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Warner Chilcott PLC (WCRX)
Nothing Some BD Can’t Fix. Neutral

Initiating with Neutral rating and TP of $14.50 — While we acknowledge that the
valuation of WCRX is materially lower than that of its peer group, at a 2014e
earnings multiple of 4x vs. the sector average of 14x, we forecast a negative 5-year
overall revenue CAGR of -5% vs. the peer group average of +7%. We prefer to
remain on the sidelines pending execution on business development activities that
could contribute to the company’s longer term growth profile.

Executing against a challenging business environment — We forecast negative
5 year (‘12e-‘17e) sales and earnings CAGRs of -5% for WCRX. The growth profile
of the base business (ex- Actonel) will be impacted going forward by an increasingly
challenging payor environment, we believe, as the company’s core franchises face
incremental competition from generic alternatives over the near to medium term.
Our 5-year sales and earnings CAGRs for the base business are -2% and 0%.

Asacol franchise intact, for now — We see limited threat to WCRX’s key Asacol
franchise (ulcerative colitis — ¢.31% of 2012 revenues) over the near term. Despite
the challenges associated with the development of generic mesalamines, our due
diligence leads us to believe that a generic approval of Asacol is unlikely until 2H14
at the earliest. Generic Asacol, when approved, will likely negatively affect overall
Asacol franchise revenues due to reimbursement pressures from managed care.

Business development the key to unlocking value — WCRX generates robust
free cash flows (c.$970mn in 2013e) and has the debt capacity to engage in
business development activities in the range of $4-4.5bn, on our estimates.
Management has indicated its willingness to acquire and/or in-license products in
order to boost growth, and the company’s cost base and favorable tax structure
implies that a potential acquisition is likely to be value enhancing, in our view.

Valuation compelling, but not enough to make us buyers — Our TP implies a
target multiple of 4.4x 2014e earnings, which is a 69% discount to the peer group,
however reflects the company’s negative growth profile in the absence of pipeline
catalysts and/or business development execution.
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Neutral 2
Price (03 Apr 13) US$13.40
Target price US$14.50
Expected share price return 8.2%
Expected dividend yield 3.7%
Expected total return 11.9%
Market Cap US$3,358M

Price Performance
(RIC: WCRX.0, BB: WCRX US)

EPS Q1 Q2 Q3 Q4 FY FC Cons
2012A 1.16A 1.03A 0.99A 0.91A 4.09A 4.09A
2013E 0.92E 0.88E 0.86E 0.85E 3.50E 3.28E
Previous na na na na na na
2014E na na na na 3.30E 3.08E
Previous na na na na na na
2015E na na na na 317E 3.24E
Previous na na na na na na

Source: Company Reports and dataCentral, Citi Research. FC Cons: First Call Consensus.
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WCRX.O: Fiscal year end 31-Dec

Price: US$13.40; TP: US$14.50; Market Cap: US$3,358m; Recomm: Neutral

Profit & Loss (US$m) 2011 2012 2013E 2014E 2015E Valuation ratios 2011 2012  2013E  2014E  2015E

Sales revenue 2,728 2,541 2,392 2,213 2,033 PE (x) 35 33 38 4.1 42

Cost of sales -356 =311 =311 -288 -264 PB (x) 485 5.6 9.7 -41.1 14.9

Gross profit 2,372 2,230 2,081 1,925 1,769 EV/EBITDA (x) 52 4.8 54 5.2 49
Gross Margin (%) 86.9 87.8 87.0 87.0 87.0 FCF yield (%) 33.2 248 246 225 217

EBITDA (Adj) 1,380 1,417 1,204 1,135 1,086 Dividend yield (%) 0 0.3 0.0 0.0 0.0
EBITDA Margin (Adj) (%) 50.6 55.8 50.3 51.3 53.4 Payout ratio (%) 0 1 0 0 0

Depreciation -39 -35 -41 -48 -54 ROE (%) nm na na na nm

Amortisation -596 -498 -439 -369 -291 Cashflow (US$m) 2011 2012  2013E  2014E  2015E

EBIT (Adj) 1,371 1,368 1,193 1,117 1,061 EBITDA 1,380 1,417 1,204 1,135 1,086
EBIT Margin (Adj) (%) 50.3 53.8 49.9 50.5 52.2 Working capital 179 -173 -83 -16 -16

Net interest -340 -236 -214 -197 -181 Other -382 -347 -233 -300 -278

Associates 0 0 0 0 0 Operating cashflow 1,177 897 888 819 792

Non-op/Except -104 -153 0 0 0 Capex -46 -63 -60 -60 60

Pre-tax profit 300 495 510 521 559 Net acq/disposals 0 0 0 0 0

Tax -129 -92 -112 -106 -100 Other 0 0 0 0 0

Extraord./Min.Int./Pref.div. 0 0 0 0 0 Investing cashflow -46 -63 -60 -60 -60

Reported net profit 17 403 398 415 459 Dividends paid 0 -1,052 -125 -129 -133
Net Margin (%) 6.3 15.9 16.6 18.7 22.6 Financing cashflow 914 978 -575 -579 -583

