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Verona Pharma*: Year End Trading Update - Buy at 15.875p with 
a 38.2p target price 

Verona Pharma the respiratory and 
inflammatory diseases drug discovery and 
development Company has today 
released an end of financial year trading 
update which confirms that it is on track to 
deliver the stated business plan. 

The company successfully raised £2.8 
million (net of expenses) during December 
and this further strengthened an already 
strong balance sheet. We estimate the 
company closed the year with a net cash 
balance of £3.7 million, which is more than 
sufficient to secure the first licensing 
agreement (for RPL554) and actively fund 
the development of VRP700. 

On 8 January 2010, Verona received the 
final quality assured study report for RPL554 
from the Centre for Human Drug research 
at Leiden University for the phase I/IIa trial 
of RPL554; the company's novel asthma 
and allergic rhinitis (hay fever) treatment. 
This report further strengthens the 
company's hand in ongoing licensing 
discussions with major pharmaceutical 
companies with expertise in the respiratory 
area, particularly those with good inhalation device and formulation skills. 
We continue to anticipate a licensing agreement during 2010. 

Development work on Verona's other compounds continues and as a result 
of the collaboration work with GlycoMar in the NAIPS area, four new 
composition of matter patents have been filed further strengthening the 
company's intellectual property portfolio. These novel products have been 
identified from a number of marine sources that have shown significant 
anti-inflammatory activity with clinical potential. 

Meanwhile the company has prepared regulatory documents for 
submission to the EU, as well as national and local authorities in Italy, for a 
clinical proof of concept trial to commence during early 2010 for its novel 
cough suppression compound, VRP700. The trial, if successful, will result in a 
sustained programme designed to maximise VRP700's clinical value as well 
as to discover a new generation of compounds with similar mechanisms of 
action. 
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We continue to value this company on the basis of a conservative 
Discounted Cash Flow model, which assumes positive Stage 1-3 data and 
commercialisation of only one product by 2016, RPL554. However in terms 
of medium term revenues from the lead product, we anticipate a £10 
million upfront payment and milestone payments totalling £50 million over 5 
years (but these could be up to £100 million and possibly over 4 years not 
5). In addition, our valuation assumes that RPL554 captures 7.5% of a £12 
billion market and Verona earns an 8% royalty on those sales. Having risk 
weighted these assumptions at 70% to allow for the relatively early stage of 
development we are maintaining our estimate of Verona's Net Present 
Value at 38.2p. 

However, we will reduce this discount rate once a partner for RPL554 is 
secured, which would increase materially our estimate of the NPV. 
Furthermore, our target price attaches little value to the other less 
advanced compounds within the portfolio, which could, in due course, be 
equally as significant. 

Consequently, with the shares trading at 15.875p, and with our risk adjusted 
DCF target price of 38.2p, we reiterate our recommendation of BUY. 

 
 

Forecast Table 

*Verona Pharma is a corporate client of Bishopsgate Communications which is owned by 
RSH the ultimate owner of GE&CR. RSH owns shares in Verona. 

Year to 31 Sales Pre-Tax Earnings Per Price Earning Dividend Yield
December (£m) Profit (£m) Share (p) Ratio (p) (%)

2007A 0.00  (1.22) (0.84) N/A 0.0 0.0
2008A 0.00  (1.34) (0.66) N/A 0.0 0.0
2009E 0.00  (1.48) (0.68) N/A 0.0 0.0
2010E 10.00  8.54 3.58 4.4 0.0 0.0

This research note cannot be regarded as impartial as GE&CR has been commissioned to produce it by 
Alliance Pharma, it should be regarded as a marketing communication. 

The information in this document has been obtained from sources believed to be reliable, but cannot 
be guaranteed. Growth Equity & Company Research is owned by T1ps.com Limited which is 
commissioned to produce research material under the GE&CR' label. However the estimates and 
content of the reports are, in all cases those of T1ps.com Limited and not of the companies concerned. 

This research report is for general guidance only and T1ps.com Limited cannot assume legal liability for 
any errors or omissions it might contain. Readers of this report should also be aware that because this 
research is not independent that there is no prohibition on dealing ahead of the dissemination of it.  

The value of investments can go down as well as up and you may not get back all of the money you 
invested; You should also be aware that the past is not necessarily a guide to the future performance. 
Finally, some of the shares that are written about are smaller company shares and often the market in 
these shares is not particularly liquid which may result in significant trading spreads and sometimes may 
lead to difficulties in opening and/or closing positions. Before investing, readers should seek professional 
advice from a Financial Services Authorised stockbroker or financial adviser. 

T1ps.com Limited is authorised and regulated by the Financial Services Authority (FSA Registration no. 
192801) and can be contacted at 5-11 Worship Street, London, EC2A 2BH email philip.morrish@gecr.co.uk 
- fax 020 7628 3815 - tel 020 7562 3362 


