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Industry: Healthcare, Biotechnology & Pharmaceutical Year EPS P/E REVS PSR
Recent Price: $1.48 2005 A ($0.62) --- X $0.0 --- X
52-Week Price Range: $0.90 - $2.16 2006 A ($0.23) --- X $0.0 --- X
Target Price (12 Months) $3.90 2007 E ($0.24) --- X $0.0 --- X
Avg. Daily Vol. (3 mo.): 77,642 2008 E --- --- X $0.0 --- X
2009 N/A --- X .- X
Balance Sheet Data (mil) 12/31/06 Ownership and Valuation (mil) Current Rating History
Cash Equivalent: $7.1 Shares Outstanding: 45.45 Date Assigned: 5/4/06
Working Capital: $6.5 Inside Ownership: 20% Price at Rating: $1.70
Long-Term Liabilities: $0.0 Institutional Ownership: 14% Original Price Target: $3.90
Shareholders' Equity: $15.5 Equity Market Value: $67.3 Time Frame: 12 Months
Update Report

Rating: Strong Speculative Buy

Bagsfor Rating

Provectus Phamaceuicals Inc. is developing minimally invasve drug therapesto treat various carcers and psoriass.
Decacksof use have demanstrated that the actve agert in Provecus’ drug cardidatesrose bengal disodium (Rase Bengal),
is safe and nontoxic. Preclnical and early clinical data sugged that Rose Bengal has the potertial to make significart
therapeuic advancesagainst treaing diseags characerized by cellular overregicaion. Thes diseagsinclude carcers
and chronic skin afflictions such aspsoriass and eczma.

Seweral recent reports from Provectus indicat that the Compary continuesto make good progress with Phase 1 clinical
invedigations in the treatmert of metadatic melanroma and breas cancer. Importarntly, significart degees of tumor
ablation have beenreported along with the “bystander effect” which is the shrinkage of untreated tumors subsequert to
treamert of primary tumors. In addition, Provectus plans to soon begn a Phase 2/3 metadatic melanomatrial, a Phase 1
liver carcertrial, and a Phase 2 psoriagstrial, asshown in Figure 1.

All of the markets addressed by Provectus’' clinical developmert programs arelarge and underserved by current therapes
Succesful progress in any one of the Compary’s programsfor treamert of cancer or psoriass could add $200 million or
more to Proveclus market captalizaion and more than double its stock price to $3.90 per share our 12-month target
price. For these reasons, Provectus is rated a Strong Speaulative Buy. This rating assumesthat Provectus will acheveits
clinical goals and sell, licerse, or partner one or more of its pharmacetical developmert programs within our target time
frame.
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Figure 1. Provectus Projected Clinical Timelines
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Source: Provectus Pharmaceuticals and Dutton A ssociates Estimates

Company Profile

Provecuus is an early stage biopharmacetical compary that is developing an agent that, in preclinical and early clinical
studies hasshown promise in treaing diseags characerizedby cellular over-regicaion. These disea®sinclude carcers
and chronic skin afflictions such aspsoriass and eczema. The key aclve ingredert that Provectus is developing is Rose
Bergal. Afterdecadesof use asanintravenous and topical diaghostic imagng agent, Rose Berngal appearsto be safe and
nontoxic to heathy biological tissue.

Provecus' researchers have found that Rase Bengal offers severalimportart attributesthat may make it a powerful tool in
treaing carcerand certain other disea®s- attributesthat offer signifi cart advancesover current commonly usedtherapes
They discoveredthrough precilinical teding that when Rose Bergal is injecied directly into tumors, it rapdly abates or
dedroys, the targeted tumor lesons, but it cawses little or no damage to the surrounding heathy tissue. Rose Bengal
crossesthe cell membraresof tumor cells and is preferenially retained by them. It doesnot erter normal cells. Instead it
israpdly excretedfrom heathy tissue through the blood stream without undergoing metabolism.

Provecus scientists also discovereda second, yet equally importart, reacton to Rose Bengal. When treding certain
tumor lines Rose Bengal appearsto trigger a tumor-specifi c immune reonse that reaults in the dedruction of untreaed
bystander metadatic tumors. Researchers observed thes reallts in well-structured and documerted laboratory teds using
mice. Scientists also had occasonal opportunitiesto treat spontarecus tumors in veterinary subjects with Rose Bengal,
and reallts proved essertially idertical to those seenin the laboratory: chemabation of treaed tumars along with the
ablation of distarnt bystander metagases In recert months the bystander effect has also beenobserved in humars during
Provectus ongoing clinicaltrials using aform of Rase Bengal to treatmetadatic melanomaand recurert breast carcer.

Provecus pharmaceuical development programs are in oncology and demailogy, and it currently has early stage
clinical programsin progress for treamert of psoriads, metadatc melanoma, and breas carcer. A fourth trial for the
treamert of liver carceris plamedfor this year. Management articipatesthat prescription drug products developed from
these programs will be safer and more specifi c thanthose currently availabe.

