Research Note - MagForce AG

MagForce AG*5a,6a,11
BUY
Target Price: 15.30 €
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Currency: EUR

Company profile
Sector: Medical Technology
Specialty: Cancer Treatment

Employees: 25 Status: 30/06/2018
Founded: 1997

Key information:
ISIN: DE000A0HGQF5
WKN: A0HGQF
Ticker symbol: MF6
Number of shares³: 26.34
Marketcap³: 160.43
EnterpriseValue³: 145.31
³ in € million
Transparency level:
Scale
Market segment:
Freiverkehr
Accounting standard:
HGB

Registered Office: Berlin
Executive Board: Dr. Ben J. Lipps, Prof. Dr. Hoda Tawfik,
Christian von Volkmann

By its own account, MagForce AG, located in Berlin, is a leading company in the field of nanomedicine with
a focus on cancer treatment. The NanoTherm® therapy developed by the company is said to be suitable for
the local treatment of almost all solid tumours. The treatment is based on heat that is created by the activation of injected super-paramagnetic nanoparticles. The components of this therapy, the medical devices
NanoTherm®, NanoPlan®, the thermometric catheter TK01, NanoActivator® with the thermometric unit are
certified across the EU for the treatment of brain tumours. The objective of the new cancer treatment is to
establish itself as a further pillar of cancer therapy alongside conventional treatment methods such as surgery, radiation and chemotherapy. According to available data, the NanoTherm therapy displays a promising degree of efficacy as well as being well-tolerated.

Financial year-end: 31/12.
Designated Sponsor:
Hauck & Aufhäuser

P&L in EURm
Sales

2017

2018e

2019e

2020e

2021e

2022e

0.72

0.79

8.58

52.44

104.20

121.20

EBITDA

-6.74

0.88

-7.67

-3.64

46.63

54.29

EBIT

-7.41

0.71

-7.84

-3.81

46.46

54.12

Net profit before minorities

-7.47

0.06

-8.71

-5.06

45.56

38.17

-0.28

0.00

-0.33

-0.19

1.73

1.45

201.82

183.93

16.94

2.77

1.39

1.20

EV/EBITDA

neg.

neg.

neg.

neg.

3.12

2.68

EV/EBIT

neg.

neg.

neg.

neg.

3.13

2.68

P/B before minorities

neg.

neg.

neg.

neg.

3.52

4.20
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**last research published by GBC:

26-28/10/2018: Eigenkapitalforum Frankfr

Date: Publication / Target Price in EUR / Rating
10/08/2018: RS / 15.80 / BUY
04/07/2018: RS / 15.80 / BUY

Date (time) of completion:
06/11/18 (5:25 pm)

06/03/2018: RS / 15.80 / BUY
24/08/2017: RS / 15.00 / BUY
** the research reports can be found on our website
www.gbc-ag.de or can be requested at GBC AG, Halderstr. 27, D-86150 Augsburg

Date (time) of first distribution:
07/11/18 (10:00 am)
Target price valid until: max.
31/12/2019

Note on research as a “minor non-monetary benefit” according to the MiFID II regulation: This research meets the requirements
for being classified as a “minor non-monetary benefit”. For more information, see the disclosure under “I. Research under MiFID II”
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O PER ATIVE DEVELOPM ENT 1 ST H ALF -Y E AR 2018
in Mio. €

