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Free Float* 39%
Market AlM

*As defined by AIM Rule 26

Description

AGY provides information to
professionals related to prevention,
diagnosis and treatment of allergic
conditions, with a special focus on
allergy vaccination. The emphasis is
on treating the underlying cause and
not just the symptoms.
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ALLERGY THERAPEUTICS

Sales growth well above market average

Allergy Therapeutics (AGY) is a long-established specialist in the prevention,
diagnosis and treatment of allergies. Pollinex Quattro (PQ) is an ultra-short course
subcutaneous allergy immunotherapy (AIT) platform, which continues to make
strong market share gains in a competitive environment. Several products using
the PQ platform are in late-stage development, with the aim of moving them to
full registration under new regulatory frameworks in both the EU and the US. AGY
has just announced another solid operating performance and market share gains
in its traditionally strong first half, with associated positive cashflow.

>

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.

1H’20 trading: Underlying product sales were very solid again in 1H'20, rising
9% to £50.5m (£46.7m), suggesting further European market share gains. The
gross cash position at the period-end was exactly in line with our forecast, at
£39.7m, benefiting from the £3.2m settlement of legal costs with Inflamax.

Trial update: The statement also highlighted progress made with two upcoming
trials. First, AGY is taking a stepwise approach to the US Grass MATA MPL
Phase Il study, with the initial part starting in 2020. Secondly, peanut vaccine
GMP material is being manufactured to support a Phase | trial.

Risks: The risks inherent in subjective clinical trial outcomes were clear in the
Phase Il Birch trial. However, AGY prudently included an objective secondary
endpoint of activity, which will be used in EU regulatory discussions about the
way forward, and to adjust the pending US Phase Ill trial protocol.

Investment summary: Over the last year, we have highlighted consistently that
AGY is at an exciting juncture. While continuing to invest in its profitable
European SCIT business, it is leading the race to have its SCIT products fully
approved and regulated as biologicals in the US. Despite this, the current
EV/sales appears too low for a company with a long and profitable product history,
and well below the multiples commanded by direct competitors.

Financial summary and valuation

Year-end Jun (Em) 2017 2018 2019 2020E 2021E 2022E
Sales 64.1 68.3 73.7 80.0 86.0 92.0
R&D investment 9.3 -16.0 130 -16.0 -28.0 -15.0
Underlying EBIT -3.6 -7.4 -2.2 -4.7 -16.2 -2.9
Reported EBIT -2.6 -7.4 3.8 -1.4 -16.2 -2.9
Underlying PBT -3.7 -7.5 -2.3 -4.8 -16.3 -3.1
Statutory PBT 2.7 =7.5 3.7 =115 -16.3 3.1
Underlying EPS (p) -0.6 -1.3 -0.4 -0.9 -2.7 -0.6
Statutory EPS (p) -04 =13 0.5 -0.2 -2.5 -0.5
Net (debt)/cash 18.8 12.5 25.0 20.6 1.7 -4.1
Equity issues 0.0 0.0 10.2 0.3 0.3 0.3
P/E (x) -17.9 -8.3 -25.9 -12.0 -3.9 -16.8
EV/sales (x) 0.65 0.61 0.57 0.52 0.49 0.45

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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Another strong 1H'20 performance...

...with further market share gains from

competitors

Preparing for some important trials in
2020...

...with results expected in calendar 2021

1H’20 trading update

AGY has issued a trading statement to update the market on its positive operating
performance during 1H'20, its traditionally stronger trading period. The company
focused on two aspects - near double-digit sales growth across the portfolio and a
clinical trial update.

Operating performance

» Sales: AGY reported that it had seen solid (9%) underlying sales growth of
products in 1H'20 to £50.5m (£46.7m), which was marginally below our
forecast 10% growth to £50.8m. Growth was seen across the portfolio, with
particular progress seen with both Pollinex Quattro and Venomil.

» Gross cash: The cash balance at 31 December 2019 was £39.7m, which was
exactly as we had forecast. This benefited from the strong trading contribution
to cashflow (+£9m), coupled with the £3.2m receipt of legal fees from Inflamax
Research Inc.

