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Summary: After the failure of a key drug (Viprinex) in 2008, NTll is left with no significant operations.
Its most recent balance sheet dated 12/31/2008 shows a cash & investments balance, net of liabilities,
of $7.6 mm or $0.28 per share. However, a closer inspection of SEC filings reveals that deferred revenue
liability of $16 mm will never have to be paid, bringing NTII’s true net cash to $23.7 mm or $0.88 per
share. Yet another potential asset which doesn’t show up on the balance sheet is NTIl’s 13%-22%
retained interest in a drug called XERECEPT, which the company sold to a private equity concern Celtic
Pharma in 2005. The results of the completed Phase Ill trials will be presented by Celtic in Q209. |
estimate NTII’s ownership stake in XERECEPT to be worth anywhere from zero to $0.77 per share. After
making some further adjustments to the balance sheet and accounting for cash burn/generation of
($0.16) to $0.12 per share, |l esti mat-$1.8Npérl | ' s pot
share versus the stock price of $0.62.

This valuation gap is not lost upon everyone. Three large shareholders representing 45% of total shares
outstanding have recently asked management to liquidate the company. NTII can immediately make
cash distribution of $0.60-50.70 per share which would create a free stub for investors consisting of (1)
XERECEPT worth $0.00-S0.77 per share and (2) auction rate securities worth another $0.30-50.40 per
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share. The main risk is that management doesn’t accede to shareholder demand and instead decides to
spend the cash on an acquisition etc.

NTII Net Asset Value

Balance Sheet Low High

12/31/2008 9% Recovery % Recovery Low High Low/Sh High/sh
Cash Qtr Ended 12/31/08 $6,914 100% 100% $6,914 $6,914 $0.26 $0.26
ST Marketable Securities $16,400 100% 100% $16,400 $16,400 0.61 0.61
AR 200 70% 90% $140 $180 0.01 0.01
Prepaid Asset & Other 277 70% 90% $194 $249 0.01 0.01
Total Current Assets $23,791 - -
Deposits $85 70% 90% $60 $77 0.00 0.00
LT Investment - ARS @ Par $11,850 70% 90% $8,295 $10,665 0.31 0.40
Booked Impairment ($2,974)
ARS (Net) $8,876 - -
PP&E $132 0% 10% $0 $13 - 0.00
Total Assets $32,884 $32,002 $34,498 1.19 1.28
AP $366 100% 100% $366 $366 0.01 0.01
Accrued Expenses $8,166 100% 100% $8,166 $8,166 0.30 0.30
Def Reve - Current $5,500 0% 0% $0 $0 - -
Total Current Liab $14,032 100% 100% $8,532 $8,532 0.32 0.32
Def Reve - Long Term $10,542 0% 0% $0 $0 - -
Total Liab $24,574 100% 100% $8,532 $8,532 0.32 0.32
Pref Shares $247 100% 100% $247 $247 0.01 0.01
Shareholders Equity $8,063 0% 0% $0 $0 - -
Total Liab & SHE $32,884 $8,779 $8,779 0.33 0.33
NAV 23,223 25,719 0.86 0.96
Off B/S Adjustments:
Operating Lease 100% 100% ($400) ($400) (0.01) (0.01)
Xerecept Sale Proceeds (1) 13% 22% $0 $20,800 - 0.77
Adjusted NAV @ 12/31/2008 $22,823 $46,119 0.85 1.71
2009 Cash Burn: Assumption
Interest Income Same run rate as quarter ended 12/31/08 $1,000 $1,000 0.04 0.04
Royalty Stream Was $2 mm in Dec-08 qtr - ends 2009 $4,000 $8,000 0.15 0.30
Severance/Exit Costs Closing snake Farm ($1,600) ($800) (0.06) (0.03)
R&D Expense Per Guidance in latest 10Q ($2,600) ($2,600) (0.10) (0.10)
GRA expense Per Guidance in latest 10Q ($4,000) ($2,000) (0.15) (0.07)
Other burn/ D&0O ($1,000) ($500) (0.04) (0.02)
Total Cash Burn ($4,200) $3,100 (0.16) 0.12
Net Asset Value $18,623 $49,219 $0.69 $1.83

