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Friends,

To further the success of the life sciences industry, the Biotechnology Industry Organization (BIO) provides
research and analyticsforour member s and the many supporters of

Building on the success of our recent analysis of t he st ate of the industry’
established a partnership with Thomson Reuters to conduct a comprehensi ve assessment o]
perception of and outlook for the biotechnology sector.

The analysis aims to provide ¢ 0 mptainvetmentwonmbnitya n
values in the current economic climate, including cash position, pipeline, regulatory environment, upcoming
catalysts, and IR communications, among others. Each of the areas explored is based on results from in-depth
surveys and interviews, which we hope will provide insight and help foster more effective communication
between company management, shareholders, and potential investors.

We are pleased to have heard from and spoken with such a large, diverse, and influential collection of analysts
and portfolio managers. Their comments are surprisingly optimistic given the unprecedented negative
sentiment on Wall Street during the period when the data were collected. We believe this report will serve as
a guide for companies at all stages of development to best navigate this unfamiliar territory and to establish
more effective practices for their business development and investor relations activities.

Whi | e dndhatadyedoromic environment and the evolving legislative landscape pose major challenges
for the biotechnology industry, we, too, remain optimistic about the long-term growth, increasing prosperity,
and positive societal impact of the biotech industry.

i )

John L. Craighead, Ph.D.

Managing Director

Investor Relations & Business Development
Biotechnology Industry Organization (BIO)
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METHODOLOGY

Thomson Reuters, in conjunction with the Biotechnology Industry Organization (BIO), conducted the following perception
study to provide anin-dept h assessment of Wall Streetds views of itd he
relative valuation, and the outlook for 2009. The purpose of the study is to inform and improve communication between
biotech executives and investors.

Participants in the study completed an in-depth phone interview and/or an online survey. Questions were developed by
Thomson Reuters and BIO, with topic areas including performance expectations for biotech stocks, the impact of the
credit crisis, the regulatory environment, and investor outreach practices. Phone interview questions were deliberately
structured as open-ended to foster unsolicited commentary and insight. All interviews were conducted by senior analysts
T experienced individuals who possess in-depth knowledge of the capital markets and the biotech sector i between
December 2008 and January 2009. When appropriate, follow-up questions that were not part of the original interview
framework were asked of respondents. Not all participants answered every interview question. The interview framework,
the survey questions, and full tables of the survey responses can be found at the end of this report.

All information contained in this report is the property of Thomson Reuters and BIO. The report is based on confidential

interviews conducted on behalf of Thomson Reuters and BIO and cannot be reproduced or disseminated without the
expressed written consent of both parties.
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BIO represents more than 1,200 biotechnology companies, academic institutions, state biotechnology centers and related
organizations across the United States and in more than thirty other nations. BIO members are involved in the research

and development of innovative healthcare, agricultural, industrial and environmental biotechnology products. BIO also
produces the BI O International Convent iehnmologytitdestrywatongl vt s |
industry-leading investor and partnering meetings held around the world.

Thomson Reuters is proud to provide market intelligence, information and workflow technology, investor databases, and
advisory services to C-suite executives at more than 6,000 companies around the globe, including several hundred
healthcare and biotechnology firms. Thomson Reuters is grateful to the senior leadership, staff, and members of BIO for
the opportunity to collaborate on this innovative project that can and should advance and enhance the dialogue between
company management, investor relations officers, stock market analysts, portfolio managers, and regulators.

Thomson Reuters and BIO want to express their deep appreciation to the members of the investment community who
agreed to share their insights and opinions as part of this study. The caliber of this report is a direct result of their
thoughtful, candid, and thorough responses.

Edi t or d6Athodgb thigfinal report is being published more than four months after the interviews were completed,
and although the broader market and the biotech sector have rebounded from their March lows, the themes revealed in
this study still hold. On-going conversations held by Thomson Reuters with clients, biotech analysts, and other industry
watchers reflect an optimistic outlook tempered by concerns about macroeconomic issues, the push for regulatory reform
in healthcare, access to necessary financing, and slow progress and limited success in the clinic. As a result, investors
continue to emphasize the importance of proactive, transparent, and consistent communication by company executives.
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EXECUTIVE SUMMARY

Interviews with, and survey responses from, more than 80 biotechnology analysts, investors, and portfolio managers
revealed significant optimism about the outlook for the sector. Despite the turmail in the fourth quarter of 2008, the ripple
effects of the credit crisis, and the uncertainty about a recovery for the global economy, the investment community
expects the biotech sector to outperform in relative and absolute terms during 2009. Not surprisingly then, 64% of the
study participants statethatnow i s a figoodod brméveoyigwest in biotech.

Investors anticipate a surge in mergers and acquisitions this year, led by large-cap companies taking over smaller ones
with promising pipelines and thus giving a general boost to valuations in the sector. Investors do not expect overall R&D
productivity to improve, but they do foresee advancements in the clinic and some FDA approvals that will serve as
catalysts for the sectlovesios arp eager to isee significant dperational impmwvements made
inside the FDA. The study respondents also indicate there will be stabilization and a general rebound in the broader
market that should propel biotech share prices higher.

The participants acknowledge that the credit crunch has forced them to alter the methods they use to evaluate investment
opportunities in the biotech sector. There has been a dramatic increase in the focus, priority, and importance placed on a
companyb6s cash position. There are mixed opi ni onsliquadiyo ut
constraints will prevent even the firms with sound management and good candidates from obtaining the funds they need

to sustain their operations; others almost welcome these pressures that should drive more efficient use of capital.

As one might expect, investment approaches vary i from investor to investor, from subsector to subsector, and even from
one stage of development to the next. Nevertheless, the analysts do share some preferences that collectively outline an
investment sweet spot. Generally, they favor mid-cap companies with late-stage pipelines that include oncology
treatments. However, roughly one-third of the participants see better opportunities in smaller companies still in the early
stages of R&D. The group tends to avoid companies with candidates in therapeutic classes where regulatory scrutiny and
competitive pressures are high.

When determining the value of a particular stock, investors first analyze the growth of revenues, current and/or future.
They then discount those top-line streams accordingly before applying basic comparative multiples to set an appropriate
price. In response to the spike in market volatility, investors have lowered their tolerance for risk. For biotech, that means
a sharper focus on indicators of viability, particularly cash burn, but also share price, trading volume, and market
capitalization.

Analysts and portfolio managers expect an uptick in activism in 2009, but their reviews of prior efforts to shake up Boards
of Directors, chief executives, and strategies are not all favorable. These investors are not mirroring the decisions made
bytheso-cal | ed fAsmart money. 0

Face-to-face engagement with senior management remains the most critical component of the investment process.
These asset managers are relying less on sell-side research and events, but attending more industry conferences to
gather intelligence. When speaking with CEOs, CFOs, and IROs, investors want to hear clear, consistent, and honest
assessments. Moreover, they stress that, especially in the current market conditions, company management should
proactively and regularly reach out to the investment community to describe their objectives, plans, and achievements.
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PERCEPTION STUDY BACKDROP

52-WEEK MARKET-RELATED INFORMATION
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PARTICIPANT OVERVIEW

The study garnered feedback from over 80 investment professionals representing firms with $2.3 trillion in equity assets
under management, including $266 billion invested in healthcare and $76 billion invested in biotech. Summary statistics
for the participants can be found in the table and charts below.

Note that, with regard to investment style classifications, Growth comprises Growth, Core Growth and Aggressive Growth;
Value comprises Core Value and Deep Value; Specialty comprises Hedge Fund and Sector Specific; VC/Private Equity
comprises Venture Capital and Private Equity; Other comprises Broker-Dealers and other industry professionals. GARP
stands for Growth at a Reasonable Price.

# # # # Equity Assets ($m)

Investment Style Hrms Participants Interviews Surveys Equity Healthcare Biotech Biotech e

GARP 9 10 6 4 $1,075,431  $139,452 $41,195 ($1,271)
Growth 13 13 7 7 $694,735 $59,431 $17,209 ($1,056)
Value 8 9 7 2 $333,895 $36,466 $6,252 ($298)
Specialty 30 31 14 22 $37,077 $14,912 $8,038 $835
VC/Private Equity 11 11 2 11 $1,522 $863 $305 $5
Other 8 10 4 6 $147,768 $15,703 $2,432 $431
Total 79 84 40 52 $2,290,427  $266,827 $75,431 ($1,353)

la. Investor Type, by Participants

Other
10, 12%

VC/Private Equity
11, 13%

Specialty
31, 37%

__________

2a. Investor Type, by Assets

Other
$148b, 6.5%

Specialty
$37b, 1.6%

VC/Private Equity
$2b, 0.1%

Plain Vanilla
32, 38%

Plain Vanilla
$2,104b, 91.9%

1b. Plain Vanilla, Investment Style, by Participants

e Growth
"""" 13, 41%

GARP
10, 31%

Value
9, 28%

2b. Plain Vanilla, Investment Style, by Assets

GARP
$1,075b, 51.1%

Growth
$334b, 15.9%

_____

Value
$695b, 33.0%
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OUTLOOK

In the wake of the October 2008 meltdown in the stock market, with the economy slowing around the globe and a new
political agenda rising in Washington, the biotechnology industry was being pushed in different directions by opposing
forces as it closed out one year and moved into the next. Would the credit crisis choke the cash-strapped companies?
Would increased volatility and the increased likelihood of legislative reform drive investors away from the industry? Or
would the demographic wave that carries healthcare and its associated status as a defensive play insulate the group from
additional selling? Might the promise of clinical breakthroughs and beneficial mergers even create positive momentum for
the sector?

PERFORMANCE EXPECTATIONS

Despite the increased volatility in the broader markets, investors remain bullish about biotechnology. Two-thirds of the
participants in this study expect biotech to outperform healthcare and 70% expect biotech to outperform the rest of the
market this year. And while relative outperformance would be acceptable, in fact, more than half, or 57%, of the investors
believe that biotech will rebound this year; another third expect a rebound in 2010.

When asked where the benchmark Amex Biotechnology Index (BTK) would be on July 1, 2009, the average forecast was
744, which would mean roughly a 15% gain in just six months from the levels in January. Not surprisingly, then, 64% of
the participants stated that late 2008/early 2009 wasafigood o6 ooddveérwmegodbo invest in
that it is not surprising to learn that a collection of biotech analysts and portfolio managers were bullish about the industry
they follow, but in fact the respondents are not wedded to the sector and their compensation depends on making the right
predictions about future performance. Most of the participants have the option of moving their assets into other segments
of healthcare or simply moving to cash; a few can use options or short sales to bet against the sector. When factoring in
the mood of the market during the survey and Neverthetessythew
predictions were reasonably accurate. On July 1, the BTK closed at 687, up roughly 6%; just three weeks later, the index
shot up over 800, thanks in large part to positive clinical data from Human Genome Sciences.

