon 2003 Anti-virals

Praecis Abarelix Plenaxis 2003* Hormone therapies

Elan Ziconotide Prialt 2004 Non-narcotic analgesics

Amylin Pramlintide Symlin 2005 Anti-diabetics

Amylin Exenatide Byetta 2005 Anti-diabetics

Ipsen Lanreotide Somatuline, Angiopeptin 2007 Pituitary & Hypothalamic hormones
Amgen Romiplostim Nplate 2008 Other haemotologicals

Ferring Degarelix Firmagon 2008 Hormone therapies

Today almost all pharmaceutical companies include peptides or peptide-like drugs
in their pipelines. Some companies like Novo Nordisk have shifted their discovery
and development efforts almost entirely to peptides. Nevertheless, there are a few
companies which focus exclusively on peptides. This coupled with the rising
demand for peptides creates premises for the huge growth potential in this
segment. However, it should be noted that although numerous technical challenges
associated with the use of peptides as drugs have been overcome over the last
years, companies still have to address the issues involved in synthesis of complex
peptides and the considerable capital expenditure involved.

Virtually all of the large peptides in clinical development come from natural peptides Phylogica addresses
(eg. hormones) or derivatives from natural peptides or fragments of proteins. Few the limitation of
large peptide drug candidates have come from combinatorial libraries of random traditional peptide
peptide sequences, highlighting a limitation of traditional peptide discovery. This is discovery

one of the key limitations which Phylogica is addressing.
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Financials

H1 2009/10

According to consolidated interim financial statement of the Company for the six 1H 2009/10: Lower
months (ending 31 December 2009), revenues amounted to AUD 80.9k (PY: AUD revenue but improved
558.6k). Contract research costs declined by 14.6% to AUD -850.9k in 1H/2009/10 EBIT

(PY: AUD -996.9k), whereas personnel expenses totaled AUD -706.9k in
1H/2009/10 (PY: AUD -640.1k) which corresponds to an increase of 10.4%. Overall
despite decreased top line, EBIT improved from AUD -2,930.2k in 1H/2008/09 to
AUD -2,427.4k in 1H/2009/10. This improvement is mainly explained by the fact
that in 1H 2008 the operating profit was burdened by impairment costs.

Half year ended 31 december 2009 AUD 1,000 1H/2009/10  1H/2008/09

Total revenue 80.9 558.6
YoY growth -85.5% n/a
Contract research costs -850.9 -996.9
YoY grow th -14.6% n/a
Personnel expenses -706.9 -640.1
YoY growth 10.4% n/a
Depreciation, amortization & impairment -27.1 -937.6
YoY growth -97.1% n/a
Other operating expenses -923.4 -914.3
YoY grow th 1.0% n/a
EBIT -2,427.4 -2,930.2
YoY growth -17.2% n/a
Netinterestincome 43.8 71.9
YoY growth -39.1% n/a
Loss for the period before taxes -2,383.6 -2,858.4
YoY grow th -16.6% n/a
Taxes 0.0 0.0
YoY growth 0.0% n/a
Loss for the period -2,383.6 -2,858.4
YoY growth -16.6% n/a
Basic loss per share (in cents) -1.1 -1.7
The assets of the company mainly consist of cash and cash equivalents. On 8 The bulk of assets
December 2009 Phylogica completed fund raising to the tune of AUD 2.0m. Thus, consist of cash and
despite some cash burn the company managed to its keep cash position relatively cash equivalents

stable, which totaled AUD 3,073.5k as of 31 December 2009 (30 June 2009: AUD
3,072.9k). Phylogica’s non-current assets comprise of property plant and
equipment in the amount of AUD 66.4k. The company does not have any intangible
assets, as it is board policy that all patent application and patent administration
costs be expensed.

At the end of 2009, non-current liabilities mainly consisted of interest bearing
liabilities AUD 1,180.4k. Burdened by accumulated losses, the shareholder’s equity
of the company totaled AUD 1,600.0k, as of 31 December 2009 (30 June 2009:
AUD 1,911.2k), which corresponds to an equity ratio of 43.9% (30 June 2009:
54.8%). Current liabilities came in at AUD 846.3k on 31 December 2009 (30 June
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2009: AUD 534.7k). This increase is primarily attributable to deferred income from
the deal with Roche.

