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Recession talk, cancer drugs + product review 

 The bond market is tipping a US recession is coming. An inverted yield curve is a reliable indicator of
a looming recession but does this mean a recession will happen? How worried should you be? And
should you dump stocks or still buy them? I share my thoughts with you in my article today.

Also in the Report today, Paul Rickard reviews a product that’s the first of its type in Australia. Thanks
to an innovation from Pengana Capital, retail investors can now access private equity through an
ASX-listed trust that comprises a professionally managed and diversified portfolio of private equity
investments. Read what Paul says about this possible “game changing” product in his review of it
today.

    Sincerely,

 
  Peter Switzer
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Bond market tips US recession is coming.
Should you cash up now?
by Peter Switzer

 
The trigger for the worst day for US stocks on Friday
was the disappointing economic readings from
Europe, especially the powerhouse called Germany,
with its manufacturing sector contracting for the third
month in a row.  The IHS Markit’s flash euro zone
composite Purchasing Managers’ Index (PMI) (yes, I
know it’s a mouthful) fell to 51.3 in March from 51.9
the previous month, when analysts were expecting a
reading of 52.

(By the way, any number over 50 means expansions
is still going on but it’s at a slower rate, and that
German slowdown is the biggest worry out of these
numbers.)

All this followed the Fed telling the market in the
middle of the week that the US economy had lost a
lot of oomph compared to what was expected, even
as late as November last year. As a result, the two
expected  interest rates rises pencilled in for 2019 are
more likely be none!

This downgrading of growth has been factored into
bond yields, which resulted in the headline that the
bond yield curve was inverting and therefore is
negative. And an inverted yield curve can be a pretty
reliable early sign that a recession is on the way!

Source: Switzer.com.au

(Note: If the economy is heading towards high
economic growth, bond interest rates/yields are on
the rise into the future and the yield curve slopes up
positively. However, if a recession is seen to be on
the way rates/yields fall and the yield curve inverts or
slopes down negatively.)

But slow down on your fear, loathing and anxiety
because it’s not a 100% certain indicator. And
though it has a reasonable record, Morgan’s chief
economist, Michael Knox tells me there can be eight
quarters before the recession shows up. So a stock
market could easily rise for six quarters before it turns
tail and runs.

Let’s take a look at the Global Financial Crisis story
of 2008, when the yield curve actually inverted in
2006. I’ve taken a screen shot of what the S&P 500
did in the time after the inversion and the peak of the
US stock market before the crash.
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Source: finance.yahoo.com

My rough figuring shows that despite an inverted yield
curve, the stock market rose by about 22%.
Remember that crash came about, in part, because
debt ratings agencies were not completely accurate in
their assessments of collateralized debt obligations.

The current guess on the economy shows up in what
US Treasury bonds are doing. The yellow line tracks
the 10-year bond. In November, it was over 3.2% but
it’s now just over 2.4%.

The green line is the 90-day bond rate. It’s higher
than the 10-year rate so not only does that create a
curve or line that’s sloping in a negative way, it tells
you that economic forecasters think a recession is
coming when interest rates will fall.

If everyone believed the story that this slowdown is a
passing phase, then the 10-year bond rate would be
higher than the shorter-term rates. Note the red and
blue line rates are even lower because that’s the
likely timeframe within which a recession should show
up.

Here’s the NAB take on the yield curve messages:

“In early-Jan 2019 we noted that the flattening in the
US yield curve was starting to flash amber recession
signals and that would keep the Fed cautious and
listening to markets with the risk that the Fed was
unlikely to hike this year. Since then curves have
started to invert, with the important 3m/10yr curve
inverting for the first time since 2007 today on the
back of a very weak German PMI print .

“We have re-run our preferred yield curve recession
models, which now suggest a 30-35% chance of a
US recession occurring over the next 10?18m (up
from 20?25% previously). Importantly for the outlook,
these probabilities are close to the critical levels
where recessions have inevitably followed (typically a
40-60% probability sees a recession within the next
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10-18m).

“We conclude therefore that the risk of a US
recession has risen and is flashing amber and this will
keep markets pricing a high chance of the Fed cutting
rates. Markets now ascribe a 79% chance of the Fed
cutting rates by Dec 2019 and fully price a cut by Jan
2020.”

And here is their RECESSION conclusion:

“Our base case remains that a US recession is
unlikely at this stage. US dataflow while slowing
sharply remains solid overall, financial conditions
have eased noticeably over the past three months,
and importantly the Fed has stopped hiking rates.
Much of the concerns around growth stem from
developments in Europe and China from tariffs and
Brexit, while the Fed’s Beige book reveals the
influence of one-off factors such as the government
shutdown and harsh winter weather.”

What could save us from a recession in a short period
of time?

