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PART I - INFORMATION SENT TO SECURITY HOLDERS

Item 1. Home Jurisdiction Documents

Exhibit
Number,
)] Rights Issue Prospectus 2005 dated May 19, 2005 firstly distributed on May 20, 2005

¥)) Subscription form for US shareholders

Item 2. Informational Legends

The required legend is included on prominent portions of the disclosure documents submitted under Item 1.

PART II - INFORMATION NOT REQUIRED TO BE SENT TO SECURITY HOLDERS

(3)  English translation of press announcement, dated May 19, 2005

PART III~ CONSENT TO SERVICE OF PROCESS

Bavarian Nordic A/S is submitting to the Securities and Exchange Commission a written irrevocable
consent and power of attorney on Form F-X concurrently with the furnishing of this Form CB.
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Prospectus dated 19 May 2005
This prospectus (the “Prospectus”) has been translated from the Danish language into the English language. in the
event of any discrepancies, the Danish language version shall be the governing text.

—
I

Eeo
lol 8

Rights issue of up to 1,159,871 new shares with a nominal value of DKK 10 each at a price of DKK 360
per share with pre-emption rights to the shareholders of Bavarian Nordic A/S

This Prospectus has been prepared in connection with the offering (the “Offering” or the “Rights Issue”) of up to
1,159,871 new shares with a nomina! value of DKK 10 each in Bavarian Nordic A/S (the “Company” and together with
its subsidiaries the “Group” or “Bavarian Nordic” and such shares the “New Shares”).

The New Shares are offered in a 1 for 4 Rights Issue to the Company’s shareholders to the effect that shareholders will
be entitled to subscribe for 1 New Share of DKK 10 for each 4 Existing Shares of DKK 10 held (such rights the “Sub-
scription Rights"). The Subscription Period for the New Shares commences on 4 June 2005 and closes on 17 June
2005. The Subscription Rights will be traded in the period from 1 June 2005 to 14 June 2005, inclusive. An application
has been made for the listing of the New Shares on the Copenhagen Stock Exchange A/S (the “Copenhagen Stock
Exchange”), and dealings in the shares are expected to commence on 23 June 2005.

The Offering is not underwritten, but a number of existing shareholders, A.J. Aamund A/S and LD Pensions, have made
binding advance commitments to subscribe for a total of 253,571 New Shares (the “Minimum Offer”), corresponding to
total gross proceeds of approximately DKK 91.3 million {the “Minimum Proceeds”) by exercising their respective Sub-
scription Rights.

Further to Management's expectations in respect of the Company's IMVAMUNE™ product of winning the
whole or a substantial portion of an anticipated supply of third-generation smallpox vaccines to the US
Authorities under a so-called RFP-Ili contract, the purpose of the Offering is (i) to fund the necessary inven-
tory build-up of raw materials and ready-to-use vaccines and receivables in connection with the sale and
delivery of these vaccines from 2006 and {ii} to strengthen research and product development activities,
including clinical trials in the USA and Europe in the field of smallpox, HIV, measles and cancer, and produc-
tion, including additional investments in a vaccine filling and packing line, and marketing. The gross pro-
ceeds from the capital increase are expected to total up to approximately DKK 417.6 million (the “Maxi-
mum proceeds”). For a further description of the Offering, see “Subscription of New Shares”.

The New Shares rank pari passu with the existing shares in the Company (the “Existing Shares”) and are eligible for any
dividends payable in respect of the 2005 financial year and all dividends declared and paid thereafter.

Registration of the New Shares in the investor's account with the Danish Securities Centre wilf take place against cash
payment for the New Shares.

" This Rights Issue will not be, and is not required to be, registered with the US Securities and Exchange Commission un-
der the US Securities Act of 1933, as amended (the “Securities Act”), in refiance upon the exemption from the registra-
tion requirements of the Securities Act provided by rule 801 promulgated thereunder for rights offerings. Any resale or
transfer of Subscription Rights by or on behalf of persons resident in the United States is not permitted except outside
the United States pursuant to Regulation S of the Securities Act.

Prospective investors are advised to examine all the relevant risks and legal requirements, including any tax conse-
quences and exchange control regulations that may be relevant in subscribing for shares in Bavarian Nordic A/S.
Investors should be aware that an investment in the New Shares and in Subscription Rights involves a high degree
of risk and should carefully consider the factors set out in the section on “Risk factors” in this Prospectus.

Lead Manager

Nordea Corporate Finance
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General information

Information relating to the Offering

The Offering of the New Shares is subject to Danish law.
This Prospectus has been drawn up in compliance with
the standards and requirements of Danish law, including
the rules of the Copenhagen Stock Exchange.

The Prospectus for the Rights Issue has been prepared in
a DanishHanguage version which will be the governing
text in relation to the Rights Issue. In connection with the
Rights Issue outside Denmark, a Prospectus has been
prepared in an Englishlanguage version. The Danish-an-
guage Prospectus corresponds to the English-language
version of the Prospectus but contains certain additional
information required by the Copenhagen Stock Exchange
and omits certain information of a technical nature which
only concerns the Rights Issue outside Denmark.

This Prospectus is not an offer or an invitation by the
Company or Nordea Corporate Finance to purchase or
subscribe for shares in the Company. The delivery of this
Prospectus and the Offering or the sale of the New
Shares, the Existing Shares and the Subscription Rights
may, in certain juriscictions outside Denmark, be restrict-
ed by current legislation. Persons into whose possession
this Prospectus may come are required by the Company
and Nordea Corporate Finance to inform themselves about
such restrictions and to ensure that they are observed.

No person has been authorised to give any information in
connection with the Offering, other than as contained in
this Prospectus. The Company, the Board of Directors, the
Corporate Management and Nordea Corporate Finance
shall not be liable for any information or representation
made in connection with this Rights Issue, other than as
contained in this Prospectus. Neither the delivery of this
Prospectus nor any sale of the New Shares offered
through this Prospectus shall, in any circumstances,
create any implication that the information contained in
this Prospectus is correct as of any time subsequent to
the date of this Prospectus or that there have been no

—changes in the affairs of Bavarian Nordic since the drawing

up of this Praspectus. Any amendment of material impor-
tance to the contents of the Prospectus will be made pub-
lic as an addendum hereto pursuant to current legis!ation.

This Prospectus has been prepared for the purpose of
the Rights Issue of Bavarian Nordic A/S. In the ordinary
course of business of Nordea Bank AB {publ) {parent
company of the Nordea Group), Nordea Bank AB (publ)
and/or certain of its affiliated companies may have pro-
vided, and may in the future provide, investment banking
advice and carry on normal banking business with Bavarian
Nordic A/S and any subsidiaries and affiliated companies
which Bavarian Nordic A/S may have in the future.
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The Copenhagen Stock Exchange has issued the follow-
ing statement on 19 May 2005 in relation to the Danish-
language version of the Prospectus: “In the opinion of the
Copenhagen Stock Exchange, the draft Prospectus fully
complies with Order no. 330 of April 23, 1996 issued by
the Danish Securities Council on the requirements for the
Prospectus that must be made public before the securi-
ties can be admitted for official listing on a stock ex-
change and section 2 of Part Il of Guidelines on Securities
Listing on the Copenhagen Stock Exchange on require-
ments for prospectuses and offer terms for the admis-
sion of securities to listing on the Copenhagen Stock
Exchange. We base our opinion solely on the information
provided in the draft Prospectus and accept no responsi-
bility for any errors or omissions therein.”

Presentation of information

Certain accounting and statistical figures in this Prospec-
tus have been subject to rounding adjustments. The sum
of these figures is therefore not necessarily equivalent to
the total amounts stated, and the percentage figures are
not necessarily exactly equivalent to the absolute figures.

Forward-looking statements

This Prospectus contains forward-looking statements re-
garding, inter alia, the Group's financial position and busi-
ness strategy. These statements can be identified by use
of words such as ‘expects’, ‘intends’, ‘will’, ‘may’, ‘antici-
pates’, ‘would’, ‘could’ or similar expressions or their neg-
ative. Such forward-looking statements involve known and
unknown risks, uncertainties and other factors which may
cause the Group’s actual results, performance or achieve-
ments to be materially different from any future results,
performance or achievements expressed or implied by
such forward-ooking statements. The forward-looking
statements are based on numerous assumptions regard-
ing the Group’s present and future business strategies
and the environment in which the Group will operate in the
future. Additional factors that could cause the Group’s ac-
tual results, performance or achievements to differ mate-
rially from expectations include, but are not limited to,
those discussed under “Risk factors”. These forward-look-
ing statements apply only as of the date of this Prospectus.

Expected timetable

Trading in Subscription Rights
Allocation of Subscriptian Rights to the
shareholders’ accounts with the Danish

1 - 14 June 2005

Securities Centre 3 June 2005
Subscription Period 4 - 17 June 2005
First day of listing of the New Shares 23 June 2005

Financial calendar for the remainder of 2005
H1 interim report 22 August 2005
Q3 interim report 26 October 2005
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Important notice to U.S. Residents

This Rights Issue is made to persons resident in the Unit-
ed States only to the extent such persons held Existing
Shares, whether directly or through a nominee, as of the
record date of the Rights Issue. All persons subscribing
for New Shares must attest on the Subscription Form
that, to the extent they or any person on whose behalf
they are acting are resident in the United States, they or
such person, as applicable, held Existing Shares as of
such record date.

This Rights [ssue will not be, and is not required to be,
registered with the US Securities and Exchange Commis-
sion under the US Securities Act of 1933, as amended
{the “Securities Act”), in reliance upon the exemption
from the registration regiurements of the Securities Act
provided by rule 801 promulgated thereunder for rights
offerings. Any resale or transfer of Rights by or on behalf
of persons resident in the United States is not permitted
except outside the United States pursuant to Regulation
S of the Securities Act.

This Rights Issue is made for the securities of a company
organised in Denmark. The offer is subject to Danish dis-
closure requirements, which are different from those of
the United States. Financial statements included in the
document, if any, have been prepared in accordance with
International Financial Reporting Standards, which may
not be comparable to the financial statements of United
States companies.

It may be difficult for you to enforce your rights and any
claim you may have arising under the federal securities
laws, since Bavarian Nordic A/S is located in Denmark
and some or all of its officers and directors may be resi-
dents of Denmark. You may not be able to sue a nonU.S.
company or its officers or directors in a non-U.S. court
for violations of the U.S. securities laws. it may be diffi-
cult to compel a non-U.S. company and its affiliates to
subject themselves to a U.S. court’s judgment.




Summary

The following is a summary of the information appearing
in greater detail elsewhere in this Prospectus. The infor-
mation provided should be read in conjunction with the
full text of this Prospectus and should not be relied on
separately.

The Prospectus contains statements concerning Bavarian
Nordic’s future growth, activities, results of operations,

financial position and cash flow, which are subject to risks
and uncertainties. Bavarian Nordic's actual resuits may

differ significantly from the results discussed or implied in
the forward-looking statements. Factors that might cause
such differences include those discussed in “Risk factors”.

Group

Bavarian Nordic develops, manufactures and markets in-
novative vaccines for the prevention and treatment of in-
fectious diseases and cancer. Most of Bavarian Nordic's
pipeline projects, including IMVAMUNE™ and vaccines
against HIV, Japanese encephalitis, dengue fever and
measles, are based on the Group's MVA-BN® core tech-
nology. In addition, Bavarian Nordic has a second-genera-
tion smallpox vaccine, Elstree-BN™, IMVAMUNE™ and
Elstree-BN™ have been sold and are expected to be sold
to a number of countries as products under development.
These products along with vaccines against HIV are con-
sidered by Management to be the projects that represent
the greatest market potential in the short and medium term.

Reasons for the Rights Issue

In the past couple of years, Bavarian Nordic has gone
through a successive transformation from a biotechnolo-
gy company with preclinical and clinical research and de-
velopment of vaccines into being a completely integrated,
international biopharmaceutical company with activities
within research and development, production, marketing
and sales of its own vaccine products.

Management expects that the US Authorities will place a
so-called RFP-IIf order in late 2005 within the programme
for clinical development and delivery of an MVA-based
smallpox vaccine. RFP-Ill is a continuation of the process
that was initiated with RFP-l and RFP-Il. On 28 April 2005,
the US Authorities confirmed that the RFP-Ill process will
be initiated!. In continuation of this, the US Authorities
released draft tender terms for RFP-Hli on 13 May 2005.
During this stage of the programme, the US Authorities
are expected to purchase a preliminary inventory of up to
approximately 80 million doses of MVA-based smallpox
vaccine in one or more tranches, of which approximately
20 million doses are expected to be delivered within 18
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months of award of the contract?. The total order is ex-
pected to have a value of up to approximately USD 800
million, with an additional approximately USD 1 billion
expected for maintenance of the stocks during 2007-
20132, The final terms and conditions for the RFP-Iil order
are expected to be published in the summer of 2005,
with the award of the contract expected in late 2005.
Management expects that Bavarian Nordic will be award-
ed the whole or a substantial portion of this contract.
Bavarian Nordic intends to execute the RPF-Ill order and
the maintenance agreement in a commercial partnership
with GlaxoSmithKline Biologicals s.a. (“GSK™, a subsidiary
of GlaxoSmithKline Pic. See “Material collaborative agree-
ments - Global framework agreement with GlaxoSmith-
Kline Biologicals s.a. concerning IMVAMUNE™" for a fur-
ther description of the agreement with GSK.

With a view to positioning Bavarian Nordic as well as pos-
sible for this order, the Group has accelerated the deve!-
opment of the global clinical development programme
for IMVAMUNE™ and made substantial investments in its
own manufacturing facilities in Kvistgard, Denmark so
that production can begin in July 2005. These steps have
resulted in accelerated costs.

Moreover, the postponement of the expected sales of
Elstree-BN™ smallpox vaccines and accelerated invest-
ments in order to strengthen the Company’s position to
win a substantial portion of the RFP-li contract have re-
duced the Group’s capital preparedness.

Use of proceeds

In conjunction with Management’s expectation of winning
the whole or a substantial part of an order for the supply
of third-generation smallpox vaccine to the US Govern-
ment under the RFP-Il contract, the proceeds from the
Rights Issue will be used as temporary financing of the
necessary build-up of inventories of raw materials and
ready-to-use vaccines and trade receivables in connection
with the sale and delivery of these vaccines, which are
expected to occur from 2006. Management expects that
the revenue from this order over the delivery period will
generate a significant and increasing liquidity surplus.

In addition, Bavarian Nordic plans to use the proceeds
from the Rights Issue to strengthen its research and prod-
uct development activities, including clinical trials within
smallpox, HIV, measles and cancer, and production. In
that connection, Bavarian Nordic has, inter alia, estab-
lished a subsidiary in California, USA in order to increase
its research and development activities within cancer im-
munotherapy. Moreover, Bavarian Nordic plans an expan-
sion of its export and marketing function.
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In order to reduce production costs and provide maxi-
mum supply reliability to Bavarian Nordic's customers,
Management plans for Bavarian Nordic to initiate an in-
vestment in a vaccine filing and packing line in Kvistgard,
Denmark in 2005/2006. This investment is expected to
total approximately DKK 115 million. The decision con-
cerning the funding of this investment is expected to be
made around the time the investment is initiated.

If the gross proceeds from the Rights Issue amount to ap-
proximately DKK 400 million, the Group will have the nec-
essary cash to implement the current strategy and action
plans. If the gross proceeds are substantially lower, Man-
agement intends to reconsider Bavarian Nordic's future
strategy, including action plans and the funding structure.
Moreover, the Group intends to focus its research and de-
velopment activities on projects which Management be-
lieves have the greatest market potential in the short and
medium term (IMVAMUNE™ and vaccines against HIV).
For additional information on Bavarian Nordic’s risks relat-
ing to the Group's capital preparedness, see “Risk factors
- Capital preparedness”.

Strategy

Bavarian Nordic's strategy is based on the development
of products that make a real difference in the treatment
and prevention of infectious diseases and cancer. Bavarian
Nordic's future growth builds on the MVABN® vector, which
Management finds to be a safe muttivalent vaccine vector.

Bavarian Nordic believes that it is important to work both
with modern recombinant vaccine technologies such as
the Group's HIV vaccine projects, and also with other
projects based on well-documented vaccine technologies
such as IMVAMUNE™,

Furthermore, Bavarian Nordic believes that it is strategi-
cally important to diversity its projects to include infec-
tious diseases, in which prophylactic vaccines have histori-
cally proven to be effective, such as Japanese encephalitis
and measles, but also therapeutic vaccines against chronic
infectious diseases such as HIV or cancer. Management
is also strongly focused on building Bavarian Nordic’s
clinical and regulatory functions to ensure targeted prod-
uct registration strategies. Bavarian Nordic's strategy also
involves building expertise and capacity in clinical batch
manufacturing, maturing of industrial production lines and
actual industrial production with the relevant expertise in
quality management of biological production.

In the medium term, Bavarian Nordic plans to invest in
the production of other traditional vaccines in addition to
IMVAMUNE™,

Clinical pipeline

Smallpox vaccines

Bavarian Nordic develops and sells smallpox vaccines
based on MVA-BN® and Elstree-BN™. Bavarian Nordic's
regulatory strategy for smallpox vaccines is being estab-
lished in collaboration with US and EU health authorities.

Bavarian Nordic has ownership of all relevant data for
regulatory approval and has developed a number of pat-
ents and patent-protected processes used in the produc-
tion of the Group's vaccines.

IMVAMUNE™

Bavarian Nordic develops MVA-BN® as a stand-alone third-
generation smallpox vaccine, IMVAMUNE™. Based on
data from a number of animal studies and clinical trials,
Management expects that IMVAMUNE™ will offer docu-

| Clinical pipeline -
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mented efficacy and protection against smallpox infection
3 to 4 days after only one vaccination, while traditional
replicating vaccines only show protection 10 to 14 days
after vaccination. The programme is in Phase Il clinical tri-
als, and the product is thus stili under development. Man-
agement expects that the IMVAMUNE™ clinical develop-
ment programme will result in an Emergency Authorization
in 2006 and an application for registration (BLA} in 2008.

In July 2004, Bavarian Nordic's IMVAMUNE™ vaccine was
granted “fast track” status by the FDA. “Fast track” status
ensures that Bavarian Nordic has ongoing dialogue with the
FDA during the development programme and gives priori-
ty review status to an application for product approval.

In July 2004, Bavarian Nordic was granted a patent by
the United States Patent and Trademark Office (“USPTQO"),
covering MVA-BN® virus in recombinant and non-recom-
binant form and derivatives thereof with similar properties,
also including the MVA virus with the same or a superior
safety profile compared with MVA-BN®,

In February 2003, Bavarian Nordic and another company
were awarded part A of the RFP4 contract for the early
development of IMVAMUNE™ by the National Institutes

of Health (“NIH"), and in September 2003, Bavarian Nor-
dic was the only company to be awarded part B of the
RFP- contract, which provides funds for further clinical
testing of IMVAMUNE™. The total funding obtained by
Bavarian Nordic under parts A and B of the RFP contract
amounts to up to approximately USD 29 million.

In September 2004, Bavarian Nordic was awarded funds
under RFP-II. This RFP provides funds for further preclini-
cal and clinical development of IMVAMUNE™, involving
the vaccination of more than 2,000 persons in three clini-
cal trials. Furthermore, the funds are used to test the ro-
bustness of the bulk manufacturing process and valida-
tion of the industrial process according to Good Manufac-
turing Practice (GMP). The contract also encompasses
the supply of 500,000 doses of IMVAMUNE™ produced
—with Bavarian Nordic's validated manufacturing process.
The RFPAI contract has a value of up te USD 100 million. In
addition, NIH has an option to purchase an additional 2.5
million doses of IMVAMUNE™ at a value of USD 41 million.

RFP4 and RFPI are development contracts which are ex-
pected to lead to the US Department of Health and Human
Services (HHS) inviting tenders to supply a major con-
tract (RFPID) in the summer of 2005. Management ex-
pects that the process will encompass up to approxi-
mately 80 million doses of MVA-based smalipox vaccine
at a value of up to about USD 900 million and an addition-
al maintenance agreement worth approximately USD 1
bifion during the period 2007-2013. RFP-il is a continua-
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tion of the process that was initiated with RFP-| and RFP-I.
On 28 April 2005, the US Authorities confirmed that the
RFP-Iil process will be initiated. Following this, on 13 May
2005 the US Authorities published a draft of the tender
terms for RFPAIl. During this stage of the programme,

the US Authorities are expected to purchase preliminary
stocks of up to approximately 80 million doses of MVA-
based smallpox vaccine in one or more tranches. Approx-
imately 20 million doses are scheduled for delivery within
18 months of award of the contract. Under the RFPIl or-
der, IMVAMUNE™ will be sold as products under develop-
ment. Management believes that Bavarian Nordic has a
strong competitive edge in terms of winning the whole or
a substantial portion of the RFP-Il order from the US Au-
thorities. Bavarian Nordic will form a commercial partner-
ship with GSK to effect the RFPIl order and the mainte-
nance agreement.

To give the US Authorities additional supply reliability for
IMVAMUNE™, Bavarian Nordic has entered into a frame-
work agreement on production, distribution and market-
ing with one of the world’s largest vaccine manufacturers,
GlaxoSmithKline Biologicals s.a. (“GSK), a subsidiary of
GlaxoSmithKline Plc. Under the terms of the agreement, the
parties will collaborate and form a commercial partnership
on RFPAIl and future US governmental programmes to ensure
adequate production and security of supply to other markets.

Elstree-BN™

Elstree-BN™ is a second-generation vaccinia smallpox
vaccine produced in a serum-free medium. Historically,
Bavarian Nordic has only produced Elstree-BN™ accord-
ing to demand. During the period from 2002 to 2004,
Bavarian Nordic sold Elstree-BN™ vaccines at a total val
ue of approximately DKK 750 million. In 2004, Bavarian
Nordic experienced a limited demand for vaccines. The
decision by the G7 countries to establish a WHO stock of
200 million doses of smallpox vaccine has increased de-
mand, and Management expects to sell the total stock of
{approximately 17 million doses) of Elstree-BN™ vaccines
in 2005.

HIV vaccines

Bavarian Nordic is developing three therapeutic and pro-
phylactic HIV vaccines simultaneously:

* MVA HIV nef

» MVA-BN® HIV polytope

¢ MVABN® HIV multiantigen

MVA HIV nef is a therapeutic HIV vaccine in Phase [l clini-
cal trials. This programme is based on an MVA-recom-
binant vaccine expressing the HIV nef protein. Based on
previous clinical results, Management believes that the
vaccine could potentially counteract HIV replication and slow
disease progression in persons already infected with HIV.
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The MVA-BN® HIV polytope vaccine will be tested both as
a therapeutic and a prophylactic vaccine. The vaccine is
developed in a partnership with Epimmune Inc. {"Epim-
mune”). The vaccine is tested in a prophylactic study, but

Bavarian Nordic is also developing the vaccine as a thera-

peutic vaccine for the treatment of patients already in-
fected with HIV. MVA-BN® HIV multiantigen is developed
as a prophylactic HIV vaccine in the preclinical phase.

Other pipeline projects

In addition to smallpox and HIV vaccines, Bavarian Nordic
has a number of research and development projects in
the preclinical phase. Thus, the Company has vaccine
projects in dengue fever and Japanese encephalitis. Both
projects are based on Bavarian Nordic’s MVA-BN® tech-
nology. In addition, Management expects to conduct a
number of preclinical trials in childhood diseases and re-
lated illnesses, including measles, in 2005, and to test
the applications of IMVAMUNE™ in neonatal immunology.

Bavarian Nordic decided in 2004 to resume its research
and development activities in the field of cancer vaccines
by establishing the subsidiary BN ImmunoTherapeutics in
California, USA. Bavarian Nordic's first cancer vaccine
candidate is expected to target breast cancer, based on the
Her-2/neu antigen, for which a monoclonal antibody target-
ing this antigen {Herceptin} is marketed by Roche AG and
Genentech Inc. This antibody has proven to be effective in
about 20% of patients. Bavarian Nordic's subsidiary in the
United States, BN ImmunoTherapeutics, has inlicensed
the rights to a Her-2/neu antigen. Management expects
to file for an IND in 2006 to initiate the first clinical trials.

Production facilities

Bavarian Nordic has two high-technology production facili-
ties. One of the facilities, located in Kvistgard in Denmark,
is designed for the commercial production of IMVAMUNE™
and MVA-BN® recombinant vaccines. The other facility,
located in Berlin, Germany, is designed for the production
of recombinant vaccines for clinical research.

Management believes that the Group’s Kvistgard and Berlin
production facilities will meet the requirements set by the
EU and the USA (FDA} for “Good Manufacturing Practice”
(GMP), and that they will meet all regulatory guidelines for
industrial vaccine production. In this connection, Bavarian
Nordic has received a number of approvals, including
environmental approvals to establish production facilities
in Kvistgard, Denmark, and Berlin, Germany.

Bavarian Nordic took over the Kvistgéard production facili-
ty in the spring of 2004. The combined investment in pro-
duction equipment, land and buildings and their recon-

struction is expected to amount to approximately DKK
250 million. Most of these costs have been incurred and
financed, amounting to approximately DKK 225 million as
of 31 March 2005.

The reconstruction of the manufacturing unit, which be-
gan on 1 September 2004 and was completed in the
spring of 2005, proceeded according to plan. The pro-
duction facility is expected to be fully staffed by the end
of Q2 2005, at which time the facility is expected to be
fully qualified for production to start up in July 2005. All
the necessary manufacturing approvals have been re-
ceived according to plan.

In Q3 2005, Bavarian Nordic expects to complete the pro-
duction required to obtain the Danish Medicines Agency's
final approval of the site at the beginning of Q4 2005.

Bavarian Nordic has established the Kvistgard facility with
an initial capacity of approximately 40 million doses of
IMVAMUNE™ per year, which can be expanded to up to
180 million doses per year in order to optimise its posk
tion for the anticipated RFP-l tender. The capacity can be
immediately adjusted to approximately 60 million doses
per year without major additional investments. Manage-
ment expects to be able to deliever the total expected
volume of smallpox vaccine under the RFP-l] tender within
less than 18 months of receiving the order.

Organisation and employees

During the past couple of years, Bavarian Nordic has
gone through a successive transformation from a bio-
technology company with preclinical and clinical research
and development of vaccines into a fully integrated inter-
national biopharmaceutical company with activities in re-
search and development, production, marketing and the
sale of its own vaccine products. As a result of the activi-
ty increase, the number of Group employees has grown.
Bavarian Nordic had a total of 185 employees as of 31
March 2005.

Current trading

Bavarian Nordic generated revenue of DKK 71 million in
Q1 2005, realising a pre-tax loss of DKK 18 million. The
revenue derived from income from ongoing RFP- and
RFP-I contracts with the US Authorities.

The Company’s capital preparedness rose from DKK

165.1 milfion at the end of 2004 to DKK 189.0 million at
31 March 2005. The increase was mainly due to a credit
facility of DKK 100 million with Nordea Bank Danmark A/S.




Qutlook for 2005

Management forecasts revenue for the financial year end-
ing 31 December 2005 to be in the range of DKK 450
500 million. Two-thirds of this revenue is expected to
come from current (RFP-l and RFP-Il) contracts with the
US Authorities and to be evenly distributed over the year.
The remaining one-third will come from the sale of (ap-
proximately 17 million) doses of Elstree-BN™ smallpox
vaccines expected to be sold in H2 2005.

In 2005, costs are expected to increase as a result of
the start of production, related quality management func-
tions, administration of RFP contracts, establishment of
marketing activities and infrastructure, as well as prepa-
rations for the global sale of IMVAMUNE™. Moreover, the
Company projects an increase in costs due to the accek
eration of clinical research and development activities
and the corresponding recruitment of new staff to meet
the targets defined. Consequently, Management fore-
casts an income after tax of approximately DKK O million.

Bavarian Nordic's budget includes a cash outflow from
operating and investing activities in the amount of DKK
110-130 million in 2005. For a more detailed description
of the risks relating to Bavarian Nordic's cash prepared-
ness, see “Risk factors — Cash preparedness”.

The US Authorities are expected to commence inviting
tenders for a contract (RFP-I) in the clinical development
programme on an MVA-based smallpox vaccine in the
summer of 2005. Management expects to win the whole
or a substantial portion of this contract, which is expected
to be awarded at the end of 2005. Management expects
the RFP-ll order to include the purchase of a preliminary
stock of up to approximately 80 million doses of MVAbased
smallpox vaccine. The value of this purchase is expected
to be up to approximately USD 900 million. Bavarian
Nordic's share of this order is expected to be recognised
as income from 2006. Management expects that income
from this order will generate a substantial, increasing
liquidity surplus during the course of the delivery period.
In addition to the RFP-Il order, Management expects the
US Authorities to invite tenders for a contract worth an
additional USD 1 billion concerning the maintenance of the
smallpox vaccine stocks during the period 2007-2013.
Management also expects that Bavarian Nordic will win a
portion of this maintenance agreement. Bavarian Nordic
and GSK will be commercial partners concerning the
RFP-IIt order and the maintenance agreement.

In addition to smallpox vaccine activities, the Group ex-
pects to allocate a number of resources to other develop-
ment projects in 2005. Bavarian Nordic plans to acceler-
ate its HIV programmes by initiating a number of Phase |,
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Phase |/l and Phase Il clinical trials. Furthermore, Man-
agement expects that Bavarian Nordic's US operations,
BN immunoTherapeutics, will apply for permission to con-
duct Phase I clinical trials in 2006 for an MVA-BN®-based
vaccine against breast cancer.

Bavarian Nordic aims to investigate the potential of the
MVA-BN® platform in the field of vaccines against infec-
tious diseases in children. In 2005, the measles vaccine
programmes will be accelerated.

Management believes that Bavarian Nordic's MVA-BN®
vector represents a promising and effective technology.
As a result, the Group intends to continue investigating,
developing and commercialising the potential of the
MVA-BN® platform. Furthermore, Bavarian Nordic finds
that it is important to expand the technological platform
and will launch activities in 2005 to identify other vector
technologies and vaccines to complement and/or supple-
ment the MVA-BN® platform.

Risk factors

An investment in Bavarian Nordic A/S involves a high risk
and should therefore only be made by investors with the
necessary expertise to appraise the investment.

Prospective investors should, inter alia, carefully consider
the factors set out in “Risk Factors” in this Prospectus.

Ownership

As of the date of this Prospectus, almost 5,000 share-
holders were registered by name in Bavarian Nordic A/S’
register of shareholders, representing approximately 80%
of the Company’s share capital.

Pursuant to Section 29 of the Danish Securities Trading
Act, the following shareholders have notified the Compa-
ny that they hold more than 5% of the share capital as at
the date of this Prospectus:

No. of shares Ownership
Shareholders of DKK 10 interest
A.J. Aamund A/S 912,556 18.7%
Lanmodtagernes Dyrtidsfond
(LD Pensions) 347,623 7.5%
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Subscription of New Shares

Subscription amount and ratio

The Offering consists of a 1 : 4 Rights Issue of 1,159,871
New Shares of DKK 10 each, corresponding to DKK
11,598,710 nominal value, with pre-emption rights to

the existing shareholders of the Company.

The Offering is not underwritten, but a number of existing
shareholders, A.J. Aamund A/S and LD Pensions, have
made binding advance commitments to subscribe a total
of 253,571 New Shares of DKK 10 nominal value each,
corresponding to DKK 2,535,710 nominal value by exer-
cising their respective subscription rights.

Subscription Period
The Subscription Period for the New Shares commences
on 4 June 2005 and closes on 17 June 2005.

Subscription Price
The New Shares are offered at DKK 360 per share of
DKK 10, free of brokerage fees.

Allocation of Subscription Rights

The shareholders will be granted 1 Subscription Right for
each Existing Share of DKK 10 nominal value held. Ac-
cordingly, 4 Subscription Rights are required for the sub-
scription of 1 New Share of DKK 10 nominal value. Share-
holders who are registered with the Danish Securities
Centre as shareholders of the Company on 3 June 2005
at noon (Copenhagen time) are entitled to subscribe for
the New Shares.

Trading in Subscription Rights

The Subscription Rights will be traded on the Copenhagen
Stock Exchange in the period from 1 June 2005 to 14
June 2005 inclusive.

Subscription Agent

Shareholders’ instructions that they wish to exercise their
Subscription Rights and subscribe for New Shares shall
be given to each shareholder’s custodian institution.

Nordea Bank Danmark A/S, telephone +45 3333 5092,
facsimile +45 3333 3182, shall act as subscription
agent for the Rights Issue.

Payment and registration with

the Danish Securities Centre

Registration of the New Shares in the investor’s account
with the Danish Securities Centre will take place against
payment in cash on subscription on or before 17 June
2005.

Securities identification codes

The Company's shares are registered on the Copenhagen
Stock Exchange under the following securities identifica-
tion codes:

Existing Shares: DK0O 1599801-7
New Shares (temporary code): DK0O 6000290-5
Subscription Rights: DK00 6000282-2
Lead Manager

The Rights Issue has been arranged by Nordea Corporate
Finance, a division of Nordea Bank Danmark A/S, as
Lead Manager for Bavarian Nordic A/S.

Proceeds

If all the New Shares are subscribed, Bavarian Nodics's
equity will be increased by approximately DKK 397.5
million after deduction of the expenses related to the
Rights Issue. If the Minimum Proceeds are received,
Bavarian Nordic's equity will be increased by a net
amount of approximately DKK 83.1 million.

Underwriting

The Rights Issue is not underwritten, but a number of
existing shareholders, A.J. Aamund A/S and LD Pensions,
have made binding advance commitments to the Com-
pany to subscribe for a total of 253,571 New Shares,
corresponding to total gross proceeds of approximately
DKK 91.3 million. Of this amount, A.J. Aamund A/S and
LD Pensions will subscribe for New Shares corresponding
to gross proceeds of DKK 60.0 million and approximately
DKK 31.3 million, respectively, by exercising their respec-
tive Subscription Rights.

Completion of the Rights Issue

The Rights Issue will be completed if a minimum of
253,571 New Shares are subscribed for (the Minimum
QOffering), corresponding to Minimum Proceeds of approx-
imately DKK 91.3 million, for which binding advance com-
mitments have been received.

Summary financial information

The summary of Bavarian Nordic's financial results and fi-
nancial position should be read in conjunction with the
Group's audited annual report for 2004, extracts of which
are reproduced in “Extract from the 2004 Annual Report”
in this Prospectus, which also includes a description of
the accounting policies. A summary of the financial figures
for Q1 2005 (unaudited) is provided in “Current trading
and prospects - Current trading”.
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{DKK million) 2000 2001 2002 2003 2004 | Q12004 Q1 20052
Audited Unaudited
Income statement
Revenue 0.0 0.0 121.1 524.5 164.8 1138 70.7
Production costs 0.0 0.0 56.5 206.5 70.3 36.3 38.7
Gross result 0.0 0.0 64.6 318.0 945 775 32.0
Development costs 36.7 41.8 341 36.9 85.1 11.0 25.7
Research costs 25.1 29.8 25.8 24.1 35.3 7.0 7.3
Sales and administrative costs 17.3 22.0 314 43.0 56.4 9.8 16.2
Income from operations (79.1) {93.4) (26.7) 214.0 {82.3) 49.7 {17.2}
Financial items 4.3 2.5 1.0 3.6 5.6 3.2 0.7)
Income before company tax (74.8) {90.9) {25.7} 217.6 {76.7) 52.9 {17.9}
Net income for the year (74.8) (92.1} 70.1 150.6 {53.0) 37.7 (12.6)
Balance sheet
Non-current assets 8.0 9.4 111.5 71.0 291.8 103.6 354.2
Current assets 75.7 52.5 206.2 358.2 310.3 309.8 303.1
Total assets 83.7 61.9 317.7 429.2 602.1 4134 657.3
Shareholders’ equity 62.3 441 196.4 347.0 315.4 384.7 303.5
Current liabilities 17.8 17.7 116.7 78.0 240.6 26.0 263.5
Non-current liabilities 36 0.1 4.6 42 46.1 2.7 90.3
Total liabilities and shareholders’ equity 83.7 61.9 317.7 429.2 602.1 413.4 657.3
Cash flow statement
Cash flow from operating activities (74.6) (93.1) (13.7) 209.3 (76.6) 6.0 {30.1)
Cash flow from investment activities 27.4 6.2 4.9) (106.9} (224.6) {156.1) {59.9)
Attributable to investments in tangible
non-current assets (2.9) (5.4) (8.9 (28.9) (190.5) (42.4) {55.0)
Cash flow from financing activities 7.8 72.9 85.7 3.1 182.5 3.0 73.7
Cash, end of period 41.1 27.1 94.1 199.8 80.7 52.2 64.4
Financial ratios®
Earnings per share (DKK) (27.4) {30.1) 17.6 334 {11.5) 8.3 2.7)
Equity value per share (DKK) 22.8 13.2 43.5 76.9 68.0 85.2 65.4
Stock market price/equity value 7.4 6.5 2.5 33 7.9 4.0 8.1
Shareholders’ equity share 74% 1% 62% 81% 52% 93% 46%
Number of employees, end of period 67 70 62 87 145 94 185

{1 The ratios are calculated in accordance with “Recommendations and Ratios 2005" issued by the Danish Association of Financial Analysts
2 The unaudited figures for Q1 2005 are presented in accordance with IFRS.

Cash preparedness and capital preparedness

" Bavarian Nordic's capital preparedness rose from DKK

165.1 million at the end of 2004 to DKK 189.0 million at
31 March 2005. The increase was mainly due to a credit
facifity of DKK 100 million with Nordea Bank Danmark A/S.
For a further description of the Company's current funding,
see “Funding —~ Funding agreements with Nordea Bank
Danmark A/S".

Among the key assumptions in Bavarian Nordic's budgets
for 2005 and 2006 is that the Group is awarded a signifi-
cant portion of the RFP-Il order and sales of Elstree-BN™
vaccines. If the gross proceeds from the Rights Issue
amount to approximately DKK 400 million, Management
expects, in accordance with the Group budgets, to have

the necessary cash preparedness and capital prepared-
ness at least until 30 June 2006 to implement the
Group's current strategy and action plans.

If the proceeds from the Rights Issue only amount to ap-
proximately DKK 91.3 million, corresponding to the Mini-
mum Proceeds, Bavarian Nordic will have a funding re-
quirement during the first half of 2006, but Management
believes that the Company will be able to obtain the nec-
essary temporary credit facilities to build the required
working capital in connection with the RFP-Il order. In
such a situation, Management would also reconsider
Bavarian Nordic's future strategy, including action plans
and the funding structure. For a more detailed description
of the risks relating to the Group's cash preparedness,
see “Risk factors - Cash preparedness”.
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Risk factors

Any investment in shares involves an element of risk.
Bavarian Nordic's risk profile reflects the risks related

to the Group's pipeline, day-to-day operations, including
the formation and fulfilment of customer contracts, and
the goal of continuing expansion. The following section
outlines a number of risk factors which may influence
Bavarian Nordic’s pipeline, future performance, activities,
results of operations, cash flows and financial position. If
one or several of the risk factors described below materi-
alise, the price of the Company’s shares may fafl, and the
shareholders may lose all or part of their investment. The
risk factors set out below should not be taken as an ex-
haustive description of all risks faced by Bavarian Nordic,
but as an expression of the risk factors which Manage-
ment believes are particularly important and relevant for
the Group. The risk factors are not listed in any order of
priority with regard to significance or probability. The
description of risks is qualified in its entirety by the full
text of this Prospectus.