Balance sheet structure

31June 2009 31 December 2009
5 —CET—
341.6 507.3

1,600.0
1,911.2

1,201.0
1,041.3

Assets Equity and liabilities Assets Equity and Liabilities
® Cash and cash equivalents Trade and other recivables ® Cash and cash equivalents Trade and other recivables
H Property plantand equipment ® Currentliabilities H Property plantand equipment ® Currentliabilities
Non-currentliabilities Equity Non-currentliabilities Equity

Financial forecasts

Presently, the company has one deal active which was signed with Roche in New deals are
December 2009. According to management, in the near future Phylogica is expected in the near
expecting to sign two more deals: 1) with a top 5 pharma company within 6 months term

and 2) with a top 10 pharma company in 2-3 months. Therefore, for 2009/10E
(ending 30 June) we expect Phylogica to generate AUD 2.1m, which should mostly
be related to the deal with Roche and the second deal which we expect to be
signed in 2009/10E (Assumed upfront payment per deal: AUD 0.5m and contract
discovery payment: AUD 1m). For 2010/11E we assumed that 3 deals will be
signed which should contribute the top line with upfront and contract discovery
payments from each deal.

It is also realistic to expect that the company will outlicense one of its internal Additional upside from
preclinical programs CD40L in 2010/11E. As the deal terms regarding internal internal preclinical
programs are not disclosed we conservatively assumed that upfront payment from programs

this program will be approx. AUD 3.0m. However, given the industry standards the
upfront payment from preclinical programs might be much higher. For 2011/12E we
expect sales to reach AUD 10.5m which should be generated from 5 deals, that we
expect to be signed in the mentioned year and from the second internal program
(Antimicrobials) that we expect to be outlicensed in 2011/12E. For antimicrobials
program we also assumed a conservative upfront payment of AUD 3.0m.

Adhering to a conservative approach we did not assume any milestone payments
that might arise upon achievement of certain results. Therefore, the occurrence of
such payments will represent a pure upside for the company. Additionally,
Phylogica together with MRC Hutchinson are planning to apply for grant in the
amount of GBP 1m in the near future, which should also contribute company’s
revenue.
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Revenue and EBIT projection 2008/09-2011/12E
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According to our estimation, in 2009/10E company’s EBIT will be negative totaling High EBIT margins are
AUD -2.8m. However, we expect that Phylogica will achieve a break even by the expected from
end of 2010/11E neutralizing cash burn and reaching positive operating result. 2010/11E onwards

Concerning operating expenses we expect that the bulk of costs will be related to
contract research costs and personnel expenses. It should be mentioned that
despite expected high growth of revenue in the near future, contract research costs
will increase only moderately as they primarily comprise of fixed costs, and the
addition of new deals result in just moderate increase of contract research costs.
Given the company’s business model, for 2010/11E and 2011/12E we expect EBIT
margins to be quite high reaching 26.1% and 31.7% respectively.

Operating costs projection 2008/09-2011/12E
3.0 +
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Phylogica Limited

Profit and loss account

@ Close Brothers

AUD 1,000 2008/09 2009/10E 2010/11E 2011/12E
Total revenues 1,274.9 2,079.7 7,500.0 10,500.0
YoY growth -99.9% 63.1% 260.6% 40.0%
Contract research costs -1,700.9 -1,700.0 -2,000.0 -2,625.0
Personnel expenses -1,279.5 -1,300.0 -1,350.0 -1,946.7
Depreciation, amortization & impairment -1,006.8 -49.0 -46.0 -44.0
Professional senices -330.7 -330.0 -400.0 -560.0
Travel and accommodation -126.2 -183.0 -220.0 -220.0
Licenses -20.6 -15.0 -20.0 -20.0
Intellectual property maintenance -353.4 -290.0 -350.0 -380.0
Laboratory consumables -770.3 -700.0 -800.0 -1,000.0
Occupancy costs -67.9 -60.0 -80.0 -80.0
Other expenses -214.0 -260.0 -280.0 -300.0
EBIT -4,595.3 -2,807.3 1,954.0 3,324.3
Interest income 104.4 92.2 90.9 109.5
EBT (Earnings before income taxes) -4,490.9 -2,715.1 2,044.9 3,433.8
Income taxes 0.0 0.0 0.0 -515.1
Net income/loss -4,490.9 -2,715.1 2,044.9 2,918.7
Weighted average number of shares
outstanding (in thousands) 215,751.8 235,751.8 235,751.8 235,751.8
Basic net profit per share in AUD (cents) -2.75 -1.15 0.87 1.24
Diluted net profit per share in AUD (cents) -2.75 -1.15 0.87 1.24
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Phylogica Limited

