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…..in relentless pursuit of material improvements
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HeiQ is an innovator in the field of providing science-based solutions to the
improvement of textiles and other materials, providing enhanced
functionality to the end-user. It aims to become a global leader in materials
innovation. HeiQ is a high value-adding company to both its 300+ brand
partners and their customers, enjoying high margins in growing segments of
substantial global markets, with an objective of reaching revenues of $300m
over the medium-term, equivalent to six times its FY20 revenue base.
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Research & Development (R&D), through manufacturing of ingredients
and materials, to marketing to and on behalf of its brand partners. This
combination creates the ability to help its brand partners to differentiate
their products, using HeiQ innovations, to their consumers by explaining
the value and benefits of those innovations. As well as being driven to
deliver innovation with differentiation, HeiQ is also committed to
delivering more sustainable manufacturing processes and technologies
that add sustainability to functionalized products.

▪ Multiple growth options: HeiQ has significant optionality on future
growth opportunities. The primary growth levers comprise product range
extension, new market entry, extension of its brand partner base (now
over 300 brands), infrastructure investment (to strengthen its R&D and
marketing capabilities) and strategic acquisition activity. HeiQ’s research
pipeline currently comprises forty projects. Over the past 12 month HeiQ
has entered the new markets of Medical Devices, Coatings, Paints,
Probiotics, Laundry & Healthcare.

▪ Barriers to entry: Given the importance of its Intellectual Property (IP),
HeiQ has patent protection for its product families, together with almost
200 registered trademarks. Together with possession of numerous
regulatory permits covering its global operations, its established academic
research network and strong brand equity, HeiQ benefits from substantial
barriers to competitive entry.

▪ Valuation: Reflecting its multiple growth opportunities, HeiQ’s forecast
turnover growth rate is more than double that of the average and median
of our selected peer comparator (compco) group. Against the best-in-class
from our peer comparator group, HeiQ‘s valuation sits at a discount of
around 25% - 30% across our selected valuation metrics.
FYE DEC ($M)

2019

2020

2021E

2022E

2023E

Revenue

28.0

50.4

59.9

67.5

75.5

Adj EBITDA

2.9

14.0

14.9

18.7

21.5

Fully Adj PBT

1.2

11.5

12.1

15.5

18.1

Fully Adj EPS (c)

0.9

6.9

6.8

8.3

9.6

EV/Sales (x)

9.7x

5.4x

4.6x

4.0x

3.6x

EV/EBITDA (x)

94.3x

19.5x

18.3x

14.6x

12.7x

PER (x)

253.7x

33.3x

33.5x

27.5x

23.8x

Source: Company Information and Progressive Equity Research estimates.
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Executive Summary & Investment Case
Overview
HeiQ is an established global
brand in textiles innovation….

….and has recently started to

innovate
broadly

materials

more

HeiQ is a needs-driven
solutions seeker, delivering
tangible benefits of improved
functionality
Objective to reach revenues
of $300m over the mediumterm, 6x its FY20 level

Valuation discount to best in
class

Co-founded in Switzerland in March 2005 by Carlo Centonze and Dr Murray Height,
currently CEO and Chief Scientific Office (CSO) respectively of the company, HeiQ has
grown to become an established global brand in textiles innovation, with application
potential across a wide range of industry sectors and end-uses. It is a pioneer at the
forefront of global technology in the $24bn textile chemicals market and in the $10bn
antimicrobial fabrics market.
More recently, it has broadened its product remit from primarily textiles to innovating
materials more broadly, which will significantly widen its market reach. By way of example,
HeiQ’s GrapheneX (highly porous graphene membrane) product, currently under
development, would be a gateway into the high growth industrial filtration market, valued
globally at $29bn, with multiple potential applications.
HeiQ is a needs-driven seeker of scientifically based solutions to deliver material
improvements to the end-users of its products, which will improve their lives by delivering
tangible benefits of improved functionality – such as cooling, warming, filtering, purifying,
repelling, or destroying viruses.
HeiQ is a unique business in our view, given its three-in-one business model, comprising
research, manufacturing and ingredient branding. We believe HeiQ has multiple growth
opportunities from both its existing product portfolio and new product launches, with
which to achieve its stated objective of reaching revenues of $300m over the mediumterm, equivalent to six times its FY20 revenue base.
HeiQ ‘s valuation sits at a discount of around 25% - 30% across our selected valuation
metrics against the best-in-class in our peer comparator group.

Key strengths
HeiQ benefits from significant strengths across many areas of its business operations,
including:

▪ Management and staff – with a strong business culture, commitment to sustainability,
and in-depth technical knowledge in all spheres of its “three-in-one” model, namely
research, manufacturing and ingredient branding.

▪ End-to-end capabilities – HeiQ’s business model is not only capable of delivering
solutions from the laboratory through to the end-consumer, but also able to do so with
considerable speed to market, as demonstrated by the launch of the antimicrobial HeiQ
Viroblock product in 2020.

▪ Brand partner relationships – these have been developed and maintained over many
years. HeiQ works together with over 300 brand partners, with relationships supported
and strengthened through HeiQ’s marketing team.

▪ Brand equity – HeiQ has a strong and growing brand equity with its brand partners and
increasing recognition with consumers, which enables superior pricing power, both for
HeiQ and its brand partners. This is reflected in its high and rising gross margin (>55%).

▪ Continuous range development – with an R&D pipeline of 40 projects, HeiQ will
continue to expand its existing portfolio of over 200 technologies with 199 registered
trademarks.
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▪ Multiple barriers to entry – HeiQ’s strong Intellectual property (IP), protected by
patents and registered trademarks, possession of regulatory permits, and established
academic research network, together with its strong brand equity, constitute strong
barriers to entry.

▪ Strong balance sheet and cash generative: - the combination of a strong balance sheet,
capex light model, and positive cash generation provide a solid base to invest in future
growth, including strategic merger and acquisition activity.

Growth drivers
Many growth levers and no
shortage of opportunities

HeiQ has a significant number of growth levers in our view, pointing to and underpinning
the company’s future growth potential. With its commitment to innovation covering its
existing product portfolio as well as future products, there will be no shortage of growth
opportunities for HeiQ. We would highlight the following:

▪ Product range extension: Having introduced over 200 products since it was founded,
averaging around 12 per annum, and with a current research pipeline of 40 products,
there will be a regular stream of both new and updated products coming to market.
These new launches will provide incremental growth on top of the existing product
portfolio, which should deliver annual organic growth of at least 10% per annum.

▪ New markets: Having expanded its vision from being primarily a textile technology
company to one looking to innovate materials more broadly, HeiQ is moving into a
wider range of (non-textile) markets. In February and March 2021 alone, HeiQ
announced three partnership deals delivering market entry into three new segments,
namely laundry, paint, and coatings for packaging materials, all utilising and leveraging
its HeiQ Viroblock antimicrobial technology.

▪ New customers and brand partners: With new products and new markets will come
new customers and brand partners, which will offer cross-selling opportunities as well
in many instances. HeiQ will also look to grow market share through further expanding
its customer base for its existing products in its existing markets. HeiQ more than
doubled its customer base and tripled its media presence in FY20, a strong lead
indicator of future sales growth.

▪ Infrastructure investment: HeiQ has stated its intention to strengthen its innovation
(R&D) and differentiation (marketing) capabilities, accelerating the drive to increase its
product offering, to enter new markets and to extend its customer base.

▪ Strategic M&A: Organic growth will be complemented by strategic M&A activity. This
will be both to strengthen HeiQ’s position in markets in which it already operates or to
gain entry into new markets.
Potential to magnify and
compound the rate of
incremental growth
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Each of the above can individually deliver incremental growth for HeiQ. A combination of
these will magnify and compound the rate of incremental growth. Given the quantum of
opportunities available, HeiQ would appear to have a continually increasing optionality
for a step change in its growth trajectory. However, given the inherent difficulties and
dangers in trying to pinpoint the timing of such a potential change, market forecasts will
and indeed should remain based on more conservative growth assumptions.
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Forecasts
HeiQ is forecast to deliver
three-year CAGR PBT growth
of 16%.....

The following table summarises our key forecast headlines and earnings over our threeyear forecast horizon from the base year of FY20. We have added a column to show the
three-year compound annual growth (CAGR) figure, which highlights the double-digit
growth rates achieved at all levels of profitability. Adjusted pre-tax profit is forecast to grow
by a three-year CAGR of just over 16%.
Summary of key forecast measures – FY21E – FY23E
Turnover
Gross profit
Gross margin (%)
Operating costs
Opex as % of turnover
Adjusted operating profit
Operating margin (%)
Adjusted EBITDA
EBITDA margin (%)
Adjusted pre-tax profit
Adjusted diluted EPS (p)
Net (debt)/cash - inc lease liabilities
Net (debt)/cash - exc lease liabilities

FY20
50.4
28.0
55.6%
(15.3)
(30.3%)
12.7
25.2%
14.0
27.7%
11.5
6.9
21.5
24.1

FY21E
59.9
33.5
56.0%
(20.6)
(34.5%)
12.9
21.5%
14.9
24.9%
12.1
6.8
21.3
23.6

FY22E
67.5
38.5
57.0%
(22.4)
(33.2%)
16.1
23.8%
18.7
27.6%
15.5
8.3
30.9
33.0

FY23E 3-yr CAGR
75.5
14.4%
43.8
16.1%
58.0%
(25.1)
17.9%
(33.2%)
18.7
13.8%
24.8%
21.5
15.4%
28.4%
18.1
16.3%
9.6
11.9%
40.1
23.1%
41.8
20.1%

Source: HeiQ; Progressive Equity Research

….from an FY20 base year
that delivered 80% top line
and almost 400% adjusted
EBITDA growth

It should be noted that this compound growth rate is achieved from the base year of FY20,
when HeiQ delivered what can be described as an exceptional growth rate (driven by the
antimicrobial HeiQ Viroblock product family), in terms of both sales and profits, impacting
year-on-year progress particularly in FY21E. The FY20 result serves however to underline
the optionality for extraordinary growth available to HeiQ.

