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COMPANY Anatara Life Sciences Ltd  MCAP $17m $0.35/share Date: 9 July 2019
RECOMMENDATION Speculative Buy (from Buy) and PT $0.90/share, Very High Risk
EVENT Life after Zoetis

KEY POINTS

¢ ANR has responded positively to Zoetis handing back global right to use bromelain in livestock on 14 June.

e Careful balance sheet management ensured that ANR had ~$5.4m of cash on 30 June 2019. This is almost
two years at current expense rate of $0.25m/month for both animal and human applications.

¢ ANR will use this runway to find global partners, and has re-initiated partner discussions with over 10 multi-
national animal health companies.

e ANR nominated the next operational steps are likely to be: commercial launch of Detach® for pig suckers in
Australian 2020 winter; and, initiation of human trials with GaRP from 2HCY’19F.

o Zoetis’ validation was significant and its removal raises the unknown risk level with ANR, and shifts our Buy
to a Speculative Buy. Our Valuation and Price Target are reduced 36% to $1.80/share & $0.90/share.

e We believe Zoetis pulled out because customers are not paying enough premium for antibiotic free meat. We
know the best way to remove unknown risk is successful commercial sales and clinical trials.

FY’22F METRICS PER 5.2x | EV/IEBITDA 3.0x | Yield 0%
LINK TO RESEARCH NOTE RR_ANR_090719 — 7 pages

INVESTMENT VIEW
ANR has a solid technical platform and is in control of short-term, Speculative Buy (from Buy)

Zoetis’ validation was significant. Its removal raises the unknown risk level with ANR, and shifts our Buy to a
Speculative Buy. Our DCF valuation and 12 Month Price target are reduced 36% to $1.80/share & $0.90/share.

We believe the lack of premium for antibiotic free meat is the underlying hurdle for any global partner. This was the
consistent message from key opinion leaders, intensive livestock farmers and animal feed companies. The
incumbent delivery of antibiotics to pigs, chickens, livestock and aquaculture is already installed and cheap to run.
The “preference” for antibiotic free meat from EU Government and food outlets (KFC, McDonalds) has not moved
beyond “niche” status, and the price premium is small. Antibiotic free meat needs to cut through strongly like “free
range” eggs, which are now 50% of Australian supermarket sales.

We believe the tide of public opinion is turning, and unfortunately a shock may be required to accelerate action.

COMPANY BACKGROUND

Back to the future bromelain

In the 1980’s an Australian team based developed a gut treatment extract (bromelain) from base of pineapples
and found an international partner to launch in 1990’s for pig suckers. A market share of 40% was attained before
the partner was caught up in the consolidation of human and animal pharma companies. The Australian Founders
kept developing aspects of bromelain, and buying the rights to it and developed Intellectual Property inside the
company Anatara Life Sciences. ANR listed on ASX in 2014 and drove the process to Australian regulatory
approval for pig suckers in October 2018.

Animal Applications of bromelain

The minimising of antibiotic use with first defence or complementary natural therapies such as ANR’s bromelain
have significant target markets across: livestock (1.5bn piglets, 70bn chickens, and 1.4bn cows, where 25% to

50% are farmed intensively and susceptible to diarrhoea Source: UNFAQ), companion animals (400m dog and
cats. Source: worldwide-pet-ownership); aquaculture and horses.



https://www.petsecure.com.au/pet-care/a-guide-to-worldwide-pet-ownership/

Human Application of Bromelain

There are yawning gaps in treatment of human gut disorders such as Inflammatory Bowel Disease (IBD — 5m
sufferers), and Irritable Bowel Syndrome (IBS — 840m sufferers).

Many of the current treatments are invasive and involve heavy use of antibiotics and other prescription
medications. Improving diet and exercise along with natural herbal treatments are preferred by many sufferers.

Just look at 450bn hits for “gut health” if you use Dr Google (1,000bn six months later in May’19).