Recently I created a list of reasons to believe that
stocks can go higher, so let me remind you:

A US/China trade deal signed.
The Fed no longer threatening interest rate
rises.
The EU puts its hand up for stimulus via
cheap loans for banks and no premature rate
rises.
China embarks on a stimulus programme.
Donald Trump, the most stock market
sensitive President ever, doesn’t want a
recession and stock market crash before
November 2020, when the Yanks go back to
the polls.
The upcoming local Budget will be a
pre-election tax cut effort.
The post-election bounce effect, when
uncertainty is taken away.
The RBA could easily cut interest rates, if not
soon, then after the election. NAB’s
economics team, which expect two cuts this
year, thinks the first will be in July.
The house price fall and the related anxiety
might be dissipating sometime between now

and mid-year.

What also is interesting is that inverting bond yields
and recessions, along with crashing stock markets,
usually occur after a period of sustained interest rate
rises, which hasn’t been the case this time around.
Therefore the unique circumstances of the current
economic scenario might work against predictable
outcomes.

I truly hope so.

Economic rebounds in China, the EU, the US and
locally are what I’m going to be on the lookout for.
These much-needed rebounds should put pressure
on Donald to help make a lot of this happen.

Over the weekend in a conference in Beijing, Jeffrey
Sachs, a professor at Columbia University, blamed
the US President for many of our economic
challenges right now. “The problem with the trade
talks is that it’s all based on a false premise. The
premise is that somehow China’s trade imbalance is
because of unfair practices. This is the kind of
economic illiteracy of the president of the United
States,” reported CNBC.

China does play unfair in trade but this trade war
escalation and the share price falls of big US
international trading companies suggests this battle
with tariffs hasn’t been good for the global economy.

In Saturday’s Report, I reported that Jackson Wong,
associate director at Huarong International Securities,
is tipping a 15% gain for stocks for the rest of the
year, when a trade deal is inked! You’ve got to hope
Jackson is smart and not on any medication!

Important: This content has been prepared without
taking account of the objectives, financial situation or
needs of any particular individual. It does not
constitute formal advice. Consider the
appropriateness of the information in regard to your
circumstances.
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Keeping up with the Future Fund – investing in
Private Equity
by Paul Rickard

 
As at 31 December, the Future Fund, or “Australia’s
Sovereign Wealth Fund” as it now likes to brand
itself, had 15.8% of its funds or $23.2bn invested in
private equity. The average large superannuation
fund had around 4%. SMSFs and most other retail
investors had virtually no exposure.

But thanks to an innovation from Pengana Capital,
retail investors can now access this asset class
through an ASX listed trust that comprises a
professionally managed and diversified portfolio of
private equity investments. Described by its
promoters as a “game changer”, it is the first of its
type in Australia.

Here is our product review.

What is private equity?

Private equity is an investment in the shares or debt
securities of a private company. Most companies are
not public and listed on a stock market, such as the
ASX or NASDAQ. In fact in the USA, there are almost
40 times more private companies than public
companies, resulting in a broader universe of
investment opportunities.

Further, the number of listed companies is shrinking
as the high costs of continuous  disclosure and
governance, and pressure for immediate

performance, take their toll. In the USA, the number
of listed companies has halved over the two decades.

Promoters of the private equity asset class say that it
has historically outperformed the public market
equivalent (i.e. benchmark exchange indices) across
longer time horizons, geographic regions and market
conditions, including periods of economic stress such
as the GFC. Accordingly, institutional investors
globally have been increasing their allocations to
private equity.

Specialist private equity funds develop a portfolio of
private equity investments of various vintages,
industries and strategies. Unlike public company
investment managers, private equity managers are
usually quite “hands on” in working with their private
companies. They may seek to add value by being
involved in strategy development, restructuring and
refinancing, succession planning, consolidation of
companies operating in fragmented industries,
business acquisition and developing new products
and markets etc.

To enable diversification, implementing a private
equity investment allocation is usually  achieved by
investing in private equity managers. Three broad
types of investment opportunities arise. A primary
investment, which involves providing capital to a
newly established private equity fund; a secondary
investment, which means acquiring an interest in an
existing private equity fund from a third party; or a
co-investment, which is a direct investment in an
operating private company alongside other private
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equity funds.

The Pengana Private Equity Trust (PE1)

The Pengana Private Equity Trust seeks to generate,
over an investment time period of at least 10 years,
attractive returns and capital growth through a
selective and diversified approach to private market
investments, including private equity, private credit
and other opportunistic investments..

The Trust will be listed on the ASX under stock code
PE1. It is seeking to raise up to $600m by the issue of
units priced at $1.25.

Pengana Investment Management Limited (part of
the Pengana Capital Group, ASX: PCG) will be the
responsible entity. Grosvenor Capital Management, a
US based independent alternative fund manager with
$US52bn in assets under management, is the
investment manager.

This is a ‘fund of funds”, with Grosvenor Capital
constructing a portfolio of investments in private
equity funds. This will comprise private equity
co-investments, private equity primaries, private
equity secondaries, opportunistic investments, private
credit (debt) and cash. The following table shows a
target portfolio.

