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Fair Value 1635p vs. 1540p (+17%)

A balanced story with most risks now behind us (report released today)

BUY vs. NEUTRAL

GSK has been our least-preferred large cap pharma stock for a while but the company is very close to
a turning point in our view and we now see it as a safe play and also as a self-help story with more
than decent growth over the [2015-2020] timeframe, with core EPS CAGR of 9.2%. Supported also by
a dividend yield of 5.7% at the current price, we rate GSK a new BUY with a FV of GBP1,635.

ANALYSIS

2014 and 2015 were a nightmare for GSK shareholders, characterised by a severe drop in
respiratory sales, poor commercial success on new drug launches, a scandal in China and a
positive-but-dilutive agreement with Novartis. As a consequence, core EPS have fallen by almost
30% in two years and the stock price by 5%, i.e. underperformance of more than 30% compared to
the Stoxx Europe Healthcare index.

This period should now be behind us and we believe that the risks are under control while
opportunities to grow are multiplying. In 2016, GSK has already committed itself to double-digit
core EPS growth, based on a top-line turnaround, cost savings and synergies from the Novartis
transaction. A return to revenue growth is obviously good news and in this note we emphasize the
key role of three products: Nucala (with a new PS of USD1.7bn in 2022), Triumeq (which together
with Tivicay will exceed USD4bn in our opinion) and Shingrix (that we move from USD900m to
USD1.4bn). Together with Breo which is now waking up, they should be the key growth drivers for
GSK through to 2020 (we are essentially ignoring sirukumab at this stage).

Moving from top-line to earnings growth, we have noted the significant royalties and minority
interest paid to partners Innoviva (on Breo and Anoro), Shionogi (on Tivicay and Triumeq) and
Novartis (on the combined CHC business). Although these payments reduce the margin impact on
the turnaround, Nucala and ViiV will support margin expansion together with cost savings and
synergies in vaccines and CHC.

VALUATION

All in all, while having almost cancelled any upside from the pipeline (no contribution beyond
Shingrix and sirukumab), we are left with core EPS CAGR of 9.2%. between 2015 and 2020 (see the
sequence below). This is amongst the best in the industry and the beauty is that it is starting now,
not in one or two years’ time. Lastly, the stock is supported by a comfortable dividend vyield.
Although the upside to our FV is not enormous, we think GSK is worth a BUY now.
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Bryan Garnier stock rating system

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

Stock rating

Positive opinion for a stock where we expect a favourable performance in absolute terms over a period of 6 months from the publication of a
recommendation. This opinion is based not only on the FV (the potential upside based on valuation), but also takes into account a number of
elements that could include a SWOT analysis, momentum, technical aspects or the sector backdrop. Every subsequent published update on the stock
will feature an introduction outlining the key reasons behind the opinion.

Opinion recommending not to trade in a stock short-term, neither as a BUYER or a SELLER, due to a specific set of factors. This view is intended to
be temporary. It may reflect different situations, but in particular those where a fair value shows no significant potential or where an upcoming binary
event constitutes a high-risk that is difficult to quantify. Every subsequent published update on the stock will feature an introduction outlining the key
reasons behind the opinion.

Negative opinion for a stock where we expect an unfavourable performance in absolute terms over a period of 6 months from the publication of a
recommendation. This opinion is based not only on the FV (the potential downside based on valuation), but also takes into account a number of

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

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

BUY ratings 72%

Distribution of stock ratings

NEUTRAL ratings 0% SELL ratings 28%

Research Disclosure Legend

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

A copy of the Bryan Garnier & Co Limited conflicts policy in relation to the production of research is available at www.bryangarnier.com
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This document is classified under the FCA Handbook as being investment tesearch (independent research). Bryan Garnier & Co Limited has in place the measures and arrangements required
for investment research as set out in the FCA’s Conduct of Business Sourcebook.
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This Report is provided for information purposes only and does not constitute an offer, or a solicitation of an offer, to buy or sell relevant securities, including securities mentioned in this
Report and options, warrants or rights to or interests in any such securities. This Report is for general circulation to clients of the Firm and as such is not, and should not be construed as,
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