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Description

Tissue Regenix is a medical device
company focused on regenerative
medicine. Patented decellularisation
technologies remove DNA, cells and
other material from animal/human
tissue and bone, leaving scaffolds that
can be used to repair diseased or
worn-out body parts. Its products have
multiple applications.
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TISSUE REGENIX

Expanded GPO coverage secured

Tissue Regenix (TRX) has a broad portfolio of regenerative medicine products for the
biosurgery, orthopaedics, dental and cardiac markets. It has two proprietary
decellularisation technology platforms for the repair of soft tissue (dCELL) and bone
(BioRinse). Following its acquisition of CellRight, management embarked on a revised
commercial strategy to increase sales momentum, and it has recently secured expanded
Group Purchasing Organisation (GPO) coverage in the US for DermaPure. TRX should
benefit in 2019 from the US and European commercial agreements made with leading
orthopaedic company, Arthrex, in 2018.

>

Strategy: TRX s building an international regenerative medicine business with a
product portfolio using proprietary dCELL and BioRinse technology platforms,
underpinned by compelling clinical outcomes. It aims to expand its global
distribution network, via strategic partnerships, to drive sales momentum.

Trading update: In a market update, TRX announced that underlying sales growth
in 2018 was just ahead of expectations, rising 47% to £11.6m (£7.9m), driven by
the US performance of DermaPure. The year-end cash position, at £7.8m, was
well ahead of our forecast, helped by efficient cash management.

EBIT upgrade: To achieve the stated year-end cash positionof £7.8m, £1.5m ahead
of forecasts, TRX has managed to control operating costs or working capital.
However, given that working capital was already tightly controlled, we have
assumed that operating costs have reduced, and raised EBIT accordingly.

Risks: TRX s exposed to many of the risks common to medical devices companies,
including the regulatory hurdles particular to osteobiologics based on animal
tissue, and the commercial risks of operating in a highly competitive market. A
hybrid sales strategy, however, mitigates the latter.

Investment summary: TRX has three value drivers: sales of BioSurgery products
in the US; expansion of CellRight and TRX technologies into the
orthopaedics/spine and dental markets; and preparation for the EU launch of
OrthoPure XT in 2019.

Financial summary and valuation

Year-end Dec (£Em) *2016  **2016 2017 2018E 2019E 2020E
Sales 0.82 144 523 11.60 18.67 2573
EBITDA -9.86  -10.55 -8.98 -6.58 -1.58 2.55
Underlying EBIT -10.11  -10.85 -9.69 -7.74 -2.76 1.34
Reported EBIT -10.24  -11.06 -10.82 -8.74 -3.26 0.84
Underlying PBT -9.89  -10.74 -9.64 -7.71 -2.75 1.35
Statutory PBT -10.03 -1095 -10.77 -8.71 =825 0.85
Underlying EPS (p) -1.26 -1.28 -0.90 -0.59 -0.17 0.17
Statutory EPS (p) -1.28 -1.30 -1.02 -0.68 -0.22 0.13
Net (debt)/cash 19.91 8.17 16.42 7.82 3.12 342
Capital increase 19.02 0.00 37.99 0.00 0.00 0.00
P/E (x) - - - - - -
EV/sales (x) = = 133 6.0 37 2.7

*Year to January. **11 months to December. Source: Hardman & Co Life Sciences Research

Disclaimer: Attention of readers is drawn to important disclaimers printed at the end of this document
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2018 trading update

» Sales: Underlying salesin 2018 were marginally ahead of forecasts, increasing by
47% to £11.6m vs. a revised pro forma figure of £7.7m for 2017, with growth
across all areas of the business.

» Biosurgery: A key growth driver was the performance of DermaPure in the US,
where sales rose 79% to $4.5m/£3.4m from $2.5m/£1.9m.

» Net cash: The period-end cash position was £1.5m ahead of expectations, at
£7.8m, which was due to efficient operating cost control and/or working capital.

» Arthrex: Following early success with the Arthrex distribution agreement in the
US, TRX announced an extension of this partnership in November 2018 to cover
Europe, which should benefit 2019.

Sales — actual vs. forecasts

Year-end Dec 2017 2018 Growth 2018 Delta
(Em) actual actual (CER) forecast A
Biosurgery 1.9 34 79% 3.1 +0.3
Orthopaedics/dental 4.9 6.4 31% 6.6 -0.2
GBM-V 1.1 1.8 58% 1.8 0.0
Group sales 7.9 11.6 47% 11.5 +0.1

*pro-forma. Source: Hardman & Co Life Sciences Research

Changes to forecasts

In order to achieve the £7.8m period-end cash position stated in the trading update,
which was £1.5m ahead of our forecast, TRX must have reduced its operating costs
below expectations, improved working capital, or acombination of the two. However,
given that the company had already tightened working capital following the
acquisition of CellRight, we believe that the driver must have been improved operating
costs, a stated strategy of management.

