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This  contains  ins ide information

2018 Preliminary Results     

- Vectura reports strong 2018 financial and operational performance -

Chippenham, UK - 26 March 2019: Vectura Group plc (LSE: V EC) ("Vectura" or "the Group") today announces its
preliminary results for the year ended 31 December 2018.

Financial highlights

 2018 2017 % change

Re ve nue £160.5m £148.0m 8.4%

Gross profit £98.9m £90.8m 8.9%

R&D  (£55.5m) (£60.3m) 8.0%

Adjusted EBITDA[1] £39.0m £25.8m 51.2%

Ope ra ti ng l os s (£105.4m) (£96.2m) (9.6%)

Ba s i c l os s  pe r s ha re  (13.2p) (12.6p) (4.8%)

Ca s h from ope ra ti ng a cti vi ti e s £35.1m £26.9m 30.5%

Cash and cash equivalents £108.2m £103.7m 4.3%

 

·     Full year reported revenue of £160.5m, +8.4%

o  Inhaled portfolio revenues of £131.1m, +15.0%

o  Strong flutiform® performance with Vectura revenues of £79.6m, +13.7%, driven by strong product
supply revenues, + 17.0%

o  Generic Ellipta® deal signed with Hikma, £6.6m revenue recognised in 2018

·     R&D costs of £55.5m at the lower end of the guidance range, reflec ng refocused por olio priori sa on and
initiatives to transform R&D productivity

·     Adjusted EBITDA of £39.0m, up 51.2%, driven by revenue growth, improved gross margin, lower R&D costs and
productivity improvements

·     Opera ng loss of £105.4m, a er ongoing amor sa on and excep onal items, impacted by £39.8m
impairment of intangible assets following the discon nua on of the V R475 programme, as previously
communicated

·     Strong cash genera on from opera ons, up 30.5% to £35.1m.  Closing cash and cash equivalents of £108.2m,
share buyback of £13.8m also completed in the year

 Operational highlights

·     Positive progression and expansion of inhaled generics pipeline

o  V R315 repeat clinical trial on track to enable Hikma Pharmaceu cals ("Hikma") to resubmit data in
2019, supporting potential launch in 2020

o  Largest product agreement deal in Vectura's history signed with Hikma for the global development of
generic versions of GSK's Ellipta® por olio, up to $80m in future milestones plus a share of
distributable net profit, up to a mid-teen percentage

o  VR2081 development continues with first clinical trial batches delivered to Sandoz

·     Growing clinical evidence supports the expansion of Vectura's enhanced nebulised portfolio  

o  As previously reported, the V R475 Phase I I I study did not meet the challenging primary endpoint of
reduc on in exacerba ons in a severe adolescent and adult asthma popula on. Secondary data
support differentiated performance versus conventional nebuliser and further validates confidence in
the platform and symptom relief endpoints for VR647

o  Two posi ve studies for V R647 (US) in children with  completed; results support Phase I I I
development and partnering  progression



o  Commenced development of three new nebulised therapies, targe ng niche or orphan disease
segments

·     Operational Excellence driving improved performance and creating additional capacity
o  Significant progress in R&D transforma on, focused partner and alliance management and supply

chain ini a ves contribu ng to strong adjusted EBITDA performance and crea ng addi onal  capacity
for new nebulised pipeline projects

Summary guidance and outlook
The Group expects a sustained financial performance in 2019 a er a strong 2018, with con nued overall revenue
growth offset by the gross profit impact from the loss of EXPAREL® revenues and the normalisa on of the flutiform®
gross margin. The Group expects the partnering of V R647 later this year.  R&D guidance for the year remains
unchanged at £45m to £55m.

Commenting on the preliminary results, James Ward-Lilley, Chief Executive Officer of Vectura, said:
"Focused execution of the Group's strategy resulted in strong financial and operational performance in 2018.
Our generic portfolio is progressing well with the VR315 repeat clinical trial on track to enable Hikma
resubmission in 2019, and the signing of the global agreement with Hikma to develop generic versions of GSK's
Ellipta® portfolio being a major catalyst for future value. Despite the disappointment of the VR475 Phase III
study, we continue to make good progress with our nebulised programmes, including development of three
new specialist opportunities.
 
"We look forward to sustaining our opera onal performance and providing an update on a number of important
catalysts in 2019 including V R315 resubmission, partnering of V R647, further progress on our new nebulised assets and
Phase III study completion for QVM149, our ICS/LAMA/LABA therapy for asthma, partnered with Novartis."
 
Analyst briefing
James Ward-Lilley, Chief Execu ve Officer, and Paul Fry, Chief Financial Officer will present the Preliminary Results
for analysts today at 9.30am to 10.30am GMT. The presenta on will be held at the offices of Numis, 10 Paternoster
Square, London, EC4M 7LT. There will be a simultaneous live conference call.
 
Dial-in details are:
Participant local dial-in: +44 (0) 207 192 8000
Participant free phone dial-in: +44 (0) 800 376 7922
Participant code: 9974699
 
A live webcast of the mee ng and the presenta on slides, will be available on Vectura's website:
https://www.vectura.com/investors/presentations-and-webcasts

 
- Ends-

 
 
For more information, please contact:
Vectura Group plc
David Ginivan - VP Corporate Communications                 +44 (0)7471 352 720
Elizabeth Knowles - VP Investor Relations                          +44 (0)7767 160 565
 
Consilium Strategic Communications                                 +44 (0)20 3709 5700
Mary-Jane Elliott / Jessica Hodgson / David Daley
 
Forward-looking statements
This press release contains forward-looking statements, including statements about the discovery, development and
commercialisa on of products. Various risks may cause Vectura's actual results to differ materially from those
expressed or implied by the forward looking statements, including: adverse results in clinical development
programmes; failure to obtain patent protec on for inven ons; commercial limita ons imposed by patents owned or
controlled by third par es; dependence upon strategic alliance partners to develop and commercialise products and
services; difficul es or delays in obtaining regulatory approvals to market products and services resul ng from
development efforts; the requirement for substan al funding to conduct research and development and to expand
commercialisa on ac vi es; and product ini a ves by compe tors. As a result of these factors, prospec ve investors
are cau oned not to rely on any forward-looking statements. We disclaim any inten on or obliga on to update or
revise any forward looking statements, whether as a result of new information, future events or otherwise.
 
About Vectura
Vectura is an industry-leading inhaled product formula on, device design and development business offering a
uniquely integrated inhaled drug delivery pla orm. We develop inhala on products to help pa ents suffering from
airways diseases.
 
Vectura has ten key inhaled and eleven non-inhaled products marketed by partners with global royalty streams, and a
diverse partnered por olio of drugs in clinical development. Our partners include Hikma, Novar s, Sandoz,
Mundipharma, Kyorin, Baxter, GSK, UCB, Bayer, Chiesi, Almirall, Dynavax and Tianjin KingYork.
 
Vectura's strategy is to fully leverage its differen ated technology and skills, maximising value by enhancing the
delivery and performance of inhaled products, and through the development of high-quality generic alterna ves to
branded therapies.

https://www.vectura.com/investors/presentations-and-webcasts


 
For further information, please visit Vectura's website at www.vectura.com 
 

Operational Review

Continued growth of key partnered in-market products
The Group reported full year reported revenue of £160.5m up 8.4% compared to the prior year.  Inhaled revenues of
£131.1m grew by 15.0%, with overall revenue growth being impacted by the an cipated decline in non-inhaled
revenues to £29.4m, a 13.5% decline following the expiry of certain patents for EXPAREL®, ADVATE®, and Xatral®. 

flutiform® (Mundipharma, Europe and Rest of world (excl. North America) / Kyorin, Japan)

flutiform® generated total in-market sales of €221.7m, up 8.5% in value (CER) and up 12.2% in volume[2], contributing
£79.6m revenue for Vectura up 13.7% compared to 2017.

The European ICS/LABA market is a highly compe ve and genericised market which declined by 3.3%2 in value
during 2018.  Despite the slowing of in-market sales growth rates, flutiform® sales in Europe grew 2.0%, to €114.4m,
and grew 2.7% in volume, reaching a market value share of 3.8% of the ICS/LABA market2.  We expect that the launch
of the breath-ac vated flutiform® k-haler® and the addi on of the posi ve opinion for the paediatric indica on of
flutiform® will reinforce the continued differentiation of the product in this challenging market.

The less mature and non-genericised Japanese market grew by 3.3%2 in value.  In-market sales of flutiform® grew
strongly, up 12.8% in value and 17.4% in volume, to €87.2m2, despite price reduc ons of approximately 5.8% in place
since April 2018.  flutiform® reached a market share of 15.4% in volume and 12.2% in value, up 1.2ppts and 0.7ppts
respectively compared to 20172. 

flutiform® remains at an early stage of its lifecycle in rest of world territories and has con nued to grow strongly ,
with in-market sales of €20.1m up 35.1% compared to 20172.

Ul bro® Breezhaler®, Seebri® Breezhaler®, U bronTM Neohaler® Inhala on Powder and SeebriTM Neohaler®
(Novartis/Sunovion, US)
Ul bro® Breezhaler® con nues its class-leadership of the dual bronchodilator LAMA/LABA class (ex. US), with growth
of 7.9% compared to 20172, despite increased compe on.  In-market sales in Europe grew by 6.3% to $385.4m, and
also grew strongly in rest of world, up 23.2% to $73.4m2.     Vectura recognised royal es of £17.8m in respect of sales
of Ultibro® Breezhaler® and Seebri® Breezhaler® (2017: £17.3m).

Japanese in-market growth remains low at 0.4% with in-market sales of $45.8m, and limited sales in the US of $7.4m2

reflect the challenge for the fourth market entrant in a competitive market and market access restrictions.

Novar s expects QV M149 Phase I I I study comple on in H2 2019 with regulatory submission in Europe and Japan also
in H2 2019, triggering a filing milestone to Vectura of $2.5m. The Group will earn royal es on net sales upon launch of
the product.  The product has the poten al to be one of the first ICS/LAMA/LABA therapies for asthma. Current

consensus estimates are for sales of $238m by 2024[3].

GSK Ellipta® products
GSK con nues to report strong growth of its Ellipta® por olio which is important for both the short term £9.0m
maximum annual royalty received by Vectura and the longer-term poten al of the range of Ellipta® AB-rated
substitutable generics now being developed by the Group, in partnership with Hikma.

AirFluSal® Forspiro® (Sandoz, EU & RoW, excl. US)
AirFluSal® Forspiro® continues to grow strongly in the competitive commoditised European generic ICS/LABA market. 
Vectura recorded total royalty and device sales revenue of £4.4m up 15.8% compared to 2017.

BreelibTM (Bayer, EU & RoW, excl. US)
BreelibTM, Vectura's first commercialised FOX® handheld smart nebuliser, con nues to receive posi ve customer
feedback and adop on.  The product is growing successfully in new markets; now launched in 7 markets and with
addi onal launch roll-outs con nuing.  Vectura revenue remains limited given the nature of the niche target
opportunity for this product. 

Positive progression and expansion of inhaled generics pipeline

VR315 (Hikma, US)
Recruitment is progressing well on the repeat clinical study for V R315. Hikma an cipates being able to submit data
from the study to the US Food and Drug Administra on (FDA) during 2019 to support its regulatory applica on,
enabling a potential US launch in 2020. 

As expected, Mylan has now launched its version of generic Advair® in the US named Wixela® Inhub®, providing an
encouraging precedent for future approvals of complex AB-rated subs tutable inhaled generic products. The US
market opportunity for such inhaled respiratory generics remains highly a rac ve, with 2018 reported net sales of

$1.5bn for GSK's Advair® in the US[4]. There are high technical and financial barriers to entry for these assets and few
pharmaceu cal companies, individually or collabora vely, are able to address these challenges effec vely. Given the
significant ICS/LABA market volume opportunity, which has con nued to grow to more than 36 million units per
annum2, we con nue to forecast significant market volume and value opportuni es for V R315 when it reaches the
market.  

 

http://www.vectura.com


 

Global agreement signed with Hikma for the development of generic versions of GSK's Ellipta® portfolio
On the 8th  of November, the Group signed a global agreement with Hikma for the development and
commercialisa on of an AB-rated subs tutable drug-device combina on of generic versions of the GSK Ellipta®
por olio, using our proprietary Open-Inhale-Close (OIC) dry powder inhaler device.  This deal validates both the
assessment of the inhaled generic segment in the US and confidence in the progression of the exis ng V R315
programme.

Upon signing, the Group received an upfront milestone payment of $15m and is eligible to receive up to a further
$80m milestone payments dependent upon achieving key pre-defined development milestones.   In the event of
product approval, Vectura will receive a share of distributable net profit up to a mid-teen percent for each por olio
product.  This represents a significant opportunity with consensus analyst projec ons of global net sales of the

Ellipta® products of approximately $5bn by 2024, of which $4bn is forecast in the US[5].

VR2081 (Sandoz, US) Vectura is con nuing its pMDI development work on V R2081, with the first clinical trial batches
delivered to the Group's partner Sandoz. 

VR632 (Sandoz, EU) was approved in Europe in May 2018, with launches planned throughout 2019. This approval
triggered a £0.3m development milestone payment to the Group from Sandoz.
 
 
Growing clinical evidence supports the expansion of our enhanced nebulised portfolio  
 
VR475 (Severe adult asthma, EU) 
As previously reported, the V R475 Phase I I I study did not meet the challenging primary endpoint of reduc on in
exacerba ons in a severe adolescent and adult asthma popula on.  As a result, the Group will not be pursuing further
development of this programme.  
 
