
 

25 May 2016 The issue of 80m new shares at 50p/share has raised £40m (gross), which 
enables Vernalis to focus on executing its operational plan and removes 
uncertainty over whether it is sufficiently funded through to sustainable 
profitability in FY19 (on our new forecasts). Near-term investment into the 
commercial cough cold platform will underpin future sales growth. 
Ongoing initiatives to improve physician awareness, stocking and 
formulary coverage should increase Tuzistra’s XR market share in the 
longer term.  

Year end Revenue 
(£m) 

PBT* 
(£m) 

EPS* 
(p) 

DPS 
(p) 

P/E 
(x) 

Yield 
(%) 

12/13 14.1 (4.7) (0.8) 0.0 N/A N/A 
06/15** 19.9 (6.9) (1.0) 0.0 N/A N/A 
06/16e 11.3 (25.8) (5.4) 0.0 N/A N/A 
06/17e 17.3 (24.5) (4.5) 0.0 N/A N/A 

Note: PBT and EPS are normalised, excluding intangible amortisation, exceptional items and 
share-based payments. **18-month reporting period, 12 months thereafter.  

Use of proceeds 
With £40m of new funds and end-FY15 cash of £54m, Vernalis has sufficient 
working capital for a “conservative risk-adjusted roll-out plan” for Tuzistra XR, 
forthcoming Moxatag re-launch and the planned roll-out of the other four products 
in the cough cold franchise (two of which remain on track for NDA filing by end-
2016). The proceeds will also facilitate increased promotional activity, if appropriate.  

Focus on execution  
The commercial focus for Vernalis’s 80-strong salesforce is working on improving 
physician awareness of Tuzistra XR to drive prescription growth, as well as 
ensuring patients can fill their Tuzistra XR scrip. Accessibility to Tuzistra XR both 
physically (through pharmacy stocking) and financially (by gaining formulary 
coverage and minimising out-of-pocket expenses) are critical factors for facilitating 
the latter. Incremental improvements should help Vernalis increase market share 
and facilitate continued prescribing of Tuzistra XR into the next cough cold season. 

A more certain foundation going into year two 
The first two years of Tuzistra XR launch are critical in laying the foundations for the 
cough cold franchise. Vernalis is focused on addressing all the major factors 
affecting its potential market share and rate of Tuzistra XR uptake. However, limited 
revenue visibility remains at present, reflecting the early stage of the Tuzistra XR 
launch and the mild 2015/16 cough cold season. We have decreased our near-term 
forecasts to better reflect a more gradual revenue build. The second year on the 
market should provide better insight into Tuzistra XR’s ultimate sales potential.  

Valuation: DCF valuation of £393m (75p per share) 
Increased cash (£92.5m: £54m at-end December 2015 plus assumed net proceeds 
of £38.5m), offsets the impact of moderating our cough-cold and Moxatag revenue 
trajectory over the next two years, increasing our DCF valuation to £393m (from 
£384m previously). However, due to the dilution impact of the 80m new shares, this 
translates to a lower per-share value of 75p vs 86p/share previously.  
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Valuation 

We have updated our DCF valuation to incorporate the impact of the fund-raise and a more gradual 
build of cough cold revenues over the next two years. We also expect a slower Moxatag sales 
trajectory given the new uncertainty over routine supply. Vernalis has sufficient launch stocks, with 
launch remaining on track for summer 2016. An update from management is anticipated at prelims 
in September. 

Based on pro forma net cash of £92.5m (£54m of cash at-end December 2015 plus assumed net 
proceeds of £38.5m) and 525.13m shares outstanding, our DCF valuation increases to £393m 
(from £384m previously). Due to the impact of dilution, the per-share value falls to 75p per share 
(from 86p per share). Our underlying assumptions are presented in Exhibit 1.  

Exhibit 1: Vernalis rNPV valuation summary 
Source rNPV (£m) rNPV/share (p) Assumptions 
US Rx cough cold 
portfolio 

557.8 106.2 Net of $12-14m of per product milestones due to Tris. 30% COGS (including Tris royalty payaway). 
Aggregate sales >$500m by 2024; UK tax rate of 21% from 2021. 
Tuzistra XR (£415m rNPV): Peak sales of $240m; launched September 2015. 
CCP-07 (£53.7m rNPV): peak sales of $65m; launch 2018; 75% success probability (PoC achieved). 
CCP-08 (£49.8m rNPV): peak sales of $65m; launch 2018; 75% success probability (PoC achieved). 
CCP-05 (£19.6m rNPV): peak sales of $65m; launch 2021; 65% success probability. 
CCP-06 (£19.6m rNPV): peak sales of $65m; launch 2021; 65% success probability. 

