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Fair Value EUR88 (+21%)

The end of Sanofi Pasteur MSD is not a big financial deal

NEUTRAL

Sanofi and Merck have decided to end their JV SP MSD that has been operating in vaccines for the

two

parent companies in Europe. The two companies will recover freedom to operate which makes

sense, but this will be far from transformational from a financial perspective at first glance.

ANALYSIS

Sanofi and Merck announced yesterday their intention to end their joint-venture Sanofi Pasteur
MSD to pursue “their own distinct growth strategies” with their operations in Europe.

e For some time now, Sanofi has been disappointed and unhappy with how operations were
developing with the joint-venture and despite management changes about two years ago, things
have improved, but not to such extent that independence is not the preferred route going
forward.

e A balanced view about the history of this JV is to say that, on one hand, Merck has brought some
very interesting products and strains to the joint company, including Gardasil and more recently
Zostavax. But this positive was apparently more than offset by the complexity in leading such a
company with shared management. Although the reasons behind the end of the JV are different
from Merial’s (which failed to merge with Intervet at the time), we can say that it is never easy to
manage joint-ventures over time (as illustrated also between AstraZeneca and BMS in diabetes).

e  That said, how big is the deal of ending the JV and operating in a different way from a financial
perspective? If the underlying purpose makes sense from a strategic point of view, the impact will
be very limited financially speaking, although it will optically increase the size of Sanofi Pasteur
within Sanofi from a revenue perspective as consolidation-wise, SP will move from a shared profit
from associates to a full consolidation of a reduced entity.

e |t now remains to be seen which part of the JV will go with each of the parent companies. In the
end, one could have to make a cash payment to the other to balance the deal and/or to make
royalties on future sales. Although detailed revenue split is not fully disclosed, we assume that
Gardasil, Zostavax and Rotateq (USD327m, 35% of the JV total sales), which should return to
Merck, are among the most profitable ones, although they are not growth engines.

usbm 2013 2014 2015

Gardasil 291 248 184

Influenza vaccines 162 159 128

Zostavax 68 103 87

Other viral vaccines 104 87 77

Rotateq 55 65 56

Hepatitis vaccines 31 38 62

Other vaccines 453 430 329

Total SP MSD 1,164 1,130 923

VALUATION

e |n 2015, total SP-MSD sales were USD923m or EUR824m whereas the share of Sanofi’s profits

from associates were EUR23m, thus reflecting a 5.6% operating margin which is not very relevant,
however, because there are a lot of inter-company billings. That said, all included, we assume that
profitability of Sanofi Pasteur is low.

o  Whatever the details of the transaction, beyond simplification of procedures and of management
conduct and clarification of strategy, we expect little impact from a financial perspective.
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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 63,4%

Distribution of stock ratings

NEUTRAL ratings 29,1% SELL ratings 7,5%
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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.
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finance services from the Issuer in the next six months.
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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.
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subsidiaties. The name of such person or persons is disclosed above.
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