The catalysts that investors see as propellant for the sector are, to a large degree, the same as have fueled its climbs in
the past: M&A; news from the clinic; general market sentiment; and new drug approvals. However, the relative
importance of each factor is no doubt different now. Moreover, subsequent comments about the prospects for R&D and
the operations of the FDA cast some doubt on the second and fourth items on the list.

MERGERS & ACQUISITIONS

Investors clearly expect an increase in M&A during 2009. It was the most mentioned catalyst for spurring sector gains,
with nearly half of the participants citing it. Echoing those sentiments, when asked which will be the primary means for
major pharma to invest in the biotech space during the year, half pointed to acquisitions, with only one-third choosing
licensing deals and 17% selecting development partnerships as the primary means. And while it is not surprising that the
respondents expect consolidation, their degree of certainty is notable. With the broader industry broken into four
segments i major pharma, large/mid-cap biotech, small/micro-cap biotech, and private companies i at least seven out of
every ten respondents expect the same amount or more volume when it comes to major pharma making acquisitions in
each of the other three segments or large/mid-cap biotech making acquisitions in the other two. Moreover and more
specifically, at least two-thirds of the participants expect more M&A in 2009 when it comes to major pharma buying
large/mid-cap or small/micro-cap biotech and large/mid-cap biotechs buying small/micro-cap biotech.

More than one-third of the investors do expect to see more deals between companies of similar sizes T that is, major
pharma with major pharma or large/mid-cap biotech with large/mid-cap biotech 1 but that fraction is significantly lower
than the percentage that expect larger companies to take out smaller ones. Note that these predictions preceded the
merger announcements for Pfizer/Wyeth and Merck/Schering-Plough, as well as the consummation of the
Roche/Genentech transaction. It is possible that the recent flurry of mega-cap deals will reduce the ability of major
pharma to acquire biotech assets, and thus reduce the likelihood that a rising tide of M&A will lift valuations in the sector.
However, the structures of these three acquisitions will unleash enormous waves of cash that could be reinvested in the
sector, thus driving share prices higher.

“The companies we like to invest in are the same companies that | think are the buy-out targets. Right
now, the targets are companies that have sustainable revenues that can help fill in partial gaps within
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existing commercial franchises. Millennium was a good example; that’s why Takeda bought them. Large-
cap pharma and biotech are the most likely acquirers — mid-cap pharma too. Anyone with cash is going to
work right now trying to buy stuff up.” 7 Sector-Specific Investor

“Some of the obvious candidates would be ones with a really strong balance sheet like a Merck, Pfizer, or
Lilly, which already did Imclone. These are the bigger ones. They can do a number of small acquisitions
in the $50-$300 million range. They could do five to ten of those each potentially, picking up a lot of scrap
and some IP and a couple compounds. They could do a big one and | think Amgen and Gilead would be
the prime candidates. Basically companies that don’t have enough cash to survive might decide to be
acquired, rather than go away.”i Sell-Side Analyst

“The credit crisis] is going to drive M&A activity over the near-term. You will see the large pharma
companies come out of this with a better looking portfolio of prospective drugs, and it will lead to
consolidation. Overall it is going to be healthy for the industry.” — Core Growth Investor

When asked about the ripple effects of the Roche/Genentech deal, nearly one-half of the respondents said they believe
that more than $40 billion in cash will stay in the biotech space, most notably reinvested in other large-cap biotech
companies. Most participants point out that the

reinvestment of funds into biotech is contingent on Where will the Roche money go?

the type of investors who currently own

Genentech, whether they are sector driven, Biotech
market-cap driven, or even arbitrage driven.

Specifically, 29% of the respondents argue that Arbitrageurs
the money will either be pocketed or reinvested in

the next take-over candidate due to the large Healthcare
percentage of Genentech shares currently held by
arbitrageurs. Meanwhile, shares held by
healthcare and pharma investors will likely stay in

Equities in general

those respective sectors, with 24% saying it will go oner
into healthcare and 14% in pharma. Generalist I don't know
investors, however, may look more broadly to
diversify their equity portfolios by investing their Pharma
DNA proceeds in other T more beaten-down? i

sectors. Large-cap companies

“Some people think they will buy Roche with the money, while some people think they will buy other
biotech companies, but it really depends on the data and the individual opportunities. Money is money,
so it can go anywhere. It is not money that has ‘only for use on biotech’ written on it. It will go into other
parts of healthcare, and it will go into other things.” T GARP Investor

“Part of it will surely go back, but | do not know how much. Genentech is a stock that is not only owned by
healthcare investors or biotech investors. A lot of large portfolios will not necessarily have to flow back to
the sector. It depends on the benchmarks. Part of the money will flow back. | just really cannot tell how
much.”i Core Growth Investor

“Some of the names that will profit are the mid-cap names that could potentially be the next Genentech in
ten or fifteen years. However, they may have already sold out. Plus, a lot of shares of Genentech are not
held by biotech investors anymore, but by arbitrageurs and specialists that are banking that there is a
buyout at a higher price. | do not believe that most of that money will be recycled.” i Growth Investor

“Many of these investors will most likely want to have exposure to biotech. They will also probably stay in
the large-cap space, as next year people will want liquid investments.” 1 Core Value Investor

Setting aside the Roche/Genentech transaction, the Bristol-Myers/Exelixis and Genzyme/lsis collaborations were each
mentioned more than once as the best recent examples of M&A, partnership, or licensing deals. Other deals cited as
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positive include two partnerships i Bristol-Myers/Zymogenetics and GlaxoSmithKline/Xenoport i and three acquisitions 1
King Pharmaceuticals/Alpharma, Merck/GlycoFi, and Takeda/Millennium Pharmaceuticals.

BLURRING OF LINES BETWEEN BIOTECH AND PHARMA

As leading drug makers continue to try to shore up their development pipelines by investing in biotech companies or by
building their own large molecule capabilities, the lines that have long separated pharma from biotech are blurring.
Indeed, in recent presentations, several major pharmaceutical companies have specifically highlighted their biotech
operations, including Eli Lilly (which devoted an entire segment of its December 2008 Investment Community Update to
its fABiotech st rMerck(@lhich annadincedithp fermationeofity BioVentures unit in December 2008), and
Pfizer (which repeatedly emphasized in its January 2009 merger announcementh ow t he Wyet h acqui
worl dés premier bi oph aNotedavevert that making@ @ublp &amyniiment to integrating the two
research disciplines does not guarantee successful execution. Moreover, investors may not necessarily accept or even
desire the combination.

More than one-half of industry professionals agree that the lines between biotech and pharmaceutical companies have
been blurring due to investment by major pharma in their internal biotech capabilities. A separate 20% acknowledge that,
while the lines between pharma and biotech companies have been blurring, there are still differences in terms of R&D and
marketing. That said, 10% disagree with the majority of the study group, maintaining that pharma and biotech are still two
distinct entities.

“The lines are absolutely blurring. There are signals of that everywhere: acquisitions that pharma
companies are doing, the announcement that Merck is getting into follow on biologics, etc. There is no
doubt that the lines are blurring. | suspect it won't be too long until the first big pharma/big biotech merger
happens.”— Sector Specific Investor

“The lines between biotech and pharma are blurring to some degree. We have seen that with some
companies. There also may be a different culture that has to be overcome, too. The biotech companies
sometimes have a more research-oriented culture, where pure research is more respected. However,
just because Genentech is big does not make it a pharma company and just because Amgen is big does
not make it a pharma company. The real issue is, are they manufacturing pills or large molecule, difficult-
to-manufacture drugs?”i1 GARP Investor

“As equity investments perhaps the line between them is blurring. The research is still very
distinguishable and that is what the appeal of biotech is for pharma. That has not changed much.
However, as pharma increases the exposure of pipelines and ultimately their product portfolios that
comprise biologics, then the lines will increasingly blur. If you buy one of these companies, you also buy
their manufacturing facilities and their R&D capabilities. The pharma company will assimilate this biotech
company and adopt those research capabilities. From that standpoint the lines are already blurring and
will continue to as we go forward.” — Core Value Investor

R&D PRODUCTIVITY

The second most often cited catalyst to move the biotech sector higher was positive drug development news, with 43% of
participants pointing to the clinic. Note, however, that investors are not as optimistic about R&D as they are about the
outlook for the sector. Three out of five respondents state that overall R&D productivity in 2009-11 will be the same as in
2006-08. During the interviews, they offered a wide range of reasons why success in the clinic has been limited in recent
years.

Two-fifths of industry professionals believe that the reason why the drug discovery and development process has been
ineffective is because all of the low-hanging fruit has already been picked, explaining that advancements in technology
are progressively more complex and targets are tougher than they previously were. That said, 13% of the study group
asserts the series of major R&D failures over the past two years is not a result of the low-hanging fruit problem, and that
there are other reasons for declining R&D success rates. Separately, 38% of participants believe it is too early to reap the
benefits of the technological advances associated with genetic research, maintaining that it takes time to see the success
from such efforts. Inefficient usage of R&D funds, particularly wasting money on bad projects before the credit crunch
occurred, is cited by 19% as a reason for the recent R&D failures. Meanwhile, 16% believe R&D has an inherently low
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success rate because diseases are so complex and there are many unexpected failures that must be taken into
consideration. To a lesser extent, 13% of respondents indicate the FDA is more conservative and has tougher regulation
and lower tolerance for safety issues, which makes the R&D failure rate higher.

“t is highly risky. 1 do not think you can necessarily make generalizations. There are always
improvements that are being made in terms of the design of clinical trials. It is important to invest a lot.
People move too fast too late to stay for clinical trials without doing adequate work prior to doing late-
stage clinical trials. However, | do not think that one can necessarily extrapolate any major trends. Low-
hanging fruit is rubbish because there is a lot of room for improvement in many disease areas. Plus, in
terms of genetic disease, we are already seeing important implications of that, but it will all be incredibly
important going forward as well.”7 Sector-Specific Investor

“l understand the ‘all the low-hanging fruit argument’ and in some ways that is always true, but it is always
not true at the same time. The first guy who ran a four minute mile seemed really fast, but now everybody
does that and you have to do better. As R&D gets better and as technology gets better, the bar should
continuously get higher. It has gone higher so the low hanging fruit has been picked but that is not a good
excuse; that is just the cost of doing business. It’s just like in football. You do not get to compete with 200
pound defensive linemen anymore; now you have to play with 300 pound defensive linemen.” i Core
Growth Investor

“That is a simple question with a complicated answer. | do not believe that it is because the low-hanging
fruit is gone. On the other hand, it is not just a matter of time and that these new technologies will yield a
much higher productivity either. The source of the perceived lack of productivity is multi-factorial.”

