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Q 2  2 0 1 4  r e s u l t s  

S t r a t e g y  u p d a t e  –  S i r  A n d r e w  W i t t y  

Q: Clearly there's been a lot going on in the year.  How do you feel 
your strategy is working for you? 

A: Well I think at a strategic level we're making significant progress on a 
journey that's been underway now for six or seven years.  So from an 
R&D portfolio perspective, we've seen excellent progress, both in terms 
of the development of opportunities from our discovery organization, with 
around 40 new molecular entities now in our advanced development 
pipeline, significant opportunities for multiple new approvals over the 
next four, five, six, seven, ten years.  Just over the next seven or eight 
years we'd expect maybe two-thirds of those opportunities to be possible 
first-in-class medicines or vaccines.  That looks very, very encouraging 
from our core pharmaceutical perspective. 

 And then with the proposed transaction that we announced earlier in the 
year with Novartis, that's given us an extremely - almost unique - 
opportunity to reshape the Group. To strengthen our already existing 
leadership position in vaccines and to really build up what will be one of 
the world's leaders in consumer healthcare.   

 Those two businesses, the Vaccines and Consumer Healthcare, should, 
after the transaction, represent about half of the Group.  I think after the 
transition, integration if you will, I would expect those businesses to be 
capable of growing at something around the mid single-digit level.  You 
combine that with that opportunity of the pharmaceutical R&D platform, 
the shape of the Group, which will really be the Group for the next 
decade or longer, is really finally becoming very, very clear. 

 And, of course, the challenge for us is that transition into that phase 
because what we know is also happening is the product which has really 
been pivotal to the Group over the last decade, Advair/Seretide is 
obviously now very mature and facing more and more competition.  And 
therefore, as that product starts to move into its phase of decline, which 
is now becoming clear - and I think during the first half of this year we've 
seen that increased competition - we'd expect that competition to 
continue. 

 What we need to be very clear about is making sure we're making the 
right decisions for the long-term future of the Group and not simply for 
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the short term. And that's why we've made the choices we have, 
particularly in this quarter, to continue to invest behind those six new 
medicines that we've just launched in the last 12 months, including of 
course the very important ones in respiratory, which we expect to be the 
vehicle through which we can, over the longer run, continue to build up 
our respiratory market leadership. 

 So the strategy has really crystallized through the transaction and 
through the R&D delivery over the last six or twelve months.  The reality 
of course is that that is what will underpin the long-term value creation 
for the Company.  And what's critical is we stay focused on that and we 
make sure that we make the choices to invest behind those aspects of 
the business which will drive that long-term performance, and that’s 
exactly what we’re doing and that’s what you’ve seen during this quarter.  

 

P e r f o r m a n c e  a n d  p i p e l i n e  -  S i m o n  D i n g e m a n s ,  C F O  

Q:  How do you view the performance in the quarter? 

A: Well, clearly the quarter saw a number of significant challenges, 
particularly in the US where we saw further pressure in price and 
contracting - a trend that we've been talking about for some time - 
impacting sales, especially for Advair.  Now that also has affected some 
of the launch profiles for our new products.  And I think we're seeing it 
broadly in the marketplace, but where we're especially feeling it is in 
respiratory as we transition our old portfolio to our new portfolio. 

 In addition in the quarter we saw Lovaza fall harder and faster than we 
had originally expected.  And also some of the supply interruptions that 
we flagged in the first quarter for our consumer business are taking a 
little bit longer to get remediation plans in place.  And while we do expect 
supply to begin to return during the second half of the year, that's clearly 
impacting the overall growth profile of the Consumer business for this 
year. 

 But aside from that, and looking at the picture as a whole, I think we 
shouldn't lose sight of the strategic progress we're also making in a 
whole series of other parts of the portfolio where the investments we've 
made over the last several years in emerging markets, in our Vaccines 
business, are showing really good growth.  And particularly HIV I'd call 
out this quarter, up 13% for ViiV on the back of the investments we've 
made in the pipeline and the launch, particularly, of Tivicay which is 
really performing very, very well compared to any other launches in that 
space and I think just a signal of the breadth of growth drivers that we're 
now bringing to the Group. 
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Q: But where are you on launches; how's the pipeline actually 
looking? 

A: Overall we're very encouraged by the early stages of the launches and 
remember it is still very early days.  On the more specialty products like 
Tivicay we're certainly competing with the best previous launches in that 
marketplace.  Our oncology products are showing very consistent 
progress as we've launched the whole portfolio over the last several 
years, but particularly most recently our MEK and BRAF product is 
picking up share very nicely.   

