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Kazia Therapeutics
Approval Study Substantially Funded

Commercial Agreement for GBM Agile Imminent

Following the recent capital raise for $25m (fully underwritten) the company is now
substantially funded to complete both the current phase Il trial in glioblastoma and
GBM Agile, being the approval study in the same indication.

The company is yet to disclose the payment schedule for GBM Agile and the other key
commercial terms, however, it is reasonable to assume this raising will largely, if not
fully fund the program. Following the capital raise we expect the company will have
cash reserves of $33m.

The upcoming news flow is expected to include execution of the Agreement for GBM
Agile and recruitment of the first patient on the study. Further detail on the trial design
including patient numbers and design are likely at that time. Of equal or greater
significance for all stakeholders is the next interim update from the phase Il program in
glioblastoma with this data due before Christmas 2020. The effect size in the first 9
patients on the trial was highly material with a survival benefit over the standard of
care of 5 months. While there was no control group in this single arm study, the
likelihood of this being due to chance is low, hence the interest from various
investigators not only at GBM Agile but from the various investigator led studies as
well. We also expect a further series of announcements on the progress of these
various investigator led studies in 1Q CY21.

Retain Buy (Speculative), Valuation raised to $2.00

The forecast includes the adjustment to the balance sheet and shares on issue for the
underwritten capital raise. Valuation is calculated based on the theoretical shares on
issue following the capital raise in line with the company’s statement to the market for
the issue of new shares. Other earnings adjustments include an update to R&D costs
based on new information regarding GBM Agile. The trial will take 2 to 3 years to
complete from November 2020. Valuation is amended to $2.00 from $1.50 and we
maintain our Buy (speculative) recommendation.

Earnings Forecast

June Year End FY20 FY21le FY22e FY23e
512 Revenues 1.0 43 45 413
$1.0 EBIT $m -12.7 -19.7 -10.5 27.3
$0.8 NPAT (underlying) $m -12.4 -19.5 -10.6 27.2
NPAT (reported) $m -12.4 -19.5 -10.6 27.2
$0.6 EPS underlying (cps) -17.0 -15.4 -8.4 215
$0.4 EPS growth % nm nm nm nm
0.2 PER (x) nm nm nm 3.8
FCF yield (%) nm nm nm nm
$0.0 T T T T T T EV/EBITDA (x) nm nm nm nm
Wi WA owenes
—ZA = S&P 300 Rebased Franking 0% 0% 0% 100%
Yield % 0% 0% 0% 0%
ROE % -88% -97% -112% 74%
SOURCE: IRESS SOURCE: BELL POTTER SECURITIES ESTIMATES
BELL POTTER SECURITIES LIMITED DISCLAIMER:
ACN 25006 390 7721 THIS REPORT MUST BE READ WITH THE DISCLAIMER ON PAGE 7 THAT FORMS PART OF IT. P&ge 1

AFSL 243480

DISCLOSURE: BELL POTTER SECURITIES ACTED AS LEAD MANAGER OF THE COMPANY'S
OCTOBER 2020 CAPITAL RAISE FOR $25M, MARCH 2020 CAPITAL RAISE $9M AND 2019
CAPITAL RAISE FOR $4M AND RECEIVED FEES FOR THAT SERVICE.
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Commercial Agreement Imminent

Following the recent capital raise for $25m (fully underwritten) the company is now
substantially funded to complete both the current phase Il trial in glioblastoma and GBM
Agile, being the approval study in the same indication.

The company is yet to disclose the payment schedule for GBM Agile and the other key
commercial terms, however, it is reasonable to assume this raising will largely, if not fully
fund the program. Following the capital raise we expect the company will have cash
reserves of $33m.

Previous Funding Assumptions Now Updated

We had previously estimated Kazia’s share of the phase Il trial would be ~$48m over three
years. It now appears the cost will be substantially less at ~$25m. We had previously
assumed a larger capital raise at a lower price to fund this commitment.