KEY DRIVERS

o Intensively farmed piglet and livestock opportunities are significant, and consumers/regulators are pushing
for a non-antibiotic solution like ANR’s Detach®.

e Yawning gaps in treatment of human gut disorders such as Inflammatory Bowel Disease (IBD — 5m
sufferers) and Irritable Bowel Syndrome (IBS — 840m sufferers).

e Other human applications will be targeted after the GaRP dietary supplement is marketed for IBD/IBS. In the
future, ANR will also develop and in-license additional products to augment its pipeline.

MILESTONES

1. August 2019 — FY’19 resulit.

a. Demonstrate that ANR will prioritise near term commercial development of animal and human
applications of bromelain.

2. HUMAN - FOCUS IS PARTNERING “OVER THE COUNTER” APPLICATION:
a. 2HCY’19 — Results of the performance of the human gut-health product in mouse IBD models;
b. 2HCY’19 — More in vitro trials — aimed to confirm the effectiveness of the human heath product in
promoting repair of the gut;
c. 2HCY’19 - Initiate IBS human studies; and,
d. 2HCY’19+ — Initiate discussions with preferred partner for human application. Complete 2HCY’20F
3. ANIMAL - FOCUS IS COMMERCIAL LAUNCH IN AUSTRALIA WITH:

a. (PAC'’s assumption of) Winter of 2020 launch of Detach® (bromelain) for pig suckers in Australia
and achieve 10% market share (0.58m of total 5.80m suckers). ANR has all regulatory approval
for commercial launch in Australia.

b. 2020 - ANR is confident of gaining regulatory approval to launch commercially in SE Asia on the
back of Oct’2018 approval from Australia’s APVMA. There are 250x more sows than Australia
(60.00m vs 0.23m). A significant portion of 0.58m FY’21F “Australian” doses may actually be used
in SE Asia.

c. 2020 - Partner discussions for other animal applications and regions are being done in parallel.

RISKS

e Small scale, and earnings may be volatile. Response: $5.4m net cash at 30 June 2019 gives ANR a
buffer.

e Cash falling below $3m in 4QFY’20F if there is no revenue in FY’20F. ANR'’s expense rate is
$0.25m/month. Response: ANR has choice to: restrain human or animal applications; raise capital if the
commercial milestones are strong enough to improve investor support; or, speed up partnering
discussions for the cash injection.

e Outside of Europe, and possibly China, there is little regulatory push for removal of antibiotics
from food. Response: McDonalds, KFC and other food or supermarket chains are likely to led the

charge. Many are ahead of USFDA in the banning of antibiotics.

DETAILS — WHAT DOES ZOETIS’s ACTION MEAN FOR ANR

e What happened? Zoetis gave back the rights bromelain in May 2019 after two years of evaluation and
almost one year of commercial launch preparation. We understood there was no penalty in the contract
and there was no payment made to ANR or any extra data transfer from trials Zoetis carried out.

¢ Why did Zoetis hand back bromelain? We assume Zoetis was not able to see a quick adoption of
bromelain due to price and regulatory barriers. You may expect after two years of evaluation, that Zoetis



would have cleared these barriers. However, each year Zoetis drug developments are reviewed to ensure
quick launch to 40% market share and this may have been the decision tree:
o Bromelain delivers on its animal gut health improvements. During the three years there
were no reports of any efficacy issues with Zoetis’ development of bromelain.
o Customer preference for non-antibiotic chicken was not able to be factored into the price
at this time in Australia, USA or Europe °
=  We believe that it is likely that most of Zoetis’ trials were carried out on poultry.
= This large market of 70,000m chickens is attractive, particularly with KFC and
McDonalds “preferring” meat without antibiotics.
= Key opinion leaders in Australia have highlighted that any medicine cost barrier is
just ~$0.02/chicken.
= However, customers are not yet willing to factor in higher cost for broad based
antibiotic free chicken products.
o Did Zoetis miss their targeted cost of goods/margin in time frame allowed? Possible.