T Hedge Fund Investor

Despite these R&D constraints, 30% of the study participants state that an increase in drug approvals will be a catalyst for
biotech outperformance. A larger fraction (38%) point to macro conditions, explaining that an improvement in broader
market sentiment would be the trigger for a biotech rebound. Considering the tremendous headwind that the stock market

has faced and the sector 6s thatiingdsters exgea & general upturn te pulh lhwotechshigherp r i s
and/or believe a market-wide recovery is necessary for a biotech-specific one. What is perhaps surprising is that less

than half of that percentage i less than one-fifth of all participants 7 cited solid earnings reports from the biotech
bellwethers as a catalyst. This could be a statement about their expectations for 2009 financial results from Amgen,
Genzyme, Gilead, etc. More likely, it is evidence that the performance of the sector no longer hinges on the performance

of just a few companies.

FDA OPERATIONS

As noted above, study participants offer a wide range of reasons to explain why, in recent years, the lab and the clinic
have been less productive than desired or expected. When asked about product approval, however, respondents assign
more blame to the FDA than to the companies. Nearly three-quarters of the survey respondents point to the FDA setting
higher safety barriers, while more than half state that the FDA simply lacks sufficient resources to execute the review and
approval process. By comparison, only one-quarter indicates that ineffective R&D is the reason for the limited number of
approvals.

As a result, investors are keenly focused on potential improvements in FDA operations. More than 70% say their
confidence in the FDA will increase if and when they see improved consistency and predictability of decisions. Note this
does not mean that the analysts want the FDA to break new ground. In fact, only 24% indicate that they are looking for
the FDA to approve more, new first-in-class treatments. Meanwhile, more than one-third of the respondents simply want
the agency to meet its PDUFA date deadlines.

Of course, increasing the speed of the review process and ensuring consistent application of internal guidelines will not
necessarily yield more drug approvals at the FDA, let alone trigger more R&D productivity at the companies. However,
investors may perceive the delays and irregular outcomes as results of the increased scrutiny of product safety, which
they believe has kept products from reaching the market.

“l feel like the FDA has been extremely understaffed and underfunded and hasn’t had very good
leadership. They need to maybe change the model a little bit where they work with industry instead of
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against industry .... If the FDA could create that kind of a structure where working at the FDA would be a
high-science job and a rewarding experience, if not monetarily, but at least in terms of understanding drug
development, drug approval, clinical trials and science in general around developing new drugs, then they
would attract a lot of smart people to work there for a few years as a transition between education and
entering the industry for example. It would attract a lot of high talent if they were to create that kind of
environment. So there are solutions to the problem, | think, and | don’t think the solutions are so difficult
that we cannot do them. | just think someone needs to pay attention to the problem.” GARP Investor

Respondents offer few concrete recommendations for policies to adopt around communications about PDUFA dates and
FDA rulings. The general theme, expressed by two-thirds of those responding, is that companies should be as
transparent as possible when sharing news about their interactions with the FDA. Proactive updates to manage
expectations are also considered important.

The FDAO6s switch to complete response |letters is viewed ne
more uncertainty and less transparency for investors. Meanwhile, 21% do not anticipate a significant impact from the

switch, describing any perceived benefits to transparency as negligible. Just 16% believe the new approach will provide a
meaningful benefit to investors in terms of transparency, while the remainder of the study group maintains it is too early to

tell.

“More disclosure is better. Many companies make the mistake of thinking that either the markets will not
figure out reality, or the markets cannot handle reality, or the markets do not understand the context of
reality so they, like we all do, tend to spin things in a way they like. When it is positive they disclose it and
when it is not, they do not. From where | sit, more disclosure is better. Even if we own it and the stock
has to go down, then let’s get it over with and get all the information out and deal with it from there.”

T GARP Investor

“Companies need to be very transparent about what is in the CR letter and what they need to do. It is
really no different than if they got a non-approvable, but now the responsibility rests more on the
companies than ever before because they don’t have this non-approvable/approvable type of format. If it
was a non-approvable letter, the companies would certainly do some explaining, but now that they don'’t
have that, they can get away with not saying so much.”i Core Value Investor

“It is all confidential information and not publicly available, so | do not know if it will make investors work
any harder. If the FDA would actually publish the letters then everything would be fine, but we are
completely reliant upon the company.” 1 Hedge Fund Investor

“l think that’s a positive because it would potentially shorten the time and process for how long companies
will have to wait. You're not going to have multiple rounds of going back and saying Now is this going to
be approvable?’”i Sell-Side Analyst
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IMPACT OF CREDIT CRISIS

Although the catalysts for biotech performance are largely the same as in the past, a whopping 81% of participants
acknowledge that the effects of the credit crunch have forced them to change their approach to investing in the sector.
While this may sound like a logical reaction to the economic recession, the magnitude of the response is somewhat
surprising; after all, the fundamental drivers of biotech performance i an aging population with ever-growing demand for
healthcare advancements and the binary nature of drug development i should both be largely independent from the state
of the economy. Furthermore, over one quarter of public biotech companies have historically operated with less than one
year of cash; balance sheet pressures are not new to this sector. Therefore, while one might reasonably expect to see
price multiples drop to reflect higher risk levels, one would not expect investors i especially those focused on biotech i to
alter their processes for identifying candidates and making buy/sell decisions. Moreover, on two prior occasions,
Thomson Reuters asked members of the investment community if market turmoil was causing them to change their
approaches. In September/October 2007 and again in July/August 2008, more than 90% of the 50+ analysts interviewed
stated they were sticking with their established disciplines. Of course, those conversations took place before the financial
crisis dropped the Dow from 11,500 to 8,500 and the BTK from 800 to 650. At these levels, and with heightened
uncertainty, it appears that biotech investors are in fact rethinking the ways they assess opportunities.

FOCUS ON CASH

The primary, common change in approach is a shift in the

cash position. The credit crisis has shined a harsh spotlight on i and for so many, frankly, jeopardized i the ability of
biotech companies to fund their operations, and thus investors are now intensely focused on balance sheets. Roughly

20% of participants noted that a companyés cash posit i nearlyi79% sap ivis muh morei mp o

important than it was. Nearly one-third of those analysts interviewed noted that they are not just more focused on the
cash currently available, but are further scrutinizing

“One of the first things that most investors look at now, one of the first things they check, is the balance
sheet. How much cash do they have and what is the burn rate? These are things that have become
much more relevant now than before.” i Sell-Side Analyst

“In the past, people used to be more focused on pipelines, but it is more about financing. Companies
should clearly know where the next two to three years of financing are going to come from.” i Deep Value
Investor

“Some combination of a strong financial position and/or a pipeline asset that is ‘monetizable’ is paramount
in the current environment as compared to the past.”i Deep Value Investor

This does not mean that development pipelines and sales trajectories no longer matter. More than half of the
respondents note that, although financial status is now more important, science is still the most important element in their
investment decision-making process. Only one-quarter say what is happening on the balance sheet is now more
important than what is happening in the R&D center.

SURVIVAL OF THE FITTEST

The credit crisis has also raised concerns that financial conditions will overwhelm the normal business assessment
process. Companies with good business plans, capable management teams, and promising technology might find
themselves squeezed out of existence as falling tolerance for risk and tightening controls over credit make it difficult, even
impossible, for otherwise sound entities to access the streams of capital they need to operate and advance their pipelines
T capital that in almost any other circumstances would readily and willingly flow to these early- and mid-stage companies.
On the other hand, some investors argue that the shakeout likely to result from these conditions is not only necessary, but
possibly inevitable, and even desirable. In their minds, loose credit, ample cash 1 especially in major pharma coffers 1
and ever-rising valuations spawned too many fledgling companies, perhaps strong enough to survive, but certainly not
strong enough to succeed. Some of these companies were able 7 indeed, enabled i to hang on and, occasionally, to
reinvent themselves long after their initial concepts failed. Now, these participants say, discipline and efficiency are likely
to be forced back on an industry that has long needed it.
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“The problem [with the credit crisis] is that some good stuff might get thrown away. It will be negative
short-term, but longer-term it will be positive.”i Sell-Side Analyst

Of course, current market conditions stand squarely in the way of potential initial public offerings. Investors note that the
appetite for risk is quite low, as are existing valuations, and thus demand is more likely to be aimed at an established 1
that is, already public i smaller company than at a private one first attempting to come to market. At the same time, those
low valuations are a disincentive for venture capitalists, who no doubt made their investments three-to-five years ago with
higher expectations for their eventual exit. Some participants suggest that, in addition to a general restoration of
confidence in the capital markets and lending liquidity, an increase in M&A activity would help revive sector multiples and
pry open the IPO window.

“For [the IPO window to open], you need to have an appetite for risk, especially from the hedge fund
companies and right now most of them are shot. To see a rebound we will have to see more M&A in the
biotech sector. Once we start seeing M&A activity there might be more interest in biotech IPOs.” i Core
Growth Investor

“I think M&A activity will definitely help and you’ll see a lot more of it. That’s one thing. The second thing
is, | think the overall loosening of the credit crisis should be helpful, if the government can get credit flowing
again.”i GARP Investor

“We need some level of risk tolerance to come back into the market, and, to get that, you need broad
market stabilization.” i GARP Investor

‘We have now a lot of smaller-cap biotech names that are potentially far more attractively valued
compared to risk than to go to a new company that you never even heard of that comes to the market, with
venture capitalists having paid a lot of money into it and having too high valuation expectations. This gap
has to be closed as well. There are a lot of private equity firms that still hold high book values on their
balance sheets or in their asset valuations. They do not realize they have to reconsider IPO valuations. If
the price is right, there is still opportunity. However, this could mean that a lot of venture capitalists would
have to take a book loss on their investments which nobody wants to do on their side as well.”i Growth
Investor

“We’re in a new world today, and the valuations of most of those companies should be a long step lower
than they are. Until that change happens at the venture level, it’s impossible to see the IPO window
opening again. | think you’d be hard-pressed to find a VC that wants their company to be valued lower.
The best of the best companies have already been sold or will be. The worst of the worst aren’t going to
get any more money and are going to go bankrupt or going to get sold. Then you have a bunch of
companies in the middle and as they run out of money | think you’ll start to see some of those companies
get revalued because they just don’t have a choice.” Sector Specific Investor

With the IPO window essentially closed, venture capital firms are being forced to rethink their strategies for divesting
and/or monetizing as investments begin to mature. For some, the best available option is to exit via merger/acquisition;
others can only reserve capital, hoping to weather the IPO dry spell. In the meantime, some VCs are being forced to
inject more of their own capital in their portfolio companies in order to sustain those investments until public financing is
available again. This further limits their ability to take stakes in new private firms.

