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Conversion rates used:

AUD 1 to USD 0.878
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M c SERVICES GROUP

VIRAX HOLDINGS LIMITED

COMPANY UPDATE December 7, 2007

Virax Holdings Limited is an emerging drug development company
that develops therapeutic vaccines for the treatment of chronic
infectious diseases and cancer. Virax has three therapeutic vaccine
candidates at different stages of development:

o  VIR201 for the treatment of HIV/AIDS ready for phase llb

o  VIR501 for the treatment of hormone refractory prostate cancer
ready to enter phase /1l

o VIR401 for the treatment of hepatitis B (HBV) infection in
preclinical development

Each of these vaccine candidates addresses a sizeable group of
patients that is poorly served by the currently available treatments
and whose quality of life is seriously compromised. Virax’s
therapeutic vaccines are uniquely designed using the proprietary
Co-X-Gene™ technology: the co-expression of a disease specific
antigen and cytokine ensures simultaneous presentation to and
modulation of the immune system resulting in a strong overall
response.

In March this year, Virax announced a licensing agreement with the
French vaccine company Transgene SA, granting the company an
exclusive access to its Co-X-Gene™ technology for two of its
vaccine candidates: TG4001 (MVA-HPV-IL2) which is about to enter
phase lll development for the treatment of human papilloma virus
(HPV) related precancerous lesions of the cervix and TG4010 (MVA-
MUC1-IL2), which is in phase Il development for the treatment of
non small cell lung cancer. Both vaccine candidates use Virax’s co-
expression technology of a disease specific antigen combined with
an immune enhancing cytokine. In April, Transgene entered into a
commercial partnership with Roche for TG4001.

This deal not only provides a strong and convincing third party
validation of Virax’s Co-X-Gene™ platform but it also provides the
company with a significant short term cash flow potential. Virax can
receive up to USD 12 million (AUD 13.7 million) in milestone
payments plus royalties on vaccine sales which we expect to be in
the low to mid single digit range.

To date, Virax has received approximately AUD 2.2 million in up-
front and milestone payments from Transgene. Based on our risk
adjusted net present value model, we estimate the remaining top line
value of this license deal to be USD 15.8 million (AUD 17.9 million).
With a current market capitalisation of AUD 9.7 million, it is clear that
the investment community is overlooking the value of this deal.
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Company profile

Virax Holdings Limited is an Australian biotechnology company that
develops therapeutic vaccines for the treatment of infectious diseases
and cancer. Virax’s therapeutic vaccines are uniquely designed by
combining a disease specific antigen with an immunomodulatory
cytokine in the same genetic construct. The co-expression of the
antigen and the cytokine ensures simultaneous presentation to and
modulation of the immune system resulting in a strong antibody and
cellular response using the proprietary co-expression technology, Co-
X-Gene™. The technology was originally developed by the Australian
National University and licensed exclusively to Virax for human health
applications.

The Company has three vaccine candidates in development:

o VIR201 for the treatment of HIV/AIDS is the most advanced
vaccine candidate. The vaccine is comprised of a fowlpox vector
(the delivery vehicle) that has the genes for HIV Clade B gag/pol
(the antigen) and human Interferon-y (IFN-y, the cytokine)
inserted into its genome. In a controlled clinical study, VIR201
has been demonstrated to be effective in suppressing virus levels
in HIV infected patients. The Company is planning a series of
phase Il trials in the US, Europe and Australia targeting patients
on anti-retroviral therapy (HAART) and to undertake an additional
trial that includes HAART-treatment-naive patients in South-
Africa.

o VIR501 combines the gene for the prostate cancer associated
antigen prostatic acid phosphatase (PAP) with the T cell growth
factor interleukin-2 (IL-2). A first clinical study in hormone
refractory prostate cancer patients is planned to start subject to
available funding in the course of 2008.

o  VIR401 for the treatment of hepatitis B virus infection (HBV).is in
preclinical development. The vector design has not been
disclosed by the Company.

