ArcticZymes

High-margin supplier

ArcticZymes Technologies is a raw materials producer
for the Life Sciences industry based in Norway. The Stock Exchange OB Match
company sells enzymes with particular properties that

enable the development and manufacturing of cell- & Ticker AZT
gene therapies, RNA therapeutics, and diagnostics. CEO Jethro Holter
Market Cap 4 300 MNOK

Although ArcticZymes is an incredibly interesting
company with bright prospects, | have not added it to Sector Healthcare
the Partnership Investing portfolio yet. | will keep a
close eye on the share price. Perhaps the Market Gods
will offer me a more compelling entry price for this
high-quality Life Sciences company. | wanted to share
this exciting company many investors (even

experienced Life Sciences investors) have probably 4 =S
never heard of. After all, one of the goals of this [ i <
newsletter/blog is to share with you the highest- 5‘

quality companies | find around the world, regardless ‘ B

of size or industry. .

Interesting company

While the exact science of the products ArcticZymes

(AZT) produces might not be in some investors' circle

of competence at first glance, the business model and

competitive advantages of the company are more Partnership Investing
understandable than one would expect. Companies like Twitter: @Partnershiplnv
Givaudan and CHR Hansen are good examples of what
producing a key ingredient in a larger, more valuable
process can do for investors. | believe AZT possesses
similar qualities and combines them with the
advantages of being a key supplier in the Life Sciences
industry. In addition to this, AZT profits from a fast-
growing end-market where they are well-positioned to )
retain a large portion of the value they create. Arctchymes

partnershipinvesting.substack.com

With this write-up, | will attempt to describe the
company, its products, and prospects in a way
generalists will understand.
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Business

AZT is a Business-to-Business (B2B) supplier of raw materials, specifically enzymes, to Life Sciences
companies. It currently counts over 300 customers. Its products are mainly used in the development
and manufacturing of cell- and gene therapies, molecular tools (e.g. PCR-tests, Next-Gen
Sequencing), and RNA therapies. Based in Tromsg, Norway, the company discovered arctic enzymes
in the 1990s with particular heat properties that could be used in various workflows. This was the
start of ArcticZymes Technologies.

Strategic review and divestment of Betaglucans

During the 2000s and 2010s, AZT then named Biotec PharmaCon, focused its efforts on a wound-
healing product named Woulgan. This product was a commercial flop and this unprofitable part of the
business, named Betaglucans, took significant focus and resources away from the very profitable
enzyme business. In 2019, the situation changed after the launch of the Woulgan product failed to
gain traction despite significant investment. The then-CEO left the company and the Betaglucans
business was sold for 70M NOK in 2020. The company adopted the name of the enzyme business,
ArcticZymes Technologies, and focused on becoming a pure B2B enzyme company. The head of the
enzyme business, Jethro Holter was made permanent CEO of the company after starting the
restructuring process as interim CEO in 2019. From the very start, he has stated his optimism and
ambition to make AZT a mission-critical supplier of raw materials to the next generation of therapies.

During his time as head of the enzyme business, Holter oversaw the expansion of the product line,
expansion of the production capacity, and grew the customer base significantly to what it is today.
Jethro Holter's presence as the steward of the company is very positive and he is clearly committed
to fulfilling the potential he saw internally being neglected under the previous management team.

Products

AZT's products essentially remove impurities during the manufacturing process that might interfere
with efficacy or safety. The particular heat properties of the enzymes AZT offers are well-suited to
the manufacturing processes and workflows of upcoming cell- and gene therapies (CGT), RNA
therapeutics, and molecular diagnostics.

The FDA has strict requirements for the maximum number of certain types of DNA in therapies and

tiny amounts of unwanted DNA can cause inaccuracy in diagnostics tools. AZT's enzymes help clean
up unwanted DNA in the manufacturing process or within diagnostics while preserving the quality of
the sample. In addition to cleaning up unwanted DNA, the enzymes can be inactivated through heat.
This particular property provides a more efficient workflow.

g
7
v - - e
s - S - J
/’ = p ~ -
— T, -
e St p’ o7
- = 7



High-margin supplier Kalqyl

To give a comprehensive overview of AZT's products, | will need to explain two things: viral vectors
and PCR.

What is a viral vector? A viral vector is a delivery mechanism (like a syringe, but a biological one) that
contains a gene that will treat a certain disease. The viral vector is an inactivated virus, often
lentivirus or adeno-associated virus. This method is becoming increasingly used to deliver CGT. There
are 25 viral-vector therapeutics in late-stage development and 120 in Phase Il trials as of February
2022. This number is expected to grow significantly over the next years.