Valuation
A unique business, with few
similar listed peers

HeiQ’s valuation sits at a 25%
- 30% discount to the best in
class

5

It is difficult to find similar publicly quoted businesses with which to compare HeiQ in
valuation terms. We have therefore drawn together a basket of companies with
overlapping characteristics, against which to compare HeiQ’s valuation metrics.
HeiQ delivers a clearly superior forecast revenue growth against the peer group, reflecting
the multiple growth opportunities highlighted above, including GrapheneX, which could be
a potential game-changer in the industrial filtration market, and HeiQ Synbio, a gamechanging probiotic hospital hygiene solution reducing up to 99% of the antimicrobial
resistances and 75% of the costs for Hospital Acquired Infections’ associated drug
consumption. We benchmarked and indexed HeiQ’s valuation metrics against the best in
class within the compco cohort. Across our selected valuation metrics, HeiQ’s valuation
stands at a significant discount of 25% - 30% to the best in class of our peer comparators.
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Background and History
Innovation to add value to
materials, thereby improving
people’s quality of life
HeiQ’s heritage lies
developing ingredients
improve textiles

in
to

Founded in response to the
textile challenges of a weeklong hike

An alliance of science and
marketing
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HeiQ is both an incubator and implementer of innovative scientific techniques to add value
to materials and consumer products, with a vision to improve the quality of life of billions
of people.
The company’s heritage lies in the development of scientifically based ingredients to
improve textiles in many walks of life, including apparel, household textiles and medical
supplies. The improvements provided through the company’s innovations deliver tangible
benefits to consumers and end-users, such as added functionality, comfort, hygiene and
sustainability.
The company was co-founded in Switzerland in March 2005 by Carlo Centonze and Dr
Murray Height, currently CEO and Chief Scientific Office (CSO) respectively of the company.
Its formation was seeded around six months prior to this following a week-long hike with
friends in the Swiss Alps, by the end of which some friends were keeping them at arm’s
length because of their malodorous clothing. This prompted them to seek a scientific
solution that would allow clothing manufacturers to produce clothing that would smell
fresh for longer (such as for a week of vigorous hiking), thereby providing a significant
hygiene (and comfort) benefit to the user. The company name incorporates the hike that
inspired the company launch, while also standing for both high quality materials and
intelligent (IQ) materials.
The original vision was not only to become a producer of textile and coating additives that
could be used in scaled-up patented manufacturing processes but also to be recognised by
brands and consumers as a leading material innovation company. This alliance between
science and marketing underpins HeiQ’s business, which management describes as a
“three-in-one” company. These three lynch pins are:
•

Research: with a clear commercial focus on differentiated innovation, delivering
discernible benefit(s) to consumers and end-users, and co-creation with over 20
academic partners

•

Manufacturing: with scalable capacity to produce its innovative ingredients and
materials for delivery into mills and manufacturing facilities within the wider
supply chain globally

•

Ingredient branding: with a view to supporting its client/partner brands through
the integration of its own ingredient brands and technologies, thereby driving
higher customer appeal and recognition of branded products using HeiQ
innovations

HeiQ
has
nurtured
a
substantial brand partner
network

HeiQ has grown to become a $50m turnover business over the past sixteen years. This has
been achieved primarily through consistent organic growth, including the development of
a substantial partner network across all its core activities, supplemented by
complementary strategic acquisitions.

Exceptional FY20 growth
driven by newly launched
Viroblock product in rapid
response to the pandemic

In 2020 HeiQ almost doubled in size, increasing turnover by 80%. This impressive growth
was driven by launch of HeiQ Viroblock in March 2020, in response to the global pandemic,
which effectively created a new antiviral textile market. The speed and timeliness of this
launch is reflective of the group’s innovative and rapid go-to-market capabilities.
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Listed in December 2020,
raising £20m of new equity to
fund future growth

Aiming to become a global
leader in materials innovation

HeiQ joined the Main Market on the London Stock Exchange in December 2020 through a
reverse takeover mechanism with Auctus Growth plc, raising £20m of new equity. The
majority of this is to be invested in supporting the future growth of the company and
building brand equity. HeiQ has a stated medium-term revenue target of $300m.
HeiQ’s strategy has evolved to innovate not only in but also beyond textiles, with a view to
eventually becoming a global leader in materials innovation. The chart below gives a highlevel overview of HeiQ, as of April 2021. We explore the company and its business model
in greater depth in a later chapter of this note.

An overview of HeiQ – as of April 2021

Source: HeiQ

The following table gives a brief history of the company and key milestones.
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HeiQ - History and summary of milestone events
Date
2005
2008
2010
2017
2019
2020

2021

Event
HeiQ was co-founded by Carlo Centonze and Dr Murray Height to use innovative scientific techniques to add greater
functionality to textiles for the benefit of consumers and end-users.
HeiQ gained its first repeat and recurring customer, Odlo, the Norwegian specialist sportswear company. Following a funding
round of CHF6.4m, HeiQ purchased Tex-A-Tec, its first acquisition.
HeiQ raised a further CHF11.1m to build up HeiQ Australia and other technology platforms.
The acquisition of US company, Chem-Tex, doubled the size of the company. Chem-Tex specialises in carpet polymer,
industrial polymer and textile finishes, together with research and development, laboratory work, production and sales
functions. This gave HeiQ a mass production facilities and capabilities.
The company expanded its global footprint with the establishment of HeiQ Portugal, HeiQ Shanghai and HeiQ Taiwan, as well
as appointing a dozen new distributors.
The group established HeiQ Portugal. HeiQ enjoyed significant commercial success with its HeiQ Viroblock technology for
masks and other products to protect against COVID 19. HeiQ established a joint venture in Spain to develop, produce and
distribute surgical masks. HeiQ floated on the London Main Market in December.
HeiQ acquired Chrisal N.V., a Belgian industrial biotechnology company, in March adding probiotic ingredients and
technology platforms to its portfolio. In April, HeiQ acquired German company RAS AG, strengthening its ingredients
technology and antimicrobials technology platforms. HeiQ entered the new markets of laundry products, paint and FMCG
packaging through partnership agreements with Girbau, Berger Paints India and ICP respectively.

Source: HeiQ; Progressive Equity Research
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Market backdrop
Its traditional textiles market
is valued globally at just
under a trillion dollars

Move to more sustainable
production could benefit HeiQ

HeiQ ingredients typically
deployed
in
production
process or to the surface of
finished materials
Moving into new markets
through organic development
and strategic M&A activity

The prime market and ultimate deployer of HeiQ’s products has historically been the
textiles market. This is a very substantial and broad market providing many different
products across a wide variety of industries. While definitions of the global textile market
vary, there is a broad consensus within market research houses that this market is currently
worth globally almost a trillion dollars and will cross this threshold within the near future.
In terms of consumer markets for textiles, these principally comprise the clothing and
household furnishings markets. Textiles are also utilised and consumed in many other areas
of life, including the workplace along with public and private modes of transportation.
The two consumer markets of clothing and household textiles are likely to continue to grow
over the medium-term, driven by global population growth and increasing household
formation, compounded by increasing urbanisation and a rising standard of living.
Countering these trends to a degree are growing consumer concerns around sustainability
and the environment, with the textile industry using many chemicals and additives within
the production process. The fast fashion industry has fallen foul of these concerns, though
to date, it appears to have remained resilient and be weathering them. Ironically, concern
for the environment and consumer demand for more energy efficient and eco-friendly
textile production could actually benefit HeiQ, which is focusing on sustainable solutions
for production practices, which support the preservation of natural capital and resources.
There are many different ways of manufacturing textiles, with numerous natural and manmade fibres and materials used to produce textiles, most of which use additives and
chemical ingredient as part of the manufacturing process. Chem. The more relevant market
therefore for HeiQ’s historic core business is the Textile Chemicals market.
Through a combination of its internal pipeline of developments and strategic M&A, HeiQ
has broadened its product portfolio significantly over the past 12 – 15 months, such that it
now operates in a number of additional markets and industries, with medical, consumer
goods and healthcare added in 2020. Like the Textile Chemicals market, these are also
substantial markets with forecast compound annual growth rates generally above the
current inflation rates in most Western economies.

Market sizes
HeiQ operates in substantial
markets

9

As can be seen from the following table, all of the markets within which HeiQ operates are
substantial. The smallest one, which is still valued at some $10bn, is antimicrobial textiles.
Given increased focus on health and hygiene arising from the Covid pandemic, there has
been considerable and growing interest in this market, with a growing number of
applications for such textiles. Unsurprisingly, this translates into a higher forecast CAGR
growth rate of just under 10% compared with the Textile Chemicals market.
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Chrisal acquisition delivers
established presence in the
growing
probiotics
and
synbiotics markets

Entry into the probiotics and synbiotics markets was achieved with the acquisition of a
majority 51% stake in the Belgian industrial biotech company, Chrisal, in March 2021.
Chrisal has a product portfolio of some 120 products across three technology platforms,
sold into a customer base of 500 across 25 countries. This includes around 40 hospitals
served with the HeiQ Synbio hygiene solution, which is proven to reduce up to 99% of the
antimicrobial resistances and 75% of the costs for Hospital Acquired Infections’ associated
drug consumption. These products create healthy and sustainable microbial ecosystems,
and have a wide range of application beyond textiles, including personal care, cosmetics,
wound dressings, water purification, air treatment and cleaning products. With HeiQ
already active in air treatment technology, microbial management and targeting water
purification (as one of the potential applications of its GrapheneX project), this was a highly
complementary acquisition.
Selected HeiQ global markets (USD billions) and growth prospects
Market
Textile chemicals
Antimicrobial textiles
Industrial filtration
Probiotics
Laundry detergent
Paint and coatings

Size
24
10
29
50
132
150

CAGR %
4.5%
9.8%
6.9%
6.9%
4.5%
n.a.

Source
GrandView Research
Global Market Insights
Markets and Markets
GrandView Research
Statista
HeiQ RNS

Source: HeiQ, Progressive Equity Research, various as above

Three new market entries in
Q1

Laundry
solutions
and
services, with the potential to
develop
a
household
detergent product

Paints and coatings, with a
product to prevent surface
transmission of diseases
caused by viruses and
bacteria
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Over the two months of February and March, HeiQ also announced three partnership deals
which offered entry into three new segments, namely laundry, paint and packaging
materials, all utilising its Viroblock technology.
In February, HeiQ announced a four-year partnership with the Girbau, a leading provider
of professional laundry solutions for the industrial, commercial and vended sectors. This
contract will yield at least $1.5m, with potential substantially weighted to the upside.
Through this contract, Girbau will offer HeiQ’s Viroblock product as an antiviral and
antimicrobial post-treatment for its industrial laundry service customers. HeiQ and Girbau
also plan to bring branded HeiQ Viroblock dispensers into public launderettes, effectively
direct to consumers. This opens the possibility for HeiQ Viroblock to become a household
detergent product as a post-treatment for laundered goods, thereby entering a segment
of the $132bn laundry detergent market, currently dominated by global players such as
Ecolab, Unilever and Reckit Benkiser. Through this partnership, HeiQ has become the first
textile technology company to convert an industrial antiviral treatment into a functional
detergent.
In March, HeiQ announced a partnership with Berger Paints India to introduce an antiviral
paint, powered once again by HeiQ Viroblock. The paint offers protection by preventing
surface transmission of diseases caused by viruses and bacteria. It will have widespread
applications across public spaces, including hospitals and healthcare facilities, as well as
private homes. The contract will yield $600K in the first year, in which time Berger will have
exclusivity in India. This gives HeiQ a presence within the $150bn global market for paints
and coatings.
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FMCG packaging – with
protective antimicrobial film
coatings

HeiQ’s premium offering sees
it operating in higher growth
or new segments of its
markets

The last partnership deal signed in March was with ICP Industrial, a subsidiary of the ICP
group, which specialises in thin film coatings applied to packaging used by the FMCG,
pharmaceutical and medical sectors. As befits the substantial size of these markets, HeiQ
and ICP have signed a long-term five -year royalty deal, which offers exclusive worldwide
rights to ICP to apply HeiQ Viroblock to coatings for printing processes, including
commercial print, food, beverage and pharmaceutical packaging. This enables brand
owners to market their products to consumers as packaged in materials with protective
antimicrobial properties. The deal includes a royalty component allowing HeiQ to receive
a percentage of ICP’s sales. Conditional upon successful technology adoption, the contract
yields $8m over the first two years, at which point it is subject to renewal, and should
deliver over $30m of revenue over a five-year period.
HeiQ describes itself as operating within high growth markets. It could be argued that some
of the CAGR growth rates for these markets as outlined above fall shy of that definition,
albeit still delivering growth rates above that of global inflation. The point we would stress
in relation to this is that these substantial markets comprise many sub-segments, growing
at different rates. With HeiQ offering more premium and value-added products, it will be
operating in higher growth sub-segments, and in several instances actually creating new
sub-segments with its innovation and differentiated products.