Core NPAT 974 1,024 882 830 797 Net change in cash 215 -142 253 180 149

Per share data 2011 2012 2013E 2014E 2015E Free cashflow to s/holders 1,131 834 828 759 732

Reported EPS ($) 0.67 1.61 1.58 1.65 1.83

Core EPS ($) 3.83 4.09 3.50 3.30 317

DPS ($) 0 0.04 0.01 0.01 0.01

CFPS ($) 463 3.58 3.53 3.25 3.15

FCFPS ($) 4.45 3.33 3.29 3.02 2.91

BVPS (%) 0.28 -2.40 -1.39 -0.33 0.90

Wtd avg ord shares (m) 252 248 250 250 250

Wtd avg diluted shares (m) 254 250 252 252 252

Growth rates 2011 2012 2013E 2014E 2015E

Sales revenue (%) 8.3 6.9 5.9 -75 -8.1

EBIT (Adj) (%) 5.7 -0.2 -12.8 6.3 -5.0

Core NPAT (%) 94 5.2 -13.9 5.8 -39

Core EPS (%) 9.2 6.8 -14.3 -5.8 -3.9

Balance Sheet (US$m) 2011 2012 2013E 2014E 2015E

Cash & cash equiv. 616 474 727 906 1,055

Accounts receivables 266 195 197 182 167

Inventory 119 113 115 106 98

Net fixed & other tangibles 349 346 331 336 334

Goodwill & intangibles 3,449 2,846 2,437 2,008 1,837

Financial & other assets 231 244 191 177 163

Total assets 5,030 4,218 3,998 3,806 3,654

Accounts payable 54 29 39 36 33

Short-term debt 185 179 400 400 600

Long-term debt 3,678 3,796 3,175 2,775 2,175

Provisions & other liab 1,044 814 731 676 621

Total liabilities 4,961 4,818 4,345 3,887 3,429

Shareholders' equity 69 -600 -347 -82 225

Minority interests 0 0 0 0 0

Total equity 69 -600 -347 -82 225

Net debt 3,246 3,501 2,848 2,269 1,720

Net debt to equity (%) nm na na na 765.3

For further data queries on Citi's full coverage universe please contact Citi Research Data Services at CitiRsch.DataServices.Global@citi.com

For definitions of the items in this table, please click here.

@dataCentral
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Peer Group Analysis

Figure 1. Specialty pharma companies

Marotons EV/EBITDA 2012-15E CAGR 2012-17E CAGR . .
Company ($mn) Div. yield FCF yield
2013E 2014E 2013E 2014E Sales EPS Sales EPS

US Specialty Pharma

Warner Chilcott $3,328 338 4.0 57 6.0 -7.2% -8.1% -5.2% 5.1% 3.7% 25.1%
Allergan $33,998 239 20.7 15.9 139  9.5% 15.1% 9.6% 15.0% 0.2% 3.5%
Endo Health Solutions $3,721 75 8.6 6.3 72 -6.6% -4.9% N/A N/A 0.0% 16.3%
Forest Labs $9,940 40.5 232 169.3 183  3.9% 8.1% 71% 17.5% 0.0% -4.3%
Shire £11,072 12.8 1.1 9.2 82 6.8% 13.0% 6.1% 11.2% 0.6% 6.5%
Valeant $22,021 12.7 10.9 13.0 1.8 13.3% 10.4% N/A N/A 0.0% 2.2%
Zoetis $16,110 21.7 19.5 13.8 1200  57% 15.1% 5.9% 12.8% 0.0% 22%
US Specialty Pharma (equal wt avg) 15.7 14.2 11.6 10.6 5.8% 9.8% 7.2% 13.0% 0.2% 4.4%

Source: Citi Research, FactSet.
Note: FCF yield defined as FCF (OCF - capex) per share divided by current price. FCF for Zoetis is from fiscal year 2013.
Note: Zoetis EPS CAGR is based on net income. Zoetis dividend yield based on Citi estimates for its 2013 dividend.

(AGN.N; US$113.82; 1); (ENDP.O; US$33.60; Not Rated); (FRX.N; US$37.40; 1); (SHP.L; £19.67; 1); (VRX.N; US$72.08; Not Rated); (ZTS.N; US$32.16; 1)
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Summary and Investment Conclusion

Initiating coverage with a Neutral rating and a Target Price of $15. Our near-
term projections are 2%-7% ahead of the Street; however, we see limited upside to
current valuation levels in the absence of business development activities that could
unlock value. We forecast 3-year sales and earnings CAGRs of -7% and -8%, while
our sales and earnings CAGRs ex-Actonel (20% of group revenues in 2014), which
loses exclusivity in June 2014, are -2% and -1%, reflecting the incremental generic
and/or competitive pressures that the company faces going forward.

Our TP of $14.50 is based on a target multiple of 4.4x 2014e cash earnings, which
is materially lower than that of the peer group, however adequately reflects the
uncertainty regarding the longer term growth profile of the company. We
acknowledge the company’s robust cash flow generation and manageable debt
levels (debt/EBITDA of 2.8x at YE’12) as important in providing management with
the flexibility to undertake business development activities; however, we prefer to
remain on the sidelines pending execution on potential transactions.