1.HJ 2015

Sales
Total Income
EBIT
Net profit
Source: MagForce AG; GBC AG

1.29
3.69
0.36
0.53

1.HJ 2016

1.HJ 2017

1.HJ 2018

0.59
0.75
-3.38
-3.19

0.68
1.29
-3.00
-3.02

0.02
9.22
5.31
4.11

In the first half of 2018, MagForce AG made significant progress on the European roll-out
plan for the treatment of brain tumors by signing the first collaboration agreement with a
one of the most prestigious brain tumor treatment centers in Poland, negations with
Italian hospitals are ongoing. In the USA, MagForce received FDA Investigational Device
Exemption approval to conduct a clinical trial with NanoTherm therapy as Focal Ablation
Treatment for Intermediate Risk Prostate Cancer. Recruitment in the trial and patient
treatments are underway at the two trial sites, the CHRISTUS Santa Rosa Hospital Medical Center and the University of Washington. In Europe, the Company is pursuing
the strategy of an international roll-out of its own technology, mobile NanoActivator devices to the relevant cooperating hospitals. A mobile solution for the placement of the
treatment devices has been developed as part of this strategy. As a result, the first mobile NanoActivator should be installed in the clinic at the Medical University of Lublin
(Poland) by the end of the current financial year. A cooperation agreement was signed
with this clinic in June 2018. In addition to the 5 devices already installed in Germany,
the aim is to equip clinics in other countries, such as Italy or Spain, with mobile glioblastoma treatment solutions in order to get “closer” to patients.
Alongside the further intensification of commercial treatment for glioblastoma patients, at
the start of this financial year MagForce AG received approval from the FDA to carry out
a clinical study for the treatment of prostate cancer in the USA. The first patient was
recruited in July 2018, after the end of the reporting period. The study is still expected to
be completed in the second half of 2019 and the subsequent commercialisation phase
should take place in late 2019. The aim of the study is to demonstrate that prostate cancer that has reached the intermediate stage can be destroyed using NanoTherm treatment with minimal side effects.
At the current stage, commercial revenues are still low at €0.02 million (previous year:
€0.68 million) as expected. The fact that MagForce AG has nonetheless been able to
achieve a significant increase in earnings with a rise in EBIT of €5.31 million (previous
year: -€3.00 million) can be attributed to a one-off effect from the realisation of hidden
reserves. This was due to a transfer of shares in the US company MagForce USA to the
wholly owned German subsidiary MagForce USA Holding GmbH, which resulted in a
realisation of €8.78 million in hidden reserves. It is therefore a one-off, cash-neutral accounting effect.
In the current phase of the business, which is still characterised by very low commercialisation revenue, we attach greater importance to the analysis of the cash position. While
the liquidity outflow from operating business rose to -€4.01 million (-€3.15 million) owing
to the implementation of the above-mentioned measures, the cash flow from financing
activities remained high at €9.19 million (previous year: €10.29 million). This includes the
first tranche of the EIB (European Investment Bank) funding agreed in the last financial
year, which was paid out in January 2018 and amounted to approximately €10 million. In
accordance with the EIB funding agreement, MagForce AG will be able to take out loans
of up to €35 million in total over over the next three years, providing the Company with
sufficient means for the planned technology roll-out in Europe. Alongside this, the financing capacity of the US subsidiary MagForce USA was significantly increased by means
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of a capital increase of USD 9.0 million in August 2018. In our opinion, this should be
enough to fund both the European roll-out (glioblastoma) and the clinical study in the
USA (prostate).
As at 30 June 2018, liquid assets amounted to €5.33 million (31 December 2017: €0.67
million). These could be increased considerably with additional EIB tranches, thereby
significantly extending the cash reach.
Development of liquid assets (in €m)
9.27

9.15

5.33

1.39

31.12.13

31.12.14

31.12.15

0.61

0.67

31.12.16

31.12.17

30.06.2018

Source: MagForce AG; GBC AG

Forecasts and model assumptions
in €m
Sales
EBITDA
EBIT
Net profit before minorities
Source: GBC AG