¢ What comes next in animal health? ANR is re-initiating partner discussions with more than 10 multi-
national animal health companies. ANR knows the best information to accelerate this partnering is
commercial sales. Therefore it has commenced discussions with a contract manufacturer for sale of Detach®
into Australian market for suckers in Winter 2020

o ANR acknowledges that it will take a significant amount of time and cost to prove Detach® for
other animal species. ANR has allowed a third party to test a Detach® application for aquaculture.
We can expect similar for companion animals and other animals. This third party approach
minimises cost to ANR and shows “platform” technology attractions to a global partner.

o If ANR received encouragement of key opinion leaders it might accelerate Detach® application for
weaner pigs. The APVMA has approved Detach® for suckers and weaners with administration by
a measured dosing gun or drenching gun.

Forecasts of ANR’s revenue ($m)
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Should you have any queries, please do not hesitate to contact me on + 61 410 650 909

PAUL JENSZ
Executive Director, Research
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Mobile: +61 410 650 909
pjensz@pacpartners.com.au
Level 10, 330 Collins Street
Melbourne VIC 3000
wwWw.pacpartners.com.au

If you value our research or corporate product, we do appreciate your business.

For trading orders, please contact our Sales Team directly:

Phil Cawood Institutional Sales pcawood@pacpartners.com.au 02 9134 9122
James Wilson Institutional Sales jwilson@pacpartners.com.au 02 9134 9111
Mark Pashley Sales Trading mpashley@pacpartners.com.au 02 9134 9177
Ryan Gale Advisor rgale@pacpartners.com.au

Sol Jones Operator sjones@pacpartners.com.au 02 9134 9199
Daniel Gadalla Operator dgadalla@pacpartners.com.au

Alternatively, Institutional investors can also reward PAC Partners via:
Commission Sharing Agreements (CSA) - PAC Partners has agreements in place with the leading CSA providers, so kindly tag us via your respective provider.


