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DIURNAL GROUP

First commercial revenues

Diurnal (DNL) is a commercial-stage specialty pharmaceutical company focused on
diseases of the endocrine system. Its two lead products target rare conditions where
medical needs are currently unmet, with the aim of building a long-term ‘Adrenal
Franchise’. Following approval from the European Commission, Alkindi is being
launched in key EU markets through DNL's own commercial infrastructure,
starting with Germany and now launched in the UK. Additional territories will
follow during 2018 and 2019. Meanwhile, the company is pushing forward with
Alkindi and Chronocort clinical trials in the US. Cash at the end of the period was
£17.3m.

>

Strategy: Diurnal’s strategic goal is to create a valuable ‘Adrenal Franchise’ that
can treat patients with chronic cortisol deficiency diseases from birth through
to old age. Once Alkindi and Chronocort are established in the EU and the US,
the long-term vision is to expand the product offering to other related
conditions.

Results: Reported operating losses of £16.98m (-£12.08m) largely reflect the
increased investment in R&D. This fell through the cashflow statement, leaving
the company with net cash at the end of June of £17.3m, including the
completion of a Placing for £10.5m gross in March.

First sales: The results provide the first 46 days’ sales figure for Alkindi in
Germany, at £73k. For the main European countries, there will be a staged roll-
out, influenced by conclusion of pricing negotiations on a country-by-country
basis. Since 3 September, Alkindi has also become available in the UK.

Near-term milestones: Important value inflection points are due before the
end of calendar 2018: headline data for Phase Il Chronocort in the EU: start of
Chronocort Phase Il in the US; and readout of the US Phase III for Alkindi, which
will be followed by an end-of-Phase Il review meeting with the FDA.

Investment summary: Alkindi, a cortisol replacement therapy designed for babies
and children, is DNL's first product on the market. It will be followed shortly by
Chronocort for adults. The cortisol replacement market is for conditions that
need life-long treatments, and it has a potential value of $3.5bn. DNL will be
reporting on a number of potential valuation inflection points during the
remainder of 2018.

Financial summary and valuation

Year-end June (Em) 2016 2017 2018 2019E 2020E 2021E
Sales 0.00 0.00 0.07 1.54 553 17.23
SG&A -1.99 =323 -6.21 =777 -940 -11.13
R&D -3.89 -8.34 -10.02 -10.83 -7.58 -7.20
EBITDA -587 -1156 -1616 -17.28 -11.99 -2.81
Underlying EBIT -588 -11.56 -16.17 -17.29 -12.01 -2.83
Reported EBIT -6.99 -12.08 -1698 -18.14 -12.90 -3.76
Underlying PBT -595 -11.64 -1630 -17.20 -11.99 -2.87
Statutory PBT -706 -12.16 -1691 -18.05 -12.89 -3.80
Underlying EPS (p) -1248 -17.05 -25.68 -2227 -1551 -0.83
Statutory EPS (p) -15.02 -18.04 -26.78 -23.65 -16.96 =2.36
Net (debt)/cash 2688 1637 17.28 2.47 -7.79 -11.57
Capital increases 24.52 0.05 13.40 0.00 0.00 0.00

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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Sales and gross margin
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2018 results

Key features

Operational highlights

>

Alkindi: First commercial sales generated following the launch in Germany
on 15 May 2018 as cortisol replacement therapy in adrenal insufficiency
(Al) from birth to 18 years old. Launch in the UK commenced post period-
end on 3 September. In the US, the registration package is moving ahead
with the food matrix compatibility study successfully completed. Readout
of the US bioequivalence study is due shortly, followed by submission of
the proposed regulatory package to the FDA for an end-of-Phase Il
meeting in late 2018.

Chronocort: Enrolment into the European Phase Il Chronocort trial for
congenital adrenal hyperplasia (CAH) has been completed, with headline
data expected in 4Q'18. In the US, a Phase Il trial is due to start in 4Q’18,
following FDA acceptance of the protocol. A US Phase Il trial in Al is
expected to commence around the end of the year.

