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RECOMMENDATION
We rate Mistral Pharma Inc. (“Mistral” or the “Company”) as a Speculative Buy for 
high-risk accounts. If the Company is able to capitalize on its exclusive licensing 
discussions for UniminTM, further advance its other products in the pipeline, and 
be successful with its sales and marketing initiatives for its recently-acquired pain-
management product InstillagelTM, we believe the shares offer above-average capital gains 
potential. We are maintaining our Target Price, as determined in our Initiating Report of 
August 10, 2006, of $0.10 per share, which represents a double over current 
share levels.   

PROFILE
Mistral Pharma Inc. is an oral drug delivery company with a focus on developing lead 
products based upon branded pharmaceuticals using its targeted controlled-delivery 
technologies. The Company has one product ready for market launch in Canada, 
two products with clinical data, one in clinical development, and two others in the 
formulation and conceptual stage.

HIGHLIGHTS
►  Market approval granted for the sales and marketing of InstillagelTM 

► Exclusive licensing discussions being held for UniminTM 
► Four other products in the pipeline
► Strategy is reformulating existing pharmaceutical products: less risk
► Lead products use proprietary and in-licensed controlled-delivery technology 

platforms
► Still reliant on fi nancing for working capital 



eResearch    Mistral Pharma Inc.

2 June 19, 2007

Mistral Pharma Inc.
1717 Trans-Canada Highway

Dorval (Quebec) H9P 1J1

Telephone
514.421.1717

Fax
514.421.1716

Email
info@mistralpharma.com

Website
www.mistralpharma.com

eResearch Disclaimer: In keeping with the policies of eResearch concerning its strict independence, all of the 
opinions expressed in this report, including the selection of the 12-month Target Price and the Recommendation (Buy-
Hold-Sell) for the Company’s shares, are strictly those of eResearch, and are free from any infl uence or interference 
from any person or persons at the Company. In the preparation of a research report, it is the policy of eResearch to 
send a draft copy of the report, without divulging the Target Price or Recommendation or any reference to either in 
the text of the report, to the Company and to any third party that paid for the report to be written. Comments from 
Company management are restricted to correcting factual errors, and ensuring that there are no misrepresentations 
or confi dential, non-public information contained in the report. eResearch, in its sole discretion, judges whether to 
include in its fi nal report any of the suggestions made on its draft report.
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INVESTMENT CONSIDERATIONS

We believe the Company’s shares have signifi cant upside potential if:

● The Company’s Canadian sales of InstillagelTM are robust. Mistral has transitioned to a 
market-ready product company with market approval granted for sales and marketing of 
this product in Canada.

● The Company signs a deal with a pharmaceutical partner to continue developing its lead 
product, UniminTM (MIST-B01). Mistral is in exclusive licensing discussions with a potential 
licensing partner for this product, and Company management expects to close a deal by Q3-
Q4/2007.

● The Company is able to advance its other products through the pipeline. These products 
include two products with clinical data, one product in clinical development, and two others 
in the formulation and conceptual stage. These products are for: 

 (1) various dermatological conditions; 
 (2) gastroenterology; 
 (3) rheumatology; and 
 (4) various indications.

COMMENT: We believe the Company’s drug candidates currently in development have an 
excellent chance of reaching the market because they are based upon reformulations of existing 
pharmaceutical agents with a lower development risk. We also believe that the Company will be 
able to sign licensing agreements for these products. For example, Pozen, a North Carolina based 
pharmaceutical company, licensed a product similar to Mistral’s MIST-B03 product to AstraZeneca 
for up to US$375 million in upfront and performance-based milestone payments as well as potential 
royalties on net sales.  

Key Acquisition

In May 2007, Mistral acquired InstillagelTM for the urology catheterization market via a strategic 
acquisition of CuraMedica, a private company. InstillagelTM was approved for sales and marketing 
in Canada a day after Mistral announced its acquisition. Mistral expects to launch InstillagelTM sales 
in Canada by the end of 2007 and thus join the league of companies with a marketed product. 

COMMENT: The acquisition of InstillagelTM will provide Mistral with a near-term revenue stream 
and enable the Company to reduce its burn-rate. 
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THE COMPANY

Mistral Pharma Inc. is a specialty pharmaceutical company located in Montreal that is active in the 
reformulation of already-marketed drugs.

Mistral is a product-oriented drug delivery company committed to the development and 
commercialization of new pharmaceutical products using innovative controlled-release 
technologies. 

STRENGTHS & CHALLENGES

Mistral has considerable strengths and faces signifi cant challenges.

