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Steady progress on all fronts

Deinove released its H119 results on 26 September 2019. The company
reported progress with most of its projects in the pipeline, which is well
diversified across a number of different programmes and technologies. We
believe the antibiotic asset DNV3837 is the most valuable, as it is a pure
drug development programme. Deinove has been preparing for the Phase
Il efficacy trial in C. diff infections and the first patient should be recruited
in the coming weeks. The company also reported multiple developments in
its bioactives portfolio. The first two commercialised products (Phyt-N-
Resist and Hebelys) are expected to start generating sales this year. We
have slightly increased our valuation of Deinove to €72m or €4.2/share.

Revenue PBT* EPS* DPS PIE Yield
Year end (€Em) (€Em) (€) (€) (x) (%)
12117 0.2 (9.7) (0.68) 0.0 N/A N/A
12118 0.8 (10.5) (0.61) 0.0 N/A N/A
12119 11 (13.2) (0.65) 0.0 N/A N/A
12/20e 29 (12.4) (0.57) 0.0 N/A N/A

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

Phase Il trial with DNV3837 for C. diff to start

Deinove has continued preparations for the Phase |l trial ( ) with its
most advanced antibiotic candidate, DNV3837, a novel quinolonyl-oxazolidinone
class molecule, for C. diff infection. The trial is being conducted in the US and the
investigation centres have been selected. The first patient is expected to be
enrolled in the coming weeks. The study should last for about 10-12 months. If
positive, the next step would likely be a registration Phase Il trial. DNV3837 has
obtained a QIDP designation and Fast Track status from the FDA. The lack of a
regulatory approved intravenous treatment option and growing incidence of C. diff
present a significant opportunity for DNV3837, in our view.

Differentiated positioning of key bioactives

Phyt-N-Resist (100% pure phytoene) and Hebelys (Sphingomonas hydrophobicum)
are the two cosmetics ingredients in Deinove’s bioactives portfolio and have been
commercialised since early 2018. In addition to marketing activities, Deinove and
its partners have been conducting preclinical and clinical studies to accumulate
evidence and differentiate marketing claims. These efforts have resulted in greater
understanding of the mechanisms of action of these products. So far, no sales have
been booked, but Deinove has indicated that multiple potential customers have
been evaluating samples of both ingredients and the first sales could start by the
end of this year.

Valuation: €72m or €4.2/share

Our risk-adjusted NPV is slightly higher at €72m or €4.2/share from €66m or

€4 .2/share previously, mainly due to rolling our model forward. Deinove’s H119
results were largely in line with our expectations and we have therefore made no
change to our estimates. As of end of August 2019, Deinove’s cash position was
¢ €3.9m (excluding government debt). In July 2019, Deinove issued convertible
notes totalling up to €15m, which could provide funding until the end of Q121.

Q219 results

Pharma & biotech

16 October 2019

Net cash (€m) at end Q219 1.3
(excludes conditional
government loans of €12.1m)

Shares in issue 17.1m
Free float 80%
Code ALDEI
Primary exchange Euronext Growth
Secondary exchange N/A

Share price performance

25
l
2 4
1.5 1
14
NDJFMAMJJASO
% m 3m 12m
Abs (28.0) (49.7) (75.2)
Rel (local) (28.5) (50.8) (77.6)
52-week high/low €2.34 €0.58

Business description

Deinove is a biotechnology company that
discovers, develops and produces high value-
added compounds using its state-of-the-art
bacterial strain selection, banking, fermentation and
screening facilities. The most valuable compounds
in the pipeline are novel antimicrobials, with lead
asset DNV3837 ready for the Phase |l trial.
Products for other applications, such as cosmetics
and nutrition, will support drug development efforts.

Next events

Start of Phase |l trial with H219
DNV3837
Cosmetics ingredient H219

commercialisation updates

Analyst

Jonas Peciulis +44 (0)20 3077 5728

Deinove is a research client of

Edison Investment Research Limited


https://clinicaltrials.gov/ct2/show/NCT03988855?term=DNV3837&rank=1
https://www.edisongroup.com/company/deinove/

EDISON

Antibiotics — Phase Il with DNV3837 for C. diff

Antibiotics to treat Clostridioides difficile (C. diff) are mainly given orally (metronidazole could also
be given intravenously as a last resort, but that would be off-label use). This means that effective
antibiotic treatment of severe C. diff is still lacking as oral treatments can struggle to reach the
intestines because of a patient's pathological condition, while currently available intravenous
antibiotics generally do not penetrate the gastrointestinal barrier and therefore do not reach the site
of infection. DNV3837 is administered intravenously and designed to cross the gastrointestinal
barrier unlike existing IV antibiotics and target the gut, the site of the infection, more effectively than
orally administered antibiotics.