Pipeline:  With its vision to become “a world leading endocrinology
speciality pharma company”, DNL is pursuing a pipeline of pre-clinical and
clinical assets. The next milestone being headline results from the Phase I/l
trial with DITEST in hypogonadism, anticipated to complete end-2018.

Commercial highlights

>

First sales: Alkindi is now available in Germany and the UK, with a rollout
scheduled for other major European countries.

Sales infrastructure: The commercial infrastructure and supply chain are in
place for Alkindi throughout Europe, with Ashfield Healthcare building up a
team of commercial staff. The infrastructure will be used also for the
subsequent product, Chronocort.

Distribution: Outside its core territories, DNL continues to expand its
commercial infrastructure in countries that recognise the EU market
authorisation dossier for Alkindi and, subsequently, Chronocort; the
company is entering into local distribution agreements with specialist
partners.

Financial highlights

» Sales: First revenues were received for Alkindi, representing just 46 days

of sales in Germany. Although slightly lower than forecast, timing and
pipeline fill in the early days are difficult to predict. The initial gross margin
was lower than the long-term expectation, at ca.80%, but will rise with
increasing volumes.

R&D: Investment in 2018 was forecast to be higher than in 2017 given the
ongoing trial programme and regulatory costs; the outcome was in line with
expectations at -£10.0m (-£8.3m).

SG&A: Administration costs increased 92% to -£6.2m (excluding a currency
benefit of £0.20m) vs -£3.23m, reflecting the addition of key personnel
from Ashfield (a commercial team of 14) and the building up of market
access across Europe.
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» Netcash: At 30 June 2018, net cash on the balance sheet was about £0.5m

higher than forecast at £17.3m.

» Placing: The cash balance was boosted by the Placing of new shares in April
2018, raising £10.5m (£9.9m net) new capital.

Diurnal fiscal 2018 - actual vs expectations

Year-end June 2017 2018 Growth 2018 Delta
(Em) Actual actual % Forecast A
Sales - 0.07 - 0.13 -0.06
COGS - -0.01 - -0.01 +0.00
Gross margin - 79.5% - 90% -
R&D spend -8.34 -10.02 +20% -10.5 -0.48
Administration costs -3.22 -6.21 +92% -6.03 +0.18
Underlying EBIT -11.56 -16.17 +40% -16.41 -0.24
Net cash/(debt) 16.37 17.28 - 16.74 +0.54

2018-19 milestones:

Key value inflections point for 2018-19

Source: Diurnal, Hardman & Co Life Sciences Research

Milestones Date  Status
Chronocort EU Phase Il complete (CAH) 3Q'18 v
Alkindi launch in UK 3Q'18 v
Chronocort US Phase Il to commence (CAH) 4Q'18
Chronocort European Phase Il headline data (CAH) 4Q'18
Alkindi US Phase Il readout (Al and CAH) 4Q'18
Alkindi US FDA submission (Al and CAH) End 2018
Chronocort US Phase Il to commence (Al) End 2018
DITEST Phase I/1l complete End 2018
Chronocort European regulatory submission (CAH) 3Q'19
Alkindi US NDA submitted (Al and CAH) 3Q'19

Source: Diurnal, Hardman & Co Life Sciences Research

4 October 2018

N



Diurnal Group

d HARDMAN&CO.

DNL will retain the full value of
Alkindi through direct
commercialisation

DNL has built commercial
infrastructure over past 12 months

Alkindi commercial rollout

Commercial infrastructure

Over the past 18 months, Diurnal has been putting in place European commercial
infrastructure in readiness for the approval of Alkindi, which will also be used for
subsequent products, commencing with Chronocort.

Establishing European supply chain and commercial infrastructure
In Europe, Diurnal will retain the full value of Alkindi through direct

commercialisation. The company has been working closely with a number of
relevant partners in order to be ready for commercial launch:

» Manufacturing: Already established (since 2012) with the experienced and
specialist GMP supplier, Glatt Pharmaceutical Services GmbH, to produce
solid pharmaceutical dosage formulations based on multi-particulate
systems.

» Packaging: Agreement with Delpharm for its expertise in supply chain
management.

