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(1m) (3m) (12m)

Price (A$) 0.15 0.16 0.15

Absolute (%) -13.79 -21.88 -16.67

Rel market (%) -14.14 -28.41 -19.61

Transdermal drug delivery technology that works 

Over the period since 2006 POH has demonstrated clinically that its TPM technology, 

based on phosphorylated Vitamin E, can transdermally deliver therapeutic doses of 

drugs that until now have had no transdermal option. With TPM patches working 

efficiently and without skin irritation or inflammation, there is the potential for POH to 

develop the world’s first patches for the analgesic drug oxycodone (which represents a 

>US$3bn market in the US alone), and for insulin (a US$14-15bn market globally). 

POH is also targeting a number of other drugs that are presently without transdermal 

options and where there are significant revenue opportunities. 

TPM/oxycodone on track to enter the clinic in 1Q2013 

In May 2012 Phosphagenics announced that its TPM/oxycodone patches had 

encountered a ‘minor patch crystallisation matter that commonly occurs during 

development that is normally resolved by optimising the ratio between solvent and 

adhesive in the formulation’. In order to fix this issue Phosphagenics advised that it 

had retained Labtec, a German developer of drug delivery technologies with expertise 

in opioid patch development. Labtec will become the patch’s European manufacturer, 

alongside 3M as the US manufacturer. We see drug crystallisation inn transdermal 

patches as a routine engineering matter and expect that Phosphagenics will be able to 

complete refinements to its TPM/oxycodone patch this year and initiate Phase III 

clinical work in 1Q2013. This would put the company on track to be filing for FDA 

approval in 2014. 

Investment view - Target price 40 cents, helped by 3M and 
Labtec 

We value POH at $0.42 base case and $0.79 optimistic case (was $0.39/$0.82) using 

a probability-weighted DCF valuation. Our 40 cent target price sits at around our base 

case valuation. As POH continues to move forward with its TPM technology we expect 

the stock to be re-rated by the market. 

  

Absolute Price  Earnings Forecast 

 

 
Year end 31 December 2010a 2011a 2012e 2013e 2014e 

Revenue (A$m) 5  3  4  10  77  

EBITDA (reported) (A$m) -14 -13 -8 -15 57 

NPAT (reported) (A$m) -11 1 -9 -14 58 

EPS (cps) -1.5 0.1 -0.9 -1.4 5.7 

EPS growth (%) N/A N/A N/A N/A N/A 

PER (x) N/A 102.5 N/A N/A 2.3 

EV/EBITDA (x) -10.3 -10.8 -18.4 -9.4 2.4 

Dividend (¢ps) 0  0  0  0  0  

Yield (%) 0.0% 0.0% 0.0% 0.0% 0.0% 

ROE (%) -29% 2% -14% -28% 53% 
 

SOURCE: IRESS  
SOURCE: BELL POTTER SECURITIES ESTIMATES 
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 Figure 1 – Major developments for POH since TPM became the company’s main focus in early 2004 

 

 SOURCE: POH, BELL POTTER SECURITIES 

 

 

 

 

“Clearly, our platform technology has widespread application for the safe, painless and effective delivery of many differing 

pharmaceutical compounds to patients” – Dr Esra Ogru on POH’s TPM drug platform, June 2005. Her opinion of six years ago has 

subsequently been proven correct.  
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POH – Developing an optimal oxycodone 
patch 

A Melbourne-based biotech company, Phosphagenics (ASX: POH) is commercialising a 

drug delivery technology called TPM, which is based on phosphorylated Vitamin E. TPM 

allows conventional pharmaceuticals usually delivered by injection or orally, to instead be 

delivered ‘transdermally’, that is, through the skin using gels or patches. With TPM patches 

working efficiently and without skin irritation or inflammation, we believe that POH has 

developed the first workable patch for the delivery of the narcotic analgesic oxycodone, 

opening up the potential to address a multi-billion dollar market. The technology has also 

been successfully applied to a number of other drugs including insulin, the painkiller 

lidocaine, the acne drug tretinoin and the anti-inflammatory diclofenac. 

TPM/oxycodone patch is headed towards Phase III in 1Q2013 

Phosphagenics has been marked back since March 2012. Since Phosphagenics’ 2012 

peak at 24.5 cents on 27 March the stock has come back considerably. We think this has 

mainly to do with the delay, of around three to six months, in initiating the upcoming pivotal 

trial for TPM/oxycodone. Phosphagenics had initially expected this to happen in 4Q2012. It 

now expects that it can happen in 1Q2013. 

 

 
Figure 2 - POH has been marked back because of its drug 

crystallisation problem 

 

 
 SOURCE: ASX, BELL POTTER SECURITIES 

 

A ‘minor patch crystallisation matter’. Phosphagenics announced in May 2012 that its 

TPM/oxycodone patch had encountered a ‘minor patch crystallisation matter that 

commonly occurs during development that is normally resolved by optimising the ratio 

between solvent and adhesive in the formulation’. In order to fix this issue Phosphagenics 

advised that it had retained Labtec
1
, a German developer of drug delivery technologies 

with expertise in opioid patch development. Labtec will become the patch’s European 

manufacturer, alongside 3M as the US manufacturer. 

