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We recently met with the divisional management of one of Instem’s
businesses – Informatics. Despite its relatively small scale, the unit has an
interesting platform, is experiencing significant growth, and some of its
services offer both material cost savings and process improvements to
major players in the pharma market. It therefore offers Instem a greater
degree of value than might be apparent simply by looking at its current scale
– today’s RNS highlights informatics order intake up c60% YoY to £0.84m
during the first nine months of 2019. This note summarises the mediumterm potential of the unit, both in its own right, and to Instem as a whole.
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▪ What is Informatics? Informatics in this context relates to analysis of
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available information to assess the effects that may result from a given
drug intervention, or an attempt to alter a given gene function. Instem’s
Informatics business is the focal area for the group’s growing in-silico (i.e.
computational) drug R&D offerings. In the complex, risky and expensive
world of drug development, decisions need to be powered by the best
quality intelligence. Instem’s data collection seeks to provide high quality
data to clients – helping optimise their in-vitro (tests on isolated tissues
and cells) and in-vivo (tests in animals and humans), which are essential
to progress a new drug through the heavily regulated R&D process.
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▪ What is Instem’s involvement? Instem acquired BioWisdom in 2011 and
has been steadily evolving the service suite and the software platform,
which now provides a broad range of customers with market-leading
solutions in the informatics area. The majority of revenues relate to the
delivery of a gene- or drug target specific “Target Safety Assessment”,
which, in a similar way to Instem’s SEND offering, is essentially a
technology-enabled outsourced services offering.

▪ Today’s news, and how might the business evolve? The division is seeing
good levels of commercial traction, winning the majority of all business
quoted for. Total order numbers were up 90% YoY for the first nine
months of 2019. The unit is evolving towards a potential mix of services
(delivery of safety assessment reviews). There are many applications of insilico R&D approaches, with almost limitless opportunities to grow this
area of Instem both organically and acquisitively.
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▪ Why is it interesting at group level? Informatics brings Instem into
contact with customers at an early stage in the drug development process,
which is useful in terms of client relationships and the “presence” of the
group within the pharma and CRO markets.
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FYE DEC (£M)

2017

2018

2019E

2020E

2021E

Revenue

21.7

22.7

25.7

28.1

30.2

Adj EBITDA

2.4

4.1

4.9

6.0

6.5

Fully adj PBT

1.6

3.0

3.4

4.4

4.9

Fully adj EPS

11.0

15.5

17.5

21.5

23.3

EV/Sales

2.5x

2.4x

2.1x

2.0x

1.8x

EV/EBITDA

22.7x

13.6x

11.3x

9.2x

8.5x

PER

32.6x

23.2x

20.6x

16.8x

15.4x

Source: Company Information and Progressive Equity Research estimates
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Informatics – background on the discipline
Informatics is “the identification, extraction and analysis of actionable information”.
Instem’s Informatics business provides technology-enabled informatics services to the
pharma R&D sector. Via the collection, aggregation and presentation of high-quality data
from multiple sources, Instem’s Informatics business seeks to help clients optimise
therapeutics by supporting translational medicine – bringing together information from
research, development and clinical practice
The human genome is becoming steadily better-understood, and many modern drugs
attempt to either “augment (increase) or “attenuate” (decrease) the activity of a specific
gene. There are some 24,000 such genes, or “targets”, each one with different potential
for assisting with treatment of disease, but each one also with particular potential for
damaging side-effects. Some side effects may be acceptable (especially for more-serious
disease types) but often the presence of a potential side effect will terminate the process
of researching a particular biological target.
There exists a vast library of information, some publicly available and some available for
purchase through various databases, which contains results and findings from previous
studies, trials and analyses. By trawling this vast array of information, drug companies can
effectively “flag” the likely side effects that might be expected from a particular drug, or an
attempt to influence a particular gene.
The process of drug discovery and trials is very complex, expensive and time-consuming,
as shown in the diagram below, which depicts the number of drug prospects at each stage
in the pipeline, to ultimately lead to one single drug released to market.

Survive the Valley of Death and De-risk the Pipeline

Source: Lonza
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Given this level of fall-off throughout the process, it is vital to properly analyse as much as
possible of all the available data, as early as possible. Advantages include:

▪ Saving significant amounts of money by closing off “early” drugs that will fail later stages
of the process

▪ Freeing-up other scarce resources (and people) to focus on drugs with a better chance
of success

▪ Avoiding risky pre-clinical and (more importantly) clinical trials in humans which always
come with a degree of risk, no matter how well managed

How does Informatics sit within Instem?
Informatics is a relatively small part of Instem in financial terms, but it punches above its
weight due to the importance of the processes involved, their reach into almost all R&D
areas, and the range of clients for whom the services may be relevant.
Informatics in the group context
1. Study Management

2. Regulatory Solutions

3. Informatics

Solutions that empower
organisations to more
efficiently collect, review
and manage non-clinical
and clinical study data.

