
	  

 

INITIATING COVERAGE (September 22, 2014) 

Equity | Healthcare / M edi c a l  De v i c es  

© 2011-2014 SeeThruEquity, LLC. Important disclosures appear at the back of this report. 1 | P a g e  

Aethlon Medical, Inc. 
(OTCQB: AEMD, Target Price: $0.34) 
We initiate coverage on Aethlon Medical, Inc. (“AEMD”) with a price target 
of $0.34 per share. AEMD is a medical device company focused on 
creating innovative devices that address unmet medical needs in cancer, 
infectious disease and other life-threatening conditions. At the core of 
AEMD’s developments is the Aethlon ADAPT™ (Adaptive Dialysis-Like 
Affinity Platform Technology) system, a medical device platform that forms 
the basis for a new class of therapeutics that target the rapid elimination of 
disease enabling particles from the circulatory system of treated patients. 
The lead Aethlon ADAPT™ product is Hemopurifier®, a first-in-class device 
that addresses a broad spectrum of viral pathogens as well as tumor-
secreted exosomes that suppress the immune system of cancer patients. 
Aethlon is also operating under two government contracts with the Defense 
Advanced Research Projects Agency (DARPA) related to the development 
of a medical device to reduce the incidence of sepsis. 
 

INVESTMENT HIGHLIGHTS 
Unique therapeutic model 
Aethlon Medical is developing revolutionary medical devices under the 
Aethlon ADAPT™ (Adaptive Dialysis-like Affinity Platform Technology) 
system that target the rapid elimination of disease enabling particles from 
the circulatory system of treated patients. In recent times, development of 
new drugs has become costly, slow, and unsustainable.  An estimated 
4,000 biopharma companies with 4 million employees spend billions of 
dollars each year on research but only a handful of drugs get FDA approval. 
Only 1 drug for every 10,000 candidates gets FDA approval after 15 years 
of rigorous research and clinical trials, resulting in R&D costs of $4-12 
billion per drug approval. The Aethlon Model improves approved and 
candidate drugs by rapid elimination of drug target, eliminating targets 
beyond drugs, preserving immune cells and adding benefit without drug 
toxicity. We believe AEMD’s business model is unique in that its therapeutic 
systems could be used in conjunction with drugs or standalone, 
dramatically improving patient outcomes and saving lives.  
 

Initiating U.S. studies for Hemopurifier® Therapy 
In May 2014, AEMD disclosed that its lead ADAPT™ product, 
Hemopurifier®, received the U.S. FDA approval as an Investigational 
Device Exemption (IDE) device, which allows the company to initiate HCV 
human feasibility studies of Hemopurifier® therapy in the U.S. The first U.S. 
clinical study will be conducted at the DaVita MedCenter Dialysis in 
Houston, Texas. Under the feasibility study protocol, Aethlon is to treat ten 
ESRD patients infected with Hepatitis C virus (HCV) to demonstrate the 
safety of Hemopurifier therapy. Successful completion of the feasibility 
study will set the stage for Aethlon to conduct pivotal studies required for 
market clearance to treat HCV and potentially other disease indications.  
 

Large disease markets 
Based on issued patents and/or clinical validations relating to Exosomes, 
AEMD can target the extracorporeal cancer therapy (Breast, Ovarian, 
Melanoma, Lymphoma), Infectious Disease (HIV and HCV Drug 
Resistance), and Emerging Pandemic & Bioterror Threat markets, among 
others. It is estimated that approximately 170 million people worldwide are 
infected with HCV, which leads to chronic liver disease or cirrhosis, and is a 
leading cause of liver transplantation. AEMD’s Hemopurifier is an antiviral 
broad-spectrum candidate that offers a solution for antiviral drug resistance 
in HIV/AIDS Hepatitis C Virus (HCV). 

Initiate coverage with a price target of $0.34 
Our analysis indicates a fair value estimate of $0.34 per share (detailed on 
page 10), implying an upside of 240% from the recent price of $0.12. We 
view AEMD as a high-risk/high-reward investment opportunity in the 
healthcare equipment space.  

 
Stock Details (09/18/2014) 

OTCQB: AEMD 

Sector / Industry Healthcare / Medical Devices 

Price target  $0.34  

Recent share price $0.10 

Shares o/s (mn) 261.1 

Market cap (in $mn) 26.1 

52-week high/low $0.27 / 0.12 

Source: Bloomberg, SeeThruEquity Research 

 

Key Financials ($mn unless specified) 

  FY14 FY15E FY16E 

Revenues 1.6  2.5  3.2  

EBITDA (3.0) (2.8) (1.4) 

EBIT (3.1) (2.8) (1.4) 

Net income (13.4) (3.0) (1.6) 

EPS ($) (0.07) (0.01) (0.01) 

Source: SeeThruEquity Research 

 

Key Ratios 

  FY14 FY15E FY16E 

Gross margin (%) NA 83.8 63.2 

Operating margin (%) (188.2) (112.0) (45.0) 

EBITDA margin (%) (186.9) (111.2) (44.4) 

Net margin (%) (822.6) (120.2) (50.8) 

P/Revenue (x) 19.3  12.7  9.9  

EV/EBITDA (x) (10.8) (11.9) (23.4) 

EV/Revenue (x) 20.2 13.3 10.4 

Source: SeeThruEquity Research 

 

Share Price Performance ($, LTM) 

 

Source: Bloomberg 
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SUMMARY TABLE 
Figure 1. Summary Table (As of August 21, 2014) 