STRENGTHS

• An approved drug product ready for market launch in Canada
• Reformulation of known drug products
• Three promising lead products in clinical development
• Multiple drug delivery platform technologies 
• Management with formulation and pharmacy expertise

CHALLENGES

• Financing risk 
• Product development risk 
• Regulatory risk
• Partnering risk for a licensing agreement
• Patent litigation risk

CORPORATE STRATEGY

Mistral has based its drug development approach on a low-risk product development model and 
seeks niche market opportunities (i.e., sales potentials of US$100-150 million) where quick product 
development could fi ll an under-served or unmet medical need. The Company develops off-patent 
drugs that are already marketed, by reformulating or combining them into new controlled-release 
products. Much of the drug development risk is removed using this model. This enables fast proof-
of-concept and quick development times compared to traditional drug development of new chemical 
entities. Reformulation of existing branded pharmaceutical products is not as capital intensive as 
the development of new chemical entities. 

Mistral’s business model is to develop its products by obtaining pilot pharmacokinetic (PK) data in 
humans to validate its drug product profi les and then license the rights to pharmaceutical companies, 
which will be responsible for developing the products further in phase III clinical trials and then 
bringing them to the market. Management expects to sign deals of up to US$10-15 million that 
include upfront payments and performance-based clinical milestone payments as products transition 
through the development process to the market. In addition, Mistral also expects to negotiate royalties 
on net sales through these deals that could result in substantial revenues to Mistral of an average of 
$100 million over 10 years per product. Management expects to sign its fi rst such deal for its lead 
product, UniminTM by the end of fi scal 2008.
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The Company has recently complemented its drug development pipeline with the acquisition of 
Canadian sales and marketing rights of an approved product, InstillagelTM, for the urology market. 
It is expected that Mistral will pursue other in-licensing and acquisition opportunities in order to 
complement its marketed product portfolio. The Company may use its out-licensing product pipeline 
to make quid pro quo deals with partners outside Canada.

KEY PRODUCTS

A. InstillagelTM 

Through its acquisition of CuraMedica, Mistral obtained the Canadian marketing rights to 
InstillagelTM, a non-prescription product developed by Farco Pharma GmbH of Germany for urology 
applications. The product is a sterile lubricant gel that features the combination of an antiseptic 
(chlorhexidine) and a local anaesthetic (lidocaine) for local anaesthesia. It can be used in a hospital, 
a clinical practice, or in an “at-home” setting. 

Analgesic and aseptic lubricating gels are used to minimize trauma and the risk of infection to the 
urethra. The advantages of an anaesthetic lubricating gel are to render the procedure as pain free 
as possible, and to minimize urethral trauma by dilating and protecting the urethra. A small study 
indicated that an anaesthetic lubricant gel reduced the incidence of urinary tract infection rates by 
as much as 50%. Lubricating gels containing lidocaine are contraindicated in patients with cardiac 
arrhythmias. 

Instillagel has been approved and marketed in more than 40 countries around the world since the 
mid-60’s and received approval on May 7th from Health Canada for sales and use in Canada. 

B. UniminTM  (MIST-B01): 

The Company’s most advanced lead product, UniminTM (MIST-B01), is a reformulation of a widely 
prescribed drug with actual annual total sales of US$275 million. Mistral has reformulated this 
drug into a once-a-day orally administered product for dermatological conditions and other skin 
lesions. 

The proprietary controlled-delivery technology used in this product combines a large diameter 
tablet (D=12 mm) that incorporates a low-density layer of material that allows the pill to “fl oat” 
and remain in the stomach during most of the release phase of the pharmaceutical ingredient. The 
pill is only passed into the intestine once the pyloric sphincter has dilated wide enough to empty 
the gastric contents upon completion of digestion (generally about 3 hours).

Since our Initial Report in August 2006, the Company has focused its efforts on licensing the product 
following its successful pilot clinical trials and has not conducted further research, instead focusing 
its R&D dollars on its other pipeline programs. 

The Company has taken longer than expected to conclude a licensing agreement for UniminTM. This 
was not due to product development issues but rather to the lengthy negotiation process common 
to these types of transactions. The Company’s management has indicated that it has entered into 
exclusive discussions with a potential pharmaceutical licensing partner. Management now expects 
to sign an agreement by the end of Q3-Q4 of 2007. Under a potential licensing deal, the licensing 
partner would fund completion of clinical trials and regulatory requirements prior to marketing in 
the U.S. whereas Mistral would retain Canadian marketing and sales rights. 
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COMMENT: If successful, UniminTM could be on the market by 2010 and generate up to US$100 
million in sales per year. Actual total U.S. generic sales for the active pharmaceutical ingredient 
in Mistral’s product were above US$275 million in 2004.