                                                           
1
 Langenfeld, Germany, www.labtec-pharma.com. Labtec is a subsidiary of tesa, an adhesives maker (www.tesa.com), which in turn is owned by Beiersdorf (Hamburg, Germany, FWB: BEI, 

www.beiersdorf.com), the German maker of personal care products best known for the cosmetics brand Nivea. 
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Why drug crystallisation in patches can be a problem. Patches are designed to keep 

drugs in solution so that they can be easily absorbed through the skin and into the 

bloodstream. If a drug is difficult to solubilise, often there will be more drug inside the 

solvent than the chemistry can adequately handle, and the result is that some drug 

precipitates out of the drug as crystals
2
. If this happens, then less of the drug is available to 

be absorbed through the skin, causing the efficacy of the patch to vary: 

• The Belgian drug company UCB had this problem in June 2008 with its Neupro patch, 

which delivers a dopamine agonist called rotigotine for the treatment of Parkinson’s 

Disease
3
. After a withdrawal from the US market that patch didn’t regain FDA approval 

until April 2012. 

• We understand Phosphagenics’ drug crystallisation issue showed up months after the 

patches had been manufactured, indicating a long period of stability before drug 

dropped out of solution. That said, as UCB’s experience shows, any crystallisation is 

likely to be deleterious to the product’s clinical and regulatory chances, which was why 

Labtec was brought in. 

Crystallisation is relatively easy to fix. We surveyed the scientific literature and noted a 

long history of drug crystallisation problems being fixed. For example: 

• Lipp, working for Schering in Germany, found that differential scanning calorimetry
4
 

could be used to select the right crystallisation inhibitors for a patch to deliver sex 

steroids
5
. 

• Kotiyan and Vavia found that patches delivering the female sex hormone estradiol 

which were based on Eudragit - a drug-delivery polymer system from the German 

specialty chemical company Evonik
6
 - could avoid drug crystallisation by selecting the 

right Eudragit product and being judicious in terms of temperature and humidity
7
. 

• Cilurzo et. al. found that the choice of Eudragit product as polymer carrier was the 

principle way in which crystallisation could be avoided in a patch delivering the anti-

inflammatory drug ibuprofen
8
. 

• Jain
9
 and Banga found that polyvinylpyrrolidone was effective in inhibiting crystallisation 

in patches designed to deliver the blood pressure drug captopril and the contraceptive 

steroid hormone levonorgestrel
10

 

All this suggests to us that drug crystallisation in patches is an engineering problem rather 

than a basic research problem. The two Eudragit examples cited above are important 

because TPM/oxycodone is based on Eudragit
11

. 

Phosphagenics has spent over five years building expertise in transdermal patches, 

and work on the crystallisation problem will enhance this. Between 2002 and 2007 

Phosphagenics developed TPM as a transdermal gel. However by 2007, following on from 

its earlier work on morphine, the company had come to see the narcotic analgesic 

oxycodone as the candidate with the greatest commercial potential, since the drug had yet 

to be delivered transdermally but was a blockbuster in terms of the existing market. Opioid 

analgesics are however, drugs of abuse and making them available in gel form has the 

potential to facilitate such abuse. The clinicians therefore wanted to see a patch form of the 

drug where extraction of the active by addicts would be difficult. The company therefore 
                                                           
2
 As chemists used to say in the 1960s, "if you're not part of the solution, you're part of the precipitate!" 

3
 See www.neupro.com. 

4
 An analytic technique that measures differences in the amount of heat required to increase the temperature of a sample. 

5
 See J Pharm Pharmacol. 1998 Dec;50(12):1343-9. 

6
 Evonik was formerly known as Degussa – see www.evonik.com and http://eudragit.evonik.com. 

7
 See Eur J Pharm Biopharm. 2001 Sep;52(2):173-80. 

8
 See Eur J Pharm Biopharm. 2005 May;60(1):61-6. 

9
 Not Tanushree Jain but Dr Piyush Jain, then a student at Mercer University at Macon, Ga., working with Dr Ajay Banga. Jain is now at GSK. 

10
 See Int J Pharm. 2010 Jul 15;394(1-2):68-74. Epub 2010 May 9. 

11
 See two patent applications entitled Transdermal delivery patch (WO/2011/120084 and WO/2011/120070, both with a 30/3/2010 priority date). 

Phosphagenics now 
has over five years of 
transdermal patch 
delivery expertise 
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announced in March 2007 that it would create a TPM patch for oxycodone
12

. The last five 

years has seen Phosphagenics make a lot of progress. 

• 2009 – POH unveils its patch prototypes. POH’s patch development proved more 

difficult than expected. An initial effort to outsource the project didn’t go as planned, and 

in the end POH found it necessary to do the work in-house. Consequently the prototype 

patches weren’t unveiled to the market until May 2009. By that stage, however, POH 

had created both reservoir and matrix patches
13

, allowing extra licensing flexibility in 

terms of being able to offer what the prospective licensee wants. 

• 2010 – 3M, a world leader in patch technology, gets involved. POH announced in 

November 2010 that 3M, the Fortune 500 technology powerhouse famous for Post-It 

Notes and Scotch Tape, would be consulting to the oxycodone patch programme. We 

considered this announcement a major coup for POH since 3M, through its Drug 

Delivery Systems division, has been a major player in transdermal drug delivery since 

the 1970s, noted for its Latitude transdermal system, allowing multiple drugs and 

dosing schedules, and for products such as Bayer’s Climara estradiol patch for 

estrogen replacement, Noven’s Daytrana ADHD patch
14

 and Incline Therapeutics’ 

Ionsys fentanyl patch
15

. We understand 3M is choosy about which patch projects to get 

involved in. So 3M’s willingness to work with POH on oxycodone boded well. 