Competition
HeiQ is nimbler and faster to
market
than
larger
competitors
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Given the scale of the markets outlined above, there are unsurprisingly some major global
enterprises competing within them. There is also a host of smaller competitors, the best of
which are nimbly trying to find a profitable niche or niches, innovate rapidly and deliver
sustainable competitive advantage. This is the route that HeiQ has pursued since its
inception and continues to pursue now. It is nimbler and can react more quickly to market
opportunities than the multi-national conglomerates. We do not wish to - nor is it right or
appropriate to - downplay competitive risks, but we believe HeiQ has more than enough
weaponry in its armoury to continue to thrive within these substantial markets.
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HeiQ – Adding value through innovation
In this chapter, we look in more detail at HeiQ, its strategy, its business model, operating
structure, product portfolio and customer base.

What is HeiQ?
On the principle of not trying to re-invent the wheel, we quote directly from the company
itself to deliver a description of what HeiQ does:
“HeiQ creates innovative technologies that add functionality, comfort, hygiene and
sustainability to apparel, home textiles, technical textiles, medical textiles and devices, as
well as functional consumer products.”
Delivering solutions to market
needs and challenges from
global megatrends

It is a company that delivers solutions in response to market/consumer needs and to the
challenges arising from a number of global megatrends that threaten the longer-term
sustainability of the planet. HeiQ identifies (or foresees) problems and seeks to develop a
science-based solution to them.
To summarise, we view HeiQ as a science-based innovator in relentless pursuit of material
improvements (pun very much intended!).

Corporate mission and strategic pillars
A pioneer aiming to “HeiQ”
materials in order to improve
the life of billions

HeiQ describes its mission as one to pioneer differentiating materials through co-creation,
with the objective of improving the daily lives of those that use them. This could potentially
refer to many millions of people given the universal everyday use of the products and
materials utilising HeiQ’s ingredients and technical solutions. Indeed, the company’s vision
is to see “HeiQed” materials improve the life of billions. This might sound a grandiose
ambition, but taken in the context of the megatrends alluded to above and identified by
HeiQ, it is by no means an unachievable ambition.

Global megatrends and their resultant challenges
Identifying problems, seeking solutions and challenging the status quo are in our view the
driving forces of HeiQ and these are deeply engrained in its corporate and cultural DNA.
The global megatrends throw up challenges to the industries within which HeiQ operates,
with HeiQ creating technologies and solutions to overcome or alleviate them.

Three global megatrends

HeiQ has identified three specific global megatrends:

▪ Population growth and increasing urbanisation
▪ Climate change and environmental degradation
▪ Scarcity of and global competition for resources
Population
growth
urbanisation
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and

With a growing global population and increased migration from rural to urban areas not
only puts increasing strain on infrastructure, but also leads to increased air pollution and
lower air quality. This creates a need and demand for materials or processes that help to
purify or filter air, thereby reducing pollutants. Rising urban population densities also
increases the need for surface and air hygiene solutions to reduce the threat and spread of
disease, as can clearly be seen from the coronavirus pandemic.
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Climate change

Competition for diminishing
resources

HeiQ stepping up to the
challenges
of
these
megatrends

Global warming and climate change is impacting the life of everyone on the planet.
Weather extremes are seeing rising sea levels, with increased prevalence of droughts and
flooding in different parts of the world. The former points to pressure on the availability of
clean drinking water in many parts of the world. Emission reduction and energy efficiency
are now pressing political and environmental needs.
Pressure on global resources has resulted in greater awareness of the need for
sustainability, more environmentally friendly manufacturing processes and the need for recyclable products.
HeiQ has developed or is developing products and solutions, which address and mitigate
the problems and pressures arising from these megatrends. HeiQ branded solutions such
as HeiQ Fresh Air improve air quality in homes and buildings when applied to household
textiles; HeiQ Smart Temp helps clothing to control and cool body temperature; HeiQ’s
range of antimicrobials and probiotics render surfaces hygienically clean; HeiQ Viroblock
turns surfaces antiviral and can be integrated into finished products such as face masks and
laundry treatments and detergents; and a key product under development, GrapheneX,
has massive potential benefits in the fields of desalination of sea water and for more
efficient batteries, as the world looks to move away from fossil fuels.

The Famous Five – strategic pillars
HeiQ’s growth strategy is based around or on five key strategic pillars. These are:

▪ Growth markets – with a focus on textiles, medical devices and surface hygiene, driven
by growing demand for safety and protection against the background of the Covid
pandemic.

▪ Innovation – being the process of value creation by doing things differently and the
only way to become more sustainable.

▪ Differentiation – HeiQ actively helps its brand partners to differentiate themselves
from their competitors to their customers by explaining and demonstrating the added
value provided by HeiQ technology, thereby facilitating customer upselling and
premium pricing.

▪ People and sustainability – HeiQ recognises the strategic importance of high quality
human capital and intellectual ability and retaining it within the business, and views
sustainability as a critical success factor to the long-term success of its own and any
other business.

▪ Digital – embracing the benefits of digital technologies can improve efficiency,
stimulate innovation, and open new routes to market (Direct to Consumer or DTC) with
enhanced customer experience.

Business model (a 3 in 1 company)
Research, manufacturing and
marketing

The original vision for HeiQ was not only to become a producer of textile and coating
additives but also to be recognised by brands and consumers as a leading material
innovation company. This alliance between science and marketing underpins HeiQ’s
business, which management describes as a “three-in-one” company. These three lynch
pins are:

▪ Research: with a clear commercial focus on differentiated innovation, delivering
discernible benefit(s) to consumers and end-users. It is important to expand upon the
principle of co-creation as referenced within its mission. Given the importance of
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innovation, HeiQ not only invests heavily in human capital for its internal R&D
capabilities, accounting for around 20% of its employees, but also works with and funds
research by external third parties. This is done mostly through an extensive network of
academic researchers at over twenty prestigious academic institutions. HeiQ has
established a scientific Advisory Board of fifteen academics renowned in scientific
fields, including chemistry, biomaterials, polymer science, nanotechnology,
photocatalysis, microbiology, virology, medical devices and infection biology. This cocreation approach means the risks of exploratory research projects are shared with its
partners. HeiQ also follows a meticulous and rigorous three-stage research process of
1) problem definition, 2) hypothesis and proof of concept (typically in conjunction with
its research partner network) and lastly 3) development and assembly of market ready
products.

▪ Manufacturing: with scalable capacity to produce its innovative ingredients and
materials for delivery into mills and manufacturing facilities within the wider supply
chain. After research and a successful proof of concept, projects move into a phase
where the initial recipe or prototype is developed, refined and optimized to ensure it is
scalable. The production protocol is then documented and deployed to the group’s
production sites for manufacturing of the functional ingredients, materials, or products.
Alternatively, HeiQ licences its Intellectual Property (IP) to third party manufacturers
for a licence or franchise fee. HeiQ estimates it could generate an annual revenue of
$280m from its own production facilities, which can be supplemented by up to a further
$220m from its partners. This combined revenue production potential is $200m or 66%
higher than the group’s medium-term revenue target of $300m.

▪ Marketing: with a view to supporting its client/partner brands through the integration
of its own brands and technologies, thereby driving higher customer appeal and
recognition of branded products using HeiQ innovations. We believe HeiQ’s marketing
capabilities are a source of competitive differentiation and sustainable competitive
advantage, which we look at in more detail in a later section – “Customers and Brand
Partners”. By working with its brand partners to convey the benefits of HeiQ’s
innovation to their customers, it helps brand partners to upsell to its customers, justify
and maximise a price premium, and lower the brand partners’ barriers to innovate. The
commercial success of an HeiQ innovation creates a virtuous circle, making brand
partners more open to future innovations.
Brand partner relationships
underpinned by high level of
customer service

HeiQ’s relationship with its customers and brand partners is underpinned by a high level of
customer service, which fosters a high level of customer loyalty. HeiQ provides four other
key services in addition to the marketing outlined above. These are in the areas of product
development, testing (primarily on customer textiles), regulatory affairs and technical
support.

Product offer and branding
Revenues from ingredients,
materials and finished goods
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The primary sources of revenue for the group come from the production and sale of
functional ingredients, materials and finished goods. There is also a revenue stream from
services provided to third parties, principally R&D services. As can be seen below, the lion’s
share of revenues has been derived from the production and sale of the group’s functional
ingredients. There was a marked shift in this product mix in 2020 however, triggered by
HeiQ’s response to the Covid pandemic. This not only saw the commercially successful
launch of HeiQ Viroblock, albeit based on a technology platform originating in 2013, but
also a concerted strategic move into the production of finished goods, such as face masks,
alongside the launching of a direct to consumer (DTC) channel, which generated sales in
excess of $1m in eight months in FY20.
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Revenue sales and sales mix by product type

Functional ingredients
Functional materials
Finished goods
Other revenues
Total

FY17
21.0
0.0
0.0
0.1
21.1

Revenues ($m)
FY18
FY19
25.6
27.5
0.0
0.0
0.0
0.0
0.7
0.4
26.2
28.0

FY20
42.0
0.8
7.4
0.2
50.4

FY17
99.4%
0.0%
0.0%
0.6%
100.0%

Sales mix (%)
FY18
FY19
97.5%
98.5%
0.0%
0.2%
0.0%
0.0%
2.5%
1.4%
100.0%
100.0%

FY20
83.4%
1.5%
14.8%
0.3%
100.0%

Source: HeiQ; Progressive Equity Research

Concerted push into licensing
and royalty model

Following a principle
forward integration
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of

HeiQ is also making a concerted push into the arena of royalty and trademark licensing, as
another source of revenue generation. This has substantial potential over the longer-term,
with income more leveraged to the commercial success of “HeiQed” products sold by these
licence and royalty partners. This model also increases the scale of intellectual capital,
namely that of the licence/royalty partners, seeking to deploy HeiQ technologies into other
products and applications, with HeiQ gaining incremental revenues from new ideas
generated outside its own R&D department.
The following HeiQ graphic shows not only its different revenue streams, but also shows
how the company has evolved a strategy of forward integration to capture a greater share
of the total value chain, whose end-product is ultimately what its brand partners sell to
their customers. From an initial focus of producing functional chemicals or ingredients to
be used in the production of textile materials, HeiQ moved into the production of some
materials, which were then sold to or utilised ultimately by its brand partners. The next
evolution in 2020 saw HeiQ producing finished goods, incorporating its innovative and
branded ingredients. The final step into royalty and trademark licensing sees HeiQ’s returns
linked into the revenues generated by brand partners, incorporating the added value
premium derived from its innovative technologies.
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HeiQ’s product portfolio – the evolution of forward integration creating a larger value chain

Source: HeiQ

Branded product families, delivering demonstrable benefits
Over 200 product launches
since its foundation in 2005

HeiQ has launched more than 200 products since it was founded in 2005, winning
numerous awards over the years. It has 10 patent families, based around six core
technology platforms (see Appendix 1) as protection of its IP is vital to maintain its superior
competitor differentiation and advantage. With marketing an integral part of its customer
proposition, products are categorised into branded product ranges or families. These
family name brands typically reflect their key functionality and/or customer benefit.
This can clearly be seen in the group’s key established product ranges:

▪ HeiQ Smart Temp: a textile technology which enables the fabric to interact with body
temperature and adjust its cooling efficiency accordingly. Smart Temp can reduce body
temperature by up to two degrees centigrade, and therefore highly beneficial in the
realms of sportswear and outdoors clothing. Launched in 2011.

▪ HeiQ Pure: an antimicrobial odour management technology, which can be tailored to
the end-use of garments. This is used primarily within garments worn immediately
adjacent to the skin, with particular application in the sportswear and underwear
categories. Launched in 2008.

▪ HeiQ Fresh: a volatile organic compound (VOC) management technology platform, also
tailorable to end use, and mostly applicable in the arena of household textiles and
fabrics to improve air quality. Launched to market in 2019.
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▪ HeiQ Eco Dry: a evolving family of eco-friendly, non-fluorinated water repellent textile
technologies which provide protection against water and water-based stains for textiles
and leather. Introduced to market in 2010.