Assuming that $600m is raised, the Trust will have
exposure to around 600 private companies, mainly
US middle market, through more than 100 underlying
private equity funds.

It is expected that it may take around four years for
the Trust to be fully invested. Accordingly, the Trust
will make use of short duration credit exposures in the
early years (rather than just cash), which will be
redeemed as and when private equity investment
opportunities arise.

Under this scenario, and also with an investment
allocation to private credit (debt securities/loans), the
Manager has forecast a distribution yield of 4% pa
(unfranked). This will comprise half yearly
distributions of 2.5c per unit until 30 June 2021 (first
payable in early 2020), and thereafter a target of 4%
based on the Trust’s NTA (net tangible asset value).
A distribution re-investment plan will operate.

An innovative part of the structure in that in addition
to Pengana Capital picking up the costs of the offer, it
plans to issue the Trust with convertible preference
shares in Pengana for the nominal price of $1. The
value of the convertible preference shares will be
equal to 5% of the funds raised. Called ‘alignment
shares’, they  will be convertible into ordinary shares
in Pengana Capital and it is intended that they will be
distributed to unitholders in the Trust in proportion to
the size of their unitholding in approximately two
years’ time.

The practical effect of these alignment shares is that
upon listing, the NTA of the Trust will be
approximately $1.3125 (rather than the $1.25 offer
price). Further, it may stop the Trust from trading at a
discount on the ASX in the lead up to the Trust
investing and things like the “J-curve” taking effect.

Offer details

The offer is for a minimum of 80m units ($100m) and
a maximum of 480m units ($600m). The application
price is $1.25 per unit. The minimum investment is
8,000 units of $10,000, and then in multiple of 200
units ($250).

There are three offers. A broker firm offer (Taylor
Collison, Bell Potter, Baillieu & Patersons), a priority
offer to shareholders of PCG, PIE and unitholders in
other Pengana unlisted funds, and a general public
offer.

The priority and general offers are scheduled to close
on Wednesday 10 April. Trading on the ASX is
expected to commence on 23 April.

Fees

Pengana, as the responsible entity, will be paid a
management fee of 1.25% pa, plus a performance
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fee of 20% over a hurdle rate of 8% pa. (In simple
terms, if the performance of the Trust is 10% for the
year, Pengana will receive 20% of the excess return
of 2%, i.e. 20% of 2% or 0.4%. Performance is based
on the increase in the Trust’s NTA).

Further, each of the private equity managers is also
receiving a fee (paid from their fund), plus potentially,
a  performance fee. The former range from 1.8% pa
for primaries down to 0.85% pa for private credit and
0.45% pa for short duration credit. Pengana
estimates a total fee load in FY19 of 2.36% pa.

How to invest

Visit https://www.pengana.com/pe1/ , or contact one
of the broker managers.

Bottom line 

The investment time frame with this Trust is at least
10 years. It will take around four years for the Trust to
be fully invested, so if you are expecting a material
capital gain after just a few years, you are likely to be
disappointed.

This is a very innovative offer where Pengana’s
interests are clearly aligned with the unitholders. On
paper, they have chosen a very accomplished and
experienced manager to look after the funds.
Ultimately, it will come down to Grosvenor’s
expertise as to how successful the Trust is.

The downside – it comes at a premium price. 2.36%
pa plus potentially two sets of   performance fees is
high.

Finally, this is a sophisticated investment, so a very
thorough review of the Product Disclosure Statement
should be undertaken when considering whether to
invest.

Important: This content has been prepared without
taking account of the objectives, financial situation or
needs of any particular individual. It does not
constitute formal advice. Consider the
appropriateness of the information in regard to your
circumstances.
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4 key Aussies cancer stocks under the
microscope
by James Dunn

 
Australian biotech companies are heavily involved in
trying to address some of the biggest unmet medical
needs in the world – with the various forms of cancer
being at the forefront of research and drug
development. The various approaches to cancer and
different sets of intellectual property – and the effects
seen so far in therapeutic development programs – is
one of the most fascinating sectors of the Australian
life sciences industry; and although the path through
clinical trials to actual use in patients is long and
fraught with danger, it is also an area of great interest
to investors who understand biotech.

We put 4 Aussie key cancer stocks under the
microscope.

1. Kazia Therapeutics (KZA, 48 cents)
Market capitalisation: $30 million

Formerly known as Novogen, Kazia Therapeutics has
two major clinical programs, from which it is expecting
a swathe of data to emerge this year.

Kazia’s lead program, GDC-0084, is a targeted drug
candidate that KZA has licensed from Genentech,
and is developing as a potential treatment for
glioblastoma, the most common and most aggressive
form of primary brain cancer. Despite all efforts, there
have been few significant advances in treatment over
the last decade, and the prognosis remains poor. The
five-year survival rate is about 3%, compared with
almost 90% for patients with breast cancer. It is
estimated that approximately two out of every
100,000 people will develop GBM each year.

