EQUITY RESEARCH

Anatara Lifesciences (ANR)
Zoetis wants global animal distribution for Detach®

KEY POINTS

e Today Zoetis exercised option to negotiate a commercial
agreement for global animal distribution of Detach®.

o We see this as strong endorsement of ANR’s leadership in
natural treatment of diarrhea for pigs and other animals.

e This natural treatment is a “back to the future” drug
because of proven performance at commercial scale in
Australia in 1990’s with Ciba Geigy.

e We lower the risk for ANR attaining $4.2m EBITDA by
2020 and 12 month PT rises 14% to $1.55/share.

o Regulatory approval by APVMA and completed deal with
Zoetis would see PAC move to DCF of $2.60/share.
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RECOMMENDATION Buy
Previous Buy
Risk Rating Very High
Current Share Price $1.25

12 Month Price Target
Price Target Methodology

$1.55 (from $1.36)

5% discounted FY’20 to FY’18 dollars
and EV/EBITDA 20x

Total Return (Capital) 24%
DCF Valuation $2.60 (from $2.05)
Market capitalisation $62m

Liquidity — Daily Value $0.03m

Moving towards control of destiny Financial Forecasts & Valuation Metrics

Zoetis — validates strong global application for Detach®

Today Zoetis exercised option to negotiate a commercial
agreement for global animal distribution of Detach®.

We see this as strong endorsement of ANR’s leadership in
natural treatment of diarrhea for pigs and other animals.

We lower the risk for ANR attaining $4.2m EBITDA by 2020
and 12 month PT rises 14% to $1.55/share.

Regulatory approval by APVMA and completed deal with
Zoetis would see PAC move to DCF of $2.60/share.

Emerging — transformational non-sticking gut wall.

ANR’s Chief Scientific Officer (Dr Tracey Mynott) was part of
Victorian University team that developed Detach® from
“throw away” pineapple base 30 years ago.

After Detach® was proven to improve pig gut health and
reduce diarrhea (called scour) Ciba-Geigy bought the rights
and started selling to Australian pig farmers in 1990.

They lost momentum in early 1990’s when Ciba-Geigy
closed parts of animal health and sold division.

Focused - taking antibiotics out of animal feed chain
and improve human gut treatment.

ANR aims for first commercial sales of Detach® drench for
Australian suckers (young pigs) with gut health issues in
early CY’18.

ANR is part of Australian pig R&D groups, and is well known
to Ridley animal feed, APIAM regional vet & major
customers.

INVESTMENT VIEW - Buy & PT $1.55/share

We believe ANR will secure a strong commercial agreement
with Zoetis and approval with APVMA because Detach® is
an improved version of 1990’s commercial version. The key
issues are rate of adoption in pig supply chain, and
application to other animals and humans. We assume fast
take-up for high quality EU/China pork from 2019, and “over
the counter” with modest health claims to humans from 2021.

Y/e ($m)

Revenue 1.0 2.8 5.1 10.5
EBITDA (3.4) 1.2) 0.4 4.2
NPAT (2.9) (0.6) 0.5 3.2
EPS (cps) (5.6) 1.2) 1.0 6.2
DPS (c) 0.0 0.0 0.0 0.0
EV / EBITDA (x) 125.0x 10.7x
PER () 119.4x 20.1x
Dividend Yield 0.0% 0.0% 0.0% 0.0%
Gearing (106)% (105)% (103)% (107)%
Net cash 11.5 11.7 12.3 16.9

Source: PAC Partners estimates

ANR Milestones & Risks

4QCY17 - Detach® regulatory approval for commercial
sales to pigs in Australia

APVMA approval should enable ANR to make sales into 2018
Australian Winter season (April to September).

1QCY18 — Zoetis should complete formal agreement for
Detach® global distribution for animals

Today (21 August 2017) Zoetis elected to exercise option to
negotiate for commercial agreement for global ex-Australia.