Figure 2. Our near-term projections are ahead of consensus

($ in milllions, except per share data)

2013E 2014E 2015E 2016E
Sales
Citi $2,392 $2,213 $2,033 $1,973
Consensus $2,345 $2,142 $2,063 $2,168
% Difference 2.0% 3.3% -1.5% -9.0%
Operating Income
Citi $1,193 $1,117 $1,061 $1,044
Consensus $1,216 $1,113 $1,141 $1,350
% Difference -1.9% 0.4% -7.0% -22.7%

Adjusted cash net income per share (non-GAAP)

Citi $3.50 $3.30 $3.17 $3.20
Consensus $3.28 $3.08 $3.26 $3.59
% Difference 6.8% 7.1% -2.8% -11.0%

Source: Citi Research, FactSet.

We see two key debates in the investment thesis for Warner Chilcott:

(1) What is the growth profile of the company’s core franchises (ex-Actonel)?

(2) What is the timing/outlook for pipeline and/or business activity, which
could boost the company’s long-term sustainable growth profile?

Navigating an increasingly challenging business model. We note
management’s success in executing on its key business objectives thus far;
however, we view the company’s strategy of (i) life-cycle management of core
assets; and (ii) incremental growth through pipeline opportunities and/or business
development execution as increasingly challenging going forward. We see three
reasons for this:
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(i) WCRX’s core franchises are facing incremental generic pressures over
the near to medium term. Actonel (osteoporosis), Asacol (ulcerative colitis),
Doryx (acne), and Loestrin 24 (oral contraceptive), which together accounted
for ¢.70% of group sales in 2012, are all either currently facing generic
competition, or are anticipated to face incremental generic competition over the
next 12-24 months, in our view. While the growth profiles of Asacol/Delzicol,
Doryx and the company’s women'’s health franchises are likely to be positive
over the near to medium term, we are concerned that an incrementally onerous
US payor environment will limit the growth potential of these franchises going
forward as generic competition intensifies. We forecast a 3-year revenue
CAGR of -2% for the company’s core franchises (ex-Actonel).

Figure 3. WCRX sales breakdown by product category (2012)

1%

3%

15%
31%

5%
8%

m Actonel m Atelvia Loestrin 24 Fe Lo Loestrin Fe
m Estrace Cream Asacol/HD m Enablex Other (incl. Doryx)

Source: Citi Research, Company financials.

Figure 4. Declines in key franchises are driving overall sales decline

($ in millions)

2012 % of sales 2017E % of sales

Actonel (osteoporosis) $519 20.4% $90 4.6%
Atelvia (osteoporosis) $72 2.8% $128 6.6%
OC's (incl. Loestrin 24 Fe / Lo Loestrin Fe) $526 20.7% $626 32.2%
Estrace cream (hormone therapy) $194 7.6% $291 15.0%
Other women's health $115 4.5% $91 4.7%
Women's health $1,426 56.1% $1,225 63.0%
Asacol/HD/Delzicol (ulcerative colitis) $793 31.2% $368 18.9%
Doryx 150 $92 3.6% $25 1.3%
Dermatology $92 3.6% $204 10.5%
Enablex (overactive bladder) $170 6.7% $38 1.9%
Urology $170 6.7% $119 6.1%
Other $60 2.4% $28 1.5%
Total $2,541 $1,944

Source: Citi Research.
Note: Pipeline sales added to respective therapeutic areas on a risk-adjusted basis.
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Figure 5. We project a modest decline in the core business (excluding Actonel) through 2017e

(% in millions) 3-Year CAGR 5-Year CAGR
2010 2011 2012 2013E 2014E 2015E 2016E 2017E ("12-'15E) ("12-17E)
WCRX revenue $2,974 $2,728 $2,541 $2,392 $2,213 $2,033 $1,973 $1,944 -7.2% -5.2%
Actonel revenue $1,027 $771 $519 $329 $207 $124 $105 $90 -37.9% -29.6%
|Core revenue $1,947 $1,957 $2,022 $2,064 $2,005 $1,909 $1,868 $1,855 -1.9% -1.7% |
WCRX net income $890 $974 $1,024 $882 $830 $797 $804 $790 -8.0% -5.1%
Actonel NOPAT $509 $397 $276 $173 $110 $68 $58 $50 -37.4% -29.1%
[Core netincome $381 $576 $748 $708 $720 $730 $746 $740 -0.8% -02% |

Source: Citi Research, Company financials.

We view the potential approval of generic Asacol (the company’s largest single
franchise, representing 31% in group revenues in 2012) as the most material
near to medium term risk. The IP on Asacol 400mg expires in July 2013, and
while we do not anticipate generic competition during 2013, we believe that
multiple companies are actively pursuing generics. The FDA's response to
WCRX’s Citizen Petition on Asacol in August 2010, coupled with the draft
guidelines for the development of generic mesalamines released in September
2012, indicate the Agency’s more lenient approach towards the development
requirements for approval of generic mesalamines (bioequivalence studies vs.
clinical endpoint studies previously). While we continue to believe that the
development of generic mesalamines is a complex and costly process, we note
the increasing success of generic companies in obtaining approvals for more
complex products, and anticipate that a generic version of Asacol could be
approved by the FDA in 2H14.