Background: Neurobiological Technologies has no significant operations. On 12/17/09, it announced
that its most advanced product candidate (Viprinex) had failed in Phase Ill trials. On 1/19/09, NTII
further indicated that it was going to discontinue all its efforts toward Viprinex and was going to lay off
75% of its workforce by 3/31/09 to preserve cash. Given that NTII stock had fallen well below net cash,
three large shareholders, representing 45% of shares outstanding filed 13Ds in December and January
asking management to liquidate the company and return the capital to shareholders. Moreover,
Millennium Partners, one of the three funds, stated in its letter to the Board dated January 22, 2009,
that the Company had received demands for liquidation from holders of 65% of its shares.
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Management and Board have not given any indication as yet whether they will liquidate or not. | see
the possibility of a protracted battle between shareholders and management as my key risk. Putting
that aside, there is tremendous upside potential in NTIl from its current price. Here is why:

(1) Depending upon the recovery on its auction rate securities (most of which are AAA rated and
are current in interest payments), | calculate NAV as of 12/31/08 of $0.86 to $0.96 per share.
The reason why book value is only $0.30 per share is due to deferred revenues of $16 mm,
which the company clearly states (in its most recent 10Q) will never need to be paid out (See
Exhibit 1).

(2) The company continues to get royalty income of $2 mm per quarter from sales of Namenda, an
Alzheimer’s medication, which it had sold to Merz Pharmaceuticals. However, these payments
are expected to end or drop significantly after 2009, when the patent expires. Nonetheless,
royalty income can absorb most of the cash burn in 2009. There is a chance that the company
even generates cash this year but management has been unwilling to provide guidance in this
matter.

(3) NTII's most significant (potential) asset is a drug called XERECEPT, which has completed Phase I
trials for the treatment of swelling associated with cerebral tumors. In 2005, the company sold
XERECEPT program to Celtic Pharma, a private equity firm, for $33 mm but retains the right to
receive 13% to 22% of net proceeds from a potential sale by Celtic (see Exhibit 2).

XERECEPT: | confess that my valuation of XERECEPT is very “back of the envelope” due to a lack of
publicly available information. The drug was sold years ago to a private equity firm which had no
obligation to disclose any financial data. Nonetheless, | pieced together information from old SEC filings,
analyst reports, conversations with investment bankers and numerous old press releases and
presentations. My effort on valuation of the drug continues to be work-in-progress. Here is my back of
the envelope methodology:

In December 2005, while XERECEPT was in the midst of Phase Ill trials, Celtic Pharma paid $33 mm to
acquire 78%-87% of the drug. In addition, it agreed to pay NTII an additional $15 mm in milestone
payments. So in total, Celtic was committed to part with a total of $48 mm. Using the mid-point of its
potential ownership (82.5%), it would have paid $58 mm for a 100% ownership. According to industry
experts, an acquirer typically assigns a 70%-80% probability of success to drugs in Phase Ill. Using an
80% (more conservative for my valuation) success assumption by Celtic Pharma, | further infer that
Celtic was assigning a value of $73 mm to XERECEPT before earning any return on its investment. If |
assume that Celtic’s targeted ROl was 30%, it would imply that Celtic was expecting to sell XERECEPT for
$95 mm (ignoring time value of money). As | said, these are back of the envelope estimates but are
based upon intuitive reasoning and conversations with experts in the field. Of course this math is
meaningless if XERECEPT has failed Phase lll trials.

However, even removing XERECEPT from the equation, IS & G A Y | (hé liglidétionvdlia to be $0.69-
51.06 per share. Given that the stock is currently trading at S0.62, you can think of XERECEPT as a free
option.