Software and outsourced
services for converting,
managing, storing, sharing
and submitting to FDA,
EMA and other agencies.

Enabling researchers to
generate new scientific
insights through the
identification, extraction
and analysis of actionable
information.

Source: Company information

The other relevant factor is “when” clients engage with the Informatics offering. This is
normally at a very early stage in the drug’s lifecycle, which allows Instem to form
relationships with those who begin the process within a client. This early-stage relationship
fits well with Instem’s other offerings – which follow on through the pre-clinical (animal
study) phases, submission services and products, and now more recently into the clinical
stages.
Informatics is increasingly relevant (and assessments are updated) throughout the process,
but relationships with the drug discovery teams across industry are useful and provide
“advance warning” of changes which will be seen further down the pipeline in later years.
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Instem Solutions from Discovery to Post-Marketing
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The “Target Safety Assessment” methodology
The chart below describes the iterative informatics process deployed (usually less formally)
by the pharma industry, the process is complex and technical; much more than simply
automated searches of databases.
Difficulties stem from the complexity of the science, the different ways of encoding or
tagging information, and the inherent challenges of working with detailed chemical
structures… Furthermore, relevant content is often inferred rather than directly
referenced.
These complications often make it very hard to effectively “search” data for mentions of a
particular type of chemical compound or a given atomic or molecular structure.

The Traditional Target Safety Assessment Process

Source: Company information
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KnowledgeScan
Instem’s KnowledgeScan platform enables a rapid, systematic analysis of millions of
available data records to collect and present intelligence that is relevant to specific
commercially sensitive medical issues such as unexpected side-effects or toxicities.
The KnowledgeScan platform combines:

▪ sophisticated technology, leveraging artificial and augmented intelligence techniques
▪ a range of informatics and scientific personnel
▪ rigorous process and methodology
The platform has many potential areas of application but today its key offering is the
provision of a Target Safety Assessment review service to customers. Most organisations
have historically produced TSA (or similar) documents in-house and see it as a natural part
of being involved in the pharmaceutical industry. KnowledgeScan TSA is Instem’s
“productised” service offering, with a key USP. Clients benefit from the vast experience
Instem has gained in the comprehensive evaluation of many more targets than a typical
pharma scientist has been involved with. Furthermore, the Informatics division hopes to
persuade customers that the provision of TSAs can be outsourced to save cost, speed the
process and drive quality & consistency.
Target Safety Assessment using the KnowledgeScan Platform

Source: Company information

5

Instem

16 October 2019
The following table outlines the aims of a TSA.
TSA – Core Aims

Target Safety Assessment (TSA)
1. To identify potential adverse consequences of drug target modulation
2. To propose a risk mitigation strategy to shepherd compounds through the
discovery and development pipeline
3. To confirm and characterize unavoidable on-target toxicities in a timely
manner to assist in early program advancement decisions
4. To anticipate, monitor, and manage potential clinical adverse events
Brennan RJ, Methods MoI Biol. 2017;1641:213-228
Source: Company information

The Instem service aims to be:

▪ consistently applied across all projects
▪ accurate and error-free
▪ rapid in terms of turnaround (sometimes as quick as seven days)
▪ thorough in application of “deep” and considered processes and methodologies
▪ unbiassed in reporting outcomes, risks and findings of all types, helpful and unhelpful
Instem’s KnowledgeScan offering provides the analyses as shown in the graphic below,
aiming to cover all relevant areas for a client, with the ability to update and “refresh” the
search at a later date, if and when the drug progresses through the lifecycle towards
release.
The following graphic describes the key deliverables from the KnowledgeScan TSA
platform.
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KnowledgeScan Features

Source: Company information

With a Full TSA, data is collected, processed and curated. It is then toxicologically reviewed
and interpreted by Instem’s in-house expert team and provided to clients. As the graphic
demonstrates, the Core Data TSA has fewer features than a Full TSA. However, it leverages
the Instem technology platform in the same way. A Core Data TSA uses the same
KnowledgeScan tools and workflow to capture and collate data as a Full TSA but allows
clients to use their own scientists to produce the interpretation and risk mitigation if they
prefer. From the client’s perspective, this speeds up decision making, whilst giving
confidence that no data has been overlooked.
Full TSA clients also have access to Instem’s Evergreen continuous updates service. This
service reviews and evaluates new findings, providing clients with ongoing, regular updates
on their drug target.
In order to achieve this outcome, Instem has mapped some 80 industry databases, and has
built intelligent scripts and other processes to rapidly “harvest” information on a given
subject of interest. Information is pre-indexed and tagged in an ongoing process, so that
the databases (and Instem’s indices of this data) can be rapidly searched when a client
project is under way. The screenshot below gives a flavour of the workflow:
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KnowledgeScan – Sample Workflow