• 2011 - POH and 3M optimise TPM/oxycodone ahead of a return to the clinic. In 

2011, 3M created a much better oxycodone patch that was five times better in terms of 

its ability to deliver oxycodone through the skin. The new patch, for which optimisation 

was completed in September 2011, is now likely to be suitable for the treatment of 

strong ‘breakthrough’ pain. It has an extended wear profile making it suitable for once-

weekly or a similar application and it is smaller than Phosphagenics’ original patch. 

• 2012 - Phosphagenics reports good single-dose results. In November 2011 

Phosphagenics initiated a pharmacokinetic (PK) study of the 3M-optimised oxycodone 

patch. The trial was designed to examine the safety and sustained release drug 

delivery profile of the patch at single and multi-dosing and will aid in designing the 

larger Phase III trial. The first part of the PK trial examined the safety and sustained 

release drug delivery profile of the patch at single dosing over 72 hours. 

Phosphagenics’ investigators confirmed that the new patch was 4.5 times better than 

POH’s original patch in terms of its ability to deliver oxycodone through the skin, had an 

extended wear profile, and was 50% smaller in size to POH’s original patch. 

Where to from here? We expect that once the crystallisation issue has been fixed and 

other formulation adjustments completed, Phosphagenics will undertake the multi-dosing 

component of the PK study. Results from the entire PK study will aid in designing the larger 

Phase III trials, which we expect will initiate in 1Q2013 and complete by late 2013, putting 

the company on track to gain FDA approval in 2014. Phosphagenics expects that the 

Phase III trial will evaluate chronic pain over a 12 week period and will recruit patients from 

sites in Australia, Asia and USA. 

Chronic pain is a large and underserved market. We believe POH’s TPM/oxycodone 

patch is its main value driver, representing as it does a breakthrough product for a market 

worth >US$3bn in the US alone. As per the Centers for Disease Control and Prevention 

(CDC), an estimated 14% of the US adult population suffered from chronic pain for longer 

than three months. The current standard of care is opioid analgesics with Purdue 

Pharmaceuticals blockbuster Oxycontin, which has created a multi-billion market in the US. 

                                                           
12

 So as to be able to 1) bypass potential abuse issues, and 2) provide a more convenient delivery format. 

13
 A reservoir patch is one in which the drug is stored in a gel-type reservoir within the body of the patch, rather than spread through the material of the patch, as in a matrix patch. 

14
 See www.daytrana.com. This patch, which delivers methylphenidate, was developed by Noven Pharmaceuticals, a US subsidiary of the Japanese drug company Hisamitsu (TSE: 4530). It 

was distributed by Shire after FDA approval in 2006. Shire sold the rights back to Noven in 2010 for US$95m. 

15
 Ionsys was developed by the patch pioneer Alza, which gained FDA approval for it in 2006. It was sold by Alza/J&J to Incline Therapeutics (Redwood City, Ca., privately held, 

www.inclinethera.com) in 2010. The product is not currently marketed as Incline is working on a redesign. 

Phosphagenics’ 
patch, as optimised 
by 3M, has reported 
good PK data 
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• Consumption of oxycodone has risen 18% pa globally since the late 1990s, with 

countries other than the US having grown consumption at 28% pa
16

; 

• Demand growth continues to be strong in America. A recent report by the New York 

State Office of the Attorney General has noted marked increases in opioid analgesic 

prescriptions in the state – with total scripts up 36% between 2007 and 2010, and 

oxycodone in particular up a massive 82%
17

. The figures have been released as New 

York seeks to implement a system called I-STOP (Internet System for Tracking Over-

Prescribing) to combat prescription drug diversion. What the numbers suggest, 

however, is that legitimate oxycodone use is also on the rise, driven by an ageing 

population with higher incidence of chronic pain, particularly cancer pain, that can only 

by controlled by opioids.  

Oxycodone is more successful in the pain market due to being more potent than morphine 

(another opioid analgesic drug) with fewer side effects. However the potency of oxycodone 

has brought with it a large illegal market for oxycodone addicts, leading to an increasing 

need in the market for abuse resistant formulations of oxycodone. We believe the abuse 

resistance profile of the TPM/oxycodone patch combined with its sustained release efficacy 

profile and no gastrointestinal side effects makes it an ideal candidate to get regulatory and 

physician support as well as attract Big Pharma’s licensing interest. 

Phosphagenics has entered the cosmeceutical market in India 

A license for Intas Pharmaceuticals. In April 2012 Phosphagenics announced that it has 

entered into a licensing agreement with the Indian drug company Intas
18

 for manufacturing 

and distribution of three TPM-based anti-ageing cosmeceutical products in the Indian 

market. POH expects to receive an undisclosed royalty on net sales which we believe to be 

in single digits. We believe the deal is likely to also involve a small upfront payment to 

POH. Indian based Intas Pharmaceutical has an increasing global presence with ~60% of 

its revenue coming from the domestic business. It is the 12th largest pharmaceutical 

company in India with a 2.45% market share. Intas has established relationships with 

~3600 stockists in India, 32 exclusive sales depots, a sales team of >2,700 covering 

~1,50,000 doctors specializing in different therapeutic indications ranging from chronic 

therapy, CNS, diabetes, dermatology, gynaecology and pain management. Intas was the 

third generic company to launch the generic version of Sanofi Aventis’s cancer treatment 

Taxotere (Docetaxel) in the US. This agreement marks POH’s first foray into the rapidly 

growing Indian market for personal care products. The company intends to launch a whole 

line of dermatological products in India in future, if the launch of its anti-ageing products in 

the Indian market is successful. 

