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Avacta employs its two proprietary platforms, Affimer and pre|CISION, to create
novel diagnostic and therapeutic products. The COVID-19 pandemic thrust its ability
to develop an Affimer-based LFT (lateral flow test) diagnostic into the spotlight, even
though we believe greater long-term value lies within Therapeutics applications.
While the COVID-19 opportunity didn’t pan out as many investors expected, it did
showcase Avacta’s diagnostics capabilities and Affimers’ potential. Lead therapeutic
asset AVA6000 is progressing through Phase I and should confirm the clinical utility
of pre|CISION. A wider portfolio of products is being readied to exploit the platform’s
tumour specific activation, which should result in greater potency and less toxicity.
News flow over the next 18-24 months provides multiple value-inflection points. Our
valuation is £557m, equivalent to 219p/share, from £710m, 280p/share previously.
Year-end: December 31
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▪

COVID-19 demonstrated Affimer platform utility Avacta’s Diagnostic business
took centre stage during the COVID-19 pandemic, although commercial success did
not materialise as many investors expected. The underlying causes were not wholly
company specific, similarly impacting many other LFT players. A positive outcome
was timely demonstration of the Diagnostics division’s abilities to develop and
deliver a competitive Affimer-based LFT. A COVID-19 LFT is still being progressed,
but the market opportunity is now materially smaller than once envisaged.

▪

Therapeutics clinical studies underway In contrast, the Therapeutics division has
delivered as expected. The lead asset, AVA6000, a pre|CISION prodrug of the wellestablished cytotoxin doxorubicin, began a two-part Phase I trial in August 2021.
The dose escalation stage appears to be progressing well, and will be followed by
dose expansion, likely to start before end-2022. If these demonstrate the
anticipated improved efficacy and reduced toxicity, it will validate the approach for
multiple additional development programmes.

▪

Well-funded to reach value-inflection points End-FY21 cash resources were
£26.2m. The most recent fundraise, £45m (net) raised in June 2020, some was
directed to funding development and delivery of the AffiDX SARS-CoV-2 point-ofcare LFT, with the majority earmarked to drive Therapeutics pipeline development,
notably establishing proof-of-concept for the pre|CISION platform. It is these
clinical outcomes that will, if successful, represent significant value-inflection points.

▪

Valued at £557m, or 219p per share The altered COVID-19 market means our
valuation for the Affimer platform opportunities is £252m. Progress with AVA6000
sees the pre|CISION platform now valued at £313m. Our updated valuation for
Avacta is £557m, or 219p per share, vs a previous £710m, or 280p per share.

Company description
Avacta owns two novel technology
platforms: Affimer and pre|CISION.
Affimer proteins are antibody
mimetics being developed as
diagnostic reagents and oncology
therapeutics. pre|CISION improves
potency and reduces toxicity of
cancer drugs by only activating them
inside the tumour. Successful clinical
trials would be transformative for
Avacta.
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Avacta: still well placed to prosper
Avacta is exploiting its proprietary technology platforms across Therapeutic and
Diagnostic applications. The COVID-19 LTF (lateral flow test) opportunities
placed the Diagnostics business firmly in the limelight; however, industry-wide
developments, coupled with altering test sensitivities as the Omicron variant
emerged, meant many investors’ expectations were dashed. We had viewed
COVID-19 revenues as meaningful but short-lived, and valued them accordingly,
with the Therapeutic opportunities being the real driver of longer-term value.
AVA6000, the lead pre|CISION programme, is progressing through a Phase I
dose escalation study, with the dose expansion stage due to start mid-2022.
These results, if successful, should be the trailblazer for an extensive pipeline of
additional products. The first of these, AVA3996, a tumour-activated prodrug of
a protease inhibitor (Velcade) is completing preclinical development, with
potential for Phase I to start in 2023. We update our valuation model for FY21
results, COVID-19 developments, and AVA600 progress, which results in a new
valuation of £557m, equivalent to 219p per share.
Both technology platforms are
set for validation events

Avacta has two technology platforms with broad applicability: pre|CISION allows
for the selective and precise activation of chemotherapy drugs within a tumour,
offering the potential to enhance efficacy and, importantly, reduce systemic
toxicities for many commonly used cancer therapies; and Affimer proteins are
next-generation antibody mimetic protein scaffolds that offer enhanced attributes
to the equivalent antibodies across therapeutic and diagnostic applications, with
characteristics such as better stability, greater versatility, and ease of production.

