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cancers that have metastasized to the liver. Apart from that, we see (i) the
recent approval of Amgen’s Imlygic (talimogene laherparepvec) and (ii)
the responses obtained in combo with ipilimumab (anti-CTLA-4) in first-

line melanoma as positive catalysts for the whole therapeutic class.

B Our FV of EURA4.5 is derived from an SOTP. Without going into too
much detail, we are assuming 1/ that value creation will primarily stem
from TG4010 and PexaVEC, both as part of a combination regimen
with a checkpoint blocker (respective peak sales: EUR500m and
EUR400m in their lead indication); and 2/ a probability of success of
35% for all these developments. Our WACC is 16.0%.
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Transgene Major keys to focus on
1. TG4010

TGA4010 is a cancer vaccine designed to elicit an immune response against
cancerous cells overexpressing MUC1 and whose main indication is non-

small cell lung cancer (NSCLC). Initially developed in combination with

N chemotherapies, the agent managed to elicit quite interesting responses and
00 TG4010 (n=61)  Placebo (n=66) . . . . .

. Deaths, n(%) 37(60.66%)  54(8182%) improved both progression-free survival (PFS) and overall survival (OS) in
08 HR [95% CI] 0.59[0.39:0.91] . . . o
" ' Logrrank p value 0.0072 certain previously untreated patients, notably those with i) a non-squamous

histology (for which the overexpression of MUCI is said to be even higher),
and i) a low level of CD16, CD56, CDG6Y triple-positive activated
lymphocytes or TrPAL at baseline.

Overall Survival rate

S ; However, tremendous changes have occurred within the treatment

——— : 3 landscape of NSCLC. Targeting PD-1 or PD-L1 has resulted in practice-
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woo oprmeQetd, L, changing observations of safety coupled with impressive and durable anti-
tumour activity in already pre-treated patients... That said, the medical need
remains high and it is clear that one sole approach will not suffice to address
all of the tumour’s heterogeneity and adaptive ability (formation of an
immunosuppressive microenvironment, immune-editing, etc.). The growing
understanding of tumour mechanisms has naturally encouraged the development of new combination strategies to address this
diversity while covering, as far as possible, the various avenues enabling the achievement of an optimal immune response. Active
immunotherapies like TG4010 could notably be of interest in patients with low levels of activated immune cells (hence the usefulness

of the TrPAL marker); but clinical data are needed to support this theory.

That said, note that several other combinations of immune-oncology agents are currently being assessed for the treatment of
NSCLC. Whether IDO inhibitors, OX40 agonists, anti-NKG2A, anti-CD137 or anti-GITR, competition with other compounds is set

to be fierce (especially since biomarkers are being assessed for some of them).

Last but not least, management is now considering a possible conditional marketing approval submission in Europe for TG4010 (and a

Phase IIT implying a combo with chemotherapies would then be initiated to support the project).

2. Read-across from Bavarian Nordic

As a reminder, Bavarian Nordic signed a collaboration agreement with BMS back in March 2015 involving its lead cancer
vaccine (ProstVAC), which is currently developed as a treatment for metastatic castration-resistant prostate cancer (mCRPC).
Interestingly, the compound managed to improve the overall survival in combination with an immune checkpoint inhibitor (namely

ipilimumab, an anti-CTLA-4)... and we’re pretty sure these PoC data were key in the negotiations with the big pharma.

On the one hand, this is quite positive for Transgene’s TG4010 as it shows that a cancer vaccine can indeed potentiate the action of an
ICI in patients with a quite low immunogenic tumour (and in which ipilimumab failed to improve the OS vs placebo in a previous
Phase III trial (HR: 0.85, p=0.053)). On the other hand, it undetlines how extended clinical data (ORR ot maybe PFS/OS data) is
needed to ink a collaboration agreement, at least when it comes to cancer vaccines (which unfortunately suffer from a long story of

clinical failures).

This is certainly the reason why management has decided to initiate a set of different Phase I/II trials: 1/ one with nivolumab
involving second-line patients with NSCLC, which by the way will be conducted in the US, 2/ another one with an undisclosed ICI
(undoubtedly an anti-PD-1/PD-L1) in newly diagnosed patients in Europe. Given the likely design of these studies, we understand
that preliminary efficacy results should not be available before the end of 2017.

Please see the section headed “Important information” on the back page of this report.
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3. PexaVEC as a credible plan B?

