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*Stoxx Sector Indices
Companies covered
ACTELION BUY CHF166
Last Price CHF142,2 Market Cap. CHF16,229m
ASTRAZENECA BUY 5520p
Last Price 3915,5p Market Cap. GBP49,501m
BAYER NEUTRAL EUR113
Last Price EUR103,4 Market Cap. EUR85,506m
GLAXOSMITHKLINE BUY 1670p
Last Price 1412p  Market Cap. GBP68,770m
IPSEN BUY EUR60
Last Price EUR49,11 Market Cap. EUR4,088m
NOVARTIS NEUTRAL CHF100
Last Price CHF70,05 Market Cap. CHF187,523m
NOVO NORDISK NEUTRAL DKK416
Last Price DKK358 Market Cap. DKK738,398m
ROCHE HOLDING BUY CHF303
Last Price CHF236,9 Market Cap. CHF166,437m
SANOFI NEUTRAL EUR88
Last Price EUR71,27 Market Cap. EUR93,057m
uce NEUTRAL EURS82
Last Price EUR67,75 Market Cap. EUR13,178m
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An illustration among many of the unsustainability of drug price levels

A one-page report has been published by ACHP, a non-lucrative association that ranks healthcare
plans in the US, about the rise in the price of drugs used to treat rheumatoid arthritis. As with other
diseases before (MS last December), it illustrates very well how prices have increased over the past

few

years and how unsustainable this looks to the general population. In a nutshell, it says that

innovative new drugs are very good “but what if not everyone can afford them?”. We report this
chart and the related address of ACHP because we think it is very representative not only of the
current debate in the US, but also everywhere in the world, a debate that makes investors anxious
over the sector performance in 2016.

ANALYSIS

As often said, pictures speak better than words and the latest one-page ACHP issue in its series
called “the spike in drug costs” refers to rheumatoid arthritis and once again (after diabetes in
August 2015 or multiple sclerosis in December last year) shows a difficult-to-understand rise in
marketed drug prices in the US over the last few years.

In this specific case, in only three years, old drugs like Enbrel or Humira have seen their prices
jump by 70 to 80%. There are 1.3 million Americans suffering from the disease in the US says ACHP
and the current annual cost of medicines means that some may have to pay over USD1m over the
course of their life.

Of course, we are talking about list prices. And we have underlined several times how complex the
pricing system is in the US that makes real prices difficult to determine. That said, bad publicity
around prices is partly the consequence of this lack of transparency and the fact that products
have different prices depending on negotiations among parties.

If you are interested in these topics, please refer to the ACHP website at the following address:
http://www.achp.org/publications/the-spike-in-drug-costs-infographic-series/. ACHP (the Alliance
of Community Health Plan) is a membership organisation that brings together top executives from
innovative health insurers and provider groups recognized for delivering affordable, high-quality
coverage and care. It regularly reviews and ranks healthcare plans offered by insurer payers.

Because negotiations on prices take place behind closed doors, people can only refer to list prices.
And so when some, like Enbrel in RA, although the same thing happened with interferons in MS or
insulins in diabetes (see the respective reports), saw prices skyrocketing (Avonex’s price was
multiplied by more than six between 2001 and 2015, which has nothing to do with its cost to
develop or manufacture and its proven value but simply as a marketing strategy from Biogen to
offset volume loss by price increases), it sounds irrational: “first-generation MS drugs, originally
costing USD8,000-USD11,000, can now exceed USD60,000 per person per year”, writes ACHP. This
is obviously the type of behaviour within the industry that is difficult to understand by Americans.

Clearly, pressure is therefore increasing on the industry to try to mitigate this trend whenever it is
possible. We’ve heard initiatives of public and private origins to force competition, to do the most
with it when it can (like with exclusive contracting), to challenge patents, to try obtaining global
and negotiated prices etc... And obviously, this is beginning to have an impact on investors’
approach to the sector because it impacts how drugs are ramping-up and who knows, maybe also
their ability to reach certain peak sales. Because our models look obsolete. Not only net prices are
getting tougher and tougher to determine but volumes can also be impacted as some end markets
could remain close to certain drugs because agreements are not reached between manufacturers
and payers.

In the end, we confirm our cautious stance towards pharmaceuticals in 2016 after several years of
outperformance. We are favouring transformative stories like AstraZeneca and GSK among the
large-cap names, Actelion and Ipsen within the mid-cap universe.
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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 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, or has in that period received payment or been
promised payment in respect of such services.
7 Research agreement A member of the Bryan Garnier Group is party to an agreement with the Issuer relating to the production of No
this Report.
8 Analyst receipt or purchase The investment analyst or another person involved in the preparation of this Report has received or purchased No
of shares in Issuer shares of the Issuer prior to a public offering of those shares.
9 Remuneration of analyst The remuneration of the investment analyst or other persons involved in the preparation of this Report is tied No
to investment banking transactions performed by the Bryan Garnier Group.
10 Corporate finance client In the past twelve months a member of the Bryan Garnier Group has been remunerated for providing 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 research, not 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
Limited is authorised and regulated by the Financial Conduct Authority (Firm Reference Number 178733) and is a member of the London Stock Exchange. Registered address: Beaufort
House 15 St. Botolph Street, London EC3A 7BB, United Kingdom

This Report 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,
investment advice or a personal recommendation. No account is taken of the investment objectives, financial situation or particular needs of any person.

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
of opinion are given (“Forward Looking Information”) they should not be regarded as a guarantee, prediction or definitive statement of fact or probability. Actual events and circumstances
are difficult or impossible to predict and will differ from assumptions. A number of factors, in addition to the risk factors stated in this Report, could cause actual results to differ materially
from those in any Forward Looking Information.

Disclosures specific to clients in the United Kingdom

This Report has not been approved by Bryan Garnier & Co Limited for the purposes of section 21 of the Financial Services and Markets Act 2000 because it is being distributed in the United
Kingdom only to persons who have been classified by Bryan Garnier & Co Limited as professional clients or eligible counterparties. Any recipient who is not such a person should return the
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Notice to US investors

This research report (the “Report”) was prepared by Bryan Garnier & Co Limited for information purposes only. The Report is intended for distribution in the United States to “Major US
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