Balance Sheets

@ Close Brothers

AUD 1,000 2008/09 2009/10E 2010/11E 2011/12E
Assets

Noncurrent assets 72.7 108.1 152.1 148.1
as % of total assets 2.1% 3.1% 3.0% 1.9%
Property, plant and equipment 72.7 108.1 152.1 148.1
Current assets 3,414.5 3,336.2 4,871.7 7,794.4
as % of total assets 97.9% 96.9% 97.0% 98.1%
Cash and cash equivalents 3,072.9 2,986.2 4,521.7 7,444.4
Trade and other receivable 341.6 350.0 350.0 350.0
Total assets 3,487.2 3,444.3 5,023.8 7,942.5

Shareholders” equity and liabilities
Shareholder's equity 1,911.2 1,268.5 3,313.4 6,232.0
as % of total equity and liabilities 54.8% 36.8% 66.0% 78.5%
Issued capital 20,093.3 21,973.3 21,973.3 21,973.3
Resenves 670.6 862.9 862.9 862.9
Accumulated losses -18,852.7 -21,567.8 -19,522.9 -16,604.2
Current liabilities 534.7 974.4 509.0 509.0
as % of total equity and liabilities 15.3% 28.3% 10.1% 6.4%
Trade and other payables 439.0 439.0 439.0 439.0
Non interest-bearing liabilities 0.0 0.0 0.0 0.0
Employee benefits 51.7 70.0 70.0 70.0
Deferred government grants and unearned income 44.0 465.3 0.0 0.0
Noncurrent liabilities 1,041.3 1,201.5 1,201.5 1,201.5
as % of total equity and liabilities 29.9% 34.9% 23.9% 15.1%
Employee benefits 135 21.0 21.0 21.0
Interest bearing liabilities 1,027.8 1,180.5 1,180.5 1,180.5
Total equity and liabilities 3,487.2 3,444.3 5,023.8 7,9425
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Phylogica Limited

Cash flow statement

AUD 1,000  2008/09 2009/10E 2010/11E 2011/12E

Net result for the period -4,490.9 -2,715.1 2,044.9 2,918.7
Depreciation, amortisation & impairment 1,006.8 49.0 46.0 44.0
Loss on disposal 0.0 0.0 0.0 0.0
Share based payment expense 77.6 245.0 0.0 0.0
Increase/ decrease in provisions for employee
entitlements -253.2 25.8 0.0 0.0
Increase/ decrease in payables and deferred
income -192.1 421.3 -465.3 0.0
Increase/ decrease in receivable and
prepayments -27.3 -8.4 0.0 0.0

Net cash used in operating activites -3,879.1  -1,982.3 1,625.5 2,962.7
Acquisitions of prorperty, plant and equipment 5.4 -100.0 -90.0 -40.0
Proceeds from sale property of property, plant
equipment 0.0 15.6 0.0 0.0

Net cash used in investing activities 5.4 -84.4 -90.0 -40.0
Cash acquired on acquisition of subsidiary 80.1 0.0 0.0 0.0
Proceeds from the issue of conwertible notes 1,240.0 0.0 0.0 0.0
Proceeds from the issue of share capital 2,600.0 2,000.0 0.0 0.0
Payments on transaction costs -194.8 -120.0 0.0 0.0
Proceeds from borrowings 0.0 100.0 0.0 0.0

Net cash from financing activities 3,725.4 1,980.0 0.0 0.0

Net increase/ decrease in cash and cash equivalents -159.2 -86.7 1,535.5 2,922.7

Cash and cash equivalents at 1 July 3,232.1 3,072.9 2,986.2 4,521.7

Cash and cash equivalents at June 30 3,072.9 2,986.2 4,521.7 7,444.4
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Disclaimer and statement according to § 34b German Securities Trading Act
(“Wertpapierhandelsgesetz”) in combination with the provisions on financial analysis
(“Finanzanalyseverordnung” FinAnV)

This report has been prepared independently of the company analysed by Close Brothers Seydler Research AG
and/ or its cooperation partners and the analyst(s) mentioned on the front page (hereafter all are jointly and/or
individually called the ‘author’). None of Close Brothers Seydler Research AG, Close Brothers Seydler Bank AG or
its cooperation partners, the Company or its shareholders has independently verified any of the information given in
this document.