The Indian anti-ageing market a very lucrative opportunity for POH. The anti-ageing 

market in India is at a nascent stage with growth seen only over the last 4-5 years and as 

such forms a small part of the global anti-ageing health and appearance market. Though 

not huge in size the anti-ageing market in India is growing rapidly. A study by the 

Confederation of Indian Industry (CII) forecasted the anti-ageing market to be the second 

fastest growing category among consumer goods, growing at a rate of >30% in 2010-2011. 

The sector is expected to grow even further due to the following reasons: a) increase in 

awareness about ageing leading to an increase in dermatologists, hospitals, clinics offering 

treatment; b) increased attractiveness to dermatological companies with a number of 

domestic and international companies launching anti-ageing products; c) awareness of 

cosmeceutical products which are believed to give results through cosmetics backed by 

scientific research and technology and are able to command a premium price tag for it; d) 

                                                           
16

 Source: International Narcotics Control Board reports. 

17
 Source: Press release from New York Attorney General’s office from 12/1/2011 headlined ‘New Schneiderman Rx report reveals need for real-time database to address prescription drug 

crisis’. 

18
 Ahmedabad, Gujarat, India, privately held, www.intaspharma.com. Intas is controlled by the Chudgar family. 

Indian women are 
already beautiful but 
want to look even 
better 
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increase in disposable income of the younger population, e) increasing adoption of western 

lifestyle and f) the rising middle class income group of ~31 million expected to grow to ~53 

million by 2015-2016. We believe the Indian market for personal care products and anti-

ageing skincare and dermatology products in particular is a very lucrative growth 

opportunity for POH. 

Phosphagenics continues to make progress with its cosmetics 
business in Australia and Europe 

David Jones has been named a distribution partner for Elixia. Phosphagenics 

announced in May 2012 that its Elixia cosmeceutical product range along with the best 

seller BodyShaper anti-cellulite cream will soon be seen on the shelves of David Jones 

stores throughout Australia. In the domestic market, the products already retail through 

prominent health and beauty chains including leading department chain Myers, Priceline, 

TVSN (Foxtel shopping channel), Pulse pharmacies, Terry White Group and Symbion 

Pharmacy services since mid-2011. With the addition of David Jones to its retail 

distribution network POH is expected to have over 600 stockists in Australia. The products 

have had a strong uptake in the Australian market with reports of being ‘sold out’ as soon 

as they go on the shelves at Myers. We believe POH’s cosmeceuticals will get a similar 

reception and success through David Jones and view this domestic network expansion 

initiative to complement POH’s ongoing expansion of distribution for Elixia in the 

international markets. 

BodyShaper has launched in Europe. Phosphagenics announced in May 2012 that its 

best seller BodyShaper anti-cellulite cream from its BioElixia cosmeceutical product range 

will soon enter the UK market through the leading pharmacy-led health and beauty retail 

chain Boots UK. Boots will promote BodyShaper through its “Latest Finds” program 

designed to highlight innovative products. This launch marks POH’s first foray into the 

European market for personal care products. Boots UK is part of the international health 

and beauty group Alliance Boots. Alliance Boots was acquired in 2007 by US private equity 

giant Kohlberg Kravis Roberts (KKR) and the Italian billionaire Stefano Pessina. Boots has 

~2,500 stores ranging from local pharmacies, airport stores to premium health and beauty 

stores. Boots not only has extensive retail stores in UK, but also has a growing online 

market with its website being voted as the ‘best beauty website’ by The Sunday Times in 

May 2008. This is yet another example of POH’s strategy to use a multi-channel marketing 

strategy i.e. use online channels to market its products along with the traditional brick and 

mortar retail channel. We believe POH will follow the same strategy for the US market 

when it launches BioElixia in US later this year. Over the last six months POH has made 

great inroads in expanding distribution for its Elixia products both in the domestic market 

and internationally and we see this business increasing in value over time. 

1H2012 results 

In 1H2012 Phosphagenics sold $730,000 worth of cosmetic products, down 42% on 

1H2011. This result was due to a tougher retail climate in Australia in 2012. That said, we 

think recent distribution deals in other parts of the world can make for a better 2H2012. 

POH has $21.6m in cash at end of June 2012 (December 2011 was $27.2m). This 

means that POH is funded for Phase III with TPM/oxycodone. The Phase III will cost 

~A$18-20m and we think that POH has just about the cash to fund it at this stage, although 

we see a potential licensing deal in 1H2013 helping them to fund the cost of the trial. They 

have the option to fund it themselves and if Elixia sales pick up in the second half of this 

year, combined with interest income and further R&D tax incentive it may just put them in a 

position to license at a later stage. 

Phoshagenics had 
A$21.6m cash as at 
June 2012 

You can get 
Phosphagenics’ 
BodyShaper product 
at Boots in the UK 
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Changed earnings forecasts. With this result we have altered a number of factors in our 

model: 

• Cosmetics – We have previously envisaged cosmetics revenue rising from A$2.5m in 

CY11 to A$22m in CY14. This is not unreasonable given the market reach which the 

Watsons, Korean Drug and Boots allow for Elixia. We think sales will be driven by the 

Elixia BodyShaper product but we also look for a continual release of new products 

under the Elixia banner. However, the business is growing slower than expected. We 

now expect A$10m in sales by 2014, but we also expect lower marketing costs as 

Phosphagenics relies on less of its own marketing spend and more from its partners. 

