ECO Animal Health

Trading update triggers share price fall

ECO Animal Health issued a trading update earlier this week in somewhat unusual
circumstances given it is in its closed period and expects to report FY22 results on or around
18 August. The statement also flagged up two financial issues that had recently emerged: that
it will have to make a provision for a possible but unanticipated sales tax sales liability and
treat certain previously capitalised development costs as an expense. The impact of these two
items will be largely offset by exchange rate gains and ECO expects to report sales in excess
of £82.5m and EBITDA of £6.5m, both broadly in line with consensus.

ECO also chose to comment on current trading, which has been clearly weak in the key
Chinese market and will probably impact consensus results for FY23. This latter aspect of the
trading statement has had a predictable effect on the shares, which have fallen by c. 20% in

response, and are again at their lowest level since 2008.

The larger of the two accounting factors is the provision for the potential sales tax liability in an
(undisclosed) country into which Aivlosin is imported and sold by an ECO subsidiary (hence it cannot
be US or China). ECO stresses that the tax liability has not been confirmed but it will nevertheless
have to make £2.5m provision, which will be apportioned over several financial years and charged to
cost of sales. This will have a £1m negative impact on EBITDA in FY22. A secondary accounting item
has also arisen in connection with development costs of £0.3m, which were expected to be capitalised
but will now have to be expensed. However, the two items have been largely offset by a £1m

exchange rate gain (presumably on the cash held by its Chinese subsidiary).

On current trading, ECO said that Chinese revenue in Q1 FY23 (April-June) was significantly below
levels recorded in the prior year, although gross margins remain strong, while revenue in the Rest of
the World grew strongly compared with the same period last year. While it is not clear yet the extent
of the shortfall in China, it is not helped by comparison with a particularly strong prior year figure that
reflected a favourable combination of industry structural changes and restocking of the pig herd after
the ASF epidemic together with changes in regulations for use of antibiotics in feed. Nonetheless, it
has been obvious for some months that profitability for large pork producers in China would be very
poor to absent (which has an impact on demand for Aivlosin) as low pork prices (with pork demand

supressed by lockdowns as part of the Zero-Covid policy) combined with higher input costs (feed etc).

Ratings now low for sector

ECO should be able to give more colour on its assessment of overall trading in FY23 with its
forthcoming results, which should at least remove the uncertainty that is presumably depressing its
shares. With cash at the last balance sheet date of almost £23m, its EV currently stands at £45m.
Thus, based on known FY22 figures, EV/sales ratio is currently 0.54 and its EV/EBITDA at 6.9:
both very low by any standards and certainly the norms of the animal health sector.

ECO resumed payment of a dividend in 2021 at 1p/share that, if repeated, would offer a yield of 1%.

Summary financials

yle 30 Mar, £m FY21 1H 22 H2 22e FY22e
Sales 105.6 38.5 44.0 82.5
EBITDA 24.4 3.8 2.7 6.5
Net cash 19.5 22.3 n/a n/a
EV/Sales 1.2 0.5

Source: Company historic data, ED estimates
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Company Data

EPIC EAH
Price 100p
52 weeks High/Low 380p/100p
Market cap £68m
Net cash (LBSD) £22.9m
Sector Pharma & Biotech
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Description

ECO Animal Health’'s (ECO) main
product is the macrolide antibiotic
Aivlosin for the treatment of enteric
and respiratory diseases in pigs and
poultry. It also sells a suite of
products to treat and prevent
parasites in sheep, horses, cattle,
dogs, and pigs.

ECO operates through a combination
of joint ventures and wholly owned
subsidiaries in high volume animal
production markets in North and
South America, along with key
producing pork-producing regions in

Asia.
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Equity Development Limited is regulated by the Financial Conduct Authority

Disclaimer

Equity Development Limited (‘ED’) is retained to act as financial adviser for its corporate clients, some or all of whom may now or in the future
have an interest in the contents of this document. ED produces and distributes research for these corporate clients to persons who are not clients
of ED. In the preparation of this report ED has taken professional efforts to ensure that the facts stated herein are clear, fair and not misleading,
but makes no guarantee as to the accuracy or completeness of the information or opinions contained herein.

This document has not been approved for the purposes of Section 21(2) of the Financial Services & Markets Act 2000 of the United Kingdom
(‘FSMA’). Any reader of this research should not act or rely on this document or any of its contents. This report is being provided by ED to provide
background information about the subject of the research to relevant persons, as defined by the Financial Services and Markets Act 2000
(Financial Promotions) Order 2005. This document does not constitute, nor form part of, and should not be construed as, any offer for sale or
purchase of (or solicitation of, or invitation to make any offer to buy or sell) any Securities (which may rise and fall in value). Nor shall it, or any
part of it, form the basis of, or be relied on in connection with, any contract or commitment whatsoever.

Research produced and distributed by ED on its client companies is normally commissioned and paid for by those companies themselves (‘issuer
financed research’) and as such is not deemed to be independent as defined by the FCA but is ‘objective’ in that the authors are stating their own
opinions. This document is prepared for clients under UK law. In the UK, companies quoted on AIM are subject to lighter due diligence than shares
quoted on the main market and are therefore more likely to carry a higher degree of risk than main market companies.

ED may in the future provide, or may have in the past provided, investment banking services to the subject of this report. ED, its Directors or
persons connected may at some time in the future have, or have had in the past, a material investment in the Company. ED, its affiliates, officers,
directors and employees, will not be liable for any loss or damage arising from any use of this document to the maximum extent that the law
permits.

More information is available on our website www.equitydevelopment.co.uk

Equity Development, 16-18 Finsbury Circus, London EC2M 7EB
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