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Evotec
Growth drivers intact despite EVT302 setback

EVT302 has failed to meet the primary endpoint of a Phase Ilb trial in
Alzheimer’s disease. Partner Roche will now fully evaluate all secondary
endpoints to determine EVT302’s future. We have lowered EVT302’s
probability of success to 5% (from 20%), reducing our valuation to €486m.
Despite this pipeline disappointment, we continue to believe that Evotec
remains well placed to accelerate growth, with the Sanofi deal providing
capacity, guaranteed future revenues and enhanced capabilities.

Year end Revenue PBT* EPS* DPS PIE Yield

(€m) (€m) (c) (c) (x) (%)
12/13 85.9 5.1 4.0 0.0 N/A N/A
12114 89.5 0.7 (2.0 0.0 N/A N/A
12/15e 125.8 (0.4) (0.8) 0.0 N/A N/A
12/16e 139.9 47 2.6 0.0 N/A N/A

Note: *PBT and EPS are normalised, excluding intangible amortisation and exceptional
items.

EVT302 misses primary endpoint in AD trial

The trial investigated two doses of EVT302 in 544 Alzheimer’s disease
(AD) patients as add-on to standard AD treatment, compared to standard treatment
alone. The primary endpoint measured cognition (ADAS-Cog) after 12 months of
treatment, with EVT302 failing to show any benefit. No further details have been
provided, so it is unclear if any trends, including dose-dependent responses, were
observed. Roche will now assess the entire dataset, including secondary
endpoints, to determine EVT302’s future; we expect an update later in the year.

Valuation lowered with reduced likelihood of success

Until there are further details on the Phase IIb data and clarity on EVT302’s
potential future, we have reduced the probability of success to 5% (from 20%),
while maintaining our previous assumptions (2019 launch, $3.2bn peak sales,
12.5% royalty). This lowers our EVT302 valuation to €35m (from €140m).

Growth driver remains EVT Innovate

EVT302 is just one of a number of fully funded partnered pipeline projects. These
diversify risk and could, in the long-term, provide a source of recurring revenues if
successful. In the near- to mid-term, the key growth driver remains EVT Innovate
(the collaborative academic/pharma drug discovery business), supported by EVT
Execute (the preclinical “services” business). Growth prospects were recently
further underpinned with the acquisition of Sanofi’'s Toulouse facility, providing
additional capacity, guaranteed future revenues and additional capabilities, which
could help drive future EVT Innovate and EVT Execute collaborations.

Valuation: DCF valuation of €486m or €3.69/share

Our valuation is lowered to €486m (from €589m), predominantly with the reduced
probability for EVT302. We have made no other major changes to our valuation or
our financial forecasts, and continue to expect revenue growth of >40% in FY15.
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Business description

Evotec is a drug discovery business that provides
outsourcing solutions to pharmaceutical
companies, including Bayer, Boehringer Ingelheim,
Janssen and Roche. It has operations in Germany,
France, the UK and the US.
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Valuation

We have updated our valuation to reflect the EVT302 setback, lowering our probability of success
for this programme to 5% (from 20%). We have also updated the valuation to reflect FX moves
(with slight strengthening of the US dollar from $1.15/€ to $1.11/€) and an updated number of
shares. Our valuation is now €486m (from €589m) or €3.69/share (Exhibit 1).

Exhibit 1: Summary of risk-adjusted DCF valuation

Drug alliance business
EVT302

Value (€m) Value per Notes
share (€)
319.0 242 Three-stage DCF valuation, terminal growth rate from 2025: 2.5%; includes impact of Sanofi deal.
35.1 0.27 Probability of success reduced to 5% (from 20%); maintain other assumptions of 2019 launch; peak

sales $3.2bn; royalties: 12.5% (excludes potential commercial milestones).

Other clinical assets (EVT201, 52.7 0.40 EVT201: Expected launch: 2018; peak sales: $100m; likelihood of success: 30%; royalties: 5%.