 I think the difference and the contrast is really with the primary care 
launches in the respiratory space which we've always said will take time 
to build.  We're not about building these products for the next quarter or 
two.  These are building a new franchise for us that will refresh our 
respiratory portfolio for the next many years and why we're confident that 
we can maintain our market leadership position in respiratory.  But that's 
not going to happen overnight and it's not going to be able to be 
synchronized perfectly in terms of the transition from the older products 
like Advair into our new portfolio.  And so you're certainly seeing that 
pressure in the quarter, but I think if you look at the market shares and 
you look at the early take-up of those products, then we're very 
encouraged by the steps and the receptivity in the specialists and 
amongst patients and doctors that we're seeing for those products. 

Q:  So what are you doing to make sure these trends continue? 

A: Well the important thing is to make sure that we are investing for the 
long-term future of that portfolio.  And across the Company I think you've 
seen us in the last several quarters really swing behind these new 
launches and put the investment behind them that we need in a very, 
very focused way.  And we've talked for a number of quarters now about 
how the restructuring programmes that we've been running across the 
Company's cost base, whether they're our cost of goods or in our SG&A, 
and really about creating the flexibility to invest, to be able to move 
resources around.  But quarter to quarter obviously you're going to see 
increases in investment as well as, you know, those reallocation 
processes that I've just talked about.  And that's why, I think when you 
look at the quarter, you saw SG&A expenses up 3%, despite the topline 
being down 4% which, given the negative leverage that that creates, led 
to earnings per share down 12% for the quarter.  But we think that's the 
right thing to do, to make sure that we are really building those pipeline 
products into their full potential and that they will continue to support the 
Company for many years ahead. 
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O u t l o o k  a n d  s h a r e h o l d e r  r e t u r n s  -  S i m o n  D i n g e m a n s ,  
C F O  

Q: So what's the outlook? 

A: Clearly, given the pressures that we've seen in Q2, particularly those in 
the US but also Lovaza and in the consumer business, we're not now 
expecting sales for 2014 as a whole to grow.  However, given the 
progress that we've made in the new launches across the portfolio and 
the need to continue to invest behind those, we've made a positive 
decision to continue with our plans and make sure that we're really 
building the potential of those products for the longer term to their best 
advantage.  And, as a result, in terms of earnings per share, on a core 
basis and in constant currencies, we're now expecting that those for 
2014 as a whole will be broadly similar to those we reported for 2013.  I 
think that really reflects our view that we need to make sure we're 
protecting and supporting the long-term trends that you have seen 
elsewhere in the portfolio in Q2, reflecting the investments we've made 
in the last couple of years in our geographies and in other businesses.  
Now we need to make sure we're doing the same thing with the 
Pharmaceutical portfolio and that pipeline of new products that we're 
bringing to market to make sure that we're building them to their best 
potential. 

Q:  And what are the implications for returns to shareholders? 

A: Well, we've seen today that we've announced another 6 percent 
increase in dividend.  Dividend remains our first and foremost 
commitment in terms of distributions to shareholders and our dividend 
policy remains unchanged.  But also you will have seen in the quarter 
the significant impact on our cash flow of currencies.  Sterling has been 
very strong over the balance of 2014 and that's having a material effect 
on our reported and operating cash flows.  So as a result we've taken 
the decision that we're going to dial down the buyback over the balance 
of the year and we're not really expecting material further repurchases 
during the rest of 2014. 

 And that's really to make sure that we've got the cash flow available to 
support the investments that we're making in our new products, to 
support the investments that we need to continue to restructure and 
improve the flexibility and efficiency of our cost base and also to make 
sure that we're positioning our manufacturing capacity and our 
technologies where they can best support those new launches, the new 
opportunities that we see across the Group.   
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R e s h a p i n g  t h e  p o r t f o l i o  -  S i m o n  D i n g e m a n s ,  C F O  

Q: And on divestments, what are your plans for the established 
product portfolio? 

A: We've made it clear for some time that we're going to continue to look at 
how we re-shape the portfolio, not only in terms of bringing in new 
products, but also looking at where should we focus in terms of our 
existing products?  And, as we did a couple of years ago in the 
Consumer business, and as you've seen us do on a piecemeal basis on 
the Pharmaceutical side, with the Fraxiparine disposals last year to 
Aspen, Treximet disposals earlier this year, we've now launched a formal 
process, around £1 billion worth of sales of our established products 
portfolio, mainly in the US and Europe.  And we'll be talking to potential 
purchasers of that over the next few months with a view to trying to 
crystallize that, assuming that we can get the right value before the end 
of the year.  And I think it really builds into the reshaping of the portfolio 
that we've been doing on our own, but also the one that is going to be 
accelerated as we move towards closing the Novartis transaction that we 
announced earlier on in this quarter.  