» Sales & marketing: Appointment of Ashfield Healthcare for sales and
medical infrastructure support to establish a European network of medical
liaison staff.

Ashfield Healthcare has established a Europe-wide network of medical liaison staff.
Ashfield, together with DNL, has built up a team of 14 commercial staff. This number
will be expanded to peak at 20-30 (once Chronocort is launched), which is
considered sufficient, as patients are usually centralised within specialist
endocrinology centres. The commercial organisation includes the following:

» seven medical science liaison staff (covering Germany, the UK, France, Italy
and Spain).

> six key account managers (covering Germany, the UK, Italy and Spain).
» one market access manager; and

» supplemented by an in-house commercial team.

Through Ashfield, DNL is establishing a flexible EU commercial organisation that can
be modified rapidly, if the need arises, without the requirement for significant
upfront investment, and that can be deployed for a number of products.

In addition, with this commercial and distribution infrastructure in place, DNL
becomes a more attractive partner for companies, especially US-based biotech, with
drugs in the endocrine field that are looking to out-license for commercialisation in
Europe.

To mitigate the potential risk effect of Brexit, DNL has established a wholly-owned
subsidiary, Diurnal Europe B.V. in the Netherlands.

Launch rollout

Despite being a centralised EU authorisation, there will be a staged roll-out of Alkindi
influenced largely by the timetable for agreeing pricing with the relevant authorities
in individual countries. This is normal practice for drugs approved in the EU.
Following the launches in Germany and the UK, Alkindi roll-out is likely to continue
with the Netherlands in 4Q'18, with France expected to be the slowest country to
roll out.
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Pricing is likely to be in line with
Plenadren at ca.$6,300 p.a.

Alkindi packaging
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Source: Diurnal FY 2018 results presentation

Pricing
Diurnal is aiming to closely align the price of Alkindi to that for Plenadren, Shire’s

once-daily modified release formulation of hydrocortisone. The cost of treatment
with Plenadren is ca.$6,300 p.a.

Distribution agreements in key territories

In some countries, DNL will expand its commercial activity through the use of local
distributors that have knowledge of the endocrine and niche markets. Agreements
have been signed already with Medison Pharma (March 2017) and Emerge Health
Pty (February 2018) for Israel and Australia & New Zealand, respectively. Both
entities are responsible for the submission of the regulatory dossier in their
respective territories, with the submission based on the European regulatory dossier
and published clinical trial data. Market authorisation is expected to take a year in
each country and first sales are, therefore, expected during 2020. Both Alkindi and
Chronocort will be distributed through these commercial schemes.

Commercial partners

Marketing & Annual
Country Partner Distribution First Revenues | Patents Granted Addressable
Agreement Market

Medison Pharma ‘/ 2020 \/ $6.3m-

Israel Ltd

Australia & Emerge Health \/
New Zealand Pty

2020 / $10.2m

Japan TBA TBA TBC J $415m:

Source: Diurnal FY 2018 results presentation

Following the grant of its patents for Alkindi and Chronocort in Japan, DNL is on the
look-out for a distribution partner for this market, which has ca.6,700 addressable
patients with CAH and 58,000 with Al, giving an estimated market worth $415m.
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Building an endocrinology pipeline

Pipeline

DNL has developed a pipeline with multiple endocrinology conditions. In 2018, the
company achieved a major milestone with the EU approval of Alkindi for adrenal
insufficiency (Al) and congenital adrenal hyperplasia (CAH) for paediatric use.
Further milestones are expected to be reached before the calendar year-end.

Five products are currently in the pipeline, with three in clinical development,
including its second lead asset, Chronocort, and two under pre-clinical evaluation.

