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Biota Holdings Share Price Comes Under
Pressure With Volatile Relenza Sales

BiotaHoldings has been avolatile stock over thelast 18 months. Hitting alow of 29 cents
inlate 2008, the Mexican swine flu outbreak in March 2009 saw demand accel erate sub-
stantially as governments and the public stockpiled Relenza (and the other flu drug
Tamiflu) for protection against the deadly pandemic flu strain.

And indeed it was adeadly strain. One frightening aspect of that strain was that 36% of
deaths occurred in the normally health population of 18-35 year olds. Thiswasreminis-
cent of the deadly 1918 flu pandemic that also killed indiscriminately unlike the standard
seasonal flu virus that preys on the old and the sick. The arsenal of these neuraminidase
inhibitors, which are effective against al flu strains, no doubt saved many lives and
helped contain the spread of this pandemic outbreak.

While the world has survived this pandemic outbreak, without the millions of deaths
that occurred in 1918, governments’ flu drug stockpiles still poorly protect the broader
populations. Inthe US the government has sufficient stockpilesfor one week’streatment
for 22% of the population (and is moving towards 25% coverage). Inthe UK that figureis
35% of the population and ismoving to 50%. Australia currently has sufficient stockpiles
to protect 55% of the population. About 60 countries currently stockpile or intend to
stockpile the flu drugs, which need to be replenished every five to seven years.

Around US$8 hillion worth of flu drugs has been stockpiled, which suggests an annual
replenishment market worth at least US$1 hillion a year. Although those stockpiles
have consisted of an estimated 80% Tamiflu and 20% Relenza, we would argue that
replenishment of the stockpiles should be at least 50% Relenza given the resistance
issues and side effect profile of Tamiflu. To date 28 HIN1 pandemic virus strainshas been
shown to be resistant to Tamiflu with the same mutation that remains susceptible to
Relenzatreatment.

The seasonal market for influenza drugs grew considerably in FY 2009 to around US$800
million, compared to around US$600 millionin the previousyear and from around US$100
millionin 2003. Combined with the stockpile and stockpile repleni shment market, the total
market for these drugs should be at lease US$1.8 billion a year. If we assume Relenza
captures 30% of the seasonal market and half of the stockpil e repleni shment market, then
GlaxoSmithK line, which sells Relenza, should be generating around US$740 millioninan
unexceptional year. Fromthat, Biotashould receive approximately US$52 millionin royal-
ties.

Theexcitement at Biotacamelast year when GlaxoSmithK line announced it wasincreas-
ing itsannual production capacity to 190 million treatment courses. At US$20 a course,
thiswould translateto US$266 millioninroyaltiesfor Biotaif it matched that production
capacity with orders.
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Biota’s share pricefell sharply thisweek (down 34%) as GSK re-
leased its quarterly salesresults. Relenza sales were down signifi-
cantly, with Biotastanding to receive only $9.7 millionin royalties
for the quarter, not bad for most biotechs, but down from $32.6
million fromthe December quarter. Inthefirst nine monthsof this
financial year, Biotahasaccrued $66 millioninroyalties.

At the end of this financial year Biota has indicated it expectsto
have around $100 millionin cash. It hasaround four yearsremain-
ing on its patents which should see at least US$210 million of
revenue to Biota if seasonal use doesn’t grow and based on the
above stockpile replenishment rates (and assuming no growth in
the stockpile market).

Stockpile sales to governments should be expected to be lumpy
as governments place orders for Relenza. Biota, in conjunction
with its Japanese partner, Daiichi Sankyo, could see the next
generation flu drug, CS8958, on the market in Japan by year’s
end. CS8958 is delivered as one dose which lasts for the whole
week, compared to Relenza (and Tamiflu) which need to be taken
twice aday for five days. In Phase |11 studies, CS8958 taken once
was as effective as Tamiflu taken twice daily for five days.

Biota is currently seeking to partner CS8958 for the rest of the
world (outside of Japan) where is equally shares the rights with
Daiichi Sankyo. In Japan, Biota receives will receive a royalty
from sales, which we estimate to be around 4% of sales. The Japa-
nese market isthelargest intheworld, making up just under US$500
million of theglobal US$800 million seasonal flu drug market.

In recent weeks, Biota had its second collaboration cancelled in
eight months with Boehringer Ingelheim ending the early stage
Hepatitis C collaboration. InAugust last year Astr azeneca ended
the collaboration with Biota for development of a drug to treat
the respiratory syncytial virus.

In November last year, Biota beefed up its preclinical program,
acquiring development assets from two companies, MaxThera
and Prolysis, working on novel antibacterial drugs.

Summary

Biota’siscapitalised at $242 million. The share pricefall thisweek
looksexcessive. Thecompany will have $100 millionin cashat the
end of this financial year. We expect it to continue to generate
revenue from Relenzaroyaltiesin excess of US$50 million ayear
for the next four years. I1tslong acting flu drug candidate, CS8958,
may seen its way onto the Japanese market by year’s end and
there are rest-of-world rights for this drug candidate for which
Biotaiscurrently seeking to license.

Bioshares recommendation: Buy
Bioshares
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How Bioshares Rates Stocks

For the purpose of valuation, Bioshares divides biotech stocks into
two categories. Thefirg group are sockswith exigting postive cash flows
or closeto producing positive cash flows. The second group are stocks
without near term positive cash flows, history of losses, or at early
stages of commercialisation. In this second group, which are essen-
tialy speculative propositions, Bioshares grades them according to
relative risk within that group, to better reflect the very large spread
of risk within those stocks.

Group A
Stockswith existing positive cash flowsor closeto producing postive cash
flows,

Group B
Stocks without near term positive cash flows, history of losses, or at
early stages commercialisation.

Speculative Buy — ClassA

These stocks will have more than one technology, product or
investment in development, with perhaps those same technologies
offering multiple opportunities. These features, coupled to the
presence of aliances, partnerships and scientific advisory boards,
indicate the stock is relative less risky than other biotech stocks.
Speculative Buy - ClassB

These stocks may have more than one product or opportunity, and
may even be close to market. However, they are likely to be lacking

in severa key areas. For example, their cash position is weak, or

Buy CMPis20% < Fair Value management or board may need strengthening.

Accumulate CMPis 10% < Fair Value Speculative Buy — ClassC

Hold Value= CMP These stocks generally have one product in development and lack
Lighten CMPis 10% > Fair Value many external validation features.

Sell CMPis20% > Fair Value Speculative Hold — ClassAor B or C

(CMP—Current Market Price) Sl
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