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AVACTA 

Wake-up call for the market 
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. The significant technical and commercial 
benefits of Affimers are being recognised increasingly through corporate and 
academic interest, ongoing evaluations, and deal flow. AVCT has just concluded an 
Affimer therapeutics development and commercial agreement with the global 
pharma company, LG Chem, worth up to $310m in upfront and milestone 
payments. This represents a huge endorsement of the Affimer platform.  

► 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. 

► Major licensing agreement:  AVCT has announced a licensing deal with LG for the 
discovery and development of Affimer therapeutics in oncology and inflammatory 
disorders, potentially worth up to $310m in upfront payments and near-term and 
long-term milestones. Royalties would also be payable on net product sales.  

► LG Chem:  Part of the multinational conglomerate, LG Group, this Korean-based 
company has a strong position in marketed life science products and in 
developing new biologicals through to commercialisation. It is an excellent and 
valuable partner for AVCT, and likely paves the way to further major deals.  

► Risks:  Affimers represent a new disruptive technology, and the potential 
customer base has taken some time to recognise their advantages. While all 
new drug development carries a high risk, AVCT 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 a number of commercial partnerships for its Affimer technology, as well as 
developing its own proprietary Affimer-based drugs and growing a separate 
profitable reagents business. The rising number of collaboration deals being 
discussed and signed is a clear indication of the long-term value of its Affimer 
technology, which the market is currently only just beginning to recognise. 

 
Financial summary and valuation 
Year-end Jul (£m) 2016 2017 2018 2019E 2020E 2021E 
Sales 2.17 2.74 2.76 3.17 4.69 8.60 
R&D spend -1.50 -2.60 -3.78 -4.50 -5.50 -6.50 
EBITDA -4.79 -6.66 -9.15 -8.88 -8.72 -7.00 
Underlying EBIT -5.39 -7.60 -10.12 -9.85 -9.69 -7.97 
Reported EBIT -5.66 -7.98 -10.43 -10.19 -10.07 -8.38 
Underlying PBT -5.29 -7.51 -10.08 -9.82 -9.67 -7.99 
Statutory PBT -5.57 -7.89 -10.39 -10.16 -10.05 -8.40 
Underlying EPS (p) -6.46 -8.75 -13.07 -7.42 -7.12 -5.48 
Statutory EPS (p) -6.86 -9.31 -13.55 -7.72 -7.44 -5.83 
Net (debt)/cash 19.52 13.17 5.22 7.75 -0.74 -7.32 
Capital increase 21.05 0.01 0.05 10.92 0.00 0.00 
EV/sales (x) 10.4 8.3 8.2 7.1 4.8 2.6 

 

Source: Hardman & Co Life Sciences Research 
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Market data 
EPIC/TKR AVCT 
Price (p) 22.7 
12m High (p) 70.5 
12m Low (p) 21.0 
Shares (m) 115.5 
Mkt Cap (£m) 26.2 
EV (£m) 15.0 
Free Float* 78% 
Market AIM 

*As defined by AIM Rule 26 

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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Major endorsement for Affimers 
Background 
In 2015, AVCT embarked upon a series of challenging objectives, with the goal of 
having its Affimer platform technology accepted as a viable alternative to antibody 
technology and validated through licensing deals with strong partners. Management 
has made exceptional progress in achieving these goals, culminating in the first 
development and collaboration agreement with a major biotechnology partner for 
Affimer therapeutics. This may well be the trigger for many more deals with potential 
partners that are currently undertaking validation testing of specific Affimer 
molecules of interest. Given the potential size of this first significant deal, we believe 
that it is time the market started to wake up to the long-term value of AVCT’s 
Affimer technology. 

Avacta – progress against 2015 objectives 
Therapeutics Reagents 

In-house Partnered Research Diagnostics 

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 licence/partnering deals [particularly with 
some of the major pharmaceutical/biotech companies]  

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

Source: Avacta reports, Hardman & Co Life Sciences Research 

Strategic Affimer therapeutics deal with LG Chem 
A major partnership deal has been signed between AVCT and LG Chem Life 
Sciences (LG), the life sciences division of the Korean-based multinational 
conglomerate, LG Group. Full financial details of the collaborative agreement have 
not been disclosed; however, the headlines indicate that this is a major deal with an 
important strategic partner that follows along the lines of normal industry practice.  

