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holds an MSc in Finance and Banking from the Athens University of Economics and Business.
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Compelling fundamentals up against macro headwinds

The biotechnology asset class has been one of the outstanding investment trust
sectors over the last decade, with the companies initiated here generating average
NAV total returns of 15% pa. Consensus across the board is that the long-term
fundamentals are compelling. On the supply side, scientific innovation - such as
mRNA-based vaccines, gene therapy, and multivalent antibodies and cell
engagers — continues to drive the performance of successful biotech companies.
The demand side is highly defensive and agnostic to where we are in the economic
cycle; people continue to get sick and will prioritise their health over most
discretionary and luxury spending.

Berenberg view: Despite the strong fundamentals and impressive long-term
returns, sentiment towards the biotech sector is more cyclical in nature and
investors are clearly grappling with the sustained sell-off we are witnessing.
Negative developments around inflation, rising interest rates and geopolitical
uncertainty have all been material headwinds to longer-duration, riskier assets and
it looks likely that these will continue in the mid- to near term.

While share price performance over the past year has been painful for investors
(peer group average: -24%), biotech valuations have subsequently come down to a
more reasonable level and we view M&A activity and headline clinical readouts as
potential support for investor sentiment in 2022. While the stellar year biotech
enjoyed in 2020 generally saw a “rising tide lift all boats” (ie it lent well to a passive
strategy), that is not currently the case, and investors will now have a bias towards
quality and place significantly higher scrutiny on emerging biotech prospects. We
therefore believe that an active management approach is crucial and take comfort
in the experience and longer-term track record of the respective investment
managers covered in this note.

HBM Healthcare (HBMN) is a CHF1.9bn Swiss-listed investment company that
focuses on investing earlier on in the value-creation cycle, typically into private or
small cap public companies with an emphasis on biotech. We believe HBMN’s
private equity exposure (36% of portfolio) sets it apart by generating consistent
positive returns whilst also serving as an invaluable ballast to public market
volatility. HBMN has generated +20% pa total returns over the last decade,
outperforming the index by +6% pa — thus, HBMN is our preferred pick.

International Biotechnology (IBT) is a £276m London-listed investment company
that has generated NAV total returns of +14% pa over the last decade. For investors
looking to gain exposure to the sector but are cautious about the ongoing
uncertainty, we believe it is the most appropriate play. We note that IBT’s risk-
mitigation approach has worked - IBT’s shares exhibit the lowest volatility of peers
and has experienced the least severe sell-off YTD (-7% vs. peer group avg. -16%).
Biotech Growth (BIOG) is a £339m London-listed investment company that has
strategic overweights in emerging companies and emerging markets such as China.
Whilst BIOG’s strategic overweights have paid off in recent years (NAV returns of
+19% and +55% in 2020 and 2021), performance has suffered of late as small-cap
biotech and China materially underperformed. Over 10 years, BIOG has generated
NAV total returns of +12% pa.

BB Biotech (BION) is a CHF3.2bn Swiss-listed investment company that takes a
highly concentrated approach, investing into 20-35 small and mid-cap companies
and typically holding them for the longer-term. This approach has generated
impressive returns over the longer term (+16% pa over the last decade). However, we
calculate BION has been underperforming the benchmark on a one-, three- and five-
year view and thus cannot currently justify BION’s 26% premium to NAV.

HBM Healthcare
Investments (HBMH SW)

Share price CHF 272
Market Cap

CHF1.9bn

Premium to NAV:

0.4%

29/06/2022 SIX Swiss Close

International Biotechnology
Trust (IBT LN)

Share price GBp 674
Market Cap £276bn

Discount to NAV: -1.4%

29/06/2022 London Close

Biotech Growth Trust
(BIOGW LN)

Share price GBp 820
Market Cap £339m

Discount to NAV: -
5.0%

29/06/2022 London Close

BB Biotech (BION SW)

Share price CHF 57
Market Cap

CHF3.2bn

Premium to NAV:

26%

29/06/2022 SIX Swiss Close
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Despite poor ytd performance, long-term returns are
compelling

In general, closed-ended biotech funds and the wider biotech sector have underperformed,
both on an absolute and relative basis, since the start of 2021. This drawdown has been even
more severe in 2022 ytd, with all funds posting negative NAV total returns between -7% and
-24% (compared to the benchmark -10%).

Negative developments around inflation, rising interest rates, geopolitical uncertainty and
the “hot air” coming out of the biotech sector following a stellar 2020 have all been
headwinds and ultimately led to the ongoing weakness we are witnessing. While we have
previously concluded that the wider healthcare sector is a “whatever weather winner” (see
note here), investor sentiment around the biotech sector is particularly cyclical in nature —
longer-duration, pre-revenue companies will inevitably experience periods of heightened
share price volatility during risk-off periods.

Figure 1: Long-term returns are strong, even after weak ytd performance

20% pa

20% 14% pa 14% pa 16% pa
15%

10%

12% pa

-19% -20%

-24%
IBT INDEX S:HBMN S:BION BIOG
H2022YTD MW10Y annualised total return

Source: Company data, Datastream. Note: All data is to closing price at 29 June 20 22 apart from HBMN which is data
to 31 May 2022

Crucially, though, consensus across the board is that the long-term fundamentals
underpinning the biotech sector remain very strong — this is driven by continued scientific
innovation and societal secular demand that is agnostic to where we are in the economic
cycle. In an inflationary environment where prices are rising and disposable income is
falling, we expect healthcare spending to remain defensive and at the top of consumers’
agenda. Our dedicated biotech analysts (see note here) believe that there is a very strong
pipeline of drugs based on compelling science making their way to the marketplace in the
coming years and “companies who develop these drugs will generate positive cash flows;
and investors who can identify the opportunities and stay ahead of the curve will likely be
rewarded with attractive returns”.

For ytd 2022, it is clear that the macro headwinds are overpowering the strong fundamentals
(Figure 1) and we believe this could continue in the near term as investors flight-to-safety.
Thus, continued volatility and share price falls are not unlikely in such a high risk/high
reward asset class. However, biotech valuations have come down to an increasingly
reasonable level relative to multiples seen over the past decade (Figure 2) and, in extreme
cases, around 20% of the NASDAQ Biotechnology Index is trading for less than cash. This is
despite the fundamentals remaining strong and scientific innovation continuing at pace -
there has been a record number of FDA approvals of late. We therefore believe that for
investors with a long-term view, current valuations will begin to offer opportunities, and we
remind investors that in the last 10 years, the XBI (SPDR S&P Biotech ETF) has outperformed
the S&P for seven of those years. Over that same period, the four biotech funds we cover have
generated attractive double-digit annual returns (Figure 1) between +12% and +20% pa — for
more contrarian investors, in the current climate, we believe that exposure to the biotech
sector should not be overlooked.

Macro headwinds led to
ongoing weakness currently
witnessing

Long-term fundamentals
underpinning biotech sector
remain very strong

Headwinds likely to
continue; however,
valuations have come down
to long-term average
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Figure 2: XBI two-year forward price/sales (March 2002-March 2022)
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Source: Bloomberg, Berenberg Capital Markets

We feel an active management approach is particularly important in the current market. Active management approach
Given current macro headwinds, careful judgement when picking high-quality names with particularly important in
nearer-term catalysts could generate significant alpha relative to the benchmark. Ultimately, current market

managers who are able to identify the right opportunities will be rewarded with attractive
returns that outweigh any negative impact of inflation and interest rates on growth equities.
While the stellar year biotech enjoyed in 2020 generally saw a “rising tide lift all boats” (ie it
lent well to a passive strategy), that is not currently the case, and investors will have a bias
towards quality and place significantly higher scrutiny on emerging biotech prospects.

Possible catalysts for a rebound in biotech sentiment

While acknowledging that investor sentiment towards the biotech sector is currently low Investor sentiment is low but
and may remain so in the near to mid-term, we ultimately believe that the fundamentals believe fundamentals are
behind biotech remain compelling and thus any continued weakness in valuations will only compelling

make the sector more attractive for long-term investors. On the supply side, scientific
innovation continues to drive the performance of successful biotech companies - these
include mRNA-based vaccines, gene therapy, cell therapy, nucleic acid therapies
(DNA/RNA), and multivalent antibodies and cell engagers. On the demand side, regardless
of where we are in the economic cycle, people continue to get sick and continue to prioritise
their health over most discretionary and luxury spending.

Our Berenberg biotech analysts (see note here) note that M&A, drug approvals and a broad
market recovery are cited by surveyed investors as the top factors which will likely turn
biotech sector performance around in 2022 (Figure 3).

Figure 3: Top factors that may turn the biotech sector around

What factors may drive the biotech sector back on track?

12
10
I |
4
3 3
II|II1‘
- . N N BN NN .

Number of votes

M&A activity More drug Broad Other More In-person End of IPO deals
approvals market supportive medical and COVID-19
recovery policies investor pandemic

conferences

Source: Berenberg Capital Markets

With macro headwinds (ie inflation and rising interest rates) likely to continue in the mid-
to near term, we believe M&A is likely to serve as a key catalyst for the wider biotech sector.
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As explained in our healthcare initiation (see note here), “big pharma” companies must
continually replenish their pipeline through internal (R&D) and external (M&A) investment
to ensure future prospects as patent protection on existing drugs expire. An analysis of the
cash positions of the pharma sector highlights that there is significant unallocated dry
powder which is expected to be used towards M&A.

With small and mid-cap biotech valuations continuing to fall, this only makes M&A more M&A likely to support
attractive to the larger-cap players. At a high level, any uptick in M&A should drive investor Investor sentiment
interest in the biotech sector while generating attractive uplifts (between +45-90%) to the towards sector

share prices of target companies (Figure 4).

Figure 4: M&A deal size and premium, 2011-22
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Source: FactSet, Berenberg Capital Markets
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Introduction to four biotech companies

Figure 5: Premium/(discount) (%), three-year NAV total return (%) and market cap on 29 June 2022
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Source: Company data, Datastream
Figure 6: Key data on IBT, BIOG, BION and HBMN
International ) )
Name . Biotech Growth BB Biotech HBM Healthcare
Biotechnology
Ticker IBT BIOG BION HBMN
Listing Year 1994 1997 1993 2001
Listing Currency GBP GBP CHF CHF
Year End 31-Aug 31-Mar 31-Dec 31-Mar
Long-term capital growth by Long-term capital gains with
investing primarily in biotech The investment company’s  investments in private and
and other life sciences Capital appreciation through  objective is to generate public companies in the
Objective companies that are either  investment in the worldwide = attractive and competitive human medicine,

quoted or unquoted and
possess potential for high

biotechnology industry

capital growth in the long
term

biotechnology, medical
technology and diagnostics

growth sectors, and related areas.

