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INVESTMENT DATA Avexa (AVX) Speculative Buy
Share Price $0.37 l .
. Upcoming Phase 2b trial results

Issued Capital

Ordi Sh 406.0: . ios . . .

rainary shares m Likely to be a positive result given previous trial data

Options 14.8m

Fully Diluted 420.8m AVXexpect to release the final set of Phase llb clinical trial results next month. The data will
Market Capitalisation $155.7m  De based on patients who have been treated with ATC for the last two years or more. In
52 Week Low/High $023/5099 °OUr view, the data will be significant as it will likely show the following:
Valuation $0.77 = ATC is superior to 3TC in reducing HIV levels in the blood, especially in the group of

patients that were not on ATC during the first 24 weeks
Top 20 shareholders as at 5 September 2007

o ;
own 36% of total shares on issue m the higher dose (800 mg) of ATC is safe and well-tolerated in patients who have been

taking the drug for this extended period of time

= patients do not experience resistance to ATC over the extended period of time

m potential to increase CD4 cell count (CD4 cells are essential for a healthy immune
YearendJun 07a 08f 09f 10f system, and it is these cells that are primarily destroyed by HIV infection)
Revenue  $m 0 0 0 0 To date, 39 patients (out of an eligible 40 patients) have enrolled in the optional extension
EBITDA $m 167 -346 -356 -7.3 study. As we have previously highlighted, this provides a good proxy for the upcoming
results. In our view, previous results suggest that ATC is likely to achieve at least the first
NPAT $m -152 -31.0 -336 -6.6  three points mentioned above.

EPS (adj) ¢ 71 -74 -80 -16
EPS growth % N/A NA  NA NA

PER x N/A NA NA NA  The longer-term data is likely to have a positive impact on potential deal negotiations
however we are unlikely to change our earnings estimates until a commercial deal has been
struck. Although the timing on this is difficult to estimate, we believe that mid 2008
provides a reasonable timeframe. In our view, the deal would be largely driven by the
release of longer-term safety data as well as recruitment rates for the Phase Il trial.

Impact on earnings estimates

Data is normalised and fully diluted.

Speculative Buy rating reiterated

Share price chart: AVX At the current share price, the stock is trading at levels well-below the levels prior to the
release of Phase Ilb (3 week) clinical trial data in Mar 2007. With the upcoming release of
Phase llb (48 week) trial data and the commencement of the Phase Il trial with first patient
treatments, we reiterate our Speculative Buy based on our $0.77 valuation.
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Background to the trial and the significance of the upcoming results

AVX expect to release further Phase llb clinical trial results next month. Of the three
components to the trial, this will be the final set of results from the 50-patient trial.

1. During the first 21 days (3 weeks), patients were on 600 mg ATC, 800 mg ATC, or
3TC - Results (released Mar 2007) showed ATC significantly reduced HIV levels in
the blood compared to competing drug, 3TC

2. From 3 weeks to 24 weeks (21 weeks), patients were on 600 mg ATC, 800 mg
ATC, or 3TC - Results (released Sept 2007) showed ATC continued to significantly
reduce HIV levels in the blood compared to competing drug, 3TC

3. From 24 weeks to 48 weeks (24 weeks), all patients were on 800 mg ATC - We
expect the results (due to be released Mar 2008) will continue to show the
following;

m  ATC is superior to 3TC in reducing HIV levels in the blood, especially in the
group of patients that were not on ATC during the first 24 weeks

= the higher dose (800 mg) of ATC is safe and well-tolerated in patients who
have been taking the drug for this extended period of time

m patients do not experience resistance to ATC over the extended period of time

m potential to increase CD4 cell count (CD4 cells are essential for a healthy
immune system, and it is these cells that are primarily destroyed by HIV
infection)

Positive impact on licensing negotiations

The longer-term data is likely to have a positive impact on potential deal negotiations
between AVX and large pharmaceutical companies with an active HIV drug portfolio. As
at Dec 31, 2007, AVX had $66.6m in cash. We continue to believe that AVX will out-
license or co-develop ATC with a partner rather than raise further cash to develop ATC
through the entire Phase Ill process. The two key events that may lead to a successful deal

include:
1. long-term safety data of ATC (results due in Mar 2008)
2. recruitment rate for the Phase Il trial (likely to be reported on a quarterly basis).