Secondary data analysis demonstrated posi ve trends and clinically meaningful differences between V R475 and
placebo and versus conven onally nebulised budesonide, reinforcing the differen ated characteris cs of Vectura's
guided inhalation system.  These data have a positive read across to the ongoing VR647 programme.
 

VR647 (Paediatric asthma, US)
Two posi ve studies were completed (Pharmacokine c and Usability) during 2018, suppor ng progression to a Phase
II I development programme.  V R647 has the poten al to improve compliance and efficacy in a paediatric pa ent
popula on that has limited therapy op ons. V R647 aims to deliver efficacy similar to Pulmicort Respules®, with a
lower steroid dose, significantly shorter treatment me and confidence in correct dose delivery. Vectura's goal is to
establish V R647 as the treatment of choice for children with mild-moderate asthma in the US.  An end of Phase I I
mee ng with the FDA is planned for H1 2019, enabling confirma on of Phase I I I programme design and partnering
progression in H2 2019.

Three new programmes utilising our differentiated nebulised platform
Given the increased evidence for Vectura's differen ated nebulised pla orm and aligned to its refocussed R&D
investment, the Group ini ated three new nebulised development programmes in 2018. The goal of these non-
budesonide projects is to enhance existing molecules, by repurposing and reformulating, to be delivered by Vectura's
proprietary nebulised pla orms. These programmes, which are focussed in niche or orphan disease segments, have
the potential to address multi-billion dollar markets with individual peak year sales potential in excess of $250m. 
 
The three programmes ini ated in 2018 focus on the inhaled management of cardiopulmonary vascular disease, cys c
fibrosis and infec on in post-transplant immunocompromised pa ents.  These programmes could come to market
within eight years and have potential for partnering within a three-to-five year period, post-initiation.
 
Vectura will outline progress on these programmes during 2019, with the Group targe ng at least one orphan drug
designation by the end of the year.
 
VR465 (Ablynx - a Sanofi Company, ALX-0171, Global)
Further valida on of the clinical performance of the FOX® device was provided by the posi ve primary endpoints for
the Ablynx ALX-0171 (V R465) an -RSV Nanobody Phase I I programme, with an -viral efficacy and target exposure
achieved.  These data were supportive of our technology, however, Sanofi has deprioritised this programme and does
not intend to continue with further development.
 
Operational Excellence driving improved performance and creating additional capacity
 
Opera onal Excellence has been a major area of focus for the business and has been a key driver of the Group's
strong EBITDA performance in 2018. Key elements included:

·     Implemen ng an R&D transforma on programme including, repriori sa on of projects, use of systema c ways
of working and be er resource forecas ng and alloca on, supported by enhanced enterprise wide planning
tools. This ac vity has created capacity to allow our teams to spend more me focusing on scien fic project work
and to support more programmes including funding the three early-stage new nebulised programmes, within a
reduced total R&D spend of £55.5m (2017: £60.3m).

·     Effec ve alliance management, including se lements of the return of specific AirFluSal® Forspiro® territory



rights from Sandoz, V R2076 triple therapy project termina on with Mundipharma and the se lement of an
outstanding intellectual property related agreement with Therabel.

·     Supply chain improvements, notably the agreement for transfer of the Holmes Chapel site ownership from Sanofi
to Recipharm. These efforts have helped to support a strong flutiform® product supply gross profit margin,
reaching 39.2% in 2018.

·     The Group has taken steps to reduce its facili es footprint in 2018, including announcing closure of its Gau ng
site in Germany, and planned divestment of surplus buildings in Switzerland.

Lyon facility
Over the past two years a significant transforma on programme has taken place at Vectura's Lyon oral manufacturing
site. This has included the development of an end-to-end contract development and manufacturing organisa on
approach, ranging from early stage development, scale-up, and manufacturing through to bo ling and blister line
packaging, including serialisa on and aggrega on. As a result of these ini a ves, along with significant opera onal
KPI improvements, the site signed six new manufacturing and development contracts in 2018.  These new
agreements have enabled the site to increase development revenues by 25% which has largely offset the reduc on
in Sular® product supply revenue and has mi gated the impact of the expected decline of royalty revenues from
legacy products.

Board changes
The Board was pleased to welcome Paul Fry to Vectura as Chief Financial Officer in October 2018.  Paul brings
significant industry experience and he is already making a positive impact in his role. 

In June 2018, Vectura welcomed Anne Whi aker to the Board as a Non-Execu ve Director.  Anne has more than 25
years of experience in the life science industry, including senior leadership roles with large pharmaceu cal, biotech,
and speciality pharma companies. 

The Board extends its thanks to Andrew Derodra and Frank Condella, who stood down as Chief Financial Officer and
Non-Execu ve Director and Vice Chairman respec vely, for their support and contribu on to the success of Vectura
following the merger with Skyepharma PLC. 

 

Brexit
The Group has closely reviewed the poten al risks associated with Brexit.  The Board believes Vectura has
undertaken a robust approach to ensuring any impact within the Group's control is mitigated as far as possible. 

Mi ga ng ac vi es have included con nued close working with our supply chain network and partners, establishing
a new EU legal entity and transferring our notified regulatory body for our device assets.   

GSK legal action
In December 2018, the UK High Court ruled in favour of GSK in an ac on based on certain addi onal Vectura patents
which GSK previously had an op on to take a licence to under the patent licence and op on agreement with Vectura
dated 5th  August 2010 and which they chose not to exercise. Having taken advice from experienced advisers on the
issues covered in the judgement an appeal process has been ini ated. The judgment applies only in respect of the UK
patents and does not directly affect the proceedings which Vectura commenced against GSK under its US patents.
There is no impact on the ming of US li ga on; the Group s ll expects the US jury trial to go ahead in April/May
2019.  The Group will provide an update following its conclusion.

Capital allocation
The Group ended the year with a strong cash posi on of £108.2m, a level which exceeds opera onal requirements.  In
the absence of a rac ve M&A opportuni es and given the Board's view of the intrinsic value of the business, it
con nues to review the Group's capital alloca on priori es including the considera on of material shareholder
returns. 

Anticipated major newsflow and key catalysts in H2 2019:
·    VR315 (US) repeat Phase III study read-out and resubmission
·     VR647 (US) partnering post FDA end of Phase II meeting
·     Updated disclosure on new nebulised niche portfolio assets, including potential orphan drug designation
·     QVM149 Phase III study completion and submission
 

GSK litigation in the US is scheduled for April/May 2019 and the Group will provide an update following the conclusion
of this trial.

 
 

Financial review
 
Extract from the Consolidated Income Statement for the year ended 31st December 2018

 2018

£m

2017

£m

%

change

Product supply revenues 85.6 74.7 14.6%

Royalty and other marketed revenues 58.4 63.7 (8.3%)

Development revenues 16.5 9.6 71.9%

Revenue 160.5 148.0 8.4%

    
Cost of sales (61.6) (57.2) (7.7%)

Gross profit 98.9 90.8 8.9%



    
Research and development (55.5) (60.3) 8.0%

Other operating expenditure and income (12.8) (12.5) (2.4%)

Exceptional items (9.0) (4.5) (100%)

Amortisation and impairment charges (127.0) (109.7) (15.8%)

Operating (loss)/profit (105.4) (96.2) (9.6%)

    
Adjusted EBITDA 39.0 25.8 51.2%

Adjusted EBITDA margin % 24.3% 17.4% 6.9ppts

 
 
1.    Revenue
Vectura adopted IFRS 15 "Revenue from contracts with customers" on 1 January 2018.  The collabora ve agreement
with Hikma to develop generic versions of GSK's Ellipta® por olio is the first agreement that the Group has signed
since the implementa on of the standard and therefore this is the first agreement that has been accounted for in full
in accordance with this standard.
 
 
1.1 Product supply revenue
The Group generates significant revenues from the supply of finished or semi-finished products, largely
manufactured by third party suppliers, to commercial distribu on partners. Costs to deliver these revenues are
reported under Cost of sales. These revenues grew by 14.6% in 2018, largely driven by strong volume demand for
flutiform®.
 
Total Product supply revenues and gross margin

 2018

£m

2017

£m

%

change

flutiform® 74.2 63.4 17.0%

Other inhaled products 3.1 2.7 14.8%

Other non-inhaled products 8.3 8.6 (3.5%)

Revenue 85.6 74.7 14.6%

Cost of sales (61.6) (57.2) (7.7%)

Gross profit 24.0 17.5 37.1%

Gross profit margin % 28.0% 23.4% 4.6ppts

 
 
 
 
flutiform® 
Vectura earned 46.2% (2017: 42.8%) of total reported revenue from the supply of finished flutiform® products to
Mundipharma (Europe and Rest of World) and Kyorin (Japan). Strong in-market growth of flutiform®, up 8.5% in value

and 12.2% in volume[6], and the normalisa on of Mundipharma supply chain requirements resulted in a 17.0%
increase in product supply revenue. 
 
 flutiform® revenues

In-market flutiform® sales6 (constant currency)
2018

 

2017

 

%

change

Territory    
Europe €114.4m €112.2m 2.0%

RoW (ex. North America) €20.1m €14.9m 35.1%

Japan €87.2m €77.3m 12.8%

Total in-market sales €221.7m €204.4m 8.5%

    

Vectura product supply revenues and gross profit
2018

£m

2017

£m

%

change

flutiform® product supply revenue 74.2 63.4 17.0%

Cost of sales (47.4) (40.1) (18.2%)

One-off margin credits / (debits) 2.3 (1.1) >100%

Gross profit 29.1 22.2 31.1%

Gross profit margin % 39.2% 35.0% 4.2 ppts

Gross profit margin % (ex. one-off credits/(debits) 36.1% 36.8% (0.7) ppts

 
flutiform® gross margin was up 4.2 percentage points in 2018, benefi ng from the release of a supplier provision
booked in 2017 and a credit from Sanofi in se lement of historic claims prior to sale of the Holmes Chapel
manufacturing facility to Recipharm. Despite market price reduc ons in Japan par ally impac ng the Group's supply
prices, the gross margin earned for product supply sales, excluding one-off items, was 36.1% (2017: 36.8%).
 
The Group also earned royal es in 2018 on flutiform® sales made by Kyorin in Japan. Including these royal es, total
revenues for flutiform® were £79.6m (2017: £70.0m).
 
Other inhaled products
Vectura also earns revenue from the supply of devices to partners including the GyroHaler® device to Sandoz for the
AirFluSal® Forspiro® product and the FOX® device to Bayer for use in their BreelibTM product.  In total this revenue
stream contributed £3.1m in the year, an increase of 14.8% compared to 2017.  Vectura con nues to focus on margin



improvement initiatives to enhance the profitability of these revenue streams.
 
Other non-inhaled products

The Group's oral manufacturing facility in Lyon, France generates product supply revenues from sales of oral tablets to
partners.
 
Product supply revenues from Lyon of £8.3m were lower than the prior year (2017: £8.6m), driven by a reduc on in
Sular® volumes which were unusually high in 2017 as a result of a compe tor failure to supply.  Excluding Sular®, non-
inhaled product supply revenues grew 23.2%.  
 
The opera onal focus of the Lyon site con nues to be on improving profitability by replacing steady volume declines
in mature and off-patent products, with growing new manufacturing volumes, supply revenues and associated
development fees through new agreements.  Six new such agreements were signed during 2018.  
 
Some of the products manufactured at the Lyon site also earn the Group royalties, reported separately.
 
 
1.2 Royalty and other marketed revenues
The Group also generates revenues from products marketed by partners which incorporate Vectura's intellectual
property. These revenues typically comprise royal es, share of sales arrangements or sales-based milestones,
reflec ng financial returns on historic R&D investments in partnered programmes. These revenues are earned
without further material costs being incurred by the Group. 
 
Total royalty and other marketed revenues

 2018

£m

2017

£m

%

change

Ultibro® and Seebri® 17.8 17.3 2.9%

Ellipta® 9.0 9.0 -

flutiform® 5.4 6.6 (18.2%)

AirFluSal® Forspiro® 2.9 2.3 26.1%

Other non-inhaled royalties 14.5 17.4 (16.7%)

Royalty revenue 49.6 52.6 (5.7%)

Share of net sales of EXPAREL® 5.1 6.6 (22.7%)

Other inhaled marketed revenues 3.7 4.3 (14.0%)

Other non-inhaled marketed revenues - 0.2 n/m

Royalty and other marketed  revenues 58.4 63.7 (8.3%)

 
 
Ultibro® Breezhaler® and Seebri® Breezhaler® are now established and substan al products in Europe. Ul bro®
con nues to be the leading LAMA/LABA combina on treatment ex-US and con nues to grow well in Europe and Rest
of World territories. 
 
Ultibro® and Seebri® performance

Net sales[7] 2018

 

2017

 

%

change

Ultibro® Breezhaler® $454m $411m 10.5%

Seebri® Breezhaler® $148m $151m (2.0%)

Total in-market sales $602m $562m 7.1%

    
Vectura royalties 2018

£m

2017

£m

%

change

Ultibro® Breezhaler® 13.7 12.7 7.9%

Seebri® Breezhaler® 4.1 4.6 (10.9%)

Total royalties 17.8 17.3 2.9%

 
Vectura revenues for Ul bro® and Seebri® Breezhaler® are derived from a royalty percentage of net sales reported by
Novar s. Royal es from Ul bro® Breezhaler® increased by 7.9% in 2018 (+11.0% CER) while royal es from Seebri®
Breezhaler® declined by 10.9% (-6.5% CER).
 