Investment Manager SV Health Managers OrbiMed Capital Bellevue Asset Management HBM Partners
Market Cap (m) 276 339 3180 1897
Premium/(Discount) to NAV (%) -14 -5.0 259 0.4
Share price TR, 1Y -3 -41 -30 -21
Share price TR, 3Y 18 9 2 67
Share price TR, 5Y 36 7 26 183
Benchmark NASDAQ Biotechnology NASDAQ Biotechnology NASDAQ Biotechnology NASDAQ Biotechnology

Index (£) Index (£) Index Index
Number of holdings 87 70 31 60-80

Dividend policy

4% of NAV pa bi-annually

Dividends, if any, likely to be

5% dividend yield on volume
weighted average price of

3-5% yield target pa on

small shares in December of closing share price
respective year
Current leverage (%) 12% 4% 13% 11% net cash
Leverage limits (%) 30% 20% 15% 20%
Ongoing charges 14% 11% n/a n/a
0.65% of NAV plus 0.3% on
Management Fees 0.9% of NAV MU EEp O All-in 1% QS EIERAEER plE
between 500m-1bn; and 0.1% 0.75% on market cap
over 1bn
Quoted: 10% of
outperformance over 0.5% 15% of increase in NAV
Performance Fees hurdle. Unquoted: 20% of net  15% of any outperformance All-in 11% above high water mark

realised gains; no
performance fee on SV Fund
\i

over the benchmark

provided increase is more
than 5%

Source: Company data, Datastream
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Earlier-stage companies increase risk-reward

It is often unquoted or earlier-stage companies that can provide investors with access to Earlier-stage companies can
highly dynamic investments with the potential to yield greater financial returns. Emerging yield greater financial returns
biotech companies are responsible for c70% of new drug approvals in the US and generate a

return on R&D nearly 5x greater than that of larger-cap, multinational pharmaceutical

companies’.

While the potential for returns is very high, the probability of a new drug successfully Likelihood of progressing
making it through all clinical trials is very low (Figure 7) — therapeutic areas such as oncology through all clinical trials is
have a 3% success rate of progressing through all clinical trials, with the overall probability low

that a new drug makes it through all clinical stages at 14%. The funds we cover will actively
manage their holdings to avoid binary event exposure (such as an important clinical trial
outcome or a regulatory decision on a new drug) and can focus their investment on
companies with meaningful clinical data and innovative products that address areas of
unmet medical need.

We believe funds that can successfully invest in earlier-stage companies will have a higher
chance of mitigating the negative impact of high inflation and rising interest rates —
innovative platforms or drug candidates that successfully reach the market will have strong
pricing power given their ability to solve an unmet medical need.

Figure 7: Probability of success by clinical trial phase and therapeutic area

Therapeutic Area P1to P2 P2 to P3 P3 to Approval Overall
Oncology 58 33 36 3%
Metabolic 76 60 52 20%
Cardiovascular 73 66 62 26%
Central Nervous System 73 52 51 15%
Autoimmune/Inflammation 70 46 64 15%
Genitourinary 69 57 67 22%
Infectious Disease 70 58 75 25%
Ophthalmology 87 61 75 33%
Vaccines 77 58 85 33%
Overall 66% 49% 59% 14%

Source: Chi Heem Wong, Kien Wei Siah, Andrew W Lo. “Estimation of clinical trial success rates and related
parameters”. Biostatistics 20(2): April 2019, pages 273-286

HBMN our preferred pick for private equity exposure

We believe that access to unquoted, typically illiquid companies is a key benefit of the HBMN our preferred pick for
permanent capital structure of closed-ended funds. If executed successfully, meaningful unquoted exposure

alpha can be generated relative to the index (which only consists of public companies).

Furthermore, a higher weighting to unquoted investments can reduce NAV volatility during

periods of heightened public market volatility.

Figure 8: Private equity exposure across funds

40%
35%
30%
25%
20%
15%
10%

5%
- I

S:BION BIOG IBT S:HBMN
B Directly held unquoted Unquoted funds

Source: Company data. Note: BION data as of 31 May 2022; BIOG (31 March 2022); IBT (31 May 2022); and HBMN (31
March 2022)

! Cultivating Economic Growth in the Biotech Sector - https://blogs.worldbank.org/health/cultivating-
economic-growth-biotech-sector
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While HBMN invests in both private and small cap (under $2bn) public companies, we feel it
is its expertise and focused investing in later-stage private companies that sets it apart.
HBMN has been investing in private companies for over 20 years, and in the past five years,
it has achieved 27 IPOs at an average uplift of 2.4x.

For example, HBMN first invested 2% of NAV into Cathay Biotech in May 2006, when it was
still private. Cathay is a synthetic biology company and is potentially the first company with
a commercial-scale production of bio-based diamine 5 (meaning it is made from renewable
plant materials and its carbon content is derived 100% from renewable resources).

HBMN achieved a 14.0x uplift upon Cathay’s IPO (unrealised return on invested capital) and
we note that such a large uplift has meant that even with current public market weakness
(Cathay is down c-23% since its IPO), HBMN is still sitting on significant realised and
unrealised gains. We view this as a key differentiator for HBMN as management is therefor
under less pressure to exit positions if they trade on depressed levels and can take a much
longer-term view on companies where fundamentals and rationale remain intact.

Across HBMN’s wider portfolio, management notes that it is still sitting on multiples of
around 2x on positions (blend of realised and unrealised return on invested capital), even
where the share prices have lost 60-70% since their IPOs. Management constantly reviews
the investment rationale and if it is valid, will stay invested, noting that value creation often
occurs 2-3 years after the IPO.

At c36% of the portfolio, HBMN has the highest exposure to unquoted investments out of our
peer group (Figure 8). Over time, management would expect a roughly 50/50 split between
quoted and unquoted investments, and informally will not look to increase unquoted
exposure any higher to avoid restricting flexibility given higher outstanding commitments.
While 28% is in direct private investments, 8% is via private equity funds where HBMN can
rely on partners 1) in geographies where it does not have a physical presence (such as India
and China); 2) with dedicated expertise (such as genomics); and 3) where investment size
falls outside HBMN’s core focus (early-stage med. tech). At the same time, HBMN will also
benefit from co-investment rights.

Figure 9: Private and ex-PE positions have generated consistent positive returns across the years at
HBMN, even when public markets were down

100% ——

80%

60%

40%

20% - .
_28;: T o - - i - -
-40% —

-60% -

-80%
201314 2014/15  2015/16 2016/17 2017/18 2018/19 2019/20 2020/21 2021/22

M Private & ex-private B Funds Public B Other

Source: Company data

As we can see in Figure 9, HBMN’s focus on unquoted investments has provided consistent
positive returns and also served as an invaluable ballast to public market volatility over the
years. This highlights the USP of HBMN relative to other mandates more solely focused on
public markets, as HBMN can meaningfully pivot its allocation to public and private markets
depending on where it sees the most attractive investments.

BIOG and IBT have sub-15% private equity exposure

The unquoted exposure for BIOG and IBT is materially lower than HBMN (Figure 8), with
both having limits and target ranges up to 10% of GAV and 15% of NAV. While BION can
invest up to 10% in private holdings, it does not currently have any exposure to unquoteds,
believing that it can find adequate opportunities in the public space at attractive valuations.

HBMN has expertise and
track record investing in
unquoteds

HBMN sitting on realised
and unrealised c2x return
even after public valuations
fallen

HBMN 36% unquoted
exposure

HBMN’s unquoted exposure
ballast to public market
volatility

10
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In 2016, IBT’s strategy changed to cease direct investments into new unquoted holdings and
instead focus on investing via unquoted funds. We believe this strategy change fits well with
IBT’s risk-minimisation approach, as it will enable a broader and more diversified exposure
to the unquoted opportunities that exist. IBT currently has ¢7% invested in a venture capital
fund, SV Fund VI (Figure 8), which invests across three sectors: biotech, healthcare, and IT
and medical devices. SV (the manager of IBT) has developed a strong track record over the
past three decades, investing more than $650m into early-stage biotech, and this has been
reflected in SV Fund VI, which has delivered an IRR of 23% pa since its first investment in
2016.

We would expect IBT’s unquoted portfolio to exhibit less volatility than BIOG’s, as BIOG
selectively invests in crossover investments?. BIOG’s c9% exposure to unquoted is
predominantly via direct unquoted holdings with three private investments totalling 8.2% of
NAV and 0.4% of NAV invested in OrbiMed Asia Partners Fund. With depressed valuations
in SMID cap biotech names, BIOG is actively monitoring potential investments in quality
assets at lower-than-usual valuations.

Difficult private market currently — quality is key

Clearly, the favourable biotech IPO backdrop we witnessed in 2020/early 2021 has since
reversed heavily. In general, we would expect unquoted companies to face greater
headwinds when looking to finance or exit (through an IPO or trade sale), given investors
are placing increased scrutiny on longer-duration assets. Thus, we would encourage caution
in an environment where we see increased write-downs in private assets in the coming
months. To combat this, we anticipate management focusing on quality unquoted
companies with strong financials and product pipelines across our coverage.

For HBMN'’s higher-conviction private and ex-private positions, management looks to de-
risk holdings by placing significant importance on companies being well-financed with
products already on the market and generating substantial revenue growth. These include
Cathay (20% of total assets at 31 March 2022), Harmony Biosciences (8%), Swixx BioPharma
(7%) and Neurelis (2%). Management expects these companies will thus have less pressure
on valuations as they have less of a need to raise capital or can do so from a position of
strength. It is only in HBMN’s smaller positions (c1-2% of NAV) that management is
comfortable being exposed to higher risks around regulation, clinical data and
commercialisation factors.

Equally, IBT’s unquoted investments are focused on high-quality private companies with
strong syndicates and a long-term horizon. Management places the ability to successfully
achieve future financing requirements as central to unquoted investments and focuses on
ensuring that the companies it invests in have multiple potential financing possibilities
beyond the public markets. Adequate diversification in IBT’s unquoted portfolio is key to
addressing market fluctuations, with investments across SV Fund VI, the legacy portfolio of
individual unquoted investments, and BCOF (a new fund at SV that IBT is investing in and
can utilise to exploit the opportunities that have arisen after valuations have become
depressed).

2 Crossover investments consist of investing in the later-stage financing rounds, typically before an IPO,
and utilising the investor’s expertise to help unlock any value when looking to list. Crossover investors
thus gain access to a private company before it goes public, typically at a discount to the IPO price.

IBT invests in unquoted
mainly through funds

Headwinds in private biotech

markets — quality is key

n
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Small cap stocks have suffered in risk-off backdrop

The current risk-off environment has been particularly difficult for smaller-cap biotech
companies that are still in the riskier development stage of the business cycle and have yet
to generate revenues. Instead, investors have favoured larger-cap biotech companies that
embody the more defensive growth qualities healthcare can offer - this includes surplus FCF
generation (dividends and M&A), strong balance sheets (lower leverage means lower interest
rate sensitivity), high operating margins (pricing power) and growth.

Figure 10: Divergence in the performance of large, mid- and small cap biotech companies

v V\I\W

Market Cap Breakdown w
{As of 31 March 2021) BIOG Benchmark Delta

Large Cap (>$10bn) 26% 50%

Mid Cap ($2-10bn) 22% 29%

Small Cap (<$2bn) 51% 13% 8%

Snapshot expostre as of 31 March 2021, TNAV Exposure of BIOG portfolia v Benchmark, excluding private securiies.