There are two intravenous antibiotics administered against severe C. diff: metronidazole and
tigecycline. Metronidazole is mostly used orally and, due to increasing resistance, is no longer
recommended as front-line therapy, while no controlled trials with tigecycline have been conducted
in C. diff infections ( ). The lack of a regulatory approved intravenous treatment
option and growing incidence of C. diff present a significant opportunity for DNV3837, in our view.

In our last , we presented a detailed analysis of the unmet need in C. diff treatment
and the potential of DNV3837. The Phase Il study, which is about to start, should last for around
10-12 months. The results will be a substantial catalyst for the share price. If positive, the next step
would likely be a registration Phase Ill trial. Since DNV3837 is a novel antibiotic, it has obtained a
QIDP (Qualified Infectious Disease Product) designation and Fast Track status from the FDA, which
will significantly facilitate regulatory interactions.

Exhibit 1: Deinove’s R&D pipeline and product portfolio

Antibiotics

Preclinical Phase | Phase Il Phase Il
DNV 3837
Active against I .
Clostridium difficile Severe gastro-intestinal infections
AGIR I Discovery platform for novel antibiotic structures
Bioactives Research Development Market
Industrial scale-up

Phyt-N-Resist® 4 _____J |
Phytoene (carotenoid) Skin-rejuvenating active ingredient
Hebelys® ° 4 ___________J |
With Greentech - Active ingredient for mature skin
2" Carotenoid - J | Q4 2019
Proprietary asset Cosmetic active ingredient
3" carotenoid ] | Q2 2020
Proprietary asset Cosmetic active ingredient
Dow <> | Q22021

Cosmetic active ingredient
Oléos 1 &2 : ] | 2020 & 2021
With Oléos-Hallstar  \iiidae Cosmetic active ingredients
coLoR26 Aup I N 042020
With Avril Natural feed additives

Source: Deinove
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US Department of Defense evaluated Deinove’s antibacterial
compounds

In May 2019, Deinove announced that researchers at the US Army Medical Research Institute of
Infectious Diseases (the US Department of Defense) evaluated Deinove’s DNV3681
(pharmacologically active drug derived from the DNV3837 prodrug) against Bacillus anthracis and
Francisella tularensis. The US classifies the two pathogens as tier 1 biological threat bacteria. The
standard treatment is ciprofloxacin (broad-spectrum fluoroquinolone), which is a widely used
antibiotic for various other infections and therefore at risk of decreasing effectiveness due to
increasing bacterial resistance. The US researchers concluded that DNV3681 was more effective
than the comparator antibiotic (ciprofloxacin) against Bacillus anthracis and recommended further
testing in animal models (further steps not yet confirmed by Deinove). The findings were

at the annual congress of the American Society of Microbiology in June 2019.

Integration of CRISPR-cas9 technology to accelerate antibiotic
discovery

In September 2019, Deinove announced the expansion of its technological platform by adding
CRISPR-cas9 gene editing capability. Clustered regularly interspaced short palindromic repeats
and CRISPR-associated protein 9 or CRISPR-cas9 has revolutionised gene editing, as it is faster,
cheaper and more accurate than older generations of gene editing solutions.

One of the key aspects of Deinove’s competitive advantage is the genetic engineering platform,
which allows the optimisation of strains to produce desired compounds with various modifications.
Examples include Deinococci bacteria engineered by Deinove to produce pure carotenoids on an
industrial scale (Phyt-N-Resist) or manipulating Streptomyces to produce a pharmaceutical
component initially produced by Microbacterium arborescens (Deinove’s DNB101/102 antibiotic
programme). The addition of the new-generation gene editing tool CRISPR-cas9 is part of the so-
called AGIR programme (which Deinove is part of, as we described in our last outlook). AGIR is
supported by public funds and will allow the identification and optimisation of new antibiotic
structures to be accelerated, which should ‘feed’ the R&D pipeline.