The company will now issue ~31.5m shares representing dilution of 33% to the previous
94m shares on issue. The issue price was $0.80.

The combination of the higher than expected issue price with lower dilution are the key
drivers of the increase in valuation. There are no significant changes to our revenue
projections.

The implied market capitalisation at $2.00 with 126m shares on issue (following dilution) is
$252m. In relative terms this remains well below an indicative valuation for a stage 3 asset
in an orphan indication?.

How do we think about risk in the approval study ?

Oncology is a well funded area of clinical development and this is why at any given
oncology conference there are a sea of companies with various assets in clinical
development, many of which are hoping to attract the interest of larger development
partners. Many seek to combine a new anti-cancer agent with one of the leading immuno
oncology drugs in order to generate a synergistic outcome.

In most cases the drug development candidate has little or no efficacy as a monotherapy
and in our view this is leading indicator of whether or not the combination is likely to show a
survival benefit. Many do not ever run monotherapy trials in humans.

Thinking about Paxalisib and these issue amongst others, and the key points are:

e The drug is not designed to work in combination with any other agent. Patients in
the phase Il received paxalisib as an adjuvant therapy following surgical resection
and initial therapy with temozolomide (TMZ). Due to the genetic profile of the
disease (MGMT unmethylated) these patients are known to receive little or no
benefit from the TMZ. It is reasonable to conclude that the entire 5 month survival
benefit shown in the interim data is attributable to paxalisib;

e The approval study will be a randomized, blinded and controlled study with the
control being TMZ. We believe the risk of the control group doing significantly
better than the long established pattern of survival from the standard of care is
remote. It is only the unmethylated patients who will be included in the control

group;
e We assume that the patient population in the approval study will be substantially
the same as the patient group in the phase Il. i.e. similar age range with no

1 Viralytics was acquired in 2017 by Merck for ~$460m with a single phase Il asset.
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significant co-morbidities. The key inclusion criteria for the study are set out in the
description of the phase Il study at clinicaltrials.gov. Any deviation from these key
inclusion criteria may be an additional risk factor. The inclusion criteria are:

o Age = 18 years;
o Life expectancy > 12 weeks;

o Present with histologically confirmed intracranial (supratentorial)
unmethylated MGMT promotor status GBM (WHO Grade [V
astrocytoma) with a MGMT status that has been confirmed by validated
PCR or validated alternate genomic analysis;

o Have undergone maximal surgical resection of their tumor and within 6
weeks of surgery received initial treatment with XRT/TMZ which
consisted of XRT by external beam to a partial brain field in daily
fractions of 2.0 Gray (Gy), to a planned total dose to the tumor of 60.0
Gy, in conjunction with TMZ oral QD 75 mg/m2 in accordance with the
Stupp regimen;

e Paxalisib is not first in class. There are 4 other PI3K inhibitor drugs already
approved by the FDA (none of which pass through the blood brain barrier and for
this reason have no efficacy in glioblastoma). Any first in class therapy would be
expected to receive additional attention from regulators; finally

e Paxalisib is a small molecule drug that is relatively straight forward to manufacture
in the hands of an experienced APl manufacturer. It is highly stable molecule and
the same batch of drug that was used for the phase Il trial will be used in the
phase III.

While there are numerous other risks in the phase Ill trial, in our view the major risk factors
that have the potential to complicate the result are the key patient inclusion criteria and the
potential for an unexpected result in the control group. There is little room for judgement in
the inclusion criteria and the likelihood of an unexpected outcome in the control group is
remote — particularly because of the bio-marker.

We take additional comfort in the observation that the effect size in the interim read out in
the phase Il was of such significance, (and assuming this is repeated in the phase IIl) that
any out performance in the control group is unlikely to effect statistical difference in the
final outcome of the phase Il particularly across a large group.