-60%
Mar 2021

Apr 2021 May 2021 June2021 July2021 Aug 2021  Sep 2021 Oct2021  Nov2021 Dec2021 Jan2022 Feb2022 Mar 2022

Benchmark Performance of
Small Cap Stocks
-32.8%

@ Benchmark Performance of e Benchmark Perfermance of
Large Cap Stocks Mid Cap Stocks
1.9% 31.0%

Source: Bloomberg, Biotech Growth. Note: Chart shows equal-weighting performance of benchmark stocks in their
respective market cap buckets, using market cap classifications as of 31 March 2021

BIOG'’s strategy most exposed to the small cap and emerging market weakness

Investing in smaller-cap biotech companies will invariably be a significant portion of all four
fund’s strategy - it is often earlier-stage companies that can provide investors with access to
highly dynamic investments with the potential to yield outsized financial returns. Thus, the
weakness in SMID cap companies will have affected all our coverage to varying degrees.

BIOG has some of the highest exposure to smaller-cap companies (Figure 11), and we
estimate the lowest exposure to profitable biotech companies (Figure 12). This follows BIOG’s
strategy shift in 2019 to emphasise overweight positions in small caps versus the benchmark.
As of 31 March 2021, BIOG was 38% overweight small caps and 33% underweight large caps.
This strategic allocation was a considerable detractor from BIOG’s performance (-34% during
the financial year to 31 March 2022 versus benchmark -7%) as small caps went on to
underperform large cap biotech by over 30% in the financial year to 31 March 2022 (Figure
10). For example, Guardant Health (3% of portfolio at 31 March 2022) was the second-largest
detractor to FY 2022 performance, despite reporting generally strong financial results
throughout the course of the year.

BIOG’s management is still maintaining its overall strategy into emerging biotech and
believes that it “should rebound the most when the overdue recovery occurs”, especially as
valuations continue to fall to unprecedented lows.

Our biotech analysts have laid out drivers of a biotech rebound in 2022 (see note here), which
include continued strong sector fundamentals (eg continued innovation in medicine) and
strong M&A expectations and capability (which only increase as valuations become more
depressed). When an inflection in small cap performance occurs, we see BIOG as being most
geared to any uptick in sentiment.

Size factor has been
particular driver of relative
performance

BIOG has strategic
overweights in emerging
companies
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Figure 11: Market cap breakdown across the funds (Berenberg

Figure 12: Development stage breakdown across the funds

estimates)
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Source: Company data. Note: IBT data as of 31 May 2022. BIOG data as of 31
March 2022 and estimated based on published data. BION estimates based
on data at 31 December 2021 and CHF. HBMN based on data at 31 March
2022 and split provided in Swiss Francs (CHF)

HBMN insulated by unquoted exposure and higher-than-normal exposure to
profitable companies

Alongside BIOG, HBMN has some of the highest exposure to small and mid-cap biotech
companies, which should suggest a similar headwind to performance. However, as discussed
earlier in the note, HBMN has a high (c35%) exposure to private and ex-private companies,
which means it is participating earlier on in the value creation cycle and has often generated
significant uplift by the time companies are listed on public markets. This means HBMN can
often be sitting on multiples of c2x on positions, even though share prices have fallen 60-
70% since their IPOs.

Furthermore, HBMN’s significant private exposure will decrease NAV volatility relative to
other trusts. Private markets are relatively opaque compared to public markets as a result of
longer holding periods, less frequent valuations and financial performance reporting, and a
lack of observable market prices. We discuss HBMN’s conservative valuation methodology
in its individual company section of this note.

Finally, we believe HBMN has a higher exposure to profitable (safer-haven) companies than
it would typically expect in a steady state, and this has insulated it more during a difficult
period for non-profitable companies. While HBMN’s current exposure to profitable
companies stands at 47% (Figure 12), we estimate that in a steady state, exposure to profitable
companies could stand at a much lower c15% of portfolio (given HBMN’s focus on revenue-
generating companies or companies at an advanced stage of development). HBMN’s
investment in Cathay (which is defined as profitable) included a very atypical three-year
lock-up post-IPO until August 2023 (we would typically expect 6-to-12-month lock-ups).
Following very strong performance upon listing (14x multiple), Cathay has grown to a c20%
holding within the portfolio.

Source: Company data, Berenberg estimates. Note: 1) HBMN’s current
portfolio includes oversized weighting in Cathay/Swixx which are locked up,
this distorts portfolio breakdown from their estimated steady state which
might typically include c15% exposure to profitable; and 2) BIOG is based on
management estimate of breakdown as of 31 March 2022

HBMN unquoted
exposure will decrease
NAV volatility
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Portfolio allocation matters in risk-off environment

IBT is our preferred play for the cautious investor

For investors who are looking to gain access into the biotech sector but are cautious about
the ongoing uncertainty and risk-off environment we find ourselves in, we believe IBT is the
most appropriate play.

At a high level, IBT seeks to reduce the risk that investors associate with biotech. In addition
to a high number of portfolio holdings (Figure 16), particularly across its smaller, riskier
names, IBT also diversifies across development stage, company size and therapeutic area.
Most importantly for us in the current environment is that IBT believes being aware of where
we are in the investment cycle is key to preserving capital.

In fact, we believe IBT has the most significant macroeconomic overlay to portfolio
allocation, with the remaining mandates (BIOG, HBMN and BION) predominantly focusing
on a bottom-up approach. Management shifts allocation between higher-beta,
development-stage biotech companies and more defensive large cap names as it sees fit. This
is reflected in IBT’s high turnover over the last two years (98%; Figure 13). While
management acknowledges that larger-cap, profitable companies are least affected by
inflation (36% of portfolio), it has reacted to the continued depressed valuations in small cap
names by increasing exposure from 3% in February 2020 to 22% in May 2022 (Figure 14).
Management feels larger-cap companies are mostly fairly valued, while it is increasingly able
to access compelling science within smaller-cap companies at knock-down prices, in many
instances down 70-80% from peak levels. In order to limit the risk associated with increasing
small-cap exposure, IBT will seek out credible science within financial healthy companies
that do not have a long timeline before generating revenues.

BIOG’s high c106% turnover (Figure 13) is a function of its higher exposure to the more
volatile, smaller-cap names in biotech. Management has found that having a higher active
turnover is most suitable given the many catalysts it needs to navigate that are more frequent
with emerging biotech prospects.

Conversely, BION’s low turnover (25%; Figure 13) is a function of any trading leaning towards
short-term trading activity such as trimming positions or trading around unjustifiable
volatility. Typically, BION looks to hold assets as they mature up the growth curve and only
look to sell out of a position if and when management believe the growth curve is flattening
or if their hypothesis has broken (eg on the back of a failed trial). For example, BION sold a
significant amount of Moderna shares at around the $400-500 level and has since been a
buyer at lower levels (Moderna share price is currently c$142).

Figure 13: Average two-year turnover of funds

IBT preferred play for
cautious investors

IBT most significant
macroeconomic overilay to
portfolio positioning

Figure 14: IBT have shifted exposure to small caps over three

years
120% 106% 25%
. 98%
100% 20%
80%
15%
60%
. 38% .
40% 25% 10%
s -
0%
BIOG IBT S:HBMN S:BION 0%
(31/038/22)  (31/08/21)  (31/03/22)  (31/12/21) Feb19 Aug19 Feb 20 Aug 20 Feb 21 Aug 21 Feb 22

Source: Company data, Berenberg estimates. Note: Calculation is based on
average of previous two FY reports, and uses average NAV as opposed to Source: Company data
year-end NAV

Portfolio positioning can be an indicator of potential volatility

We believe IBT’s more defensive, macro-aware approach is reflected in its performance.
IBT’s NAV has held up the most ytd (IBT -17% versus peers -25% versus index -19%).
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Furthermore, IBT has exhibited the lowest volatility out of its peers on a three-year view
(Figure 15) and we would generally expect IBT’s risk mitigation strategy to generate a lower
beta out of its peers.

On account of BIOG’s strategic overweights in emerging, smaller-cap companies and
emerging markets such as China, we observe much higher volatility in its share price (Figure
15). Moving forward, we would expect BIOG to exhibit volatility at the higher end of the
spectrum. As discussed previously, it has been a difficult market for BIOG’s strategic
overweights in emerging companies and China, and this has been a headwind to BIOG’s
three-year NAV total return. If we start to see a rebound in wider biotech, or indeed an
inflection for smaller-cap performance, we expect BIOG’s fortunes to also rebound at a
higher rate than peers.

Figure 15: Risk-return profile of funds relative to benchmark at 29 June 2022
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Source: Datastream, Berenberg analysis. Note: Index is Nasdaq Biotechnology Index (£)

BIOG exhibits higher
volatility due to strategic
emerging overweights
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Varying conviction across funds

BION takes high-conviction approach

Unlike the rest of the peer group, which have a diversified portfolio of 70-80 underlying BION takes a high-conviction

holdings, BION takes a differentiated, high-conviction approach, investing into fast-growing approach
companies with innovative drugs. BION’s portfolio generally consists of 20-35 holdings; it

currently has 31 positions, with the top 10 holdings accounting for 69% of the total portfolio

(Figure 16).

Figure 16: Top 10 holdings and total number of holdings
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Source: Company data

BION’s approach is to initiate positions (c1-2% of NAV) into small and mid-cap holdings, with
management favouring earlier-stage platform companies (ie companies that have multiple
“shots on goal” as technologies are scalable and target agnostic). BION then holds these
emerging companies for the long term as they mature into larger positions, thus leading to
significantly lower turnover (Figure 13). BION does not actively allocate into larger-cap
companies — the sizing of BION’s high conviction, larger-cap holdings (eg Argenx, Moderna
and Vertex) is driven by how successful the value creation has been. This de-risks the larger-
conviction positions as big positions only generate themselves as they have gone
successfully initially through the s-curve.

This conviction approach into higher-growth companies has generated impressive returns BION has generated
over the longer term — BIOG has generated NAV total returns of c15% pa over the last 10 attractive long-term
years, towards the top end of our peer group. However, in a sector where binary events and returns of ci15% pa

clinical readouts can lead to large share price movements, we feel a particularly high-
conviction approach will invariably experience periods of heightened volatility and
underperformance when the tides turn. In Q1 2022, only 11 of BION’s 32 positions achieved
positive share price performance, with 21 showing a decline and some by quite a large
margin.

Given BION’s high conviction, and at a time when larger-cap stocks should have performed
as safer-haven assets, we note that its third-largest holding (Moderna: 8.1% of portfolio;
$52bn market cap) has declined by c42% ytd, compounding the weak performance of SMID
cap holdings. Management is convinced of the long-term value proposition of mRNA
technology and Moderna’s strategy of monetising that value, and thus accept that it may
continue to be subject to industry high volatility.