Share data   B/S data (As of 4Q14) Key personnel:  
Recent price: $0.12  Total assets: 1.7mn Chairman, CEO: James A. Joyce 

Price target: $0.34  Total debt: 2.5mn President Rodney S. Kenley 

52-week range: 0.27 / 0.12 Equity: (14.7mn) CFO: James B. Frakes 

Average volume:* 370,116 W/C: (14.2mn)     

Market cap: $31.3mn ROE '13: NM     

Book value/share: ($0.07) ROA '13: -793%     

Cash/share $0.01  Current ratio: 0.1     

Dividend yield: 0.00% Asset turnover: 1.0     

Risk profile: High / Speculative Debt/Cap: NM     

* three month average volume (number of shares)  

  Estimates   Valuation  
FY December Rev ($mn) EBITDA ($mn) EPS ($) P/Rev (x) EV/Rev (x) P/E (x) 
2013A 1.2  (3.6) (0.03) 6.4x 6.7x NM 

2014A 1.6  (3.0) (0.07) 19.3x 20.2x NM 

2015E 2.5  (2.8) (0.01) 12.7x 13.3x NM 

2016E 3.2  (1.4) (0.01) 9.9x 10.4x NM 

2017E 7.0  0.7  0.0018  4.5x 4.7x 67.1x 

Source: SeeThruEquity Research 

INVESTMENT THESIS 

Founded in 1999, Aethlon Medical, Inc. ("AEMD") is a medical device company focused on creating 
revolutionary devices that address unmet medical needs in infectious disease, cancer, and other life-
threatening conditions. At the core of AEMD’s developments is the Aethlon ADAPT™ (Adaptive Dialysis-
Like Affinity Platform Technology) system, a medical device platform that forms the basis for a new class of 
therapeutics that target the rapid elimination of disease enabling particles from the circulatory system of 
treated patients. The lead Aethlon ADAPT™ product is the Hemopurifier®, a first-in-class device that 
addresses a broad-spectrum of viral pathogens as well as tumor-secreted exosomes that suppress the 
immune system of cancer patients.  
 
Aethlon also operates under two government contracts with the Defense Advanced Research Projects 
Agency (DARPA) related to the development of a medical device to reduce the incidence of sepsis. The 
company has already invoiced $4mn of the primary 5-year DARPA contract worth an estimated $5.9mn. In 
October 2009, AEMD established Exosome Sciences, Inc. (ESI), a majority owned subsidiary that is 
advancing exosome-based strategies to diagnose and monitor the progression of cancer, infectious disease 
and other neurological conditions.  
 
In June 2013, the U.S. FDA approved AMED’s Investigational Device Exemption ("IDE") application to 
initiate a ten patient human clinical safety study for Hemopurifier in the U.S. Successful completion of the 
clinical trial will set the stage for Aethlon to conduct pivotal studies required for market clearance to treat 
HCV and potentially other disease indications. We believe AEMD’s Hemopurifier® has high probability of 
successfully completing the safety study as it has already been administered to ~100 HIV and HCV patients 
in India without any major safety issues. We expect FDA approval for Hemopurifier in FY2015E setting the 
stage for commercialization of the product. 
 
We are impressed with AEMD’s able execution of the DARPA contract and foresee tremendous revenue 
potential for the company over the next several years as it advances its current pipeline of therapies toward 
market. We believe the potential approval of Hemopurifier validates AEMD’s ADAPT™ system, allowing the 
company to generate new revenue sources through future government contracts or grants, and 
collaborations with organizations. AEMD’s diagnostics subsidiary, Exosome Sciences, Inc, could also 
contribute to revenues as it advances its exosome-based diagnostic products for cancer and other diseases.    
The Aethlon ADAPT™ System – An Overview 
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The Aethlon ADAPT™ system is an adaptive dialysis-like affinity platform technology that provides the 
foundation for an entirely new class of therapeutics that target the selective clearance of harmful agents 
from the entire circulatory system.  Therapies that evolve from the Aethlon ADAPT™ system overcome the 
historic limitation of extracorporeal strategies that indiscriminately adsorb or remove particles solely by 
molecule size. In function, the device platform allows the immobilization of single or multiple affinity drug 
agents in the outer-capillary space of plasma membrane technologies as a means to provide rapid real-time 
clearance of corresponding targets without adding drug toxicity or interaction risks to established therapies.  
Beyond providing a novel regulatory and commercialization pathway for affinity drug agents, Aethlon 
ADAPT™ therapies can be implemented for use within the global infrastructure of dialysis machines and 
CRRT systems already located in hospitals and clinics.  

At present, the Aethlon ADAPT™ product pipeline includes the Aethlon Hemopurifier® to address infectious 
disease and cancer and a medical device being developed under a $5.9 million contract with the Defense 
Advanced Research Projects Agency (DARPA) that would reduce the incidence of sepsis in combat-injured 
soldiers and civilians. 

The Aethlon Hemopurifier®  

The Aethlon Hemopurifier® is a first-in-class device that selectively targets the rapid elimination of 
circulating viruses and tumor-secreted exosomes that promote cancer progression. More specifically, the 
Hemopurifier® addresses antiviral drug-resistance in Hepatitis-C Virus (HCV) and Human Immunodeficiency 
Virus (HIV) infected individuals; serves as a countermeasure against viral pathogens not addressed by drug 
or vaccine therapies; and represents the first therapeutic strategy to address cancer promoting exosomes. In 
clinical studies conducted in India, safety and efficacy observations of Hemopurifier® therapy have been 
observed in both HCV and HIV infected individuals. AEMD is now initiating the first US FDA approved 
studies of Hemopurifier® therapy at DaVita MedCenter Dialysis in Houston, Texas. 