RISKS:
e Regulatory approval of Detach® & partnering decisions.

e Outside of Europe, and possibly China, there is little
regulatory push for removal of antibiotics.

e Lumpy milestone payments to keep cash reserves above
$5m until Detach® sales are significant (from say FY19).

e Trade secret protection is strong. Patents are early stage.
e Key ANR people need to be retained.

Source: PAC Partners estimates

The information contained in this report is provided by PAC Partners to Wholesale Investors Only.
The information contained in this report is to be read in conjunction with other important disclosures at the end of this document.
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Financial Model

Anatara Life Sciences Price $1.250
Number of shares 49m Market Cap $62m

PROFIT & LOS5S (ASm)

Yiend June FY2015A FY2016A| FY2017F  FY2048F FY2019F FY2020F FY2021F FY2022F FY2023F FY2024F FY2025F
Revenue 0.0 2.3 1.0 2.8 5.1 10.5 18.9 221 23.3 51.7 54.3
EBIMTDA -1.8 -1.1 -34 -1.2 0.4 42 10.2 122 1258 336 353
Depreciation & Amertisation 0.0 0.0 0.0 0.0 -0.2 -0.2 -0.2 -0.2 -0.2 -0.2 -0.2
EBIT -1.9 1.1 3.4 1.2 0.2 4.0 10.0 12.0 12.3 334 35.1
Met Interest 01 0.4 0.5 0.8 08 08 0.7 1.1 1.7 2.3 31
Income tax expense 0.0 0.0 0.0 0.0 -0.2 -1.4 -3.2 -35 -4.2 =107 -11.5
NPAT underlying -1.8 -0.7 -28 - 0.5 32 7.5 9.1 9.8 2458 287
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 nen-contreling Interest 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
NPAT underlying - attributed to -1.8 0.7 -29 0.6 0.5 3.2 7.5 9.1 9.5 249 26.7
Abnormal tems 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 -0.7 -2.8 -5 0.5 32 7.5 8.1 8.8 2458 287

BALANCE SHEET (ASm)

Yiend June FY2015A FY2016A| FY2M7F  FY20M8F FY20M9F FY2020F FY2021F  FY2022F FY2023F FY2024F FY2025F
Cash 56 13.8 118 M7 123 16.9 275 404 501 745 101.3
PPEE 0.0 0.0 0.0 0.1 0.3 0.5 0.7 0g 1.1 1.3 15
Debtors & Inventory 0.1 0.1 0.0 0.1 0.4 1.0 2.0 24 26 59 5.2
Intangibles - - - - - - - - - - -
Other aszets - 0.0 0.1 0.2 0.3 0.4 0.5 06 0y 08 05
Total Assets 5.6 13.9 1.7 124 13.2 18.7 30.6 4.3 545 226 109.9
Borrowings - - - - - - - - - - -
Trade Creditors 0.1 0.4 0.3 0.4 05 1.0 19 22 232 52 54
Other Liabilties 0.0 0.0 0.5 0.5 (VR:] 19 38 45 a7 1.2 12.0
Total Liabilities 0.1 0.4 0.8 1.0 1.3 3.0 57 6.7 7.1 16.4 174
NET ASSETS 55 13.5 10.9 1141 1.9 15.7 24.9 376 474 66.2 924
OEl and Pref Shares - - - - - - - - - - -
Shareholder Equity 5.5 13.5 10.9 1141 1.9 157 249 376 474 66.2 924

Cash Flow [$Am)

