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Tissue Regenix (TRX) 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

Strategy delivering growth above expectations

TRX has a broad portfolio of regenerative medicine products for the biosurgery,
orthopaedics, dental and cardiac markets. The company has two proprietary
decellularisation technology platforms, for the repair of tissues and bone. 2017
was a dynamic year for the group, growth being boosted by the acquisition of
CellRight Technologies in August 2017. As part of the integration process,
management embarked upon a revised strategy to increase sales momentum and
market penetration. Interim results ahead of market expectations indicate that the
company has made good progress in executing its growth ambitions.

>

Strategy: To build an international regenerative medicine business with a
portfolio of products using proprietary dCELL and BioRinse technology platforms,
underpinned by compelling clinical outcomes. TRX is looking to expand its global
distribution network, via strategic partnerships, to drive sales momentum.

Interims: Although reported group sales growth of 305% to £5.6m (£1.4m) in
1H’18 looks spectacular, it is biased by the acquisition and impacted by currency.
A true reflection of underlying growth is the still impressive 61% growth on a
pro forma basis, as if CellRight had been acquired on 1 January 2017.

EBIT: Even though a full six months of CellRight costs are included in 1H’18, the
focus of the new management team on controlling costs is evident from the
modest rise in absolute SG&A spend, such that the underlying EBIT loss was
reduced to £4.0m (£5.0m).

CellRight: The integration strategy is already delivering success, with sales in
the orthopaedics and dental division (US) growing 46% to $4.5m/£3.2m ($3.1m
pro forma), well ahead of our forecast of $4.0m/£3.0m.

Investment summary: TRX is building commercial momentum through three
value drivers: sales of BioSurgery products in the US; expansion of combined
CellRight and TRX technologies in dental, orthopaedics and spine; and
preparation for the OrthoPure XT launch in the EU in 2019. Early signs of the
benefits derived from CellRight are apparent, which should hasten the time to
reach a cash-neutral position and sustainable profitability, now estimated in
fiscal 2020.

Financial summary and valuation

Year-end Dec (Em) *2016  **2016 2017 2018E 2019E 2020E
Sales 0.82 1.44 5.23 11.80 19.50 26.63
EBITDA -9.86 -10.55 -8.98 -7.75 -2.26 1.94
Underlying EBIT -10.11 -10.85 -9.69 -8.90 -3.43 0.73
Reported EBIT -10.24 -11.06 -10.82 -9.90 -3.93 0.23
Underlying PBT -9.89 -10.74 -9.64 -8.88 -3.42 0.74
Statutory PBT -10.03 -10.95 -10.77 -9.88 -3.92 0.24
Underlying EPS (p) -1.26 -1.28 -0.90 -0.69 -0.23 0.12
Statutory EPS (p) -1.28 -1.30 -1.02 -0.78 -0.27 0.08
Net (debt)/cash 19.91 8.17 16.42 6.42 0.97 0.71
Capital increase 19.02 0.00 37.99 0.00 0.00 0.00
P/E (x) - - - - - -
EV/sales (x) - - 17.4 7.7 4.7 3.4

*Year to 31 January. **11 months to 31 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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Interim results

TRX’'S numbers for the six-month period to the end of June 2018 were the first to
include the CellRight acquisition for a complete reporting period. Compared with our
forecast sales growth of 33% to £5.1m against a pro forma figure for 1H’17, published
on 2 August 20182, sales grew 61% to £5.6m, significantly beating our expectations.
This provides early evidence that the acquisition and the new growth strategy
outlined in 2017 are gaining traction.

Sales

» Group: All three business areas contributed to growth during 1H’18. On a pro
forma basis, as if CellRight had been acquired on 1 January 2017, the underlying
group sales growth rate was an extremely strong 61% to £5.6m, from an
estimated pro forma number of £3.9m for 1H’17. Reported growth was 305%.