Finally the bar for approval is low. Any extension in survival benefit (subject to an
adequate safety profile) is likely to gain approval. A more significant OS benefit is likely to
lead to a higher more attractive pricing.

News Flow
The upcoming news flow is expected to include the following items:

e Execution of the Agreement for GBM Agile and recruitment of the first patient on
the study;

e Further detail on the trial design including patient numbers and design are likely
at that time;

e The next interim update from the phase Il program in glioblastoma with this data
due before Christmas 2020. The effect size in the first 9 patients on the trial was
highly material with a survival benefit over the standard of care of 5 months.
While there was no control group in this single arm study, the likelihood of this
being due to chance is low;
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e We also expect a further series of announcements on the progress of these
various investigator led studies in 1Q CY21.

Retain Buy (Speculative), Valuation raised to $2.00

We have adjusted the balance sheet and shares on issue in the forecast for the
underwritten capital raise. Valuation is calculated based on the theoretical shares on issue
following the capital raise in line with the company’s statement to the market for the issue
of new shares (i.e. 31.5m new shares). Other earnings adjustments include an update to
R&D costs based on new information regarding GBM Agile. The trial will take 2 to 3 years
to complete from November 2020.

The valuation excludes the potential future costs of clinical trials associated with adjacent
indications that are the subject of ongoing investigator led studies in the US (refer figure 2).
The current phase | studies are mostly funded by the investigators with minimal
commitment from Kazia.

The implied market capitalisation at our target price is ~$252m. In our view this is likely to
be beneath the floor price the Board would consider in the event of an unsolicited takeover
offer for the company. We expect the likelihood of an offer will increase as various
regulatory and clinical hurdles are met.

Figure 1 — Changes to earnings

2021 2022
New Old % change New Old % change
Revenues 4.3 4.3 0% 4.5 7.2 -38%
EBIT -19.7 -12.7 -55% -10.5 -18.8 44%
NPAT -19.5 -19.8 1% -10.6 -18.9 44%
EPS -15.4 -12.5 -23% -8.4 -11.9 30%

SOURCE: BELL POTTER SECURITIES ESTIMATES

Figure 2 - Summary of clinical trial program

Indication NEES n Progress Design Sponsor Registration
Glioblastoma Phase Il 27 Completed recruitment Single Arm, open label Kazia Thereapeutics NCT03522298
Glioblastoma Phase Il up to 200 Ethics approvals Randomised Controlled Study Kazia Therapeutics/GBM Agile NCT03970447
P
a Brain metastases - any source Phase Il 150 Recruiting Three treatment cohorts. Pts receive one of three Alliance for clinical trials in Oncology and NCT03994796
X drugs, one of which is Paxalisib. Genentech
a Brain metastases - breast cancer Phase Il 47 Recruiting Non randomised, single arm, combination study of Dana Farber Cancer Institute NCT03765983
| Paxalisib with Trastuzumab
! DIPG (childhood brain cancer) Phase Il 41 Active, Not Recruiting ~ Various treatment cohorts on paxalisib and St Jude Children's Research Hospital NCT03696355
s radiation therapy
i
b Brain Metastases - any source Phase 1 36 Recruiting 3+3 dose escalation cohorts on paxalisib and Memorial Sloan Kettering NCT04192981
radiation therapy
CNS Lymphoma Phase Il 25 Ethics approvals Single Arm, open label Dana Farber Cancer Institute Not yet registered
Cantrixil Recurrent Ovarian Cancer Phase 1 28 Completed recruitment Part A - dose escalation, Part B Expansion Cohort  Kazia Thereapeutics NCT02903771
SOURCE: COMPANY DATA
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Risk Areas

The key risk include but are not limited to the follow items:

Kazia’s ability to achieve profitability is dependent on a number of factors, including its
ability to complete successful clinical trials, obtain regulatory approval for its products and
successfully commercialise or partner both Paxalisib and Cantrixil. There is no guarantee
that the company will achieve these goals.