EVT401, Somatoprim,

EVT401: Expected launch: 2018; peak sales: $200m; likelihood of success: 30%; royalties: 5%.

undisclosed oncology asset) Somatoprim: Expected launch: 2019; peak sales: $295m; likelihood of success: 30%; royalties: 5%.

EVT770 milestones
Net cash
Total

Two undisclosed assets: Expected launch: 2020; peak sales per product: $750m,; likelihood of
success: 10%; royalties: 5%.

5.9 0.05 Estimated clinical milestones risk-adjusted by industry standards.
735 0.56 Net cash position at end Q115.
436.3 3.69

Source: Edison Investment Research. Note: For drug discovery business, WACC=10%; for product valuations, WACC=12.5%.
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Future potential catalysts for the shares include the formation of major strategic alliances,
particularly commercial partnerships for the CureX initiatives. Evotec has successfully expanded its
CureX/TargetX programmes in recent times, which has led to more alliances and a return to double-
digit growth in recent quarters. Evotec also acquired Sanofi’'s Toulouse facility earlier this year,
which underpins our revenue growth expectations for FY15 and should support future growth.

As a reminder, under the terms of the Sanofi deal, Evotec acquired a facility in Toulouse with ¢ 200
employees, providing sufficient capacity to meet EVT Innovate initiatives until 2018. Evotec will
receive €250m to cover running costs over the next five years. The deal also provides Evotec with
access to Sanofi’s library of 1.3m compounds and Evotec obtains a pipeline of 14 assets, five of
which are in pre-IND studies. Sanofi will also support development of Evotec’s CureX alliances.

Financials

We have made no changes to our financial forecasts and continue to expect revenues of €125.8m
in FY15, with growth of 40.6% (versus company guidance of >35%), primarily from revenues
associated with the Sanofi deal (Evotec will receive €250m over five years).

Evotec remains in a strong financial position with a gross cash position of €95.7m (net cash:
€73.5m) at end Q115. This means the company can still make more bolt-on acquisitions to develop
its expertise further and ensure that it remains a technological leader in the field of drug discovery.
However, we believe the near-term priority will be integration of the Toulouse facility, in addition to
the formation of strategic alliances and commercial partnerships.
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Exhibit 2: Financial summary