When IPOs do return to the market, two-thirds of venture capitalists polled believe that companies with the basic, long-
proven attributes 7 a strong management team and a promising pipeline 7 will lead the way. More specifically, one
reports that the stem cell industry looks attractive, while another believes that regenerative medicine has potential.

“It has taken away one of our exit routes. All we have now to look at is M&A so on the margin we are
probably favoring companies that might be attractive M&A candidates a little bit more. We are realizing
we have to fund these companies as private companies for a longer time so we are reserving more
capital to put into the companies in the future because they are not able to get public when they otherwise
could have. We are also focusing a lot more on cash burn because that is obviously a big component of
how much runway they have and when they need to finance next. The lower you can reduce the burn
while still creating value at the company, the more time you will get to hopefully see that IPO window and
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returns. In terms of IPOs that will lead the way when the IPO market turns, it is just going to be strong
companies with exciting products in the pipe and good management teams. It will not be tied to a
particular class.” 1 Venture Capital Investor

“We have to assume that the company is going to get purchased and there are only so many purchasers
out there. It definitely changes the way we think about things.” 1 Venture Capital Investor

“That [exit strategy] was the great hope in the nineties and part of the charade that went on for a long
time. The mantra in the late eighties/early nineties was find a gene, patent a gene, take the thing public,
see the price run up, sell out, and let somebody else hold the bag. That is no different than the housing
bubble. They are not buying something that exists; they are buying something that they think is going to
inflate. When the inflation goes away you are stuck with something that is not worth much. Ultimately
when you take a company public the only thing that is going to maintain the value is earnings. If you do
not have earnings, you are dependent on the next person to come by and pay you more and there is no
reason to do that.” 7 Venture Capital Investor
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INVESTMENT SWEET SPOT

It could go without saying that each investor employs his or her own distinct, even unique, approach to identifying
opportunities, conducting research, and executing buy or sell decisions. Indeed, individual investors can and do vary their
own processes to match the sector, stock, or circumstances. Survey respondents acknowledged that their disciplines flex

in response to a companyébés stage of devel opment (85% s

therapeutic focus (63%). Note, however, that geography is much less a consideration, with only 39% of respondents
changing their approach when they investigate companies from different regions. Nevertheless, similar education and
training, standard datasets, common resources, high-profile industry experts and market-watchers, and word-of-mouth
influences all combine to narrow investor focus and create overlapping preferences.

“In the very few companies that are profitable, you look at their earnings and cash flow, but there are not
many. You look at a combination of things such as market potential, probability of success, potential for
acquisition or how this company or their product would fit in someone else’s hands and what the value of
that would be, and you look at how much cash they have.” T GARP Investor

STAGE OF DEVELOPMENT

Given the state of the economy, it is not surprising that the participants in this study are tilted toward companies with
larger market capitalizations, which generally tend to have revenue streams, stronger balance sheets, and even profits.
One-fifth of the respondents say that, currently, the best opportunities are found in large-cap biotech. Another 43% point
to mid-cap stocks. Of course, this tilt can i and perhaps should i be viewed from the other perspective. Despite the state
of the economy, more than a third of investors still see the best opportunities in small- and micro-cap companies.

I nvestorsd stance with regard to drug de Meréthap B086rraportpghatphe
best opportunities can be found in companies with late-stage pipelines. That strong preference reflects both specific
optimism about some of the drugs the participants have seen in larger clinical trials and general reluctance to accept the
risks inherent in early-stage development. Between the survey and the interviews, roughly three-fifths of participants
state they will not invest in companies without candidates that have moved beyond phase |, and one-fifth will not invest if
there is not yet a candidate beyond phase Il. Roughly one-tenth of those interviewed said they prefer to invest in
companies in the post-approval or commercialization phase of development. However, nearly one-third of the
interviewees state they are open to investing in pipelines at varying stages of advancement; they emphasize the
importance of valuation, science, and platforms as opposed to a specific point in the development timeline.

When assessed in terms of the bottom line, the figures look much like those for market capitalization. More than three out
of five favor profitable firms; nearly 40% see better opportunities in companies that are not yet profitable.

The patrticipants also expressed strong geographic and sub-industry preferences. Admittedly, those who responded are
primarily focused on biotechnology, and they concentrate on, if not limit their investments to, the U.S. market.
Nevertheless, it was striking to learn that more than 80% of the group sees greater opportunity in biotech than in
healthcare, and more than 90% favor the U.S. over either Europe or Asia.

When asked specifically about opportunities in India and China, one-half of respondents report they are open to meeting
with biotech companies located there, but investor sentiment is fairly neutral toward these regions. Most indicate that, at
this time, there are few quality, innovative biotech companies in either China or India; those who do see potential are
primarily looking at generic drug manufacturers. Several respondents said the reasons they do not look for biotech in
China and India include both regionsdégeographic challenges, their low income per capita, and the general uncertainty
surrounding emerging markets.

“l am interested in global opportunities and in general those are increasing, but they are few and far
between. It is difficult to find real quality assets. | am more interested in real quality assets, not in me-too
companies that take advantage of low cost structures. That might work for a while, but | am not sure
what will happen after that. | am more focused on high-quality, innovative companies with high margins,
but | do not want to be closed-minded about companies that do not fall into that framework.” — GARP
Investor

Thomson Reuters Perception 15 Biotech Outlook and Issues

d



“We do not assess biotech opportunities in India or China because the major challenge that we have in
development is trying to enforce capital efficiency early on and you have to work with the people who are
doing it. | could not imagine trying to do it from here. Working with a company in California is a
challenge; | do not need to go to India to do that.” — Venture Capital Investor

“There will not be opportunities in China or India because those markets are different from what we have
seen in Western countries. The yearly income of the people is still very low. There will be few
opportunities there especially for biotech drugs, although there might be opportunities for generic drugs.”
T Core Value Investor

“I still see the potential opportunities in India and China as ‘show me’ territories. It is still a wait and see
story, particularly in China as they are going to incur their own economic bubble burst in months to come.”
— Hedge Fund

THERAPEUTIC FOCUS

Among the strongest statements about the investment sweet spot i and perhaps the most significant in their narrowing
effect T were those made about therapeutic classes. Of those who were interviewed, 40% stated that there are not
particular areas they favor or avoid. Those interviewees who did express a preference generally pointed to oncology,
while a few noted they favor treatments for metabolic ailments or infectious diseases. Those who acknowledged they
tend to dodge certain classes cited cardiovascular, diabetes, CNS/pain, and obesity treatments. In the survey, however,
the anal ystsd prefer enc e denpreserded with enare thaa a dbzed tedrapeutic bptiong survey W
participants overwhelmingly cite oncology as the area with the most promise. Only one other treatment realm 1
immunology i was mentioned by at least one-third of the respondents.

Which therapeutic areas offer the best | The rationales T both for the preferred areas and against those that investors avoid
investment opportunities? (choose two)| T emphasized market size, pricing, competition, clinical trial requirements, and
Autoimmune/immunology regulatory scrutiny. What is unclear is the degree to which past results and/or
Cardiovascular 13%| current conditions dictated these forward-looking selections. Certainly, in the
Central nervous system 15%| history of the biotechnology industry, products developed to combat cancer and its
Gastrointestinal 0| effects have been some of the most successful; analysts and portfolio managers
Genetic disorders 20%| may therefore and logically expect more high-profile home runs to be hit to that
Infectious disease 28%| part of the park. Investors looking to play the odds might simply be counting the
Metabolic 0%| compounds. At a recent Thomson Reuters industry conference, for example, Bain
Oncology & Co. reported that oncology drugs account for roughly half of the candidates
Opthalmology 20,| currently in pipelines.

Regenerative medicine 9% L »
Respiratory 0% _Though some may favor cancer treatments b_ecause they face_ limited competition,
Skin 0%l It has been_ argued thgt those pressures will soon be coming to the o_ncolog_y
Transplantation 0% market. Bain & Co. projected that, with so many oncology candidates working their

way through the clinic, cancer drug prices will fall up to 40% over the next few
years. However, the interviewees who addressed this supposition all agreed that, while prices for cancer drugs will fall, a
40% decline is unlikely due to robust demand and unmet need.

“The only thing | can say about that is, the longer people live, the more likely they are to get cancer.
People are living longer and longer, and | would imagine more and more people are going to get cancer.
The key with these cancer drugs is as much survival as quality of life. When you are 90 and you are
taking some cancer drug, no one is going to want to take a drug where you can add an extra two months
but you feel miserable. It is going to be as much a quality of life issue as a survival benefit issue.”

1 Sector Specific Investor

“Oncology — with its indications, premium pricing, lower regulatory hurdles, and clear path to market — is
attractive for a lot of investors.” i Hedge Fund Investor

“I avoid obesity like the plague. It's going to be very hard for the FDA ... to actually approve any new
obesity drug. Yes, it's a big problem, but look at the safety issues from the past.” i Sector Specific
Investor
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Although participants generally concur that oncology is the therapeutic class that holds the greatest potential, when asked
to name specific candidates currently in development that have them enthused, there was little agreement. The wide
range of candidates cited as cause for excitement and the near complete lack of overlapping responses reflects the
nature of the sweet spot outlined by the participants. Although different investors see clear and common dimensions, the
universe they collectively circumscribe is still quite large, leaving plenty of room for individual, independent, even unique
choice 1 and for disagreement about those choices.
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VALUATION METHODS

Just as investors follow their own distinct research and assessment processes, their views, methods, and guidelines for
assigning valuations to the stocks they consider will vary. However, there are some common approaches and standard
metrics they employ. Moreover, with the credit crisis casting a larger and darker risk shadow over the entire sector,
participants express similar aversions to factors that tend to signal instability.