HBMN's crossover and private equity exposure can lead to large single positions

As noted, HBMN invests in unquoted companies typically 1-3 rounds before the company HBMN is often subject to
plans to exit (through an IPO or trade sale). As a result, HBMN will often be subject to a lock- lock-up upon IPOs

up upon an IPO - this is typically for a period of six to 12 months, but for Cathay Biotech it

was for a period of three years. Therefore, in situations where a crossover investment

performs exceptionally well upon listing in public markets, HBMN can have high single-

stock exposure. At 31 May 2022, Cathay Biotech represented 19.8% of the portfolio.
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On the one hand, we see this as a risk given the increased volatility and stock-specific
exposure it generates. To mitigate this, HBMN cannot invest more than 10% into a stock at
time of investment and will apply illiquidity discounts for the duration of any holdings
subject to selling restrictions of more than 12 months. However, having a large single stock
exposure can be perceived as a “luxury issue”, as it is a situation that can only arise on the
back of considerable success in an investment (unrealised 14.0x multiple at IPO in the case
of Cathay Biotech).
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Valuations
We see HBMN as a top pick given an impressive track record generating +21% pa over the HBMN’s valuation is

last decade and outperforming the benchmark by +6% pa in the process. As such we believe
the fact that HBMN currently trades around NAV (Figure 17) as a reasonable entry point into
avehicle that we have confidence is well placed to continue this performance into the future.
Over the last few years HBMN’s performance has led to the discount gradually narrowing
from a c23% discount to NAV in September 2017 and peaking at a 19% premium to NAV in
May 2021. We believe its significant private sleeve provides a differentiated exposure that
general investors would not otherwise be able to access, allowing entry into exciting
companies much earlier on in their value creation cycle.

While investors might be cautious about the potential for delayed write-downs in private
assets, and thus look to apply a discount, we have confidence that HBMN’s management has
the track record and expertise to correctly navigate the current private market and we take
comfort in its prudent, conservative valuation methodology and focus on private companies
with strong financials and pipeline products.

BION’s premium to NAV has consistently been higher than peers over the last five years
(Figure 17), at times trading at significant premiums of up to 43% in January 2022. We think
the key drivers of this are twofold. First, BION has an impressive track record over multiple
economic cycles, generating an annualised NAV total return of ¢+14% pa for almost 30 years.
The second reason comes from the supply-demand dynamic for BION’s shares. BION has
not issued new shares since 2000 and thus supply has been constrained. However, based on
poor absolute and relative performance over one, three and five years and given that
headwinds to small and mid-cap stocks are likely to persist in the near to mid-term, we
believe that their current 27% premium to NAV appears expensive, in our view.

From a valuation perspective, we believe both IBT and BIOG are roughly fairly valued as both
are trading within +/- 1 standard deviation on a five-year view. We would perhaps expect
BIOG to have a slightly wider discount in the current market given its focus on higher
growth, emerging names, while IBT has a risk-mitigation and macroeconomic overlay that
should help limit the downside relative to BIOG. We note both BIOG and IBT have formal
and informal discount control mechanisms at around the 6% discount to NAV level, which
should provide some comfort for investors.

Figure 17: Premium/(discount) to NAV analysis over five years to 29 June 2022
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Expertise in unquoted drives outperformance

HBM Healthcare (HBMN) is a CHF1.9bn Swiss-listed investment company that
focuses on investing earlier on in the value-creation cycle, typically into private or
small cap public companies with an emphasis on biotech. We believe HBMN’s private
equity exposure (36% of portfolio) sets it apart by generating consistent positive
returns whilst also serving as an invaluable ballast to public market volatility. HBMN
has generated +20% pa total returns over the last decade, outperforming the index
by +6% pa.

Private equity exposure set HBMN apart: While HBMN invests in both private and
small cap (under $2bn) public companies, we feel it is its expertise and focused
investing in later-stage private companies that sets it apart. HBMN’s focus on unquoted
investments has provided consistent positive returns and also served as an invaluable
ballast to public market volatility over the years. This highlights the USP of HBMN
relative to other mandates more solely focused on public markets, as HBMN can
meaningfully pivot its allocation to public and private markets respectively depending
on where it sees the most attractive investments.

Less volatile NAV: HBMN'’s significant private exposure will decrease NAV volatility
relative to other trusts. Private markets are relatively opaque compared to public
markets as a result of longer holding periods, less frequent valuations and financial
performance reporting, and a lack of observable market prices. Furthermore, we
believe HBMN has a higher exposure to profitable (safer-haven) companies than it
would typically expect in a steady state, and this has insulated it more during a difficult
period for non-profitable companies. While HBMN’s current exposure to profitable
companies stands at 47% (driven by Cathay Biotech at 19% of portfolio due to lock-ups),
we estimate that in a steady state, exposure to profitable companies could stand at c15%
of portfolio given a focus on earlier-stage companies.

Lock-up can lead to high single stock exposure: As noted, HBMN invests in unquoted
companies typically 1-3 rounds before the company plans to exit (through an IPO or
trade sale). As a result, HBMN will often be subject to a lock-up upon an IPO - this is
typically for a period of 6 to 12 months, but for Cathay Biotech it was for a period of
three years. Therefore, in situations where a crossover investment performs
exceptionally well upon listing in public markets, HBMN can have high single-stock
exposure. We do see this as a risk given the increased volatility and stock-specific
exposure it generates.

Valuation: We see HBMN as a top pick given an impressive track record generating
+21% pa over the last decade and outperforming the benchmark by +6% pa in the
process. As such we believe the fact that HBMN currently trades around NAV as a
reasonable entry point into a vehicle that we have confidence is well placed to continue
this performance into the future. Over the last few years HBMN’s performance has led
to the discount gradually narrowing from a c23% discount to NAV in September 2017
and peaking at a 19% premium to NAV in May 2021. We believe its significant private
sleeve provides a differentiated exposure that general investors would not otherwise
be able to access, allowing entry into exciting companies much earlier on in their value
creation cycle.

HBMN’s strengths HBMN’s weaknesses

Expertise in private equity sets HBMN apart | Concentration risk due to lock up, eg Cathay
and can generate greater returns

Greatest NAV total returns of +21% pa over | Headwinds to biotech IPO market could be a
last decade, significantly outperforming | headwind to HBMN; including write-downs to
benchmark small portion of portfolio

Private assets lead to lower NAV volatility

29 June 2022
Initiation

Share price  CHF272
Close: 29/06/2022 SIX Swiss Close

Premium to NAV:
0.4% premium to NAV

Yield: Targets yield ranging
from 3-5%

Background: Listed on SIX
Swiss Exchange, HBMN
holds a  well-balanced
globally diversified portfolio
of investments in private
and public healthcare
companies.

HBMN'’s objective is to
generate long-term capital
gains with investments in
private and public
companies in the human
medicine,  biotechnology,
medical technology and
diagnostics sectors, and
related areas.

Max Haycock Myrto Charamis

Analyst Analyst

+44 20 3753 3098 +44 20 3465 2716
max.haycock@berenberg.com myrto.charamis@berenberg.com
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Portfolio overview

HBMN focusses on investing earlier on in the value-creation cycle, typically into private or HBMN invests earlier on in
small cap (under $2bn) public companies within the healthcare sector with an emphasis on the value creation cycle
biotech (Figures 18 and 19), in order to reap the benefit of healthcare innovation and target

higher growth. Investments will typically first be made in a venture round via a syndicate,

with financing rounds between CHFsm-3om. Subsequently, investments may be increased

in follow-on financings. Alongside the syndicate, and with HBMN’s expertise, they will

collectively look to nurture companies to market (IPO or trade sale) and eventually crystalise

their investment.

Private equity is key to HBMN’s approach

HBMN has been investing in private companies for over 20 years, and we feel it is its 36% exposure to unquoted
expertise and focused investing in later-stage private companies that sets it apart. Within

the portfolio, 36% is invested in private equity through direct holdings and funds, 38% is

public holdings that have been held since the private portfolio and 17% is public equities

(Figure 18). In the past five years, HBMN has achieved 27 IPOs at an average uplift of 2.4x. Its

most successful recent IPO from within its private equity portfolio is Cathay, which achieved

a 14.02x multiple in 2020. Given HBMN’s expertise and track record investing in unquoted

positions and holdings in emerging biopharma and other healthcare related companies, we

believe that this mandate can provide investors with a differentiated and hard-to-access

portfolio that general investors would not otherwise be able to access.

. X s
Figure 18: Investment portfolio (% of total assets) at 31 March Figure 19: Market capitalisation at 31 March 2022
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Figure 20: Top 10 holdings for HBMN at 31 May 2022
Market cap Current Consensus Consensus Upside to

Company Weighting Currency (bn) price Rating target price target price
Cathay Biotech 19.8 CNY 45 1071 BUY 135.2 26%
Private Equity Funds 8.0 N/A N/A N/A N/A N/A N/A
Harmony Biosciences 7.6 usbD 3 50.6 BUY 58.4 15%
Swixx BioPharma 6.6 N/A N/A N/A N/A N/A N/A
Neurelis 2.4 N/A N/A N/A N/A N/A N/A
ConnectRN 2.2 N/A N/A N/A N/A N/A N/A
Biohaven Pharmaceutica 22 usD 10 144.4 BUY 153.6 6%
Y-mAbs Therapeutics 1.9 uUsD 1 14.5 BUY 28.0 93%
Argenx 1.6 EUR 19 346.3 BUY 346.6 0%
Pacira BioSciences 1.5 UsD 3 57.3 BUY 79.9 39%

Sum 53.8 Average 13 Average 30%

Source: Company data, Datastream. Note: 1) Large number of N/A data fields correlate to the unquoted positions; and 2) the average uplift of 30% again
correlates to the public positions, we would expect the potential uplift for top 10 holdings to be higher if factored for the unquoted holdings
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Experience with valuation of private equity should be comfort in current

environment
HBMN applies a conservative valuation methodology and management believes that there is Conservative valuation
significant potential to the upside as failures have an immediate impact on the valuations, methodology for unquoteds

however, successes will only be reflected as part of the upcoming financing rounds. In
addition, management note that their most significant positions (which are more mature)
do not need to raise capital, or they can do it from a place of strength. Management believes
that a smaller portion of the company’s exposure is potentially at risk of down rounds.
Allocation to unquoted earlier stage companies (up to phase II) amounts to 5-10% of overall
portfolio.

As management has been managing private assets for some time, we believe it has a good
track record across the market cycle and handling private holdings pre- and post-IPO.

HBMN'’s valuation policy for unquoted positions is to value them at acquisition cost, except
when 1) portfolio company is valued higher or lower in connection with a new round of
financing with third-party-led investors; 2) portfolio company is performing below
expectations, leading to a write down in increments of 25%; and 3) portfolio company has
significant revenues and profits, in which case an appropriate price/sales or price/earnings
multiple is applied.

Figure 21: Portfolio breakdown by development stage at 31 March

2022 (Stage of lead drug) Figure 22: Geographic diversification at 31 March 2022
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Figure 23: Therapeutic areas at 31 March 2022
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HBMN’s crossover and private equity exposure can lead to large single positions

As noted, HBMN invests in unquoted companies typically 1-3 rounds before the company
plans to exit (through an IPO or trade sale). As a result, HBMN will often be subject to a lock-
up upon an IPO - this is typically for a period of six to 12 months, but for Cathay Biotech it
was for a period of three years. Therefore, in situations where a crossover investment
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performs exceptionally well upon listing in public markets, HBMN can have high single-
stock exposure.

On the one hand we, see this as a risk given the increased volatility and stock-specific
exposure it generates. To mitigate this, HBMN cannot invest more than 10% into a stock at
time of investment and will apply illiquidity discounts for the duration of any holdings in
lock-up. However, having a large single stock exposure can be perceived as a “luxury issue”,
as it is a situation that can only arise on the back of considerable success in an investment
(14.0x unrealised multiple at IPO in the case of Cathay Biotech).