(i) The company’s pipeline will likely only yield material revenue
opportunities from 2015e at the earliest. Key disclosed assets in
development include two novel oral contraceptives, udenafil (erectile
dysfunction), and a novel once-daily tetracycline (serocycline) for the treatment
of acne. The most material of these opportunities are udenafil and the novel
tetracycline, in our view, however, with udenafil only expected to be filed with
the FDA in early 2014e, and the novel tetracycline expected to begin late-stage
clinical development in 2H13, these assets will only translate into revenue
opportunities from 2015e at the earliest.

(i) Business development activity represents the most meaningful source of
unlocking near-term value, but visibility limited. WCRX management has a
history of creating shareholder value by executing on acquisitions, both in
existing and new therapeutic areas, in order to contribute to the company’s
growth profile. The company’s robust cash flows and target debt capacity
support business development activities in the range of $4-4.5bn (Enterprise
Value), and would likely leverage the company's existing 700-territory
salesforce. This, coupled with WCRX's favorable tax structure (the company is
domiciled in Ireland, and has recently extended its APA agreements to ensure
its low effective tax rate of ¢.11-12% is maintained through 2017, at least)
implies that a potential deal would likely be value enhancing, in our view.

7 citivelocity.com
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Figure 6. Acquisition multiple at 10x EBITDA and pro forma leverage of 4.5x implies a $4-$4.5bn
target
($ in millions)

Comments
WCRX (acquirer) contribution 2.15x WCRX debt as a multiple of pro forma EBITDA
Target asset contribution 2.35x Target debt as a multiple of pro forma EBITDA
[Pro forma leverage target 4.50x] WCRKX stated pro forma leverage target (all-debt deal)
WCRX EBITDA $1,417 WCRX EBITDA at YE2012
Target EBITDA $435 Assumed EBITDA plug at 10x EV/EBITDA price
Pro forma EBITDA $1,852
|Acguisition related-debt $4,350 | Assumes all-debt deal at 10x EV/EBITDA price
WCRX debt $3,975 WCRX debt at YE2012
Pro forma debt $8,325
Source: Citi Research
Figure 7. Possible excess capacity in osteoporosis sales force as Figure 8. Sales focus could be re-diverted to growing women'’s health
Actonel goes generic and dermatology franchises

Current Sales Coverage = 700 Territories Sales by Therapeutic Area (2017e) (% of total sales)

10% (70)

14% (100 )

mWomen's Health m Urology

Source: Citi Research, Company.

23% (160)

23% (160)

30% (210) 19%

1%

Gastroenterology =~ Dermatology m Osteoporosis mWomen's Health m Urology m Gastroenterology = Dermatology m Osteoporosis

Source: Citi Research.

Valuation attractive, but insufficient to justify a Buy rating, by our measures.
Based on our analysis, WCRX trades at 4.0x 2014e net cash earnings, a 72%
discount to the peer group, with a 3-year earnings growth profile of -8% vs. the peer
group average of 10%. Excluding Actonel, the company’s 3-year earnings CAGR is
-1%. Our Target Price of $14.50 implies a target 2014e multiple of 4.4x. The steep
discount in valuation vs. the peer group represents in part the lack of visibility
regarding the long-term growth profile of the company, in our view, and we prefer to
remain on the sidelines pending additional color on pipeline opportunities and/or
execution on business development activities.
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Figure 9. Limited near-term catalysts — waiting for pipeline/business development execution

Date Product Comment

1Q 2013 WC3043 (udenafil) Phase lll trials expected to complete for Udenafil for treatment of erectile dysfunction

03 Dec 2013 Atelvia Pre-trial conference call for WCRX's Atelvia patent infringement suit vs. ACT (FTF) at 3:00pm
4Q 2013 Enablex WCRX expected to assume full manufacturing control (from NVS)

2H 2013 WC3035 (serocycline) Expected to initiate Ph-Ill trial for WC3035 (novel tetracycline) in 2H 2013

2H 2013 WC3055 (udenafil) Phase Il trials could initiate in 2H13

2013 Oral contraceptives (pipeline) Could potentially launch 1 or 2 oral contraceptives in 2013

Jan 2014 Asacol (400 mg) Expiration of patent (U.S.) (assuming pediatric extension)

Jan 2014 Loestrin 24 Fe Potential Actavis launch of generic (settlement with WCRX)

Jun 2014 Actonel Expiration of patent (U.S.)

2014 WC3043 (udenafil) Expected to file NDA for Udenafil

01 Jan 2015 Actonel Expiration of collaboration agreement with SNY

2015 WC3035 (serocycline) Expected to file NDA for Serocycline

2015 WC3043 (udenafil) Potential launch of Udenafil for treatment of erectile dysfunction

Jun 2016 Enablex Loss of exclusivity for Enablex, assuming ped. exclusivity (settlement with Teva, Actavis and Anchen)
2016 WC3035 (serocycline) Potential launch of Serocycline

Source: Citi Research, Company filings

9 citivelocity.com



Warner Chilcott PLC (WCRX)
4 April 2013

Citi Research

Risks

Downside risks:

m Approval of generic Asacol in mid-2013. Although Asacol 400mg loses patent

exclusivity in July 2013, due to the complexity and extensive time involved in the
formulation and approval of generic mesalamines (see Section titled “Asacol
Franchise: Fine For Now...” below), current expectations are that a generic
version of the drug will not be approved in 2013. Our base case assumption
assumes approval of generic Asacol towards the back half of 2014. We
understand that multiple generic companies are pursuing this opportunity,
however given the lack of paragraph IV applications on Asacol 400mg, we note
the lack of visibility surrounding the timing of a potential generic approval. While
we do not anticipate multi-source generics for Asacol given the complexity in
developing the drug as noted above, approval of a generic version of the drug
from mid-2013 still implies c.7% downside to our NPV/share.