Key drivers

Event Impact on Expected due date
valuation

First patients treated in Phase Il trial Med Early 2008

Phase Ilb (48-week data) results Med - High 1Q 2008

Update on patient recruitment for Phase Ill trial Med - High 1H 2008

Co-development deal High 2008

Key risks

Risks to our valuation include: (1) failure to successfully complete Phase Ill trials; (2) failure
to secure a partnering deal; and (3) changes to the regulatory environment / delays in
gaining FDA approval.
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Avexa (AVX) Share price: $0.370
As at: 27/02/2008 Recommendation: Speculative Buy Market Cap: $155.7m
Income Statement Valuation Data
Year end June 30 2006A 2007A 2008F 2009F 2010F  Year end June 30 2006A 2007A 2008F 2009F 2010F
Reported revenue $0m $0m $0m $0m $0m  Adjusted net profit -23.83 -15.22 -31.01 -33.56 -6.64
EBITDA -12.52 -16.73 -34.60 -35.65 -7.26  Adjusted EPS -15.8c -7.1¢c -7.4c -8.0c -1.6¢
EBITA -18.57 -16.81 -34.69 -35.75 -7.38  EPS growth N/A N/A N/A N/A N/A
Amortisation -6.00 0.00 0.00 0.00 0.00 P/Eratio N/A N/A N/A N/A N/A
EBIT -24.57 -16.81 -34.69 -35.75 -7.38  OpCFPS (exl. abnormals) -5.9¢ -7.3c -4.8¢ -7.9¢ -4.6C
Net interest 0.74 1.59 3.67 2.20 0.74  Price/OpCFPS N/A N/A N/A N/A N/A
Abnormals 0.00 0.00 0.00 0.00 0.00 DPS 0.0c 0.0c 0.0c 0.0c 0.0c
Pre-tax profit -23.83 -15.22 -31.01 -33.56 -6.64  Yield 0.00% 0.00% 0.00% 0.00% 0.00%
Tax 0.00 0.00 0.00 0.00 0.00 EV/EBITDA N/A N/A N/A N/A N/A
Equity-accounted profits 0.00 0.00 0.00 0.00 0.00
Reported net profit 2383 1522 3107 3356 664
Adjusted net profit -23.83 -15.22 -31.01 -33.56 -6.64  Year end June 30 2006A 2007A 2008F 2009F 2010F
(adjusted net profit = pre-tax profit before abnormals and goodwill minus tax at marginal rate) EBITDA/sales N/A N/A N/A N/A N/A
EBITA/sales N/A N/A N/A N/A N/A
Return on assets (avg.) 119.3%  -17.9%  -47.1%  -89.1%  -35.8%
Year end June 30 2006A 2007A 2008F 2009F 2010F  Return on equity (avg.) -140.8% -16.7% -51.4% -125.4% -33.0%
Dividend cover N/A N/A N/A N/A N/A
Effective tax rate 0.0% 0.0% 0.0% 0.0% 0.0%
Net profit -$23.83m -$15.22m -$31.01m -$33.56m -$6.64m
Amortisation 6.00 0.00 0.00 0.00 0.00
Depreciation 6.05 0.08 0.09 0.1 0.12  Year end June 30 2006A 2007A 2008A 2009F 2010F
Change in working capital 2.77 -1.04 10.82 0.00 -12.89  Net debt -$20.2m  -$76.9m  -$56.7m  -$23.2m -$3.6m
Other 0.12 0.56 0.00 0.00 0.00  Net debt/equity -119.6% -84.2% -94.0% -87% -18%
Net operating cashflow -8.89 -15.62 -20.10 -33.45 -19.40 Interest cover (EBITDA / interest) 17.0x 10.5x 9.4x 16.2x 9.8x
Sale/purchase of PPE -0.14 -0.21 -0.09 -0.11 ROR PN Risk-adjusted DCF Valuation
Payment for intangibles 0.00 -12.90 0.00 0.00 0.00
Investments & acquisitions 0.00 0.00 0.00 0.00 0.00 $m $/share
Net investing cash flow -0.14 -13.10 -0.09 -0.11 -0.12  WACC: 15% Operations 255.3 0.61
Ramp up: 3yrs + net cash 70.8 0.17
Life-span: 9 yrs
Issue of shares 14.39 89.20 0.04 0.00 0.00  Current risk mitigated: 85% Total 326.2 0.77
Buy backs 0.00 0.00 0.00 0.00 0.00
Dividends paid 0.00 0.00 0.00 0.00 0.00
Debt 0.00 0.00 0.00 0.00 0.00 Risk-Adjusted Net Present Value (Operations)
Others -0.85 -3.83 0.00 0.00 0.00
Net financing cash flow 13.54 85.37 0.04 0.00 0.00 $700m
Net change in cash held 4.50 56.65  -20.15  -33.56  -19.53 $600m
$500m ~ N\
$a00m “ N\
Year end June 30 2006A 2007A 2008F 2009F 2010F $300m // \\
$200m N
Cash assets $20.23m $76.87m $56.73m $23.17m  $3.64m $100m
Term deposits 0.00 0.00 0.00 0.00 0.00 $m ! i i ! ! ! i i i
Receivables 0.03 0.15 0.00 0.00 0.00 N N N N N N} N N N N N
Other 0.11 0.08 0.08 0.08 0.08 g g 2 2 2 2 g2 g2 =2 2 2
Total current assets 20.37 77.10 56.80 23.25 3.72
Property, plant & equipment 0.22 0.35 0.35 0.35 0.35
Deferred tax assets 0.00 0.00 0.00 0.00 [(Xe]OlM D CF \/aluation (no risk adjustment)
Financial assets 0.00 0.00 0.00 0.00 0.00 $m $/share
Intangible assets and goodwill 0.00 16.54 16.54 16.54 16.54 WACC: 15% Operations 2971 0.71
Other 0.00 0.00 0.00 0.00 0.00  Ramp up: 3yrs - net debt 70.8 0.17
Total non-current assets 0.22 16.88 16.88 16.88 16.88  Life-span: 9 yrs
Total assets 20.59 93.98 73.68 40.13 20.60 Total 367.9 0.87
Payables 3.36 2.21 12.89 12.89 0.00
Short-term debt 0.00 0.00 0.00 0.00 0.00 $1.00
Income tax payable 0.00 0.00 0.00 0.00 0.00 $0.80
Provisions 0.00 0.00 0.00 0.00 0.00
Other 0.28 0.44 0.44 0.44 0.44 $0.60
Total current liabilities 3.64 2.65 13.32 13.32 0.44 $0.40
Bank debt 0.00 0.00 0.00 0.00 0.00 $0.20
Deferred tax liabilities 0.00 0.00 0.00 0.00 0.00 $0.00
Provisions 0.03 0.04 0.04 0.04 0.04 .
Total non-current hiabilities 003 004 004 004 004 m il uatons
Total liabilities 3.67 2.69 13.36 13.36 0.48 TDCF (base case)
Net assets 16.92 91.29 60.32 26.77 20.12 )
O Share Price
Equity
Contributed equity 48.16 137.19 137.24 137.24 137.24
Reserves & outside equity 0.00 0.00 0.00 0.00 0.00
Retained earnings -31.24 -45.90 -76.92  -11047  -117.11
Total equity 16.92 91.29 60.32 26.77 20.12
Diluted shares on issue 197.85 420.96 420.85 420.85 420.85
Weighted ave diluted shares 150.40 212.95 420.83 420.85 420.85
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ADELAIDE