In 2018, the US Food & Drug Administration (FDA)
granted GDC-0084 Orphan Drug designation for
glioblastoma: the objective of the Orphan
Drug program is to provide incentive to companies to
bring medicines for a small population to the market.

GDC-0084 entered a Phase II clinical trial in March
2018: initial readout – notifying the market of the trial
data – of the safety data is expected in the second
quarter of 2019, with preliminary efficacy data readout
expected in the fourth quarter.

GDC-0084 works by “switching off” a critical control
mechanism that drives many types of cancer, the
phosphoinositide-3-kinase (PI3K) signalling pathway.
Aberrations of this pathway are implicated in many
types of cancer: researchers have responded by
focusing on drugs that can inhibit this pathway as an
approach to treating cancer. PI3K inhibitors is a
well-validated class of drugs, and there is one drug,
idelalisib, that is approved for use in certain kinds of
leukaemia and lymphoma; but Kazia’s point of
differentiation is that GDC-0084 is the only PI3K
inhibitor that has been shown to be able to cross the
blood-brain barrier drugs from getting into the brain: if
a drug cannot get into the brain, it is useless as a
treatment for brain cancer.

Kazia says the only existing treatment for GBM –
chemotherapy with temozolomide, the only
FDA-approved drug for newly-diagnosed patients –
provides no benefit to two-thirds of patients. It says
bringing an alternative treatment to market represents
a potential US$1.5 billion commercial opportunity.

Kazia’s second program is its wholly owned Cantrixil,
a first-in-class drug candidate that targets the entire
spectrum of cancer cells, including tumour-initiating
cells thought to cause cancer recurrence. Research
done by Yale University has provided pre-clinical
evidence that Cantrixil is active against both
differentiated cancer cells and tumour-initiating cells
(sometimes referred to as ‘cancer stem cells’). The
latter are thought to be an important component of
chemotherapy resistance and disease recurrence in
diseases such as ovarian cancer, and thus Cantrixil

08Monday 25 March 2019



has potential to offer benefit to the approximately
three-quarters of ovarian cancer patients who are not
adequately managed by conventional chemotherapy
treatments.

Yale’s researchers identified and isolated the ovarian
cancer stem cells that are responsible for tumour
formation and chemo-resistance: that is, the cells
responsible for starting ovarian cancer, its spread and
its eventual recurrence after treatment. Yale has the
world’s largest “library” of ovarian cancer stem cells
collected from patients who have died of the
condition: Cantrixil is the only product Yale has seen
that can knock out these cancer stem cells – in the
company’s words, the “first drug to show uniformly
high potency against the Yale library of ovarian
cancer stem cells collected from tumours that had
stopped responding to chemotherapy.” Largely on
the basis of this work, the FDA granted Cantrixil
orphan drug designation for ovarian cancer in April
2015.

Cantrixil is envisaged as providing a new treatment
option for women with later-stage ovarian cancer,
who have received limited benefit from existing
chemotherapy. The survival rate for this disease is
poor because of the high rate of relapse after
standard-of-care treatment and the late stage at
which the disease tends to be diagnosed. When
ovarian cancer relapses, the disease is often not
responsive to standard chemotherapy agents:
Cantrixil is potentially effective against the
chemotherapy-resistant tumour-initiating cells that are
thought to be responsible for disease relapse.

Cantrixil is currently undergoing a Phase I clinical trial
in Australia and the US: initial data was presented in
June 2018 and the study is ongoing. The safety and
dosing study was completed last year: readout of the
efficacy data is expected in the third quarter of 2019.

2. Immutep (IMM, 3.5 cents)
Market capitalisation: $118 million

Immutep focuses on immuno-oncology, which is the
field of developing immune-based therapies that
enable the body’s immune system to selectively
recognise and attack cancer cells. The company is
the former Prima BioMed, an immuno-therapeutics
developer that in 2015 reported what looked to be

promising results for its lead product, the CVac
cancer vaccine – which had come out of research
programs at Melbourne’s Austin Hospital – in an
ovarian cancer trial.

However, the company changed focus after buying
French biotech Immutep in late 2014 for US$25
million, and in May 2016 it sold the CVac assets to
another company, Sydys, and shifted its strategic
priority to the LAG-3 molecule, which came with the
Immutep acquisition. The founder of Immutep, French
immunologist Frédéric Triebel, discovered LAG-3
(lymphocyte activation gene 3) in 1990, while working
at the Institut Gustave Roussy in France: Triebel is
now chief medical officer and chief scientific officer of
Immutep.

LAG-3 is an immune control mechanism that is
considered one of the most promising targets in
immuno-oncology. It is a protein molecule that can
identify cancer cells to regulate immune responses,
allowing patients to fight the disease using their own
cells.