Yiend June FY2015A FY2016A| FY2047F  FY2048F  FY2019F  FY2020F  FYZ021F  FY2022F FY2023F FY2024F  FY2025F
Operating EBITDA (1.9) 11.1) (3.4) 1.2) 0.4 42 10.2 122 125 33.6 353
Interest & Tax Paid 0.1 0.3 13 06 06 06 0.7 11 (2.5) (8.4} (8.3}
\Warking Cap. (0.1} 0.3 (0.1} 0.0 (0.1} (0.1} (0.1} (0.1} (0.1} (0.4} (0.0}
Operating CF (2.0) (0.4) (2.1) (0.6) 0.3 47 10.5 134 9.9 4.7 26.9
Maintenance Capex 0.0 0.0 (0.2) (0.2) (0.2} (0.2} (0.2} (0.2} (0.2} (0.2} (0.2}
Expansion Capex (0.0} (0.0} (0.0} 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
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) (0.5) 12.3) {0.8) 0.6 45 10.6 12.9 9.7 4.5 6.7
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 5.4 85 0.0 0.9 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Net Other 0.1 0.2 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 (0.0}
Net Cashflow 45 3.2 (2.3) 0.2 0.6 45 10.6 12.9 9.7 4.5 26.7

Segment Analysis ($Am)

Yiend June FY2015A FY2016A| FY20M7F  FY20M8F FY20M9F  FY2020F FY2021F  FY2022F FY2023F FY2024F FY2025F
Revenue

Pig 0.0 0.0 0.0 0.3 26 2.0 162 182 204 228 241
Human 0.0 0.0 0.0 0.0 0.0 0.0 0.1 1.4 28 287 30.2
Licensing revenue 0.0 23 1.0 25 25 25 25 25 0.0 0.0 0.0
Other 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Total 0.0 23 1.0 28 51 10.5 18.9 221 233 51.7 54.3
Gross Margin

Pig 50.0% 75.0% 75.0% 75.0% 75.0% 75.0% 75.0% 75.0%
Human 25.0% 50.0% 75.0% 75.0% 75.0%
Licenszing revenue 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0%
Total 100.0% 95.4% 87.3% 81.0% 758.0% 76.3% 75.0% 75.0% 75.0%
Gross Profit