€'000s 2012 2013 2014 2015e 2016e 2017e
Year end 31 December IFRS IFRS IFRS IFRS IFRS IFRS
PROFIT & LOSS
Revenue 87,265 85,938 89,496 125,843 139,918 159,202
Cost of Sales (56,242) (54,715) (60,118) (86,697) (95,035) (104,531)
Gross Profit 31,023 31,223 29,378 39,146 44,884 54,671
EBITDA 9,119 13,335 4132 5,062 13,214 18,555
Operating Profit (before GW and except.) 3,071 7,392 (1,942) (1,418) 5,836 10,650
Intangible Amortisation (2,768) (3,222) (2,462) (2,296) (2,133) (2,034)
Other (3,311) 2,430 (926) 629 2,025 2,025
Exceptionals (3,505) (25,521) (1,977) 0 0 0
Operating Profit (3,202) (21,351) (6,381) (3,714) 3,702 8,615
Net Interest (1,204) (1,609) (1,152) (1,109) (1,186) (1,196)
Other (608) (688) 2,374 2,160 0 0
Profit Before Tax (norm) 1,259 5,095 (720) (367) 4,650 9,454
Profit Before Tax (FRS 3) (5,014) (23,648) (5,159) (2,663) 2,517 7,419
Tax (793) (299) (1,858) (726) (1,259) (2,077)
Deferred tax 8,285 (1,486) 39 83 (0) 0)
Profit After Tax (norm) 466 4,796 (2,578) (1,093) 3,391 7,376
Profit After Tax (FRS 3) 2,478 (25,433) (6,978) (3,306) 1,257 5,342
Average Number of Shares Outstanding (m) 173 1212 1313 1317 1318 1318
EPS - normalised (c) 0.4 4.0 (2.0) (0.8) 26 5.6
EPS -FRS 3 (c) 21 (21.0) (5.3) (2.5) 1.0 41
Dividend per share (c) 0.0 0.0 0.0 0.0 0.0 0.0
Gross Margin (%) 35.6 36.3 32.8 3141 321 343
EBITDA Margin (%) 10.4 15.5 46 4.0 9.4 1.7
Operating Margin (before GW and except.) (%) 35 8.6 2.2 -1.1 4.2 6.7
BALANCE SHEET
Fixed Assets 137,323 104,854 99,300 106,451 107,433 109,434
Intangible Assets 105,608 79,962 75,025 76,451 74,317 72,283
Tangible Assets 27,181 24,239 24,045 29,822 32,938 36,973
Other 4,534 653 230 179 179 179
Current Assets 88,104 122,526 125,300 154,429 156,595 164,092
Stocks 2,445 2,358 3,111 4,275 4,687 5,155
Debtors 15,053 17,777 25,259 22,410 24917 28,351
Cash 64,159 96,143 88,822 117,251 116,500 120,094
Other 6,447 6,248 8,108 10,492 10,492 10,492
Current Liabilities (33,882) (38,953) (33,068) (34,114) (34,930) (37,806)
Creditors (20,659) (21,731) (19,705) (20,602) (21,418) (24,294)
Short term borrowings (13,223) (17,222) (13,363) (13,512) (13,512) (13,512)
Long Term Liabilities (38,998) (29,460) (33,149) (65,299) (65,873) (66,653)
Long term borrowings (4,178) 0 (8,186) (8,719) (8,719) (8,719)
Other long term liabilities (34,820) (29,460) (24,963) (56,580) (57,154) (57,934)
Net Assets 152,547 158,967 158,383 161,468 163,225 169,067
CASH FLOW
Operating Cash Flow 12,175 7,084 (3,701) 39,721 12,187 17,411
Net Interest 1M (237) 41 (881) (1,186) (1,196)
Tax (329) (190) (137) (1,108) (1,259) (680)
Capex (10,129) (4,607) (5,282) (11,353) (10,494) (11,940)
Acquisitions/disposals (3,000) (1,150) (2,436) 0 0 0
Financing 701 32,398 658 49 0 0
Dividends 0 0 0 0 0 0
Other 0 (159) (1,813) 0 0 0
Net Cash Flow (471) 33,139 (12,670) 26,427 (752) 3,594
Opening net debt/(cash) (46,895) (46,758) (78,921) (67,273) (95,020) (94,269)
HP finance leases initiated 0 0 0 0 0 0
Exchange rate movements (953) 501 (792) 358 0 0
Other 1287 -1477 1814 962 0 0
Closing net debt/(cash) (46,758) (78,921) (67,273) (95,020) (94,269) (97,863)

Source: Edison Investment Research, Evotec accounts
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Edison, the investment intelligence firm, is the future of investor interaction with corporates. Our team of over 100 analysts and investment professionals work with leading companies, fund managers and investment banks
worldwide to support their capital markets activity. We provide services to more than 400 retained corporate and investor clients from our offices in London, New York, Frankfurt, Sydney and Wellington. Edison is
authorised and regulated by the Financial Conduct Authority ( ). Edison Investment Research (NZ) Limited (Edison NZ) is the New Zealand subsidiary of Edison.
Edison NZ is registered on the New Zealand Financial Service Providers Register (FSP number 247505) and is registered to provide wholesale and/or generic financial adviser services only. Edison Investment Research
Inc (Edison US) is the US subsidiary of Edison and is regulated by the Securities and Exchange Commission. Edison Investment Research Limited (Edison Aus) [46085869] is the Australian subsidiary of Edison and is not
regulated by the Australian Securities and Investment Commission. Edison Germany is a branch entity of Edison Investment Research Limited [4794244].