Catalysts:

(1) Celtic Pharma will disclose Phase lll trial findings in two conferences in Q209. This data should
give investors a “first look” to decide whether the drug will get an FDA approval or not.
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(2) Celtic has also indicated that it has engaged an investment banker for the planned sale of
XERECEPT. However, the timing of such a sale is unclear.

(3) Aslmentioned, the company has been asked (politely so far) to liquidate and return assets to
shareholders. We await a word from management on this front. (See Exhibits 3, 4 and 5)

Major Shareholders: Biotechnology Value Fund (19.7%); MAK Capital One LLC (19.4%); Highlands
Capital (17.6%); Millennium (7.7%).

Management/Board Ownership: NTII has a staggered Board. Per Form DEF14A filed on
10/9/08, all executive officers and directors as a group owned 3.4% of common shares outstanding.
Several of these individuals are no longer with the company.

Change in Control: (Form DEF14A; 10/9/08) “There are no severance or change in control
agreements in place for any of our named executive officers. Our 2003 Equity Incentive Plan provides
that the time-based (but not performance-based) vesting of all outstanding equity awards will fully
accelerate in the event of a “change in control,”..... “Assuming that a change in control occurred as of
the end of fiscal 2008, and based on our closing stock price on the last day of trading that year (5$1.42),
the named executive officers would have received no change in control benefits because the exercise
prices of then outstanding options were higher than the closing price of our stock.”

Exhibit 1

(Form 10Q filed on 2/12/2009 F r o mQWIDITY AND CAPITAL RESOURCES 0 )

In addition to cash and investments, we also assess liquidity by our working capital (modified to exclude
deferred revenue and the warrant liability) available to fund operatida®xclude deferred revenue and the
warrant liability from our working capit al as we do not believe these items will ever require cash payments
from us. The following table shows our cash and skierm investments and working capital (in thousands).

Exhibit 2

"Celtic Pharma Announces Update on Status of XERECEPT(R) Program Sale Planned in 2009"

"New York, London and Bermuda, December 16, 2008, 2008 - Celtic Pharmaceutical Holdings L.P. ("Celtic Pharma") announced
today that the databases have been locked and preliminary analyses completed on the two double-blinded studies of
XERECEPT(R) (corticorelin acetate), as a treatment for peritumoral brain edema, as well as an initial database lock on the open-
label study of XERECEPT's long-term safety and efficacy.

"The results of these studies are the subject of several abstract submissions for the American Society of Clinical Oncology
(ASCO) annual meeting in May 2009, as well as the American Association of Cancer Research annual meeting (AACR) in April
2009. In conformance with the requirements of both ASCO and AACR, XERECEPT(R) data will be published only after
presentation at these meetings.

"Celtic Pharma has also retained a top-tier investment bank to serve as its financial advisor in the planned sale in 2009 of
Neutron Holdings Limited and its geographical subsidiaries who are the owners of the worldwide commercial rights to
XERECEPT(R).

"We believe that the trial data we now have in hand indicate the efficacy and long term safety of Xerecept as a treatment for
cerebral edema associated with primary and metastatic brain tumors, permitting substantial reductions or elimination of
cortico-steroid dosing in this patient population, and that Xerecept has the potential to become part of the generally accepted

standard of care for these patients." said Stephen Evans-Freke, Managing General Partner of Celtic Pharma. "We believe we

Page 4 of 8



MARQUIS RESEARCH, LLC

have built substantial value in Xerecept(R) and we look forward to achieving superior returns for our investors through the sale
of this important program in 2009." said John Mayo, co-Managing General Partner of Celtic Pharma.