Kazia does not currently generate revenue from product sales and revenues are not
anticipated in the short to medium term. The company is likely to continue to rely on
shareholders to fund the business of the foreseeable future.

Clinical trial risk

KZA may be unable to secure necessary approvals from regulatory agencies and
institutional bodies (clinics and hospitals) to conduct future clinical trials. There is also no
assurance that either of the drugs under development will prove to be safe and efficacious
in clinical trials, or that the regulatory approval to manufacture and market its products will
be received. Clinical trials might also potentially expose the Company to product liability
claims in the event its products in development have unexpected effects on clinical
subjects.

Paxalisib and Cantrixii must both undergo a comprehensive and highly regulated
development and review process before receiving approval for marketing.

The company is also dependent on commercially attractive markets remaining available to
it during the commercialisation phase and there is a risk that, once developed and ready
for sale, commercial sales to fund sufficient revenues for continued operations and growth,
may not be achieved.

Arrangements with third-party collaborators

Kazia may pursue collaborative arrangements with pharmaceutical and life science
companies, academic institutions or other partners to complete the development and
commercialisation of its products (including for the GBM Agile study). These collaborators
may be asked to assist with funding or performing clinical trials, manufacturing, regulatory
approvals or product marketing. There is no assurance that Kazia will attract and retain
appropriate strategic partners or that any such collaborators will perform and meet
commercialisation goals. If Kazia is unable to find a partner, it would be required to develop
and commercialise its products at its own expense. This may place significant demands on
the Company’s internal resources and potentially delay the commercialisation.

Requirement to raise additional funds

The company may be required to raise additional equity or debt capital in the future. There
is no assurance that it will be able to raise that capital when it is required or, even if
available, the terms may be unsatisfactory. If the company is unsuccessful in obtaining
funds when they are required, it may need to delay or scale down its operations.

Intellectual property

The company’s ability to leverage its innovation and expertise depends upon its ability to
protect its intellectual property and any improvements to it. The intellectual property may
not be capable of being legally protected, it may be the subject of unauthorised disclosure
or be unlawfully infringed, or the company may incur substantial costs in asserting or
defending its intellectual property rights.

BELL POTTER
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Kazia Therapeutics Buy, Speculative
as at 12 October 2020

ble 1 - Financial summary

FY20 FY2le FY22e FY23e Valuation Ratios (A$m) FY22e FY23e

Year Ending June Reported EPS (cps) -16.6 -17.0 -15.4 -8.4 215
R&D incentive 1.4 1.0 4.3 45 4.5 Normalised EPS (cps) -16.6 -17.0 -15.4 -8.4 215
Total Revenue 15 1.0 4.3 4.5 41.3 EPS grow th (%) nm nm nm nm nm
COGS - - - - -
Gross profit 15 1.0 4.3 45 41.3

PE(x) nm nm nm nm 3.8
Expenses Net of R&D -6.5 -9.5 -19.0 -10.0 -8.0 EV/EBIT (x) nm nm nm nm nm
Other expenses -3.9 -3.2 -5.0 -5.0 -6.0
Total Expenses -12.2 -13.7 -24.0 -15.0 -14.0 PINTA (x) 71.6 44.9 133 - 353 -
EBIT -10.7 -12.7 -19.7 -10.5 27.3 Book Value Per Share (cps) 229 14.9 159 75 29.0
Interest income 0.0 0.0 0.2 -0.1 -0.1 Price/Book (x) 35 5.4 51 10.8 2.8
Pre tax profit (10.6) (12.7) (19.5) (10.6) 27.2
Tax expense 0.3 0.3 - - - DPS (cps) - - - - -
NPAT- normalised (10.3) (12.4) (19.5) (10.6) 27.2 Payout ratio % 0% 0% 0% 0% 0%
Reported NPAT (10.3) (12.4) (19.5) (10.6) 27.2 Dividend Yield % 0.0% 0.0% 0.0% 0.0% 0.0%