2018e

2019e

2020e

2021e

2022e

2023e

2024e

2025e

0.79
0.88
0.71
0.06

8.58
-7.67
-7.84
-8.71

52.44
-3.64
-3.81
-5.06

104.20
46.63
46.46
45.56

121.20
54.29
54.12
38.17

135.40
60.72
60.55
42.38

155.60
69.78
69.61
48.73

180.41
80.74
80.57
56.40

Our previous estimates had assumed, in line with the Company guidance, a considerable increase in the operating loss compared to the 2017 financial year (see the research
study dated 25 May 2018). Due to the one-off income from the realisation of hidden
reserves, however, the Company will show a significant improvement in the operating
profit situation, and we have therefore raised the profit forecasts for the current 2018
financial year. Nonetheless, our DCF valuation model takes into account the fact that this
is due to a cash-neutral effect, and therefore does not affect our cash-flow-based model.
The forecasts for the coming financial years remain valid thanks to the continued positive
outlook and the confirmed approval schedule. The basis for this remains the planned rollout of NanoTherm technology in Europe, more specifically in Poland, Italy, Spain and
Germany. The mobile solution, which eliminates the need for permanent and relatively
costly installation in the treatment centres, has now been developed and the technical
requirements have been met. The readiness of the treatment centres to cooperate on the
deployment of MagForce technology should increase significantly, particularly because
of the associated reduction in risk for the user.
Another important aspect of the European roll-outs is the planned reimbursement of
costs by the insurance companies, as the treatment is currently still financed privately or
by individual request to the health insurance provider. Reimbursement studies are to be
carried out in this regard in the countries targeted, with low costs expected in each case.
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The approval process for prostate treatment, which is still expected to be completed in
the second half of 2019, is also proceeding as planned. Once the pivotal studies at the
two treatment centres in Seattle and San Antonio have begun, the first results could
even be published as early as in the first quarter of 2019. After an evaluation phase, we
expect the start of the commercial treatment towards the end of the coming financial year
2019. In parallel to this, MagForce AG is expected to include further hospitals in addition
to the two treatment centres that are currently part of the project, making timely, compre®
hensive treatment possible. In this regard, both the production of NanoTherm and the
®
significantly smaller NanoActivator devices required for prostate treatment are to be
promoted.
Forecast sales and EBITDA (in €m)
Sales