Moxatag 22.1 4.2 Peak sales of $20m; launch 2017. Undisclosed royalties/milestones payable to Pragma 
NCE pipeline 8.7 1.7 Tosedostat (£1.4m rNPV): peak AML sales $150m; launch 2020; 15% success probability; 5% royalty. 

RPL554 (£4.9m rNPV): peak COPD sales $200m; launch 2019; 25% success probability, 6% royalty. 
Servier 1 (£0.5m rNPV): peak cancer sales $150m; launch 2023; 10% success probability, 5% royalty. 
V81444 (£1.9m rNPV): peak immunoncology sales $200m; launch 2022; 15% success; 7% royalty. 

Frova royalty stream 5.8 1.1 Europe: royalties of 25%, patent expiry Dec 2015, generics have entered some markets but not others, 
pricing and volume pressure seen overall. US: minimum sales level not reached. 

Total pipeline rNPV 594.4 113.2  
R&D (42.8) (8.2) Includes offset for research collaborative funding. 
SG&A (241.4) (46.0) Includes cost of US sales infrastructure (included in R&D before Tuzistra launch). 
Capex (9.6) (1.8) Tangible assets (intangible capex, ie milestones paid to Tris, captured in cough cold portfolio rNPV). 
Cash 92.5 17.6 Reported net cash at end-December 2015 plus net proceeds of the £40m equity issuance. 
Valuation 393.1 74.9  
Source: Edison Investment Research. Note: Assumes WACC of 12.5% for all products with the exception of Tuzistra XR and Frova at 
10% WACC, 525.1m shares outstanding and £/$ rate of 1.43. 

Financials 

In addition to updating our model to reflect the fund-raise, we decrease our FY15/16 Tuzistra XR 
revenue forecasts from £1.26m to £700k on the basis of prescription data trends to date and 
implied stocking levels at end-December 2015. Given the limited revenue visibility that remains at 
present – reflecting the early stage of the Tuzistra XR launch – we now also assume a more 
gradual sales ramp during FY17 and FY18. Moxatag forecasts have also been trimmed in FY17 
and FY18 following confirmation that sole source supplier Suir Pharma has been placed in 
provisional liquidation. Vernalis has Moxatag launch stocks, but we would expect promotional 
efforts and therefore sales to be more muted until routine supply is re-established.    

Based on our updated Tuzistra XR and Moxatag sales estimates for FY17 and FY18, the launch of 
CCP-07 and CCP-08 in FY18 (coupled with the expectation of higher spending on cough cold 
promotion in that year) and the timing of success-based milestone payments to Tris ($46m or 
c £32m in aggregate), we now expect that Vernalis will reach sustainable profitability one year later, 
in FY19.  
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Our April 2016 report, Establishing a firm foundation, previously highlighted a potential short-term 
funding requirement in 2018 should Tuzistra XR sales fall short of our expectations; the £40m raise 
removes this uncertainty by providing an ample cash cushion on current forecasts (summarised in 
Exhibit 2 overleaf). We have updated our financial model to reflect the proceeds of the equity raise 
and the increased number of shares. Assuming net proceeds of £38.5m, pro forma net cash is 
£92.5m, with end-FY16e cash boosted to c £73.3m. 