Section 34b of the German Securities Trading Act in combination with the FinAnV requires an enterprise preparing a
security analysis to point out possible conflicts of interest with respect to the company that is the subject of the
analysis.

Close Brothers Seydler Research AG is a majority owned subsidiary of Close Brothers Seydler Bank AG (hereafter
"CBS’). However, Close Brothers Seydler Research AG (hereafter "CBSR") provides its research work independent
from CBS. CBS is offering a wide range of Services not only including investment banking services and liquidity
providing services (designated sponsoring). CBS or CBSR may possess relations to the covered companies as
follows (additional information and disclosures will be made available upon request):

a. CBS holds more than 5% interest in the capital stock of the company that is subject of the analysis.

b. CBS was a participant in the management of a (co)consortium in a selling agent function for the issuance of
financial instruments, which themselves or their issuer is the subject of this financial analysis within the last
twelve months.

c. CBS has provided investment banking and/or consulting services during the last 12 months for the company
analysed for which compensation has been or will be paid for.

d. CBS acts as designated sponsor for the company's securities on the basis of an existing designated
sponsorship contract. The services include the provision of bid and ask offers. Due to the designated
sponsoring service agreement CBS may regularly possess shares of the company and receives a
compensation and/ or provision for its services.

e. The designated sponsor service agreement includes a contractually agreed provision for research services.

CBSR and the analysed company have a contractual agreement about the preparation of research reports.

CBSR receives a compensation in return.

g. CBS has a significant financial interest in relation to the company that is subject of this analysis.

—

In this report, the following conflicts of interests are given at the time, when the report has been published: d, f

CBS and/or its employees or clients may take positions in, and may make purchases and/ or sales as principal or
agent in the securities or related financial instruments discussed in this analysis. CBS may provide investment
banking, consulting, and/ or other services to and/ or serve as directors of the companies referred to in this analysis.
No part of the authors compensation was, is or will be directly or indirectly related to the recommendations or views
expressed.

Recommendation System:
Close Brothers Seydler Research AG uses a 3-level absolute share rating system. The ratings pertain to a time
horizon of up to 6 months:

BUY: The expected performance of the share price is above +10%.
HOLD: The expected performance of the share price is between 0% and +10%.
SELL: The expected performance of the share price is below 0%.

Recommendation history over the last 12 months for the company analysed in this report:

Date Recommendation Price at change date Price Target

17.05.2010 BUY AUD 0.08 AUD 0.11

Risk-scaling System:
Close Brothers Seydler Research AG uses a 3-level risk-scaling system. The ratings pertain to a time horizon of up
to 6 months:

LOW: The volatility is expected to be lower than the volatility of the benchmark
MEDIUM: The volatility is expected to be equal to the volatility of the benchmark
HIGH: The volatility is expected to be higher than the volatility of the benchmark

The following valuation methods are used when valuing companies: Multiplier models (price/earnings, price/cash
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flow, price/book value, EV/Sales, EV/EBIT, EV/EBITA, EV/EBITDA), peer group comparisons, historical valuation
approaches, discounting models (DCF, DDM), break-up value approaches or asset valuation approaches. The
valuation models are dependent upon macroeconomic measures such as interest, currencies, raw materials and
assumptions concerning the economy. In addition, market moods influence the valuation of companies.

The figures taken from the income statement, the cash flow statement and the balance sheet upon which the
evaluation of companies is based are estimates referring to given dates and therefore subject to risks.

These may change at any time without prior notice.