HeiQ Fresh Air

Longevity of Smart Temp and
instant success of Viroblock

The HeiQ Fresh AIR technology was launched in Q4 2019 and achieved $1.5m of sales with
its first customer, the world’s biggest home furnishings retailer, from the launch of a single
range of curtains. This technology was able to reduce VOC pollutants by 80% per day in a
standardised EU room. With the WHO estimating global deaths of around 3 million from
bad indoor air (out of a total 7 million deaths per annum from air pollution), the health and
improved quality of life appeal of this technology has massive commercial potential. The
exclusivity period with the launch partner is now finished, which will enable HeiQ to explore
opportunities with other retailers and broaden the market scope of it.
Revenues from the three longer established families can fluctuate but remain broadly
stable. They still have potential for further growth, as can clearly be seen from the 16%
increase reported for the Smart Temp family in 2020. Pure also enjoyed its best ever year.
The star performer in 2020 was the phenomenally successful launch of HeiQ Viroblock,
which we cover in more detail further below, accounting for 28% of group revenues.

A selection of HeiQ product innovation families

Source: HeiQ

The graphic above shows many of the branded innovation families within the HeiQ
portfolio. Their presentation has a clear focus on the HeiQ brand to raise brand equity and
consumer awareness, along with the family brand name and a tagline which further
clarifies the functionality and customer benefit inherent within the family brand name.
The tangible benefits of these technologies can be applied to a wide range of garments and
household textiles as portrayed in the exhibit below.
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HeiQ Viroblock
Viroblock utilises a smart
combination of three of
HeiQ’s six core technologies

HeiQ’s leading core technology is currently HeiQ Viroblock. This is an intelligent Swiss
textile technology that is added to fabric during the final stage of the textile manufacturing
process and is protected by a patent pending application. It comes from a smart
combination of three of HeiQ’s six technology platforms. HeiQ Viroblock experienced rapid
product revenue growth against the background of the global fight against COVID-19 and
the increased demand for pioneering antiviral textile technologies. HeiQ Viroblock has
proven effective against SARS-CoV-2, the COVID-19 causing virus and is suitable for
multiple fibre types, from medical nonwovens (e.g. face masks) to fabrics for public
transport, clothing and home textiles. HeiQ has “Viroblocked” more than 1 billion face
masks, mostly through its brand partners’ products. HeiQ Viroblock can also be used on
washable fabrics with its antiviral and antibacterial properties remaining efficient through
up to 30 washes at 60°C (140°F).

Tangible benefits and added value for consumers

Source: HeiQ

Viroblock generated revenues
of $14m in FY20
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HeiQ Viroblock generated revenues of approximately $14m in2020, which was heavily
weighted to H1 ($10.5m). While the H2 performance marked a big step down, the evolution
of the number of Viroblock applications, together with heightened needs for ongoing
hospital hygiene and greater consumer awareness of protection for the wider benefit of
society, we believe that Viroblock will remain an important brand family in HeiQ’s
antimicrobial technology platform over the longer term.
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TITLE

Source: HeiQ

GrapheneX – a potential game-changer
GrapheneX – a potential
game-changer for HeiQ and
the
industrial
filtration
market……
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While Viroblock and HeiQ’s antimicrobial range could help bolster top line growth from the
existing product portfolio, GrapheneX is regarded as HeiQ’s blue chip opportunity in the
R&D pipeline of around 40 projects. A successful product launch would see it competing
within the $29bn industrial filtration market. With a multitude of application fields, HeiQ’s
highly porous graphene membrane development is potentially >1,000 times more porous
than current membrane technology, which could massively improve yields and efficiencies.
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GrapheneX – a potential game-changer

Source: HeiQ

….with
many
potential
applications and benefits

A 1% share of the industrial
filtration market is equivalent
to HeiQ’s $300m mediumterm revenue objective

There are many potential benefits to mankind and the planet, for example with a
desalination plant that could deliver a tenfold yield increase; through more efficient
electric batteries that could double the range of electric cars; or enabling dialysis
equipment capable of cleansing blood in minutes rather than hours. All of these benefits
reflect and would contribute to HeiQ’s stated goal of helping the lives of billions and making
the planet cleaner and more sustainable at a time of significant pressure on global
resources.
HeiQ is about to invest in a pilot commercialisation plant to test production viability at
commercial scale, while simultaneously looking into joint business development activities
to penetrate the industrial filtration market. Whilst premature to look at the potential
financial returns of GrapheneX at this stage in its development, given the tangible benefits
outlined above, they would be substantial in the wake of a successful commercialisation of
this technology. Taking the industrial filtration market value as a base, gaining a market
share of 1% would equate to revenues of $290m, broadly the equivalent of HeiQ’s mediumterm revenue objective of $300m.
Given the size of the markets in which HeiQ operates or which it is just entering, any or
potentially all of HeiQ’s product families could become very substantial revenue
generators. Any product could potentially be a $100m+ business in its own right, while still
accounting for less than a 1% global market share. This would naturally not be achieved
overnight but serves to underline the very substantial growth prospects for HeiQ over the
long (er)-term beyond its stated medium-term objective.
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Balanced product portfolio
A matrix of opportunities

HeiQ has a balanced product portfolio when positioned against the twin axes of market
share and market growth. The majority of its product families cater to high growth markets.
While it is high market shares in some of these, there remain more significant growth
opportunities in those where its current market share is low. These include - in addition to
the developmental GrapheneX project - its new businesses in synbiotic surface hygiene
(through the acquisition of Chrisal), clean tech, medical devices, XReflex (breathable heat
insulation for garments), and transparent conductive, warming and IR shielding films
(through the acquisition of RAS).

A balanced product portfolio

Source: HeiQ

Looking to innovate even in
low growth markets
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Even in the lower growth segments, it has potential to gain market share in the lower left
quadrant of the matrix below. HeiQ’s only exposure to a low growth market where it
already enjoys high market share – the classic cash cow market - is in semi-specialty
chemicals such as carpets. Here, given its culture, HeiQ will look to innovate with its
customer base to drive higher market share or create new market segments.
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The marketing toolkit

Helping brand partners to
communicate the value of
HeiQ
technologies
and
product
benefits
to
consumers

As outlined above, HeiQ’s marketing team helps the group’s brand partners to effectively
communicate the benefits of HeiQ technologies to their customers. HeiQ has developed a
toolkit of different materials and marketing channels to educate consumers, which can be
deployed efficiently to reach the consumer not only at the Point of Sale (PoS) in stores, but
also digitally to cover e-commerce and social media channels. The broad marketing toolkit
includes the use of the following primary tools:

▪ hangtags
▪ HeiQ’s social media channels
▪ HeiQ’s marketing campaigns
▪ HeiQ’s technology websites
▪ in-store banners
▪ information videos
▪ press releases
▪ product packaging
▪ sew-in labels
▪ stickers
Reaching
consumers
wherever
they
are
–
shopping, researching at
home or on the move

The graphic of product innovation families above, for example, shows video hangtags,
which are attached to clothing and other products. These also include a QR code, which
consumers can scan on their smart devices to obtain more technical information. There are
many YouTube videos detailing product benefits and explaining the science behind them
on HeiQ’s channel, and also available via the company’s website.

Customers and brand partners
HeiQ operates in many
segments of the clothing
market

Working directly with brand
partners delivers
better
margins than marketing
directly into textile mills
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Until around 15 months ago, before the onset of the Covid pandemic, HeiQ’s customer
base was dominated by clothing and home furnishing brands. The clothing brands covered
a number of different segments including fashion and casual wear, sportswear, outdoor
clothing, workwear and underwear/intimate apparel. Following the acquisition of
ChemTex in 2017, HeiQ became a leader in the carpet textile chemical market in the USA.
The prime application or integration of HeiQ textile chemical ingredient products takes
place in textile mills, a highly competitive and low margin industry. HeiQ’s business model
is predicated on developing relationships with consumer brand partners, based on the
added-value it can deliver to brand owners, who can in turn charge a premium to
consumers for the greater functionality and perceived benefits provided by HeiQ. With
brand owners then stipulating the inclusion of HeiQ ingredients to the mills supplying their
fabrics, this enables HeiQ to earn a better margin than marketing directly into the mills.
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Partners include a host of
well-known retailer brands

The following graphic shows a selection of HeiQ’s brand partners over the past 15 years.
These include a host of well-known and respected retailers and clothing brands from
around the world, many of whom have a global footprint. Zara, Gap and Marks & Spencer
stand out among the fashion and lifestyle retailers. Speedo, Burton and Patagonia are
some of the opinion-leading brands in the high performance sport and outdoor industries.
There is also an interesting spread of these brand partners in terms of price positioning and
image, ranging from value retailers such as Primark through to the (unnamed in the chart)
luxury brand, Burberry, showing that HeiQ can add value to product offerings across a wide
price spectrum. Other famous retail names with a global presence include the world’s
largest home furnishings retailer and the biggest Japanese casualwear brand.

Selection of HeiQ brand partners by sector

Source: HeiQ

In fact, well-known brand names abound within all the sectors covered and bear testament
to the value-added offered by HeiQ and the effectiveness of its sales and marketing teams
in gaining these companies as customers and brand partners.
A growing presence in the
medical sector

The graphic also shows a presence within the medical sector, which has grown considerably
after the arrival of the Covid pandemic and the hugely successful launch of HeiQ Viroblock
in its various product configurations, as well as the acquisitions of MasFabEs in Spain,
Chrisal in Belgium, and most recently RAS in Germany.
As outlined earlier in this note, partnership deals have been struck with other leading
companies in new markets over the past few months. These most notably include Girbau,
ICP Industrial and Berger Paints India, gaining access to the markets for laundry services
and products, FMCG packaging and paints and coatings respectively. Interestingly, these
have mainly been struck as royalty deals, which deliver higher gross margin revenues to
HeiQ and are leveraged to the commercial success of the brand partner’s product offerings.
A successful launch of GrapheneX, with its plethora of potential applications across many
different industries, would see a further substantial increase in HeiQ’s customer and brand
partner base.
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HeiQ saw a 124% growth in
invoiced customers in FY20

HeiQ broadened its customer base substantially in 2020, which now stands in excess of 300
brand partners. Invoiced customers increased by 124% in the year. In total, last year saw
650 new brands on-boarded through signing trademark license agreements. Of these some
150 are already on the market, so there are 500 more yet to come to market over the next
year. There is normally a two-year lag between on-boarding brands, which is a lead
indicator of future commercial activity, and coming on the market, as products and
formulations are fine-tuned or applied to a following season of products. While HeiQ
Viroblock will have driven a substantial amount of the on-boarding gains, they are certainly
not all accounted for by this one product family.
In response to this and the expectation of further client and sales gains, HeiQ strengthened
its sales and distribution network, employing six new sales staff and adding nine new
distributors to its network. On the back of the IPO and funds raised, HeiQ has indicated
that it will invest further in its cost base over the short-term with a view to driving more
medium- and long-term revenue growth.

Operational infrastructure
A presence in four continents

HeiQ and its subsidiaries have a physical presence in four continents. Including its recent
acquisitions, the group now has over 160 employees, of whom more than 30 are in the
R&D function, which is the dynamo developing the product pipeline and future product
launches. based in 13 offices, seven R&D hubs and eight manufacturing facilities around
the world. Over 20 distributors complement the group’s own operations, extending HeiQ’s
global presence and market reach.