Financial Highlights

Provectus lost $8.9 million, or $0.23 per share, in 2006 on operaing expersesof $7.2 million. This compareswith aloss
of $11.8 million, or $0.62 per share in 2005 on operating experses of $5.7 million. We had projected that Provectus
would lose $9.1 million, or $0.24 per share in 2006 on operaing expersesof $7.3 million.
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For the final quarter of 2006, Provectus lost $2.1 million, or $0.05 per share, on operaing expersesof $2.0 million. This
compareswith aloss of $4.9 million, or $0.22 per share, in 4Q05 on operaing expensesof $1.7 million. We had projected
that Provectus would lose $2.3 million, or $0.06 per share,in 4Q06 on operaing expensesof $2.1 million.

Provectus ended 2006 with $7.2 million in cas equivalents and short-terminvegmerts compared with $6.7 million at the
end of 2005. Working cagtal reactked $6.5 million by the end of 2006, comparedwith $4.3 million atthe end of the prior
year.

After the close of the year, Provectus converted all outstanding debertures leavng the Comparny with no delt on its
balance sheet In Jaruary, $245,833 of convertible debt wasconvertedinto 327,777 sharesof common stock at $0.75 per
share,then, in February 2007 another $121,667 of convertible delt wasconvertedinto 162,223 sharesof common stock at
$0.75 per share

Also in Jaruary and February Provectus raised $2.4 million through the sale of 2.3 million sharesof stock in a private
placenert to 16 acaedtedinvedors. The Compary paid $273,090 and issued 231,905 sharesto placemert agerts for this
trarmsacion.

In 4Q05 the Compary sold 2,315,000 sharesin private placemerts for $1.00 per share and paid $272,950 plus 231,500
sharesvalued at $284,800 to the placemert agents.

Recent Developments

Sewerd clinical developmerts that we expected in 1Q07 have been slightly delayed Provectus had plamed to begn its
Phase 2/3 clinical trial using the Company’s photodynamically acivated topical treatmert, Xartryl, aformulation of Rose
Bergal, to treat psoriads in 1Q07. However, this trial has beendelayed as Provectus continues providing the required
Food and Drug Administration reporting to support the Company’s active Invedigational New Drug application, accarding
to arecen SEC filing. The FDA requiresthe publicaion of reaults regardng the multiple treatmert scerario of the acive
ingredert in Xartryl.

Provectus still expectis to soon begn Phase 2 studies Scientists expectto assess the potertial for remission of psoriass
using a series of weeHly treatmerts similar to those used for PUVA. PUVA is an approved light-based therapy that
combinesthe drug Poralenwith exposure to ultraviolet-A light thatis usedto treateczema, psoriass, and vitiligo.

However, while PUVA is effective, it may increa® a patient’s risk of skin carcer. A 1997 report in the New England
Journal of Medicine describedthe study of 1,380 patients with psoriags treated with PUVA in 1975 and 1976. Doctors at
the Harvard Medical School found that 15 yearsafter their first PUVA treatmerts, the risk of malignart melanoma had
increagd, egecially among patients who received 250 treatnerts or more. Although Xartryl hasproved benign so far,
the long-termeffects of its frequert activation with ultravioletlight areunknown.

We also expectedrealltsin 1Q07 from Provectus' carcer trials, one in metadatic melanomaand asecand in breas carcer.
The melanoma trial was conducted at two of the world’'s leadng melanoma treamen and resaich certers, the Sydney
Melarnoma Unit and the Newcagle Melanoma Unit, both located in New Sauth Wales Australia, a country where the
incidence of melanoma is more than twice that of the United States Each subject errolled in the study hasone or more
tumors treaed with a single injection of Provecta, and the local regonse to the treatment wasobserved for a period of 12
to 24 weels. The bread carcer trial wasconductedin New Zeabrd. Reailts from both trials arenow expectedin the next
few weels.

In January Provectus received orphan drug dedgnation for its anticarcer agent Provecia from the FDA for the treatmert of
metagatic melanoma. The Orphan Drug Act grants special status to a product to treata rare disea® or condition. The
orphan drug desgnation will ertitle Provectus to exclusive marketing rights in the United States for up to seven years
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should it be the first compary to receive marketing approval for this therapeuic drug product. The desgnation would also
provide tax credts fee waivers” For the momert,” said Provectus CEO Craig Deesin a press releas, “this orphan
dedgnation puts us first in line and, along with financial and regulatory berefits, will grant us market exclusivity, aslong
aswe keepour trials on schedule and garner FDA approval asplamed.”

In December Provectus expanded its patent protecion to Europe and Taiwan for Provecta and Xantryl. The pernding
paterts will cover certain formulations and medcal usesof the drug for the treatnert of carcer, acue psoriasis, and other
chronic skin diseases These two patert allowances are the Compary’s first in international markets for these product
families and Provectusis seeking to protectits asetsin key markets worldwide.