• R&D costs – We have moved our trial expenditures related to TPM/oxycodone in CY13 

as a result of the delay to the Phase III work. This has the effect of reducing expected 

losses in CY12 and increasing them in CY13. 

• TPM/oxycodone revenues – We see TPM/oxycodone gaining FDA approval in early 

2014 allowing a mid-to-late 2014 launch. We look for an initial A$16m royalty 

contribution in that calendar year, based on a licensing deal which we think POH can 

secure now that the 3M and Labtec optimisation programmes are yielding the right 

patch. We have modelled a 10% royalty on net sales and TPM/oxycodone securing 

~5% of the global oxycodone market in its first year out. Previously for conservatism’s 

sake we had not included any upfronts or milestones on TPM/oxycodone. We now 

include a US$50m upfront for 2014. 

 

 Figure 3 – Changed earnings assumptions for POH 

 

CY12e 

New Old Change 

EBITDA ($m) -8 -18  -58.2% 

EBIT ($m) -10 -18  -43.4% 

NPAT ($m) -9 -17  -47.8% 

EPS -0.9 -17  -94.8% 

CY13e 

New Old Change 

EBITDA ($m) -15 -9  64.6% 

EBIT ($m) -15 -9  67.7% 

NPAT ($m) -14 -9  57.5% 

EPS -1.4 -0.8  73.6% 

CY14e 

New Old Change 

EBITDA ($m) 57 39  45.3% 

EBIT ($m) 56 11  413.1% 

NPAT ($m) 58 11  426.7% 

EPS 5.7 1  416.3% 

 

 SOURCE: BELL POTTER SECURITIES ESTIMATES 
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Valuing Phosphagenics 

Changed valuation  

Target price remains 40 cents. Adjusting slightly for cash and number of shares, as well 

as moving forward our assumptions on TPM/oxycodone upfronts, we now value POH at 

$0.42 base case and $0.79 optimistic case (was $0.39/$0.82) using a probability-weighted 

DCF valuation. Our target price of 40 cents sits at around our base case valuation. 

Valuing cosmetics. We had previously valued POH’s cosmetics business by taking our 

forecast EBITDA for that business in 2014 (A$4m) and placing it on EV/EBITDA multiple of 

4x (base case) and 7x (optimistic case). With this result we remove that valuation. The 

value from cosmetics at this stage is primarily that it cuts POH’s burn rate while the 

company focuses on the main game, which is TPM/oxycodone. 

 

 Figure 4 – Key parameters for valuing TPM 

 

         
 

Product 

Sales at 
maximum 

growth 
rate - 
base 

(USDm) 

Sales at 
maximum 

growth 
rate - 

optimistic 
(USDm) 

POH 
remaining 

expenditure  
- base 

(USDm) 

POH 
remaining 

expenditure 
- optimistic 

(USDm) 
Royalty 

- base 
Royalty - 

optimistic 

Upfronts 
and 

milestones 
- base 

(USDm) 

Upfronts 
and 

milestones 
- 

optimistic 
(USDm) 

Year 
of 

launch 

Oxycodone (100%) 300 400 20 10 10% 13% 100 200 2014 

Insulin (100%) 500 800 0 0 10% 13% 100 200 2016 

Diclofenac (100%) 100 200 10 5 8% 10% 50 100 2016 

Lidocaine (100%) 200 300 20 10 8% 10% 50 100 2016 

Tretinoin (100%) 75 150 20 10 8% 10% 25 50 2018 
 

 

 SOURCE: BELL POTTER SECURITIES ESTIMATES 

 

We value POH on the basis of potential licensing deals for TPM. For our core valuation 

of POH we took five drug delivery programmes which the company has worked on since 

mid-2006 for TPM, and valued each using a probability-weighted DCF methodology where 

we assumed dates in which products enter late stage trials and gain regulatory approval. 

We also: 

• modelled each product using certain notional sales levels reached at the point of 

maximum sales growth in year 3, after which sales only rise 5% pa (see chart below 

for an example). We feel we have been conservative here, assuming, for example, 

only 10% penetration of the oxycodone market and 5% of the insulin market; 

• estimated in each case the milestone and royalty payments that could be realised; 

• applied various probability assumptions, which give the products a roughly 1-in-3 

chance of clinical success; 

• calculated the NPV of the resulting cash flow at a 25% discount rate and adjusted for a 

30% tax rate; and 

• converted the resulting valuations back to AUD at an AUDUSD exchange rate of 0.85. 

The various valuation parameters used are laid out above. 
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Figure 5 – Our valuation of POH  Figure 6 - Assumed sales profile for TPM/oxycodone 

Base case Optimistic case 

Insulin and Oxycodone ($m) 328.1 572.5 

Other drug delivery programmes ($m) 77.2 215.0 

Cosmetics ($m) 0.0 0.0 

Cash now ($m) 21.6 21.6 

Cash from options ($m) 1.4 1.4 

Total value ($m) 428.2 810.5 

Total diluted shares on issue 1029.6 1029.6 

Value per share $0.42 $0.79 

Valuation midpoint $0.60 

Share price now $0.125 

Upside 381.2% 

 

 

 

SOURCE: BELL POTTER SECURITIES ESTIMATES  SOURCE: BELL POTTER SECURITIES ESTIMATES 

We assume no further capital needs to be raised, with partnering deals for oxycodone 

and other indications plus revenue streams from cosmeceuticals providing funding beyond 

this point. 