G SK's Ellipta® products con nue to grow. Accordingly, Vectura has recognised the maximum annual royalty of £9.0
million during 2018. The technology licensed to GSK is covered by granted patents with an earliest expiry date for one
of the granted patent families in major markets of November 2019.
 
flutiform® royal es for Europe and most of the RoW territories are subject to the terms of the agreement with
Mundipharma which limits the aggregate amount of royal es that can be earned by Vectura where royal es and
product supply exceed 35% of Mundipharma's net sales. As a result of this cap, royal es from Mundipharma have
reduced to virtually nil in 2018 (2017: £1.9m).
 
Strong in-market performance by Kyorin drove value and volume growth in Japan, up 12.8% and 17.4% respec vely6. 
As a result royal es from Japan grew by 10.4% (CER +12.5%), par ally offse ng the reduc on in Mundipharma
royalties.
 
Other non-inhaled royal es comprise royal es earned on oral and other non-inhaled products which benefit from



the Group's historical intellectual property. Many of these products are manufactured at the Group's produc on
facility in Lyon.
 
 
Non-inhaled royalty and other marketed revenues

 2018

£m

2017

£m

%

change

RAYOS® / LODOTRA® 7.7 6.7 14.9%

Requip® 2.0 2.9 (31.0%)

Solaraze® 2.0 2.9 (31.0%)

ADVATE® - 1.2 (100%)

Xatral® 0.1 0.8 (87.5%)

Other products 2.7 3.1 (12.9%)

Total 14.5 17.6 (17.6%)

 
Total non-inhaled royal es con nued a downward trend as products move towards the end of their lifecycle.
Decreases in ADVATE® and Xatral® royal es were due to prior year patent expiry.  This underlying decline was
par ally offset by strong RAYOS®/LODOTRA® royalty growth, up 14.9% to £7.7m, due to increased promo onal
ac vity.  The Licence Agreement for RAYOS®/LODOTRA® has been amended with effect from 1 January 2019 with a
minimum $8.0m annual royalty now payable to Vectura for RAYOS® for the calendar years 2019 to 2022.
 
Share of net sales of EXPAREL® is £5.1m, a reduc on of £1.5m due to the share of net sales ceasing in September 2018
following expiry of the last expiring patent listed in the relevant agreement with Pacira.  The Group remains eligible
to receive a non-patent dependent $32m sales milestone when twelve-month net sales of EXPAREL® reach $500m on
a cash received basis.  Pacira reported 2018 net sales of EXPAREL® of $331m, a 17.0% increase compared to 2017. 
Current analyst consensus estimates are that Pacira will reach $500m annual net sales towards the end of 2023.
 
Other inhaled marketed revenues include a £1.3m milestone received on the anniversary of the first European launch
of BreelibTM. In 2017, Vectura recognised a £4.3m milestone from this launch. Under the terms of its agreement with
Bayer, Vectura is eligible to receive a further €4.25m in milestones spread over the next five years, paid annually, and
an additional €0.5m following commercial launch in Turkey.
 
Addi onally, as part of an agreement with Sandoz regarding revised territory rights for AirFluSal® Forspiro®, Vectura
recognised revenues of £2.4m during the period, of which £2.0m relates to the release of deferred income.
 
 
1.3 Development revenues
The Group also earns revenue from agreements with partners which draw on Vectura's device, formula on and
development capabili es to deliver commercially a rac ve inhala on products. Under these agreements, during the
development phase Vectura typically receives a series of cash flows in considera on for a variety of ac vi es, which
may comprise an upfront fee as considera on for the licence to access intellectual property, milestone payments for
specific clinical or other development-based outcomes, or fees billed directly for work performed. Together these
revenues have been categorised as Development revenues. Revenues are recognised when contractual performance
obligations are deemed to have been met, with the profile of these revenues varying by programme and over time.
 
Costs to deliver these revenues are reported under Research and Development (R&D) expenditure in the
consolidated income statement and tend to be incurred on a more consistent basis over the life of the programme.
 
These agreements may also include sales-based royal es and commercial milestones post-launch. The economics of
each partner agreement is structured differently in terms of the timing and mix of payments.

 

Development revenues by programme

 2018

£m

2017

£m

%

change

    
Licensing of intellectual property    
Generic Ellipta® portfolio (Hikma) 4.2 - n/m

Other inhaled programmes 0.4 0.6 (33.3)%

Total licensing revenues 4.6 0.6 >100%

    
Development services    
flutiform® K-Haler® 2.4 3.2 (25.0%)

Generic Ellipta® portfolio (Hikma) 2.4 - n/m

VR2081 (Sandoz) 1.3 1.1 18.2%

VR2076 1.7 1.5 13.3%

Other inhaled development services 2.6 2.0 30.0%

Other non-inhaled development services 1.5 1.2 25.0%

Total development services 11.9 9.0 32.2%

Total development revenues 16.5 9.6 71.9%

 
Generic Ellipta® portfolio
In November, Vectura signed a global development and commercialisa on agreement with Hikma for the



development of an AB-rated subs tutable drug-device combina on of generic versions of the GSK Ellipta® por olio.
Upon signing of the deal, Vectura received an upfront cash payment of $15m (£11.4m).  Of this, £6.6m was recognised
in 2018 which comprises £4.2m from the licensing of intellectual property and £2.4m in respect of development
services. The remaining income from the upfront payment of £4.8m is expected to be recognised over the next two
years.
 
Licensing of intellectual property - Other inhaled programmes
In 2018, Vectura recognised £0.4 million from the successful comple on of the RESPIRE clinical trial for V R465 which
used Vectura's adapted handheld FOX® nebuliser to deliver Ablynx/Sanofi's ALX-0171 medica on to infants with
Respiratory Syncytial Virus (RSV) infection.
 
K-haler® development
These revenues relate to fees charged for development work related to the flutiform® breath-ac vated k-haler®,
launched in September 2018.
 
VR2081 (Sandoz)
A $5.0m upfront milestone from Sandoz was received in 2017 rela ng to the V R2081 programme. This milestone, plus
the majority of the next two contractual development milestones, are deemed highly probable and therefore are
being recognised as development work progresses on a percentage comple on basis. Revenues recognised from
ongoing development work are expected to be in the range of £1.0m - £2.0m in 2019.    
 
VR2076
Following the conclusion of termina on discussions with Mundipharma, deferred income and provisions amoun ng
to £1.7m have been released in 2018 relating to past development work performed.
 
QVM149
Novar s expects the Phase I I I programme to complete in H2 2019 with regulatory submission in Europe and Japan also
in H2 2019, triggering a filing milestone to Vectura of $2.5m. The Group will earn royal es on net sales upon launch of
the product. 
 
VR647 (US)
An end of Phase I I mee ng with the FDA is planned for H1 2019, enabling confirma on of Phase I I I programme design
and partnering progression in H2 2019.  Typically a partnering agreement will include a payment for a licence to
intellectual property developed by Vectura which would be recognised as revenue upon signing, and a level of
development fees recognised over time.
 
Other inhaled development services
In 2017 and 2018, other inhaled development services mainly comprise projects partnered with Hikma, with the
increase in 2018 driven by development activity on the generic project VR730 (generic Salmeterol).
 
Other non-inhaled development services
The Group earned £1.5m in 2018 (2017: £1.2m) from the provision of development services related to products which
are or will be manufactured at its oral tablet produc on facility in Lyon, France. This increase reflects the success the
team is achieving in signing new contracts genera ng development fees with the prospect of conver ng these into
more substantive product supply volumes once development activity is completed.
 
 
2.    Research and Development (R&D) expenses

The Group's R&D expenditure has been presented under two distinct categories:
 

a)    Partnered - this category represents R&D expenditure funded by partners to progress the agreed contracted
programmes. This expenditure is principally funded by Development revenues earned from the partner,
which may be contingent upon the achievement of certain future milestones;

 
b)    Pre-Partnered - this category of R&D spend reflects investments funded by the Group on programmes yet to

be partnered, as well as investments in its own innova ve proprietary technology pla orms. These
investments are the basis for generating future partnering and licencing revenue opportunities.

 
Total R&D expenditure by category

 2018

£m

2017

£m

%

change

Partnered R&D 20.6 25.7 (19.8%)

Pre-partnered R&D 34.9 34.6 0.9%

Total R&D 55.5 60.3 (8.0%)

 
 
Partnered R&D
Partnered R&D expenditure in 2018 represented 37.1% of total R&D expenditure (2017: 42.6%). The predominant
focus of Partnered R&D spend has been on generic programmes (70%) reflec ng the change in the Group's strategic
focus towards generic programmes.
 
Pre-partnered R&D
Pre-partnered R&D expenditure in 2018 represented 62.9% of total R&D expenditure (2017: 57.4%). This total
expenditure included £6.7m of external R&D expenditure which related to the Phase I I I programme V R475. 
Development of VR475 is being wound down following the top-line results from the Phase III clinical study.



In 2018, posi ve results were achieved from the V R647 Phase I I pharmacokine c and mouthpiece methodology
studies, and prepara ons con nue for the Phase I I I programme. As previously indicated, the Group will seek to
partner VR647 for Phase III during 2019. 
 
In 2018, Vectura ini ated and is progressing three new pipeline projects based on combining exis ng proven
molecules with our proprietary breath-controlled nebulised technology. Spend on these projects is expected to
increase in 2019 as they approach the clinical phases.
 
R&D guidance for 2019 remains unchanged at £45m - £55m. 
 
3. Other operating expenditure and income
Other opera ng expenditure comprises a £2.6m non-cash charge for share-based compensa on (2017: £2.1m) as well
as corporate, administrative and selling and marketing costs of £12.8m (2017: £12.1m).
 
These costs were par ally offset by other opera ng income of £2.6m, up from £1.7m in 2017 due to partner
contribu ons to new manufacturing equipment and a one-off credit from Sanofi prior to the sale of their Holmes
Chapel facility.
 
4. Amortisation and impairment of intangible assets
As a result of the V R475 Phase I I I study not mee ng its primary endpoint, the Group is not pursuing further
development and partnering of the programme.  The carrying value of the intangible asset recognised as part of the
Ac vaero GmbH acquisi on in March 2014 has been impaired in full, with a resul ng £39.8m impairment charge. A
further impairment charge of £1.7m has been recognised following the decision by Sanofi to cease development of
the VR465 programme.
 
These impairments, as well as the full amor sa on of the EXPAREL® intangible asset in 2018, result in a £17.3m
increase in the overall amortisation and impairment charge versus the prior year.
 
5. Exceptional items
Excep onal items include £7.1m of costs arising from the progression of legal proceedings against GSK in the US and
UK rela ng to enforcement of certain of Vectura's patents in respect of the Ellipta® products. These costs include a
provision for reimbursement of GSK's legal costs in the UK following the recent first instance judgment in GSK's
favour. Vectura has been granted leave to appeal this judgment. The first instance hearing in the US proceedings is
scheduled for April/May 2019.
 
For a breakdown of exception items by category, please refer to note 4 to consolidated financial statements.
 
6. Adjusted EBITDA
Adjusted EBITDA is a non-IFRS measure which management uses to assess the performance of the business. This has
increased by over 50% to £39.0m in 2018 driven mainly by revenue growth, a higher product supply margin and lower
R&D expenditure.
 
As shown in note 6 to the consolidated financial statements, adjusted EBITDA is calculated by adjus ng the statutory
reported opera ng loss for non-cash items such as deprecia on, amor sa on and share-based compensa on and for
items that are exceptional in nature and do not represent the underlying trends of business performance.
 
7. Net finance income/expense
Net finance income has arisen from £0.8m of foreign exchange gains. In 2017 foreign exchange losses were £1.4m and
other financing expenses were £1.2m
 
8. Loss before tax
The Group's statutory loss before tax of £104.8m has increased by 2.5% from £102.2m in 2017 as benefits from growth
in revenues, an improved product supply margin, lower R&D expenditure and lower amor sa on charges have been
more than offset by the impairment charge relating to VR475.
 
9. Taxation
The Group's effec ve tax rate ("ETR") is a 15.8% credit (2017: 16.2% credit). A net taxa on credit of £16.6m (2017:
£16.5m credit) has been recognised in the consolidated income statement, being the net effect of a current tax
expense in the Group's US and Swiss opera ons offset by deferred tax credits on the amor sa on and impairment of
acquisi on accoun ng fair value adjustments and the recogni on of a non-current deferred tax asset in respect of
non-trade losses.
 
10. Loss per share
Despite growth in adjusted EBITDA and opera ng cash flow, basic and diluted loss per share has increased to 13.2
pence (2017: 12.6 pence loss per share) as a result of the V R475 impairment charge and the lower weighted average
number of shares following completion of the share buyback in February 2018. 
 
11.  Foreign exchange exposure
The Group receives revenue and incurs expenses in a number of foreign currencies and, as such, movements in
foreign exchange rates can materially impact the Group's financial results.  Had foreign currency rates in 2018
remained constant with those of 2017, the Group's reported adjusted EBITDA would have been approximately £1.0m
higher.
 
As an indica on, a 5% strengthening or weakening of sterling against the Euro, US Dollar and Swiss Franc would have
had an impact of between £3m-£4m on the Group's adjusted EBITDA in 2018.