The Hemopurifier® in Cancer: In a May 2014 review article sponsored by the National Cancer Institute 
(NCI), AEMD was the sole organization referenced to have a therapeutic candidate to address tumor-
secreted exosomes, which have been discovered to suppress the immune system of cancer patients, seed 
the creation and spread of metastasis, promote angiogenesis, trigger resistance to chemotherapy, and 
transport PD-1, PDL-1, VEGF, CTLA-4, EGRF and other primary cancer therapeutic targets of the 
biopharmaceutical industry. To date, the company has demonstrated that its Hemopurifier® can capture 
exosomes underlying a broad-spectrum of cancer indications and as a result of discoveries, AEMD has 
already received issued patent protection for its cancer treatment endeavors.  

The Hemopurifier® to Treat Viral Pathogens Not Addressed by Drug Therapies: The protocol design of 
AEMD’s forthcoming FDA approved study was originally designed as a human safety challenge and model 
for addressing drug and vaccine resistant bioterror and emerging pandemic threats. In vitro studies 
conducted by leading government and non-government researchers have demonstrated that the 
Hemopurifier is able to capture a broad-spectrum of some of world’s deadliest viral pathogens. These 
include: Dengue hemorrhagic fever (DHF), Ebola hemorrhagic fever (EHF), Lassa hemorrhagic fever (LHF), 
H5N1 avian influenza (Bird Flu), H1N1 swine flu virus, the reconstructed 1918 influenza virus (r1918), West 
Nile virus (WNV) and Vaccinia and Monkeypox (MPV), which serve as models for human smallpox infection. 
Human efficacy studies are not permissible against high-threat bioterror and pandemic threats. 

The Mechanism of the Aethlon Hemopurifier®: In design, the Hemopurifier® consists of the affinity lectin 
Galanthus nivalis agglutinin (GNA) immobilized in the outer-capillary space of advanced plasma membrane 
technology. The design allows for extracorporeal therapeutic delivery to occur on standard CRRT and 
dialysis instruments already located in hospitals and clinics worldwide. The mechanism of the Hemopurifier® 
to rapidly eliminate a broad-spectrum disease targets is based on GNA’s ability to selectively bind unique 
high mannose signatures that are abundant on the surface of cancer-secreted exosomes and glycoproteins 
that reside on the outer membrane of infectious viral pathogens. 

 

Source: Company filings and investor materials 
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Enduring therapeutic model 
 
Aethlon Medical is developing revolutionary medical devices under the Aethlon ADAPT™ (Adaptive Dialysis-
like Affinity Platform Technology) system that targets the rapid elimination of disease enabling particles from 
the circulatory system of treated patients. In recent times, development of new drugs has become costly, 
slow, and unsustainable.  An estimated 4,000 biopharma companies with 4 million employees spend billions 
of dollars each year on research but only a handful of drugs get FDA approval. Only 1 drug for every 10,000 
candidates gets FDA approval after 15 years of rigorous research and clinical trials, resulting in R&D costs 
of $4-12 billion per drug approval. 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 

The Aethlon Model improves approved and candidate drugs by rapid elimination of drug target, eliminating 
targets beyond drugs, preserving immune cells, and adding benefit without drug toxicity. We believe AEMD’s 
business model is unique in that its therapeutic systems could be used in conjunction with drugs or 
standalone, dramatically improving patient outcomes and saving lives. Additionally, the company’s systems 
could also be used at the drug development stage that not only improves outcomes of candidate drugs but 
also save significant R&D costs for these candidate drugs.   

 
Source: Company filings and investor materials, SeeThruEquity Research 

 
Initiating U.S. studies for Hemopurifier® Therapy 
 

In May 2014, AEMD disclosed that its lead ADAPT™ product, Hemopurifier®, received the U.S. Food and 
Drug Administration (FDA) approval as an Investigational Device Exemption (IDE) device, which allows the 
company to initiate HCV human feasibility studies of Hemopurifier® therapy in the U.S.  The first U.S. clinical 
study will be conducted at the DaVita MedCenter Dialysis in Houston, Texas. Under the feasibility study 
protocol, Aethlon is to treat ten ESRD patients infected with Hepatitis C virus (HCV) to demonstrate the 
safety of Hemopurifier therapy. Successful completion of the feasibility study will set the stage for Aethlon to 
conduct pivotal studies required for market clearance to treat HCV and potentially other disease indications.  
 
The Hemopurifier® is a first-in-class medical device that selectively targets the rapid clearance of viral 
pathogens and tumor-secreted exosomes from the entire circulatory system to improve the benefit of drug 
therapies administered to infectious disease and cancer patients. In HCV care, the device is positioned to 
address drug resistance associated with emerging all-antiviral therapies and also to accelerate HCV RNA 
depletion at the outset of peginterferon+ribavirin (PR) therapy.     

The Hemopurifier® has already been administered in ~100 human treatment experiences involving HIV and 
Hepatitis C (HCV) infected Individuals and the company has recently reported Rapid and Sustained 
Virologic Response Rates in Hepatitis C (HCV) Treated Patients at the Medanta Medicity, a multi-specialty 
medical institute in India. Aethlon reported that Hemopurifier® therapy was well tolerated and without 
device-related adverse events in twelve treated patients, and the intermittent application of Hemopurifier® 
therapy during just the first three days of a 48-week interferon regimen significantly improved treatment 
outcomes. 

