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American Cancer Society Says 45 Is the New 50

Exact Sciences is a molecular diagnostics company focused on reducing
colorectal cancer-related deaths through widespread adoption of a noninvasive, proprietary, stool-based DNA screening assay.
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ACS guideline update presents exciting mid/long-term opportunity.
- ACS recommends starting CRC screening at 45: Today, the American Cancer
Society updated its guidelines to recommend starting colorectal cancer screening
at age 45, vs. the prior recommendation of 50.
- Expanding EXAS’ addressable market: According to the 2010 census, there
were ~22.7M Americans aged 45-49 in 2010 (latest census.gov estimates show
21.0M as of July 1, 2017); we estimate ~80%+ of those would be averagerisk and estimate penetration of this new age group would expand Cologuard’s
addressable market by ~20%+ (same census data show 94.5M Americans aged
50-85 in 2010 and 108.7M estimated as of July 2017). Note that some payers like
Aetna already consider CRC screening beginning at age 45 medically necessary
for African Americans.
- ACS emphasizes importance of choice: We also found it encouraging that this
guideline update puts a big emphasis on the importance of patient preference/
choice of different CRC screening options. Rather than prioritizing certain tests,
the new guidelines recommend providers offer patients the opportunity to select
either a structural (visual) examination or a high-sensitivity stool test in order to
increase adherence.
- Steps forward from here: EXAS is currently working on the trial design for
an FDA supplement to expand the indicated age on Cologuard’s label, but
hasn’t started the trial yet (expect more color later in the year); we note
Cologuard performed better (had higher specificity) in the lower age group in
DeeP-C, so we’re optimistic on the outcome of such a trial. In the meantime,
there are a number of states (~20-30E) that mandate coverage of ACSrecommended tests, and other payers can choose to cover off-label. Note the
recommendation to begin screening at age 45 is a "qualified recommendation,"
while the recommendation for regular screening in adults aged 50+ is a "strong
recommendation" (still a bit unclear what this means in practice, but we believe
it still has clout). We believe inclusion in other guidelines like NCCN and HEDIS
quality measures will also be important to change practice.
- We plan to update our model at a later date.

1-Year Price Chart

A-17

■

RESEARCH UPDATE

J-17

Reiterate Outperform rating. Today, the American Cancer Society updated its
guidelines to recommend starting colorectal cancer screening at age 45, vs. the prior
recommendation of 50. While it’ll likely take time to materialize (need payer updates,
change in practice, FDA label expansion, other guideline inclusion, etc.), we think
this update presents an exciting opportunity for EXAS/Cologuard mid/longer-term
(expanding market 20%+) and note other opportunities for market expansion (like
expanding Cologuard’s label to include high-risk patients) also exist.
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Rating:
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2017A

(0.32) A
(0.27) A
(0.23) A
(0.18) A
(0.99) A
NM

2018E

(0.33) A
(0.38) E
(0.36) E
(0.32) E
(1.38) E
NM

2019E

(0.25) E
(0.22) E
(0.15) E
(0.09) E
(0.71) E
NM

Chart/Table Sources: FactSet and Baird Data. Price
chart reflects most recent closing price.
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■

