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Description

Avacta is a pre-clinical stage
biotechnology company developing
biotherapeutics based on its
proprietary Affimer protein
technology. It benefits from near-
term revenues from research and
diagnostic reagents.
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Avacta

Capital increase for further development

Avacta (AVCT) is a pre-clinical stage biotechnology company and the proprietary
owner of Affimer technology. Affimers represent a radical alternative to the
established antibody technology, which continues to dominate the drug industry,
despite its limitations. The significant technical and commercial benefits of
Affimers are being recognised increasingly through corporate and academic
interest, ongoing evaluations, and deal flow. Avacta has successfully completed a
Placing of shares to raise £11.6m (gross) to fund its therapeutic pipeline and to
increase commercial traction of its Affimer platform for future licensing deals.

>

Strategy: AVCT is aiming to commercialise its Affimer technology through
licensing for research and diagnostics, and by identifying and developing its own
proprietary therapeutic pipeline for partnering. AVCT has sufficient cash
resources to identify an Affimer lead to be ready for first-in-man trials in 2020.

Capital increase: AVCT has completed a Placing and Subscription for a total of
46.47m shares @25p per share with existing and new shareholders to raise gross
new funds of £11.6m. This will provide the working capital for the next 12
months and boost the forecast period-end net cash position of £4.5m.

Use of proceeds: AVCT provided a precise allocation of the proceeds with 48%
assigned to progress the therapeutic Affimer development and to prepare for
the clinic. Reagents and general R&D will receive 25% (£3.3m) and 19% (£2.5m),
respectively, for gaining additional commercial traction of the Affimer platform.

Risks: Affimers represent a new disruptive technology and the potential
customer base might take time to recognise their advantages. While all new
drug development carries a high risk, Avacta has hit a number of important
milestones over the last two years which have reduced the risk profile greatly.

Investment summary: AVCT has made considerable progress towards its goal
of having its own proprietary Affimer-based drugs and growing a separate
profitable reagents business. The company has identified potential therapeutic
leads and completed both in-vitro and in-vivo pharmacokinetic pre-clinical,
efficacy tests. The rising number of collaborating deals being signed is a clear
sign of the value of the technology the market does not seem to recognise yet.

Financial summary and valuation

Year-end July (Em) 2015 2016 2017 2018E 2019E 2020E
Sales 1.81 2.17 2.74 3.00 3.50 5.40
R&D spend -0.03 -1.50 -2.60 -3.25 -4.50 -5.50
EBITDA -2.28 -4.79 -6.66 -7.95 -9.30 -9.20
Underlying EBIT -2.85 -5.39 -7.60 -9.02 -10.37 -10.27
Reported EBIT -5.51 -5.66 -7.98 -9.44 -10.84 -10.78
Underlying PBT -2.83 -5.29 -7.51 -8.98 -10.35 -10.27
Statutory PBT -5.48 -5.57 -7.89 -9.40 -10.81 -10.78
Underlying EPS (p) -4.38 -6.46 -8.75 -11.55 -7.88 -7.42
Statutory EPS (p) -9.72 -6.86 -9.31 -12.17 -8.30 -7.87
Net (debt)/cash 7.33 19.52 13.17 4.50 4.94 -5.09
Capital increases 0.02 21.05 0.01 0.06 10.92 0.00
EV/sales (x) 15.2 12.7 10.1 9.2 7.9 5.1

Source: Hardman & Co Life Sciences Research

Disclaimer: Attention of readers is drawn to important disclaimers printed at the end of this document
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Use of proceeds — allocation

Corporate
8%
General R&D;
19%

Reagen
ts
25%

Therapeutics
48%
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Preparing for the next stage

The last round of funding was in July 2015 when Avacta raised £22m gross of new
capital, principally to initiate and fund its therapeutic strategy. During the last three
years, Avacta has made solid progress in delivering some challenging goals to make
a new class of therapeutic platform technology a reality, together with developing
and securing licensing deals for its reagents business. The company has managed to
exploit the huge opportunity for Affimer therapeutic reagents by partnering specific
programmes with key collaborators. This provide a solid track record of
management’s ability to deliver on tough objectives in a short period of time on a
promising new platform technology.

