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Companies mentioned in this report: Advanced Oncotherapy (AVO); Allergy
Therapeutics (AGY); AstraZeneca (AZN); C4X Discovery (C4XD); Convatec (CTEC);
e-Therapeutics (ETX); Genedrive (GDR); GSK (GSK); Immunocore (IMCR); Indivior
(INDV); Novacyt/Yourgene (NCYT); Oxford Nanopore Technologies (ONT);
Polarean Imaging (POLX); Redx Pharma (REDX); ReNeuron (RENE); Silence
Therapeutics (SLN); Smith & Nephew (SN.); and Tissue Regenix (TRX).

Unless otherwise stated, all share prices were taken at the close of business on
Friday 21 June 2024.

For clarification, the term “Life Sciences” encompasses Pharmaceuticals, Biotech,
MedTech, Diagnostics and Healthcare.
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Two years’ underperformance
The Hardman & Co Healthcare Index

In 2023, and for the second year running, the Hardman & Co sector index declined,
by 3.7%, underperforming both the FTSE 100 and the FTSE All-Share indices. This
is quite unusual for healthcare stocks. Our Index covers 52 companies, only 15 of
which saw an increase in their share prices in 2023, and four of those were on
account of M&A activity. Apart from the general economic influences, which have
made institutions more risk-averse, there was a common knowledge that several
companies were in need of additional working capital; so, share prices were marked
down in anticipation of equity raises.

Performance of Hardman & Co Healthcare Index - rebased
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Capital-intensive industry - has anything
changed?

When | started as an analyst 36 years ago, there were many more institutional
investors and nearly everyone had either a specialist healthcare team or a specialist
small cap team, and usually both. However, extensive consolidation within the
investment community, increased regulation and risk assessment within pension
funds and a vast increase in wealth being invested, has resulted in a small number
of groups with enormous funds under management. Consequently, their interest in
small cap companies has evaporated, preferring to use alternative investment funds
for their involvement in this space. Literally, only a handful of institutional investors
still have specialist healthcare analysts today. So, when a small cap healthcare
company needs a capital increase, its options with institutional investors are very
limited. In cases where institutional investors are prepared to get involved, they
often want their “pound of flesh”; i.e., will only support an issue if it is deeply
discounted, often wiping out existing shareholders, usually minority retail investors.
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Getting their “pound of flesh”

Yourgene

In our review of 2023 performance’, we provided two examples of companies that
had needed to issue shares at a deep discount in order to attract the support of
institutional investors. First, towards the very end of 2022, Yourgene (YGEN.L) was
desperate for cash and raised new capital at 0.3p per share, which was a 94%
discount to the six-month average closing price; the stock had already been trending
down as the market realised the company was in need of more capital. Existing
shareholders, historically long-term supporters of this group, were only offered a
small opportunity to participate in the fund raise, effectively diluting them out of
existence. Of course, the institutions that drove this capital increase made a good
return, when Yourgene was bought only a few months later by Novacyt, for 0.5p.

Yourgene share price performance - 01 June 2022-31 July 2023
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Allergy Therapeutics

The second example is Allergy Therapeutics (AGY.L), where its two major
shareholders underwrote a £40m issue, at 1p per share, compared with a price of
6.25p ahead of the announcement. On this occasion, however, existing shareholders
were given a proper opportunity to participate. Those that did participate, even as a
minority shareholder - the two supportive major shareholders own 92% of the
equity - have been well rewarded, with the shares trading currently at 5.25p.

Allergy Therapeutics share price performance - from 01 July 2022
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This theme has not gone away in 2024. Recently, Genedrive (GDR.L) raised £6.0m
and Polarean Imaging (POLX) raised £9.9m at discounts of 81.5% and 84.0%,
respectively, to their respective share prices on 31 December 2023. In both cases,
the discount compared with the closing share price immediately prior to the
announcement was slightly lower, indicating that the market was already moving in
anticipation of an equity issue.