PRIMARY METRICS

The majority of analysts who were interviewed reports using a combination of different methodologies and metrics when

valuing biotech stocks. The most frequently cited input to the valuation process (mentioned by 62% of interviewees) is an
assessmentoftheodds of success for each drug in a companyods pipel
and some form of discounted cash flow (DCF) analysis. More than half of the interviewees state that their assessment
process includes calculating price-to-earnings or price-to-salesr at i os t o deter mi ne a. Netrlgck:
one-third of respondents cite cash position as a metric they use.

Study participants were asked to rank the relative importance of a |Relative Importance of Profitable |Not Profitable
series of valuation measures. The adjacent table displays the |valuation Metrics Scale 1-8 Scale 1-6
average scores, with 1.00 being the highest. Whether considering |p/E

those few biotech companies that are already profitable or the vast |Ev/EBITDA
majority that are still working towards that goal, investors focus on |Revenue Growth
revenue growth. For the profitable set, an earnings multiple and |Earnings Growth

the earnings growth rate are the other primary metrics. Note the [price to Sales 5.46 3.13
gap in priority between earnings growth and the next highest [peptto Capital 531 3.41
ranked metric, discounted cash flow. This suggests that, despite |[pcg 4.60 295
the complexities of the science underlying these businesses, the [giher 747 4.80

common means to assign valuations are both straightforward and
reasonably simple. Indeed, for the profitable companies,t he average for the @AOtherod cat
suggests that the range of valuation metrics is narrow; for the survey respondents, the seven options presented are the

ones they use. For the not-yet-profitable set, the average scores for four of six metrics cluster around 3.00 and the
average for fAOt her domissiggdsting greater divefsity ofrapprtodciees tb assigning values.

“In the R&D stage companies, it’s really a pretty easy process. Do they have a drug and how big is the
market? For the large companies, it’s really revenue and earnings momentum. Revenue is actually the
first thing that we like.” 7 Core Value Investor

"First, | look at the pipelines of the companies. Then, | estimate the potential revenue of each drug for the
next five years. Now, the revenue expected of each drug is discounted by the net present value of the
same drug, coming up with its fair value." i Core Value Investor

"Usually, for the R&D stage company, there are two things. Are they at net cash? If they’re at net cash
and there’s any value to anything that they have, then that’s a decent valuation to get in on. Other than
that, it has to be NPV models on their products. Try to figure it out with a consistent probability of
success, so you know what you are paying for. Is the valuation already assuming 100% chance of
success with a biotech product in Phase 11? .... | look at P/E and growth on the large-cap side. For
companies that are just developing an earnings stream, I'm looking at NPV." i Hedge Fund Investor

RISK FACTORS

The increase in market volatility and uncertainty has lowered i n v e stolesance for risk. As a result, while analysts and
portfolio managers continue to employ basic parameters for assessing stocks, it appears they have raised the thresholds
that companies must clear for each of those measures. Consider the following:

e only 38% of survey respondents would invest in a company with a market-cap under $50 million, with
another 19% saying fmaybed t hey woul d;

e only 34% would invest in a stock that trades less than 100k shares per day, while 38% say maybe;

e only 26% would invest in a stock trading below $1, while 30% say maybe;

Thomson Reuters Perception 18 Biotech Outlook and Issues



e only 24% would invest in a company with no products beyond phase I, while 15% say maybe; and
e only 19% would invest in a company with less than 12 months of cash, while 38% say maybe.

The percentages reveal the relative importance of these risk factors and confirm earlier observations. Cash on hand and

pipeline progress are most critical;, t he hi ghest percentage of investors state

too low on these scales. Share price, which can signal the possibility of delisting from the major U.S. exchanges, is more
significant than liquidity or market capitalization. Indeed, only one-tenth of the participants specifically said they would
invest in stocks at risk of delisting; three-fifths explicitly say they would not. That daily trading volume is less of a concern
than market-cap is surprising, given the need for larger asset managers to ensure they can make and exit investments of
meaningful size, but the respondents are no doubt cognizant of the other factors that can constrain liquidity without
necessarily being signs of a lack of viability (eg, significant insider ownership).

It may be encouraging to many biotech management teams to learn that a share price below $5 is not a deterrent to 74%
of investors. Conventional wisdom had held that $5 was a critical threshold for certain, if not most, major mutual funds.
However, beyond the counter-evidence revealed in this study, a separate analysis by Thomson Reuters found that, of the
twenty-five largest U.S. mutual funds, not one specified a sub-$5 barrier to investment. That same February 2009 report
identified more than twenty asset managers with more than $1 billion invested in stocks trading below $5 per share.
Instead, it is that cash hurdle that should unnerve biotech executives. Recent figures compiled by BIO reveal that, at the
start of 2009, 40% of the 330 active, public U.S. biotech companies have less than twelve months of cash on hand. More
than 40% of the participants in this study state they will not invest in those companies, and nearly another 40% would
have to think twice. Those searching for some consolation might find it somewhat soothing to know that, although at the
start of 2008, 29% of public US.bi ot ech companies had | ess t h atwelva moptesdated
only 9% of the sector had gone bankrupt, restructured, or suspended operations. Even as the financial crisis deepened
last year, biotech management teams were able to obtain the capital they needed to support their businesses and/or to
reduce cash burn by eliminating staff, shelving projects, or both.

BINARY EVENTS

The volatility and risk in biotech tend to peak when data are revealed, when an advisory panel debates the safety and
efficacy of a product, or when the FDA issues a decision to approve or not. The outcomes of these binary events are, of
course, difficult to predict, but the dates themselves are generally easy to forecast. How investors prepare for and/or
react to these events can have a significant impact on their returns. Approximately 40% of those polled employ a wait-
and-see approach, while a similar number of respondents try to avoid binary events. Others claim that they would need to

be comfortable with the data before betting on binary outcomes. One-o f f responses include -pl a

reaction to binary results, or playing the expectations prior to events and then liquidating before the event occurs.

“We do not have a specific recipe for all binary events. If there is one that we have a great deal of
conviction will be positive, we would be happy to bet ahead of it. If there was one where we think we
have no clue, we would not bet ahead of it. Depending on what that event is, and the new information,
and where the prices are after, we would look at it as a chance to either buy more or sell all of it or
anywhere in between.” i GARP Investor

“One of the methods | would use or one of the approaches would be to not go before the binary event
because you never know what’s going to happen there, but maybe go in right the day of and for a couple
of days after the event because there tends to be an overreaction for the most part, either positive or

negative. | think you can get significant returns there, like 10% to 20%, by playing the overreaction.” i
Sell-Side Analyst

“l do not love binary events generally, so we tend not to be involved in those. We don’t have a trader so
we wouldn'’t do that very well.” 1 Sector-Specific Investor

“Our investment strategy is looking at cash flow vs. stock price. We maintain this strategy regardless of
the timing of a binary event, as we really don’t see any definitive correlation investing in a company
simply based off the timing of a binary event.” 1 Sector-Specific Investor

“My strategy is to probably make a bet before the binary event and actually get out before the binary
event and just play the expectations.” 1 Core Value Investor
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HEDGE FUNDS

The presence of hedge funds in and around a stock is often cause for anxiety among the executives. IROs, CFOs, and
CEOs worry about aggressive short selling, rumor-mongering, and the increased volatility brought on by investors
executing complex, rapid-fire, short-term trading strategies via opaque exchanges i let alone those activists who launch
campaigns to unseat management or restructure the company. At the same time, however, conventional wisdom holds
that the Asmart moneyod r &smabandsthefore mdreensnele, bfterdsgator-fécusaddpertfolios
controlled by well-experienced and well-connected analysts. And while earlier Thomson Reuters research has suggested
that in fact these smaller firms do not always make smarter investments, the reputations of their principals hold, and their
decisions can serve as guideposts for generalists and other less knowledgeable biotech investors.

ACTIVISM

Slightly more than half of the study participants expect more activism in 2009 than in 2008. It should be noted that
activism shriveled as stock market performance and conditions hurt hedge funds and cut off the leveraged finance that
many activists require. A recent report from Thomson Reuters revealed that, in aggregate across all sectors, formal
incidents of activism fell steadily during 2008, with a significant year-over-year drop off from 4Q07 to 4Q08. Now,
however, with cash starting to pile up on the sidelines, with valuations so depressed, and with heightened sensitivity to
perceived missteps by management teams and boards of directors, activist investors may sense and seize opportunity.
Mainstream investors, however, do not necessarily welcome their return. One-third of the respondents indicate they
would be less inclined to invest in a company were it the target of an activist shareholder. Nearly 60% say it would
depend on which activist was leading the charge.

The financial community sees both positives and negatives for an activist presence in the biotech sector. Industry
professionals view activists as having the potential to bring about both favorable and unfavorable changes to a company,

as results tend to vary. Two-thirds of respondents perceive drawbacks to having an activist invested in a particular

bi otech companyds stock, wit mngthahtee actastsgeanérdllydo nof gertedate muclgvaloeu p e
and nothing good is gained. Further, those not in favor of activist involvement indicate that the manipulation of the
company is generally only in favor of the short-term investors and does not provide any long-term value. That said, more

than one-half of the study group maintain there are some benefits, acknowledging that usually, as a result of activist
investor presence, there are improvements made to specific aspects of the company under query. They say that the
activi st s theccompangoaridperp itiow teack, protecting shareholderséinterests.

“l think on the whole it’s a good thing because in my opinion there are too many bad projects that are
funded. For the most part the activist investors are saying, ‘You know you are wasting money on this R&D
program. Let’s shut it down, reduce the burn and get the company focused on the marketed projects,
become profitable, and put off the R&D stuff.” The overall effect that they seem to have from my
perspective is to shut down projects that aren’t worth developing anyway, and | think that is a good thing.”
— Sector Specific Investor

“We haven’t had any good activists.... We haven’t had someone with patience, the right kind of activist
qualities, and a healthcare focus. Marry all those capabilities and put it into an activist context.... It is
tough. | haven’t found a group that has put the right capabilities together to function as an activist. Should
that ever happen, | think that would be a compelling proposition. Biotech CEOs tend to be kids in the
candy store that want to just spend and do a lot of science projects. Unfortunately on the activist side, you
don’t have anybody that is experienced enough to say, ‘You guys should not be doing these programs,
you should be doing these other programs.’ If you had an activist that was the equivalent of a business
development group at a pharma or large biotech, that would be a homerun.” — Hedge Fund Investor

“I think it depends; you have to see it on a case-by-case basis. Overall | would be pro-activism. Of course,
it would depend upon who the investor is. What is their experience level, and what are their intentions? If
they have solid experience and they have done this for a long time, you should listen to them. They have
the right to be listened to regardless because they’re owners. However, if their goal is to shake things up
for a few days so the stock moves one way or the other and then they exit, that’s part of the market. |
think people look at the different investors’ track records and gauge that. There are cases on the other
hand where you do have the management that sits on $500k a year in salary, does nothing and doesn’t
do what’s good for investors. In those cases, the outcome can be positive.” — Venture Capital Investor
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FOLLOWI NG THE ASMART MONEYO

The majority of participants believe that the pain endured by hedge funds this year has not changed the notion that the

fismart

moneyo i n t hsesmalerditms, attributing thatite the factrthattinistieutional investors i those that

manage pension funds and mutual funds 7 have experienced similar losses. One investor said that the environment has
changed dramatically while another mespgygmdeamtd diod a greecesds,s
e

moneyo resides in h

('jge funds.

