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COLLAGEN SOLUTIONS 
Exciting growth 
Collagen Solutions (COS) is a biomaterials company developing and manufacturing 
biomaterials for use in medical devices, research, and regenerative medicine. A 
number of investment initiatives have been introduced to accelerate the rate of 
growth, including global commercial infrastructure and the development of a 
pipeline of proprietary finished medical devices, the first of which will be 
ChondroMimetic for repair of small cartilage lesions. Benefits of the investment in 
marketing were very apparent in the results for 1H’19, with like-for-like sales up 
55% and a large reduction (48%) in EBITDA losses.  

► Strategy:  Management has embarked on a series of initiatives to increase the 
growth opportunities. This strategy is moving COS from solely a collagen 
supplier to one that also develops OEM and proprietary products to reach 
profitability sooner, as evidenced from the sales mix in recent 1H’19 results. 

► ChondroMimetic:  COS has re-submitted ChondroMimetic to its Notified Body 
for CE marking, supported by excellent eight-year clinical data. Timing is difficult 
to predict, given the external regulatory process. Several initial commercial 
distribution partners have already been announced for Europe and Asia. 

► Trading update:  Reported product sales in 1H’19 were up 13% despite the 
known expiration of a supply contract in Korea. On a like-for-like basis, sales 
increased 55%, with an improved mix. Additionally, restructuring and a greater 
focus of resources resulted in a 48% reduction in EBITDA losses to -£0.62m.  

► Risks:  All companies focused on leading-edge technology carry risk. However, 
there are a limited number of suppliers of medical-grade collagen and tissues 
which, once-embedded in a customer product, is difficult to replace. Also, COS 
will soon have ChondroMimetic de-risked through CE marking in the EU. 

► Investment summary:  ChondroMimetic fulfils COS’s stated strategy to move 
further up the value chain. The imminent re-validation of ChondroMimetic via 
CE marking will represent an important milestone and allow management to 
conclude further commercial deals with a de-risked proposition. COS 
commands an EV of just £13.4m, which means that it is trading on a prospective 
EV/sales of only 2.7x, which does not reflect properly the growth opportunity. 

 
Financial summary and valuation 
Year-end Mar (£000)  2015 2016 2017 2018 2019E 
Sales  973 3,130 3,946 3,505 4,007 
Underlying EBITDA  -663 -374 -1,209 -1,517 -948 
Underlying EBIT  -793 -721 -1,658 -2,044 -1,426 
Underlying PBT  -920 -983 -1,790 -2,428 -1,749 
Statutory PBT  -1,102 -866 -1,614 -2,619 -1,817 
Underlying EPS (p)  -0.98 -0.64 -1.04 -0.74 -0.53 
Statutory EPS (p)  -1.17 -0.57 -0.95 -0.80 -0.55 
Net (debt)/cash  3,282 2,384 7,072 2,098 -1,078 
Capital increase  5,422 207 6,462 0 0 
P/E (x)  -3.9 -5.9 -3.7 -5.1 -7.2 
EV/sales (x)  13.8 4.3 3.4 3.8 3.4 
EV/EBITDA (x)  - - - - - 

 

Source: Hardman & Co Life Sciences Research 
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Market data 
EPIC/TKR COS 
Price (p) 3.8 
12m High (p) 5.1 
12m Low (p) 2.0 
Shares (m) 324.5 
Mkt Cap (£m) 12.4 
EV (£m) 13.4 
Free Float* 70% 
Market AIM 

*As defined by AIM Rule 26 

Description 
COS develops, manufactures and 
supplies medical grade-collagen 
biomaterials, tissues and devices. Its 
products are used in research, in vitro 
diagnostics, medical devices and 
regenerative medicine. The company 
provides R&D and contract services 
to a global and diverse customer base. 