In a research study published in October 2006 by Bryan Garnier & Co,
these programs were valued at AUD 59 million using a risk adjusted
net present value model (rNPV). This valuation methodology involves
constructing a cash flow model for each of the company's products
and calculating a rNPV based on the probability of success of the
product and the company's cost of capital. As the status of these
programs has not changed over the last 12 months, one can assume
that the product portfolio’s current fair value did not increase
compared to last year. The realisation of the value of these programs
however remains highly dependent on the Company’s ability to find
sufficient funds to finance their development. Hence, the Company’s
current weak cash position has to be seen as the primary reason for
the huge discount at which it is currently trading. Virax has already
indicated that it is investigating a number of options to reinforce its
cash position.
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Co-X-Gene™ license deal with
Transgene

In March 2007, Virax announced that it had entered into a license
agreement with the French vaccine company Transgene SA, giving
the company exclusive access to the Co-X-Gene™ technology for
two of its vaccine candidates, TG4010 (MVA-MUC1-IL2) and
TG4001 (MVA-HPV-IL2). TG4010 is in phase llb clinical trials for
treating non small cell lung cancer. TG4001 is about to enter phase
[ll development for the treatment of human papilloma virus (HPV)
related precancerous lesions of the cervix. In April, Transgene
entered into a partnership with Roche for the development and
commercialization of TG4001.

This licensing deal not only provides a clear external validation of
Virax’s vector platform but it also represents a source of short to mid
term revenues for Virax until the Co-X-Gene™ patents expire in
2016. According to the agreement, Virax is entitled to upfront and
milestone payments related to the clinical progress of TG4001 and
TG4010 and will receive royalties on vaccine sales.

To date, Virax has received AUD 2.2 million in upfront and milestone
payments. According to the announced licensing terms, Virax can
receive a total of USD 12 million (AUD 13.7 million) in development
milestones, of which up to USD 3 million (AUD 3.4 million) is related
to TG4001 and up to USD 9 million (AUD 10.3 million) is related to
TG4010. In addition to the milestone payments, Virax is entitled to a
royalty payment on vaccine sales, which we expect to be in the low
to mid single digit range.

In view of the value of the TG4001 licensing deal that Transgene
signed with Roche: up to EUR 195 million in milestone payments
and double digit escalating royalties, we see it as highly likely that
Virax will receive the USD 3 million in milestone payments over the
coming three to four years. Based on the sales potential of TG4001
we estimate that royalties on product sales could amount to USD 4.5
million (AUD 5.1 million) per year.

The potential value of the TG4010 license is significantly higher than
for TG4001. Based on the development stage of the product, we
expect Transgene to be able to sign a commercial partnership for
TG4010 in the course of next year. On top of the USD 9 million in
milestone payments, we see a royalty potential for Virax of up to
USD 14 million (AUD 15.9 million) per year.
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Co-X-Gene™ license valuation

We have established a fair value of the Co-X-Gene™ license deal
with Transgene using a risk adjusted net present value (rNPV)
analysis. This model considers the possible cash flows from
milestone and royalty payments for each of the individual vaccine
candidates (TG4001 and TG4010) as of today until the expiry of the
Co-X-Gene™ patents in 2016. For each stage in development (pre-
clinical, phase I-Ill, regulatory filing and marketing) the cash flows
are risk-adjusted using a theoretical rate for success for a
pharmaceutical product candidate in a given phase of development
to reach the market. These are for a pre-clinical 5%, phase | 15%,
phase Il 30%, phase lll 67%, Regulatory 81%. The resulting risk
adjusted cash flows are then discounted using a discount rate of
15%.

Using the rNPV model, we have analysed and valued three possible
scenario’s:

o A base case scenario that is based on the assumption that
Transgene will close a sub-licensing deal for TG4010 in the
second half of 2008 or early 2009; the launch of TG4001 in
2011 and TG4010 in 2012.

o Scenario 2 considers a 1 year delay in the development of
TG4010, compared to the base case scenario.

o Scenario 3 considers a 1 year delay for both TG4001 and
TG401, compared to the base case scenario.

In establishing a fair value of the license agreement, the rNPV’s of
each of the three scenario’s are probability weighted: 50% for the
base case scenario, 30% for scenario 2 and 20% for scenario 3.

This model gives the Co-X-Gene™ licensing agreement a
weighted top-line value of USD 15.8 million (AUD 17.9 million).