Generic Estrace cream in 2015e. Estrace cream is currently a $200mn
franchise for WCRX, with no patent protection (IP on the product expired in
March 2001). We note the complexity in the development of generic creams, as
well as the limited visibility into generic companies’ development progress in this
regard. Our base currently assumes lack of generics of Estrace going forward,
however approval of generics in 2015e implies ¢.21% downside to our NPV per
share, given our assumed profitability contribution of the product.

Pipeline failures. WCRX currently has several disclosed assets in late-stage
development (2 oral contraceptives, udenafil for erectile dysfunction, and
serocycline for acne). We currently expect potential approval of udenafil in early
2015, and model $135mn in risk-adjusted peak sales for the compound. Lack of
approval of udenafil implies ¢.11% downside to our NPV/share.

Upside risks:

® No generic Asacol until 2017e at the earliest. As noted above, although Asacol

400mg loses patent protection in mid-2013, there is lack of visibility regarding
generic companies’ development timelines for approval of a generic version of
the drug. Despite the fact that generic companies have been working on
formulating generic mesalamines for several years, the high variability of the
compound implies that the development hurdles remain high, and that it could
take several more years before a generic is approved. Approval of generic Asacol
in 2017e, vs. our base case assumption of late 2014e/early 2015e, implies ¢.17%
upside to our NPV/share.

Business development activities with an annual contribution of $100mn to
group sales. We see material potential upside in business development
activities that WCRX could potentially undertake to boost its longer term growth
profile. The in-licensing of a product that contributes $100mn to group sales
implies c.13% upside to our NPV, assuming an EBIT margin of 60% and the
company’s low tax rate of 11-12%.

Success of pipeline assets. The potential approval of WCRX’s two novel oral
contraceptives, udenafil, and serocycline, implies ¢.13% upside to our
NPV/share, due to the de-risking of these assets in our financial model.
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Valuation

Our Target Price of $14.50 reflects a 4.4x 2014e earnings multiple, a 69% discount
to the peer group average of 14.2x. This discount is based on negative ‘12e-‘15e
revenue and earnings CAGRs of -7% and -8%, vs. the peer group averages of 6%
and 10%, respectively. Excluding Actonel, which generated ¢.310mn in revenues in
2012 (c.26% of group revenues) and loses exclusivity in June 2014, we forecast 3-
year revenue and earnings CAGRs of -2% and -1%.

Our DCF-derived Intrinsic Value is $20 per share. We project free cash flows for an
explicit period of 10 years, and thereafter apply terminal growth assumptions. We
make use of the CAPM to calculate the cost of equity, and employ a WACC of 8%.
The key differences between our multiple-based and DCF valuations stem from (i)
WCRX’s robust and consistent free cash flow generation, despite the declining
revenue and earnings profile, and (ii) the company’s pipeline opportunities, which
are not factored into our 2014e revenue or earnings estimates.

Actonel, although a declining asset, represents significant cash flow for the
company, which supports future business development activities, in our view. We
note that the DCF-derived intrinsic value of the base business (ex-Actonel) still
implies a valuation above the current stock price. Despite this, we anticipate the
stock will trade sideways pending execution on business development opportunities
that could boost the longer term growth profile of the company.

Figure 10. Core business (ex-Actonel) still implies DCF value above current stock price

($ in millions)

Valuation (core business) - implied DCF value

Firm value (DCF analysis) $8,521.6

- Actonel NPV value ($529.5)
Residual firm value $7,992.0

- Net debt ($3,501.0)
Equity value $4,491.0
Diluted share count 251
[Implied DCF value per share $17.91 |

Source: Citi Research
Note: Actonel calculations do not include Atelvia or any follow-on products.
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Figure 11. Bull-bear scenarios
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Source: Citi Research
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We believe the majority of WCRX’s
Asacol 400mg franchise will be
transitioned to Delzicol by YE’13. Longer
term, we believe generic Asacol could be
approved in 2H14, negatively impacting
Delzicol sales.

Citi Research

Asacol Franchise: Fine For Now...