Team infrastructure and fees

The investment adviser is HBM Partners, a Swiss healthcare investor with $3bn of assets
under management. HBM Partners was founded in 2001 with the goal to invest in private
and public emerging biopharma and other healthcare-related companies.

HBM Partners has a team of experienced professionals to source, analyse and engage in
investments in biopharma, medical devices and diagnostics industries. It has a track record
of over 150 investments that have so far resulted in significant value creation via more than
60 trade sales and IPOs since inception.

Dr Andrea Wicki (CEO) and Erwin Troxler (CFO) form the management alongside a wider
team of 21, most of whom are investment advisers.

The management fee is 0.75% pa on the company’s NAV plus 0.75% pa on its market
capitalisation, payable quarterly. There is a performance fee of 15% of the increase in value
of NAV above the high-water mark (provided that value increase is more than 5%) which is
calculated annually.

Dividend

HBMN targets a target yield ranging from 3-5% on the closing share price as a way to return
value creation to shareholders.

Over the last five years, HBMN has paid out a dividend yield between 3.5% and 4.9% based
on closing share price at year end.

Leverage

HBMN can utilise leverage up to 20% of NAV. Cash and cash equivalents amount to CHF224m
(11% of total assets as of 31 March 2022), thus offering scope for new investments and buying
opportunities. They also noted the closing acquisition of Turning Point Therapeutics in
coming weeks which should increase cash and cash equivalents by another CHF45m, taking
total to around CHF260M (12% of NAV). HBMN still holds the acquired position in Biohaven
(worth around CHF60om), where the closing is expected early 2023. Management is cognisant
of any investments in its private portfolio that will need follow-on commitments and
maintains adequate short-term funds to ensure it is able to satisfy any commitments.
However, management notes that it has the flexibility to sell publicly listed assets if needed.

Outstanding liabilities constituted two straight bonds with a par value of CHFsom and
CHF1o0m, coupons of 2.5% and 1.125%, and maturing on 10 July 2023 and 12 July 2027
respectively; to be redeemed at 100% of par value.

Performance

In the full year to 31 March 2022, the NAV total return was -3.6% versus the Nasdaq
Biotechnology Index (£) return of -6.9% in the same period. This was HBMN'’s first negative
return in a decade, even during periods where the index posted negative returns, and we
calculate that HBMN has outperformed the index by an average of +11.9% pa over the last five
years.

3-5% target yield

11% cash at 31 March
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Figure 24: HBMN price and NAV between June 2017-May 2022 Figure 25: Yearly relative and absolute performance
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The strong absolute and relative performance over the years is attributable to its successful
strategy of investing in unquoted investments.
As we can see in Figure 26, HBMN'’s focus on unquoted investments has provided consistent Unquoted served as

positive returns and also served as an invaluable ballast to public market volatility over the
years. This highlights the USP of HBMN relative to other mandates more solely focused on
public markets, as HBMN can meaningfully pivot its allocation to public and private markets
respectively depending on where it sees the most attractive investments.

Figure 26: Private and ex-PE positions generated consistent positive performance across the years
at HBMN, even when public markets were down
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Valuation

We see HBMN as a top pick given an impressive track record generating +21% pa over the
last decade and outperforming the benchmark by +6% pa in the process. As such we believe
the fact that HBMN currently trades around NAV as a reasonable entry point into a vehicle
that we have confidence is well placed to continue this performance into the future. Over the
last few years HBMN’s performance has led to the discount gradually narrowing from a c23%
discount to NAV in September 2017 and peaking at a 19% premium to NAV in May 2021.

We believe its significant private sleeve provides a differentiated exposure that general
investors would not otherwise be able to access, allowing entry into exciting companies
much earlier on in their value creation cycle.

ballast to public market
volatility

Trading at around NAV
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Figure 27: HBMN premium/(discount) to NAV over five years (%)
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Risk mitigation approach useful in current market

International Biotechnology (IBT) is a £276m London-listed investment company
that has generated NAYV total returns of +14% pa over the last decade. For investors
who are looking to gain access to the sector but are cautious about the ongoing
uncertainty, we believe it is the most appropriate play. We calculate that IBT’s risk
mitigation approach and macroeconomic overlay has led to it exhibiting the lowest
volatility out of peers while also outperforming the benchmark over all periods in
the last five years.

Risk mitigation approach and macro overlay: For investors who are looking to gain
access into the biotech sector but are cautious about the ongoing uncertainty and risk-
off environment we find ourselves in, we believe IBT is the most appropriate play. In
fact, we believe IBT has the most significant macroeconomic overlay to portfolio
allocation. Management shifts allocation between higher-beta, development-stage
biotech companies and more defensive large cap names as it sees fit. While
management acknowledges that larger-cap, profitable companies are least affected by
inflation (36% of portfolio), it has reacted to the continued depressed valuations in
small cap names by increasing exposure from 3% in February 2020 to 22% in May 2022.
The impact of this is that IBT has the lowest volatility and also experienced the lowest
NAYV decline ytd out of peers and the benchmark index.

Unquoted exposure predominantly through funds: In 2016, IBT’s strategy changed to
cease direct investments into new unquoted holdings and instead focus on investing
via unquoted funds. We believe this strategy change fits well with IBT’s risk
minimisation approach as it will enable a broader and more diversified exposure to the
unquoted opportunities that exist. IBT currently has c¢7% invested in a venture capital
fund, SV Fund VI, which invests across three sectors: biotech, healthcare, and IT and
medical devices. SV (the manager of IBT) has developed a strong track record over the
past three decades, investing more than $650m into early-stage biotech, and this has
been reflected in SV Fund VI which has delivered an IRR of 23% pa since its first
investment in 2016.

4% dividend: IBT pays a 4% dividend biannually based on NAV at August year end.
These dividends will be predominantly paid out of capital given the majority of biotech
companies do not pay dividends; however, M&A - as and when it occurs — can provide
cash injections.

Valuation: While we believe IBT is the most suitable play for investors who are more
cautious about the wider market backdrop, we feel that at a c1% discount to NAV, IBT
is around fairly valued.

IBT’s weaknesses
On absolute basis NAV has fallen 7% YTD

IBT’s strengths

14% pa NAV total returns over last decade

Risk mitigation approach and macroeconomic | Lower beta means might underperform in
overlay led to lowest volatility growth market

More defensive approach suitable to play any | Has recently increased leverage up to 12%
ongoing uncertainty - NAV has fallen least which will increase volatility

Well-diversified portfolio

11% unquoted sleeve through funds

29 June 2022
Initiation

Share price GBp674
Close: 29/06/2022 London Close

Discount to NAV: -1%

Yield: 4% of NAV bi-
annually

Background: IBT’s
objective is to achieve
long-term capital growth
by investing in
biotechnology and other
life science companies
addressing an unmet
medical need.

Max Haycock Myrto Charamis
Analyst Analyst
+44 20 3753 3098 +44 20 3465 2716

max.haycock@berenberg.com myrto.charamis@berenberg.com
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Portfolio overview

International Biotechnology Trust (IBT) listed in May 1994 and aims to generate long-term
capital growth by investing in a well-diversified portfolio of predominantly biotech
companies. IBT provides investors with access to biotechnology companies across their
lifecycle, from venture-stage companies engaged in early-stage laboratory work (via IBT’s
investment in SV Fund VI worth 7% of NAV) to larger-cap listed companies with well-
established products, diversified portfolios and more predictable sales.

Diversified access across the biotech spectrum

The portfolio looks to provide diversified exposure to the biotech sector across development
stage, company size and therapeutics area. At 31 May 2022, the portfolio consisted of 87
underlying holdings. While the portfolio is invested in the EU/UK (12%) and the rest of world
(1%), the majority of the portfolio is invested in the US and Canada (87%).

As it stands, around 61% of the portfolio is invested in companies which have approved drugs
selling on the market. Of that, 26% of the companies are profitable and 35% are achieving
revenue growth. These companies will typically exhibit more defensive qualities and be less
affected by macro dynamics. There is also around 42% of the portfolio invested in smaller-
cap early-stage companies. While management acknowledges that larger-cap, profitable
companies are least affected by inflation (36% of portfolio), it has reacted to the continued
depressed valuations in small cap names by increasing exposure from 3% in February 2020
to 22% in May 2022 (Figure 29). Management feels larger-cap companies are mostly fairly
valued, while it is increasingly able to access compelling science within smaller-cap
companies at knock-down prices, in many instances down 70-80% from peak levels. In order
to limit the risk associated with increasing small cap exposure, IBT will seek out credible
science within financial healthy companies that do not have a long timeline before
generating revenues.

Figure 28: Portfolio overview at 31 May 2022

Diversified portfolio by

development stage, company

size and therapeutic area

Market cap Current Consensus  Consensus Upside to
Company Weighting Currency (bn) price Rating target price target price
Biohaven 8.1 usD 10 144.2 BUY 153.6 n/a
Horizon 8.0 UsD 19 82.9 BUY 137.6 66%
Neurocrine 6.8 USD 9 97.4 BUY 111.8 15%
Incyte 5.6 USD 17 74.8 BUY 919 23%
Argenx 3.6 EUR 18 340.0 BUY 346.6 2%
lllumina 3.6 USD 30 193.6 HOLD 3411 76%
Amgen 3.2 USD 130 2431 HOLD 250.0 3%
Ultragenyx 3.1 USD 4 60.0 BUY 124.2 107%
Harmony 3.0 usD 3 51.3 BUY 57.4 12%
Travere 2.7 USD 2 26.0 BUY 40.9 57%
Sum 47.7 Average 24 Average 40%

Source: Company data, Datastream
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Figure 29: NAV by size between February 2019 and April 2022 - small cap has been increasing
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Unquoted investments between 5-15%
IBT’s target unquoted range will be between 5-15%, and at 31 May 2022 stood at 11%.

In 2016, IBT’s strategy changed to cease direct investments into new unquoted holdings and
instead focus on investing via unquoted funds. We believe this strategy change fits well with
IBT’s risk minimisation approach, as it will enable a broader and more diversified exposure
to the unquoted opportunities that exist. IBT currently has ¢8% invested in a venture capital
fund, SV Fund VI (Figure 29), which invests across three sectors: biotech, healthcare, and IT
and medical devices. SV (the manager of IBT) has developed a strong track record over the
past three decades, investing more than $650m into early-stage biotech, and this has been
reflected in SV Fund VI which has delivered an IRR of 23% pa since its first investment in
2016.

All unquoted investments are valued at least quarterly unless there is information relating
to the particular investment which comes to light in between quarter ends. SV Fund VI’s next
valuation date is 30 June 2022; however, this has already been adjusted for known events
and write-downs or uplifts which have occurred between 31 March to date.

Macro overlay to portfolio positioning

IBT applies a macroeconomic overlay to portfolio allocation alongside its bottom-up
approach. Management shifts allocation between higher-beta, development-stage biotech
companies and more defensive large cap names as it sees fit. This is reflected in IBT’s high
turnover over the last two years (98%; Figure 13). While management acknowledges that
larger-cap, profitable companies are least affected by inflation (36% of portfolio), it has
reacted to the continued depressed valuations in small cap names by increasing exposure
from 3% in February 2020 to 22% in May 2022. Management feels larger-cap companies are
mostly fairly valued, while it is increasingly able to access compelling science within smaller-
cap companies at knock-down prices, in many instances down 70-80% from peak levels. In
order to limit the risk associated with increasing small cap exposure, IBT will seek out
credible science within financial healthy companies that do not have a long timeline before
generating revenues.

