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Description

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

Affimers 2 — Antibodies 0

Avacta is the proprietary owner of Affimer technology for the development of bio-
therapeutics, diagnostic tests and research reagents. Affimers represent a radical
alternative to established antibody technology which dominates the drug industry
despite its limitations. Avacta has made considerable progress towards its strategic
goal to have a first-in-man Affimer therapeutic by the end of 2019. Meanwhile,
recognition that Affimers can hit specific targets in areas where antibodies have
failed, has resulted in the signing of two distinct agreements with US-based
biotechs to provide highly specific Affimers for in-house research programmes.

>

Strategy: To commercialise its Affimer technology through a combination of
bespoke research tools, collaborative deals and by identifying and developing
its own proprietary therapeutic Affimer leads. The company has sufficient cash
resource to identify an Affimer lead through to IND submission (end fiscal 2018).

Licensing deals: Avacta has entered into two exclusive licensing agreements with
different US-based biotech companies for use of bespoke Affimers for in-house
research use. The first aims to differentiate a human protein vs similar proteins
from other species; while the second is targeting a protein important in oncology.

Relevance: With these additional licensing deals, Avacta continues to
demonstrate the advantages of its Affimer technology compared to antibodies.
Avacta has yet again delivered Affimers in areas of great specificity where
antibodies failed to provide an answer, or did not satisfy the specified criteria.

Risk: 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 years which have considerably altered the risk profile.

Investment summary: Avacta has made considerable progress towards its goal
of having its own proprietary Affimer-based drugs. In just 18 months, it has
identified potential leads and completed in vitro and in vivo pharmacokinetic
pre-clinical tests. The next step is to prove lack of immunogenicity before
selecting its immuno-oncology lead candidate and filing an Investigational New
Drug (IND) in 2018, as a prelude to beginning clinical testing in 2019.

Financial summary and valuation

Year end July (£Em) 2014 2015 2016 2017E 2018E 2019E
Sales 3.18 1.81 2.17 3.00 3.40 3.80
EBITDA -1.33 -2.34 -4.59 -6.20 -6.68 -7.26
Underlying EBIT -1.86 -2.91 -5.39 -7.50 -8.03 -8.66
Reported EBIT -2.07 -5.57 -5.66 -7.80 -8.36 -9.03
Underlying PBT -1.83 -2.89 -5.29 -7.43 -7.99 -8.67
Statutory PBT -2.04 -5.54 -5.57 -7.72 -8.32 -9.04
Underlying EPS (p) -3.07 -4.50 -6.46 -9.59 -10.24 -11.05
Statutory EPS (p) -3.57 -9.84 -6.86 -10.03 -10.72 -11.58
Net (debt)/cash 11.48 7.33 19.52 11.58 2.82 -6.61
Capital increases 14.54 0.02 21.05 0.00 0.00 0.00
P/E (x) - - - - - -

EV/sales (x) - - - . - -

Source: Hardman & Co Life Sciences Research
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Avacta entered into two licensing
agreements with two US-based

biotechs for the use of Affimers...

.. in areas of discovery where

antibodies failed to deliver

One Affimer to be used in detecting

species specific proteins

One Affimer to be used in the
detection of a protein relevant in

cancer prognosis

Research licensing deals

Avacta is a biopharmaceutical company focused on commercialising its proprietary
Affimer platform as an alternative to antibody technology. The company is
developing Affimers for a wide range of applications as reagents, diagnostic
platforms and in the therapeutic field. Avacta is able to provide a custom service to
create novel bespoke reagents, and is also aiming to develop its own drug pipeline
in the same way that many major drugs based on antibodies have been developed
and marketed.

Exclusive licensing deals with two US-based biotechs

Avacta took the strategic decision to target Affimers at areas where antibodies
cannot and/or have difficulties in providing a satisfactory solution. This is exemplified
by the signing of two very recent licensing deals with undisclosed US-based biotech
companies. Following fully funded development projects and after careful evaluation
of several Affimer products, both companies have entered into an exclusive
arrangement for access to one bespoke Affimer each to help with their in-house
research programmes. Avacta did not disclose any financial arrangements, but these
Affimer reagents were developed and provided under Avacta’s custom Affimer
process, which the company has previously indicated cost in the range £25k-£100k.

Both deals concern the use of Affimers as research tools to detect specific proteins
where very close analogues exist. In both cases, we believe that antibody technology
was unable to provide an acceptable solution in terms of specificity and reliability.
Added to this, the speed of development of Affimers in the range of 7-12 weeks, was
considered to be very favourable compared to several months for antibodies.

These deals are important for Avacta as they increase the awareness of the potential
of Affimers as a concrete solution, in situations where antibodies have failed to
deliver. Neither licensee company is allowed to commercialise the technology
without renegotiating the deal with Avacta.

A Species Specific Affimer

The first deal is with a top fifteen US-based biotech company. Avacta has provided
an Affimer that captures a human protein with no cross-reactivity with the same
protein derived from animal species used in in-vivo models. During the technical
evaluation, several Affimers were generated by Avacta and, following the terms of
the contract, the biotech company will take the exclusive right to only one of them.

The species-specific recognition of the biotech’s target protein has not been possible
with antibody technology. No similar assays exist in the market and this will allow
the licensee company to progress its own in-house discovery programme. This
represents another example of the advantages of Affimers over antibodies in certain
areas.