Seasoned management team.
- Kevin Conroy (President and CEO) and Maneesh Arora (SVP and COO) were previously the CEO
and CFO, respectively, of Third Wave (Hologic acquired in 2008). We think this management team
has solid molecular diagnostics experience.
Colorectal cancer screening is a large, unmet need.
- CRC is very preventable, yet in the U.S. there are about 135K new cases (60% caught late-stage)
and ~50K deaths annually, and ~$14B is spent on treatment.
- While CRC screening is widely covered by insurance, including for all people with Medicare,
screening compliance among the 80M+ Americans age 50+ is just ~65%.
Cologuard presents a new paradigm in CRC screening.
- Cancer sensitivity (92%) is superior to FIT performance, which was 74% in DeeP-C.
- Pre-cancer sensitivity is 42% overall (FIT is 24%) and 66% for polyps >= 2cm, which are ~5x more
likely to progress to cancer.
- Validated through ~10,000-patient study, which incorporated input from FDA, CMS, and key opinion
leaders.
Cologuard’s compliance rate is above FIT and colonoscopy.
- We believe Cologuard’s superiority claims over FIT and patient-friendly format (at-home test, no
bowel prep, only requires a small sample) appeals to both doctors/systems and patients.
- FIT requires annual testing, while Cologuard has a three-year interval, which we think will benefit
adherence over time.
- A 2016 American Journal of Gastroenterology publication found that only ~14% of patients were
adherent with annual FOBT testing over a three-year period, while only ~38% of patients completed
a colonoscopy within the first 12 months (another 2% completed in the next two years). Since launch,
Cologuard's compliance rate has ranged from 65% to 75%, with the recent tick-down due to mix
shift toward commercially insured patients (compliance ~70%-75% for Medicare and ~55%-60%
for commercially insured). We expect this may initially tick down further before improving over time
to 70%+.
Valuation. Our $58 price target is based on a blend of EV/S (10.0x on +2-year, 9.0x on +3-year, and
6.0x on CY23E revenue, above life sciences/diagnostics peer median of ~4.4x due to relative growth
profile) and DCF (~13% WACC, 4.0% terminal growth).

Risks & Caveats
■

■

■

■

■
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FDA and other governmental regulation. Cologuard has received FDA approval and CE marking,
but will require additional approvals in certain geographies (e.g., CFDA approval in China) should
EXAS decide to enter those markets.
Reimbursement. The company has secured ~87% U.S. coverage for Cologuard. EXAS will
need to obtain reimbursement coverage at an acceptable level from private payors. Changes in
reimbursement levels or timing could significantly impact EXAS’ revenue, profitability, and cash flow.
Cash usage. We expect EXAS to reach initial profitability during 2019. EXAS had approximately
$1.04B cash/equivalents as of 1Q18-end.
Intellectual property. EXAS depends on its IP portfolio for its future growth and must successfully
defend its current IP and continue to expand the portfolio, either through internal R&D or external
licenses and/or acquisitions.
Competition. The molecular diagnostics market is very competitive with several large, better
funded companies, such as Roche. EXAS will compete with colonoscopy providers, service-based
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companies, such as LabCorp, and traditional diagnostic companies that manufacture FOBTs/FITs,
such as Danaher, and blood-based test manufacturers, like Epigenomics. Additional competitors may
enter this space, such as GeneNews, Genomic Health, GRAIL, and VNRX.

