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Operator

Ladies and gentlemen welcome to the Arrowhead Pharmaceuticals conference call.
Throughout today's recorded presentation all participants will be in a listen-only
mode. After the presentation, there will be an opportunity to ask questions. | will
now hand the conference call over to Vincent Anzalone, Vice President of Investor

Relations for Arrowhead. Please go ahead Vince.

Vince Anzalone

Good morning everyone. We are happy to announce today that Arrowhead and
Janssen Pharmaceuticals, Inc., part of the Janssen Pharmaceutical Companies of
Johnson and Johnson, have signed a license agreement whereby Janssen gets an
exclusive worldwide license to Arrowhead’s ARO-HBV program and also a
collaboration agreement for up to three new candidates utilizing our proprietary
Targeted RNAi Molecule, or TRIM™, platform against targets to be selected by
Janssen. Our president and CEO, Dr. Christopher Anzalone, will provide an
overview of the deal and give some color about what it means for Arrowhead, and
we will then open up the call to your questions. Also with us today for the Q&A
portion of the call are Ken Myszkowski, our chief financial officer, and Patrick
O’Brien, our general counsel. Dr. Bruce Given, our COO and head of R&D is

away today.




Before we begin, I would like to remind you that comments made during today’s
call contain certain forward-looking statements within the meaning of Section
27(A) of the Securities Act of 1933 and Section 21(E) of the Securities Exchange
Act of 1934. All statements other than statements of historical fact, including
without limitation those with respect to Arrowhead's goals, plans, and strategies are
forward-looking statements. These include statements regarding our expectations
around the development, safety and efficacy of our drug candidates, projected cash
runway, and expected future development activities by Arrowhead or our partners.
These statements represent management's current expectations and are inherently
uncertain. Thus, actual results may differ materially. Arrowhead disclaims any
intent and undertakes no duty to update any of the forward-looking statements

discussed on today's call.

You should refer to the discussions under risk factors in Arrowhead's annual report
on Form 10-K and the Company’s subsequent quarterly reports on Form 10-Q for
additional matters to be considered in this regard, including risks and other
considerations that could cause actual results to vary from the presently expected

results expressed in today’s call.

With that said, I'd like to turn the call over to Christopher Anzalone, President and
CEO of the Company. Chris?

Chris Anzalone

Thanks Vince. Good morning everyone and thank you for joining us today.




This morning we reported that Arrowhead and Janssen Pharmaceuticals, Inc., part
of the Janssen Pharmaceuticals Companies of Johnson & Johnson, signed a license
agreement for ARO-HBYV and a collaboration agreement for up to three RNAI
therapeutic candidates that use our proprietary TRiIM™ platform against new
targets to be selected by Janssen. The total potential deal value is approximately

$3.7 billion plus royalties on commercial sales.

Under the terms of the HBV license agreement, Arrowhead will receive $175
million as an upfront payment. In addition, Arrowhead will receive $75 million in
the form of an equity investment by Johnson & Johnson Innovation — JJDC, Inc..,

at a price of $23.00 per share of Arrowhead common stock.

Arrowhead is eligible to receive up to approximately $1.6 billion in milestone
payments for the HBV license agreement, including a $50 million near-term
milestone payment after initiation of a Phase 2 study. Arrowhead is also eligible to
receive approximately $1.9 billion in option and milestone payments for the
collaboration agreement related to up to three additional targets. Arrowhead is

further eligible to receive tiered royalties up to mid teens on product sales.

Janssen will receive a worldwide exclusive license to the ARO-HBYV program,
Arrowhead’s third-generation subcutaneously administered RNAI therapeutic
candidate that leverages the TRiM™ platform and is being developed as a
potentially curative therapy for patients with chronic hepatitis B infection.
Arrowhead will be responsible for running AROHBV1001, our ongoing Phase 1/2
study of ARO-HBYV, and Janssen will be wholly responsible for funding and

conducting all future clinical development and commercialization activities.



Janssen may select up to three new targets, against which Arrowhead will develop
clinical candidates. These potential new candidates will leverage Arrowhead’s
proprietary TRiM™ platform, and do not include targets in Arrowhead’s current
pipeline. Arrowhead will perform discovery, optimization, and preclinical
development, entirely funded by Janssen, sufficient to allow the filing of a U.S.
IND or equivalent, at which time Janssen will have the option to take an exclusive
license. If the option is exercised, Janssen will be wholly responsible for funding

and conducting all clinical development and commercialization activities.

Let’s unpack what this agreement means strategically, and begin with what it
means for patients with chronic HBV infection. | believe this partnership
maximizes the chances that patients could have access to functional cures, and this
Is a big thing. | view ARO-HBYV as a very exciting experimental agent against
chronic HBV infection and we recently presented early data demonstrating that we
may be silencing the virus deeper than has ever been reported in hard to treat
patient populations such as HBeAg negatives that are increasingly predominating
in many regions. We are doing this with a drug candidate that has been well
tolerated thus far and with a platform that has also shown impressive activity and
tolerability in a different therapeutic environment, alpha-1 antitrypsin deficiency.
AASLD has accepted our late breaker submissions on both of these programs and

we look forward to presenting data in November.

Our innovation and execution have been unmatched: we went from a standing start
to the current clinical evidence of activity involving more than 100 human subjects
across both programs in well less than two years. While we have not yet seen
functional cures after just 3 doses of ARO-HBV, we believe that we have created

something that can be a powerful tool against chronic HBV infection in the near-



to mid-term. So the table is set. Much still needs to be done, but we have put

ARO-HBYV in a position where success against this disease is possible.