 
 
Balance Sheet
 
Goodwill
Goodwill is not amor sed but is tested annually for impairment.  No impairment was recognised following this
review during 2018. The increase of £2.0 million in goodwill to £163.4m at 31 December 2018 arises from foreign
exchange gains upon revaluation of goodwill denominated in foreign currencies, primarily the Swiss Franc.
 
Intangible assets
The carrying value of intangible assets at 31 December 2018 of £219.9m has decreased by £115.5m during the period.
This is primarily due to amor sa on of £85.5m and impairment charges of £41.5m for the V R475 and V R465 intangible
assets.  This nega ve movement was par ally offset by foreign exchange gains of £10.6m upon revalua on of
intangibles denominated in foreign currencies, primarily the Swiss Franc, and £0.9m of software additions.
 
Property, plant and equipment
The net book value of property, plant and equipment is £57.8m, £4.7m higher than at 31 December 2017 due to
addi ons of £8.5m and foreign exchange gains of £2.0m which were par ally offset by deprecia on of £5.8m.
Addi ons comprise mainly of manufacturing equipment to support the produc on of flutiform®, the development of
oral tablet production in Lyon, and equipment to support the Group's nebuliser platforms.
 
Inventory
Similar to last year, over 91% of inventories of £26.7m held at 31 December 2018, relate to flutiform®. The value of
inventories has increased by £3.3m compared to 2017, driven by growth in flutiform® volumes, a longer stand me for
semi-finished product and a foreign exchange upli  from transla on of the balance sheet of the Group's Swiss
operations into Sterling.
 
Provisions
Total provisions have increased by £5.5m to £10.9m at 31 December 2018 (31 December 2017: £5.4m). Aside from the
movements already discussed under excep onal items and under flutiform® gross margin, the principal change has
been a reclassifica on of £5.8m from other payables to provisions due to increased uncertainty as to the ming of
settlement.
 
Swiss defined benefit retirement liability
The Swiss defined benefit re rement liability has decreased by £0.5m to £3.1m (31 December 2017 £3.6m). This is
largely due to curtailment gains of £0.7m arising from redundancies recorded in excep onal items, less £0.2m of
other movements.
 
Cash and liquidity 
Vectura con nues to maintain strong liquidity with cash and cash equivalents of £108.2m, an increase of £4.5m versus
2017. The previously announced £15.0m share buyback programme completed in February 2018 with 2018 cash
outflows of £13.8m.
 
Cash generated from opera ng ac vi es was £35.1m in 2018 (2017: £26.9m). The difference to Adjusted EBITDA of
£39.0m is explained as follows:
 
 2018

£m

Adjusted EBITDA 39.0

Exceptional items cash outflow not in adjusted EBITDA1 (4.1)

Deferred income release - AirFluSal® Forspiro® (Sandoz) (2.0)

Deferred income and provision release - VR2076 (1.7)

Cash milestone received versus revenue recognised - Generic Ellipta® portfolio

(Hikma)

4.8

Release of flutiform® supplier provision (1.1)

Other working capital movements 0.2

Cash generated from operating activities 35.1

1 
Exceptional costs are mainly driven by cash outflows of £3.7m relating to GSK litigation.

 
The Group made scheduled corpora on tax payments rela ng to its US and Swiss opera ons of £6.0m (2017: £2.9m).
These were partially offset by research and development tax credits received of £1.0m (2017: £2.1m).
 
Net cash ou lows from capital expenditure were £12.3m, £2.6m higher than 2017. These included investments in
manufacturing equipment for flutiform® and for the Lyon site, as well as investment in the Group's laboratories and
platform technologies.
 
The Group has access to a £50.0m mul currency revolving credit facility with Barclays Bank PLC and HSBC Bank PLC.
This facility expires in August 2021 and remains undrawn.
 
By order of the Board
 
 
 
 



Paul Fry
Chief Financial Officer
 
 
 
 
 
 
Appendix to the Financial Review
 
Breakdown of non-inhaled revenue and gross profit.
 
 2018

£m

2017

£m

%

change

Rayos® / Lodotra® 1.6 1.1 45.5%

Sular® 1.4 3.0 (53.3%)

Diclofenac® 1.5 1.4 7.1%

Other 3.8 3.1 22.6%

Product supply revenue 8.3 8.6 (3.5%)

Solaraze® 2.0 2.9 (31.0%)

Rayos® / Lodotra® 7.7 6.7 14.9%

Requip ® 2.0 2.9 (31.0%)

Other royalties 2.8 5.1 (45.1%)

EXPAREL® share of net sales 5.1 6.6 (22.7%)

Royalty and other marketed revenues 19.6 24.2 (19.0%)

    
Development services 1.5 1.1 36.4%

Licencing - other - 0.1 n/m

Development revenues 1.5 1.2 25.0%

Total non-inhaled revenue 29.4 34.0 (13.5%)

    
Cost of sales (11.2) (10.9) (2.8%)

    
Non-inhaled gross profit 18.2 23.1 (21.2%)

 
 

Consolidated Income Statement                                          
For the year ended 31 December                                                                       
  

 Note
2018

£m
2017

£m
Revenue

2 160.5 148.0
Cost of sales

 (61.6) (57.2)
Gross profit

 98.9 90.8
 

   
Selling and marketing expenses

 (3.4) (4.0)
Research and development expenses

3 (55.5) (60.3)
Corporate and administrative expenses

 (12.0) (10.2)
Other operating income

 2.6 1.7
Operating profit before exceptional items and amortisation

 30.6 18.0
 

   
Amortisation and impairment

 (127.0) (109.7)
Exceptional items

4 (9.0) (4.5)
Operating loss  (105.4) (96.2)
    
Loss from associates  

(0.2) (3.4)
Finance income

 1.3 0.2
Finance expenses

 (0.5)



 (0.5) (2.8)
Loss before taxation

 (104.8) (102.2)
 

Net taxation credit
5 16.6 16.5

Loss after taxation  (88.2) (85.7)
    
Adjusted EBITDA*

6 39.0 25.8
Loss per share (basic and diluted)

7 (13.2p) (12.6p)
 
All results are attributable to shareholders of Vectura Group plc and are derived from continuing operations.
 
*Adjusted EBITDA is a non-IFRS measure comprising operating loss, adding back amortisation and impairment, depreciation,
share-based payments and exceptional items. Refer to note 6 "Adjusted EBITDA".

During the period, the Group transi oned to IFRS 15 Revenue from contracts with customers. Owing to transi onal
relief available, the comparative period has not been restated. Refer to note 18.
 
The accompanying notes form an integral part of these Consolidated Financial Statements.
 
 
 

Consolidated Statement of Other Comprehensive Income
For the year ended 31 December

  2018
£m

2017
£m

Loss after taxation  (88.2) (85.7)
    
Items that may be reclassified to the Income Statement:
Exchange movements arising on consolidation 14.2 (13.9)
Related impact of taxation (0.5) (1.2)
   
Items that will not be reclassified to the Income Statement:
Actuarial gain on re-measurement of defined benefit pensions 0.2 1.1
Related impact of taxation - (0.2)
   
Other comprehensive income/(loss)  13.9 (14.2)
    
Total comprehensive loss  (74.3) (99.9)
 
All results are attributable to shareholders of Vectura Group plc and are derived from continuing operations.
 
The accompanying notes form an integral part of these Consolidated Financial Statements.
 

Consolidated Balance Sheet
At 31 December

 
Note

2018
 

 £m

2017
(*Restated)

 £m

2016
(*Restated)

£m

ASSETS

Non-current assets

 

  

 

Goodwill
8 163.4 161.4

162.8

Intangible assets
9 219.9 335.4

456.8

Property, plant and equipment
 57.8 53.1

54.8

Other non-current assets
 10.1 7.4

4.0

Total non-current assets  451.2 557.3 678.4
 
Current assets    

 

Inventories
 26.7 23.4

18.4

Trade and other receivables
 35.3 34.1

56.6

Cash and cash equivalents
 108.2 103.7

92.5

Total current assets 170.2 161.2 167.5



Total current assets  170.2 161.2 167.5

Total assets
 621.4 718.5

845.9

 

LIABILITIES

Current liabilities    

 

Trade and other payables
 (61.1) (56.5)

(59.8)

Corporation tax payable
 (10.1) (11.4)

(8.6)

Provisions
10 (1.1) (2.2)

(1.9)

Total current liabilities  (72.3) (70.1) (70.3)
 
Non-current liabilities    

 

Othe r non-curre nt pa ya bl e s  (6.2) (9.6) (12.2)

Provisions
10 (9.8) (3.2)

(3.5)

Retirement benefit obligations
11 (3.1) (3.6)

(5.9)

Deferred taxation
12 (35.7) (53.5)

(76.8)

Total non-current liabilities  (54.8) (69.9) (98.4)

Total liabilities
 (127.1) (140.0)

(168.7)

Net assets
 494.3 578.5

677.2

 

SHAREHOLDERS' EQUITY
   

 

Share capital
13 0.2 0.2

0.2

Share premium
14 61.6 61.5*

61.0*

Translation reserve
 40.0 26.3

41.4

Other reserves
14 447.3 599.1*

598.3*

Retained losses
 (54.8) (108.6)

(23.7)

Total shareholders' equity  
494.3 578.5

677.2

*Restated amounts of £41.3m relate to the correc on of pre-Skyepharma merger share premium and merger reserves recognised on the
acquisi on of Ac vaero in 2014. The restated Merger reserves were subsequently u lised in full, and as a result, no longer remain. Refer to note
14.
 
The accompanying notes form an integral part of these Consolidated Financial Statements. These Consolidated
Financial Statements and accompanying notes were approved by the Board of Directors on 25 March 2019 and were
signed on its behalf by:
 
J Ward-Lilley                                                                          P Fry
Director                                                                                  Director
 

Consolidated Statement of Changes in Equity
For the year ended 31 December
    Other reserves    

 Note

Share
capital

£m

Share
premium

£m

Merger
reserve

£m

 
Own shares

reserve
£m

Share-based
payment

reserve
£m

 Translation
reserve

£m

Retained
losses

£m

Total
equity

£m

At 31 December 2016 as previously reported  0.2 102.3 551.9 (0.7) 5.8 41.4 (23.7) 677.2

Share premium restatement* 14 - (41.3) 41.3 - -  - - -

At 31 December 2016 restated  0.2 61.0 593.2 (0.7) 5.8 41.4 (23.7) 677.2

Loss for the year  - - - - - - (85.7) (85.7)
Other comprehensive (loss) / income  - - - - - (15.1) 0.9 (14.2)

Total comprehensive loss  - - - - - (15.1) (84.8) (99.9)

          

Share-based payments  - - - - 3.9 - - 3.9

Exercise of share awards  - 0.5 - - - - - 0.5

Employee share trust transactions  - - - (1.8) - - - (1.8)

Share buyback programme  
- - - - - - (1.4) (1.4)

Transfer between reserves  - - - - (1.3) - 1.3 -



 
At 31 December 2017  0.2 61.5 593.2 (2.5) 8.4 26.3 (108.6) 578.5
          
Adoption of IFRS 15 18 - - - - - - 0.3 0.3
At 1 January 2018 as adjusted  0.2 61.5 593.2 (2.5) 8.4 26.3 (108.3) 578.8
          
Loss for the year  - - - - - - (88.2) (88.2)

Other comprehensive income / (loss)  - - - - - 13.7 0.2 13.9

Total comprehensive income / (loss) for the year  - - - - - 13.7 (88.0) (74.3)

          
Share buyback programme  - - - - - - (13.8) (13.8)
Share-based payments  - - - - 3.7 - - 3.7
Employee share schemes  - 0.1 - 0.3 (3.8) - 3.3 (0.1)
Release of special reserves**  - - (8.2) - - - 8.2 -
Merger reserve release  - - (143.8) - - - 143.8 -
At 31 December 2018  0.2 61.6 441.2 (2.2) 8.3 40.0 (54.8) 494.3

 
* Reserves were restated to reduce share premium and increase Merger reserves by £41.3m to correct share premium
recognised on the acquisi on of Ac vaero in 2014 in accordance with s610 of the Companies Act. The restated Merger reserves
were subsequently utilised in full, and as a result, no longer remain. Refer to note 14. 
** A Board resolu on in July 2018 confirmed that certain creditor condi ons, imposed pursuant to the July 2011 share capital
reduc on, had been sa sfied. Specifically, all specified external creditors had been paid and all intercompany creditors had
either been paid or provided their consent. Therefore, non-distributable special reserves of £8.2m, for the protec on of these
creditors, have been released to distributable retained earnings.
 
 
The accompanying notes form an integral part of these Consolidated Financial Statements.
 
 
 

 

 

 

 

 

 

 

 

Consolidated Cash Flow Statement
For the year ended 31 December
 

Note
 2018

£m
2017

£m

Cash flows from operating activities  
 

  
Loss after taxation

 
 

(88.2) (85.7)
Adjustments reconciling loss after tax to operating cash
flows

15

 

123.3 112.6
Cash generated from operating activities   35.1 26.9
Research and development tax credits received

  
 

1.0 2.1
Corporation tax paid

  
 

(6.0) (2.9)

Net cash inflow from operating activities
  

 
30.1 26.1

Cash flows from investing activities
  

 
 

 

Purchase of intangible assets  
 

 
(0.8) (0.2)

Purchase of property, plant and equipment  
 

 
(11.5) (9.5)

Interest received  
 

 
0.2 0.2

Net cash outflow from investing activities
  

 
(12.1) (9.5)

Cash flows from financing activities
  

 
 

 



Share buyback programme
  

XX

(13.8) (1.4)
Funding relating to the issue of shares and share options

  
 

(0.2) (1.3)
Repayment of mortgage borrowings and other finance
charges

  

 

(0.8) (0.5)

Net cash outflow from financing activities
  

 
(14.8) (3.2)

Effects of foreign exchange  fluctuations on cash held
  

 
1.3 (2.2)

Increase in cash and cash equivalents
  

 
4.5 11.2

Cash and cash equivalents at the beginning of the year
  

 
103.7 92.5

Cash and cash equivalents at the end of the year
  

 
108.2 103.7

        
 
The accompanying notes form an integral part of these Consolidated Financial Statements. 
 