Two highly versatile and complementary technologies
pre|CISION drugs are only
activated at the tumour site

The pre|CISION platform is a tumour targeting technology particularly suited to
oncology indications. It uses a substrate which is specifically cleaved by an
enzyme that is selectively found on the surface of tumour cells. Fibroblast
activation protein (FAPα) is a protease that is highly upregulated in over 90% of
solid tumours compared with healthy tissues (10x to 100x more). When the
pre|CISION substrate is attached to a chemotherapeutic agent it creates a prodrug
that is inert (the chemotoxin is inactivated) until it reaches the tumour
microenvironment (TME). There it encounters FAP, which removes the substrate
and activates the prodrug into its chemotoxic form and so kills the target tumour
cells. This means that systemic exposure can be reduced considerably, offering the
opportunity to improve therapeutic efficacy with fewer toxicities.

Affimers are antibody mimetics
that offer better properties

Affimers are a class of small proteins that can mimic the properties of antibodies,
such as specific binding to a target molecule or protein, but, due to their small size
and simple structures, can bypass many of the issues and limitations of antibodies.
The exquisite specificity of antibodies means they are widely used as diagnostics,
with thousands of antibody-based tests and assays, and as therapeutics, with
monoclonal antibodies (mAbs) representing some of the most potent, and bestselling, drugs. The commercial success of antibodies belies their many limitations,
including their large relative size limiting tissue penetration, complex architecture,
cost of manufacture, pH and temperature stability, and difficulty in ensuring batch
to batch consistency.
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Advances in protein engineering led to the search for antibody mimetics, families
of protein-based structures that have the desired specificity and affinity but with
improved physical characteristics. Affimers are an apt example and are, arguably,
the best in class across a number of key parameters (Exhibit 1). Other types of
antibody mimetics include adnectins, affibodies, affitins, anticalins, avimers,
DARPins, fynomers, knottins, monobodies, and nanobodies. These mimetics
typically contain a stable scaffold that holds the molecule together and a variable
arm that binds to the specific target.

Exhibit 1: Affimer platform offers multiple advantages over antibodies

High affinity, rapid
development, and 10x smaller
than antibodies

▪

Engineered specificity – a large and adaptable binding area provides high
affinity and exquisite sensitivity;

▪

Rapid development – selection and characterisation of a novel custom
Affimer molecule can be undertaken in just 10 to 12 weeks;

▪

Flexible functionalisation – can be easily modified with standard chemical
or genetic tools providing highly flexible formats;

▪

Ease of manufacture – produced through simple high-yield bacterial
expression, with high consistency and reproducibility;

▪

Small size – around 12-14kDa, against 150kDa for a typical antibody,
means greater tissue penetration and higher surface packing density. Plus
the structure is more stable, robust, and soluble.

Source: Avacta, Trinity Delta

The two platforms can be
employed together

The pre|CISION and Affimer platforms can be combined to produce novel
synergistic combinations, such as tumour microenvironment-activated drug
conjugates (TMAC). These conjugates are highly flexible, for instance combining
an Affimer molecule that provides immune checkpoint blockade with a cytotoxic
payload for direct tumour cell killing, coupled with selective activation within the
tumour itself.

AVA6000 could provide
platform validation for a range
of drugs

The value, and potential, of these technologies will be demonstrated by AVA6000,
an innovative pre|CISION-based doxorubicin FAPα activated chemotherapy that is
in Phase I clinical trials, and for Affimers it was the rapid creation of the AffiDX
SARS-CoV-2 point-of-care COVID LFT. If AVA6000 generates positive clinical
data, it would lead to a portfolio of similarly acting oncology prodrugs. The use of
Affimers for clinical applications is currently being progressed mainly through
partnerships and collaborations, although in-house programmes will be developed
over time.