Company Description
Exact Sciences is a molecular diagnostics company focused on commercializing Cologuard, a noninvasive, proprietary, stool-based DNA (sDNA) screening assay for the early detection and prevention
of colorectal cancer (CRC). Cologuard received FDA approval in August 2014, a positive CMS national
coverage decision in October 2014, and final CMS reimbursement in December 2014. The company's
technology is already included in CRC screening guidelines of the American Cancer Society, U.S. MultiSociety Task Force, National Comprehensive Cancer Network, and United States Preventive Services
Task Force. Through its partnership with the Mayo Clinic, Exact Sciences is also developing assays for
detecting pancreatic, esophageal, lung, and other cancers.
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Appendix - Important Disclosures and Analyst Certification
Rating and Price Target History for: Exact Sciences Corporation (EXAS) as of 05-29-2018
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2 Robert W. Baird & Co. Incorporated and/or its affiliates managed or co-managed a public offering of securities of Exact Sciences
Corporation in the past 12 months.
3 Robert W. Baird & Co. Incorporated and/or its affiliates have received investment banking compensation from Exact Sciences Corporation
in the past 12 months.
1 Robert W. Baird & Co. Incorporated makes a market in the securities of EXAS.
Robert W. Baird & Co. Incorporated (“Baird”) and/or its affiliates expect to receive or intend to seek investment-banking related
compensation from the company or companies mentioned in this report within the next three months. Baird may not be licensed to execute
transactions in all foreign listed securities directly. Transactions in foreign listed securities may be prohibited for residents of the United
States. Please contact a Baird representative for more information.
Investment Ratings: Outperform (O) - Expected to outperform on a total return, risk-adjusted basis the broader U.S. equity market over the
next 12 months. Neutral (N) - Expected to perform in line with the broader U.S. equity market over the next 12 months. Underperform (U)
- Expected to underperform on a total return, risk-adjusted basis the broader U.S. equity market over the next 12 months.
Risk Ratings: L - Lower Risk – Higher-quality companies for investors seeking capital appreciation or income with an emphasis on safety.
Company characteristics may include: stable earnings, conservative balance sheets, and an established history of revenue and earnings.
A - Average Risk – Growth situations for investors seeking capital appreciation with an emphasis on safety. Company characteristics may
include: moderate volatility, modest balance-sheet leverage, and stable patterns of revenue and earnings. H - Higher Risk – Higher-growth
situations appropriate for investors seeking capital appreciation with the acceptance of risk. Company characteristics may include: higher
balance-sheet leverage, dynamic business environments, and higher levels of earnings and price volatility. S - Speculative Risk – High
growth situations appropriate only for investors willing to accept a high degree of volatility and risk. Company characteristics may include:
unpredictable earnings, small capitalization, aggressive growth strategies, rapidly changing market dynamics, high leverage, extreme price
volatility and unknown competitive challenges.
Valuation, Ratings and Risks. The recommendation and price target contained within this report are based on a time horizon of 12 months
but there is no guarantee the objective will be achieved within the specified time horizon. Price targets are determined by a subjective
review of fundamental and/or quantitative factors of the issuer, its industry, and the security type. A variety of methods may be used to
determine the value of a security including, but not limited to, discounted cash flow, earnings multiples, peer group comparisons, and sum
of the parts. Overall market risk, interest rate risk, and general economic risks impact all securities. Specific information regarding the price
target and recommendation is provided in the text of our most recent research report.
Distribution of Investment Ratings. As of April 30, 2018, Baird U.S. Equity Research covered 688 companies, with 59% rated Outperform/
Buy, 40% rated Neutral/Hold and 1% rated Underperform/Sell. Within these rating categories, 12% of Outperform/Buy-rated and 6% of
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Neutral/Hold-rated companies have compensated Baird for investment banking services in the past 12 months and/or Baird managed or
co-managed a public offering of securities for these companies in the past 12 months.
Analyst Compensation. Research analyst compensation is based on: (1) the correlation between the research analyst's recommendations
and stock price performance; (2) ratings and direct feedback from our investing clients, our institutional and retail sales force (as applicable)
and from independent rating services; (3) the research analyst's productivity, including the quality of such analyst's research and such
analyst's contribution to the growth and development of our overall research effort; and (4) compliance with all of Baird’s internal policies
and procedures. This compensation criteria and actual compensation is reviewed and approved on an annual basis by Baird's Research
Oversight Committee. Research analyst compensation is derived from all revenue sources of the firm, including revenues from investment
banking. Baird does not compensate research analysts based on specific investment banking transactions.
