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Tissue Regenix

1H’18 preview: organic plus inorganic growth

TRX has a broad portfolio of regenerative medicine products for the biosurgery,
orthopaedics, dental and cardiac markets. The company has two proprietary
decellularised 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, which was borne out by the 2017 full-year results. In
anticipation of the 2018 interim numbers, expected in September, we outline our
forecasts for reported and pro forma sales growth. This is intended as a preview
for investors, to clarify the impact of both organic and inorganic growth.

>

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 preview: Reported group sales are forecast to grow 273% in 1H’'18 to
£5.1m (£1.4m), with all three business areas contributing to growth. On a pro
forma basis, as if CellRight had been acquired on 1 January 2017, the underlying
growth rate is forecast to be a very respectable 33%, from £3.9m in 1H’17.

EBITDA: Although the new management team is continuing to focus on
controlling costs, a full six months of CellRight costs are included in 1H’18 and
the 1H’18 SG&A number includes potential legal fees. Consequently, the EBITDA
loss will rise (in 1H’18 only) to an estimated -£4.9m (-£4.8m).

CFO: In July, TRX confirmed the appointment of a new CFO. Gareth Hywel Jones
(start date 30 November) will take over from Paul Below, who is the current
interim CFO. Mr Jones is joining from Applied Graphene Materials and brings a
great deal of experience from UK and US listed businesses, and private equity.

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 OrthoPure XT launch in the EU in 2018. Early signs of the benefits
derived from CellRight are apparent, which should hasten the time to reach
sustainable profitability.

Financial summary and valuation

Year-end Dec (Em) *2016 **2016 2017 2018E 2019E 2020E
Sales 0.82 1.44 5.23 11.28 18.68 25.54
EBITDA -9.86 -10.55 -8.98 -9.47 -4.25 -0.37
Underlying EBIT -10.11 -10.85 -9.69 -10.63 -5.43 -1.57
Reported EBIT -10.24 -11.06 -10.82 -10.73 -5.53 -1.67
Underlying PBT -9.89 -10.74 -9.64 -10.60 -5.42 -1.59
Statutory PBT -10.03 -10.95 -10.77 -10.70 -5.52 -1.69
Underlying EPS (p) -1.26 -1.28 -0.90 -0.84 -0.40 -0.08
Statutory EPS (p) -1.28 -1.30 -1.02 -0.85 -0.41 -0.09
Net (debt)/cash 19.91 8.17 16.42 5.28 -2.14 -4.68
Capital increase 19.02 0.00 37.99 0.00 0.00 0.00
P/E (x) - - - - - -
EV/sales (x) - - 17.0 7.9 4.8 3.5

*Year to January. **11 months to 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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Preview of 1H’18

Tissue Regenix is due to release its numbers for the six-month period to the end of
June 2018 this coming September. Given that this will be the first time that the
CellRight acquisition is present across a complete reporting period, we have outlined
below our expectations for pro forma sales growth, so that investors can easily
recognise the contribution of the acquisition vs. organic growth.

Sales

Biosurgery

DermaPure sales are forecast to grow 37% to $1.73m/£1.31m ($1.07m/£0.85m),
indicating that this product is continuing to gain momentum from good clinical
outcome reports and from its increasing number of relationships in the US. Because
of traditional period-end buying patterns in medical devices, the absolute $ sales
number is only modestly ahead of the $1.43m sales reported for 2H’17.

Orthopaedics (CellRight)

CellRight was acquired on 8 August 2017 (2H’17), adding the BioRinse bone
decellularisation platform to the group’s offering in orthopaedics. In fiscal 2017,
during the early stages of integration, CellRight added $2.86m/£2.17m to fiscal 2017
for the (just under) five-month period, which would also have included the period-
end buy-in mentioned above. TRX reported earlier that CellRight had made a good
start to fiscal 2018 following some new product launches. Therefore, we envisage
that CellRight will, in 1H’18, see orthopaedic sales close to those reported in 2H’17.

