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Carbios

H1 results

Carbios (ALCRB) has reported H1 results that support our full-year
forecast and delivered key milestones towards scaling up for
industrialisation with the launch of its pre-pilot production facility for
biodegradable plastics. Our valuation range remains unchanged, at €23-37
per share.

Year end Revenue PBT* EPS* DPS PIE Yield

(€m) (€m) (c) (€) (x) (%)
12113 0.9 (3.1) (57.8) 0.0 N/A N/A
12114 0.7 (3.3) (59.4) 0.0 N/A N/A
12/15¢ 0.5 (3.6) (72.5) 0.0 N/A N/A
12/16e 04 (4.0 (87.7) 0.0 N/A N/A

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

Move towards industrialisation

Carbios has achieved key milestones towards industrialisation, having concluded
the enzyme production stage and launched its pre-pilot production platform for
biodegradable plastics. This has finalised the third stage of its development,
following collaborative research and proof-of-concept. It is an important step
towards scaling up as well as commercial licensing development. Importantly, it will
enable the company to eventually file for IP protection for each individual end-
product — a very strong cornerstone to long-term IP. Carbios has also produced a
second biodegradable plastic, PLA-based, which shows that its string of processes
continues to progress as targeted. In H1, it strengthened its board by appointing
Professor Alain Marty as chief science officer and Jean Falgoux, whose industrial
and governance experience should be of great benefit.

H1 expense and cash control in line

H1 results support our full-year forecast. The reported net operating loss of €1.9m
is in line with our full-year expectation for an operating loss of €3.6m. We have
adjusted our tax credit forecast on the back of the current run rate. As a result, our
2015e EPS increases to -€0.73 from -€0.79. Carbios had cash of €9.6m at the end
of June, after net cash spend of €1.5m. This supports our forecast of net cash
spend of €3.1m for the full year and year-end net cash of €7.8m.

Valuation: Unchanged at €23-37 per share

We value Carbios on a DCF methodology with risk-adjusted cash flows. We value
the most advanced processes individually based on potential market sizes,
achievable royalty rates and market shares to 2030. Our fair value range is
unchanged at €23-37 per share (WACC 20%). Commercialisation and licensing will
be key to de-risking cash flows.
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H1 results confirm solid progress

Carbios has reported H1 results that support our full-year expectations and demonstrate good
progress in driving its key technology platforms towards industrialisation and commercialisation. It
has finalised the third key stage of the Thanaplast project, ie enzyme production, and is now
approaching validation of its plastic production process.

Well on the way to industrialising key processes

Carbios’ recent announcement of the start-up of its plastic production pre-pilot plant marks a further
key step in its development towards industrialisation.

Carbios has built up its pre-pilot production platform for biodegradable plastics in Auvergne (see our
note , published September 2015) and launched production in July.
This follows the build-out of the biological process platform from 2014, which was the third key
stage in its development, after initial research and proof-of-concept. This closes the enzyme
production stage and moves the company to the important industrial build-up stage. Post scale-up,
it will be apply for additional patents. Carbios’ IP is based on three pillars: enzymes, processes and
end application. It will now be able to develop formulations for the most important applications,
mulching films and plastic bags, and aim to achieve full proprietary IP protection. This is important
for the company’s long-term ability to defend its intellectual property.

The pilot production also shows the company's expertise when it installs and ramps-up equipment
with future Plastics licensing partners.

Production of a second biodegradable plastic, PLA-based, at pre-pilot stage also illustrates the
company'’s consistent progress on pushing its processes through the relevant development stages.

H1 results show expense and cash control

H1 revenues were €452k, entirely made up of grants and subsidy payments. Carbios receives non-
reimbursable grants and reimbursable subsidy payments on completing key milestones. The
payments received in H1 related to stage three of six of the Thanaplast project. The company’s cost
base consists essentially of R&D expenses. With that, the H1 reported operating loss of €1.9m is a
run rate that is in line with our full-year expectation for an operating loss of €3.6m. We have
increased our forecast for the company’s tax credit on the back of the H1 run rate. This feeds
through to our loss per share, reducing to €0.73 from €0.79.

Carbios’ balance sheet and cash flow are in line with our expectations. End-June 2015 net cash
was €9.6m, down from €10.9m at end 2014. Net cash spend in the six months was €1.5m, of which
€0.5m related to equipment spend for the pilot production facility. This is in line with management’s
target for net cash burn of €3-4m pa and our forecast of net cash outflow of €3.1m for 2015, leaving
our forecast year-end net cash position of €7.8m.