DISCLAIMER

Copyright 2015 Edison Investment Research Limited. Al rights reserved. This report has been commissioned by Evotec and prepared and issued by Edison for publication globally. All information used in the publication of
this report has been compiled from publicly available sources that are believed to be reliable, however we do not guarantee the accuracy or completeness of this report. Opinions contained in this report represent those of
the research department of Edison at the time of publication. The securities described in the Investment Research may not be eligible for sale in all jurisdictions or to certain categories of investors. This research is issued
in Australia by Edison Aus and any access to it, is intended only for "wholesale clients" within the meaning of the Australian Corporations Act. The Investment Research is distributed in the United States by Edison US to
major US institutional investors only. Edison US is registered as an investment adviser with the Securities and Exchange Commission. Edison US relies upon the "publishers' exclusion" from the definition of investment
adviser under Section 202(a)(11) of the Investment Advisers Act of 1940 and corresponding state securities laws. As such, Edison does not offer or provide personalised advice. We publish information about companies in
which we believe our readers may be interested and this information reflects our sincere opinions. The information that we provide or that is derived from our website is not intended to be, and should not be construed in
any manner whatsoever as, personalised advice. Also, our website and the information provided by us should not be construed by any subscriber or prospective subscriber as Edison’s solicitation to effect, or attempt to
effect, any transaction in a security. The research in this document is intended for New Zealand resident professional financial advisers or brokers (for use in their roles as financial advisers or brokers) and habitual
investors who are “wholesale clients” for the purpose of the Financial Advisers Act 2008 (FAA) (as described in sections 5(c) (1)(a), (b) and (c) of the FAA). This is not a solicitation or inducement to buy, sell, subscribe, or
underwrite any securities mentioned or in the topic of this document. This document is provided for information purposes only and should not be construed as an offer or solicitation for investment in any securities
mentioned or in the topic of this document. A marketing communication under FCA Rules, this document has not been prepared in accordance with the legal requirements designed to promote the independence of
investment research and is not subject to any prohibition on dealing ahead of the dissemination of investment research. Edison has a restrictive policy relating to personal dealing. Edison Group does not conduct any
investment business and, accordingly, does not itself hold any positions in the securities mentioned in this report. However, the respective directors, officers, employees and contractors of Edison may have a position in any
or related securities mentioned in this report. Edison or its affiliates may perform services or solicit business from any of the companies mentioned in this report. The value of securities mentioned in this report can fall as
well as rise and are subject to large and sudden swings. In addition it may be difficult or not possible to buy, sell or obtain accurate information about the value of securities mentioned in this report. Past performance is not
necessarily a guide to future performance. Forward-looking information or statements in this report contain information that is based on assumptions, forecasts of future results, estimates of amounts not yet determinable,
and therefore involve known and unknown risks, uncertainties and other factors which may cause the actual results, performance or achievements of their subject matter to be materially different from current expectations.
For the purpose of the FAA, the content of this report is of a general nature, is intended as a source of general information only and is not intended to constitute a recommendation or opinion in relation to acquiring or
disposing (including refraining from acquiring or disposing) of securities. The distribution of this document is not a “personalised service” and, to the extent that it contains any financial advice, is intended only as a “class
service” provided by Edison within the meaning of the FAA (ie without taking into account the particular financial situation or goals of any person). As such, it should not be relied upon in making an investment decision. To
the maximum extent permitted by law, Edison, its affiliates and contractors, and their respective directors, officers and employees will not be liable for any loss or damage arising as a result of reliance being placed on any
of the information contained in this report and do not guarantee the returns on investments in the products discussed in this publication. FTSE International Limited (‘FTSE”) © FTSE 2015. “FTSE®” is a trade mark of the
London Stock Exchange Group companies and is used by FTSE International Limited under license. All rights in the FTSE indices and/or FTSE ratings vest in FTSE and/or its licensors. Neither FTSE nor its licensors
accept any liability for any errors or omissions in the FTSE indices and/or FTSE ratings or underlying data. No further distribution of FTSE Data is permitted without FTSE’s express written consent.
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