Here is a very simple explanation of CGT. This explanation also covers RNA therapeutics:
https://youtu.be/BxEoX6TkitY

What is a PCR? PCR (polymerase chain reaction) is a fast and sensitive method capable of amplifying
small numbers of DNA millions of times over. Many will have heard of PCR due to its use in COVID-19
testing. AZT also profited as some of its enzymes are built in these tests.

Now that we have defined what viral vectors and PCR are, | can give you an overview of AZT's main
products.

Salt Active Nuclease (SAN) - The FDA only allows a certain amount of remaining DNA in the viral
vector delivered to the patient. SAN removes this DNA after heat-activation. Competitor Sigma-
Merck's Benzonase is widely used but not as well suited for gene therapies compared to SAN. SAN
requires no desalination (salt removal) process, unlike Benzonase. Benzonase sells an estimated
$125m a year. AZT is developing variations of SAN suited to certain workflows. Existing variations are
SAN HQ, M-SAN (AAV and lentivirus respectively, 2/3's of the viral vectors used), and SAN 2.0. SAN is
sold to »100 customers.

Cod UNG - Cod UNG is used to prevent contamination of samples by breaking down unwanted DNA in
PCR tests. The Cod UNG enzyme can be activated and inactivated with heat and makes sure the
results of the test are accurate. Cod UNG is especially effective when you want to reuse the PCR
products after the test as it is irreversibly inactivated by heat, avoiding degradation of the product.
Used in tests for HIV, HCV, influenza, and Coronavirus.
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Shrimp Alkaline Phosphatase (SAP) - utilized in clean-up prior to Sanger sequencing and Next-
Generation Sequencing (NGS) processes. SAP represents the Company “s first product which has
been sold since 1995. Even today, SAP still represents the golden standard utilized for enzymatic
clean-up in Sanger Sequencing processes globally. (company's own description)

AZT is constantly working on variations of existing products or new products entirely to address
larger parts of its customers' workflow. AZT is also aiming to develop products specifically suited to
the development of RNA therapeutics, an area they are present in, but where they could deliver much
more value.

The company has stated its goal to use its balance sheet to do M&A. The ideal target would deliver
production capacity and enzymes that are complementary to AZT's portfolio. Given the emphasis on
the M&A goal, | wouldn't be surprised if it happens in the next 12-18 months.

Biomanufacturing and Molecular Tools
AZT splits its business across Biomanufacturing and Molecular Diagnostics.

Biomanufacturing is mostly supporting the manufacturing and development process around CGT and
RNA therapies, which are high-growth areas in the Life Sciences industry. This segment accounted
for 34% of sales but likely will account for most of the future growth.

Molecular Tools serves molecular research and molecular diagnostics. This segment supports sales to
manufacturers of diagnostics tests and companies developing NGS technologies. This segment
accounted for 66% of sales in 2021. The COVID-19 pandemic temporarily increased the demand for
PCR tests. Most of the pandemic is behind us and | expect this segment to grow slower than
Biomanufacturing.

Sales per commercial business
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Source: Company Q1 2022 presentation

Because CGT and RNA therapeutics are such a growth opportunity for AZT, | will highlight the
commercial potential of both.

Page | 4


https://en.wikipedia.org/wiki/Sanger_sequencing#:~:text=Sanger%20sequencing%20is%20a%20method,during%20in%20vitro%20DNA%20replication.

Kalqgyl

High-margin supplier

Cell- and Gene Therapy

Many industry experts and even the FDA expects fast growth in new CGT. With 1000 trials in the
space, the growth expected in the development would multiply this number. The FDA has even stated
to aim for 10 to 20 drug approvals a year by 2025, compared with only a handful approved today.

According to the Alliance for Regenerative Medicine, CGT developers have raised >$22B in 2021.

Rapidly advancing science in the regenerative medicine
field is driving continued investor interest. Developers
raised a record-breaking $22.7B in 2021, surpassing

the previous record of $19.9B set in 2020 by 14%. This
continues a trend of upward growth in recent years, with
investment more than tripling since 2017.

/ 2018 | 2019 | 2020 i 2021

These are the tailwinds AZT is benefiting from and they should do well even if only a part of the
optimism materializes.
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https://www.biopharmadive.com/news/fda-to-bulk-up-cell-and-gene-therapy-staff-growing-with-the-field/546176/
https://www.biopharmadive.com/news/fda-to-bulk-up-cell-and-gene-therapy-staff-growing-with-the-field/546176/
https://www.fda.gov/vaccines-blood-biologics/cellular-gene-therapy-products/approved-cellular-and-gene-therapy-products
http://alliancerm.org/wp-content/uploads/2022/03/ARM_AR2021_FINAL-singles.pdf
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IMPRESSIVE GROWTH FORECAST OVER NEXT FEW YEARS

» The global cell and gene therapy market generated -52.3 billion in 2020 and is predicted to grow at a CAGR rate of
64.0% during the forecast period 2020-2026.