Risks related to the business

RFP-I}l process
Bavarian Nordic has to date entered into two contracts

(RFP- and RFPI) with the US Authorities, which are admin-

istered by the National Institute of Allergy and Infectious
Diseases (“NIAID"), a component of the National Institutes
of Health (“NIH"). Both agreements are development
agreements and have been entered into with the primary
objective of supplying a number of doses of IMVAMUNE™
smallpox vaccine and clinical data which are to confirm
the safety of IMVAMUNE™ and the ability to supply and
the production capacity of Bavarian Nordic. Management
expects that the US Authorities will invite tenders (RFP-Il)
for an order of up to approximately 80 million doses of
smallpox vaccine in the summer of 2005 with placement
of the order in late 2005, which corresponds to an ex-
pected contract value of up to approximately USD 900
million and an additional approximately USD 1 billion ex-
pected to be granted for the maintenance of the stocks
from 2007-20132. RFRAll is a continuation of the process
that was initiated with RFP-{ and RFP-Il. On 28 April 2005,
the US Authorities confirmed?! that the RFP-Il process will
be initiated. In continuation of this, the US Authorities re-
leased draft tender terms for RFP-il on 13 May 2005.
During this stage of the programme, the US Authorities
are expected to purchase a preliminary inventory of up to
approximately 80 million doses of MVA-based smallpox
vaccine in one or more tranches, of which approximately
20 million doses are expected to be delivered within 18
months of award of the contract?. In addition, Manage-
ment considers Bavarian Nordic to be well positioned to
obtain the whole or a substantia! portion of the order as a
result of its clinical development stage, the patent posi-

tion of IMVAMUNE™ and the Group's newly-established
production facilities in Kvistgard, Denmark, which ensure
supply to the US Authorities. Bavarian Nordic intends to
carry out the RFPIl order and the maintenance agree-
ment in a commercial partnership with GSK.

However, there can be no assurance that the expected
RFP-Il process from the US Authorities is not deferred
or cancelled. Likewise, there can be no assurance that
Bavarian Nordic receives the whole or any part of the
order under the RFP-II process or that the US Authorities
will invite tenders for the RFP-Hll order in 2005 or in the
future. If any of these risks materialise, it may have a
material adverse impact on the Group's future growth,
activities, results of operations, financial position and
cash flow. For a further description of the RFP-lll process,
see “Bavarian Nordic — IMVAMUNE™",

Cash preparedness

Bavarian Nordic's cash preparedness is limited, and there
can be no assurance that Bavarian Nordic will be able to
enter into agreements or attract new capital that may se-
cure the Group's ongoing operations after the time when
the present cash preparedness will be depleted.

Bavarian Nordic aims to achieve gross proceeds from the
Rights Issue totalling DKK 417.6 million. The Rights Issue
is not underwritten, but A.J. Aamund A/S and LD Pensions
have made binding advance commitments to subscribe
for New Shares corresponding to gross proceeds total-
ling approximately DKK 91.3 million.

Bavarian Nordic's cash preparedness in respect of 2005

and 2006 will be affected in particular by:

» the amount of gross proceeds from the Rights Issue;

» whether the Group sells the whole or significant parts
of its total stocks of approximately 17 million doses of
Elstree-BN™ smallpox vaccine to a number of custom-
ers in H2 2005; and

¢ whether the Group wins the whole or a significant part
of the RFPIl order for up to approximately 80 million
doses of smallpox vaccine from the US Authorities in
late 2005 with expected delivery from 2006.

Depending on the amount of proceeds from the Rights
Issue, a need for additional funding may arise in order for
the Group to be able to implement its current strategy
and action plans.

If Bavarian Nordic only achieves gross proceeds of
approximately DKK 100 million, and revenue from the
sale of Elstree-BN™ vaccine stocks in H2 2005 is signifi-
cantly lower than expected, and if the US Authorities initi-
ate the RFP-lll tender process, Management believes that
Bavarian Nordic will be able to obtain the credit facilities




required to fund the necessary build-up of working capital
in connection with the RFP-lll order. For a further descrip-
tion of existing credit facilities, see “Funding ~ Funding
agreements with Nordea Bank Danmark A/S”.

If the gross proceeds from the Rights Issue are lower than
approximately DKK 200 million, and the sale of Eistree-
BN™ vaccines in H2 2005 are significantly lower than
expected, and the RFP-lll order has not commenced or

is delayed significantly, the Group will adapt its strategy
including its action plans and funding structure so as to
have adequate liquidity in 2005 and 2006.

There can be no assurance that Bavarian Nordic will at all
times have the required capital preparedness to imple-
ment the Group’s current strategy and action plan. If that
is not the case, it may have a material adverse impact on
the Group’s cash position, future growth, activities, re-
sults of operations, financial position and cash flow.

Forecasts made

Management expects that Bavarian Nordic’s revenue for
the financial year ending 31 December 2005 will be in
the range of DKK 450-500 million. Two-thirds of this reve-
nue is expected to come from already existing (RFP-l and
RFPI) contracts with the US Authorities and to be evenly
distributed over the year. The remaining one-third is ex-
pected to come from the sale of approximately 17 million
doses of Elstree-BN™ smallpox vaccines expected to be
sold in H2 2005.

As a result of the planned increase in activity within re-
search and development and start-up costs in connection
with the expected RFP-lil order from the US Authorities,
Management expects a net income after tax of approxi-
mately DKK O million.

Bavarian Nordic operates in volatile markets, and market
trends and expectations are subject to ambiguity. If
Bavarian Nordic's incoming orders or its customers’
expected buying patterns deviate from expectations,

the interim results may deviate from the forecasts.

There can be no assurance that changes and/or post-
ponement wifl not occur in agreements already signed by
Bavarian Nordic for the supply of smallpox vaccine, or
that the Group will be able to enter into agreements with
the anticipated cash effect. Moreover, there can be no
assurance that Bavarian Nordic's customers will not post-
pone expected agreements, including the expected RFPAII
order from the US Authorities.

Bavarian Nordic’s forecasts are based on a number of as-
sumptions being met. If these assumptions are not met in
full or in part, Bavarian Nordic's future results may devi-
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ate significantly from the forecasts stated in this Prospec-
tus, which may have a material adverse impact on the
Group's future growth, activities, results of operations,
financial position and cash flow.

Production

For Bavarian Nordic to be able to fulfil orders for the sup-
ply of smallpox vaccines, it is important to have sufficient
production capacity and to be able to achieve and main-
tain a satisfactory production quality.

The initial production capacity at the Kvistgard facility is
approximately 40 million doses of IMVAMUNE™ per year
with the possibility of increasing the output to as much as
180 million doses per year. Production capacity can be
increased to 60 million doses immediately without major
additional investments. To ensure maximum supply relia-
bility, Management is planning to start up an investment
of approximately DKK 115 million in a vaccine filling and
packing line in Kvistgard, Denmark in 2005,/2006. The
production facility is expected to be fully staffed by the
end of Q2 2005, at which time the facility is expected to
be fully qualified for production to start up in July 2005.

in order to further increase supply reliability, Bavarian
Nordic has entered into a framework agreement with
GlaxoSmithKline Biologicals s.a., a subsidiary of Glaxo-
SmithKline Pic., one of the world's largest vaccine manu-
facturers, on the production, distribution and marketing
of IMVAMUNE™, See “Material collaborative agreements”
for a further description of the agreement with GSK.

There can be no assurance that Bavarian Nordic will be
able to supply the required number of vaccines in the re-
quired quality, at a competitive price, or within the agreed
timeframe.

Bavarian Nordic works with the development of drugs tar-
geting a number of disease areas. If, contrary to Manage-
ment's expectation, the market for smallpox vaccines
should disappear, or be substantially reduced, Manage-
ment believes that the Group’s production facilities in
Kvistgard, Denmark, could be re-configured to produce
vaccines against other diseases within a period of 4-6
months for an additional investment of DKK 25-50 million.
if the market for smallpox vaccines should disappear, or
if Bavarian Nordic is unable to supply the products de-
manded by customers, it may have the effect that the
Group’s expected revenue cannot be generated or is de-
layed. There can be no assurance that Bavarian Nordic
will be able to successfully re-configure its production fa-
cilities, which could have a material adverse impact on
the Group's future growth, activities, results of opera-
tions, financial position and cash flow.
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Authorisations for production facilities

Bavarian Nordic has production facilities in Kvistgard,
Denmark and Berlin, Germany. The Group strives to en-
sure that its production facilities meet the requirements
set by the EU and the USA (FDA) for ‘Good Manufacturing
Practice’ (GMP), and that they meet all regulatory guide-
lines for industrial vaccine production. There can be no
assurance that the production facilities will be able to
meet these requirements in the future without additional
investments, and that it would not have a material ad-
verse impact on the Group's future growth, activities, re-
sults of operations, financial position and cash flow.

Bavarian Nordic has received a number of approvals, in-
cluding environmental approvals, for the establishment of
its production facilities. Bavarian Nordic endeavours to
comply with the requirements on which such approvals
are based. However, there can be no assurance that
Bavarian Nordic will be able to comply with the conditions
to ensure that the Group receives the necessary approvals
for continuing production at its manufacturing facilities.
Failure to meet any of these requirements may have a
material adverse impact on the Group's future growth,
activities, results of operations, financial position and
cash flow.

Protection of patents and other

intellectual property rights

Bavarian Nordic’s future competitive strength will depend
substantially on the Group's ability to obtain and maintain
patent protection and other protection of its intellectual
property rights and production processes. There can be
no assurance that the Group’s patents will not be chal-
lenged, invalidated, declared void or circumvented, or
that the Group will be able to enforce its intellectual prop-
erty rights. The Group seeks to continuously improve and
expand its patent position based on its in-house expertise
in the patent area and assistance from external experts.

If Bavarian Nordic is unable to efficiently enforce its pat-
ents and intellectual property rights, it may have a materi-
al adverse impact on the Group’s future growth, activities,
results of operations, financial position and cash flow.

Risks relating to Bavarian Nordic's technologies
The development of products based on Bavarian Nordic's
primary vaccine technology platform, MVA-BN®, is subject
to a number of uncertainties and risks which are de-
scribed below:

¢ To date, products have not been filed or approved
based on the MVA-BN® vector technology.

¢ Bavarian Nordic has tested the therapeutic effect and
safety of the MVA-BN® vector technology in animal
models and clinical trials, but there can be no assur-

ance that these results are indicative of the results that

will be achieved in the current and future clinical trials

in humans, and that adverse side effects will not be ob-

served,

There can be no assurance that the risks relating to

Bavarian Nordic's technologies will not result in materi-

al delays or the discontinuation of development pro-

grammes.

There can be no assurance that the potential product

will be safe and effective when marketed.

There can be no assurance that the necessary regula-

tory approvals are obtained.

Bavarian Nordic can give no assurance that the

Group's products can be produced cost effectively in

commercial quantities, or that any products, if

launched, will obtain acceptance in the market.

* Finally, there can be no assurance that future clinical
trials prove that Bavarian Nordic's MVA-BN® vector
technology is as effective as Management expects.

If any of the risks described materialise, it may have a
material adverse impact on Bavarian Nordic’s future
growth, activities, results of operations, financial position
and cash flow,

Collaborative agreements

Collaborative agreements with other biopharmaceutical
companies, biotechnology companies and production
partners form an integral part of Bavarian Nordic’s busi
ness. There can be no assurance that Bavarian Nordic
will be able to retain its present partners or enter into
new agreements or new alliances on satisfactory terms.
The Group seeks to enhance the possibility of concluding
such collaborative agreements by continuously develop-
ing its primary technology platform - MVA-BN® - and
stand-alone projects.

Clinical development

Bavarian Nordic has not yet obtained regulatory approval
for the marketing of any product. Several of the Group’s
vaccine projects are still at an early development stage.
There can be no assurance that these vaccine projects
will demonstrate adequate safety and efficacy to form the
basis of registration as drugs. Preclinical and clinical trials
are associated with significant uncertainty, and there

can be no assurance that the effect and safety profile
observed in early trials will be confirmed in subsequent
trials.

Qutsourcing of clinical development is a key element of
Bavarian Nordic's development strategy. There can be no
assurance that the Group's partners will carry out the de-
velopment activities as agreed. This may delay the clini-
cal development of the projects. Bavarian Nordic’s devel-
opment partners are all professional within their fields,




and Bavarian Nordic intends to enter into partnerships
solely with companies and institutions that have extensive
experience and expertise within their respective fields.

Dependence on suppliers

The drug market is a market subject to substantial regu-
lation, and there can be no assurance that Bavarian Nor-
dic will continue to be able to purchase the products re-
quired for its future operations. Management believes
that Bavarian Nordic is not dependent on any single sup-
plier. Any changes in Bavarian Nordic's suppliers’ posi-
tions and their ability to supply the raw materials required
by Bavarian Nordic may have an impact on Bavarian
Nordic’s ability to fulfil customer contracts, which could
have a material adverse impact on Bavarian Nordic's
future growth, activities, results of operations, financial
position and cash flow.

Dependence on customers

Bavarian Nordic's expectations of entering into further
agreements regarding, inter alia, the sale of smallpox
vaccines are subject to considerable uncertainty. In the
event that Bavarian Nordic does not enter into additional
agreements, the Group would not achieve revenue be-
yond what is expected from already existing agreements.

Bavarian Nordic's counterparties in a number of negotia-
tions and agreements concerning the Group’s smallpox
vaccine programme are governments and other public
authorities. The supply of smallpox vaccines is consid-
ered by many governments to be a matter of national in-
terest. As a result, the Group is subject to substantial po-
litical risks, partly in respect of the final decision as to the
conclusion of agreements and partly in respect of the
terms and conditions of such agreements. There can be
no assurance that political factors will not have a material
adverse impact on Bavarian Nordic’s ability to enter into
contracts and on the terms and conditions of such con-
tracts. Bavarian Nordic seeks to constantly keep in close
contact, either through in-house or external representa-
tives, with the governments and authorities with whom

—negotiations take place in order to gain increased insight

into decision-making patterns and processes.

Sales of Bavarian Nordic’s Elstree-BN™ and IMVAMUNE™
smalipox vaccines, which have been sold as vaccines un-
der development, have primarily taken place in the form
of “one-off” sales. There can be no assurance that Bavari-
an Nordic will not, in future, become dependent on any
single customer, which may have a material adverse im-
pact on Bavarian Nordic's future growth, activities, results
of operations, financial position and cash flow.

Liability for damages and product liability
As a biopharmaceutical company, Bavarian Nordic oper-
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ates in @ market which is subject to a certain amount of
risk. Bavarian Nordic may hence be subject to the risk of
receiving liability claims alleging adverse effects from
clinical trials and the use of the Group's products. This
risk is significantly increased by concluding agreements
for the supply of smallpox vaccines that remain to be
completed or approved for use in humans. There can be
no assurance that Bavarian Nordic's products will not
have major side effects that may give rise to substantiai
liability claims. Bavarian Nordic seeks to avoid this risk by
maintaining adequate insurance coverage relative to the
Group's activities. There can be no assurance that Bavarian
Nordic will be able to maintain such insurance coverage,
or that such existing or any future insurance policies

or the Group's own resources will sufficiently cover any
claims for damages that may be received in future.

IMVAMUNE™, which is supplied to the US Authorities un-
der the RFPI contract, is a product under development.
As part of the agreement between Bavarian Nordic and
the US Authorities, the parties have agreed, for the time
being, to solely use IMVAMUNE™ for clinical research.
Management believes that Bavarian Nordic has taken all
necessary steps to cover the risks relating to the use of
IMVAMUNE™. However, there can be no assurance that
Bavarian Nordic's products are used solely for clinical re-
search, and that such use would not give rise to signifi-
cant claims for damages, which may have a material ad-
verse impact on Bavarian Nordic's future growth, activi-
ties, results of operations, financial position and cash
flow.

In addition, Bavarian Nordic has sold Elstree-BN™ small-
pox vaccines as products under development to a
number of countries and contracting parties. As part of
the supply contracts, Bavarian Nordic has excluded liabili-
ty in respect of Eistree-BN™., However, there can be no
assurance that Bavarian Nordic will not be met with
claims for damages, which could have a material adverse
impact on the Group's future growth, activities, results of
operations, financial position and cash flow.

In addition, there can be no assurance that Bavarian
Nordic will not infringe patents and other intellectual prop-
erty rights held by third-parties and will not be met with
ciaims for damages, which could have a material adverse
impact on the Group's future growth, activities, results of
operations, financial position and cash flow.

Employees

One of the key resources of Bavarian Nordic is its em-
ployees, and it is therefore a key factor in the Group's
future success that Bavarian Nordic is able to attract and
retain qualified employees. If Bavarian Nordic is unable to
attract and retain qualified employees, it may have a ma-
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terial adverse impact on the Group's future growth, activi-
ties, results of operations, financial position and cash
flow.

Bavarian Nordic has previously implemented an incentive
plan, and at the most recent annual general meeting held
on 26 April 2005 the shareholders authorised the imple-
mentation of a new incentive plan based on warrants to
the members of the Board of Directors, Corporate Man-
agement and the employees. The programme is intended
to motivate and retain the Group's employees and create
a workplace that meets the requirements of existing and
future employees both in terms of pay and professional
challenges.

For a description of Bavarian Nordic’s incentive plans,
see “Share capital and ownership - Warrants”.

Foreign currency risks

A significant share of Bavarian Nordic's costs are settled
in euros, whilst most of the Company’s revenue is in-
voiced in US dollars and other currencies, which exposes
Bavarian Nordic to foreign currency risks. The RFP-i con-
tract with the US Authorities is settled in US dollars. Rev-
enues from the RFP-i contract come primarily from the
reimbursement of costs incurred by Bavarian Nordic in
connection with the further development of IMVAMUNE™
for the US Authorities. Foreign currency risks are hence
limited to exchange rate fluctuations from the date of in-
voice until the date of payment. In addition, Management
expects that Bavarian Nordic’s share of the order under
the RFP-Ill process will also be settled in US dollars, which
would potentially substantially increase Bavarian Nordic's
exchange rate exposure. The Company intends to seek
to hedge this exposure.

Bavarian Nordic has to date not hedged exchange rate
risks, but Management continually evaluates the need to
do so. Contracts denominated in other currencies than
euros and US dollars are not expected to constitute a
major exchange rate risk. However, there can be no as-
surance that any exchange rate fluctuations would not
have a material adverse impact on Bavarian Nordic's fu-
ture growth, activities, results of operations, financial po-
sition and cash flow.

Risks related to external factors

Competition and prices

The market for drugs is highly competitive. There are a
number of companies that develop drugs targeting the
same diseases as Bavarian Nordic and which have great-
er financial resources and in some areas are more
advanced in their product development than Bavarian

Nordic. There can be no assurance that the competitors
will not develop products or enter into alliances that may
significantly impair Bavarian Nordic’s competitive posi-
tion.

Pricing in the pharmaceutical market will have a crucial
effect on Bavarian Nordic's ability to generate profits.
There can be no assurance that Bavarian Nordic will be
able to obtain prices for its products that ensure suffi-
cient earnings to cover Bavarian Nordic's costs.

Advance commitments in respect

of the Rights Issue

The Rights Issue is not underwritten, but a number of ex-
isting shareholders, A.J. Aamund A/S and LD Pensions,
have made binding advance commitments to the Compa-
ny to subscribe for a total of 253,571 New Shares with
total gross proceeds of approximately DKK 91.3 million.
Qut of this amount, A.J. Aamund A/S and LD Pensions
will subscribe for New Shares corresponding to gross
proceeds of approximately DKK 60.0 million and approxi-
mately DKK 31.3 million, respectively, by exercising their
respective Subscription Rights.

Market price risks

The equity market is volatile. Therefore, the price of
Bavarian Nordic A/S’ shares may be affected by factors
that cannot be attributed solely to the Company’s circum-
stances. Consequently, there can be no assurance that
the value of the shares will not be affected by fluctuations
in the equity market, the market for biopharmaceutical
shares, and the market's method of pricing such shares.




Reasons for the Rights Issue

Background

Bavarian Nordic develops, manufactures and markets in-
novative vaccines for the prevention and treatment of in-
fectious diseases and cancer. Most of Bavarian Nordic's
pipeline projects, including IMVAMUNE™ and vaccines
against HIV, Japanese encephalitis, dengue fever and
measles, are based on the Group’s MVA-BN® core tech-
nology. In addition, Bavarian Nordic has a second-genera-
tion smallpox vaccine, Elstree-BN™. IMVAMUNE™ and
Elstree-BN™ have been sold and are expected to be sold
to a number of countries as products under development.
These products along with vaccines against HIV are con-
sidered by Management to be the projects that represent
the greatest market potential in the short and medium term.

In the past couple of years, Bavarian Nordic has gone
through a successive transformation from a biotechno-
logy company with preclinical and clinical research and
development of vaccines into being a completely integrat-
ed, international biopharmaceutical company with activi-
ties within research and development, production, mar-
keting and sales of its own vaccine products. Bavarian
Nordic has entered into delivery and-development con-
tracts for smallpox vaccines with the autharities in the
USA, Germany and a number of other countries.

The Company’s development contracts with the US
Authorities were awarded in February 2003 (RFP-I) and
September 2004 (RFP-II}, respectively, and comprise
the clinical development and supply of MVA-BN® as a
safe third-generation smallpox vaccine. The value of
these contracts totals approximately USD 29 million
and up to USD 141 million, respectively.

Management expects that the US Authorities will place an
order for an MVA-based smallpox vaccine (RFPI) in late-
2005. RFPIl is a continuation of the process that was ini-
tiated with RFP- and RFPI. On 28 April 20051, the US
Authorities confirmed that the RFP-lll process will be initi-
ated. In continuation of this, the US Authorities released
draft tender terms for RFP-Il on 13 May 2005. During
this stage of the programme, the US Authorities are ex-
pected to purchase a preliminary inventory of up to ap-
proximately 80 million doses of an MVA-based smallpox
vaccine in one or more tranches, of which approximately
20 million doses are expected to be delivered within 18
months of award of the contract?. The total order is ex-
pected to have a value of up to approximately USD 900
million, with an additional USD 1 billion expected for main-
tenance of the stocks during 2007-201 33, The final
terms and conditions for the RFP-lll order are expected to
be published in the summer of 2005, with the award of
the contract expected in late 2005. Management expects
that Bavarian Nordic will be awarded the whole or a sub-
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stantial portion of this contract. The RFPAIl order and the
maintenance agreement will be executed in a commercial
partnership with one of the world’s largest vaccine manu-
facturers, GlaxoSmithKline Biologicals s.a., a subsidiary
of GlaxoSmithKline Pic.

With a view to positioning Bavarian Nordic as well as pos-
sible for this order, the Group has accelerated the devel-
opment of the globat clinical development programme for
IMVAMUNE™ and made substantial investments in its
own manufacturing facilities in Kvistgard, Denmark so
that production can begin in July 2005. These steps have
resulted in accelerated costs.

Bavarian Nordic’s revenue for the year ended 31 Decem-
ber 2004 was DKK 164.8 million, with a pre-tax loss of
DKK 76.7 million. The original forecast for 2004 was a
revenue of DKK 400 million and a pre-tax profit of DKK
60-80 million. In December 2004, Bavarian Nordic re-
duced its forecast for 2004 to a revenue of DKK 170
million and a pre-tax loss of DKK 80 million. The revised
forecast was primarily attributed to a postponement in
the sales of Elstree-BN™ smallpox vaccine. Sales of
these vaccines are expected to take place during H2
2005.

The postponement of the sales of Elstree-BN™ smallpox
vaccines and the accelerated investments in order to
strengthen the Company’s pasition to win a substantial
portion of the RFPIl contract have reduced the Group’s
capital preparedness, which at 31 December 2004
totalled approximately DKK 165 million of which approxi-
mately DKK 70 million consisted of leased facilities and
mortgages on the plant in Kvistgard.

Use of proceeds

Bavarian Nordic aims to obtain gross proceeds of
approximately DKK 417.6 million from the Rights Issue.

In conjunction with Management's expectation of winning
the whole or a substantial part of an order for the supply
of third-generation smallpox vaccine to the US Govern-
ment under the RFPIl contract, the proceeds from the
Rights Issue will be used as temporary financing of the
necessary build-up of inventaries of raw materials and
ready-to-use vaccines and trade receivables in connection
with the sale and delivery of these vaccines, which are
expected to occur from 2006. Management expects that
the revenue from this order over the delivery period will
generate a significant and increasing liquidity surplus.

In addition, Bavarian Nordic plans to use the proceeds
from the Rights Issue to strengthen its research and prod-
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uct development activities, including clinical trials within
smallpox, HIV, measles and cancer, and production. In
that connection, Bavarian Nordic has, inter alia, estab-
lished a subsidiary in California, USA in order to increase
its research and development activities within cancer im-
munotherapy. Moreover, Bavarian Nordic plans an expan-
sion of its export and marketing function.

In order to reduce production costs and provide maxi-
mum supply reliability to Bavarian Nordic’s customers,
Management plans for Bavarian Nordic to initiate an in-
vestment in a vaccine filling and packing line in Kvistgard,
Denmark in 2005/2006. This investment is expected to
total approximately DKK 115 million. The decision con-
cerning the funding of this investment is expected to be
made around the time the investment is initiated.

Finally, a portion of the proceeds from the Rights Issue
will be used to strengthen the Company’s overall capital
resources so that the Group can react quickly on interna-
tional investment and collaboration opportunities that
may arise.

If the gross proceeds from the Rights Issue are substan-
tially lower than approximately DKK 400 million, Manage-
ment intends to reconsider Bavarian Nordic's future strat-
egy, including action plans and the funding structure.
Moreover, the Group intends to focus its research and
development activities on projects which Management
believes have the greatest market potential in the short
and medium term (IMVAMUNE™ and vaccines against
HIV). For information on the Group's capital prepared-
ness, see also “Risk factors — Capital preparedness”.

The speed at which the proceeds from the Rights Issue
and the operating income are used will depend on; the in-
vestments and the costs of manufacturing smallpox vac-
cines, the number of research programmes, preclinical
and clinical products that are moved on in clinical devel-
opment, and the timing and terms and conditions of po-
tential collaborative agreements. Lack of income from
the sale of smallpox vaccines and outlicensing could con-
tribute to reducing the speed of development of certain
programmes in order to optimise the use of the Group's
cash preparedness.

Until the proceeds from the Rights Issue are used,
Bavarian Nordic intends to invest them in investment
grade securities and as cash deposits with banks.




Market and diseases

Unless otherwise indicated, the information in this section
is derived from the World Health Organisation (“WHO"),
the US Center for Disease Control and Prevention (CDC)
and the National Institutes of Health (NIH) websites and
relevant links. Management believes that the market and
disease description in this section is accurate. However,
there can be no assurance that other sources may not
have different opinions of the market in which Bavarian
Nordic operates.

The references to websites used to prepare this section
apply as per 19 May 2005. However, there can be no as-
surance that the contents of the websites referred to will
not be changed after the release of this Prospectus.

Bavarian Nordic is an international biopharmaceutical
company that develops, manufactures and markets inno-
vative vaccines for the prevention and treatment of infec-
tious diseases and cancer. Most of Bavarian Nordic's
pipeline projects, including IMVAMUNE™ and vaccines
against HIV, Japanese encephalitis, dengue fever and
measles, are based on the Group’s MVA-BN® core tech-
nology. In addition, Bavarian Nordic has a second-genera-
tion smallpox vaccine, Elstree-BN™,

IMVAMUNE™ and Elstree-BN™ have been sold and are
expected to be sold to a number of countries as prod-
ucts under development. These products along with vac-
cines against HIV, are considered by Management to be
the projects that represent the greatest market potential
in the short and medium term, so Bavarian Nordic wil! fo-
cus the majority of its resources in these areas.

The Group continually assesses the market potential and
the competition for the disease areas in which it conducts
research and development projects. These disease areas
and their market potential are described in more detail
below.

Smallpox

History and background

Throughout history, smallpox caused by the Variola major
virus (human smallpox virus) has resulted in more deaths
than any other infectious disease. In 1950, 30 years be-
fore WHO declared that smallpox had been eradicated,
50 million cases of smallpox occurred in the world each
year?, The Variola major virus is fatal in 10-30% of those
who contract it.

The Variola virus belongs to the orthopox virus family.
Gene sequence studies have shown that camelpox is the
most closely related virus and that variola and camelpox
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share the same ancestor, possibly a smalipox virus in ro-
dents. A virus such as variola requires a human popula-
tion of between 100,000 and 300,000, living closely to-
gether, to manifest itself in the population. The virus first
appeared in human evolution a few thousand years ago in
the Egyptian and Mesopotamian cultural societies and the
northern parts of India, at the same time as which the
camel became domesticated. Given the close relationship
between human smallpox and camelpox, it would be rea-
sonable to assume that both viruses originate from any
one of these places 2,000 to 4,000 years ago. This as-
sumption is consistent with the earliest written records
and archaeological findings from these civilisations?,

Orthopox virus and vaccination

In addition to variola and camelpox, vaccinia virus, cow-
pOX virus, mousepox virus, monkeypox virus and several
other viruses also belong to the orthopox family of virus-
es. It is a well-documented fact that there is strong cross-
immunity between all members of this family of viruses.
From the early 1800s, smallpox vaccination was made
mandatory in many countries, evolving to comprehensive
vaccination campaigns against smallpox, and finally a glo-
bal vaccination effort in the 1860s and 1970s, co-ordi-
nated by WHO. In May 1980, human smallpox was offi-
cially declared eradicated as a human disease.

The observation made by Edward Jenner, a British physi-
cian, that milkmaids who had contracted cowpox no long-
er developed human smallpox disease has formed the ba-
sis for vaccines which over the next two centuries gradu-
ally eradicated the disease. Initially, vaccination of humans
involved scraping the cowpox virus into the skin after it
had been punctured (scarified). The problem with this pro-
cedure was that it relied on the availability of active cow-
pox infections in cows to produce the vaccine. Therefore,
a procedure based on an infection chain in humans was
developed in which a person vaccinated with cowpox
transferred his infection to another person through a so-
called “arm-to-arm” method. In this way, the vaccine could
be kept “alive” through many generations. Obviously, this
procedure was not particularly suitable and led to the
transfer of many other infections. During the 20th centu-
ry, smallpox vaccines were usually manufactured in ani-
mals through comprehensive scarification of the animal's
abdomen with the vaccinia virus. Currently known as
“first-generation vaccines”, these vaccines were used un-
til 1980. However, before then, a “second-generation
vaccine” had begun to be introduced. In principle, these
vaccines were similar to the first-generation vaccines,
with the exception that they were produced in cell cul-
tures in laboratories. First and second-generation small-
pox vaccines are often referred to as “traditional small-
pox vaccines”.
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In 1980, when WHO declared that human smalipox (variola)
had been eradicated, global smallpox vaccination pro-
grammes were discontinued with the exception of military
personnel in certain countries. The reason for discontinu-
ing general smallpox vaccination programmes was that it
was common knowledge that, in spite of the effective
protection against human smallpox infection, the use of
these vaccines involved significant safety problems. Side
effects are built into the mechanism of action in the way
cowpox virus and vaccinia virus offer protection against
human smallpox. When the variola virus infects an unpro-
tected human, it will normally cause the virus to spread,
leading to smallpox pustules on the entire body. Such
cases have a fatality rate of 10-30%. An infection with the
vaccinia virus, on the other hand, will usually only cause a
local infection and a single smallpox pustule at the injec-
tion site. Over a period of 10-14 days, an immune re-
sponse is induced and the vaccinia virus infection is com-
bated. The vaccinated person is subsequently protected
against variola or human smallpox infection. However,
large groups of people cannot effectively fight the local
infection of a vaccinia virus vaccination. This causes side
effects such as: generalised vaccinia infection, which is
often fatal; progressive vaccinia infection, where the local
infection spreads to a large area around the inoculation
site; and eczema vaccinatum, which is an eczema that
spreads to the entire body or to an infection of the brain.
Another common complication seen especially in vacci-
nated infants is local infections that may eventually lead
to blindness or deafness caused by their scratching of
the vaccination wound followed by putting their finger in
their eyes or ears. High-risk groups for smallpox vaccina-
tion with vaccinia virus include infants, elderly people,
people infected with HIV and AIDS patients, cancer pa-
tients, people who have had an organ transplant and peo-
ple with atopic disorders such as atopic dermatitis and
active eczema as well as allergies such as hay fever. In
total, about 10% of the population has a direct risk of ex-
periencing serious side effects from vaccination with vac-
cinia virus, and when persons in close contact with high-
risk groups are included, about one-fourth of the popula-
tion should be excluded from vaccination with first and
second-generation smallpox vaccinesS. A new side effect
from vaccination with vaccinia virus in clinical studies is a
heart infection (myopericarditis), observed in up to 1 out
of every 140 healthy young men vaccinated with the first
and second-generation vaccines which the USA has been
stockpiling since 20017 8,

After 1980, due to the large number of serious side ef-
fects of the vaccinia virus vaccination, WHO recommend-
ed that all countries stop vaccinating the general popula-
tion and either destroy human smallpox virus samples
stored for research purposes or submit such samples to
one of two public (authorised) institutions in the USA and

the Soviet Union, respectively. These countries were
thereafter the only countries to store samples of the
variola virus or human smallpox virus for medical and
research purposes.

Human smallpox was believed to have been eradicated
and all virus samples kept under control.

Why a new, safe smallpox vaccine?

in the early 1990s, however, it became clear that, in
spite of the convention prohibiting the development, pro-
duction and stockpiling of bacteriological {biological)
weapons and their destruction (from 1972), and the con-
vention prohibiting biological weapons (from 1975), a
variola virus had been manufactured for use in warfare®.
It also became clear that many of the scientists who had
been working with biological weapons programmes had
emigrated to other countries that gave rise for concern.
Furthermore, volumes of manufactured human smalipox
virus could not be accounted for.

Up through the 1990s, it also became evident that only
very few people were still protected against smallpox
infection. In addition, there were indications that the
monkeypox virus could potentially spread to other spe-
cies, including humans?. Finally, it became increasingly
obvious that new gene technologies could be applied

to alter different animal pox viruses with the purpose of
manufacturing synthetic viruses that could potentially act
like human smallpox!®, For example, camelpox is very
similar to human smallpox, in that there are essentially
only three genes that separate the two viruses®. DNA syn-
thesis technologies are continually being developed. It is
expected that in 2006, the technology will be developed
to an extent that would allow the synthesizing of DNA to
the size of smallpox virus. Technologies for reconstituting
smalipox virus from its DNA already exist!!.

Based on these observations, a number of governments
have found that there is a need to stockpile smallpox vac-
cines in order to be able to quickly respond in the event
of an outbreak of smallpox in humans. During 1999-
2002, these governments started to stockpile traditional
first and second-generation smallpox vaccines. The USA,
for example, has stockpiled approximately 320 million
doses of traditional vaccines. Germany, the UK and the
Netherlands have also built smallpox vaccine stocks for
their entire population, and many other countries have
stockpiled large or small contingency stocks of smallpox
vaccines'? 13 14, In the autumn of 2004, the G7 countries
decided to provide WHO with a stockpile of 200 million
doses of smallpox vaccine. However, these vaccines are
not available today and therefore have to be manufac-
tured if this decision is to be realised.



The side effects of traditional vaccinia vaccines were al-
ready recognised as a serious problem long before the
smallpox disease was eradicated. As early as 1950, sev-
eral initiatives were implemented to develop safer small-
pox vaccines. Two particular viruses are known to be

the product of this research’s. One of them is Modified
Vaccinia Ankara (MVA) and the other, a Japanese vaccinia
virus, is known as LC16m8. The strategy behind the
development of these viruses was based on changing the
characteristics of the traditional vaccines by modifying
these viruses to changed living conditions. The LC16m8
vaccine was developed by modifying the Lister-Elstree
vaccine to grow in rabbit kidney cells at reduced temper-
atures in more than 30 passages. The idea was that the
modified virus would be attenuated when administered to
humans at body temperatures of 37°C. The LC16m8
vaccine is to some extent attenuated compared with the
original vaccine, but it still causes the same side effects
as the classical vaccines!®. MVA was developed in a
more radical manner. The idea was to exclusively culti-
vate from the master virus a number of generations on
chicken embryo fibrobiast cells, anticipating that the virus
would alter its characteristics and no longer be capable of
growing in mammalian cells. MVA is a vaccinia virus de-
rived from the vaccinia strain CVA (Chorioallantois Vaccinia
Ankara), which is used by the Vaccination Institution
Ankara in Turkey as a basis for vaccination of humans.
MVA was developed by the German Professor Anton
Mayr in Munich!é as an attenuated vaccinia virus through
repeated serial passages in chicken embryo fibroblast
(CEF) cells. After 516 passages, CVA, which had now been
attenuated, was named MVA (Modified Vaccinia Ankara).
MVA 516 was transferred to Bayrischer Impfanstalt in
Germany with the objective of being developed into a new
and safe smallpox vaccine. This Institute continued the
serial passages of MVA 516, leading to MVA passage
571, which formed the basis of the vaccine used for the
pre-vaccination of more than 120,000 children and adults
in Germany after product approval in 1976. Bavarian
Nordic's MVA-BN®-based smallpox vaccine, IMVAMUNE™,
is an advancement of the original MVA 571 vaccine.

—IMVAMUNE™ is a third-generation smallpox vaccine char-

acterised by the fact that it is unable to replicate in human
cells and therefore cannot cause a productive infection.

The market for smallpox vaccines in 2005

There is distinct and growing concern in the international
community that smallpox may be used as a biological
weapon in warfare or in acts of terror, or that the small-
pox disease may re-occur by the spreading of other
orthopox viruses from animals to humans®. Several gov-
ernments, including the USA, the UK, Germany and the
Netherlands have established stockpiles for their entire
population, and a number of other countries have stock-
piled large or small contingency stocks of smallpox vac-
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cines. In addition, many international organisations are
debating contingency strategies concerning the interna-
tional stockpiling of vaccines. These organisations in-
clude the European Commission!’, WHO and the G7
countries. The US health authorities have, together with
anthrax bacteria and other microorganisms, classified
variola or human smallpox virus, as a Class A pathogen
which is deemed to represent one of the greatest threats
to US citizens!®,

Bavarian Nordic has supplied traditional smalipox vaccine
to authorities in a number of countries and is currently
discussing and negotiating for the production, distribution
and development of smailpox vaccines to a number of
additional countries.

Smallpox vaccine products are not approved in the mar-
ket today, with the exception of the LC16m8 vaccine ap-
proved in Japan. Although Bavarian Nordic's vaccines
have yet to be approved for general use by any authority,
Bavarian Nordic has seen a demand for its smallpox vac-
cines.

