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Ticket to Europe booked Share Price: $1.49 

Rhythm Biosciences (ASX: RHY) is a medical diagnostics 
technology company based in Melbourne. Currently it is 
developing its initial product ColoSTAT, a simple blood-based 
test for the efficient detection of colorectal cancer at all 
stages, including the early stages. The method behind this 
blood-based test is to detect proteins that vary in 
concentration in the blood of patients with and without 
colorectal cancer. RHY has been working diligently to turn this 
technology into an in-market product that could potentially 
serve as a frontline mass-market screen for bowel cancer 
globally. 

CE Mark granted; clinical trial underway 

RHY recently obtained its CE Mark approval for ColoSTAT, 
which will effectively enable its market leading product to be 
commercially rolled out across Europe. Our bottom-up TAM 
estimate for the Europe opportunity is significant (A$12bn). 
Given RHY’s superior value proposition, we remain convinced 
that the company will likely capture a material portion of its 
TAM once its product is successfully rolled out. 

Clinical trial (Study 7) is progressing well, which involves >800 
patients recruited from 11 clinical sites. Management expects 
to complete Study 7 in 2H FY22. Patient recruitment has 
completed, reducing the variable costs and timeframes 
associated with the trial. If ColoSTAT can perform as it has in 
the past, it should be able to obtain the Therapeutic Goods 
Administration (TGA) listing, which in turn should lead to the 
commercial roll out of ColoSTAT across Australia. We are 
encouraged by the consistent, strong and positive results 
from the ongoing testing of commercially manufactured 
ColoSTAT test kits vs the current market standard Faecal 
Immunochemical Test which only detects blood in the faeces. 

Valuation revised to $4.19 per share 

We have revised our DCF to mainly incorporate: 1) a terminal 
value, reflecting our renewed view that RHY could potentially 
continue to commercialise ColoSTAT after its patent expiry 
(c.2031), 2) an expanded share base due to the recent rights 
issue, and 3) FY21 financials. Our revised valuation range is 
$4.19 – $9.17 per share (previous: $1.73 – 3.85), with the 
increase in the valuation gap attributable to the addition of a 
terminal value. Please refer to page 2 for more detail on 
valuation and page 3 on key risks to our investment thesis. 
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Valuation metrics  

DCF (A$ per share) 4.19 – 9.17 

Discount rate 14.4% 

Assumed terminal growth rate 2.0% 

    Source: Pitt Street Research 
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Continues to hit milestones 
1H FY22 saw RHY achieving the following milestones: 

- CE Mark granted for ColoSTAT, which will effectively enable RHY’s bowel 
cancer detection technology to be commercialised and rolled out across 
Europe. Figure 1 shows our TAM matrix for the Europe opportunity which 
appears significant. Given RHY’s superior value proposition, as detailed in 
our initiating coverage, we remain convinced that the company will likely 
capture a material portion of its TAM. 

Figure 1: Bottom-up TAM for the Europe opportunity (A$bn) 

 

 

 

 

 

 

Source: Pitt Street Research 

 

- Clinical trial (Study 7) recruitment is closed with testing and statistical 
analysis currently underway which involves a total of 815 patients 
recruited from 11 clinical trial sites. Management expects to complete 
Study 7 in 2H FY22. If ColoSTAT can perform as it has in the past, it should 
be able to obtain the Therapeutic Goods Administration (TGA) listing, 
which in turn should lead to the commercial roll out of ColoSTAT across 
Australia. We are encouraged by the positive results from the ongoing 
testing of commercially manufactured ColoSTAT test kits vs the current 
market standard Faecal Immunochemical Test (FIT) which only detects 
blood in the faeces. 