ESTIMATED CELL & GENE THERAPY GLOBAL MARKET SIZE REVENUE (SBN)
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Note: **FDA Commissioner Scott Gottlieb prediction to 2025

Source: BIS research, Evaluate Pharma, Cell&Gene, BDO interviews, research & analysis

Source: Scendea

RNA Therapeutics

The effectiveness of RNA and mRNA therapies to combat the COVID-19 pandemic has brought a lot of
optimism to this market. According to Allied Market Research, the RNA therapeutics market is
expected to be worth $25B by 2030.

Here is a simplified explanation of how the mRNA vaccines work, for example:
https://youtu.be/WOvvygJ-vwo

This is a quick explanation of RNA therapeutics in general. The first two minutes will give you the
basics:
https://youtu.be/SzJirxC4H1s

Page | 6
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https://youtu.be/WOvvyqJ-vwo
https://youtu.be/SzJ1rxC4H1s

Overview of RNA therapeutics as of January 2021:

Drug Type of RNA Company Route of delivery Condition/Disease Status
Nusinersen ASO lons Intrathecal Spinal muscular atrophy FDA approval in 2016
{Spinraza)
Eteplrsan (Exondys 51) ASO Sarepta intravanous. Duchenne muscular FDA approval In 2016
dystrophy
Inotersen (Tegsedi) ASO lanis Subcutanaous Familial armylold FDA approval in 2018
polyneuropathry
Volanesorsen ASO lcmis Subcutansous Familial chylomicronamia EU approval in 2019
(Waylvra) syndrome
Patisiran SIANA Anylam Irtravenous. Polynewcpathy FDA approval in 2018
{Onpattra)
Givosiran SIRNA Anytam Subcutansous Acute hapatic porphyria FDA approval in 2019
{Giviaari)
Cobomarsen miRNA miRagen (Vindian) Infravenous/suboutanecus  Biood cancers Priase |l
IMRG-106)
Remlarsen (MRG-201) miRNA miRagen Intradermal Keloids Phase Il
(Virckan)
MRG-110 miRNA miRagen Irtradenmal Tissue Rapair Phase |
(Virickany)
Pegaptanity (Macugen) Aptamer{RNA}  Bausch + Lomb Irtravires| Maculer Degeneration FDA approval in 2014
Emapticap pegol AptamerRNA)  NOXXON Intrevanous/Suscutanecus  Diabetic nephropathy, Priase Il
{NOX-E36) lung and pancraatic cancer
Olaptesed pegol AptamerRNA)  NOXXON Irtravanous Brair cancer Pnase 141
INOX-A12)
BNT182b2 mRNA BioNTech and Pfzer Irtramuscuar COoviD-19 FDA authorization for
emargency use n 2020
mANA- 1273 mANA Modkena Irtramuscular COovID-19 FDA authoruaton for
emergency use in 2020
CVnCoV mANA CureVac Irtramuscular COVID-18 Pnase Ml
AZDBEN mANA Moderna/Astrazensca Epicardial Ischeamic heart dsease Phase Il
mMANA-1647 mANA Moderna Irtramuscular Cytomegalovirus infection Phase I
P-BCMA-101 mANA Poseida Irtravenous Mutiple myeloma Phase il
mMBNA-4157 mENA Moderna Intramuscular Cancer Prase Il
mMBNA-3704 mENA Moderna Intravanous Mathykmalonic aciduria Phase I
MRTS005 mANA Translate Bio Irhalation Cystic Fibrosis Pnase /1|
mANA-2416 mANA Moderna Intratumoral Sokd tumors/ Phasa 141
lymphoma/advanced
ovarian carcinoma
BNT131 (SAR441000) mEANA BioNTecty Irtraturmorad Advanced melanoma Priage VI
Sano/Genmab
Descartes-08 mANA Carteslan Irtravanous Generalzed myasthenia Phase /I
gravis
BNT122 mENA BioNTech Intravanous Sobd tumors Pnasae /Il
mANA-2752 mANA Moderna Irtratumoral Sold tumnors Phase |
MEDI1 191 mENA Moderna Intratumoral Sobd tumors Pnase |
MANA- 1044 mENA Moderna Intravenous Chikungunya infection Phase |
cvs102 mANA CureMac Irtratumoral Sobd tumors Phase |
ARCT-810 MENA Arctrus Irtravanously Ursa disorder Pnase |
cvr202 mENA CureVac Intramuscudar Rabes Prase |
mANA- 1893 mANA Moderna Intramuscular Zka Phase |
cvee0n2 mENA CureVac Irtradenmal Non-small cedl lung cancer Prase |
mMANA-567 1 mANA Moderna Intravenous Cancer Pnase |
BNT111 mANA BioNTach Intravanous Advanced Melanoma Phase |