 

Company information 
CEO Jamal Rushdy 
CFO Hilary Spence 
Chairman David Evans 

 

+44 141 648 9100 
www.collagensolutions.com 

 

Key shareholders 
Directors 17.5% 
Seneca 13.3% 
Calculus Capital 9.5% 
Rathbones IM 4.8% 
Living Bridge 4.6% 
Helium Rising Stars 4.0% 
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Investment case 
Moving up the value chain 
COS’s core strategy has been to transition from a respected supplier of quality 
medical-grade collagen and tissues to the medical device and regenerative medicine 
industries into a company that develops and manufactures finished products for 
itself and OEM customers, thereby retaining more of the margin. The company is on 
the cusp of achieving this goal with the anticipated CE marking of ChondroMimetic 
for cartilage repair. In addition, it has ongoing projects in novel bone graft substitutes 
and in wound healing for the burns and woundcare markets, respectively, but at 
earlier stages of development. Evidence of moving up the value chain was seen in 
1H’19 sales, with 50% being derived from development projects (vs. 8% 1H’18). 
These projects will transition to contract manufacturing once the products are 
approved, at a multiple of sales potentially 2x-5x the current development revenue. 

Building value 

 
Source: Collagen Solutions, Hardman & Co Life Sciences Research 

ChondroMimetic update 
In September 2015, COS acquired the assets of ChondroMimetic and associated IP 
for £200k plus a single-digit royalty, from its founder. Although ChondroMimetic 
had previously received CE marking in 2008, this had been allowed to lapse. The 
aim of COS was to re-apply for CE marking on the back of additional clinical data 
and to re-launch it as the company’s first proprietary product. ChondroMimetic is 
best described as a clever, bi-layered and easy-to-use sponge that allows the 
regeneration of cartilage and bone. 

In February 2018, COS reported exceptional results from 15 patients (out of 17) 
from an original trial in 2009-10, which had been re-assessed for clinical outcomes. 
Eight years after implantation, the ChondroMimetic scaffold had produced a 
sustained long-term regeneration of cartilage, undifferentiated from native cartilage, 
with improved clinical symptoms. These data have been used to support COS’s  
re-submission for CE marking, which is expected any time in the next three months. 

Latest news 
► 20 February 2019:  COS has sold its minority stake in Jellagen, a marine biology 

company developing collagen biomaterials from jellyfish, for £215k in a private 
transaction. 

► 31 January 2019:  COS announced that it had signed a distribution agreement 
for ChondroMiemetic with PT Rajawali Mutiara Sejahtera, initially for Indonesia, 
but with the potential to expand the agreement for other countries in SE Asia. 

► 15 January 2019:  COS announced that it had signed a new agreement with 
Olaregen Therapeutix Inc to manufacture Excellagen, an advanced FDA 510(k)-
cleared wound healing product indicated for treatment of hard-to-heal wounds. 

COS is on the cusp of achieving its goals 

Approval of re-submission for CE marking 

expected within next three months 
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► 7 January 2019:  COS was awarded a £1.54m Scottish Enterprise Grant to 
support its future R&D investment of £3.96m into several early-stage and 
future proprietary product R&D programmes to fuel COS’s growth strategy.  

 

Trading update 
In December 2018, COS reported its interim results for fiscal 2019 which 
demonstrated strong commercial progress, having signed nine new customer 
contracts and initiating supply of value-added collagen material to 16 new/recently- 
signed customers. This progress was expected to continue in the second half, given 
its investment in sales and marketing, which was ramped-up two years ago. 

► Sales:  Product sales increased 13% to £1.95m (£1.73m) on the back of supply 
activity with new customers, despite the previously stated expiration of a supply 
agreement with a Korean customer. On a like-for-like basis, sales growth was 55%.  

► EBITDA:  The increased sales level, improving sales mix and a more focused use 
of resources led to a 48% drop in EBITDA losses to -£0.62m (-£1.20m). This is 
expected to reduce even further in 2H’19 and turn positive in fiscal 2020. 

► Cash:  COS had cash of £2.56m at 30 September 2018, which represented a 
significant reduction in the rate of cash burn. This is forecast to improve further 
in 2H’19, such that COS looks set to end the year with cash of £1.4m. 

Outlook 
Restructuring the business through the closure of the group’s activities in New 
Zealand, and a greater focus of resources, have greatly reduced the rate of cash 
burn for the group and moved it much closer to EBITDA break-even and overall 
profitability, which we are forecasting for fiscal 2020 and fiscal 2021, respectively.  