“The smart money will always reside in the hedge funds. They’re the people most worried about every
little detail. Mutual funds, because they have longer horizons, are not as worried about the details, so the
people and the upside will always be greater with hedge funds. | think it is always going to be like that.”

— Equity Hedge Investor

“No | don’t think so at all because mutual funds have faced just as much if not more redemption pressure
than the hedge funds out there. You hear more stories about hedge funds enduring pain than you do
mutual funds because the hedge funds are the true risk takers and the ones that drive the markets and
innovative investing.” — Hedge Fund

“l do not agree with that and | know some very smart people at hedge funds. The fast money resides with
hedge funds but not necessarily the smarter. That is not right at all. There are very smart people that
reside in mutual funds, private equity funds, and venture firms, and it seems like the fast money are those
who spread the most rumors rather than the hedge funds. | do not think the smartest money resides in
hedge funds because if they were so smart they would not be losing 25% to 30%.”

— Aggressive Growth Investor

Hedge funds and other sector-s peci fi ¢ investors may still enjoy reputatic
t hat does not mean Aplain vanillad i nst iWhentaskednwhith informatiers t o r
sourcest hey use to conduct their research and/or to identify
6smart moneyd ownsoO was by fplagoptionspreséneedhst popul ar of the ei

As further evidence, note that aggregrate short interest in biotech stocks dropped roughly 25% between August 2008 and
February 2009, which suggests that hedge funds significantly reduced their activity in, if not their net exposure to, the

sector.

Nearly 80% of the survey participants say this has not affected their appetite for investing in the sector.

ALTERNATIVE FINANCING

When asked about alternative financing options, 40% of participants assert that given the current environment biotech

companies need to do what is needed to survive.

In terms of specific financing tactics, 27% of the study group has a

negative view on issuing debt, most notably convertible debt, explaining that the cost of capital can be high. To a lesser
extent, 10% say they do not like when companies sell their royalty streams. Oneinve st or descri

t he

future. o Nearly 15% of participants do favor |

bed
oi

nt

costs to a bigger partner with more resources makes sense. Finally, 10% of investors say they avoid companies that
need alternative financing because to them it is a signal that the company is just trying to buy time, and it often leads to
additional financing needs down the road.

“In general, companies need to do what they can. It is a very difficult environment, and | sympathize and
understand that they are going to use whatever ways they can to raise money. Even good companies do
not have much choice if they are early stage. Companies should continue to be creative in ways to
access capital. My hope is that they do not give away their assets .... It is very easy to take advantage of
a situation if somebody has capital and the other company is beaten down. The company might have a
good drug but is running out of money and is desperate. One has to try to balance that desperation with
doing what is right in the long-term. Of course, that is a theoretical framework; it is much harder in reality.”
I GARP Investor

“Even profitable companies need money and | would not oppose financing however it was obtained, but |
would then clearly look at the company to see if the cash is being used efficiently. That may mean
stopping an early stage product to concentrate on two products or even one product instead of bundled
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resources. Companies can do financings but | would clearly look at management and how they use the
money.” T GARP Investor

‘I am pretty agnostic. | generally do not like any debt or converts or any of that kind of thing. Generally
speaking, my biggest focus is a macro thing: | think all shareholders should be facing the same direction.
If  am a common equity guy, | do not want to be involved with a bunch of guys focused more on warrants
or debt or something like that. That is where you need to make sure everyone around the table is facing
the same direction.” i Sector-Specific Investor
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INVESTOR OUTREACH

Even without the added burden of the proverbial 100-year storm in the financial markets, the practice of investor relations
i of crafting, delivering, and controlling a sharp message that reaches and resonates with an ever-more diverse,
demanding, and global set of analysts and then managing the relationships that emerge (or worse, further pursuing those
that do not emerge) T is increasingly difficult. Savvy executives and IROs try to assess and understand this audience and
then try to plan their outreach accordingly.

RESEARCH
Analysts and portfolio managers employ a wide range of tools and visit a wide range of venues to conduct in-depth

research. In the survey, analysts were asked to comment on both the importance of a collection of research inputs and
on the value of certain events that provide opportunities to learn about the companies.

When Researching Investment Opportunities

Meeting with management

Medicallindustry conferences

Talking to doctors

Company analyst days

Talking to other investors

Sell-side conferences

Sell-side research

Company websites

Looking at the 'smart money'

0% 10% 20% 30% 40% 50% 60% 70% 80% 90% 100%

|lVery Important O Important @ Somewhat Important B Not Important |

Meeting directly with company management remains by far the most important means of assessing an investment
opportunity. As indicated in the chart above, 60% of survey respondents identified those face-to-f ace di scussi on
i mportanto inputs to their anal yses, and nearly all the he
complexity of the science and the significance of clinical data, it may not be surprising to learn that medical conferences

and conversations with physicians are the next two most important sources of information for the buy-side. The
prevalence of company-hosted, analyst-oriented meetings and presentations at these events suggests that IROs
recognize the importance of capturing mindshare from investors at these industry events, not just from researchers and
clinicians.

The more traditional means of reaching the buy-side i namely, by utilizing the sell-side i may be fading in prominence,
but they remain reliable research ingredients. Roughly 60% of participants state that sell-side conferences and sell-side
reports are @i mpor t aresbubcesdor edicatiegrthemselvep oGivierathet tdrnover among sell-side
analysts, the general shift towards internal equity research, and the need to get in front of company management, it is
interesting to note thatsell-si de research reeeyvedipbat amboendds than the
category, it surpassed all but one other

information  source. Moreover, 72% of Indicate the value you derive Significanti Some Little No
participants find at | elfrom attending the following: Value | Value Value Value
attend sell-side conferences, while nearly one- |Medical/industry conferences 37% 2% 2%
fifth stilicarett \Visligeno Sell-side conferences 19% 6% 2%
Note, however, that nearly one-third of investors |Company analyst days 32% 9% 2%
obtain little or no value from joining a sell-side [Sell-side-led bus tours 15% 19% 13%
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ibus tourodo to see a string of companies in a particular

companies to be visited and the mix of other investors along for the ride.

Note, too, that, while overall there is still demand for sell-side research, the fraction of respondents specifically indicating
thatsellsi de research i s @i mfld%)tsaggesting thakatisere @ra twb eamps wfebliytsiders: those

who rely on sell-side commentary (the 45% who saysell-s i de r esear ch i andthesewhy justglapce atitant
(the 35% who call i t. Tlioseavimeusehselltside resgacch doasmtb gajn insight aboutc ompani es

backgrounds, to assess the quality of each drug, or to set expectations. More than 80% of the survey respondents state
that sell-side layoffs have not forced them to alter their investment processes, but one-fifth of those interviewed report
using only their own research.

“[Sell-side analysts] are good for two things: they bring you up to speed and they set up expectations.
Sometimes they provide access to management, too.” i Hedge Fund Investor

“I make use of this because it is very difficult to assess the quality of each drug, especially in biotech. |
largely depend on the report provided by the sell-side analyst.” 7 Core Value Investor

“It depends on the sector. For pharma and large-cap biotech, | use the models as a way to gauge what
the consensus is for earnings. We trade off of whether they are right or wrong. For industries that are
losing sell-side analysts, you really cannot even use the sell-side that much anymore. Even the
consensus numbers are all over the place and do not make any sense, so it does not matter. Specialty
pharma is a great example.” 1 Hedge Fund Investor

While communications with the sell-side continue to evolve, conversations among buy-side analysts and portfolio
managers remain constant, widespread, influential, and for some a crucial element of the stock research process. As with
any profession, sharing thoughts, experiences, and insights with colleagues and work friends can be educational and/or
reassuring and therefore valuable. It is important to note, however, that no single subset of biotech investors has a
monopoly on the good ideas. Analysts are drawing their own conclusions, not following the lead of the so-c al | e d
money. 0

fi s

r

Another common opportunity fori nvest ors to see and hear direct| ynalystdayn ma

Budgetary pressures and the instinct to Awai't unt il t her

reconsider, postpone, or cancel their events, but analyst days remain a critical part of the on-going research that investors

conduct. More than 40% of the survey respondent santgwhieraiatietsanrei z e c

time, more than 95% say these events are beneficial, including one-third wh o  gignificarit valueofrom them. However,
those companies that do choose to host an analyst day should keep in mind that how investors take part in these events
has changed. Only one-third still attend in person, while another 27% listen over the phone. Most significantly, 40% of
investors now regularly tune in to analyst days via the internet.

Although they are watching webcasts, survey participants indicate that, generally, corporate websites are of relatively little
importance to their research. However, this could be more a statement about the components, depth, and quality of the
websites than a statement about the investorséwillingness to examine and utilize information provided online by the
companies. Indeed, anecdotal evidence and traffic statistics from Thomson Reuters StreetEvents and from IR sites
hosted by Thomson Reuters indicate that equity analysts are turning with greater frequency to corporate sites for financial
data, pipeline details, and management presentations, while, simultaneously, companies are devoting more resources to
the development of robust web interfaces with ample disclosure.

NEW IDEAS

Although sell-si de firms continue to publish buy/ sel | / hiodights tniggec o mm

trading via their desks, study participants state that sell-side research is not the principal source of new investment ideas.
Rather than reading, investors rely on face-to-face conversations at industry conferences or in the hallways and meeting
rooms at sell-side conferences i often with doctors or with their peers. They are less interested in proactive pitches
directly from the companies. They want to uncover the opportunities; they do not want to blindly follow suggestions from
or moves made by others. For many, the starting point is screening the available universe of stocks for those that offer
the particular financial fundamentals that fit with their particular investment discipline i that is, fall within desired ranges for
market capitalization, stock valuation, revenue or earnings growth, etc. that they believe should yield price appreciation.