Source: Company information

The “output” of a KnowledgeScan Target Safety Assessment is a sophisticated PDF
document, submitted to the client, and presenting a large array of data in an informative
but comprehensive manner.
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Example TSA output from the KnowledgeScan Platform

Source: Company information

Pricing is variable and depends on the scale and speed of the TSA. We understand that
typical report costs are in the low tens of thousands of pounds.
The Informatics team, which has doubled in the last 12 months due to client demand,
consists of fifteen professionals, based in both Cambridge and India (Pune). As confirmed
in the recent H1 2019 results, a further six staff – primarily in Pune, are expected to be
added before year-end. All are graduate-level employees. Many have advanced degrees
and doctorates and specific knowledge around the relevant areas. This team manages the
software and workflow platforms and acts as “curator” of the datasets and output from
the system – they check, verify and edit the output to ensure a high quality and accessible
end product. The team is empowered and assisted by the technology – so unlike most
research services it is less dependent on high numbers of people.

Possible evolution of product/service
The group could also, over time, look to sell “subscription” services to its growing catalogue
of TSAs providing a continuous revenue stream to complement the current “per target”
model.
Equally, there may be an opportunity to sell a software platform or automated SaaS
subscription to allow larger clients to effectively use the Instem system in-house on a priceper-use basis and integrate with their own team of employee subject matter experts.
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Competitive landscape – beginning to evolve
Although most of the “competition” is effectively in-house delivery among the global big
pharma players, there is a small amount of third-party activity. If nothing else, this serves
to validate the Informatics offering and its emergence as an area that companies see as
potentially valuable when delivered by a specialist external provider.
Notable in this context is UK-based ApconiX. Founded in 2015 by a number of ex-AstraZeneca toxicology specialists, ApconiX offers TSAs, project toxicology and study monitoring.
A further competitor is TNO, The Netherlands Organisation for applied scientific research.
TNO conducts TSAs amongst a number of other research activities.
Separately, Charles River recently (May 2019) announced an investment in, and
partnership with, Resero Analytics which offers a “TurboToxicology” product providing
toxicology data analytics and reporting.
In our view, these developments demonstrate the attractiveness of the Bioinformatics
space. Acknowledging that Instem does not have the TSA market to itself, we believe
KnowledgeScan has competitive advantage in a number of areas and highlight:

▪ Having launched in 2016, the platform has been developed over a number of years and
has now produced over 200 TSA reports. Momentum in 2019 has been strong, with the
TSA order count growing by 40% YoY in the first nine months and new orders coming
from 10 unique clients, compared with six in the first nine months of 2018. The
company also extended relationships with several existing clients

▪ As evidenced by the commercial momentum demonstrated so far in 2019, the platform
is market-tested. TSA clients have to date been predominantly mid-sized pharma, with
Core Data TSA gaining traction with “big” pharma prospects. As highlighted in the H1
2019 results, one particular top ten pharmaceutical company placed multiple orders
during the first half of 2019.

▪ We understand that ApconiX has a more limited service offering than Instem, focusing
on TSA report delivery. KnowledgeScan is one element of an offering encompassing the
pre-clinical, submission and clinical research stages of drug development.

▪ The platform is proven to deliver positive results. Pharma giant Merck KGaA reported a
400% uplift in TSA throughput as a result of using KnowledgeScan and now produces
the same volume of TSAs in one year as previously produced in five. To quote Dr Philip
Hewitt from Merck
“Outsourcing our TSAs to Instem is the obvious solution - we always receive a high
quality, consistent output.”

▪ Charles River Laboratories remains a core Instem client, even after having invested in
Resero Analytics.

▪ Instem is a UK-listed plc with a £6m cash position. The company is well established, has
a solid platform and is therefore more likely to be around in the future to service and
support clients in the future.
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Summary and conclusion
Overall, the Informatics unit within Instem is beginning to make some material moves in
the right direction – order volumes have been growing (£0.84m for the first nine months
of 2019 +58% YoY), revenues have been building, the offering has been fleshed out, and
after many years of reluctance to partner in a discipline many big pharma clients have seen
as “core” to their own organisations, the client base appears to be more receptive to
outsourcing this area of expertise.
This combination of an improving end-client landscape, and Instem’s growing credibility
across the delivery of technology-enabled outsourced services, in both SEND and
Informatics, is beginning to deliver results from KnowledgeScan which may become
material at the group level. Today’s announcement contains positive commentary on the
strength of the new business pipeline, with both the number and average value of
contracts increasing year-on-year. We look forward to further news flow from the division
over time, and to the ongoing contribution to the broader group that Informatics has to
offer.
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Financial Summary: Instem
Year end: December (£m unless shown)
PROFIT & LOSS
Revenue
Adj EBITDA
Adj EBIT
Reported PBT
Fully adj PBT
NOPAT
Reported EPS
Fully adj EPS
Dividend per share

