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Year Revenue PBT* EPS* DPS P/E Yield
End (Em) (Em) () (e) x) (%)
06/07 0.0 2.7) (13.8) 0.0 N/A N/A
06/08 0.0 (4.8) (12.8) 0.0 N/A N/A
06/09e 0.0 5.7) (17.2) 0.0 N/A N/A
06/10e 0.0 2.4) (7.5) 0.0 N/A N/A

Note: * PBT and EPS are normalised, excluding goodwill amortisation and exceptional items.

Investment summary: New NPL-2008 trial plan

Neuropharm’s shares rose sharply yesterday on the suggestion that it may be close
to securing a pharmaceutical company partnership for lead product NPL-2008. It has
started working on the design of a second Phase lll trial in autism with a potential
partner, suggesting it is at an advanced stage in negotiations. Confirmation of a
partnership and trial plans would effectively transform the investment case, following
the setback in the SOFIA study earlier this year. Our model, which does not assume

a partnership, suggests it will end the financial year (30 June) with ¢ £6m of cash.

New strategy for NPL-2008 taking shape

Having largely completed its data analysis from the negative SOFIA study in autism,
Neuropharm appears to have a viable strategy for further development of NPL-2008
for autism. It is sufficiently confident of the partner interest in the programme to

highlight that it expects to sign a deal by the autumn of this year.

Data analysis complete on SOFIA study

As reported earlier, the 158-patient SOFIA study did not meet its primary endpoint of
reduction in repetitive behaviour, as measured by CYBOCS-PDD, which showed no
statistically difference against placebo over the 14-week treatment period. It is not
known whether there were any positive results or trends in the secondary endpoints.
The indication of partner interest suggests there is a plausible explanation for the

unexpected result (ie a high placebo response).

Fragile X programmes: Collaboration likely

Neuropharm continues to work towards establishing a collaboration in Fragile X

syndrome. Its two programmes in this area both reported positive results last year.

Valuation: Potential up to £60m, depending on deal

Neuropharm is trading at around its June 30 cash value and the investment case
largely depends on the formation and terms of any partnership. Potentially, if a deal
can be struck, the company could have a rNPV of up to £50m, even using a relatively

low probability for success, although this would be dependent on the financial terms.

Neuropharm is a research client of Edlison Investment Research Limited
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Balance sheet as at 31 December 2008

Debt/Equity (%) N/A
NAV per share (p) 31.7
Net cash (Em) 10.2
Business

Neuropharm is a UK company focused
on the development of products for CNS
conditions affecting children. Its lead
product NPL-2008 could re-enter Phase
Il studies for autism or a similar

condition.
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Update: New NPL-2008 Phase lll trial plans

Neuropharm appears to be close to securing a pharmaceutical company partnership for the
development and commercialisation of its lead product NPL-2008, a fast-melt formulation of
fluoxetine. Yesterday it issued a statement saying it has started working on designs for a second
Phase lll trial with a potential partner, prompting a significant rise in its share price. The company is
presumably at an advanced stage in negotiations, since it is indicating that it expects to sign a deal
by the autumn of this year. This should rebuild confidence in the programme following the negative

result in the Phase Il SOFIA study in autism in February.

It also reported the data analysis of the data from the SOFIA study is now largely complete, but has
not yet disclosed whether there were any signals seen in the secondary endpoints. In February, the
company reported the SOFIA study did not achieve statistically significant results in its primary
endpoint of improving repetitive behaviour in autistic children/adolescents, as measured using the
CYBOCS-PDD (Children's Yale-Brown Obsessive Compulsive Scale modified for pervasive
developmental disorders). CYBOCS-PDD scores were reduced (ie patients improved) on both
NPL-2008 and placebo over the 14-week treatment period, with no statistically significant

difference between the two.

Although the magnitude of the improvement over time on active and placebo was not disclosed, it
is understood to be in line with that seen in the previous studies. Under the study design, patients
were titrated using three doses (2mg, 9mg or 18mg/day) to try to achieve and maintain at least a
25% reduction in CYBOCS-PDD, which was assessed at two-weekly intervals. The study recruited

158 patients (aged between five and 17).

The apparent interest of partners suggests there is a plausible explanation for the unexpected
SOFIA result. One possibility is aspects of the trial design led to the higher placebo effect. The
Zydis formulation was found to be very patient-friendly and the study achieved a high compliance
rate (>95%). It may also be possible that the aspect of SOFIA which sought to identify the lowest

effective dose may have meant that patients were under-dosed.

Previous studies with fluoxetine in autism, including a Phase llb trial (in children and adolescents)
and a Phase lll trial (in adults), have produced positive results. The earlier Phase llb study saw an
8% reduction in CYBOCS with fluoxetine (using a different formulation from NLP-2008), versus a

3% increase on placebo, a statistically significant difference (p=0.039).

Valuation and financials

Neuropharm is currently trading at just above its effective cash value (estimated £6m at 30 June),
and in advance of any deal, it is difficult to establish a valuation. However, if it can achieve a
partnership, even applying a relatively low probability (eg 20%) of success for NPL-2008, would
suggest a risk-adjusted NPV of up to £50m, depending on the financial terms. Biotech companies

do, however, typically trade at a significant discount to any theoretical NPV derived in this way.

Edison’s financial model, which does not anticipate any partnerships, is presented in Exhibit 1.
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Exhibit 1: Financials
Note: 2006 was the year of incorporation. 2009/2010 forecasts should be considered tentative until the strategy is clear going forward.