Immutep’s current lead product candidate from the
LAG-3 protein stable is eftilagimod alpha (Efti, or
IMP321). Efti is currently in a Phase 2b clinical trial as
a chemo-immunotherapy for metastatic breast
cancer: in this trial, Efti is being used in combination
with a chemotherapy drug, paclitaxel, with the
combination aimed at boosting the immune response
against tumour cells compared to chemotherapy
alone. This trial is pivotal: it is the most advanced
clinical trial for a prospective immunotherapy drug
related to LAG-3, and could address an unmet need
in the large breast cancer treatment market, valued at
US$17.2 billion ($22 billion), by 2021.

Efti is also involved in a Phase I combination therapy
trial (TACTI-mel) in metastatic melanoma, evaluating
the combination of Efti with MSD’s drug KEYTRUDA
against metastatic melanoma; and a Phase II clinical
trial (TACTI-002) to evaluate a combination of Efti
with KEYTRUDA in treating several different solid
tumours.

The company is also planning a Phase I clinical trial
(INSIGHT-004) to evaluate a combination of efti with
avelumab, a therapy jointly developed by EMD
Serono and Pfizer, which is approved to treat
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metastatic Merkel cell carcinoma (MCC), a type of
aggressive skin cancer, and urothelial carcinoma, a
type of cancer of the bladder or urinary tract.

Immutep is at the forefront of the approach of
harnessing the immune system’s abilities as the
future frontier of cancer treatment, with a particular
focus on combination therapies. Major global
pharmaceutical companies are backing LAG-3 as a
meaningful therapeutic target, leaving IMM nicely
positioned as the intellectual property owner.

3.Prescient Therapeutics (PTX, 5.6 cents)
Market capitalisation: $12 million

Melbourne-based Prescient Therapeutics has two
drug candidates in testing, targeting different cancers
through two different pathways. The range of cancers
where Prescient’s drug candidates could be effective
have become resistant to front-line chemotherapy,
meaning the market is very keen to look at new
approaches.

PTX’s lead drug candidate, PTX-200, works to inhibit
an important tumour survival pathway known as Akt,
which plays a major role in the development of many
cancers, including breast and ovarian cancer, as well
as leukaemia. The Akt signalling pathway is a crucial
regulator of normal cellular processes involved in cell
growth, but aberrant activation of the pathway
promotes the survival and proliferation of tumour cells
in many human cancers. There are other drug
candidates that inhibit the Akt pathway, but all have
toxicity problems: PTX-200 has a unique mechanism
of action that specifically inhibits the Akt pathway,
while being comparatively safer.

PTX-200 is currently in a Phase Ib/2 trial evaluating it
as a new therapy for relapse and refractory acute
myeloid leukaemia (AML), being conducted at
Florida’s H. Lee Moffitt Cancer Center and the Yale
Cancer Center at Yale University. AML is a type of
blood cancer that affects the bone marrow and
prevents a patient from producing normal blood cells:
because it is more common in adults over 60, the
prevalence of AML is outpacing population growth in
ageing, developed economies. There has been very
little innovation in treating AML in the last 40 years:
Prescient says that after initial chemo-therapy, most
patients relapse. In 2017, the FDA granted PTX-200

Orphan Drug designation in AML: the objective of
the Orphan Drug program is to provide incentive to
companies to bring medicines for a small population
to the market.

PTX-200 is also in a Phase Ib/II study examining its
action in breast cancer patients at the prestigious
Montefiore Cancer Center in New York, and the
Moffitt Center; lastly, it is undergoing a third trial at
the Moffitt Center, a Phase Ib/II trial testing it in
combination with the current standard of care in
patients with recurrent or persistent platinum-resistant
ovarian cancer.

While these trials are taking place, pharma giant
Roche is testing its own Akt inhibitor, ipatasertib,
against a different subset of breast cancer, metastatic
triple negative disease. Prescient CEO Steven
Yatomi-Clarke said in December that the Roche trial
results have demonstrated three things that are very
relevant to Prescient: first, the Akt pathway is
activated in response to chemotherapy in breast
cancer patients; second, Akt inhibitors enhance the
killing of breast cancer cells; and third (and most
significant) this Akt inhibition results in clinical benefit
for breast cancer patients. Yatomi-Clarke – speaking
as interim durability analysis of PTX-200 in breast
cancer patients demonstrated no disease progression
– reiterated Prescient’s conviction that PTX-200’s
unique mechanism of action may show advantages
over other Akt inhibitors.

Readouts of the AML trial and ovarian cancer trials
are expected in the third quarter of 2019, followed by
the readout of the breast cancer trial in the fourth
quarter of 2019.

PTX’s second novel drug candidate, PTX-100, is a
first-in-class compound with the ability to block an
important cancer growth enzyme known as
geranylgeranyl transferase (GGT), which is a crucial
part of the Ras pathway, which is implicated in many
cancers. Prescient says that targeting Ras directly
has proven elusive, but PTX-100 disrupts the Ras
pathway downstream by preventing the activation of
downstream molecular “switches” known as Rho,
Ral and Rac, which are involved in cell growth and
survival. Prescient says that Ras mutations are
observed in one-third of all cancers, and successfully
addressing this aberrant pathway represents a large
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unmet need in many cancers.

