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In this edition...
This week Bioshares takes  a look at two
Melbourne biotechs that have undergone
transformational change over the last  2
years.

Metabolic Pharmaceuticals is well on the
way to finsishing the repeat of a Phase II
trial of its obesity compound AOD9604.
Starpharma’s proposed acquisition of
Dendritic Nanotechnologies looks to be a
nice completion to  a set of  reforms and
changes made to the company, starting
from the day it decided give up its PDF
investor status in March 2004.
The message from both of these compa-
nies is that, with time, effort and patience,
difficult business challenges can be
addressed.

The editors
Companies covered: MBP, SPL

Bioshares Portfolio

Year 1 (May '01 - May '02) 21.2%

Year 2 (May '02 - May '03) -9.4%

Year 3 (May '03 - May '04) 70.0%

Year 4 (May '04 - May '05) -16.3%

Year 5 (May '05 - May '06) 77.8%

Year 6 (from 5 May '06) -9.8%

Cumulative Gain 151%

Average Annual Gain 22.3%

Extract  from Bioshares

In last week's edition we commented
briefly on Starpharma's decision to buy out
the other shareholders of Dendritic
Nanotechnologies (DNT), a company
in which it has held a 33% stake. This week
we examine the proposed transaction in
some more detail.

Starpharma
Starpharma (SPL: $0.53) is a Melbourne-
based developer of pharmaceutical appli-
cations of a large molecule chemistry scaf-
fold technology known as dendrimers.
Dendrimers are branched structures that
are constructed around a core unit.  Once
one layer of chemical units that are the
basic building block are laid down, then suc-
cessive layers, or 'generations' can be added
as desired. This concept allows for very
precise structures to be made to order.

Starpharma was founded as a spin-out of
the Biomolecular Research Institute
(BRI) in 1996 and listed on the ASX in 2000.
Starpharma has developed the first phar-
maceutical application of dendrimers,
Vivagel, which is a ‘four-generations’
polylysine dendrimer. Vivagel is being de-
veloped as topical application for the pre-
vention of HIV and genital herpes (HSV2).
The Vivagel program is the recipient of
US$26 million in funding from the US
National Institutes of Health (NIH).

Attached on the surface of the Vivagel
dendrimers are 32 units of another chemi-
cal (napthalene disulfonate) that bind to a
protein (gp120) on the HIV virus, thus in-
hibiting the virus from binding and infiltrat-
ing certain key immune system cells.

Dendritic Nanotechnologies
Dendritic Nanotechnologies is a privately
owned US based dendrimer  technologies
company that was founded by Starpharma
and Dr Donald Tomalia in August 2001.
DNT was first established principally as a
commercial supplier of dendrimers for re-
search and development purposes and to
generate income from the licensing of pro-
prietary dendrimer architectures.

Deal value
The deal values DNT at approximately $14
million. The number of Starpharma shares
on issue will increase from around 147.7
million to 168.7 million.

What is the rationale for this
acquisition?
One of the problems of being a minority
shareholder is the lack of control over a
company's management and direction. By
bringing Starpharma and DNT under the
one management structure, the companies’
combined resources can be more effi-
ciently managed.  A second rationale is that
a number of investment attributes that
were embedded separately in each com-
pany, yet linked through partnership ar-
rangements, can be more clearly identified
and evaluated in a combined entity.

These investment attributes include a com-
pany with revenue emanating from the sale
of research chemicals and royalty income,
which is currently  in the order of $1.25
million per annum, two pharmaceutical and
diagnostic products in development and a
comprehensive intellectual property es-
tate.

The Rationale Behind Starpharma’s
Acquisition of DNT

Cont’d over
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The consolidation of the IP assets may well be the most impor-
tant aspect of the transaction because it may enable certain North
American investors to approach the stock with a greater degree
of interest, comfort and certainty.

In January 2005, The Dow Chemical Company, assigned all its
dendrimer IP to DNT, including 41 patent families, in exchange
for an equity holding. [Dow’s holding at the time of the acquisi-
tion was 30%.]

Together with the 41 patent families contributed from Dow, 19
patent families are contributed by Starpharma and at least two
by DNT to the combined entity. Although there are a reasonable
number of dendrimer application patents granted to other par-
ties, the newly formed Starpharma patent estate represents the
largest with the most potential for blocking the activities of other
parties wishing to practise other uses.

Another benefit for Starpharma includes control over a subsidi-
ary based in the USA. US investors have built a 19% stake in
Starpharma, including an 8.6% stake held by The Dow Chemical
Company. The Dow stake may well prove beneficial to Starpharma
as it seeks to increase the proportion of the firm held by inves-
tors outside Australia.

The US presence has a practical benefit, as DNT employs several
business development personnel. Without adding much in the
way of overheads, Starpharma can modestly increase its US-based
business development activities, but significantly expand its ca-
pacity to address business development requirements  for the
combined entities’ pharmaceutical operations.

Another benefit of the deal is that Starpharma has now built
considerable expertise as a pioneer of the pharmaceutical appli-
cations of dendrimers, and has established infrastructure, such as
analytical chemistry services to support this. DNT's diagnostic
dendrimer product could in theory benefit from the expertise
developed in Starpharma's development work.