4 © MC SERVICES GROUP



M c SERVICES GROUP

DISCLAIMER

THIS DOCUMENT IS BEING SUPPLIED TO YOU SOLELY FOR YOUR
INFORMATION AND MAY NOT BE REPRODUCED, REDISTRIBUTED OR PASSED
ON, DIRECTLY OR INDIRECTLY, TO ANY OTHER PERSON OR PUBLISHED, IN
WHOLE OR IN PART, FOR ANY PURPOSE. BY ACCEPTING THIS REPORT, YOU
AGREE TO BE BOUND BY THE FOREGOING INSTRUCTIONS.

THIS DOCUMENT DOES NOT CONSTITUTE OR FORM PART OF ANY
OFFER FOR SALE OR SUBSCRIPTION OF OR SOLICITATION OR INVITATION
OF ANY OFFER TO BUY OR SUBSCRIBE FOR ANY SECURITIES, IN ANY
COUNTRIES WHATSOEVER, NOR SHALL IT OR ANY PART OF IT, UNDER ANY
CIRCUMSTANCES, FORM THE BASIS OF, OR BE RELIED ON IN CONNECTION
WITH, ANY CONTRACT OR COMMITMENT WHATSOEVER. INVESTMENT IN
SHARES IN GENERAL HAS RISKS THAT MAY EVEN INCLUDE THE TOTAL LOSS
OF INVESTED CAPITAL. INVESTORS SHOULD GET INFORMATION ABOUT THE
RELEVANT COMPANY FROM MULTIPLE SOURCES PRIOR TO PURCHASING
SHARES AND, AS A BASIC PRINCIPLE, SHOULD ONLY USE A RESTRICTED
PART OF THEIR LIQUID ASSETS FOR THE PURCHASE OF SHARES IN A
COMPANY. IT IS ADVISABLE TO SEEK THE ADVICE OF A FINANCIAL ADVISOR
BEFORE BUYING OR SELLING SHARES.

THIS DOCUMENT HAS BEEN PREPARED BY MC SERVICES
INDEPENDENTLY OF VIRAX HOLDINGS LIMITED THE INFORMATION AND
OPINIONS CONTAINED IN THIS DOCUMENT HAVE BEEN COMPILED FROM AND
BASED UPON GENERALLY AVAILABLE INFORMATION WHICH MC SERVICES
BELIEVES TO BE RELIABLE BUT THE ACCURACY OF WHICH CANNOT BE
GUARANTEED. ALL COMPONENTS AND ESTIMATES GIVEN ARE STATEMENTS
OF MC SERVICES’ OR AN ASSOCIATED COMPANY'S OPINION ONLY AND NO
EXPRESS OR IMPLIED REPRESENTATION OR WARRANTY IS GIVEN OR TO BE
IMPLIED THEREFROM. ALL OPINIONS EXPRESSED HEREIN ARE SUBJECT TO
CHANGE WITHOUT NOTICE. NEITHER MC SERVICES, ANY ASSOCIATED
COMPANY NOR THE AUTHOR ACCEPT ANY RESPONSIBILITY OR WARRANTY
FOR THE VALIDITY, ADEQUACY, ACCURACY, OR COMPLETENESS OF THE
INFORMATION PRESENTED IN THIS DOCUMENT. NEITHER MC SERVICES, ANY
ASSOCIATED COMPANY NOR THE AUTHOR NOR VIRAX HOLDINGS LIMITED
ACCEPT ANY LIABILITY WHATSOEVER FOR ANY DIRECT CONSEQUENTIAL
LOSS ARISING FROM THE USE OF ITS ADVICE OR PUBLICATIONS.

THIS PUBLICATION IS ISSUED BY MC SERVICES FOR PRIVATE
CIRCULATION TO ITS CLIENTS AND NOT TO PRIVATE CUSTOMERS; IT MAY
NOT BE REPRODUCED, DISTRIBUTED OR PUBLISHED FOR ANY PURPOSE
EXCEPT WITH MC SERVICES' WRITTEN PERMISSION. MC SERVICES
RESERVES ALL RIGHTS TO ITS PUBLICATIONS.

MC SERVICES, ANY ASSOCIATED COMPANY OR THE AUTHOR DOES
NOT HAVE ANY HOLDING (LONG OR SHORT) IN ANY SECURITIES AS
REFERRED TO IN THIS PUBLICATION.

MC SERVICES HAS A CONSULTING RELATIONSHIP WITH VIRAX
HOLDINGS LIMITED.
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