AffiDX SARS-CoV-2 paved the
way for Diagnostics business

Optimising Affimers in diagnostic applications is, arguably, more straightforward.
Despite the frustrations, the COVID-19 opportunity not only demonstrated the
viability of Affimer-based tests but accelerated the creation of a fully integrated
operational structure, with in-house product development expertise and an
ISO134585 certified quality management system, as well as securing a first CE
mark approval. In our view, one of the issues facing management is how to
capitalise on these skills and abilities in a timely manner to crystalise value.
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Therapeutics: solving well known oncology issues
AVA6000 is progressing
through Phase I clinical studies

Avacta became a clinical-stage drug development company in August 2021 when
the first patient enrolled in a Phase I study of its lead asset, AVA6000 prodoxorubicin. AVA6000 employs pre|CISION chemistry to create a FAPα activated
version of doxorubicin that is only activated at the tumour site, thereby
minimising systemic toxicities. Successful clinical outcomes would open up a
whole array of established and effective compounds to which pre|CISION could
be applied to similarly reduce toxicities and improve efficacy.

A broad pipeline of attractive
new product opportunities

Likewise, the Affimer platform is particularly well suited to oncology indications
and could be applied to a similarly broad range of tumour types as with antibodies.
Management has focussed its Affimer-based therapeutic development efforts into
bi-specifics, TMACs, combinations with pre|CISION chemotherapies, and novel
tumour microenvironment-activated drug conjugates (TMACs). The leading
Affimer-based programmes are progressing through preclinical development.
Exhibit 2 summarises Avacta’s known pipeline.

Exhibit 2: Wholly owned pipeline and fully funded partnerships

Source: Avacta

Selective tumour activation
would rejuvenate many
oncology product families

The primary indications for the pre|CISION platform are cytotoxic regimens
where, despite proven efficacy, their utility is hampered by debilitating sideeffects. Many well characterised and effective treatments are limited by systemic
toxicities, for example the anthracylines cause cardiotoxicity, proteasome
inhibitors cause peripheral neuropathy, and taxanes cause neutropenia and
peripheral neuropathy. The ability to selectively activate prodrugs of these
molecules only at the tumour site could result in a re-evaluation of their role as
part of combination regimens (as a component of tailored immune-based drug
cocktails). We view an important role of AVA6000 as effectively acting as proof of
concept for the use of the pre|CISION platform in therapeutics.

Doxorubicin is highly effective
and still used widely…

AVA6000 employs the pre|CISION substrate to create a prodrug of doxorubicin,
which is still widely used to treat many solid tumours (including breast, lung,
gastric, and ovarian) due to its efficacy. This is especially notable in metastatic
breast cancer (MBC) and advanced soft tissue sarcoma (ASTS), and means that
doxorubicin is a component of many cytotoxic regimens.
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...despite life-threatening
cardiotoxicity

A major limitation with doxorubicin is life-threatening cardiotoxicity, with
mortality of c 50% once congestive heart failure develops. Pegylated and
liposomal formulations have been developed to help minimise side effects, but
cardiotoxicities still occur. As cardiomyopathy is dependent on cumulative
doxorubicin dose, this effectively limits treatment to only six cycles (typically 6075mg/m² every three weeks until 450mg/m2 is reached). Animal studies have
shown that AVA6000 is selectively activated in cancer sites, with 18x more
doxorubicin present in the tumour tissues than in heart tissues.

Top line data from Part A of
Phase I study expected mid-22

Exhibit 3 illustrates the design and expected timelines for the Phase I trial. The
first part (Part A) is a typical open-label, multi-centre dose escalation (3+3 design)
study exploring safety, although some efficacy signals may be noted. The study
started in August 2021 at UK centres and examines 15 to 20 patients with a
variety of locally advanced or metastatic solid tumours. The second dose cohort is
currently underway. In addition, Avacta has an open US IND which allows
enrolment of eligible patients into clinical trial sites in the US once these have
been initiated. Assuming a successful outcome, the recommended dose would be
taken into Part B, in which 30 to 40 patients will be evaluated to confirm safety
and tolerability and explore preliminary anti-tumour activity. Top-line data from
Part A of the study could be available by mid-2022, with preliminary results from
Part B in mid-2023.