Exhibit 3
ITEM 4. Purpose of Transaction(Form 13D filed by BVF on 12/24/2008)
Item 4 is hereby amends to add the following:

On December 23, 2008, BVF sent a letter to the Issuer expressing its disappointment in learning of the Data
Safety Monitoring Boarddéds recent conclusion that the |
tosucceedThe | etter continues with BVF6s strong belief tha
Direct or s )rmusthnavexerBiseats fidugiary duty to shareholders by winding up the Issuer in order to
return cash to shareholders as quickly and efficiently as pos3ibkeletter explains that costs associated with a
liquidation could be limited by immediate, des i ve acti on because the | ssuerds r.
passive in nature requiring negligible activity to manage.

The letter calls on the Board to take immediate action to maximize shareholder value by returning capital to
shareholders, caistent with its fiduciary duties, and to refrain from engaging investment bankers or other advisors
(except for the sole purpose of winding up the company), whosmsekests would likely lead to a further drain of
capital. The Reporting Persons encage other shareholders to contact the Board with their concerns regarding the
use of the I ssuerds remaining assets.

Exhibit 4
(Form 13D filed by Millennium on 1/23/2009)
January 22, 2009

The Board of Directors of Neurobiological Technologies, Inc.
c/oAbraham E. Cohen, Chairman of the Board

2000 Powell Street, Suite 800

Emeryville, CA 94608

Dear Members of the Board:

As you know, on January 6, 2009 Mill ennium Technol ogy
the Board of Neurobiologi a | Technol ogi es, Il nc. (ANTI O or the ACompal
action to monetize and distribute the Companyds remain
learned through a review of public filings adidcussbns with youthat the Company has received correspondence

from stockholders representing 65% of NTI shares expressing a similar point of Miéswvould appear to

constitute a clear mandate from the stockholders of the Company for you to take imnetidiat® Zzommence an

orderly liquidation. We are disappointed that in the face of such an overwhelming directive from your stockholders,

you are able to act other than with absolute immediacy to carry out the will of your constituency.

Over the past 14 amths, management and members of the Board repeatedly assured Millennium that
contingency plans involving liquidation had been developed and would be implemented immediately should
Viprinex fail. Now t hat Vi prinex has f airdisthecontimgencg@anédntdwhlyel p but
hasndét it bewhmili enpwemempgreal®i ate the Companyébés January
of staff and the trimming of cost s, (tTtimeningdodtsimamelyt e i nact
lowers the cash burn and slows the rate of decline in shareholder italoes not stop the decline, and more
importantly, it does not seek to return maximum value to shareholders.

We are further concerned by discussions involving the potentiaigement of financial advisorés you

know, financial and strategic advisors often require a
and are compensated in such a way as to place an inherent bias against recommending Jiquigation ch i n NTI &
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case, is the best, and most immediate, course of adtleere is no need, nor reason, to waste time or shareholder
resources on advisors or to delay the liquidation process in order to explore risky alternative strategies, courses
certan to result in further diminution of value for all shareholders, when the majority of the stockholders of the
Company appear to have already made their views perfectly clear. The Board should understand that any action that
it takes that would require tlagproval of its stockholders other than the prompt liquidation of the Company

will not receive sufficient votes to pass. Accordingly, and by definition, any such attempts would clearly constitute a
waste of corporate assets.

Recent discussionswithanagement and members of the Board have
of exploring alternatives is ultimately most likely to conclude that liquidation is the best course of action for the
shareholders of NTd. Yet 37 days have passed since thefair e of Vi pri nex, fithe sol e ma
without the Board communicating or enacting a plan designed to maximize shareholder value through the
dissolution and liquidation of NTI assets. We have even gone so far as to outline a plaiatidiquo the
Company that we believe could be approved Inthatplan, subst an
excess cash would be immediately distributed to shareholders, with the remaining assets to be liquidated in a timely
and orderlymanner over the coming months by a shareholder appointed fiduciary, with all proceeds being
distributed directly to shareholders immediately upon receipt.