PTX-100 has been through a Phase I trial in
advanced solid tumours (mostly gastro-intestinal
cancers), conducted at Indiana and Penn
Universities, in which it was well tolerated, and
achieved stabilisation of the disease. Prescient is
planning to re-enter the clinic with PTX-100.

PTX-100 has also shown great potential in
haematology applications, because it appears to be
able to block a mutation of the molecular switch
RhoA, which is implicated in rare lymphomas – a
group of related cancers that affect the lymphatic
system, which forms part of the immune system.
Prescient says PTX-100 “appears to be world’s most
clinically advanced RhoA inhibitor in oncology, giving
it a unique positioning in this area of high unmet
need.” The data readout of the Phase Ib trial of
PTX-100 against RhoA mutant cancers is scheduled
for the first quarter of 2020.

4. Invion Limited (IVX, 1.3 cents)
Market capitalisation: $72 million

Our fourth company, Invion, takes a very different
approach to cancer: its photo-dynamic therapy (PDT)
technology Photosoft – derived from chlorophyll – is a
‘photo-sensitiser’ compound that can be introduced
to a cancer cell and taken up by the cell, and then be
activated using a particular wavelength of light to form
oxygen free radicals, which kill the cell; and also, set
up an immune response in the body.

Invion has exclusive commercialisation rights to
Photosoft in Australia and New Zealand, granted to it
in 2017 by the Cho Group, a Hong Kong-based group
that has successfully commercialised a number of
advanced technologies. Under its rights, Invion has
changed the formulation of Photosoft slightly, and
created a far more potent ingredient, called IVX-P02.

Invion’s research partner, the Hudson Institute of
Medical Research (based at Monash University in
Melbourne) found in laboratory tests that both
Photosoft and IVX-P02 were substantially more
effective at killing cancer cells than several other
photo-sensitisers it tested – and that the IVX-P02
compound was about 15 times more efficient in killing
cancer cells than Photosoft. Being more potent

means that lower doses can be used to get the same
effect, or an increased dose can get more effective
cancer-cell mortality.

Laboratory testing of IVX-P02 has shown that it has
significant ability to kill ovarian cancer cells: the cell
death is not a random occurrence, but a
consequence of the cytotoxicity created through the
activation of IVX-P02. The Hudson Institute says
IVX-P02 has the greatest cytotoxic effect after
activation than any other sensitiser it tested – giving a
“precise and effective execution of cancer cells.”

Animal testing, in mice with advanced ovarian cancer,
has shown that the IVX-P02 compound clearly
identifies the cancerous tumour tissue; it is selectively
taken up by the tumour cells, and not by normal
tissue; and accumulates in the tumour tissue.

Next up for Invion, over 2019 and 2020, is to take
IVX-P02 into clinical trials, firstly against skin cancer
and superficial basal cell cancer (BCC); then in
comparison with the combination of the standard drug
Metvix, and surgery, in BCC treatment; and then
comparing IVX-P02 against the combination of Metvix
and cryotherapy in treating actinic keratosis (AK), a
very common condition that has the potential to
progress to squamous cell carcinoma.

Invion hopes to create a new cancer treatment that
can affect cancer types that have already become
resistant to current treatments, such as
chemotherapy, and as an alternative to surgery – and
a treatment that is free of side-effects.

When the compound is taken up by the body, it has
no toxicity, no effect on the cells – there are zero
side-effects, unlike chemo-therapy or
immune-suppressant therapy. The therapeutic effect
is switched on when light at specific wavelengths is
shone directly on the compound: only then does it
become toxic specifically to the cancer cells. Neither
the compound nor the light has any effect on the body
on its own: the effect on the cancer cells comes from
the light generating oxygen free radicals from the
photo-sensitiser. Most importantly, PDT is a non-toxic
approach to cancer treatment, and in that, it is a
potential replacement to the current standard of care.

Photosoft/IVX-P02 also stimulates the body’s
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immune system to generate a positive immune
response to the cancer. That could potentially help to
control any recurrence of the disease. In combination
with immune-treatment, it could help to protect the
patient from the spread of cancer.

Invion hopes that the favourable side-effect profile will
position Photosoft/IVX-P02 as an early-stage
treatment, that could be used in all cancers, before
any other more invasive therapy such as
chemotherapy or surgery.

Important: This content has been prepared without
taking account of the objectives, financial situation or
needs of any particular individual. It does not
constitute formal advice. Consider the
appropriateness of the information in regard to your
circumstances.
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Buy, Hold, Sell – What the Brokers Say
by Rudi Filapek-Vandyck

 
Most of the action among securities analysts, so it
seems, is about deciding which share price
movement triggers a downgrade or upgrade in rating.
The share market itself has been hesitating about
which direction next, but underneath some of the
volatility that has risen to the surface lately might be
explained by some of the analysts’ decisions.

