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A potential game changer

Last week’s paper in the journal Cell indicates Evotec’s ambition with its
CureX collaborations. Written by Evotec’s collaborators at Harvard, it
describes the protein Betatrophin, which could lead to therapies that slow
or even reverse disease progression in diabetics. Development is at an
early stage, but data were sufficiently compelling for a $200-300m per
product deal with Janssen to be signed in July 2012. Evotec has two CureX
alliances (CureBeta, CureNephron), with more expected that could result in
more deals similar to the one with Janssen in the CureBeta project.

Revenue PBT* EPS* DPS PIE Yield
Year end (€m) (€Em) (c) (c) (x) (%)
12111 80.1 75 5.6 0.0 47.3 N/A
12112 87.3 1.3 0.4 0.0 N/A N/A
12113e 97.2 6.8 5.0 0.0 53.0 N/A
12114e 107.9 10.7 8.2 0.0 323 N/A

Note: *PBT and EPS are normalised, excluding intangible amortisation, exceptional items
and share-based payments.

CureBeta promises a major advance in diabetes

Evotec’s collaborators at Harvard University had a published in Cell, which
describes the identification of the protein Betatrophin, which was able to stimulate 3
cell regeneration in mice pancreases and improve glucose tolerance. This research
formed the basis of the collaboration between Evotec and Harvard to create
CureBeta. The project’s goal is to develop a cure for diabetes, and this paper
suggests that, at the very least, a way of slowing the disease has been found.

Value of last year’s Janssen deal explained

In July 2012, the potential of therapies based on Betatrophin was so impressive
that Janssen (J&J) formed a strategic alliance with Evotec/Harvard, and could pay
milestones of $200-300m per product plus royalties. The value of the deal was very
high for a development programme at such an early stage, with products unlikely to
reach the market before 2020, but understandable given the scientific data.

New CureX initiatives and alliances expected

The CureX projects form the cornerstone of EVT Innovate (part of Action Plan
2016). Evotec has another collaboration with Harvard for CureNephron to develop
treatments for chronic kidney disease and plans to form more CureX programmes.
We assume these will target the level of therapeutic breakthrough promised by
CureBeta and that more deals similar to the one with Janssen will be signed.

Valuation: DCF valuation of €438m

We have raised our valuation by €8m to €438m following small changes to earnings
estimates (adj. EPS increased in FY13 by 0.1c to 5.0c). Evotec’s shares have risen
by 15% since the announcement regarding the Cell paper, but there still remains
significant upside. The company recently reported the extension of its Genentech
alliance and formed an academic collaboration with the Dana-Faber Cancer
Institute, and we believe Evotec will probably raise its financial guidance for FY13.
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Exhibit 1: Financial summary

€'000s 2010 2011 2012 2013e 2014e 2015e
Year end 31 December IFRS IFRS IFRS IFRS IFRS IFRS
PROFIT & LOSS
Revenue 55,262 80,128 87,265 97,241 107,940 119,854
Cost of Sales (30,916) (45,143) (56,242) (62,580) (67,926) (74,327)
Gross Profit 24,346 34,985 31,023 34,662 40,014 45,527
EBITDA 6,480 11,971 9,119 14,613 18,682 23,030
Operating Profit (before GW and except.) 2,387 7,467 3,071 8,057 11,925 16,112
Intangible Amortisation (672) (1,703) (2,768) (3,149) (3,009) (2,915)
Other 13 (3,321) (3,311) 0 0 0
Exceptionals 0 (557) (3,505) 0 0 0
Operating Profit 1,715 5,207 (3,202) 4,908 8,916 13,196
Net Interest (625) (1,445) (1,204) (1,282) (1,218) (1,106)
Other 2,777 1,494 (608) 0 0 0
Profit Before Tax (norm) 4,539 7,516 1,259 6,775 10,707 15,005
Profit Before Tax (FRS 3) 3,867 5,256 (5,014) 3,626 7,698 12,090
Tax (676) (1,153) (793) (875) (971) (1,079)
Deferred tax (206) 2,548 8,285 (0) (0) (0)
Profit After Tax (norm) 3,863 6,363 466 5,900 9,735 13,927
Profit After Tax (FRS 3) 2,985 6,651 2,478 2,751 6,726 11,011
Average Number of Shares Outstanding 109.0 116.0 17.3 118.5 118.5 118.5
(m)
EPS - normalised (c) 38 56 04 5.0 8.2 1.7
EPS-FRS 3 (c) 3.0 5.8 21 23 5.7 9.3
Dividend per share (c) 0.0 0.0 0.0 0.0 0.0 0.0
Gross Margin (%) 441 43.7 35.6 35.6 371 38.0
EBITDA Margin (%) 1.7 14.9 10.4 15.0 173 19.2
Operating Margin (before GW and 43 9.3 35 8.3 11.0 134
except.) (%)
BALANCE SHEET
Fixed Assets 105,167 137,253 137,323 136,110 134,010 132,566
Intangible Assets 83,594 109,854 105,608 103,659 100,650 97,735
Tangible Assets 18,487 24,946 27,181 271,917 28,826 30,298
Other 3,086 2,453 4,534 4,534 4,534 4,534
Current Assets 86,692 80,960 88,104 92,423 104,359 118,871
Stocks 2,819 3,556 2,445 4,286 4,652 5,091
Debtors 11,841 10,393 15,053 15,985 17,744 19,702
Cash 67,394 62,428 64,159 65,705 75,516 87,631
Other 4,638 4,583 6,447 6,447 6,447 6,447
Current Liabilities (32,802) (42,833) (33,882) (34,938) (38,747) (41,054)
Creditors (24,446) (29,659) (20,659) (21,715) (25,524) (27,831)
Short term borrowings (8,356) (13,174) (13,223) (13,223) (13,223) (13,223)
Long Term Liabilities (26,420) (28,135) (38,998) (37,798) (36,598) (35,848)
Long term borrowings (3,500) (2,359) (4,178) (4,178) (4,178) (4,178)
Other long term liabilities (22,920) (25,776) (34,820) (33,620) (32,420) (31,670)
Net Assets 132,637 147,245 152,547 155,798 163,024 174,535
CASH FLOW
Operating Cash Flow 1,759 10,659 12,175 12,240 19,622 22,115
Net Interest (299) (38) 11 (1,282) (1,218) (1,106)
Tax (561) (475) (329) (919) (927) (503)
Capex (2,432) (7,577) (10,129) (7,293) (7,666) (8,390)
Acquisitions/disposals 1,202 (12,196) (3,000) (1,200) 0 0
Financing 123 231 701 0 0 0
Dividends 0 0 0 0 0 0
Other 0 (1,700) 0 0 0 0
Net Cash Flow (208) (11,096) (471) 1,546 9,811 12,115
Opening net debt/(cash) (57,750) (58,545) (46,895) (46,758) (48,304) (58,115)
HP finance leases initiated 0 0 0 0 0 0
Exchange rate movements (510) 531 (953) 0 0 0
Other 1,513 (1,085) 1287 0 0 0
Closing net debt/(cash) (58,545) (46,895) (46,758) (48,304) (58,115) (70,230)

Source: Evotec, Edison Investment Research
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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, Berlin, Sydney and Wellington. Edison is
authorised and regulated by the Financial Services 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 not 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 2013 Edison Investment Research Limited. All 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 not 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. 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 2013. “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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