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Emergent BioSolutions (EBS - $33.78) 
3Q15 beats top & bottom line on higher BioThrax sales 

EBS reported 3Q15 last night after the close, beating top & bottom line on higher 
than expected BioThrax sales and significantly lower SG&A spend in the quarter. 
Management raised the lower range on FY15 total sales estimates to $520M-
$540M (from $510M-$540M previously) and expects to lay out their next 5 year 
aspirational targets at a competitors conference in January. The one cloud on the 
3Q call was the announcement that the FDA wants EBS to re-analyze an assay 
related to the validation of the Building 55 BioThrax sBLA. EBS is conducting 2 
separate analyses of the assay: a quick analysis that will keep Building 55 on-track 
for 1H16 licensure and a longer analysis that may push licensure into 2H16. While 
not ideal to have a potential late-stage delay of potentially 6 months, we haven’t 
modeled in significant Building 55 contributions to sales until 2017 in any event. 
So as long as the licensure doesn’t get pushed into 2017 we are making no 
changes to our sales estimates at this time. And if the quick analysis is accepted by 
the FDA the issue becomes moot anyway. We continue to like EBS here and we 
are reiterating our Buy rating and our $45 price target. 

• BioThrax German approval in 1H16. Somewhat surprisingly, BioThrax 
from Bldg 55 is expected to receive German approval in 1H16, which puts 
Germany ahead of the US for receiving Bldg 55 product. How much EBS can 
actually sell ex-US remains in question, as the follow-on contract from the 
USG likely won’t be finalized until 2H16 at the earliest. We do expect that 
ex-US sales will likely be at a significantly higher price point that USG sales. 

• US Bldg 55 approval still likely 2016, waiting to see if that 1H16 or2H16. 
EBS will meet with the FDA in early 2016 to determine if their quick re-
analysis of a disputed validation assay will be sufficient or if a longer, 6-
month re-analysis will be required. Either way we believe that Bldg 55 
licensure remains a 2016 event. 

• Additional acquisitions likely a 2016 event at this point. While EBS is still 
actively looking at assets we believe an accretive acquisition is likely a 2016 
event at this point. We continue to expect a $30M-$60M pick up in 2016. 

• Reiterate Buy rating $45 price target. Our PT is based on a sum-of-the-
parts analysis, with a base business DCF value of $40/share, cash (net of 
debt) and accounts receivable at the end of 2016 of $4/share, and a 
pipeline/tech value of $1/share. 
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(Dec)  1Q 2Q 3Q 4Q FY P/E  
FY16E  (0.01) 0.48 0.76 1.01 2.25 15.3x  
FY15E  (0.50)A 0.36A 0.83A 0.62 1.50 23.0x  
FY14A  (0.40) 0.25 0.54 0.75 1.19 28.9x  
FY13A  (0.19) 0.31 0.36 0.33 0.99 34.8x  

         

Source: Laidlaw & Company estimates  
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Initial CDC meeting completed for the next BioThrax contract. The current 
$1.25B USG contract expires in September 2016 EBS notes that they have already 
had a preliminary meeting with the CDC to start the process for negotiating the next 
contract. We expect that this is likely a 2H16 event, and will likely be in the 
~$350M/year range with an approximate $17/dose price point (from ~$28.50 
currently). 

EBS remains hopeful that ex-US sales could become reality in 2017 as they may 
finally have excess capacity to sell ex-US. We model in $40M and $78M in ex-US 
sales in 2017-2018 respectively. Likely ex-US sales countries include Germany 
(which should approve BioThrax in 1H16), Israel, UK, India, and France. 

Figure 1: Variance analysis 

 

Source: Company reports; Laidlaw & Company estimates 

 

Figure 2: Valuation 

 

Source: Company reports; Laidlaw & Company estimates 

 

Emergent BioSolutions
Quarterly Variance Analysis

($000 except per share) 3Q14A 3Q15A 3Q15E Variance % Y/Y
BioThrax sales $66,000 $109,800 $85,000 $24,800 66.4%
RSDL sales 0 0 0 NM
Contracts and Grants 44,064 29,646 33,000 (3,354) -32.7%
Total Revenue $137,954 $164,987 $152,250 $12,737 19.6%

 COGS 30,423 36,161 39,593 (3,432) 18.9%

Gross Profit 107,531 128,826 112,658 16,169 19.8%
SG&A Expense 27,692 29,806 39,585 (9,779) 7.6%