Bioactives — new collaboration agreement with Dow

Deinove’s H119 report also provided an update on its bioactives portfolio. The aim of Deinove's
bioactives programme is to provide a range of naturally produced, alternative, quality, sustainable
and cost-effective bioactives for various industries. The two most-explored directions so far are in
the cosmetics and animal nutrition sectors. We reviewed these opportunities in our last published
outlook report. Recent include:

The first product, launched in April 2018, is Phyt-N-Resist (phytoene), a 100% pure colourless
carotenoid that cannot be extracted in pure form from vegetable sources. Carotenoids are
known for their antioxidant and anti-ageing properties. Univar is taking care of the commercial
promotion and distribution of Phyt-N-Resist in the EMEA zone, while Solvay Novecare is
marketing it in North America and Asia. Since the launch, Deinove has conducted preclinical
studies to clarify the mechanism of action of its phytoene. The results showed that phytoene
stimulates laminin production which, like collagen, is a major structural protein in the basal
layer (lamina) of the skin (the junction between the epidermis and the dermis). Laminin has
been as a target for dermatocosmetic applications to promote cellular regeneration
and prevent ageing. This updated understanding about the mechanism of action of Deinove’s
phytoene was presented by Solvay at the New York Society of Cosmetic Chemists (NYSCC)
Suppliers' Day in May 2019. So far, no sales have been booked, but Deinove indicated that

Deinove | 16 October 2019 3


https://www.abstractsonline.com/pp8/#!/7859/presentation/16829
https://www.edisongroup.com/publication/diversified-biotech-championing-antibiotics-2/23652
https://www.ncbi.nlm.nih.gov/pubmed/11137397

EDISON

‘several dozens’ of potential customers have been evaluating samples and the first sales could
start by end of this year.

Hebelys was the second product launched, which was the result of a collaboration with
Greentech, a French company focused on developing active ingredients from plants, algae,
micro-algae and micro-organisms for application in the cosmetic, nutraceutical and
pharmaceutical sectors. Hebelys is an anti-ageing cosmetic ingredient obtained through
fermentation of the Sphingomonas hydrophobicum bacteria. In September 2019, Deinove
announced the publication of a in the International Journal of Cosmetic
Science. The article summarised results from an in vitro test (on artificial skin) and a clinical
study (24 women included) conducted jointly by Deinove and Greentech. The studies evaluated
the effect of Sphingomonas hydrophobicum extract (Hebelys) on cell senescence and skin
structure, and showed that Hebelys delays skin ageing by slowing cellular senescence and
restructuring the skin. This translated into improved well-being endpoints in the clinical trial. As
with Phyt-N-Resist, such data support certain differentiated marketing claims, which is typically
a key strategic element in commercialising cosmetic ingredients. Deinove indicated that several
cosmetic brands have already confirmed their interest and ordered samples to integrate into
their brand formulations.

In June 2019, Deinove announced a collaboration agreement with Dow to develop a new
cosmetic ingredient, which selected one extract from Deinove’s proprietary bacterial bank.
While no further details about the ingredient have been provided, the collaboration is another
sign of external validation of Deinove’s expertise in bacterial extracts by a large multinational
company. Deinove is responsible for optimisation of the production process, while Dow will be
responsible for integrating the ingredient into its portfolio and will have worldwide market
exclusivity. The commercialisation is expected to begin in early 2021.

Deinove has also reported progress with its animal feed collaboration, COLOR2B, with Avril,
a French agro-industrial group. The partners validated the ingredient for animal feed, which will
be positioned as a nutrient of biological origin versus other currently available petrochemical
products. The product will be marketed as raw material for animal feed. The next steps include
scaling up the manufacturing by the end of this year and the partners expect to start marketing
the first ingredient by end of 2020.

Financials

In H119, Deinove reported operating revenue of €405k, which was mainly a government grant from
Bpifrance under the AGIR programme. Total operating costs amounted to €6.6m, of which €5.4m
was R&D related. The year-on-year increase in operating expense is mainly due to higher R&D
costs (+30%), which is a result of the ongoing Phase Il trial with DNV3837. H119 R&D tax credits
were €1.1m. As Deinove’s H119 results were largely in line with our expectations, we maintain our
FY19 and FY20 revenue forecasts of €1.12m and €2.94m respectively, which mainly include grant
payments and expected initial sales of cosmetic products. Our FY19 and FY20 operating loss
estimates also stay at €13.7m and €12.9m respectively.