LEVEL 6, DA COSTA BUILDING
68 GRENFELL STREET
ADELAIDE SA 5000

TEL: 08 8224 2722

FAX: 08 8224 2799

BRISBANE

LEVEL 17, 10 EAGLE STREET
BRISBANE QLD 4000

TEL: 07 3295 2600

FAX: 07 3295 2688

CAIRNS

CNR SPENCE & GRAFTON STREETS
CAIRNS QLD 4870

TEL: 07 4047 4188

FAX: 07 4047 4199

GEELONG

LEVEL 1, 122 YARRA STREET
GEELONG VIC 3220

TEL: 03 5227 7000

FAX: 03 5227 7099

GOLD COAST

LEVEL 8, 50 CAVILL AVENUE
SURFERS PARADISE QLD 4217
TEL: 07 5554 4333

FAX: 07 5554 4399

HOBART

LEVEL 9, AMP BUILDING
86 COLLINS STREET
HOBART TAS 7000

TEL: 03 6231 1677
FAX: 03 6231 3744

MACKAY

CITY COURT, 78 VICTORIA STREET
MACKAY QLD 4740

TEL: 07 4957 6996

FAX: 07 4951 4114

MELBOURNE

LEVEL 29, 101 COLLINS STREET
MELBOURNE VIC 3000

TEL: 03 9256 8700

FAX: 03 9256 8787

MORNINGTON

SUITE 1, 330 MAIN STREET
MORNINGTON VIC 3931
TEL: 03 5970 0101

FAX: 03 5970 0199

PERTH

LEVEL 37, EXCHANGE PLAZA
2 THE ESPLANADE

PERTH WA 6000

TEL: 08 9326 7666

FAX: 08 9326 7676

SYDNEY

LEVEL 33, 225 GEORGE STREET
SYDNEY NSW 2000

TEL: 02 9255 7200

FAX: 02 9255 7227

TOOWOOMBA

3 DUGGAN STREET
TOOWOOMBA QLD 4350
TEL: 07 4638 5988

FAX: 07 4639 2608

Important Disclaimer—This may affect your legal rights: Because this document has been prepared without consideration of any specific client’s financial situation, particular
needs and investment objectives, a Bell Potter Securities Limited investment adviser (or the financial services licensee, or the proper authority of such licensee, who has provided you
with this report by arrangement with Bell Potter Securities Limited) should be consulted before any investment decision is made. While this document is based on the information
from sources which are considered reliable, Bell Potter Securities Limited, its directors, employees and consultants do not represent, warrant or guarantee, expressly or impliedly, that
the information contained in this document is complete or accurate. Nor does Bell Potter Securities Limited accept any responsibility to inform you of any matter that subsequently
comes to its notice, which may affect any of the information contained in this document. This document is a private communication to clients and is not intended for public
circulation or for the use of any third party, without the prior approval of Bell Potter Securities Limited. This is general investment advice only and does not constitute advice to any
person.

Disclosure of Interest: Bell Potter Securities Limited receives commission from dealing in securities and its authorised representatives, or introducers of business, may directly share
in this commission. Bell Potter Securities and its associates may hold shares in the companies recommended.