A complete listing of all companies covered by Baird U.S. Equity Research and applicable research disclosures can be accessed at
http://www.rwbaird.com/research-insights/research/coverage/research-disclosure.aspx. You can also call 800-792-2473 or write: Robert
W. Baird & Co., Equity Research, 777 E. Wisconsin Avenue, Milwaukee, WI 53202.
Analyst Certification
The senior research analyst(s) certifies that the views expressed in this research report and/or financial model accurately reflect such
senior analyst's personal views about the subject securities or issuers and that no part of his or her compensation was, is, or will be directly
or indirectly related to the specific recommendations or views contained in the research report.
Disclaimers
Baird prohibits analysts from owning stock in companies they cover.
This is not a complete analysis of every material fact regarding any company, industry or security. The opinions expressed here reflect
our judgment at this date and are subject to change. The information has been obtained from sources we consider to be reliable, but we
cannot guarantee the accuracy.
ADDITIONAL INFORMATION ON COMPANIES MENTIONED HEREIN IS AVAILABLE UPON REQUEST
The Dow Jones Industrial Average, S&P 500, S&P 400 and Russell 2000 are unmanaged common stock indices used to measure and
report performance of various sectors of the stock market; direct investment in indices is not available. Baird is exempt from the requirement
to hold an Australian financial services license. Baird is regulated by the United States Securities and Exchange Commission, FINRA, and
various other self-regulatory organizations and those laws and regulations may differ from Australian laws. This report has been prepared
in accordance with the laws and regulations governing United States broker-dealers and not Australian laws.Other Disclosures
The information and rating included in this report represent the research analyst’s views based on a time horizon of 12 months, as described
above, unless otherwise stated. In our standard company-specific research reports, the subject company may be designated as a “Fresh
Pick”, representing that the research analyst believes the company to be a high-conviction investment idea based on a subjective review
of one or more fundamental or quantitative factors until an expiration date specified by the analyst but not to exceed nine months. The
Fresh Pick designation and specified expiration date will be displayed in standard company-specific research reports on the company until
the occurrence of the expiration date or such time as the analyst removes the Fresh Pick designation from the company in a subsequent,
standard company-specific research report. The research analyst(s) named in this report may, at times and at the request of clients or their
Baird representatives, provide particular investment perspectives or trading strategies based primarily on the analyst’s understanding of
the individual client’s objectives. These perspectives or trading strategies generally are responsive to client inquiries and based on criteria
the research analyst considers relevant to the client. As such, these perspectives and strategies may differ from the research analyst’s
views contained in this report.
Baird and/or its affiliates may provide to certain clients additional or research supplemental products or services, such as outlooks,
commentaries and other detailed analyses, which focus on covered stocks, companies, industries or sectors. Not all clients who receive our
standard company-specific research reports are eligible to receive these additional or supplemental products or services. Baird determines
in its sole discretion the clients who will receive additional or supplemental products or services, in light of various factors including the size
and scope of the client relationships. These additional or supplemental products or services may feature different analytical or research
techniques and information than are contained in Baird’s standard research reports. Any ratings and recommendations contained in such
additional or research supplemental products are consistent with the research analyst’s ratings and recommendations contained in more
broadly disseminated standard research reports. Baird research analysts may provide incremental data points or views regarding covered
companies in the form of Research Posts and Flash Reports. All Posts and Flash Reports are available to clients via https://bol.rwbaird.com/
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Login, but not all are sent directly to clients. Baird Associates may, at their discretion, choose whether to send these Posts and Flash Reports
to Baird clients after they are posted online. Such decisions are based on, among other things, client interest, coverage, stock ownership
and indicated email preferences. The incremental content and/or analysis contained in these pieces may be useful to investors as part of a
broader investment thesis, but is not sufficient to warrant a change in the research analyst’s published opinion, including rating, estimates
and price targets. Access to https://bol.rwbaird.com/Login is available to all Baird Clients. Contact your Baird representative if you would
like access to https://bol.rwbaird.com/Login.Dividend Yield. As used in this report, the term “dividend yield” refers, on a percentage basis,
to the historical distributions made by the issuer relative to its current market price. Such distributions are not guaranteed, may be modified
at the issuer’s discretion, may exceed operating cash flow, subsidized by borrowed funds or include a return of investment principal.
