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We see value in self-commercialisation

At its recent R&D day in New York, PharmaMar flagged endometrial cancer
as a likely fourth indication for lurbinectedin (data to be presented at
ASCO). It confirmed that it is on track to achieve the key milestones of an
approval decision for Aplidin for multiple myeloma in Europe, and Phase Il
results for lurbinectedin in ovarian cancer this year, with the most likely
timing in Q4. The company emphasised its goal of commercialising
lurbinectedin itself in the US market, prompting us to adopt self-
commercialisation as our base case valuation scenario, which lifts our
valuation by 16% to €1.50bn (vs €1.29bn), or €6.75/share (vs €5.79/share).

Year Sales revenue PBT* EPS* DPS PIE Yield
end (€m) (€m) (c) (c) (x) (%)
12/15 162.0 5.9 3.0 0.0 126.3 N/A
12/16 164.0 (24.7) (10.8) 0.0 N/A N/A
12/17e 176.4 5.8 2.6 0.0 145.8 N/A
12/18e 195.3 14.0 6.3 0.0 60.2 N/A

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

Four potential catalysts in Q4

Updated timelines presented at the R&D day suggest that four significant events
are likely to occur in the fourth quarter. In addition to a decision on the marketing
application for Aplidin in multiple myeloma in Europe, and results from the 443-
patient Phase Il trial of lurbinectedin in platinum-resistant ovarian cancer, the
completion of recruitment in the lurbinectedin small cell lung cancer Phase Il trial
and initiation of a pivotal study in BRCA2+ breast cancer are also expected Q417.

Endometrial cancer likely fourth lurbinectedin
indication

PharmaMar flagged endometrial cancer as a likely fourth indication to be developed
for lurbinectedin, supported by data to be presented at ASCO in June. It is targeting
a potential launch in 2022/23, so the development timeframe will be similar to that
planned for BRCA2+ breast cancer. Endometrial cancer is estimated to cause
~61,000 new cases and ~11,000 deaths from in the US each year (vs 22,000 new
cases and 14,000 deaths for ovarian cancer). We anticipate including endometrial
cancer in our valuation model once the ASCO data are available.

Modest salesforce planned for US commercialisation

PharmaMar indicated that it is planning for a team of 90 people to support all
lurbinectedin commercialisation activities in the US (if approved), including sales,
medical affairs and market access support. This compares to its EU salesforce of
~80. We estimate the US commercialisation team would cost ~US$23m/year.

Valuation: Lifted to €1.50bn (€6.75/share)

We increase our valuation to €1.50bn (vs €1.29bn), or €6.75/share (vs €5.79/share)
as we adopt self-commercialisation of lurbinectedin in the US as our base case
strategy vs our prior assumption of co-promotion. We assume self-
commercialisation will deliver a 50% operating margin (including an allowance for
the cost of ongoing R&D to support market uptake).
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Self-commercialisation of lurbinectedin preferred in US

PharmaMar has highlighted that its preferred strategy is to self-commercialise lurbinectedin in the
US as well as in Europe, which has led us to adopt US self-commercialisation as our base case
valuation scenario (we already assumed self-commercialisation Europe, supported by the existing
Yondelis sales infrastructure).

The company is planning for a team of 90 people to support all lurbinectedin commercialisation
activities in the US; based on an assumed cost of US$250,000 per head, we estimate that the US
commercialisation team would cost ~US$23m/year.

We estimate that supporting initial US commercialisation of lurbinectedin may cost around €25m,
which PharmaMar should be able to fund from operating cash flow (depending on the timing of
potential milestone payments from the Taiho and Chugai licensing deals for lurbinectedin and
Aplidin) or from debt funding. We note that PharmaMar had €20m that was available from revolving
lines of credit at the end of Q117, and we expect that additional debt finance would be available at
acceptable terms to fund the market launch of lurbinectedin, if it was required.

We see potential for the US operations to reach break-even in the second year that lurbinectedin is
on the market, and to earn an operating margin in excess of 70% at our forecast peak US ovarian
cancer sales of €87m. However, for valuation purposes we assume an average operating margin of
50% for lurbinectedin in the US, including allowances for launch costs and for ongoing R&D to
support market uptake.

Valuation

Our valuation of PharmaMar has increased to €1.50bn (vs €1.29bn), or €6.75/share (vs €5.79/
share). The main changes to our forecast assumptions are that we have:
adopted self-commercialisation of lurbinectedin in the US as our base case scenario (earning
an operating margin equivalent to 50% of net sales) versus our previous base case assumption
of a co-promotion arrangement earning a 35% operating margin;
delayed first generic competition for Yondelis in Europe to 2024 (vs 2022) based on
commentary at the R&D day; and
with the longer period of Yondelis market exclusivity in Europe and the pending approval
decision for Aplidin later this year, we have increased risk weightings applied to SG&A and
R&D expenditure, as this spending is now more likely to happen.