In July 2004, Bavarian Nordic's IMVAMUNE™ vaccine was
granted “fast track” status by the FDA. “Fast track” sta-
tus ensures that Bavarian Nordic has ongoing dialogue
with the FDA during the development programme and
gives priority review status to an application for product
approval. “Fast track” status is granted to drugs in devei-
opment for which the FDA believes that there is an acute
or great need. Management expects that Bavarian Nordic
will be the only company to receive product approval for
a third-generation smallpox vaccine within the next few
years.

It is difficult to give a precise estimate on the market size
for traditional first and second-generation smallpox vac-
cines. In recent years, a number of countries have stock-
piled smalipox vaccines. Management estimates that the
USA, Germany, the Netherlands, France, Denmark and
the UK have stockpiled a tota! of 550-600 million doses
of first and second-generation smallpox vaccines, and
that Japan has stocked approximately 12 milfion doses of
the LC16m8 smallpox vaccine. In addition, Management
estimates that a number of other countries in Europe and
elsewhere have stockpiled between one and six million
doses per country. The size of the stocks in most other
countries is unknown.

In addition to the existing stocks, the G7 countries have
decided to provide WHO with a stockpile of 200 miliion
vaccine doses. With the exception of minor surplus
stocks from the USA, Germany and a few other coun-
tries, these are vaccines that currently do not exist in the
G7 countries. Less than half of the G7 countries have
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vaccines for their entire populations or surplus stocks of
traditional smallpox vaccines.

With its third-generation smallpox vaccine IMVAMUNE™,
Bavarian Nordic is at the forefront of setting new stand-
ards for smallpox vaccines. Bavarian Nordic’s IMVAMUNE™
vaccine programme has contributed to the US Authorities’
creation of the three-step (RFP) tender process (known as
the RFPH, RFP-I and RFP-lIl programmes) for the develop-
ment and stockpiling of a safe smallpox vaccine for the
25% of the population who are not without significant risk
of side effects from vaccination with traditional first and
second-generation vaccines available today. The US
Authorities have allocated up to approximately USD 900
million to purchase up to approximately 80 million doses
of an MVA-based vaccine such as IMVAMUNE™ and ear-
marked approximately USD 1 billion in additional funds

to maintain the stocks and the infrastructure during the
period 2007-2013. RFPAIl is a continuation of the process
that was initiated with RFP-l and RFP4I. On 28 April 2005,
the US Authorities confirmed that the RFP-lil process

will be initiated. Following this, on 13 May 2005 the US
Authorities published a draft of the tender terms for
RFP-II. During this stage of the programme, the US
Authorities are expected to purchase preliminary stocks
of up to approximately 80 million doses of MVA-based
smallpox vaccine in one or more tranches. Approximately
20 million doses are scheduled for delivery within 18
months of award of the contract.

Management expects that the US Authorities’ purchase of
these up to approximately 80 million doses of an MVA-
based third-generation vaccine will have a very significant
influence on similar decisions in other western countries
in the coming years. Management anticipates that the ini-
tiation of the RFP-lI process will change the market for
smallpox vaccines to the benefit of third-generation vac-
cines. Upon registration, it is Management's opinion that
the bulk of the market will be assumed by third-genera-
tion vaccines, leaving first and second-generation vac-
cines as registered contingency vaccines. Management
believes that it would be-a natural step for a number of
governments to resume smallpox vaccination of their
populations when a third-generation vaccine becomes
available upon registration. In doing so, these countries
could avoid maintaining expensive vaccine contingencies
which would include emergency vaccine stocks that
would have to be replaced every three to five years. Reg-
ular vaccination would require re-vaccination every 10 to
20 years, depending on the size of the background im-
munity required in the population.

Given IMVAMUNE™'s safety profile, Management believes
that the future price for IMVAMUNE™ will be competitve.
Prices for first and second-generation vaccines that have

been sold to a number of countries have fluctuated con
siderably in recent years, with an average price of about
EUR 2.0 per dose. To this price should be added several
euros per dose for bandages over the area where the lo-
cal infection with vaccinia occurred to avoid infection and
to protect against the infection being transferred to the
eyes, ears or to other persons.

Competition in the market for smallpox vaccines
In addition to Bavarian Nordic's smallpox vaccines, the
market for smallpox vaccines is currently covered by first
and second-generation vaccines. These include:

¢ Acambis Plc.'s (“Acambis”) ACAM2000 vaccine, which
is a cloned NYCBOH (New York City Board of Health)
derived vaccine produced in vero cells.

The LC16m8 vaccine, which is derived from a first-
generation Lister-Elstree vaccine through temperature
adaptation, supplied by the Chemo-Sero-Therapeutic
Research Institute, Kaketsuken (Japan), to the Japanese
government.

The US company Vaxgen Inc. is working under a license
to develop the LC16m8 vaccine as an alternative to
the ACAM2000 vaccine.

In recent years, Sanofi-Aventis SA has manufactured

an unknown quantity of a Lister-Elstree vaccine which,
similar to Bavarian Nordic's Lister-Elstree (Elstree-
BN™}) vaccine, is produced in CEF cells.

In recent years, approximately 120 million doses of more
than 20-year-old first-generation vaccines have been
bought by or donated to governments. These vaccines
were supplied by Berna Biotech AG, Wyeth Corporation
and Sanofi-Aventis SA.

Two companies, Acambis and Bavarian Nordic, are devel
oping third-generation vaccines based on the MVA virus,
which Management expects will take over the large ma-
jority of the smallpox vaccine market.

Management believes that Bavarian Nordic's third-genera-
tion smallpox vaccine IMVAMUNE™ has a competitive
edge over the MVA vaccine currently being developed

by Acambis (ACAM3000). Management believes that
IMVAMUNE™ js more advanced in terms of its preclinical
and clinical development as well as production capacity.
Acambis’ ACAM3000 is derived from a research sample
of the polyclonal MVA572 virus developed by Professor
Anton Mayr in the 1970s. Acambis has received a sample
of this virus from the National Institutes of Health, USA
after it had been cloned three times by Professor Bernard
Moss of the NiH?®,




Hiv

History and background - HIV

The first case of human immunodeficiency virus (HIV) was
documented in the USA in 1981. In 1983 the first case
was recorded in Africa, although people had for some
time before been talking about a “slim disease” which
caused rapid weight loss and death, and which later
turned out to be AIDS. Research has since shown that
HIV occurred in humans long before it was observed in
1981. HIV is a retrovirus that belongs to the lentivirus
family of viruses. One of the lentiviruses found in mon-
keys is the Simian Immunodeficiency Virus (SIV). Re-
search in the human immunodeficiency virus has shown
that HIV evolved from an SIV virus that spread from mon-
keys to humans, probably both in East Africa and West
Africa long before the disease had become known. This
has led to the two main strains of HIV virus; HIV 1 and
HIv 2.

In 1983, teams of researchers in France and the USA
identified the human immunodeficiency virus, but the
impact of the disease and its rapid proliferation overtook
scientific achievement. In 1986, HIV was pronounced
both an epidemic and endemic among certain population
groups. Since then, unsafe sex and the use of contami-
nated syringes have been identified as the main cause of
the global spread of HIV. The only exception is Africa,
where the transmission of HIV from mother to child is a
substantial problem.

In less than 25 years, HIV has developed into a global epi-
demic. HIV/AIDS is now present in all countries around
the world. Recently, UNAIDS in conjunction with WHO esti-
mated that approximately 40 million people were living
with HIV at the end of 2003, and about 3 million people
with AIDS died that year. The developing countries still
bear the brunt of the impact from the disease. In 2003,
more than 5% of all HIV infected people lived in low and
middle-income countries. HIV is also spreading fast in
Eastern Europe and Central Asia. According to the most
-...recent data, Eastern Europe has the world's fastest grow-
ing rates of HIV/AIDS infection. Growing drug abuse and
unsafe sex has accelerated the spreading of HIV in these
countries, which, until now, have avoided, or have at least
had a very limited rate of HIV infections. According to
UNAIDS/WHO projections for the period 2002-2010,

an additional 45 million people in 126 low and middle-
income countries are estimated to be living with HIV, if the
global prevention and action programme is not expanded.

There is no treatment available today that can cure HIV

and AIDS. However, progress has been made in develop-
ing therapies to slow the progression of the disease. One
of the strategies or therapies to control HIV consists of a
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combination of several antiretroviral drugs and is known
as highly active antiretroviral therapy (HAART). The pur-
pose of this aggressive therapy is to prevent the ad-
vancement of HIV by reducing the virus concentration to
a very low or non-measurable level. HAART is an effective
treatment regime, but unfortunately, an increasing
number of patients develop resistance to one or more of
the substances included in HAART. The existing antiretro-
viral therapy cannot completely eradicate HiV from the
body and is associated with many serious side effects?.

HIV vaccines

As an alternative to antiretroviral therapy, a number of
scientists employed with public research institutions, uni-
versities and pharmaceutical companies are working to
develop vaccines against HIV. Bavarian Nordic conducts
research both in prophylactic and therapeutic vaccines.
These are described below.

Prophylactic vaccines against HIV

Scientists have attempted to develop a prophylactic vac-
cine against HIV for more than 20 years. According to
WHO, more than 30 possible vaccine candidates have
been evaluated in 60 trials enrolling more than 10,000
individuals without achieving significant resuits.

Therapeutic vaccines against HIV

While vaccines have primarily been used to prevent dis-
ease, the potential use of vaccines in a therapeutic set-
ting has increasingly been the focus of research in recent
years. Instead of preventing disease, the idea of a thera-
peutic vaccine is to prevent or slow the progression of an
already existing disease. A successful therapeutic vac-
cine against HIV infection would slow the advancement of
HIV into AIDS by activating the immune system against
the existing HIV infection and contributing to suppressing
the proliferation of the HIV virus. The goal of a therapeu-
tic HIV vaccine would be to complement the existing anti-
viral HAART therapy or as a replacement for HAART ther-
apy for individuals who either cannot tolerate the existing
HAART therapy or for whom the therapeutic vaccine is ef-
fective in terms of suppressing disease progression.

Market potential for HIV vaccines

Bavarian Nordic’s HIV vaccines address an unmet de-
mand. The market consists of two very different sub-mar-
kets, one of which is the therapeutic market that primarily
encompasses the wealthy western market with approxi-
mately 2 million people living with HIV infection and AIDS.
The other market is a prophylactic market for which there
is a global long-term political goal to vaccinate the world
population, including third-world countries, where the
spread of HIV remains uncontrolled. More than 35 million
people with HIV or AIDS live in poor industrialised coun-
tries or in developing countries. The Sub-Saharan African
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region is the most affected area with HIV infection and
AIDS spreading at an unprecedented pace. WHO esti-
mates that about 7.4% of the adult population between
the ages of 15 and 49 in the Sub-Saharan African region
is infected, and that more than 3 million people contract-
ed HIV in 2004. On a global scale in 2004, 39.4 million
were fiving with an HIV infection or AIDS, and in the same
year 4.9 million contracted HIV and 3.1 million people
died from AIDS2,

Since HIV was first discovered in 1981, more than 25 mil-

lion people have died from AIDS. There are no indications
that the disease is slowing down. There are no vaccines
against HIV and no vaccines are likely to be brought to
market in the foreseeable future. Management believes
that the therapeutic vaccine market will offer high income
margins, while the market for prophylactic vaccines will
primarily consist of affluent western countries and inter-
national organisations, such as WHO, or foundations such
as the Melinda and Bill Gates Foundation, which are ex-
pected to buy vaccines at the lowest possible price in or-
der to donate such vaccines to third world countries
where the spread of HIV infection remains uncontrolled.
Some of these international organisations and founda-
tions will also provide funding for the development of HIV
vaccines.

Competition in the market for HIV vaccines
Although it has been 25 years since HIV was identified,
there are currently no registered HIV vaccines. Manage-
ment believes that Bavarian Nordic’s MVA-based vaccine
projects are among the most promising projects world-
wide on which information is publicly available.

Management believes that Bavarian Nordic is the only
company offering a vaccine based on more than three
HIV proteins in development. Bavarian Nordic's prophylac-
tic vaccine candidate is based on eight HIV virus antigens
and could potentially induce a very broad immune re-
sponse.

Dengue fever

Dengue fever is caused by infection of a flavivirus related
to Japanese encephalitis virus (JEV), yellow fever virus,
tick-borne encephalitis virus and West Nile virus. Dengue
virus consists of four sub-types; dengue 1 to 4 virus.
Dengue virus causes many deaths due to a phenomenon
known as antibody-mediated immune enhancement,
which means that persons who have already had a den-
gue infection are more exposed to serious disease if they
are reinfected. The reason is that, whereas existing anti-
bodies normally help to protect a person against subse-
guent infections, certain dengue virus antibodies contrib-

ute to accelerating a reinfection, and the result for people
who are reinfected is serious disease, brain infection and
death. Dengue virus is endemic in more than 100 courn-
tries on all continents with the exception of Europe. Ac-
cording to WHO, up to 50 million new cases are reported
each year, resulting in about 500,000 hospitalisations.
Dengue virus causes substantial problems especially in
urban areas in Asia, Latin America and Africa, where the
disease is mosquito-borne. There are no approved vac-
cines against dengue virus, and all treatment regimes are
symptomatic. Bavarian Nordic is conducting a dengue
fever vaccine project in preclinical trials.

Japanese encephalitis

Japanese encephalitis (JE) is caused by an infection with
Japanese enchephalitis virus (JEV) which is transmitted by
mosquitoes. JEV often causes a serious inflammation of
the brain, which may result in permanent brain damage.
JEV is endemic in large parts of eastern Asia. Pigs are
the natural hosts of JEV, and the transmission to humans
is often due to the fact that humans and pigs live in close
proximity in the small villages of Southeast Asia. JEV

is considered a so-called emerging infectious disease
(increasing incidence) in many countries of Southeast
Asia despite the fact that the disease has been endemic
for many years.

Two vaccines are registered, one of which is manufac-
tured in China and the other by the Korean firm Green
Cross Vaccine Corporation. Both vaccines are produced
in mouse brains and cause several serious side effects.
In addition, Phase lii clinical trials are in progress with
two additional vaccine candidates. One of these vaccines
is of the same type as the vaccine marketed by Green
Cross Vaccine Corporation but is produced in cell cu-
tures instead of in mouse brains. This vaccine is devel-
oped by the Austrian company Intercell AG. The other
vaccine, developed by Acambis plc., is based on a re-
combinant yellow fever virus. Management believes that
the Group's MVA-BN®based vaccine will be competitive
both in terms of efficacy and safety.

Measles

Measles vaccines are commercially available and vaccina-
tion has helped control measles in the western world for
many years. All existing vaccines are based on live, atten-
uated or de-activated viruses. Measles is one of the most
frequent causes of death among children below the age
of 5 in developing countries, where approximately
500,000 children die every year from the disease. Man-
agement believes that the measles vaccines currently on



the market are inadequate and are associated with too
many side effects, as a result of which many parents de-
cide not to have their children vaccinated. One of the rea-
sons why the existing vaccines are not sufficiently effec-
tive in infants is that antibodies derived from breast milk
often de-activate the vaccine. Following the eradication of
smallpox, polio and measles are two of the diseases that
WHO is determined to eradicate through global vaccina-
tion campaigns. However, to be successful such a cam-
paign will be dependent on a new, safer and more effec-
tive vaccine. Bavarian Nordic is conducting preclinical
measles research.

Cancer immunotherapy

The most promising new therapies for cancer diseases
are based on immunotherapy. Several new drugs based
on passive immunotherapy (antibody therapy) have
reached the market. Passive immunotherapy is based on
recombinant antibodies such as Her-2/neu antibody
(Herceptin) for the treatment of breast cancer and Rituxan
for the treatment of B-cell lymphoma. The drawback of
passive immunotherapy is that it addresses only one arm
of the immune system based on antibodies. Research
has shown that, as for chronic infectious diseases, con-
trolling cancer will largely depend on a T-cell response.

Management believes that vaccination based on active
immunotherapy, activating both a humoral (antibody) and
a cellular (T-cel) immune response, could potentially offer
improved cancer therapy. However, active immunothera-
py {vaccination) is a relatively new treatment regime, and
vaccines have not yet been registered in this field, though
a number are expected to be registered within the next
few years. Some of the vaccine approaches in which re-
search is being conducted include the pulsation of den-
dritic cells with DNA-based antigens, either directly with
the antigen, or with virus vectors expressing the antigen.
These methods are based on ex-vivo techniques in which
dendritic cells are extracted from the patient, enriched

—and treated with the antigen, after which the cells are re-
inserted into the patient. Management believes that it will
be complicated but possible to commercialise such vac-
cines.

Management believes that direct vaccination will be pref-
ered. Research in the field encompasses several technol-
ogies for the delivery of cancer antigens, including with
DNA-based vaccine, protein-based vaccines and viral vec-
tor-based vaccines. Historically, killed cancer cells have
also been tested as vaccines.

DNA is not suitable for inducing a humoral immune re-
sponse, and the cellular immune response is very weak.
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Protein-based vaccines will primarily induce a humoral im-
mune response. Unlike the above-mentioned technolo-
gies, viral vector-based vaccines offer the advantage that
the virus will induce both a strong humoral and a cellular
immune response. The pharmaceutical industry is also
focusing on adenoviruses and smallpox-based viruses. In
the field of smallpox-based viruses, focus is centred on
canary pox virus {Alvac-based virus from Sanofi-Aventis
SA), fowl pox virus and vaccinia virus, with particular at-
tention to MVA-based vaccines.

In its first project, BN ImmunoTherapeutics, Bavarian
Nordic’s US subsidiary, will seek to develop a vaccine
against breast cancer. Breast cancer afflicts about one
in ten women at some point in their lives.
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Technologies

Conventional vaccine technologies are based on expos-
ing the person receiving the vaccine to either an inactive
or an aftenuated form of the pathogen that causes the
disease. Modern vaccine technologies are often based
on vectors. In medicine, a vector is usually an organism
that does not inherently cause disease but which spreads
infection by transmitting pathogens (an organism that
causes disease) from one host to another. A common
feature for natural vectors is that a foreign pathogen is in-
troduced in a new host. One example of a natural vector
is a mosquito transmitting Japanese encephalitis virus
{JEV) from pigs to humans.

In medicine, a vaccine vector is an attenuated or killed
version of a virus, bacterium or DNA-plasmid which car-
ries an inserted antigen {a protein which the body per-
ceives as foreign) from a pathogenic micro-organism
{usually a bacterium or virus) to the person receiving the
vaccine.

Vector vaccines deliver the antigen to the body in a natu-
ral fashion by stimulating the body’s immune system to
respond to a “safe injection”. The immune system is
“fooled” into eliciting an immune response (antibodies
and celiular) to the antigen in question.

Vectors

Research is conducted in a number of vector technolo-
gies used in connection with vaccine development. The
key types of vector technologies are described below.

Viral vectors

A viral vector can be based on an attenuated virus, which
means that it cannot replicate or proliferate in the host
(producing new virus particles) but will stili be able to in-
troduce and express a gene in the infected cell. In vac-
cine development, a recombinant virus may be used as a
transmitter - or vaccine vector - to deliver genetic mate-
rial to a cell in which it merges with the vector's own ge-
netic material and is transcribed (translated) into pro-
teins. A key feature of viral vectors is that they can elicit
both a strong humoral and Tcell immune response. Viral
vectors are the preferred vectors for the development of
vaccines to prevent and treat infectious diseases and
cancer. Adenovirus and poxviruses (including canary pox,
vaccinia and fowl pox) are the most common vector vac-
ctine candidates.

Bacterial vectors

Similar to viral vectors, in bacterial vectors the DNA en-
coding for an antigen is inserted into its genome. The
bacteria then express the antigen together with its own
proteins. Since some bacteria can survive in the gastroin-

testinal tract, a bacterial vector is attractive for oral deliv-
ery of antigens and induction of mucosal immune reac-
tion.

Plasmid vectors

Plasmid vectors are DNA-based vaccines that elicit a cel-
lular immune response. These are relatively easy to pro-
duce at a relatively low cost. However, the existing DNA
vaccine technology is often inefficient in eliciting an ade-
quate immune response in humans. Furthermore, it is not
known exactly how long the plasmid DNA persists in the
host cell or whether the genetic material introduced into
the host cell nucleus could potentially integrate into the
host genome and thereby cause permanent changes in
the gene material of the vaccinated subject.

Bavarian Nordic’s vector technologies

Bavarian Nordic's primary products are based on the
Group's viral vector technology MVA-BN®. MVA-BN® is the
virus used by Bavarian Nordic in its non-recombinant form
as third-generation smallpox vaccine, IMVAMUNE™, and
in recombinant forms as a viral vector in its HIV, measles,
Japanese encephalitis, dengue fever and cancer pro-
grammes.

Bavarian Nordic has established its MVABN® technology
as a vector vaccination technology that induces both a
strong cellular (T-cell) and humoral (antibody) immune re-
sponse in the vaccination of animals and humans.
Bavarian Nordic has demonstrated in clinical trials that
MVA-BN® can increase the number of immune cells in
newborn animals, seriously immunocompromised animals
and humans without causing side effects?, Bavarian
Nordic has also demonstrated that MVA-BN®.based vac-
cines stimulate immune growth factors and thereby in-
duce a rapid development of the immune system in new-
born animals, and has shown that this effect influences a
new-born animal’s ability to combat infections in general.
A similar effect was observed in humans infected with
HiV.

The MVA-BN® technology is described further in “Market
and diseases — Why a new, safe smallpox vaccine?".




Bavarian Nordic

Group presentation and
historical background

The activities of Bavarian Nordic began in 1994 in con-
nection with a collaborative agreement between an aca-
demic research group in Munich, Germany, at the Insti-
tute for Molecular Virology-Forschungszentrum fiir
Strahlenforschung und Gesundheit {*GSF") and a group
of Danish scientists and investors. During its first years,
Bavarian Nordic conducted research in gene therapy, cell
therapy and vaccines based on research results obtained
by scientists at GSF and other research groups in Munich.
The gene therapy activities were later discontinued.

Bavarian Nordic's key technology is its MVA-BN® technol-
ogy, which was developed from a German smallpox vac-
cine used in the 1970s. Bavarian Nordic's first MVA-
based programme was launched in 1985. This pro-
gramme built on the fact that a recombinant MVA vaccine
based on the HiV nef protein and a theory that a cellular
and antibody-based immune response against the HIV nef
antigen could potentially slow down an HIV infection that
had already been established. Another early research
programme involved a therapeutic vaccine based on the
melanoma self-antigen tyrosinase. Bavarian Nordic cur-
rently pursues active vaccine research and development
programmes in smallpox, HIV, measles, cancer, Japanese
encephalitis and dengue fever based on

MVA-BN®,

Bavarian Nordic A/S was listed on the Copenhagen Stock
Exchange in 1998.

Since 2002, Bavarian Nordic has marketed and manufac-
tured a second-generation smallpox vaccine, Elstree-
BN™,

In 2002, Bavarian Nordic refocused its strategy towards
the development of vaccines, a field in which commercial
progress was considered to be imminent. During the peri-
od from 2002 to 2004, Bavarian Nordic sold Eistree-BN™
—vaccines for a total of approximately DKK 750 million.

Bavarian Nordic vaccinated more than 400 people in
2004 in its IMVAMUNE™/MVA-BN® smallpox vaccine de-
velopment programme. No side effects were observed.

in 2004, Bavarian Nordic achieved several important
milestones. In July 2004, Bavarian Nordic's IMVAMUNE™
development programme was granted “fast track” status
by the FDA. Also in 2004, Bavarian Nordic received regu-
latory approval from the FDA and the German health au-
thorities for the clinical testing of a smallpox vaccine in
high-risk subjects such as persons with HIV infections and
atopic disorders. To date, Bavarian Nordic remains the
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only company to receive such authorisation. In July 2004,
Bavarian Nordic signed a framework agreement with
GlaxoSmithKline Biologicals s.a., a subsidiary of Glaxo-
SmithKline Plc., one of the world's largest vaccine manu-
facturers, on the production, distribution and marketing
of IMVAMUNET™,

In July 2004, Bavarian Nordic was also granted a patent
by the United States Patent and Trademark Office
(“USPTO"), covering MVA-BN® virus in recombinant and
non-recombinant form and derivatives thereof with similar
properties. The patent covers the MVA virus, which can-
not replicate in a number of defined mammailian cells and
immunocompromised animals, and defines and includes
the MVA virus to be a similar or better safety profile as
compared with MVA-BN®,

Management expects that Bavarian Nordic will invest a to-
tal of approximately DKK 250 million in land, buildings
and the reconstruction of the Kvistgard production facility
in Denmark. Most of these costs have been incurred and
financed, amounting to approximately DKK 225 million as
of 31 March 2005.

Strategy

Bavarian Nordic's strategy is based on the development
of products that make a real difference in the treatment
and prevention of infectious diseases and cancer.
Bavarian Nordic's future growth builds on the MVA-BN®
vector which Management finds to be a safe multivalent
vaccine vector.

Bavarian Nordic’s strategy is to develop products that of-
fer distinct competitive advantages while maintaining a
well-balanced risk diversification of the Group's opera-
tions. Bavarian Nordic believes that it is important to
work both with modern recombinant vaccine technologies
such as the Group's HIV vaccine projects, and also with
other projects based on well-documented vaccine tech-
nologies such as IMVAMUNE™. Furthermore, Bavarian
Nordic believes that it is strategically important to diversi-
fy its projects to include infectious diseases, in which pro-
phylactic vaccines have historically proven to be effec-
tive, such as Japanese encephalitis and measles, but also
therapeutic vaccines against chronic infectious diseases
such as HIV or cancer for which vaccines are to a greater
extent untested.

Management is strongly focused on building Bavarian
Nordic's clinical and regulatory functions to ensure target-
ed product registration strategies. Bavarian Nordic's
strategy also involves building expertise and capacity in
clinical batch manufacturing, maturing of industrial produc-
tion lines and actual industrial production with the relevant
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expertise in quality management of biological production.
This strategy is important both to support the Group’s
own research and development programmes and as a
risk diversification tool based on existing global bottle-
necks in biological production. In the medium term,
Bavarian Nordic plans to invest in the production of
other traditional vaccines in addition to IMVAMUNE™.

Goals

The Group has defined a number of goals in relation to (1)
commercial activities (2) research, development and
technology and (3) production.

Commercial activities

+ To obtain the full or a substantial portion of the RFP-Il|
order which has an anticipated value of up to approxi-
mately USD S00 million from the US Authorities at the
end of 2005.

» To achieve a substantial part of the maintenance con-
tract in relation to RFP-Ii of approximately USD 1 billion
during the period from 2007 to 2013 for the replace-
ment of existing vaccine stockpiles.

¢ To exploit the market potential for IMVAMUNE™ in a

number of other countries.

To sell approximately 17 million doses of Elstree-BN™

smallpox vaccine in 2005.

¢ To outlicense the MVA-BN® technology to pharmaceuti-
cal companies for use outside Bavarian Nordic's focus
areas.

* To manufacture MVA-BN®-based vaccines for pharma-

ceutical companies, who will use the MVA-BN® vector

technology outside Bavarian Nordic's focus areas.

To bring therapeutic as well as prophylactic HIV vac-

cines to market using in-house marketing functions or

through partnering.

- Product registration of a therapeutic MVA HIV nef
vaccine from 2007-2008.

- Product registration of a prophylactic HIV vaccine
from 2008-2009.

Production

» To begin the manufacture of IMVAMUNE™ at the
Kvistgard facility, July 2005.

* To obtain the final approval from the Danish Medicines
Agency of the Kvistgard facility in early Q4 2005.

¢ To initiate an investment in a vaccine filling plant in
2005/2006.

* To expand the production facility in 2007-2008 for the
production of traditional vaccines against infectious
diseases, including influenza vaccines.

* To initiate production batches for clinical trials at the
production facilities in Berlin, Germany.

Research, development and technology

* To obtain Emergency Authorization for IMVAMUNE™
in the USA in 2006 and to file a registration application
in the USA in 2008.

¢ To initiate Phase lll clinical trials for the MVA HIV nef
vaccine in 2007.

* To initiate preclinical trials for measles vaccines in
2005.

* To initiate clinical trials for cancer immunotherapy
vaccines in 2006.

Clinical pipeline

Bavarian Nordic’s primary products are based on the
Group's viral vector technology MVA-BN®, MVA-BN® is the
virus used by Bavarian Nordic in its non-recombinant form
as third-generation smallpox vaccine, IMVAMUNE™, and
in recombinant forms as a viral vector in its HIV, measles,
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Japanese encephalitis, dengue fever and cancer pro-
grammes. Elstree-BN™ is currently the only product that
is not based on the MVA-BN® technology.

Smallpox vaccines

Bavarian Nordic develops and sells smallpox vaccines
based on MVA-BN® and Elstree-BN™. Bavarian Nordic's
regulatory strategy for smallpox vaccines is being estab-
lished in collaboration with US and EU health authorities.

Bavarian Nordic has ownership of all relevant data for
regulatory approval and has developed a number of pat-
ents and patent-protected processes used in the produc-
tion of the Group’s vaccines.

IMVAMUNE™

Bavarian Nordic develops MVA-BN® as a stand-alone third-
generation smallpox vaccine, IMVAMUNE™. The develop-
ment programme was initiated in 1999, and since 2003
Bavarian Nordic has collaborated with NIH concerning the
clinical development of the MVA-BN® smallpox vaccine
(IMVAMUNE™) under the RFP programme for develop-
ment and stockpile of an MVA-based smallpox vaccine.

In February 2003, Bavarian Nordic was one of two com-
panies to be awarded part A of the RFP-l contract for the
early development of IMVAMUNE™. In addition to the
clinical studies already scheduled to be funded by NiH,
part A of RFP- provides funding for further clinical and
technical development of IMVAMUNE™. In September
2003, Bavarian Nordic was the only company to be
awarded part B of the RFP- contract, which provides
funds for further clinical testing of IMVAMUNE™, The
total funding obtained by Bavarian Nordic under parts

A and B of the RFP4 contract amounts to approximately
USD 29 million.

In September 2004, Bavarian Nordic was awarded funds
under RFP-Il. This RFP provides funds for further preclini-
cal and clinical development of IMVAMUNE™, involving
the vaccination of more than 2,000 persons in three clini-
cal trials. Furthermore, the funds are used to test the ro-

~bustness of the bulk manufacturing process and valida-

tion of the industrial process according to Good Manufac-
turing Practice (GMP). The contract also encompasses
the supply of 500,000 doses of IMVAMUNE™ produced
with Bavarian Nordic's validated manufacturing process.
The RFP4! contract has a value of up to USD 100 million. In
addition, NiH has an option to purchase an additional 2.5
million doses of IMVAMUNE™ at a value of USD 41 million.
For further information about the Group's RFP- and RFP!
agreements, see “Material coliaborative agreements”.

RFP-l and RFP-I are development contracts which are
expected to lead to the US Department of Health and
Human Services (HHS) inviting tenders to supply a major
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contract (RFP-ll} in the summer of 2005. Management ex-
pects that the process will encompass approximately 80
million doses of MVA-based smallpox vaccine at a value
of up to about USD 900 million and an additional mainte-
nance agreement worth approximately USD 1 billion dur-
ing the period 2007-2013. RFPll is a continuation of the
process that was initiated with RFP-l and RFP4I. On 28
April 20085, the US Authorities confirmed that the RFP-Il
process will be initiated. Following this, on 13 May 2005
the US Authorities published a draft of the tender terms
for RFPAII. During this stage of the programme, the US
Authorities are expected to purchase preliminary stocks
of up to approximately 80 milfion doses of an MVA-based
smallpox vaccine in one or more tranches. Approximately
20 million doses are scheduled for delivery within 18
months of award of the contract.

In addition, the RFP-li order is expected to require a com-
mitment from the contracting party to carry out complete
product registration of the MVA-based vaccine in the USA.
Bavarian Nordic is planning a safety study of 5,000 indi-
viduals in this connection. Management believes that
Bavarian Nordic has a strong competitive edge in terms
of winning the entire or a significant portion of the RFP-Iil
order from the US Authorities.

In order to position itself as favourably as possible in rela-
tion to the anticipated RFP-l tender, Bavarian Nordic has
established production facilities in Kvistgard Denmark. ini-
tial production capacity at the Kvistgard site will be ap-
proximately 40 million doses of IMVAMUNE™ per year.
The capacity can be immediately adjusted to approxi-
mately 60 million doses of IMVAMUNE™ per year without
major additional investments and be further expanded to
180 million doses of IMVAMUNE™ per year. Accordingly,
Management expects to be able to deliever the total ex-
pected volume of smallpox vaccine under the RFP-lll ten-
der within less than 18 months of receiving the order.

To give the US Authorities additional supply reliability for
IMVAMUNE™, Bavarian Nordic has entered into a frame-
work agreement with GlaxoSmithKline Biologicals s.a., a
subsidiary of GlaxoSmithKline Plc., one of the world's
largest vaccine manufacturers, regarding the production,
including filling, distribution and marketing of
IMVAMUNE™, Under the terms of the agreement, the par-
ties will collaborate and form a commercial partnership
on RFP-lIl and future US governmental programmes to
ensure adequate production and security of supply to
other markets. In addition, approximately six months af-
ter the allocation of the RFPIl contract from the US Aw
thorities, GSK is expected to establish production facili-
ties with about the same capacity as Bavarian Nordic's
production capacity at the plant in Kvistgard, Denmark.
See “Material collaborative agreements - Global frame-
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work agreement with GlaxoSmithKline Biologicals s.a.
concerning IMVAMUNE™" for a further description of the
agreement with GSK.

In July 2004, Bavarian Nordic was granted a patent by
the United States Patent and Trademark Office (USPTO),
covering MVA-BN® virus in recombinant and non-recom-
binant form and derivatives thereof with similar proper-
ties. Bavarian Nordic has a number of equivalent patent
applications pending in most parts of the world and has
filed for a patent on a number of other significant aspects
of IMVAMUNE™, See “Patents and intellectual property
rights”.

In connection with the Group's IMVAMUNE™ clinical devel-
opment programme, Bavarian Nordic has conducted and
completed a Phase | study and a Phase Il dose study. In
the Phase Il study, which inlcuded 165 healthy individuals,
IMVAMUNE™ proved to have a high safety profile at the
three dose levels tested. At the highest dose, all of the in-
dividuals showed a strong and fast immune response.
94.2% of the study population seroconverted after only
one vaccination, while 100% of the subjects seroconvert-
ed after two vaccinations. In addition, all of the subjects
in the two low-dose groups seroconverted after having
completed the entire vaccination schedule. Based on
data from a number of animal studies and clinical trials,
Management expects that IMVAMUNE™ wili offer docu-
mented efficacy and protection against smallpox infection
3 to 4 days after only one vaccination, while traditional
replicating vaccines only show protection 10 to 14 days
after vaccination.

Bavarian Nordic has three ongoing Phase | clinical studies.
The first study is a direct comparison of IMVAMUNE™
with the traditional DryVax® vaccine from Wyeth Corpora-
tion. The other study is a safety and efficacy study in per-
sons with atopic disorders, who represent one of the
hightrisk groups for traditional smallpox vaccines and
therefore have an increased risk of experiencing serious
side effects. The third study is a safety study in HiV-infect-
ed persons and AIDS-patients, who also represent one

of the high-risk groups for traditional smallpox vaccines.
During the coming 12 months, Management expects to
vaccinate close to an additional 2,000 subjects in three
Phase Il clinical studies. These comprise a placebo-
controlied safety and efficacy study in 1,000 persons,

a comparative study with DryVax® in 440 persons, and

a study involving the vaccination of 500 persons with a
range of atopic disorders.

Management expects that the IMVAMUNE™ clinical devel-
opment programme will result in an Emergency Authoriza-
tion in 2006 and an application for registration (BLA) in
2008. See “Current trading and prospects — Outlook”.

Elstree-BN™

Elstree-BN™ is a second-generation vaccinia smalipox
vaccine produced in a serum-free medium. The virus
strain is generic and is not covered by patents or other
proprietary rights. In its production, Bavarian Nordic es-
sentially employs the same processes as those used
when manufacturing MVA-BN®, Elstree-BN™ is a second-
generation vaccine and is therefore expected to show ex-
actly the same side effects as other traditional smallpox
vaccines. A Phase { clinical trial with Elstree-BN™ in 32
subjects showed that the vaccine induced a typical vac-
cine reaction in all 32 individuals, and showed no unex-
pected adverse reactions.

Historically, Bavarian Nordic has only produced
Elstree-BN™ according to demand. During the period
from 2002 to 2004, Bavarian Nordic sold Elstree-BN™
vaccines at a total value of approximately DKK 750 mil-
lion. In conjunction with the production of a large order
for the German authorities in the beginning of 2004,
Bavarian Nordic established a stock of 12 million doses
of Elstree-BN™ smallpox vaccines. Furthermore, Manage-
ment expects that Bavarian Nordic can sell another 5 mil-
lion doses of Elstree-BN™ smallpox vaccines, currently in
stock with Impstoffwerk Dessau-Tornau GmbH (“IDT"), the
Group’s contract manufacturer. In 2004, Bavarian Nordic
experienced limited demand. The decision by the G7
countries to establish a WHO stock of 200 million doses
of smallpox vaccine has increased demand, and Manage-
ment expects to sell 17 million doses of Elstree-BN™
vaccines in 2005.

HIV vaccines
Bavarian Nordic is developing three therapeutic and pro-
phylactic HIV vaccines simultaneously.

MVA HIV nef

This programme is based on an MVA-recombinant vac-
cine expressing the HIV nef protein. Based on previous
clinical results, Management believes that the vaccine
could potentially counteract HIV replication and slow dis-
ease progression in persons already infected with HIV. To
date, Bavarian Nordic has completed three clinical trials
with this vaccine. Further development is based on prom-
ising results obtained in one of the three trials. In this tri-
al, the vaccine was able to control HIV replication after in-
terruption of HAART therapy in 7 out of 14 subjects for
up to 11 months and in 5 of these 7 subjects for 34
months. A multi-centre Phase Il clinical study in 75 individ-
uals with more advanced HIV/AIDS is expected to be con-
ducted in 2005. In this study, 50 individuals are expected
to be vaccinated with the MVA HIV nef vaccine, while a
contro! group of 25 subjects will receive IMVAMUNE™.
The study will compare immunogenicity and the potential
effect on disease progression. This study is expected to



lead to a large Phase Il or Phase lll trial in 2007 in several
hundred HV-nfected patients and result in the accelerat-
ed registration of MVA HIV nef.

MVA-BN® HIV polytope

The Group's second HIV vaccine is based on an MVA-BN®
virus expressing 21 killer T-celis and 18 helper Tcell
epitopes. The vaccine is developed in a partnership with
Epimmune Inc. The vaccine is tested in a prophylactic
study in which the MVA-BN® vaccine is administered after
priming with the corresponding DNA vaccine. This re-
search programme is supported by the NIH under an RFP
to Epimmune Inc., with Bavarian Nordic acting as sub-
contractor. In addition, Bavarian Nordic is developing the
vaccine as a therapeutic vaccine for the treatment of pa-
tients already infected. The MVA-BN® vaccine has been
cloned and produced. A number of release tests are on-
going before the first Phase | and Phase I/ clinical trials
are expected to be initiated.