Management has been focused on the use of distribution partners, a successful sales
technique of CellRight. We believe that this has limited the rise in SG&A costs for
2018 to 7% (previous forecast +20%), compared with 2017, which only reflected
CellRight costs for five months. This is equivalent to a 10% reduction compared with
our old forecast. As shown in the following table, this drops through the P&L and
cashflow statements and was probably accompanied by a small reduction in working
capital and/or capital expenditure to make up the balance.

Changes to forecasts

Year-end Dec 2018E Change Delta
(Em) Old New (%) A
SG&A -11.5 -10.3 +10% +1.2
EBITDA -7.9 -6.6 +1.3
Underlying EBIT -9.0 -7.7 +14% +1.3
Underlying PTP -9.0 -7.7 +1.3
Statutory PTP -10.0 -8.7 +1.3
Underlying EPS (p) -0.7 -0.6 +15% +0.1
Net cash/(debt) 6.3 7.8 +24% +1.5

Source: Hardman & Co Life Sciences Research

Post-period: additional DermaPure coverage

This April, TRX has successfully secured approval with an undisclosed GPO for
additional coverage in the US. This increases significantly the commercial opportunity
for DermaPure, whichis now potentially available to 95% of institutions that purchase
via large GPOs.
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Financial summary
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Gross margin: Margins are trending upwards over the forecast period. On the one
hand, underlying costs will increase due to a full-year inclusion of CellRight.
Countering this, DermaPure margins are on a rising trend.

EBIT: The EBIT loss is now forecast to decrease further in 2018 than previously
anticipated, despite CellRight costs being included for a full 12 months. We will
review forecasts again when the impact of the Arthrex deals become clearer;
current forecasts suggest that EBIT will turn positive from 2020.

Operating cashflow: Forecasts suggest that cashflow is upwards, in line with
management’s aim to reach cashflow breakeven by 2020.

Future funding: Forecasts simply show the effect of the cashflow statement on
the cash position. At the end of fiscal 2019E, there appears to be a reasonable net
cash position. If there is good sales traction, management may take on some debt
to fund the working capital requirements. If progress is very rapid, additional
capital for investment in manufacturing capacity will be needed.

Summary financials

Year-end Dec (£m) *2016 **2016 2017 2018E 2019E 2020E
Profit & Loss

Sales 0.82 1.44 5.23 11.60 18.67 25.73
COGS -0.15 -0.73 -2.63 -5.09 -7.63  -10.37
SG&A -7.09 -8.44 -9.61  -10.25 -10.30  -10.71
R&D -3.68 -3.13 -2.69 -4.00 -3.50 -3.30
Other income 0.00 0.00 0.00 0.00 0.00 0.00
Underlying EBIT -10.11 -10.85 -9.69 -7.74 -2.76 1.34
Share-based costs -0.14 -0.21 -0.03 -0.50 -0.50 -0.50
Exceptional items 0.00 0.00 -1.10 -0.50 0.00 0.00
Statutory EBIT -10.24  -11.06  -10.82 -8.74 -3.26 0.84
Net interest 0.21 0.11 0.05 0.02 0.01 0.01
Underlying pre-tax profit -9.89 -10.74 -9.64 -7.71 -2.75 1.35
Tax payable/credit 0.53 1.03 1.35 0.80 0.70 0.66
Underlying net income -9.37 -9.71 -8.29 -6.91 -2.05 2.01
Average no. shares (m) 743.2 760.1 9205 11712 11722 11732
Underlying basic EPS (p) -1.26 -1.28 -0.90 -0.59 -0.17 0.17
Underlying fully-dil. EPS (p) -1.28 -1.30 -1.02 -0.68 -0.22 0.13
Balance sheet (@31 Dec)

Share capital 3.80 3.80 5.86 5.86 5.86 5.87
Reserves 17.44 7.74 33.67 25.75 23.20 24.70
Capitalised R&D 745 9.24 10.21 10.45 11.59 11.92
less: cash & deposits 19.91 8.17 16.42 7.82 3.12 342
Invested capital 8.78 12.60 34.76 35.07 38.35 39.90
Cashflow

Underlying EBIT -10.11  -10.85 -9.69 -7.74 -2.76 1.34
Change in working capital 0.24 -0.58 -1.25 -0.74 -1.82 -2.07
Tax paid/received 0.75 0.32 1.54 1.35 0.80 0.50
Operational cashflow -8.67 -10.70 -9.74 -6.45 -2.59 0.99
Capital expenditure -0.71 -0.49 -0.13 -0.30 -0.30 -0.36
Acquisitions 0.00 0.00  -19.95 -1.46 -1.46 0.00
Capital increase 19.02 0.00 37.99 0.00 0.00 0.00
Change in net cash/(debt) 9.65 -11.74 8.25 -8.61 -4.70 0.30
Opening net cash/(debt) 10.26 19.91 8.17 16.42 7.82 3.12
Closing net cash/(debt) 19.91 8.17 16.42 7.82 3.12 3.42