 

How AEMD Devices Improves Drugs 
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Transition to a revenue-stage company 

In September 2011, AEMD entered into a $6.8mn five-year contract with the Defense Advanced Research 
Projects Agency (DARPA) for the development of a dialysis-like device to prevent sepsis, a fatal 
bloodstream infection that is often the cause of death in combat-injured soldiers. The company commenced 
work in October 2011 and has so far invoiced for twenty milestone payments under the contract totaling over 
~$4.0mn. AEMD achieved eight milestones generating $1.47mn in contract revenue for FY’14 and achieved 
six milestones generating $1.23mn in contract revenue for FY’13. Due to budget restrictions within the 
Department of Defense, on February 10, 2014, DARPA reduced the scope of contract in years three through 
five of the contract, which will reduce the possible payments under the contract by $858,491 over years 
three through five. Consequently, AEMD could generate another $1.9mn ($5.9mn post budget reduction less 
$4.0mn already received) from the DARPA contract over the next three years.   

AEMD also entered into a subcontract agreement with Battelle Memorial Institute (“Battelle”) in March 2013. 
Battelle was chosen by DARPA to be the prime contractor on the systems integration portion of the original 
DARPA contract and AEMD is one of several subcontractors on that systems integration project. The 
Battelle subcontract is under a time and materials basis and AEMD began generating revenues under the 
subcontract in 2Q’FY13. Revenues from the Battelle contract totaled $157k for FY’14.  

As AEMD advances its current pipeline of therapies toward market, it plans to further leverage ADAPT™ 
system to generate new revenue sources through future government contracts or grants, and collaborations 
with pharmaceutical/biotechnology organizations. 

 
   Large disease markets 

According to research firm Global Industry Analysts, Inc., global cancer therapy market is forecast to reach 
$225 billion by 2017. Citigroup analysts predict the immuno�oncology market will grow to $35 billion per 
year and 50% of all cancer treatments will be immuno�oncology based in 10 years. We believe AEMD’s 
Hemopurifier® therapy can play a central role in the emerging immuno-oncology market as an adjunct 
strategy to eliminate circulating exosomes without adding drug toxicity to established and emerging cancer 
therapies. The ability to inhibit exosome immune suppression in combination with drugs designed to 
stimulate the immune response is an especially compelling premise.  

Based on issued patents and/or clinical validations relating to Exosomes, AEMD can target the 
extracorporeal cancer therapy (Breast, Ovarian, Melanoma, Lymphoma), Infectious Disease (HIV and HCV 
Drug Resistance), and Emerging Pandemic & Bioterror Threat markets, among others. It is estimated that 
approximately 170 million people worldwide are infected with HCV, which leads to chronic liver disease or 
cirrhosis, and is a leading cause of liver transplantation. AEMD’s Hemopurifier is an antiviral broad-spectrum 
candidate that offers a solution for antiviral drug resistance in HIV/AIDS Hepatitis C Virus (HCV). 

 
Exosome Validations -  Disease Targets 

Infectious Diseases Cancers Bioterrorism/Pandemic 
Hepatitis C Virus (HCV) Breast Dengue 
HIV Lymphoma  Lassa 
  Melanoma Pox Viruses 
  Ovarian Pandemic Influenza 
  Colorectal Ebola 

Source: Company filings and investor materials, SeeThruEquity Research 

Tapping the diagnostic market through Exosome Sciences, Inc.  

We believe AEMD is well positioned to capture the large cancer and infectious disease testing markets 
through its Exosome Sciences, Inc. (ESI) subsidiary. ESI commenced operations in October 2013 with a 
focus on developing exosome-based products to diagnose and monitor cancer, infectious disease and 
neurological disorders. As exosomes transport disease-origin markers underlying a wide-range of disease 
and are easily accessible in blood and other body fluids, they represent an optimal diagnostic target. ESI is 
developing non-invasive liquid biopsies and continues to leverage applications of ELLSA™ exosome assay 
originally developed by Aethlon researchers to quantitate the ability of Hemopurifier® therapy, to capture 
tumor-secreted exosomes from blood and other bodily fluids. 
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Cancer and infectious disease testing is a multi-billion dollar industry, representing tremendous opportunity 
for ESI. Early detection of cancer is particularly critical for the successful treatment of patients and is a multi-
billion dollar market worth an estimated $1.6 billion in 2012 and projected to treble to $5.3 billion by 2015. 
According to International Agency for Research on Cancer (IARC), total number of potential tests for the four 
major cancers (Prostrate, Lung, Breast, Colorectal) could be an estimated 75 million.  

Scientific endeavors at ESI are led by two well-known thought leaders in the field of exosome biology - Dr. 
Douglas Taylor (ESI's Chief Scientific Officer) and Dr. Cicek Gercel-Taylor (ESI's Clinical Research 
Director). 