HeiQ’s global operating structure – as of April 2021
Country
Location
United Kingdom London
Switzerland
Schlieren

Belgium
- HeiQ Chrisal
Spain
- HeiQ Medica
Portugal
Germany
- RAS
USA
- HeiQ ChemTex
Greater China

Japan
Australia

Zurzach
Lommel
Malaga
Maia
Regensburg
Concord, NC
Calhoun, GA
Hong Kong
Shanghai
Taiwan
Tokyo
Geelong

Operations/functions:
Corporate HQ
Operational HQ
R&D and Testing
Production
Probiotics and synbiotics :
-R&D and Production
Medical devices
- R&D, Production and Sales
R&D and Sales
Antimicrobials and ingredients :
- R&D, Production and Sales
- R&D, Production and Sales
- Production and Sales
Logistics and Sales
Testing and Sales
Production and Sales
Sales
R&D and Production

R&D

Production

Testing

Sales
x

x

x
x

x

x

x

x

x
x

x

x
x

x
x

x
x

x
x
x

x
x

x
x
x
x
x
x
x

x
x
x

x

Source: HeiQ, Progressive Equity Research
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The table above gives an overview of HeiQ’s global operating structure, showing the
countries where it has operating facilities and the operations and functions carried out in
these locations. These are also shown more visually in the following pictogram of a map of
the world.

HeiQ’s operational locations

Source: HeiQ

Key Performance Indicators (KPIs)
KPIs measure a company's
strategic, financial, and
operational achievements

HeiQ reports on KPIs in three
areas: finance, innovation
and differentiation
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Key performance indicators (KPIs) are a set of quantifiable measurements used to gauge a
company's overall long-term performance. KPIs specifically help to determine and more
importantly measure a company's strategic, financial, and operational achievements. They
are particularly useful to investors and stakeholders, especially where they enable
comparisons to other businesses within the same sector.
HeiQ uses and publishes KPIs that demonstrate the financial and operational performance
underpinning its strategic drivers. These relate to three specific areas, namely finance,
innovation and differentiation.
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Finance KPIs are turnover
growth and gross margin
progression

Within finance, the selected KPIs are revenue growth and gross margin. The former is used
as a traditional measurement of business success in successfully meeting market and
customer needs. Gross margin reflects HeiQ’s operational profitability. This acts as a
sensible adjunct to revenue growth, which can be gained through unrealistic pricing, which
can adversely affect profitability. As the old adage goes: “sales are vanity, profits are
sanity”.

Gross margin progression (%) and year-on-year change (bps)
60.0%

850
55.6%
650

55.0%

48.6%

450
700
250
50

50.0%

575
45.0%

42.8%
-87

-150

40.0%

FY18

FY19

Gross margin movement (bps)

FY20
Gross margin (%)

Source: HeiQ; Progressive Equity Research

Innovation KPIs measure
projects entering the R&D
process and product launches
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Innovation is at the very heart of HeiQ, its culture and its business model. It is therefore
important to measure its performance and progress in this critical success factor for the
group. HeiQ does this by quantifying the number of new products that succeeded in
progressing through proof of concept and market potential evaluation and into the R&D
pipeline. A second KPI shows the number of innovations that were launched onto the
market, which will then give a financial return on the R&D investment.
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KPI measures of innovation

12

10

7
5

3

FY18
FY19
Projects entering R&D process

3

FY20
Innovations launched

Source: HeiQ; Progressive Equity Research

Differentiation KPIs measure
earned media mentions and
enacted royalty contracts
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HeiQ not only seeks to launch innovative and differentiated products, but also to create
brand awareness, which requires and implies differentiation from its competitors. The KPIs
used here relate to total media mentions, regarded as “earned” (rather than purchased)
media, and the number of royalty contracts enacted, as a measure of the premium buyers
are willing to pay for the HeiQ brand. Enacted royalty contracts increased from one in both
FY18 and FY19 to eight in FY20. As with most metrics for HeiQ in FY20, the number of
earned media mentions shot up in FY20, increasing by over 3.5x compared with the number
earned in FY19.
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Earned media mentions for HeiQ
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Source: HeiQ; Progressive Equity Research

Senior management team
The company’s Board members are:

Esther Dale-Kolb - Chairwoman
Esther was Chief Executive Officer of Dr. W. Kolb Holding AG (Kolb), a Swiss specialty
chemicals company. From 1991 until 2007 Esther was CEO of the Kolb Group, with over
200 employees, producing in Holland and Switzerland as an internationally operating
specialty chemicals company. Esther managed the change from a pioneer-driven family
company to a process-orientated modern business with cooperative management style,
contributing to substantial growth in production capacity, revenue and EBIT. She then
successfully concluded the trade sale of the Kolb Group to Kuala Lumpur Kepong Berhad,
KLK Malaysia and remained on the board for a further 18 months. Esther completed her
apprenticeship at the Swiss Federal Institute of Technology, ETH Zurich, and received her
Bachelor of Science degree at King’s College London.

Carlo Centonze - Co-founder and CEO
Carlo studied Environmental Sciences and Forest Engineering (MSc) at the Swiss Federal
Institute of Technology, ETH Zurich. He earned his Executive MBA at the University of St.
Gallen (HSG). After his service as an army pilot, he started his professional career as cofounder of the ETH spin-off, myclimate, a non-profit organization and prominent provider
of carbon offsetting measures. Since 2004, Carlo has served HeiQ as co-founder and CEO,
developing the firm from a two-employee company to an over 140-employee company. He
also serves as Chairman of ECSA Group, a 108-year-old Swiss chemical and energy
distributor with an annual consolidated turnover of over US$300 million and is a member
of the executive board of Science Industries, the Swiss association of the pharmaceutical,
biotech and chemical industries.
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Xaver Hangartner - CFO
Xaver started his career in finance in 2005 after obtaining a bachelor’s degree in Business
Administration from the University of St. Gallen (HSG). At the beginning of his professional
career, he worked with EY Switzerland as an auditor for industrial clients and graduated as
a Swiss Certified Public Accountant in 2009. He later worked in various finance positions
and led the global finance and accounting team of a listed Korean specialty chemical
producer before joining HeiQ in 2018 as Head of Controlling. He was appointed Group Chief
Financial Officer in October 2019.

Benjamin Bergo - Non-executive Director
Ben brings a wealth of experience in high growth technology operations and venture
capital. He currently serves as President and CEO of Visus Therapeutics, Inc., an ophthalmic
drug development company. He also serves as a non-executive director at Lumos
Diagnostics Holdings Pty Ltd, a leading full-service provider of point-of-care diagnostic
solutions. Ben previously served as a non-executive director of Planet Innovation Holdings
Limited, a healthtech innovation and commercialization company, and led investments into
life sciences transactions at a seed stage venture fund between 2007 and 2011. Prior to
this, Ben held management roles at Vision BioSystems, until the sale of Vision Systems
Limited to Danaher Corporation in 2006.

Karen Brade - Non-executive Director
Karen has extensive experience of project finance, private equity and asset management.
She started her career at Citibank working on multinational project finance transactions.
Karen worked at CDC (Commonwealth Development Corporation), the UK Government’s
development finance institution, where she held positions in equity and debt investing,
portfolio management, fund raising and investor development. Karen has been an advisor
to hedge funds, family offices and private equity houses. She currently serves as chair of
Aberdeen Japan Investment Trust plc; chair of Keystone Positive Change Investment Trust
plc; non-executive director and chair of audit at Augmentum Fintech plc and is an external
panel member of the Albion Capital VCT investment committee.
Other senior managerial positions within the group are held by:
Dr Murray Height – Co-founder, Group Chief Science Officer and Chief Executive Officer,
HeiQ Australia (joined in 2005)
Hoi Kwan Lam – Group Chief Marketing Officer (joined in 2016)
Dr Mike Mordente – EVP Textile (joined in 2020)
Urs Toedtli - EVP Medical (joined in 2020)
David Bilbro - GM & Chief Technology Officer, HeiQ ChemTex (joined ChemTex in 1981)
Celine Huang – CEO HeiQ Greater China (joined in 2019)
Ming Liang – CEO HeiQ Taiwan (joined in 2019)
Raquel Vaz Vieira – CEO HeiQ Iberia (joined in 2019)
Corrie Ghielen – Founder and President, HeiQ Chrisal (founded Chrisal in 1989)
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Robin Temmerman – CEO HeiQ Chrisal (joined Chrisal in 2011)
Pedro Herranz – CEO HeiQ Medica (joined in 2020)
Kate Maiava – CEO HX Taiwan (joined in 2020)
Dr. Oliver Zech – CEO HeiQ RAS (joined RAS in 2011)
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Growth drivers and opportunities
Growth levers aplenty

HeiQ is blessed with a number of growth levers in our view, pointing to and underpinning
the company’s future growth potential. With its commitment to innovation covering its
existing product portfolio as well as future products, there will be no shortage of growth
opportunities for HeiQ. We would highlight the following:

▪ Product range extension: As an innovator, new technologies and products are the life
blood of HeiQ. Having launched over 200 products since it was founded, averaging
around 12 per annum, and with a current research pipeline of around 40 products,
there will be a regular stream of both new products and updated products coming to
market. A wider and deeper product portfolio should enhance HeiQ’s ability to gain a
greater share mind (and wallet) amongst both its brand partners and their brand
partners’ customers.

▪ New markets: Having expanded its vision from being primarily a textile technology
company to one looking to innovate materials more broadly, HeiQ will seek to move
into a wider range of (non-textile) markets. In 2020, this saw a move into medical
devices, healthcare and consumer goods, including opening a new DTC channel. This
opening of new markets has continued apace in 2021, adding paint, laundry products
and coatings for FMCG packaging thus far. With the broader remit of “materials” to
address, there are many other new markets beckoning.

▪ New customers and brand partners: With new products and new markets will come
new customers and brand partners, which will offer cross-selling opportunities as well
in many instances. HeiQ will also look to grow market share through further expanding
its customer base for its existing products in its existing markets.

▪ Infrastructure investment: HeiQ has stated its intention to strengthen its innovation
(R&D) and differentiation (marketing) capabilities. Such investment will accelerate and
underpin the drive to increase its product offering, to enter new markets and to extend
its customer base, referred to above

▪ Strategic M&A: Organic growth will be complemented by strategic M&A activity. This
will primarily be to strengthen HeiQ’s position in markets in which it already operates
or to gain entry into new markets. This has been evidenced by the increased M&A
activity of the past six months. As a cash generative business, and bolstered by the
£20m of new equity raised in December, we would expect to see further M&A activity
over the short- to medium-term. We see several reasons for HeiQ’s appeal to
acquisition targets, which include its customer base; its distribution reach; its proven
ability in the application and cross-selling of innovation into related and new markets;
with all of these underpinned by its considerable marketing skills that build customer
loyalty and brand equity.
Each of the above can individually deliver incremental growth for HeiQ. A combination of
these will magnify and compound the rate of incremental growth.
HeiQ only present in around
3.5% of European hospitals
where surface hygiene is a
key priority
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For reference, the graphic below shows HeiQ’s view of the “multiple substantial growth
opportunities” available to it. There is certainly no shortage of opportunities. Taking just
one of these, healthcare surface hygiene, there is substantial potential, given not only the
current pandemic, but also the rising rate of hospital-acquired infections (HAI) among
hospital patients from the increase in resistant strains of bacteria and viruses. HeiQ
counted around 200 hospitals in its customer base, before adding a further 40 through the
acquisition of Chrisal. Combined, these account for around 3.5% of the estimated 7,000
hospitals in Europe and around 0.5% of the estimated 50,000 hospitals worldwide. The
upside potential from such a low market share base is clear to see.
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Significant optionality on future growth opportunities

Source: HeiQ

A quantum of opportunities
available
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Given the quantum of opportunities available, HeiQ would appear to have a continually
increasing optionality for a step change in its growth trajectory. However, given the
inherent difficulties and dangers in trying to pinpoint the timing of such a potential change,
market forecasts will and indeed should remain based on more conservative growth
assumptions.
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Financials and Forecasts
The principal purpose of this chapter is to lay out our forecasts for HeiQ, along with some
of the key assumptions and drivers behind them. Our full analysis later in this chapter is
presented showing three years of history and three years of forecasts. We also highlight
certain features and definitions, such as adjusted EBITDA, where HeiQ, like many other
companies, adds back share-based payments, which we have therefore removed from
operating expenses and treat as a non-operating item, consolidated with our exceptional
items line.
As an international company, operating and selling around the globe, and one reporting in
US dollars (USD), the consolidation of its accounts reflects both the transactional and
translational effects of foreign exchange movements. This is closely monitored by the
group and primarily managed through natural hedging with foreign denominated revenues
offsetting foreign denominated outgoings. The effects of foreign exchange movements,
gains and losses have an impact on many areas of HeiQ’s financial reporting.