   R&D ex-contracts & grants 143 12,222 3,750 8,472 8446.9%
   R&D Expense 44,207 41,868 36,750 5,118 -5.3%
Operating Income 35,632 57,152 36,323 20,830 60.4%

Interest Expense 1,810 1,635 1,500 135 -9.7%
Int. & Inv. Income 59 104 150 (46) 76.3%
Other Inc./(Exp) 420 602 500 102 NA
Pretax Income 34,301 56,223 35,473 20,751 63.9%

Tax exp/(benefit) 9,269 16,434 10,287 6,147 NA

Adj-Net Income 25,032 39,789 25,185 14,604 59.0%

Shares out (000) 46,557     47,785     47,760     24 2.6%

Adj-Earnings Per Share $0.54 $0.83 $0.53 $0.31 54.9%

Margin Analysis
Gross Profit Margin 67.6% 73.3% 66.8% 6.5% 8.4%
SG&A Expense 29.5% 22.0% 33.2% -11.2% -25.3%
R&D Expense 47.1% 30.9% 30.8% 0.1% -34.3%

Operating Income 38.0% 42.2% 30.5% 11.8% 11.3%
Tax Rate 27.0% 29.0% 29.0% 0.0% 7.3%
Adj-Net Income 18.1% 24.1% 16.5% 7.6% 32.9%

Sum-of-the-parts valuation: EBS
Segment Valuation Per share

(000's) value
DCF of base business $1,985,468 $40
Net Cash, end '16E $215,020 $4
Technology value $50,000 $1

SUM $2,250,487 $45
Fully diluted shares out '16E (000) 48,985
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Figure 2: Clinical Trials Timeline 

 

Source: Bloomberg LP; Company reports; Laidlaw & Company estimates 

 

  

Emergent BioSolutions
Clinical trial timelines

2013A 2014A 2015E 2016E 2017E 2018E
1QA 2QA 3QA 4QA 1QA 2QA 3QA 4QA 1QA 2QA 3QA 4QE 1QE 2QE 3QE 4QE 1QE 2QE 3QE 4QE 1QE 2QE 3QE 4QE

Building 55 expansion to 25M doses/year
Complete consistency lot manufacturing (2Q12 start) clm
Completed all validation & testing validation
Animal bridging studies animal bridging study
File rolling sBLA for FDA licensure - likely Sep/Oct sBLA
License 4-5 mo post BLA, production begins 2H16 license production

5 year dating - timing uncertain 5 yr aprvd
BioThrax post-exposure prophylaxis sBLA FDA
NuThrax - next generation BioThrax

Phase 2 - October 2014 completion Phase 2 data
Phase 3 - target 1H16 start, 18-mo trial Phase 3

Source: Company reports and Laidlaw estimates
Specialty Pharmaceuticals

Jim Molloy (857) 317-5061 | jmolloy@laidlawltd.com
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Figure 3: Quarterly Income Statement 

 

Source: Bloomberg LP; Company reports; Laidlaw & Company estimates 

  

Emergent BioSolutions
Quarterly income statement

2014A 2014A 2015E 2015E
($000 except per share) 1QA 2QA 3QA 4QA Year 1QA 2QA 3QA 4QE Year

BioThrax - US sales $24,544 $67,500 $66,000 $87,900 $245,944 $0 $72,200 $109,800 $101,000 $283,000
BioThrax - OUS sales
Other Biodefense 2,500     7,275       11,675    10,911    32,350    11,945 2,800      7,700      7,750      30,195    
Total Biodefense 27,044   74,775     77,675    98,811    278,305  11,945    75,000    117,500  108,750  313,195  
Total Biosciences 8,723     3,494       6,782      11,050    30,060    6,345      7,023      6,500      15,075    34,943    

Contract manufacturing 2,726 9,187 9,433 9,589 30,935 12,243 8,859 11,341 12,500 44,943
Contracts & grants 15,391   22,869     44,064    28,525    110,849  33,099    35,230    29,646    40,000    137,975  
Total revenues $53,884 $110,325 $137,954 $147,975 $450,138 $63,633 $126,112 $164,987 $176,325 $531,057
Expenses
COGS 16,997   31,607     30,423    29,185    108,212  16,048    26,266    36,161    37,057    115,532  
Gross margin 36,887   78,718     107,531  118,790  341,926  47,585    99,846    128,826  139,269  415,526  
% product sales 56% 64% 68% 76% 68% 47% 71% 73% 73% 71%