Why, then, should we enter into this partnership now? Why not continue the
leadership position we have created for ourselves and push deeper in the clinic
toward the market? Sometimes leadership is about knowing where you can lead
and when you should be part of a team. For this disease at this time in
Arrowhead’s development, Janssen is simply better positioned to continue our
forward progress and push ARO-HBV to market. | believe that Arrowhead did
what no other company could have done to get to where we are, and now | think

that Janssen is the ideal company to take the baton.

Let’s take a closer look at that. The right Phase 2b studies will be large, expensive,
and complicated. Combinations with different compound classes should be
interrogated and the permutations are extensive because many different dosing
schedules for each compound are possible. Further, it is unclear how long
treatment would have to be provided in order to possibly induce consistent
functional cures, so there is potentially substantial expense and a large clinical
team with experience in global infectious disease studies will be required. These
would be challenges for Arrowhead at this time, and Janssen has expansive

resources and a demonstrated commitment to these types of programs.

As important as this next step is, it represents just the beginning of the value of this
partnership for Arrowhead. Should the Phase 2b studies succeed, large pivotal
studies would follow, and, ultimately, a global commercial launch. The industry’s
experience with Hepatitis C is telling: speed, experience in large complex clinical

studies, and established commercial infrastructure will be critical for success.



Janssen has these capabilities, while Arrowhead is not tooled for this, at least not

yet and not for this disease.

So it clearly makes sense to partner ARO-HBYV with Janssen at this time from a
strategic standpoint, and the economics, guaranteed and contingent, make this deal

transformational for us.

Let’s take a closer look at the economics of the deal. As | mentioned, we will
receive $250m upfront between the equity investment and cash payment. We are
eligible to receive a $50m milestone payment linked to the Phase 2b study, giving
us a total of potentially $300m in the near term. Importantly, our HBV cost
exposure will stop, saving us at least $25-30m in 2019 alone, so this is a possible
infusion of over $325m in the near term on top of the nearly $90m in combined
cash that we reported in our last 10-Q and the recently triggered milestone payment
from Amgen that we announced in August. This keeps us from needing to access
the capital markets any time soon. Add to this the remaining $600m in potential
milestone payments from the current Amgen agreement and the remaining $3.4bn
in potential milestone payments from Janssen and we have potential access to an

additional $4bn plus royalties in the years ahead.

This is a deep well indeed, and it enables us to create substantial value by retaining
our pipeline. Do we need to partner our programs against AAT, APOC3,
ANGPTL3, Hif 2-alpha, ENaC and more? Potentially not: we now have
substantially more flexibility to capture more value from these and future
programs. For a small biotech company to make the leap to a large, vertically
integrated pharmaceutical company it needs good technology, good drug
candidates, a strong balance sheet, and access to growth capital. We now have all

of these, and this is where we are headed.



While we certainly may tap the capital markets in the future to help fund large
capital expenditures or endeavors such as building a commercial organization, we
believe that we may no longer be dependent on them to fund operations. As |
mentioned, this deal is transformational for Arrowhead. We now have a strong
partner for HBV to maximize our chances of bringing ARO-HBV to a broad
market and we have the capital necessary to control development and

commercialize our pipeline.

This is important from a value capture standpoint and a risk tolerance standpoint.
HBV, for all its potential economic and public health upside, continues to have
target and reimbursement risk associated with it. These risks are better navigated
by a larger company that has existing infectious disease expertise. We think the
rest of our pipeline is largely based on well validated targets, understandable
regulatory pathways, and clear commercial opportunities. Swapping control of
ARO-HBYV for the financial resources to develop and commercialize all or a large
portion of our growing pipeline is a good trade for us. The TRiIM™ platform is
enormously flexible, and we have numerous opportunities to develop innovative

new medicines.

The current deal with Janssen also speaks to extracting additional value from the
TRiIM™ platform. Janssen will have an option to develop and commercialize 3
additional targets. We view this as further validation of the platform as well as
new value creation. The additional targets will be outside of Arrowhead’s current
pipeline so will be truly novel for us and, therefore, represent found value. Janssen
would fully fund and control clinical development and, ultimately,
commercialization. As such, Arrowhead would have a strong partner with global

reach to take these potential new medicines to market.



Before we take questions, | want to remind everybody that we announced on
September 24™ that we will be hosting an Analyst R&D Day in New York on
October 16. During this event, Arrowhead management and noted lipidologist, Dr.
Ira Goldberg, Chief of the Division of Endocrinology, Diabetes and Metabolism at
New York University Langone School of Medicine, will discuss what’s next in
Arrowhead’s emerging lipid pipeline. Specifically, our most advanced candidates:
ARO-APOCS3 for patients with hypertriglyceridemia; and, ARO-ANG3 for patients
with dyslipidemia; both of which are on track for CTA filings by the end of 2018.
We will also be discussing our first two programs targeting extra-hepatic tissues.
These are ARO-ENaC for patients with cystic fibrosis, and ARO-HIF2 for patients
with clear cell renal cell carcinoma. Both of these extra-hepatic candidates have
CTAs planned for 2019.

We are extremely excited about what’s next and hope that you can listen to the
webcast or can join us in person. We have accomplished a lot in recent years, but
we feel that we are in the very early stages of explosive growth as a company, and
the Janssen partnership provides fuel for that growth. Think of that fuel in three
ways: capital; expertise; and opportunities. It provides the capital we need to
develop a number of new medicines that we will commercialize ourselves; it
provides an experienced partner capable of developing and commercializing ARO-
HBV and potentially 3 additional new medicines; and it enables us to take
advantage of new opportunities by further developing and expanding the TRIM™

platform and revolutionary new medicines built on it.

| would now like to open the call to your questions. Operator?



Operator

Operator opens the call to questions ...
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