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A record quarter for Novartis, across the board
Q2 numbers are just spectacular
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Novartis is reporting today outstanding numbers for its second quarter across the
whole P&L. Starting with sales, they were up 9% in Innovative Medicines (IM), but note
too that Sandoz returned to growth (+3%) after seven consecutive quarters of decline.
Growth in IM was equally spread over the different regions, but largely driven by the
most recently launched products like Cosentyx (+25%), the former GSK oncology drugs
and a very strong Entresto, now on a very good path (up 81% to USD421 when CS was
expecting USD388m). Piqray and Zolgensma were launched, but it is too early to
report first sales. When considering the other line in CNS, we see the impact for new
products, but this includes both Mayzent and Zolgensma and therefore cannot be
isolated. It is fair to say that older products like Glivec and even more Diovan also
contributed to the Q2 beat, since generic competition is facing limitations of supply.
Sandoz, as we said above, returned to modest growth thanks to a softer decline in the
US (-7%) which benefited from several small launches (Faslodex, EpiPen etc...),
coupled with solid 9% growth in Europe, driven by biosimilars.
Margin-wise, this results in better-than-expected levels in both divisions. In IM, core
operating margin reaches an all-time high 35.4%. This includes one-offs and notably
Zolgensma pre-launch inventory provision releases which represent about 100bp in
other income and expense. The situation of Diovan is also strongly beneficial. But the
underlying margin is nonetheless close to 34%, in our opinion, which is well above
expectations. At 20.3%, Sandoz bounces back too, as a reflection of a better mix
product and of productivity and efficiency measures.
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CHF228,388m

Guidance for the FY is adjusted upwards

EV/Sales

As a consequence of a strong first half and encouraging trends, Novartis revises its FY
guidance upwards for sales and operating income. IM sales are now expected to grow
mid-to-high single digits and Sandoz to be flat to slightly growing. Core operating
income is now expected to grow in the low-to-mid teens vs 19% in H1 and 20% in Q2.
Generics Afinitor, Exjade and Sandostatin LAR are still possible headwinds that could
weigh on numbers in H2. That said, new drugs like Zolgensma should contribute
positively and so the upper-end of the range looks achievable for the group.

Momentum remains strong although there are binary events ahead
The reason to have Novartis in our TP List was not just to benefit from a strong H1,
but also to play future catalysts in terms of clinical and regulatory updates. This
includes ofatumumab and PARAGON phase III data or RTH US approval. Fevipiprant
should follow and SEG101 added up to the list with a priority review (this adds CHF2
to our FV).

Our FV will be revised
We will adjust our numbers to the publication and new guidance which, together with
SEG101, will result in a new FV. We reiterate our strong BUY rating.
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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
BUY

NEUTRAL

SELL

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 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.

Distribution of stock ratings
BUY ratings 49.7%

NEUTRAL ratings 43.8%

SELL ratings 6.5%
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A member of the Bryan Garnier Group is party to an agreement with the Issuer relating to the
production of this Report.

8

The investment analyst or another person involved in the preparation of this Report has
received or purchased shares of the Issuer prior to a public offering of those shares.

No

9

Analyst receipt or
purchase of shares in
Issuer
Remuneration of analyst

The remuneration of the investment analyst or other persons involved in the preparation of
this Report is tied to investment banking transactions performed by the Bryan Garnier Group.

No

10

Corporate finance client

No

11

Analyst has short
position
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remuneration for corporate finance services from the Issuer in the next six months.
The investment analyst or another person involved in the preparation of this Report has a
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Other disclosures

A partner, director, officer, employee or agent of the Bryan Garnier Group, or a member of
such person’s household, is a partner, director, officer or an employee of, or adviser to, the
Issuer or one of its parents or subsidiaries. The name of such person or persons is disclosed
above.
The analyst hereby certifies that neither the views expressed in the research, nor the timing
of the publication of 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
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expressed in the report.
Other specific disclosures: Report sent to Issuer to verify factual accuracy (with the
recommendation/rating, price target/spread and summary of conclusions removed).
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