The table surmmarzes information avalatie at CinicalTrials. gov (htips//clinicattrials gov/) as of January 26, 2021. ASO, antisense ohgonucieotide; sIRNA, small interfering

Source: The Limitless Future of RNA Therapeutics, Damase et al

Much like CGT, the amount of RNA and mRNA therapeutics is set to grow, and AZT is building
products to integrate into the manufacturing workflows. AZT expects to release its first RNA-focused
enzyme in 2023.
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Competitive advantage

Switching costs: AZT is involved very early in the development process. Once
its enzymes are embedded in the workflow, it is very difficult to change. The
entire workflow would have to be adapted to compensate for the
removal of AZT enzymes and this new workflow must be approved by
the FDA and not adversely affect efficacy or safety. In general, once
an enzyme is chosen in the development process, it will be sold for
5-10 years.

(]
It becomes exponentially more expensive and cumbersome the R t
further along the therapy is in clinical trials or even after approval as manufacturing facilities have
been set up. This makes AZT's products extremely sticky and provides similar pricing power as CHR
Hansen or Givaudan.

High barriers to entry: Not only would a competitor need to solve a problem better or, at the very
least, as well as AZT's enzymes, but a competitor would need to foster the same customer
relationships as AZT and get the proper ISO certifications. AZT has reqular audits by potential and
existing customers to determine if they are compliant with current good manufacturing practices
(cGMP). This requires significant investment in state-of-the-art manufacturing facilities and
expertise/know-how throughout the organization.

Intellectual property: The enzymes AZT produces are patented and cannot be exactly replicated by
competitors. The unigue heat properties are what make those enzymes so uniqgue and well-suited for
cleaning up unwanted DNA. A competitor would have to try to work around these patents but keep
the desirable heat properties that are unigue to those arctic enzymes.

Management and Ownership

The company is led by CEO Jethro Holter. As mentioned earlier, he was the head of the enzyme
business since 2015. Under him, the company was able to deliver new products while the focus was
mostly on the underperforming Betaglucans business. Since he took over as interim CEO in 2019 and
permanent CEO in 2020, the company has executed its production expansion plans and has signed
significant supply agreements with large life sciences companies.

CFO Bgrge Sorvoll has been with the company since 2014 and has led the divestiture of the BG
business.

Both managers, as well as the Director of R&D Olav Lanes, have stock options. These options have a
strike price of 89 NOK per share and can only be exercised in 2025-2026. This amounts to multiples
of their yearly salary and other incentives are focused on the release of new products, EBITDA, and

other commercial milestones.

CEO Jethro Holter currently owns 80.000 shares, or about 5.6M NOK, and has 170.000 options he
can exercise in 2025. This is a multiple of his yearly salary if the shares were to perform well. This is
decent, although not exactly owner-operator skin-in-the-game.
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AZT's Board does not have as much skin in the game as | would like. Although the Board's
remuneration is not excessive, Board members barely have more shareholdings than management.
However, they have very relevant experience in the Life Sciences industry. Chairman Dr. Marie
Ruskrow also has very relevant Finance experience as she was an investment banker at Lazard for 8
years in addition to a long career in Life Sciences.

Most large shareholders are Nordic banks. Other large shareholders are private investors. | see a
significant opportunity for institutional investors to discover AZT over the next few years as its
guality and role in the growing Life Sciences sector becomes apparent.

Financials

AZT is a very profitable company. The Gross Margins are 97-99% and the growth in the business has
outpaced the investments in Operational Expenses, resulting in EBITDA margins of >50% over the
last 2 years with excellent cash conversion. With such Gross Margins, growth outlook, and scalability
in the business, | would expect some margin expansion potential even with investments in R&D (40%
of staff is R&D).