SWOT analysis 
Collagen Solutions – SWOT analysis 

 
Source: Hardman & Co Life Sciences Research 

Investment conclusion 
COS it at a very interesting juncture. First, strategic investment in sales and 
marketing two years ago is really starting to bear fruit, reflecting the relatively long 
sales cycle. Secondly, the recent agreement with Olaregen for the supply of Excellagen 
highlights the importance of embedding COS technology into high value-added 
products. Thirdly, the imminent CE marking of ChondroMimetic will de-risk this 
opportunity and permit the launch of COS’s first proprietary product; it will also 
allow management to conclude commercial deals with leading players in regenerative 
medicine to maximise shareholder returns. Taking all these points together, the 
current EV of £13.4m does not reflect this growth opportunity, in our view. 

 Existing customer base 
already using products

 Limited competition
 High barriers to entry –

“know-how”
 Good proprietary pipeline

 Variable sales cycle and 
effect of forecasting

 Timing of contracts
 Increasing competitive 

landscape
 Speed of ChondroMimetic 

regulatory approval

 Relatively small company
 Too few sizeable 

customers at present
 Dependence on client’s 

trial/regulatory outcomes
 International spread of 

organisation – recently 
reduced

 Capacity & capability to 
expand client base

 Growth of regenerative 
medicine market

 Development/expansion 
of proprietary products

 Availabilty of R&D grants 
to support growth startegy

Benefits of investment in marketing were 

very apparent in the results for 1H’19 

Current EV of £13.4m does not reflect the 

growth opportunity 
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Financial summary 
Summary financial forecasts 
Year-end Mar (£000)  2015 2016 2017 2018 2019E 
GBP:USD  1.574 1.459 1.307 1.328 1.328 
Profit & Loss       
Sales  973 3,130 3,946 3,505 4,007 
COGS  -214 -811 -984 -1,039 -1,080 
Gross profit  759 2,319 2,962 2,465 2,927 
Gross margin  78.0% 74.1% 75.1% 70.3% 73.0% 
SG&A  -1,325 -2,440 -3,722 -3,484 -3,578 
R&D  -160 -367 -594 -825 -596 
Underlying EBITDA  -663 -374 -1,209 -1,517 -948 
EBITDA margin  - - - -43.3% -23.7% 
Depreciation  -130 -347 -449 -527 -478 
Underlying EBIT  -793 -721 -1,658 -2,044 -1,426 
EBIT margin  - - - -58.3% -35.6% 
Net interest  -128 -262 -132 -385 -323 
Underlying pre-tax profit  -920 -983 -1,790 -2,428 -1,749 
Tax  -21 -114 -142 27 25 
Underlying net income  -942 -1,097 -1,932 -2,401 -1,724 
       
Weighted av. shares (m)  96.4 171.2 185.8 324.4 324.9 
Underlying EPS (p)  -0.98 -0.64 -1.04 -0.74 -0.53 
Fully-diluted EPS (p)  -0.98 -0.64 -1.04 -0.74 -0.53 
       
Balance sheet (@31 Mar)       
Share capital  1,755 1,759 3,288 3,290 3,290 
Reserves  11,099 12,137 16,998 13,592 11,800 
Provisions  285 253 222 193 164 
Debt  109 109 1,906 2,924 2,484 
less: Cash  3,391 2,493 8,978 5,022 1,406 
Invested capital  14,176 14,203 15,786 16,170 16,550 
Net cash/debt  3,282 2,384 7,072 2,098 -1,078 
       
Cashflow       
Underlying EBIT  -793 -721 -1,658 -2,044 -1,426 
Change in working capital  -228 422 -130 -455 103 
Tax & interest  -28 -191 -102 -503 -269 
Operational cashflow  -1,180 -338 -1,360 -1,705 -1,514 
Capital expenditure  -159 -464 -137 -422 -401 
Free cashflow  -1,326 -801 -1,497 -2,127 -1,916 
Acquisitions  -2,192 -207 -342 -1,846 -976 
Share issues  5,422 207 6,462 -4 0 
Change in net debt  1,790 -898 4,687 -4,974 -3,176 
Hardman & Co. FCF/sh. (p)  -1.22 -0.20 -0.73 -0.53 -0.47 

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 affiliates, 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 affiliates 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 II 
Some professional investors, who are subject to the new MiFID II 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 II. 

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.   

http://www.hardmanandco.com/legals/research-disclosures
http://www.hardmanandco.com/legals/research-disclosures
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