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Selvita
Strong Q116, good order book for 2016

Selvita’'s strong Q116 results and expanding order book point to a good year.
Our estimates are largely unchanged, forecasting double-digit organic sales
growth in 2016 and 2017. The FDA's request of supplemental preclinical
documentation for SEL24’s IND application may delay the start of the Phase |
trial previously scheduled for Q316. Selvita will announce more details in due
course; currently our R&D timelines are unchanged, with our valuation
increased slightly to PLN 363m.

Revenue PBT* EPS* DPS P/IE Yield
Year end (PLNm) (PLNm) (PLN) (PLN) () (%)
12/14 416 54 0.56 0.0 38.6 N/A
12/15 56.1 7.6 0.84 0.0 25.7 N/A
12/16e 66.9 5.8 0.44 0.0 49.1 N/A
12/17e 76.5 8.7 0.63 0.0 34.3 N/A

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

Strong Q116 and order backlog point to a good year

Selvita’s total Q116 revenues of PLN13.5m grew by 11.3% year-on-year, or 35.7%
excluding subsidies (PLN2.0m). The growth was mainly attributable to the Services
business segment with a 66.1% increase year-on-year. The increase in total
operating expenses was mainly related to higher internal R&D efforts and the
expansion of the capacity, including new personnel hires and opening new facilities
and international sales offices. Selvita reported a Q116 net profit of PLN621k
versus PLN1.3m a year ago (adjusted for employee stock option program). The
order backlog in May reached a total contract value of PLN42.4m for 2016, which is
up 13% versus same period a year ago.

More preclinical data for SEL24 requested

Recently Selvita announced the FDA asked for some amendments of the clinical
trial design and requested a supplemental preclinical assessment of SEL24 to be
included in the IND application. While the former should not pose any problems,
Selvita needs to conduct additional preclinical studies and examine additional
properties of SEL24, which can influence interactions with other drugs used for the
treatment of acute myeloid leukaemia patients. The company submitted the IND
application on 15 April and, according to the guided timelines, SEL24 is expected to
enter Phase | in Q316. It is unclear at this stage if the additional studies required
will materially amend the expected timelines.

Valuation: Marginally up to PLN363m or PLN27.0/sh

Q116 results support our expectations of 19% total sales growth this year; therefore
our forecasts are unchanged. Although there is some uncertainty over the start of the
Phase | SEL24 trial, we maintain our timelines and valuation assumptions in our
model, with the potential launch projected in 2023. Our valuation is slightly up to
PLN363m or PLN27.0/share (PLN354m or PLN27.0/share previously) after updating
for net cash, rolling our model forward and a slight increase in the number of shares.
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Business description

Selvita is a drug discovery services provider based
in Poland. It employs ¢ 340 staff (30% with PhDs)
and operates two main business units: the
Innovations Platform (internal NME pipeline) and
Research Services (medicinal chemistry/biology,
biochemistry).
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Q116 results

Total revenues of PLN13.5m grew 11.3% year-on-year in Q116, or 35.7% excluding subsidies
(PLN2.0m), which can vary from quarter to quarter. This marks a strong start to 2016 even though
Q1 has been the weakest quarter over the past three years (Exhibit 1). The growth mainly came
from the Services business segment with a 66.1% increase year-on-year. Total operating expenses
of PLN16.0m included a non-cash cost of PLN3.1m related to the employee stock options
programme (ESOP). Adjusted for this, OPEX increased from PLN11.0m in Q115 to PLN 12.9m in
Q116, mainly related to increased internal R&D efforts but also the expanding capacity, including
new personnel hires as well as the opening of new facilities and international sales offices.

Segment performance: Services continue to lead

In addition to the Services and Innovation business segments, Selvita will now report Ardigen’s
performance as a third separate segment. The bioinformatics business was spun out into Ardigen in
October 2015. As Selvita retained a 60% stake, it now consolidates the accounts.

Services to external customers (ie the Services segment excluding subsidies) again demonstrated
excellent growth, with 66% revenue increase year-on-year from PLN4.2m in Q115 to PLN7.0m in Q116
(comparative data adjusted accordingly with bioinformatics sales now excluded and presented as
separate segment from Q116). This was supported by expanding the scope of activities and gaining
share in new markets. Revenues of PLN3.9m from the Innovation division (excluding subsidies) were up
7% versus a year ago. This segment includes advanced research agreements with large international
pharmaceutical corporations offering potentially higher margins over the medium term and therefore is a
long-term focus for Selvita. Subsidies in Q116 were PLN2.0m versus 3.6m in Q115. The 46% decrease
was explained by the company largely as a result of switching EU Financial Frameworks — finishing
significant R&D projects in 2015 and starting new ones in 2016.