£'000s 2006 2007 2008 2009e 2010e
Year end 30 June IFRS IFRS IFRS IFRS IFRS
PROFIT & LOSS
Revenue 0 0] [0] 0 9]
Cost of sales 0 0 0 0 0
Gross profit 0 0 0 0 0
EBITDA 277) (2,986) (5,729) (6,639) (2,412)
Operating profit (before GW and except.) (277) (2,989) (5,734) (6,814) (2,420)
Intangible amortisation 0 3) 3) (42) 0
Exceptionals 0 0 0 (147) 0
Share-based payments (86) (544) (143) (600) (250)
Operating profit (363) (3,536) (5,880) (7,603) (2,670)
Net interest 0 320 881 405 70
Profit before tax (norm) (277) (2,689) (4,799) (5,690) (2,350)
Profit before tax (FRS 3) (363) (3,236) (4,945) (6,479) (2,600)
Tax 0 0 754 250 0
Profit after tax (norm) (277) (2,689) (4,045) (5,440) (2,350)
Profit after tax (FRS 3) (363) (3,236) (4,191) (6,229) (2,600)
Average number of shares outstanding (m) 4.2 19.5 31.5 31.5 31.5
EPS - normalised (p) (6.6) (18.8 (12.8) (17.2) (7.5)
EPS - FRS 3 (p) 8.7) (16.6) (13.9) (19.8) 8.2
Dividend per share (p) 0.0 0.0 0.0 0.0 0.0
BALANCE SHEET
Fixed assets 0 59 223 16 18
Intangible assets 0 47 42 0 0
Tangible assets 0 12 181 16 18
Investments 0 0 0 0 0
Current assets 570 18,109 13,864 6,653 4,501
Stocks 0 0 0 0 0
Debtors 101 458 704 400 400
Cash 469 17,651 12,658 6,253 4,101
Other 0 0 502 0 0
Current liabilities (146) (1,365) (1,332) (1,000) (800)
Creditors (146) (1,365) (1,332) (1,000) (800)
Short-term borrowings 0 0 0 0 0
Long-term liabilities 0 (101) (97) (101) (100)
Long-term borrowings 0 0 0 0 0
Other long-term liabilities 0 (101) (97) (101) (100)
Net assets 424 16,702 12,658 5,568 3,619
CASH FLOW
Operating cash flow (232) (2,124) (5,743) (6,800) (2,212)
Net interest 0 320 881 405 70
Tax 0 0 0 0 0
Capex 0 (15) (185) (10) (10
Expenditure on intangibles 0 0 0 0 0
Acquisitions/disposals 0 0 0 0 0
Financing 701 19,021 0 0 0
Dividends 0 0 0 0 0
Net cash flow 469 17,202 (5,047) (6,405) (2,152)
Opening net debt/(cash) [¢] (469) (17,651) (12,658) (6,253)
HP finance leases initiated 0 0 0 0 0
Other 0 (20) 54 0 0
Closing net debt/(cash) (469) (17,651) (12,658) (6,253) (4,101)

Source: Edison Investment Research

EDISON INVESTMENT RESEARCH LIMITED

Edison is Europe’s leading independent investment research company. It has won industry recognition, with awards in both the UK and internationally. The team of 50 includes over
30 analysts supported by a department of supervisory analysts, editors and assistants, Edison writes on more than 250 companies across every sector. It works directly with
corporates, investment banks, brokers and fund managers. Edison’s research is read by every major institutional investor in the UK, as well as by the private client broker and
international investor communities. Edison was founded in 2003 and is authorised and regulated by the Financial Services Authority.

DISCLAIMER

Copyright 2009 Edison Investment Research Limited. All rights reserved. This report has been commissioned by Neuropharm and prepared and issued by Edison Investment
Research Limited for publication in the United Kingdom. All information used in the publication of this report, has been compiled from publicly available sources that are believed to
be reliable, however we do not guarantee the accuracy or completeness of this report. Opinions contained in this report represent those of the research department of Edison
Investment Research Limited at the time of publication. The research in this document is intended for professional advisors in the United Kingdom for use in their role as advisors. It is
not intended for private individuals or investors. This is not a solicitation or inducement to buy, sell, subscribe, or underwrite securities or units. This document is provided for
information purposes only and should not be construed as an offer or solicitation for investment. A marketing communication under FSA Rules, this document has not been prepared
in accordance with the legal requirements designed to promote the independence of investment research and is not subject to any prohibition on dealing ahead of the dissemination
of investment research. Edison Investment Research Limited has a restrictive policy relating to personal dealing. Edison Investment Research Limited is authorised and regulated by
the Financial Services Authority (FSA) for the conduct of investment business. The company does not hold any positions in the securities mentioned in this report. However, its
directors, officers, employees and contractors may have a position in any or related securities mentioned in this report. Edison Investment Research Limited or its affiiates may
perform services or solicit business from any of the companies mentioned in this report. The value of securities mentioned in this report can fall as well as rise and are subject to large
and sudden swings. In addition it may be difficult or not possible to buy, sell or obtain accurate information about the value of securities mentioned in this report. Past performance is
not necessarily a guide to future performance.

Edison Investment Research

Lincoln House, 296-302 High Holborn, London, WC1V 7JH tel: +44 (0)20 3077 5700 fax: +44 (0)20 3077 5750 www.edisoninvestmentresearch.co.uk
Registered in England, number 4794244, Edison Investment Research is authorised and regulated by the Financial Services Authority.
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