http://www.pacpartners.com.au/
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Anatara Life Sciences Price $ 0.350
Number of shares 49 m Market Cap $17m
PROFIT & LOSS (A$m)
Yiend June FY2015A FY2016A FY2017A  FY2018A FY2019F FY2020F FY2021F FY2022F FY2023F FY2024F FY2025F
Revenue 0.0 23 0.3 0.0 0.7 0.0 43 85 227 458 52.5
EBITDA 19 03 20 36 23 30 0.1 36 15.3 303 343
Depreciation & Amortisation 0.0 0.0 0.0 0.0 02 02 0.2 0.2 0.2 0.2 02
EBIT -1.9 0.3 -2.0 -3.8 25 3.2 0.1 34 15.1 301 341
Met Interest 0.1 0.4 0.3 0.2 0.5 0.3 0.2 0.1 0.2 0.7 19
Income tax expense 00 00 00 00 00 00 00 00 00 00 00
NPAT underlying -18 07 17 -36 20 28 01 35 154 308 360
Equity Accounting Profits 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Less nan-controlling Interest 00 00 00 00 00 00 00 00 00 00 00
NPAT underlying - attributed to shal -1.8 0.7 1.7 -3.6 -2.0 2.8 0.1 35 15.4 30.8 36.0
Abnormal items 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
NPAT Reported. -1.8 07 1.7 -36 -20 28 0.1 35 154 308 360
BALANCE SHEET (A$m)
Yiend June FY2015A  FY2016A  FY2017A  FY2018A| FY2019F FY2020F FY2021F  FY2022F FY2023F FY2024F  FY2025F
Cash 56 13.8 10.9 77 54 25 3.0 6.7 227 53.1 88.9
PP&E 0.0 0.0 0.0 0.0 0.2 04 0.6 0.8 1.0 12 14
Debtors & Inventory 0.1 0.1 1.3 19 19 19 20 2.1 29 57 6.6
Intangibles - - - - - - - - - - -
Other assets - 0.0 0.1 0.1 0.2 0.3 0.4 0.5 06 0.7 08
Total Assets 5.6 13.9 12.3 9.8 7.7 51 6.0 10.2 273 60.7 97.7
Borrowings - - - - - - - - - - -
Trade Creditors 0.1 0.4 0.2 0.4 0.1 0.0 0.4 0.8 23 48 53
Other Liabilities 0.0 00 01 08 08 08 08 08 08 08 08
Total Liabilities 0.1 04 0.3 1.2 09 0.8 1.2 17 31 54 6.1
NETASSETS 55 135 12.0 8.6 6.9 43 47 85 24.2 55.3 91.7
OEl and Pref Shares - - - - - - - - - -
Shareholder Equity 5.5 13.5 12.0 8.6 6.9 43 47 8.5 24.2 55.3 91.7
Cash Flow ($Am)
Yiend June FY2015A FY2016A FY2017A  FY201BA FY2019F FY2020F FY2021F FY2022F FY2023F FY2024F FY2025F
Operating EBITDA (1.9) 0.3 (2.0) (3.6) (2.3) (3.0) 0.1 3.6 15.3 30.3 34.3
Interest & Tax Paid 0.1 0.4 1.6 0.2 0.5 0.3 0.2 0.1 0.2 0.7 19
Waorking Cap. 0.1) (1.0) (2.5) (1.1) (0.4) 0.1) 04 0.3 06 (0.5) 0.2)
Operating CF (2.0) (0.3) (2.9) (4.5) (2.2) (2.7) 0.7 4.0 16.2 30.6 36.0
Maintenance Capex 0.0 0.0 (0.0) (0.0 0.2) (0.2) 0.2) 0.2) (0.2) 0.2) 0.2)
Expansion Capex (0.0) (0.0) 00 00 00 00 00 00 00 00 00
Acquistions 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Free Cashflow (FCF) (2.0) (0.3) (2.9) (4.5) (2.4) (2.9) 0.5 3.8 16.0 304 35.8
Ord & Pref Dividends 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Equity raised 6.4 85 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Net Other 0.1 00 00 14 00 00 00 0.0 00 00 00
Net Cashflow 4.5 8.2 (2.9) (3.1) (2.4) (2.9) 0.5 3.8 16.0 30.4 35.8
Segment Analysis ($Am)
Y/end June FY2015A FY2016A  FY2017A  FY2018A| FY2019F FY2020F FY2021F  FY2022F FY2023F FY2024F FY2025F
Revenue
Pig 00 00 00 00 00 00 02 11 57 215 264
Human 0.0 0.0 0.0 0.0 0.0 0.0 16 48 14.5 218 26.2
Licensing revenue 00 23 03 00 07 00 25 25 25 25 00
Other 00 00 00 00 00 00 00 00 00 00 00
Total 0.0 23 03 0.0 or 00 43 85 227 458 525
Gross Margin
Pig 50.0% 50.0% 50.0% 50.0% 50.0% 50.0% 50.0%
Human 100.0% 100.0% 100.0% 100.0% 100.0%
Licensing revenue 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0%
Total 100.0% 0.0% 97 8% 93 4% 87 4% 76.5% 74.9%
Gross Profit
Pig 0.0 0.0 0.0 0.0 0.0 0.0 0.1 0.6 29 10.8 132
Human 0.0 0.0 0.0 0.0 0.0 0.0 16 48 14.5 218 26.2
Licensing revenue 0.0 23 0.3 0.0 07 0.0 25 25 25 25 0.0
Total 0.0 23 03 0.0 o7 00 42 79 199 351 393
SG&A -1.9 -2.0 2.3 -36 -3.0 -3.0 -4.1 4.3 4.5 -4.8 -5.0