MVA-BN® HIV multiantigen

Bavarian Nordic's third HIV vaccine is an MVA-BN® vac-
cine expressing eight whole or truncated antigens from
the HIV virus with the aim of eliciting a very broad im-
mune response against the HIV virus. Management ba-
lieves that this is necessary to develop a successful pro-
phylactic vaccine. The vaccine has been cloned and char-
acterised. In 2005, Bavarian Nordic's production facilities
in Berlin, Germany, are expected to manufacture a clinical
batch of this vaccine. Following a small Phase | clinical
safety study in Europe, the intention is to test the vaccine
as a prophylactic vaccine in 1,000 subjects in Africa. The
plan is to vaccinate 500 healthy uninfected young men
with the multiantigen vaccine and to vaccinate another
500 uninfected young men with IMVAMUNE™, The HIV in-
fection rate in the two groups will subsequently be moni-
tored. The vaccine is based on HIV clade B virus, but
Management expects to see crossimmunity to other HIV
clades.

Dengue fever

Bavarian Nordic has cloned a vaccine based on the NS1
" dengue protein. Results from ongoing research have indi-
cated that the vaccine provides cross-mmunity between
all four dengue virus strains, while at the same time ex-
cluding an antibody response to the E protein, E protein
antibodies are believed to accelerate the viral uptake dur-
ing secondary infections, which in turn could lead to a
more serious disease state. Management believes that a
vaccine that excludes antibody response to the E protein
could offer significant safety benefits. Bavarian Nordic is
currently evaluating the vaccine in preclinical trials.

Japanese encephalitis
In 2004, Bavarian Nordic manufactured a clinical batch of
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MVA-BN® JEV, and initiated preclinical trials to be followed
by the planning of Phase | clinical trials.

Childhood diseases and related illnesses,
including measles

Bavarian Nordic currently does not have any clinical
projects in childhood diseases and related illnesses, but
Management expects to conduct a number of preclinical
trials in these areas in 2005.

Bavarian Nordic's goal is to develop a new, safe and ef-
fective measles vaccine based on MVA-BN®, expressing
two of the measles virus surface antigens, F and H, and
the regulatory protein, N. The vaccine has been cloned,
and during 2005 Bavarian Nordic expects to produce a
so-called “master seed virus”, to complete toxicity stud-
ies and to initiate efficacy studies in a monkey model.

Cancer immunotherapy

From 1956 to 2002, Bavarian Nordic developed an MVA
tyrosinase-based vaccine for the therapeutic treatment of
melanoma cancer. After two Phase I/l clinical trials in
Mainz, Germany, and Milan, ltaly, the programme was dis-
continued due to disappainting results. Using the existing
measuring methods, it was impossible to measure a
T-cell response in the Mainz trial and only very limited
responses in the Milan trial. However, the Milan group of
scientists continued to monitor patients and to develop
new methods of measuring T-cell response against the
tyrosinase protein. In 2004, the final results of the Milan
study were finalised. The data showed that the MVA-
tyrosinase vaccine had induced a strong T-cell response
against the self-antigen, tyrosinase, with a strength simi-
lar to that against the actual MVA virus. Consequently,
Management believes that Bavarian Nordic's MVA-BN®
vector technology has the potential to break tolerance
towards cancer self-antigens. Breaking the tolerance to-
wards self-antigens is the key to developing cancer vac-
cines. Failure to break tolerance towards the self-antigen
would render it impossible to elicit an immune response
against the cancer. The data from the Milan study also
showed that the MVA-BN® vaccine could potentially do
more than break the tolerance by also provoking an im-
mune response that fasted for a measuring period of 72
weeks.

Based on these results, Bavarian Nordic decided in 2004
to resume its research and development activities in the
field of cancer vaccines by establishing the subsidiary
BN ImmunoTherapeutics in California, USA. The strategy
for the first vaccine candidate is to be based on “vaiidat-
ed target antigens”. Bavarian Nordic's first cancer vac-
cine candidate will target breast cancer, based on the
Her-2/neu antigen, for which a monoclonal antibody tar-
geting this antigen (Herceptin) is marketed by Roche AG
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and Genentech Inc. This antibody has proven to be effec-
tive in about 20% of patients. Bavarian Nordic's subsidi-
ary, BN ImmunoTherapeutics, has inlicensed the rights to
a Her-2/neu antigen developed by the Danish biotechnol-
ogy company Pharmexa A/S (“Pharmexa”). Pharmexa’s
Her-2/neu antigen has been developed to break tolerance
to the self-antigen, and for safety reasons, the pro-
oncogenic sequences of the antigen have been removed.
Bavarian Nordic has cloned the MVA-BN®-based Her-2/neu
vaccine and expects to file for an IND in 2006 to initiate
the first clinical trials.

New IMVAMUNE™ applications

Neonatal immunology

In 2004, Bavarian Nordic’s research group in Munich,
Germany, was expanded to include a group of scientists
conducting research in vaccines for infants. Resuilts from
Bavarian Nordic's researchers in collaboration with an ex-
ternal group of scientists have shown that vaccination of
one-day old mice was safe and generated an overall stim-
ulating effect on the immune system24. The study also in-
dicated that the vaccinated mice were protected against
other infections, including Herpes simplex virus. Simitar
results were achieved in earlier clinical trials with Bavarian
Nordic’s MVA HIV nef vaccine in HIV-infected subjects,
where the MVA vaccination induced an increase in the
number of dendritic cells, helper Tcells and killer T-cells.
Furthermore, Bavarian Nordic’s scientists have demon-
strated that the effect is attributable to an immune cell
growth factor, Fit3-L. Management believes that these re-
search results will open up for a number of new therapeu-
tic opportunities, and Bavarian Nordic's scientists are
working to elucidate the potential.

CapCell™

in 2002, Bavarian Nordic changed its strategy to focus
its business on the development of vaccines — a field in
which commercial progress was considered to be immi-
nent. As a result of this decision, the Group adapted its
plans for the cell encapsulation technology. Even though
an already completed clinical trial in 14 patients had dem-
onstrated a promising therapeutic effect in patients with
advanced pancreatic cancer, it became evident in the
summer of 2004 that the technology would involve major
regulatory problems, in terms of production, products,
storage and distribution, and all these problems would
have to be overcome prior to an anticipated product ap-
proval.

Consequently, Bavarian Nordic revised its goal for the
project, instead focusing on bringing the encapsulation
technology, the cell line and the production of polymer
raw materials into line with applicable cGMP regulations.
Subsequently, Bavarian Nordic will aim to form strategic
alliances with one or more of the companies that develop

cellbased therapies and rely on encapsulation or similar
technologies. Also, the company will seek to form a stra-
tegic alliance for the pancreatic cancer programme.

Production facilities

Bavarian Nordic has two hightechnology production facili-
ties. One of the facilities, located in Kvistgard in Den-
mark, is designed for the commercial production of
IMVAMUNE™ and MVA-BN® recombinant vaccines. The
other facility, located in Berlin, Germany, is designed for
the production of recombinant vaccines for clinical re-
search.

Management believes that the Group's Kvistgard and Ber-
lin production facilities will meet the requirements set by
the EU and the USA (FDA) for “Good Manufacturing Prac-
tice” (GMP), and that they will meet all regulatory guide-
lines for industrial vaccine production. In this connection,
Bavarian Nordic has received a number of approvals, in
cluding environmental approvals to establish production
facilities in Kvistgard, Denmark, and Beriin, Germany, and
Bavarian Nordic aims to comply with the terms and condi-
tions on which these approvals rely. The facilities are de-
scribed in more detail below.

Kvistgard

Bavarian Nordic took over the Kvistgard production facili-
ty in the spring of 2004. The combined investment in pro-
duction equipment, fand and buildings and their recon-
struction is expected to amount to approximately DKK
250 million. Most of these costs have been incurred and
financed, amounting to approximately DKK 225 million as
of 31 March 2005.

The reconstruction of the manufacturing unit, which be-
ganon 1 September 2004 and was completed in the
spring of 2005, proceeded according to plan. The pro-
duction equipment has been installed, and is being put
into operation and tested. The production and quality or-
ganisation is almost fully in place with the employment of
all managers and most of the operators required. These
employees are in the process of finalising the qualification
of the production facility.

The production facility is expected to be fully staffed by
the end of Q2 2005, at which time the facility is expected
to be fully qualified for production to start up in July 2005.
All the necessary manufacturing approvals have been re-
ceived according to plan.

In Q3 2005, Bavarian Nordic expects to complete the
production required to obtain the Danish Medicines
Agency's final approval of the site at the beginning of Q4




2005. When production starts, Management expects to
start stockpiling IMVAMUNE™,

In order to reduce production costs and ensure maximum
supply reliability to its customers, Management plans for
Bavarian Nordic to initiate an investment in a vaccine filling
and packing line in Kvistgard, Denmark in 2005/2006.
This investment is expected to total approximately DKK
115 million. If the investment is not made, Management
believes that it will be possible to outsource filling activities.

The Kvistgard facility houses the administration, quality
control, quality assurance and production functions. The
facility is situated on a site of more than 37,500 m? of
land. The buildings total approximately 9,000 m?, of
which the production area occupies about 6,000 m2,
which includes approximately 1,100 m? for clean rooms,
and about 3,000 m? for office space and laboratory facili
ties. The Kvistgard facility is designed, built and qualified
to manufacture IMVAMUNE™ and MVA-BN® recombinant
vaccines for the European and the US markets. In Man-
agement's opinion, the Kvistgard facility complies with all
European and US quality standards and also complies
with the environmental requirements of the Danish author-
ities.

The administrative facility and quality units have been
completed and are now in use. In March 2005, the
Danish Medicines Agency approved the quality control
laboratory, which has now been approved to prepare re-
lease analyses for the IMVAMUNE™ smallpox vaccines
and MVA-BN® recombinant vaccines manufactured by
Bavarian Nordic. Moreover, the Danish Medicines Agency
has approved Bavarian Nordic's overall quality systems.

Initial production capacity at the Kvistgard site will be ap-
proximately 40 million doses of IMVAMUNE™ per year.
The capacity can be immediately adjusted to approxi-
mately 60 million doses of IMVAMUNE™ per year without
major additional investments, and can be further expand-
ed to 180 million doses of IMVAMUNE™ per year.

Berlin

The Berlin facility covers an area of approximately 630
m2, of which approximately 420 m? are occupied by
clean rooms. In addition to the actual production section,
the unit houses a quality controf faboratory and an admin-
istrative section. The organisation of the unit has been ful-
ly developed, and 15 employees currently work at the
site. On 1 February 20085, the facility was approved by
the German authorities for the production of MVA-BN®
recombinant vaccines for clinical testing in humans, and
production of the first recombinant vaccine has been initi-
ated. The unit is expected to be capable of manufactur-
ing a minimum of eight production batches per year.
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Organisation

During the past couple of years, Bavarian Nordic has
gone through a successive transformation from a bio-
technology company with preclinical and clinical research
and development of vaccines into a fully integrated inter-
national biopharmaceutical company with activities in re-
search and development, production, marketing and the
sale of its own vaccine products. In connection with this
transformation, the Group has increased its focus on ex-
panding the organisation.

Bavarian Nordic’s organisation is divided into a research
and development department, a department for financial
and commercial affairs, and a department for technical
operations. The managers responsible for these depart-
ments form part of the corporate management group,
which ensures joint action plans, an understanding of and
commitment to the implementation of the Group's strate-
gies throughout the organisation.

Bavarian Nordic's research and development department
is project-based and includes primarily preclinical and
clinical research in the Group’s pipeline products, vaccine
development and regulatory affairs. With the exception of
the research activities in cancer immunotherapy, the R&D
department is located in Munich, Germany. The Group’s
cancer immunotherapy activities are conducted by a sub-
sidiary in the USA. Management expects to enlarge the
R&D department in line with the expansion of the Group’s
product pipeline and its advancement.

The department for financial and commercial affairs is
mainly involved in sales and marketing of the Group's vac-
¢ine products, business development activities, strategy,
financial management and investor relations.

The department for technical operations focuses on the
production of IMVAMUNE™, inciuding the design and re-
construction of the Kvistgard and Berlin production facili-
ties, as well as quality control and quality assurance of
the Group'’s projects and products. Bavarian Nordic has
set up an independent quality organisation under the de-
partment for technical operations, which includes a quali-
ty control laboratory to enhance the Group's quality as-
surance expertise. Moreover, the department is responsi-
ble for procurement of materials used in production as
well as logistics in connection with the supply of products
to the Group's customers. Concurrently with the transition
from a biotechnology company to a biopharmaceutical
company, Bavarian Nordic has substantially increased the
number of employees in this department. Management
expects to recruit a number of new employees in the de-
partment in line with the expected increase in the number
of smallpox vaccine orders.
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In addition to the departments described above, Bavarian
Nordic has a number of staff functions involved with the
Group's administrative functions.

Legal structure of the Group

Bavarian Nordic has subsidiaries in Germany and the USA.
Bavarian Nordic A/S’ German subsidiary, Bavarian Nordic
GmbH, has its registered office in Munich and a depart-
ment in Berlin. The Berlin premises primarily house produc-
tion facilities used mainly for the production of recom-
binant MVA-BN® vaccines for clinical testing, while the ac-
tivities in Munich primarily consist of preclinical and clinical
research. In May 2003, Bavarian Nordic acquired Schering
AG’s whally owned subsidiary GTB GenTherapeutika Berlin-
Buch GmbH in Berlin, which later merged with Bavarian
Nordic GmbH in Munich, Germany. In 2004, the Group's
Berlin facility implemented the MVA-BN® technology in its
manufacturing processes and has subsequently obtained
permission to manufacture large volumes of clinical mate-
rial for the Group's global development programmes.

At the end of 2004, Bavarian Nordic established two
companies in the USA. The companies were established
as a holding company and a research and development
company, respectively. The objective of the research and
development company, BN ImmunoTherapeutics, is to es-
tablish activities in the field of cancer immunotherapy.
BN ImmunoTherapeutics is located in California as Man-
agement expects to build close collaborations with near-
by universities. These universities are leaders in the fieid
of cancer immunology. BN ImmunoTherapeutics will fo-
cus exclusively on research and development activities
and otherwise rely on Bavarian Nordic's expertise in
Europe for virology, clinical batch production and quality
management support.

Customers

Bavarian Nordic's Elstree-BN™ and IMVAMUNE™ smalt
pox vaccines are in Phase I/l and Phase Il clinical stud-
ies, respectively. As products under development, they
have not been approved for sales and marketing.
Bavarian Nordic's smallpox vaccines have been in high
demand from a number of countries and governments
and other public authorities because there are no ap-
proved second or third-generation smallpox vaccines on
the market.

Management expects that Bavarian Nordic will win the
whole or a substantial portion of the order under the RFP-
Il tender process. Moreover, Management believes that
the expected initiation of the RFP-Ill tender process will in-
fluence demand for third-generation smallpox vaccines
from the governments of other countries. To prepare for
this anticipated demand from a number of countries and
authorities, Management intends to start manufacturing
IMVAMUNE™ at the Group's production facilities in Kvist-
gard, Denmark, in July 2005, and to build a stock of
IMVAMUNE™ vaccines. Subsequently, Bavarian Nordic
plans to intensify its marketing and sales programmes for
IMVAMUNE™ to authorities in a number of other coun-
tries.

Sales of Elstree-BN™ and IMVAMUNE™ smallpox vac-
cines, which have been sold as vaccines under develop-
ment, have primarily taken place in the form of one-off
sales. Historically, Bavarian Nordic has sold Elstree-BN™
to a number of countries and authorities but has not en
tered into any agreements with its customers that have
made the Group reliant on any single customer. However,
Management expects that, from 2006 onwards, a sub-
stantial part of the Group's income will come from the
sale of IMVAMUNE™ to the US Authorities.

Number of

Ownership employees at

Group structure - Country interest 31 March 2005

Bavarian Nordic A/S Denmark 89
Subsidiaries

Bavarian Nordic GmbH Germany 100% 95

Bavarian Nordic Incorporated USA 100% 0

BN ImmunoTherapeutics Inc.® USA 90%? 1

Austrian Nordic Biotherapeutics AG (dormant) Austria 99.99% 0

4 BN ImmunoTherapeutics is owned by Bavarian Nordic Incorporated (“Bavarian Nordic Inc.”), which solely acts as the holding

company in the USA,

@ The remaining 10% of the shares of BN ImmunoTherapeutics is owned by the company’s CEQ in the USA, who is secured a 10%
stake in the company as part of his employment contract. Half of this allocated stake (5%} is locked for a five-year period. Moreover,
the intention is to allocate an additional 6% of the shares to future key employees of BN ImmunoTherapeutics as part of their employ-
ment contracts, thus reducing Bavarian Nordic A/S’ future ownership of BN ImmunoTherapeutics via Bavarian Nordic Inc. to an antic-

ipated 84%.



Suppliers

With respect to its biotechnology activities, Bavarian
Nordic has no major suppliers. In connection with the pro-
duction of smallpox vaccines, the Company has signed
agreements with a key adviser concerning the recon-
struction, design and building of the production facility in
Kvistgard, Denmark. In addition, Bavarian Nordic has a
number of raw materials suppliers. Management believes
that Bavarian Nordic is not dependent on any single sup-
plier.

Employees

Bavarian Nordic's employees are one of the Group's most
important resources and the key to Bavarian Nordic’s fu-
ture success. Employee efforts and abilities give the
Group its dynamics and growth. Bavarian Nordic must be
able to attract the very best people in the industry. The
Group will only succeed in these endeavours by offering
chalienging working conditions and an international at-
mosphere, Bavarian Nordic has an international corporate
culture with employees from many different countries.

Bavarian Nordic had a total of 185 employees as of 31
March 2005. Trends in the Group's headcount are illus-
trated below.

Number of employees
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The increase in activity has resulted in growth in the
number of employees. In 2004, the number of employ-
ees in Bavarian Nordic rose by about 56% compared to
2003; at yearend 2004 there were a total of 145 em-
ployees. In 2004, Bavarian Nordic increased the number
of research and development staff by about 2%, while
there was a staff increase of roughly 42% in the technical
operations deaprtment relative to 2003. This trend has
continued into 2005.

As of 31 March 2005, the breakdown of Group employ-
ees by function was as follows: Corporate Management
and staff functions: 34 employees; research and develop-
ment: 56 employees; financial and commercial affairs: 21
employees; and technical operations: 74 employees.

For the purpose of motivating and retaining the Group's
employees and to create a workplace where current and
future employees experience a combination of profes-
sional challenges and financial satisfaction, Bavarian
Nordic has previously implemented an incentive pro-
gramme. At the recent Annual General Meeting held on
26 April 2005 the shareholders authorised the implemen-
tation of a new incentive programme based on warrants
to the members of the Board of Directors, Corporate
Management and employees. Management believes that
these measures, combined with the ongoing training of
the Group’s employees, will continue to ensure dedicated
employees in the future.

In 2004, Bavarian Nordic A/S merged the Company’s two
subsidiaries in Germany in order to focus and enhance
the efficiency of operations in the Group's various depart-
ments. This involved the relocation of the preclinical
research team in Copenhagen, Denmark, to the Group's
research and development projects in Munich, Germany.
All of these steps were taken in order to simplify adminis-
trative procedures and expenses and to optimise the
Group's combined resources, including the high level of
staff qualifications.

Insurance

Bavarian Nordic A/S handles and takes cut all material in-
surance for the Group via insurance brokers, who obtain
offers for renewal and extensions of the Group's insur-
ance portfolio and provide advice to Bavarian Nordic on
insurance matters and requirements. Special insurance
for foreign subsidiaries is handled locally.

Bavarian Nordic has taken out combined business and
product liability insurance including general coverage for
Phase I/1l and Phase Il clinical trials. This insurance cov-
ers all countries, with the exception of clinical trials in the
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USA and Germany, where additional separate coverage
has been taken out for clinical trials. Insurance covering
the amount of DKK 100 million has been taken out for
clinical trials. The policy has standard terms and condi-
tions, containing the usual provisions on deductible.

Furthermore, Bavarian Nordic has taken out insurance for
real and personal property in Denmark on “All Risk” terms
and conditions, with additional coverage for the loss of
profits from sub-contractors and inventories located at
sub-contractors. The Company has also taken out per-
sonal property insurance and statutory employee cover-
age in Germany. Management expects to take out sepa-
rate policies to cover its US companies at a iater date.

In addition, the Company has taken out liability insurance
for the Board of Directors and Corporate Management of
Bavarian Nordic A/S and for the management of all sub-
sidiaries on standard terms, with extended coverage for
employee claims against the management in the USA.

Finally, the Company maintains various standard insur-
ance for business travel, company cars, etc. in Bavarian
Nordic.

All of the insurance companies used by Bavarian Nordic
are Arated according to A.M. Best Company Inc. (“A.M.
Best™).

Management believes that Bavarian Nordic maintains the
necessary insurance coverage, and the Group's insur-
ance broker, AON, believes that the Company’s most
common risks, including the statutory insurances, are ad-
equately covered. However, loss of profit insurance for
the Kvistgard production facilities will not be established
untit the start-up of commercial production.

Offices and facilities

Bavarian Nordic’s headquarters and administrative func-
tions are located in Kvistgard, Denmark, where the Com-
pany has approximately 6,000 m2 of production facilities
and approximatley 3,000 m? of office space and labora-
tory facilities. In addition, Bavarian Nordic has laboratory
facilities and office space in Munich, Germany totalling
approximately 3,900 m?, and laboratory, production and
office space in Berlin, Germany, covering approximately
690 m2. Furthermore, Management expects that Bavarian
Nordic will sign a lease for approximately 1,300 m? of
laboratory faciliities and office space in California, USA,
for the Group's US operations.

The Kvistgard production facilities are intended to be
used for the production of IMVAMUNE™, while the labora-

tory facilities in Kvistgard will primarily be used for quality
controt and quality assurance in connection with produc-
tion at the Kvistgard site.

The facilities in Munich hold R&D laboratories for
MVA-BN® and some administrative functions. The Bertin
premises will primarily be used for the production of re-
combinant MVA-BN® vaccines for clinical testing in the fu-
ture. The office and laboratory facilities in the USA will pri-
marily be used for cancer research.

Bavarian Nordic’s headquarters, which include the
Group's administrative functions, are located together
with the Group’s production facilities in Kvistgard, Den-
mark.

The lease in Berlin concerning the approximately 690 m?
of office and laboratory facilities cannot be terminated un-
til 30 April 2008. The annual rent is expected to be ap-
proximately DKK 1.8 million in 2005.

The lease in Munich covering the 3,900 m? of office and
laboratory facilities was signed with a term ending 31
May 2010. The annual rent is expected to be approxi-
mately DKK 4.7 million in 2005.

The final terms and conditions for the lease concerning
the activities of the subsidiary BN ImmunoTherapeutics in
the USA have not yet been finalised.

Moreover, Bavarian Nordic has the following lease obliga-
tions regarding vacated leases: (i) Munich, Frauenhofer-
strasse 18b, Munich, Germany, which expires on 31
March 2008 and has a monthly rent of approximately
DKK 205,000; (i) Ved Amagerbanen 23, Copenhagen,
Denmark, which will be terminated on its expiration on 1
December 2005. The monthly rent is approximately DKK
111,000. These obligations are fully recognised in the fi
nancial statements for 2004.
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Material collaborative agreements

Collaborative agreements with other biopharmaceutical
and biotechnology companies and production partners
form an integral part of Bavarian Nordic's business. The
Group will endeavour to retain its current partners or en-
ter into new agreements or partnerships. Bavarian Nordic
is not dependent on any single agreement.

Global framework agreement with
GlaxoSmithKline Biologicals s.a.
concerning IMVAMUNE™

Bavarian Nordic has signed a framework agreement with
GlaxoSmithKline Biologicals s.a. (GSK), one of the world’s
largest vaccine manufacturers, on the production, distri-
bution and marketing of IMVAMUNE™,

Under the agreement, it is the intention that Bavarian
Nordic A/S will transfer its production and application
technology to GSK, who may then exclusively produce,
distribute and market IMVAMUNE™ to most markets, in-
cluding North and South America, Japan and a number of
important EU markets, including the UK and France.

Bavarian Nordic A/S will continue to produce and market
the IMVAMUNE™ vaccine to the German-speaking coun
tries, the Nordic and Baltic countries and to China, the
Middle East and Southeast Asia.

Bavarian Nordic A/S will be responsible for the develop-
ment and production of IMVAMUNE™ to the US Authori-
ties under the RFP programme (RFP- and RFP-Il), which
has to date been administered by the National Institute
of Allergy and Infectious Diseases in the USA. Bavarian
Nordic A/S and GSK intend to collaborate and be commer-
cial partners in future US tender programmes, including
the coming RFP-l process, which is expected to include
an order for the delivery of up to approximately 80 million
doses of smalipox vaccine. GSK will assume the total re-
sponsibility for the US market at the time IMVAMUNE™ is
registered as an approved product in the USA.

The agreement contains provisions regarding remunera-
tion to Bavarian Nordic A/S through proportional profit
sharing between Bavarian Nordic and GSK on the sale of
IMVAMUNE™ in GSK's territories. The agreement includes
the possibility that, in certain situations and against
agreed remuneration, both Bavarian Nordic A/S and GSK
may produce IMVAMUNE™ for supply and delivery in their
respective territories. If Bavarian Nordic or GSK supply
IMVAMUNE™ to each other’s respective territories, most
of the income will be allocated to the company that
handles the production of IMVAMUNE™.

Approximately six months after the award of the RFP-Il
contract from the US Authorities, GSK is expected to es-
tablish production capacity of about the same size as
Bavarian Nordic's own production capacity at the plant in
Kvistgard, Denmark.

The collaboration will cease if Bavarian Nordic A/S does
not receive a share of the expected RFP-l order, or if the
US health authorities do not approve GSK as a supplier of
IMVAMUNE™,

The agreement is subject to Danish law, and any disputes
will be settled by the Maritime and Commercial Court in
Copenhagen, Denmark.

Development contract {(RFP-1) with the
National Institute of Allergy and infectious
Diseases

In February 2003, the US Authorities awarded Bavarian
Nordic A/S a milestone-based contract with NIAID for the
development of Bavarian Nordic's smallpox vaccine,
IMVAMUNE™. The RFP- order was divided into two parts,
part A and part B. Part A was a milestone-based contract
over a three-year period under which Bavarian Nordic,
inter alia, within the first 12 months, is to deliver at least
5,000 doses of IMVAMUNE™, prepare a detailed clinical
development plan, begin the clinical development and
prepare a plan for large-scale production of IMVAMUNE™
in order to show how Bavarian Nordic will be able to pro-
duce and deliver up to 30 million doses to the US Authori-
ties. Part A of the RFP- contract included funding from
NIAID of costs for approximately USD 6 million.

In September 2003, the US Authorities also awarded
Bavarian Nordic A/S part B under the RFP1 contract. The
purpose of part B is to undertake additional studies of
IMVAMUNE™ in Phase !l clinical studies of healthy volun-
teers, and Phase | and Phase [l clinical studies in persons
in the risk groups, including persons with a weakened im-
mune system.

With the award of part B under the RFP-l contract,
Bavarian Nordic has obtained funding under part A and
part B of this contract for a total amount of approximate-
ly USD 29 million.

NIAID is entitled to terminate the contract at any time
against reimbursement of all costs already paid. The
agreement is regulated by the Federal Acquisition
Regulations {“FAR").
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Development contract (RFP-I1} with the
National Institute of Allergy and Infectious
Diseases

On 30 September 2004, NIAID awarded Bavarian Nordic
A/S a three-year contract for further development of its
now patented IMVAMUNE™ vaccine, as a third-generation
smallpox vaccine. The contract has a value of more than
USD 100 million.

The contract is a milestone-based contract over a three-
year period under which Bavarian Nordic will, inter alia,
during the first 12 months deliver detailed production
plans, quality plans, clinical development plans, etc., and
produce and deliver 500,000 doses of IMVAMUNE™ vac-
cine within the first 11 months of the contract period,
manufactured according to the final validated production
process.

The RFP-Il contract also includes an option for the US Au-
thorities to buy an additional 2.5 million doses of
IMVAMUNE™ for an additional USD 41 million.

NIAID is entitled to terminate the contract at any time
against reimbursement of all costs already paid. The
agreement is regulated by the Federal Acquisition Regula-
tions.

Agreement between Pharmexa A/S and BN
ImmunoTherapeutics Inc.

Bavarian Nordic’s US company, BN ImmunoTherapeutics,
focuses on research and development of cancer vac-
cines, including vaccines against breast cancer, prostate
cancer and colorectal cancer.

On 3 March 2005, BN ImmunoTherapeutics entered

into an agreement with Pharmexa A/S which gave

BN ImmunoTherapeutics the global non-exclusive licence
to Her-2 DNA AutoVac™ MVA-BN®-based cancer vaccines.

The agreement includes milestone payments and royal-
ties to Pharmexa A/S on future revenues.

The agreement expires when BN ImmunoTherapeutics'
obligation to pay royalties ceases, but may before such
time be terminated by BN ImmunoTherapeutics at any
time at 90 days' notice.

Any disputes will be solved in accordance with Danish law
by arbitration in Copenhagen, Denmark.

Production agreements with Impstoffwerk
Dessau-Tornau GmbH

Bavarian Nordic and Impstoffwerk Dessau-Tornau GmbH
(IDT) have collaborated for a number of years on the pro-
duction of Bavarian Nordic's recombinant vaccines and
smallpox vaccines. Untit 2002, the production partner-
ship was based on separate production agreements en-
tered into for each production.

On 20 September 2002, the parties instead entered into
a framework agreement, in which the general terms and
conditions for production at IDT were established. The
framework agreement established general terms and
conditions for procedures in connection with the placing
of orders, delivery, terms of payment, technical matters
in connection with specifications, raw materials, packing,
tests, etc. Accordingly, it is no longer necessary to nego-
tiate a complete contract for each new production and in-
stead a so-called ‘Summary Contract’ is entered into,
which outlines the volume of production, price, the time
and place of delivery and any special matters. Bavarian
Nordic’s and IDT’s partnership for the production and de-
livery of Bavarian Nordic’s smallpox vaccines to a number
of authorities has consequently been regulated by this
framework agreement.

If IDT wishes to make any claims against Bavarian Nordic,
any disputes are to be settled in accordance with Danish
law by the Maritime and Commercial Court in Copen-
hagen, Denmark. If Bavarian Nordic wishes to make any
claims against IDT, any disputes are to be settled in ac-
cordance with German law by the court of Berlin, Ger-
many.

As a consequence of the special circumstances applica-
ble in connection with the supply of IMVAMUNE™ to the
US Authorities under the RFP- and RFP-Il contracts,
Bavarian Nordic and IDT have entered into separate, indi-
vidually adapted ‘Subcontracts’ for these deliveries. Un-
der these contracts, IDT shall produce and supply ap-
proximately 5,000 doses of IMVAMUNE™ and 500,000
doses of IMVAMUNE™, respectively, with the possibility
of additional production of up to 2.5 million doses of
IMVAMUNE™ if NIAID exercises its option under the RFP-Il
contract.

Agreements with Epimmune Inc.

On 29 November 2001, Bavarian Nordic A/S entered into
a collaborative and license agreement with Epimmune
Inc. (“Epimmune”}, a US bictech company. Under the
agreement, the parties will collaborate with the goal of
developing an HIV vaccine by combining Epimmune’s




technology and expertise in the fields of T-cell epitope
identification and vaccine design with Bavarian Nordic’s
MVA-BN® vaccine technology and its development and
manufacturing expertise in HIV vaccines.

The research part of the agreement is non-exclusive, ak-
lowing both parties to work with other HIV technologies.
The agreement generally relates to joint development and
commercialisation of a potential HIV vaccine. However,
under specific circumstances, the parties have an oppor-
tunity to commercialise products on their own against
making royalty payments to the other party. Under cer-
tain circumstances, Bavarian Nordic retains the world-
wide, exclusive rights to manufacture vaccines resulting
from the collaboration.

The research collaboration runs for five years, but the
earliest expiry of the agreement and any related rights
will be subject to the expiry of patents, if any, or a 10
year period from the first commercial sale of an HIV vac-
cine, whichever is the longer. Prior to that, the agreement
may be terminated by either party in the event of breach
or bankruptcy, and the agreement is subject to the laws
of the state of New York, USA.

Aside from the above-mentioned agreement, Epimmune
was awarded a development contract by the US health
authorities (NIAID) in late 2003 for the funding of various
HIV vaccine development projects. In that connection,
Bavarian Nordic entered into an additional contract with
Epimmune on 30 September 2004 under which Bavarian
Nordic will act as sub-contractor to Epimmune. In that
connection, Bavarian Nordic will clone and produce
MVA-BN®-based vaccine candidates, and a suitable
MVA-BN®based vaccine candidate will then be selected
for further clinical testing. With respect to rights and
other commercial terms, the contract refers to the
collaborative agreement between the two companies
from 2001 as described above.

—Agreement with Forschungszentrum fiir
Umwelt und Gesundheit GmbH

In October 1994, Bavarian Nordic entered into its first
collaborative and licence agreement with the Forschungs-
zentrum fir Umwelt und Gesundheit GmbH (GSF). In Sep-
tember 1997, this agreement was replaced by a new and
revised collaborative and licence agreement with GSF.

The 1997 agreement gives Bavarian Nordic the exclusive
commercial license rights to a number of technologies
owned by GSF as well as to technologies developed un-
der the collaboration. The primary focus of the agree-
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ment is the development and commercialisation of re-
combinant MVA vaccines and the CapCell™ technology.

Under the agreement, Bavarian Nordic is committed to
pay royalties to GSF at 10% of Bavarian Nordic’s reve-
nues from products covered by the licensed patents and
5% of Bavarian Nordic's revenues from non-patented
products developed on the basis of expertise generated
within the framework of the collaboration. Several recom-
binant vaccines and IMVAMUNE™ are not covered by
these royalty provisions.

The research collaboration with GSF under the 1997
agreement formally ceased at the end of 2001, and
Bavarian Nordic is no longer funding any research activi-
ties at GSF. However, under the agreement, Bavarian Nor-
dic’s exclusive licence rights continue untif the refevant
patents expire.

The agreement is subject to German law.

Agreement with Vaccine Solutions PTY Ltd.

On 8 December 2000, Bavarian Nordic A/S signed a
contract with Australian-based Vaccine Solutions Pty Ltd.
under which Bavarian Nordic A/S received an exclusive
worldwide license with the right to sublicense and to de-
velop, manufacture and market HIV vaccines incorporating
the polyepitope technology, except peptide or protein-
based polyepitope vaccines.

Bavarian Nordic is committed to pay milestone payments
and royalties to Vaccine Solutions Pty Ltd.

The term of the agreement is 20 years from the date of
the first sale of an end-product or until the patent on
which the license is based expires, whichever is the long-
er.

Bavarian Nordic has the right to terminate the agreement
at six months’ notice if the Company decides to discontin-
ue the commercial development or the exploitation of the
products.

The agreement is subject to the laws of the United King-
dom.

On 21 May 2003, Bavarian Nordic A/S and Vaccine
Solutions Pty Ltd. signed an amendment to the agree-
ment in which Bavarian Nordic is also granted a global
exclusive license to exploit polyepitope technology for
malaria and Hepatitis B.
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Patents and intellectual property rights

It is the policy of Bavarian Nordic to protect new technolo-
gies and products by filing all relevant patent applications in
due time and by prosecuting the same with the goal of ob-
taining patents in all countries that are considered major or
key markets for the corresponding technology or products.
Patents last for 20 years from the filing of the patent appli-
cation. Bavarian Nordic's most important MVA-BN®-based
patents were filed within the past five years and consequent-
ly will be in force for remaining terms of minimum 15 years.

Bavarian Nordic's patent practice is based on three interna-
tional patent conventions, specifically: the Paris Convention,
the Patent Cooperation Treaty (PCT) and the European
Patent Convention (EPC).

Bavarian Nordic’s patent policy is to file priority-founding ap-
plications either in Denmark or with the European Patent Or-
ganisation (EPO). Within twelve months from the date of
filing, priority-founding applications are filed as international
or PCT applications designating all countries which are
members of the PCT {mare than 120 states to date). Sub-
sequently, PCT applications are converted into national
applications in all countries with major pharmaceutical
markets including a number of European countries, the
USA, Canada and Japan. To obtain protection in European
countries, patent applications are filed with the EPQ accord-
ing to the EPC. European patent applications usually cover
alt EPC contracting states (currently Austria, Belgium, Buk
garia, Cyprus, Czech Republic, Denmark, Estonia, Finland,
France, Germany, Greece, Hungary, Iceland, Ireland, Italy,
Lithuania, Luxembourg, Monaco, the Netherlands, Poland,
Portugal, Rumania, Slovakia, Slovenia, Spain, Sweden,
Switzerland and Liechtenstein, Turkey and the UK). They
are usually accompanied by a request for an extension to
one or more of the countries available for such requests
{currently Albania, Bosnia and Herzegovina, Croatia, Latvia
and Former Yugoslav Republic of Macedonia, Serbia and
Montenegro).

Pursuant to the above stated policy, Bavarian Nordic is ap-
plicant or co-applicant, and thus owner or exclusive licen-
see of approximately 400 pending patents applications or
granted patents with a steadily increasing number. The
number of patents granted is 54. Moreover, Bavarian
Nordic is responsible for prosecuting the majority of the
Company’s iHicensed patents and patent applications.

The Company’s most important patents and patent applica-
tions, comprising Bavarian Nordic's MVABN® vector technolo-
gy and other MVA-based products, are described below.

IMVAMUNE™ is covered by three patent families. The first
patent family directed to an MVA virus variant has entered
the national phase in 25 countries, including Australia, Can-
ada, Europe (EPQ), Japan, New Zealand and the USA. In July
2004, Bavarian Nordic was granted a patent by the United

States Patent and Trademark Office (the “USPTQ") covering
MVA-BN® virus in recombinant and nonrecombinant form
and derived strains thereof with similar properties. All other
countries are still in the examination phase. Moreover,
trademark applications for IMVAMUNE™' have been filed
in 40 countries and an international registration covering
an additional 40 countries has also been requested.

Vaccination of infants with Bavarian Nordic’'s MVA-BN®
and derivatives thereof is covered by an additional patent
family which has entered the national phase in more than
20 countries and the EPO.

In February 2005, the Company filed an additional priority
application with the EPQ directed to the use of MVABN®
and derivatives thereof to induce a rapid immune response.
Bavarian Nordic intends to file a PCT application within the
priority year designating all countries possible.

Two additional patent families cover recombinant smallpox

viruses and recombinant MVA strains, respectively. The first
patent family is directed to the insertion of foreign genes
into deletion sites of the MVA genome. The second patent
family covers the insertion of foreign genes into intergenic
regions. Both patent families have been filed as PCT applt-
cations, which in both cases have already entered the na-
tional phase in a number of countries, including Australia,
Canada, Europe (EPO), Japan and other Asian countries,

New Zealand and the USA. Patents based on the first patent
family have been granted in 20 countries, including Australia,
Europe, New Zealand and the USA. Prosecution concerning
the second patent family is still pending in all the countries

in which entry into the national phase has been requested.