Exhibit 3: AVA6000 Phase I trial design and timeline

Source: Avacta

Note: MTD = Maximum Tolerated Dose

Even though largely generic,
doxorubicin posting sales of
more than $1bn

Despite its cardiotoxicity limitations and largely generic status, doxorubicin
consistently posts global sales >$1bn annually. An external commercial evaluation,
Globe Life Sciences (March 2020), estimated AVA6000’s market opportunity as
monotherapy in three cancer indications (ASTS, MBC, and selected ovarian
cancer) at $1.5bn (US and Top Five Europe). Depending on the clinical stage at
which it occurs, successful out-licensing should result in an attractive upfront
payment, royalties on net sales, plus potential development, regulatory and
commercialisation milestones.

AVA3996 selected as next
pre|CISION candidate

Once AVA6000 has established the clinical proof of concept, we expect increased
industry interest in the pre|CISION platform. Avacta has been exploring other
single-agent chemotherapies whose clinical utility would similarly benefit from
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improved efficacy and reduced toxicities. The most advanced is a FAP-activated
proteasome inhibitor, AVA3996, a prodrug of an analogue of Takeda’s Velcade
(bortezomib), which is commonly used for multiple myeloma. AVA3996 offers the
prospect of reducing the dose limiting toxicities, principally peripheral neuropathy
and thrombocytopenia, that constrain Velcade use to multiple myeloma and
mantle cell lymphoma.

Protease inhibitors are also a
large product opportunity

Velcade’s efficacy, particularly when used in combination regimens, could broaden
its use into additional hard-to-treat indications, such as pancreatic cancers. Animal
studies have shown encouraging results, with selective drug delivery to tumour
sites and reduced systemic exposure. Despite approaching patent expiry in 2022
and limited clinical indications, Velcade continues to post blockbuster sales of c
$1bn. Similarly, the overall protease inhibitor market is expected to post an 8.4%
CAGR growth and reach $2.3bn in 2026. Avacta has earmarked funds from the
June 2020 raise to complete the preclinical package and is on track to start the
first-in-human Phase I clinical trial in H223.

Affimer platform also being
explored in Therapeutics

As antibody mimetics, Affimers can be employed in wide ranging applications in
immuno-oncology, inflammatory conditions, and ocular diseases. The most
advanced known Affimer-based therapeutic programme is AVA004, a PD-L1
checkpoint inhibitor. It has demonstrated a competitive profile in animal studies
when compared to existing well-characterised PD-L1 products.

A number of fully funded
collaborations are in place

Given the breadth of potential applications, Avacta has entered into multiple
collaborations that exploit the Affimer platform’s versatility. These are fully
funded, represent additional or incremental indications, provide expertise relevant
to in-house programmes and, importantly, are useful external validation of the
platforms’ potential. These span from developing Affimer-based drugs (with LG
Chem Life Sciences) to establishing the AffyXell Therapeutics joint venture with
Daewoong Pharmaceuticals.
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Diagnostics: clearly positioned for future action
COVID-19 opportunity didn’t
pan out as many expected…

It is difficult to not be disappointed with the outcome of the AffiDX SARS-CoV-2
LFT (January 2022 Lighthouse). The knowledge that other diagnostic players,
ranging from significantly larger companies to much smaller businesses, were also
impacted in the same way does little to assuage the frustrations felt. Similarly, the
knowledge that we had viewed any COVID-19 related income streams as likely to
be short-lived, valuing them accordingly, does not placate the sense of annoyance
at how the whole of the LFT scenario has played out.

…but Diagnostics business has
proved its abilities and worth

As we have said previously, the Diagnostic division has come of age during the
COVID-19 pandemic. The pressing need for accurate diagnostics, particularly
point-of-care (POC) tests, was clear and entered public consciousness. Avacta,
among many others, responded promptly and, once the SARS-CoV-2 structure
was made public, identified, and generated Affimer-based reagents within five
weeks. A number of different approaches were tried, but soon the bulk of internal
resources were directed to develop what became AffiDX SARS-CoV-2.

A collaborative affair with
multiple partners involved

Partnerships with appropriately skilled players such as Mologic, which was
instrumental in creating the appropriate LFT architecture, and Global Access
Diagnostics (GAD), to ensure that production and kit assembly were consistent
with scaling up to commercial manufacture, saw the creation of an LFT that had a
competitive profile with potentially class leading clinical performance. The altered
clinical needs with the emergence of viral variants, coupled with uncertain market
dynamics, saw these efforts thwarted and AffiDX SARS-CoV-2 sidelined.