Thomson Reuters Perception 24 Biotech Outlook and Issues



MANAGEMENT TEAMS

Even with the advancements in information technology and the seeming ubiquity of financial and industry data, the most
precious commodity for most investors remains face-to-face time talking directly with senior management. Opinions about
whether a particular managementt eam ef fectively communicates their compa
community, both buy-side and sell-side. In fact, some of the factors that affect assessments of investor relations fall

outside the control of those who work so hard to define and deliver the message. There are, however, certain traits that

are common to the best executives T traits that stock analysts and portfolio managers consistently cite, prefer, and even
demand from those who lead and speak for the companies whose shares they own.

Nearly one-half of respondents agree that transparency and open, thorough disclosure are important attributes of effective
CEOs and CFOs. Participants in this study, as in other Thomson Reuters investigations, go on to say that effective
communications from the top goes hand-in-hand with an effective investor relations program. The commitment the CEO
and CFO make to engaging shareholders and the approach they take to responding to inquiries from Wall Street
simultaneously set the tone for IR and reflect the clout of the IR team.

“The characteristics of the good [management teams] are straight-forwardness, honest disclosure,
willingness to admit what they do not know, and consistently delivering more than what they promised.
There are not many, but it is very refreshing when that is the case across any sector. However, it is rarely
the case, and biotech is no better or worse than any other. It is so much more comforting when the
person is willing to admit what he or she does not know, and when they are willing to tell you what he or
she does know. There is that, and consistently delivering more than what they promised.” i GARP
Investor

“Regardless of the size, the management teams that | think are effective are the ones that are good at
telling the truth and reducing complexity down into understandable terms. The poor ones are the ones
that apostate through jargon and create a fog around the ideas. The goal much of the time is to confuse.”
T Venture Capital Investor

“[A good management team’s] qualities are anticipating, not having too much of a love with the science at
the company, and being open to the bio-ecosystem. If they have a drug they believe is a great drug with
good potential, and if the best thing to do for shareholders is to sell the company, then they should do
that. Having the openness to do that is very important. Good CEOs are strategic thinkers who show
open-mindedness versus being in love with their own science and stuff that’s only developed there. That
makes them think they can repeat success multiple times, which is often hard to do. | am trying to think of
how else to put it without sounding cliché.... | think it is much better for CEOs to have clear long term
goals for what they want to achieve with these companies. Companies shy away from talking about long
term visions.” T GARP Investor

COMMUNICATIONS

Sixty percent of the respondents believe that investor relations practices have changed as a result of the current
economic environment, albeit moderately. Most contend that change is company-specific.: some companies are
outsourcing investor relations and cutting costs, while others are taking advantage of the current conditions by hiring
professionals from Wall Street to build their IR departments. It was also noted that, in general, companies are slowing the
pace of strategic, long-term decisions given the uncertain market environment.

“Investor relations practices have changed slightly. They are all frustrated and they are all lean. Some
are outsourcing investor relations more and some are picking up Wall Street people at a discount. It is
variable. People are looking into different models so there is not one specific solution. i Hedge Fund
Investor

“We have not seen a change yet although we are starting to see revisions come down but not severely.
We had a few companies come through our shop. If Street analysts are up at unreasonable levels they
need to be stepped on. They need to hammer this down.” i Growth Investor

“Investor relations is a company by company issue.” i Sector Specific Investor
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“Companies are slowing down trials and not making acquisitions, which is very short-sighted. Even some
of the cash rich companies are slowing down acquisitions and slowing down trials. You want to say,
‘Come on! This is going to last maybe a year. You should be thinking ten years down the line and be
taking advantage of this.” They have completely missed out on the FASB rule change. There were
expectations that companies would take advantage of this, but it looks like they got too panicked and they
totally missed the boat.” T Equity Hedge Investor

Overwhelmingly, respondents expect good disclosure and

transparency from investor relations programs, and they

want CEOs and CFOs to set conservative and o
manageable expectations.  Specifically, 44% Of thOSe  esmemmimaremerency
interviewed recommend companies be transparent in both

good times and in bad, and 37% want companies to set Manage expecations
realistic targets given the current market environment. A better
GARP investor noted that companies fshould consistently

under-promise and over-deliver, and consistently admit e more communicative
wh at they do not know and d

In other words, investors want the whole truth.

How to improve IR?

44%

Increase Visibility

In the interviews, the analysts also pointed to better

communication and increased visibility as the keys to Other
improving investor relations. Twenty-six percent of the

respondents want companies to develop a better

communication strategy, while 22% of the interviewees explicitly stated they would like companies to spend more time
talking and meeting with current and prospective investors. Other suggestions for IR improvement include maintaining a
high level of responsiveness to investor inquiries, requiring that the IR team has sufficient experience and knowledge
about the business, and ensuring that the IR department has a solid relationship with the management team.

Investors also expect companies to bring their stories directly to them, with 70% saying proactive outreach is more
important in the current environment. Simply responding to inquiries T or worse, remaining quiet until the storm blows
over i will cost a company its investor mindshare and a management team some reputation points. Unfortunately,
investors report that only 30% of executives are more proactive; one-fifth are actually less proactive.

“They should be talking to the key institutions on a constant basis, whether they’re investors currently or
not, to update them and remind them why that company is a good investment.” i GARP Investor

“Companies that are upfront about what is on the horizon ultimately get higher valuations because of the
premium offered by investors who can trust what these managements are saying.” 1 Core Value Investor

“I was most persuaded by teams that were proactive about addressing issues. There is always an
elephant in the room, no matter what company it is. There is always an issue when you have a drug
under development. There are the teams that dismiss the potential issue out of hand and have ten
reasons why it is not an issue, and then there are the teams that do a better job of managing both sides
of an issue, whether it is a financial issue or a specific issue related to a compound or a regulatory
question. As a general principle, | prefer the teams that present a more balanced picture.” i Hedge Fund
Investor

“It is all about responsiveness. Beyond that, they have to be able to talk to you about the situation. The
issue with investor relations teams is that some will tell you too much while others are so by the book’
that they do not tell you enough. The third type is someone who just does not know anything. The best
investor relations people are transparent and follow the rules, but also are able to give their own opinion
and help you better understand the situation without giving you too much. Experience and longevity are
the keys in that regard.” i Core Value Investor

“What investor relations officers need to know is that investors are too good at finding out what the truth is
and what a cover up is. Therefore, any lack of disclosure from a company is viewed negatively, and the
reaction is often harsh from investors. For any company that faces adversity head-on, while the stock
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may feel some short-term negative downside, the company will be rewarded in the long-term. To put it
simply, it is not the crime that gets to investors; it is the cover up.” 1 Hedge Fund Investor

“They need to keep in contact with their investor base and build better relationships. Companies have
just taken the back seat in the past three to four years with stocks doing well. The next two years are
going to be trying.” 7 Core Value Investor

“They need to set expectations low. We are already in an environment where stocks have been crushed.
One way for stocks to rebound is for companies to be able to start meeting manageable expectations and
conservative expectations because they will not be paid for reaching and failing.” 7 Growth Investor

“I would encourage investor relations people to call me directly. They should be talking to the key
institutions on a constant basis, whether they are investors currently or not.” i GARP Investor
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INTERVIEW FRAMEWORK

Valuation

1. When making investment decisions, are there particular therapeutic areas that you favor (e.g., oncology,
metabolic, cardiovascular, etc.)? Are there therapeutic areas that you avoid?

2. When making investment decisions, are there particular stages of company development that you favor? For
example, would you invest in a company that had not yet advanced any candidates past phase I1?

3. Please describe the process you follow and the metrics you use to value biotech stocks.

4. Of the metrics and elements that you consider when making investment decisions, have any become more or less
important given the current market conditions?

5. What is your investment strategy leading up to, surrounding, and immediately following binary events?

6. How do you assess biotech opportunities in India or China?

Outlook

1. Some might argue that the long-term effects of credit crisis will be positive for the sector because the stronger
companies will survive, more capital will flow into healthcare, and investments will concentrate on the most
deserving companies, rather than be dispersed. Others could argue that the credit crisis will only have negative
effects because it will block financing and stifle growth. What is your opinion?

2. Which catalysts are required to trigger a rebound in the number of biotech IPOs?

3. Which companies in the sector are the most likely acquisition candidates?

3-1. Which are the most likely acquirers?

2. What i mpact, i f any, do you expect as -approvabke lettetstoof t he |
complete response letters?

3.  Which policies would you recommend that companies adopt for their communications and disclosure surrounding
PDUFA dates and FDA rulings?

Venture Capitalists

4. [For VCs] How has the dearth of IPOs affected your investment approach?

4-1. [For VCs] Are there particular therapeutic classes or technologies (oncology, diabetes, diagnostics) that you
expect will lead the way when IPOs do return to the market?

IR Communications

1. (How) do you incorporate sell-side research and sell-side models into your investment process?

2. What are the traits and practices of the management teams that you consider to have the most effective
communications with investors?

3. What are the characteristics of the most effective investor relations programs?

4. Are companies changing their investor relations practices in the current market environment?

5. Do you have any advice for companies that want to improve their investor relations programs i either general
advice or specific advice for the current market environment?

Research & Development

1. We have seen a series of major R&D failures over the past two years. Some have suggested the lack of R&D
productivity is because all of the low-hanging fruit have been picked. Others have suggested it is still too early to
reap the benefits of the technological advances associated with genetic research. What do you believe is the
reason for the problem?

2. Considering all the pipelines you follow, which potential products currently in development have you most
excited?

3. Atarecent Thomson Reuters Summit, Bain & Co. projected that, with oncology drugs accounting for roughly half
of the candidates currently in pipelines, cancer drug prices will fall up to 40% over the next few years. What are
your expectations for the cancer drug market?

Miscellaneous
1. Inthe wake of the credit crunch, we have seen smaller biotech companies utilize a wide range of alternative
financing tactics, including royalty stream deals, reverse mergers, private placements, etc. Are there particular
financing tactics that you oppose, avoid, or favor?
2. Assuming Roche completes its proposed acquisition of Genentech, investors will suddenly have more than $40
billion in cash to reinvest. Where do you expect that money to go?
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3.  Which were the best recent deals (M&A, partnership, or licensing) in the sector?
4. Major pharma has been investing in i and hyping up i their internal biotech capabilities. Are the lines between
biotech and pharma blurring?