http://www.edisoninvestmentresearch.com/research/report/vernalis29/preview/
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Exhibit 2: Financial summary 
  £'000s 2013 2015 2016e 2017e 2018e 
Year end 30 June (from 2015) previously December   IFRS IFRS IFRS IFRS IFRS 
PROFIT & LOSS         
Revenue     14,084 19,882 11,299 17,336 41,850 
  of which: Cough/cold portfolio & Moxatag   0 0 699 7,692 32,168 
                 Frova royalties   6,684 6,648 2,600 1,843 1,382 
                Collaborative income (R&D funding and milestones)  7,150 13,022 7,600 7,500 8,000 
                Other   250 212 400 300 300 
Cost of Sales   (2,244) (1,373) (1,252) (3,401) (11,380) 
Gross Profit   11,840 18,509 10,048 13,934 30,471 
Sales, General & Admin   (3,299) (8,635) (26,059) (27,948) (33,111) 
Research & Development   (14,416) (22,563) (12,020) (12,659) (10,339) 
Other   180 611 225 0 0 
Operating Profit reported     (5,695) (11,835) (27,806) (26,673) (12,979) 
Intangible Amortisation   (1,349) (571) (782) (909) (1,591) 
Exceptionals   1,608 243 2,630 0 0 
Share-based payment   (876) (1,855) (876) (876) (876) 
EBITDA     (4,652) (8,855) (28,341) (24,522) (10,150) 
Operating Profit (norm)     (5,078) (9,652) (28,778) (24,888) (10,513) 
Net Interest   420 2,733 2,988 366 199 
Other financial income   (999) (157) 0 0 0 
Profit Before Tax (norm)      (4,658) (6,919) (25,790) (24,521) (10,313) 
Profit Before Tax (as reported)     (6,274) (9,259) (24,818) (26,306) (12,780) 
Tax   2,273 2,858 1,306 630 1,998 
Profit from discontinued operations   0 0 0 0 0 
Profit After Tax (norm)   (2,385) (4,061) (24,484) (23,891) (8,315) 
Profit After Tax (as reported)   (4,001) (6,401) (23,512) (25,676) (10,782) 
        Average Number of Shares Outstanding (m)   442.1 442.3 451.0 525.1 525.1 
EPS - normalised fully diluted (p)     (0.8) (1.0) (5.4) (4.5) (1.6) 
Dividend (p)     0.0 0.0 0.0 0.0 0.0 
        Gross Margin (%)   84.1% 93.1% 88.9% 80.4% 72.8% 
EBITDA Margin (%)   -33.0% -44.5% -250.8% -141.5% -24.3% 
Operating Margin (before GW and except.) (%)   -36.1% -48.5% -254.7% -143.6% -25.1% 
        BALANCE SHEET        
Fixed Assets     7,730 15,066 23,202 33,372 41,837 
Intangible Assets   6,292 12,895 19,635 29,824 38,023 
Tangible Assets   1,438 1,637 2,032 2,013 2,278 
Other   0 534 1,535 1,535 1,535 
Current Assets     83,298 71,509 77,474 45,305 28,114 
Stocks   130 0 1,888 1,864 3,118 
Debtors   4,443 7,017 2,554 3,800 9,173 
Cash   76,918 61,258 73,280 39,890 16,072 
Other (tax and derivatives)   1,807 3,234 (248) (248) (248) 
Current Liabilities     (4,501) (5,215) (5,024) (7,824) (9,004) 
Creditors   (3,384) (3,373) (2,899) (5,699) (6,879) 
Other creditors   0 (5) (61) 0 0 
Short term borrowings   0 0 0 0 0 
Deferred income   (962) (1,688) (1,101) (1,101) (1,101) 
Provisions and other current liabilities   (155) (154) (1,024) (1,024) (1,024) 
Long Term Liabilities     (4,283) (4,254) (2,593) (2,593) (2,593) 
Long term borrowings   0 0 0 0 0 
Deferred income   (156) (744) (2,105) (2,105) (2,105) 
Provisions and other long-term liabilities   (4,127) (3,510) (488) (488) (488) 
Net Assets     82,244 77,106 93,059 68,259 58,353 
        CASH FLOW        
Operating Cash Flow     (3,486) (12,135) (28,266) (22,942) (15,597) 
Net Interest    446 353 232 366 199 
Tax   1,929 1,887 4,548 630 1,998 
Capex   (646) (1,005) (266) (347) (628) 
Purchase of intangibles   (1,976) (7,474) (3,500) (11,098) (9,790) 
Acquisitions/disposals   0 0 (2,386) 0 0 
Financing   0 13 38,814 0 0 
Dividends   0 0 0 0 0 
Other   0 1,644 0 0 0 
Net Cash Flow   (3,733) (16,717) 9,177 (33,390) (23,818) 
Opening net debt/(cash)     (81,555) (76,918) (61,258) (73,280) (39,890) 
HP finance leases initiated   0 0 0 0 0 
Exchange rate movements   (904) 1,057 1,000 0 0 
Other   0 0 1,845 0 0 
Closing net debt/(cash)     (76,918) (61,258) (73,280) (39,890) (16,072) 
Source: Edison Investment Research, Vernalis accounts 
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Edison, the investment intelligence firm, is the future of investor interaction with corporates. Our team of over 100 analysts and investment professionals work with leading companies, fund managers and investment banks 
worldwide to support their capital markets activity. We provide services to more than 400 retained corporate and investor clients from our offices in London, New York, Frankfurt, Sydney and Wellington. Edison is 
authorised and regulated by the Financial Conduct Authority. Edison Investment Research (NZ) Limited (Edison NZ) is the New Zealand subsidiary of Edison. Edison NZ is registered on the New Zealand Financial Service 
Providers Register (FSP number 247505) and is registered to provide wholesale and/or generic financial adviser services only. Edison Investment Research Inc (Edison US) is the US subsidiary of Edison and is regulated 
by the Securities and Exchange Commission. Edison Investment Research Limited (Edison Aus) [46085869] is the Australian subsidiary of Edison and is not regulated by the Australian Securities and Investment 
Commission. Edison Germany is a branch entity of Edison Investment Research Limited [4794244]. www.edisongroup.com 
DISCLAIMER 
Copyright 2016 Edison Investment Research Limited. All rights reserved. This report has been commissioned by Vernalis and prepared and issued by Edison for publication globally. All information used in the publication of 
this report has been compiled from publicly available sources that are believed to be reliable, however we do not guarantee the accuracy or completeness of this report. Opinions contained in this report represent those of 
