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A ‘fully-automated’ oncology diagnostic
play

Initiation cov. - 20/07/2021

Diagnostic firm Ikonisys is set to enter a major product launch cycle — its
recently-introduced ‘fully-automated’ Ikoniscope20 platform comes with an
industry first true ‘walk-away’ feature which should ensure sustained share
gain from manual/ semi-automated workflows. Importantly, the growing
installation base should in turn augment the group’s recurring revenue
(high margin) generation capability. A successful IPO has fulfilled the near-
term funding requirements and, with a highly-experienced management
team at the helm of affairs, Ikonisys’ future looks bright. BUY.

Recommendation and upside

We initiate coverage on lkonisys with a ‘Buy’ recommendation and a target price
of €11.6 per share. Our optimism on this diagnostic firm is driven by the
anticipated rapid adoption of its recently-introduced ‘fully-automated’ platform,
Ikoniscope20. Importantly, this next-gen instrument (built on a proven technology)
is positioned as a true ‘walk-away’ solution — can be left unattended from start to
finish, enabling the pathologists to deliver more accurate results in less time — and
this first-of-a-kind feature should ensure steady market share gain from manual/
semi-automated workflows in the coming years. Not forgetting, there is a clear
need of fully-automated solutions within the FISH (market growing at 8% p.a.) and
CTC (market growing at 25% p.a.) markets as the dependence on pathologists,
who are over-burdened and in short supply, makes it difficult to process higher
volumes with accuracy.

To unleash the full potential of Ikoniscope20, the recently-strengthened
management team has put down a good commercialisation plan on paper and,
given that these highly-experienced individuals have been associated with
successful launches of various diagnostic products in the past, we remain
confident about Ikoniscope20’s commercial success. Notably, the growing
installation base — we anticipate placement of ¢.500 units by end-FY25 — should in
turn augment the group’s recurring revenue generation capability (in the form of
software applications, maintenance and consumables/ reagents kits). Also, an
increasing proportion of high-margin recurring revenues in the mix should provide
good visibility into earnings — we anticipate Ikonisys to turn EBITDA positive in
FY23 — and make the cash flows stickier/ stable in the mid-term. Further upside
could come from expansion into the immuno-oncology and infectious diseases
therapeutic areas. Also, we won't be surprised if Ikonisys is grabbed by an
industry heavyweight even before Ikoniscope20 gains critical mass. BUY.

Business and Trends

Ikonisys is a diagnostic firm developing instruments and software for oncology/
cancer and prenatal testing/ applications. It operates in the highly concentrated
¢.$69bn global in-vitro diagnostic (IVD) market and is trying to establish its niche
in the two segments of the market — FISH (fluorescence in situ hybridisation;
market size: $1.2bn) and CTC (circulating tumour cells; market size: $0.5bn).

For the past five years, Ikonisys has largely been an R&D focused organisation
and, as it has now developed a potential ‘game-changing’ product, Ikoniscope20,
emphasis is shifting towards commercialisation — the plan is to tap 1,450 mid-to-
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large sized laboratories in the US and Europe in the medium term with a mix of
direct and distributor-based sales channels. Like other diagnostic players,
Ikonisys will also operate under the ‘razor blade’ business model, wherein the
instruments/ platforms to conduct tests will be placed with laboratories/ hospitals
under software and consumables supply agreement. Thus, software applications,
reagents kits/ consumables and maintenance services — all of which are recurring
in nature — are expected to form the main revenue stream.

Notably, the ‘automated’ Ikoniscope Robotic Digital Microscope (in market since
2006) was the key platform in the company’s portfolio up to now and, recently, the
company introduced its next-gen product. lkoniscope20 (first instrument sold in
Q2 21) offers high resolution imaging and higher throughput as compared to the
previous device and comes in a much smaller size. Importantly, automation has
also moved a notch higher and lkoniscope20 is positioned as a fully-automated
‘walk-away’ solution that can be left unattended from start to finish. These features
help overcome human error in testing and ensure higher consistency and, at the
same time, reduce the burden on pathologists, who are generally over-stretched.
Given the shortage of pathologists, which was a bottleneck for industry growth, this
a major breakthrough and we believe that Ikonisys should gain significant market
share from manual/ semi-automated workflows, which should become obsolete in
the automated era. Like its predecessor, Ikoniscope20 has broad applications in
FISH-based tests for solid tissues (market growing at 8% p.a.) and, additionally, it
is suitable for CTC/ liquid biopsies (market growing at 25% p.a.). Also, the
platform could have additional potential in immuno-oncology and infectious
disease therapeutic areas in the mid/ long term.

Need to know

Given its small scale and continuous investments into R&D, lkonisys has reported
an operating loss every year since formation. Considering that its lead product,
Ikoniscope20, should require significant spend on the commercial front in the
near/ mid-term and R&D into Ikoniscope Al and software applications is expected
to make progress, the company is still a couple of years away from meaningful
profitability and/or cash generation.

However, Ikonisys’ ability to raise funds could play a pivotal role in a successful
turnaround of the business. To unleash the full commercial potential of
Ikoniscope20, the group needs to build-up gradually a sales and marketing
organisation and for that it raised fresh equity (to the tune of c.€4m) — three-
quarters of the IPO proceeds should be used for sales and marketing while the
remainder should be utilised either for R&D or for working capital purposes. Not
forgetting, the management team has recently been strengthened to make
Ikoniscope20 a commercial success.

Given the significant under-penetration of automated solutions within the industry,
we anticipate faster adoption of Ikoniscope20 and thus equipment/ instrument
sales should be a key contributor to the top-line in the near term. As the
installation base grows, high-margin recurring revenue (in the form of reagents,
software applications and maintenance) should grab a bigger slice of the pie, as
with any other IVD firm. According to our estimates, Ikonisys should turn EBITDA
positive in FY23 and Ikoniscope20 should have an installed base of ¢.500 units by
the end of FY25.

Notably, the board is chaired by Mario Mauri, who also happens to be the
chairman and CEO of lkonisys’ largest shareholder Cambria Funds (holds ¢.89%
shares in Ikonisys SA).

Key risks



If Ikoniscope20 fails to gain scale, it could be a deal-breaker for Ikonisys.
Although the commercialisation plan sounds good, management needs money to
scale up the infrastructure and if there is a delay on the funding front,
Ikoniscope20 might remain a ‘game-changing’ product only on paper. Also, even
after a commercial footprint is established, entering into a rival's customer base is
likely to be a herculean task. Moreover, considering that hospital capex budgets
are constrained due to COVID-19, Ikoniscope20’s adoption could be slower than
expected. The technological risk for FISH assays is also there, particularly from
the faster-growing molecular diagnostic technologies like next-generation
sequencing. Remember, the management team is relatively new and is yet to
prove its mettle in terms of execution.
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Valuation Summary
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