Now an integrated operation
with proper infrastructure

Although of scant consolation to many investors, the pandemic has seen the
Diagnostics business turn an important corner. The infrastructure has been
developed rapidly and the scientific, operational, and personnel foundations are
now in place to create a meaningful business. The properties of Affimers mean
they offer an attractive and viable alternative to antibodies across a range of
diagnostic indications.

The focus in on clinical and
consumer diagnostics

Affimers can be combined easily with each other, antibodies, or other
biomolecules by simple, rapid, and proven methods to design the desired molecule
or complex. Importantly, their novelty means a full and unencumbered patent
estate has been established, so there is freedom to operate even when addressing
targets that are covered by specific and robust antibody patents. This means they
can be employed across key life sciences areas such as biomedical immunoassays,
bioprocessing, and imaging. Avacta has chosen to focus on clinical and consumer
diagnostics, which offer sizeable commercial opportunities and can more readily
realise the benefits of Affimer reagents.

Affimers offer versatility, rapid
creation, and ease of production

The Diagnostics business aims to employ the technical benefits of Affimer
reagents to develop a comprehensive array of in vitro diagnostic (IVD) tests that
address existing limitations. Because Affimer reagents can be produced readily
through E. coli systems, they can be developed rapidly, cheaply, with consistently
high quality and no batch-to-batch variation. Their inherent flexibility means
Affimer binders can be generated to almost any protein target, including those
that would be impossible through traditional antibody manufacture. Their
specificity is also high, with the ability to differentiate between targets that differ
by as little as a single amino acid.
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Building awareness and interest
through planned developments

Pre-COVID-19 the approach to build awareness of the utility of Affimer reagents
consisted of two complementary strategies:

An argument for stepping up a
gear, or two…

▪

Paid-for evaluations: where prospective strategic partners or customers
explore the use of Affimer reagents in a variety of potential applications.
The aim is to embed the relevant Affimer molecule into their commercial
diagnostic portfolio and strike a royalty bearing licensing agreement.
While revenue generating, these third-party evaluations are thorough and
lengthy, usually taking several years to complete.

▪

In-house development: a more recent activity, reflecting the desire to
secure licensing deals more rapidly. This proactive approach involves the
generation of selected diagnostic applications, complete with the
supporting regulatory data packages, and then out-licensing when this
work is complete. A pipeline is being created, with the goal of developing
two commercially relevant assays per annum.

There is an argument that the Diagnostics operations have moved beyond this
approach and a more comprehensive strategy should be explored addressing a
broader range of potential opportunities (Exhibit 4). Avacta is now focussed on
developing a pipeline of new IVD products in four key areas: respiratory infectious
diseases, cardiovascular disease, cancer, and general health and well-being.

Exhibit 4: Diagnostics opportunities

Source: Avacta

...as pandemic has proved the
clinical value of point of care
(POC) diagnostics

The diagnostic testing industry is experiencing a period of structural growth
accelerated by the COVID-19 pandemic. This has emphasised the importance of
testing and, specifically, LFTs which is providing a catalyst for growth. LFTs are
cost-effective, rapid and can be used outside a laboratory and therefore can be a
critical part of testing strategies globally.

Already a sizeable market, and
set to grow further

For context, the diagnostics market is large, growing, and very diverse. Laboratory
testing still accounts for the highest volume but point of care (POC) or nearpatient tests are becoming increasingly prevalent. Greater automation is driving
changes within central laboratories, with larger players such as Abbott and Roche
providing advanced flexible platforms that are capable of multiple operations. The
major players are also active in POC but this segment is more diverse with certain
segments better suited to the smaller, and arguably more nimble, companies.
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The global POC market is estimated to be worth $29.57bn and is forecast to grow
at 11.4% CAGR to $50.64bn in 2025. Until the COVID-19 pandemic upended the
dynamics, this was dominated by home glucose testing (principally Type I
diabetics) and pregnancy tests (one of the earliest examples of consumer LFTs).
The US again dominates, representing 39.3% of global share and growing at
12.1% CAGR, but POC uptake has only really gained traction in recent years. The
picture across Europe is not uniform, with strong adoption in countries such as
Germany, the Netherlands, and Scandinavia, offset by low penetration in
countries like France and the UK.