» Biosurgery: Sales for the biosurgery division are derived from the DermaPure
range in the US. In 1H’18, they grew 96% to $2.09m/£1.48m ($1.07m/£0.85m).
Since launch, TRX has reported consistent half-year on half-year growth in
DermaPure sales.

» Orthopaedics: Sales from the orthopaedics division increased 46% to
$4.53m/£3.21m in 1H’18 compared with a pro forma number for CellRight in
1H’17 of $3.1m/£2.5m. Both sub-divisions contributed to this performance, with
orthopaedic and dental products generating growth of 51% and 31%,
respectively.

» GBM-V: Sales through the jv in Germany grew 67% to €1.01m/£0.89m
(€0.61m/£0.52m) in 1H’18, driven by an increasing demand for products and by
the resolution of some raw material supply issues in 2017.

1H’17 pro forma vs. 1H’18

Business unit 1H’17 pro forma sales 1H’18 pro forma growth
Orthopaedics $3.1m/£2.5m $4.5m/£3.2m +46%
Group £3.9m £5.6m +61%

Pro forma: estimates as if CellRight acquisition made on 1 January 2017
Source: Hardman & Co Life Sciences Research

Underlying EBIT

The acquisition of CellRight not only provided management with the opportunity to
seek cost savings through integration, but also allowed the company to build its
brand strategy and grow its global distribution network. The margin lost through
using distributors is being offset by fast sales growth and lower internal (e.g.
commission) costs — this was evident from the SG&A costs in 1H’18, which increased
only 22% compared with those in 1H’17, despite the inclusion of CellRight. Our
forecast SGA costs included the -£0.5m legal fees — although these were treated as
exceptional costs by the company in 1H’18, reported SGA in 1H’18 still beat our
forecasts by £0.6m.

Therefore, underlying EBIT losses were £1.4m better than forecast (when excluding
the legal fees from SGA) at £4.0m, a 20% improvement on the comparable period.

lhttp://www.hardmanandco.com/docs/default-source/company-docs/tissue-regenix--
documents/02.08.18-1h18-preview-organic-plus-inorganic-growth.pdf
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This trend is expected to continue, with the company reaching a cash-neutral
position and sustainable profitability, anticipated by the end of 2020.

Summary of actual vs. forecast results, 1H’18 vs. 1H’17

Half-year to June (Em) 1H’17 1H’18 Growth 1H’18 Delta

actual actual forecast A
Biosurgery 0.85 1.48 *96% 1.11 +0.37
Orthopaedics 0.00 3.21 **46% 2.73 +0.48
GBM-V 0.52 0.89 *67% 0.76 +0.13
Group sales 1.38 5.57 **61% 4.60 +0.97
COGS -0.51 -2.45 382% -2.20 -0.25
SG&A -4.43 -5.40 22% -6.50%** +1.10
R&D -1.45 -1.75 21% -1.77 -0.02
Underlying EBIT -5.01 -4.02 +20% -5.87 +1.85
Underlying PBT -4.99 -4.02 +19% -5.86 +1.84
Reported PBT -5.43 -4.84 +11% -5.91 +1.07
U/lying basic EPS (p) -0.57 -0.32 +44% -0.47 +0.15
Statutory basis EPS (p) -0.63 -0.39 +38% -0.47 +0.08
Net cash 3.61 12.22 - 10.65 +1.57

*CER growth; **CER growth versus pro forma figure;
***includes £0.5m legal fees (treated as exceptional in reported numbers)
Source: Hardman & Co Life Sciences Research
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Operational update

Biosurgery

The TRX BioSurgery operating division was rebranded and launched in February 2018
as part of the company’s commercial strategy to focus on three operating divisions
— the others are orthopaedics (including dental) and cardiac — and to signify the
progression of DermaPure from traditional advanced wound care applications to
acute surgical applications. This, and the other BioSurgery brands in development,
are based on TRX’s dCELL soft tissue technology.