Actual vs. forecasts - summary

Interims 1H'19 1H'20 Change 1H'20  Difference
(Em) actual actual forecast A
Sales 46.7 50.5 +9% 50.8 -0.3
Net cash/(debt) *25.0 37.3 - 37.3 -
Gross cash *27.4 39.7 +12.3 39.7 -

*at 30 June 2019

Source: Hardman & Co Life Sciences Research

AGY has again traded particularly well in 1H'20. The company consistently reports
underlying sales growth in the range of 8%-10%, against a European allergy market
growing at about half this level. The best performances in 1H'20 were seen in
Germany, Spain, the Netherlands and Switzerland. At the time of writing, full-year
sales data from AGY’s competitors are unavailable, but, based upon their reported
first-half performances, AGY has again made market share gains.

Clinical/regulatory update (all timings on a calendar basis)

» US Grass MATA MPL trial: AGY announced, in November 2019, that it had
decided to take a stepwise approach to the US Grass MATA MPL Phase |lI
study. The initial stage will coincide with the 2020/21 allergy season, and allow
an interim analysis before moving to the second stage. The protocol has been
adjusted based upon knowledge obtained from the Phase Il Birch trial (B301).

» Peanut vaccine: AGY continues to make progress towards commencing a
Phase | peanut vaccine trial in 2020. Having developed a manufacturing process
that was successfully scaled up for pre-clinical studies, AGY has commenced
the manufacturing of commercial material under GMP conditions. This will be
used to support its clinical trial application to proceed with a Phase | trial.

» PQBirch: AGY has finalised and submitted its report on the Phase IlI Birch trial
to the Paul-Ehrlich-Institut (PEI, German regulator). The company remains in
dialogue with the regulator about the next steps to be taken with this product.

» Acarovac MPL trials: Following successful evaluation of the safety and
tolerability of Acarovac MPL in a Phase | trial (AM101), AGY is continuing to
prepare for the Phase Il dosing trial, which is expected to start in the first half
of calendar 2020

Most of the news flow with respect to clinical trials in calendar 2020 will be
regarding the commencement of studies, with results likely to be reported during
2021.
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Financial summary

At this stage, no changes have been made to our forecasts.

Operational performance is heavily weighted to the traditionally strong first half

for allergy products.

R&D investment in 2020 will be second-half-weighted (forecast 1H:2H split

-£6.0m:-£10.0m), which will have a corresponding impact on cashflow.

Financial summary

Year-end Jun (Em) 2017 2018 2019 2020E  2021E  2022E
GBP:EUR 1.171 1.130 1.135 1.135 1.135 1.135
Profit & Loss

Sales 64.14 68.35 73.72 79.96 86.01 92.02
COGS -16.77  -17.01 -1838 -20.14 -21.84 -22.91
Gross profit 47.37 51.33 55.34 59.82 64.17 69.12
Gross margin 73.9% 75.1% 75.1% 74.8% 74.6% 75.1%
Marketing -26.89  -27.13 -27.00 -28.34 -30.75 -33.83
Product profit 20.48 24.20 28.34 31.47 33.41 35.29
Product margin 31.9% 35.4% 38.4% 39.4% 38.9% 38.3%
G&A -14.08  -1456 -16.23 -18.80 -20.22 -21.82
R&D -9.30  -16.02 -1299 -1600 -28.00 -15.00
EBITDA -1.66 -5.34 0.30 -2.16  -13.64 -0.36
Depreciation -1.51 -1.57 -2.09 -2.09 -2.09 -2.09
Underlying EBIT -3.60 -7.36 -2.24 -470 -16.18 -2.90
EBIT margin -5.6%  -10.8% -3.0% -5.9% -18.8% -3.2%
Net interest -0.07 -0.17 -0.10 -0.07 -0.13 -0.19
Underlying PBT -3.67 -7.53 -2.34 -4.77  -16.31 -3.10
Tax payable/credit 0.19 -0.01 -0.23 -0.07 0.42 -0.21
Underlying net income -3.48 -7.53 -2.57 -5.56 -17.14 -3.98
Weighted avg. shares (m) 592.2 595.1 632.8 636.2 636.2 636.2
Underlying EPS (p) -0.59 -1.27 -0.41 -0.87 -2.70 -0.63
Fully-diluted EPS (p) -0.57 -1.21 -0.39 -0.82 -2.49 -0.58
Balance sheet @30 Jun:

Share capital 0.60 0.61 0.65 0.65 0.65 0.65
Reserves 29.36 22.43 36.91 35.62 19.99 16.93
Liabilities 10.67 11.08 12.77 12.77 12.77 12.77
Debt 3.33 3.06 2.44 2.44 244 2.44
less: Cash 2212 15.53 27.44 23.08 4.18 -1.71
Invested capital 42.66 51.24 59.30 68.47 86.66 120.54
Net cash/debt 18.80 12.48 25.00 20.65 1.74 -4.15
Cashflow:

Underlying EBIT -3.60 -7.36 -2.24 -4.70  -16.18 -2.90
Working capital 2.16 0.21 -2.25 -0.77 -0.75 -0.88
Tax & interest -1.28 0.10 0.17 -0.90 -0.20 0.23
Operational cashflow 0.04 -3.78 572 -0.98  -15.08 -1.47
Capital expenditure -1.50 -2.01 -2.81 -3.23 -3.72 -4.27
Free cashflow -1.46 -5.79 291 -4.21  -18.75 -5.74
Acquisitions -0.23 -0.18 -0.29 -0.10 -0.10 -0.10
Share issues 0.03 0.00 10.20 0.25 0.25 0.25
Change in net debt -1.25 -6.32 12.53 -4.36 -18.90 -5.89
OCFPS (p) 0.01 -0.64 0.90 -0.15 -2.36 -0.23

Source: Hardman & Co Life Sciences Research
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Disclaimer

Hardman & Co provides professional independep research services and all information usedfinNe publication of this reporX has been compiled from publicly
available sources that are believed to be reliabje However, no guarantee, warranty or represerftationNexpress or implied, can be\given by Hardman & Co as to the
accuroeygdequacy or completeness of thg/information contained in this research and they are not ragponsible for any errors\or omissions or results obtained
from use of suctfQrmation. Neither tMirdman & Co, nor any dffiliates, officers, directorsfor employeeNgccept any liability oX responsibility in respect of the
information which is subjettaghangé without notice and may only be correct at the statg¢d date of their is\e, except in the cde of gross negligence, fraud or
wilful misconduct. In no event will JAaramea & Co, its affiliates or any such parties be liable tg you for any direct, spcial, indirect, corkequential, incidental damages
or any other damages of any ki#l even if Hardma 0 has been advised of the possibilitf thereof.

This research has been prgfared purely for information purposes, armeaathing in this repgrt should be construed as an oKer, or the s§licitation of an offer, to buy
or sell any security, prgduct, service or investment. The research reflects the Obpestive \fiews of the analyst(s) named on t& front pdge and does not constitute
investment advice. JAowever, the companies or legal entities covered in this research mpy oy a fixed fee in order for this résearch o be made available. A full
list of companiesfr legal entities that have paid us for coverage within the past 12 mponths can be vigweskat_http://www.hardMgnarxico.com/legals/research-
disclosures. Hgfdman may provide other investment banking services to the companigs or legal entities mentioned Tk

Hardman/ Co has a personal dealing policy which restricts staff and consultants’ degfing in shares, bonds or other related instruments of G@mpanies or legal entities
whichfay Hardman & Co for any services, including research. No Hardman & Co sffaff, consultants or officers are employed or engaggd by the companies or legal
enpies covered by this document in any capacity other than through Hardman & Cq

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

¢stment business. WWe may provide

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

Some or all alternative investments may not be suitable for certain investprs. Investments in small g
and involve a high degree of risk. An investor could lose all or a substantigl amount of his or her inyestment. Investments may be leveraged and performance may
be volatile; they may have high fees and expenses that reduce returns. Securities or legal entitjgs mentioned in this document may not be suitable or appropriate
for all investors. Where this document refers to a particular tax treatmght, the tax treatmep# will depend on each investor’s particular circumstances and may be
subject to future change. Each investor’s particular needs, investmenif objectives and figancial situation were not taken into account in the preparation of this
document and the material contained herein. Each investor must malfe his or her owgindependent decisions and obtain their own independent advice regarding
any information, projects, securities, tax treatment or financial instfuments mengbned herein. The fact that Hardman & Co has made available through this
secliment various information constitutes neither a recommendatign to enter jfto a particular transaction nor a representation that any financial instrument is
suitable orssyLopriate for you. Each investor should consider whether an inyéstment strategy of the purchase or sale of any product or security is appropriate for
them in the light of Thesdqyestment needs, objectives and financidl circupaStances.

/i mid-cap corporations and foreign entities are speculative

This document constitutes a ‘financiatseaguotion’ for the purpgbsegof section 21 Financial Services and Markets Act 2000 (United Kingdom) (‘FSMA’) and
accordingly has been approved by Capital Marke ategy Ltd W, ich 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)
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