Bell Potter Research

Date of issue

04.09.07 CompanyUpdate

INVESTMENT DATA Avexa (AVX) Buy
Share Pri
are rlce. 50.64 Positive Phase 2b trial results as expected

Issued Capital

Ordinary Shares

. Y 406.0m AVX reports further positive Phase 2b clinical trial results

Options 14.6m

Fully Diluted 420.6m  Drug developer Avexa (ASX code: AVX) has reported further positive Phase 2b clinical trial
Market Capitalisation $269.2m data for apricitabine (ATC).
52 Week Low/High $0.17 / $0.85
Valuation $1.35 Key points from today's results are:

Top 20 shareholders as at 15 Aug 2006 held o Qver 80% of patients treated with ATC had below detectable levels of HIV in the blood
£4% of total shares on issue. after 24 weeks of treatment.

m  ATC continues to maintain suppression of viral loads after 24 weeks of treatment, HIV
drug-resistant patients experienced a response to the drug that was close to previously
untreated patients on first line therapy.

Year end Jun 07a 08f 09f 10f

= No virus resistant to ATC has been identified after 24 weeks of therapy, good safety

Revenue  $m 0 0 0 0 - :
profile and no serious adverse events.
EBITDA $m -16.7 -28.6 -28.7 -10.8
NPAT $m -152 -250 -26.4 -9.7 =™ 88% (23 out of 26) of patients have entered the extension study. AVX reported that 23

EPS (adi) 50 42 44 6 patients out of an eligible 24 have entered the ATC extension study. Two patients were
) ¢ 0 42 44 ineligible for inclusion in the extension study as they suffered from other conditions
EPS growth % na nla nla nla precluding them from staying on the trial.

PER X n/a na n/a n/a

Phase 3 trials to commence before year-end & potential accelerated path to market

Data s normalised and fully diluted, via initial approval for use in children

AVX expects to commence Phase 3 trials before year-end. In our view, AVX is likely to

conduct this trial in parallel with a smaller trial in HIV-infected children. Pending further

negotiations between AVX and the FDA, we believe this would significantly accelerate
Share price chart: AVX ATC's regulatory path to market. More importantly, once ATC gains approval, we believe
the off-label use in adults would be considerable.

$1.00 I 14,000

hh oo Earnings estimates unchanged
$0.75 A

1000  We continue to apply an 85% probability-weighting to reflect ATC's Phase 3 stage of
development. At this stage, we continue to assume market launch during late 2010,
however, we are likely to adjust these timelines when AVX can confirm the FDA's

6,000 requirements for potential approval for use of ATC in children.

$0.50 - 8,000

$0.25 A
4,000 Buy rating with $1.35 valuation + potential co-development deal with big pharma

$O'Oﬁug_06 Nov06  Feb07  May07 Aué_oz;ooo We reiterate our Buy rating based on our probability-weighted $1.35 valuation. From a

sales and marketing perspective, we believe it is in AVX's best interest to combine ATC with
another HIV drug. Currently, HIV drugs are often taken as combination pills and given
ATC's clinical trial data to date, we believe a number of HIV industry players (GSK, Gilead,
and Merck) may be interested in combining their lead HIV drugs with ATC. Timing on such
deals are unknown however we believe the recent Phase 2b data would be more than
sufficient for big pharma to become interested.