DermaPure access increasing

The DermaPure product line was developed originally for advanced wound care.
However, surgeons specialising in orthopaedic trauma and urogynaecology have
been adopting DermaPure as an innovative solution in these areas. This has been
facilitated by an improvement in the range of product sizes, making the product
more competitive. As part of the renewed focus on driving sales momentum and
market penetration, this growth opportunity is being harnessed through an exclusive
partnership with ARMS Medical, a specialist distributer in urogynaecology in the US,
made during 1H’18, which did provide a boost to sales.

This has allowed TRX to focus on its direct sales in, and Group Purchasing
Organisation (GPO) coverage of, the wound, plastics, orthopaedics and general
surgery markets. GPO agreements were strengthened further in 1H’18, with an
additional three-year contract signed with Premier, Inc., maintaining TRX's access to
the inpatient market. Key is DermaPure’s health economic advantages, which centre
on its single application in many hospital settings, and which have boosted demand
and the division’s 96% organic revenue growth. These value advantages were
recognised by TRX receiving the ‘Supplier Horizon Award’ at Premier’s Breakthrough
conference in June 2018.

DermaPure sales progression

2.5

1H'16* 2H'16* 1H'16** 2H'16PF 1H'17 2H'17 1H'18 2H'18E
*Year to 31 January; **Year to 31 December
Source: Hardman & Co Life Sciences Research
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Integration with CellRight

The half-year performance was underpinned by the success already made in the
integration of CellRight with TRX. Several steps in this process have been completed
ahead of schedule, including transfer of DermaPure manufacturing from third-party
manufacturing at CTS to the CellRight facility in Texas, from which sales of
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DermaPure products have already been achieved. This gives TRX full control of the
end-to-end manufacturing process, and the manufacture of additional products in
the portfolio. Moreover, process enhancements have been achieved already that
have increased the shelf-life of DermaPure from two to three years.

SurgiPure XD

SurgiPure is a reconstructive tissue matrix made from xenograft dermis. It is
intended for use as a soft tissue patch for reinforcement of soft tissue, and for
surgical repair of tissue membranes. SurgiPure received 510(k) clearance from the
FDA. The company has undertaken manufacture of the first commercial batch at the
Leeds facility and constructed its commercial roll-out plan for penetration of the US
market, ready for launch.

Orthopaedics and Dental

CellRight was acquired on 8 August 2017, adding the BioRinse bone decellularisation
platform to the group’s existing offering in orthopaedics. The orthopaedics and
dental operating division includes, therefore, the dCELL orthopaedics development-
stage portfolio (e.g. OrthoPure XT), in addition to the BioRinse orthopaedic and
dental range of products.

In terms of the BioRinse portfolio, TRX signed a long-term, multi-year distribution
agreement with specialist orthopaedic surgical solutions distributer, Arthrex, in the
US, with three products taken under the Arthrex original equipment manufacturer
(OEM) brand ‘Allosync’. This will increase US surgeons’ access to osteobiologic
products for use in orthopaedic, spine and foot & ankle procedures.

Integration with US CellRight

Orthopaedics sales progression TRX was successful in achieving a Human Tissue Authority (HTA) licence in June 2018,

which allows the company to import the BioRinse products into the UK. In order to
5.0 commercialise these, TRX also signed a distribution agreement with Pennine
4.0 Healthcare, a specialist orthopaedic distributer based in the UK. It is in discussions
with additional partners for other key countries. Together, these provide a
&
P

3.0 . L .
" foundation for future expansion into EU countries.
v 2.0
3 1.0 The orthopaedics business has made a good start to the year, following some new
] dental product launches and a smooth integration process, which has resulted in

0.0 underlying sales increasing 46% compared with pro forma sales in 1H’17, and a
RO steady half-year on half-year progression.

R MR G

Source: Hardman & Co Life Sciences Research Upcoming events
In 2H’18, the first sales look set to be achieved as part of the Pennine distribution
agreement in the UK, and management expects to announce further agreements in
Europe. TRX will be completing the OrthoPure XT trial with two-year follow-up data.