Diurnal - R&D pipeline

Estimated Annual Addressable

Indication . Pre- | Pl . Pl P | MAA |  Approval Market (Europe & US)
r T T T T 1
CAH & Al (Under 18 Approved
Alkindi® (Under 18 years) $82m
CAH & Al (Under 16 years) | i 2020
1 ] ] I 1 1
Congenital Adrenal 1 2020
Chronocort® | . . i i
Adrenal Insufficiency (Al) ! I I
| : :
Rheumacort® Inflammatory diseases | | | TBC TBC
| I I : : :
: | : : TBC
Testosterone Classical Hypogonadism ; : ] ! i - $5,157m
1 1 1 1
| : | I I
T3 modified Hypothyroidism ; : : | ]
release (T4 non-responders) | : : : ! TBC $1,000m
] ] ] 1 1 1
Oligo- . ) : : | | |
Cushing’s Di [ [ ' [ ! TBC 480
nucleotide ushing’s Disease ; : | : : : $480m
Key: In Progress/Completed Line extension based on Phase | data
Source: Diurnal
With Alkindi and Chronocort, the aim is to create a life-long “adrenal franchise”,
whereby patients start with Alkindi and then move on to Chronocort for the rest of
their lives. In order to make the transition from Alkindi to Chronocort, DNL has
developed a 2mg dose of Chronocort, which will be in addition to the existing 5mg,
10mg and 20mg doses.
Life-long “adrenal franchise”
° [ ]
[ ]
RN N
0 18 YEARS
Alkindi® Chronocort®
) ) J
T T
Licensed & measured dosing? Matching circadian rhythm
$82m market 5410m market
Source: Diurnal FY 2018 results presentation
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EU approval of Alkindi for both Al
and CAH...

...making it the first licensed
paediatric treatment for these
conditions

The US Phase Ill trial with Alkindi is
expected to complete before the
end of the year ...

...with estimated approval in 2020

Alkindi

European market authorisation

On 9 February, following the positive opinion from the EMA’'s Committee for
Medicinal Products for Human Use (CHMP), Diurnal received Paediatric Use of
Marketing Authorisation (PUMA) from the European Commission for the use of
Alkindi in Al and CAH. This drug is being targeted at new-borns and children up to
18 years of age. This represented a major milestone for the company, demonstrating
its ability to progress an asset through the clinical development and regulatory
pathway to commercialisation. Few UK biotech companies have achieved this.

To date, there has not been a child-friendly hydrocortisone replacement product for
the above age groups in either Europe or the US. Alkindi represents the first-in-class
licensed product. From the outset, DNL designed Alkindi to overcome the well-
known drawbacks associated with the unlicensed treatments used currently to treat
this patient population. The goal with Alkindi is to deliver improved compliance,
improved disease control and a reduction in disease symptoms caused by the highly
variable dosing obtained with current formulations.

Initial sales

In Germany, Alkindi is available in key prescriber centres through a distribution
network of 40 wholesale depots. From these, DNL is able to monitor re-ordering
patterns. In fiscal 2018, Alkindi sales in Germany were only for a very short period
following launch. In addition, patients see their endocrinologists only every three to
six months, so many would not have had a consultation during the reporting period.

From 3 September 2018, Alkindi has also become available in UK, through
distribution from four wholesale depots.

US Phase Il trial

Meanwhile, development is progressing well in the US, with DNL building up the
regulatory programme. As part of the registration package, the European clinical trial
data will be used, as well as two additional studies:

» A food matrix study has been completed successfully in healthy volunteers,
which confirmed the pharmacokinetics of Alkindi together with safety and
tolerability.

» An Investigational New Drug (IND) application is now open in the US,
following advice from the FDA, for a bioequivalence study in 24 healthy
adult volunteers. This will be a single centre, open-label and single-dose
study evaluating the bioavailability of Alkindi compared with Cortef, the US
standard-of-care immediate release hydrocortisone tablet. Results of the
bioequivalence study are expected in 4Q'18, with feedback from the FDA
expected shortly after.

DNL is confident that no further studies will be required by the FDA for the US
registration of Alkindi. It is, therefore, planning to submit the regulatory package in
3Q'19 (following an end-of-Phase Il meeting expected at the end of 2018), for an
estimated approval before the end of 2020.
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Source: Diurnal

Recruitment for the US Phase I
trial expected to start in 4Q'18...

Chronocort

Chronocort is a hydrocortisone preparation designed to mimic the natural circadian
rhythm of cortisol when given in a twice daily “toothbrush” regimen.