Anatara Life Sciences Date: 8-Jul-19
Model Updated: 8-Jul-19
KEY RATIOS
Yiend June FY20156A  FY2016A| FY2017A| FY2018A FY2019F FY2020F FY2021F  FY2022F FY2023F  FY2024F  FY2025F
EBITDA Margin (%) 13.7% 617.4%| -60514.8% -341.3% -295087.9% 2.0% 42.2% 67.5% 66.1% 65.4%
NPAT Margin (%) 28.5% -529.5%| -59483.3% -301.8% -282304.8% 1.9% 41.5% 67.6% 67.3% 68.6%
ROE (%) vle -142% -416% -29.4% -65.0% 1.8% 411% 63.5% 55.7% 39.3%
ROl (%) yle -488.5% -376.4%
ROIC (%) Av. -15.7% -35.7% -29.8% -50.6% 2.2% 46.6% 89.1% 74.5% 46.0%
NTA per share (cps) 027 024 017 014 0.09 0.10 017 049 112 1.86
NTA per share (cps) 0.27 0.24 017 0.14 0.09 0.10 017 0.49 112 1.86
Eff Tax Rate (%) 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
Interest Cover (x) (0.8) 6.7 17.2 53 96 0.6 (24.8) (62.5) (40.9) (18.0)
Net Gearing (%) -102.6% -90.3% -90.2% -78.2% -57.1% -62.6% -78.8% -93.9% -95.9% -97.0%
VALUATION PARAMETERS
Yiend June FY2015A  FY2016A| FY2017A| FY2018A FY2019F FY2020F FY2021F  FY2022F FY2023F  FY2024F  FY2025F
EPS Adij (cps) 13 -33 71 -39 54 02 6.8 297 595 69.5
PE Adj (x) 26.6 -10.1 -5.0 -9.0 6.4 2181 5.2 1.2 0.6 0.5
Enterprise Value (m) 35 6.4 96 119 148 143 106 54 -358 717
EV/EBITDA (x) 111 -32 26 -52 50 1649 30 04 12 221
EV/EBIT (x) 1186 -32 25 -48 47 -126.8 31 04 12 221
Price / NTA 1.3 14 20 25 4.0 37 20 0.7 0.3 0.2
DPS (cps) 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Dividend Yield (%) 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
Franking (%) 0% 0% 0% 0% 0% 0% 0% 0% 0% 0%
Free Cash/ Share (cps) 00 -0.06 -0.09 -0.05 -0.06 0.01 0.07 0.31 0.59 0.69
Price / FCF PS (x) £63.2 6.2 -39 78 6.3 377 4.8 1.1 0.6 0.5
DCF VALUATION & SENSITIVITY
PV of Cashflows 2019 to 2021 (5.2)|Risk Free Rate 40%
PV of Cashflows 2021 to 2025 33.6|Equity Risk Premium 8.5%
PV of Term Year Cashflow 56.9|Equity Beta 16
Cash from Options & Equity 0.0|Cost of Equity 17.6%
After Tax WACC 17.6%
Less Net Debt 7.7|Terminal Growth 3.0%
PV of Equity 93.1
Number of shares (Fully diluted - FY18) 518
PV of Equity per share $ 1.80
DIRECTORS ADVISORY BOARD
Shares (m) Shares (m)
Sue MacLeman (Ch) 0.013 Prof Peter Gibson 1]
Dr Tracie Ramsdale 0.0 Dr Rebecca Burgell 0 TV WACC
Dr Jane Ryan 0.0 Dr Jakob Begun 0
Dr David Brookes 0.050 Prof Barry Campbell 0 19.7% 17.7% 15.7% 13.7%
Prof Simon Kelly 0 20%: $ 143 § 170 1 § 207 % 2.58
Total 0.063 Total 0.000 25% $ 145 ' § 174: % 213 % 267
3.0%: $ 148 § 178 1 § 219§ 2.76
MAJOR SHAREHOLDERS 35% 5 151§ 183§ 225 % 2.87
Y% % 4.0% $ 154§ 187 % 233§ 298
Dr Mel Bridges 11.3%
Robert Lederer 10.1%
Thomey 56%
Top 20 40%
GROWTH PROFILE (YoY)
Yiend June FY2015A  FY2016A| FY2017A| FY2018A FY2019F FY2020F FY2021F  FY2022F FY2023F  FY2024F  FY2025F
Sales ($m) -86% -98% 11067% -100%  430373% 97% 169% 102% 15%
EBITDA inc EAT ($m) -116% -735% 83% -37% 29% -103% 4012% 329% 97% 13%
EBIT ($m) -115% -172% 89% -34% 27% -96% -3085% 349% 99% 13%
NPAT ($m) -136% -362% 109% -43% 40% -103% 4122% 338% 100% 17%
EPS (cps) -135% -362% 114% -45% 40% -103% 4122% 338% 100% 17%
DPS (cps) 0% 0% 0% 0% 0% 0% 0% 0% 0% 0%




