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Recce Ltd (ASX: RCE) 
Ahead of schedule for Phase 1 human tests                   

 Since listing in January 2016, in-vitro and animal cell testing has 

demonstrated the antibiotic as well as anti-cancer (and most recently 

anti-viral) properties of RCE’s patented, synthetic-polymer RECCE® 

antibiotics. Tests have also indicated the drugs’ efficacy without toxicity 

(including genetic toxicity).   

 RCE is currently doing pre-clinical (animal) testing on drug safety 

and efficacy. The tests will be largely directed at determining the 

ability of the RECCE® 327 antibiotic to treat sepsis (blood 

infection). 

 Between now and early 2017, RCE is targeting to complete 19 specific 

tests (around one every two weeks). Thus, we forecast a steady news 

flow emanating from the group over the next 7-8 months.  

 Predicated on the results from the pre-clinical tests, RCE is targeting to 

submit the key Investigational New Drug (“IND”) application to the US 

Food and Drug Administration (“FDA”) in March 2017. Note: an IND is a 

request for authorisation from the FDA to administer an investigational 

drug or biological product to humans.   

 The testing, which is fully funded (RCE’s cash balance A$3.59m as at the 

end of June 2016) will be carried out in contracted laboratories in the US.  

 Depending on the application approval process, we expect that 

RCE could then be in a position to commence with clinical human 

trials (Phase 1- Safety) by mid-2017.  

 Relative to the initial target of commencing Phase 1 testing around two 

years after the group’s IPO in January 2016, it appears that RCE is some 

six months ahead of its development timeline. If correct, this would reflect 

well on management’s ability to progress the project. 

 Successfully completing pre-clinical trials and moving to Phase 1 testing 

is an important step in the drug development process, and typically acts 

as a significant share price catalyst.  

 Based on a global antibiotic and oncology drugs market of US$40bn 

(2014) and US$130bn (2016) respectively, we estimate that the potential 

NPV of a royalty/licencing stream to RCE for its RECCE® antibiotics could 

indicatively exceed A$1bn. See research “Antibiotic plus anti-cancer 

opportunities”, 4 April 2016.  

 At current market capitalisation levels, we believe that the market is 

discounting (only) a 2.5% probability that the RECCE® antibiotics will be 

commercialised.  We suggest that if the RCE products successfully pass 

the Animal Test stage, a forecast increase in the probability to 5% would 

effectively double the market cap.  

In summary, we believe that RCE offers exciting capital upside for 

speculative investors as the RECCE® antibiotic NPV is progressively de-

risked.  RCE has an innovative patented product range, an experienced 

management team, and has demonstrated in recent announcements the 

potential to be a significant player in the global battle against both 

superbugs and cancer. RCE is highly active with much news flow potential.  

Also, it has a low-cost structure, and is fully-funded for the Animal Testing 

(pre-clinical) phase of the drug development programme. 

Share Price:             A$0.25  

Recommendation: 

                   Speculative Buy                    

Target Price:      No forecast  

Risk Assessment:     Higher 

Prepared by: 

David Brennan, CFA 
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Recce Ltd 

ASX Code RCE 

52 week range A$0.17-A$0.52 

Avg. Daily Turnover (shares) 64,437 

Shares Outstanding (million) 68.5 

M’Cap (A$m) 17.1 

Fully diluted no of shares (m) 103.5 

Fully diluted M’Cap (A$m)  25.9 

Net Cash (30 June 2016) A$3.59m 

ASX All Ordinaries 5,532 

 

Relative Price Performance (base =100) 

 
 Source: IRESS, State One Stockbroking 
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https://www.stateone.com.au/download/?a=preview&f=fZKi9yFVzG3IHAgBZvoMNfo0MGDzhfY7wErjtJZeoYApCjdaxyXxrZv4|nD/pgnW
https://www.stateone.com.au/download/?a=preview&f=fZKi9yFVzG3IHAgBZvoMNfo0MGDzhfY7wErjtJZeoYApCjdaxyXxrZv4|nD/pgnW
http://health.usnews.com/health-news/patient-advice/articles/2015/10/14/the-new-war-on-superbugs
http://health.usnews.com/health-news/patient-advice/articles/2015/10/14/the-new-war-on-superbugs
mailto:dbrennan@stateone.com.au
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Total potential value  

We estimate the total (antibiotic and anti-cancer) un-risked NPV of the RECCE® 

antibiotics at some US$780m (~A$1,040m at the current spot US$0.75 

exchange rate). See valuation methodology jn State One’s report “Antibiotic 

plus anti-cancer opportunities”, 4 April 2016. 