PexaVEC belongs to an emerging therapeutic class of living drugs called oncolytic virus. This kind of modified virus is
engineered to replicate within and kill malignant cells (while sparing normal cells), and then favour an innate/adaptive response against
a variety of cancer antigens. Very recently, an important milestone was reached with the approval of Amgen’s Imlygic (talimogene
laherparepvec) by both the FDA and the EMA for the treatment of adults with unresectable melanoma that is regionally or distantly
metastatic (Stage IIIB, IIIC and IVM1a), with no bone, brain, lung or other visceral disease.

A Phase III has been initiated to assess PexaVEC as a single-agent for the treatment of newly diagnosed patients with
hepatocellular carcinoma (HCC) against sorafenib (a multi-kinase inhibitor known as the current standard of care in this setting).
But the most important part, at least to our eyes, is the initiation of an exploratory study evaluating PexaVEC in combination with
nivolumab (an ant-PD-1) for this very same indication. Indeed, we see some faitly exciting synetgies/complementarities between these
two approaches (the first one boosting the innate response and potentially upregulating the PD-L1 expression, while the second one
disinhibits the adaptive response). Importantly, Amgen has also published some quite interesting data in patients with previously
untreated, unresected stage IIIB-IV melanoma (ORR: 56% with 33% of patients experiencing a complete response, disease control
rate: 76%).

Very few I-O agents have been developed in this indication over the past few years, as the tumour microenvironment is said to
be very challenging (upregulation of Tregs, alteration of macrophages to tumour-associated macrophage-like phenotype leading to
immunosuppression and angiogenesis, etc.), and notably for oncolytic virus (presence of natural killer cells, cytokines supporting an
anti-viral activity such as TNF-alpha and IL-G)... That said, we note that 1/ nivolumab indeed managed to induce tumout regression
in already pre-treated patients (ORR: 20%); 2/ back in 2015, AstraZeneca and MedImmune entered into a licensing agreement with
Omnis Pharmaceuticals to develop an oncolytic virus (which by the way is derived from a VSV) for the treatment of HCC and other

cancers that have metastasized to the liver.

But as clinical data remains the sole judge (and is incidentally expected by the end of 2017, or during H1 2018), we are assuming a
fairly low market penetration pending its publication or a potential positive read-across (25%e despite a fairly less competitive

landscape).

4. BG Valuation

Our SOTP points to a FV of EUR4.5. Without enteting into too much detail, we are assuming 1/ that value creation will primarily
stem from TG4010 and PexaVEC, both as part of a combination regimen with a checkpoint blocker (respective peak sales: EUR500m
and EUR400m in their lead indication); and 2/ a probability of success of 35% for all these developments. Our WACC is 16.0%.

Our valuation does not take into account early-stage compounds, whether TG1050 (a therapeutic vaccine developed for the

treatment of HBV), TG6002 (a second generation of oncolytic virus) or TG3003 (a monoclonal antibody targeting CS1FR, which

could be of interest in tumours known to exhibit an immunosuppressive microenvironment).

Next Catalysts

Period Product Area

Q3 16 PexaVEC Melanoma Read-across from Imlygic in combo with pembrolizumab or ipilimumab
H1 18 TG4010 NSCLC Phase I/l results in combination with an IClI

H118 PexaVEC HCC Phase I/ll results in combination with an ICI

H118 PexaVEC Solid tumors Phase I/ll results in combination with an ICI

Source: Company Data; Bryan, Garnier & Co ests.