For the week ending Friday 22 March, FNArena
registered 7 upgrades for individual ASX-listed
entities, and 11 downgrades.

Worth pointing out: many of the upgrades have a
whiff of “surely this share price cannot stay this low
(or lower) forever” to it. Car leasing has two
representatives through SG Fleet and EclipX Group
among the week’s upgrades. Only two upgrades did
not move past Hold/Neutral.

On the negative side (downgrades), Sigma
Healthcare stands out with two downgrades, but there
are otherwise plenty of companies that released
financial results after the February reporting season.
More bad news means Wagners Holding is in there
too, as is Sydney Airport, and Cochlear.

A little more colour is visible in the table for positive
revisions to earnings estimates with Automotive
Holdings leading the pack (after months of
downgrades), followed by oOh!media, Megaport,
TPG Telecom, and New Hope Corp. Negative
revisions fell upon NextDC, Sigma Healthcare,
ExclipX Group, Nufarm, and Caltex Australia.

Bond markets and other macro-economic events
have investors’ attention as the end of March/Q1
approaches. This also implies local banks’ results
are drawing nearer too.

In the good books

1. ECLIPX GROUP LIMITED (ECX) was upgraded
to Buy from Neutral by Citi B/H/S: 2/2/0

The company has retracted prior guidance for net
profit to be broadly in line with FY18 and disclosed
that, for the five months to February, net profit was
down -42%. Notwithstanding the headwinds, Citi
believes EclipX is oversold and upgrades to Buy/High
Risk from Neutral. The broker expects an
improvement in the second half, amid some of the
commercial contract extensions ceasing, cost savings
being realised and the company’s normal skew to
the second half. Divestment of Grays and Right2Drive
has been flagged. Meanwhile, McMillan Shakespeare
(MMS) refused a request to extend the merger
negotiations deadline. Citi does not believe this will
be an end to consolidation, although it may result in
other interested parties entering the fray. The broker
reduces the target to $1.29 from $2.38.

2. HEALIUS LIMITED (HLS) was upgraded to Buy
from Hold by Deutsche Bank B/H/S: 3/2/1

Deutsche Bank notes market conditions have
become more challenging and this has led to a
downgrade to FY19 guidance. Still, the company is
making some progress in its transformation, in the
broker’s view. There is a high number of GP
additions as well as margin expansion in imaging.
Given the 16% total shareholder return implied by
forecasts the broker upgrades to Buy from Hold.
Deutsche Bank also expects the share price will be
supported if another takeover proposal is announced.
Target is $3.01.
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3. NUFARM LIMITED (NUF) was upgraded to Add
from Hold by Morgans B/H/S: 6/1/0

Cash flow in the first half was significantly worse than
Morgans expected and the company’s balance-sheet
position remains of concern. The extent of the
revision to guidance was also worse than the broker
expected. European acquisitions are now not
expected to achieve their original earnings guidance
until FY20. Yet, following severe weakness in the
share price the broker upgrades to Add from Hold.
Another tough half-year is anticipated and Morgans
acknowledges short-term catalysts are limited. Target
is reduced to $6.30 from $6.85. The broker believes
the current share price undervalues the existing
business and provides no value for the Omega-3
seeds project.

See downgrade below

4. RESMED INC (RMD) was upgraded to Buy from
Hold by Deutsche Bank B/H/S: 4/2/1

The second quarter result was weaker than Deutsche
Bank expected, although the core US sleep &
respiratory care market continues to grow at solid rate
of 9%. The broker notes sales weakness can be
attributed to rest-of-world devices because of a high
comparable period, and slower upgrades to
tele-monitored devices in France and Japan. The
broker believes the business has a large opportunity
to grow from the increased awareness and further
penetration of the sleep apnoea market. The broker
upgrades to Buy from Hold. Target is US$125.

In the not-so-good books

1. BRICKWORKS LIMITED (BKW) was
downgraded to Hold from Buy by Deutsche
Bank B/H/S: 0/4/0

First half earnings (EBIT) were ahead of Deutsche
Bank’s expectations, largely from
better-than-expected property earnings. While
remaining positive on the medium-term outlook for
property development, Deutsche Bank believes there
is unlikely to be significant revaluations from FY20
onwards. Investment in building products in North
America is likely to support earnings in the long-term,
although the broker also considers significant upside

is unlikely in that space in the next three years.
Deutsche Bank downgrades to Hold from Buy. Target
is $18.60.

 2. COCHLEAR LIMITED (COH) was downgraded
to Sell from Hold by Deutsche Bank B/H/S: 1/2/4

While services revenue growth remains strong,
Deutsche Bank expects growth will slow in the
second half as N7 upgrades move through the typical
product cycle. The broker also forecasts lower
expense ratios will be needed if the company is to
achieve the lower end of its FY19 guidance range. A
patent dispute with a competitor also looms, which
may lead to a large payment of damages. Rating is
downgraded to Sell from Hold. Target is $157.