Key financial figures:

40 515 22 054 +84 % 127 970 93 449 +37%
41 190 24013 +72% 131 048 97823 +34%
18 369 16 617 +11% 65 539 51 260 +28 %
20 849 6814 +206 % 61623 45 432 +36%
19977 6 156 +224 % 58 432 42793 +37%
13 964 73419 -81% 60 246 108 515 -44 %

Note. all financial figures for 2020 are excluding discontinued operations (Biotec BetaGlucans)

Source: Company Q4 2021 report

For 2022, the company targets 155M NOK in sales. The long-term sales target of 350M NOK in 2025
implies ~30% annual growth. This growth target only consists of organic growth, underpinned by the
growing Life Sciences market and the faster-growing sub-market AZT serves.
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Outlook 2022 and Beyond Annual Sale Target

* The Company outlook for 2022
» Annual sales target of NOK 155 million

Quarterly fluctuations will continue

* Lower contribution from coronavirus-related sales
Quarterly Rolling 12 Month Sales
* Expanded innovation activities into the Oslo region ™ y e .
(

Further new product launches and upscaling

* Continue to invest in talent acquisition to support
short- and long-term organic growth

(MNOK)

ME&A activities will be a priornity and with a goal to

[
(
(
i
{
secure a deal within 2022 (
(
(

* Longer-term outiook

Last 12 month rovenues

The goal is to realise an annual sales potential of
NOK 350 million by 2025 through organic growth
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Source: Company Q1 2022 presentation

To address potential questions about the COVID-19 benefits the company might have enjoyed, | will
add a chart of the historical performance of the enzyme business before the divestiture of
Betaglucans.

The enzyme business has shown decent performance in the past
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-20

s Enzymes sales EBITDA

Source: Company Annual Reports
Source: Pareto Securities Equity Research

As you can see, the enzyme business has been very profitable for a while. Since 2020, the company
has consistently disclosed what part of sales is related to COVID-19.
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A decent percentage of sales is related to COVID-19. Management expects some of this revenue to
stay as people still need to be tested and tests are used to identify new variants. However, the growth
trend ex-COVID-19 is clear, the company is growing, and the long-term targets solely rely on growth
from other organic sources.

It is not often that you encounter a business with so many tailwinds and this margin profile. With a
TAM of tens of billions of dollars, a unique product that adds significant value, and clear competitive
advantages, it is difficult to see how AZT can't capture a large amount of the value they create.

Valuation

AZT's market cap is currently 4.3B NOK and has about 200M NOK in cash, which equals to roughly an
EV/EBITDA multiple of 37x next year's EBITDA (2023 EBITDA is expected to be ~110M NOK). When
looking at the sales target of 350M NOK in 2025 and applying a 55% EBITDA margin, AZT currently
trades at 21x the estimated 2025 EBITDA.

This is not cheap, but should it be? After all, AZT has the opportunity to grow fast for the next
decade, if not longer. It is not uncommon to see high-quality Medtech/Life Sciences companies trade
at high multiples if their growth is durable and the profitability remains intact. What multiple of
EBITDA should AZT commend if it executes on its goals, and it can keep delivering premium
growth/profitability beyond 20307

I'm not sure | have the answers to this question. What | know is that if AZT can grow its revenue at a
20% CAGR from 2022 until 2030 (something AZT would find disappointing, sell-side estimates this
would look more like 25-30%) and its margins stay intact (50-55%), AZT would do ~335M in EBITDA
in 2030. Businesses with deep embedding in high-value workflows like CHR Hansen, Givaudan, and
West Pharmaceuticals trade at 25-30x EBITDA with growth rates below 10% per annum. Now, these
are very high-quality companies with incredibly durable and predictable business models, but | do see
lots of similarities between them and AZT.
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| find there are compelling reasons to underwrite such a trajectory, but | also believe there are
probably more interesting opportunities out there that require less confidence in fast growth in the
far future.

Conclusion

ArcticZymes Technologies is one to watch. It is experiencing explosive growth with its established
product lines and balances this with incredible profitability and cash generation. The end-markets it is
serving are at an inflection point and the customers AZT serves focus on efficiency, quality, and
relationships instead of price. AZT is led by a CEO that recognized the hidden value in the enzyme
business and now leads it free of distraction (similar to Naked Wines). With ambitious goals, a cash-
generation machine, and a strong balance sheet, it is now up to him and his management team to
execute this vision. Becoming a true picks-and-shovels provider to the next generation of therapies is
likely to be a very profitable endeavor for AZT. The results for shareholders will depend on how
profitable it can become, top-line growth over the next decade, and the price they pay for it.

Disclaimer

Nothing you read on Kalgyl.se should be viewed as investment advice. Further, some of the research
presented in the article can be wrong or not up to date. The writer own shares in the company.
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