the research department of Edison at the time of publication. The securities described in the Investment Research may not be eligible for sale in all jurisdictions or to certain categories of investors. This research is issued 
in Australia by Edison Aus and any access to it, is intended only for "wholesale clients" within the meaning of the Australian Corporations Act. The Investment Research is distributed in the United States by Edison US to 
major US institutional investors only. Edison US is registered as an investment adviser with the Securities and Exchange Commission. Edison US relies upon the "publishers' exclusion" from the definition of investment 
adviser under Section 202(a)(11) of the Investment Advisers Act of 1940 and corresponding state securities laws. As such, Edison does not offer or provide personalised advice. We publish information about companies in 
which we believe our readers may be interested and this information reflects our sincere opinions. The information that we provide or that is derived from our website is not intended to be, and should not be construed in 
any manner whatsoever as, personalised advice. Also, our website and the information provided by us should not be construed by any subscriber or prospective subscriber as Edison’s solicitation to effect, or attempt to 
effect, any transaction in a security. The research in this document is intended for New Zealand resident professional financial advisers or brokers (for use in their roles as financial advisers or brokers) and habitual 
investors who are “wholesale clients” for the purpose of the Financial Advisers Act 2008 (FAA) (as described in sections 5(c) (1)(a), (b) and (c) of the FAA). This is not a solicitation or inducement to buy, sell, subscribe, or 
underwrite any securities mentioned or in the topic of this document. This document is provided for information purposes only and should not be construed as an offer or solicitation for investment in any securities 
mentioned or in the topic of this document. A marketing communication under FCA Rules, this document has not been prepared in accordance with the legal requirements designed to promote the independence of 
investment research and is not subject to any prohibition on dealing ahead of the dissemination of investment research. Edison has a restrictive policy relating to personal dealing. Edison Group does not conduct any 
investment business and, accordingly, does not itself hold any positions in the securities mentioned in this report. However, the respective directors, officers, employees and contractors of Edison may have a position in any 
or related securities mentioned in this report. Edison or its affiliates may perform services or solicit business from any of the companies mentioned in this report. The value of securities mentioned in this report can fall as 
well as rise and are subject to large and sudden swings. In addition it may be difficult or not possible to buy, sell or obtain accurate information about the value of securities mentioned in this report. Past performance is not 
necessarily a guide to future performance. Forward-looking information or statements in this report contain information that is based on assumptions, forecasts of future results, estimates of amounts not yet determinable, 
and therefore involve known and unknown risks, uncertainties and other factors which may cause the actual results, performance or achievements of their subject matter to be materially different from current expectations. 
For the purpose of the FAA, the content of this report is of a general nature, is intended as a source of general information only and is not intended to constitute a recommendation or opinion in relation to acquiring or 
disposing (including refraining from acquiring or disposing) of securities. The distribution of this document is not a “personalised service” and, to the extent that it contains any financial advice, is intended only as a “class 
service” provided by Edison within the meaning of the FAA (ie without taking into account the particular financial situation or goals of any person). As such, it should not be relied upon in making an investment decision. To 
the maximum extent permitted by law, Edison, its affiliates and contractors, and their respective directors, officers and employees will not be liable for any loss or damage arising as a result of reliance being placed on any 
of the information contained in this report and do not guarantee the returns on investments in the products discussed in this publication. FTSE International Limited (“FTSE”) © FTSE 2016. “FTSE®” is a trade mark of the 
London Stock Exchange Group companies and is used by FTSE International Limited under license. All rights in the FTSE indices and/or FTSE ratings vest in FTSE and/or its licensors. Neither FTSE nor its licensors 
accept any liability for any errors or omissions in the FTSE indices and/or FTSE ratings or underlying data. No further distribution of FTSE Data is permitted without FTSE’s express written consent. 

Frankfurt +49 (0)69 78 8076 960 
Schumannstrasse 34b 
60325 Frankfurt 
Germany 

London +44 (0)20 3077 5700 
280 High Holborn 
London, WC1V 7EE 
United Kingdom 

New York +1 646 653 7026 
245 Park Avenue, 39th Floor 
10167, New York 
US 

Sydney +61 (0)2 9258 1161 
Level 25, Aurora Place 
88 Phillip St, Sydney 
NSW 2000, Australia 

Wellington +64 (0)48 948 555 
Level 15, 171 Featherston St 
Wellington 6011 
New Zealand 

 
 

 

https://register.fca.org.uk/ShPo_FirmDetailsPage?id=001b000000MfYL6AAN
http://www.edisongroup.com/

	Use of proceeds
	Focus on execution
	A more certain foundation going into year two
	Valuation: DCF valuation of £393m (75p per share)
	Valuation
	Financials