Exhibit 5: Diagnostics value chain – typical value gained across the process

Source: MarketsandMarkets – Point of Care & Rapid Diagnostics Market January 2021

Addressing these opportunities
will be challenging but could be
highly worthwhile

Exhibit 5 details the typical value chain for POC diagnostics and illustrates where
the greatest commercial opportunities lie. Some players, and the recently listed
Aptamer Group is an apt example, are focussed exclusively as service providers of
novel reagents and components. The larger players tend to operate across the
board, as Avacta now can, with fully integrated operations. Given these market
dynamics and the breadth of potential opportunities, both across the value chain
and by end use, it will be interesting to see how management intends to position
its post-pandemic Diagnostics business.
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Valuation
FY21 results provide an opportunity to update our valuation to reflect COVID-19
realities, the clinical progress of AVA6000, and Avacta’s latest cash position. Our
valuation is now £557m, equivalent to 219p per share, vs £710m or 280p per
share previously. The largest change relates to the removal of the AffiDX SARSCoV-2 LFT contribution of £124m, from our model. Although this may be
considered overly cautious, we had always considered these revenues to be
relatively short-term in nature and, importantly, is in line with our practice of
employing conservative assumptions. Exhibit 6 shows the updated outputs and
underlying assumptions of our valuation model. An overview of our methodology
is provided in our June 2021 Initiation.

A timely revisiting of our
valuation assumptions

Exhibit 6: Avacta sum of the parts valuation
Programme

Total
NPV (£m)

Total
NPV ($m)

Success
probability

rNPV
(£m)

552.3

718.0

10%

51.9

67.5

20.4

Royalty: 15%; Launch year:
2026; Peak sales $1.5bn

1809.3

2352.1

10%

261.2

339.6

102.7

Royalty: 15%; Launch year:
2027+; Peak sales $1.25bn
per programme

2315.0

3009.5

6%

252.2

327.8

99.1

Royalty: 20%; Launch year:
2028+; Peak sales $1bn per
programme

(34.2)

(44.4)

(34.2)

(44.4)

(13.4)

26.2

34.0

26.2

34.0

10.3

5,362.6

6,971.3

557.3

724.5

219.1

AVA6000 (doxorubicin
prodrug)
pre|CISION platform
(various preclinical)
Affimer platform
(various preclinical
assets & diagnostics)

Operating costs
Net cash
Total

rNPV
($m)

rNPV/
share
(p)

Notes

At FY21

Source: Trinity Delta Note: assumptions include a 12.5% discount factor, £/$ FX rate of 1.30

Total pre|CISION rNPV
indicates £313m, 123p per
share

We have calculated the rNPV of the lead development project, AVA6000, and
attributed indicative values to the pre|CISION and Affimer (including both
Therapeutic and Diagnostic programmes) platforms. Typically, with clinical stage
programmes their commercial prospects are assessed, and success probabilities
adjusted for the inherent clinical, commercial, and execution risks each carry. For
the remainder of the platforms, we calculate an aggregate rNPV, employing
conservative assumptions throughout. Successful outcomes in the clinical studies
for the lead programmes would materially de-risk each platform and result in
sizeable upside. Hence, for example, positive study outcomes with AVA600 would
act as validation for the pre|CISION platform. The updated valuation for AVA6000
is £51.9m, equivalent to 20.4p per share, with an additional £261.2m, 102.7p per
share, for the other pre|CISION portfolio.

Affimers valuation is £252m,
99p per share

Avacta’s Diagnostics business has come of age during the COVID pandemic,
demonstrating laudable technical abilities, speed of response, integrated
development, and the ability to work with multiple partners. Irrespective of the
eventual outcome of the AffiDX SARS-CoV-2 LFT, this business has matured into
a true diagnostics player. Nonetheless, AffiDX SARS-CoV-2 was a major value
contributor within our model, representing £124m (49.1p/share).
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Conservative approach leads us
to omit AffiDX SARS-CoV-2’s
contribution

As previously mentioned, the forecasting visibility was low and our confidence in
AffiDX SARS-CoV-2’s contribution reflected that. We had attempted to address
diverse factors ranging from macro (such as the political and scientific arguments
for point of care testing with LFTs), to micro (e.g. how does AffiDX SARS-CoV-2
really compare to alternative LFTs?), and pragmatic (e.g. will Avacta be able to
make sufficient tests to satisfy expected demand?). Whilst a COVID-19 LFT may
still make a meaningful sales contribution, we believe the prudent approach is to
remove it from our models until a degree of visibility and confidence is in place.

