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AstraZeneca Billions of market cap for a 10-cent difference in 2016 core EPS?

Price 4,143p Fair Value 5550p (+34%) BUY-Top Picks
Bloomberg AZN LN The debate concerning core EPS at AstraZeneca over the 2015-2017 timeframe is overdone in our
Reuters ) AZN.L view although it says a lot about the current market psychology. It does place somewhat more
12-month High / Low (p) 4,863/3904  pressure on AstraZeneca to deliver on R&D promises but since it is the basis of our call, we are
Market Ca.p (GBP) Ee sticking very much to it and firmly confirm our BUY recommendation with an unchanged FV.

Ev (BG Estimates) (GBP) 61,566

Avg. 6m daily volume (000) 2,305 ANALYSIS

3y EPS CAGR -0.5% e | don’t want to be wrong in the way | interpret what the market told us yesterday when it brought
im 3m 6M  31/12/15 the AstraZeneca share price down by about 6%. But my understanding is that what matters is

Absolute perf. -7.5% 04%  -55%  -10.3% guidance for 2016 as it was more or less clear that AstraZeneca would keep its core EPS relatively

Healthcare -104% -12.8% -18.6%  -12.0% flat over the transition period of 2015-2017 at around USD4.20 in CER terms. Last year landed at

DJ Stoxx 600 -7.8% -13.5% -17.6%  -10.1% USD4.26 but guidance (low-to-mid-single digit decline at CER + 3% negative currency impact)

suggests a reported 2016 number of about USD4.00-4.05. This was very much in line with what the

YEnd Dec. (USDm) 2015 2016e 2017e 2018e . ) )
consensus was expecting although some CS makers were slightly more bullish at around USD4.10-

Sales 23,641 21,778 21,175 22,591 . . S -
4.15. Moreover, some seem surprised to hear that the guidance factors in higher externalisation
% change 9% -28%  67% revenues than in 2015. This is not new. And why would we consider this line in a different way
EBITDA 5937 7,053 6,613 7,321 than others?
EBIT 4,114 5523 5381 5786 . . .
. ® So, what does a USD0.10-0.15 difference in 2016 core EPS means for the investment case? In our
% 34.2%  -2.6%  7.5% . . L .
change view, nothing, but this view is not shared by the market. A couple of years ago, as Pascal Soriot
Net income 5390 5055 4,961 5304

was implementing his strategy, the question that became a leitmotiv was: “what’s the floor for
% change 6.2%  -1.9%  69% 2015-2017?” (on top of the one about dividends, which no longer persists). We think the company
has now embarked on its journey to return to growth and has delivered the first drugs (Lynparza,
Tagrisso), good data (durva/treme, anifrolumab), has progressed with others and made well-

2015 2016e 2017e 2018e

Operating margin 17.4 25.4 25.4 25.6

Net margin 6.8 12.0 12 132 perceived acquisitions (ZS Pharma, Acerta). By the way, it was clearly stated that some of the
ROE 8.6 146 14.0 186 acquisitions would be EPS dilutive in year 1 i.e. in 2016. So, are we still at the point where a
ROCE 162 14.6 125 131 USDO0.10 change in 2016 core EPS matters? With PTO03 and ZS-9 approvals on the way, phase IlI
Gearing 477 76.1 268 997 data read-outs for durva in H&N or selumetinib in lung, the filings of benralizumab, acalabrutinib

and SOCRATES all in 2016? Again our answer is “no”.

{Csns s e If AstraZeneca is successful in its bid to offset the negative currency impact on EPS (quote from P.
EPS 426 4.00 393 420 Soriot during the call), then the final 2016 figure could be USD4.10 rather than USD4.00. Before
% change - 6 1.9%  6.9% yesterday , we were even lower than that, so the least we can say is that we are not worried at all.
P/E M42c 15D 154x 144 What does it mean for 2017 now? Four more months of Crestor in the US, some more in Europe
FCF yield (%) NM NM 4.4%  3.6% and most of the profitable Seroquel XR will fly away but also much more of Tagrisso, Lynparza, but
Dividends (USD) 28 28 280 280 also hopefully of PT003, ZS-9, saxa-dapa and benralizumab if we are right with the use of the
Div yield (%) 46%  46%  46%  4.6% voucher will be in. So, again, we see it more or less flat vs 2016. Should more of the pipeline come
EV/sales 3.6x 4.1x 43x 4l through then more S&M costs would be incurred in 2017 and 2018, but this would also mean that
EV/EBITDA 143x - 127x 13.Jx  12.6x the strategy is working and is a success.

EV/EBIT 207x  163x  16.8x  15.9x

VALUATION

e  What happened yesterday is very illustrative of current market conditions, the nervousness
around each publication and the interpretation of any specifics in it (see also how deep the
reaction was for Novo-Nordisk!).

®  Because AstraZeneca is very dependent on its pipeline delivery, the market is requiring a solid
floor on which the growth phase can be built. Our belief is that keeping EPS in the USD4.00-4.20
range by 2017 is fine. But it reminds us that AstraZeneca has always committed itself to revenue
targets and never to earnings guidance. And so probably, yesterday’s small difference in 2016 EPS
raised this question again ... what is the profitability attached to the targeted revenues? Clearly
this will also depend on how externalisation deals are structured.
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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 petiod 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 61.2%

Distribution of stock ratings

NEUTRAL ratings 29.9% SELL ratings 9%

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 share capital of one or more members | No
Garnier of the Bryan Garnier Group.
3 Financial interest A member of the Bryan Garnier Group holds one or more financial interests in relation to the Issuer which are | No
significant in relation to this report
4 Market maker or liquidity A member of the Bryan Garnier Group is a market maker or liquidity provider in the securities of the Issuer or No
provider in any related derivatives.
5 Lead/co-lead manager In the past twelve months, a member of the Bryan Garnier Group has been lead manager or co-lead manager 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 offeting 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 teceive 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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Important information

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.

This report is prepared by Bryan Garnier & Co Limited, registered in England Number 03034095 and its MIFID branch registered in France Number 452 605 512. Bryan Garnier & Co
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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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The information and opinions contained in this Report have been compiled from and are based upon generally available information which the Firm believes to be reliable but the accuracy of
which cannot be guaranteed. All components and estimates given are statements of the Firm, or an associated company’s, opinion only and no express representation or warranty is given or
should be implied from such statements. All opinions expressed in this Report are subject to change without notice. To the fullest extent permitted by law neither the Firm nor any associated
company accept any liability whatsoever for any direct or consequential loss arising from the use of this Report. Information may be available to the Firm and/or associated companies which
are not reflected in this Report. The Firm or an associated company may have a consulting relationship with a company which is the subject of this Report.

This Report may not be reproduced, distributed or published by you for any purpose except with the Firm’s prior written permission. The Firm reserves all rights in relation to this Report.
Past performance information contained in this Report is not an indication of future performance. The information in this report has not been audited or verified by an independent party and
should not be seen as an indication of returns which might be received by investors. Similatly, where projections, forecasts, targeted or illustrative returns or related statements or expressions
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