The expression of foreign genes in recombinant smallpox
viruses and recombinant MVA strains, respectively, by using
different promoter technologies is covered by three PCT
applications.

Recombinant MVA virus expressing HIV antigens is covered
by three patent families in different prosecution phases.

Claims in respect of a recombinant MVA virus, expressing
dengue virus antigens, and the use thereof in vaccines are
covered by a PCT application. The application has entered
the national phase in Europe, Singapore, the USA and Viet-
nam. Equivalent patent applications, which are not covered
by the Paris Convention, have been filed in Indonesia, India,
Malaysia, the Philippines, Pakistan, Thailand and Taiwan.
Patents have been granted in Singapore, Vietnam, Pakistan
and the USA.

Different aspects of the production of smallpox viruses are
covered by four patent families. All applications have been
filed as PCT applications and have entered the national
phase in a number of countries.
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Summary financial information

Key figures and ratios Revenue

The summary of Bavarian Nordic's financial results and Bavarian Nordic's revenue amounted to DKK 121.1 mil-
financial position should be read in conjunction with the lion in 2002. In 2003, revenue more than trebled to DKK
Group's audited Annual Report for 2004, extracts of 524.5 million. The increase was primarily attributable to a
which are reproduced in “Extract from the 2004 Annual number of contracts for the supply of Elstree-BN™ small-

Report” in this Prospectus, which also includes a descrip-  pox vaccine mainly to Germany and the UK. in 2004, reve-
tion of the accounting policies. A summary of the financial  nue dropped by 69% to DKK 164.8 million. Revenue in

figures for Q1 2005 (unaudited) is provided in “Current 2004 derived from the sale of smallpox vaccines, needies

trading and prospects — Current trading”. and development contracts.

{DKK million) 2000 2001 2002 2003 2004 | Q12004 Q1 2005
Audited Unaudited

Income statement

Revenue 0.0 0.0 121.1 524.5 164.8 1138 70.7
Production costs 0.0 0.0 56.5 206.5 70.3 36.3 38.7
Gross result 0.0 0.0 64.6 318.0 94.5 775 32.0
Development costs 36.7 41.8 34.1 36.9 85.1 11.0 25.7
Research costs 25.1 29.8 25.8 24.1 35.3 7.0 7.3
Sales and administrative costs 17.3 22.0 314 43.0 56.4 9.8 16.2
Income from operations 179.1) (93.4) (26.7) 214.0 {82.3) 49.7 {17.2)
Financial items 4.3 2.5 1.0 36 5.6 3.2 0.7)
Income before company tax (74.8) {90.9) (25.7) 217.6 {76.7) 52.9 (17.9)
Net income for the year (74.8) [92.1) 70.1 150.6 {53.0) 37.7 {12.6)

Balance sheet

Non-<current assets 8.0 94 111.5 71.0 291.8 1036 354.2
Current assets 75.7 52.5 206.2 358.2 310.3 309.8 303.1
Total assets 83.7 61.9 317.7 429.2 602.1 413.4 657.3
Shareholders' equity 62.3 441 196.4 347.0 315.4 384.7 303.5
Current liabilities 17.8 17.7 116.7 78.0 240.6 26.0 2635
Non-current fiabilities 3.6 0.1 4.6 4.2 46.1 2.7 90.3
Total liabilities and shareholders’ equity 83.7 61.9 317.7 429.2 602.1 413.4 657.3

Cash flow statement

Cash flow from operating activities (74.6) (93.1) {13.7) 209.3 (76.6) 6.0 (30.1)
" "Cash flow from investment activities 27.4 6.2 (4.9) (106.9)  {224.6} | (156.1) (59.9)

Attributable to investments in tangible

non-current assets {2.9) 5.4) (8.9} {28.9) (190.5) (42.4) (55.0)

Cash flow from financing activities 7.8 729 85.7 31 182.5 3.0 73.7

Cash, end of period 41.1 27.1 94.1 199.8 80.7 52.2 64.4

Financial ratios®

Earnings per share (DKK) (27.4) (30.1) 17.6 334 (11.5) 8.3 2.7
Equity value per share (DKK) 22.8 13.2 435 76.9 68.0 85.2 65.4
Stock market price/equity value 7.4 6.5 2.5 33 7.9 4.0 8.1
Shareholders’ equity share 74% 1% 62% 81% 52% 93% 46%
Number of employees, end of period 67 70 62 87 145 94 185

M The ratios are calculated in accordance with “Recommendations and Ratios 2005” issued by the Danish Association of Financial
Analysts
@ The unaudited figures for Q1 2005 are presented in accordance with IFRS.
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Revenue by product type

The Group's revenue derives from the sale of smallpox
vaccines and income from public research and develop-
ment contracts.

Revenue 2002 2003 2004
Vaccine sales and production  100% 96% 70%
Research and development 0% 4% 30%

Revenue in connection with vaccine sales and production
derives from the sale of Elstree-BN™, while revenue in
connection with research and development derives from
the RFP- and RFP-Il contracts with the US Authorities. The
contracts under RFP4 and RFP-i are cost-based with the
addition of a profit percentage. ’

Revenue by country of buyer

Historically, the Group has generated revenue from the
sale of Elstree-BN™ smallpox vaccine to a number of
countries, including Greece, Germany and the UK. The
contents of these agreements are usually confidential.

Costs

Bavarian Nordic's operating costs totalled DKK 147.8
million in 2002. In 2003, these costs rose to DKK 310.5
million, primarily as a result of the production of
Elstree-BN™ vaccines. In 2004, the Group's total oper-
ating costs fell by 20% to DKK 247.1 million due to a
DKK 136.2 million decline in production costs following
lower sales. As a result of an expansion of the research
and development programmes, the Group's other costs
increased by DKK 72.8 million.

The Group's operating costs are categorised in four main
areas: production, development, research and sales and
administration.

Operating costs for 2004 broken
down by function

! Development
£3 Sales and administration

Production
E7 Research

Production costs include costs of vaccines and needles
and costs associated with the development and produc-
tion of vaccines under the RFP-l and RFP-I contracts with
the US Authorities, which also involve salaries, external
contractor costs and other internal costs, including indi-
rect production costs related to the contracts. Until now,
all of Bavarian Nordic's smallpox vaccines have been pro-
duced by Impfstoffwerk Dessau-Tornau (IDT), Germany,
with which Bavarian Nordic has concluded a framework
agreement. Production costs were DKK 56.5 million in
2002, DKK 206.5 million in 2003 and DKK 70.3 million in
2004.

Development costs amounted to DKK 34.1 million in
2002. In 2003, these costs were up by 8% to DKK 36.9
million due to the Group's increase in development activi-
ties in HIV and smallpox vaccines. In 2004, development
costs more than doubled to DKK 85.1 million, primarily
because of an increase in activities to develop the
MVA-BN® vaccine technology.

Research costs were DKK 25.8 million in 2002. in 2003,
they fell by 7% to DKK 24.1 million, and subsequently
rose by 46% to DKK 35.3 million in 2004. The increase in
2004 was triggered primarily by the Group’s alfocation of
greater resources to the HIV vaccine (MVA-BN® polytope)
and Japanese encephalitis (MVA-BN® JEV).

Sales and administrative costs primarily consist of sala-
ries for management, sales and administrative functions.
Sales and administrative costs were DKK 31.4 million in
2002, rising 37% in 2003 to DKK 43.0 million. in 2004,
these costs amounted to DKK 56.4 million, an increase
of 31% relative to 2003. The increase was due to a rising
number of employees, the recognition of rent obligations
in Munich, Germany, and the relocation in Denmark from
the Amager premises to the Kvistgard facility as well as
administration of the RFP contracts.

Financial items

The Group realised a net financial income of DKK 1.0 mil-
lion in 2002, DKK 3.6 million in 2003 and DKK 5.6 million
in 2004, which translates into a 56% increase from 2003
to 2004. The increase covered an increase in bank de-
posits and in bonds.

Net income
in 2002, Bavarian Nordic reported a pre-tax loss of DKK

25.7 million, but a tax income of DKK 95.8 million, prima-
rily as a result of the recognition of a deferred tax asset,




enabled the Group to report a net income of DKK 70.1
miilion in 2002.

In 2003, the Group realised a profit before tax of DKK
217.6 million and a net income after tax of DKK 150.6
million. in 2004, Bavarian Nordic reported a pre-tax loss
of DKK 76.7 million. After a tax income of DKK 23.7 mil-
lion, primarily due to an increase of the parent company’s
tax asset, the Group reported a net loss of DKK 53.0 mik-
lion in 2004.

Balance sheet

Assets

Bavarian Nordic's total assets rose from DKK 318 million
at the end of 2002 to DKK 429 million at the end of
2003 and to DKK 602 million at year-end 2004, repre-
senting an increase of 35% in 2003 and 40% in 2004.

At the end of 2002, the value of Bavarian Nordic's non-
current assets was DKK 112 million, of which a deferred
tax asset represented the main part of the assets with a
value of DKK 98 million. Tangible non-current assets, con-
sisting primarily of laboratory equipment, amounted to
DKK 10 million in 2002. At the end of 2003, non-current
assets had a total value of DKK 71 million, down 37%
compared with 2002 owing primarily to a reduction of
the tax asset to DKK 36 million. The value of tangible non-
current assets rose to DKK 29 million. The establishment
of the production facilities in Kvistgard, Denmark, and

in Berlin, Germany, with the investment in the Kvistgard
production facility amounting to DKK 168 million in 2004,
pushed up the value of the Group's non-current assets to
DKK 292 million in 2004. The value of the tax asset was
DKK 74 million in 2004.

The value of the Group’s current assets rose by 74%
from DKK 206 million in 2002 to DKK 358 million in
2003. The increase was spurred primarily by an increase
in bank and cash funds and the bond portfolio, whereas

~inventories dropped from DKK 31 million in 2002 to DKK

0.5 million in 2003. At yearend 2004, the Group's cur-
rent assets amounted to DKK 310 million, a 13% decline
relative to 2003. The decline was triggered mainly by a
drop in bank and cash funds, although this was partly off-
set by a DKK 40 million increase in inventories. The
Group’s receivables rose 5% from DKK 66 million in 2002
to DKK 69 million in 2003 and by a further 10% to DKK
76 million at the end of 2004, primarily encompassing re-
ceivables from the RFP contracts and a VAT receivable.

Liabilities and shareholders’ equity
Bavarian Nordic's shareholders' equity amounted to DKK
196 million at the end of 2002. By the end of 2003, equi-
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ty had climbed to DKK 347 million, primarily as a result of
the DKK 150.6 million profit reported in 2003. At year-
end 2004, the Group had shareholders’ equity of DKK
315 million, down 9% relative to 2003 due to the loss of
DKK 53.0 million reported for the year.

In 2002, the Group had total liabilities of DKK 121 million.
By the end of 2003, total liabilities had dropped to DKK
82 million. In 2004, Bavarian Nordic increased its liabili-
ties to DKK 287 million.

At year-end 2002, Bavarian had current liabilities of DKK
117 million, with accounts payable representing DKK 89
million and other debts DKK 25 million. in 2003, current
liabilities declined to DKK 78 million, including accounts
payable of DKK 50 million and other debts of DKK 21 mil-
lion.

At year-end 2004, the Group's current liabilities had in-
creased to DKK 241 million owing to the raising of debt
with credit institutions and the signing of a property lease
totalling DKK 131 million, including temporary funding of
the expansion of the Kvistgard facility and retention of de-
velopment and research projects. Accounts payable were
up 70% to DKK 85 million, owing to substantial invest-
ments in production facilities and other factors. Other
debts amounted to DKK 13 million in 2004.

Bavarian Nordic’s non-current liabilities were DKK 5 mik
lion at year-end 2002 and DKK 4 million at the end of
2003. By the end of 2004, the Group’s non-current liabili-
ties had increased to DKK 46 million, primarily as a result
of a mortgage loan for DKK 25 million, which is consist-
ent with the Group's policy on funding non-current assets
with long-term borrowings, as well as the signing of prop-
erty leases for DKK 15 million.

Cash flow statement

In 2002, Bavarian Nordic's operating activities generated
a cash outflow of DKK 13.7 million, primarily due to
negative net results and an increase in inventories and
receivables. In 2003, the Group generated a cash inflow
from operations of DKK 209.3 million, primarily on ac-
count of a positive net income for the year and a reduc-
tion of inventories. In 2004, Bavarian Nordic's operating
activities generated a cash outflow of DKK 76.6 million
due to a financial loss for the year, the building of a
stockpile of Elstree-BN™ smallpox vaccines and an in-
crease in receivables, although these were partly funded
by an increase in accounts payable.

From 2002 to 2004, Bavarian Nordic's investing activities
generated a cash outflow of DKK 4.9 million in 2002,
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DKK 106.9 million in 2003 and DKK 224.6 million in
2004. The cash outflow from investing activities in 2003
was primarily due to the investment of excess liquidity in
bonds, and in 2004 the cash outflows were primarily the
result of investment in tangible non-Current assets, includ-
ing the production site in Kvistgard, Denmark.

In 2002, the Group funded its cash outflows from operat-
ing and investing activities by way of a capital increase,
which provided Bavarian Nordic with net proceeds of DKK
80.4 million, which contributed to a cash inflow from fi-
nancing activities in the amount of DKK 85.7 million. In
2003, Bavarian Nordic's financing activities generated a
cash inflow of DKK 3.1 million, primarily attributable to in-
terest income. In 2004, the Group funded its operating
and investing activities by increasing its borrowings by
DKK 166 miilion, net financial income of DKK & millicn
and a DKK 11.2 million contribution via employees’ exer-
cise of warrants.

In 2002 and 2003, there was a net increase in bank and
cash funds of DKK 67.0 million and DKK 105.7 million,
respectively. In 2004, bank and cash funds declined by
DKK 119.1 million.

Foreign currency

The contracts under RFP-| and RFP-Il with the US Authori-
ties are settled in US dollars. Furthermore, part of the
Group's research and development activities are settled
in euros. The expected order allocation under the RFP-lil
contract will also be settled in US dollars, which is ex-
pected to increase Bavarian Nordic's foreign exchange
exposure. Historically, the Group has not entered into for-
ward exchange transactions to cover currency risks.
Management regularly assesses the need for any future
hedging of the risk of exchange rate fluctuations.

Interest rates

Until now, Bavarian Nordic has maintained financing
agreements with fixed as well as floating interest rates.
Management has assessed and regularly assesses the
need for additional hedging of interest rates.

Cash preparedness and capital
preparedness

Bavarian Nordic has invested its cash in short-term gov-
ernment bonds, mortgage bonds, bank deposits or fixed-
term deposits. The fixed-term deposits with banks are de-
nominated in Danish kroner or euros at an interest rate
reflecting returns in the bond market. Bond investments
are also denominated in Danish kroner or euros, and the
distribution between the two currencies was 90%/10% in
2004,

Cash at 31 December 2004 amounted to DKK 80.7 mil-
lion and the bond portfolio to DKK 112.6 million, provided
as security for loans of DKK 115 million. The Group also
had unused credit facilities of DKK 86.8 million, of which
mortgage loans amounted to DKK 24.8 million payable
when the mortgage credit institution has accepted that
the conversion has been completed, and DKK 44.1 mil-
lion in unused leased facilities for production equipment.
Thus, the Group's capital preparedness totalled DKK
165.1 million.

Bavarian Nordic's capital preparedness rose from DKK
165.1 million at the end of 2004 to DKK 189.0 miltian at
31 March 2005. The increase was mainly due to a credit
facility of DKK 100 million with Nordea Bank Danmark
A/S. For a further description of the Company's current
funding, see “Funding — Funding agreements with Nordea
Bank Danmark A/S”.

Capital preparedness (DKK million) 2002 2003 2004 Q1 2005
Bank and cash funds, end of period 94.1 199.8 80.7 64.4
Short-term bonds 15.0 88.8 1126 1181

Trust/pledged funds 0.0 0.0 {115.0) (115.0
Unused credit facilities

Overdraft 0.9 4.9 17.9 67.0

Mortgage loans 24.8 24.8

Leasing expected to be used within 1 year 5.0 35.0 44.1 29.7

Capital preparedness, end of period 115.0 3285 165.1 189.0




Among the key assumptions in Bavarian Nordic's budgets
for 2005 and 2006 is that the Group is awarded a signif-
cant portion of the RFP-lil order and sales of Elstree-BN™
vaccines. If the gross proceeds from the Rights Issue
amount to approximately DKK 400 million, Management
expects, in accordance with the Group budgets, to have
the necessary cash preparedness and capital prepared-
ness at least until 30 June 2006 to implement the
Group's current strategy and action plans.

If the proceeds from the Rights Issue only amount to ap-
proximately DKK 91.3 million, corresponding to the Mini-
mum Proceeds, Bavarian Nordic will have a funding re-
quirement during the first half of 2006, but Management
believes that the Company will be able to obtain the nec-
essary temporary credit facilities to build the required
working capital in connection with the RFPAIl order. In
such a situation, Management would also reconsider
Bavarian Nordic's future strategy, including action plans
and the funding structure. For a more detailed description
of the risks relating to the Group’s cash preparedness,
see “Risk factors - Cash preparedness”.

Auditors' emphasis of matter in respect of
the 2004 annual report

In the annual report for 2004, the Company’s auditors
listed the following emphasis of matter:

“Without it having affected our opinion, we refer to the
sections in Management's Review, Expectations for 2005
and the Financial Review, in which Management gives an
account of the Company’s cash preparedness and capital
preparedness at 31 December 2004. The Company is
planning to carry through a capital increase in the early
summer of 2005 for the financing of the Company's regu-
lar operations and supplementary investments in produc-
tion and product development. These plans are condition-
al upon such capital increase. In preparing the Annual Re-

port, Management has assessed that the implementation
" of the capital increase is probable and has consequently
prepared and presented the Annual Report under the go-
ing concern assumption. We agree with Management's
description of the uncertainties in this connection as dis-
closed in Management's Review and with Management’s
choice of accounting principle.”
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The funding of the Group’s ongoing operations and sup-
plementary investments in production and product devel-
opment is subject to the successful completion of the
capital increase. If the capital increase cannot be com-
pleted, Management believes that the Group must recon-
sider its strategy, including action plans and the funding
structure. For a more detailed description of the risks
relating to the Group's cash preparedness, see “Risk
factors — Cash preparedness”.
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Funding

Funding agreements with
Nordea Bank Danmark A/S

Nordea Bank Danmark A/S has granted the Company
a credit facility in the amount of DKK 100 million and a
leasing facility of DKK 65 million secured against an
owner's mortgage of DKK 75 million on the property in
Kvistgard, Denmark and chattel mortgage of DKK 200
million on the Company’s intangible assets, including
patent rights. The credit facility expires on 1 October
2005, after which time it is expected to be repaid.

In addition, the Group has long-term borrowings with
Nordea Bank Danmark A/S of DKK 68 million, and a
working capital facility of DKK 23 million. Bavarian Nordic
has pledged DKK 80 million in investment securities as
security for the loans.

Other funding agreements

Bavarian Nordic has additional long-term loans of DKK 35
million and a DKK 25 million credit facility. Bavarian Nordic
has placed investment securities worth DKK 35 million in
trust as security for these loans.

On 14 October 2004, the Group raised a mortgage loan
for DKK 25.2 million secured against the property at
Bogeskovve) 9, DK-3490 Kvistgard, Denmark. The loan
facility is expected to be increased by DKK 24.8 million
when the mortgage credit institution has accepted the
completion of the conversion.
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Current trading and prospects

The following section contains information about Bavarian
Nordic's plans, forecasts and future operations which are
subject to a number of risks and uncertainties. The
Group's future results may deviate significantly from the
financial performance forecasts stated in the forward-
looking statements. Potential risk factors and uncertain-
ties also include those set forth in the section “Risk fac-
tors” herein and those discussed elsewhere in this Pro-
spectus.

Current trading

Bavarian Nordic generated revenue of DKK 71 million in
Q1 2005, realising a pre-tax loss of DKK 18 million. The
revenue derived from income from RFP-l and RFP-lf con-
tracts entered into with the US Authorities.

The Company’s capital preparedness rose from DKK
165.1 million at the end of 2004 to DKK 189.0 million at
31 March 2005. The increase was mainly due to a credit
facility of DKK 100 million with Nordea Bank Danmark A/S.

The accounting policies for Q1 2005 are unchanged from
those applied in the Annual Report 2004 with the excep-
tion that the policies have been adjusted to IFRS 2 on
share-based payment. This change of policy resulted in
costs of DKK 0.8 million for Q1 2005.

For further information on unaudited financial figures for
Q1 2005, see “Summary financial information — Financial
highlights and ratios”.

Outlook for 2005

Management forecasts revenue for the financial year end-
ing 31 December 2005 to be in the range of DKK 450-
500 million. Two-thirds of this revenue is expected to
come from current (RFP and RFP-I) contracts with the
US Authorities and to be evenly distributed over the year.
~"The remaining one-third will come from the sale of ap-
proximately 17 million doses of Elstree-BN™ smallpox
vaccines expected to be sold in H2 2005.

In 2005, costs are expected to increase as a result of
the start of production, related quality management func-
tions, administration of RFP contracts, establishment of
marketing activities and infrastructure, as well as prepa-
rations for the global sale of IMVAMUNE™. Moreover, the
Company projects an increase in costs due to the accel
eration of clinical research and development activities
and the corresponding recruitment of new staff to meet

the targets defined. Consequently, Management fore-
casts an income after tax of approximately DKK O million.

Bavarian Nordic's budget includes a cash outflow from
operating and investing activities in the amount of DKK
110-130 million in 2005. The 2005 budget includes an
investment in the Kvistgard production facilities in Den-
mark and the necessary build-up of stocks of raw materi-
als and ready-to-use vaccines and receivables in connec-
tion with the sale and delivery of IMVAMUNE™ starting in
2006. In addition, the Group expects to strengthen its
production and development activities, primarily within
smallpox, HIV, measles and cancer, in the USA and Eu-
rope. For a more detailed description of the risks relating
to Bavarian Nordic's cash preparedness, see “Risk fac-
tors — Cash preparedness”.

The US Authorities are expected to commence a tender
(RFP-I1) in the clinical development programme on an
MVA-based smallpox vaccine in the summer of 2005.
RFP-ll is a continuation of the process that was initiated
with RFP4 and RFP-Il. On 28 April 2005, the US Authorities
confirmed that the RFP-Ill process will be initiated. Following
this, on 13 May 2005 the US Authorities published a draft
of the tender terms for RFP-ll. During this stage of the
programme, the US Authorities are expected to purchase
preliminary stocks of up to approximately 80 million dos-
es of an MVA-based smallpox vaccine in one or more
tranches. Approximately 20 million doses are scheduled
for delivery within 18 months of award of the contract.
Management expects to win the whole or a substantial
portion of this contract, which is expected to be awarded
at the end of 2005. The value of this purchase is expect-
ed to be up to approximately USD 800 million. Bavarian
Nordic's share of this order is expected to be recognised
as income from 2006. Management expects that income
from this order will generate a substantial, increasing
liquidity surplus during the course of the delivery period.
In addition to the RFP-lll order, Management expects the
US Authorities to invite tenders for a contract worth an
additional USD 1 billion concerning the maintenance of the
smallpox vaccine stocks during the period 2007-2013.
Management also expects that Bavarian Nordic will win a
portion of this maintenance agreement. Bavarian Nordic
and GSK will be commercial partners concerning the
RFP-l order and the maintenance agreement. See
“Material collaborative agreements - Global framework
agreement with GlaxoSmithKline Biologicals s.a. (GSK)
concerning IMVAMUNE™” for a further description of the
agreement with GSK.

Management expects the Kvistgard facility will be in oper-
ation from July 2005.
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Management expects to have sufficient clinical data on
IMVAMUNE™ towards the end of 2005 to file an applica-
tion with the US Food and Drug Administration for the use
of IMVAMUNE™ for risk populations, including individuals
with contra-indications such as HIV/AIDS and immuno-
compromised patients, according to the criteria for emer-
gency use authorisation,

In addition to smallpox vaccine activities, the Group ex-
pects to allocate a number of resources to other develop-
ment projects in 2005, Bavarian Nordic plans to acceler-
ate its HIV programmes by initiating a number of Phase |,
Phase I/l and Phase Il clinical trials. Furthermore,
Management expects that Bavarian Nordic’s US opera-
tions, BN ImmunoTherapeutics, will apply for permission
to conduct Phase I clinical trials in 2006 for an MVA-BN®-
based vaccine against breast cancer.

Bavarian Nordic aims to investigate the potential of the
MVA-BN® platform in the field of vaccines against infec-
tious diseases in children. In 2005, the measles vaccine
programmes will be accelerated.

Management believes that Bavarian Nordic's MVA-BN®
vector represents a promising and effective technology.
As a result, the Group intends to continue investigating,
developing and commercialising the potential of the
MVA-BN® platform. Furthermore, Bavarian Nordic finds
that it is important to expand the technological platform
and will faunch activities in 2005 to identify other vector
technologies and vaccines to complement and/or supple-
ment the MVA-BN® platform.




Management

Bavarian Nordic's principles for good
corporate governance

Bavarian Nordic regularly evaluates developments within
corporate governance and best practice in relation to the
Group's business areas.

Accordingly, the Management regularly evaluates the rele-
vant recommendations which support Bavarian Nordic's
business model, and which may add value for the benefit
of Bavarian Nordic's stakeholders.

Management of the Company

The Board of Directors and Corporate Management man-
age Bavarian Nordic's affairs. The Board of Directors is
responsible for the overall management of the Company,
including appointing the Corporate Management, ensur-
ing responsible organisation of the Company’s business,
establishing the corporate strategy and evaluating the
applicability of the Company's financing situation. The
Corporate Management is responsible for the day-to-day
operations of the Company, observing the guidelines and
recommendations issued by the Board of Directors.

The Board of Directors consists of five external members
elected by the shareholders in general meeting for terms
of one year. The Board of Directors elects a chairman
from among its number. The President & CEO of the
Company is not a member of the Board of Directors. As-
ger Aamund, co-founder of Bavarian Nordic A/S, is Chair-
man of the Board of Directors. Through A.J. Aamund A/S,
Asger Aamund owns 19.7% of the total share capital of
Bavarian Nordic A/S.

The Board of Directors plans to hold five or six meetings
each year. In 2004, the Board of Directors held six meet-
ings. The Corporate Management and certain senior em-

ployees of Bavarian Nordic usually attend the board meet-

ings. The Board of Directors receives monthly reports

~—from the Corporate Management on the status of opera-

tions and business of the Group.

The Corporate Management of Bavarian Nordic A/S con

sists of one member. Moreover, there are three Executive
Vice Presidents, Together, they constitute the Group Man-
agement.

One or more members of the Group Management or sen-
ior employees of the parent company are represented on
the boards of directors of Bavarian Nordic A/S' subsidiar-
ies.
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The Group Management holds monthly meetings in order
to coordinate the day-to-day management activities.
Monthly meetings are also held with the management
teams of the subsidiaries.

Openness

Bavarian Nordic defines insiders as members of the
Board of Directors, the Group Management team and
other employees and individuals who are deemed to have
access to inside information through their affiliation with
the Company. Spouses/cohabitees and children below
the age of 18 are also considered insiders and are also
subject to the Company’s code of ethics. The Company's
code of ethics implies that trading in Bavarian Nordic A/S'
shares is only permitted within a four-week period from
publication of interim reports and announcements of fi-
nancial results. Bavarian Nordic has a system for monitor-
ing and registering dealings in the Company’s shares.
Other than the exercise of warrants, neither the Board of
Directors, nor the Corporate Management, nor the Group
Management has traded in Bavarian Nordic A/S shares
since 3 September 2004.

In order to provide Bavarian Nordic's stakeholders with
the best opportunity to evaluate the Group, all relevant
and valuable information about Bavarian Nordic is made
available to them. Additionally, members of the Board of
Directors, the Corporate Management and senior employ-
ees regularly attend meetings with shareholders and in-
vestors. Bavarian Nordic holds meetings with analysts
and investors and makes presentations at several confer-
ences in Denmark and abroad, primarily in connection
with the announcement of its quarterly financial state-
ments.

Bavarian Nordic aims to provide the market with com-
plete and timely information in order that the share price
reflects the results and opportunities of the Group.
Bavarian Nordic therefore endeavours to maintain an
open and proactive dialogue with its investors and ana-
lysts in line with the guidelines of the Copenhagen Stock
Exchange. As a result of this policy, Bavarian Nordic
seeks to make all material information available to all
stakeholders immediately through the Copenhagen Stock
Exchange and Bavarian Nordic's website.

Bavarian Nordic’s website contains the latest announce-
ments to the stock exchange, press releases and inves-
tor presentations as well as a description of the Group
and its projects.



Board of Directors

Asger Aamund
Chairman of the
Board of Directors

A.J). Aamund A/S
Amaliegade 14
DK-1256 Copenhagen K,
Denmark

Born in 1940

Joined the Board of
Directors in 1994

President & CEO of
A.J. Aamund A/S

Chairman of the
Board of Directors
NeuroSearch A/S

Member of the
Board of Directors
A.J. Aamund A/S

Bergsge 4 Gruppen A/S
Nowaco A/S

Modern Times Group
MTG AB, Stockholm

The World Wildlife
Foundation (WWF)

Other directorships
Chairman of Banklnvest
Biomedical Venture
Advisory Board

. 52 Rights lssue 2005 » Bavarian Nordic

Jargen Buus Lassen

NeuroSearch A/S

Pederstrupvej 93

DK-2750 Ballerup,
Denmark

Born in 1934

Joined the Board of
Directors in 1994

President & CEQ of
NeuroSearch A/S

Chairman of the
Board of Directors
NsGene A/S

Gudme Raaschou
Healthcare Invest A/S

Member of the Board of
Directors
NeuroSearch A/S

NicOx S.A.
Pharmexa A/S

Other directorships
Member of the Collegium
Internaticnale Neuro-
Psychiopharmacologi-
cum (C.LN.P.)

Member of the European
College of Neuropsycho-
pharmacology (ECNP)

Member of the Danish
Society of Pharmacology
and Toxicology

Corporate Management

Peter S. Wulft
President & CEQ

Bageskovvej 9
DK-3490 Kvistgérd
Denmark

Born in 1953

Member of the Board of Directors

Asah Medico A/S

Eigil Bjerl Nielsen

1293, Chemin des
Vergers, B.P. 12
06620 Le Bar sur Loup,
France

Bornin 1937

Joined the Board of
Directors in 1994

President

Deputy Chairman

NeuroSearch A/S

Erling Johansen

Poppel Allé 65
Hareskovby
DK-3500 Veerigse,
Denmark

Bornin 1944

Joined the Board of
Directors in 2000

President
Member of the

Board of Directors
Medicon A/S

Ulrik Bilow

VisitDenmark

Islands Brygge 43, 3rd floor
DK-2300 Copenhagen S,
Dermark

Born in 1954

Joined the Board of
Directors in 2004

President & CEO of
VisitDenmark

Chairman of the
Board of Directors
AS/3 Company A/S

Member of the
Board of Directors
Royal Unibrew A/S

The Egmont Foundation

Egmont International
Holding A/S

Ejendomsselskabet
Gothersgade 55 ApS

InterMail A/S

Konvolut Danmark A/S
Lettershop Mailservice A/S
Ejendomsaktieselskabet
Matr. 43 ei Avedare By
WJC Grafisk A/S

Other directorships
Member of the committee

of representatives of Danish
Marketing Forum



Remuneration of the Board of Directors
and the Corporate Management

The shareholders approve the remuneration of the Board
of Directors at the general meeting, and the Board of
Directors determines the remuneration of the Corporate
Management. Information about the remuneration of the
Board of Directors and the Corporate Management as
well as any warrants granted is included in the notes to
the Annual Report and below.

The total remuneration to the Company's Board of Direc-
tors (five persons) amounted to DKK 0.3 million in 2004,
Moreover, four of the five members of the Board of Direc-
tors each hold 5,000 warrants at the date of this Pro-
spectus, corresponding to a total of 20,000 warrants in
Bavarian Nordic A/S, see “Share capital and ownership -
Warrants”. Each warrant entitles the holder to subscribe
for one share in the Company of DKK 10 nominal value at
a price of DKK 323 per share.

No member of the Board of Directors has received in re-
spect of 2004 or is expected to receive fees or remune-
ration from Bavarian Nordic A/S in addition to the ordinary
remuneration paid to the Board of Directors and incentive
plans. No member of the Board of Directors has received
or wilt receive any separate remuneration in connection
with the Rights Issue.

The total remuneration to the Corporate Management
amounted to DKK 1.8 million in 2004. The Corporate
Management does not receive remuneration from subsidi-
aries of the Group. In addition, the Corporate Manage-
ment holds 15,000 warrants in Bavarian Nordic A/S at
the date of this Prospectus, see “Share capital and own-
ership - Warrants”. Each warrant entitles the holder to
subscribe for one share in the Company of DKK 10 nomi-
nal value at a price of DKK 323 per share.

The exercise of the warrants vested in the Board of Direc-

tors and the Corporate Management may be effected in

——whole or in part in one issue during the period from 18
April 2007 to 2 May 2007. The warrants cannot be as-
signed or pledged to any third parties. In connection with
the Rights Issue, adjustment of the warrants issued will
be carried out to the effect that the number of shares
which may be subscribed pursuant to the warrants and
the subscription price of such warrants are adjusted so
as to position the holder of the warrants both in relation
to the shareholding (rounded down) in the Company and
to the exercise price, as if the warrants had been exer-
cised immediately prior to the Rights Issue.
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Bavarian Nordic has not granted any loans or issued any
guarantees for any board member or for the Corporate
Management.

No unusual or extraordiary agreements implying financial
obligations for the Group, including agreements on bonus
plans, other than usual agreements on incentive plans
and remuneration for the Board of Directors and Cor-
porate Management, have been concluded between the
Company and members of the Board of Directors or the
member of the Corporate Management.

The executive service contract of Peter S. Wulff,
President & CEO of the Company, includes a non
competition clause. The non-competition clause is effec-
tive for one year from the termination of the President &
CEO's employment. According to the contract, the Com-
pany's President & CEOQ is not entitled, directly or indirect-
ly, to become financially engaged in any company in Den-
mark or abroad which competes wholly or partly with the
activities performed by Bavarian Nordic at the relevant
time without the written consent of the Company’s Board
of Directors. Also, the Company's President & CEQ is
not entitled to take up any position in or work as a board
member, adviser or consultant for any company com-
peting with the activities performed by Bavarian Nordic
at the relevant time.

The executive service contract of Peter S. Wulff may
be terminated by his giving six months’ notice and by
Bavarian Nordic A/S' Board of Directors giving 12
months’ notice.
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Share capital and ownership

Movements in the share capital of Bavarian Nordic A/S

Movements in the share Capital increase, Gross Total share Issued share
capital of Bavarian Nordic no. of shares proceeds, capital, no. of capital,
since 31 December 2001 of DKK 10 DKK million shares of DKK 10 nom. DKK
Share capital at 31 December 2001 3,355,345 33,553,450
2002

Capital increase, April 2002 at

DKK 90 per share. (Directed issue

in connection with agreement with

Powder Ject Technologies Ltd.). 200,000 18.0 3,555,345 35,553,450
Capital increase, June 2002 at DKK 70

per share (1 : 3 rights issue). 959,140 67.1 4,514,485 45,144,850
2004

Capital increase, May 2004 at DKK 90

per share. {Exercise of warrants). 125,000 11.3 4,639,485 46,394,850
2005

This 1 : 4 Rights Issue at the Subscription

Price of DKK 360 per share:

Rights Issue at Minimum Proceeds 253,571 91.3 4,893,056 48,930,560
Rights Issue at Maximum Procéeds 1,159,871 417.6 5,799,356 57,993,560

Authorisations

Pursuant to the Company's Articles of Association, the
Board of Directors has the following authorisations to in-
crease the share capital of the Company:

» The Company may, until 30 June 20086, increase the
share capital in one or more issues by a total of DKK
20,000,000 nominal value as determined by the board
of directors. The capital may be increased by cash
payment or in other ways.

If the share capital is increased by a cash payment at
a subscription price below the value of the shares, the
existing shareholders shall have pre-emption rights to
subscribe for the amount by which the share capital is
increased proportional to their shareholdings.

If the share capital is increased by a cash payment
other than what is mentioned in Article 5a, subsection
3, or in other ways, such as by conversion of debts or
in payment of a contribution of property, the compa-
ny's existing shareholders shali not have pre-emption

rights. If the share capital is increased in other ways,
the provisions of section 33 of the Danish Companies
Act shall apply, and the subscription price or the value
of the shares issued shall be fixed by the board of di-
rectors within the framework of the mandatory provi-
sions under the Danish Companies Act, including sec-
tions 79 and 80 of the Act.

The general meeting has authorised the board of direc-
tors to let the Company acquire treasury shares sub-
ject to section 48 of the Danish Companies Act. The
Company may acquire treasury shares up to a total
nominal value of 10% of the Company’s share capital.
The consideration for the Company’s shares must not
deviate by more than 10% from the buying price quoted
by the Copenhagen Stock Exchange at the time of
acquisition. The buying price quoted by the Copenhagen
Stock Exchange shall be understood as the closing
price - all trades at 5:00 p.m.

This authorisation is granted to the Company’s board
of directors for the period until the next Annual General
Meeting, however, not to exceed 18 months.



* During the period ending 1 May 2008, the Company
may issue up to 200,000 warrants, in one or more
portions on resolution of the board of directors. -The
warrants may be issued to corporate management,
employees in the Company or its subsidiaries, includ-
ing to consultants and the Company’s board of direc-
tors, for the subscription of shares up to of a nominal
value of DKK 2,000,000 by cash contribution at a rate
and on terms established by the board of directors.
Notwithstanding the foregoing, the issuances of war-

rants to members of the board of directors may not ex-

ceed a nominal value of DKK 200,000. Holders of war-
rants shall have pre-emption rights to subscribe for the
shares issued based on the warrants, meaning that the
pre-emption rights to subscribe for warrants and new
shares for existing shareholders are deviated from.

As a consequence of the exercise of granted warrants,
the board of directors is authorised during the period
until 26 April 2010 to increase the share capital by a
nominal value of DKK 2,000,000 in one or more por-
tions on resolution of the board of directors by cash
contribution at a rate and on other terms established
by the board of directors without pre-emption rights to
subscribe for existing shareholders.

Warrants

In 2004, Bavarian Nordic launched a warrant programme
for the Board of Directors, Corporate Management,
senior executives and other employees.

The programme contains incentive elements intended to
motivate and retain employees.

If a resolution is adopted to effect a capital increase in
the Company, whereby shares are subscribed at a price
lower than the market price of the Company’s shares, the
number of shares subscribed by exercising the warrants
and the exercise price shall be adjusted so as to position

_._the warrant holders, both in relation to their interest in the

Company and the exercise price, as if the warrants had
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been exercised immediately prior to the capital increase.
The most significant factors in relation to unexercised
warrant programmes, including the number of warrants
and the exercise price after the adjustment resulting from
the Rights Issue, are set out below.