R&D 30,256   37,401     44,207    38,965    150,829  38,702    40,941    41,868    45,750    167,261  
SG&A 24,089   27,155     27,692    28,705    107,641  33,393    34,053    29,806    50,700    147,952  
Operating income (17,458) 14,162     35,632    51,120    83,456    (24,510)   24,852    57,152    42,819    100,313  
Interest expense 3,535 3,621 1,810 1,174 10,140 1,661 1,628 1,635 1,500 6,424
Interest income, net 40          31            59           190         320         82           273         104         175         634         

Other income/(expense) 512 1,322 420 672 2,926 100 300 602 500 1,502
Pretax income (loss)  (20,441) 11,894     34,301    50,808    76,562    (25,989)   23,797    56,223    41,994    96,025    
Tax exp/(benefit) (5,805)   2,465       9,269      16,192    22,121    (7,169)     6,800      16,434    12,178    28,243    
Loss to non-ctrl interest -          
Adjusted Net Income (14,636) 9,429       25,032    34,616    54,441    (18,820)   16,997    39,789    29,815    67,781    

Non-cash charges (5,600) (4,400) (3,200) (4,500) (17,700) (2,700) (2,900) (1,847) (2,000) (9,447)

GAAP net income (20,236) 5,029 21,832 30,116 36,741 (21,520) 14,097 37,942 27,815 58,334

EPS ex non-cash items ($0.40) $0.25 $0.54 $0.75 $1.19 ($0.50) $0.36 $0.83 $0.62 $1.50
EPS as reported ($0.55) $0.13 $0.47 $0.65 $0.80 ($0.57) $0.30 $0.79 $0.58 $1.29
Fully diluted shares (000) 36,854 38,333 46,557 46,391 45,803 37,949 47,410 47,785 48,135 45,320

Margin & expense analysis 
Gross Margin (% prod. sales) 56% 64% 68% 76% 68% 47% 71% 73% 73% 71%
Op margin (% prod. sales) -45% 16% 38% 43% 25% -80% 27% 42% 31% 26%
Taxes 28% 21% 27% 32% 29% 28% 29% 29% 29% 29%
Net margin -27% 9% 18% 23% 12% -30% 13% 24% 17% 13%

Year-over-year change
Net revenue 25% 34% 55% 51% 44% 18% 14% 20% 19% 18%
R&D 5% 27% 53% 30% 26% 28% 9% -5% 17% 11%
SG&A 20% 36% 26% 59% 34% 39% 25% 8% 77% 37%
Operating income 54% -12% 96% 83% 65% 40% 75% 60% -16% 20%
Net income 120% -17% 86% 90% 50% 29% 80% 59% -14% 25%

Source: Company reports and Laidlaw estimates
Specialty Pharmaceuticals

Jim Molloy (857) 317-5061 | jmolloy@laidlawltd.com
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Figure 4: Annual Income Statement 

 

Source: Bloomberg LP; Company reports; Laidlaw & Company estimates 

 

Emergent BioSolutions
Annual income statement
($000 except per share) 2014A 2015E 2016E 2017E 2018E Comments

BioThrax - US sales $245,944 $283,000 $328,000 $335,000 $350,000 2015E guide: $270M-$285M
BioThrax - OUS sales 40,000 78,000 Excess Bldg 55 production sold OUS
Other Biodefense 32,350 30,195 32,000 33,000 34,000 RSDL, BAT, other Biodefense here
Total Biodefense 278,305 313,195 360,000 408,000 462,000

Total biosciences 30,060 34,943 30,450 0 0 To be spun out mid-2016

Contract manufacturing 30,935 44,943 38,500 39,000 39,500 Acquired with Cangene 3Q13
Contracts & grants 110,849 137,975 127,000 122,000 126,000 Offset in R&D

Total revenues $450,138 $531,057 $555,950 $569,000 $627,500 2015E guide: $520M-$540M

Expenses
COGS 108,212   115,532   127,930   112,548   117,383   

Gross margin 341,926   415,526   428,020   456,453   510,118   
% product sales 68% 71% 70% 75% 77% Cangene impacts margins