C. IrbotrolTM (MIST-B02): 

Since our Initiating Report in August 2006, IrbotrolTM (MIST-B02) was successfully formulated 
and the Company announced on February 20, 2007 positive PK results in a pilot clinical study. The 
Company is developing this product for irritable bowel syndrome (IBS). IrbotrolTM is an existing 
drug marketed for more than 35 years in Canada, Europe and Japan with an estimated US$100 
million in annual sales. This product has not been approved or marketed in the U.S., and Company 
management therefore believes that this would represent a new chemical entity in this market. If 
successful, IrbotrolTM could reach the market by 2011-2012.

The formulation developed by Mistral will allow a twice daily dosing compared to three times a 
day with existing formulations already on the market. This will provide an advantage by increasing 
patient compliance. 

COMMENT: Due to its controlled release, Mistral’s formulation could overcome the associated 
side effects, such as dizziness, headache, and diarrhea, caused by multiple dose formulations. 

The Company has initiated discussions with prospective pharmaceutical licensing partners for 
MIST-B02. 

D. MIST-B03

Since our Initiating Report, the Company’s third branded product (MIST-B03), for arthritis and other 
infl ammatory applications has been formulated and has entered a pilot PK clinical study. Results 
are expected by Q3-Q4. This product consists of a timed-release combination of two well-known 
active pharmaceutical agents designed to treat the pain and infl ammatory symptoms associated 
with arthritis, and to protect the stomach from the ulcerating effects of the anti-infl ammatory drug. 
Although effective at relieving arthritis symptoms, the main side effect of the anti-infl ammatory 
agent is stomach irritation. 
 
COMMENT: Assuming the clinical trials are successful and the product is licensed to a 
pharmaceutical company, the compound could reach the market by 2012.

E. Other Products

Mistral plans to develop additional products for its pipeline. One potential product being considered 
is currently at the design stage, and could have applications for the control of muscle pain and a 
second one targets psychiatric indications. Mistral establishes proof-of-concept using advanced in 
silico pharmacokinetic (PK) prediction software to adjust the dose and test formulation models. 
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DRUG DELIVERY TECHNOLOGY PLATFORMS

The Company’s lead products use a number of proprietary and in-licensed controlled-delivery 
technology platforms (Procise, Savit, Chronop, and Absorpep) for optimally formulating the 
Company’s products. These technologies are based upon unique tablet designs that incorporate 
active pharmaceutical ingredients into a core that is embedded by a coat that has a dissolution rate 
that is slower than the core. Exposed areas of the tablet not covered by the coat constitute release 
faces for pharmaceutical ingredient dissolution. The surface area of the release face(s) dictates the 
rate of release of the drug. 

Mistral also has other oral drug delivery platforms available for zero and fi rst order release as 
indicated in a press release issued on June 6, 2007.

COMMENT: These drug delivery technologies provide Mistral with strong competitive advantages 
for formulating pharmaceutical products since they: (1) allow fl exibility in achieving various 
release profi les; (2) can be applied to soluble and insoluble products; (3) are easy and economical 
to manufacture; and (4) only use excipients that have already been approved for use in humans.

MARKETS 

COMMENT: Mistral’s product pipeline could generate up to $30 million in revenue for the 
Company by fi scal 2012. 

A. Urology catheter market

Urethral catheterization can be an unpleasant experience and, surprisingly, a sizeable proportion of 
patients admitted to hospital (15-25%) undergo catheterization procedures, the majority of whom 
are for short-term insertion of urethral catheters. Management estimates that the sales potential of 
lubricant gels is approximately $4-5 million in Canada based on sales of a similar AstraZeneca 
product. The sales potential of InstillagelTM in Europe and the U.S. is estimated to be in the order 
of US$50-100 million. 

There are relatively few comparable products on the market. AstraZeneca has a product named 
Xylocaine that was recalled in Q3/2006 due to a defect with the syringe mechanism. The product 
was reintroduced in early 2007 and restricted to the hospital market with a label warning. 

B. Dermatology market

Sales of drugs for aesthetic dermatologicals and specialty physician-dispensed drugs to treat 
conditions associated with defi cits in physical image and form such as botulinum toxins, retinoids, 
acid peels, 5-alpha reductase, and lipase inhibitors associated with cutaneous ageing, photodamage, 
pigmentation defects, alopecia, and the lipodermal disorders of obesity and gynoid lipodystrophy are 
estimated at US$1.8 billion in 2005 and forecast to increase by 114% to US$3.9 billion by 2012. 