At the Company's General Meeting held on 26 April 2005,
the Company's Board of Directors was authorised, until 1
May 2008, to issue up to 200,000 warrants. The war-
rants may be issued to the Company’s management, em-
ployees of the Company or its subsidiaries, including con-
sultants and the Company’s Board of Directors, for sub-
scription of shares with a nominal value of up to DKK
2,000,000 by cash payment at a price and on terms and
conditions determined by the Company's Board of Direc-
tors. The Board of Directors may receive up to 20,000
warrants. The Board of Directors intends to exercise this
authorisation over the next two or three years.

Treasury shares

At the Company’s General Meeting held on 26 April 2005,
the Board of Directors was authorised to let the Company
acquire treasury shares with a total nominal value of up
to 10% of the Company’s share capital, but the Company
holds no treasury shares as of the date of this Prospec-
fus.

Ownership

As of the date of this Prospectus, aimost 5,000 share-
holders were registered by name in Bavarian Nordic A/S’
register of shareholders, representing approximately 80%
of the Company’s share capital.

Pursuant to Section 29 of the Danish Securities Trading
Act, the following shareholders have notified the Com-
pany that they hold more than 5% of the share capital
as at the date of this Prospectus:

Undiluted Diluted
Minimum Maximum

Board of President Senior Other Total Total Total

Exercise Exercise  Directors & CEO Executives employees Terminated (warrants Exercise (warrants Exercise (warrants

Programme period price (DKK] (warrants}) (warrants) (warrants) [warrants) employees of DKK 10) [price (DKK) of DKK 10) |price {DKK) of DKK 10)

2004 18/4-2/5-2007 323 20,000 15,000 52,000 52,500 13,000 152,500 319 154,480 299 164,670

2004 18/4-2/5-2007 498 7,500 7,500 492 7,597 461 8,099

2004 18/4-2/5-2007 673 3,000 3,000 664 3,039 623 3,239
Total 20,000 15,000 62,500 52,500 13,000 163,000

Undiluted number of warrants and exercise prices have been determined on the basis of the closing price of Bavarian Nordic A/S' shares on 19 May 2005.
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No. of shares Ownership

Shareholders of DKK 10 interest
A.J. Aamund A/S 912,556 19.7%
Lenmodtagernes Dyrtidsfond

(LD Pensions) 347,623 7.5%

Management'’s holdings of shares and
warrants

The table below shows Management's direct and indirect
shareholdings in the Company as of the date of this Pro-
spectus.

Shareholders No. of shares of Ownership Warrants of
DKK 10 interest DKK 10
Asger Aamund @ 912,556 19.7% 5,000
Eigil Bjerl Nielsen 46,216 1.0% 5,000
Jorgen Buus Lassen 16,997 0.4% 5,000
Erling Johansen 1,598 0.0% 5,000
Uirik Blilow 772 0.0%
Peter S. Wulff 34,558 0.7% 15,000
Total 1,012,697 21.8% 35,000

1 Held through A.J. Aamund A/S which is wholly owned by Asger Aamund, Chairman of the Board of Directors.

Shareholder agreements

Management has no knowledge of any shareholder agree-
ments concerning Bavarian Nordic A/S.

Dividends and dividend policy

Bavarian Nordic A/S does not expect to distribute divi-
dends until the Group has adequate capital resources.
Bavarian Nordic A/S wilf continue to work towards secur-
ing, through earnings, adequate liquidity to distribute
dividends in the future.
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Rights attaching to the shares

Denomination

The nominal share capital amounts to DKK 46,394,850
divided into 4,639,485 shares of DKK 10 nominal value
each.

Voting rights

Each share of DKK 10 carries one vote.

Negotiability and transferability

The shares are negotiable instruments, and no restric-
tions will apply to their transferability.

Registration by name

The shares are issued to bearer, but may be registered
by name in the Company’s register of shareholders.

Redemption

No shareholder is under an obligation to have his shares
redeemed in full or in part by the Company or any other

party.

Dividends

The shares are eligible for any dividends payable in
respect of the 2005 financial year and all dividends
declared and paid thereafter.

Payment of dividends, if any, will take place in accor-
dance with the rules of the Danish Securities Centre in
force from time to time and will be made to the share-
holder's account with his custodian institution.

—Pursuant to the rules currently in force, Danish compa-
nies normally withhold 28% tax on dividends.
Registrar

The registrar of shareholders is Nordea Bank Danmark

A/S, Issuer Services, P.O. Box 850, DK-09C0 Copen-
hagen C, Denmark.

Issuing agent

Nordea Bank Danmark A/S is the issuing agent for
Bavarian Nordic A/S and has been authorised to issue
the New Shares via the Danish Securities Centre.
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Information on Bavarian Nordic

Name, registered office and
date of incorporation

Bavarian Nordic A/S

Bogeskovvej 9

DK-3490 Kvistgéard

Denmark

Telephone: +45 3326 8383
Facsimile: +45 3326 8380
Website: www.bavarian-nordic.com

The Company's registered office is situated in the Munici-

pality of Helsinger, Denmark.

Bavarian Nordic A/S was incorporated on 1 July 1992.
The activities in Bavarian Nordic commenced on 6 Octo-
ber 1994.

Objects

Pursuant to Article 3 of the Articles of Association, the
objects for which the Company has been established are
to carry out research, trade, manufacture and any other

related activities, primarily within the pharmaceutical in-
dustry.

Company reg. (CVR) no. with the Danish
Commerce and Companies Agency
Bavarian Nordic A/S’ company reg. (CVR) no.

is 162711 87.

Financial year

Bavarian Nordic A/S' financia! year is from 1 January to
31 December.

Most recent general meeting

The most recent Annual General Meeting of Bavarian
Nordic A/S was held on 26 April 2005.

Bankers

The Company’s principal bankers are Nordea Bank
Danmark A/S.

Auditors

Bavarian Nordic A/S’ annual reports for the financial
years ended 31 December 2002, 2003 and 2004, re-
spectively, were audited by PricewaterhouseCoopers,
Statsautoriseret Revisionsinteressentskab {by Jens Rgder
and Mogens Ngrgaard Mogensen, state authorised public
accountants) and Deloitte, Statsautoriseret Revisionsak-
tieselskab (by Carsten Vaarby and Jargen Holm Andersen,
state authorised public accountants).

Bavarian Nordic A/S' auditor is Deloitte Statsautoriseret
Revisionsaktieselskab, which has served as the Com-
pany'’s auditor since 10 June 1998,

Documents

The following documents are available for inspection at
the Company's headquarters at Bageskowej 9, DK-3430
Kvistgard, Denmark, and at Nordea Bank Danmark A/S,
Strandgade 3, DK-1401 Copenhagen K, Denmark (copies
available on request):

» Audited annual reports for the years ended 31 Decem-
ber 2002, 2003 and 2004, respectively, as filed with
the Danish Commerce and Companies Agency.

* The Company’s Articles of Association.

» The report from the Board of Directors pursuant to
section 29(2)(ii} of the Danish Companies Act dated 19
May 2005 with the corresponding statement from the
auditors pursuant to section 29(2)iii) of the Danish
Companies Act dated 19 May 2005.
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Additional information on Bavarian Nordic

Environment

Management believes that Bavarian Nordic observes all
statutory environmental rules and regulations pertaining
to Bavarian Nordic’s activities. Environmental authorities
have not issued any enforcement or prohibition notices

against Bavarian Nordic.

Bavarian Nordic intends to comply with all future environ-
mental rules and standards pertaining to its current oper-
ations, including the rules regarding the planning and
establishment of production and similar facilities at the
Company’s facilities in Kvistgard and Berlin. Bavarian
Nordic has established an internal structure to handle
environmental issues and guestions in an effort to live

up its environmental responsibilities.

The newly-established production facilities in Kvistgard,
Denmark are designed to ensure that the MVA-BN® virys,
which Management considers safe for humans and ani-
mals, cannot be released to the environment through air,
waste water or waste.

In connection with the establishment of production facili-
ties in Kvistgard, Denmark Bavarian Nordic received
approval from the Greater Copenhagen Authority on 27
August 2004 of the regional plan supplement which ap-
proved the establishment of vaccine production at the
Kvistgard facility. The Environmental Impact Assessment
(EIA} upon which the approval is based contained the con-
clusion that the production scheduled to take place at the
Kvistgard facility is not expected to have any impact on
the environment. in addition, Bavarian Nordic received
environmental approval from the County of Frederiksborg
on 7 September 2004, which concluded that the planned
production facility in Kvistgard and the related operational
conditions are in compfiance with existing rules and
standards in the area.

The Group has received environmental approval for the
facility in Kvistgard, Denmark. Management expects the
qualification of the production facility in Kvistgérd to be fi-
nalised for the start of production in July 2005. Approval
of the production facility is expected in early Q4 2005. in
addition, Bavarian Nordic has received production approv-
al for the facility in Berlin.

Litigation
There are no pending legal proceedings as of the date of

this Prospectus, and Management has no knowledge of
any legal or arbitration proceedings pending or being

threatened, which would have a significant negative im-
pact on the Group’s financial position,

Related party transactions

Transactions between the Group's companies are settled
at an arm's length or on a cost recovery basis. Transac-
tions are carried out on the basis of contracts between
the companies, except in the case of insignificant trans-
actions.

In addition to Bavarian Nordic A/S' subsidiaries, Cor-
porate Management and the Board of Directors of
Bavarian Nordic A/S and NeuroSearch A/S are consid-
ered to be related parties in that they exercise a signifi-
cant influence on the Group. However, none of these par-
ties exercise a controlling influence on Bavarian Nordic.

NeuroSearch A/S is also considered a related party be-
cause Asger Aamund is Chairman of the Board of both
NeuroSearch A/S and Bavarian Nordic A/S, and as the
companies have two board members in common.

Except for intra-group transactions, remuneration to
the Board of Directors and the Corporate Management,
the incentive plan and the advance commitment from
A.J. Aamund A/S in connection with the Rights Issue, no
transactions have been entered into with related parties
within the past year.

In connection with the Rights Issue, A.J. Aamund A/S has
made a binding advance commitment to the Company to
subscribe for New Shares corresponding to gross pro-
ceeds totalling approximately DKK 60 million.

Public offers
No third party has to date made any public offer for

Bavarian Nordic A/S' shares, and Bavarian Nordic has not
made any public offers for shares in any other company.
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Subscription of new shares

Capital increase

The capital increase is carried out pursuant to the autho-
risation contained in Article 5a of the Company’s Articles
of Association which stipulates that the Board of Direc-
tors is authorised until 30 June 2006 to increase the
Company’s share capital in one or more issues by up to
2,000,000 shares of DKK 10 each (DKK 20,000,000) by
cash payment or otherwise. The share capital may be in-
creased by cash payment or in other ways. If the share
capital is increased by a cash payment at a subscription
price below the value of the shares, the existing share-
holders will have pre-emption rights to subscribe for the
amount by which the share capita is increased propor-
tional to their shareholdings.

On 19 May 2005, the Board of Directors resolved to
exercise part of this authority by increasing the share
capital by a minimum nominal value of DKK 2,535,710
{253,571 New Shares of DKK 10) and a maximum
nominal value of DKK 11,598,710 (1,159,871 New
Shares of DKK 10} from DKK 46,394,850 nominal value
(4,639,485 shares of DKK 10) to a minimum nominal
value of DKK 48,930,560 (4,893,056 shares of DKK 10)
and a maximum nominal value of DKK 57,993,560
{5,799,356 shares of DKK 10) as a shareholder has
waived the right to subscription in respect of one Sub-
scription Right.

Subscription amount

The offering consists of 1,159,871 New Shares of DKK
10 each, corresponding to DKK 11,598,710 nominal
value, with pre-emption rights to the existing shareholders
of Bavarian Nordic A/S.

The Offering is not underwritten, but a number of existing
shareholders, A.J. Aamund A/S and LD Pensions, have
made binding advance commitments to subscribe a total
of 253,571 New Shares of DKK 10 nominal value each,
corresponding to DKK-2;535,710 nominal value by exer-
cising their respective subscription rights.

Subscription ratio

The Company’s shareholders have pre-emption rights to
the New Shares at the ratio of 1 for 4 to the effect that
shareholders will be entitled to subscribe 1 New Share of
DKK 10 for each 4 Existing Shares of DKK 10 held.

Subscription Period

The Subscription Period for the New Shares commences
on 4 June 2005 and closes on 17 June 2005. Upon expi-
ry of the Subscription Period, the right to subscribe New
Shares will lapse, and the Subscription Rights will then be-
come invalid and without any value. Any unexercised Sub-
scription Rights will be settled according to the business
terms of the individual custodian institutions. An applica-
tion has been made for the listing of the New Shares in
Bavarian Nordic A/S on the Copenhagen Stock Exchange,
and dealings in the shares are expected to commence on
23 June 2005.

Subscription Price

The New Shares are offered at DKK 360 per share of
DKK 10, free of brokerage fees.

Allocation of Subscription Rights

The shareholders will be granted 1 Subscription Right for
each Existing Share of DKK 10 nominal value held. Ac-
cordingly, 4 Subscription Rights are required for the sub-
scription of 1 New Share of DKK 10 nominal value. Share-
holders who are registered with the Danish Securities
Centre as shareholders of the Company on 3 June 2005
at noon (Copenhagen time) are entitled to subscribe for
the New Shares.

Trading in Subscription Rights

The Subscription Rights will be traded on the Copenhagen
Stock Exchange in the period from 1 June 2005 to 14
June 2005 inclusive. Shareholders who do not wish to
exercise their Subscription Rights may transfer their
rights, and the transferee may use the Subscription
Rights to subscribe for the New Shares.

Lead Manager and subscription agent

The Rights Issue has been arranged by Nordea Corporate
Finance, a division of Nordea Bank Danmark A/S, as
Lead Manager for Bavarian Nordic A/S.

Shareholders’ instructions that they wish to exercise their
Subscription Rights and subscribe for New Shares shall
be given to each shareholder's custodian institution.

Nordea Bank Danmark A/S, telephane +45 3333 5092,
facsimile +45 3333 3182, shall act as subscription
agent for the Rights Issue.
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No. of shares

Gross proceeds

of DKK 10 DKK million

Commitment from A.J. Aamund A/S 166,666 60.0
Commitment from LD Pensions 86,905 31.3
Offering without binding subscription commitments 906,300 326.3
Total Otfering of New Shares 1,159,871 417.6
Subscription scenarios
Example 1: Gross proceeds at Maximum Offering:

No. of shares DKK Gross proceeds
Subscriber of DKK 10 Nominal value Price DKK million
A.J. Aamund A/S 166,666 1,666,660 360 60.0
LD Pensions 86,905 869,050 360 31.3
Other subscribers 906,300 9,063,000 360 326.3
Total 1,159,871 11,598,710 360 417.6
Example 2: Gross proceeds at Minimum Offering:

No. of shares DKK Gross proceeds
Subscribers of DKK 10 Nominal value Price DKK million
A.J. Aamund A/S 166,666 1,666,660 360 60.0
LD Pensions 86,905 869,050 360 31.3
Total 253,571 2,535,710 360 91.3
Underwriting agreed to issue the Subscription Rights and the New

The Rights Issue is not underwritten, but 2 number of
existing shareholders, A.J. Aamund A/S and LD Pensions,
have made binding advance commitments to the Com-
pany to subscribe for a total of 253,571 New Shares,
corresponding to total gross proceeds of approximately
DKK 91.3 million. Of this amount, A.J. Aamund A/S and
LD Pensions will subscribe for New Shares corresponding
to gross proceeds of approximately DKK 60.0 million and
approximately DKK 31.3 million, respectively, by exercis-
ing their respective Subscription Rights.

Completion of the Rights Issue

The Rights Issue will be completed if a minimum of
253,571 New Shares are subscribed for {the “Minimum
Offering”), corresponding to Minimum Proceeds of
approximately DKK 91.3 miflion, for which binding
advance commitments have been received.

Rights Issue agreement

The Lead Manager has entered into a Rights Issue agree-
ment with the Company in which the Company has

Shares. The Company has furthermore issued usual
warranties and representations to the Lead Manager.

The Company has agreed with the Lead Manager that, for
a period of 360 days after the completion of the Rights
issue, the Company will not issue, offer, sell, contract to
sell, grant any option to purchase or otherwise dispose of,
directly or indirectly, any Shares or securities convertible
into Shares in the Company or warrants or other rights to
purchase or receive Shares in the Company without the
written consent of the Lead Manager (such consent not to
be unreasonably withheld). However, the above agreement
does not include shares and warrants comprised by any in-
centive plan for the Company’s Management, employees
of the Company or its subsidiaries, including consultants
and the Board of Directors, nor does it include shares and
warrants issued to collaborative partners in connection
with the signing of agreements with such parties.

Rights

No shares carry any special rights. The New Shares will
have the same rights of pre-emption on future capital in-
creases as the Existing Shares and will rank pari passu in
all respects with the Existing Shares.
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The New Shares will be fully eligible for all dividends and
other rights in the Company from the date of registration
ot the capital increase with the Danish Commerce and
Companies Agency. The New Shares are eligible for any
dividends payable in respect of the 2005 financial year
and all dividends declared and paid thereafter. However,
Bavarian Nordic A/S does not expect to distribute divi-
dends in respect of the 2005 financial year.

Payment and registration with the
Danish Securities Centre

Registration of the New Shares in the investor's account
with the Danish Securities Centre will take place against
payment in cash on subscription on or before 17 June
2005.

Listing on the Copenhagen Stock Exchange

The New Shares are expected to be admitted for listing
on the Copenhagen Stock Exchange on 23 June 2005.

Securities identification codes

The Company’s shares are registered on the Copenhagen
Stock Exchange under the following securities identifica-
tion codes:

Existing Shares: DKOO 1599801-7

New Shares {temporary code): DKOO 6000290-5
Subscription Rights: DKOO 6000282-2
Expenses

Depending on the gross proceeds, the expenses for the
Rights Issue, exclusive of VAT, are expected to total:

Expenses

Minimum Maximum
DKK million Proceeds Proceeds
Financial intermediary 32 14.6
Printing and layout 0.6 0.6
Advertising 0.3 0.3
Fees to legal advisers and auditors 2.9 2.9
Other expenses 1.3 1.7

Total expenses 8.2 20.1

No commission is payable to custodian institutions. No
person will receive any special fee in connection with the
Rights Issue.

Proceeds

If all the New Shares are subscribed, Bavarian Nodic's
equity will be increased by approximately DKK 397.5 mil-
lion after deduction of the expenses related to the Rights
Issue. If the Minimum Proceeds are reached, Bavarian
Nordic's equity will be increased by a net amount of
approximately DKK 83.1 million.

Withdrawal of the Offering

The completion of the Offering is subject to no events
occurring before 31 May 2005, the last business day
before dealings in Subscription Rights begin, which in the
opinion of the Company or Nordea Corporate Finance
would make it inadvisable to proceed with the Offering.
Any such withdrawal of the Offering will be announced to
the Copenhagen Stock Exchange and a notice will be in-
serted in the daily newspapers in which the Offering was
advertised.

If the Offering is withdrawn, the Rights Issue will not be
completed, and the Subscription Rights will become
invalid and without any value for the shareholders as well
as for any investors having acquired such Subscription
Rights.

Law and venue

The Offering is subject to Danish law. This Prospectus
has been drawn up in compliance with the standards and
requirements of Danish law, including the rules of the
Copenhagen Stock Exchange. Any dispute arising as a
result of the Offering shall be brought before the ordinary
courts of Denmark.




Taxation

The fallowing is a general description of Danish tax rules
relevant to Danish tax residents purchasing, holding or
selling shares in Bavarian Nordic. The description deals
only with taxation in Denmark and not with foreign tax
rules.

The description does not purport to be a complete or ex-
haustive description of all tax issues. The description
does not address investors subject to special tax rules,
such as the Danish Act on Pension Investment Return Tax-
ation, banks, dealers in securities and investors holding
shares as part of their profession.

The description is based on the legislation in force as of
19 May 2005. Potential investors, who are uncertain
about the tax consequences of transferring and holding
the shares, are advised to consult their own tax advisers.
Likewise, existing shareholders are advised to consult
their own advisers with respect to the tax consequences
of receiving or exercising Subscription Rights.

Taxation of investors subject to full tax
liability in Denmark

Individuals residing in Denmark or spending at least six
months in Denmark as well as companies, etc. which are
either registered in Denmark or the management of which
is based in Denmark are generally subject to full tax liabil-
ity in Denmark. individuals or companies that are also

Shares held for less than
three years
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subject to full tax liability in another country may be sub-
ject to special rules, which are not described herein.

Taxation of dividends

Dividends paid to individuals are taxed as share income
at the rate of 28% up to a total share income of DKK
43,300 (2005). Share income exceeding this amount is
subject to tax at the rate of 43%. For spouses, the limit
for applying the 28% tax rate is DKK 86,600 (2005} irre-
spective of which spouse receives the share income. Re-
alised gains on shares held for more than three years are
also taxed as share income.

Dividends paid are usually subject to withholding tax at
the rate of 28%. Where the share income in the relevant
year solely comprises dividends and does not exceed
DKK 43,300/DKK 86,600 (2005), the withholding tax is
final,

Dividends paid to companies are generally subject to
withholding tax at the rate of 19.8%.

Capital gains taxation

With respect to gains on disposal of shares, the tax rules
distinguish between whether the seller is an individual or
a company, etc., and whether the shares have been held
for at least three years at the time of disposal. The table
illustrates taxation as provided by the rules on listed
shares:

Shares held for three
years or more

Individuals

Companies

Individuals Companies

Gains are taxed as capital in-
come {at a rate of up to 59%).
Losses can be offset against
other gains on shares held for
less than three years. Losses

—can be carried forward indefi-

nitely. Gains/losses are calcu-
lated using the share-for-share
method.

Gains are taxable. Gains are
taxed as taxable income at the
corporation tax rate, currently
30%. Losses can be offset
against corresponding gains.
Losses can be carried forward
indefinitely. Gains/losses are
calculated using the average
method.

Gains are tax free. Losses
can neither be deducted
nor offset.

Total holding of shares for
three years does not exceed
DKK 136,600/DKK 273,100
for spouses (2005):

Gains on listed shares are tax
free. Losses can neither be
deducted nor offset.

Tota! holding of shares ex-
ceeds DKK 136,600/DKK
273,100 for spouses (2005):
Gains are taxed as share in-
come (28/43%). Losses can
only be offset against corre-
sponding gains on other listed
shares held for three years or
more. Losses can be carried
forward indefinitely. Gains/
losses are calculated using
the average method.
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Under Danish rules, any distributions in connection with a
reduction of share capital will generally be taxed as divi-
dends and not as capital gains. Any gains arising on the
sale of listed shares to the issuing company will generally
be taxed pursuant to the rules on taxation of capital
gains.

Shares held for less than three years

Gains realised by individuals on the sale of shares held
for less than three years are taxed as capital income. A
Danish average municipality will generally apply a tax rate
of between 33%-59%, and the actual taxation will depend
on the individual's overall income position. Gains are cal-
culated using the share-for-share method, under which
gains are made up as the difference between the sales
price and the purchase price of each individual share.
Shares acquired first are considered to be sold first.

Shares held for three years or more

For individuals, taxation of gains on the sale of shares
held for three years or more depends on the market val-
ue of their total holding of listed shares within the past
three years. Gains are tax free where the total market val-
ue has not exceeded DKK 136,600 (2005)/DKK 273,100
(2005) for spouses within the past three years. The mar-
ket value is measured before a sale, after a purchase and
at 31 December. If the total market value of listed shares
at any of the three dates of measurement exceeds the
fower limit, all listed shares acquired three years or more
prior to the date of measurement will be considered to
have been acquired at the market price at the time when
the limit is exceeded.

If the limit has been exceeded, gains will be taxed as
share income. Share income (gains on shares held for
three years or more and dividends) up to a limit of DKK
43,300 (2005) is subject to tax at the rate of 28%. For
spouses, the limit for applying the 28% tax rate is DKK
86,600 {2005) irrespective of which spouse receives the
share income. Share income in excess of DKK 43,300/
86,600 (for 2005) is subject to tax at the rate of 43%.
Gains are calculated using the average method, under
which the purchase price of each individual share is made
up as a proportionate share of the total purchase price of
all shares in the relevant company held by the investor for
at Ieast three years. Shares acquired first are considered
to be sold first.

Danish taxation of investors not subject to
full tax liability in Denmark

Where the shares are held in connection with the opera-
tion of activities subject to limited tax liability in Denmark,
dividends and gains are generally included in taxable in-
come for such activities.

QOther shareholders not subject to full tax liability in Den-
mark are subject to a limited tax liability to Denmark on
dividends on shares in Danish companies.

Taxation of dividends

The distribution of dividends from a Danish company to a
non-esident individual or company, etc. is generally sub-
ject to withholding tax at the rate of 28%. If Denmark has
entered into a double taxation treaty with the country in
which the shareholder is resident, the shareholder may
seek a refund from the Danish tax authorities of the tax
withheld in excess of the tax to which Denmark is entitied
under the relevant double taxation treaty.

For individuals resident in certain countries, the obligation
to withhold tax may be reduced to the tax rate stipulated
in the double taxation treaty with the relevant country.

Capital gains taxation

Shareholders resident abroad are generally not subject to
tax in Denmark on the sale of shares except where the
shares are held in connection with the operation of activi-
ties subject to limited tax liability in Denmark.

Under Danish rules, any distributions in connection with a
reduction of share capital will generally be taxed as divi-
dends and not as capital gains. Any gains arising on the
sale of listed shares to the issuing company will generally
be taxed pursuant to the rules on taxation of capital
gains.
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Extract from the 2004 Annual Report

Introduction

The published annual report for 2004 includes the man-
agement report, financial review and the parent company
and consolidated financial statements, including account-
ing policies and notes, etc., all of which are integral parts
of the annual report. Financial data in this Prospectus do
not include the management report as appearing from
the published annual reports, but include accounting poli-

cies, income statement, balance sheets, statement of
changes in Equity and cash flow statement for 2004 with
comparative figures for 2003.

The published annual reports prepared by the manage-
ment for 2003 and 2004 are audited by Pricewater-
houseCoopers and Deloitte.

Statement from the Board of Directors and Corporate Management

The Board of Directors and the President of the company
have approved and submitted the Annual Report of
Bavarian Nordic A/S for the year 2004. The Annual Re-
port has been prepared in accordance with International
Financial Reporting Standards (IFRS) and the additional
Danish reporting requirements. In our opinion, the ac-
counting policies applied are appropriate and the Annual

Kvistgard, 3 March 2005

Corporate Management
Peter S. Wulff

(President & CEQ)

Board of Directors

Asger Aamund

(Chairman)

Erling Johansen

Eigil Bjerl Nielsen

Ulrik Bulow

Report gives a true and fair view of the company's and
the group's assets, liabilities, financial position, results
and cash flow.

We recommend that the Annual General Meeting approve
the Annual Report.

Jorgen Buus Lassen
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Auditors’ Report

The 2003 Annual Report

The annual report for 2003 has been provided with an
unqualified auditor's report. The audit did not comprise
the Supplementary Report in the 2003 annual report.

The auditors' report in the annual report for 2004 is as
follows:

Auditors’ Report given by the company's independent
auditors

To the Shareholders of Bavarian Nordic A/S

We have audited the Annual Report of Bavarian Nordic A/S
for the financial year 2004. It has been prepared in ac-
cordance with International Financial Reporting Standards
(IFRS) and the additional Danish reporting reguirements.
Qur audit did not comprise the Supplementary Report.

The Annual Report is the responsibility of Bavarian Nordic
Management. Our responsibility is to express an opinion
on the Annual Report based on our audit.

Basis of Opinion

We conducted our audit in accordance witb International
and Danish Auditing Standards. Those standards require
that we plan and perform the audit to obtain reasonable
assurance that the Annual Report is free of material mis-
statement. An audit includes examining, on a test basis,
evidence supporting the amounts and disclasures in the
Annual Report. An audit also includes assessing the ac-
counting policies used and significant estimates made by
Management, as well as evaluating the overall Annual Re-
port presentation. We believe that our audit provides a re-
asonable basis for our opinion.

Our audit has not resulted in any qualification.

Kvistgard, 3 March 2005

PricewaterhouseCoopers
Statsautoriseret Revisionsinteressentskab

Jens Rader
state authorised public accountant

Mogens Nergaard Mogensen
state authorised public accountant

Opinion

In our opinion, the Annual Report gives a true and fair
view of the Group's and the Company’s assets, liabilities,
shareholders’ funds and financial position at 31 Decem-
ber 2004 and of the results of the Group's and parent
company's operations and the cash flows for the financial
year 2004 in accordance with International Financial Re-
porting Standards (IFRS) and the additional Danish repor-
ting requirements.

Emphasis of Matter

Without it having affected our opinion, we refer to the
sections in Management's Review, Expectations for 2005
and the Financial Review, in which Management gives an
account of the Company’s liquidity position and capital re-
sources at 31 December 2004. The Company is planning
to carry through a capital increase in the early summer of
2005 for the financing of the Company’s regular operati-
ons and supplementary investments in production and
product development. These plans are conditional upon
such capital increase. In preparing the Annual Report, Ma-
nagement has assessed that the implementation of the
capital increase is probable and has consequently prepa-
red and presented the Annual Report under the going
concern assumption. We agree with Management’s de-
scription of the uncertainties in this connection as disclo-
sed in Management's Review and with Management's
choice of accounting principle.

Deloitte
Statsautoriseret Revisionsaktieselskab

Carsten Vaarby
state authorised public accountant

Jargen Holm Andersen
state authorised public accountant




Accounting Policies

General Information

The annual report has been prepared in accordance with
the International Financial Accounting Standards {IFRS)
and with the additional Danish reporting requirements.
Bavarian Nordic's annual report complies with the IFRS
currently effective for 2004, i.e. the new and improved
IFRS effective from January 1st 2005 have not been
adopted.

There are no changes in the accounting policies com-
pared to last year. However income from development
contracts with a profit element is re-classified to revenue
and the corresponding costs are reclassified from devel-
opment costs to production costs as these are now con-
sidered part of the Company’s primary activities. In 2003
DKK 19,850 million is reclassified from Other operating
income to Revenue in both parent and group. Re<classif
cation of development costs to production costs amounts
to DKK 19,724 million for the parent company, while the
reclassification amounts to DKK 19,288 million for the
Group.

New IFRS and Improvement project

During 2003 the International Accounting Standards
Board carried out an Improvement Project resulting in up-
dates to the existing International Accounting Standards
(IAS) and withdrawal of parts or entire standards. In 2004
new IFRS standards were issued. The majority of the new
standards and the changes arising from the Improvement
Project are effective from January 1, 2005. The financial
reporting of Bavarian Nordic is expected to be affected
by such new or improved standards to the extent de-
scribed below.

The primary changes to the financial reporting of
Bavarian Nordic are expected to arise from the adoption
of IFRS 2 which will result in a substantial change in the
accounting policy for share-based payments because
warrant programmes have not previously been expensed
in the annual reports. The IFRS 2 requires that share-
based payments are recognised in the income statement
- -over the vesting period. This change in the accounting
policy is expected to have a significant impact on the
financial reporting of Bavarian Nordic in 2005.

Furthermore the revised IAS 27, “Consolidated Financial
Statements and Accounting for Investments in Subsidiar-
ies”, will affect the accounting of the parent company.
This revised standard prohibits the application of the equi-
ty method in the separate financial statements of a par-
ent company and prescribes investments in subsidiaries
to be accounted for either at cost or at fair value in ac-
cordance with IAS 39. This revised standard wili change
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the measurement of subsidiaries in the separate financial
statements of Bavarian Nordic A/S (Parent), as such
items are currently measured by use of the equity meth-
od. The revised standard will not affect the consolidated
financial statements of the Bavarian Nordic (Group).

Other new or revised standards are expected to influence
the disclosures in the financial statements. They are pri-
marily the revised IAS 1, “Presentation of Financial State-
ments”, which requires additional disclosures of manage-
ment judgments, key assumptions and key sources of es-
timation uncertainty, and the revised IAS 32, “Financial
Instruments: Disclosure and Presentation”, which
comprise new disclosure requirements, including informa-
tion about use of valuation technigues and sensitivities on
estimates, comparison of fair value and carrying value for
various classes of financial assets and financial liabilities,
and other extensive disclosures. In addition, the revised
IAS 8, “Net Profit or Loss for the Period, Fundamental
Errors and Changes in Accounting Policies” requires dis-
closure of impending changes in accounting policies for
standards or interpretations issued but not yet come to
effect, and the revised IAS 24, “Related Party Disclo-
sures” includes additional disclosure requirements with
respect to key personnel compensation.

The revised IAS 16 “property, plant and equipment” clari-
fies, among others things, that depreciation should be
charged separately for each significant part of an item of
property, plant and equipment which will result in more
detailed information of the noncurrent assets and the ex-
pected useful economic lives. Assets under construction
include assets with significant parts of items with differ-
ent useful economic lives and, consequently, this clarifica-
tion in the revised standard would have impact on the f-
nancial statement for 2005 and onwards. The revised
IAS 16 does not have any retrospective impact on the
financial statements for 2004 or prior years.

No other new or improved standards are expected to
have any significant impact on the financial reporting of
Bavarian Nordic, although the disclosure requirements
have generally increased compared to the annual report
2004.

Recognition and Measurement

Income is recognised in the financial statement as it is
earned. Assets and liabilities are recognised in the bal-
ance sheet, when it is probable that any future economic
benefit will flow to or from the enterprise, and the value
can be measured reliably.
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On first recognition, assets and liabilities are measured at
cost price. Subsequently, assets and liabilities are meas-
ured as described below for each item.

Consolidation

The consolidated financial statements include the parent
company, Bavarian Nordic A/S, the 100% owned subsidi-
ary, Bavarian Nordic GmbH and the 99% owned subsidi-

ary Austrian Nordic Biotherapeutics AG.

The consolidated financial statements are prepared on
the basis of the financial statements of the parent compa-
ny and the subsidiaries, which are all prepared in accord-
ance with Group’s accounting policies and for the same fi-
nancial period. ’

On consclidation, inter-company income and expenses to-
gether with all inter-company profits, receivables and pay-
ables are eliminated.

On preparation of the consolidated financial statements,
the values of shares held by the parent company in the
subsidiaries are offset against the equity in the subsidiar-
ies. On acquisition of companies, the method of acquisi-
tion will be used, after which the identifiable assets and
liabilities of the acquired company will be recognised at
fair value as per the day of acquisition, and any remaining
cost price for the acquired companies will be recognised
as goodwill.

Foreign Currency

Functional and presentation currency

Items included in the financial statements of each of the
Group’s entities are measured using the currency of the
primary economic environment in which the entity oper-
ates {“the functional currency”). The functional currency is
Euro for both parent company and subsidiaries. The finan
cial statements are presented in Danish kroner (DKK)
which is the Company’s presentation currency.

The functional currency (EUR) is translated into the pres-
entation currency {DKK) by using the closing rate at the
date of the balance sheet for assets and liabilities. Sub-
sidiaries’ income and expenses are translated into the
presentation currency using the year's average exchange
rate. Both realised and non-realised exchange differences
are recognised as a separate component of equity.

Translation of foreign currency

Foreign currency transactions are translated into the
functional currency using the exchange rates prevailing at
the dates of, the transactions. Foreign exchange gains

and losses resulting from the settlement of such transac-
tions and from the translation at year-end exchange rates
of monetary assets and liabilities denominated in foreign

currencies are recognised in the income statement.

Group companies

In the consolidated financial statements, the foreign sub-
sidiaries’ income statements are translated into the pres-
entation currency using the year's average exchange
rate. The balance sheets are translated into the presenta-
tion currency using the exchange rate on the balance
sheet date. All resuiting exchange differences are recog-
nised as a separate component of equity.

Tax

The tax of the year, consisting of the current tax of the
year and the deferred tax of the year, will be recognised
in the income statement with the proportional share at-
tributable to the income for the year and recognised in
equity with the proportionai share attributable to the
items charged directly to equity.

Current tax liabilities are recognised in the balance sheet
as current liability to the extent that no payment hereof
has been made.

Deferred tax liability is calculated according to the liability
method on alt temporary differences between the finan-
cial and the tax values. Deferred tax liabilities arising from
the above mentioned differences for tax purposes are
recognised in the balance sheet as a provision.

Deferred tax assets as a consequence of temporary dif-
ferences for tax purposes and tax losses carry-forwards
are recognised when it is probable that these can be uti-
lised by offsetting tax on future income. Temporary de-
ductible differences, which are not capitalised, are stated
in a note indicating the amount.

Warrants

When warrants are exercised, new shares are issued at
the same time as the exercise takes place. Consequently
no costs are recognised in the income statement as well
as no liability is recognised in the balance sheet neither at
the time of issuing the warrants nor in relation to a subse-
quent value adjustment. The value of the warrants is calcu-
lated at the time of issuance and year-end according to the
Black Scholes calculation method and is stated in a note.

Leasing

Assets held under finance leases are recognised in the
balance sheet at the lower of the market value and the
discounted present value of the minimum payments at
the inception of the lease. The corresponding amount is




recognised under liabilities. The present value of the fu-
ture lease payments is measured using the interest rate
implicit in the lease. The lease payments are deemed to
comprise interest and re-payments. Interest is charged to
the income statement. The re-payment portion of the
lease payment reduces the liability. The assets are depre-
ciated over the expected useful economic lives of the as-
sets, like other similar groups of assets.

Payments on operational leases are expensed in the in-
come statement. Total lease commitments are disclosed
in a note.

Rental income from operating leases is recognised on a
straightline basis over the term of the relevant lease.

Income statement

Revenue recognition

Revenue comprises the value of sales from products and
income derived from development contract fees and de-
velopment milestone payments in the year, which any ma-
jor risk and rewards connected with the transfer of the ti-
tle of the goods or right to the services are transferred
and that the company is not in receipt of managerial com-
mitment or control of the goods sold.

Sales income aiso comprises non-refundable payments,
where all risks and rewards have been transferred.

Governmental grants without any profit element are offset
against the costs of research and development at the
time when a final and binding right to the grant has been
obtained.

Production costs

Production costs include the costs incurred to achieve
the sales income for the year. Production costs consist
of costs of goods, transport insurance and freight costs
or for development contracts salaries and external costs

—required to fulfil the deliveries under the contract and a

proportional share of the indirect production costs.

Research and Development Costs

Research and development costs include salaries and
costs directly attributable to the Company’s research and
development programmes less governmental grants. The
Company estimate a project to be a development project
upon receipt of authorities’ approval to initiate clinical tri-
als. Furthermore, salaries and costs supporting the direct
research and development, including costs covering pat-
ent activities, rent, leasing and depreciation attributable
to the laboratories and external scientific consultancy
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services are included under research and development
costs.

In the parent company, all internal purchases derived
from the Cost-Plus Agreements between the parent com-
pany and subsidiary is included in the research and devek
opment costs as the subsidiary is solely engaged in re-
search and development for the parent company.