Pig 0.0 0.0 0.0 0.1 2.0 6.0 122 137 15.3 17.2 181
Human 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.7 21 215 228
Licensing revenue 0.0 23 1.0 25 25 25 25 25 0.0 0.0 0.0
Total 0.0 23 1.0 26 45 8.5 14.7 16.9 17.4 38.7 40.7
SGEA -1.9 -3.3 -4.4 -39 4.1 -4.3 45 -4.7 -4.8 -5.2 -5.4
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Anatara Life Sciences Date: 21-Aug-17
Model Updated: 21-Aug-17
KEY RATIOS
Yiend June FY2015A  FY2016A| FY20M7F  FY20M&F FY2019F FY2020F FY2021F FY2022F FY2023F FY2024F FY2025F
EBITDA Margin (%) -45.5%| -338.2% -44.8% 7.8% 40.3% 54.3% 55.0% 53.8% 65.0% 65.0%
MNPAT Margin (%) -31.7%| -288.3% -22.4% 10.6% 30.9% 39.9% 41.4% 42.2% 43.3% 49.3%
ROE (%) y/e -268.7% -5.6% 4.5% 20.5% 30.2% 24.3% 20.7% 3IT.T% 28.9%
ROI (%) yie 685.2% 206.9%
ROIC (%) Av. -18.0% -7.6% 1.1% 19.5% 33.8% 26.4% 20.0% 40.8% 30.8%
NTA. per share (cps) 0.27 0.22 0.22 0.24 0.32 0.50 0.78 0.98 1.34 1.87
NTA. per share (cps) 0.27 0.22 0.22 0.24 0.32 0.50 0.78 0.98 1.34 1.87
Eff Tax Rate (%) 0.0% 0.0% 0.0% 30.0% 30.0% 30.0% 30.0% 30.0% 30.0% 30.0%
Interest Cover (x) 3.1 7.0 2.0 (0.3} (8.7) (13.8) (10.8) (7.3} (14.7) (11.2)
Met Gearing (%) -102.6%| -105.8%  -105.1% -103.1% -107.3% -110.2% -107.4% -105.5% -112.8% -108.6%
VALUATION PARAMETERS
Yiend June FY2015A  FY2016A| FY20M7F  FY20M&F FY2019F FY2020F FY2021F FY2022F FY2023F FY2024F FY2025F
EPS Adj (cps) -1.4 -5.8 -1.2 1.0 8.2 145 17.7 129 431 5186
PE Adj (x) -85.3 -21.4 -102.6 119.4 20.1 8.6 74 6.6 2.8 2.4
Enterprise Value (m) 47.9 50.3 50.1 455 449 343 214 "7 -12.9 -39.8
EV [ EBITDA (x) -45.2 -15.0 -40.8 125.0 10.7 3.3 1.8 0.9 -0.4 -1.1
EV /EBIT (x) -448 -14.9 -40.1 2529 1.2 3.4 1.8 0.9 -0.4 -1.1
Price / NTA 48 57 5.6 5.2 3.9 25 18 1.3 0.9 0.7
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) 0.0 -0.05 -0.1 0.01 0.09 0.21 0.25 0.19 0.47 0.52
Price / FCF PS (x) -143.3 =277 -54.1 101.3 14.3 6.1 5.0 6.7 28 2.4
DCF VALUATION & SENSITIVITY
PV of Cashflows 2017 to 219 (4.7)|Risk Free Rate 4.0%
PV of Caghflows 2020 to 2025 30.9|Equity Risk Premium 8.5%
PV of Term Year Cashflow 94 9|Equity Beta 1.0
Cash from Options & Equity 0.0|Cost of Equity 12.7%
After Tax WACC 12.7%
Less Net Debt 13.8|Terminal Growth 3.0%
P of Equity 1349
Mumber of shares (Fully diluted - Fy18) 51.8
P of Equity per share | § 260
DIRECTORS
Shares (m) Shares (m)
Dr Mzl Eridges 56
lain Ross 0.0 TV WACC
Dir Jay Hetzel 0.0
O Tracie Ramsdale 0.0 16.5% 14.5% 12.5% 10.5%
P aul Girujiz 0.0 Total 5.6 2.0%: 8 155 : % 193 : § 245 : % 3.37
2.5%: § 158 & 199 : § 259:% 3.54
30%: 8 162 : 5 205: 8 269:5% 3.73
MAJOR SHAREHOLDERS 3.5%: 8 166 : 5 21218 281:% 3.95
%a % 4.0%: 5 1711 8 219 : 8§ 294: 5% 4.20
Dr Mel Bridges 11.3%
Thorney 55%
Top 20 35%
GROWTH PROFILE (YoY)
Yiend June FY2015A  FY2016A| FY20M7F  FY20M&F FY2019F FY2020F FY2021F FY2022F FY2023F FY2024F FY2025F
Sales (3m) -58% 176% &5% 105% &0% 17% 5% 122% 5%
EBMDA inc EAT (3m) -45% 217% -53% -132% 965% 143% 19% 3% 168% 5%
EBIT (3m}) -44% 214% -53% -116% 1951% 150% 19% 3% 171% 5%
MPAT (Sm) -50% 300% -T9% -188% 495% 134% 21% 7% 154% 7%
EPS (cps) -£2% 300% -T8% -186% 495% 134% 21% 7% 154% 7%
DPS (cps) 0% 0% 0% 0% 0% 0% 0% 0% 0% 0%
% P A C Page 3
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RECOMMENDATION CRITERIA

Investment View
PAC Partners Investment View is based on an absolute
1-year total return equal to capital appreciation plus yield.

A Speculative recommendation is when a company has limited
experience from 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. No
part of the analyst's compensation was, is or will be directly or indirectly related to any recommendation or view expressed in this report.
The following person(s) do not hold 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

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

>20%

20% — 5% <5%

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

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. This publication contains general securities advice. 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. 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

PAC Partners has in the previous 12 months carried out equity research on behalf of the Company described in this report and received fees on
commercial terms for its services. Partners and/or their associates may 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
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