2017
21.7
2.4
1.8
0.3
1.6
1.3
4.0
11.0
0.0

2018
22.7
4.1
3.2
1.7
3.0
2.4
8.7
15.5
0.0

2019E
25.7
4.9
3.3
2.5
3.4
2.9
13.9
17.5
0.0

2020E
28.1
6.0
4.3
3.4
4.4
3.5
16.1
21.5
0.0

2021E
30.2
6.5
4.8
4.1
4.9
3.8
19.5
23.3
0.0

CASH FLOW & BALANCE SHEET
Operating cash flow
Free Cash flow
FCF per share
Acquisitions
Disposals
Capex
Shares issued
Net cash flow
Cash & equivalents
Net (Debt)/Cash

2017
1.9
0.2
1.0
(0.9)
0.0
(1.6)
0.0
(0.9)
3.1
3.1

2018
1.8
0.6
3.3
(0.2)
0.0
(1.6)
0.1
0.5
3.6
3.6

2019E
4.2
2.5
14.7
0.0
0.0
(1.6)
0.4
2.9
6.5
6.5

2020E
5.0
2.8
16.7
0.0
0.0
(1.6)
0.0
2.8
9.3
9.3

2021E
4.3
2.9
17.4
0.0
0.0
(1.6)
0.0
2.9
12.2
12.2

NAV AND RETURNS
Net asset value
NAV/share
Net Tangible Asset Value
NTAV/share
Average equity
Post-tax ROE (%)

2017
13.8
88.3
(3.7)
(23.5)
13.3
4.8%

2018
16.4
105.1
(1.0)
(6.5)
15.1
9.7%

2019E
19.2
122.9
3.3
21.0
17.8
13.1%

2020E
25.3
162.2
10.2
65.4
22.2
12.2%

2021E
29.6
189.6
12.3
78.7
27.4
11.9%

METRICS
Revenue growth
Adj EBITDA growth
Adj EBIT growth
Adj PBT growth
Adj EPS growth
Dividend growth
Adj EBIT margins

2017

2018
4.8%
67.6%
80.3%
84.7%
N/A
N/A
14.0%

2019E
13.0%
19.7%
4.9%
12.4%
12.8%
N/A
13.0%

2020E
9.5%
22.7%
29.8%
30.2%
22.7%
N/A
15.4%

2021E
7.3%
8.9%
11.1%
11.6%
8.8%
N/A
15.9%

VALUATION
EV/Sales
EV/EBITDA
EV/NOPAT
PER
Dividend yield
FCF yield

2017
2.5
22.7
41.7
32.6
N/A
0.3%

2018
2.4
13.6
23.1
23.2
N/A
0.9%

2019E
2.1
11.3
19.0
20.6
N/A
4.1%

2020E
2.0
9.2
15.5
16.8
N/A
4.6%

2021E
1.8
8.5
14.3
15.4
N/A
4.8%

Source: Company information and Progressive Equity Research estimates
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otherwise. PERL is authorised and regulated by the Financial Conduct Authority (FCA) of the United Kingdom (registration number 697355).
This document is provided for information purposes only, and is not a solicitation or inducement to buy, sell, subscribe, or underwrite
securities or units. Investors should seek advice from an Independent Financial Adviser or regulated stockbroker before making any
investment decisions. PERL does not make investment recommendations. Any valuation given in a research note is the theoretical result of
a study of a range of possible outcomes, and not a forecast of a likely share price. PERL does not undertake to provide updates to any
opinions or views expressed in this document.
This document has not been approved for the purposes of Section 21(2) of the Financial Services & Markets Act 2000 of the United Kingdom.
It has not been prepared in accordance with the legal requirements designed to promote the independence of investment research. It is not
subject to any prohibition on dealing ahead of the dissemination of investment research.
PERL does not hold any positions in the securities mentioned in this report. However, PERL’s directors, officers, employees and contractors
may have a position in any or related securities mentioned in this report. PERL or its affiliates may perform services or solicit business from
any of the companies mentioned in this report.
The value of securities mentioned in this report can fall as well as rise and may be subject to large and sudden swings. In addition, the level
of marketability of the shares mentioned in this report may result in significant trading spreads and sometimes may lead to difficulties in
opening and/or closing positions. It may be difficult to obtain accurate information about the value of securities mentioned in this report.
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To arrange a meeting with the management team, or for further information about Progressive, please contact:
Emily Ritchie
+44 (0) 20 7781 5311
eritchie@progressive-research.com