 
 

1.    General information
 
Vectura Group plc (the "Company") is a public limited company incorporated and domiciled in the United Kingdom.
The final results have been prepared in accordance with Interna onal Financial Repor ng Standards (''IFRS'') adopted
for use in the EU as at 31 December 2018 (''adopted IFRS''), Interna onal Financial Repor ng Interpreta ons
Commi ee (''IFRIC'') interpreta ons and those parts of the Companies Act 2006 applicable to companies repor ng
under IFRS.

Vectura's Group plc 2018 Annual Report will be posted to shareholders on 16 April 2019. The financial informa on set
out in this document does not cons tute the company's statutory accounts for the years ended 31 December 2018 or
2017 but is derived from those accounts. Statutory accounts for 2017 have been delivered to the registrar of
companies, and those for 2018 will be delivered in due course, following the Company's Annual General Mee ng,
which will be held at 10.30am on 29 May 2019. The auditor has reported on those accounts; their reports were (i)
unqualified, (ii) did not include a reference to any ma ers to which the auditor drew a en on by way of emphasis
without qualifying their report and (iii) did not contain a statement under sec on 498 (2) or (3) of the Companies Act
2006.

The final statements have been prepared in accordance with the Group's accoun ng policies approved by the Board.
 Cri cal accoun ng policy and judgment areas can be found in note 17 and details of principal business risks and
uncertainties can be found in Note 21.

The Group is managed on the basis of a single reportable segment, being the development and supply of
pharmaceu cal products and as such no separate segmental informa on is provided as it would not be different from
the Consolidated Income Statement.

Selected explanatory notes which reflect extracts from the full financial statements are included to explain events
and transac ons that are significant to the understanding of the changes in the Group's financial posi on and
performance since the last annual financial statements.  
 
 
1.1       Alternative performance measures ("APMs")
 
Alterna ve performance measures, which are used in these financial statements, are also used by the Board and
management for planning and repor ng. These measures are also used in discussions with the investment analyst
community. APMs are not displayed with more prominence, emphasis or authority than IFRS measures.
 
Adjusted EBITDA is defined as opera ng loss adding back amor sa on and impairment, deprecia on, share-based
payments and exceptional items. Refer to note 6 "Adjusted EBITDA".
 
Excep onal items are presented whenever significant expenses are incurred or income is received as a result of
events considered to be outside the normal course of business, where the unusual nature and expected infrequency
merits separate presenta on to assist comparisons with previous years. Items which are included within the
exceptional category include:
 
·           costs associated with major corporate transactions;
·              Board approved spend on the integration of major corporate transactions; and
·              other major transformation programmes.
 
Furthermore, significant and unusual items of li ga on (e.g. GSK li ga on) and significant and unusual items which
individually distort the underlying performance of the business and therefore warrant highligh ng separately to the
users of the accounts are also included within exceptional items. Refer to note 4 "Exceptional items".
 
Underlying and non-recurring revenues were previously presented in the 2017 financial statements in order to
separate out revenues which can vary significantly each period. Following stakeholder feedback, this presenta on
was replaced and revenues have now been disaggregated according to whether they relate to product supply,



development stage work or royalty and other marketed revenues. These revised categories are not considered APMs.
 
 
2.         Revenue
 
Detailed analysis and commentary on revenue is provided in the Finance review.

 
2018

£m
2017

£m

Product s uppl y re ve nue s 85.6 74.7

Roya l ty a nd othe r ma rke te d re ve nue s 58.4 63.7

De ve l opme nt re ve nue s  16.5 9.6

Total revenues 160.5 148.0

 
Development revenues include £8.5m (2017: £8.5m) for completed development service obliga ons, £3.7m (2017:
£1.1m) for deferred income released on par ally completed development service obliga ons and £4.2m (2017: nil) in
respect of gran ng of a licence related to the new collabora ve arrangement with Hikma signed in 2018, being the
first arrangement to which IFRS 15 has been applied outside of the standard's transition rules. 
 
Revenue of £6.6m (2017: £nil) has been recognised rela ng to the collabora ve arrangement with Hikma signed in
November 2018 to develop generic versions of GSK's Ellipta® por olio. Of this amount, £4.2m (2017: nil) was
recognised when the Group provided Hikma with the right to use intellectual property related to Vectura's Open-
Inhale-Close prototype device as it existed on the grant date. The remaining £2.4m has been recognised reflecting the
degree of progress made towards completing the second performance obligation being the provision of development
services on Vectura's Open-Inhale-Close device.
 
The Group has determined the transac on price to be $20.0m being the upfront milestone of $15.0m and a variable
payment of $5.0m, which is con ngent on successful comple on of the device development services. The $5.0m
variable payment has been constrained subject to further development progress being made resul ng in reduced
uncertainty. 
 
In addi on, Vectura is obliged to perform future formula on and process development ac vi es for up to five
products which will only be commi ed upon agreement of individual product development plans in the future. The
Group has assessed these services to be offered at their standalone selling price such that no material right to
discounted services exists.   
 
 
 

Revenue by geographical location

 
2018

£m
2017

£m

Uni te d Ki ngdom 55.2 49.2

Ja pa n    35.1 33.0

Swi tze rl a nd 31.0 27.3

Uni te d Sta te s  of Ame ri ca 15.8 13.8

Re s t of Europe      13.3 15.3

Re s t of worl d 10.1 9.4

Total revenues 160.5 148.0

Geographical location is derived from customer invoicing points as opposed to patients receiving treatment.
 
Revenue from major customers
Three major customers contributed individually in excess of 10% of total Group revenues:  Customer A - £43.9m (2017:
35.2m), Customer B - £35.1m (2017: £33.0m) and Customer C - £22.4m (2017: £17.1m).
 
Customer contract balances
The following table details trade receivables, contract assets and contract liabilities with customers:
 

 

 2018
£m

2017
£m

Tra de  re ce i va bl e s  15.1 11.5
Customer contract assets  -  accrued royalty revenues  10.2 14.2
Customer contract liabilities - advanced consideration received  (6.5) (4.6)

 
Accrued royalty revenues are transferred to trade receivables when the right to payment becomes uncondi onal
upon receipt of royalty statements. Of the £11.4m payment received in respect of the new collabora ve arrangement
with Hikma, £4.8m has been deferred to be recognised as progress is made towards comple ng the second
performance obligation.
 
Contract liabili es consists of advance payments from customers being released as performance obliga ons are
sa sfied. As part of an agreement with Sandoz regarding revised territory rights for AirFluSal® Forspiro®, Vectura
recognised revenues of £2.4m during the period, of which £2.0m relates to the release of deferred income. In respect
of V R2081, £1.3m of deferred income was also released and recognised as revenues for the services performed in
2018.
 
 



3.         Research and development expenses
 

 2018 2017
 £m £m

Pa rtne re d R&D 20.6 25.7

Pre-partnered R&D 34.9 34.6

Total research and development expenses 55.5 60.3

 
Partnered research and development expenditure represents expenditure funded by partners to progress agreed
contracted programmes. Pre-partnered research and development expenditure reflects investments funded by the
Group on programmes yet to be partnered, as well as investments in the Group's own innova ve proprietary
technology platforms.

 
 
 
4.         Exceptional items
 
Excep onal items are presented whenever significant expenses are incurred or income is received as a result of
events considered to be outside the normal course of business, where the unusual nature and expected infrequency
merits separate presentation to assist comparisons with previous years.
 
 2018 2017
 £m £m

Legal fees (1) 7.1 1.8
Skyepharma merger integration costs (2) 1.4 4.5
Site closure costs (3) 1.3 -
Other exceptional items (4) 0.2 0.4
Research and development accrual release (5) (1.0) (2.2)
Total exceptional items 9.0 4.5

Classification if costs were not presented as exceptional: 

(1)
 Classified as research and development expenditure

(2)
 Classified within corporate and administrative expenses and research and development expenditure

(3)
 Classified separately as restructuring costs

(4)
 Classified within cost of sales

(5)
 Classified within cost of sales and research and development expenditure

 
Legal fees of £7.1m (2017: £1.8m) relate to ongoing legal proceedings against GSK from enforcement of Vectura's
patents in respect of the GSK Ellipta® products.  In the UK, a judgement was handed down by the High Court on 13
December 2018 ruling in favour of GSK. Reimbursement of GSK's legal costs in the UK following this judgement are
included in the exceptional charge.  In the US, a jury trial is scheduled in Delaware for April 2019.
 
Post-merger integra on costs of £1.4m (2017: £4.5m) include redundancy and other costs from ini a ves to combine
the businesses, streamline ways of working and enhance produc vity, and £0.9m (2017: £1.8m) of share based
payment charges. These arise from reten on shares granted to key members of management considered cri cal to
the integra on process. The charges are lower than the compara ve period primarily because the awards with an 18-
month service condition vested on 22 March 2018.
 
The decision to close one of the Group's four opera onal sites, Gau ng in Germany, by June 2021 was communicated
in June 2018. Ac vi es will be transferred to the remaining sites during the closure period. A provision of £1.1m has
been recognised for redundancies arising from the closure. The provision assumes the redundancy payments are
made at the end of the closure period and is discounted at a rate of one percent (being a proxy for the German risk
free rate). The remaining £0.2m relates to share-based payment charges specifically for the reten on of staff during
the closure period.
 
Other excep onal items include the final redundancy costs from restructuring of the Group's manufacturing facility in
Lyon which commenced in July 2016.
 
Following a detailed review of the research and development accruals during 2017, a number of individually
immaterial historical accruals were iden fied where it was no longer considered probable that these accruals would
result in future cash ou lows. The accruals, totalling £2.2m, were released in the 2017 consolidated income
statement and a final £1.0m has been released in 2018. These are presented within excep onal items to enable users
to understand the impact of the credit on the current year performance. Management has determined that there is no
material impact of the accruals on any comparative income statement, balance sheet or cash flow statement.
 

 
 

5.         Taxation
 

 2018 2017



 £m £m
Current taxation (4.6) (5.9)
Adjustments to prior periods recognised (0.1) 0.4
Total current taxation charge (4.7) (5.5)
Deferred taxation 21.3 22.0
Net taxation credit 16.6 16.5

 
Deferred taxation charges of £0.5m (2017: £1.4m) were recognised in other comprehensive income.
 
Current taxa on arises from trading profits generated in Switzerland and the US. Deferred tax relates predominantly
to credits arising on the unwinding of tax liabili es on the intangible assets acquired as a result of the acquisi on of
Activaero in 2014 and the Skyepharma merger in 2016.
 
The Group's effec ve tax rate ("ETR") before other comprehensive income ("OCI") is a 15.8% credit (2017: 16.2%
credit). This equates to the applicable UK tax rate of 19%, adjusted for a number of factors discussed below. 
 
UK Taxation
The UK sub-Group is loss-making and benefits from the R&D Expenditure Credit ("RDEC"). The RDEC is subject to UK
corpora on tax and therefore is included within the Consolidated Income Statement and presented as Other
Opera ng Income. In addi on, certain UK companies are able to par cipate in the UK Patent Box regime, the benefit
of which is expected to increase as new products are approved. The UK corpora on tax rate will reduce to 17% from 1
April 2020, which has been substantively enacted. The impact on the group accounts is expected to be immaterial.
 
US Taxation
Taxable income arose in respect of the percentage of net sales received from EXPAREL®. This ceased from September
2018.
 
Swiss Taxation
The Group con nues to be tax-paying in Switzerland and con nues to monitor the Swiss Tax Reform, expected to be
enacted from 1 January 2020.
 
Effective tax rate ("ETR")
In Switzerland and the US, the Group is profitable and subject to taxa on at the local rates (Swiss ETR 9.7% charge
(2017: 8.5%), and the US corporate rate applied is 21% (2017: 35%)). The uncertain tax posi on disclosed has
decreased by £0.1m in the year. These charges, along with a significant credit (ETR: 19.8% credit) in respect of
deferred tax liabili es rela ng to intangible assets acquired on the Skyepharma and Ac vaero acquisi ons (refer to
note 12 "Deferred tax liabilities"), together drive the Group's ETR credit of 15.8% (2017: 16.15%).
 
 

 2018 2017
 £m £m
Los s  be fore  ta x (104.8) (102.2)
Los s  be fore  ta x mul ti pl i e d by s ta nda rd ra te  of UK corpora ti on ta x of 19% (2017:
19.25%) 19.9 19.7
Effe cts  of:   
UK Pa te nt box be ne fi t - 0.1
Expe ns e s  not de ducti bl e  for ta x purpos e s (0.1) (2.5)
Unre cogni s e d de fe rre d ta x* (8.9) (5.4)
Pri or ye a r de fe rre d ta x 0.4 0.5
Re cogni ti on of de fe rre d ta x on l os s e s 2.0 -
Di ffe re nce s  a ri s i ng from pri or pe ri od computa ti ons (0.1) 0.4
Di ffe re nce s  i n e ffe cti ve  ove rs e a s  ta x ra te s 3.4 2.1
Impa ct of de fe rre d ta x ra te  cha nge - 1.6
Total tax credit for the year 16.6 16.5
* Unre cogni s e d de fe rre d ta x ma i nl y re l a te s  to l os s e s  i ncurre d for whi ch no de fe rre d ta x a s s e ts  ha ve  be e n re cogni s e d a s  future
re cove ry, or ti mi ng of re cove ry, ca nnot be  s upporte d.
 