= AVX S&P/ASX 300 Pharma & Biotech
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Avexa (AVX) Share price: $0.640
As at: 4/09/2007 Recommendation: Buy Market cap: $269.2m
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 $om $0m $0m  Adjusted net profit -12.48 -10.65 -17.49 -18.47 -6.78
EBITDA -12.52 -16.73 -28.57 -28.68 -10.80  Adjusted EPS -8.3¢ -5.0c -4.2¢ -4.4¢ -1.6¢
EBITA -18.57 -16.81 -28.68 -28.82 -10.96  EPS growth N/A N/A N/A N/A N/A
Amortisation 0.00 0.00 0.00 0.00  P/E ratio N/A N/A N/A N/A N/A
EBIT -18.57 -16.81 -28.68 -28.82 -10.96  OpCFPS (exl. abnormals) -5.9¢ -7.3c -4.6¢ -6.2¢ -3.7¢
Net interest 0.74 1.59 3.69 243 1.27  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 -17.83 -15.22 -24.99 -26.38 -9.69  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 1783 1522 2499 2638 969
Adjusted net profit -12.48 -10.65 -17.49 -18.47 -6.78  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.) 90.20%  -29.34% -34.07% -47.10% -27.37%
Year end June 30 2006A 2007A 2008F 2009F 2010F  Return on equity (avg.) -73.8% -19.7% -222%  -34.8% -19.3%
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 -$17.83m -$15.22m -$24.99m -$26.38m  -$9.69m
Amortisation 0.00 0.00 0.00 0.00 (ONe[Ol Liquidity & Leverage
Depreciation 6.05 0.08 0.1 0.13 0.16  Year end June 30 2006A 2007A 2008F 2009F 2010F
Change in working capital 2.77 -1.04 5.52 0.00 -6.21  Net debt -$20.2m  -$76.9m -$57.4m  -$31.0m  -$15.1m
Other 0.12 0.56 0.00 0.00 0.00  Net debt/equity -119.6% -84.2%  -86.6% -78% -50%
Net operating cashflow -8.89 -15.62 -19.36 -26.25 -15.74  Interest cover (EBITDA / interest) 17.0x 10.5x 7.7x 11.8x 8.5x
:
Sm $/share
Sale/purchasg of PP_E -0.14 -0.21 -0.11 -0.13 -0.16 WACC = 15.9% Operations 7913 17
Payment for intangibles 0.00 -12.90 0.00 0.00 0.00 .
o Terminal growth rate = 1.5% - net debt 76.9 0.18
Investments & acquisitions 0.00 0.00 0.00 0.00 0.00 L o .
Net investing cash flow 014 1310 0.1 013 01g |agetdebtratio=5.2% + PV franking 0.0 9.00
Portion franking PV = 0.0% Total 568.1 1.35
Issue of shares 1439 89.20 0.00 0.00 000  $2.50 mr Rolling Forward _— Valuation sy
Buy backs 000 000 000 000 000 $200 ermina
- . $1.50 growth 13.9% 15.9% 17.9%
Dividends paid 0.00 0.00 0.00 0.00 0.00 $1.00 4 0.5% $1.51 $1.26 $1.07
. . ] . . .
Debt 0.00 0.00 0.00 0.00 0.00 $0.50 | 0.5% $1.57 130 $1.10
Others i -0.85 -3.83 0.00 0.00 0.00 $0.00 ’Ij5% $1 j65 I::I1:35 $1 :1 3
Net financing cash flow 13.54 85.37 0.00 0.00 0.00 *EJ > & 5 2.5% $1.73 1.40 $1.17
= 0,
Net change in cash held 4.50 56.65 -19.46 -26.38 -15.90 ] 2 $1.83 31.47 $1.21

Balance Sheet

Year end June 30 2006A 2007A 2008F 2009F 2010F
Cash assets $20.23m  $76.87m  $57.41m $31.03m $15.13m
Receivables 0.03 0.15 0.00 0.00 0.00
Other 0.1 0.08 0.08 0.08 0.08
Total current assets 20.37 77.10 57.49 31.11 15.21
Property, plant & equipment 0.22 0.35 0.35 0.35 0.35
Deferred tax assets 0.00 0.00 0.00 0.00 0.00
Financial assets 0.00 0.00 0.00 0.00 0.00
Intangible assets and goodwill 0.00 16.54 16.54 16.54 16.54
Other 0.00 0.00 0.00 0.00 0.00
Total non-current assets 0.22 16.88 16.88 16.88 16.88
Total assets 20.59 93.98 74.37 47.99 32.09
Payables 3.36 2.21 6.90 6.90 1.50
Short-term debt 0.00 0.00 0.00 0.00 0.00
Income tax payable 0.00 0.00 0.00 0.00 0.00
Employee benefits 0.28 0.35 1.04 1.04 0.23
Other 0.00 0.09 0.09 0.09 0.09
Total current liabilities 3.64 2.65 8.03 8.03 1.82
Bank debt 0.00 0.00 0.00 0.00 0.00
Deferred tax liabilities 0.00 0.00 0.00 0.00 0.00
Provisions 0.03 0.04 0.04 0.04 0.04
Total non-current liabilities 0.03 0.04 0.04 0.04 0.04
Total liabilities 3.67 2.69 8.06 8.06 1.85
Net assets 16.92 91.29 66.30 39.92 30.23
Equity

Contributed equity 48.16 137.19 137.19 137.19 137.19
Reserves & outside equity 0.00 0.00 0.00 0.00 0.00
Retained earnings -31.24 -45.90 -70.89 -97.27  -106.96
Total equity 16.92 91.29 66.30 39.92 30.23
Diluted shares on issue 197.85 420.96 420.96 420.96 420.96
Weighted ave diluted shares 150.40 212.95 420.81 420.96 420.96
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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.