Deinove reported cash of €1.9m at the end of H119 and had €12.7m booked as long-term debt
(€12.2m is conditional government loans, which are repayable if the products achieve commercial
success).

In July 2019, Deinove entered into an agreement with the European Select Growth Opportunities
Fund to issue a two-year convertible bond with a maximum nominal amount of €15m, 6.5%
discount and interest free. The first tranche of €2.2m was issued at the same time the agreement
was signed. Deinove indicated that funding like this provides financial visibility for the next 12
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months (until end Q121) based on current operating plans. The Phase Il readout is expected
sometime next year, which represents an opportunity for significant value inflection.

In conjunction with the convertible debt funding, Deinove suspended its existing equity financing
line with Kepler Cheuvreux (in H119 Deinove raised €1.1m from this set-up). In August 2019, it
received €1.6m (net) from Société Générale Factoring as partial pre-financing of the 2018 R&D Tax
Credit (CIR).

Valuation

Our risk-adjusted NPV is slightly higher at €72m or €4.2/share versus €66m or €4.2/share
previously, mainly due to rolling our model forward. However, our valuation per share has not
changed due to the dilutive effect of the newly issued shares. We maintain all our assumptions for
the R&D projects, as described in our

We note that as of end-H119 there were unexercised share warrants and options amounting to

¢ 10.7m; however, an absolute majority (8.0m) of those were related to the acquisition of
Biovertis/Morphochem. The warrants associated with the latter become exercisable only after
certain milestones are met, which are related to clinical development. Each of these milestones is
related to positive R&D developments, which typically provide catalysts for the share price.

Exhibit 2: DCF valuation of Deinove (operations including ingredients)

(€Em) 2019 2020e 2021e 2022¢ 2023e 2024e 2025e 2026e  2027e  2028e

EBIT (risk-adjusted) (10.6) (9.8) (6.1) (0.1) 3.2 6.1 79 8.6 9.8 10.5

Tax 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0

D&A 20 1.9 1.1 1.1 1.1 1.1 1.1 1.1 0.6 0.6

Change in WC 1.9 0.0 0.5 (0.0) (1.2) (2.2) 0.0 (0.1) 05 05

Capex (0.6) (0.6) (0.6) (0.6) (0.6) (0.6) (0.6) (0.6) (0.6) (0.6)

Operating FCF (7.3) (8.5) (5.1) 0.4 25 44 8.4 9.0 10.2 11.0

Free cash flows FY19-30e

Terminal value (1.5% growth rate assumed)

Total value

Valuation/share (€)

Sum-of-the-parts Deinove valuation (operations including ingredients and antibiotics)

Product Launch Peak sales  Unrisked NPV Unrisked  Probability NPV
(€m) (€m) NPV/share (€) (%) (€Em)

Antibiotics (C. diff) 2025 209 139.6 8.4 27.5% 39.8

Bioactives (DCF) 39.0

Net debt, last reported (7.0

Valuation 1.7

2029¢  2030e
12 120
0.0 0.0
0.6 0.6
1.1 0.5
06) (06)
123 125
rNPV (€m)
8.2

307

39.0

23

Value per share
(€

2.3

2.3

(04)

4.2

Source: Edison Investment Research. Note: Discount rate 12.5%. DCF taxes are offset by tax loss carry-forwards (€54.4m in 2017).
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Exhibit 3: 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 (€)

EPS - (IFRS) (€)

Dividend per share (€)

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: Deinove accounts, Edison Investment Research
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€'000s 2017
IFRS

214

214
(8,521)
(9,681)
(376)
296

(9,761

(9,686
(9,766)
2,430
(7,256)
(7,336)
10.7
(0.68)
(0.68)
0.0

N/A
N/A
N/A

5,741
3,604
2,044

8,400

3,050
4,876
474
(2,663)
(2,663

o=

(10,803
(9,972
(831
675

(9,346)

2,430
(1,208)
551
2,345

= o

(5,234
(138

o O OoO=—

5,09

2018
IFRS

759
0

759
(9,366)
(10,496)
(430)
172

0
(10,754)
(6)
(10,502)
(10,760)
2,014
(8,488)
(8,746)
13.9
(0.61)
(0.63)
0.0

N/A
N/A
N/A

6,923
4430
2,397

96
9,696
0
5212
3,902
582
(2,876)
(2,876)
0

(12,247)