COMMENT: Total U.S. generic sales for the pharmaceutical ingredient being used in Mistral’s 
UniminTM product were US$275 million in 2004.
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C. Irritable bowel syndrome 

Irritable bowel syndrome (“IBS”) is a chronic disease characterized by a pattern of symptoms 
associated with a change in bowel pattern such as more frequent bowel movements, diarrhea, and 
or constipation leading to signifi cant abdominal pain and discomfort. IBS affl icts approximately 
12% of the general population (i.e., 36 million people in the U.S.) and is the second most common 
cause of sick leave after the common cold. It affects twice as many women as men. Direct medical 
costs for IBS are approximately US$8 billion annually in the U.S., of which US$500 million are 
for medications, representing only 6% of direct treatment dollars. 

In the 1960s IBS was considered a psychiatric problem, whereas today the medical basis of the disease 
has been better recognized, with more research being conducted into the precise pathophysiological 
mechanisms responsible for the etiology of the disease.

In April 2007, the leading product for constipation-predominant IBS, Zelnorm™ marketed by 
Novartis, was taken off the market. US Sales of Zelnorm™ were above US $ 500 M annually. This 
leaves IBS patients with very few treatment options.

COMMENT: Relative to other diseases, there are relatively few classes of drugs approved for IBS 
and a very low rate of prescription dollars per patient spent on pharmaceutical treatments. This 
underscores the underserved nature of this condition.

D. Arthritis

Arthritis affects approximately 23 million people in the U.S.. The two main forms of arthritis are 
osteoarthritis and rheumatoid arthritis. 

Osteoarthritis (“OA”) is the most common form affecting 21 million Americans. It is caused by 
a breakdown of cartilage around the joints that causes swelling and infl ammation. Infl ammatory 
processes do not cause OA but, rather, are a result of cartilage and bone degradation. Anti-
infl ammatory drugs are often prescribed to control the pain and infl ammation in OA. 

Rheumatoid arthritis (“RA”) is less common, affecting approximately 2 million people in the 
U.S. In contrast to OA, RA is an infl ammatory disease caused by an overactive immune system. 
The symptoms are similar, i.e. swelling, pain, and infl ammation of the joints. Anti-infl ammatory 
medications and immune system modulators are mainstays of RA treatment. 

COMMENT: The arthritis market is one of the major pharmaceutical markets with drug sales in 
the U.S. of US$6.2 billion in 2001. Generic sales of the main pharmaceutical agent being used by 
Mistral for product B03 were US$150 million in 2005.
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RECENT DEVELOPMENTS

On May 8th 2007, Mistral announced that Health Canada had granted approval for sales and 
marketing of InstillagelTM in Canada. 

On May 7th 2007, Mistral closed the acquisition of CuraMedica Inc., a private company holding 
the Canadian rights to InstillagelTM, a product approved in Europe for pain management during 
urethra procedures. The transaction was valued at $600,000 and paid for by the issuance of 9,950,750 
common shares of Mistral to CuraMedica at $0.06 per share.

On October 18th 2006, Mistral announced a debt fi nancing of US$1.5 million from MMV Financial 
Inc. (“MMV”). In connection with the loan, Mistral issued 2,389,170 bonus warrants to MMV 
and 284,482 warrants to RCC Ventures, LLC in payment of a fi nder’s fee. Each warrant entitles 
its holder to purchase one treasury common share of Mistral at a price of $0.10, until October 17, 
2009. These funds will be used for the development of Mistral’s products. 

FINANCIAL REVIEW AND FORECAST 

Overview: The Company should continue to post annual net losses until fi scal 2010, by which time 
it should become earnings positive provided: 

(1) it can develop its revenue stream derived from InstillagelTM to offset its burn rate; and
(2) it is successful in signing a licensing deal with a pharmaceutical company for UniminTM. 

Revenue: Mistral has transitioned into a key phase of its development. Its recently acquired 
market-ready product, InstillagelTM, will be launched on the Canadian market in Q4 2007. This 
will initiate a sustainable revenue stream for the Company with a projected $200,000 - 300,000 
in revenue in fi scal 2008 (the 12 months ending March 31st 2008) growing to $3 million by fi scal 
2012. We estimate the Company’s other lead product, UniminTM, could reach the market by 2010 
(fi scal 2011). The $900,000 in revenues forecast for fi scal 2008 would be due to a combination 
of InstillagelTM sales and partnering payments to Mistral following the successful signing of a 
licensing deal with a pharmaceutical partner for UniminTM. The Company’s other two branded 
products, IrbotrolTM and MIST-B03, could reach the market by 2011 (fi scal 2012) and 2012 (fi scal 
2013) respectively. As a result, we expect a strong ramp-up in partnering and royalty revenue from 
fi scal 2009 onwards (Table 1).  
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Cash: As of March 31st 2007, Mistral reported a cash position of $3.6 million. In addition to its 
$5 million private placement in May 2006, the Company received a US$1.5 million debt fi nancing 
from MM Financial for its product development activities. We believe the Company will require 
an additional round of fi nancing of $2 million in fi scal 2008 since Company management intends 
to maintain cash reserves at a healthy level. 