United Kingdom (“UK”) disclosure requirements for the purpose of distributing this research into the UK and other countries for which
Robert W. Baird Limited holds a MiFID passport.
The contents of this report may contain an "investment recommendation", as defined by the Market Abuse Regulation EU No 596/2014
("MAR"). This report does not contain a “personal recommendation” or “investment advice”, as defined by the Market in Financial
Instruments Directive 2014/65/EU (“MiFID”). Please therefore be aware of the important disclosures outlined below. Unless otherwise
stated, this report was completed and first disseminated at the date and time provided on the timestamp of the report. If you would like
further information on dissemination times, please contact us. The views contained in this report: (i) do not necessarily correspond to,
and may differ from, the views of Robert W. Baird Limited or any other entity within the Baird Group, in particular Robert W. Baird & Co.
Incorporated; and (ii) may differ from the views of another individual of Robert W. Baird Limited.
This material is distributed in the UK and the European Economic Area (“EEA”) by Robert W. Baird Limited, which has an office at Finsbury
Circus House, 15 Finsbury Circus, London EC2M 7EB and is authorized and regulated by the Financial Conduct Authority (“FCA”) in the UK.
For the purposes of the FCA requirements, this investment research report is classified as investment research and is objective. This
material is only directed at and is only made available to persons in the EEA who would satisfy the criteria of being "Professional" investors
under MiFID and to persons in the UK falling within Articles 19, 38, 47, and 49 of the Financial Services and Markets Act of 2000 (Financial
Promotion) Order 2005 (all such persons being referred to as “relevant persons”). Accordingly, this document is intended only for persons
regarded as investment professionals (or equivalent) and is not to be distributed to or passed onto any other person (such as persons who
would be classified as Retail clients under MiFID).
All substantially material sources of the information contained in this report are disclosed. All sources of information in this report are
reliable, but where there is any doubt as to reliability of a particular source, this is clearly indicated. There is no intention to update this
report in future. Where, for any reason, an update is made, this will be made clear in writing on the research report. Such instances will
be occasional only.
Please note that this report may provide views which differ from previous recommendations made by the same individual in respect of the
same financial instrument or issuer in the last 12 months. Information and details regarding previous recommendations in relation to the
financial instruments or issuer referred to in this report are available at https://baird.bluematrix.com/sellside/MAR.action.
Robert W. Baird Limited or one of its affiliates may at any time have a long or short position in the company or companies mentioned in
this report. Where Robert W. Baird Limited or one of its affiliates holds a long or short position exceeding 0.5% of the total issued share
capital of the issuer, this will be disclosed separately by your Robert W. Baird Limited representative upon request.
Investment involves risk. The price of securities may fluctuate and past performance is not indicative of future results. Any recommendation
contained in the research report does not have regard to the specific investment objectives, financial situation and the particular needs of
any individuals. You are advised to exercise caution in relation to the research report. If you are in any doubt about any of the contents
of this document, you should obtain independent professional advice.
Robert W. Baird Limited and Robert W. Baird & Co. Incorporated have in place organisational and administrative arrangements for the
prevention, avoidance, and disclosure of conflicts of interest with respect to research recommendations. Robert W. Baird Limited’s Conflicts
of Interest Policy, available here, outlines the approach Robert W. Baird Limited takes in relation to conflicts of interest and includes detail
as to its procedures in place to identify, manage and control conflicts of interest. Robert W. Baird Limited and or one of its affiliates may
be party to an agreement with the issuer that is the subject of this report relating to the provision of services of investment firms. Robert
W. Baird & Co. Incorporated’s policies and procedures are designed to identify and effectively manage conflicts of interest related to the
preparation and content of research reports and to promote objective and reliable research that reflects the truly held opinions of research
analysts. Robert W. Baird & Co. Incorporated’s research analysts certify on a quarterly basis that such research reports accurately reflect
their personal views.
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This material is strictly confidential to the recipient and not intended for persons in jurisdictions where the distribution or publication of this
research report is not permitted under the applicable laws or regulations of such jurisdiction.
Robert W. Baird Limited is exempt from the requirement to hold an Australian financial services license and is regulated by the FCA under
UK laws, which may differ from Australian laws. As such, this document has not been prepared in accordance with Australian laws.Copyright
2018 Robert W. Baird & Co. Incorporated
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