Long-term financials

The Thanaplast project, ie the company’s current activities (see our of August 2015 for
more detail), is scheduled to run through 2017. Beyond that, the company moves to an industrial
and commercial licensing model. Our model therefore has two components: the grant and
expenses-based accounts through 2017; and a long-term model based on individual forecasts for
the most important applications through to 2030, in which actual market revenues drive earnings
and all advanced processes should have reached sufficient maturity to discern realisable revenues
in the respective markets. The latter is the basis for our DCF valuation (see below). We have
included key assumptions for PET, PLA, plastic bags, mulching films and rigid packaging in the
tables below.
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Our PET model is based on industry expectations for the market to more than double over the next
15 years, on the back of global plastic consumption growth. Our royalty rate is based on the fact
that PET is a relatively advanced process for Carbios. With that, we derive long-term free cash
flows in excess of €120m pa that underlie our risk-adjusted DCF valuation for the business.

Exhibit 1: Long-term financials — PET
2015e  2016e  2017e 2018e 2019 2020e 2025e 2030e

Global market mt 16 17 18 19 20 21 26 34
% chge yly 2.5% 45 45 45 5.0 5.0 5.0 5.0
Px/kg €/t 1000 1005 1015 1025 1038 1050 1114 1183
% chge yly 0.0 0.5 1.0 1.0 12 12 1.2 1.2
Global recycling €m 16400 17,224 18179 19,187 20,388 21,664 29,349 39,759
market

Market share (%) 0 0 0 2 2 3 6 8
Royalty rate (%) 2.5 25 25 2.5 25 25 3.0 5.0
Upfront €m 0 0.5 0.8 5.0 5.0 8.0 12.0 25.0
Revenues €m 0.00 0.03 0.12 8.2 1.8 194 66.2 186.1
Free cash flow €m 0 0 0 0.3 24 4.7 320 120.2

Source: Plastics Europe, GBI Research, Edison Investment Research

PLA is much less advanced than PET and the market size is correspondingly smaller. However, it
could become a very important long-term product that could even substitute many existing plastic
products. We have also reflected the early-stage nature of the market and Carbios’ process through
a weaker royalty rate, leading to cash flows more heavily weighted towards the very long term.

Exhibit 2: Long-term financials — PLA

2015e 2016e 2017e 2018e 2019 2020e 2025e 2030e
Global market mt 0.85 1.00 1.18 1.40 1.65 1.94 4.01 6.28
% chge yly 0.18 0.18 0.18 0.18 0.18 0.18 0.15 0.08
Px/kg €/t 1378 1385 1399 1413 1430 1447 1536 1630
% chge yly 0.0 0.5 1.0 1.0 1.2 1.2 1.2 1.2
Global market €m 171 1389 1655 1972 2355 2813 6161 10232
Market share (%) 0 0 0 0 2 5 1 15
Royalty rate (%) 25 25 25 25 25 25 25 25
Upfront €m 0.0 0.2 0.6 14 2.1 5.8 184 40.8
Revenues €m 0.00 0.21 0.63 1.41 3.32 9.30 35.38 79.13
Free cash flow €m 0.00 0.00 0.00 0.05 0.67 224 1712 51.12

Source: Plastics Europe, GBI Research, Edison Investment Research

Plastics, which is experiencing strong growth, is one of the most important end-markets for Carbios’
technology. However, it is competitive and likely to command lower royalty rates. We have reflected
this in our long-term DCF model, as laid out in the table below.

Exhibit 3: Long-term financials — plastic bags

Bags 2015e 2016e 2017e 2018e 2019 2020e 2025e 2030e
Global market mt 12.30 1273 13.18 13.64 14.11 14,61 17.35 20.61
% chge yly 25 35 35 35 35 35 35 35
Px/kg €/t 2500.00 2500.00 2500.00  2500.00 2500.00 2500.00 2500.00 2500.00
% chge yly 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Global market €m 30750 31826 32940 34093 35286 36521 43376 51517
Market share (%) 0 0 0 1 1 2 3 3
Royalty rate (%) 25 25 25 25 25 25 32 35
Upfront €m 0.0 0.5 0.8 5.0 5.0 8.0 12.0 25.0
Revenues €m 0.0 0.0 0.2 55 10.7 18.7 53.9 93.2
Free cash flow €m 0.0 0.0 0.0 0.2 2.1 45 26.1 60.2

Source: Plastics Europe, GBI Research, Edison Investment Research

The market for mulching films is niche and narrow. As such, its size is limited, but Carbios is likely
to be a leading actor. Therefore, we have assumed a relatively high royalty rate and market share
for our long-term forecast DCF cash flows, as below.
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Exhibit 4: Long-term financials — mulching films