5. What do you see as the benefits and drawbacks of the presence of activist investors in the biotech sector?
6. Conventional wisdom says the O0smart money6 in the sect
hedge funds this year changed that opinion?
General

1. Which areas of the stock market do you follow? [choose one: just biotech; all of healthcare; | am a generalist]

2. How long have you been an investment professional? [choose one: 0-2 years; 3-5 years; 6-10 years; 11-20
years; more than 20 years]

3. Does your firm invest in equities outside the U.S.? [choose one: yes; no]

4. Which is the primary benchmark that you follow to assess your performance? [choose one: BTK; NBI; DRG;
S&P 500; S&P Midcap 400; Russell 2000; Russell 1000 Growth; Russell 1000 Value; MSCI EAFE; other]
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SURVEY QUESTIONS & RESPONSE TABLES

VALUATION

D. Rank the importance of the following valuation
metrics for your assessment of profitable

A. Where do you see greater opportunity in the
companies on a scale of 1 to 8, with 1 being most

important, and 8 being least important.

sector right now? Choose one from each group

Large-cap 20% P/E 2.58
Mid-cap 43% EV/EBITDA 4.67
Small-cap 26% Revenue Growth 2.16
Micro-cap Earnings Growth 2.79
Price to Sales 5.46
Early-stage pipeline 16% Debt/capital 5.31
Late-stage pipeline 84% DCF 4.60
I Ot 747
Profitable 62%
Not yet profitable 38%
_ E. Rank the importance of the following valuation
us 93% : :
% metrics for your assessment of non-profitable
u companies on a scale of 1 to 6, with 1 being most
important, and 6 being least important.
Xga 92’22 EV/EBITDA 3.07
I 319
Biotech 82% Erict:)?/to Sta Ile S gii
ebt/capita .
Rest of healthcare 18% DCE 205
Other 4.80

B. When investing in biotech, | compare biotech
stocks:

Only to other biotech stocks 30% : .

To other biotech and other healthcare stocks 53% F. Would you invest in a.

To other stocks with similar fundamentals (e.qg., 9% company with less than. s . .

market-cap, P/E, LTG, yield, etc.) ° 6 months of cash 11%  68%  21%

To any and all equities 9% 12 months of cash 19% 38% 43%
18 months of cash 54% 13% 33%
24 months of cash 76% 4% 20%

C. Does your investment
methodology vary by:

Market capitalization 2%  28%
Stage of development 85%  15%
Therapeutic class 63% 37%
Geography 39% 61%
Profitable vs. not profitable 80% 20%
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VALUATION (continued)

M. To what degree has the credit crunch increased

G. Would you invest in a the importance of the cash position of companies

company with no you are considering?

Beyond phase | 24% 61% 15% Much more important 68%

Beyond phase | 48% 20% 32% More important 21%
Same as before 11%

H. Would you invest in a
company with a

N. To what degree has the recent volatility in the
market affected your opinion of companies with

Below $5 74% 9% 17% substantial hedge fund ownership?
Below $1 26% 43% 30% Not at all - | don't worry about hedge funds 17%
A little bit - it depends which hedge funds are in the
66%
stock
I. Would you invest in a A lot - | now avoid stocks with too many hedge 17%
company with a funds

:;80 rTI1I|_II|on 222;0 i;;’f ing O. Given the current market environment, have the
$10 2:”:22 150/2 64(%(: 2102 CFO and the financial status of the company

become more important for biotech stocks, or does
science still drive biotech investing?

: . Yes, finance has become more important 26%
J. Would you invest in a stock No, no change in relative importance 21%
that trades |es Finance is now more important, but science is still .
500K shares per day 64% 0% 36% most important 53%
250K shares per day 54% 9% 37%
100K shares per day 34% 28% 38%

P. Based on your own valuation metrics, would you
classify the biotech sector as

K. Would you invest in a stock Undervalued 59%
at risk ofé Overvalued 4%
Delisting 9% 57% 28% Fairly valued 37%
Trading on pink sheets 11% 53% 36%

L. Has the market volatility or other effects of the Q. Does Wall Street's focus on quarterly financial

credit crunch changed your approach to investing in

results affect management teams' decisions about

biotech? clinical trial design and execution?

Yes 81% Major effect 28%

No 19% Minor effect 57%
No effect 15%
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OUTLOOK

A. The BTK has lost roughly 25% since early August.
C. How will biotech fare relative to the rest of the
market in 20097

Which of the following are the most important
catalysts to move the sector higher? Choose two:

M&A 47% Biotech will outperform the rest of the market 70%
An increase in positive clinical trial news 43% Biotech will underperform 20%
An increase in the number of FDA approvals 30% Same as the market 9%
Clinical breakthrough in a new modelity such as RN 17%

Earnings from industry bellwethers 17%

General market sentiment 38% D. Which of the following will be the primary means

for major pharma to invest in the biotech sector
during 2009?

B. How will biotech fare relative to the rest of Acquisitions 51%
healthcare in 2009? Licensing deals 32%
Biotech will outperform the rest of healthcare 66% Development partnerships 172/"
Biotech will underperform 19% Other 0%
Same as healthcare 15%

More Less Same

volume than volume volume as

E. Where do you see greater opportunity in the sector right now? 2008 than 2008 2008
Major pharma buying major pharma 36% 20% 44%
Major pharma buying large/mid-cap biotech 67% 13% 20%
Major pharma buying small/micro-cap biotech 73% 9% 18%
Major pharma buying private companies 7%
Large/mid-cap biotech buying large/mid-cap biotech 36% 29% 36%
Large/mid-cap biotech buying small/micro-cap biotech 67% 9% 24%
Large/mid-cap biotech buying private companies 56% 11% 33%
Small/micro-cap biotech buying small/micro-cap biotech 27% 38% 36%
Small/micro-cap biotech buying private companies 20% 47% 33%
Private companies buying small/micro-cap biotech 26% 29% 45%
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OUTLOOK (continued)

F. Do you expect generalist investors to flow into the
sector given the defensive characteristics of

healthcare or do you expect them to flee the sector
given its high beta and lack of cash?

Likely to flow into the sector 37%
Likely to flee the sector 22%
No significant changes 41%

G. When do you expect to see a rebound in the
biotech sector?

I. Why have there been so few drug approvals in
recent years? Choose two of the following:

FDA is setting higher safety barriers 2%
FDA lacks sufficient resources 52%
Company R&D is ineffective 26%
R&D process demands larger and longer trials 19%
FDA scrutiny on endpoints is affecting trial design 17%

J. Short interest in the biotech sector has fallen
roughly 25% since August. How does this affect
your interest in the sector?

By mid-2009 23%
By the end of 2009 34%
In 2010 30%
After 2010 0%
There's no way to know 13%

H. Where will the BTK be on July 1, 20097

I am more willing to invest now 21%
| am less willing to invest now 0%
My interest is the same 53%
| do not care about aggregate short interest 26%

K. Is now a good time to invest in biotech?

<700 19% Itis a very good time to invest 21%
700-750 47% It is a good time to invest 43%
750-800 23% | am neutral 30%
800-850 7% It is a bad time to invest 4%
> 850 5% It is a very bad time to invest 2%
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IR COMMUNICATION

A. How important are the following as you research Very Somewhat Not
investment opportunities important Important important important
Company analyst days 41% 33% 20% 7%
Company websites 17% 30% 40% 13%
Looking at filings to see what the 'smart money' owns 9% 13% 43% 36%
Medical/industry conferences 45% 45% 10% 0%
Meeting with management 60% 34% 6% 0%
Sell-side conferences 13% 49% 24% 13%
Sell-side research 45% 13% 34% 9%
Talking to doctors 38% 40% 19% 2%
Talking to other investors 21% 45% 19% 15%

C. Has the growing number of layoffs on the

B. | get most of my new investment ideas from:
sell-side affected your investment process?

Choose two

Medical/industry conferences 40% Yes 17%
Fundamental screening tools 30% No 83%
Sell-side conferences 30%

Talking to doctors 28%

Talking to other investors 26%

Direct approaches from the company 13%

Sell-side research 13%

Looking at filings to see what the 'smart money 4%

owns

D. Please indicate the value you derive from attending the Significant

following: value Some value Little value  No value
Company analyst days 32% 57% 9% 2%
Medical/industry conferences 59% 37% 2% 2%
Sell-side conferences 19% 72% 6% 2%
Sell-side-led bus tours 15% 53% 19% 13%
E. How many conferences (medical/industry G. How proactive have companies been with

and sell-side) do you plan to attend in 2009? their investor outreach?

More than 2008 20% More proactive than in the past 30%
Fewer than 2008 39% Less proactive than in the past 20%
The same as in 2008 41% The same as always 50%

F. When a company hosts an analyst day, | H. Given the current market environment, how

usually: important is proactive outreach to investors?

Attend in person 33% More important 70%
Listen to the conference call 27% Less important 2%
Listen to the webcast 33% The same as always 28%
Listen to the replay 7%
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RESEARCH & DEVELOPMENT MISCELLANEOUS

A. For the industry as a whole, what are your

expectations regarding the productivity of A. Do you expect amount of activism
research and development? in 2009?

Overall productivity will be the same 60% More 52%
The next three years (2009-11) will be more 21% Same 30%
productive than the last three years (2006-08) Less 17%
The next three years will be less productive 19%

B. Consider a company that is either rumored to be
the target of, or actively dealing with, an activist

B. Which therapeutic areas offer the best
investment opportunities? Choose two:

Autoimmune/immunology 3504 investor. Which best describes your approach?
Cardiovascular 13% | would automatically avoid that stock 4%
Central nervous system 15% | would be more inclined to invest 9%
Gastrointestinal 0% | would be less inclined to invest 29%
Genetic disorders 20% It would depend on who the activist was 58%
Infectious disease 28%

Metabolic 9% C. In addition to making acquisitions, big pharma
Oncology 67% companies have been putting heavy emphasis on
Opthalmology 2% their own biotechnology capabilities. Have their
Regenerative medicine 9% educational and promotional efforts affected your
Respiratory 0% assessment of those stocks?

Skin 0%

Transplantation 0% No, their efforts have not affected my assessment 63%

Those efforts have been effective, but other issues
are more important

Yes, | have become more interested in some
pharma stories

24%

13%

D. What will you need to see to give you
greater confidence in the FDA? Choose two:

A quickly confirmed Commissioner 43%
Meeting all PDUFA dates 37%
Greater consistency and predictability of approval

decisions 74%
Approval of a few first-in-class therapeutics 24%
Other 11%
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