Research costs are expensed as incurred.

Development costs relating to the clinical projects are
capitalised where sufficient security has been provided
that the future earnings of the Company covers not only
production and direct selling and administrative costs,
but also the development costs. Due to the general risk
relating to development of pharmaceutical products,
capitalisation in the balance sheet requires that the
development of the product can be completed with suffi-
cient security. When sufficient security is not ensured, the
development costs are expensed.

Sales and Administrative Costs

Parent company

Sales and administrative costs relate to the costs of the
Board of Directors, corporate management, administra-
tive personnel, office costs, rent, leasing and deprecia-

tion not relating to research and development activities,
and general company costs.

Group

The sales and administrative costs for the Group com-
prise of sales and administrative costs of the parent com-
pany and sales and administrative costs from the subsidi-
aries not relating specifically to research and develop-
ment activities. Sales and administration costs specific to
the research and development activities are included un-
der research costs and development costs, respectively.

Result from Subsidiaries
The income statement of the parent company includes
the result after tax recorded by the subsidiaries.

Financial Items

Investment income and expenses are recognised in the
income statement with the amounts relating to the finan-
cial year.

In addition to this, financial items comprise finance costs
relating to financial leasing. Furthermore, any value ad-
justment of financial instruments, securities and items in
foreign currency are recognised.
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Borrowing costs directly attributable to the acquisition,
construction or production of a qualifying assets which
are assets that necessarily take a substantial period of
time to prepare for their intended use, are added to the
cost of those assets, until such time as the assets are
ready for their intended use and depreciated over the life
time of the asset.

Investment income earned on the temporary investment
of specific borrowings pending their expenditure on quali-
fying assets is deducted from the borrowing costs eligi-
ble for capitalisation.

income per Share

Income per share is calculated as the yearly resuit com-
pared to the weighted average of the issued shares in the
financial year.

The basis of calculating diluted earnings per share is the
weighted average number of shares in the financial year
adjusted for the effects of warrants that may have been
acquired at market value due to the monetary value of
the rights related to the outstanding warrants.

No adjustment is made for the yearly result.

Balance Sheet

Intangible non-current Assets
Intangible non-current assets are measured at cost less
accumulated depreciation.

Development projects meeting the requirements for rec-
ognition are measured as direct costs plus indirect pro-
duction costs relating to the development projects. De-
preciation is initiated at the start of using the asset and is
calculated on a straightine basis over the useful eco-
nomic lives of the assets. The start of using the assets is
defined to be at the initiation of the sales activities.

For development activities an individual assessment of
the economic lifetime of the project is made.

Bought rights or rights acquired in connection with acqui-
sition meeting the requirements for recognition are meas-
ured at cost price.

For rights an individual assessment of the economic life-
time of the right is made.

The expected useful
economic lives are as follows:

Rights max 10 years
Development projects max 10 years
Software 3 years

Tangible non-current Assets

Buildings and land, production equipment, leasehold im-
provements office and IT equipment and laboratory equip-
ment are measured at cost less accumulated deprecia-
tion and accumulated impairment losses. Cost includes
the costs of purchase and expenses directly attributable
to the purchase until the asset is ready for use. In the
case of assets manufactured by the company, cost in-
cludes direct and indirect cost of materials, components,
third-party suppliers and labour.

Borrowing costs relating to buildings and land, production
equipment, leasehold improvements office and IT equip-
ment and laboratory equipment are capitalised in accord-
ance with the Group's accounting policy.

Depreciation is calculated on a straight-line basis over the
useful economic lives of the assets.

The expected useful
economic lives are as follows:

Buildings 20 years
Leasehold improvements 5 years
Office equipment and IT equipment 3- 5 years
Laboratory equipment 5 years
Production equipment 5 years

Acquisitions of minor tangible assets are expensed. De-
preciations and gains and losses by current renewal of
tangible non-current assets are expensed under research
and development costs and administrative costs, respec-
tively.

Impairment of non-current Assets

The carrying values of both intangible and tangible non-
current assets are analysed annually to determine wheth-
er there are any indications of impairment in excess of
what is expressed in normal amortisation and deprecia-
tion of the assets. If that is the case, such lower value is
stated as the higher of the net selling price and capital-
ised value,




impairment charges regarding intangible and tangible
non-current assets are expensed under the same line as
the depreciation of the assets.

Financial non-current Assets

Investments in the subsidiaries are stated using the equi-
ty method of accounting. Under the item "Investments in
subsidiaries” in the balance sheet of the parent company,
the owner’s share of the financial equity of the subsidiar-
ies is stated using the accounting policies of the parent
company with deduction or addition of unrealised group
internal profits or losses.

Net reassessment of equity in subsidiaries is recognised
under net reserves using the equity method of accounting
under the net capital.

Subsidiaries with a negative equity are recognised at zero
while receivables of such subsidiaries are depreciated
with the share of the negative equity as far as the receiva-
bles are estimated to be irrecoverable.

In the event that the negative equity exceeds the receiva-
bles, a remaining amount under provisions is recognised
as far as the parent company has a legal or constructive
obligation to cover the negative balance of the subsidiary.

Inventories

Inventories are measured at cost price as the directly in-
curred costs relating to the purchase, or, for goods of
own production, as the directly incurred costs plus indi-
rect production costs or net realisable value when this is
lower. Net realisable value is the estimated selling price
in the ordinary course of business, less applicable varia-
ble selling expenses. Caost price is in accordance with the
FIFO principle.

Receivables
Receivables are measured at the amortised cost usually
equal to nominal value less provision for bad debts based
on an individual assessment of risk.
Securities
Bonds are measured at the market value at the balance
sheet date. The market value is measured with regard to
known future gains and losses due to depreciation at the
balance sheet date concerning drawing or final expira-
tion.

Both realised and unrealised capital gains and losses are
included in the income statement.
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Provisions

Provisions are recognised when the Company has a legal
or constructive obligation as a result of an event in this or
prior income years, where it is probable that the obliga-
tion will result in an outflow of the Company's economic
resources.

Credit institutions

Borrowings are recognised initially at fair value, net of
transaction costs incurred, Borrowings are subsequently
stated at amortised cost; any difference between the pro-
ceeds (net of transaction and the redemption value) is
recognised in the income statement over the period of
the borrowings using the effective interest method.

Borrowings are classified as current liabilities unless the
Company has an unconditional right to defer settlement
of the liability for at least 12 months after the balance
sheet date.

Debts
Debts are measured at the amortised cost.

Cash flow statement

The consolidated cash flow statement has been prepared
in accordance with the indirect method based on the
group's income from operations.

The statement shows the group’s cash flows broken
down to operating, investment and financing activities,
cash and cash equivalents at the end of the year and the
impact of the calculated cash flow on the group’s cash
and cash equivalents.

Cash flow in foreign currency is translated into Danish
kroner (DKK} at the exchange rate of the transaction date.

Cash flow used for operating activities includes the in-
come from ordinary operations and is adjusted for non-
cash operating items and changes in the working capital.

Cash flow used in investment activities includes cash flow
from purchase and sale of intangible, tangible, financial
non<current assets, and investment in bonds.

Cash flow from financial activities includes cash flow from
raising and repayment of loan and capital injections and
financial items.

Cash preparedness includes cash added cash equivalents
(bonds) and unexploited credit facilities expected to be
utilised within one year reduced by trusted/pledged
funds.
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Segment reporting

A business segment is a group of assets and operations
engaged in providing products or services that are sub-
ject to risks and returns that are different from those of
other business segments. The Company's primary report-
ing segment is the business segments Vaccine Sales & -
Production and Research & Development, where the Vac-
cine sales & -Production segment includes sales and pro-
duction to customers, while the Research & Development
segment includes costs to Research & Development seg-
ment as well as license, royalty, and contract income.

A secondary segment is not shown in the segment re-
porting because a geographical segmentation will not
show a different risk and return than shown in the busi-
ness segments. The segment information follows the
Group's accounting policies.
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Income statements - 1 January to 31 December

" Parent Company Group

Note - Amount in DKK thousands B 2004 2003 2004 2003

1 Revenue . ‘ ) e . 164,782 524,492 164,782 524,492

Productiqn costs i o : 70,825 206,915 70,251 206,479

Gross result . L c 93,957 317,577 94,531 318,013

2, 3.4 Develapment costs ) o ; : 95,315 . 47,147 85,116 . 36,894

2,3,4 Research costs _ : . 44073 . 35952 35,321 24,088

2,3 Sales and administrative costs ’ ) o . ‘ 42,763 - 31,050 56,416 42,992

. Total operating costs ' S ; 182,151 114,149 176,853 103,974

income from operations ‘ - (88,194} 203,428 {82,322} 214,039

5 Fiancialitems L - 5,476 4,599 5599 3,589

9 Result from subsidiaries - . o _ 5,251 4,210 - -

. Income before company tax h ' - ' : {(77,467) - 212,237 (76,723) 217,628

6  Taxonincome for the year - I o ‘ 24,453 61,672) 23,709 (67,063}

Net income for the year . ) . : (53,014} 150,565 {53,014} 150,565

Distribution of earnings:

Proposal for distribution of earnings

Retained earnings (63,014}~ 150,565 (53,014) 150,565

14 Earnings per share . o _
-basic earnings per share of DKK 10.00 . - {11.5) - 334 (11.5) 334
diluted earnings per share of DKK 10.00 S - 329 - 329
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Balance sheets - Assets

as of 31 December . ’ Parent Company Group
Note Amount in DKK thousands : v o 2004 2003 2004 2003
Purchased rights : = i 5,471 1,786 5,471 1,786
Software : . . 313 645 3641 743
Development projects . ‘ IR o 0 2,945 0 2,892
", Intangible assets in progress : oo ! 388 . 0 388 0
7 Intangible non-current assets DU : 8,972 . 5,376 9,500 5,421
Land and buildings . o s 0 44,142 0
Leasehold improvements . L 23 18 ‘ 4,276 820
Office and IT equipment . . ) 2,159 . 800 3,634 1,934
Laboratory equipment . ) o 6,787 :’ 9,584 25,395 19,458
Pre-payments of assets ) . co ' - 5,000 - 5,000
. Assets in progress o 130,041 1,868 130,041 1,868
8 Tangible non-current assets ‘ T 183,152 17,270 207,488 29,080
9 . Investments in subsidiaries o . : 23475 18,168 - -
10 Other financial non-current assets : o : 554 544 . 554 544
Financial non-current assets ~ ' : : 24,029 18,712 554 . 544
6 Deferred tax asset - ‘ . 70,901 35,948 74,301 35,948
Total non-current assets : : 287,054 77,306 291,843 70,993
Supply materials , AR 144 236 1,955 ° 454
" Stock ) ; 39,042 43 39,042 43
Inventories . 39,186 279 40,997 497
Receivables from sales . ‘ ' L 47,847 49,753 47,847 ‘ 49,753
. Other receivables : - 22,640 6,428 25,850 8,281
Company tax - : ) . - 0 10,976 0 10,976
Pre-payments and accrued income ’ . 2,297 155 2,297 155
Receivables . : 72,784 67,312 75,994 69,165
11 Securities - bonds 112,573 88,756 - 112,573 88,756
Bank and cash fun‘ds : e : 72,977 194,571 80,694 199,758
Total current assets . 297,520 350,918 310,258 358,176

Total assets o " 584574 428,224 602,101 429,169
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Balance sheets - Equity and liabilities

as of 31 December e ) Parent Company Group
Note Amount in DKK thousands o c 2004 . 2003 - 2004 2003
Share capital i o ﬁ 46,395 45,145 46,395 45,145
Share premium , ‘ 0 . 396,167 0 396,167
Retained earnings . ~ , : o 268,995 {94,311) 268,995 {94,311)
Shareholders’ Equity : X ©7 315,390 . 347,001 315,380 . 347,001
9 . Investment in subsidiaries ] S : 288 203 . .
12 Other provisions S : B o 1,277 6,860 1,277
13- Credit institutions . R . E 39,247 2,904 39,247 2,904
’ Non-current liabifities ’ : B 39,535 4,384 46,107 4,181
12 Other provisions’ S R 2,173 786 4,758 786
: Accounts payable _ B : 76,272 . 47276 85,389 49,751
Company tax - - e - 0 0 - 3957 2,947
13 Credit institutions ; " 131,039 1,745 131,039 1,745
Debt to subsidiaries . o o 8321 6,791 - -
Other debts ‘ : _ Do 11,207 19,438 13,476 21,193
Accruals : ’ ER 637 : 803 1,985 ¢ 1,565
- Current liabilities o 229,649 76,839 240,604 77,987
Total liabilities . " 269,188 81223 - 286711 82,168
Total liabilities and shareholders equity - T : 584,574 . 428,224 602,101 429,169

.

15 Financial risks

i6 Related party transactions ] )
17 Contingent liabilities, contractual obligations
18 - Warrant programmes

19 Feesto auditors
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Cash flow statements

Parent Company ' Group
Note Amount in DKK thousands o : : 2004 2003 2004 2003

Income from operations {EBIT) ) (88,194) ; 203,428 (82,322) 214,039
Depreciations, impairments and write-down . ‘ : 10,892 8,115 18,258 12,928
Paid taxes during the year : oo 10,976 (10,975) 7,843 - {13,599)
Net changes in provisions ' , ' 10 - 1,027 9,556 - 1,027
Net changes in inventories ) . o (38,907) . 30,472 {40,500) 30,468
Net changes in receivables . I {16,447) 10,197 {17,805) ° 6,817

 Net changes in current liabilities . . ‘ A' . 22,130 v (36,070) 28,343 ) (42,411)
Cash flow from operating activities N Coe (99,440) 206,194 (76,627) - 209,269
Aéquisition of enterprise deducted acquired cash and
cash equivalents and investment in subsidiaries E i - (17,119) - (2,381)
Investments in intangible non-current assets h (9,827) - (3,841) (10,408) (3,829)
Investments in tangible non<current assets S C (171,879) . (16.004) (190,500} . {28,907)
Proceeds from sale of non-current assets s T 1,336 . - 164 -
Investment in current bonds™ B . o (23,817) i+ {73,712) (23,817) (73,712)
Net paid deposits ' S ) (10) - 1,964 (10) 1,964
Cash flow from investment activities I : (204,197) (108,712} {224,571) © (106,865}
Decrease/increase of credit insitutions ‘ R 165636 (478) 165,636 - {478)
Proceeds from issue of new shares, net of costs SR 11,240 - - 11,240 -
Net realised interest C 5,649 4,509 5,642 3,537
Cash flow from financing activities ‘ ) 182,525 . 4,031 182,518 3,059
Net changes in cash and cash equivalents of period . v {121,112) © 101,513 ‘ {118,680) 105,463
Market value adjustments of securities and foreign . B
exchange fluctuations ’ i [P (482) .- . 91 . {383) . 152
Cash as of 1 January o o 194571 92,967 189,757 94,142
Cash as of 31 December ' o 72,977 . 194571 80,694 ' 199,757
Specification of cash as of 31 December o :
Cash in-hand and bank deposits ‘ 72,977 194,571 80,694 . 199,757
Cash as of 31 December ) . . o 72977 194,571 80,694 . 199,757
Cash preparedness Group
Cash and cash equivalents as of 31 December V T : . ' 80,694
Securities - highly liquid bonds : R o 112,573
Trusted/pledged funds . - - e ‘ (115,000}
Unexploited credit facilities - : . .
Credit lines - S ) : 17,901
Mortgage ) . oo ) v 24,800
Financial leasing to be exploited within 1 year e . . 44116

Cash preparedness ) . S 165,084
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. 2004 Parent Company and Group
. )  Share- " Share Retained
Amount in DKK thousands capital premium eamings Total
Shareholders' equity as of 1 January 45,145 396,167 {94,311) 347,001
Share issue from warrants exercise: o
4ssue of new shares 1,250 10,000 11,250
£xpenses {10) (10)
[Exchange rate adjustments - - (337) (337)
Settlement of Share premium {406,157) 406,157 0
Tax on equity 10,500 10,500
Retained earnings ‘ - - (53,014) (53,014)
Shareholders’ equity as of 31 December 46,395 0 268,995 315,390
2003 Parent Company and Group
. . Share- Share Retained
Amount in DKK thousands capital premium earnings Total
‘Shareholders' equity as of 1 Jan‘uary 45,145 396,167 (244,873) 196,439
" Exchange rate adjustments . (3) {3)

Retained earnings - - 150,565 150,565
Shareholders’ equity as of 31 December 45,145 396,167 {94,311) 347,001
Transactions on the share capital for the past 5'years have been the following:
Amount in DKK thousands 2003 2002 2001 2000
Share capital as of 1 January 45,145 33,553 27,342 27,050
issue of new shares ) - 11,592 6,211 292
Share capital as of 31 December 45,145 45,145 33,553 27,342

The share capital comprises a total of 4,639,485 shares of DKK 10 as of December 2004. The shares are not divided into share classes, and

each share carries one vote.
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Notes

o } ‘ Vaccine Sales  Research &
Note Amount in DKK thousands : T & Production Development Not allocated Group

1 Segments - Group

Revenue - ' 2004 114,976 - 49,806 () 164,782

2003 504,642 19,850 0 524,492

Operaﬁng expenses . C 2004 41,633 156,712 48,759 247,104
: : : " 2003 199,124 - 72,499 38,830 310,453
Income from operations - .o 2004 73,343 -106,906 -48,759 -82,322
: : 2003 305,518 -62,649 -38,830 214,039
Income before company tax . . " 2004 73,343 -106,906 -43,160 -76,723
o 2003 305,518- 52,649 -35,241 217,628

Net income of the year - ‘ ‘ ‘ e 2004 - - 53,014
: ) 2003 : - R : - 150,565
Adéitions of assets ' T 2004 130,366 19,326 51,216 200,908
‘ s 2003 6,868 22,939 5,310 35,117

Depreciation of assets ' ‘ o 2004 4,980 8,213 - 3,727 16,920

i 2003 0 7,059 2,961 10,020

_Value of assets ‘ ' 2004 218,884 30,866 . 352,351 602;101
) : ‘ ' 2003 57,118 27,088 344,963 429,169
" Liabilities : ) R ’2004 106,821« - ' 19,533 160,357 286,711
‘ 2003 26,572 5,666 49,930 82,168

Within Bavarian Nordic's primary segment - business activities ~there are two reporting segments: Vaccine Sales & Production and Research &
Development.

* The Vaccine Sales & Production segment includes productxon and sales to customers. The Research & Development segment includes the work to
develop projects as well as license and royarty mcome :

A secondary segment is not shown in the segment reportlng because a geographncal segmentabon will not show a different risk and return than
shown in the business.segments. : ;
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Parent Company Group
Note Arﬁount in DKK thousands l . ' ) © 2004 . 2003 2004 2003
2 Staff expenses : : ) )
Wages and salaries : e L 28,743 16,828 56,153 35,646
Pension and social security expenses : : co 2,488 1,337 7,082 4,107
Other staff expenses ) . ’ , o 3% - .. 1,033 396 1,108
Total staff expenses n Lo 31,627 . 19,198 63,631 40,861
‘Staff expenses are distributed as follows: R : ;
Production costs . ) FE 2,364 - 1,845 - 2,364 4,794
Development costs : : ) ‘ 9939 |° - 3775 21,885 9,546
Research costs ’ : : : 3167 ! 1,813 13,145 8,092
Sales and administration costs B : : : 16,157 11,765 26,237 18,429
Total staff expenses - . R 31,627 19,198 63,631 40,861
Of which: o | - JRR | |
Remuneration to the Board of Directors o : 315 - 315 315 315
Remuneration to President of the company P R 1,825 1,500 1825 1,500
Total management remuneration L : T 2,130 1,815 2,140 1,815
Incentive programmes are disclosed in note 18.
Average number of employees - : 49 32 117 82
3 Depreciation
Share of Depreciation: . ) i -
Production costs : : . 1,967 . 147 1,967 587
Development costs ) o 6,304 3,773 9,938 6,685
. Researchcosts . - S . : 829 © . 2,665 3,923 3,483
- Sales and administrative costs o T 1,792 . 1,530 2,430 2,173
Total depreciation R 2 10,892 . 8,115 18,258 12,928

Hereofproﬁf/lossfromdisposedﬁxedassets A (41 @ 103 (288) . 103
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Note

Notes

Parent Company Group
. Amount in DKK thousands 2004 2003 2004 2003
Research & Devefopment costs
Develobment costs
Development costs, gross 59,381 23,581 77,738 35,062
Allocated depreciation - 6,304 3,773 3,938 6,686
Invoiced development costs - (478} (1,654) (478} {1,654)
Internal purchase from subsidiary 32,207 24,700 - -
" Capitalised development costs {2,099) © {3,253} (2,082) {3,200)
Total development costs 95,315 | ° 47,147 85,116 ° 36,894
Research costs
-Research costs, gross 8,580 10,621 35,136 21,571
Aflocated depreciation 829 2,665 3,923 3,483
_ Setoff of governmental grant (3,738) . (771) (3,738) - (966)
Internal purchase from subsidiary 38,402 23,437 - -
" Total research costs 44,073 35,952 35,321 24,088
Financial items
Financial income 9,707 5,406 9,773 5,443
Financial expenses (3,469) : (1,384} {3,572) {1,772)
Financial leasing expense . (325) (134) (325) . (134)
" Net income from exchange rate adjustments (263) 90 (276) 52
Net interest income from subsidiaries (173) 621 - -
Total financial items 5,476 4,599 5,599 3,589
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Parent Company

74,301

Amount in DKK thousands 2004 2003 2004 2003
Taxation
Current tax 0 0 4,144 5,391
Change in deferred tax (34,953) - 61,672 (38,353} 61,672
Tax for the year {34,953) 61,672 (34,209) - 67,063
Tax on equity transactions (10,500) - (10,500} -
Tax on income for the year {24,453) ‘61,672 {23,709) 67,063
Tax on income for the year is explained as follows: - ; o ,
Calculated 30 percent tax on income before tax (23,240) 63,671 (23,017} | 65,288
Tax effect of:
Result from subsidiaries {1,575) {1,263) . -
Different percentage in foreign subsidiaries . S (253) 2,511
Loss of tax loss carryforwards ‘ 262 - 262 -
Permanent deviations 100 (736) 84 (736)
Corrections to previous years ~ . oo {785) . -
Tax on income for the year {24,453) 61,672 {23,709) 67,063
Deferred tax . ; .
Recognised deferred tax asset relates to temporary differences
between valuations for accounting and taxation purposés and
tax losses carried forward in the parent company: .
Non-current assets (21,065) 759 (21,052) 759
" Research and development costs 13,999 26,394 13,999 26,394
Patenting costs 1,901 2,358 1,901 2,358
Provisions 356 619 3,743 619
Tax losses carriedforward L 72,703 2,547 72,703 2,547
Corresponding tax corrections relating to tax audit 3,007 3,271 3,007 3,271
Recognised tax asset , : 70,901 ' 35,948 35,948
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Parent Company
. Land and_ Leasehold  Office and  Laboratory Pre-payment Assets In 2004 2003
Note Amount in DKK thousands buildings  Improv IT equip equip of assets progress Total Totat
8  Tangible non-current assets
Costs at 1-January 0 2,758 . 2,429 12,792 5,000 1,868 24,847 8,843
Additions during the year © 39,503 . - 2,214 1,878 - 128,284 . 171,879 16,004
Transfer . 5,000 - = - {5,000) - - -
Transfer to subsidiary B ‘ - {2,372) - - (2,372) - -
Disposals during the year AR T (268) - - oo (268) -
Exchange rate adjustment 41y 2) 9 - - (111 (163) -
Costs at 31 December - 44,462 2,756 4,366 12,298 . 0 - 130,041 193923 24,847
Depreciation at 1 January - 2,740 1,629 3,208 - - 7,577 2,298
Transfer to subsidiary - - : (713) . - - (713) -
Depreciaﬁ'on during the year 320 - 727 2,073 - ) - 3,120 3,261
Impairments . - S - 965 . - 965 2,018
Disposals during the year - - (145) - - - (145} -
Exchanée rate adjustment - B V) 4) 22) ' - - {33) -
Depreciation at 31 December 320 2,733 2207 5511 . O - 0 10,771 7,577
Book value at 31 December 44,142 - 23 72,159 6,787 " 0 130,041 183,152 17,270
Book value of leased assets ’ . o
at 31 December - . 571 4,902 - 9,111 14,584 1,825
Interests capitalised during the year - L . ) - S - 1,106 1,106 -
Group
Land and Leasehold  Office and.  Laboratory  Pre-payment Assets in 2004 2003
Amount in DKK thousands buildi impr s IT equip i of assets progress Tota! Total
" Costs at 1 January a 0 5,273 5,862 32,876 - . 5,000 1,868 50,879 22,006
Exchange rate adjustment ) 4] 4) - (12) (17) - (111) {185) 52
Additions during the year 39,503 4,723 3,140 . 14850 - © 128,284 190,500 28,907
Transfer 5,000 R - - {5,000) - - -
Disposals during the year - C - (596) (14) - - 610) (86)
Fixed assets for sale - .- - - - - - -
Costs at 31 December 44,462 9,992‘ 8,394 47,695 0 130,041 = 240,584 ' 50,879
Depreciation at 1 January - 4,453 3,928 13,418 0 0 21,799 - 11,824
Exchange rate adjustment - IR ) R ¥/ I (31) - - (46) 42
" . Depreciation during the year : 320 . 647 1,408 8,213 - - 10,588 7,998
Impairments ' - 624 - 965 - . 1,589 2,018
Disposals during the year ~ ‘ - L. (569) (265) . - - (834) (83)
Depreciation at 31 December ‘ 320 5,716 4,760 22,300 .0 0 33,096 21,799 .
Book value at 31 December 44,142 © o 4,276 3,634 25,395 .0 130,041 207,488 . 29,080
Book value of leased assets , S ' , :
at 31 December - e 057 4,902 - 9,111 14,584 1,825
Interests capitalised during the year . e . Co. - 1,106 1,106 -

As of 31 December 2004 mortgage deeds of a total of DKK 6V3,200 (thousands) have been issued on the property Begeskowvej 9.
The public value assessment of the site and building as of 31 December 2004 was DKK 65,502 {thousands).
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Note

Notes

Parent Company

Amount in DKK thousands

2004 2003

Investments in subsidiaries

Investments in subsidiaries comprise:

100% awnership: Bavarian Nordic GmbH, Munich, Germany, share capital amounts to EUR 191 000

99% ownership: Austrian Nordic Biotherapeutics AG, Vienna, Austria, share capital amounts to EUR 70,000

Investment in subsidiaries:

Cost of subsidiaries at 1 January .. 15,490 710

Addition during the year - 14,738

Exchange adjustment . (14) 42

Costs of subsidiaries before result as of 31 December . 15,476 15,490

Resutt from subsidiaries 1 January {15,724) (18,879)

Resutt from the subsidiaries after tax 5,251 4,210

Tax on equity in'subsidiaries and acquired loss - (1,011)

Exchange adjustment ’ 12 (44)
- Result from subsidiaries as of 31 December (10,461) {15,724)

Book value as of 31 december 5,015 {234)

Negative investment in subsidiaries transferred to receivables” 18,172 18,199

Negative investment transferred to provisions ) 288 203

Investments in subsidiaries as of 31 December - 23,475 18,168

Receivables from subsidiaries:

Receivable from subsidiaries 18,172 18,199

Negative investment set-off in the receivables ) (18,172) (18,199}

Receivables from subsidiaries as of 31 December 0 0

Provisions:

' ‘Additional negative investment transferred to provisions 288 203
Provisions as of 31 December 288 203
As of 16 May 2003, Bavarian Nordlc A/S acquired 100% of Bavarnan Nordic, Berlin GmbH
The acquned assets and rights comprise the following: "

Total purchase price in cash - 2,562
Fair value of acquired retained loss ‘ ) 5
Fair value of acquired cash and cash equiva[ents . (186)
Rights - 2,381
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Group
Note 7 Amount in DKK thousands : ' T I 2004 2003
10 Other financial non-current assets . - .
Deposits as of 1 January : o o ’ ’ 544 2,508
. Paid deposits during the year : : . ) . 29
Repaid deposits during the year _ " . 3 o 14 (1,993)
Exchange rate adjustment : . o ' : o : : o 4) .
Deposits as of 31 December 7 S ) ‘ ) 554 544
11 ‘ Securities - Bonds o ‘ - .
Nominal vaiue of the bonds S Lo . : _ 110,222 85,738
Market value of the bonds ) o o o 112,573 88,756
. : Nominel Market
Amount in DKK thousands Currency Coupon rate Maturing value . value
Securities-Bonds; 31 December 2004 o o
) ’ DKK 7.000% 201932 628 655
DKK 6.000% 201932 23,023 23,635
DKK 5.000% . 201335 8,913 9,215
DKK . 4.000% 2010-20 11,590 11,706
DKK 2.770% . 2038 . 3,000 2,869
More than 5 years to ma_turity ' Lo ‘ . - 47,154 48,080
EBR - 5.250% " 2008 10,041 10,764
- DKK 4.000% 200608 25,470 26,031
- DKK 3.000% 2006 21,240 21,380
DKK .. Var. CIBOR . 2008 ‘ 17 17
Between 1 and 5 years to maturity ' 56,768 58,192
DKK 2.000% - 2005 2,300 2,300
o DRK . 4.000% 2005 4,000 4,000
Less than 1 year to maturity Ce : ‘ . . ‘ 6,300 6,300
Securities - Bonds . ' : o 110,222 112,572

The company’s securities are pledged for nonmortgage loén; iﬁ Nordea Bank
and Danske Bank for a total of DKK 115 million. ~~~*
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Note

12

2003 . v S8

Notes
Parent Company
: “Neéaﬁve investment Other 2004 2003
Amount in DKK thousands in subsidiaries” provisions Total Total
Provisions )
Provisions as of 1 January . s 203 2,063 ] 2,266 1,167
Additions during the year . o : 288 900 1,188 2,266
Provisions used during the year o (203) . (786) {989) (641)
Disposals during the year s e S0 0 0 (526)
Exchange rate adjustment o S . 0 (4) 4) 0
- Provisions as of 31 December . ) ‘ 288 2,173 2,461 2,266
Other prévisions cover remaining rent obligations for premises at Ved Amagerbanen.
- Due within Due between Due after
Other provisions lyear 1 and5years 5 years Total
2004 . o 2173 o 0 2,173
2003 : - : : C. 786 . ' 1,277 0 2,063
Group
2004 2003
Amount in DKK thousands . Other provisions Total Total
Provisions as of 1 January 2,063 2.063 1,036
Exchange rate adjustments 4) . (4) 0
Additions during the year 11,225 11,225 2,063
Provisions used during the year (1,666) - {1,666) (510)
"Disposals during the year 0 0 {526)
Provisions as of 31 December . 11,618 11,618 2,063
Other provisioné cover remaining rent obligations for premises at Ved Amagerbanen and Fraunhoferstr. 18b.
Other provisions have two major uncertainties: future rent increase to due to change in CPl and sublet possibilities.
: Due within Due between Due after
Other provisions lyear 1 andS5 years 5 years Total
2004 4,758 6,860 0 11,618
2,063

1,277 0
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Parent Company & Group

Amount in DKK thousands

Due within

Total current interest carrying obligations

Due between Due after 2004 2003
Terms and debt repayment schedule lyear 1and5year 5 years Total Total
Credit Institutions
Committed facilities :
Mortgage, DKK, fixed 5.33% p.a. 801 3,593 20,638 25,032 0
Financial leasing, DKK, fixed 5.4% p.a. 1,289 4,271 0 5,560 0
Financial leasing, DKK, fixed 2.2% p.a. » 882 : 7,274 954 9,110 0
Financial leasing, DKK, fixed 3.8% p.a.- 106 - 446 0 552 0
Financial leasing, DKK, fixed 7.2% p.a. 44 "0 0 44 71
Financial leasing, DKK, fixed 6.0% p.a. 70 0 0 70 89
Financial leasing, DKK, fixed 6.9% p.a. . 160 0 0 160 234
Financial leasing, DKK, fixed 7.6% p.a. 49 73 0 122 167
* Financial leasing, DKK, fixed 6.4% p.a. 256 989 - .0 1,245 1,486
-Financial leasing, DKK, fixed 6.5% p.a. 254 1,009 0 1.263 1,502
Total committed facilities 3,911 17,655 21,592 43,158 3,549
Uncommitted facilities
Construction loan, DKK, variable 2.8075% p.a. - 68,000 _ 68,000 0
Construction loan, DKK, variable 3.315% p.a. ’ - 35,000 - - 35,000 0
Credit line, DKK, variable 3.28 p.a. 24,128 - - 24,128 1,100
* Total non-commited facilities 24,128 103,000 - 127,128 1,100
Interest carrying obligations, total 28,039 120,655 21,592 170,286 4,649
" Minimum financial lease payments
Future Present
. Due \_Nithin Due between Due after interest rate value of
1 year 1 and 5 years 5 years Total on lease payments
2004 S 3,692 14,607 954 19,253 (1,127) 18,126
2003 . ‘ 851 3,228 0 4,079 (530) 3,549
2004 2003
Non-ciirrent interest carrying obligations ’ -
Commited Tacilities due after 1 year 39,247 2,904
Total non-current interest carrying obligations - 39,247 2,904
Current interest carrying obligations .
Commited facilities due within 1 year 3,911 645
Uncommited facilities 127,128 1,100
131,039 1,745
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Note

14

15

Notes

Credit risk - Group

Parent Company & Group
Amount in DKK thousands 2004 2003 -
Earnings per share

Net income for the year {DKK thousands) {53,014) 150,565
Weighted average number of shares (thousands) - 4,597 4514

Earnings per share (DKK per share) -11.5 33.4 .
Weighted average number of shares (thousands) - 4514
Adjustment for: warrants (thousands) - . - 66
Weighted average number of shares for diluted earings per share (thousands) - 4,580
Diluted earnings per share {DKK per share) 329
Net position
Currency Due  Receivables Liabilities Cash position DKK

" Financial risks - Group

EUR . < lyear 16,169 (35,204) 14,888 4,147
. > 1 year 0 0 o] 0
usD <1 year 41,756 (903) 6,966 47,819
. . > 1 year 0 0 0 0
Qther currencies < 1year 0 (174) 12 (162)
N > 1 year 0 0 0 0
Total 57,925 {36,281} 21,866 45,510

. The credit risk related to receivables from sale and other income are limited even though the Group has a small number of customers, as the

customers are governments/and or military. It is the opmlon of the Management and Board of Dlrectors that there is no real credit risk in relation

to receivables from sale and other income.

: Interest rate rlsk Group
The interest rate risks in the company related to the non-commited loan facnhtles are estimated to be low by the Management and Board of

Directors since the interest rates are fixed for a pericd of three to six months and the time horisons of the loans are short.

Interest rate risk profile on securities is disclosed in note 11 and for Ioéns in note 13.
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Note
16 Related party transactions
The Management and Board of Directors of Bavanan Nordic as well as NeuroSearch A/S are considered related partles as they have significant

influence. No related party has controlling interest.”

- NeuroSearch A/S is considered to be a related party in that Mr. Asger Aamund is Chairman of the Board for both NeuroSearch A/S and Bavarian
Nordic A/S and the two companies have two other Board Members in common.

Apart from Group inter-company transactions, renumeration of the President and the Board of Directors (note 2), and the warrants
programmme {note 18), there are no significant transactions with related parties.

Inter-company purchases from the subsidiéries comprise

Amount in DKK thousands ’ . : i ‘ ‘ 2004 2003

_ Production costs ‘ R : i 13,034 . 5,799
7.5% contribution margin hereof ‘ B ; . 977 435
Production activities L . < : 14,011 6,234
Development costs, regional management and administrative’ costs - 29,960 - 21,049
7.5% contribution margin hereof . } ’ ) 2,247 1,579
Tax audit correction of prior years purchases . . . , § ) . 2,072
Development activities ' - o C 32,207 24,700
Research costs, regional management and administrative costs . ’ 35,723 16,761
7.5% contribution margin hereof | P o o 2,679 1,257
Tax audit correction of prior years purchases c ' g : - 5,419

‘ Research activities ) a ] 38,402 23,437
Total purchase§ from subsidiary o C T 84,620 54,371

mformetion on further intercompany transactions and balances can be found in notes 5, 8 and 9.
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Note

17

Notes

Parent Comany

Group

2004

2004

Amount in DKK thousénds

Contingent liabilities, contractual obligations

On deliveries of goods, the cbmpany has given normal guaraniees in the range of 2-3 years.
* These guarantees are mostly covered by equivalent guarantees from sub-contractors.

The Parent Company stands surety for a credit facility
to the subsidiary of a maximum of EUR 1.3 mi!lion to Nordea A/S.

“The Parent Company has given a "letter of subordination” to
~ subsidiary's creditors. :

Bank guarantees issued as deposits for iaboratory and office bulldmgs
in Munich, Germany.

Operational Leasing:

Leasing obligations for office and laboratory equipment. The agreements have :

terms of nonterminability for one to 5 years. .
- Due during the next year:
- Due between 1 and 5 years:
- Due after 5 years:

Rental commitments

Rental agreements for laboratory and office facilities in Munich and Berlin, Germany
and Copenhagen, Denmark. The rental agreements are irrevocable from 41 to 65 months.

“ The above-mentioned rental agreements have bound

payment obligations as follows:
* - Due during the next year:
- Due between 1 and 5 years:
- Due after 5 years: ‘

Collaborative agreements:
The company has contractual obligations . .
with research partners for long-term research DrOJECtS
- Due during the next year:
- Due between 1 and 5 years:
- Due after 5 years: )

‘Other contractual obligations;
Significant obligations regarding the rebunldmg of the Kvnstgérd facmty
- Due during the next year:
- Due between 1 and 5 years:
- Due after 5 years:

Pending lawsuit:
‘There are no significant pending lawsuits

10,000

250
505

o

13,725
5,663

26,093
24
0

2,288

694
1,805
252

4,759
18,257
1,748

13,725
5,663

26,093
24
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" Warrant programme

Bavarian Nordic A/S has in 2002 issued warrants to employees and managementr of the company.
Warrant rights with exercise price of DKK 90.00 pr. warrant, Nominal DKK 1,296 {thousands) is distributed as follows:

‘ Exercised ' Total Value warrant

Nominel nominal - exercise rights at Expiration
DKK thousands L value . value value issuance date
Board of Directors v o 176.0 176.0 . 1,584.0 200.6 Expired
President of the company - . 1300 - 130.0 1,170.0 148.2 Expired
Managerial staff E , v i 3210 321.0 2,889.0 365.9 Expired
Employees ' - - . 3740 374.0 3,366.0 426.4 Expired
Former employees - K .. 2490 249.0 2,241.0 283.9 Expired
Not exercised : ) - © 460 00 0.0 52.4 Expired

Total ‘ 1,296.0 1,250.0 11,250.0 1,477.4

Bavarian Nordic A/S has in 2004 issued warrants to employees and management. o
Warrant rights with exercise price of DKK 323 - 673 pr. warrant, Nominal DKK 1,630 {thousands) is distributed as follows:

Total Value warrant Value warrant

Nominekl exercise rights at right Excercise

DKK thousands " value value issuance 31 December . period
Board of Directors - 2000 6,460,0 1,120.0 5,657.4 18 April - 2 May 2007
President of the company 150.0- 4,845.0 840.0 . .4,243.0 18 April - 2 May 2007
Managerial staff . 625.0 - 22,550.0 3,850.6 © 16,610.5 18 April - 2 May 2007
Employees : 525.0 ~ 16,957.5 2,940.0 . 14,850.0 18 April - 2 May 2007

. Former employees ) 130.0 4,199.0 728.0 3,677.3 18 April - 2 May 2007

Total ) 1,630.0 55,011.5 9,478.6 45,038.2

Value of warrants at issuance (DKK 56-75) and as‘of 31 December 2004 (DKK 140-282) are calculated using Black Scholes based on
historic volatifity. . ’ R : :

Parent company Group
DKK thousands ; o 2004 2003 2004 2003
Fees to auditors
- Audit of the annual report: ) . ‘ R

PricewaterhouseCoopers . . o Lo 366 330 502 544
Deloittg. ) : ) o . ; 244 220 306 220
Audit of the financial report . . o i 610 550 808 764
Omer assistance: . . .