Our valuation is based on a sum-of-the-parts DCF model (project-based rNPV for the biopharma
business and free cash flow [FCF] for the chemicals division to 2026), as shown in Exhibit 1.
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Exhibit 1: PharmaMar sum-of-the-parts DCF

Product

Chemicals business FCF
Yondelis (Europe)

Yondelis (US)

Yondelis (Japan)
Aplidin (multiple myeloma)

Lurbinectedin (resistant
ovarian cancer)
Lurbinectedin (SCLC)

Lurbinectedin (breast —
BRCA2 mutated)

Lurbinectedin upfront and
milestones

Sylentis
Genomica
R&D
SG&A
Capex
Net debt
Total

NPV rNPV/ Assumptions
(€m)  share (€)
96.8 0.43 7.5% WACC, 3% growth rate from 2019 onwards, accounts for 45% of group capex.

566.3 2.55 Second-line STS peak sales of €93m with 40% penetration; third-line ovarian cancer peak sales of €37m with
8% penetration into addressable platinum sensitive market. First potential generics in 2024. 10% WACC.

134.7 0.61 STS (second-line) peak sales of $130m, launched 2016; peak sales in platinum-sensitive ovarian cancer of
$50m, 65% risk adjustment, 2020 launch; both assume 15% royalty from J&J and 47% gross margin on sales
of raw materials.

224 0.10 STS only: peak sales of €34m; 15% royalty from Taiho. 10% WACC.

207.9 0.94 Global peak sales of $300m assuming 40% of MM patients ultimately receive fourth-line therapy and 25%
penetration; pricing of $25k in EU with 25% US premium; 90% success probability in Europe, 65% in the US;
launch 2018 in Europe, 2021 in the US; sold by Chugai in eight European territories (assume effective royalty
of 25%) and direct in other EU regions, assume 25% royalty in US; includes €20m of near-term regulatory
milestones out of €30m total Chugai milestones. No milestones included for other territories at this stage.

316.8 1.43 Third-line, platinum-resistant ovarian cancer: peak sales of €193m; US and EU: 65% success probability, 2019
launch - sold direct in Europe and the US; Japan: 50% success probability, 2021 launch, 20% royalty.

633.3 2.85 Peak sales of €680m; US and EU: 65% success probability, 2020 launch sold direct in Europe and US; Japan:
50% success probability, 2022 launch, 20% royalty.

133.2 0.60 Peak sales of €250m; 45% success probability; US and EU: 2021 launch - sold direct in Europe and US;
Japan: 50% success probability, 2023 launch, 20% royalty.

437 0.20 Chugai upfront €30m, plus Chugai Japan development milestones assumed to be €35m of ~€70m total
potential Chugai milestone payments (assumed to average €7mlyear over 2017-21), risked at 50-90%; no
Chugai sales-based milestones or milestones for other territories included in our forecasts at this stage.
6.8 0.03 Cumulative peak sales of $200m, with 20% probability of success, potential launch 2021, 10% royalty.
55.8 0.25 Conservative 2% growth rate.
(337.7) (1.52) 12.5% WACC.
(303.1) (1.36) 10% WACC.
(15.8) (0.07) 55% of group capex for biopharma business.
(62.0) (0.28) Atend-FY16.
1,499.2 6.75

Source: Edison Investment Research. Note: WACC of 12.5% used except where indicated otherwise.
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Financials

PharmaMar reported that total sales rose by 4% to €41.6m in Q117. This comprised flat sales of
€24.3m in the biopharmaceutical segment, whereas sales in the consumer chemical segment grew
by 10% to €17.4m.

Q117 sales of marketed anti-cancer drug, Yondelis, were flat at €22.5m (vs €22.7m in Q116). This
compares to 7% growth in commercial sales of Yondelis in 2016 and is below our forecast 8%
growth in Yondelis sales for the year, but it is still early in the year and quarterly sales can be lumpy.

Yondelis royalties from partners J&J (Janssen) in the US and RoW ex-Europe and Chugai in Japan
totalled €1.7m, slightly behind the €1.8m reported in Q116 (likely boosted by pipeline fill) but ahead
of the €1.3m/quarter average over the course of 2016. Royalties appear to be on an upward trend
compared to recent quarters, reflecting continued growth in Yondelis sales in the US and Japan.