Ardigen sales were slightly down 7% year-on-year to PLN525m. The logic behind its spin out was
to increase the range of services within bioinformatics and IT solutions offering, but also to expand
into new areas rapidly evolving with the global precision medicine trends. Ardigen now has stable
existing business, which provides revenues and can explore expansion opportunities. We expect
this segment to be largely neutral or minimally negative on Selvita’s bottom line in 2016.

Exhibit 1: Quarterly revenue performance Exhibit 2: Annual revenue performance and estimates
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Good progress in order book; estimates maintained

The commercial backlog (Exhibit 3) as of May was PLN42.4m for 2016, a 13% increase compared
to the same period last year. The reported order backlog amounted to 64% of our FY16 revenue
forecast. Excluding grants and subsidies (ie only looking at core operating activities), the
corresponding growth rates are 39% (backlog in May 2015 vs May 2016) and 25% (2015 revenues
vs our 2016 estimate).
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Our estimates are largely unchanged and we continue to expect double-digit sales growth in 2016
and 2017. Our organic growth expectations are also supported by a rapid expansion of Selvita's
sales capability with three international sales offices opened in 2015 and a new research facility in
Poznan. As of May 2016 the cash position was PLN29.6m with virtually no debt. Based on this and
combined with the profitable research services business, we believe there is sufficient cash for the
internal drug candidates SEL24 and SEL120 to complete Phase | and pre-Phase | studies

respectively. For these programmes to progress we anticipate additional financing and/or a
partnership deal is needed.

Exhibit 3: Order book vs sales
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Valuation

We maintain our financial forecasts and the underlying assumptions for R&D projects. Using a DCF
model for the services business and risk-adjusted NPV for the SEL24 and SEL120 projects we
calculate our valuation of Selvita slightly higher at PLN363m (€83m) or PLN27.0/share after
updating net cash, rolling our model forward and a slight increase in the number of shares
(PLN354m or PLN27.0/share previously). There is some uncertainty over the start of the Phase |
SEL24 trial; until Selvita provides an update, we keep our model’s timing assumptions unchanged,
with the potential launch projected in 2023.

Although our combined DCF and risk-adjusted NPV valuation is PLN363m, we note that due to the
early stage of the lead R&D projects, the success probabilities typically range from 5% to 7.5%. In

other words, if all programmes (in Exhibit 4) are a success, as per our model, the valuation would
be PLN967m.
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Exhibit 4: Selvita valuation model

Division Metric Nonrisk  Probability
adj. value (%)
(PLNm)
Services/ DCF (Q216- 79 100%
research 2021)
collaborations
Terminal value 159 100%
Subtotal 238
Internal SEL24 319 7.5%
pipeline
SEL120 293 5%
Collaborations 87 5%
Subtotal 699
Net cash 30
Selvita total 967

Source: Edison Investment Research
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Risk-adj.

Value per

value share (PLN)

(PLNm)
79

159
238
53

35

95
30
363

5.88

11.85
17.73
3.91

2.58

0.61

7.10
2.20
27.0

Notes

Services: sliding scale pa growth 25-15% from 2016-2021; research
collaborations: +7.0% pa growth; subsidies: +5.0% pa growth; tax = 2-
11% sliding scale (2016-2021); 10% WACC.

0.75% growth on 2021 FCF

$750m indicative peak sales (2029); launch in 2023; 5% royalty (pre-
clinical); 7.5% probability of success (pre-clinical). Includes deal
milestone estimates: $15m up-front in 2017 (60%); $10m on start of
Phase Il in 2018 (60%); $20m on start Phase Il in 2020 (15%); $40m on
NDA filing/approval in 2022 (7.5%). 12.5% WACC. Internal R&D Phase |
costs of $5m over 2016/2017.

$750m indicative peak sales (2029); launch in 2023; 5% royalty (pre-
clinical); 5% probability of success (pre-clinical). Includes deal milestone
estimates: $3m upfront in 2017 (60% probability); $5m on IND/Phase |
start in 2017 (50%); $15m on start Phase Il in 2018 (25%); $20m on start
Phase Ill in 2020 (10%); $40m on NDA filing/approval in 2022 (5%).
12.5% WACC. Internal R&D pre-Phase | costs of $1m in 2016.