For dental, the company expects to announce a significant US distribution partner,
and is looking for other market opportunities through geographical expansion.
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GBM-V, Rostock, Germany

Source: Tissue Regenix

Cardiac (GBM-V)

The JV in Germany is continuing to make very good progress, driven largely by solid
demand for cornea tissue. Underlying sales grew 67% in 1H’18 to £0.9m (£0.5m).
GBM-V is a non-profit organisation, and any profits generated on the marketing side
will be re-invested into other parts of the business — for example into any required
capital expenditure.

The investment will be used to support a number of events in the next two years.
Notable among these will be a regulatory submission to obtain a manufacturing
licence for CardioPure in 2019, towards marketing authorisation in 2020.

News flow

>

OrthoPure XT data: Two-year clinical data for OrthoPure XT are expected by the
end of this month (September 2018), which will strengthen the application for
CE mark in the EU, anticipated to be submitted by the end of 2018.
Commercialisation is planned for 1H’19.

SurgiPure launch: Now that 510(k) clearance has been achieved, a ‘soft’ launch
in the US for hernia repair via the biosurgery division will be initiated
imminently.

Further strategic partnerships: In line with the expected expansion of coverage
within countries and additional country launches, further strategic partnership
agreements are expected within the next six months.

New CFO: Gareth Jones will join the company in 4Q’18.

DermaPure clinical data programme: A 100 patient prospective observational
clinical trial for DermaPure in orthopaedic trauma and a second trial in
urogynaecology with ARMS medical are under consideration.

Cash breakeven: The company is committed to achieving breakeven in 2020.
The acceleration of revenue growth will be supported by the ongoing efficiency
initiatives within the R&D portfolio and BioSurgery infrastructure, and at the
Leeds operational site with respect to manufacturing enhancements.

Cardiac: Marketing authorisation is on track for 2020, with regulatory
submission for a manufacturing licence for CardioPure at the GBM-V tissue bank
expected in 2019.

14 September 2018
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Financial forecasts

Summary - half years

» Sales: Steady half-year on half-year group sales growth, driven by all business
units, including in the US, the GBM-V tissue bank in Europe, and now
Orthopaedics in the US (CellRight).

» Orthopaedics: Currently, all sales for the orthopaedics business are in the US.
2H’17 contains only five months of CellRight sales, which alters the reported
half-year growth pattern.

» SG&A: Afull six months of CellRight costs are included in 1H’18. The EBITDA loss
temporarily increases in 2H’18, due to ongoing integration costs.

Financial summary: half-year analysis

Year-end Dec (Em) 1H'17 2H'17 1H'18 2H'18E
GBP:USD 1.251 1.327 1.386 1.192
Biosurgery 0.85 1.08 1.48 1.66
Orthopaedics 0.00 2.17 3.21 3.61
GBM-V 0.52 0.61 0.89 0.95
Group sales 1.38 3.86 5.57 6.23
COGS -0.51 -2.12 -2.45 -2.71
Gross profit 0.87 1.74 3.12 3.52
Gross margin 63.1% 45.1% 56.0% 56.5%
SG&A -4.43 -5.18 -5.40 -6.15
R&D -1.45 -1.24 -1.75 -2.25
Underlying EBITDA -4.80 -4.41 -3.47 -4.27
Depreciation -0.21 -0.27 -0.28 -0.28
Amortisation 0.00 0.00 -0.27 -0.33
Other income 0.00 0.00 0.00 0.00
Underlying EBIT -5.01 -4.68 -4.02 -4.88
Share-based costs -0.14 0.11 -0.21 -0.29
Exceptional items -0.30 -0.80 -0.50 0.00
Statutory operating profit -5.44 -5.37 -4.74 -5.17
Net interest 0.00 0.00 0.00 0.00
Other 0.02 0.03 0.00 0.02
Pre-tax profit -4.99 -4.65 -4.02 -4.86
Extraordinary items 0.00 0.00 0.00 0.00
Reported pre-tax -5.43 -5.34 -4.84 -5.04
Tax payable/credit 0.66 0.66 0.31 0.66
Underlying net income -4.33 -3.99 -3.72 -4.20
Statutory net income -4.77 -4.68 -4.54 -4.38