The recognition of €2.2m of deferred revenue from the €30m upfront payment from the Chugai
licence deal for lurbinectedin in Japan lifted total revenue to €45.5m, up 8% on the previous
corresponding period.

The completion of two Phase lll trials saw R&D expense fall by 5% to €18.0m but, with additional
Phase lll trials in breast cancer and possibly also endometrial cancer expected to commence later
this year, we expect total R&D expense for the full year to rise by 11% to €88.4m (before deducting
capitalised R&D).

Adjusted EBITDA for the group was €0.9m for the quarter. We expect EBITDA to remain positive
over the course of the year, with increased R&D expenses in the second half more than offset by
(risk-adjusted) milestone payments for Aplidin approval. At this early stage of the year we leave our
forecasts unchanged.
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The company had €41.1m cash and financial assets and total net debt of €53.5m at the end of
March 2017. Net debt fell by €8.5m over the quarter, reflecting the receipt of the €30 Chugai upfront
received in January 2017. The modest net debt, combined with anticipated revenue growth flowing
from recent Yondelis launches in the US and Japan, puts PharmaMar in a robust financial position

to fund its clinical trial programme and pursue self-commercialisation of lurbinectedin in the US and
Europe (if approved).
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Exhibit 2: Financial summary

€'000s
Year end 31 December
PROFIT & LOSS
Revenue
Cost of Sales
Gross Profit
R&D Expenses (gross)
Capitalised in-house R&D
Sales, General and Administrative Expenses
Other (milestones and royalties)
EBITDA
Operating Profit (before GW and except.)
Depreciation & Amortisation
Exceptionals
Operating Profit
Net Interest
Other
Profit Before Tax (norm)
Profit Before Tax (as reported)
Tax
Deferred tax
Profit After Tax (norm)
Profit After Tax (FRS 3)
Minority interests
Discontinued operations
Net income (normalised)
Net income (FRS3)

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

EPS - FRS 3 (c)

Dividend per share (c)

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

BALANCE SHEET
Fixed Assets

Intangible Assets
Tangible Assets

Other

Current Assets

Stocks

Debtors

Cash and current financial assets
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

Other

Net Cash Flow

Opening net debt/(cash)
Exchange rate movements
Other

Closing net debt/(cash)

Source: Edison Investment Research, PharmaMar accounts.
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2014
IFRS

149,652
(40,765)
108,887
(52,456)
5,979
(57,043)
28,060
25,704
22,095
(5,467)
0
20,237
(5,762)
0
16,333
14,475
(1,304)
0
15,029
13,171
20

(76)
15,049
13,115

2222
6.8
0.06

(82,626)

670
54,886

2015
IFRS

161,992
(45,705)
116,287
(63,549)
3,258
(74,067)
31,825
17,578
11,297
(6,281)
0
11,297
(5,388)
0

5,909
5,909
654

0

6,563
6,563
25

0

6,588
6,588

2222
3.0
0.03

654
(9,221)
0
6,169
0
8,049
54,886
0

(73)
46910

2016
IFRS

164,035
(43971)
120,064
(79,780)
1357
(71,550)
16,913
(11,463)
(18,706)
(7,243)

(24,107)
(24,107)
25

0
(24,082)
(24,082)

2222
(1038)
(0.11)

0.00

73.2%
-7.0%
-11.4%

100,145
27,448
31,141
41,556

120,992
22,158
62,652
32,367

3,815

(15,010)
46910
0

-84
61984

2017e
IFRS

176,370
(46,817)
129,553
(88,443)
2,024
(62,552)
4384
17,844
10,384
(7,460)
0
10,384
(4,576)
0

5,308
5,308

0

0

5,808
5,808

0

(48)
5,808
5,760

2222
26
0.03

8,685
61,984
0

0
53,299

2018e
IFRS

195,263
(49,231)
146,032
(79,416)
1,800
(64,698)
28,627
26,263
18,579
(7,684)
0
18,579
(4,533)
0
14,046
14,046
0

0
14,046
14,046
0

0
14,046
14,046

2222
6.3
0.06

2,028
53,299
0

0
51,272
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Edison is an investment research and advisory company, with offices in North America, Europe, the Middle East and AsiaPac. The heart of Edison is our world-renowned equity research platform and deep multi-sector
expertise. At Edison Investment Research, our research is widely read by international investors, advisers and stakeholders. Edison Advisors leverages our core research platform to provide differentiated services including
investor relations and strategic consulting. 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 2017 Edison Investment Research Limited. All rights reserved. This report has been commissioned by PharmaMar 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 2017. “FTSE®” is a trade mark of the
London Stock Exchange Group companies and is used by FTSE International Limited under license. Al 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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