Please see the section headed “Important information” on the back page of this report.
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Shareholders (%) Income Statement (EURm) 2014 2015 2016e 2017e 2018e 2019e
Revenues 0.0 0.0 0.0 0.0 0.0 0.0
Adjusted EBITDA (44.0) (33.2) (25.8) (23.8) (26.0) (28.3)
EBIT (46.9) (35.8) (35.1) (26.0) (28.1) (30.5)
Change (%) -13.9% -23.7% -2.1% -25.8% -8.2% -8.4%
Financial results (0.80) (0.93) (1.0) (1.0) (1.0) (1.0)
PR Pre-Tax profits (47.7) (36.7) (36.1) (27.0) (29.1) (31.5)
48% Exceptionals 0.0 0.0 (7.0) 0.0 0.0 0.0
Tax 0.0 0.0 0.0 0.0 0.0 0.0
Profits from associates NM NM NM NM NM NM
Minority interests NM NM NM NM NM NM
Net profit (48.6) (37.9) (36.1) (27.0) (29.1) (31.5)
Restated net profit (48.6) (37.9) (36.1) (27.0) (29.1) (31.5)
Change (%) -13.3% -21.9% -4.9% -25.1% -7.9% -8.1%
Cash Flow Statement (EURm)
Operating cash flows (41.9) (32.5) (33.8) (24.8) (27.0) (29.3)
L. Change in working capital 12.4 12.7 0.0 0.0 0.0 0.0
Company description Capex, net 25 15 1.0 1.0 1.0 1.0
Transgene is a biopharmaceutical Financial investments, net (19.4) 34.2 0.0 0.0 0.0 0.0
company that develops Dividends 0.0 0.0 0.0 0.0 1.0 2.0
immunotherapeutic products to treat Other NM NM NM NM NM NM
. . Net debt (13.7) 221 57.5 83.8 112 143
cancers and chronic infectious Free Cash flow (56.7) (46.7) (34.8) (25.8) (28.0) (30.3)
stz Balance Sheet (EURm)
Tangible fixed assets 60.7 49.4 48.6 47.9 47.2 46.6
Intangibles assets 1.1 0.49 0.49 0.49 0.49 0.49
Cash & equivalents 65.9 31.7 26.3 0.05 (28.4) (59.3)
current assets 13.5 19.4 19.4 19.4 19.4 19.4
Other assets 0.0 0.0 0.0 1.0 2.0 3.0
Total assets 141 101 78.4 51.4 222 (9.3)
L & ST Debt 52.2 53.8 83.8 83.8 83.8 83.8
Others liabilities 10.8 10.8 10.8 10.8 10.8 10.8
Shareholders' funds 71.8 26.5 (9.5) (36.5) (65.7) (97.1)
Total Liabilities 141 101 78.4 51.4 222 (9.3)
Capital employed 62.4 51.9 51.1 50.4 49.8 491
Financial Ratios
Operating margin NM NM NM NM NM NM
Tax rate 0.0 0.0 0.0 0.0 0.0 100
Net margin NM NM NM NM NM NM
ROE (after tax) (67.59) (143) 379 73.96 44.39 32.42
ROCE (after tax) (77.76) (73.06) (70.49) (53.53) (58.56) (64.13)
Gearing (19.13) 83.43 (604) (229) (171) (147)
Pay out ratio 0.0 0.0 0.0 0.0 (3.43) (6.35)
Number of shares, diluted 36.43 38.53 38.53 38.53 38.53 38.53
Data per Share (EUR)
EPS (1.33) (0.98) (0.94) (0.70) (0.76) (0.82)
Restated EPS (1.33) (0.98) (0.94) (0.70) (0.76) (0.82)
% change -2.1% -26.2% -4.9% -25.1% -7.9% -8.1%
BVPS 1.97 0.69 (0.25) (0.95) (1.70) (2.52)
Operating cash flows (1.15) (0.84) (0.88) (0.64) (0.70) (0.76)
FCF (1.56) (1.21) (0.90) (0.67) (0.73) (0.79)
Net dividend 0.0 0.0 0.0 0.0 0.0 0.0

Source: Company Data; Bryan, Garnier & Co ests.

Please see the section headed “Important information” on the back page of this report.
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Bryan Garnier stock rating system

For the purposes of this Report, the Bryan Garnier stock rating system is defined as follows:

Stock rating
BUY Positive opinion for a stock where we expect a favourable performance in absolute terms over a period of 6 months from the publication of a
recommendation. This opinion is based not only on the FV (the potential upside based on valuation), but also takes into account a number of
elements that could include a SWOT analysis, momentum, technical aspects or the sector backdrop. Every subsequent published update on the stock
will feature an introduction outlining the key reasons behind the opinion.
NEUTRAL Opinion recommending not to trade in a stock short-term, neither as a BUYER or a SELLER, due to a specific set of factors. This view is intended to
be temporary. It may reflect different situations, but in particular those where a fair value shows no significant potential or where an upcoming binary
event constitutes a high-risk that is difficult to quantify. Every subsequent published update on the stock will feature an introduction outlining the key
reasons behind the opinion.
SELL Negative opinion for a stock where we expect an unfavourable performance in absolute terms over a period of 6 months from the publication of a
recommendation. This opinion is based not only on the FV (the potential downside based on valuation), but also takes into account a number of

elements that could include a SWOT analysis, momentum, technical aspects or the sector backdrop. Every subsequent published update on the stock

will feature an introduction outlining the key reasons behind the opinion.