Ungquoted investments
predominantly through
funds

Macroeconomic overlay
and risk mitigation
approach
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Figure 30: NAV by size at 31 May 2022

Figure 31: NAV by development stage at 31 May 2022
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Figure 32: Sub-sector allocation since February 2019 to May 2022

Source: Company data
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Performance

On arelative basis, IBT has outperformed the benchmark index over every time period in the
last five years (Figure 34). At the same time, IBT has also exhibited lower volatility than the
benchmark on account of its risk mitigation approach and macroeconomic considerations
to portfolio allocation. However, given the wider sell-off in biotech, IBT has not been
immune to negative returns and ytd has generated a NAV total return of -7%. Over the longer

term, returns look strong at ¢+14% pa over the last decade.

Figure 33: Price (total return) and NAV

Figure 34: IBT relative performance to benchmark
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Investment manager and fees

IBT is managed by SV Health Managers, which was founded in 1993 and now has assets

under management of $2.7bn and over 50 professionals based in offices in Boston and
London.

IBT is co-managed by Ailsa Craig (lead investment manager) and Marek Poszepczynski (lead
investment manager). They both manage the public market investments (which constitute
the majority of the IBT portfolio), while the private and venture capital investments are made
via a venture fund (currently SV Fund VI) under the guidance of the SV core biotech team co-
led by Kate Bigham and Houman Ashrafian.

The management fee is payable monthly at a rate of 0.9% pa of the NAV. The performance
fee relates to the quoted and unquoted allocation within the portfolio. On the quoted pool,
the performance fee is 10% of the outperformance above the NBI (£) plus a 0.5% hurdle. On
the unquoted pool (excluding SV Fund VI), the fee is 20% of net realised gains and takes into
account any unrealised losses. There is no performance fee on SV Fund VI.

Dividends

IBT pays a 4% dividend biannually based on NAV at August year end. These dividends will
be predominantly paid out of capital given the majority of biotech companies do not pay
dividends. However, M&A - as and when it occurs - can provide cash injections.

Leverage

IBT can utilise leverage up to 30% of NAV and, as of May 2022, leverage stood at 12% of NAV.
Management looks to actively manage leverage to take advantage of market dislocations. We
have seen leverage increase over the recent months as market valuations have fallen and
management sees compelling long-term value and is confident in the fundamentals (Figure
35).

IBT has a £55m RCF debt facility which bears interest at 1.75% above the relevant base rate.

Figure 35: IBT leverage/(cash) on a monthly basis since June 2020
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4% biannual dividend

Leverage currently 12% of
NAV
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Emerging bias underperforming in current market
e Biotech Growth (BIOG) is a £334m London-listed investment company that has 29 June 2022
strategic overweights in emerging companies and emerging markets such as China.
We see BIOG as higher up the risk-reward spectrum and returns of +19% and +55% e e
in 2020 and 2021 have been unwound following particular headwinds for its Initiation

strategic overweights that led to BIOG underperforming the benchmark by 26% in
the financial year to 31 March 2022. Over 10 years, BIOG has generated total returns

of +12% pa.

e Strategic emerging overweights a headwind in current market: BIOG has some of the
highest exposure to smaller-cap companies, and we estimate the lowest exposure to
profitable biotech companies out of peers. This follows BIOG’s strategy shift in 2019 to
emphasise overweight positions in small caps versus the benchmark. On 31 March
2021, BIOG was 38% overweight small caps and 33% underweight large caps. This
strategic allocation was a considerable detractor from BIOG’s performance (-34%
during the financial year to 31 March 2022 versus benchmark -7%) as small caps went
on to underperform large cap biotech by over 30% in the financial to 31 March 2022.
This could well continue; however, management has not changed its overall strategy
given unprecedented low valuations in emerging biotech, and believes this area of the

asset class should “rebound the most when the overdue recovery occurs”.

¢ Emerging market exposure: Compounding the small cap underperformance for BIOG
was a significant drawdown in the Chinese markets, including Hong Kong, between
September 2021 and March 2022. While management believes the Chinese market will
rebound, it has recently been trimming some of its Chinese exposure to invest in more

compellingly valued US biotech names.

e Access to crossover investments: BIOG’s c9% exposure to unquoted is predominantly
via direct unquoted holdings with three private investments totalling 8.2% of NAV and
0.4% of NAV invested in OrbiMed Asia Partners Fund. With depressed valuations in
SMID cap biotech names, BIOG is actively monitoring potential investments in quality

assets at lower-than-usual valuations.

e Higher volatility: On account of BIOG’s strategic overweights in emerging, smaller-cap
companies and emerging markets such as China, we observe much higher volatility in
its share price. Moving forward, we would expect BIOG to exhibit volatility at the higher

end of the spectrum.

BIOG’s strengths

Long term returns of 12% pa

BIOG’s weaknesses

Strategic overweights have heavily detracted
from performance in last 1 year

BIOG most likely to benefit from any inflection | Macro backdrop likely to remain a headwind in
in small-cap biotech fortunes near term

Over the long-term emerging, SMID-cap | Strategic overweights in emerging companies
companies typically generate higher returns generate higher volatility

Share price GBp820
Close: 29/06/2022 London Close

Premium/Discount: -5%
discount to NAV

Yield: Dividends, if any,
likely to be small

Background: The Biotech
Growth Trust seeks capital
appreciation through
investment in the
worldwide  biotechnology
industry. In order to achieve
its investment objective,
the company invests in a
diversified  portfolio  of
shares and related
securities in biotechnology
companies on a worldwide
basis.  Performance is
measured  against  the
NASDAQ  Biotechnology
Index (sterling adjusted).

Max Haycock Myrto Charamis

Analyst Analyst

+44 20 3753 3098 +44 20 3465 2716
max.haycock@berenberg.com myrto.charamis@berenberg.com
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Portfolio overview

BIOG aims to provide investors with access to the worldwide biotechnology industry.
Following a strategy shift in 2019, it has allocated significantly more capital towards
emerging biotech companies, an area of the sector that has historically offered better returns
than the broader market. Typically, BIOG looks to initiate new positions in early-stage
companies that it believes are approaching profitability, have anticipated positive clinical
data or are considered a potential takeover target. Figure 36 shows that between December
2018 and March 2022, emerging biotech exposure increased from 48% to 72% of the portfolio.

Strategic overweights
towards emerging
companies

Figure 36: Subsector breakdown quarterly between 31 December 2018 and 31 March 2022 - since strategy shift in 2019, BIOG has

increased emerging biotech exposure from ¢50% up to c70%
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Strategic overweights in emerging companies and China have been a headwind

In addition to the increasing strategic overweights in smaller-cap, emerging biotech
companies (Figure 36), BIOG has allocated an increasing amount of capital (c13% of NAV at
March 2022; Figure 37) towards Chinese biotech companies where it sees value. In 2020,
China accounted for 12% of the industry’s early-stage pipeline and the Chinese government
is committed to a biotech ecosystem as part of its Made in China 2025 plan.

Both of these strategic overweights (to emerging companies and emerging markets) have
created a significant headwind to the performance of the portfolio over the last year
(discussed in more detail in the Performance section). Regulatory tightening by the Chinese
government alongside strict continued COVID-19-related lockdowns have provided a
difficult environment for the emerging market biotech names. Furthermore, rising interest
rates and inflation have created a particularly challenging backdrop for the smaller-cap,
emerging biotech names that are pre-revenue or still progressing drug candidates through
clinical trials. Between March 2021 and March 2022, small cap biotech names within the
Nasdaq Biotechnology Index underperformed their large cap counterparts by over 30%.

Compounding this small cap underperformance for BIOG was a significant drawdown in the
Chinese markets, including Hong Kong, between September 2021 and March 2022. The sell-
off was precipitated by regulatory tightening by the Chinese government across a variety of
sectors, including the internet tech industry and the for-profit education industry. Even
though there were no new significant regulations targeting Chinese biotech, the broad
market downturn in China adversely affected our Chinese biotech positions. Importantly,
much of the weakness in the portfolio was simply due to the general market rerating
downward rather than any negative fundamental news about the companies themselves.

Significant headwinds to
Strategic overweights in
last year
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Figure 37: Geographic exposure at 31 March 2022 Figure 38: Market cap breakdown between 2018 and 2022
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Top 10 portfolio holdings

BIOG currently has 70 holdings at 31 May 2022, with the top 10 accounting for 42% of the
portfolio. This number is coming down from a peak of around 92 holdings in July 2021, and
management has been consolidating and trimming the name count down on the back of a
hot IPO market which has presented buying opportunities for the portfolio. In FY 2021, BIOG
invested in 39 IPOs, which was a key driver to the increasing number of underlying holdings.

Figure 39: Top 10 holdings at 30 April 2022

Market cap  Current Consensus Consensus Upside to

Company Weighting Currency (bn) price Rating target price target price
BioMarin Pharmaceutical 5.0 USD 15 83.2 BUY 112.6 35%
Seagen 44 usbD 33 1785 BUY 165.2 -7%
Horizon Therapeutics 43 USD 19 81.7 BUY 137.6 68%
Keros Therapeutics 4.3 UsD 1 26.0 STRONG BUY 93.8 260%
Syndax Pharmaceuticals 3.8 UsSD 1 185 BUY 31.3 69%
GH Research 3.7 Usb 1 10.1 BUY 46.0 357%
Yisheng 37 N/A N/A N/A N/A N/A N/A
Xenon Pharmaceuticals 35 UsbD 2 30.1 STRONG BUY 45.7 52%
Gilead Sciences 3.4 usD 78 62.2 HOLD 69.2 1%
Vaxcyte 3.2 UsD 1 20.8 BUY 485 133%

Sum__ 393 Average 17 Average  109%

Source: Company data, Datastream

Investing in crossover, pre-IPO investments

BIOG’s c9% exposure to unquoted is predominantly via direct unquoted holdings with three
private investments totalling 8.2% of NAV and 0.4% of NAV invested in OrbiMed Asia
Partners Fund. With depressed valuations in SMID cap biotech names, BIOG is actively
monitoring potential investments in quality assets at lower-than-usual valuations.

Performance

BIOG’s full-year results for 2020 and 2021 were strong. The NAV total return for 2020 (+19%)
and 2021 (+55%) materially outperformed the benchmark returns by 18% and 30%
respectively. However, BIOG’s strategic overweights in 1) small cap biotech and 2) China have
led to material underperformance for the financial year to 31 March 2022, on both an
absolute and relative basis. Financial year results to 31 March 2022 saw a NAV total return of
-34% (underperforming the benchmark by -26%).

This particularly strong reversal has eroded much of the longer-term performance metrics
(particularly relative to the benchmark), with BIOG returning +3% over the last five years
(versus +24% for the index). However, on an absolute basis, the annualised NAV total return
of +12% pa over the last decade remain attractive.

As we discussed in the comparative section of this note, BIOG’s focus on emerging
companies and emerging markets has led to significant volatility and underperformance in

Source: Company data. Note: Strategic change in 2019 focused more on

9% exposure to unquoteds

Underperformed the
benchmark
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the share price performance over the last three years. We therefore note that investors
should expect higher volatility if investing in this vehicle.