Specific detection of a mutated human protein

The second deal concerns the detection of a specific protein amongst a group of
similar proteins. Avacta has been asked by a clinical-stage US biopharmaceutical
company to provide a reliable Affimer able to detect a particular human protein that
is associated with poor prognosis in some cancer patients. Avacta has overcome the
difficulty in distinguishing this exact protein from other very similar proteins in the
same family using Affimer technology.

Antibody technology was also unable to provide a reliable solution in this case.
During the evaluation phase, Avacta provided the licensee with several Affimers, and
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Affimers can be discovered and

validated in 7-12 weeks...

...which, along with other

performance advantages...

...makes them a very attractive

alternative to antibodies

Each of Avacta’s markets is an
attractive $bn commercial

opportunity

under the terms of the contract, a license will be granted to for use in its in-house
research programme.

Affimers as Reagents & Diagnostics

Avacta is developing Affimers for a wide variety of research and diagnostic
applications. Due to its rapid development timeline of 7-12 weeks, Affimers provide
an adaptable solution in finding the right reagent(s) in a variety of applications with
high growth markets. Avacta has selected three such applications/markets on which
to focus initially:

» Affinity separation: Protein purification
» Immunoassays: Lab kit (ELISA assays) and diagnostics

» Lateral flow diagnostic: Point of care diagnostic kits

Avacta has adopted a licensing business model for its Affimer technology. For
example, Avacta entered recently into an agreement with one of the top three global
diagnostic developers for the exclusive rights to several Affimer reagents for an
undisclosed sum. This is an important commercial step and a validation of the
significant potential of the licensing business model.

Investment conclusion

Avacta has developed the concept of Affimers as the new generation technology
platform, spanning both diagnostics and therapeutics. Affimers provide a real
alternative in the global multi-billion antibody market, estimated at $90bn for 2016,
that includes therapeutics, diagnostics and research tools.

SWOT analysis

=  Affimer technology and IP =  Relatively small player in

= Speed, time, cost a competitive field
advantage over = Time/cost to develop
competitors Affimer-derived drugs

= Ability to make bi- N\ = Will require more capital
specifics and tri-specifics in the future

= Antibody technology = Extremely large number
provides precedent of targets

=  Pathway well trodden by
antibody technology

= Patent challenges

=  Strength and number of
antibody companies = Affimers is a disruptive
technology

= Antibody products now
an $90bn market (2016)

= High prices paid for
technology/product
access

= Management may choose
the wrong targets

= Time taken to negotiate
licensing deals

Source: Hardman & Co Life Sciences Research

Expected newsflow
Timing Event
Mid-2017 Continued development of PD-L1 leads, candidate selection, pre-clinical tests
Mid-2017  Details on Affimer Drug Conjugate progress from partner Glythera

3Q2017 Details on CAR-T cell therapy progress from partner Sloan Kettering

4Q2017 Detailed in vitro data from blood coagulation programme
End 2017 Potential update from Moderna Therapeutics, notwithstanding restrictions
2018 Selection of immune-oncology lead candidate for pre-clinical development

Source: Hardman & Co Life Sciences Research
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Disclaimer

Hardman & Co provides professional independent research services. Whilst every reasonable effort has been made to ensure that the information in the research
is correct, this cannot be guaranteed.

The research reflects the objective views of the analysts named on the front page. However, the companies or funds covered in this research may pay us a fee,
commission or other remuneration in order for this research to be made available. A full list of companies or funds that have paid us for coverage within the past
12 months can be viewed at http://www.hardmanandco.com

Hardman & Co has a personal dealing policy which debars staff and consultants from dealing in shares, bonds or other related instruments of companies which
pay Hardman for any services, including research. They may be allowed to hold such securities if they were owned prior to joining Hardman or if they were held
before the company appointed Hardman. In such cases sales will only be allowed in limited circumstances, generally in the two weeks following publication of
figures.

Hardman & Co does not buy or sell shares, either for its own account or for other parties and neither does it undertake investment business. We may provide
investment banking services to corporate clients.

Hardman & Co does not make recommendations. Accordingly, we do not publish records of our past recommendations. Where a Fair Value price is given in a
research note 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 but has no scheduled commitment and may cease to follow these securities/companies without notice.

Nothing in this report should be construed as an offer, or the solicitation of an offer, to buy or sell securities by us.

This information is not tailored to your individual situation and the investment(s) covered may not be suitable for you. You should not make any investment decision
without consulting a fully qualified financial adviser.

This report may not be reproduced in whole or in part without prior permission from Hardman &Co.

Hardman Research Ltd, trading as Hardman & Co, is an appointed representative of Capital Markets Strategy Ltd and is authorised and regulated by the Financial
Conduct Authority (FCA) under registration number 600843. Hardman Research Ltd is registered at Companies House with number 8256259. However, the
information in this research report is not FCA regulated because it does not constitute investment advice (as defined in the Financial Services and Markets Act
2000) and is provided for general information only.

Hardman & Co Research Limited (trading as Hardman & Co)
35 New Broad Street

London

EC2M INH

T+44 (0) 20 7194 7622

Follow us on Twitter @HardmanandCo (Disclaimer Version 3 — Effective from May 2017)
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