Alternative financing arrangements

Genedrive

The desperate need for working capital, coupled with the lack of institutional
support also forced some companies to try “alternative financing” approaches.
However, these nearly always end up being detrimental to shareholder value. A
good example was Genedrive, which accepted a drawdown facility from Riverfort
for up to £5m. At the time of the announcement, the share price was 32p. On each
drawdown, Riverfort was issued with shares and warrants. However, Riverfort had
no intention of being a long-term shareholder interested in the company and only
wanted to get its money back, so it sold each tranche of shares in the market, forcing
the share price lower. This caused a continual downward spiral, such that, by early
May 2024, Genedrive had drawn down only £3.5m of the £5.0m facility because of
its detrimental impact, diluting original shareholders by 54%.

Genedrive plc share price performance - 01 June 2023 to current

GENEDRIVE 1.67 —0.01 (-0.30%) GBp

35.00
30.00
25.00
20.00
15.00
10.00

5.00

09 LSEG
Source: LSEG, 2024

lul 2023 Jun 2024 May

Subsequent event - May 2024

In early May, with the shares trading at 3.5p, giving a market capitalisation of about
£3.2m, and in desperate need for cash, Genedrive announced a Placing, REX Offer
and Open Offer at 1.5p a share to raise a minimum of £6.0m, which was achieved
successfully, providing the new management team with the resources to enact their
commercial strategy for some quite interesting products.

But even this apparently “successful” raise was achieved only with its broker taking
up 26.8% of the fundraise, leaving it with 19.7% of the enlarged share capital. As
evidenced by a number of TR-1 announcements, it has been releasing this stock into
the market as demand for the shares arises, reducing its holding to 18.9%. However,
at the time of writing, the broker has just released a set of three TR-1s showing that
its holding has dropped significantly over the past three days, to 10.5%, suggesting
that it has placed shares with some institutional clients. This still leaves a significant
short-term overhang of stock, for which Peel Hunt will clearly be seeking a new
home. Nevertheless, without this considerable support from its broker, Genedrive
would no longer be in existence today.
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Awkward situations resulting from need
for capital

ReNeuron has tried, unsuccessfully, to raise new capital twice within the space of
the last 12 months. The shortage of cash led the Board to request the suspension
of its shares in February and the appointment of administrators in March.

Also, one of Hardman & Co's clients, Advanced Oncotherapy, has been seeking a
capital injection for over a year and, while there had been some progress, the
company initially suspended its shares (30 June 2023) and, more recently, delisted
from AIM (9 May 2024). We are waiting to see if the company has more success in
raising capital as a private entity when the market spotlight is no longer on it.

Will 2024 be different?

Our original report? highlighted a number of companies that were predicted to need
new capital in 2024. To date, 22 healthcare/life sciences companies have tapped
the market for new capital, raising £176m between them. The median discount has
been a modest 16.7%, but the range is very high. Several more are expected and, at
the time of writing, we are aware of at least 10 companies in the sector that will
need more cash in the coming six months.

Going private again

Also, this year, there has been another worrying trend from a London market
perspective. Three companies, C4X Discovery (C4XD), Redx Pharma (REDX) and
e-therapeutics (ETX), unhappy with the valuation afforded them by the London market,
have announced their decision to be taken private. This has forced retail shareholders
either to sell their shares in the market, often crystalising a material loss, which reduced
valuations even further, or to hold a minority interest in a private company.

Are US markets better?

In the case of e-therapeutics, although it has delisted from AIM, the company
intends to relist in the US where it expects to get a better valuation and have
exposure to far larger pools of capital that are more willing to take a longer-term
view. Listing in the US has been done successfully in the past by Silence Therapeutics
(SLN), which has raised $176m in the past two years and seen its valuation triple
since listing in the US, way beyond what it could have achieved in London.