Chronocort: mimicking the natural level of cortisol
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Source: Diurnal FY 2018 results presentation

The current standard of care, typically steroids such as hydrocortisone, prednisolone
or dexamethasone, is not giving a satisfactory result, nearly two thirds of patients
have poor disease control, monitored by the plasma level of androgens. In a six-
month Phase Il trial, Chronocort produced better control of morning androgens in
94% of patients compared with 31% in the control group taking standard treatment.

European Phase Il trial in CAH

Patient recruitment in the Phase Il trial for the treatment of CAH in adults has now
been completed. A total of 122 patients across 11 sites (seven countries including
one site in the US) have been enrolled in the six-month study, and the trial will
evaluate Chronocort compared with standard-of-care. Headline data are expected
before the end of 2018. The primary end-point is the control of androgens by the
same or lower total daily dose of steroid when treated with Chronocort compared
with standard treatment. The secondary and exploratory end-points include an
assessment of body mass index, bone turnover, and levels of fatigue.

An open-label and long-term study, intended to support the registration and
commercialisation of Chronocort, is ongoing in CAH patients. DNL indicated that
80% of the patients took part in the study, with 90% remaining within the trial so
far. Safety, efficacy and tolerability are being monitored.

US Phase Ill trial in CAH

DNL has discussed the design of the US Phase Ill registration trial with the FDA,
which will be slightly different from the EU study. The US regulator has requested
that CAH patients are enrolled in a randomised fashion to receive either a single
type of medication (hydrocortisone, dexamethasone, or prednisone) or Chronocort,
both twice-daily. A total of 150 patients will be treated for 12 months, the primary
end-point being the proportion of patients achieving biochemical control with
Chronocort vs. standard-of-care. A number of secondary end-points including
weight, body composition, hirsutism, fatigue and quality of life will be used to
determine clinical benefit of Chronocort over standard-of-care. As with the
European study, a long-term follow-up programme will also be offered to patients
completing treatment for assessing the long-term safety of Chronocort.
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...with headline data due in 2020

Completion of this study is anticipated during 2020, with headline data expected
around 2H'20. FDA approval is likely to be at the end of the subsequent year. In the
US, DNL will seek a partner for commercialisation to gain the optimal market access.

US and European Phase Il trial in Al

To expand the use of Chronocort and embrace the larger market of Al in Europe
and the US, a single Phase Il proof-of-concept study is expected to start around the
end of 2018. Patients will be treated for 12 months, with headline data expected in
2021.

Diurnal - Development timetable

Alkindi®
(Al & CAH)
Chronocort”
(CAH)

Addressable
market
$60m (Feb-18)

$300m m @ l Eeimaed

Next steps

2018 2019 2020

Approved

Alkindi®
(Al & CAH)

Chronocort®
(CAH)

som  CEIHp @ =
Estimated
$110m CYR— | o

Chronocort”
(A1)

1 Subject to confirmation from the FDA
Source: Diurnal FY 2018 results presentation

Earlier stage products

European Phase I/Il in hypogonadism

DNL is progressing DITEST, a new oral formulation of native testosterone for the
treatment of male hypogonadism. The proof-of-concept open-label Phase | study is
designed to evaluate the pharmacokinetic, safety, tolerability and food compatibility
of DITEST in 12 patients with primary and secondary hypogonadism. The study is
expected to complete around the end of 2018.

Potential treatment for Cushing’s disease

DNL is also evaluating an oligonucleotide siRNA (silencing RNA) acting on the
pituitary gland for a potential treatment of Cushing's disease, a condition
characterised by an excess of cortisone secretion. DNL is currently assessing the
potency of different formulations.

4 October 2018
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Hypothyroidism
DNL is looking at its options in the development of a modified-release T3 for the
treatment of underactive thyroid gland (hypothyroidism). The NIH indicated that the

condition affects 4.6% of the US population and that remains an unmet medical
need.

External opportunities

Management is considering all available options, including external opportunities, to
further develop its endocrinology franchise and maximise the products that it can
put through its commercial network.

