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Allergy Therapeutics

Steady performance in a tough market

AGY is a long-established specialist in the prevention, diagnosis, and treatment of
allergies. Pollinex Quattro (PQ) Grass, the subcutaneous allergy immunotherapy
(AIT), continues to gain market share despite being available in the EU only on a
‘Named Patient’ basis. The Phase Ill trial, designed to obtain approval for PQ Birch
as a biologic in Europe, is well advanced and will report data shortly. As explained
at the interim stage, underlying 1H’18 sales growth was affected by a low pollen
season in central Europe. A trading statement indicates that this has remained a
difficult market, but one in which AGY has continued to make market share gains.

>

Strategy: AGY is a fully integrated pharmaceutical company focused on the
treatment of allergies. There are three parts to its strategy: continued
development of its European business via investment or opportunistic
acquisitions; the US PQ opportunity; and further development of its pipeline.

Trading update: Underlying sales growth in the year to end-June 2018 was
3.5%, which increased to 6.6% on a reported basis, to £68.3m (£64.1m). Given
reports of a low pollen season and a correspondingly tough market in 2017, this
suggests that AGY saw a good performance and further market share gains.

Costs: Careful control of marketing and operational costs, combined with timing
of R&D spend, resulted in a stronger net cash of £12.2m (£18.8m) at 30 June
2018, £3.7m above forecasts. This suggests that pre-tax profit will emerge
nearer -£9.1m in 2018, compared with our previous forecast of -£9.5m.

Risks: AGY’s primary risk lies in the timings of the regulatory approval process,
mostly outside of its control, related to the PQ Birch immunotherapy and the
European TAV process for full approval as a biological. Ongoing clinical trials do
represent a risk, but thisis limited by the products’ use on a named patient basis.

Investment summary: AGY is going through an exciting period. It has a clear
vision, is gaining market share from competitors, and is leading the race to have
its products fully approved and regulated as biologicals — first in Europe, then in
the US, where the regulators are demanding change. Read-out from the EU
Phase Il PQ Birch trial in 2018 will provide the next major value inflection point.

Financial summary and valuation

Year-end June (£€m) 2015 2016 2017 2018E 2019E 2020E
Sales 43.23 48.51 64.14 68.3 76.5 85.7
R&D investment -3.12 -16.22 -9.30 -17.5 -18.0 -8.0
Underlying EBIT 291 -12.34 -2.89 -9.0 -8.8 5.7
Reported EBIT 1.41 -12.53 -2.60 -9.7 -9.5 5.0
Underlying PBT 2.84 -12.45 -2.97 -9.1 -8.9 5.5
Statutory PBT 0.65 -12.21 -2.67 -9.8 -9.6 4.8
Underlying EPS (p) 0.48 -2.36 -0.47 -1.5 -1.4 0.8
Statutory EPS (p) 0.02 -2.29 -0.42 -1.7 -1.6 0.7
Net (debt)/cash 20.14 20.04 18.80 12.2 2.7 5.8
Capital increase 20.08 10.97 0.03 0.3 0.3 0.3
P/E (x) 60.0 -12.3 -61.7 -18.7 -20.0 36.4
EV/sales (x) 3.5 3.1 2.3 2.2 2.0 1.7

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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Full-year trading update

Headline results

» Underlying sales growth: 2018 group sales were slightly below our currency-
adjusted forecast of £70.2m, reaching £68.3m (£64.1m) for the full year. This is
3.5% growth at constant exchange rates (CER) and reflects a good performance
in a challenging period for the allergy market.

» Cash balance: On 30 June 2018, AGY held cash of £15.5m (£22.1m), £3.7m
better than forecast, helped by careful control of costs throughout the period
and improvements in working capital.

» Costs: The cash balance suggests that losses from the P&L account were lower
than previously forecast, probably with an emphasis on reduced marketing
spend to match the lower sales growth rate, and the timing of R&D spend
(-£17.5m from -£18.0m).

AGY FY’18 — actual vs expectations

Full-year FY’17 FY’18 CER FY’18 Delta
(€m) actual actual* growth (%) forecast A
Group sales 64.1 68.3 3.5 70.2 -1.9
Cash balance 22.1 15.5 NM 11.8 +3.7
Net cash/(debt) est. 18.8 12.2 NM 8.5 +3.7

*From trading statement released on 12 July 2018
Source: Allergy Therapeutics; Hardman & Co Life Sciences Research

Growth in a tough market

Both AGY and its main competitors reported, at the end of calendar 2017, that the
allergy market had been flat for reasons including a shorter and weaker pollen
season. As such, AGY’s sales growth of 3.5% at CER during fiscal 2018 demonstrates
strong performance and suggests market share gains. Careful control of costs in the
period generated a stronger net cash position of £12.2m at the period-end.