Silence Therapeutics share price performance - 01 July 2023 to current
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Immunocore versus Oxford Nanopore

In recent times, Immunocore also listed successfully in the US, where it has seen its
valuation flourish, allowing it to raise significant amounts of new capital. However,
since the beginning of 2024, its share price has retracted, probably as the market
realises its need for further capital. In contrast, around the same time in 2021,
Oxford Nanopore took the decision to list in London, and its shares are down 76%,
largely because the company is still several years from becoming EBITDA-positive,
which appears to be less important for US investors.
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Comparison of Immunocore and Oxford Nanopore

Immunocore Oxford Nanopore
(IMCR) (ONT)
Technology Pharmaceutical Gene sequencing
Announcement of IPO 17-Nov-20 30-Sep-21
Date of IPO 04-Feb-21 05-Oct-21
Market NASDAQ London Main
Funds raised $312m £350m
Shares at IPO 42,295,704 794,668,860
Price at IPO $26.0 425p
Market cap at IPO $1,200m £3,377m
Current price $35.9 93p
Shares in issue 50,011,610 873,921,325
Current market cap $1,393 £813m
Change since IPO 27% -76%
Private Placement (Jul'22) $140m
Convertible (Feb'24) $350m
Gross cash $442.6m £220.5m
Debt -$84.0m -£41.7m
Enterprise value $1,034.4m £634.2m
2023 sales $238.7m £169.7m
2023 EBITDA -$23.2m -£104.9m
2023 EBIT -$59.6m -£168.6m
EV/sales 4.3x 3.7x
EV/EBITDA -44.6x -6.1x

Source: Hardman & Co Life Sciences Research
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Topical issue

Moving listings to the US is very topical, with a number of FTSE 350 companies
stating their intention to change their primary listings, on account of valuations. In
the Life Science sector, apart from the three majors - AstraZeneca (AZN), GSK (GSK)
and Smith & Nephew (SN.), Convatec (CTEC) and Indivior (INDV) are also both high
on the list for potentially moving and already report in US dollars. The loss of these
five companies would leave the London market floundering.

As shown through the response to COVID-19, there are some great technologies in
the UK. However, institutional investors are failing this exceptional industry, which
has given them good returns in the past, by not supporting them properly today.
Institutional investors might argue that the management teams at many companies
have not delivered on their strategies. However, this is due to a “catch 22" situation.
Management teams often have to reign in on development and commercial spends
in order to prolong their limited cash runway, but this results in the judgement that
they have not delivered on strategy, causing a deterioration in valuation. If the
companies had been well-funded in the first place, such situations would arise far
less frequently. However, it should also be pointed out that R&D generally takes
longer and costs more than forecast in business plans. As stated earlier, the
consequence is that many companies end up trading at valuations which are well
below the cost expended to get it where it is today.

Tissue Regenix

A really good example, on which Hardman & Co has recently published?, is Tissue
Regenix (TRX.L). The company has two specialist tissue technologies, both of which
have regulatory approval in the US and in some other territories. Barriers to entry
are really enormous because it involves the sourcing, processing and regulation of
human donor tissue. The major players, therefore, run a mile and are quite happy to
leave these obstacles to a niche player like Tissue Regenix and simply rely on product
supply and commercial agreements with these specialist providers, which are few
and far between. With the help of investment to increase manufacturing capacity to
satisfy demand, Tissue Regenix has grown sales by more than 20% in each of the
past six-month periods and is now EBITDA-positive and cash-generative. Despite
this, the company has a market capitalisation of only $57m, compared with the
$150m it has spent getting to where it is today. Eventually, the market will wake up
to this high-quality opportunity.

Unless things change, and quickly, there will not be a life sciences/healthcare
sector in London in a few years’ time.

3 https://hardmanandco.com/research/corporate-research/trx_six-consecutive-periods-of-20-growth/
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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 dffiliates 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)

Hardman & Co’s research is paid for by the companies, legal entities and issuers about which we write and, as such, falls within the scope of ‘acceptable minor
non-monetary benefits’, as defined in the Markets in Financial Instruments Directive.

The FCA Handbook (COBS 2.3A.19) states: ‘An acceptable non-monetary benefit is one which:[...] (5) consists of: [...] (b) written material from a third party that
is commissioned and paid for by a 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 firms wishing to receive it, or to the general public.’

The fact that Hardman & Co is commissioned to write the research is disclosed in the disclaimer, and the research is widely available.
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