The ETR (excluding the future release of the uncertain tax posi on) is expected to remain in the range of 10 - 15%
credit for 2019 as a result of both the taxable Swiss profits and the significant credit in respect of deferred tax
liabili es on intangibles acquired, which is expected to con nue for the remainder of their useful lives. If V R315 US
progresses to market as expected, the Group's loss before tax would decrease, and the ETR (before the release of the
uncertain tax posi on) is expected to increase to 20 - 30% credit ETR as the UK moves into a profitable posi on and
u lises brought forward tax losses. This is subject to change as the impact of Swiss tax reform becomes certain, and
the credit is expect to reduce in future years as the Group's intangible assets are amor sed in line with their
respected useful economic lives.

 
 

6.         Adjusted EBITDA
 
Adjusted EBITDA is a non-statutory measure used by the Board, the Execu ve Leadership Team and managers of the
business to monitor the Group's performance.
 



   2018 2017
   £m £m
Operating loss   (105.4) (96.2)
Exceptional items  4 9.0 4.5
Amortisation and impairment of intangible assets  9 127.0 109.7
Depreciation of property, plant and equipment   5.8 5.7
Share-based payments   2.6 2.1
Adjusted EBITDA   39.0 25.8
 
 
 

7.         Loss per share
 
Basic Loss per share of 13.2 pence per share (2017: 12.6 pps) equals diluted Loss per share of 13.2 pps (2017: 12.6 pps).
The following table provides details of the impact as if shares had been considered dilutive.
 
  2018 2017
Los s  a fte r ta xa ti on (£m)  (88.2) (85.7)
We i ghte d a ve ra ge  numbe r of s ha re s  (m)  666.1 678.9
Effe ct of di l uti ve  pote nti a l  s ha re s  (m)  6.3 6.2
Di l ute d we i ghte d a ve ra ge  numbe r of s ha re s  (m)  672.4 685.1

      
 
 

8.         Goodwill
 

 
  2018 2017
  £m £m

At beginning of the year   161.4 162.8

Fore i gn e xcha nge   2.0 (1.4)

At end of the year   163.4 161.4

Allocation to cash generating units (CGUs)     
UK and Germany   100.1 100.1

Swi tze rl a nd   63.3 61.3

At end of the year   163.4 161.4

 
Goodwill has been allocated to cash genera ng units ("CGUs"), being the Group's geographic loca ons for opera ons
and intellectual property. The recoverable amounts of each CGU is assessed using a fair value less costs of disposal
model. This is calculated using a discounted cash flow approach, with a post-tax discount rate applied to the projected
risk-adjusted post-tax cash flows and terminal value.  IAS 36 "Impairment of Assets" requires the use of pre-tax cash
flows and pre-tax discount rates. However, discoun ng post-tax cash flows at a post-tax discount rate provides
materially the same result when there are neither temporary differences nor available tax losses at the measurement
date.
 
The Group's weighted average cost of capital ("WACC") of 10% (2017: 9%) is used in the calcula on to discount the
cash flows to reflect the impact of risks relevant to the Group and the me value of money.  The Group rate is then
adjusted for risks specific to each CGU.
 
Cash flows rela ng to the Swiss CGU are discounted at 9% (2017: 8%) and to the UK and Germany CGU at 11% (2017:
9%). Whilst no specific Brexit adjustment is made to the discount rates, market vola lity caused by Brexit is
incorporated into risk free rates, equity market returns and economic expecta ons and has contributed to the
increase in the Group's WACC.  
 
Cash flows are based on the most recent budget approved by the Board covering 2019 and the 10 Year Plan to 2028.
Details rela ng to the discounted cash flow models used in the impairment tests of the cash genera ng units are as
follows:
 
 

 
 
Valuation basis Fair value less cost of disposal
Key assumptions Bre xi t proce e ds  i n a n orde rl y ma nne r wi th mi ni ma l  di s rupti on to the  flutiform® s uppl y

cha i n
Ti me  to de ve l op a nd l a unch pi pe l i ne  products
Ne t s a l e s  fore ca s ts  a nd re l a te d roya l ty i nfl ows
Ti mi ng of pa rtne ri ng pi pe l i ne  products  a nd mi l e s tone  a chi e ve me nt
Gros s  profi ts  ma rgi ns  on product s uppl y
Di s count ra te
Ta xa ti on ra te

Determination of
assumptions

Fore ca s t de ve l opme nt pl a ns
Ne t s a l e s  fore ca s ts  a re  de te rmi ne d from pa rtne r fore ca s ts  a nd e xte rna l  ma rke t da ta
Mi l e s tone  a mounts  a nd roya l ty ra te s  re fl e ct pa s t e xpe ri e nce  a nd fore ca s t s a l e s  from
ma rke t da ta



ma rke t da ta
Ma rgi ns  re fl e ct pa s t e xpe ri e nce , a djus te d for e xpe cte d future  cha nge s
Di s count ra te s  ba s e d on Group WACC, a djus te d for country s pe ci fi c ri s ks
Ta xa ti on ra te s  ba s e d on a ppropri a te  ra te s  for e a ch re gi on

Specific
projected
 cash flow year

10 years (reflecting a longer term planning cycle)

Terminal growth
rate

Nil

Discount rate
 

UK and  Germany: 11%  
Switzerland: 9%

 
The Group conducted a sensi vity analysis on the impairment test of each CGU's carrying value. The UK and Germany
CGU valua on indicates significant headroom such that a plausible change in any key assump on is unlikely to result
in an impairment of the related goodwill. The forecast cash flows would need to reduce in excess of 65% (2017: 70%)
before impairment arises. This is primarily because this CGU comprises a significant number of internally-generated
intangibles.
 
The Swiss CGU has rela vely low headroom primarily because it includes significant acquired intangibles, the largest
being flutiform®.  The sensi vity analysis indicates that either a decline of annual cash flows in excess of 11% or an
increase in the discount rate by 1.5% would, all other assump ons being equal, cause impairment. A 1% increase in
the discount rate combined with a 3.5% reduction in annual cash flows would likely cause impairment.
 
The sensi vity of the Swiss CGU to the poten al outcomes of the UK exi ng the EU ("Brexit") has been considered.
Brexit could have a range of poten al outcomes, of which the most severe is considered to be the UK exi ng the EU
on 29 March 2019 without a transi on period ("hard Brexit"). In this scenario, the Group believes that there is a
reasonable possibility that the Group's flutiform® supply chain could be disrupted. flutiform® is manufactured in the
UK with raw materials imported mainly from the EU into the UK and the Group's partners export finished product from
the UK into the EU and Japan.
 
As the cash flows from flutiform® form part of the recoverable amount of the Swiss CGU, sensi vi es have been
modelled ranging from minimal disrup on to the flutiform® supply chain to severe but s ll reasonably possible
disrup on such that partner and pa ent demand cannot be sa sfied. The sensi vi es also consider an increase in
operating costs from adverse regulatory changes. Details relating to the sensitivities are as follows:
 
 
 

 
Key assumptions Se ve ri ty a nd dura ti on of borde r di s rupti on

Stock l e ve l s  of fi ni s he d products  a nd ra w ma te ri a l s
Le ve l  of s wi tchi ng i n ma rke t be twe e n flutiform® a nd othe r a va i l a bl e  bra nds
Ta ri ff l e ve l s  a nd othe r re gul a tory or tra di ng cos ts
Exte nt of s ha ri ng of i ncre me nta l  cos ts  wi th the  Group's  pa rtne rs
Cha nge s  i n ba tch fa i l ure  ra te s  fol l owi ng i mpl e me nta ti on of ne w re l e a s e  te s ti ng
proce s s

Determination of
assumptions

Exte rna l  i nputs  from profe s s i ona l  bodi e s , tra de  a s s oci a ti ons  a nd gove rnme nta l
bodi e s
Inte rna l  ri s k mi ti ga ti on re vi e ws  a nd thos e  wi th pa rtne rs  a nd s uppl i e rs
The  Group's  own i nve ntory tra cki ng a nd s uppl y fore ca s ts
Pote nti a l  a ppl i ca bl e  ta ri ffs  a nd duti e s  from the  Worl d Tra de  Orga ni s a ti on (WTO)
Inte rna l  e xpe rti s e  a nd e xpe ri e nce  of re gul a tory a nd te s ti ng re gi me s

Specific projected
 cash flow year

10 years (reflecting a longer term planning cycle)

Terminal growth
rate

Nil

Discount rate
 

9%

 
The impact of these sensi vi es range from no impairment to an impairment of goodwill allocated to the Swiss CGU
of £57.7m in the most severe but reasonably possible case. There remains a high level of uncertainty as at the date of
approval of these financial statements as to how and whether specific risks will materialise. The full implica ons of
Brexit will not be understood un l future tariffs, trade, regulatory, tax, and other free trade agreements to be
entered into by the United Kingdom are established. Furthermore, Vectura could experience changes to laws and
regula ons post Brexit, in areas such as intellectual property rights, employment, environment, supply chain
logistics, data protection and health and safety, which may be relevant in assessing the Group's assets.
 
 

9.            Intangible assets
 

 

  
Inhaled

in-market assets
£m

Smart nebuliser
technology*

£m

Non-inhaled
in-market

assets
£m

 
 

 Other
£m

 
Total

£m

Cost:        
At 1 January 2017   327.2 132.7 156.8 16.7 633.4

Addi ti ons   - - - 0.2 0.2

Di s pos a l s   (3.5) - (74.6) - (78.1)

Fore i gn e xcha nge   (15.2)



Fore i gn e xcha nge   (14.6) 5.6 (5.4) (0.8) (15.2)

At 31 December 2017   309.1 138.3 76.8 16.1 540.3

Addi ti ons   - - - 0.9 0.9

Fore i gn e xcha nge   15.8 1.6 4.2 0.8 22.4

At 31 December 2018   324.9 139.9 81.0 17.8 563.6

Amortisation:        
At 1 January 2017   (31.3) (48.8) (91.4) (5.1) (176.6)

Amorti s a ti on   (49.4) (20.6) (29.6) (1.4) (101.0)

Impa i rme nt   - - - (8.7) (8.7)

Di s pos a l s   3.5 - 74.6 - 78.1

Fore i gn e xcha nge   3.1 (2.3) 3.0 (0.5) 3.3

At 31 December 2017   (74.1) (71.7) (43.4) (15.7) (204.9)

Amorti s a ti on   (48.0) (14.5) (22.8) (0.2) (85.5)

Impa i rme nt   - (41.5) - - (41.5)

Fore i gn e xcha nge   (5.7) (1.7) (3.6) (0.8) (11.8)

At 31 December 2018   (127.8) (129.4) (69.8) (16.7) (343.7)

Ne t book va l ue :        
At 31 December 2018   197.1 10.5 11.2          1.1 219.9

At 31 De ce mbe r 2017   235.0 66.6 33.4         0.4 335.4

*used in pipeline programmes
 
Inhaled in-market assets comprise the flutiform® and GSK's Ellipta® assets recognised on the Skyepharma merger. The
Group receives product supply revenue on the flutiform® asset and royalties on both assets.
 
Non-inhaled in-market assets include several near end of life licences, patents, know-how agreements and
marke ng rights recognised on the Skyepharma merger, which are in use, and from which the Group con nues to
receive royalties.
 
The carrying value of the smart nebuliser technology asset at 31 December 2018 represents the amor sed cost
a ributed to technology acquired through the Ac vaero transac on on 13 March 2014 being leveraged in the V R647
development programmes.
 
Impairment losses of £39.8m (2017: nil) arose from the decision to discon nue development of V R475 following the
Phase I I I study results and a £1.7m charge (2017: nil) following the decision by Sanofi not to con nue with the V R465
development programme despite positive Phase II study results.
 
Impairment tests on intangible assets are undertaken if events occur which call into ques on the carrying values of
the assets. The assump ons rela ng to future cash flows, es mated useful lives and discount rates are based on
business forecasts and are therefore inherently judgemental. Future events could cause the assump ons used in
these impairment tests to change with a consequent adverse effect on the future results of the Group.

For the purposes of impairment tes ng, a value in use approach is applied. Details rela ng to the value in use
calculations used for the impairment testing are as follows:
 
Inta ngi bl e  type Inha l e d i n-ma rke t a s s e ts
Spe ci fi c a s s e t flutiform®
Ke y a s s umpti ons -    Product s uppl y vol ume  fore ca s t

-    Ma rgi n (de pe ndi ng on pri ci ng a s s ump ons , ra w ma te ri a l  cos ts  a nd cos t of
ma nufa cture )

-    Di s count ra te
De te rmi na ti on of ke y
a s s umpti ons

-    Inte rna l  fore ca s ts  wi th i nput from pa rtne rs  a nd e xte rna l  ma rke t da ta
-    Ma rgi ns  re fle ct pa s t e xpe ri e nce , a djus te d for e xpe cte d cha nge s  i n pri ci ng, ra w

ma te ri a l  cos ts  a nd cos t of ma nufa cture .
-    Di s count ra te  ba s e d on Group WACC, wi th a  1% ri s k de duc on for be i ng on-ma rke t

a nd the re fore  ha vi ng no de ve l opme nt ri s k.
Di s count ra te 9% (2018: 8%)               
 
The Group has conducted a sensi vity analysis based on a number of reasonably possible downsides scenarios
rela ng to reduc ons in margin (up to 6% reduc on), volumes (up to 30% reduc on) and the discount rate. All other
assump ons being constant, an increase in the discount rate in excess of 16.5%, a reduc on in volumes in excess of
23.0% or a reduc on in margin in excess of 9.5% would cause impairment.  In addi on, the Brexit sensi vi es in note
8 would have an impact ranging from no impairment of the flutiform® intangible to an impairment of £21.0m in the
most severe case. The risk of future impairment of the flu form® intangible is mi gated by further amor sa on of
the asset in 2019.
 