BUY ratings 64.4%

Distribution of stock ratings

NEUTRAL ratings 28.1% SELL ratings 7.4%

Research Disclosure Legend

1 Bryan Garnier shareholding | Bryan Garnier & Co Limited or another company in its group (together, the “Bryan Garnier Group”) has a No
in Issuer shareholding that, individually or combined, exceeds 5% of the paid up and issued shate capital of a company
that is the subject of this Report (the “Issuer”).
2 Issuer shareholding in Bryan | The Issuer has a shareholding that exceeds 5% of the paid up and issued share capital of one or more members | No
Garnier of the Bryan Garnier Group.
3 Financial interest A member of the Bryan Garnier Group holds one or more financial interests in relation to the Issuer which are | No
significant in relation to this report
4 Market maker or liquidity A member of the Bryan Garnier Group is a market maker or liquidity provider in the securities of the Issuer or No
provider in any related derivatives.
5 Lead/co-lead manager In the past twelve months, a member of the Bryan Garnier Group has been lead manager or co-lead manager YES
of one ot more publicly disclosed offers of securities of the Issuer or in any related derivatives.
6 Investment banking A member of the Bryan Garnier Group is ot has in the past twelve months been party to an agreement with the | YES
agreement Issuer relating to the provision of investment banking services, or has in that period received payment or been
promised payment in respect of such services.
7 Research agreement A member of the Bryan Garnier Group is party to an agreement with the Issuer relating to the production of No
this Report.
8 Analyst receipt or purchase The investment analyst or another person involved in the preparation of this Report has received or purchased No
of shares in Issuer shares of the Issuer prior to a public offering of those shares.
9 Remuneration of analyst The remuneration of the investment analyst or other persons involved in the preparation of this Report is tied No
to investment banking transactions performed by the Bryan Garnier Group.
10 Corporate finance client In the past twelve months a member of the Bryan Garnier Group has been remunerated for providing YES
corporate finance services to the issuer or may expect to receive or intend to seek remuneration for corporate
finance services from the Issuer in the next six months.
11 Analyst has short position The investment analyst or another person involved in the preparation of this Report has a short position in the No
securities ot detivatives of the Issuer.
12 Analyst has long position The investment analyst or another person involved in the preparation of this Report has a long position in the No
securities ot detivatives of the Issuer.
13 Bryan Garnier executive is A partner, director, officer, employee or agent of the Bryan Garnier Group, or a member of such person’s No
an officer household, is a partner, director, officer or an employee of, or adviser to, the Issuer or one of its patents or
subsidiaries. ‘The name of such person or persons is disclosed above.
14 Analyst disclosure The analyst hereby certifies that neither the views expressed in the research, nor the timing of the publication of | Yes
the research has been influenced by any knowledge of clients positions and that the views expressed in the
report accurately reflect his /her personal views about the investment and issuer to which the report relates and
that no part of his/her remuneration was, is or will be, directly or indirectly, related to the specific
recommendations or views expressed in the report.
15 Other disclosures Other specific disclosures: Report sent to Issuer to verify factual accuracy (with the recommendation/rating, No
price target/spread and summary of conclusions removed).

A copy of the Bryan Garnier & Co Limited conflicts policy in relation to the production of research is available at www.bryangarnier.com

Please see the section headed “Important information” on the back page of this report.
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Important information

This report is prepared by Bryan Garnier & Co Limited, registered in England Number 03034095 and its MIFID branch registered in France Number
452 605 512. Bryan Garnier & Co Limited is authorised and regulated by the Financial Conduct Authority (Firm Reference Number 178733) and is a
member of the London Stock Exchange. Registered address: Beaufort House 15 St. Botolph Street, London EC3A 7BB, United Kingdom

This report has been prepared solely for informational purposes and is intended only for use by the designated recipient(s).

This report is non-independent research within the meaning of the FCA rules. This report is not being held out as an objective or independent
explanation of the matters contained within it and has been sent to you for marketing purposes only and should not be treated as such. This report
has not been prepared in accordance with the legal requirements designed to promote the independence of investment research. Bryan Garnier & Co
Limited is not subject to any prohibition on dealing ahead of the dissemination of investment research.

This information was obtained from sources we believe to be reliable, but its accuracy is not guaranteed. All information is subject to change without
notice. This does not constitute a solicitation or offer to buy or sell securities or any other instruments, or a recommendation with respect to any
security or instrument mentioned herein. This is not a confirmation of terms of any transaction. No representations are made herein with respect to
availability, pricing, or performance. Additional information available on request.

This document should only be read by those persons to whom it is addressed and is not intended to be relied upon by any person without subsequent
written confirmation of its contents. If you have received this e-mail message in error, please destroy it and delete it from your computer. Any form of
reproduction, dissemination, copying, disclosure, modification, distribution and/or publication of this e-mail message is strictly prohibited.

Please note that any views or opinions presented in this e-mail are solely those of the author and do not necessarily represent those of Bryan Garnier
& Co Limited.

Finally, the recipient should check this e-mail and any attachments for the presence of viruses. Bryan Garnier & Co Limited accepts no liability for any
damage caused by any virus transmitted by this email..