Should the Board have any question that the plan outlined above is in the best interests dflsrsmrahd
that any attempts to pursue an alternative course of action would be over the objection of your stockholders, then we
urge you to call a Special Meeting to allow the shareholders to reinforce our own conclusions and those suggested in
correspondnce from shareholders representing 65% of NTI stock.

To reiterate what we said in our January 6, 2009 letter and have repeated numerous times during our
discussions with management, we believe that any action other than the immediate dissolutioidatidrigéithe
Company is an irresponsible waste of corporate assets and will result in a severe impairment of shareholder
value. We trust that the best interests of NTI shareholders continue to be of utmost importance to you, the members
of the Board, ath look forward to your prompt responsié either the Board or management has any questions about
the appropriate liquidation plan and how best to implement it, we would welcome the opportunity to discuss it
further.

With every day that you fail to takection, the value of the Company declinéa/e urge you to consider
very carefully your primary obligations to your stockholders, and the consequences of your failure to honor these
obligations.

Respectfully,

/sl Samuel L. Schwerin
Samuel L. Schwan
Managing Partner

Exhibit 5
(Form 13D filed by Highland Capital on 1/12/2009)

Item 4. Purpose of Transaction:

On January, 2009, in the context of the failure of the clinical trial for Viprinex, the termination of the
President and Chi&fxecutive Officer, and various other concerns stated therein, Highland Capital delivered a letter
to the Board requesting the expeditious wind down of t
its belief that, due to the failure dfd Viprinex program, the Issuer has no incremental value as an ongoing concern.
Highland Capital expressed a strong belief that the only way to return value to the shareholders is through
Il i guidation of the | ssuer disseekisgtochiresa newTCE@and Reesidertrandrhatt e s t
such action shows an intention to continue operations. Highland Capital believes that the Board should immediately
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decide to liquidate the Issuer, and that hiring a new CEO and President is unnétcesgshrgction is to be taken..
Highland Capital expressly lists various assets, including cash, currently held by the Issuer which are all capable of

neart er m | i qui dati on. Hi ghl and Capital as s e/rothepublibat it
shareholders to liquidate these assets, wind down business, and return all proceeds to the public shareholders.
Hi ghl and Capital expressed concern that the Board was

would result inthe immediate degradation and eventual loss of all shareholder value.

For more detailed analysis, please contact me at 201-785-4477 or farukh@marquisllc.com.

PLEASE SEE IMPORTANT DISCLOSURES AT THE END OF THIS WRITEUP Marquis Research, LLC
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IMPORTANT DISCLOSURES

THIS WRITEUP IS INTENDED FOR MARQUIS RESEARCH, LLC CLIENTS AND SUBSCRIBERS. ANYONE ELSE
READING IT SHOULD DO THEIR OWN WORK BEFORE MAKING ANY INVESTMENT DECISIONS. IF YOU ARE
NOT A CLIENT OF MARQUIS RESEARCH, LLC, SAFELY ASSUME THAT NOTHING IN HERE CAN BE RELIED
UPON IN ANY WAY SHAPE OR FORM.

Principals and clients of Marquis Research, LLC may have already established positions in securities
mentioned herein and may own, sell or buy or sell short any such security at any time. Any information
contained herein may be inaccurate, unreliable, or incomplete. Anyone reading this communication
should perform their own independent research and analysis before making any investment decisions.

Marquis Research, LLC is not a broker, a dealer, or a registered investment adviser. Nothing written or
communicated by Marquis Research, LLC constitutes an offer or a solicitation to buy or sell any
securities mentioned in this write-up. Nothing contained herein is intended as investment advice and
no individual or institution should make any investment decision based on any recommendation or
analysis provided herein.

Reliance upon any opinion, advice, statement, memorandum, or information anywhere in this
communication is at your sole risk, and only you bear responsibility of your research and investment
decisions.

In no event shall Marquis Research, LLC be liable to any person or entity for any damages of any kind
arising out of the use of any content or other material contained herein or available on Marquis
Research, LLC website, its written or verbal communication.
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