Recommendation Criteria

Investment View

PAC Partners Investment View is based on an absolute 1-year total return equal

to capital appreciation plus yield. Buy Hold Sell

A Speculative recommendation is when a company has limited experience from >20% 20% — 5% <5%
which to derive a fundamental investment view.
Risk Rating

PAC Partners has a four tier Risk Rating System consisting of: Very High, High, Medium and Low. The Risk Rating is a subjective rating based on: Management
Track Record, Forecasting Risk, Industry Risk and Financial Risk including cash flow analysis.

Disclosure Of Economic Interests

The views expressed in this research report accurately reflect the personal views of Paul Jensz about the subject issuer and its securities.

The following person(s) holds an economic interest in the securities covered in this report or other securities issued by the subject issuer which may influence this
report:

-the author of this report
-a member of the immediate family of the author of this report

Disclaimer

PAC Partners Securities Pty Ltd. (“PAC Partners” or “PAC” or “PPS”) is a Corporate Authorised Representative of PAC Asset Management Pty Ltd holder of an
Australian Financial Services Licence (AFSL No. 335 374).

PAC Partners is not licensed to advise retail investors. The information contained in this report is provided by PAC Partners to Wholesale Investors only.
Retail investor and third party recipients should not rely, directly or indirectly, on this report. Users of this research report should not act on any content or
recommendation without first seeking professional advice. Whilst the report has been prepared with all reasonable care from sources which we believe are reliable,
no responsibility or liability is accepted by PAC Partners, for any errors or omissions or misstatements however caused.

Any opinions, forecasts or recommendations reflect our judgement and assumptions at the date of publication or broadcast and may change without notice. This
report is not and should not be construed as an offer to sell or the solicitation of an offer to purchase or subscribe for any investment.

We are not aware that any user intends to rely on the Content provided or of the manner in which a user intends to use it. In preparing our Content it is not possible
to take into consideration the investment objectives, financial situation or particular needs of any individual user.

Access of this report does not create a client relationship between PAC Partners and the user. Users seeking to invest must obtain individual financial advice to
determine whether recommendations are appropriate to their investment objectives, personal financial situation or particular needs, before acting on
any recommendations.

This publication contains general securities advice. In preparing the advice, PAC has not taken into account the investment objectives, financial situation and
particular needs of any particular person. Before making an investment decision on the basis of this advice, you need to consider, with or without the assistance of a
securities adviser, whether the advice in this publication is appropriate in light of your particular investment needs, objectives and financial situation. PAC and its
associates within the meaning of the Corporations Act may hold securities in the companies referred to in this publication. PAC believes that the advice and
information herein is accurate and reliable, but no warranties of accuracy, reliability or completeness are given (except insofar as liability under any statute cannot be
excluded). No responsibility for any errors or omissions or any negligence is accepted by PAC or any of its directors, employees or agents.

Any content is not for public circulation or reproduction, whether in whole or in part and is not to be disclosed to any person other than the intended user, without the
prior written consent of PAC Partners

Disclosure of Corporate Involvement

Recipients of PAC Partners Research Reports should carefully consider the Disclaimers and Disclosures made below. In particular, regard should be had for any
disclosure by PAC Partners, where it has provided corporate finance services to the company, which is the subject of the Research Report.

PAC Partners has in the previous 12 months has been providing research services to the Company described in this report and received fees on commercial terms
for its services. PAC Partners does not own securities of the Company described in this report. PAC Partners associates own securities of the Company described in
this report. PAC Partners does and seeks to do business with companies covered in the research. PAC may receive commissions from dealing in securities. As a
result, investors should be aware that PAC Partners may have a conflict of interest that could affect the objectivity of this report.

For more information about PAC Partners please visit www.pacpartners.com.au

If you would like to be removed from this distribution list please click here: UNSUBSCRIBE.
If you would like to update your details please click here: MODIFY.
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