► Total potential deal value of $310m. 

► Upfront, near-term milestones, and longer-term clinical development 
milestones of up to $180m. 

► $130m in additional payments in the event that LG exercises its option for 
additional Affimer programmes. 

► AVCT would receive royalty payments on the net sales of any products 
emanating from this development alliance. 

► AVCT’s costs associated with the alliance will be covered by LG Chem. 
 

To put this deal with LG into perspective, we have compared it with 22 other deals 
for pre-clinical oncology technology access/assets over the last three years, 
summarised in the following table. It is worth commenting that many of these deals 
involved platforms that were clinically validated, even if the asset in question was 
pre-clinical, and also that AVCT’s Affimer platform has yet to be clinically validated 
in man – an event anticipated to happen in 2020 with the first Phase I/II with the 
PD-1/LAG-3 bispecific Affimer – which will presumably be reflected in the size of 
the upfront payment, which is our estimate based on recent similar deals by LG. 

 

Enormous progress has been made in 

developing the Affimer technology as a 

therapeutic and diagnostic tool 

The deal with LG Chem has potential to 

generate up to $310m in upfront and 

milestone payments plus royalties on net 

sales 
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Pre-clinical oncology deals – 2016-18 
 Up front ($m) Milestones ($m) 
Average 38.4 666.2 
Median 30.0 500.0 
Range 5–800 186–2,300 
Avacta-LG *5–10 180–310 

*Hardman & Co estimate 
Source: Hardman & Co Life Sciences Research 

Collaboration agreement with LG 
Headlines 
The Affimer therapeutics development collaboration with the multi-national, multi-
billion-dollar group, LG, represents a major endorsement of AVCT’s Affirmer 
technology platform. LG is a strong partner, and its wholly-owned pharmaceutical 
subsidiary, LG Chem, has a track record of being able to develop new 
biopharmaceutical drugs all the way to commercialisation. The first part of this deal 
would entitle AVCT to receive up to $180m in upfront payments and milestones, 
which falls within the normal range for access to such assets and is particularly good 
for a platform that is yet to be validated in man, event expected to happen in 2020. 
In return, LG receives the exclusive rights to develop and commercialise, on a 
worldwide basis, multiple Affimer molecules in two therapeutic areas: 

► inflammatory disorders; and 

► oncology 
 

Under the terms of the agreement, the collaboration is segregated into three stages:  

► Step 1:  AVCT to generate Affimers and carry out the discovery, optimisation 
and protein engineering of Affimer drug candidates against a number of 
undisclosed targets.  

► Step 2:  LG and AVCT to collaborate to progress these candidates through to 
drug candidate selection. 

► Step 3:  LG to be responsible for the pre-clinical and clinical development, and 
worldwide marketing of any resulting products. 

 

Moreover, LG has the option to add further targets and, if the option is exercised, 
AVCT will be entitled to receive up to an additional $130m in fees and milestone 
payments. This values the whole agreement at $310m.  

Additional products 
It has been disclosed also that both companies will develop jointly two products 
using the Affimer platform to modify the pharmacokinetic (PK) and ADME 
(absorption, distribution, metabolism and excretion) profiles of established 
undisclosed biologics. Such results could be obtained using the Affimer XT platform 
that uses the ability of a specific Affimer to bind to, for example, serum albumin, and 
then changing the properties and bioavailability of such molecules – although we 
understand that these undisclosed targets specifically exclude serum albumin. 

Affimer XT is a proprietary Affimer technology platform that can be used to control 
and modulate the half-life of a biotherapeutic when in the blood system. The idea 
behind this technology is to attach an Affimer with sensitivity to a protein, such as 
albumin, to the drug.  

 

The deal is focused on therapeutic Affimers 

directed towards undisclosed targets in 

oncology and inflammatory disorders 

Additionally, LG has shown interest in 

developing products utilising the Affimer XT 

platform 

Affimer XT 

 
Source: Avacta 
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In the case of albumin, the main protein in blood plasma that has the ability to bind 
and transport a therapeutic around the body, such a complex effectively hides the 
drug from the enzymes responsible for its metabolism. Since the Affimer XT is re-
cycled along with the serum albumin, it retains a similar serum half-life of around 
two weeks in humans. Such products allow the emergence of different molecular 
properties: 

► Half-life extension:  by modulating the binding strength of the Affimer to serum 
albumin, the platform is able to influence the half-life of the protein. 