Reporting in USD, HeiQ’s
accounts
reflect
both
translational
and
transactional
effects
of
foreign
exchange
(FX)
movements

Profit & loss account
Revenues are generated from four product and service areas, which were described and
quantified earlier in the section covering Product Offer and Branding – namely functional
ingredients, functional materials, finished goods and other revenues, historically very
strongly weighted to the core area of functional ingredients.
As a company trading globally, revenues are generated across a wide spread of countries
and continents. The two following charts show the split of revenues by key geographies
and their mix participation. It can be seen that until last year, the sales mix participation
had been broadly stable between FY17 and FY19, with the Americas accounting for the
largest share with around 60% to 65%, followed by Asia and Europe.

Revenues by key geographies

HeiQ revenue by key geographies ($m)……………………………….HeiQ revenue mix by key geographies (%)
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Participation of Europe and
Asia jumped in FY20

Last year saw some dramatic swings in this mix, largely reflecting the impact of the
pandemic and product launches, primarily HeiQ Viroblock. These saw a jump in the
geographic sales participation of Europe and particularly Asia, driven by sales broadly
tripling in both geographies. While revenues still grew in the Americas, revenues from Asia
were marginally higher than from the Americas, with both areas accounting for some 39%
of sales in FY20.
HeiQ’s gross margin has risen strongly over the past two years, as exhibited earlier, rising
by a combined 1275bps over the period, from 42.8% to 55.6%. This primarily reflects a sales
mix shift into higher margin technologies.

COGS
includes
some
personnel and depreciation
charges

Personnel costs are major
influence in the bridge from
gross to operating profit

As a manufacturing company, the largest cost within Cost of Goods Sold (COGS) is for
materials. This has ranged between 75% - 80% of COGS over the past four years. It should
also be noted that COGS includes some personnel costs and depreciation, alongside freight
and warehousing costs.
The following chart bridges the progression from gross profit to reported operating profit
(ie post operating costs including share-based payments), expressed as a percentage of
turnover, for the past four years. Operating margin was broadly flat at around 5% in the
FY17 – FY19 period, albeit with some fluctuations in the other elements shown in the
bridge. Within the operating cost lines, the biggest component comprises personnel costs.
The “Other” category is the second largest element, though this comprises a large number
of smaller cost areas, as laid out in the prospectus document, including marketing,
professional fees, infrastructure expenses, repairs & maintenance and travel &
entertainment. These costs were aggregated in the FY20 accounts and will be henceforth.
Bridge from gross margin to reported operating profit margin (%)
55.6%
43.7%
FY17

FY18

FY19

FY20

24.7%

22.8%
18.0%

12.7%
1.5%
Gross margin
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costs

2.2% 3.9%

Commissions

10.0%

5.1%
1.7%

D&A

(4.2%) 0.8%
Other

Net other
opex

Operating
margin

Source: HeiQ; Progressive Equity Research
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FY20
saw
substantial
increases in both gross and
operating profit margins

Dividends
unlikely
immediate near-term

in

Across this period, FY20’s gross margin is up 1190bps, with reported operating margin
rising by a greater quantum from 5.1% to 22.8%, though these rises primarily reflect the
impressive FY20 results, driven by an 80% sales increase. This higher 1770bps rise in
operating margin clearly shows that HeiQ has also gained some operational leverage from
its rising revenue base as well. The FY20 increases in gross and operating margins compared
with FY19 were 700bps and 1775bps respectively, reflecting the high degree of operational
leverage achieved in FY20 of roughly 1000bps. There were leverage gains made across all
areas of operating costs, with the biggest contribution coming from the personnel cost line
at 600bps.
HeiQ did not declare a dividend in FY20, preferring to maintain its cash balance to support
future growth, given the strong returns it receives from its expanding product and brand
portfolio. The group will undoubtedly continue to review its dividend position on a regular
basis, but we do not assume the declaration of dividends within our forecast horizon. This
said, our forecast of a continued build in cash on the balance sheet suggests a maiden
dividend declaration could possibly be considered towards the back end of our forecast
horizon.

Cash flow and balance sheet
HeiQ has a strong and healthy balance sheet, which has been bolstered by the £20 funds
raised in last December’s listing on the London Main Market. As said previously, the
company has indicated that these funds are primarily intended to support the group’s
future growth plans. We are forecasting the cash balance to remain broadly flat in FY21E,
despite part funding the acquisitions of Chrisal and RAS from cash resources to the tune of
c. $7.5m, with a broadly similar amount covered by the issue of new shares.

A strong balance sheet

A capex light model with
significant
production
capacity
from
existing
facilities

Working
characteristics

IFRS16 lease accounting
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capital

In terms of other characteristics, we would point to the capex light nature of the business.
Production is easily scalable through the introduction of more shifts, utilising the existing
plant and machinery more intensely, rather than necessitating the building of new
production lines. By way of showing this, HeiQ Viroblock, a new product line and the brand
family accounting for just under 30% of group revenues in FY20, was produced in existing
group manufacturing facilities. This included using production facilities in the group’s US
locations. Our forecasts have total capex running at less than 4% of group sales across our
forecast period, of which half is on tangible fixed asset investment.
HeiQ’s business model operates in terms of working capital requirements with a high level
of trade receivables relative to a much lower level of trade payables, although this did rise
in FY20, outside its previous range in FY17 to FY19. Debtor days have run in the range of 90
– 120 over the past four years, compared with creditor days of 19 – 22 between FY17 and
FY19, and 53 days in FY20. At the end of 2020, two customers each accounted for over 10%
of trade receivables, and for 38% combined. Inventories also rose in FY20 to around 96
days, compared with a range of 40 to 55 days in the previous three years. This was not
unusual for many companies in 2020 against a background of supply chain uncertainties,
with many increasing inventories as a safety buffer.
HeiQ adopted IFRS16, relating to the treatment of leases, several years ago, so all historic
figures as well as forecasts are struck under that accounting standard. For reference, our
cash flow modelling delivers the cash movement to net (debt)/cash inclusive of lease
liabilities, which are treated as debt under the IFRS16 standard (with Right of Use Assets
on the other side of the balance sheet). Within the detailed P&L forecasts/summary further
on, we have added a line to show the net(debt)/cash position exclusive of lease liabilities
as well.
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HeiQ relies largely on natural
hedging
for
currency
movements

HeiQ is an international business, founded and effectively based in Switzerland, with
operations in several other countries, including the USA, which reports in US dollars. The
group relies primarily on natural hedging where possible, but both the P&L account and
balance sheet show gains and losses from foreign exchange (FX) movements.

Forecasts
Our forecasts include the
Chrisal and RAS acquisitions
Forecasts show double digit
three-year CAGR growth rates

Our FY21 forecasts are struck after and therefore include the acquisitions of Chrisal and
RAS in March and April respectively this year.
The following table summarises our key forecast headlines and earnings over our threeyear forecast horizon, as well as the base year of FY20. In order to show the impressive
growth forecast over this period, we have added a column to show the three-year
compound annual growth (CAGR) figure. This shows a three-year double-digit growth
figure at all levels of profitability down through the P&L, with adjusted diluted EPS growth
of 12% over the period.

Summary of key forecast measures – FY21E – FY23E
Turnover
Gross profit
Gross margin (%)
Operating costs
Opex as % of turnover
Adjusted operating profit
Operating margin (%)
Adjusted EBITDA
EBITDA margin (%)
Adjusted pre-tax profit
Adjusted diluted EPS (p)
Net (debt)/cash - inc lease liabilities
Net (debt)/cash - exc lease liabilities

FY20
50.4
28.0
55.6%
(15.3)
(30.3%)
12.7
25.2%
14.0
27.7%
11.5
6.9
21.5
24.1

FY21E
59.9
33.5
56.0%
(20.6)
(34.5%)
12.9
21.5%
14.9
24.9%
12.1
6.8
21.3
23.6

FY22E
67.5
38.5
57.0%
(22.4)
(33.2%)
16.1
23.8%
18.7
27.6%
15.5
8.3
30.9
33.0

FY23E 3-yr CAGR
75.5
14.4%
43.8
16.1%
58.0%
(25.1)
17.9%
(33.2%)
18.7
13.8%
24.8%
21.5
15.4%
28.4%
18.1
16.3%
9.6
11.9%
40.1
23.1%
41.8
20.1%

Source: HeiQ; Progressive Equity Research

The trajectory of individual lines is not of consistent improvement, most notably with
regard to FY21E, which we touch on further below. Our key assumptions regarding FY23E
in comparison with FY20 are:

▪ Turnover: we assume continued double-digit growth in turnover from a combination of
established products and new launches emerging from the R&D pipeline. The growth
in FY21E includes a part year from the Chrisal and RAS acquisitions and similarly for
FY22E.

▪ Gross margin: the improving trend forecast is predicated on mix improvements to
higher margin technologies and a growing stream of royalty revenues, with
management believing that a gross margin of 60% is achievable over the longer-term.

▪ Adjusted operating costs: we adjust to exclude Share Based Payments from operating
expenses, treating them as an exceptional cost. Reflecting management’s comments
on investing heavily in the cost base to support future growth, we show an increase as

36

HeiQ

20 May 2021
a percentage of sales to 34.5% in FY21E, compared with 30.3% in FY19. We assume a
fall in the opex:sales ratio in FY22E, but for prudence have maintained this level for
FY23E.

▪ Adjusted operating profit: this is broadly flat in FY21E, reflecting the increase in
operating expense, including a higher depreciation & amortisation (DA) charge further
to the acquisitions. This reflects some unwinding of the very operational leverage
delivered in FY20 and can be seen in the decline in operating margin. Thereafter, the
operating margin resumes an upward path in FY22E and FY23E. Over the forecast
horizon, operating profit grows by a 13.8% CAGR.

▪ Adjusted EBITDA: with DA rising at a faster rate than overall opex, adjusted EBITDA
grows at a faster rate than operating profits over the period, which is also reflected in
the faster margin recovery to a higher level in FY23E at 28.4% than seen in FY20 (27.7%).

▪ Adjusted PBT: a falling interest charge, reflecting the healthy cash generation over the
period, sees a CAGR growth rate of 16.3% the PBT level. With the share count increasing
in FY21E as part of the acquisition financing, this holds down EPS growth in FY21E.