Changes to forecasts

Lower 2018 sales have a knock-on effect of around £3m p.a. over the forecast period.
Our cost estimates in 2018 (COGS and R&D) have been reduced by ca.£1.0m, coupled
with an improved working capital position (ca.£2.0m), to generate the net cash
position reported in the trading statement.

Changes to forecasts

Year-end June (£Em) 2017 2018E 2019E 2020E

Group sales

old 64.14 70.20 79.50 89.30

New *68.30 76.50 85.70
Change 210 - 3.00 340

Pre-tax profit

Oold -2.97 -9.54 -5.68 8.52

New -9.10 -8.92 5.52
Change 044 324 -3.00

EPS (p)

Oold -0.45 -1.54 -0.87 1.21

New -1.55 -1.45 0.80

Change +0.01 -0.58 -0.41

Source: Hardman & Co Life Sciences Research
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Summary financials

» Gross margin: Improvements to the gross margin in the first half of the year,
which were made through moving product into inventory and resulted in 79.4%
for 1H’18, mostly unwound in the second half to 74.5%, as manufacturing
capacity, and the associated COGS, returned to the ‘normal’ sales mix.

» R&D spend: R&D costs were heavily biased to 2H’18 due to the ongoing clinical
trials, but timing of accruals suggests that they were lower than previously

forecast.

Year-end June (£€m) 2015 2016 2017 2018E 2019E 2020E
GBP:EUR 1.270 1.338 1.171 1.130 1.130 1.130
Profit & Loss:

Sales 43.23 48.51 64.14 68.34 76.51 85.74
COGS -12.18  -14.07 -16.77 -17.46  -19.24  -20.71
Gross profit 31.05 34.44 47.37 50.88 57.27 65.04
Gross margin 71.8% 71.0% 73.9% 74.5% 74.9% 75.9%
Marketing -17.06  -20.22  -26.89 -26.94  -31.01 -33.37
Product profit 13.99 14.22 20.48 23.94 26.27 31.66
Product margin 32.4% 29.3% 31.9% 35.0% 34.3% 36.9%
G&A -8.03 -10.33  -14.08 -1541 -17.02 -17.96
R&D -3.12 -16.22 -9.30 -17.50 -18.00 -8.00
EBITDA 420 -10.68 -1.24 -7.31 -6.82 7.64
Depreciation -1.01 -1.39 -1.66 -1.66 -1.94 -1.94
Underlying EBIT 291 -12.34 -2.89 -8.97 -8.75 5.71
EBIT margin (%) 6.7%  -25.4% -4.5%  -13.1% -11.4% 6.7%
Net interest -0.07 -0.11 -0.07 -0.13 -0.17 -0.19
Pre-tax profit 284 -12.45 -2.97 -9.10 -8.92 5.52
Tax -0.55 -0.86 0.19 -0.10 0.32 -0.43
Net income 229  -13.46 -2.78 -9.20 -8.60 4.73
Weighted av. shares (m) 475.2 570.3 592.2 594.1 594.1 594.1
Underlying EPS (p) 0.48 -2.36 -0.47 -1.55 -1.45 0.80

Balance sheet:

Share capital 0.56 0.60 0.60 0.60 0.60 0.60
Reserves 33.91 29.73 29.36 19.46 10.15 14.54
Liabilities 7.26 11.95 10.67 10.67 10.67 10.67
Debt 1.84 3.37 3.33 3.33 3.33 3.33
less: Cash 21.98 23.41 22.12 15.50 6.03 9.16
Invested capital 27.86 39.32 42.66 49.95 59.15 58.70
Net cash/debt 20.14 20.04 18.80 12.17 2.70 5.83
Cashflow:

Underlying EBIT 291 -12.34 -2.89 -8.97 -8.75 5.71
Working capital 0.21 -1.45 2.16 2.74 0.16 -1.06
Tax & interest -0.41 -0.30 -1.28 -0.64 -0.94 -0.71
Operational cashflow 331  -12.57 0.03 -4.93 -7.59 5.87
Capital expenditure -1.09 -1.23 -1.50 -1.50 -1.73 -2.59
Free cashflow 222 -13.80 -1.47 -6.43 -9.32 3.28
Acquisitions -2.67 0.00 -0.23 -0.10 -0.10 -0.10
Share issues 20.08 10.97 0.03 0.25 0.25 0.25
Change in net debt 17.88 -0.10 -1.25 -6.58 -9.47 3.13
Hardman FCF/sh. (p) 0.70 -2.20 0.01 -0.83 -1.28 0.99

Source: Hardman & Co Life Sciences Research
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Disclaimer

Hardman & Co provides professional independent research services. Whilst every reasonable effort has been made to ensure that the information in the research
is correct, this cannot be guaranteed.

The research reflects the objective views of the analysts named on the front page. However, the companies or funds covered in this research may pay us a fee,
commission or other remuneration in order for this research to be made available. A full list of companies or funds that have paid us for coverage within the past
12 months can be viewed at http://www.hardmanandco.com,

Hardman & Co has a personal dealing policy which debars staff and consultants from dealing in shares, bonds or other related instruments of companies which pay
Hardman for any services, including research. They may be allowed to hold such securities if they were owned prior to joining Hardman or if they were held before the
company appointed Hardman. In such cases sales will only be allowed in limited circumstances, generally in the two weeks following publication of figures.

Hardman & Co does not buy or sell shares, either for its own account or for other parties and neither does it undertake investment business. We may provide
investment banking services to corporate clients.

Hardman & Co does not make recommendations. Accordingly, we do not publish records of our past recommendations. Where a Fair Value price is given in a
research note 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 but has no scheduled commitment and may cease to follow these securities/companies without notice.

Nothing in this report should be construed as an offer, or the solicitation of an offer, to buy or sell securities by us.

This information is not tailored to your individual situation and the investment(s) covered may not be suitable for you. You should not make any investment decision
without consulting a fully qualified financial adviser.

This report may not be reproduced in whole or in part without prior permission from Hardman &Co.

Hardman Research Ltd, trading as Hardman & Co, is an appointed representative of Capital Markets Strategy Ltd and is authorised and regulated by the Financial
Conduct Authority (FCA) under registration number 600843. Hardman Research Ltd is registered at Companies House with number 8256259. However, the
information in this research report is not FCA regulated because it does not constitute investment advice (as defined in the Financial Services and Markets Act
2000) and is provided for general information only.

Hardman & Co Research Limited (trading as Hardman & Co) +44 (0) 20 7194 7622
35 New Broad Street Follow us on Twitter @HardmanandCo
London

EC2M 1INH (Disclaimer Version 4 — Effective from January 2018)

Status of Hardman & Co’s research under MiFID i

Some professional investors, who are subject to the new MIFID Il rules from 3rd January, may be unclear about the status of Hardman research and, specifically,
whether it can be accepted without a commercial arrangement. Hardman’s company research is paid for by the companies about which we write and, as such,
falls within the scope of ‘minor non-monetary benefits’, as defined in the Markets in Financial Instruments Directive I.

In particular, Article 12(3) of the Directive states: ‘The following benefits shall qualify as acceptable minor non-monetary benefits only if they are’ (b) ‘written
material from a third party that is commissioned and paid for by an[sic] corporate issuer or potential issuer to promote a new issuance by the company, or where
the third party firm is contractually engaged and paid by the issuer to produce such material on an ongoing basis, provided that the relationship is clearly disclosed
in the material and that the material is made available at the same time to any investment firms wishing to receive it or to the general public;’

The fact that we are commissioned to write the research is disclosed in the disclaimer, and the research is widely available.

The full detail is on page 26 of the full directive, which can be accessed here: http://ec.europa.eu/finance/docs/level-2-measures/mifid-delegated-requlation-2016-

2031.pdf

In addition, it should be noted that MIFID II’s main aim is to ensure transparency in the relationship between fund managers and brokers/suppliers, and eliminate
what is termed ‘inducement’, whereby free research is provided to fund managers to encourage them to deal with the broker. Hardman is not inducing the reader
of our research to trade through us, since we do not deal in any security.

Hardman & Co

35 New Broad Street
London
EC2M 1NH

Tel: +44(0)20 7194 7622
©) hardmanGco

www.hardmanandco.com
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