PricewaterhouseCoopers o o ' : 374 557 385 1,352
Deloitte. ) E v - 620 - 564 620 564

Other assistance } ) 994 1,121 1,005 1,916

Total fees ‘ h o : 1,604 1,671 1813 2,680
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Extract from the Articles of Association

of Bavarian Nordic A/S

The appendices to the Articles of Association of Bavarian
Nordic A/S have been left out. These appendices are
available for inspection at the Company’s headquarters
at Bogeskowvej 9, DK-3490 Kvistgard, Denmark, and at
Nordea Bank Danmark A/S, Strandgade 3, DK-1401
Copenhagen K, Denmark (copies available on request).

Articles of Association of Bavarian Nordic A/S
- CVR no. 16271187

Name, registered office and objects of the
company

Article 1
The name of the company is Bavarian Nordic A/S (“the
Company”).

Article 2
The registered office of the Company will be situated in
the Municipality of Helsinger.

Article 3

The objects for which the Company has been established
is to carry on research, trade, manufacture and any other
related activities, primarily within the pharmaceutical in-
dustry.

The company’s share capita!l

Article 4

The Company’s share capital amounts to DKK
46,394,850.00, in words fortysixmillionandthreehundred-
andninetyfourthousandandeighthundredfifty 00/100 Danish
kroner, divided into shares in the denomination of DKK 10
and multiples thereof. The share capital has been paid up
in full.

Authorisation to increase the capital stock

Article 5a

For the period ending on 30 June 2006, the board of
directors shall be authorised to increase the company’s
share capital in one or more issues in total nominally DKK
20,000,000 {2,000,000 shares of DKK 10).

The share capital may be increased by cash payment or
in other ways.

If the share capital is increased by a cash payment at a
subscription price below the value of the shares, the ex-

isting shareholders shall have pre-emption right to sub-
scribe for the amount by which the share capital is in-
creased, proportional to their shareholdings.

if the share capital is increased by a cash payment other
than what is mentioned in article 5a, subsection 3 or in
other ways, such as by conversion of debts or in pay-
ment of a contribution of property, the company’s exist-
ing shareholders shall not have pre-emption right. If the
share capital is increased in other ways, the provisions of
section 33 of the Danish Companies Act shall apply, and
the subscription price or the value of the shares issued
shall be fixed by the board of directors within the frame-
work of the mandatory provisions under the Danish Com-
panies Act, including sections 79 and 80 of the Act.

Terms and conditions of the subscription for shares shall
be determined by the board of directors.

The New Shares shall be negotiable instruments and shall
be issued to bearer but they may be registered in the
bearer's name in the company’s register of shareholders.
No restrictions shall apply to the transferability of the
New Shares, and no shareholder shall be obliged to have
his shares redeemed - in whole or in part. The shares
shall carry the right to dividend as from the date fixed by
the board of directors but not later than the first financial
year following the capital increase.

Article 5b

During the period ending 1 May 2008, the Company may
issue up to 200,000 warrants, in one or more portions
on resolution of the Board of Directors. The warrants may
be issued to corporate management, employees in the
Company or its subsidiaries, including to consultants and
the Company's Board of Directors, for the subscription of
up to shares of a nominal value of DKK 2,000,000 by
cash contribution at a rate and on terms established by
the Board of Directors. Notwithstanding the foregoing,
the issuances of warrants to members of the Board of Di-
rectors may not exceed a nominal value of DKK 200,000.
Holders of warrants shall have pre-emption right to sub-
scribe to the shares, issued based on the warrants,
meaning that the pre-emption rights to subscribe to war-
rants and New Shares for existing shareholders’ are devi-
ated.

As a consequence of the exercise of awarded warrants,
the Board of Directors is authorised during the period un-
til 26 April 2010 to increase the share capital by a nomi-
nal value of DKK 2,000,000 in one or more portions on
resolution of the Board of Directors by cash contribution
at a rate and on other terms established by the Board

of Directors without preemption rights to subscribe for
existing shareholders.



The New Shares issued based on warrants shall have the
same rights according to the Articles of Association as
Existing Shares. The New Shares shall be negotiable and
be issued to the bearer, but may be registered in the
Company's Stock Register. No restrictions in the transfer-
ability of the New Shares shall apply and no shareholder
shall be obliged to allow for their shares to be redeemed.
The New Shares shall be eligible for dividends from the
time of subscription

This article 5b replaces the previous authorisation to the
Board of Directors in article 5b, which has been used, cf.
articles 5¢, 5d and 5e, and Annex 1, Annex 2 and Annex
3.

Article 5S¢

In accordance with authorization given at the company’s
ordinary General Meeting held on 29 April 2003 the
board has partly exercised the authority provided in the
former Article 5b and have issued 155,000 warrants,
providing the right to subscribe to a maximum of
155,000 shares, each with a nominal value of DKK 10 (a
total nominal value of 1,550,000), at a rate of DKK 323
per share of DKK 10, and with an exercise period 18
April 2007 to 2 May 2007. The board has been awarded
warrants, providing the right to subscribe to a maximum
of 20,000 shares, each with a nominal value of DKK 10
(a total value of DKK 200,000. The enclosed Appendix 1
to the Articles of Association - ‘Boards decision concern
ing warrants’ describes the details of the warrant pro-
gramme.

For the purpose of the exercise of the warrants and the
related increase of the company’s share capital the board
is authorized to increase the share capital in the period
until 28 April 2008 with a maximum of nominal DKK
1,550,000 by cash payment at a price of DKK 323 per
share of nominal DKK 10. The details of the issue are
specified by the Board according to Appendix 1 to the
Articles of Association.

—Article 5d

In accordance with authorization given at the company’s
ordinary General Meeting held on 29 April 2003 the
board has partly exercised the authority provided in

the former Article 5b and have issued 7,500 warrants,
providing the right to subscribe to a maximum of 7,500
shares, each with a nominal value of DKK 10 (a total
nominal value of DKK 75,000}, at a rate of DKK 498 per
share, each with a nominal value of DKK 10, and with an
exercise period 18 April 2007 to 2 May 2007. The en-
closed Appendix 2 to the Articles of Association - ‘Boards
decision concerning warrants’ describes the details of
the warrant programme.
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For the purpose of the exercise of the warrants and the
related increase of the company’s share capital the board
is authorized to increase the share capital in the period
until 28 April 2008 with a maximum of nominal DKK
75,000 by cash payment at a price of DKK 498 per
share of nominal DKK 10. The details of the issue are
specified by the Board according to Appendix 2 to the
Articles of Association.

Article 5e

In accordance with authorization given at the company’s
ordinary General Meeting held on 29 April 2003 the
board has partly exercised the authority provided in the
former Article 5b and have issued 3,000 warrants, pro-
viding the right to subscribe to a maximum of 3,000
shares, each with a nominal value of DKK 10 (a total
nominal value of DKK 30,000), at a rate of DKK 673 per
share, each with a nominal value of DKK 10, and with an
exercise period 18 April 2007 to 2 May 2007. The en-
closed Appendix 3 to the Articles of Association - ‘Boards
decision concerning warrants’ describes the details of
the warrant programme.

For the purpose of the exercise of the warrants and the
related increase of the company’s share capital the board
is authorized to increase the share capital in the period
until 28 April 2008 with a maximum of nominal DKK
30,000 by cash payment at a price of DKK 673 per
share of nominal DKK 10. The details of the issue are
specified by the Board according to Appendix 3 to the
Articles of Association.

Shares

Article 6

All shares shall be issued to bearer, but may be recorded
in the name of the holder in the Company’s Stock regis-
ter. The shares shall be negotiable instruments and there
shall be no restrictions as to their transferability.

Article 7

No share shall confer any special rights upen the holder,
and no shareholder shall be obligated to have his shares
redeemed, whether in whole or in part, by the Company
or by any other party.

Article 8

As resolved by the Board of Directors, the Company’s
Stock Register may be kept either by the appropriate
officer of the Company, or by a secretary outside the
Company to be designated by the Board of Directors.
The Company’s Stock Register is kept by Nordea Issuer
Service, 0900 Copenhagen C.
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Article 9

Share certificates may be declared null and void without
a prior court order in accordance with the statutory rules
applying from time to time to the annulment of negotiable
instruments.

General Meetings

Article 10

Within the framework laid down by statute and these
Articles of Association, the shareholders at the General
Meeting shall give general supervision and direction to
all corporate affairs.

General Meetings shall be held in the municipality in which
the Company's registered office is situated, or in the
Greater Copenhagen area.

General Meetings shall be convened by the Board of
Directors giving not less than 14 days nor more than
four weeks’ notice.

Meetings shall be convened by publication in two leading
newspapers. Furthermore, a written notice convening the
annual meeting shall be sent to all shareholders of record
who have so requested.

The convening notice shall contain the agenda of the rele-
vant General Meeting. If any proposals are to be consid-
ered at the General Meeting, the adoption of which is sub-
ject to a special majority, then this fact shall be
emphasized in the convening notice and the essentials of
the relevant proposal shali be reproduced in it.

During the last eight days prior to each General Meeting,
the agenda and the complete proposals to be considered
at the General Meeting, and with respect to the Annual
General Meeting moreover the audited annual report with
the audit report, shall be available for the inspection of
shareholders at the Company’s offices. At the same time,
copies of this material-shall be circulated to all sharehold-
ers of record.

Article 11

Any shareholder shall be entitled to attend each annual
and special meeting, provided that he has requested an
admission card from the Company's offices no later than
five days prior to the pertinent meeting. His capacity as
a shareholder shall be documented by his title having
already been entered in the Company's Stock Register,
or against presentation of the appropriate documentation
from the shareholder's bank, such documentation not to
have been issued more than 14 days prior to the time
when the shareholder requests an admission card. In ad-

dition, in order to receive an admission card a share-
holder must issue a statement in writing to the effect that
the shares have nat, or will not, be transferred to any
third parties prior to the pertinent general meeting. The
shareholder may attend in person or be represented by
proxy, and a shareholder shall be entitled to attend to-
gether with an advisor.

The voting right can be exercised according to an instru-
ment of proxy issued to a person who need not be a
shareholder in the Company. Unless containing a provi-
sion to the contrary, instruments of proxy shall be deemed
to be in force until revoked in writing by notification to

the Company. However, instruments of proxy may not be
issued for a period of more than 12 months.

Article 12

The ordinary general meeting shall be held in time to ak
low for the audited and approved annual report to be re-
ceived in the Danish Commerce and Companies Agency
no later than 4 months after the end of the financial year.

The agenda of the Annual General Meeting shall contain
the following business:

1 The Directors’ report on the Company’s activities in the
past year.

2. The presentation of the annual report for adoption.

3. A proposal from the Board of Directors regarding the
application of profit or covering of loss pursuant to the
annual report as adopted.

4. A resolution for ratification of the acts of the Board of
Directors and the Board of Management.

5. Election of members to the Board of Directors.
6. Election of auditors.

7. Any proposals from the Board of Directors or share-
holders, including proposals authorizing the Company
to acquire shares of Company stock.

Any proposals from shareholders for consideration at the
Annual General Meeting must be lodged with the Com-
pany no later than two months after the end of the finan-
cial year.

Article 13

Extraordinary General Meetings shall be held as directed
by the shareholders at the General Meeting, the Board of
Directors or an auditor, or when requested by sharehold-
ers holding in the aggregate not less than 1/10 of the



share capital. The request from the shareholders shall be
lodged with the Board of Directors and must contain a
specification of the business desired to be considered at
the General Meeting. The General Meeting shall be con-
vened no later than 14 days after the appropriate request
having reached the Board of Directors.

Article 14
A chairman appointed by the Board of Directors shall pre-
side over the General Meeting.

The Chairman thus appointed shall officiate at the General
Meeting and shall settle all matters relating to the trans-
action of business.

Minutes of the proceedings at a General Meeting shall be
entered in a Minute Book, such minutes to be signed by

the Chairman and all members of the Board of Directors
present at the General Meeting.

No later than 14 days after a General Meeting, the Minute
Book or a certified copy of the appropriate entries shall
be available for the inspection of shareholders at the
Company's offices, and a copy thereof shall be sent to

all shareholders who have so requested in writing.

Voting Rights

Article 15

Each share amount of DKK 10 shall give one vote at Gen-
eral Meetings. Shareholders who have acquired shares by
transfer may not exercise the voting right on the relevant
shares unless such shares have already been entered in
the Company's Stock Register, or the shareholder has
filed notification and substantiated his acquisition prior to
the time when the relevant general meeting is convened.
Even where the voting right cannot be exercised for fail-
ure to comply with any of the conditions referred to
above in this Article 15, the shareholding transferred
shall nevertheless be deemed represented at the relevant
general meeting if the shares have been entered in the
Stock Register prior to the general meeting, or the share-
holder has filed notification of his acquisition and proved
his title.

Article 16

All resolutions put to the vote of shareholders at General
Meetings shall be subject to adoption by a simple major-
ity of votes, unless the Danish Companies Act or these
Articles of Association prescribe special rules regarding
representation and majority.
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Unless a greater majority or unanimity is required pursu-
ant to legislation, the adoption of resolutions regarding
amendment of these Articles of Association, the dissolu-
tion of the Company or its merger or amalgamation with
another company or business is subject to such resolu-
tion being adopted by not less than 2/3 of all the votes
cast as well as of the votes represented at the relevant
General Meeting, and to not less than 50% of the share
capital being represented at the General Meeting in ques-
tion. In case less than half of the share capital is repre-
sented at the general meeting, but the resolution is
passed by at least 2/3 of the votes cast as well as of the
votes represented at the general meeting, the resolution
may at a new general meeting called within 14 days after
the date of the preceding general meeting be passed by
2/3 of the votes cast as well as of the votes represented.

Board of Directors and Board of
Management

Article 17

The Company shall be managed by a Board of Directors
of not less than three nor more than six members to be
elected for one year at a time by the shareholders at the
General Meeting. Retiring Directors shall be eligible for re-
election. In addition, such members that are to be

elected pursuant to the statutory rules regarding repre-
sentation of the employees on the Board of Directors
shall be elected as well.

The shareholders at the General Meeting shall determine
the remuneration of Directors.

Article 18

Minutes shall be taken of all proceedings at Board Meet-
ings. Such minutes shall be signed by all Directors in
attendance at the relevant Board Meeting.

The Board of Directors shall elect its own chairman and
deputy chairman.

The Board of Directors may grant powers of procuration
to individuals to sign singly or collectively.

In addition, the Board of Directors shall lay down more
specific Rules of Procedure regarding the discharge of its
duties.

The Board of Directors shall appoint a Board of Manage-
ment.
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Binding Signatures

Article 19

The Company shall be bound in legal transactions by the
joint signatures of the Chairman of the Board of Directors
and that of either any one member of the Board of Man-
agement or any two members of the Board of Directors,
or by the joint signatures of any two members of the
Board of Directors and any member of the Board of Man-
agement.

Auditors

Article 20

The Company’s annual report shall be audited by one or
two Danish state-authorized public accountants elected
by the shareholders at the General Meeting.

Auditors shall be elected for a term of one year at a time.
Retiring auditors shall be eligible for re-election.

Accounts

Article 21
The Company’s financial year shall coincide with the
calendar year.

The annual report shall be prepared in pursuance of the
legistation from time to time in force regarding the pres-
entation of annual reports.
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Glossary and definitions

Glossary

AIDS
Antigen
Antibody

Atopic disorders

CapCell™

CEF cells
Clinical trials
Dendritic cells

Dengue fever

DNA plasmid
Elstree-BN™

Emergency Authorization

Endemic
Fast-track

First-generation smalipox vaccine
Gene

Gene therapy

GMP

Her-2/neu
HIV
HIV clades

Humoral immune response

— Immune enhancement

Immunogenicity

Immunotherapy
IMVAMUNE™

In-vitro
In-vivo
JEV

Lister-Elstree

Acquired immunodeficiency syndrome.
A compound that can induce an immune response in animals or humans.

A compound, specific for a certain antigen, produced by the immune
system. Antibodies combat antigens and assist other parts of the
immune system in recognising antigens.

Diseases such as atopic dermatitis, allergy and hay fever.

A technology that facilitates the encapsulation of cells in capsules that
can be injected into a patient.

Chicken embryo fibroblast cells.
Tests in humans of drugs under development.
Immune cells formed by monocytes such as Langerhans cells,

Disease caused by a virus belonging to the flavivirus family, dengue
virus.

Small, circular, double-stringed DNA.

Bavarian Nordic's second-generation vaccinia smallpox vaccine.
Developed from a generic virus strain,

Emergency authorization approval by the FDA.

Occurring frequently in a particular area or especially associated with a
particular area.

Designation awarded by the FDA to drugs under development for which a
serious demand is deemed to exist.

Replicating vaccinia virus produced in animals.
DNA sequence encoding a protein.
The transfer of genes to a patient with a resulting therapeutic effect.

Good Manufacturing Practice. Production according to approved quality
standards.

Protein overexpressed by many breast cancer cells, among others.
Human Immunodeficiency Virus. Retrovirus that causes AIDS in humans.

HIV is divided into two main groups (HIV-1 and HIV-2) and into several
variants described as clades, e.g. A, B, C, etc.

Antibody-mediated immune response.

In dengue disease, accelerated disease in secondary infections mediated
by dengue antibodies.

The ability to invoke an immune response.

Common description for therapeutic forms that exploit the immune
system or its components to combat disease.

Bavarian Nordic’s patented third-generation smallpox vaccine based on
MVA-BN®,

Tests conducted within a test tube or an artificial environment.
Tests within a living organism.
Japanese Encephalitis virus.

First-generation smallpox vaccine.
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Measles

Multivafent

MVA
MVA-BN®
MVA HIV nef
MVA-BN® JEV

MVA-BN® HIV Polytope
MVA-BN® HIV multiantigen

Nef
Orthopox virus

Passages

Phase | clinical trial

Phase 1/l clinical trial

Phase 1l clinical trial

Phase lll clinical trial

Polyepitope vaccines
Pro-oncogene

Preclinical trials

Prophylactic vaccination

Recombinant

RFP

Infectious disease based on measles virus.

In connection with MVA-BN® as vector; the capacity to express up to
many foreign proteins.

Modified Vaccinia Ankara strain.
Bavarian Nordic’s patented MVA-based vaccine vector.
HIV vaccine expressing the HIV nef protein in recombinant MVA virus.

Vaccine against JEV based on recombinant MVA-BN® vaccine expressing
PreME proteins of JEV.

Vaccine against HIV based on recombinant MVA-BN® vaccine expressing
an HIV polytope.

Vaccine against HIV based on recombinant MVA-BN® vaccine expressing
8 whole or truncated HIV proteins.

Protein produced by HIV virus.
Group of smalipox viruses.

In connection with the development of MVA, the number of times an MVA
virus has been grown on the medium and harvested after growth.

Clinical trial with the purpose of evaluating the safety of a trial product
and estimate how the product is tolerated and metabolised in the human
body. Usually performed in a small group of healthy individuals.

Clinical trial with the purpose of evaluating the safety of a trial product
and estimate how the product is tolerated and metabolised in patients
with the relevant disease. The trials are performed with patients because
the nature of the trial products excludes the possibility of performing
safety studies to be performed in healthy individuals. In addition, it is
possible to obtain early information about the efficacy of the trial product.

Clinica! trial with the purpose of evaluating the efficacy of a trial product
in a limited number of subjects with the relevant disease. These studies
are often double-blind, which means that neither the physician nor the
patient know whether the patient is treated with the trial product, placebo
(inactive substance) or an already existing treatment.

Clinical trial with the purpose of evaluating the efficacy and safety of

a trial product in a large number of patients suffering from the relevant
disease and in which the new treatment is usually compared with already
existing treatment alternatives. These studies are double-blind, which
means that neither the physician nor the patient know whether the
patient is treated with the trial product, placebo {inactive substance)

or an already existing treatment.

Vaccine based on many T-cell epitopes.
Organism or molecule participating in the carcinogenic process.

A trial encompassing inwitro and in-vivo screening, pharmacokinetics
and toxicology which are necessary prior to the administration of a
therapeutic agent to humans.

Vaccination for the prevention of disease.

Genetic information that was constructed or modified. This canbe a
natural process or can be performed in a laboratory as a result of
genetic engineering. A vector is an example of a recombinant organism.

Request for Proposal.



RFP-1

RFP-lI

REP-IIl

Second-generation smallpox vaccine

Self-antigen tolerance breaking

Serum-free production process

Smallpox virus

Stand-alone vaccine

T-cell immune response

Therapeutic vaccination

Third-generation smallpox vaccine

Truncated

Vaccine vector

Vaccinia virus

Vector

Virus
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Tender for the development of a smallpox vaccine based on Modified
Vaccinia Ankara (MVA).

Tender for the production, filling and release of 500,000 doses of small-
pox vaccine based on MVA, with a further option for the supply of 2.5
million doses and validation of preclinical efficacy models and clinical
studies in more than 2,000 individuals for each contracting party.

The US Authorities are expected to start inviting tenders for the clinical
development programme on an MVA smallpox vaccine (RFPA) in the
summer of 2005, with the order expected to be granted in late 2005.
The RFP-IIl order is expected to involve the purchase of a preliminary
stock of up to approximately 80 million doses of an MVA-based smallpox
vaccine in one or more tranches. Approximately 20 million doses are
scheduled for delivery within 18 months of award of the contract. The
combined purchase is expected to represent a value of up to approxi-
mately USD 300 million. In addition to the RFP-Il order, the US Authorities
are expected to tender an agreement worth another USD 1 billion in re-
spect of maintenance of the smallpox vaccine stocks during the period
2007-2013.

Replicating vaccinia virus produced in cell cultures.

Process in which the immune system is activated against natural proteins
in the body.

Production process which applies artificial production media.

Large DNA virus belonging to the orthopox family, which includes variola
major (human smallpox}, cowpox, vaccinia virus, mousepox and monkey-
pOX.

In connection with MVA-BN®based vaccine; vaccine administered as
MVA-BN® prime-boost without the use of adjuvants.

Immune response induced by killer T-cells and helper T-cells, also known
as cell-mediated immune response.

Vaccination of a subject who already suffers from a disease in order to
achieve a therapeutic effect.

Vaccinia virus produced in cell cultures which is unable to replicate.
In their RFP programme, the US Authorities have defined that a third-
generation smallpox vaccine must be based on the MVA virus.

With respect to proteins: a shortened protein.

Virus, bacterium or DNA plasmid transmitting an antigen to the vaccinated
organism.

Smallpox virus used for vaccination against smallpox.

In the field of vaccination: A transmitter of antigens to the individuals that
require vaccination.

Particle that uses the host organism to replicate.
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Definitions

A.M. Best

Acambis

Bavarian Nordic

Bavarian Nordic A/S
Bavarian Nordic GmbH
Bavarian Nordic Incorporated
Board of Directors

BN ImmunoTherapeutics

Company
Copenhagen Stock Exchange

Corporate Management

Danish Securities Centre
DKK

Epimmune

EUR

Existing Shares

Federal Acquisition Regulations

FDA
Group

Group Management

GSF

GSK

— HHS
DT

Lead Manager

Management

Maximum Proceeds
Maximum Offering
Minimum Proceeds

Minimum Offering

A.M. Best Company Inc. is a US-based insurance and credit-rating
company approved by the U.S. Securities and Exchange Commission
as a so-called Nationally Recognized Statistical Rating Organization.

Acambis Plc.

Bavarian Nordic A/S together with its subsidiaries, also referred to as
the Group.

The parent company of the Bavarian Nordic Group.
Bavarian Nordic's German subsidiary.

Bavarian Nordic's US holding company.

The board of directors of Bavarian Nordic A/S.

BN ImmunoTherapeutics Inc. Bavarian Nordic’s US operating subsidiary,
which is owned by Bavarian Nordic Incorporated.

Bavarian Nordic A/S.
Copenhagen Stock Exchange A/S.

The corporate management of Bavarian Nordic A/S consisting of
Peter S. Wulff.

Danish Securities Centre A/S.
Danish kroner.

Epimmune Inc.

Euro.

The existing shares of Bavarian Nordic A/S immediately prior to the
Rights Issue.

FAR is the primary set of rules used by the US government when
purchasing goods and services.

Food and Drug Administration, USA.

Bavarian Nordic A/S together with its subsidiaries, also referred to as
Bavarian Nordic.

The group management consists of the Corporate Management and
three Executive Vice Presidents.

Forschungszentrum fir Umwelt und Gesundheit GmbH.
GlaxoSmithKline Biologicals s.a., a subsidiary of GlaxoSmithKline Plc.
Department of Health and Human Services, USA.

Impstoffwerk Dessau-Tornau GmbH. Contract manufacturer of
Bavarian Nordic's recombinant vaccine.

Nordea Cétporate Finance.

The Board of Directors and Corporate Management of Bavarian
Nordic A/S.

Approximately DKK 417.6 million.
1,159,871 New Shares of DKK 10 each.
Approximately DKK 91,3 million.
253,571 New Shares of DKK 10.




NIAID

NIH
Nordea Corporate Finance

New Shares

Offering

Payment Date

Prospectus

Rights Issue

Securities Act

Shares

Subscription Price
Subscription Period

Subscription Rights

US Authorities

UsA
usp
USPTO
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National Institute of Allergy and Infectious Diseases, USA. A component
of the US board of heaith, National Institutes of Health (NiH).

National Institutes of Health.
A division of Nordea Bank Danmark A/S.

Up to 1,159,871 New Shares with a nominal value of DKK 10 each
issued by Bavarian Nordic A/S.

The offering of up to 1,159,871 New Shares of DKK 10 each in Bavarian
Nordic A/S, corresponding to DKK 11,598,710 nominal value.

Payment of the New Shares takes place on subscription, however, not
later than 17 June 2005.

This prospectus dated 19 May 2005.

The offering of a minimum of 253,571 and a maximum of 1,159,871
New Shares of DKK 10 each in Bavarian Nordic A/S (a minimum of DKK
2,535,710 nominal value and a maximum of DKK 11,598,710 nominal
valuel.

The United States Securities Act of 1933, as amended.

Ordinary bearer shares in Bavarian Nordic A/S of DKK 10 nominal value
each.

DKK 360 per share of DKK 10 nominal value.
4 June — 17 June 2005.

Existing shareholders registered with the Danish Securities Centre
as shareholders of Bavarian Nordic A/S on 3 June 2005 at noon
(Copenhagen Time) are entitled to subscribe for New Shares at the
ratio of one New Share for every four Existing Shares held.

Bavarian Nordic's agreements with the US Authorities are administered
by the Department of Health and Human Services, USA (the HHS or the
US Department of Health) and by the National Institutes of Allergy and
Infectious Diseases {NIAID), a component of the National Institute of
Health (NIH).

The United States of America.

US dollars.

United States Patent and Trademark Office.
World Health Organization.
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BAVARIAN NORDICA/S Only one subscription form per shareholding

Subscription of shares in Bavarian Nordic A/S - subscription form for U.S. residents

This subscription form is for the sole use of holders of Subscription Rights wishing to exercise these and
subscribe for New Shares.

To be submitted to the shareholder’ own custodian bank for endorsement and processing.

Securities code: New Shares DKOO 6000290-5 Subscription price: DKK 360
Manager: Nordea
Corporate
Finance
Subscription June 4 - June 17, 2005 First day of listing, New June 23, 2008
period: Shares:

Date of payment: June 17, 2005

This subscription form must be received by the shareholder’s custodian bank on or before the last day
of the Subscription Period, that is June 17, 2005.

Important notice to U.S. residents

The Rights Issue is made to persons resident in the United States only to the extent such persons heid
Existing Shares, whether directly or through a nominee, as of the record date of the Rights Issue.

I/we hereby confirm that I/we held Existing Shares as of the record date.

1/we hereby confirm that I/we hold Subscription Rights which are either used to subscribe for New
Shares in the Rights Issue, or which remain unexercised in my/our account.

I/we hereby submit a binding order to subscribe for New Shares of DKK 10 nominal value
in Bavarian Nordic A/S.

Statement by the shareholder

This subscription form is submitted on the terms and conditions set out in this Prospectus dated May 19,
2005.

The submission of a subscription order is binding.

I/we undertake to pay the countervalue of the shares allocated at the Subscription Price (in DKK).
Payment will be effected on June 17, 2005 pursuant to the contract note submitted to me/us against
registration of the allocated shares with the Danish Securities Centre.

Information and signature

Name: VP account:

Address: Account used for settlement:

Post code and city: Custodian bank:

Date: I/we wish to be listed in the Company’s register of
Telephone: shareholders, please tick:

The new shares will be registered in the relevant shareholder’s/investor’s VP account with the Danish
Securities Centre.

Registration no.: CD identification:

Stamp and signature:
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Announcement no. 14-05
19 May 2005

TO THE COPENHAGEN STOCK EXCHANGE
Bavarian Nordic A/S publishes prospectus for rights issue

On 20 May 2005, Bavarian Nordic A/S publishes its prospectus for a rights issue. The Company's
shareholders have pre-emption rights to subscribe for new shares at the ratio of 1 for 4 at a price of DKK 360
per share of DKK 10. The gross proceeds from the offering are expected fo total up to approximately DKK
418 million. The proceeds will be used to strengthen the activities within research and product development,
including clinical trials within smallpox, HIV, measles and cancer, and production. Moreover, part of the
proceeds will be used to start up the production of an order for up to 80 million doses of smailpox vaccine
(RFP-1ll) for which the US authorities are expected to invite tenders in the summer of 2005, with the order
expected to be granted in late 2005. In order to ensure this and future supplies and with a view to reducing
production costs, Bavarian Nordic plans to invest approximately DKK 115 million in a vaccine filling and
packing line. Finally, the Company wishes to strengthen its general capital preparedness.

Offering
The offering comprises up to 1,159,871 new shares with a nominal value of DKK 10 each with pre-emption
rights to the Company’s shareholders.

On 19 May 2005, the Board of Directors resolved to exercise part of the authority contained in the
Company’s articles of association to increase the share capital by a minimum of 253,571 shares of DKK 10
each (DKK 2,535,710 nominal value) and a maximum of 1,159,871 shares of DKK 10 each (DKK 11,598,710
nominal value).

Subscription price
The new shares are offered at DKK 360 per share of DKK 10, free of brokerage fees.

Subscription ratio

The Company’s shareholders have pre-emption rights to the new shares at the ratio of 1 for 4 to the effect
that shareholders will be entitled to subscribe for 1 new share of DKK 10 for each 4 existing shares of DKK
10 held.

Subscription period

The subscription period for the new shares commences on 4 June 2005 and closes on 17 June 2005. It is
expected that the new shares will be listed on the Copenhagen Stock Exchange with effect from 23 June
2005.

Trading in subscription rights
The subscription rights will be traded in the period from 1 June 2005 to 14 June 2005.

Allocation of subscription rights

Subscription rights will be allocated to shareholders who are registered with the Danish Securities Centre as
shareholders of Bavarian Nordic A/S on 3 June 2005 at noon (Copenhagen time). Shareholders will require
4 subscription rights for each new share of DKK 10 nominal value to be subscribed.

Underwriting
The rights issue is not underwritten, but a number of existing shareholders, A.J. Aamund A/S and LD
Pensions, have made binding advance commitments to the Company to subscribe for a total of 253,571 new

S BAVARIAN NORDIC

BavananNom"cA/S B@geskowejg DK 3490Kvxstgard DenmarkPTx)ne+4533268383 Fax+4533268380 .
wwwbavanawnmdzc com, A/S Req. No. 208618 VAT No D;( 16 2711 87 -,
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shares, corresponding to total gross proceeds of approximately DKK 91 million. Out of this amount, A.J.
Aamund A/S and LD Pensions will subscribe for new shares corresponding to gross proceeds of
approximately DKK 60 million and approximately DKK 31 million, respectively, by exercising their respective
subscription rights.

Reasons for the rights issue and use of proceeds
Bavarian Nordic aims to obtain gross proceeds of approximately DKK 418 million from the rights issue.

Bavarian Nordic aims to strengthen its research and product development activities, including clinical trials
within smalipox, HIV, measles and cancer, and production. In that connection, Bavarian Nordic has, infer
alia, established a subsidiary in California, USA in order to increase its research and development activities
within cancer immunotherapy. Moreover, Bavarian Nordic plans an expansion of its exports and marketing
function.

Bavarian Nordic expects that the US authorities will place an order (RFP-I11) under the clinical development
and delivery programme for an MVA-based smallpox vaccine in late 2005. RFP-IIl is a continuation of the
process that was initiated with RFP-l and RFP-li. On 28 April 2005, the US authorities confirmed that the
RFP-IIl process will be initiated. Following this, the US authorities published a draft of the tender terms for
RFP-IIl on 13 May 2005. During this stage of the programme, the US authorities are expected to purchase a
preliminary inventory of up to approximately 80 million doses of MVA-based smailpox vaccine in one or more
tranches, of which approximately 20 million doses are expected to be delivered within 18 months of award of
the contract. The total order is expected to have a value of up to approximately USD 900 million.
Management expects that Bavarian Nordic will be awarded the whole or a substantial portion of this contract.
Bavarian Nordic will execute the RFP-IIl order in a commercial partnership with GlaxoSmithKline.

Part of the proceeds from the rights issue will be used as temporary financing of the necessary build-up of
inventories of raw materials and ready-to-use vaccines and trade receivables in connection with the sale and
delivery of these vaccines from 2006. The Company expects that the revenue from this order over the
delivery period will generate a significant and increasing liquidity surplus.

In order to reduce production costs and provide maximum supply reliability to Bavarian Nordic’s customers,
the Company plans to initiate an investment in a vaccine filling and packing line in Kvistgard, Denmark. This
investment is expected to total approximately DKK 115 million.

Lead Manager
The rights issue has been arranged by Nordea Corporate Finance, a division of Nordea Bank Danmark A/S,
as Lead Manager for Bavarian Nordic A/S.

Publication and distribution of the prospectus
The prospectus, which has been prepared in connection with the rights issue of Bavarian Nordic A/S, will be
published through the Copenhagen Stock Exchange on Friday 20 May 2005.

The prospectus will be available for inspection at Bavarian Nordic A/S’ offices at Begeskovvej 9, DK-3490
Kvistgard, Denmark. The prospectus will be forwarded to registered shareholders resident in Denmark, the
UK and the USA. The prospectus will furthermore be available on the Company’s website — except to
persons covered by legislation which prohibits this ~ at www.bavarian-nordic.com, and the prospectus may
also be obtained from:

Nordea Bank Danmark A/S
Phone: +45 3333 5092

Fax: +45 3333 3182
E-mail: corpact@nordea.com

— BAVARIAN NORDIC

BavananNordrcA/S Bzg%kowejg DK 3490Kvstgard DenmarkPhone+4533268383 Fax+4533268380
www bavarian- nordxc com, A/S Reg.! No 208 618, VAT No. DK 18 271187 )
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Kvistgard, 19 May 2005

Asger Aamund
Chairman of the Board

Contacts:
Peter Wulff, President & CEO
Phone: +45 3326 8383.

Asger Aamund, Chairman
Phone: +45 3332 1911.

About Bavarian Nordic A/S:

Founded in 1994, Bavarian Nordic A/S is a leading international biopharmaceutical company developing,
producing and marketing innovative vaccines to prevent and treat infectious diseases and cancer. With
operations in Denmark, Germany, and the USA, Bavarian Nordic employs over 180 people and is listed on
the Copenhagen Stock Exchange under the trading symbol BAVA.

Bavarian Nordic's patented core technology, MVA- BN®, is one of the world’s safest, multivalent vaccine
vectors for the development of vaccines against various infectious diseases such as smallpox, HIV/AIDS, as
well as against breast, colon and prostate cancer. Several MVA-BN®-based HIV and smallpox vaccines are
in clinical Phase | and Phase Il trials. MVA-BN® is patented under US Patent No. 6,761,893 and covers the
MVA-BN® virus and derivatives thereof, IMVAMUNE"™ (Bavarian Nordic’s smallpox vaccine), and its use as a
vector technology.

Bavarian Nordic has ongoing development contracts with the US government (awarded in September 2004*
and February 2003) to develop IMVAMUNE" as a safe third-generation smallpox vaccine. Bavarian Nordic’s
advanced clinical development programme has been further expedited by the US government with the FDA’s
grant of “fast track” status for IMVAMUNE", the first-ever smallpox vaccine candidate to be given this
designation.

Bavarian Nordic has supplied several governments with smallpox vaccines and with its increased production
capacity, able to supply the growing demand, pariicularly for safe smallpox vaccines. With a combined global
manufacturing capacity consisting of the build-up of its own production facility in Denmark (with a production
capacity that can be expanded to 180 million doses per year) an international collaboration with
GlaxoSmithKline, and an established partnership with vaccine producer, Impfstoffwerk Dessau-Tornau (IDT),
Bavarian Nordic has ensured supply of its current and future vaccines.

Bavarian Nordic’s partners include GlaxoSmithKline, Epimmune in the U.S.A., Impfstoffwerk Dessau-Tornau
(IDT) in Germany, and Vaccine Solutions in Australia.

For more information please visit www.bavarian-nordic.com

* The award of RFP-Il has been funded in full or in part with federal funds from the National Institutes of
Allergy and Infectious Diseases, the National Institutes of Health, Department of Health and Human
Services, under Contract No. HHSN266200400072C, ADB Contract No. 1-Al-40072.

“Safe Harbour” Statement Under the Private Securities Litigation Reform Act of 1995:

BAB/_AB LA NOBDIC
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Except for the historical information contained herein, this release contains "forward-looking statements"
within the meaning of the Private Securities Reform Act of 1895. No “forward-looking statement” can be
guaranteed, and actual results may differ materially from those projected. Bavarian Nordic undertakes no
obligation to publicly update any "forward-looking statement”, whether as a result of new information, future
events, or otherwise. Additional information regarding risks and uncertainties is set forth in the current
Annual Report and in Bavarian Nordic’s periodic reports, if any, which we incorporate by reference.

Stockwise summary:
Bavarian Nordic A/S publishes prospectus for rights issue.
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