Assessment
The Starpharma/DNT transaction follows on from several re-
structuring activities undertaken by Starpharma since the com-
pany decided to rescind its Pooled Development Fund status in
March 2004. Although this meant the company and its sharehold-
ers would forgo certain tax concessions, the decision signified its
intention to move from being a manager of earlier stage projects
to mature into a more focused developer of pharmaceuticals.

Since that date the company has transitioned its management
with Dr Jackie Fairley taking over the CEO role from Dr John
Raff in July 2006, although Dr Fairley had been appointed as
Starpharma’s Chief Operating Officer in March 2005.

In October 2005, Starpharma gained full ownership of key IP from
the BRI, including three patent families. The BRI exchanged its
25% entitlement to the gross income that Starpharma might re-
ceive from any commercially successful products for 7 million
shares in Starpharma.

Starpharma Share Price History
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It is not unusual for biotech companies to adapt or change their
business more than once in a life spanning a decade or more, and
Starpharma is no exception. What makes Starpharma unusual is
that is has stuck with its original technology, achieving a measure
of success with very substantial funding for Vivagel clinical studies
from the NIH. Perhaps the main criticism that can be levelled at
Starpharma is that its platform technology has not yielded more
products suitable for clinical development. For example, no can-
cer therapeutics have been brought forward from the discovery
stage.

In hindsight, a number of pharmaceutical products may not have
been developed for reasons relating to cost of manufacture and
DNT’s next generation Priostar dendrimers that offer a much
lower cost  and ease of manufacture were only released in May
2005. However, the more basic reason for not developing a more
comprehensive advanced portfolio is because of limited financial
resources, with Starpharma’s managers choosing one product
(Vivagel) over others as being a more likely prospect for clinical
and commercial success.

Summary
Assuming the DNT acquisition is completed, Starpharma looks
set to begin a new and very positive phase as a biotech company.
One key feature worth emphasising is that with the company
now holding a comprehensive IP estate, its attractiveness as an
acquisition target to pharmaceutical companies will have increased
markedly. This is because large pharmaceutical companies place
great value on being able to acquire assets that demonstrate clear
freedom to operate, barriers to entry and no ongoing royalty
obligations to other parties.

Starpharma is capitalised at $89 million, based on shares issued in
consideration for the acquisition of DNT. As of June 30, Starpharma
held $14.3 million in cash

Bioshares recommendation: Speculative Buy Class A
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Disclaimer:
Information contained in this newsletter is not a complete analysis of every material fact respecting any company, industry or security. The opinions and estimates herein expressed
represent the current judgement of the publisher and are subject to change. Blake Industry and Market Analysis Pty Ltd (BIMA) and any of their associates, officers or staff may have
interests in securities referred to herein  (Corporations Law s.849). Details contained herein have been prepared for general circulation and do not have regard to any person’s or
company’s investment objectives, financial situation and particular needs. Accordingly, no recipients should rely on any recommendation (whether express or implied) contained in
this document without consulting their investment adviser (Corporations Law s.851). The persons involved in or responsible for the preparation and publication of this report
believe the information herein is accurate but no warranty of accuracy is given and persons seeking to rely on information provided herein should make their own independent
enquiries. Details contained herein have been issued on the basis they are only for the particular person or company to whom they have been provided by Blake Industry and Market
Analysis Pty Ltd.
The Directors and/or associates declare interests in the following ASX Healthcare and Biotechnology sector securities: ACL, ACR, AVX, AVS, BLS, BOS, BTC, CCE, CGS, CYT,
CXS, EGX, GRO, IMI, MBP, NEU, OIL, PXS, PRR, SHC, SPL, SLT, SRX. These interests can change at any time and are not additional recommendations. Holdings in stocks valued
at less than $100 are not disclosed.

How Bioshares Rates Stocks
For the purpose of valuation, Bioshares divides biotech stocks into
two categories. The first group are stocks with existing positive cash flows
or close to producing positive cash flows. The second group are stocks
without near term positive cash flows, history of losses, or at early
stages of commercialisation. In this second group, which are essen-
tially speculative propositions, Bioshares grades them according to
relative risk within that group, to better reflect the very large spread
of risk within those stocks.

Group A
Stocks with existing positive cash flows or close to producing positive cash
flows.

Buy CMP is 20% < Fair Value
Accumulate CMP is 10% < Fair Value
Hold Value = CMP
Lighten CMP is 10% > Fair Value
S e l l CMP is 20% > Fair Value
(CMP–Current Market Price)

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

Speculative  Buy – Class A
These stocks will have more than one technology, product or
investment in development, with perhaps those same technologies
offering multiple opportunities. These features, coupled to the
presence of alliances, partnerships and scientific advisory boards,
indicate the stock is relative less risky than other biotech stocks.
Speculative  Buy – Class B
These stocks may have more than one product or opportunity, and
may even be close to market. However, they are likely to be lacking in
several key areas. For example, their cash position is weak, or
management or board may need strengthening.
Speculative  Buy – Class C
These stocks generally have one product in development and lack
many external validation features.
Speculative  Hold – Class A or B or C
Sell
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