Valuation revised to $4.19 per share 

We have incorporated the following key changes to our DCF: 

- Terminal value: We have added a terminal value to our DCF as we have 
now realised the potential for RHY to continue commercialise ColoSTAT 
after its patent expiry (c.2031). Our initial modelling assumed 9 years of 
commercial exclusivity because we thought generics will step in after the 
expiry of RHY’s patent and thereby pose a threat to the company’s longer 
term revenue sustainability. However, upon closer scrutiny, we are now 
less concerned about this risk, because the expected pricing point for 
ColoSTAT is already low (A$40-50 per test) and therefore the possibility 
for generics to undercut ColoSTAT on pricing is low. We believe RHY will 
continue to invest in improving the algorithm used in ColoSTAT and thus 
sustain its strong technology proposition. Furthermore, we note that RHY 
has the optionality to explore the potential of ColoSTAT’s lead biomarker 
to target indications other than bowel cancer, which should also support 
our terminal value argument. If we assume a terminal growth rate of 2%, 
we would derive a terminal value of $574.3m (c.60% of our implied EV). 

- Expanded share base: We have updated our fully diluted share base to 
230.9m to incorporate RHY’s recent rights issue. 

- FY21 results: We have updated our model based on the release of RHY’s 
FY21 financials. 

Upon revision, our revised valuation range for RHY is $4.19 – $9.17 per share 
(previous: $1.73 – $3.85) (Figure 2). 
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Figure 2: Revised DCF valuation summary 
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Key risks 
We see five major risks for Rhythm as a company and as a listed stock: 

– Clinical risk. Study 7 may miss its primary and secondary end-points. It 
may not replicate the successful outcomes achieved in Study 6. That said, 
any result equivalent to the faecal test will be broadly seen as a success 
as the preference for blood test over faecal will ensure sales are made. 

– Regulatory risk. Regulators may decline to approve ColoSTAT, even if 
Rhythm considers the data submitted to be adequate. 

– Commercial risk. Rhythm may fail to secure commercial partners for 
ColoSTAT. However, we like Rhythm’s systematic approach for selecting 
appropriate partners for the ColoSTAT rollout and not just signing 
anyone. 

– Uptake risk. ColoSTAT may not find significant usage in the colorectal 
cancer screening market as other diagnostic tools come onto the market 
between now and the end of ColoSTAT’s clinical development. If this 
happens, ColoSTAT might not achieve our estimated market penetration. 

– Funding risk. Extra funding may be required to support the clinical and 
commercial development of ColoSTAT, which Rhythm may not be able to 
secure. 

 

Risks related to pre-revenue Life Science companies in general. 

The stocks of biotechnology and medical device companies without revenue 
streams from product sales or ongoing service revenue should always be 
regarded as speculative in character. 

Since most biotechnology and medical device companies listed on the 
Australian Securities Exchange fit this description, the 'term' speculative can 
reasonably be applied to the entire sector. 

The fact that the intellectual property base of most biotechnology and 
medical device lies in science not generally regarded as accessible to the 
layman adds further to the riskiness with which the sector ought to be 
regarded. 

 

Caveat emptor. Investors are advised to be cognisant of the abovementioned 
specific and general risks before buying any the stock of any biotechnology 
and medical device stock mentioned on this report, including Rhythm 
Biosciences. 

Valuation (A$) Base Case Bull Case

PV of FCF de-risked 391.0               870.9               

PV of terminal FCF 574.3               1,244.5            

Enterprise Value (A$M) 965.3               2,115.4            

Net debt (cash) (2.9)                  (2.9)                  

Equity value (A$M) 968.2               2,118.3            

Diluted shares (M) 230.9               230.9               

Implied price (A$) 4.19                  9.17                  

Current price (A$) 1.49                  1.49                  

Upside (%) 181.4% 515.6%
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Analysts’ qualifications 
Cheng Ge, lead analyst on this report, is an equity research analyst at Pitt 
Street Research. 

- Cheng obtained a B.Com in Finance and LL.B from University of New South 
Wales, in 2013. He also completed all three levels of the CFA Program. 

- Before joining Pitt Street Research, he worked for several financial 
services firms in Sydney, where his focus was on financial advice. 

- He joined Pitt Street Research in January 2020.  

 

Stuart Roberts has been covering the Life Sciences sector since 2002.  

- Stuart obtained a Master of Applied Finance and Investment from the 
Securities Institute of Australia in 2002. Previously, from the Securities 
Institute of Australia, he obtained a Certificate of Financial Markets (1994) 
and a Graduate Diploma in Finance and Investment (1999).  