Financial Statements: Set out overleaf is our fi ve-year pro-forma fi nancial projection (Table 2). 
If the Company is successful in establishing a revenue stream with InstillagelTM and successfully 
develop and license its other product UniminTM, we believe the Company could be cash-fl ow 
positive by fi scal 2010. 

Revenue Forecast, C$000s; as at March 31: Mar '07 Mar '08 Mar '09 Mar '10 Mar '11 Mar '12

InstillagelTM

       Instillagel product sales $0 $300 $1,200 $2,500 $3,000 $3,000

UniminTM (MIST-B01)
        Unimin product sales $0 $0 $0 $0 $13,400 $67,000
        Partnering revenue $0 $600 $2,000 $10,000 $0 $0
        Product royalties (@12%) $0 $0 $0 $0 $1,608 $8,040
        Manufacturing revenues $0 $0 $0 $0 $1,000 $7,000
        Total Mistral revenues for Unimin $0 $600 $2,000 $10,000 $2,608 $15,040
IrbotrolTM (MIST-B02)
        Irbotrol product sales $0 $0 $0 $0 $0 $15,000
        Partnering revenue $0 $0 $500 $2,000 $10,000 $0
        Manufacturing revenues $0 $0 $0 $0 $0 $1,000
        Product royalties (@12%) $0 $0 $0 $0 $0 $1,800
        Total Mistral revenues for Irbotrol $0 $0 $500 $2,000 $10,000 $2,800
MIST-B03
        MIST-B03 product sales $0 $0 $0 $0 $0 $0
        Partnering revenue $0 $0 $0 $500 $2,000 $10,000
        Manufacturing revenues $0 $0 $0 $0 $0 $0
        Product royalties (@10%) $0 $0 $0 $0 $0 $0
        Total Mistral revenues for B03 $0 $0 $0 $500 $2,000 $10,000

Total potential revenues (C$000s) $0 $900 $3,700 $15,000 $17,608 $30,840

Table 1: Revenue forecast (C$ 000s) as at March 31st

Source: eResearch
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Table 2: Mistral Selected Financial Statement Projections (12 months ending March 31st)

Source: eResearch

Income Statement ($000s); 12 months ending March 31: Mar, 07A Mar, 08E Mar, 09E Mar, 10E Mar, 11E Mar, 12E

Revenue $0 $900 $3,700 $15,000 $17,608 $30,840
Less: cost of sales $0 $420 ($780) ($1,300) ($1,500) ($1,500)
Less: net R&D expenses ($687) ($1,112) ($1,710) ($2,565) ($3,420) ($4,275)
Less: SG&A expenses ($1,018) ($1,200) ($1,344) ($1,505) ($1,686) ($1,888)
EBITDA ($1,706) ($992) ($134) $9,630 $11,002 $23,177
Less: stock based compensation ($585) ($300) ($250) ($150) $0 $0
Less: Depreciation and amortization expenses ($215) ($400) ($450) ($500) ($600) ($600)
EBIT ($2,506) ($1,692) ($834) $8,980 $10,402 $22,577
Add: Other revenues (expenses) ($57) ($30) ($50) ($100) ($450) ($450)
Less: Income tax $0 $0 $0 $0 $0 $0
Net income ($2,563) ($1,722) ($884) $8,880 $9,952 $22,127

Shares O/S (000s) 156,342 190,557 191,057 195,457 203,657 211,857
EPS (fully diluted) ($0.02) ($0.01) ($0.00) $0.05 $0.05 $0.10

Cash Flow Statement ($000s); 12 months ending Mar 31: Mar, 07A Mar, 08E Mar, 09E Mar, 10E Mar, 11E Mar, 12E

Net income ($2,563) ($1,722) ($884) $8,880 $9,952 $22,127
Non-Cash Items (i.e., depreciation, exchange loss/gains) $853 $400 $450 $500 $600 $600
Changes in prepaid expenses and other current assets ($243) $250 $250 $250 $250 $250
Cash flows from operating activities ($1,953) ($1,072) ($184) $9,630 $10,802 $22,977