Unlocking the value inherent in
Diagnostics will see value uplift

Consequently, the valuation we assign to the Affimer platform (including both
Diagnostics and Therapeutic applications) is now £252m, or 99p a share. This
reflects the relative lack of visibility for future revenue streams. Clearly there is a
great deal of value inherent in this platform and management must have plans to
realise this. We would argue this is an area that, once management plans are
articulated, could see a material uplift in our valuation.

Valuation for Avacta is £557m,
equivalent to 219p per share

Updating the calculations for the two platforms and netting against costs and net
cash generates a new Avacta valuation of £557m, equivalent to 219p per share.
We envisage revisiting our models as news flow on AVA600’s clinical progress is
released and, importantly, as the plans for the Diagnostics business are revealed.
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Financials
Animal Health divestment sees
a clearer focus on Therapeutics
and Diagnostic businesses

Avacta reported FY21 revenues of £2.94m (FY20: £2.14m) for its continuing
operations, with Diagnostics contributing £0.78m (FY20: £0.52m) with the Astrea
Bioseparations licensing agreement (£0.5m) offsetting the lower number of
custom Affimer projects, impacted by customers’ working restrictions.
Therapeutics posted revenue of £2.16m (FY20: £1.63m), reflecting further
milestone payments from the LG Chem collaboration and a licensing agreement
with POINT Biopharma, as well as payments for FTE funded research with LG
Chem and AffyXell. Total revenues for the period were £4.55m (FY20: £3.64m) as
Animal Health contributed revenue of £1.6m (FY20: £1.5m). The Animal Health
division was subsequently divested in March 2022 to Vimian Group AB for an
upfront payment of £0.88m and an additional performance-related deferred
consideration of up to £1.43m.

A large element of cost base
related to COVID-19 spend

FY21 operating costs were £31.1m (FY20: £20.0m) with expensed R&D costs of
£13.5m (FY20: £8.9m) as reflecting increased spend in both Diagnostics and
Therapeutics development. A further £0.8m (FY20: £0.8m) was amortisation of
previously capitalised spend. Manufacturing costs of £2.1m (FY20: nil) relates to
expensed costs of pre-production and production AffiDx SARS-CoV-2 LFTs given
the decision in January 2022 to pause sales. SG&A costs increase to £8.1m (FY20:
£5.9m) due to operational scale up of the Diagnostics division and in support of
the transition of the Therapeutics business into a clinical stage business. Loss
before taxation was £29.2m (FY20: £18.9m), with a net loss of £26.3m (FY20:
£18.9m).

Cash of £26.2m at Dec 2021

The R&D tax credit of £2.8m was comparable to FY20 (tax credit of £2.5m). Cash
and equivalents at end December 2021 stood at £26.2m (£47.9m at end
December 2020), with receipt of a £2.75m R&D tax credit expected during H222.

Funded to progress key
Therapeutics programmes and
scale up Diagnostic operations

The last fund raise in June 2020 provided resources to scale up the Diagnostics
business (£10m), including the COVID-19 opportunity as well as expansion of inhouse diagnostics product development capabilities and acceleration of the
broader diagnostics product pipeline and commercial partnerships, and to
accelerate the expansion of the Therapeutics pipeline (£35m).
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Exhibit 7: Summary of financials
Year-end: Dec 31

£'000s

2019

2020

2021

2022E

2023E

5,511
(1,440)
4,071
0
(10,062)
(11,700)
(17,691)
(338)
0
0
(14,080)
(18,029)
(25)
(18,054)
(17,716)
2,439
0
(15,615)

2,144
(962)
1,182
0
(9,715)
(6,996)
(15,529)
(3,070)
(217)
0
(14,921)
(18,816)
(46)
(18,862)
(15,575)
2,464
(2,494)
(18,892)