In Felruary, Provectus paterted an acre product in the U.S. The patent includes the Compary’s invisible solid acre
treamert, Pure-Stick™, and is the first for its overthe-counter products. The Compary is seekng to spinout, licerse, or
sell its over-the-counter assets and use the proceeds to fund the development of its key carcerand psoriass therapies

Acneis caused by skin conditions that make bacteria normally present on the skin proliferate and cause inflammation. A
key trigger for this unchecked growth is exces oil on the skin. Provecus formulations address a root cause of acre by
combining agerts to modify the skin with anartibacterial agert to inhibit the bacterial growth that canleadto acne.

Provectus intends to rampup its invedor relations and corporate communications capahilitieswith the recert hiring of The
Invedor Relations Group. This IR firm plans to introduce Provectus to prequalified fund maragersand industry amalysts
with the goal of increasng invegor and industry awareness of the Comparny. The Invedor Relations Group also intends to
shape Provecius message to the public and the meda. Provectus CEO Craig Deessaid in a press relea® “we believe a
strateg c relationship with the right invedor relations firm is pivotal in accanplishing our goals.”

Outlook

We now projectthatin the next few weels Provectus will be very busy. We articipate the Compary will:

1. Complete the expanded Phase 1 metadatic melanomaand breag carcinomaclinical trials
2. Finish plars for the next phase metagatic melanomainvedigation

3. Begn Phas 2 clinical studiesusing photoacivated Xantryl in the treamert of psoriasis
4. Begnthe Phase 1 livercarcertrial

Provecws' lated clinical developmert planis presertedin Table 1.
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Table 1. Provectus Phar maceuticals Clinical Development Plan

Program Current Status Planned

Metastatic Phase 1 safety and efficacy trial in Australia on Five to seven Phase 2 sites on 70 patients total with Stage IlI/IV

melanoma 20 Stage II/IV subjects with locallregional disease; expect accelerated approval in U.S. and Australia,
metastatic disease followed by Phase 4 observation of survival

Breast Phase 1 safety and efficacy trial on up to 20 Possible Phase 2/3 to treat primary tumors on 25 to 50 patients

cancer patients with recurrent breast cancer

Liver cancer  Preparing for Phase 1 study Phase 1 study in Australia on five to ten subjects with non-

resectable disease

Psoriasis Three Phase 1 trials have been completed; Two Phase 2 studies on 50 patients each, followed by NDA or
preparing for Phase 2 studies second small Phase 3 study

Source: Provectus Pharmaceuticals and Dutton A ssociates

The exparded Phase 1 melanoma and breag carcer trials are edimatd to have cost $1 million. The plamed Phase 2/3
melanoma trial is expected to cost $3 million through 2008. An additional $1 million to advance the Compary’s
developmert in other oncology indications is also eamarked for 2007. Provecus Phase 2 psoriags trial is expecied to
cost $1.5 million over 12 to 24 months, and the Phase 1 liver carcertrial is expectedto cost $0.5 million.

At some point Provecus is expecied to ernter a licersing or partnership agreemert to advance developmert with a larger
pharmacettical compary that would presumally have deeger reourcesto fund more expersive advancedclinical studies

Our updated financial statemens and projections are included in tables near the end of this report. We project that
Provectus will lose $11.2 million, or $0.24 a share, in 2007 on operaing costs of $10.0 million.

Although Provectus managemert projects it hasenough cas to move its currerntly plamed development programsthrough
2007, our model suggeds that the Compary execues a $3.0 million or more in financings by mid-year and another $5
million by yearemn. These financing events could be supported by the amouncenment of positive reaults from Provectus
melanomaand breag cancertrials or from the publication of melanomadatain a peer-reviewed sciertific journal.

Conclusion

Although Provectus did not deliver the milegoneswe expectedin 1Q07, the delays appearto be both minor and normal.
The drug developmert roadis a slog, ard pitfalls, some minor and some major, arepar for the course. We believe thatthe
Compary is continuing to make good progress with its clinical invedigations, particularly for metagatic meanoma and
breas carcer, where significart degees of tumor ablation have been reported along with the “bystander effect,” the
shrinkage of untreatd tumors subsequent to the primary treament. The Phase 2/3 metagatic melanomatrial, a Phase 1
liver carcertrial, and a Phase 2 psoriads trial arescheduledto begn in the nearfuture.

All of the markets addressed by Provectus’' clinical developmert programs arelarge and underserved by current therapes
Succesful progress in any one of the Compary’s programsfor treamert of cancer or psoriass could add $200 million or
more to Proveclus market captalizaion and more than double its stock price to $3.90 per share our 12-month target
price. For these reasons, Provectus is rated a Strong Speaulative Buy. This rating assumesthat Provectus will achieveits
clinical goals and sell, licerse, or partner one or more of its pharmacetical developmert programs within our target time
frame.
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