Progress against 2015 objectives

( Reagents ] | Therapeutics |

1) Develop the first Affimer therapeutic candidate for clinical development. /

2) Build a pipeline of therapeutic Affimers and enabling Affimer platform technologies for /
licensing or future in-house development.

3) Secure further Affimer therapeutic license/partnering deals. /

4) Grow a custom Affimer revenue stream with the potential for long term royalties. /

Source: Avacta Capital Market Day, Feb 2018

In order to prepare for the next stage of development, Avacta has successfully raised
£11.6m gross new funds in an oversubscribed Placing and Subscription for a total of
46,472,724 shares at a price of 25p per share, with 38,952,724 Placing shares and
7,520,000 Subscription shares. This funding was undertaken at a discount of 19% to
the average 30-day closing price of 30p per share. The shares were
placed/subscribed for by new and existing institutional shareholders, with
participation also from some of the directors. Shareholders approved the increase in
shares at a general meeting on 17 August, and the new shares were admitted to
trading on AIM on 21/22 August.

Use of proceeds

In the circular to shareholders, management provided a precise split for the use of
the new funds. Therapeutic Affimers is anticipated to receive £6.2m (48%) of the
new capital in order to advance Avacta’s two lead programmes in readiness for
clinical trials in 2020, including the appointment of a Chief Medical Officer (CMO).
Reagents and General R&D will receive 25% (£3.3m) and 19% (£2.5m), respectively,
to provide technical marketing data to support business development for additional
partnerships and marketing traction. The final £1m will be allocated for additional
working capital for the Group.

Therapeutics

» PD-L1/LAG3 bispecific Affimer: The lead programme is anticipated to receive
£2.0m to carry out IND-enabling studies during the 2018-19 period, in readiness
for Avacta’s first-in-man clinical study in 2020/21.

» PD-L1drugconjugate: The second lead programme that emerged recently from
the co-development partnership with the Boston-based Tufts University
Medical School will receive £1.2m with the aim of developing a novel type of PD-
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L1 targeted drug conjugate therapeutic. Funds will be used to provide in-vivo
pharmacology data to support development or early partnering.

» Staffing for the clinical stage: £1.25m is to be invested over a two-year period
in additional staff required within the clinical and regulatory team, to include
the appointment of a CMO for the company, and in business development and
IP protection.

» Developing the in-house pipeline: £0.75m will be deployed on in vivo
experiments for the existing in-house targeted agonists to build the commercial
package for future partnering or development. An additional £1m will be
allocated to discovery stage programmes to build the pipeline and support third
party collaboration and evaluation.

Reagents

Management intends to spend £0.8m on the commercial development of the
Affimer reagents business. This will support the target to have 10-20 royalty-bearing
licensing deals in place by 2021 and 50-100 paid-for projects per year by 2021. AVCT
will also use some of the proceeds to expand its business development team in
Europe, the US, and Asia.

Research and Development,

Avacta has allocated £2.5m to be invested into R&D to continue to build its technical
marketing data, which is critical to the business development and licensing process,
and to develop new methodologies for generating Affimers for high-value and
difficult targets to develop a new generation of Affimers for out-licensing.

Corporate

£1.0m to be utilised to cover the usual corporate costs including capex and to
consolidate the company’s Intellectual Property position.

Shareholders

The Placing was well supported by existing shareholders, and attracted a new,
overseas shareholder, Carlton International Holding (7.3%), an Asian private wealth
fund, as well as UK-based Unicorn Investment (3.5%).
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Source: Hardman & Co Life Sciences Research
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Disclaimer

Hardman & Co provides professional independent research services and all information used in the publication of this report has been compiled from publicly
available sources that are believed to be reliable. However, no guarantee, warranty or representation, express or implied, can be given by Hardman & Co as to the
accuracy, adequacy or completeness of the information contained in this research and they are not responsible for any errors or omissions or results obtained from
use of such information. Neither Hardman & Co, nor any dffiliates, officers, directors or employees accept any liability or responsibility in respect of the information
which is subject to change without notice and may only be correct at the stated date of their issue, except in the case of gross negligence, fraud or wilful misconduct.
In no event will Hardman & Co, its affiliates or any such parties be liable to you for any direct, special, indirect, consequential, incidental damages or any other
damages of any kind even if Hardman & Co has been advised of the possibility thereof.