A licensing deal has the potential to be lucrative. We see strong potential for 

TPM/oxycodone to be licensed to Big Pharma or Specialty Pharma companies given the 

clinical data to date, the large markets being targeted, and the patient-friendly nature of 

TPM patches. Recent history suggests that such a deal can be lucrative, with upfronts and 

milestones in the order of US$100-200m for products with large market appeal, as well as 

royalties. 

News flow is strong 

Over the next year or so we expect that POH will be a fairly busy company, announcing: 

• results from the multi-dosing component of the PK study for TPM/oxycodone; 

• an IND filing with the FDA for Phase III trial for TPM/oxycodone in 4Q2012; 

• initiation of the Phase III for TPM/oxycodone in 1Q2013; 

• a potential licensing deal for TPM/oxycodone in 2013; 

• an update on sales success of Elixia in Asia and expansion by launch through new 

outlets and in new markets including Europe; 

• launch of BioElixia in the US; 

• initiation of a Phase II study for TPM/tretinoin patch for acne; 

• an update on formulation development and dose optimisation work with Novartis 

Animal Health for insulin in companion animals; 

• licensing of its TPM/diclofenac for other global markets; 

• a potential licensing deal with a dermatology company to explore TPM for delivery of 

molecules in the cosmetics space. 
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The risks 

Biotechnology is high risk, high return 

The stocks of biotechnology companies without revenue streams from product sales or 

ongoing service revenue should always be regarded as speculative in character. Since 

most biotechnology companies in Australia fit this description, the speculative moniker also 

applies to the entire sector. The fact that biotechnology's intellectual property base lies in 

science not generally regarded as accessible to the layman adds further to the riskiness 

with which biotechnology ought to be regarded. Investors are advised to be cognisant of 

this risk before buying any Australian biotech stock, including POH. 

POH is not without risk 

We see five major risks specifically related to POH as a company and a stock: 

1 Clinical risk – There is the risk that POH’s planned clinical trials in oxycodone 

delivery and other applications could fail to reach their endpoints; 

2 Timing risk – There is the risk that POH could take much longer to complete its trials 

than the timing we have postulated in this note, possibly because of slow recruitment; 

3 Partnering risk – There is the risk that POH’s prospective partners may strike too 

hard a bargain for POH shareholders to enjoy a strong return; 

4 IP risk – There is the risk that POH could find itself locked in dispute over patent 

infringement should its science be found to lean too heavily on unrelated or unlicensed 

predecessor science; and 

5 Burn rate – The company has raised $86m in equity capital over the last eight years 

and burned around $870,000 a month in the year to June 2011. There was $21.6m 

cash at June 2012. There remains the risk that POH may have to make further capital 

raisings to fund its burn rate in the future, and some of these raisings may take place 

when pharmaceutical and biotech stocks are out of favour. 

Figure 7 - POH has raised $86m in equity capital since early 2004  Figure 8 – POH’s peak popularity was early 2007 

 

 

SOURCE: POH, IRESS  SOURCE: POH, IRESS 
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Ten reasons to look at POH 

1 POH has a strong technology offering. POH’s TPM technology, which is based on 

the ability of phosphorylated Vitamin E to cross the skin, has been successfully 

adapted to the delivery of a range of drugs, which have worked well in Phase I clinical 

trials. The company’s gels and patches are notable for the speed and safety of drug 

delivery and the lack of skin irritation. 

2 Large markets are being addressed. The markets for the products to which TPM 

has been adapted are large. For example, lidocaine enjoys US$1.2bn in global sales, 

tretinoin US$300m and diclofenac US$700m. Meanwhile with Big Pharma seeking to 

grow existing drug franchises in the face of lower new drug approval rates and strong 

generic competition, the licensing demand for new drug delivery solutions is strong. 

3 Oxycodone and other painkillers provide the potential for a big near-term 

payday. Clinical data to date has shown that POH now has the first patch in the world 

to deliver oxycodone, which represents a >US$3bn market in the US alone. Another 

painkiller called fentanyl, when it became patch-deliverable, boosted sales for J&J 

eighty-fold over a 15 year period. While POH’s oxycodone breakthrough positions the 

company for a good licensing deal, it also opens up development of other patches for 

narcotic analgesics that have yet to be patch-delivered. 

4 Lead time to market is short, with regulatory filings expected for 

TPM/oxycodone in 2014. The regulatory process for getting a drug delivery 

technology approved is substantially faster than for new drugs (ie < 3 years), with 

clinical trials in many instances being performed in months rather than years. 

Consequently, we see the ability for POH to license TPM/oxycodone by next year. 

With TPM/oxycodone moving to a Phase III trial in 1Q2013, we expect that POH can 

be talking to potential licensees in 2013 and filing for FDA approval in 2014. 

5 Low cost of clinical development. POH estimates that it has spent only around 

$400,000-$500,000 on the 20-subject Phase I trial of its oxycodone patch which 

completed in February 2010. A PK study followed by a Phase III efficacy study for 

TPM/oxycodone is expected to cost only A$18-20m depending on the size of the 

study. We see these low costs as heightening POH’s chances of commercial success. 

6 Insulin provides the blue sky. POH has managed to get its insulin patch to work. 

This opens up a ~US$6bn global market for ‘basal’ insulin not as yet being addressed. 

7 Potential for rising cosmeceutical sales revenue. The company has created some 

Vitamin E-based cosmeceuticals which are now retailing at high-end department 

stores in the US (Métier Tribeca), in department stores and pharmacies in Australia, 

UK and Asia (Elixia/BioElixia), and online. We see this business growing strongly over 

the next three years. 