The Group's intangibles are amortised on a straight line basis using the following useful economic lives ("UELs"):
 
 Carrying

value
£m

Acquisition
date

Useful economic
life

from acquisition
date

Inhaled in-market assets     197.1 June 2016 3.5 - 7 years
Smart nebuliser technology       10.5 March 2014 8 years
Non-inhaled in-market assets      11.2 June 2016 3.5 years
 
The Group's sensi vity analysis shows that, had UELs been extended for 2018 by one year, then the impairment and
amor sa on charge would be £17.8m lower. Had UELs been reduced for 2018 by one year, then the impairment and



amortisation charge would be £27.3m higher.
 
Following a contract renego a on, effec ve from 1 January 2019, the UEL for non-inhaled in-market assets was
extended by an additional four years.
 
 
10.       Provisions
 
 
 

Employee
£m

Property
£m

Commercial
£m

Total
£m

At 1 January 2018 2.2 1.9 1.3 5.4
Transfer from other payables - - 5.8 5.8
Cha rge d/ (re l e a s e d) duri ng the  pe ri od

 
1.4 0.7 (1.8) 0.3

Utilised during the year (0.4) (0.2) - (0.6)
At 31 December 2018 3.2 2.4 5.3 10.9
Current 0.6 0.2 0.3 1.1
Non-current 2.6 2.2 5.0 9.8

 
Provisions of £10.9m (2017: £5.4m) have increased as a result of the transfer of a commercial liability of £5.8m, which
was previously recognised in other payables. This transfer reflects the uncertainty of the phasing of future payments
and the obliga on is now considered to be construc ve in nature. In this one instance, as the phasing of repayments
cannot be reliably measured and owing to immateriality, no discoun ng has been applied. Of this provision, £0.8m
has been released during the period.
 
A further £1.1m has also been released from commercial provisions in respect of a flutiform® supplier provision as
payment is no longer considered probable, and this is par ally offset by the recogni on of a £0.3m provision for
reimbursement of GSK's legal costs in the UK, which is expected to be se led in 2019 and is therefore presented as
current. Refer to note 4 "Exceptional items".
 
Employee provisions relate to the Group's Gau ng (Germany) and Lyon (France) sites. A provision of £1.2m has been
made for redundancy payments following the decision to close the German site by June 2021. A provision of £1.4m for
French statutory lump sum payments, payable upon the re rement of employees at the Lyon facility, with payments
not expected in the medium term, and £0.6m for French redundancies payable in 2019. Refer to note 4 "Excep onal
items".
 
Property provisions are recognised in respect of an onerous lease in Switzerland and the commitment to restore the
Group's leased R&D facilities in Chippenham to their original 2012 condition in 2027.
 
 
11.       Retirement benefit obligations
 
Swiss defined benefit pension plan
The amounts recognised in the balance sheet for the Swiss scheme are as follows:
 
 

2018 2017
 

£m £m
Pre s e nt va l ue  of funde d obl i ga ti ons (16.2) (17.7)

Fair value of plan assets 13.1 14.1

Balance sheet liability (3.1) (3.6)

 
The net decrease in the Swiss defined benefit pension plan primarily relates to the impacts of curtailments as
pension plan employees reduced from 78 to 61. The Swiss Federa on of Actuaries increase to the discount rate to
0.8% (2017: 0.65%) further reduced the liability, being offset by current service charges and foreign exchange losses.
Expected employer contribu ons to post-employment benefit plans of £0.6m are consistent with the 2018 actual
contributions paid in year (2017: £0.7m).
 
The sensitivity of the defined benefit obligation to changes in the weighted principal assumptions is:
 

     
 

 
Change in

assumption

Monetary effect of
increase in

assumption
£m

Monetary effect of
decrease in
assumption

£m
Discount rate +1%/-0.8% (1.6) 1.3
Pension increases +/- 1% (1.4) Not applicable
Salary growth +/- 2% 0.6 (0.5)
Life expectancy +/- 1 year (0.5) 0.5
A full IAS 19 disclosure is provided in the Annual Report.
 
12.       Deferred tax liabilities



 
The principal deferred tax liabili es relate to differences between the tax and accoun ng base of intangible assets
and buildings uplifted as a consequence of fair value accounting requirements. Deferred tax liabilities are as follows:
 
 

 
Inta ngi bl e

a s s e ts
£m

Fore i gn
e xcha nge

ga i ns
£m

Tangible
assets

£m
Total

£m
At 31 December 2016 69.8 5.1 1.9 76.8
Credited to income statement (22.0) - - (22.0)
Charged to OCI - 1.2 - 1.2
Foreign exchange (2.2) (0.3) - (2.5)
At 31 December 2017 45.6 6.0 1.9 53.5
Credited to income statement (19.1) - (0.6) (19.7)
Charged to OCI - 0.5 - 0.5
Foreign exchange 1.2 0.2 - 1.4
At 31 December 2018 27.7 6.7 1.3 35.7
 
Deferred tax liabili es associated with intangible assets unwind to offset the tax distor on that would otherwise
occur as the assets are amor sed. As a result of the impairment of the carrying value of the smart nebuliser
technology intangible asset a ributed to V R475 (refer to note 9), the deferred tax liability of €12.7m (£11.1m) has
been credited back in the period to the Consolidated Income Statement. In addi on, as a result of the impairment
and the announcement to close the Gau ng site, the deferred tax asset on German tax losses of £5.3m (2017: £5.3m)
has been released as a debit against the deferred tax liability release for VR475.
 
Deferred tax liabili es on Swiss and US unrealised foreign exchange gains arise on permanent funding loans because
foreign exchange gains are deferred on the local balance sheet in accordance with Swiss and US laws.
 
The Group did not recognise deferred tax assets on tax losses amoun ng to £254.9m (2017: £248.4m). The majority of
the losses are unlikely to offset taxable profits as they mostly relate to non-trading losses in investment holding
companies. There are no current plans to recover these losses in the foreseeable future. 
 
The future value of deferred tax liabili es in Switzerland are sensi ve to the an cipated future Swiss tax reform. The
Swiss Corporate Tax and Old Age Insurance Reform Bill will be put to a public vote by Swiss ci zens on 19 May 2019. If
the vote is successful, the reform will enter into force on 1 January 2020. The Group is monitoring the situa on closely
and, while the overall tax burden is unlikely to change materially, there are a number of complex provisions in the
legisla on and a number of areas yet to be finalised and hence once enacted will likely cause an adjustment to the
amounts recognised in these Consolidated Financial Statements in the next accounting period.

 
 

13.       Ordinary share capital
 

Allotted, called up and fully paid £m
Number

  of shares
Ordinary shares of 0.025p, each at 1 January 2018 0.2 678,508,698
Issued to satisfy Vectura employee share plans - 1,561,183
Share buyback programme - cancellations -  (14,682,736)
Ordinary shares of 0.025p, each at 31 December 2018 0.2 665,387,145
 
On 14 November 2017, the Group announced that the Board had approved a share buyback to return up to £15m of
capital to shareholders. On 28 February 2018, the £15.0m share buyback programme was completed with £13.6m
(2017: £1.4m) of capital returned to shareholders in 2018 at a weighted average price of 92 pence per share.  Directly
attributable costs of £0.2m have been expensed to equity.
 
During the year, the Group allo ed 1,561,183 (2017: 1,961,880) ordinary shares of 0.025p each related to employee
share option awards.
 

14.       Restatement of share premium within reserves
 
Following comple on of the share buy-back programme, a review of the Vectura Group plc's distributable reserves
was performed. It was iden fied that shares issued on 13 March 2014 with a market value of £41.3m, as part
consideration for the Activaero acquisition, were incorrectly recorded in non-distributable share premium.
 
The share premium of £41.3m should have been recognised as a separate reserve, usually referred to as a merger
reserve, and therefore this amount has been reclassified in the compara ve year. Merger reserves are ini ally non-
distributable, but can in future become distributable and the en re restated amount became distributable and, as
such, was released from merger reserves to retained losses in November 2018 following impairment of the German
investment. See Statement of Changes in Equity for amounts previously reported.
 
15.       Cash flow information
 
Cash generated from operating activities



 

   
 2018

£m
2017

£m

Cash flows from operating activities      
Los s  a fte r ta xa ti on    (88.2) (85.7)

Adjustments      
Ne t ta xa ti on cre di t    (16.6) (16.5)

Amorti s a ti on a nd i mpa i rme nt    127.0 109.7

De pre ci a ti on    5.8 5.7

Ne t fi na nce  (i ncome ) / e xpe ns e    (0.8) 2.6

Sha re -ba s e d pa yme nts  (i ncl udi ng thos e  i n e xce pti ona l  i te ms )    3.7 3.9

Incre a s e  i n i nve ntori e s    (2.0) (5.9)

(Incre a s e ) / de cre a s e  i n tra de  a nd othe r re ce i va bl e s    (1.9) 17.2

Incre a s e  / (de cre a s e ) i n tra de  a nd othe r pa ya bl e s    7.2 (6.9)

Los s  from a s s oci a te s    0.2 3.4

Othe r non-ca s h i te ms    0.7 (0.6)

Total adjustments    123.3 112.6

Cash generated from operating activities    35.1 26.9

 
Analysis of movement in financial liabilities

 
 2018

£m

2017
£m

At the  be gi nni ng of the  ye a r  4.1 4.5

Re pa yme nts  (0.3) (0.3)

Inte re s t e xpe ns e  0.1 0.1

Fore i gn e xcha nge  move me nts  0.1 (0.2)

At the end of the period  4.0 4.1

Financial liabili es en rely relate to a Swiss property mortgage secured on the Swiss R&D facility. Repayments
include £0.2m (2017: £0.2m) of capital repayments.
 
 
16.       Going concern

 
The Groups' ac vi es together with the factors likely to affect its future development performance and posi on
are set out in the Business Review. The Group has made a loss for the year, however, it con nues to be cash
genera ve. A summary of the Group's financial posi on, cash generated in the year and accoun ng loss made a er
non-cash amor sa on charges is included within the Financial Review. The Group
has considerable financial resources together with long-term contracts with a number of customers across different
geographic areas and jurisdic ons. The Directors believe that the Group is well placed to manage its business risks
successfully despite the current uncertain economic outlook. The Directors have a reasonable expecta on that the
Group has adequate resources to con nue in opera onal existence for the foreseeable future, and as such, they
continue to adopt the going concern basis of accounting in preparing the annual financial statements.
 
 
17.       Critical accounting areas of judgement and estimation
 
The following critical judgements are those which have the most significant effect on the amounts recognised in the
financial statements:
 
Applying IFRS 15 "Revenue from Contracts with Customers" to long term collaborative agreements
 
Collabora ve development and marke ng agreements which licence the Group's technology and intellectual
property ("IP") can and do have unique terms. Consequently, the accoun ng judgments required to apply IFRS 15 to
each such agreement can differ significantly. 
 
(a)  Identification of performance obligations
 
A contract with a customer is in the scope of the standard when it is legally enforceable and all of the following
criteria are met:
 

·     the contract is approved and the parties are committed to their obligations;
·     rights to goods or services and payment terms can be identified;
·     the contract has commercial substance; and
·     collection of consideration is probable.

 
An agreement o en provides a customer with an op on to acquire addi onal services. Judgement is required to
determine the extent to which the Group or the customer is committed to these services throughout the agreement.
 
This has been applied to the agreement with Hikma to develop generic versions of GSK's Ellipta® por olio. It has
been judged that the licence to use Vectura's intellectual property and the provision of services for development of
Vectura's Open-Inhale-Close device are considered commi ed as the ini al $15.0m milestone received on signing of
the agreement is non-refundable. Hikma also has the op on to acquire future formula on and process development
services for up to five products on terms specified in the agreement. It has been judged that these services are not
committed until product development plans are agreed.



 
 
 
 
 
(b)  Whether a licence to the Group's intellectual property is capable of being distinct
 
A licence granted by the Group usually provides the partner with a right to use, but not to own, the IP related to a
development. A licence is capable of being dis nct from development services if, regardless of contractual terms, it
could be sold separately.
 
The timing of revenue recognised from a licence of intellectual property depends on whether:
 

·      The licence is capable of being distinct (i.e. could be sold separately as it exists at the point in time it was granted).
In this case revenue is recognised at the point in me the licence is granted, normally at contract incep on. This
treatment applies to the development of the generic GSK Ellipta® portfolio with Hikma.
 

·      The licence is not capable of being dis nct and therefore, the customer cannot obtain the value of the licence
without the provision of addi onal services from Vectura. In this instance, revenue is recognised as those services
accrue. This treatment applies to the development of VR2081 with Sandoz.