On a pro forma basis, CellRight had sales of $6.5m/£5.1m in 2017, which, based on
information provided at the time of the acquisition, we estimate to have a 1H:2H
split of $3.1m:$3.4m. For 1H’18, we are forecasting 23% growth over the estimated
pro forma number to $4.0m/£3.0m.

GBM-V

Given the demand, and the resolution of some raw material supply issues, we are
forecasting 50% growth at GBM-V in Germany to €0.88m/£0.79m (€0.61m/£0.52m).

For the whole group, therefore, sales are forecast to grow 33% on a pro forma basis
to £5.1m (£3.9m), versus 273% on a reported basis (£1.38m in 1H’17).

1H’17 pro forma vs 1H’'18E

Business unit 1H’17 pro forma sales 1H’18E Estimated pro forma growth
Orthopaedics $3.1m/£2.5m $4.0m/£3.0m +23%
Group £3.9m £5.1m +33%

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

EBITDA

EBITDA losses are expected to, temporarily, increase in 1H’18, to -£4.9m (-£4.8m).
This is due to £0.5m in potential legal fees, which we have allowed for in the SG&A
for 1H’18, and a full six months of CellRight costs, also included in 1H’18.

Conclusion

TRX is expected to report strong pro forma sales growth (33%) in 1H’18. Coupled
with careful cost control, this will continue its trend towards sustainable profitability.
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Financial summary - half years

» Sales: Steady half-year -on -half-year group sales growth, driven by all business
units, including Biosurgery 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 being made
in the US. 2H’17 contains only five months’ of CellRight sales, which alters the
reported half-year growth pattern.

» SGA: A full six months of CellRight costs, plus potential legal fees within SG&A,
are accounted for in 1H’18, which means that the EBITDA loss temporarily
increases for 1H’18, to a forecast -£4.9m (-£4.8m).

Financial summary: half-year analysis

Year-end Dec (Em) 1H'17 2H'17 1H'18E 2H'18E
GBP:USD 1.251 1.327 1.318 1.364
Biosurgery 0.85 1.08 1.31 1.71
Orthopaedics 0.00 2.17 3.03 3.46
GMB-V 0.52 0.61 0.79 0.98
Sales 1.38 3.86 5.13 6.15
COGS -0.51 -2.12 -2.35 -2.79
Gross profit 0.87 1.74 2.79 3.36
Gross margin 63.1% 45.1% 54.3% 54.7%
SG&A -4.43 -5.18 -6.50 -6.27
R&D -1.45 -1.24 -1.77 -2.23
Underlying EBITDA -4.80 -4.41 -4.91 -4.56
Depreciation -0.21 -0.27 -0.28 -0.28
Amortisation 0.00 0.00 -0.30 -0.30
Other income 0.00 0.00 0.00 0.00
Underlying EBIT -5.01 -4.68 -5.49 -5.14
Share-based costs -0.14 0.11 -0.05 -0.05
Exceptional items -0.30 -0.80 0.00 0.00
Statutory operating profit -5.44 -5.37 -5.54 -5.19
Net interest 0.00 0.00 0.00 0.00
Other 0.02 0.03 0.01 0.01
Pre-tax profit -4.99 -4.65 -5.47 -5.13
Extraordinary items 0.00 0.00 0.00 0.00
Reported pre-tax -5.43 -5.34 -5.52 -5.18
Tax payable/credit 0.66 0.66 0.35 0.66
Underlying net income -4.33 -3.99 -5.12 -4.47
Statutory net income -4.77 -4.68 -5.17 -4.52

Ordinary 0.5p shares:

Weighted average (m) 760.7 1,080.3 1,171.1 1,171.3
Underlying basic EPS (p) -0.57 -0.37 -0.44 -0.38
Statutory basic EPS (p) -0.63 -0.43 -0.44 -0.39
Net cash 3.61 16.42 10.87 5.28

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 II

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 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 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
©) hardman®co

www.hardmanandco.com
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