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Strategic partnership with Daiichi Sankyo in Her2-positive cancers
AstraZeneca gets access to an interesting asset

Market Data

Daiichi-Sankyo (DS) and AstraZeneca (AZ) have signed an agreement under which
they will cooperate on the joint development and commercialization of an antibodydrug conjugate called trastuzumab deruxtecan, whose construct is quite similar to
Kadcyla (trastuzumab emtansine) i.e. whereby trastuzumab acts not only as an
antibody but also as a carrier to bring a chemotherapeutic agent to the tumour site.
Daiichi-Sankyo has so far developed the drug in various HER2-positive cancers, of
course starting with breast cancer where incidence is the greatest. Some quite
impressive results have been made public in 2017 and 2018: in very heavily
pretreated patients with HER2-positive advanced or metastatic breast cancer (BC),
already treated at least by Herceptin and Perjeta and for most with Kadcyla too,
trastuzumab deruxtecan showed DCR of about 95%, ORR of 56% and a median PFS of
10.3 months in the HER2-positive cohort of those having received Kadcyla.
The drug has received BTD by the FDA for the specific setting of HER2+ advanced BC
patients after Herceptin, Perjeta and Kadcyla where there are very few options.

Bloomberg / Reuters

A rich deal funded by an equity placement

EBIT

AZ will pay DS USD1.35bn upfront, 50% immediately and 50% 12 months later.
Further contingent payments include USD3.8bn of regulatory and development
milestones and USD1.75bn of sales-related milestones. From now on, costs and
profits will be equally shared although DS will book US and some European sales and
AZ sales in rest of the world, except Japan where the first will keep exclusive rights.
Surprisingly because it is quite uncommon, AZ will fund the transaction through an
equity placement of approximately USD3.5bn, more than half of whose proceeds will
be used specifically for it. The terms will be disclosed during the day.
An easy reference to assess how big the drug can be is to take Kadcyla, whose sales
reached close to USD1bn in 2018. However, it is still growing and with KATHERINE
data should come close to USD2bn at peak. The plan with DS and AZ is to develop
trastuzumab deruxtecan is various tumour types, including breast, but also in gastric
cancer (where Herceptin works but Kadcyla is not), in NSCLC and in CRC (where
HER-2 positivity is much less frequent but where a topoisomerase-1 inhibitor makes
sense). The strategy does not seem to target direct competition against Roche, but
to expand use of HER-2 targeting agents well beyond their existing presence. In
breast only, epidemiology data suggest that patients going 3L-4L represent more
than half of those eligible for Herceptin in 1L. We would like to see more data
outside breast cancer (maybe in combination with durvalumab?) before including
sales in our model but BC and gastric cancer can be sufficient to make the drug a
blockbuster in our view.

% Change

We expect small EPS dilution in 2019 & 2020 and accretion after
AZ says that the deal will be earnings neutral in 2019, but considering the equity
placement, it cannot be but EPS dilutive. However, the guidance is unchanged
meaning that AZ’s underlying business is strong enough to offset the impact, which
is obviously very good news. First filing should take place in H2 2019. AZ suggests
accretion as early as 2020 which seems optimistic to us.
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Positive opinion for a stock where we expect a favourable performance in absolute terms over a period of 6 months from the
publication of a recommendation. This opinion is based not only on the FV (the potential upside based on valuation), but also
takes into account a number of elements that could include a SWOT analysis, momentum, technical aspects or the sector
backdrop. Every subsequent published update on the stock will feature an introduction outlining the key reasons behind the
opinion.
Opinion recommending not to trade in a stock short-term, neither as a BUYER or a SELLER, due to a specific set of factors.
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