(11,677)
(570)

1,496

(11,383)
(6)
2,014
(1,410)
0
8,106
0
(2,679)
5,096
0

0
7,775

(13,155)
(13,716)

2,576
(10,579)
(11,141)

16.3
(0.65)
(0.68)

0.0

N/A
N/A
N/A

5,174
3,714
1,363

9%
6,029
0
4,000
1,555
474
(3,360)
(3,360)
0

(16,776)

(16,206)
(570)

(8,933)

(10,102)
0
2,619
(600)
0
1,208
0
(6,876)
7,775
0

0
14,651

(11,010)

N/A

3,899
3,203
600

9%
4,474

0

4,000

0

474
(10,532)

(10,973)
0

2,629
(600)

0
0
0
(8,944)
14,651
0

0
23,595



EDISON

This report has been commissioned by Deinove and prepared and issued by Edison, in consideration of a fee payable by Deinove. Edison Investment Research standard fees are £49,500 pa for the production and broad
dissemination of a detailed note (Outlook) following by regular (typically quarterly) update notes. Fees are paid upfrontin cash without recourse. Edison may seek additional fees for the provision of roadshows and related
IR services for the client but does not get remunerated for any investment banking services. We never take payment in stock, options or warrants for any of our services.

Accuracy of content: 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 and have not sought for this information to be independently verified. Opinions contained in this report represent those of the research department of Edison at the time of publication. 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.

Exclusion of Liability: To the fullest extent allowed by law, Edison shall not be liable for any direct, indirect or consequential losses, loss of profits, damages, costs or expenses incurred or suffered by you arising out or in
connection with the access to, use of or reliance on any information contained on this note.

No personalised advice: The information that we provide should not be construed in any manner whatsoever as, personalised advice. Also, 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 securities described in the report may not be eligible for sale in all jurisdictions or to certain categories of
investors.

Investment in securities mentioned: Edison has a restrictive policy relating to personal dealing and conflicts of interest. 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, subject to
Edison's policies on personal dealing and conflicts of interest.

Copyright: Copyright 2019 Edison Investment Research Limited (Edison). All rights reserved FTSE International Limited (‘FTSE”) © FTSE 2019. “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.

Edison Investment Research Pty Ltd (Edison AU) is the Australian subsidiary of Edison. Edison AU is a Corporate Authorised Re presentative (1252501) of Crown Wealth Group Pty Ltd who holds an Australian Financial
Services Licence (Number: 494274). This research is issued in Australia by Edison AU and any access to it, is intended only for "wholesale clients" within the meaning of the Corporations Act 2001 of Australia. Any advice
given by Edison AU is general advice only and does not take into account your personal circumstances, needs or objectives. You should, before acting on this advice, consider the appropriateness of the advice, having
regard to your objectives, financial situation and needs. If our advice relates to the acquisition, or possible acquisition, of a particular financial product you should read any relevant Product Disclosure Statement or like
instrument.

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. 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 (i.e. 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.

This document is prepared and provided by Edison 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.

This Communication is being distributed in the United Kingdom and is directed only at (i) persons having professional experience in matters relating to investments, i.e. investment professionals within the meaning of Article
19(5) of the Financial Services and Markets Act 2000 (Financial Promotion) Order 2005, as amended (the "FPO") (i) high net-worth companies, unincorporated associations or other bodies within the meaning of Article 49
of the FPO and (iii) persons to whom it is otherwise lawful to distribute it. The investment or investment activity to which this document relates is available only to such persons. It is not intended that this document be
distributed or passed on, directly or indirectly, to any other class of persons and in any event and under no circumstances should persons of any other description rely on or act upon the contents of this document.

This Communication is being supplied to you solely for your information and may not be reproduced by, further distributed to or published in whole or in part by, any other person.

The Investment Research is a publication distributed in the United States by Edison Investment Research, Inc. Edison Investment Research, Inc. is registered as an investment adviser with the Securities and Exchange
Commission. Edison 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. This report is a
bona fide publication of general and regular circulation offering impersonal investment-related advice, not tailored to a specific investment portfolio or the needs of current and/or prospective subscribers. As such, Edison
does not offer or provide personal advice and the research provided is for informational purposes only. No mention of a particular security in this report constitutes a recommendation to buy, sell or hold that or any security,
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