Ordinary 0.5p shares:

Weighted average (m) 760.7 1,080.3 1,171.5 1,170.8
Underlying basic EPS (p) -0.57 -0.37 -0.32 -0.36
Statutory basic EPS (p) -0.63 -0.43 -0.39 -0.37
Net cash 3.61 16.42 12.22 6.42

Source: Hardman & Co Life Sciences Research
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Profit & Loss

» Gross margin: There will be volatility over the forecast period. On the one hand,
underlying costs will initially rise because of CellRight and GBM-V, but,
countering this, DermaPure margins are on a rising trend.

» SG&A: In the short term, administration costs will rise, with CellRight included
for a full 12 months in 2018 and aligning senior management remuneration
packages. In addition, a reduction in in-house salesman commissions on
DermaPure will take time to adjust fully.

Profit & Loss account

Year-end Dec (Em) *2016 **2016 2017 2018E 2019E 2020E
GBP:USD 1.523 1.347 1.289 1.289 1.289 1.289
Sales 0.82 1.44 5.23 11.80 19.50 26.63
COGS -0.15 -0.73 -2.63 -5.16 -7.86 -10.55
Gross profit 0.66 0.71 2.61 6.64 11.65 16.08
Gross margin 81.1% 49.2% 49.8% 56.3% 59.7% 60.4%
SG&A -7.09 -8.44 -9.61 -11.55 -11.58 -12.05
R&D -3.68 -3.13 -2.69 -4.00 -3.50 -3.30
Underlying EBITDA -9.86 -10.55 -8.98 -7.75 -2.26 1.94
Depreciation -0.25 -0.30 -0.48 -0.56 -0.58 -0.60
Amortisation 0.00 0.00 -0.23 -0.60 -0.60 -0.60
Other income 0.00 0.00 0.00 0.00 0.00 0.00
Underlying EBIT -10.11 -10.85 -9.69 -8.90 -3.43 0.73
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 operating profit -10.24 -11.06 -10.82 -9.90 -3.93 0.23
Net interest 0.21 0.11 0.05 0.02 0.01 0.00
Pre-tax profit -9.89 -10.74 -9.64 -8.88 -3.42 0.74
Extraordinary items 0.00 0.00 0.00 0.00 0.00 0.00
Reported pre-tax -10.03 -10.95 -10.77 -9.88 -3.92 0.24
Tax payable/credit 0.53 1.03 1.35 0.80 0.70 0.66
Underlying net income -9.37 -9.71 -8.29 -8.08 -2.72 1.40
Statutory net income -9.50 -9.92 -9.42 -9.08 -3.22 0.90

Ordinary 0.5p shares:

Period-end (m) 760.1 760.1 1,171.0 1,171.7 11,1727 1,173.7
Weighted average (m) 743.2 760.1 920.5 1,171.2 1,172.2 1,173.2
Fully-diluted (m) 784.7 806.6 960.8 1,211.5 11,2125 11,2135
Underlying basic EPS (p) -1.26 -1.28 -0.90 -0.69 -0.23 0.12
Statutory basic EPS (p) -1.28 -1.30 -1.02 -0.78 -0.27 0.08
U/I fully-diluted EPS (p) -1.19 -1.20 -0.86 -0.67 -0.22 0.12
Stat. fully-diluted EPS (p) -1.21 -1.23 -0.98 -0.75 -0.27 0.07
DPS (p) 0.0 0.0 0.0 0.0 0.0 0.0

*Year to 31 January, “*11 months to 31 December
Source: Hardman & Co Life Sciences Research
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Balance sheet

» R&D: A modest amount of R&D investment in products that have received
regulatory approval is capitalised and included in intangible assets, which will
then be amortised in line with IAS38 once the product is launched.