Indicative oncology projects to reflect the value of the partnership with
Merck KGaA. Assume two projects in Phase | in 2020. Milestones of up
to $31.5m each relate to candidate selection, start of Phase |, initiation of
pivotal trials, launch in major regions and sales thresholds. Royalties on
annual sales of 0.5% up to $500m, 1% on $500m-1bn and 2% on sales
greater than $1bn+. Probability of 5% to market.

Based on 13.4m shares outstanding.
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Exhibit 5: Financial summary

PLN'000s 2013 2014 2015 2016e 2017e

Year end 31 December IFRS IFRS IFRS IFRS IFRS
PROFIT & LOSS
Revenue 21,914 41,557 56,077 66,862 76,456
of which: Services (research outsourcing) 9,812 16,121 25,612 33,279 41,598

Innovation pipeline funding 3,241 12,744 15,416 17,817 18,320

Subsidies 8,688 12,430 14,700 15,424 16,195
EBITDA (146) 7,626 10,235 9,262 12,792
Operating Profit (before GW and except.) (2,228) 5,272 6,802 5,823 8,729
Intangible Amortisation 0 0 0 0 0
Exceptionals/Other 0 0 (4,729) (5,860) (583)
Operating Profit (2,228) 5,272 2,073 (37) 8,146
Net Interest (198) 155 748 14 10
Exceptionals/Other 0 0 0 0 0
Profit Before Tax (norm) (2,427) 5,427 7,550 5,838 8,739
Profit Before Tax (reported) (2,427) 5,427 2,821 (22) 8,156
Tax (19) (45) (5) 0 (245)
Deferred tax 0 468 3,417 0 0
Profit After Tax (norm) (2,445) 5,850 10,962 5,838 8,495
Profit After Tax (reported) (2,445) 5,850 6,233 (22) 7,912
Average Number of Shares Outstanding (m) 10.5 10.5 13.1 13.3 134
EPS - normalised (PLN) (0.23) 0.56 0.84 0.44 0.63
EPS - reported (PLN) (0.23) 0.56 0.48 (0.00) 0.59
Dividend per share (PLN) 0.0 0.0 0.0 0.0 0.0
BALANCE SHEET
Fixed Assets 7,067 9,494 16,718 18,279 17,716
Intangible Assets 282 331 2,274 2,274 2,274
Tangible Assets 4,932 6,845 8,597 10,158 9,595
Other 1,854 2,318 5,847 5,847 5,847
Current Assets 11,191 17,310 48,524 40,639 48,332
Stocks 391 706 1,174 1,158 1,142
Debtors 5,161 10,314 17,961 17,961 17,961
Cash 5418 4,878 28,807 20,937 28,646
Other 221 1,411 582 582 582
Current Liabilities (11,401) (15,271) (16,319) (16,315) (16,560)
Creditors (3,481) (6,055) (3,927) (3,927) (3,927)
Provisions (2,104) (2,801) (3,327) (3,327) (3,327)
Deferred revenues (5,455) (4,617) (7,384) (7,384) (7,384)
Short term borrowings (161) (91) (33) (33) (33)
Other (200) (1,708) (1,648) (1,643) (1,888)
Long Term Liabilities (3,454) (2,278) (2,043) (2,043) (2,043)
Long term borrowings 0 0 0 0 0
Deferred revenues (3,222) (2,010) (1,513) (1,513) (1,513)
Other long term liabilities (232) (268) (529) (529) (529)
Net Assets 3,403 9,254 46,880 40,561 47,445
CASH FLOW
Operating Cash Flow (7,198) (4,902) (16,430) (18,288) (4,987)
Net Interest 0 0 0 0 0
Tax 0 0 0 4 0
Capex (2,167) (3,610) (5,190) (5,000) (3,500)
Acquisitions/disposals 0 0 0 0 0
Financing 0 0 27,314 0 0
Dividends 0 0 0 0 0
Other (incl. subsidies) 9,567 7,972 18,354 15,424 16,195
Net Cash Flow 202 (540) 24,049 (7,868) 7,708
Opening net debt/(cash) (5,192) (5,257) (4,787) (28,773) (20,904)
HP finance leases initiated 0 0 0 0 0
Exchange rate movements 0 0 0 0 0
Other (137) 71 (63) (1) 0
Closing net debt/(cash) (5,257) (4,787) (28,773) (20,904) (28,612)

Source: Edison Investment Research, Selvita
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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 . 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 2016 Edison Investment Research Limited. All rights reserved. This report has been commissioned by Selvita 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 2016. “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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