Warner Chilcott’s Asacol franchise, consisting of Asacol, Asacol HD and the recently
approved Delzicol, represented 31% of the company’s group revenues in 2012.
Although Asacol (which we estimate represents approximately 2/3 of the franchise),
loses IP protection in mid-2013, we see limited threat of generic competition over
the near term, due to the formulation complexity and regulatory hurdles involved in
the development and approval of generic mesalamines. We assume that the
company will succeed in transitioning the large majority of Asacol patients to
Delzicol by the end of 2013. Longer term, based on the FDA's response to WCRX’s
Citizen Petition with respect to Asacol in August 2010, along with the draft
guidelines for the approval of generic meslamines published by the FDA in
September 2012 and due diligence with formulation experts, we assume that Asacol
generics could be approved by the FDA in 2H14. Due to the anticipated formulary
pressures on mesalamine pricing and reimbursement, we anticipate that the
approval of generic Asacol will negatively impact Delzicol sales. We model a decline
in Asacol franchise sales from 2015e, however acknowledge the limited visibility in
accurately forecasting the probability and timing of this event.

Figure 12. Asacol franchise’s leading share of the US mesalamines

market has remained stable over time

27%

7%'

1%
6%

17%

B Asacol / Asacol HD H Lialda

Apriso Other brands
sulfazine/sulfasalazine (generic Azulfidine)

W balsalazide disodium (generic Colazal)

Source: IMS Health.
Note: Data shown represents LTM TRx market share.

Figure 13. We project a gradual decline for the Asacol franchise from
2015e
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Source: Citi Research
Note: Data shown represents global Asacol sales.

Potential approval of generic Asacol is
the most material earnings risk to WCRX,
in our view

The prospect of generic Asacol approval is the greatest risk to Warner
Chilcott’s near and medium term earnings outlook, in our view. Although the
bar for the approval of generic mesalamines has been lowered since the FDA's
response to WCRX’s Citizen Petition regarding Asacol (August 2010), the hurdles
for the approval of generic mesalamines by the FDA's Office of Generic Drugs still
remain high, but not unattainable. The draft guidelines for the approval of generic
mesalamines issued by the FDA in September 2012 recommend a clear regulatory
pathway for the approval of generic mesalamines, which includes two primary
components: (i) in vitro dissolution studies at varying pH rates; (ii) in vivo crossover
bioequivalence studies. This is in line with the Agency’s response to WCRX and
Shire’s respective Citizen Petitions pertaining to Asacol and Pentasa in August
2010. Due diligence with formulation experts indicates that the hurdles likely to be
faced by generic companies will be in achieving a formulation that will meet the
latter of these two requirements, due to the highly variable nature of the compound,
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which affects the reproducibility of the results. We note the FDA's approval of other
complex extended release compounds recently, including generic Adderall XR
(Actavis, Teva) and generic Concerta (Mallinckrodt).

Figure 14. Asacol has a ph-dependent release (pH 2 7) that delivers the drug in a targeted fashion to the terminal ileum and colon

Mesalamine

Sulfasalazine
Olsalazine Balsalazide

Asacol® Apriso™ Pentasa®
Lialda® /Mezavant

Colon Terminal ileum, colon Terminal ileum, colon  Duodenum,
(release at pH>7) (release at pH > 6) ileum, colon

Source: Citi Research, UPenn School of Medicine adaptation of Baumgart DC, Sandborn WJ. Lancet. 2007;369:1641-1657

FDA draft guidance for the development FDA's stance on the requirements for the development of generic

of generic mesalamines recommends in- mesalamines has softened over the years. While earlier FDA guidance had
vitro dissolution studies and in-vivo suggested that clinically endpoint studies might be more appropriate for showing
crossover bioequivalence studies. bioequivalence given the difficulty in measuring and comparing absorption with

locally-acting oral mesalamine drugs, as of 2010 the Agency has moved towards a
different recommended protocol. In an August 2010 response to WCRX and Shire
petitions, the FDA revisited its stance on the usability of PK data and determined
that if it were taken over different points in time, it could simulate a PK profile useful
for assessing bioequivalence. In addition, the agency reaffirmed its prior stance on
the need for in-vitro dissolution data. Notably, it moved away from the usefulness of
clinical endpoint studies, noting they could be “less sensitive, accurate, and
reproducible than PK studies.” Subsequent communications reaffirmed the
usefulness of in-vitro dissolution and PK studies, which crystallized into formal draft
guidance in September 2012 (see Figure 16 below).

In a March 2013 response to a subsequent Citizen Peitition filed by WCRX in
October 2012 in response to the draft guidelines issued by the FDA, the Agency
reaffirmed many of the points stipulated in its earlier guidance. In addition, it clarified
that (i) longer sampling times may be formally recommended for Asacol HD
dissolution data (to be outlined in separate draft guidance). Asacol HD loses IP
protection in November 2021; (ii) generic bioequivalence studies may require a
larger subject population when utilizing a reference-scale approval for generic
Asacol/Asacol HD, given that within-subject variability is greater than 100%. This
reaffirms our stance regarding the complexity involved in the formulation and
development of generic mesalamines.
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Figure 15. FDA’s stance on the requirements for generic mesalamines has softened over the years, from clinical endpoint studies to
bioequivalence studies that are currently required

Point of Communication

FDA Guidance

2003 Guidance

e Bioequivalence for oral locally-acting Gl drugs could be shown using comparative clinical
endpoint studies

2004 and 2005 responses to
Shire's Citizen Petition

e After CDER Adcom recommendation, FDA concluded that in vitro dissolution, coupled
with comparative PK studies (fasting and fed) required to demonstrate bioequivalence