 

COMPETITIVE LANDSCAPE 
AEMD operates in the infectious disease and cancer treatment markets, which are highly competitive and 
tightly regulated. Using its ADAPT™ system, AEMD is developing an entirely new class of therapeutics that 
target the selective clearance of harmful agents from the entire circulatory system. The company’s lead 
product candidate, Hemopurifier® is a first-in-class device that selectively targets the rapid elimination of 
circulating viruses and tumor-secreted exosomes that promote cancer progression. We believe there is little 
competition for Hemopurifier® in the U.S. as it is the only therapeutic device able to selectively remove 
viruses and immunosuppressive proteins from circulation. However, Japan-based Asahi Kasei Kurary 
Medical has developed and currently markets a double filtration plasmapheresis system that removes 
particles from blood in a certain molecule range that includes HCV. 
 
AEMD is currently advancing its Hemopurifier as a treatment strategy to enhance and prolong current drug 
therapies by removing the viral strains that cause drug resistance and as a tool for cancer treatment in 
conjunction with existing and to be developed cancer therapies. The Hemopurifier also may prolong life for 
infected patients who have become drug resistant or have been infected with a viral pathogen for which 
there is no drug or vaccine therapy. As Hemopurifier augments the benefit of drug therapies and is 
administered in conjunction with such therapies, we do not consider it a competitor to such treatments. 
However, if the Hemopurifier is considered to be a potential replacement for drug therapy or limits the need 
or volume of existing drug therapies, then all drug companies in the cancer and infectious disease space 
could potentially be considered AEMD’s competitors. 

 
AEMD’s ESI subsidiary is developing diagnostic tests that again target Exosomes. Although none of the 
diagnostic companies are creating tests that target Exosomes, AEMD could potentially compete with 
molecular diagnostic companies focused on cancer/infectious disease markets. However, we believe that 
diagnostics is not a major focus of AEMD and as such molecular diagnostic companies may not be major 
competitors. 
 
As discussed above, coming up with a meaningful peer group for AEMD is difficult, as the company’s 
ADAPT platform is unique and its therapies employ adjunct strategy to established and emerging drug 
therapies for infectious diseases and cancer. However, we could view medical device companies with 
treatments for cancer and infectious diseases, and those with diagnostics tests as a proxy peer group for 
AEMD. 
 

Source: Company filings and investor materials, SeeThruEquity Research 
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FINANCIALS AND FUTURE OUTLOOK 
Revenue/Drivers 
AEMD currently generates revenues from the DARPA contract and is advancing its lead product candidate 
Hemopurifier®, which we forecast could receive FDA approval in FY15E and generate revenues. As part of 
the $6.8mn five-year contract ($5.9mn post budget restrictions within the Department of Defense), AEMD 
has already invoiced for twenty milestone payments under the contract totaling over ~$4.0mn, which leaves 
~$1.9mn over the next three years. We believe AEMD would generate the remaining contract revenues 
within the next two years by successfully meeting milestones. However, AEMD’s revenues from the Battelle 
sub-contract will continue through the end of our forecast period till FY2019E. The decline in revenues from 
the DARPA contract would be offset by the product sales of Hemopurifier® starting FY2015E and new 
revenue sources through future government contracts/grants, and collaborations with 
pharmaceutical/biotechnology organizations. We are forecasting revenues of $0.8mn in FY2015E, the first 
year of product launch and foresee continued acceleration in revenues starting FY2016E as Hemopurifier 
gains market traction, complemented by launch of diagnostic tests from AEMD’s ESI subsidiary. 
Consequently, we forecast a 116% revenue growth in product sales over the period FY2015E-2019E with 
revenues reaching $17.4mn by FY2019E. 
 

AEMD must obviously have clinical success for its Hemopurifier® product in its feasibility study in the U.S. 
for receiving FDA approval and commercialize it to begin generating revenue. We believe that AEMD’s 
Hemopurifier® has high probability of successfully demonstrating the safety of Hemopurifier therapy in 
Hepatitis C virus (HCV) patients as part of the feasibility in the U.S., as Hemopurifier® has already been 
administered in ~100 human treatment experiences involving HIV and Hepatitis C (HCV) in India without any 
major safety issues.  

Margins/Expenses 

Owing to high professional fees and other expenses related to the DARPA contract, AEMD has been 
reporting negative operating margins over the past three years. Post the FDA approval for its lead product 
candidate, which we believe will happen in FY2015E, operating margins should improve dramatically and 
move into the positive territory starting FY2017E. Part of the improvement in operating margins should come 
from the reduction in Professional fees as the company winds up its DARPA contract over the next 2 years.  
 
We are projecting net income of $0.5mn starting 2017 but have not modeled any taxes through FY2019E as 
the company has operating loss carry forwards of more than ~$30 million that will expire in 2020. 

Balance Sheet & Financial Liquidity 

AEMD had $1.3mn in cash and $2.5mn of debt as of March 31, 2014. Subsequent to March 31, 2014, the 
company entered into several agreements with its debtors for conversion of debt into equity, which will 
substantially reduce its total liabilities from about $16.4mn as of year-end March 2014 to $4.7mn. These 
adjustments have been reported as Pro-forma balance sheet in the company financials and we have 
modeled the same in FY2015E. The debt conversion has also resulted in equity dilution to the extent of 30% 
or the addition of ~67 million shares, taking the total outstanding shares to about ~$261mn shares.  
 

We are forecasting interest expenses to reduce dramatically in FY2015E to ~$0.2mn from $1.3mn in 
FY2014 because of the debt conversion.  We are further forecasting raising of $3.0mn in equity in FY2015E 
to fund working capital requirements and the clinical study of Hemopurifier®.  
 