180.4

EBITDA

155.6
121.2

135.4

104.2
52.4
0.8 0.9

2018e

46.6

60.7

54.3

69.8

80.7

8.6
-7.7
2019e

-3.6
2020e

2021e

2022e

2023e

2024e

2025

Source: GBC AG

The conclusion of further cooperation agreements in Europe and the expected market
approval for the treatment of prostate cancer in the USA should lead to the generation of
the first significant revenues in the coming financial year. The Company should be able
to show a rapid increase in the sales volume in the 2020 financial year. This is based on
the inclusion of revenues in the US over the entire year and an expected rise in patient
requests in Europe.
According to our expectations, break-even on EBITDA level will only be achieved in
financial year 2021. In principle, we expect a relatively high level of profitability (EBITDA
margin: approx. 45%), as high economies of scale are likely to be achieved given stable
conditions. This forms the basis for our DCF valuation model.
Under the DCF valuation model, we have established a target price of €15.30 (previously: €15.80). The drop in the target price reflects the reduction in the participating interest
in the US subsidiary MagForce USA to 67.9% (previously: 76.9%). This dilutive effect
was caused by the capital increase of the subsidiary carried out in August 2018. Based
on the current share price of EUR 6.09, we are maintaining our BUY rating.
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ANNEX
I.
Research under MiFID II
1. There is a contract between the research company GBC AG and the issuer regarding the independent preparation and publication of
this research report on the issuer. GBC AG is remunerated for this by the issuer.
2. The research report is simultaneously made available to all interested investment services companies.
II.
Section 1 Disclaimer and exclusion of liability
This document is intended solely for information purposes. All data and information in this study come from sources that GBC regards
as reliable. In addition, the authors have taken every care to ensure that the facts and opinions presented here are appropriate and
accurate. Nevertheless, no guarantee or liability can be accepted for their correctness – whether explicitly or implicitly, In addition, all
information may be incomplete or summarised. Neither GBC nor the individual authors accept liability for any damage which may arise
as the result of using this document or its contents, or in any other way in this connection.
We would also point out that this document does not constitute an invitation to subscribe to nor to purchase any securities and must not
be interpreted in this way. Nor may it nor any part of it be used as the basis for a binding contract of any kind whatsoever. or be cited as
a reliable source in this context. Any decision relating to the probable offer for sale of securities for the company or companies
discussed in this publication should be taken solely on the basis of information in the prospectuses or offer documents which are issued
in relation to any such offer.
GBC does not provide any guarantee that the indicated returns or stated target prices will be achieved. Changes to the relevant
assumptions on which this document is based can have a material impact on the targeted returns. Income from investments is subject
to fluctuations. Investment decisions should always be made with the assistance of an investment advisor. This document cannot
replace the role of an advisor.
Sale outside the Federal Republic of Germany:
This publication, if sold in the UK, may only be made available to those persons who, in the meaning of the Financial Services Act 1986
are authorised and exempt, or persons as defined in section 9 (3) of the Financial Services Act 1986 (Investment Advertisement)
(Exemptions) Decree 1988 (amended version) and must not be transmitted directly or indirectly to other persons or groups of persons.
Neither this document nor any copy of it may be taken into, transferred to or distributed within the United States of America or its
territories and possessions. The distribution of this document in Canada, Japan or other jurisdictions may be restricted by law, and
persons who come into possession of this publication should find out about any such restrictions and respect them. Any failure to
respect these restrictions may represent a breach of the US, Canadian or Japanese securities laws or laws governing another
jurisdiction.
By accepting this document you accept all disclaimers of liability and the restrictions cited above.
You can find the details of this disclaimer/exclusion of liability at:
http://www,gbc-ag,de/de/Disclaimer,htm
Legal information and disclosures as required by section 85 of Securities Trading Act (WpHG) and Financial Analysis Directive
(FinAnV)
This information can also be found on the internet at the following address:
http://www,gbc-ag,de/de/Offenlegung,htm
Section 2 (I) Updates
A detailed update of the present analysis/analyses at any fixed date has not been planned at the current time. GBC AG reserves the
right to update the analysis without prior notice.
Section 2 (II) Recommendation/ Classifications/ Rating
Since 1/7/2006 GBC AG has used a 3-level absolute share rating system. Since 1/7/2007 these ratings relate to a time horizon of a
minimum of 6 to a maximum of 18 months. Previously the ratings related to a time horizon of up to 12 months. When the analysis is
published, the investment recommendations are defined based on the categories described below, including reference to the expected
returns. Temporary price fluctuations outside of these ranges do not automatically lead to a change in classification, but can result in a
revision of the original recommendation.
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The recommendations/ classifications/ ratings are linked to the following expectations:

BUY

The expected return, based on the derived target price, incl. dividend payments within the
relevant time horizon is >= + 10%.

HOLD

The expected return, based on the derived target price, incl. dividend payments within the
relevant time horizon is > - 10% and < + 10%.

SELL

The expected return, based on the calculated target price, incl. dividend payments within
the relevant time horizon, is <= - 10%.