At RCE’s current (fully-diluted) market capitalisation of ~A$26m, we suggest 

that the market is attaching a 2.5% probability that the RECCE® antibiotic 

product will achieve commercial success.   

         RCE – potential total NPV (un-risked)  

   
Source: State One Stockbroking forecasts 

The low probability reflects the early-stage nature of the product development 

- RECCE® antibiotics are mid-way through a program of animal tests for safety 

and efficacy, part of a longer-term six-year program to FDA approval. 

However, we believe that as the development program progresses, RCE’s 

share price should increase significantly as the probability of commercial 

success increases. See graph below.        

             Forecast RECCE® antibiotic development timeline 

 
Source: Company, State One Stockbroking forecasts 

At the end of Animal 

Tests - Safety/Efficacy, 

we suggest a risk-

adjusted valuation for 

RCE of ~A$50m (i.e., 

2x higher than RCE’s 

current fully diluted 

m’cap)  

At the end of Human 

Tests Phase 1 - Safety, 

our risk-adjusted 

valuation for RCE is 

~A$150m (i.e., 6x 

RCE’s current fully 

diluted m’cap)  

Total indicative NPV 

valuation:  

US$780m 

(A$1,040m)  

https://www.stateone.com.au/download/?a=preview&f=fZKi9yFVzG3IHAgBZvoMNfo0MGDzhfY7wErjtJZeoYApCjdaxyXxrZv4|nD/pgnW
https://www.stateone.com.au/download/?a=preview&f=fZKi9yFVzG3IHAgBZvoMNfo0MGDzhfY7wErjtJZeoYApCjdaxyXxrZv4|nD/pgnW
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 Valuation risks  

 Expenses and costs of 2016-2021 trials/development and compliance 

with regulations, 

 High rate of failure for drug candidates (animals) proceeding through 

pre-clinical trials, and or failure/setbacks at any stage (Phase 1, 2,3) of 

the clinical trials (humans), 

 Serious adverse  events or safety risks could require Recce to abandon 

developments, and to preclude, delay, or limit approval of its products, 

 Reliance on a relatively small number of key personnel, 

 If Recce develops and manufactures the RECCE® antibiotic (versus 

selling the IP to Big Parma in exchange for a royalty), Recce will face 

the inherent risk of exposure to liability claims and regulatory action, 

 The Company may be forced to litigate to enforce or defend its 

intellectual property rights, 

 The Company may not be able to protect its proprietary technology in 

the marketplace, 

 Competitors may be more successful than the Company, 

 Failure to secure a Licencing/Royalty with one of the big PharmCos. The 

big players in the pharmaceutical industry have significant portfolios of 

early-stage/development prospects to evaluate; most prospects will not 

make it through the rigorous selection process. See graph below. 

 

Licensing Process at Bristol-Myers Squibb  

 
Source: Torreya Partners presentation, January 2014 
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General Advice Warning 
 

The contents of this document have been prepared without taking account of your objectives, financial 

situation or needs.  You should, before taking any action to acquire or deal in, or follow a recommendation 
(if any) in respect of any of the financial products or information mentioned in this document, consult your 
own investment advisor to consider whether that is appropriate having regard to your own objectives, 
financial situation and needs.  
 

Whilst State One Stockbroking Ltd believes information contained in this document is based on information 
which is believed to be reliable, its accuracy and completeness are not guaranteed and no warranty of 

accuracy or reliability is given or implied and no responsibility for any loss or damage arising in any way 
for any representation, act or omission is accepted by State One Stockbroking Ltd or any officer, agent or 
employee of State One Stockbroking Ltd. If applicable, you should obtain the Product Disclosure Statement 
relating to the relevant financial product mentioned in this document (which contains full details of the 
terms and conditions of the financial product) and consider it before making any decision about whether 
to acquire the financial product. 
 

Disclosure 
The directors and associated persons of State One Stockbroking Ltd may have an interest in the financial 

products discussed in this document and they may earn brokerage, commissions, fees and advantages, 
pecuniary or otherwise, in connection with the making of a recommendation or dealing by a client in such 
financial products.  State One Stockbroking Ltd has not received a commission on the preparation of this 
research note. State One was Lead Manager for Recce Limited’s IPO in January 2016.  
 

The Research Analyst who prepared this report hereby certifies that the views expressed in this research 

document accurately reflect the analyst’s personal views about the company and its financial products. 
The Research Analyst has not and will not be receiving direct or indirect compensation for expressing the 
specific recommendations or views in this report. This research at all times remains the property of State 
One Stockbroking Ltd. As such, it cannot be reprinted, distributed, copied, posted on the internet, in part 
or whole, without written prior approval from an Executive Director of State One Stockbroking Ltd. 
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