 

Figure 2. Key Performance Indicators of AEMD, FY15E–18E 

  

Source: Company filings, SeeThruEquity Research 
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   VALUATION 
We have valued AEMD using a discounted cash flow (“DCF”) Valuation. Our DCF valuation yields a fair 
value of $0.34 per share, representing an upside of 183% from the recent price of $0.12 as of August 21, 
2014. 

DCF 
Currently AEMD generates revenue from the DARPA contract. We expect the company to get FDA approval 
for its Hemopurifier product in FY15E and generate ~$0.8mn from product sales, which are projected to 
accelerate in FY2016E as Hemopurifier gains market traction. We project free cash flow to move from 
($2.8mn) in FY2015E to $9.9mn in 2019E. We discounted cash flows at a weighted average cost of capital 
of 12.3% and assumed a terminal growth rate of 5% at the end of FY2019E to arrive at an enterprise value 
of $90.0mn. Adjusting for the cash balance of $1.3mn and debt of $2.5mn as of March 31, 2014, we arrived 
at a fair value of $0.34 per share. 
  
Figure 3. Discounted Cash Flow Analysis 

$’ 000  FY15E FY16E FY17E FY18E FY19E 
EBIT   (2,770) (1,422) 679  4,776  9,005  
Less: Tax   0  0  0  0  0  
NOPLAT   (2,770) (1,422) 679  4,776  9,005  
Changes in working capital   (52) 513  159  860  910  
Depreciation & Amortization   19  21  26  24  28  
Capex   0  (25) (50) 0  (50) 
FCFF   (2,802) (913) 813  5,659  9,893  
Discount factor   0.93  0.83  0.74  0.66  0.59  
PV of FCFE   (2,612) (757) 601  3,723  5,795  
Sum of PV of FCFE           6,749  
Terminal cash flow           142,136  
PV of terminal cash flow           83,252  
Enterprise value           90,001  
Less: Debt           2,534  
Add: Cash           1,250  
Equity value           88,717  
Outstanding shares (mn)           261.1 
Fair value per share ($)           0.34 

 
 

Summary conclusions  Key assumptions  
DCF FV ($ per share) 0.34 Beta 1.1 
Recent price ($ per share) 0.12 Cost of equity 12.7% 

Upside (downside) 183.2% Cost of debt (post tax) 7.2% 

WACC 12.3% Terminal Growth Rate 5.0% 

Source: SeeThruEquity Research 

Figure 4. Sensitivity of Valuation – WACC vs. Terminal Growth Rate 

    WACC (%) 
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0.34 11.3% 11.8% 12.3% 12.8% 13.3% 

4.00% 0.35 0.32 0.30 0.28 0.26 

4.50% 0.38 0.35 0.32 0.29 0.27 

5.00% 0.41 0.37 0.34 0.31 0.29 

5.50% 0.44 0.40 0.36 0.33 0.31 

6.00% 0.48 0.44 0.39 0.36 0.33 

 6.50% 0.53 0.48 0.43 0.39 0.35 

Source: SeeThruEquity Research 
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Peer Group Valuation 
For the sake of comparison, we compared AEMD to other medical device companies focused on cancer 
treatment. We do not know of any medical device companies focused on treatments for infectious diseases.  
 
 
Figure 5. Comparable Valuation (Data as of 08/21/14) 

Company Mkt cap  
($ mn) 

EV/Revenue(x) Price/Revenue(x) 
FY14E FY15E FY14E FY15E 

EDAP TMS SA 43  0.9x 0.8x 1.4x 1.3x 

Huiheng Medical Inc 0  NA NA NA NA 

Medifocus Inc 15  NA NA NA NA 

BSD Medical Corp 27  NA NA NA NA 

Endo International PLC 9,712  4.6x 4.3x 3.5x 3.3x 

Boston Scientific Corp 16,783  2.8x 2.7x 2.3x 2.2x 

Medtronic Inc 63,856  3.5x 3.4x 3.6x 3.5x 

Varian Medical Systems Inc 8,722  2.7x 2.5x 2.8x 2.6x 

IsoRay Inc 137  22.3x 15.9x 27.0x 19.2x 

Average   6.1x 4.9x 6.8x 5.3x 

Aethlon Medical Inc 31 20.2x 13.3x 19.3x 12.7x 

Premium (discount)   230.2% 169.6% 185.4% 137.4% 

Source: Bloomberg, SeeThruEquity Research 
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RISK CONSIDERATIONS 
Acceptance of technology 

Infectious disease and cancer treatment markets are intensely competitive and companies developing new 
treatment procedures face significant capital and regulatory challenges, in addition to challenges related to 
the acceptance of their technology by the medical community. AEMD’s Hemopurifier® is a first-in-class 
device and hence has the additional challenge of establishing medical industry support for its technology in 
the marketplace. 

No commercially approved product 

AEMD’s pathogen filtration devices are in pre-clinical and clinical stages of development and have not 
received FDA approval to be commercially marketed and sold in the U.S. The process of obtaining FDA and 
other governmental regulatory approvals is costly and time consuming. Although the company’s lead 
product candidate, the Hemopurifier® received investigational device exemption (IDE) to initiate human 
clinical studies in the U.S. as a feasibility study, the product has to successfully complete the clinical trial for 
receiving the final FDA approval for commercialization.  