▪ Net debt: With improved profitability and cash generation over the period, we are
forecasting net cash to almost double over the period, translating into a growth rate
above 20% on both cited measures.
We shall review the shape of forecasts around future company news flow and updates.
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Summary of HeiQ profit & loss account and cash flow forecasts
Profit and loss account
Year to March
Turnover
Cost of sales
Gross profit
Gross margin (GM) (%)
Operating costs
Adjusted operating profit
Operating profit margin (%)
Depreciation and amortisation
Adjusted EBITDA
EBITDA margin (%)
Interest charge
Adjusted PBT
Exceptional charges
Reported profit before tax
Adjusted diluted EPS (c)
Diluted EPS (c)
Dividend (c)
Cash flow
Year to March
Operating profit
Depreciation and amortisation
Inventory (increase)/decrease
Debtors (increase)/decrease
Creditors increase/(decrease)
Other
Operating cash flow
Interest
Tax
Dividends
Deferred tax
Capital expenditure
Trading cash flow
Acquisition of businesses
Disposal of businesses
Share issues
Currency effects, other
Net cash inflow/(outflow)
Net (debt)/cash - inc lease liabilities
Net (debt)/cash - exc lease liabilities

FY18

FY19

FY20

FY21E

FY22E

FY23E

26.2

28.0

50.4

59.9

67.5

75.5

(15.0)

(14.4)

(22.4)

(26.3)

(29.0)

(31.7)

11.2

13.6

28.0

33.5

38.5

43.8

42.8%

48.6%

55.6%

56.0%

57.0%

58.0%

(9.8)

(11.9)

(15.3)

(20.6)

(22.4)

(25.1)

1.4

1.6

12.7

12.9

16.1

18.7

5.4%

5.8%

25.2%

21.5%

23.8%

24.8%

(1.3)

(1.3)

(1.3)

(2.0)

(2.6)

(2.8)

2.7

2.9

14.0

14.9

18.7

21.5

10.3%

10.3%

27.7%

24.9%

27.6%

28.4%

(0.6)

(0.4)

(1.2)

(0.8)

(0.7)

(0.6)

0.8

1.2

11.5

12.1

15.5

18.1

(0.4)

(0.2)

(4.5)

(0.4)

(0.4)

(0.4)

0.4

1.0

7.0

11.7

15.1

17.7

0.39

0.90

6.86

6.81

8.29

9.60

0.03

0.71

4.21

6.58

8.07

9.38

0.0

0.0

0.0

0.0

0.0

0.0

FY18

FY19

FY20

FY21E

FY22E

FY23E

1.0

1.4

8.2

12.5

15.7

18.3

1.3

1.3

1.3

2.0

2.6

2.8

(1.0)

0.7

(8.2)

(1.6)

(1.2)

(0.4)

(1.4)

(2.0)

(5.2)

(2.1)

(1.3)

(1.2)

(0.3)

1.4

2.8

2.3

0.4

(3.3)

0.0

(0.6)

2.4

0.0

0.0

0.0

(0.4)

2.2

1.4

13.0

16.0

16.2

0.4

(0.2)

(0.3)

(0.8)

(0.7)

(0.6)

(0.1)

(0.2)

(0.0)

(2.9)

(3.8)

(4.4)

(0.3)

(0.1)

0.0

0.0

0.0

0.0

0.0

0.0

0.0

0.0

0.0

0.0

(1.3)

(0.5)

(1.6)

(2.0)

(2.0)

(2.0)

(1.7)

1.2

(0.6)

7.3

9.6

9.1

(1.6)

(1.3)

25.7

(15.1)

0.0

0.0

0.0

0.0

0.0

0.0

0.0

0.0

4.1

0.0

0.0

7.6

0.0

0.0

(0.1)

1.0

(2.0)

0.0

0.0

0.0

0.7

0.9

23.1

(0.2)

9.6

9.1

(2.5)

(1.7)

21.5

21.3

30.9

40.1

0.6

1.1

24.1

23.6

33.0

41.8

Source: HeiQ; Progressive Equity Research
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Summary of HeiQ balance sheet forecasts
Balance sheet
Year to March
Tangible fixed asssets
Intangible fixed assets
Investments and other
Total fixed assets
Stock
Trade and other debtors
Deferred tax
Cash and short term deposits
Current assets
Total assets
Trade and other payables
Borrowings
Other current liabilities
Current liabilities
Borrowings
Other non-current liabilities
Non-current liabilities
Total liabilities
Net assets

FY18

FY19

FY20

FY21E

FY22E

FY23E

7.3

6.6

8.0

10.2

9.5

8.8

4.5

4.5

5.3

17.9

18.4

18.9

0.5

0.5

1.0

1.0

1.0

1.0

12.4

11.6

14.3

29.2

29.0

28.6

3.9

3.2

13.3

15.0

16.2

16.6

7.5

9.5

16.0

18.2

19.5

20.7

0.0

0.0

0.0

0.0

0.0

0.0

2.2

3.6

25.7

25.2

34.5

43.4

13.5

16.3

55.1

58.3

70.2

80.7

25.9

27.9

69.4

87.5

99.2

109.4

(1.7)

(1.9)

(7.3)

(9.6)

(10.1)

(10.9)

(1.5)

(2.5)

(0.2)

(0.2)

(0.2)

(0.2)

(3.5)

(4.7)

(4.5)

(4.5)

(4.3)

(0.2)

(6.7)

(9.2)

(12.0)

(14.3)

(14.6)

(11.4)

0.0

0.0

(1.4)

(1.4)

(1.4)

(1.4)

(6.7)

(5.4)

(6.6)

(6.3)

(6.0)

(5.7)

(6.7)

(5.4)

(8.0)

(7.7)

(7.4)

(7.1)

(13.4)

(14.6)

(20.0)

(22.0)

(22.0)

(18.5)

12.5

13.3

49.4

65.5

77.2

90.9

Source: HeiQ; Progressive Equity Research
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Valuation
Few directly comparable
listed companies to HeiQ

We view iFabric as the most
directly comparable peer, but
no consensus data was
available

Zoono is another appropriate
competitor where consensus
data was unavailable

A wider net cast to companies
with overlapping activities

Compco valuation metrics
based on consensus forecasts
and for calendar years
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We believe there are very few listed companies that are directly comparable to HeiQ, which
reflects in our view the unique characteristics of HeiQ as an investment proposition. This
makes the compilation of a peer group of comparative companies (compcos) more difficult
and renders valuation comparisons less useful than in cases where there are more ready
comparators.
The most relevant quoted peer company is the Canadian company, iFabric, given its major
subsidiary Intelligent Fabric Technologies North America (IFTNA). IFTNA’s activities are
focused on performance apparel as well as proprietary chemical formulations. These
formulations make textiles, foams, plastics and other surfaces intelligent, thereby
improving the safety and well-being of the consumer. This value-added science-based
approach to improve materials for the benefit of consumers and end-users is therefore
very similar to that of HeiQ. Unfortunately, we have been unable to access consensus data
and forecasts for iFabric.
We would also have included Zoono Group as another appropriate comparator. Zoono is
an Australia-based company, engaged in the development, manufacture and global
distribution of antimicrobial solutions. Zoono has developed the Zoono Molecule, an
antimicrobial that bonds to any surface, including hard surfaces, textiles, fabrics, and skin.
Zoono Molecule kills pathogens, including bacteria, viruses, algae, fungi and mould. It has
a wide range of products, which are applied in many areas, including hospitals, medical
facilities, laboratories, veterinary, homes, poultry and food processing. As with iFabric, we
have been unable to access consensus data and forecasts for Zoono.
We have therefore had to cast our net wider to include companies, whose activities overlap
with some of HeiQ’s. These compcos are still relevant, but to a lesser degree than more
directly comparable businesses. We have also endeavoured to include a geographic spread
of companies, given the global nature of the markets HeiQ is addressing. Our compco
universe also covers a wide range of market capitalisation from £34m for Byotrol, a UK
developer of consumer and professional antimicrobial technologies and products, to £46bn
for the US company, Ecolab, a global leader in water, hygiene and infection prevention
solutions and services. The selected compco group comprises both specialty chemical
companies and others involved broadly in the areas of cleaning, purifying (air/water) and
surface protection, albeit deploying a range of technologies.
In the following table, we compare HeiQ to the selected compcos using three valuation
metrics – EV/EBITDA, EV/sales and PER (price/earnings ratio). This table is based on
consensus forecast data from Thomson Reuters and is presented on a calendar year basis
to permit direct comparability as company year ends differ. It therefore coincides with
HeiQ’s December year end. CY1 refers to the calendar year to December 2021 and CY2 to
end December 2022. It should also be remembered that the quantum of analyst coverage
of individual stocks will vary considerably, the number of forecast years may vary between
analysts (typically meaning some fall-off in the number of FY3E estimates, which is why we
do not include CY3 metrics) and that no forecast aggregator has access to all analyst
forecasts. We have also included the specific year-on-year sales growth figures, as this
more explicitly shows the relativity between high(er) and low(er) growth companies than
simply relying on the EV/sales metric. We have also included the market capitalisation,
expressed in sterling for ease of comparison, alongside the country where each stock has
its primary listing.
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A wide spread of valuation
metrics

Average and median figures
also shown for the cohort

A cursory glance at the table shows a wide variance across valuation metrics and across
companies. To smooth out the impact of metric outliers, we have also included unweighted
averages and the median for each metric for each year, which also include HeiQ. The
average and median figures have not been adjusted for the CY1 metrics, though we have
excluded Byotrol from these calculations for CY2 in the absence of a consensus datapoint.
We have excluded Polygiene from the CY1E average calculation for sales growth, as this
caused too great a distortion and produced an unhelpful comparative figure. These
exclusions are annotated in the footnote to the table.
The median and average figures for the EV/sales metric include no adjustments other than
the exclusion of Byotrol in CY2E. As with the other metrics, we see a spread of performance
within the cohort. One reason for the enduring use of the EV/sales metric is that metrics
are typically positive, which is useful for start-up and/or high growth companies reporting
EBITDA and PBT losses. Of itself, this metric gives no direct insight into sales growth,
profitability and margins. The EV/sales metric can be argued to give indirect insight into
these, but it should be recognised that EV/sales as a standalone metric can be a somewhat
limited and blunt instrument in our view.

Valuation metrics for selected peer comparators (as at 5 May 2021, based on consensus forecasts)

Heiq PLC
Albemarle Corp
Byotrol PLC
Corbion NV
Ecolab Inc
Ercros SA
Innospec Inc
Lonza Group AG
Polygiene AB
Stepan Co
Steris plc
Tristel PLC
Unweighted average*
HeiQ indexed to average
Median*
HeiQ indexed to median
HeiQ indexed to best in class

Listing
location
UK
USA
UK
Netherlands
USA
Spain
USA
Switzerland
Sweden
USA
UK
UK

Market cap
£m
256
14,035
34
2,494
46,123
236
1,766
33,542
114
2,120
13,041
268

EV/EBITDA
CY1E
CY2E
22.1
18.1
26.8
20.8
16.6
19.0
18.0
24.5
21.5
7.0
5.9
14.4
11.4
28.3
24.4
19.8
15.6
9.1
8.4
19.3
17.5
27.4
22.1
19.5
16.7
113.2
108.3
19.6
18.0
113.0
100.5
78.2
74.2

EV/Sales
CY1E
6.0
7.0
2.9
3.1
5.6
0.6
1.8
8.6
5.3
1.3
5.4
7.5
4.6
131.8
5.3
113.4
70.1

CY2E
5.2
6.1
3.0
5.2
0.5
1.7
7.7
4.6
1.2
5.0
5.9
4.2
123.1
5.0
102.5
67.3

PER
CY1E
37.0
47.4
20.5
36.9
44.3
18.5
24.7
42.8
24.1
19.5
30.9
52.1
33.2
111.5
33.9
109.2
71.1

CY2E
30.9
33.2
32.0
36.5
10.8
19.9
36.9
19.0
17.9
27.8
40.6
27.8
111.4
30.9
100.0
76.1

Sales growth
CY1E
CY2E
19.8%
17.0%
4.9%
14.9%
14.4%
4.7%
3.7%
2.9%
6.8%
9.0%
8.4%
6.6%
8.2%
-17.0%
12.3%
192.4%
13.5%
9.6%
3.9%
10.5%
6.6%
10.4%
26.7%
6.9%
11.1%
287.5
153.0
9.0%
8.4%
219.9
201.0
137.7
63.5

Source: Refinitiv Eikon; Progressive Equity Research
* = CY1 sales growth average excludes Polygiene; CY2E average and median figures exclude Byotrol as data is unavailable

Best in class compco peers are
Lonza and Tristel
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We have also indexed HeiQ’s valuation metrics to the average and median figures collated
(where 100 would equate to the compco average/median), as well as to the highest metric
within the peer cohort. We have emboldened and italicised the best in class metrics for
ease of reference. For both EV/EBITDA and EV/sales, the highest valuation metric for both
CY1 and CY2 is achieved by the Lonza, a Swiss multinational chemicals and biotechnology
company, whose portfolio includes microbial solutions and specialty chemical services.
Tristel, a manufacturer of infection prevention and contamination control products, is best
in class in terms of PER and for sales growth in CY2E.
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HeiQ indexes at 215 for
forecast sales growth, the
second highest in the cohort

Pipeline
discounted
metrics

developments
in
valuation

HeiQ’s metrics are above the
compco
average/median
metrics…….