GBC AG's target prices are determined using the fair value per share, derived using generally recognised and widely used methods of
fundamental analysis, such as the DCF process, peer-group benchmarking and/or the sum-of-the-parts process. This is done by
including fundamental factors such as e.g. share splits, capital reductions, capital increases, M&A activities, share buybacks, etc.
Section 2 (III) Past recommendations
Past recommendations by GBC on the current analysis/analyses can be found on the internet at the following address:
http://www.gbc-ag.de/de/Offenlegung.htm
Section 2 (IV) Information basis
For the creation of the present analysis/analyses publicly available information was used about the issuer(s) (where available, the last
three published annual and quarterly reports, ad hoc announcements, press releases, share prospectuses, company presentations,
etc.) which GBC believes to be reliable. In addition, discussions were held with the management of the company/companies involved,
for the creation of this analysis/these analyses, in order to review in more detail the information relating to business trends.
Section 2 (V) 1, Conflicts of interest as defined in section 85 of the Securities Trading Act (WpHG)
GBC AG and the analysts concerned hereby declare that the following potential conflicts of interest exist for the company/companies
described, at the time of this publication, and in so doing meet the requirements of section 85 of the Securities Trading Act (WpHG). A
detailed explanation of potential conflicts of interest is also listed in the catalogue of potential conflicts of interest under section 2 (V) 2.
In relation to the security or financial instrument discussed in this analysis the following possible conflict of interest exists:
(5a,6a,11)
section 2 (V) 2, Catalogue of potential conflicts of interest
(1) At the time of publication, GBC AG or a legal entity affiliated with it holds shares or other financial instruments in the company
analysed or the financial instrument or financial product analysed. (2) This company holds over 3% of the shares in GBC AG or a legal
person connected to them.
(3) GBC AG or a legal person connected to them is a market maker or designated sponsor for the financial instruments of this company.
(4) GBC AG or a legal person connected to them has, over the previous 12 months, organised or played a leading role in the public
issue of financial instruments for this company.
(5) a) GBC AG or a legal entity affiliated with it has concluded an agreement with this company or issuer of the analysed financial
instrument in the previous 12 months on the preparation of research reports for a fee. Under this agreement, the draft financial analysis
(excluding the valuation section) was made available to the issuer prior to publication.
(5) b) After receiving valid amendments by the analysed company or issuer, the draft of this analysis was changed.
(6) a) GBC AG or a legal entity affiliated with it has concluded an agreement with a third party in the previous 12 months on the
preparation of research reports on this company or financial instrument for a fee. Under this agreement, the third party and/or company
and/or issuer of the financial instrument has been given access to the draft analysis (excluding the valuation section) prior to publication.
(6) b) After receiving valid amendments by the third party or issuer, the draft of this analysis was changed.
(7) The analyst responsible for this report holds shares or other financial instruments of this company at the time of publication.
(8) The analyst responsible for this company is a member of the company's Executive Board or Supervisory Board.
(9) The analyst responsible for this report received or purchased shares in the company analysed by said analyst, prior to the time of
publication.
(10) GBC or a related legal party has closed an agreement with the underlying company regarding consulting services during the
previous 12 months.
(11) GBC or a related legal party has a significant financial interest in the analysed company, for example to get mandated by the
analysed company or to provide any kind of services (such as the organization of fairs, roundtables, road shows, etc.).
(12) At the time of the financial analysis, the analysed company is in a financial instrument or financial product (e.g. certificate, fund,
etc.) managed or advised by GBC AG or its affiliated legal entity.
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Section 2 (V) 3, Compliance
GBC has defined internal regulatory measures in order to prevent potential conflicts of interest arising or, where they do exist, to declare
them publicly. Responsibility for the enforcement of these regulations rests with the current Compliance Officer, Kristina Bauer, Email:
bauer@gbc-ag.de
Section 2 (VI) Responsibility for report
The company responsible for the creation of this/these analysis/analyses is GBC AG, with registered office in Augsburg, which is
registered as a research institute with the responsible supervisory authority (Federal Financial Supervisory Authority or BaFin MarieCurie-Str. 24-28, 60439 Frankfurt, Germany).
GBC AG is currently represented by its board members Manuel Hölzle (Chairman) and Jörg Grunwald.
The analysts responsible for this analysis are:
Cosmin Filker, Dipl. Betriebswirt (FH), Vice Head of Research
Marcel Goldmann, M.Sc, Financial Analyst
Other person involved:
Jörg Grunwald, Board member
Section 3 Copyright
This document is protected by copyright. It is made available to you solely for your information and may not be reproduced or distributed
to any other person. Any use of this document outside the limits of copyright law shall, in principle, require the consent of GBC or of the
relevant company, should the rights of usage and publication have been transferred.
GBC AG
Halderstraße 27
D 86150 Augsburg
Tel,: 0821/24 11 33-0
Fax,: 0821/24 11 33-30
Internet: http://www,gbc-ag,de
E-Mail: compliance@gbc-ag.de

7