2,941
(924)
2,017
(2,143)
(14,301)
(9,598)
(24,025)
(5,058)
0
0
(26,707)
(29,083)
(111)
(29,194)
(24,136)
2,820
58
(26,316)

3,205
(899)
2,306
0
(15,016)
(9,636)
(22,345)
(4,575)
0
0
(25,218)
(26,920)
15
(26,905)
(22,331)
3,003
836
(23,066)

3,459
(949)
2,510
0
(16,518)
(10,067)
(24,075)
(4,666)
0
0
(27,033)
(28,741)
(3)
(28,744)
(24,078)
3,304
0
(25,441)

(13.0)
(12.7)
0.0
120.3

(8.4)
(6.0)
0.0
225.6

(10.5)
(8.7)
0.0
249.5

(9.1)
(7.8)
0.0
254.2

(10.0)
(8.4)
0.0
254.4

BALANCE SHEET
Current assets
Cash and cash equivalents
Accounts receivable
Other current assets
Non-current assets
Property, plant & equipment
Intangible assets
Other non-current assets
Current liabilities
Short-term debt
Accounts payable
Other current liabilities
Non-current liabilities
Long-term debt
Other non-current liabilities
Equity

13,526
8,788
2,082
2,500
14,884
2,304
11,800
780
(1,955)
0
(1,778)
(177)
(646)
0
(646)
25,809

53,254
47,911
2,895
2,200
14,208
2,696
9,417
2,095
(3,781)
0
(3,491)
(290)
(1,752)
0
(1,752)
61,929

34,736
26,191
4,327
4,029
12,266
2,612
7,925
1,729
(4,368)
0
(3,731)
(637)
(1,412)
0
(1,412)
41,222

14,432 14,401
6,516
7,420
4,741
3,790
2,933
3,008
12,086 11,765
2,642
2,684
7,734
7,557
1,710
1,524
(3,231) (23,838)
0 (20,000)
(3,003) (3,634)
(227)
(205)
(1,372) (1,207)
0
0
(1,372) (1,207)
21,895
1,120

CASH FLOW STATEMENTS
Operating cash flow
Profit before tax
Non-cash adjustments
Change in working capital
Interest paid
Taxes paid
Investing cash flow
CAPEX on tangible assets
Acquisitions/disposals
Other investing cash flows
Financing cash flow
Proceeds from equity
Increase in loans
Other financing cash flow
Net increase in cash
Cash at start of year
Cash at end of year
Net cash at end of year

(13,015)
(18,054)
4,245
(717)
72
1,439
(2,527)
(2,527)
0
0
19,110
19,331
0
(221)
3,568
5,220
8,788
8,788

(10,642)
(18,862)
4,702
722
42
2,754
(21,899)
(1,665)
(217)
(20,017)
51,647
51,902
0
(255)
19,106
8,788
27,894
47,911

(20,505)
(29,194)
7,529
(1,129)
17
2,272
18,703
(1,314)
0
20,017
232
522
0
(290)
(1,570)
27,894
26,328
26,191

(18,134) (17,523)
(26,905) (28,744)
6,262
6,377
(325)
1,618
15
(3)
2,820
3,228
(1,542) (1,572)
(1,542) (1,572)
0
0
0
0
0 20,000
0
0
0 20,000
0
0
(19,675)
904
26,191
6,516
6,516
7,420
6,516 (12,580)

INCOME STATEMENT
Revenues
Cost of goods sold
Gross Profit
Manufacturing expenses
R&D expenses
SG&A expenses
Underlying operating profit
Share-based payments
Exceptionals
Other revenue/expenses
EBITDA
Operating Profit
Financing costs/income
Profit Before Taxes
Adj. PBT
Current tax income
Discontinued operations
Net Income
EPS (p)
Adj. EPS
DPS (p)
Average no. of shares (m)

Source: Company, Trinity Delta Note: Due to restatement of accounts FY19 relates to 17 month
period ended 31 December 2019 and FY20 to 12 month period ended 31 December 2020, and FY20
and FY21 statements relate to continuing operations (ex-Animal Health). Revenue forecasts do not
include products that have not yet been approved or launched. Short-term debt in FY23 is our
assessment of the company’s funding requirement.
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