R&D 150,829   167,261   140,500   135,000   139,000   
SG&A 107,641   147,952   128,000   103,500   110,500   
Operating income 83,456 100,313 159,520 217,953 260,618
Interest expense 10,140 6,424 7,250 7,250 7,250
Interest income, net 320 634 825 1,100 1,500
Other inc/(exp) 2,926 1,502 2,000 2,000 2,000
Pretax income 76,562 96,025 155,095 213,803 256,868

Tax expense 22,121 28,243 44,978 62,003 74,492
Loss to non-cont. int 0 0 0 0 0
Adj-Net income 54,441 67,781 110,117 151,800 182,376 2015E adj-NI guide: $60M-$70M

Non-cash charges (17,700) (9,447)

GAAP net income 36,741 58,334 2015E GAAP: $50M-$60M

EPS ex non-cash items $1.19 $1.50 $2.25 $3.00 $3.50 30% adj-EPS CAGR 2014-2018E
EPS as reported $0.80 $1.29
Fully diluted shares (000) 45,803 45,320 49,010 50,535 52,135

Margin & expense analysis 
Gross Margin 68% 71% 70% 75% 77%
Operating margin 25% 26% 37% 49% 52%
Taxes 29% 29% 29% 29% 29% Guide: high 20% range
Net margin 12% 13% 20% 27% 29%

Year-over-year change
Net revenue 44% 18% 5% 2% 10%
R&D 26% 11% -16% -4% 3%
SG&A 34% 37% -13% -19% 7%
Operating income 65% 20% 59% 37% 20%
Net income 50% 25% 62% 38% 20%
EPS 21% 26% 50% 34% 16%
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Major Risks 
Exogenous events could impact our outlook. We believe pharmaceutical 
companies have the least control over competitive, political, and regulatory 
risks. Although we have incorporated competitive assumptions into our 
forecasts, there may be other risks beyond the scope of our analysis. 
Changes in the drug reimbursement system, as well as any political or 
regulatory amendments, may significantly influence the earnings power of 
these companies. 

Actual clinical results and the FDA’s conclusions may deviate from 
expectations. Many of our assumptions are based on a review of incomplete 
clinical trial data available in the public domain. Often, our conclusions are 
drawn from early stage data, which may not be reflected by pivotal studies. 
Furthermore, the FDA’s conclusions may not coincide with our own, 
materially changing our revenue and earnings assumptions. 

Compliance issues, product recalls, and other mandates by regulatory 
authorities could materially change our expectations. Regulatory 
compliance issues, ranging from accounting irregularities to defective 
manufacturing practices, could materially change our assumptions and 
earnings outlook. Unanticipated product recalls and labeling changes could 
also have adverse consequences on our earnings assumptions. 

Legal risks could lead to additional liabilities and revenue loss. In 
addition to the expenses incurred by patent challenges, product liability and 
other legal suits could occur and lead to additional liabilities and revenue 
loss, which could substantially change our financial assumptions. 
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DISCLOSURES: 
ANALYST CERTIFICATION 
The analyst responsible for the content of this report hereby certifies that the views expressed regarding the company or companies and their securities accurately 
represent his personal views and that no direct or indirect compensation is to be received by the analyst for any specific recommendation or views contained in this 
report.  Neither the author of this report nor any member of his immediate family or household maintains a position in the securities mentioned in this report. 
 
EQUITY DISCLOSURES 
For the purpose of ratings distributions, regulatory rules require the firm to assign ratings to one of three rating categories (i.e. Strong Buy/Buy-Overweight, Hold, or 
Underweight/Sell) regardless of a firm's own rating categories.  Although the firm’s ratings of Buy/Overweight, Hold, or Underweight/Sell most closely correspond to 
Buy, Hold and Sell, respectively, the meanings are not the same because our ratings are determined on a relative basis against the analyst sector universe of stocks.  An 
analyst's coverage sector is comprised of companies that are engaged in similar business or share similar operating characteristics as the subject company.  The analysis 
sector universe is a sub-sector to the analyst's coverage sector, and is compiled to assist the analyst in determining relative valuations of subject companies.  The 
composition of an analyst's sector universe is subject to change over time as various factors, including changing market conditions occur.  Accordingly, the rating 
assigned to a particular stock represents solely the analyst's view of how that stock will perform over the next 12-months relative to the analyst's sector universe. 
 
Additional information available upon request. 
 

 # Laidlaw & Co (UK) Ltd. has not provided any investment banking services for the company (ies) mentioned in this report over the last 12 months.    