Franking % 0% 0% 0% 0% 0%
Cashflow (A$m) FY19 FY20 FY2le FY22e FY23e FCFyield % nm nm nm nm nm
Gross cashflow -6.7 -8.8 -19.6 -10.4 274
Net interest 0.0 0.0 0.2 -0.1 -0.1 Net debt/Equity 0% 0% 0% 0% 0%
Operating cash flow -6.7 -8.8 -19.4 -10.5 27.3 Net debt/Assets 0% 0% 0% 0% 0%
Proceeds from asset sales 2.4 0.0 0.0 0.0 0.0 Gearing net cash net cash net cash net cash net cash
Free cash flow -4.3 -8.8 -19.4 -10.5 27.3 Net debt/EBITDA (x) nla n/a n/a n/a n/a
Business acquistions 0.0 0.0 0.0 0.0 0.0 Interest cover (x) n/a n/a n/a n/a n/a
Proceeds fromissuance 3.8 121 25.6 0.0 0.0
Movement in borrow ings 0.0 0.0 0.0 0.0 0.0
Other 0.0 0.0 0.0 0.0 0.0 InterimResults 1H20 2H20 1H21e 2H21e
Change in cash held -0.5 3.3 6.2 -10.5 27.3 Revenues 0.6 0.4 0.6 3.7
Cash at beginning of period 6.0 5.4 8.7 14.9 4.4 R&D Expense -4.2 -5.3 -12.0 -7.0
FX adjustment -0.1 0.0 0.0 0.0 0.0 All Other expenses -2.4 -0.8 -3.0 -2.0
Cash at year end 5.4 8.7 14.9 4.4 31.6 EBIT -6.2 -6.5 -7.4 -12.3
Balance Sheet (A$m) FY19 FY20 FY2le FY22e FY23e
Cash 54 8.7 14.9 4.4 316
Receivables 17 14 14 14 14
Other current assets 0.4 0.5 0.5 0.5 0.5
Property, Plant and Equipment - - - - -
Intangibles 135 12.4 12.4 12.4 12.4
Other non current assets 0.2 - - - -
Total assets 21.2 23.0 29.1 18.6 45.9
Trade payables 18 35 35 35 35
Other liabilities 14 18 1.9 2.0 21
Deferred taxes 3.7 3.4 3.4 34 3.4
Provisions 0.1 0.2 0.2 0.2 0.2
Total Liabilities 7.0 8.9 9.0 9.1 9.2
Net Assets 14.2 14.1 20.1 9.5 36.7
Share capital 36.6 48.8 74.4 74.4 74.4
Other equity 25 15 1.4 1.4 1.4
Retained earnings (24.9) (36.2) (55.7) (66.3) (39.1)
Reserves - - - - -
Shareholders Equity 14.2 14.1 20.1 9.5 36.7

SOURCE: BELL POTTER SECURITIES ESTIMATES
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Research Team

Staff Member Title/Sector Phone @bellpotter.com.au
Expect >15% total return on a TS Lim Joint Head of Research/Banks 612 82242810 tslim
12 month view. For stocks regarded Chris Savage Joint Head of Research/Industrials 612 8224 2835 csavage
as ‘Speculative’ a return of >30% is Analysts
expected. Lafitani Sotiriou Diversified Financials/Fintech 613 92351668 Isotiriou
Expect total return between -5% John Hester Healthcare 612 8224 2871 jhester
and 15% on a 12 month view Tanushree Jain Healthcare 612 8224 2849 tnjain
Elyse Shapiro Healthcare 613 9235 1877 eshapiro
Expect <-5% total return on a Steven Anastasiou Industrials 613 9235 1952 sanastasiou
12 month view James Filius Industrials 61392351612  ffilius
Speculative Investments are either start-up Sam Haddad Industrials 612 8224 2819 shaddad
enterprises with nil or only prospective Alex McLean Industrials 612 8224 2886 amclean
operations or recently commenced Hamish Murray Industrials 613 9235 1813 hmurray
operations with only forecast cash flows, or Jonathan Snape Industrials 613 9235 1601 jsnape
companies that have commenced Damien Williamson Industrials 613 9235 1958 dwilliamson
operations or have been in operation for Peter Arden Resources 613 9235 1833 parden
some time but have only forecast cash David Coates Resources 612 8224 2887 dcoates
Stuart Howe Resources 613 9235 1856 showe