This research has been prepared purely for information purposes, and nothing in this report should be construed as an offer, or the solicitation of an offer, to buy
or sell any security, product, service or investment. The research reflects the objective views of the analyst(s) named on the front page and does not constitute
investment advice. However, the companies or legal entities covered in this research may pay us a fixed fee in order for this research to be made available. A full
list of companies or legal entities that have paid us for coverage within the past 12 months can be viewed at http://www.hardmanandco.com/legals/research-
disclosures. Hardman may provide other investment banking services to the companies or legal entities mentioned in this report.

Hardman & Co has a personal dealing policy which restricts staff and consultants’ dealing in shares, bonds or other related instruments of companies or legal entities
which pay Hardman & Co for any services, including research. No Hardman & Co staff, consultants or officers are employed or engaged by the companies or legal
entities covered by this document in any capacity other than through Hardman & Co.

Hardman & Co does not buy or sell shares, either for their own account or for other parties and neither do they undertake investment business. We may provide
investment banking services to corporate clients. Hardman & Co does not make recommendations. Accordingly, they do not publish records of their past
recommendations. Where a Fair Value price is given in a research note, such as a DCF or peer comparison, this is the theoretical result of a study of a range of
possible outcomes, and not a forecast of a likely share price. Hardman & Co may publish further notes on these securities, companies and legal entities but has no
scheduled commitment and may cease to follow these securities, companies and legal entities without notice.

The information provided in this document is not intended for distribution to, or use by, any person or entity in any jurisdiction or country where such distribution
or use would be contrary to law or regulation or which would subject Hardman & Co or its affiliates to any registration requirement within such jurisdiction or
country.

Some or all alternative investments may not be suitable for certain investors. Investments in small and mid-cap corporations and foreign entities are speculative
and involve a high degree of risk. An investor could lose all or a substantial amount of his or her investment. Investments may be leveraged and performance may
be volatile; they may have high fees and expenses that reduce returns. Securities or legal entities mentioned in this document may not be suitable or appropriate
for all investors. Where this document refers to a particular tax treatment, the tax treatment will depend on each investor’s particular circumstances and may be
subject to future change. Each investor’s particular needs, investment objectives and financial situation were not taken into account in the preparation of this
document and the material contained herein. Each investor must make his or her own independent decisions and obtain their own independent advice regarding
any information, projects, securities, tax treatment or financial instruments mentioned herein. The fact that Hardman & Co has made available through this
document various information constitutes neither a recommendation to enter into a particular transaction nor a representation that any financial instrument is
suitable or appropriate for you. Each investor should consider whether an investment strategy of the purchase or sale of any product or security is appropriate for
them in the light of their investment needs, objectives and financial circumstances.

This document constitutes a ‘financial promotion’ for the purposes of section 21 Financial Services and Markets Act 2000 (United Kingdom) (‘FSMA’) and accordingly
has been approved by Capital Markets Strategy Ltd which is authorised and regulated by the Financial Conduct Authority (FCA).

No part of this document may be reproduced, stored in a retrieval system or transmitted in any form or by any means, mechanical, photocopying, recording or
otherwise, without prior permission from Hardman & Co. By accepting this document, the recipient agrees to be bound by the limitations set out in this notice. This
notice shall be governed and construed in accordance with English law. Hardman Research Ltd, trading as Hardman & Co, is an appointed representative of Capital
Markets Strategy Ltd and is authorised and regulated by the FCA under registration number 600843. Hardman Research Ltd is registered at Companies House with
number 8256259.

(Disclaimer Version 8 — Effective from August 2018)

Hardman & Co

35 New Broad Street
London
EC2M 1INH

Tel: +44(0)20 7194 7622
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