3. ERM POWER LIMITED (EPW) was downgraded
to Hold from Add by Morgans B/H/S: 2/1/0

Since the company announced its first half result, it
has outperformed the broader market index. Morgans
believes share price strength has been principally
driven by the re-start of the share buyback and
increase in the dividend outlook. The broker
downgrades to Hold from Add, as a result of share
price strength. The company has reserved $60m for
investment in its energy solutions business in addition
to the $18m paid for Greensense, Lumaled and Out
Performers. However, while the segment contributes
$0.11 to valuation, Morgans points out it is yet to
develop a track record of earnings growth. The
company also highlights that the Oakey power station
will have increasing value by providing firming
capacity to offset the increasing penetration of
renewables into the Queensland generation mix.
Target is raised to $1.90 from $1.81.

4. NUFARM LIMITED (NUF) was downgraded to
Hold from Buy by Ord Minnett B/H/S: 6/1/0

Ord Minnett notes, while first half operating earnings
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were in line with expectations, the underlying net loss
of -$11.5m was below forecasts. The interim dividend
is suspended temporarily in order to manage cash
flow. A poor weather outlook in Australasia and
supply issues in Europe continue to dog the stock.
Glyphosate is also of concern, because of the recent
Bayer court case progressing to the second phase.
Ord Minnett reduces estimates for earnings by -30%
for FY19 and by -26% for FY20. This leads to a
downgrade to Hold from Buy and a reduced target,
cut to $4.50 from $7.25.

See upgrade above.

5. SIGMA HEALTHCARE LIMITED (SIG) was
downgraded to Sell from Neutral by UBS and to
Sell from Neutral by Citi B/H/S: 0/0/4

Underlying earnings (EBIT) were ahead of guidance
in FY19, although UBS notes earnings quality was
affected by restructuring costs and weak cash
conversion. The company has indicated FY20
underlying operating earnings (EBITDA) will be
$55-60m. UBS makes material upgrades to FY21-22
estimates, reflecting the incorporation of Project
Pivot. Project Pivot is the company’s $100m cost
reduction program, of which around $60m is expected
to come from the transition of Chemist Warehouse
and the remaining $40m from operating efficiencies.
The company is a quality operator but UBS does not
believe the stock warrants a premium to market.
Rating is downgraded to Sell from Neutral and the
target reduced to $0.45 from $0.58.

Post the release of FY19 financials, Citi has
downgraded to Sell/High Risk from Neutral/High Risk.
Price target falls to $0.52. The company’s guidance
towards more capex has led to reduced forecasts.
The analysts see the biggest risk to their Sell rating in
the potential of a higher bid to shareholders.
Otherwise, execution risks are seen as high, with
management aiming to take out $100m in costs out of
the business. The reported financials were labelled as
largely in-line. On adjusted basis, the operational
performance as actually a smidgen better than
expected, admit the analysts. Cash conversion,
however, was weak.

Earnings forecast

Listed below are the companies that have had their
forecast current year earnings raised or lowered by
the brokers last week. The qualification is that the
stock must be covered by at least two brokers. The
table shows the previous forecast on an earnings per
share basis, the new forecast, and the percentage
change.

The above was compiled from reports on FNArena.
The FNArena database tabulates the views of eight
major Australian and international stock brokers: Citi,
Credit Suisse, Deutsche Bank, Macquarie, Morgan
Stanley, Morgans, Ord Minnett and UBS. Important:
This content has been prepared without taking
account of the objectives, financial situation or needs
of any particular individual. It does not constitute
formal advice. Consider the appropriateness of the
information in regard to your circumstances.
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My Hot Stock – Bapcor (BAP)
by Maureen Jordan

 
Like

CMC Markets’ Chief Market Strategist, Michael
McCarthy likes Bapcor (BAP). “The automotive parts
distributor has a firm grip on both the retail and
wholesale distribution of car and truck parts through a
vertically integrated supply chain,” he says.

“Recent expansion into Japanese truck parts adds to
the dominance of the group.

“While the current P/E multiple around 17x isn’t
cheap, it may be justified by a higher long-term
growth rate, and the share price pull back from near
$8 to below $6 could be viewed as a buying
opportunity,” he adds.

Source: Google

Dislike

Michael doesn’t like Cochlear (COH). “Although
COH is an admirable business, its share price looks
potentially vulnerable,” he says.

“Trading on a P/E to growth multiple higher than 3x
means any missteps could see a severe reaction, and
there is emerging currency risk.

“COH’s bottom line is hurt by a rising Australian
dollar. Consensus at the moment is for further
currency falls, but a long history of rejecting levels
below 70US cents may mean it’s our dollar that

knocks COH lower,” he adds.

Source: Google

Important: This content has been prepared without
taking account of the objectives, financial situation or
needs of any particular individual. It does not
constitute formal advice. Consider the
appropriateness of the information in regard to your
circumstances.
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