RATINGS INFORMATION 
Rating and Price Target Change History 

 
Source: Laidlaw & Company  Created by: Blue-Compass.net 

3 Year Rating Change History 
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Laidlaw & Company Rating System* 
% of Companies 
Under Coverage 
With This Rating 

% of Companies for which Laidlaw & Company 
has performed services for in the last 12 months 

Investment Banking Brokerage 

Strong Buy 
(SB) 

Expected to significantly outperform the sector over 12 
months. 0.00% 0.00% 0.00% 

Buy (B) Expected to outperform the sector average over 12 months. 75.00% 28.13% 6.25% 

Hold (H) Expected returns to be in line with the sector average over 12 
months. 3.13% 0.00% 0.00% 

Sell (S) Returns expected to significantly underperform the sector 
average over 12 months. 0.00% 0.00% 0.00% 

 

ADDITIONAL COMPANIES MENTIONED 
 

ADDITIONAL DISCLOSURES 
As of the date of this report, neither the author of this report nor any member of his immediate family or household maintains an ownership position in the securities of 
the company (ies) mentioned in this report. 

This report does not provide individually tailored investment advice and has been prepared without regard to the individual financial circumstances and objectives of 
persons who receive it. Laidlaw & Co (UK), Ltd. recommends that investors independently evaluate particular investments and strategies, and encourages investors to 
seek the advice of a financial adviser.  The appropriateness of a particular investment or strategy will depend on an investor's individual circumstances and objectives.  
The securities, instruments, or strategies discussed in this report may not be suitable for all investors, and certain investors may not be eligible to purchase or participate 
in some or all of them.  This report is not an offer to buy or sell or the solicitation of an offer to buy or sell any security/instrument or to participate in any particular 
trading strategy. 
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Associated persons of Laidlaw & Co (UK), Ltd not involved in the preparation of this report may have investments in securities/instruments or derivatives of 
securities/instruments of companies mentioned herein and may trade them in ways different from those discussed in this report.  While Laidlaw & Co (UK), Ltd., 
prohibits analysts from receiving any compensation. Bonus or incentive based on specific recommendations for, or view of, a particular company, investors should be 
aware that any or all of the foregoing, among other things, may give rise to real or potential conflicts of interest. 

With the exception of information regarding Laidlaw & Co (UK), Ltd. this report is based on public information.  Laidlaw & Co (UK), Ltd makes every effort to use 
reliable, comprehensive information, but we make no representation that it is accurate or complete and it should not be relied upon as such.  Any opinions expressed are 
subject to change and Laidlaw & Co (UK), Ltd disclaims any obligation to advise you of changes in opinions or information or any discontinuation of coverage of a 
subject company.  Facts and views presented in this report have not been reviewed by, and may not reflect information known to, professionals in other Laidlaw & Co 
(UK), Ltd business areas.  Laidlaw & Co (UK), Ltd associated persons conduct site visits from time to time but are prohibited from accepting payment or 
reimbursement by the company of travel expenses for such visits.  The value of and income from your investments may vary because of changes in interest rates, 
foreign exchange rates, default rates, prepayment rates, securities/instruments prices. market indexes, operational or financial conditions of companies or other factors.  
There may be time limitations on the exercise of options or other rights in securities/instruments transactions.  Past performance is not necessarily a guide to future 
performance.  Estimates of future performance are based on assumptions that may not be realized.  If provided, and unless otherwise stated, the closing price on the 
cover page is that of the primary exchange for the subject company's securities/instruments. 

Any trademarks and service marks contained in this report are the property of their respective owners. Third-party data providers make no warranties or representations 
of any kind relating to the accuracy, completeness, or timeliness of the data they provide and shall not have liability for any damages of any kind relating to such data.  
This report or any portion thereof may not be reprinted, sold or redistributed without the written consent of Laidlaw & Co (UK), Ltd.  This report is disseminated and 
available primarily electronically, and, in some cases, in printed form. 

The information and opinions in this report were prepared by Laidlaw & Co (UK), Ltd.  For important disclosures, please see Laidlaw & Co (UK), Ltd.’s disclosure 
website at www.Laidlawltd.com, or contact your investment representative or Laidlaw & Co (UK), Ltd at 546 Fifth Ave, 5th Floor, New York, NY 10036 USA. 

        © 2015 Laidlaw & Co. (UK), Ltd. 
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