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EPIC/TKR AVO
Price (p) 46.0
12m High (p) 92.0
12m Low (p) 9.5
Shares (m) 80.9
Mkt Cap (£m) 37.2
EV (Em) 48.0
Free Float* 57%
Market AIM

*As defined by AIM Rule 26

Description

Developing next generation proton
therapy systems for use in radiation
therapy of cancers. The first system is
expected to be installed in Harley
Street, London during 2019; to be
operated through a joint venture
company with CircleHealth.
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Advanced Oncotherapy

Consolidating market

AVO is focused on delivering a more affordable, novel, proton-based radiotherapy
system, based on technology originally developed at the world-renowned CERN.
Major milestones have been achieved in 2017 and the company remains on track
with its development plan to deliver and install the first LIGHT system in 2019.
Confidence has been enhanced greatly by technical milestones, a distribution
agreement in China and SE Asia, and a sizeable capital increase. An announcement
that Hitachi and Mitsubishi Electric are integrating their respective proton therapy
offerings into a single entity is a recognition of the value of this global opportunity.

» Strategy: To develop a compact, modular and affordable proton therapy system
that generates superior patient outcomes. AVO benefits from the technology
know-how developed by ADAM, a medical spin off from CERN, and relies on a
base of world-class suppliers.

» Consolidation: Hitachi (TSE:6501) and Mitsubishi Electric (TSE:6503) have
announced their intention to combine their respective proton therapy offerings
into a single entity, to generate efficiencies in the design, manufacture and
commercialisation of their systems and to offer better post-installation service.

» Global presence: Mitsubishi is ranked #2 in Japan but has no installations
outside its home territory; in contrast, Hitachi is #1 in Japan, and has developed
also a solid presence in the US, where it has four installations. The combined
entity will become global #2 in the installed base of treatment rooms.

» Risks: Although AVO has its own specific risks with the development and
funding of LIGHT and Harley Street, this deal also poses some risk. It creates
another large competitor for AVO; but also highlights the significant opportunity
for AVO and underlines the challenges that key competitors with their circular
accelerators face, in particular the challenge to align offer and demand.

» Investment summary: Demand for Proton Therapy is increasing worldwide and
the need for a small, flexible, and affordable machine is apparent. AVO is well
positioned with its disruptive offering of a flexible & affordable system. Although
no financial information regarding Hitachi-Mitsubishi has been released, the
deal indicates the high value of having a global offering in this growth industry.

Financial summary and valuation

Year end Dec (£Em) 2014 2015 2016 2017E 2018E 2019E
Sales 0.11 0.00 0.00

EBITDA -5.06 -6.41 -10.83

Underlying EBIT -5.18 -6.59 -11.18

Reported EBIT -6.45 -8.51 -13.09

Underlying PBT -5.06 -6.72 -11.27

Statutory PBT -7.56 -8.63 -13.18 Forecasts under review
Underlying EPS (p) -14.91 -7.13 -11.26

Statutory EPS (p) -22.29 -12.25 -14.37

Net (debt)/cash 0.48 7.96 0.91

Capital increase 10.16 21.06 13.54

P/E (x) -1.0 -2.0 -1.3

EV/sales (x) - - -
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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Hitachi & Mitsubishis integration

Proton therapy is recognised increasingly as one of the most advanced forms of
therapy available that can treat most forms of cancer. Consequently, given the
incidence of cancer, there is increasing demand worldwide for specialist proton
therapy centres. Currently, there are around 70 installed proton therapy systems
worldwide and the expectation is that this will increase at a rate of about 10 per
annum for the foreseeable future. Although there is high demand in the market and
strong order books at the specialist medical equipment manufacturers, there is a
problem adhering to the long delivery times. Therefore, there is a need for greater
efficiencies in the manufacturing and supply processes.

Last week (7" November), Hitachi (TSE:6501) and Mitsubishi Electric (TSE:6503)
announced that they have agreed to merge their respective proton therapy offerings
into a single entity that can offer a more efficient design, manufacturing and
commercial process, and a better maintenance service of installed systems. No
financial details have been disclosed so far. Completion is expected in April 2018
following regulatory clearance. The combined entity will have an estimated 21%
share of the global installed base of treatment rooms.

Proton Therapy — Global share of installed rooms

Mevion

Varian 4%
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44% 6%

*Assumes completion of Hitachi-Mitsubishi Electric PT businesses
Source: IBA; Hardman & Co Life Sciences Research

Apart from an improved offering, it allows a more diverse geographical spread, the
installed base of Mitsubishi being in nine centres in Japan only. In contrast, five of
Hitachi’s PTS are in the US and a further two under construction internationally —
Hong-Kong and Singapore.

PBT Offerings of Hitachi and Mitsubishi Electric

System Hitachi Mitsubishi
Accelerator Synchrotron Synchrotron
Beam Proton Proton/Carbon/Dual
Gantry Rotating or fixed Rotating or fixed
Installed systems 7 9
Under construction 3 2

Source: Corporate websites; Hardman & Co Life Sciences Research
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Proton therapy systems

Mitsubishi Electric PTS

Hitachi 300° compact rotating gantry Hitachi partial 180°gantry

Source: Corporate websites

The key advantages of proton therapy are that it can be delivered with pinpoint
accuracy through patient-specific (personalised) treatments with minimal side
effects. The key disadvantages are the need for construction of large specialised
buildings and the cost of the equipment. To overcome these disadvantages,
Advanced Oncotherapy is developing a flexible, more compact, modular proton
therapy system that generates superior patient outcomes, and that can be installed
at a much more affordable price.

Proton therapy — catalysts for change

Cost efficiency Innovation/technology
Compact systems
Adaptive systems
I Improved software
. - i . . Co-ordinated imaging
Radiotherapy Surgery Chemotherapy

Organ motion management

$12 B* $38 B* $85 B* Turnkey solutions
Laser-based proton therapy systems

*Spend per annum in US on cancer care
Source: IBA Capital Markets presentation

Conclusion

Hitting a number of technology milestones in 2017 has considerably de-risked AVO'’s
project and has increased confidence in a successful outcome. This, in turn, has
improved discussions around funding and commercialisation, culminating in the
announcement (7™ Dec) of a significant capital increase to resolve the company’s
funding requirements and a distribution agreement covering China and SE Asia.

There is a recognised worldwide demand for proton therapy centres. However,
satisfying this demand, given the long lead times, is very difficult. Integration of
Hitachi’s and Mitsubishi’s offerings highlights the need for manufacturing
efficiencies, and is a recognition of the value of this global opportunity. AVO will be
very well placed in this market with its disruptive LIGHT system.
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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)

Hardman & Co

35 New Broad Street
London
EC2M 1NH

Tel: +44(0)20 7194 7622
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