4 October 2018
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Financials forecast
Profit & Loss

» Sales: First group product sales from Alkindi recorded from 15 May 2018
in Germany. The 2019E sales figures will depend on two factors which are
difficult to predict: time of reimbursement in remaining European countries
and the cycling of patients back through on visits (typically three-to-six
month cycle).

» SG&A: Large increase in 2018 with the preparation of the European
commercial infrastructure to maximise the Alkindi commercial opportunity.
The reported number benefited from a non-cash £0.2m forex gain, which
we include under financials.

» R&D: Investment will continue at current levels given the ongoing clinical
trial programme and pending start of US trials for Alkindi and Chronocort.

Profit & Loss account

Year-end June (Em) 2016 2017 2018 2019E 2020E 2021E
Sales 0.00 0.00 0.07 1.54 5.53 17.23
COGS 0.00 0.00 -0.02 -0.23 -0.56 -1.73
SG&A -1.99 -3.23 -6.21 -7.77 -940  -11.13
R&D -3.89 -8.34  -10.02 -10.83 -7.58 -7.20
EBITDA -5.87  -11.56 -1616 -17.28 -11.99 -2.81
Deprec & amortis -0.01 -0.01 -0.01 -0.01 -0.01 -0.01
Licensing/royalties 0.00 0.01 0.00 0.00 0.00 0.00
Underlying EBIT -5.88 -11.56 -16.17 -17.29 -12.01 -2.83
Share-based costs -0.49 -0.52 -0.81 -0.85 -0.89 -0.94
Exceptional items -0.62 0.00 0.00 0.00 0.00 0.00
Statutory EBIT -6.99  -12.08 -1698 -18.14 -12.90 -3.76
Net interest -0.07 -0.09 -0.13 0.09 0.01 -0.04
U/L pre-tax profit -5.95 -11.64 -1630 -17.20 -11.99 -2.87
Reported pre-tax -7.06 -12.16 -1691 -18.05 -12.89 -3.80
Tax liability/credit 0.49 2.73 2.28 3.54 2.48 2.36
Tax rate -7% -22% -13% -20% -19% -62%
Underlying net income -5.46 -8.91 -14.02 -13.66 -9.51 -0.51
Statutory net income -6.57 -943  -14.62 -1451 -1040 -1.45
Ordinary 5p shares:

Period-end (m) 52.21 5221 6134 6134 6134 61.34
Weighted average (m) 43.75 5224 5460 6134 6134 61.34
Fully-diluted (m) 43.75 5224 5460 6134 6134 61.34
Underlying basic EPS

(p) -12.5 -171 -25.7 -22.3 -15.5 -0.8
Statutory basic EPS (p) -15.0 -18.0 -26.8 -23.7 -17.0 -24
U/I fully-diluted EPS (p) -12.5 -171 -25.7 -22.3 -15.5 -0.8
Stat. fully-diluted EPS

(p) -15.0 -18.0 -26.8 -23.7 -17.0 -24
DPS (p) 0.0 0.0 0.0 0.0 0.0 0.0

Source: Hardman & Co Life Sciences Research
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Balance sheet

» Net cash: At 30 June 2018, DNL had net cash of £17.3m (zero debt). This
was boosted by the Placing of new shares in April, raising £10.5m gross
(£9.9m net).

» Inventory: Due to the long shelf-life and just-in-time supply, management
does not expect to hold significant levels of inventory of either Alkindi or

Chronocort.

at 30 June (Em) 2016 2017 2018 2019E  2020E  2021E
Shareholders' funds 25.93 17.08 16.88 2.37 -8.03 -9.48
Cumulated goodwill 0.00 0.00 0.00 0.00 0.00 0.00
Total equity 25.93 17.08 16.88 2.37 -8.03 -9.48
Share capital 2.61 2.62 3.07 3.07 3.07 3.07
Reserves 23.32 14.46 13.81 -0.69 -11.10  -12.54
Provisions/liabilities 0.00 0.00 0.00 0.00 0.00 0.00
Deferred tax 0.00 0.00 0.00 0.00 0.00 0.00
Long-term debt 3.24 3.51 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 16.11 8.88 17.28 247 -7.79  -11.57
less: Deposits 14.00 11.00 0.00 0.00 0.00 0.00
Invested capital -0.94 0.71 -0.40 -0.10 -0.24 2.09
Fixed assets 0.00 0.02 0.03 0.03 0.05 0.06
Intangible assets 0.01 0.00 0.02 0.02 0.02 0.02
Inventories 0.00 0.00 0.12 0.15 0.54 1.68