flows and/or a stressed balance sheet.
Associate

Such investments may carry an

Joseph House Associate Analyst +61 392351624  jhouse

exceptionally high level of capital risk and

volatility of returns.

Bell Potter Securities Limited
ACN 25006 390 7721

Level 29, 101 Collins Street
Melboume, Victoria, 3000
Telephone +61 39256 8700
www.bellpotter.com.au

Bell Potter Securities (HK) Limited Bell Potter Securities (US) LLC
Room 1701, 17/F Floor 39

Posperity Tower, 39 Queens Road 444 Madison Avenue, New York
Central, Hong Kong, 0000 NY 10022, US.A

Telephone +852 3750 8400 Telephone +1 917 819 1410

Bell Potter Securities (UK) Limited
16 Berkeley Street

London, England

W1J 8DZ, United Kingdom
Telephone +44 7734 2929

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. In the USA and the UK this research is only for institutional investors. It is not for release, publication or distribution in whole or in part to any persons in the two specified
countries. In Hong Kong, this research is being distributed by Bell Potter Securities (HK) Limited which is licensed and regulated by the Securities and Futures Commission,
Hong Kong. In the United States, this research is issued and distributed by Bell Potter Securities (US) LLC which is a registered broker-dealer and member of FINRA. Any
person receiving this report from Bell Potter Securities (US) LLC and wishing to transact in any security described herein should do so with Bell Potter Securities (US) LLC. 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 arrangement 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
Securities 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.

Research Policies: For Bell Potters Research Coverage Decision Making Process and Research Independence Policy, please refer to our company website:

https://bellpotter.com.au/research-independence-policy/

Disclosure of interest: Bell Potter Securities 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.

John Hester owns 5,000 shares in KZA.

Disclosure: Bell Potter Securities acted as Lead manager of the company's October 2020 capital raise for $25m, March 2020 capital raise $9m and 2019 capital
raise for $4m and received fees for that service.

Biotechnology Risk Warning:

The fact that the intellectual property base of a typical biotechnology company lies in science not generally regarded as accessible to the layman adds further to the riskiness
with which biotechnology investments ought to be regarded. Clinical and regulatory risks are inherent in biotechnology stocks. Biotechnology developers usually seek US FDA
approval for their technology which is a long and arduous three phase process to prove the safety, effectiveness and appropriate application or use of the developed drug and
even after approval a drug can be the subject of an FDA investigation of subsequently discovered possible links between the drug and other diseases not previously diagnosed.
Furthermore, the Australian exchange listed biotechnology sector is subject to influence by the global biotechnology sector, particularly that in the USA. Consequently,
Australian exchange listed biotechnology stocks can experience sharp movements, both upwards and downwards, in both valuations and share prices, as a result of a re-rating
of the sector both globally and in the USA, in particular. Investors are advised to be cognisant of these risks before buying such a stock.

ANALYST CERTIFICATION: Each research analyst primarily responsible for the content of this research report, in whole or in part, certifies that with respect to each security
or issuer that the analyst covered in this report: (1) all of the views expressed accurately reflect his or her personal views about those securities or issuers and were prepared in
an independent manner and (2) no part of his or her compensation was, is, or will be, directly or indirectly, related to the specific recommendations or views expressed by that
research analyst in the research report.

Page 7

BELL POTTER


https://bellpotter.com.au/research-independence-policy/