Additional financing and dilution 

As of March 31, 2014, the company had $1.2mn in cash and had a negative working capital of $14.2mn 
comprising $10.7mn in derivative liabilities. To fund its working capital requirements and the clinical 
development of its products, AEMD has been issuing common stock for raising funds, which has resulted in 
significant dilution (O/S shares almost doubled to 194mn in FY2014 from 102mn in FY2012). Additionally, 
AEMD has recently converted $14mn of its notes payable and other debt through several arrangements with 
its debt providers, which has resulting in further dilution (~67mn additional stock issued). 
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Management Team  

James A. Joyce – Chairman and Chief Executive Officer 

Mr. Joyce is the founder, Chairman and Chief Executive Officer of Aethlon Medical.  Under his leadership, Aethlon has 
transformed the concept of a selective therapeutic filtration device (The Aethlon Hemopurifier®) into the reality of treating 
both HIV and hepatitis C patients in a clinical setting.  Follow-on research has further validated the ability of the 
Hemopurifier® to capture a broad-spectrum of bioterror and pandemic threats as well as immunosuppressive cancer 
exosomes. Mr. Joyce has originated numerous collaborative relationships with government and non-government research 
organizations, has authored supporting publications and reports, and raised capital resources to support the mission of 
Aethlon Medical.  He has represented the Company on CNN, NBC, ABC, and other media outlets and has testified before 
Congress on issues related to Project BioShield legislation and the deployment of the Aethlon Hemopurifier® as a 
countermeasure against biological weapons.  His efforts on Capitol Hill were instrumental in expanding the definition of 
treatment countermeasure in Project BioShield legislation to include medical devices.  In May 2011, the Company 
introduced the Aethlon ADAPT™ system to advance Mr. Joyce’s vision of an expansive device platform that converges 
affinity drug agents with plasma membrane technology to create new candidate therapies against life-threatening disease 
conditions.  From February 1993 until founding Aethlon Medical, Mr. Joyce was Chief Executive Officer of James Joyce & 
Associates. Previously he was founder and Chief Executive Officer of Mission Labs, Inc., was a principal at London Zurich 
Securities, Inc., and was a member of the Denver Broncos Football Club of the National Football League.  Mr. Joyce is a 
graduate of the University of Maryland. 

Rodney S. Kenley – President 

Mr. Kenley has 33 years of experience in healthcare, most of which have been spent in the extracorporeal blood 
purification arena. Mr. Kenley held several positions at Baxter Healthcare (Travenol) from 1977 through 1990 including 
International Marketing Manager, Business Unit Manager for Peritoneal and Hemodialysis products, Manager of New 
Business Development, Director of Worldwide Product Planning, Director of Advanced Product Development, and VP of 
Electronic Drug Infusion.  During this tenure he conceived of and managed the launch of several new products that have 
been highly commercially successful including the HomeChoice peritoneal dialysis cycler.  Mr. Kenley founded Aksys Ltd. 
in January 1991 to develop and commercialize his concept of a daily home hemodialysis system which was commercially 
launched in 2002 as the PHD system.  In 2004, Mr. Kenley initiated the development of a second-generation home 
hemodialysis system in partnership with DEKA Research & Development Corporation in Manchester, New Hampshire.  In 
2007, the assets of Aksys Ltd. were acquired by DEKA, where Mr. Kenley was employed prior to joining Aethlon.  Mr. 
Kenley is the recipient of over 30 patents and has been a frequent presenter at international symposia regarding the 
provision of dialysis, the design of dialysis equipment, designing medical equipment according to FDA guidelines as well 
as lecturing at the Kellogg School of Management at Northwestern University and at other business schools in the area of 
entrepreneurship.  Mr. Kenley received his Bachelor of Arts degree in Biology and Chemistry from Wabash College, a 
Masters of Science degree in Molecular Biology from Northwestern University and a Masters of Management from the 
Kellogg School of Management, also at Northwestern University. 

James B. Frakes – Chief Financial Officer 

Mr. Frakes joined Aethlon Medical in January 2008 and brought 16 consecutive years of financial responsibility for publicly 
traded companies, as well as, specific knowledge and experience in equity and debt transactions, acquisitions, public 
reporting and Sarbanes-Oxley section 404 internal control requirements. He previously served as the CFO for Left Behind 
Games Inc., a start-up video game company. Prior to 2006, he served as CFO of NTN Buzztime, Inc., an interactive 
entertainment company with $40 million in sales, where he played a key role in acquisitions that doubled the company's 
revenue.  

Mr. Frakes received an MBA from the University of Southern California, and completed his BA with Honors at Stanford 
University.  

Richard H. Tullis, Ph.D. – Chief Science Officer 

Dr. Tullis has extensive biotechnology management and research experience, and is the founder of Syngen Research, a 
wholly-owned subsidiary of Aethlon Medical, Inc. Dr. Tullis became a Vice President and Director of Aethlon Medical, Inc. 
in January of 2000, and succeeded Dr. Clara M. Ambrus as Chief Scientific Officer in June of 2001. Previously, Dr. Tullis 
co-founded Molecular Biosystems, Inc., a former NYSE company. At Molecular Biosystems, Dr. Tullis was Director of 
Research and Development, Director of Oligonucleotide Hybridization, Senior Research Scientist and Member of the 
Board of Directors. In research, Dr. Tullis developed and patented the first application of oligonucleotides to antisense 
antibiotics and developed new methods for the chemical synthesis of DNA via methoxy-phosphorochloridites. Dr. Tullis 
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also co-developed the first applications of covalently coupled DNA-enzyme conjugates using synthetic oligonucleotides 
during his tenure at Molecular Biosystems. In 1985, Dr. Tullis founded, and served as President and CEO of Synthetic 
Genetics, Inc., a pioneer in custom DNA synthesis, which was sold to Molecular Biology Resources in 1991. Dr. Tullis 
also served as interim-CEO of Genetic Vectors, Inc., which completed its IPO under his management, and was co-
founder of DNA Sciences, Inc., a company that was eventually acquired by Genetic Vectors. Dr Tullis received his Ph.D. 
in Biochemistry and Cell Biology from the University of California at San Diego, and has done extensive post-doctoral 
work at UCSD, USC, and The Scripps Research Institute. 