8 News flow is good. 2012 and 2013 will be a strong period for news from POH. 

9 Strong leadership. We have a high regard for the POH management team led by 

joint CEOs Harry Rosen and Dr Esra Ogru. Harry Rosen helped foster Betatene, 

which became the world’s largest producer of natural beta carotene, in the 1980s and 

1990s before it was sold in 1995 to the German company Henkel, resulting in a large 

gain for long-term shareholders. Esra Ogru, a biochemist by background, has 

overseen much of the technological and clinical development of TPM. 

10 POH is undervalued on our numbers. We value POH at $0.42 base case and $0.79 

optimistic case using a probability-weighted DCF valuation. As the near-term nature of 

TPM/oxycodone becomes apparent, helped by the emergence of further clinical and 

pre-clinical data, we expect POH to be re-rated by the market. 

POH has created the 
world’s first 
oxycodone patch 

POH also has a 
potential insulin 
patch 

Time to market for 
POH’s products is 
less than 3 years 
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Phosphagenics 

COMPANY DESCRIPTION 

The Melbourne-based Phosphagenics (POH) is an early stage biotechnology company 

commercialising a drug delivery technology known as TPM, which allows drugs that 

previously could only be injected to be delivered transdermally in gel or patch form. We see 

potential for TPM to be licensed for use in delivering the analgesic drug oxycodone while a 

number of other drugs, including insulin, the acne drug tretinoin and the anti-inflammatory 

diclofenac, have also shown promise using TPM. 

INVESTMENT STRATEGY 

We see a payoff to shareholders arising from favourable clinical outcomes, followed by a 

licensing of the technology to pharmaceutical and biotechnology companies looking to 

expand their product range. We see the move into late stage clinical trials of 

TPM/oxycodone as important to this process. 

VALUATION 

We value POH at $0.42 base case and $0.79 optimistic case using a probability-weighted 

DCF approach. Our target price of 40 cents sits at around our base case valuation. We 

assume that POH can be re-rated by the market as the near-term nature of 

TPM/oxycodone becomes apparent, helped by the further emergence of clinical and pre-

clinical data. 

RISKS 

We see the main risk in POH as being clinical risk – ie that products fail to perform in 

human trials. Another major risk facing the company is that prospective licensing partners 

may drive too hard a bargain for POH shareholders to enjoy a strong return. A third 

significant risk is burn rate. At June 2012 POH had $21.6m cash but had burned around 

$690,000 per month since early 2004 when it began to focus solely on development of 

TPM. The company has raised $86m since 2004. 
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Phosphagenics 
as at 13 September 2012 

Recommendation Buy, Speculative 

Price $0.125 

Target (12 months) $0.40 

Table 1 - Financial summary 

 
 

SOURCE: BELL POTTER SECURITIES ESTIMATES 

Phopshagenics (POH) Share price (A$) $0.125

As at 13 September 2012 Market cap (A$m) 127.5

Profit and Loss Valuation data

Y/e December 31 (A$m) 2010a 2011a 2012e 2013e 2014e Y/e December 31 2010a 2011a 2012e 2013e 2014e

Revenue 5 3 4 10 77 Net prof it ($m) -11.3 1.1 -8.9 -14.2 57.9

EBITDA -14 -13 -8 -15 57 EPS (c) -1.5 0.1 -0.9 -1.4 5.7

Depreciation 0 0 0 0 0 EPS growth (%) N/A N/A N/A N/A N/A

Amortisation 0 0 -2 0 0 P/E ratio (x) N/A 98.6 N/A N/A 2.2

EBIT -14 -13 -10 -15 56 CFPS (c) -1.0 -1.0 -0.8 -1.3 5.6

Net interest Expense 0 0 1 1 1 Price/CF (x) -11.9 -12.0 -15.4 -9.3 2.2

Pre-tax prof it -14 -13 -9 -14 58 DPS ( c ) 0.0 0.0 0.0 0.0 0.0

Tax 2 14 0 0 0 Yield (%) 0.0% 0.0% 0.0% 0.0% 0.0%

Reported Net Profit -11 1 -9 -14 58 Franking (%) 0% 0% 0% 0% 0%

Less minority interests 0 0 0 0 0 EV/EBITDA -9.9 -10.4 -17.8 -9.0 2.4

Net profit to shareholders -11 1 -9 -14 58 EV/EBIT -9.6 -10.2 -13.1 -8.8 2.4

Cashflow Share price now $0.125

Y/e December 31 2010a 2011a 2012e 2013e 2014e Target price (12 mth): $0.400

NPAT plus discontinued ops. -11 1 -9 -14 58 Premium (discount) to price 220.0%

Non-cash items 6 1 3 1 1 Recommendation: Buy

Working capital -3 -12 -3 0 -1 Risk Rating Speculative

Other operating cash flow 0 0 0 0 0 Profitability ratios

Operating cashflow -8 -9 -8 -14 57 Y/e December 31 2010a 2011a 2012e 2013e 2014e

EBITDA/revenue (%) N/A N/A N/A N/A 73.4%

Capex 0 0 0 0 0 EBIT/revenue (%) N/A N/A N/A N/A 73.1%

Investments 0 1 0 0 0 Return on assets (%) -21.0% 1.4% -13.3% -26.8% 51.8%

Other investing cash flow 0 0 0 0 0 Return on equity (%) -28.9% 1.5% -13.7% -27.8% 53.0%

Investing cashflow 0 1 0 0 0 Return on funds empl’d (%) -28.9% 1.5% -13.7% -27.8% 53.0%