2007 OGD letter to Shire

o Indicated that data from PK studies may not be good proxy due to variability of site-
specific and systemic absorption

e Recommended that clinical endpoint studies (rather than PK studies), in addition to in
vitro dissolution studies, for oral, extended-release mesalamine drugs

August 20, 2010 response to
WCRXand Shire Citizen
Petitions

e Reiterated 2007 position on in vitro dissolution data

o FDA revisited previous stance on PK data and said that PK data over defined time
intervals (rather than static data) could be used to analyze PK profiles

e Moved away from recommending clinical endpoint studies, stating that they could be
"less sensitive, accurate, and reproducible than PK studies"

July 2011 research report

e Par indicated that FDA had provided verbal feedback that clinical trial data could be
sufficient and PK data may not apply for its generic Asacol 400 ANDA

November 2011 response to
WCRX Citizen Petition

e FDA agrees to require all generic applicants to adhere to outlines from August 2010
response
o However, FDA does not comment on whether Par's ANDA is approvable

September 2012 Draft
Guidance

e FDA provides guidance on one in-vitro dissolution study and two PK studies (fasting and
fed)

e Alternatively to PK studies, a reference-scaled bioequivalence study can be used (if high
in-subject variability is shown for the RLD)

November 2012 response to
Shire Citizen Petition

e FDA denies Shire's request to review previous FDA guidance and require clinical
endpoint studies

March 2013 response to
WCRX Citizen Petition

Source: Citi Research, FDA.

o FDA reiterated position on majority of existing guidance

e FDA noted that in-vitro dissolution data for Asacol HD may require longer sampling times
(already in consideration for pending Asacol HD draft guidance) and noted that within-
subject variability of greater than 100% using a reference-scaled bioequivalence study may
require more subjects to adequately power the study

Figure 16. Current FDA guidelines for oral mesalamines recommend PK and dissolution (but no
clinical endpoint) studies

Type of Study Parameters Measured

Pharmacokinetics (fasting) e Single-dose, partially or fully replicated crossover design,
in vivo

o Recommended PK parameters: log AUCg 45, AUCq and
Chax (Where t = 72 hours)

e Reference-scaled average bioequivalence study can be
used (if high in-subject variability = 30% can be
demonstrated for RLD)

e Single-dose, partially or fully replicated crossover design,
in vivo

o Recommended PK parameters: log AUCg 45, AUCq and
Chax (Where t 2 72 hours)

e Reference-scaled average bioequivalence study can be
used (if high in-subject variability = 30% can be
demonstrated for RLD)

e Evaluation at pH 4.5, pH 6.0, pH 6.5, pH 6.8, pH 7.2 and
pH 7.5

e Sample measurement times: 0, 10, 20, 30, 45, 60, 75, 90,
120 and 150 minutes

e Dissolution profiles compared using f2 metric

Pharmacokinetics (fed)

In-vitro dissolution

Source: Citi Research, FDA.
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Figure 17. Generic Asacol legal processes dropped

Product Company Patent Expiry Generic Challenger Patent Litigation Status
. Roxane Dropped its marketing approval in Dec. 2011

Asacol Warner Chilcott Jul. 20, 2013 Par Dismissed; application switched to Paragraph Ill certification
Asacol HD Warner Chilcott ~ Nov. 15, 2021 Zydus Discovery

Zydus Cadila Case is administratively closed

. . Osmotica Claims contruction hearing on Mar. 14-15, 2013

Lialda Shire Jun. 8, 2020 Watson Jury trial scheduled for Apr. 8, 2013

Mylan Bench trial scheduled for Jun. 2014
Pentasa Shire Expired N/A N/A
Apriso Salix Apr. 20, 2018 Lupin Bench trial scheduled for Sep. 16, 2014

Source: Citi Research, PACER.

Likelihood of generic Asacol increases from the second half of 2014, we
believe. Although there are currently no paragraph Vs that have been filed on the
Asacol 400 formulation given the pending loss of patent protection (one paragraph
IV certification was converted into a paragraph Il certification), we believe that
multiple generic companies are pursuing this opportunity, including Zydus, Cadila,
Actavis, Mylan and Par Pharmaceuticals. Based on a development timeline of 12-18
months, and ANDA approval timelines of ¢.30 months, we anticipate that the first
generic version of Asacol could be approved towards the back half of 2014.

Figure 18. Based on timing of FDA guidelines, we model the first Asacol generic entering the market in early 2015

Source: Citi Research
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Delzicol will aid in protecting Warner Chilcott’s Asacol franchise... Warner
Chilcott’s recently approved Delzicol offers some benefits over Asacol (capsule
formulation, improved pregnancy warning on the label). Based on our conversations
with managed care organizations, we believe that the company will encounter little
difficulty in gaining formulary access (the company will be withdrawing Asacol
400mg from the market). We forecast that the large majority of Asacol patients will
be converted to Delzicol by the end of 2013, prior to the potential approval of
generic Asacol 400mg.