Fixed assets and patents ($638) ($450) ($200) ($1,200) ($1,350) ($1,350)
Change in short term investments and patents $0 $0 $0 $0 $0 $0
Cash flows from investing activities ($638) ($450) ($200) ($1,200) ($1,350) ($1,350)

Issuance of shares $4,062 $2,000 $0 $0 $0 $0
Financing costs ($124) ($200) $0 $0 $0 $0
Reimbursement of debt ($441) ($500) ($500) $0 $0 $0
Other financing activities $1,858 $0 $0 $0 $0 $0
Cash flows from financing activities $5,355 $1,300 ($500) $0 $0 $0

Net change in cash and cash equivalents $2,765 ($222) ($884) $8,430 $9,452 $21,627
Cash and cash equivalents at beginning of year $966 $3,731 $3,509 $2,625 $11,055 $20,507
Cash and cash equivalents at end of year $3,731 $3,509 $2,625 $11,055 $20,507 $42,134

Balance Sheet ($000s); as at March 31: Mar, 07A Mar, 08E Mar, 09E Mar, 10E Mar, 11E Mar, 12E

Assets
     Cash and cash equivalents $3,731 $3,509 $2,625 $11,055 $20,507 $42,134
     Prepaid expenses and other current assets $342 $300 $300 $300 $300 $300
     Total current assets $4,073 $3,809 $2,925 $11,355 $20,807 $42,434
     Deferred financing costs $130 $0 $0 $0 $0 $0
     Depreciable assets $1,949 $2,000 $2,000 $2,000 $2,000 $2,000
     Long-term deposits $231 $230 $0 $130 $100 $100
     Intangible assets $759 $800 $850 $900 $950 $1,000
Total Assets $7,142 $6,839 $5,775 $14,385 $23,857 $45,534

Liabilities and Shareholders' Equity
     Current liabilities $1,349 $1,310 $1,630 $1,860 $1,380 $930
     Long term liabilities $1,842 $1,300 $800 $300 $300 $300
     Stockholders' equity $14,450 $16,450 $16,450 $16,450 $16,450 $16,450
     Retained earnings ($10,499) ($12,221) ($13,105) ($4,225) $5,727 $27,854
Total Liabilities & Shareholders' Equity $7,142 $6,839 $5,775 $14,385 $23,857 $45,534

Book Value Per Share $0.03 $0.02 $0.02 $0.06 $0.11 $0.21
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VALUATION

We have updated our discounted cash fl ow (“DCF”) model of Mistral. Table 3 shows our DCF 
projections for a fi ve-year horizon to fi scal 2012. In our analysis, we used an industry-standard sales 
multiple of 4x to estimate the Company’s terminal value in March 2012. We revised the original 
discount factor we used in our Initiating Report to 50% to refl ect the fact that the Company has a 
market-ready product and is in advanced discussions with a prospective pharmaceutical partner 
for its second product. We believe this represents a substantial reduction of risk from last August 
when our Initiating Report on Mistral was published.

Table 3: Net present value of Mistral Pharma at 50% discount rate

Source: eResearch

As shown, we derive a net present value for the shares of Mistral of $0.08 per share for the end of 
fi scal 2007, rising to $0.11at the end of fi scal 2008. 

We believe that the signature of a licensing deal with a major pharmaceutical partner could impact 
favorably on Mistral’s shares. Further gains could transpire over the next 12-24 months as the 
Company continues clinical and development work on its two other products and other product 
in-licensing or acquisition.

For comparative purposes, we have included two additional DCF scenarios with discount factors 
of 40% and 60% in Table 4.

Table 4: Net present value of Mistral shares using discount factors of 40%, 50% and 60%.

     Mar ‘07 Mar ‘08 Mar ‘09 Mar ‘10 Mar ‘11 Mar ‘12

NPV of Mistral per share, at 40%  $0,13  $0,16  $0,24  $0,33  $0,40  $0,49 

NPV of Mistral per share, at 50%  $0,08 $0,11 $0,18 $0,28 $0,35 $0,46

NPV of Mistral per share, at 60%  $0,05  $0,08  $0,15  $0,23  $0,31  $0,43 

Source: eResearch

Conclusion

We continue to have a positive outlook for the Company over the next 2-3 years. As the Company 
launches its InstillagelTM product onto the Canadian market and advances in its discussions with a 
pharmaceutical partner for UniminTM, we expect the shares could move towards the $0.10 to $0.15 
per share range. 