Figure 40: Price (total return) and NAV over five years Figure 41: Cumulative NAV total returns of BIOG versus Index
1900 m 3m 6m 1y 3y 5y 10y
1700 BIOG 5 9 27 -39 4 3 217
1500
1300 INDEX 2 -2 -12 -16 17 24 279
100 Relative perf. 3 -7 -15 -23 -13 -21 -62
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Source: Datastream Source: Datastream. Note: Index is the Nasdaq Biotech. Index (£)

Investment manager and fees

The Biotech Growth Trust (BIOG) is managed by Geoff Hsu of OrbiMed Capital, which is a
specialist healthcare investor with 11 offices across the globe, including in Hong Kong and
Shanghai. OrbiMed has assets under management of $17bn, which is allocated across a
number of public equity funds and investment trusts ($5.8bn), private equity ($9.8bn), and
royalty and debt ($1.4bn).

The management fee is: 0.65% of NAV plus 0.3% pa on the company’s market cap, up to
£500m; 0.2% on market cap between £50o0m-£1bn; and 0.1% on market cap over £1bn. There
is also a performance fee of 15.0% of outperformance versus the benchmark.

Dividends

As BIOG aims to generate long-term capital growth and has strategic overweights in Dividend, if any, likely to
emerging biotech companies, it does not focus on income and has not paid a dividend since be small

2001.

Leverage

BIOG targets leverage of between 5-10%, with a limit of up to 20% of NAV. As of 30 April Leverage currently 10%

2022, leverage stood at 10.1%.

Management is bullish on the long-term potential of the sector and thus expects to use
constant leverage; however, it is cognisant of the sector’s volatility. Leverage will
predominantly be used on a bottom-up basis to build up positions and will not be used as a
market timing tool.

BIOG has a leverage facility provided by JP Morgan Securities, with interest of the US Federal
Funds Rate of +45bp.

Figure 42: BIOG yearly leverage between 2016 and 2022
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High-conviction approach

BB Biotech (BION) is a CHF3.2bn Swiss-listed investment company that takes a
highly concentrated approach, investing into 20-35 small and mid-cap companies
and typically holding them for the longer-term. This approach has generated
impressive returns over the longer term (+16% pa over the last decade). However, we
calculate BION has been underperforming the benchmark on a 1, 3 and 5 year view
and thus cannot currently justify BION’s 26% premium to NAV.

High conviction approach: BION takes a differentiated, high-conviction approach,
investing into fast-growing companies with innovative drugs. BION’s portfolio
generally consists of 20-35 holdings; it currently has 31 positions, with the top 10
holdings accounting for 69% of the total portfolio.

Target 15% pa returns: Management favours initiating positions in earlier-stage
platform companies (ie companies that have multiple “shots on goal” as technologies
are scalable and target agnostic). BION then holds these emerging companies for the
long term as they mature into larger positions. Over the longer term, BION has been
successfully generating NAV total returns of 16% pa. However, with the SMID cap
biotech sell-off and a number of BION’s core larger-cap holdings falling 42% ytd (eg
Moderna), BION’s high-conviction approach has led to a sustained period of
underperformance.

Valuation: BION’s premium to NAV has consistently been higher than peers over the
last five years, at times trading at significant premiums of up to 43% (January 2022).
We think the key drivers of this are twofold. First, BION has an impressive track record
over multiple economic cycles, generating an annualised NAV total return of +13.6% pa
for almost 30 years. The second reason comes from the supply-demand dynamic for
BION’s shares. BION has not issued new shares since 2000 and thus supply has been
constrained. However, based on recent performance (-27% over the last two years) and
given that headwinds to small and mid-cap stocks are likely to persist in the near to
mid-term, we believe that the shares’ current 27% premium to NAV appears expensive,
in our view.

Leverage: BION can utilise leverage up to 15%. As of 31 March 2022, leverage stood at
13% and has been steadily increasing from 2% at 31 December 2020 as biotech
valuations have been falling. BION’s macro considerations are close to zero in terms of
portfolio allocation; however, management will utilise leverage as a tactical tool to take
advantage of depressed valuations when they occur. The increasing investment level
in the past 12 months has been driven by management’s stance that many companies
are attractively valued after the biotech correction we have witnessed.

Dividend: In 2013, BION introduced a dividend policy corresponding to a 5% dividend
yield on the volume weighted average price of its shares in December of the respective
fiscal year. The dividend is normally paid out annually after the annual general meeting
in March each year.

BION’s strengths

High-conviction approach led to 16% pa NAV
total return over last decade

BION’s weaknesses

High conviction leads to greater volatility

Dividend yield of 5%

High premium despite poor recent performance

Leverage could increase returns if there is a
wider biotech rebound

Leverage near top end of range 15% could
increase volatility

Some of larger-cap core holdings have not
exhibited more defensive qualities (eg Moderna
-42% ytd)

29 June 2022
Initiation

Share price CHF56.8
Close: 29/06/2022 SIX Swiss Close

Premium/Discount: 26%
premium to NAV

Yield: 5% dividend yield

Background: BB Biotech
invests in fast-growing
biotechnology companies
that are developing and
marketing innovative drugs.
It focuses on biotech
companies whose products
address areas of significant
unmet medical needs and
thus have above-average
sales and profit-growth
potential. Besides profitable
large cap companies, BB
Biotech is building up its
investments in promising
small and mid-cap
companies.

Max Haycock Myrto Charamis
Analyst Analyst
+44 20 3753 3098 +44 20 3465 2716

max.haycock@berenberg.com

myrto.charamis@berenberg.com
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Portfolio overview

BION takes a very high-conviction approach, investing into fast-growing companies that High-conviction approach to
develop and market innovative biotech drugs. BION’s key differentiator is that management SMID cap companies

keeps underlying holdings between 20-35 names; as of 31 May 2022, the portfolio consisted

of 31 holdings, with the top 10 positions accounting for 69% of the total portfolio (Figure 43).

Figure 43: BION top 10 holdings at May 2022

Market cap  Current Consensus Consensus Upside to

Company Weighting Currency (bn) price Rating target price target price
lonis Pharmaceuticals 10.7 usb 5 38.0 HOLD 473 25%
Argenx SE 8.6 EUR 19 346.3 BUY 346.6 0%
Moderna 8.1 USsD 57 142.2 BUY 219.3 54%
Neurocrine Biosciences 7.9 uUsD 9 96.9 BUY 1m.8 15%
Vertex Pharmaceuticals 7.6 USD VAl 276.2 BUY 2935 6%
Incyte 6.5 usD 17 75.6 BUY 91.9 21%
Intra-Cellular Therapies 6.1 USsSD 5 55.2 BUY 721 31%
Alnylam Pharmaceuticals 5.1 USD 17 142.2 BUY 209.6 47%
Arvinas 4.2 usD 2 427 BUY 101.2 137%
Fate Therapeutics 4.0 USsb 2 24.8 BUY 81.5 229%

Sum 68.8 Average 20 Average 57%
Source: Company data, Datastream

Given a target total return over the medium to longer term of 15% pa when investing, the Target 15% pa returns

portfolio will invariably be focused on small and mid-cap companies. Positions are typically
initiated into companies with market caps less than CHF5bn with a holding of co.5-4% of
NAV, which are then held for the long term as long as the 15% cost of capital assumption
holds in BION’s DCF model.

Thus, BION does not actively allocate into larger cap holdings per se, but instead looks to
grow its smaller-cap holdings into larger core positions as the business develops and
milestones such as positive Phase 3 outcomes, drug approvals and successful marketing are
achieved. By following this process, management hopes to de-risk its high-conviction core
holdings (typically top 5-8 top holdings) as the sizing of larger positions will be driven by
how successful the value creation has been.

Figure 44: Market cap breakdown at 31 December 2021 Figure 45: Development stage of holdings at 31 December 2021
40% Early stage
35% / strong Profitable
o pipeline 34%
30% 29%
25%
20%
15%
10%
5% . .
Financed to break even /
0% product at market
<0.5bn  0.5-1.0bn  1-5bn 5-30bn >30bn 37%
Source: Company data Source: Company data
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Figure 46: Therapeutic breakdown at 31 December 2021
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Orphan Diseases

Oncology

Neurological Diseases

Infectious Diseases

Metabolic Diseases

Cardiovascular Diseases

Source: Company data

Performance

It has been a difficult year for BION on an absolute and relative basis, generating a NAV total
return of -29% compared to the benchmark index returning -14%. We attribute this to 1) the
broader biotech sell-off that has particularly affected SMID cap companies; 2) BION’s high-
conviction approach; 3) a number of BION’s larger-cap high conviction holdings falling by
up to 42% ytd (eg Moderna); and 4) increasing leverage. Over the longer term, however, BION
continues to reach its target 15% pa returns, having generated NAV total returns of 16% pa
over the last 10 years.

Figure 47: Price and NAV over five years

Poor relative and absolute
performance over last five
years

Figure 48: Cumulative absolute and relative performance

100 M eM 1y ay 5y 10Y
80 NAV TR -24 -15.9 -26.3 -22 20 3334
60 INDEX =22 -12.2 -16.1 16.5 236 2792

Relative performance -0.2 -3.6 -10.2 -18.7 -21.6 54.2
40
20
0
Jun 17 Jun 18 Jun 19 Jun 20 Jun 21 Jun 22

e PR|CE e NAV

Source: Datastream Source: Datastream

Investment manager track record and fees

The investment manager, Bellevue Asset Management, offers a select range of active equity
strategies in fast-growing markets and is fully owned by Bellevue Group, an independent
financial boutique listed on the SIX Swiss Exchange and founded in 1993.

Bellevue Asset Management includes a team of biotech specialists with a successful track
record. Dr Daniel Koller heads the management team at BION and works alongside a further
six portfolio managers dedicated to BION and spread between Zurich (four people) and New
York (three).

Since 1 January 2014, the remuneration paid to the investment manager has been based on a
1.1% pa all-in fee on the average market capitalisation, without any additional fixed or
performance-based elements of compensation, which is paid on a monthly basis.

Dividend

In 2013, BION introduced a dividend policy corresponding to a 5% dividend yield on the
volume weighted average price of its shares in December of the respective fiscal year. The
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dividend is normally paid out annually after the annual general meeting in March each year.
BION also conducts share buybacks between o-5% of share capital pa (if the shares are
trading at a discount to NAV) to give shareholders a potential return of up to 10% pa.

Leverage

BION can utilise between 5% cash and 15% leverage (investment degree between 95% and
115%), and, over the long term, management expect leverage to fall between 3-5%. As of 31
March 2022, leverage stood at 13% and has been steadily increasing from 2% at 31 December
2020 (Figure 49) as biotech valuations have been falling.

BION’s macro considerations are close to zero in terms of portfolio allocation; however,
management will utilise leverage as a tactical tool to take advantage of depressed valuations
when they occur. The increasing investment level in the past 12 months has been driven by
management’s stance that many companies are attractively valued after the biotech
correction we have witnessed.