► Biobetter:  a biobetter is a new version of the original drug with improved 
attributes, such as efficacy, safety and delivery. It is considered less of a 
commercial risk than developing a brand-new class of biologic. 

 

According to the terms of the partnership agreement, both parties have the right to 
develop such modified products, and the option to take exclusive responsibility for 
the development, manufacture and commercialisation of those products. 

LG Chem Life Sciences 
LG Chem Life Sciences is a business division within LG Chem, itself part of the LG 
Group. LG Chem was founded in 1947 and is now the leading chemical industry in 
Korea, with more than 29,000 employees and annual sales totalling KRW25.7 trillion 
($23bn/£18bn). It is engaged in the development, manufacturing and commercialisation 
of pharmaceutical products globally. LG Chem Life Sciences has a broad list of 
marketed products in key areas of:  

► Pharmaceuticals:  growth hormones, infertility treatment, biosimilar, renal 
diseases, musculoskeletal diseases, cosmetic surgery, diabetes, cardiovascular 
drugs as well as diagnostic kits. 

► Vaccines:  Hepatitis B, Haemophilus type B, combination vaccines. 

► Fine chemicals:  including crop protection products, (herbicides, insecticides, 
fungicides), medicinal chemistry (active pharmaceutical ingredients, 
pharmaceutical intermediates) and chemical materials (battery materials, 
chemical materials, display materials). 

 

To achieve its long-term strategy, LG actively pursues global collaborations 
encompassing asset-centric to strategic investment and collaboration. This has been 
highlighted in a number of recent research collaborations with biotech companies 
that are developing innovative technologies: 

► Cue Biopharma:  on 21 November 2018, LG announced a research collaboration 
with Cue to develop Immuno-STAT biologics in oncology. The deal terms with 
AVCT mirror those declared for Cue to engineer selected Immuno-STATs, with 
LG providing the development funds and commercialisation of the selected 
candidates. Cue received an undisclosed upfront payment as well as a $5m 
equity investment at a 20% premium, and milestones up to $400m.  

► HitGen Ltd:  signed in August 2018, this multi-year drug research collaboration 
is for the discovery of small molecule leads using HitGen’s DNA-encoded library 
design, synthesis and screening system. HitGen will receive technology access, 
research support and milestone payments for multiple targets using its 
technology platform. No financial details were disclosed. 

► IONTAS Ltd:  in June 2018, LG signed a collaboration agreement with the UK-
based company IONTAS for the use of its proprietary antibody discovery 
platforms to deliver reagents against a number of biological targets. No financial 
details were disclosed. 

 

LG Chem Life Sciences is a global pharma 

company with a vast and diversified 

portfolio of products 
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Commercial potential 
The antibody market 
Given that Affimers are antibody-mimetics that overcome most of the well-known 
disadvantages of antibodies, a successful drug would compete within this market. In 
2017, drugs derived from monoclonal antibodies had ex-factory sales of $99.4bn 
and represented 12% of the entire global prescription drug market. There are now 
nearly 80 regulatory approved monoclonal antibody drugs on the market, the first 
being ReoPro (abciximab) in 1995. Humira (adalimumab) is the top-selling drug in 
the world, with sales in 2017 of $18.4bn, and cumulative sales since launch (2003) 
exceeding $100bn. Our estimates show that the top 10 drugs derived from 
antibodies have generated cumulative sales since launch approaching $480bn, out 
of a total estimated at $670bn. Therefore, the therapeutic opportunity is enormous. 

Conclusion 
In line with high-level objectives 
AVCT’s proprietary Affimer technology represents an alternative approach, with the 
aim of overcoming the disadvantages of antibodies. Knowledge about, and 
understanding of, the characteristics of Affimers has led to a number of companies 
taking up simple licences in order to validate the technology. Therefore, although 
this is not the first licensing deal for AVCT’s therapeutic Affimer business, it is the 
first that extends well beyond these earlier validation-type deals. Moreover, LG is a 
credible, deep-pocket pharmaceutical company with the experience of developing a 
biopharmaceutical all the way through to commercialisation. Therefore, this 
collaboration agreement represents a major step for AVCT and a huge endorsement 
of the Affimer technology platform by a major pharmaceutical player.  