Giving consideration to our DCF analysis above, our 12-month Target Price is $0.10 per share, 
which refl ects a potential increase of 100% over current trading levels of $0.05.

DCF Model ($000s); as at March 31st: Mar '07 Mar '08 Mar '09 Mar '10 Mar '11 Mar '12
Discount rate 50%
Net cash flow (after tax) -$2,506 -$2,532 -$834 $8,980 $10,402 $22,577
Terminal value $123,360
Total cash flow -$2,506 -$2,532 -$834 $8,980 $10,402 $145,937
PV at different time points $12,913 $21,875 $35,344 $53,850 $71,796 $97,291
PV per share $0.08 $0.11 $0.18 $0.28 $0.35 $0.46
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As for all drug development companies with little or no revenue and annual net losses, an investment 
in Mistral Pharma is suitable only for risk-tolerant investors who recognize the considerable risk-
reward dynamics. As such, the shares are rated a Speculative Buy at current levels. 

 
RISKS

A number of risks could impact on Mistral’s ability to achieve its scientifi c, commercial, and 
revenue objectives:

1. Scientifi c and development risk: Mistral may not be able to complete the necessary scientifi c 
research and clinical development work to develop marketable or licensable products that generate 
revenue. In particular, there is a risk that the Company will not achieve its predicted PK endpoints 
during early clinical trials, as was the case in August 2005 with MIST-GO1, a generic reformulation 
now abandoned by the Company. 

2. Regulatory risk: There is a risk that regulatory authorities will not allow Mistral to pursue 
development in human clinical trials or approve the product for market use once all clinical studies 
have been completed.

3.  Financing risk: Mistral may not be able to raise suffi cient funding on terms acceptable to 
the Company to complete the required scientifi c and clinical development work in order to produce 
marketable or licensable products that generate revenue. 

4.  Partnering risk: Mistral may be unable to attract pharmaceutical partners to license its 
products. If licensed, commercial partners may not be able or willing to continue development to 
market approval. 

5.  Patent litigation risk:  Mistral may be unaware that a blocking patent has been issued to a 
competitor, thereby preventing the Company from commercializing its new products under their 
current form. 
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MANAGEMENT AND DIRECTORS 

A. Company Offi cers

Bertrand Bolduc, B.Pharm., MBA, President and CEO
Mr. Bolduc brings more than 15 years of experience gained at Servier, Biovail, Axcan, Procrea, 
and TGN Biotech, where he has been involved in numerous product and company acquisitions. Mr. 
Bolduc has been involved or led fi nancing rounds, both private and public for a total of $80 million. 
He is the former president of BioQuebec and a former president of the pharmaceutical marketing 
club of Quebec. Mr. Bolduc is a licensed pharmacist in the Province of Quebec.

Alain Provencher, CA, Vice-President Finance and CFO
In a career spanning 21 years, Mr. Provencher has acquired operational management capabilities 
and valuable experience in securing fi nancing from institutional and venture capital investors in 
the telecom, high-tech, and biotech industries. 

Alain Desjardins, PhD, Vice-President R&D
Dr. Desjardins brings 15 years of product development gained at J&J, Labopharm, and Carter-Horner 
(now Church & Dwight). Dr. Desjardins has led groups that developed several pharmaceutical 
products in various dosage forms, including several years at developing control-delivery solid 
dosage products. He has been instrumental in bringing forward several products from laboratory 
prototypes to scaling-up and transfer to manufacturing. 

Dalal Manoli, Vice-President of Sales and Marketing

Ms. Manoli is a senior executive with over 25 years experience in the health care industry. She 
was President & CEO at PhageTech (now Targanta) and Biogentis, two venture backed private 
biotechnology companies, and held executive management positions with MDS Capital, Schering 
Canada, Abbott Laboratories and Pharmacia. 

B. Board of Directors

Bertrand Bolduc, (CEO, Mistral Pharma)

Mark Busgang, (CEO, Warnex) 

Jacques Gagné (Former Dean, Faculty of Pharmacy, University of Montreal)

Thomas Kaneb (Partner, Dynex Capital)

Marc Boisjoli (CFO, TSO3) – leaving the Board on September 7th 2006

Robert Boisjoli (CFO, Xanthus Life Sciences)

Daniel Pharand (CSO, Cato Research)

Yves Rosconi (CEO, Theratechnologies) 
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ANALYST CERTIFICATION

Each Research Analyst who was involved in the preparation of this Research Report hereby certifies that: 
(1) the views, opinions, and recommendations expressed in this Research Report refl ect accurately the Research 
Analyst’s personal views concerning any and all securities and issuers that are discussed herein and are the subject 
matter of this Research Report; and (2) the fees, earnings, or compensation, in any form, payable to the Research 
Analyst, is not and will not, directly or indirectly, be related to the specifi c views, opinions, and recommendations 
expressed by the Research Analyst in this Research Report.

eResearch analysts on this report:   Philippe Douville, B.Sc.(Biology), PhD., MBA: Philippe Douville has several 
years of direct experience in scientifi c research and has authored or co-authored numerous scientifi c papers specializing 
in genetic research. Dr. Douville was the founding President and CEO of Galileo Genomics and was the Director, 
Corporate Development for Algène Biotechnologies (now Signalgene).