» Capitalised R&D: Our stated capitalised R&D in the balance sheet is to allow for
the calculation of ROIC, which is based on NOPLAT divided by invested capital,
both of which require written-off R&D to be added back and amortised.

» 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 modest (ca.
£0.97m) net cash position, which falls to ca.£0.71m in fiscal 2020E. In the event
that there is good sales traction, management might take on some debt to fund
the working capital requirements. On the other hand, if progress is very rapid
and there needs to be additional investment in manufacturing capacity, then it
is likely that a further capital increase will be sought. At this stage, we believe
management will retain as much flexibility as possible.

Balance sheet

@31 December (Em) *2016 **2016 2017 2018E 2019E 2020E
Shareholders' funds 21.24 11.54 39.52 30.44 27.22 28.12
Cumulated goodwill 0.00 0.00 0.00 0.00 0.00 0.00
Total equity 21.24 11.54 39.52 30.44 27.22 28.12
Share capital 3.80 3.80 5.86 5.86 5.86 5.87
Reserves 17.44 7.74 33.67 24.58 21.36 22.25
Capitalised R&D 7.45 9.24 10.21 10.45 11.59 11.92
Long-term debt 0.00 0.00 0.00 0.00 0.00 0.00
Short-term loans 0.00 0.00 0.00 0.00 0.00 0.00
less: Cash 19.91 8.17 16.42 6.42 0.97 0.71
Invested capital 8.78 12.60 34.76 35.30 38.67 40.16
Fixed assets 0.90 1.09 2.99 2.93 2.86 2.85
Intangible assets 0.00 0.55 19.31 20.76 22.22 22.22
Capitalised R&D 7.45 9.24 10.21 10.45 11.59 11.92
Inventories 0.06 0.66 2.87 2.44 3.53 4.83

Trade debtors 0.40 0.43 0.85 1.42 2.34 3.20

Other debtors 1.93 2.70 3.32 3.02 2.52 2.52

Tax liability/credit -0.07 -0.15 -0.20 -0.20 -0.30 -0.34

Trade creditors -0.50 -0.62 -1.02 -1.58 -1.90 -2.28

Other creditors -1.39 -1.30 -3.56 -4.54 -4.19 -4.76
Debtors less creditors 0.37 1.07 -0.61 -1.89 -1.53 -1.67
Invested capital 8.78 12.60 34.76 35.30 38.67 40.16
Net cash/(debt) 19.91 8.17 16.42 6.42 0.97 0.71

*@31 January; “"11 months to 31 December
Source: Hardman & Co Life Sciences Research
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Cashflow

» Working capital: The working capital requirement has settled down well
following the acquisition of CellRight. Forecasts suggest that there is a small
working capital requirement each year, reflecting the growth of the company.

» Amortisation: The amortisation charge for the first five months of CellRight
ownership was £0.23m, which will rise to £0.6m on an annualised basis.

» Operating cashflow: Forecasts suggest that operational cashflow trends
towards neutral in the forecast period, in line with management’s aim to reach
cashflow breakeven by 2020.

» Funding: As stated earlier, forecasts show the cash requirement over the next
three years. Management is retaining the flexibility to fund this requirement,
either by debt, or, if business is very strong and manufacturing investment is
needed, by a capital increase.

Cashflow

Year-end Dec (Em) *2016  **2016 2017 2018E 2019E 2020E
Underlying EBIT -10.11 -10.85 -9.69 -8.90 -3.43 0.73
Depreciation 0.25 0.30 0.48 0.56 0.58 0.60
Amortisation 0.00 0.00 0.23 0.60 0.60 0.60