2015e 2016e 2017e 2018e 2019e 2020e 2025e 2030e
Global market mt 1.02 1.03 1.05 1.06 1.08 1.09 1.18 1.27
% chge yly 0.02 0.02 0.02 0.02 0.02 0.02 0.02 0.02
Px/kg €1t 3000 3015 3045 3076 3113 3150 3343 3549
% chge yly 0.00 0.01 0.01 0.01 0.01 0.01 0.01 0.01
Global market €m 3045 3106 3184 3264 3353 3444 3938 4504
Market share (%) 0 0 0 2 5 8 15 25
Royalty rate (%) 25 25 25 25 25 25 3.0 3.8
Upfront €m 0.0 0.0 0.0 1.6 42 6.9 17.7 428
Revenues €m 0.0 0.0 0.0 1.6 42 6.9 17.7 428
Free cash flow €m 0.0 0.0 0.0 0.1 0.8 1.7 8.6 27.6

Source: Edison Investment Research

Rigid packaging could be a very important market, due to the many variations in modern
consumption patterns. Yet, the market is in a very early stage, so still small. Carbios’ process in
relation to rigid packaging is very early stage, which is the reason underlying our royalty rate at the
low end of the typical industry range. If and when the process becomes mature, the company could
command higher royalty rates and our DCF cash flows could increase correspondingly.

Exhibit 5: Long-term financials - rigid packaging

Packaging 2015e 2016e 2017e 2018e 2019e 2020e 2025e 2030e
Global market mt 1.02 1.03 1.05 1.06 1.08 1.09 1.18 127
% chge yly 15 15 15 15 15 15 1.5 1.5
Px/kg €/t 2500 2513 2538 2563 2594 2625 2786 2957
% chge yly 0.0 0.5 1.0 1.0 12 12 1.2 1.2
Global market €m 2538 2588 2654 2720 2794 2870 3282 3753
Market share 0 0 0 0 0 1 2 5
Royalty rate 25 25 25 25 25 25 25 25
Revenues €m 0.0 0.0 0.0 0.0 0.1 0.4 1.6 47
Free cash flow €m 0.0 0.0 0.0 0.0 0.0 0.1 0.8 3.0

Source: Edison Investment Research

Valuation: Unchanged at €23-37 per share

As Carbios is an early-stage company, we base our valuation on a DCF methodology with risk-
adjusted cash flows. We value the most advanced processes as outlined above. Our fair value
range is unchanged at €23-37 per share (WACC 20%). Commercialisation and licensing will be key
to de-risking cash flows.
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Exhibit 6: Financial summary
Year-end 31 December

PROFIT & LOSS
Revenue

Cost of Sales

Gross Profit

EBITDA

Operating Profit (before amort. and except.)
Intangible Amortisation
Exceptionals

Other

Operating Profit

Net Interest

Profit Before Tax (norm)
Profit Before Tax (FRS 3)
Tax

Profit After Tax (norm)
Profit After Tax (FRS 3)

Average Number of Shares Outstanding (m)
EPS - normalised fully diluted (c)

EPS - (IFRS) (€)

Dividend per share (c)

Gross Margin (%)
EBITDA Margin (%)
Operating Margin (before GW and except.) (%)

BALANCE SHEET
Fixed Assets
Intangible Assets
Tangible Assets
Investments

Current Assets
Stocks

Debtors

Cash

Other

Current Liabilities
Creditors

Short term borrowings
Long Term Liabilities
Long term borrowings
Other long term liabilities
Net Assets

CASH FLOW
Operating Cash Flow
Net Interest

Tax

Capex
Acquisitions/disposals
Financing

Dividends

Net Cash Flow

Opening net debt/(cash)
HP finance leases initiated
Other

Closing net debt/(cash)

Source: Carbios accounts, Edison Investment Research
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€000s

11,767
(2,374)

0
0
(14,141)

(2,226)
(2,210)

(59.4)
(0.6)

N/A
N/A
N/A

1,048
130
740
178

12,684

20
1,402

11,099

163
(196)
(196)

0
(474)
(152)
(322)
13,062

(3,128)
48

0

(867)

0

546

0
(3.401)
(14,141)
0

207
(10,947)

2016e
IFRS

410
2,822
2,412
3,895
3,995

o O o=

(3,995

N =

(3,993
(3,993

(3,288)
(3,288)
38
(87.7)
(0.9)
0.0

N/A
N/A
N/A

1,665
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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. All rights reserved. This report has been commissioned by Carbios 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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