Trade debtors 0.00 0.00 0.08 0.26 0.92 2.87

Other debtors 0.53 4.03 5.02 4.77 4.53 4.30

Tax credit/liability 0.00 0.00 0.00 2.91 3.01 242

Trade creditors 0.00 -1.72 -3.32 -3.52 -3.72 -3.92

Other creditors -1.48 -1.62 -2.35 -4.72 -5.59 -5.34
Debtors less creditors -0.95 0.68 -0.57 -0.30 -0.84 0.33
Invested capital -0.94 0.71 -0.40 -0.10 -0.24 2.09
Net cash/(debt) 26.88 16.37 17.28 247 -7.79  -11.57

Source: Hardman & Co Life Sciences Research
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Cashflow

» Working capital: Because of the long shelf-life and relatively low volumes,
there is no significant increase in working capital requirement.

» Placing: £10.5m (gross)/£9.9m (net) new capital was raised in the Placing
in April

» Loan: At the same time as the Placing, IP Group converted its outstanding
convertible loan and accrued interest (total ca.£3.5m) into shares. Since our
model monitors change in net debt, this is accounted for as part of the
capital increase to reflect the movement from debt into shares.

» Capital increase: Based on our forecasts, in order to support the
commercialisation of products and the clinical trial programme, the
company will need to raise more capital sometime during the next 12
months. We expect that this will come after potentially positive news - the
Chronocort Phase Ill trial results or clear evidence of Alkindi sales traction

in Europe.
Year-end June (Em) 2016 2017 2018 2019E 2020E 2021E
Trading profit -5.88 -11.56 -16.17 -17.29 -12.01 -2.83
Depreciation/amortisa
tion 0.01 0.01 0.01 0.01 0.01 0.01
Inventories 0.00 0.00 -0.12 -0.03 -0.39 -1.14
Working capital 0.95 1.09 0.66 -0.41 -1.25 -3.29
Other -0.62 -0.27 0.00 0.00 0.00 0.00
Company op cashflow -5.55 -10.74 -15.50 -17.68 -13.25 -6.10
Net interest 0.04 0.19 0.11 0.00 0.01 -0.04
Tax paid/received 0.49 0.00 2.74 2.91 3.01 242
Operational cashflow -5.02 -10.55 -12.66 -14.77 -10.22 -3.72
Capital expenditure 0.00 -0.02 -0.02 -0.02 -0.03 -0.03
Free cashflow -5.02 -10.57 -12.69 -14.81 -10.27 -3.78
Dividends 0.00 0.00 0.00 0.00 0.00 0.00
Acquisitions 0.00 0.00 0.00 0.00 0.00 0.00
Disposals 0.00 0.00 0.00 0.00 0.00 0.00
Cashflow after
investments -5.02 -10.57 -12.69 -14.81 -10.27 -3.78
Share repurchases 0.00 0.00 0.00 0.00 0.00 0.00
Share issues 24.52 0.05 13.40 0.00 0.00 0.00
Change in net debt 20.83 -10.51 0.91 -14.81 -10.27 -3.78
Hardman FCF/share
(p) -11.5 -20.2 -23.2 -24.1 -16.7 -6.1
Opening net cash 6.05 26.88 16.37 17.28 2.47 -7.79
Closing net cash 26.88 16.37 17.28 247 -7.79 -11.57

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

(Disclaimer Version 8 - Effective from August 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 & Co research and,
specifically, whether it can be accepted without a commercial arrangement. 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 ‘minor non-monetary benefits’, as defined in the Markets in Financial Instruments Directive Il.

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 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 investment 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.

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-regulation-

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 & Co is not inducing the
reader of our research to trade through us, since we do not deal in any security or legal entity.
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