Dividend cover (x) N/A N/A N/A N/A N/A

Change in borrow ings 0 0 0 0 0 Effective tax rate (%) 16.9% 108.7% 0.0% 0.0% 0.0%

Equity raised 0 33 0 0 0

Dividends paid 0 0 0 0 0 Liquidity and leverage ratios

Other f inancing cash f low 0 0 0 0 0 Y/e December 31 2010a 2011a 2012e 2013e 2014e

Financing cashflow 0 33 0 0 0 Net debt/(cash) ($m) -3 -27 -19 -5 -63

Net debt/equity (%) -7.0% -37.3% -29.4% -10.5% -57.2%

Net change in cash -8 24 -8 -14 57 Net interest cover (x) N/A N/A N/A N/A -37.6

Current ratio (x) 4.0 8.5 13.0 5.2 27.2

Cash at end of period* 3 27 19 5 63
*  I nc l ude s e f f e c t  of  e x c ha nge  r a t e  

f l uc t ua t i ons on c a sh ba l a nc e

Free cash flow -8 -9 -8 -14 57

Interims

Balance sheet Y/e December 31 ($m) 2H10a 1H11a 2H11a 1H12a 2H12e

Y/e December 31 2010a 2011a 2012e 2013e 2014e Revenue 0 1 1 1 3

Cash 3 27 19 5 63 EBITDA -13 -4 -8 -4 -3

Current receivables 0 2 3 3 4 Depreciation 0 0 0 0 0

Inventories 1 1 1 1 2 Amortisation 0 0 0 -2 0

Other current assets 0 0 0 0 0 EBIT -13 -4 -9 -7 -3

Current assets 4 31 23 10 69 Net interest Expense 0 0 0 1 1

Pre-tax profit -13 -4 -8 -6 -3

PPE 1 1 1 1 1 Tax 2 0 14 0 0

Non-current receivables 0 0 0 0 0 Reported Net Profit -11 -4 5 -6 -3

Intangible assets 47 45 42 42 42 Less minority interests 0 0 0 0 0

Other non-current assets 2 0 0 0 0 Net profit to shareholders -11 -4 5 -6 -3

Non-current assets 50 46 43 43 43

Total assets 54 77 67 53 112

Payables 1 3 1 2 2

Debt 0 0 0 0 0

Provisions 0 0 0 0 0

Other liabilities 14 0 0 0 0

Total liabilities 15 4 2 2 3

Shareholders’ equity 39 73 65 51 109

Minorities 0 0 0 0 0

Total shareholders funds 39 73 65 51 109

Total funds employed 54 77 67 53 112

W/A shares on issue 762 872 1,020 1,020 1,020
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 Bell Potter Securities Limited  
ACN 25 006 390 7721 

Level 38, Aurora Place 
88 Phillip Street, Sydney 2000 

Telephone +61 2 9255 7200 
www.bellpotter.com.au 
 
 

 

 Recommendation structure 

 Buy: Expect >15% total return on a 

12 month view. For stocks regarded 

as ‘Speculative’ a return of >30% is 

expected.  

Accumulate: Expect total return 

between  5% and 15% on a 12 month 

view. For stocks regarded as 

‘Speculative’ a return of between 5% 

and 30% is expected.  

 Hold: Expect total return between -5% 

and 5% on a 12 month view  

 Reduce: Expect total return between -

15% and -5% on a 12 month view 

 Sell: Expect <-15% total return on a 

12 month view 

 Speculative Investments are either start-up 

enterprises with nil or only prospective 

operations or recently commenced 

operations with only forecast cash flows, or 

companies that have commenced 

operations or have been in operation for 

some time but have only forecast cash 

flows and/or a stressed balance sheet. 

Such investments may carry an 

exceptionally high level of capital risk and 

volatility of returns.  
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The following may affect your legal rights. Important Disclaimer: 

This document is a private communication to clients and is not intended for public circulation or for the use of any third party, without the prior approval of Bell Potter Securities 
Limited. This is general investment advice only and does not constitute personal advice to any person. Because this document has been prepared without consideration of any 
specific client’s financial situation, particular needs and investment objectives (‘relevant personal circumstances’), a Bell Potter Securities Limited investment adviser (or the 
financial services licensee, or the representative of such licensee, who has provided you with this report by arraignment with Bell Potter Securities Limited) should be made 
aware of your relevant personal circumstances and consulted before any investment decision is made on the basis of this document.  

While this document is based on information from sources which are considered reliable, Bell Potter Securities Limited has not verified independently the information contained 
in the document and Bell Potter Securities Limited and its directors, employees and consultants do not represent, warrant or guarantee, expressly or impliedly, that the 
information contained in this document is complete or accurate. Nor does Bell Potter Securities Limited accept any responsibility for updating any advice, views opinions, or 
recommendations contained in this document or for correcting any error or omission which may become apparent after the document has been issued. 

Except insofar as liability under any statute cannot be excluded. Bell Potter Limited and its directors, employees and consultants do not accept any liability (whether arising in 
contract, in tort or negligence or otherwise) for any error or omission in this document or for any resulting loss or damage (whether direct, indirect, consequential or otherwise) 
suffered by the recipient of this document or any other person.  

Disclosure of interest: 

Bell Potter Limited, its employees, consultants and its associates within the meaning of Chapter 7 of the Corporations Law may receive commissions, underwriting and 
management fees from transactions involving securities referred to in this document (which its representatives may directly share) and may from time to time hold interests in 
the securities referred to in this document.  

 

 

 