Bob Weir, B. Comm, B.Sc., CFA. Bob Weir has been involved in an analytical capacity since 1966, with both the 
securities and the real estate industries. Initially with Wood Gundy Limited in London, England, he spent nine years 
with that fi rm in a securities research capacity. He spent the next twenty years in the real estate business as analyst, 
consultant, and broker before joining Dominion Bond Rating Service Limited in 1994. He eventually became Executive 
Vice-President of DBRS and was responsible for supervising the fi rm’s 34 analysts and for running the company on 
a day-to-day basis. He joined eResearch in September 2004.
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eResearch Disclosure Statement
eResearch accepts fees from the companies it researches (the “Covered Companies”), and from fi nancial institutions or other third parties. 
The purpose of this policy is to defray the cost of researching small and medium capitalization stocks which otherwise receive little or no 
research coverage. In this manner, eResearch can minimize fees to its subscribers. 

Mistral Pharma Inc. paid eResearch a fee of $17,500+GST to conduct research on the Company on an Annual Continual Basis.

To ensure complete independence and editorial control over its research, eResearch follows certain business practices and compliance 
procedures. For instance, fees from Covered Companies are due and payable prior to the commencement of research, are accepted only in 
cash or currency and will not accept payment in shares, warrants, convertible securities or options of Covered Companies.   

All Analysts are required to sign a contract with eResearch prior to engagement, and agree to adhere at all times to the CFA Institute Code 
of Ethics and Standards of  Professional Conduct. eResearch analysts are compensated on a per-report, per-company basis and not on the 
basis of his/her recommendations. Analysts are not allowed to accept any fees or other consideration from the companies they cover for 
eResearch. Analysts are also not allowed to trade in the shares, warrants, convertible securities or options of companies they cover for 
eResearch.

In addition, eResearch, its offi cers and directors, cannot trade in shares, warrants, convertible securities or options of any of the Covered 
Companies. eResearch’s sole business is providing independent equity research to its institutional and retail subscribers. 

eResearch will not conduct investment banking or other fi nancial advisory, consulting or merchant banking services for the Covered 
Companies. eResearch is not a brokerage fi rm and does not trade in securities of any kind.

eResearch makes all reasonable efforts to provide its research, via e-mail, simultaneously to all subscribers. eResearch posts all of its 
research on its own website (www.eresearch.ca), disseminates its research through its extensive electronic distribution network, and provides 
notifi cation of its research through newswire agencies.  

Additional distribution of our research may be done through agreements with newswire agencies.  
                 

eResearch Recommendation System
Strong Buy: Expected total return within the next 12 months is at least 40%. 

Buy: Expected total return within the next 12 months is between 10% and 40%.

Speculative Buy: Expected total return within the next 12 months is substantial, but Risk is High  (see below).

Hold: Expected total return within the next 12 months is between 0% and 10%.

Sell: Expected total return within the next 12 months is negative.

eResearch Risk Rating System 
A company may have some, but not necessarily all, of the following characteristics of a specifi c risk rating to qualify for that rating:

High Risk: Financial - Little or no revenue and earnings, limited fi nancial history, weak balance sheet, negative free cash fl ows, 
poor working capital solvency, no dividends.

 Operational - Weak competitive market position, early stage of development, unproven operating plan, high cost 
structure, industry consolidating, business model/technology unproven or out-of-date.

Medium Risk: Financial - Several years of revenue and positive earnings, balance sheet in line with industry average, positive free 
cash fl ow, adequate working capital solvency, may or may not pay a dividend.

 Operational - Competitive market position and cost structure, industry stable, business model/technology is well 
established and consistent with current state of industry

Low Risk: Financial - Strong revenue growth and earnings over several years, stronger than average balance sheet, strong positive 
free cash fl ows, above average working capital solvency, company may pay (and stock may yield) substantial dividends 
or company may actively buy back stock.

 Operational - Dominant player in its market, below average cost structure, company may be a consolidator, company 
may have a leading market/technology position.