 

 

 

 

Top Institutional and 13F Filer Ownership 

Shareholder Number of Shares Percent of  

Major Holders & Key Insiders Owned 
Shares 

Outstanding 

Shah Chetan 11,000,001  4.2% 

Sackstein Adam 9,791,460  3.8% 

Joyce James A 3,288,889  1.3% 

Tullis Richard H 518,750  0.2% 

Total  24,599,100  9.4% 

* Percentages are based on 261,096,700 shares of common stock outstanding as of 08/22/2014. 
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FINANCIAL SUMMARY 
Figure 6. Income Statement 

Figures in $mn unless specified FY13A FY14A FY15E FY16E FY17E FY18E 

Revenue 1.2  1.6  2.5  3.2  7.0  12.7  
YoY growth (9.5%) 32.0% 52.3% 27.7% 120.3% 82.5% 

Cost of sales 0.0 0.0 0.4 1.2 2.7 4.2 

Gross Profit 1.2  1.6  2.1  2.0  4.2  8.5  
Margin NA NA 83.8% 63.2% 61.0% 67.1% 

Operating expenses 4.8 4.7 4.8 3.4 3.6 3.7 

EBIT (3.6) (3.1) (2.8) (1.4) 0.7  4.8  

Margin (290.7%) (188.2%) (112.0%) (45.0%) 9.8% 37.6% 

EBITDA (3.6) (3.0) (2.8) (1.4) 0.7  4.8  
Margin (289.8%) (186.9%) (111.2%) (44.4%) 10.1% 37.8% 

Other income/ (expense) (1.3) (10.4) (0.2) (0.2) (0.2) (0.2) 

Profit before tax (4.9) (13.4) (3.0) (1.6) 0.5  4.6  

Tax 0.0  0.0  0.0  0.0  0.0  0.0  

Net income (4.9) (13.4) (3.0) (1.6) 0.5  4.6  
Margin NM (822.6%) (120.2%) (50.8%) 7.0% 36.2% 

EPS (per share) (0.03) (0.07) (0.01) (0.01) 0.0018  0.02  

Source: SeeThruEquity Research 
 

Figure 7. Balance Sheet 

Figures in $mn, unless specified FY13A FY14A FY15E FY16E FY17E FY18E 

Current assets 0.4 1.5 1.7 0.7 1.8 7.8 

Intangibles 0.1  0.1  0.1  0.1  0.1  0.1  

Other assets 0.0  0.1  0.1  0.1  0.1  0.1  

Total assets 0.5 1.7 1.9 0.9 2.1 8.0 
Current liabilities 9.6 15.6 3.7 4.4 5.2 6.9 

Other liabilities 0.0  0.8  1.0  1.0  0.8  0.4  

Shareholders’ equity (9.1) (14.7) (2.8) (4.4) (3.9) 0.7  

Total liab and shareholder equity 0.5  1.7  1.9  0.9  2.1  8.0  

Source: SeeThruEquity Research 
	  

Figure 8. Cash Flow Statement 

Figures in $mn, unless specified FY13A FY14A FY15E FY16E FY17E FY18E 

Cash from operating activities (2.1) (2.1) (3.0) (1.1) 0.7  5.5  

Cash from investing activities 0.0  (0.1) 0.0  (0.0) (0.1) 0.0  

Cash from financing activities 2.1  3.4  3.0  0.1  (0.2) (0.4) 

Net inc/(dec) in cash (0.0) 1.1  (0.0) (1.0) 0.4  5.1  
Cash at beginning of the year 0.1  0.1  1.3  1.2  0.2  0.6  

Cash at the end of the year 0.1  1.3  1.2  0.2  0.6  5.8  

Source: SeeThruEquity Research 
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About Aethlon Medical, Inc. 

AEMD is a medical device company focused on creating innovative devices that address unmet medical 
needs. The company’s Aethlon ADAPT™ (Adaptive Dialysis-like Affinity Platform Technology) establishes 
the basis for a new class of therapeutics that target the rapid elimination of disease enabling particles from 
the circulatory system of treated patients. The lead Aethlon ADAPT™ product is the Hemopurifier®, a first-
in-class device that addresses a broad-spectrum of viral pathogens as well as tumor-secreted exosomes 
that suppress the immune system of cancer patients. Aethlon also operates under two government contracts 
with the Defense Advanced Research Projects Agency (DARPA) related the development of a medical 
device to reduce the incidence of sepsis. Exosome Sciences, Inc. is a majority owned Aethlon subsidiary 
that is advancing exosome-based strategies to diagnose and monitor cancer and infectious disease 
progression.   

For more information, please visit www.aethlonmedical.com  
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CONTACT: 

Amit Tandon 
Director of Research 
SeeThruEquity, LLC 
www.seethruequity.com 
(646) 495-0939 
amit@seethruequity.com 
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