AVCT has attracted diverse partners in a broad range of applications, targets and 
areas, which once again, provides grounds for the flexibility of the Affimer platform. 
We also believe that discussions are on-going for additional partnerships.  

Partnership programmes  

 
Source: Adapted from Avacta website 

With this LG announcement, AVCT is delivering on one of its high level objectives 
for 2018-21, “partnering assets with a significant pharma partner”, set out in its 
recent capital increase documentation.  

AVCT has a market capitalisation of just £26.2m which is way below the investment 
needed to get the company where it is today. Moreover, in the context of this deal, 
the current value represents an enormous opportunity that the market is totally 
overlooking. This deal looks set to be a wake-up call for the market. 

As an antibody mimetic reagent, the 

Affimer platform will compete in the 

antibody market, valued at ca.$100bn in 

2017 

The new partnership deal with a major 

pharmaceutical partner is a strong 

endorsement of the Affimer platform… 

…and set to be a wake-up call for the 

market  
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Financial summary 
► At this stage, no changes have been made to our forecasts as a consequence of 

this deal.  

► The upfront payment, currently undisclosed, and near-term milestones will be 
recorded as ‘other income’ in our P&L statement. 

► When the Services part of the LG contract is considered, there will be a boost 
to sales, but there will also be an associated increase in costs.  

 

Financial summary 
Year-end July (£m) 2016 2017 2018 2019E 2020E 2021E 
Profit & Loss       
Sales 2.17 2.74 2.76 3.17 4.69 8.60 
COGS -0.90 -0.94 -0.89 -0.99 -1.13 -1.47 
SG&A -5.16 -6.79 -8.21 -7.53 -7.75 -8.60 
R&D -1.50 -2.60 -3.78 -4.50 -5.50 -6.50 
Other income 0.00 0.00 0.00 0.00 0.00 0.00 
Underlying EBIT -5.39 -7.60 -10.12 -9.85 -9.69 -7.97 
Share-based costs -0.27 -0.39 -0.31 -0.34 -0.37 -0.41 
Statutory EBIT -5.66 -7.98 -10.43 -10.19 -10.07 -8.38 
Net financials 0.10 0.09 0.04 0.03 0.02 -0.02 
Underlying pre-tax profit -5.29 -7.51 -10.08 -9.82 -9.67 -7.99 
Tax payable/credit 0.92 1.53 1.53 1.25 1.45 1.66 
Underlying net income -0.16 -0.19 -0.15 -0.12 -0.14 -0.20 
Underlying basic EPS (p) -6.46 -8.75 -13.07 -7.42 -7.12 -5.48 
Statutory basic EPS (p) -6.86 -9.31 -13.55 -7.72 -7.44 -5.83 
       
Balance sheet @ 30 Jul:       
Share capital 6.92 6.92 6.98 6.98 6.98 6.98 
Reserves 28.94 22.97 14.44 16.45 7.85 1.11 
Debt 0.00 0.00 0.00 0.00 0.00 0.00 
less: Cash 19.52 13.17 5.22 7.75 -0.74 -7.32 
Invested capital 16.68 17.06 16.19 15.68 15.57 15.41 
Net cash/(debt) 19.52 13.17 5.22 7.75 -0.74 -7.32 
       
Cashflow:       
Underlying EBIT -5.39 -7.60 -10.12 -9.85 -9.69 -7.97 
Change in working capital -0.31 0.04 0.31 -0.32 -0.59 -0.89 
Tax & interest 0.67 1.83 1.30 1.50 1.25 1.45 
Operational cashflow -4.23 -4.24 -5.47 -5.65 -5.88 -4.06 
Capital expenditure -2.86 -0.66 -0.58 -0.68 -0.78 -0.91 
Capitalised R&D -1.76 -1.47 -1.95 -2.06 -1.82 -1.61 
Free cashflow -8.86 -6.37 -7.99 -8.39 -8.49 -6.58 
Capital increases 21.05 0.01 0.05 10.92 0.00 0.00 
Change in net debt 12.19 -6.36 -7.95 2.53 -8.49 -6.58 

Source: Hardman & Co Life Sciences Research 

 

 

 

 

Affimer® is a registered trademark of Avacta Group plc    
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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 affiliates, 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) 

http://www.hardmanandco.com/legals/research-disclosures
http://www.hardmanandco.com/legals/research-disclosures
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