- Stuart joined Southern Cross Equities as an equities analyst in April 2001. 
From February 2002 to July 2013, his research specialty at Southern Cross 
Equities and its acquirer, Bell Potter Securities, was Healthcare and 
Biotechnology. During this time, he covered a variety of established 
healthcare companies such as CSL, Cochlear and Resmed, as well as 
numerous emerging companies. Stuart was a Healthcare and 
Biotechnology analyst at Baillieu Holst from October 2013 to January 
2015. 

- After 15 months in 2015 and 2016 doing Investor Relations for two ASX 
listed cancer drug developers, Stuart founded NDF Research in May 2016 
to provide issuer-sponsored equity research on ASX-listed Life Science 
companies.  

- In July 2016, with Marc Kennis, Stuart co-founded Pitt Street Research Pty 
Ltd, which provides issuer-sponsored research on ASX-listed companies 
across the entire market, including Life Science companies. 
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626365615 (“Pitt Street Research”), an Authorised Representative (no: 1265112) of BR Securities Australia Pty Ltd. 
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Disclaimer 
Pitt Street Research provides this financial advice as an honest and reasonable opinion held at a point in time about 
an investment’s risk profile and merit and the information is provided by the Pitt Street Research in good faith. The 
views of the adviser(s) do not necessarily reflect the views of the AFS Licensee. Pitt Street Research has no obligation 
to update the opinion unless Pitt Street Research is currently contracted to provide such an updated opinion. Pitt 
Street Research does not warrant the accuracy of any information it sources from others. All statements as to future 
matters are not guaranteed to be accurate and any statements as to past performance do not represent future 
performance. 

Assessment of risk can be subjective. Portfolios of equity investments need to be well diversified and the risk 
appropriate for the investor. Equity investments in a listed or unlisted company yet to achieve a profit or with an equity 
value less than $50 million should collectively be a small component of an individual investor’s equity portfolio, with 
smaller individual investment sizes than otherwise. Investors are responsible for their own investment decisions, 
unless a contract stipulates otherwise. 

Pitt Street Research does not stand behind the capital value or performance of any investment. Subject to any terms 
implied by law and which cannot be excluded, Pitt Street Research shall not be liable for any errors, omissions, defects 
or misrepresentations in the information (including by reasons of negligence, negligent misstatement or otherwise) or 
for any loss or damage (whether direct or indirect) suffered by persons who use or rely on the information. If any law 
prohibits the exclusion of such liability, Pitt Street Research limits its liability to the re-supply of the Information, 
provided that such limitation is permitted by law and is fair and reasonable. 

 

General advice warning 
The Content has been prepared for general information purposes only and is not (and cannot be construed or relied 
upon as) personal advice nor as an offer to buy/sell/subscribe to any of the financial products mentioned herein. No 
investment objectives, financial circumstances or needs of any individual have been taken into consideration in the 
preparation of the Content. 

Financial products are complex, entail risk of loss, may rise and fall, and are impacted by a range of market and 
economic factors, and you should always obtain professional advice to ensure trading or investing in such products is 
suitable for your circumstances, and ensure you obtain, read and understand any applicable offer document. 

 

Disclosures 
Pitt Street Research has been commissioned to prepare the Content. From time to time, Pitt Street Research 
representatives or associates may hold interests, transact or hold directorships in, or perform paid services for, 
companies mentioned herein. Pitt Street Research and its associates, officers, directors and employees, may, from 
time to time hold securities in the companies referred to herein and may trade in those securities as principal, and in 
a manner which may be contrary to recommendations mentioned in this document. 

Pitt Street Research receives fees from the company referred to in this document, for research services and other 
financial services or advice we may provide to that company. The analyst has received assistance from the company 
in preparing this document. The company has provided the analyst with communication with senior management and 
information on the company and industry. As part of due diligence, the analyst has independently and critically 
reviewed the assistance and information provided by the company to form the opinions expressed in the report. 
Diligent care has been taken by the analyst to maintain an honest and fair objectivity in writing this report and making 
the recommendation. Where Pitt Street Research has been commissioned to prepare Content and receives fees for its 
preparation, please note that NO part of the fee, compensation or employee remuneration paid will either directly or 
indirectly impact the Content provided.  

 

 

 