Inventories -0.03 -0.60 -0.50 -0.07 -1.09 -1.29

Receivables -0.60 -0.09 -0.78 -0.57 -0.92 -0.86

Payables 0.86 0.11 0.04 0.36 0.32 0.38
Change in working cap. 0.24 -0.58 -1.25 -0.28 -1.70 -1.77
Other 0.00 0.00 0.00 0.00 0.00 0.00
Company op. cashflow -9.63 -11.13 -11.33 -8.52 -3.96 0.17
Net interest 0.21 0.11 0.05 0.02 0.01 0.00
Tax paid/received 0.75 0.32 1.54 0.85 0.80 0.50
Operational cashflow -8.67 -10.70 -9.74 -7.65 -3.14 0.67
Capital expenditure -0.71 -0.49 -0.13 -0.50 -0.50 -0.60
Sale of fixed assets 0.00 0.00 0.00 0.00 0.00 0.00
Free cashflow -9.38 -11.19 -9.87 -8.15 -3.64 0.07
Dividends 0.00 0.00 0.00 0.00 0.00 0.00
Acquisitions 0.00 0.00 -19.95 -1.46 -1.46 0.00
Other investments 0.00 -0.55 -0.09 -0.40 -0.35 -0.33
Cashflow after invests. -9.38 -11.74 -29.91 -10.01 -5.45 -0.26
Share repurchases 0.00 0.00 0.00 0.00 0.00 0.00
Share issues 19.02 0.00 37.99 0.00 0.00 0.00
Currency effect 0.00 0.00 0.17 0.00 0.00 0.00
Change in net debt 9.65 -11.74 8.25 -10.01 -5.45 -0.26
Opening net cash 10.26 19.91 8.17 16.42 6.42 0.97
Closing net cash 19.91 8.17 16.42 6.42 0.97 0.71
Hardman FCF/share (p) -1.17 -1.41 -1.06 -0.65 -0.27 0.06

*Year to 31 January, “*11 months to 31 December
Source: Hardman & Co Life Sciences Research
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Changes to forecasts

» Operating divisions: Sales from all three operating divisions were above our
expectations for 1H’18. Since both the biosurgery and orthopaedics divisions
were affected by stocking orders on signing new distribution agreements in
1H’18, we have not altered our forecasts for the full year for these divisions. We
have, however, lifted our full-year forecasts for the GBM-V division, from
€2.00m/£1.77m to €2.10m/£1.84m.

» Sales: The impact from the adjustment to our GBM-V sales forecasts and
updating the US:£ exchange rate is a modest uplift on our FY’18 group sales
forecasts by 4.6% to 11.8m. The improvement knocks through to sales in future
years within the forecast period.

» EBIT: The above results in an improvement in our FY18 EBIT forecast by 16.3%
to -£8.9m, which is further affected by the decrease in our expectations for SGA
costs in the next two years.

Changes to forecasts

Year-end Dec 2017 ----- 2018E ----- Change ----- 2019E ----- Change
(Em) actual *Old New % *Old New %
Sales 5.23 11.28 11.80 4.6% 18.68 19.50 4.4%
COGS -2.63 -5.13 -5.16 0.6% -7.80 -7.86 0.8%
SG&A -9.61 -12.78 -11.55 -9.6% -12.82 -11.58 -9.7%
Underlying EBIT -9.69 -10.63 -8.90 -16.3% -5.43 -3.43 -36.8%
Stat. operating profit -10.82 -10.73 -9.90 -7.7% -5.52  -3.93 -28.8%
Pre-tax profit -9.64 -10.60 -8.88 -16.2% -5.42 -3.42 -36.9%
U/lying EPS (p) -0.86 -0.84 -0.69 -17.9% -0.40 -0.23 -42.5%
Free cashflow -9.87 -10.73 -8.15  -24.0% -5.53 -3.64 -34.2%
Net (debt)/cash 16.42 5.28 6.42 21.6% -2.14  0.97 -145.3%

*From Hardman & Co Life Sciences research report published 2 August 2018
Source: Hardman & Co Life Sciences Research

14 September 2018

11



hardmanco

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 600843. Hardman Research Ltd is registered at Companies House with
number 8256259.

(Disclaimer Version 8 — Effective from August 2018)

Hardman & Co

35 New Broad Street
London
EC2M 1INH

Tel: +44(0)20 7194 7622
© hardmanGco

www.hardmanandco.com
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