The opinions and forecasts contained in this report are those of the author alone. Material sources of information for
preparing this report are publications in domestic and foreign media such as information services (including but not
limited to Reuters, VWD, Bloomberg, DPA-AFX), business press (including but not limited to Bérsenzeitung,
Handelsblatt, Frankfurter Allgemeine Zeitung, Financial Times), professional publications, published statistics, rating
agencies as well as publications of the analysed issuers. Furthermore, discussions were held with the management
for the purpose of preparing the analysis. Potentially parts of the analysis have been provided to the issuer prior to
going to press; no significant changes were made afterwards, however. Any information in this report is based on
data considered to be reliable, but no representations or guarantees are made by the author with regard to the
accuracy or completeness of the data. The opinions and estimates contained herein constitute our best judgment at
this date and time, and are subject to change without notice. Possible errors or incompleteness of the information do
not constitute grounds for liability, neither with regard to indirect nor to direct or consequential damages. The views
presented on the covered company accurately reflect the personal views of the author. All employees of the author's
company who are involved with the preparation and/or the offering of financial analyzes are subject to internal
compliance regulations.

The report is for information purposes, it is not intended to be and should not be construed as a recommendation,
offer or solicitation to acquire, or dispose of, any of the securities mentioned in this report. Any reference to past
performance should not be taken as indication of future performance. The author does not accept any liability
whatsoever for any direct or consequential loss arising from any use of material contained in this report. The report
is confidential and it is submitted to selected recipients only. The report is prepared for professional investors only
and it is not intended for private investors. Consequently, it should not be distributed to any such persons. Also, the
report may be communicated electronically before physical copies are available. It may not be reproduced (in whole
or in part) to any other investment firm or any other individual person without the prior written approval from the
author. The author is not registered in the United Kingdom nor with any U.S. regulatory body.

It has not been determined in advance whether and in what intervals this report will be updated. Unless otherwise
stated current prices refer to the closing price of the previous trading day. Any reference to past performance should
not be taken as indication of future performance. The author maintains the right to change his opinions without
notice, i.e. the opinions given reflect the author’s judgment on the date of this report.

This analysis is intended to provide information to assist institutional investors in making their own investment
decisions, not to provide investment advice to any specific investor.

By accepting this report the recipient accepts that the above restrictions are binding. German law shall be applicable
and court of jurisdiction for all disputes shall be Frankfurt am Main (Germany).

This report should be made available in the United States solely to investors that are (i) "major US institutional
investors" (within the meaning of SEC Rule 15a-6 and applicable interpretations relating thereto) that are also
"qualified institutional buyers" (QIBs) within the meaning of SEC Rule 144A promulgated by the United States
Securities and Exchange Commission pursuant to the Securities Act of 1933, as amended (the "Securities Act") or
(ii) investors that are not "US Persons" within the meaning of Regulation S under the Securities Act and applicable
interpretations relating thereto. The offer or sale of certain securities in the United States may be made to QIBs in
reliance on Rule 144A. Such securities may include those offered and sold outside the United States in transactions
intended to be exempt from registration pursuant to Regulation S. This report does not constitute in any way an offer
or a solicitation of interest in any securities to be offered or sold pursuant to Regulation S. Any such securities may
not be offered or sold to US Persons at this time and may be resold to US Persons only if such securities are
registered under the Securities Act of 1933, as amended, and applicable state securities laws, or pursuant to an
exemption from registration.

This publication is for distribution in or from the United Kingdom only to persons who are authorised persons or
exempted persons within the meaning of the Financial Services and Markets Act 2000 of the United Kingdom or any
order made there under or to investment professionals as defined in Section 19 of the Financial Services and
Markets Act 2000 (Financial Promotion) Order 2005 and is not intended to be distributed or passed on, directly or
indirectly, to any other class of persons.

This publication is for distribution in Canada only to pension funds, mutual funds, banks, asset managers and
insurance companies.

The distribution of this publication in other jurisdictions may be restricted by law, and persons into whose possession
this publication comes should inform themselves about, and observe, any such restrictions. In particular this
publication may not be sent into or distributed, directly or indirectly, in Japan or to any resident thereof.
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Responsible Supervisory Authority:

Bundesanstalt fiir Finanzdienstleistungsaufsicht (BaFin, Federal Financial Supervisory Authority)
Graurheindorferstrale 108

53117 Bonn

and

Lurgiallee 12
60439 Frankfurt

@ Close Brothers

Schillerstrasse 27 - 29

60313 Frankfurt am Main
www.cbseydlerresearch.ag
Tel.: 0049 - (0)69 - 97 78 45 60
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