Figure 49: BION leverage between December 2020 and March 2022

14%
12%
10%
8%
6%
4%
2%

0%
Dec 20 Feb 21 Apr 21 Jun 21 Aug 21 Oct 21 Dec 21 Feb 22

Source: Company data

Valuation

BION currently trades on a high premium to NAV of 27%, having peaked at a premium of
43% to NAV in January 2022. BION has a strong long-term track record, generating NAV total
returns of +14.7% pa over the past decade, and this will increase demand for shares.
Furthermore, as the biotech market has slumped in 2021 and ytd 2022, we expect there
would have been increased demand to gain entry into the BION portfolio as valuations began
to fall. This is compounded by the fact that BION has not issued any new shares since 2000,
over 20 years ago, which means the premium/discount is particularly affected by supply-
demand dynamics.

Taking this into account, however, and given BION’s weak absolute and relative performance
in 2021 and ytd (down 14% and 22% respectively), we do not currently feel that a c26% premium
to NAYV is justified and would look for the premium to fall back in line with average which it
has started to do over the last few days.

Figure 50: Premium/(discount) to NAV (%) over BION over five years to 29/06/22

50%

40%

30%

20%

10%

0%

-10%
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e Discount = = = = Average

Source: Datastream

Leverage currently 13%
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Mapping to the UN Sustainable Development Goals (SDGs)

Berenberg Adjusted SDG Framework

In January 2020, Berenberg’s ESG team launched the Berenberg Adjusted Sustainable
Development Goal (BSDG) Framework, based on the UN Sustainable Development Goals
(SDGs). The SDGs are a roadmap for sustainable economic growth, incorporating a balance
of environmental, social and economic development factors. They are a “universal call to
action to end poverty, protect the planet and ensure that all people enjoy peace and
prosperity by 2030”.

The framework was created by analysing each of the 169 targets supporting the UN’s 17
SDGs, converting them into criteria that reflect corporate strategies. See the following notes
for more information on Berenberg’s SDG mapping: Taking the BSDG Framework to
continental Europe (dated 1 June 2020) and Impact and Valuation in Focus (dated 5
November 2020).

How does BIOG, IBT, BION and HBMN map to the BSDG Framework?

BIOG, IBT, BION and HBMN BSDG Profile

SDG Good Health and Well-Being

“Improve the quality and accessibility of health and social
care products and services"
BSDG criteria bei t
cliteriaeing me "Provide products and services that promote health and
well being”

Revenue alignment band Band 1 71-100%

Direction of Travel

Investment trusts are focused on new innovative drugs
Our SDG view and medical technologies, providing healthcare products
and improving the quality of healthcare

Source: Berenberg

As the coverage is all investment trusts, we aligned it to SDGs based on proportion of the
portfolio holdings. The trusts solely focus on quoted and unquoted biotech companies
globally, concentrating on new, innovative drugs and medical techn solutions for unmet
medical needs. Their portfolios consist of companies in the fields of oncology, mRNA,
infectious diseases, autoimmune diseases and more. Given the high positive contribution to
quality and accessibility of healthcare products and services, we align the entire portfolios of
investments to SDG 3 “Good Health and Wellbeing”. In the future, we are keen to see the
trusts quantifying the positive impact of its investments.
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Governance

Figure 51: BIOG governance profile

_ The Biotech Growth Does Biotech Growth have?

ew

Board structure 7 members. Chairperson, 5 independent Independent board v

NEDs, and 1NED
MaIe/FemaI.e e %/ 29% At least 30% female board representation x
representation
Average board tenure 51years Average board tenure of 2-7 years 4
Separate chairperson /CEO  Yes Separate CEO and Chairperson v
Shareholder structure 99.5% free float Largest shareholder <50% voting rights v
CEO-to-worker pay ratio n/a
Board committees Nominations, renumerations, Audit

Geoff Hsu does not own any shareholdings

M it shareholdi
anagement shareholdings 0 CEREY

Management compensation
linked to ESG?

No

Source: Company data, Eikon, Bloomberg

Figure 52: IBT governance profile

_ International Biotechnology Does International Biotechnology have?

ew

Board structure 5 members. Chairperson and 4 Independent board v

independent NEDs
MaIe/FemaI.e e 60% / 40% At least 30% female board representation v
representation
Average board tenure 4.0 years Average board tenure of 2-7 years 4
Separate chairperson /CEO  Yes Separate CEO and Chairperson v
Shareholder structure 921% free float Largest shareholder <50% voting rights v
CEO-to-worker pay ratio n/a
Board committees Nominations, renumerations, Audit

Management shareholdings  n/a

Management compensation
linked to ESG?

No

Source: Company data, Eikon, Bloomberg
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Figure 53: BION governance profile

_ o Bicte‘:h Poss SRS te‘;h hav ¢

ew

Board structure 6 members. Chairperson and 5 Independent board v

independent NEDs
MaIe/FemaI.e e 66% / 33% At least 30% female board representation v
representation
Average board tenure 4.2 years Average board tenure of 2-7 years 4
Separate chairperson /CEO  Yes Separate CEO and Chairperson v
Shareholder structure 982% free float Largest shareholder <50% voting rights v
CEO-to-worker pay ratio n/a
Board committees Nominations, renumerations, Audit

Management shareholdings  n/a

Management compensation
linked to ESG?

No

Source: Company data, Eikon, Bloomberg

Figure 54: HBMN governance profile

_ HBM Healthcare Does HBM Healthcare have?

lew
Board structure 5 members. Chairperson and 4 Independent board v
independent NEDs

Male/Female board

alh ema.e oar 60% / 40% At least 30% female board representation v
representation
Average board tenure 9.0 years Average board tenure of 2-7 years v
Separate chairperson /CEO  Yes Separate CEO and Chairperson v
Shareholder structure 827% free float Largest shareholder <60% voting rights v
CEO-to-worker pay ratio n/a
Board committees Nominations, renumerations, Audit

Dr Andreas Wicki (CEO) holds 53290
Management shareholdings ~ shares and Erwin Troxler (CFO) holds 5500
shares

Management compensation

N
linked to ESG? ©

Source: Company data, Eikon, Bloomberg
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Disclosures in respect of Article 20 of Regulation (EU) No. 596/2014 of the European Parliament and of the
Council of 16 April 2014 on market abuse and the UK Market Abuse Regulation (market abuse regulation -
MAR)

Company Disclosures
HBM Healthcare Investments AG no disclosures
International Biotechnology Trust plc 2
The Biotech Growth Trust plc 2
BB Biotech AG no disclosures
1) Joh. Berenberg, Gossler & Co. KG (hereinafter referred to as “the Bank”) and/or its affiliate(s) was Lead Manager or Co-

Lead Manager over the previous 12 months of a public offering of this company.

(2) The Bank acts as Designated Sponsor/Market Maker for this company.

3) Over the previous 12 months, the Bank and/or its affiliate(s) has effected an agreement with this company for investment
banking services or received compensation or a promise to pay from this company for investment banking services.

(4) The Bank and/or its affiliate(s) holds 5% or more of the share capital of this company.

5) The Bank holds a long position of more than 0.5% in shares of this company.

(6) The Bank holds a short position of more than 0.5% in shares of this company.

Positions held within investment funds managed by the Bank fall within disclosure (5) above and are calculated using the latest
available data at the time of publication of this report.

Production of the recommendation completed: 29.06.2022, 17:42 GMT

Competent supervisory authority

Financial Conduct Authority, 12 Endeavour Square, London E20 1JN, United Kingdom; Bundesanstalt fiir
Finanzdienstleistungsaufsicht (BaFin) - Federal Financial Supervisory Authority, Graurheindorfer Strafde 108, 53117 Bonn and
Marie-Curie-Str. 24-28, 60439 Frankfurt am Main, Germany.

Insofar as this is an investment recommendation, as defined under the EU Market Abuse Regulation or UK Market Abuse
Regulation, please see the following webpage for details of personal holdings and directorships, and recommendation history:
https://research.berenberg.com/mar/r9d7ierl. There is no planned frequency regarding updates to the recommendation.

Analyst certification
I, Max Haycock, hereby certify that all of the views expressed in this report accurately reflect my personal views about any and all
of the subject securities or issuers discussed herein.

In addition, I hereby certify that no part of my compensation was, is, or will be, directly or indirectly related to the specific
recommendations or views expressed in this research report, nor is it tied to any specific investment banking transaction
performed by the Bank or its affiliates.

I, Myrto Charamis, hereby certify that all of the views expressed in this report accurately reflect my personal views about any and
all of the subject securities or issuers discussed herein.

In addition, I hereby certify that no part of my compensation was, is, or will be, directly or indirectly related to the specific
recommendations or views expressed in this research report, nor is it tied to any specific investment banking transaction
performed by the Bank or its affiliates.

Non-independent research disclosure

This document is considered a marketing communication and has been prepared by Joh. Berenberg, Gossler & Co. KG (the Bank)
for information purposes only. As such this document has not been prepared in accordance with all legal requirements designed
to promote the independence of investment recommendations and investment strategy recommendations and it is not subject to
any prohibition on dealing ahead of the dissemination of investment research. The statements made herein have not been audited
by any external party, particularly not by an independent auditing firm. The statements contained in this document are based
either on the company’s own sources or on publicly accessible third-party sources, and reflect the status of information as of the
date of the document.
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This information and references to issuers, financial instruments or financial products do constitute an investment strategy
recommendation pursuant to Article 3 (1) No. 34 Regulation (EU) No 596,/2014 on market abuse or the UK Market Abuse Regulation
(market abuse regulation) and/ or an investment recommendations pursuant to Article 3 (1) No. 35 of the market abuse regulation,
both provisions in connection with section 85 (1) of the German Securities Trading Act (WpHG).

This document is intended to give you an opportunity to form your own view of an investment. However, it does not replace legal,
tax or individual financial advice. Your investment objectives and your personal and financial circumstances were not taken into
account in preparing this document. We therefore expressly point out that this information does not constitute individual
investment advice. Any products or securities described may not be available for purchase in all countries or only in certain
investor categories.

The document has been produced for institutional clients or market professionals and may only be distributed within the
framework of applicable law and in particular not to citizens of the USA or persons resident in the USA. Private customers, into
whose possession this document comes, should discuss possible investment decisions with their customer service officer as
differing views and opinions may exist with regard to the stocks referred to in this document. This document is not a solicitation
or an offer to buy or sell the mentioned stock.

This document does not claim completeness regarding all the information on the stocks, stock markets or developments referred
to in it. Subsequent changes cannot be taken into account in this document. The information given can become incorrect due to
the passage of time and/or as a result of legal, political, economic or other changes. We do not assume responsibility to indicate
such changes and/or to publish an updated document. The document may include certain descriptions, statements, estimates,
and conclusions underlining potential market and company development. These reflect assumptions, which may turn out to be
incorrect.

The Bank and/or its employees accept no liability whatsoever for any direct, indirect or consequential loss or damages of any
kind arising out of the use of this document or any part of its content.

The Bank and/or its employees may hold, buy or sell positions in any securities mentioned in this document, derivatives thereon
or related financial products. The Bank and/or its employees may underwrite issues for any securities mentioned in this
document, derivatives thereon or related financial products or seek to perform capital market or underwriting services.

Copyright

The Bank reserves all the rights in this document. No part of the document or its content may be rewritten, copied, photocopied
or duplicated in any form by any means or redistributed without the Bank’s prior written consent.

© 2022 Joh. Berenberg, Gossler & Co. KG
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