*Year to January. **11 months to December.
Source: Hardman & Co Life Sciences Research
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Disclaimer

Hardman & Co provides professional independent research services and all information used in the publication of this report has been compiled from publicly available
sources that are believed to be reliable. However, no guarantee, warranty or representation, express or implied, can be given by Hardman & Co as to the accuracy,
adequacy or completeness of the information contained in this research and they are not responsible for any errors or omissions or results obtained from use of such
information. Neither Hardman & Co, nor any dffiliates, officers, directors or employees accept any liability or responsibility in respect of the information which is subject
to change without notice and may only be correct at the stated date of their issue, except in the case of gross negligence, fraud or wilful misconduct. In no event will
Hardman & Co, its affiliates or any such parties be liable to you for any direct, special, indirect, consequential, incidental damages or any other damages of any kind even
if Hardman & Co has been advised of the possibility thereof.

This research has been prepared purely for information purposes, and nothing in this report should be construed as an offer, or the solicitation of an offer, to buy or sell
any security, product, service or investment. The research reflects the objective views of the analyst(s) named on the front page and does not constitute investment
advice. However, the companies or legal entities covered in this research may pay us a fixed fee in order for this research to be made available. A full list of companies or
legal entities that have paid us for coverage within the past 12 months can be viewed at http.//www.hardmanandco.com/legals/research-disclosures. Hardman may
provide other investment banking services to the companies or legal entities mentioned in this report.

Hardman & Co has a personal dealing policy which restricts staff and consultants’ dealing in shares, bonds or other related instruments of companies or legal entities which
pay Hardman & Co for any services, including research. No Hardman & Co staff, consultants or officers are employed or engaged by the companies or legal entities covered
by this document in any capacity other than through Hardman & Co.

Hardman & Co does not buy or sell shares, either for their own account or for other parties and neither do they undertake investment business. We may provide
investment banking services to corporate clients. Hardman & Co does not make recommendations. Accordingly, they do not publish records of their past
recommendations. Where a Fair Value price is given in a research note, such as a DCF or peer comparison, this is the theoretical result of a study of a range of possible
outcomes, and not a forecast of a likely share price. Hardman & Co may publish further notes on these securities, companies and legal entities but has no scheduled
commitment and may cease to follow these securities, companies and legal entities without notice.

The information provided in this document is not intended for distribution to, or use by, any person or entity in any jurisdiction or country where such distribution or use
would be contrary to law or regulation or which would subject Hardman & Co or its affiliates to any registration requirement within such jurisdiction or country.

Some or all alternative investments may not be suitable for certain investors. Investments in small and mid-cap corporations and foreign entities are speculative and
involve a high degree of risk. An investor could lose all or a substantial amount of his or her investment. Investments may be leveraged and performance may be volatile;
they may have high fees and expenses that reduce returns. Securities or legal entities mentioned in this document may not be suitable or appropriate for all investors.
Where this document refers to a particular tax treatment, the tax treatment will depend on each investor’s particular circumstances and may be subject to future change.
Each investor's particular needs, investment objectives and financial situation were not taken into account in the preparation of this document and the material
contained herein. Each investor must make his or her own independent decisions and obtain their own independent advice regarding any information, projects, securities,
tax treatment or financial instruments mentioned herein. The fact that Hardman & Co has made available through this document various information constitutes neither
a recommendation to enter into a particular transaction nor a representation that any financial instrument is suitable or appropriate for you. Each investor should
consider whether an investment strategy of the purchase or sale of any product or security is appropriate for them in the light of their investment needs, objectives and
financial circumstances.

This document constitutes a financial promotion’for the purposes of section 21 Financial Services and Markets Act 2000 (United Kingdom) (‘FSMA’) and accordingly
has been approved by Capital Markets Strategy Ltd which is authorised and regulated by the Financial Conduct Authority (FCA).

No part of this document may be reproduced, stored in a retrieval system or transmitted in any form or by any means, mechanical, photocopying, recording or otherwise,
without prior permission from Hardman & Co. By accepting this document, the recipient agrees to be bound by the limitations set out in this notice. This notice shall be
governed and construed in accordance with English law. Hardman Research Ltd, trading as Hardman & Co, is an appointed representative of Capital Markets Strategy
Ltd and is authorised and regulated by the FCA under registration number 60084.3. Hardman Research Ltd is registered at Companies House with number 8256259.

(Disclaimer Version 8 - Effective from August 2018)
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