 
(c) Allocation of the transaction price based on standalone selling prices at contract inception
 
For collabora ve agreements containing mul ple performance obliga ons, the Group must determine the
standalone selling price iden fied on incep on of the contract. Once these have been determined, these are not
subsequently amended. The key assump ons used to determine the standalone selling price include forecast
revenues, the cost of sa sfying the obliga on, development melines and probabili es of technical, regulatory and
commercial success.
 
These prices are considered to be a judgement on incep on of the contract as opposed to an es mate, because,
unlike an es mate, these are not subsequently amended.  Refer to note 2 for details of the judgements applied to
the agreement with Hikma to develop generic versions of GSK's Ellipta® portfolio.
 
 
Uncertain tax positions
 
A provision for an uncertain tax posi on is recognised within current tax liabili es rela ng to recent u lisa on of
historical losses claimed in an overseas jurisdic on. The provision is recognised on the basis of the Group's
interpreta on of inherently complex tax legisla on. The judgement of whether and how much to provide is formed
a er taking external professional advice, and is based on Management's judgement of the poten al tax that could be
assessed as due. The tax provision is recognised at £4.9m (2017: £5.0m) in Corpora on tax payable. This provision is
par ally released to the Consolidated Income Statement as each annual Statute of Limita on (the period during
which the tax authority can enquire into each return) is closed, with the uncertainty expected to be fully resolved in
2021.
 
The following critical estimates, if changed in 2019, would materially impact reported performance:
 
Revenue - Variable consideration included in revenue contracts
 
Variable considera on includes the es mate of payments in the form of con ngent development related and
regulatory approval milestones. These milestones are included in the transac on price when the most likely outcome
is they will be received. Once this established, the en re transac on price is constrained to the extent that it is highly
probable that a significant reversal of revenue will not occur in future periods. The es mate is reassessed for each
reporting period.
 
The ini al transac on price for the development of the generic GSK Ellipta® por olio with Hikma has been assessed
as $20.0m, which includes a fixed $15.0m non-refundable milestone received in 2018 and a second $5.0m milestone
due on Hikma confirming comple on of the device development services. The second milestone is being constrained
(i.e. not recognised) un l further development progress is made and there is greater certainty over the achievement
of the second milestone. If this $5.0m milestone had not been constrained, addi onal revenue of £2.2m ($2.9m)
would have been recognised in 2018. 
 
Impairment of goodwill and intangible assets acquired through business combinations
 
Goodwill arising on a business combina on is not amor sed, but is tested annually for impairment. This tes ng
requires judgement as to the value in use of the cash-genera ng units ("CGUs") to which goodwill has been allocated.
The actual performance of CGUs may differ from the valua ons derived through this exercise. Refer to note 8
"Goodwill".
 
Intangible assets are reviewed for indicators of impairment and where such indicators exist a full impairment test is
performed to ensure the recoverable amount is higher than the carrying value.  Impairment tests are based on
internal risk-adjusted future cash flows discounted to present value. Some of the more significant assump ons
include the product supply volume forecast, margin (depending on pricing assump ons, raw material costs and cost
of manufacture) and the appropriate discount rate to measure the inherent risks in the cash flows.



 
These valua ons are inherently subjec ve. The sensi vity of the flutiform® intangible, being the Group's largest
intangible asset, to downside scenarios is presented within note 9 "Intangible assets".
 
Useful economic lives of intangible assets acquired through business combinations
 
Intangible assets rela ng to in-market products are amor sed with reference to average patent lives in the most
applicable territories. The key es mate is which patent or midpoint of the patents to use, due to the varying strength
of the patents and different me periods for different territories. Given the quantum of the intangible assets, any
change in assumptions would have a significant impact on the amortisation charge.
 
Intangible assets rela ng to smart nebuliser-based technology acquired through the Ac vaero acquisi on and
leveraged in various development programmes are amor sed in line with the expected consump on of economic
benefits. These may change, for example on approval of a product incorpora ng the technology and in such cases.
The useful economic life ("UEL") is reviewed and adjusted accordingly. If the UEL changes, the Group's financial
statements would be significantly impacted through changes to amortisation and deferred tax.
 
Actuarial assumptions applied to the Swiss pension benefits in the application of accounting policies
 
The Group operates a pension scheme in respect of its employees in Switzerland. As some of the risks of the scheme
match the criteria under IAS 19 Employee Benefits for a defined benefit plan, the scheme is accounted for as such.
Applica on of IAS 19 involves es mates about uncertain future events based on independent actuarial valua on
reports.
 
 
 
 

18.       Accounting Policies - new standards adopted - Revenue from contracts with customers
 
The Group has ini ally applied IFRS 15 from 1 January 2018 using the cumula ve effect method. Under this method,
the compara ve informa on is not restated, but £0.3m of deferred income from V R2081 was released to retained
losses net of related taxes.
 
The Group's presents revenues as follows:

Revenue is measured at the fair value of the considera on which is expected to be received in exchange for the
goods and services provided, net of applicable taxes. In accordance with IFRS 15, the Group recognises revenue
through application of the five-step model as follows:
 

·     The Group identifies a contract with a customer;
·     The performance obligations within this contract has been identified;
·     The transactions price has been determined;
·     This transaction price has been allocated to the performance obligations in the contract; and
·     Revenue is recognised as or when each performance obligation is satisfied.

 
Product supply revenues

 
The Group generates revenues from the supply of finished or semi-finished products, largely manufactured by third
party suppliers, to commercial distribu on partners. Revenue is recognised when the customer gains control of the
goods which is when the performance obligation is satisfied.
 
Royalties and other marketed revenues
 
Where a licence of intellectual property is the predominant item to which a royalty relates, then revenues are
recognised upon the occurrence of partner net sales.
 
Other marketed revenues primarily include sales or usage based milestones for which revenue is recognised
consistently with royalties as stated above.
 
Development revenues
 
Revenues related to development stage programmes are allocated to the following performance obliga ons as
applicable:
 
(a) Licence to the Group's intellectual property 
A licence granted by the Group usually provides the partner with a right to use, but not to own, the IP related to a
development that has not yet received regulatory approval as it exists at contract incep on. A licence is capable of
being dis nct from development services if, regardless of contractual terms, it could be sold separately as it exists at
the point in time it was granted.
 
The timing of revenue recognised from a licence of intellectual property depends on whether:
 

·     The licence is capable of being dis nct (i.e. could be sold separately as it exists at the point in me it was
granted). In this case revenue is recognised when control is transferred, normally at contract inception; or

·     The licence is not capable of being dis nct and therefore, the customer cannot benefit from the value of



purchasing it without the provision if addi onal services from Vectura. In this instance, revenue is recognised
as those services accrue.

 
 
 
 
(b) Development services
Revenue from a contract to provide development services is recognised by reference to the stage of comple on of
the contract. Stage of comple on is es mated by either comple on of relevant milestones or propor on of
estimated hours for work performed to date, as appropriate.
 
 
19.       Accounting Policies - new standards not currently adopted
 
The Group is required to apply IFRS 16 "Leases" and IFRIC 23 "Uncertainty over Income tax treatments" from the
mandatory transi onal date 1 January 2019. Transi on notes are included in the full financial statements to be
published in April 2019.
 
Operating leases and the future Impact of IFRS 16 "Leases" applied from 1 January 2019
 
IFRS 16 eliminates the classifica on of either opera ng leaves or finance leases and introduces a single lessee
accounting model where the lessee is required to recognise assets and liabilities for material leases lasting more than
one year. Historically, the Group has only entered into material leases relating to commercial properties.
 
Under the modified retrospec ve approach, the Group will apply IFRS 16 from the beginning of 2019, calcula ng lease
assets and liabilities as at the beginning of 2019, whilst applying the practical expedients allowed by the standard.
 
Cumulative adjustment to retained earnings as at 1 January 2019
 
The Group will not restate 2018 financial informa on and will recognise the cumula ve effect adjustment in equity
on transition using the modified retrospective approach as detailed following the table below:
 

Transitional adjustment as at 1 January 2019
 

Property
£m

Ri ght to us e  a s s e ts 3.3
Di s counte d Le a s e  l i a bi l i ti e s *                             (3.7)
Cumulative adjustment to retained earnings (0.4)

* rental prepayments of £0.2m will also be reclassified into the lease liability
 
The following table summarises the impacts of adop ng IFRS 16 on the Group's opening consolidated balance sheet
as at 1 January 2019:
  

 
As reported

31 December 2018
£m

Transitional
adjustments

£m

Opening balance
1 January 2019

£m
Property, plant and
equipment

57.8 3.3 61.1

Prepayments and other
receivables

6.3 (0.2) 6.1

Provisions (10.9) 1.0 (9.9)
Finance lease liabilities - (4.5) (4.5)
Net assets and retained
earnings

494.3 (0.4) 493.9

 
 
 
 
 
 
 
Interpretation 23 - Uncertainty over Income Tax Treatments as at 1 January 2019
 
IFRIC 23 has been issued to clarify the accoun ng for uncertainty within tax posi ons, and provides two methods for
measurement. Where the outcome is considered binary, the "most likely amount" is applied, but where the results
could be within a range, the "expected value method" (which considers the weighted average of possible outcomes)
should be applied. The Group holds one uncertain tax posi on, and due to the binary nature of an outcome, the
method adopted under IFRIC 23 is the most likely amount. As a result, the Group expects no change the recogni on of
the uncertain tax position under the new standard to be adopted from 1 January 2019.
 
20.       Related-party transactions
 
Associates
In August 2018, the Group paid a final instalment of £150,000 to a German supplier on confirma on that a new
Clickhaler® and Duohaler® cap filling and assembly line has received formal factory acceptance tes ng clearance and
has been shipped to the Group's Chinese associate.
 
Remuneration of key management personnel



The remunera on of the Directors, who are the key management personnel of the Group, was £2.0m and is set out
below:

 
Year ended

31 December 2018
£m

Year ended
31 De ce mbe r 2017

£m
Short-term employee benefits

0.8 1.0
Annual incentive plan

0.7 0.7
Non-Executive Directors' fees

0.5 0.4
Post-employment benefits

0.1 0.2
Other

0.3 0.3
Total remuneration of key management personnel 2.4 2.6
Please refer to the Remuneration Report for the remuneration of each Director.
 

21.       Risks and uncertainties
 

During the year, the Directors carried out a robust assessment of the principal risks and uncertain es facing the
Group, including those that would threaten its business model, future performance, solvency, liquidity and viability.

As a result of further risk iden fica on and risk mi ga on planning rela ng to Brexit, the Group's principal risk of
"Brexit uncertainty" is replaced by three separate risks. The Group con nues to monitor closely evolving events
concerning the UK's exit from the European Union. Despite the expecta on of a transi on period post 29 March 2019,
the Group has implemented a number of measures to mi gate the risks should this not be the case. In such
circumstances, the Group s ll expects transi on to be rela vely orderly within an expected range given the extent of
these measures. However, if the transi on is not orderly, then the Group believes that the supply chain for flutiform®
could be materially disrupted.

The principal risk of "Failure or delay in partnering V R647 (US) and V R475 (EU)" has been updated to "Failure of delay
in partnering V R647 (US)" following the V R475 Phase I I I study not mee ng its primary endpoint and the decision not
to pursue further development and partnering of V R475 (EU). Following increased focus on the Vectura enhanced
therapies, with three new programmes targe ng orphan or niche disease segments, a new risk has been added:
"Failure to effectively scale up the manufacture of the Group's nebulised platforms for partnering".

The principal Group risks are summarised as follows:

Brexit specific risks

·      Supply chain disruption in the short term from the UK exiting the EU in the event of a "hard" Brexit
·      Adverse regulatory changes resulting in higher operating costs over the short, medium and longer term

 
 
Non-Brexit risks

·      Supply chain disruption
·      Failure to launch VR315 in a competitive timeframe
·      Failure or delay in achieving development milestones required to advance the product pipeline
·      Failure to effectively scale up the manufacture of the Group's nebulised platforms for partnering
·      Changes in the regulatory, operating or pricing environment
·      Failure to attract or retain talent/key personnel
·      Failure to protect intellectual property
 
A summary of all the Group's principal risks which are monitored by the Board will be included in the Annual Report
for the year ended 31 December 2018.

 

 

[1] Adjusted EBITDA is a non-IFRS measures which is calculated as operating loss, adding back amortisation and impairment, depreciation, share-based payments and exceptional items.  A reconciliation of operating loss to adjusted

EBITDA is presented in note 9 to the financial statements.

[2] IQVIA SMART MIDAS constant currency sales.  Royalties payable to the Group by partners are based on agreed contractual definitions of net sales, which differ from IQVIA reported sales and may include other adjustments or

deductions.

[3] Evaluate Pharma Consensus Worldwide Peak Sales extracted March 2019

[4] Evaluate Pharma extracted March 2019

[5] Global Data Consensus Forecast accessed March 2019

[6] IQVIA SMART MIDAS constant currency sales.  Royalties payable by partners to the Group are based on agreed contractual definitions of net sales, which differ from IQVIA reported sales and may include other adjustments or

deductions.

[7] As reported by Novartis on 30 January 2019
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	·              Board approved spend on the integration of major corporate transactions; and
	·              other major transformation programmes.
	Furthermore, significant and unusual items of litigation (e.g. GSK litigation) and significant and unusual items which individually distort the underlying performance of the business and therefore warrant highlighting separately to the users of the accounts are also included within exceptional items. Refer to note 4 "Exceptional items".