…….while its valuation sits at a

25% - 30% discount to the
best in class

HeiQ has a higher rate of forecast sales growth compared with the peer group. HeiQ ‘s
consensus sales growth forecasts of 20% and 17% are the second highest in both years
amongst the cohort, indexing strongly at an average 215 against the average/median
figures. This reflects the top line growth HeiQ delivered in FY20 (+80%), the continuing
impetus likely from continued high demand for its HeiQ Viroblock brand while Covid
continues to take a toll alongside higher customer awareness/acceptance of protective
measures, and the revenue impact of recent acquisitions, including Chrisal and RAS.
HeiQ’s valuation metrics also discount the future potential of some of its pipeline
developments. These include the HeiQ GrapheneX product. As outlined earlier in this note,
this could be a game-changer for HeiQ, given that its graphene membrane development is
potentially >1,000 times more permeable than currently available technology on the
market and has a plethora of opportunities within most membrane and filtration
applications. There are a number of listed graphene companies, most of which have only
nominal revenues in this early-stage industry, but which have eight-digit market
capitalisations (ie >£10m).
The index figures show that HeiQ’s valuation is usually ahead of the average and median
performance of the selected compcos. Taking a simple arithmetic average of the indexed
valuations across both years suggests HeiQ’s’s valuation is around 17% and 6% higher
respectively than the average and median for the compco cohort, or 12% on a combined
basis.
We have also benchmarked and indexed HeiQ’s valuation metrics against the best in class
within the compco cohort. Across the three valuation metrics, HeiQ’s valuation stands at a
significant discount (of 25% - 30%) to the best in class of our peer comparators. This would
be a more reasonable comparator than to the average/median, given HeiQ’s aspirations,
growth potential and high margins.
We remind investors that they should use their own views of the relevant risks and rewards
when assessing and applying any valuation criteria.
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Risk factors
External and internal risks
summarised

All companies face risks which could impact on their trading performance and reputation.
In turn and by extension, these could have an impact on our forecasts, to the upside as well
as the downside. We focus in this section on the factors which could apply downside risk.
We do not address all the mitigating actions that HeiQ undertakes to control and minimise
such risks. We would generally characterise risk factors as falling into two high level
categories, namely external and internal.

External risk factors
External factors are typically those beyond the direct control of the company, but which do
have an impact – either direct or indirect - on the company. Risk arises when changes occur
which are different to or impact on a company’s planning assumptions. Examples of
external factors include:

▪ macro-economic events/change
▪ legislation & regulatory
▪ competition
▪ technology
▪ currency movements
▪ natural disasters, such as the coronavirus pandemic.
These can have a direct impact on factors including, but not limited to, economic growth,
disposable income, consumer confidence and behaviour. In turn, these will impact
consumers’ and businesses’ willingness and ability to purchase goods, with discretionary
items deferred or purchasers trading down for example in economic downturns.
Insert side comment

Insert side comment

Sudden and dramatic moves in foreign exchange rates and raw material costs lead to an
increase in a producer’s intake prices. Manufacturers must then decide whether to absorb
these higher costs, resulting in lower margins, or to increase selling prices, which could
result in reduced demand, especially if competitors choose not to pass on these price
increases. Currency hedging, or natural hedging, where companies like HeiQ have foreign
currency receipts, can offset such risks.
Legislative and regulatory risks can impact in many ways, for example on production
methods and licences to operate, especially in the markets HeiQ operates within, which
are both highly regulated and where regulatory regimes change regularly. These can lead
to increased operating costs when companies have to invest in systems and processes to
comply with new legislation, and penalties when they fail to comply. In the event of entry
into a new market, companies may face a different legislative environment requiring
changes to business practices compared with their existing markets.
Keeping abreast of technological change and scientific advances is of critical importance,
especially to companies such as HeiQ, which develop proprietary and innovative products
as a source of competitive advantage. This is a small risk in our view for HeiQ, given its
structure, culture and being in the vanguard of scientific innovation.
Competition is a fact of life. HeiQ competes against a wide range of competitors, both for
customers and for human capital. Commercial success depends on a wide range of factors,
with HeiQ’s growth record suggesting it competes effectively in its markets.
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Internal risk factors
Internal risk factors relate to the company and usually fall within the company’s
management to oversee and control. These are no less important than external factors, in
that they can have a significant impact on the ability of a company to operate, to compete,
and to meet - or better exceed - customer expectations. Operational disruption can arise
from a wide range of factors.
Insert side comment

Any disruption in a production facility or distribution centre, whether from mechanical
failure or an IT/systems issue, can adversely affect product flow, customer deliveries and
brand image and reputation. Systems failures or poorly managed systems upgrades in any
functional area can have a detrimental impact on the execution of a company’s daily
activity and routines. Such failures can also impact on the collection and collation of data
used to manage the business or which would help to identify issues and rectify problems.
Quality control of output is essential to maintain customer satisfaction, maintain brand
equity and avoid potentially costly product recalls or product liability claims.

Insert side comment

The departure of key management or senior personnel for whatever reason can also have
a disruptive influence, not only in terms of business operations and staff morale, but also
on City and market perception. The loss of business contacts, supplier relationships and
business knowledge with a departing key manager has an opportunity cost in terms of
replacement, which is damaging in its own right, but would be viewed even more
negatively if the individual involved moved to a competing business.

Risk management
A risk management approach
led by a risk heat map among
other tools

The company’s annual report & accounts includes a more extensive section on the risks
and uncertainties faced by HeiQ, a categorisation of the main types of risks faced, together
with its considered approach to risk management, controls and mitigating factors. The risks
pertaining to HeiQ are shown on a risk heat map, whose axes are impact and likelihood.
For reference and completeness, the eleven risks highlighted by the company are:

▪ Delivery of growth strategy/growth rates not sustainable
▪ IP protection and first-mover advantage
▪ Increase in competition
▪ Innovation pipeline
▪ Regulatory risks
▪ Supply chain issues
▪ Product liability
▪ Geographical risks
▪ Reputational risk/brand equity
▪ Personnel
▪ Currency risks
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Major shareholders
The following table shows the major shareholders of the group as at 4 May 2021. With
around a combined stake of 25% in HeiQ held by directors and other employees, there is a
strong alignment of the interests of the business with those of external shareholders.

Major shareholders as at 4 May 2021
Name
Amati Global Investors Limited
Carlo Centonze
Murray Height
Premier Asset Management
Bombyx Growth Fund
Fidelity International
Cortegrande AG
Darren Morcombe
Michael Smith
Thornbridge Investment Management
AXA Investment Managers
Octopus Investments

Number of shares (m) % of share capital
11.61
9.2%
8.67
6.9%
8.02
6.4%
6.83
5.4%
6.41
5.1%
5.36
4.3%
5.19
4.1%
5.02
4.0%
4.27
3.4%
1.73
1.4%
1.44
1.1%
1.40
1.1%

Source: Refinitiv Eikon; Progressive Equity Research
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Appendix 1

HeiQ’s technology platforms – process, product families and differentiation potential

Source: HeiQ
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Financial Summary: HeiQ
Year end: December ($m unless shown)
PROFIT & LOSS
Revenue
Adj EBITDA
Adj EBIT
Reported PBT
Fully Adj PBT
NOPAT
Reported EPS (c)
Fully Adj EPS (c)
Dividend per share (c)

2019
28.0
2.9
1.8
1.0
1.2
2.0
0.7
0.9
0.0

2020
50.4
14.0
12.8
7.0
11.5
8.9
4.2
6.9
0.0

2021E
59.9
14.9
13.2
11.7
12.1
9.7
6.6
6.8
0.0

2022E
67.5
18.7
16.6
15.1
15.5
12.1
8.1
8.3
0.0

2023E
75.5
21.5
19.3
17.7
18.1
14.0
9.4
9.6
0.0

CASH FLOW & BALANCE SHEET
Operating cash flow
Free Cash flow
FCF per share (c)
Acquisitions
Disposals
Shares issued
Net cash flow
Overdrafts / borrowings
Cash & equivalents
Net (Debt)/Cash

2019
2.2
1.2
1.1
(1.3)
0.0
0.0
0.9
(2.5)
3.6
1.1

2020
1.4
(0.6)
(0.5)
25.7
0.0
0.0
23.1
(1.6)
25.7
24.1

2021E
13.0
7.3
5.7
(15.1)
0.0
7.6
(0.2)
(1.6)
25.2
23.6

2022E
16.0
9.6
7.5
0.0
0.0
0.0
9.6
(1.6)
34.5
33.0

2023E
16.2
9.1
7.1
0.0
0.0
0.0
9.1
(1.6)
43.4
41.8

NAV AND RETURNS
Net asset value
NAV/share (c)
Net Tangible Asset Value
NTAV/share (c)
Average equity
Post-tax ROE (%)

2019
13.3
13.0
6.6
6.4
12.9
9.5%

2020
49.4
39.2
8.0
6.4
31.4
36.7%

2021E
65.5
50.9
10.2
7.9
57.5
21.1%

2022E
77.2
60.0
9.5
7.4
71.4
21.6%

2023E
90.9
70.6
8.8
6.8
84.1
21.6%

2019
6.7%
6.8%
13.7%
55.7%
130.0%
N/A
6.3%

2020
80.3%
383.7%
623.8%
836.3%
661.7%
N/A
25.4%

2021E
18.8%
6.6%
3.2%
5.5%
(0.7%)
N/A
22.1%

2022E
12.8%
25.2%
25.4%
27.2%
21.8%
N/A
24.6%

2023E
11.8%
15.1%
16.3%
17.3%
15.8%
N/A
25.6%

2019
9.7
94.3
133.7
253.7
N/A
0.5%

2020
5.4
19.5
30.6
33.3
N/A
(0.2%)

2021E
4.6
18.3
28.2
33.5
N/A
2.5%

2022E
4.0
14.6
22.6
27.5
N/A
3.3%

2023E
3.6
12.7
19.4
23.8
N/A
3.1%

METRICS
Revenue growth
Adj EBITDA growth
Adj EBIT growth
Adj PBT growth
Adj EPS growth
Dividend growth
Adj EBIT margins
VALUATION
EV/Sales (x)
EV/EBITDA (x)
EV/NOPAT (x)
PER (x)
Dividend yield
FCF yield

Source: Company information and Progressive Equity Research estimates
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