...however generic Asacol, when approved, will negatively impact Delzicol
sales. Conversations with managed care lead us to believe that WCRX'’s Asacol
franchise, and in particular Delzicol, will be negatively impacted by the approval of
generic Asacol. Given the limited differentiation between Asacol 400mg and
Delzicol, formularies are likely to promote usage of generic Asacol by limiting
reimbursement to the higher priced branded product. We forecast a decline in
Warner Chilcott’s Asacol franchise sales from 2015e, however note the difficulty in
accurately predicting the exact timing and magnitude of the impact of this event on
group revenues and earnings.
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Limited Pipeline Visibility

WCRX’s disclosed key pipeline assets Warner Chilcott's pipeline strategy is focused on lifecycle management of its

include 2 OCs, udenafil and serocycline existing product portfolio. While the company typically does not provide much
disclosure regarding its pipeline assets under development, recent comments from
the company indicate at least 4 assets in mid- to late-stage development. Of these,
we view udenafil (erectile dysfunction) and serocycline (acne) as the more
meaningful potential opportunities, however anticipate that these will only translate
into revenue opportunities by 2015e, at the earliest. The nearest term potential
opportunities lie in two oral contraceptive products (NDAs filed with the FDA), at
least one of which could be approved by the FDA during 2013.

Figure 19. Four identified late stage pipeline assets that could boost near- to mid-term growth

Identified late-stage opportunities
Risk-adjusted

Phase of Launch Peak Risk peak sales
Asset Indication development year sales ($M) adjustment ($M) Partner
One / two oral contraceptives Contraception Potentially filed 2014 $150 83% $125
WC3035 (serocycline) Acne and rosacea (U.S.) Phase Il 2016 $200 22% $44 Paratek
WC3043 (udenafil) Erectile dysfunction (U.S.) Phase IlI 2015 $250 54% $135 Dong-A

Early-stage / unconfirmed opportunities
Risk-adjusted

Phase of Launch Peak Risk peak sales
Asset Indication development year sales ($M) adjustment ($M) Partner
WC3055 (udenafil) Lower UTI (U.S. and Canada) Phase | 2015+ $100 15% $15 Dong-A
Doryx (new formulation) Severe acne (U.S.) Potentially filed 2013 $200 83% $166
WC3036 Erectile dysfunction (U.S.) Non-approvable letter 2015+ $150 54% $81 Apricus
Asacol (next-generation products) Ulcerative colitis N/A 2015+ $100 0% $0
Source: Citi Research, Company filings.
Novel OCs, if approved, will compete in Novel oral contraceptive could be approved this year, but limited
an increasingly generic market opportunities for material incremental market share gains in an increasingly

generic market. While Warner Chilcott's branded oral contraceptive products have
brought innovation to the OC market (by introducing the 24-day active pill cycle, as
well as an oral contraceptive pill that offers women the lowest estrogen dosage on
the market) and have enabled the company to maintain largely stable market share
in an increasingly generic market (see Figure 20 and Figure 21), we see limited
material upside to the company’s overall OC scrip volumes going forward. We
anticipate that the company’s novel OC products will be aimed at lifecycle
management of the “Loestrin 24” brand (which loses exclusivity in January 2014),
however the ongoing genericization of the overall OC market (see Figure 20) will
make it challenging for the company to materially increase overall market share
over the foreseeable future, in our view.
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Figure 20. Branded OC market share is gradually eroding over time as branded generics arrive
in the market
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Figure 21. WCRX OC franchise script trends grew 1% in 2012, while overall brands declined by
9%
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Physician feedback on WCRX’s oral contraceptive products positive, but
reimbursement in an increasingly generic market remains the key challenge
for branded players. Conversations with multiple physicians in the women’s health
space indicate their satisfaction with WCRX'’s Loestrin 24 and Lo Loestrin, however
the out-of-pocket cost of WCRX'’s products remains a barrier for the majority of
women. (Loestrin 24 and Lo Loestrin are priced 5-6x higher than branded generic
options available). Thus far, WCRX has successfully utilized its dedicated women'’s
health salesforce (200 people), along with discounts through customer loyalty
programs to maintain, and even slightly increase, market share in the overall OC

market (see Figure 23).
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Figure 22. Lo Loestrin Fe script growth has only partially cannibalized  Figure 23. WCRX’s OC franchise growth has allowed it to pick up 16%
Loestrin 24 Fe scripts, resulting in relatively stable script trends branded market share in the last 2 years
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Source: Citi Research, IMS Health. Source: Citi Research, IMS Health.
We anticipate WCRX will lose market We see downside risk to the market share of the company’s OC franchise
share in the OC market following the following the launch of “Loestrin 24” generics in early 2014. Although the
genericization of “Loestrin 24” in early company’s marketing efforts are focused on the promotion and continued market
2014 penetration of its successful branded “Lo Loestrin” oral contraceptive (25% of

WCRX’s total OC franchise in 2012), we anticipate a decline in overall OC scrip
volumes following the anticipated launch of “Loestrin 24” generics onto the market
in January 2014. Although some of this volume decline could be offset by the
approval of a novel follow-on OC to Loestrin 24, we have limited visibility regarding
the incremental benefits of the company’s two oral contraceptive NDAs filed with the
FDA, as well as the timing of a potential approval. Moreover, the approval of one of
these filings could be delayed by the warning letter that the company received in
March 2012 at its Fajardo (Puerto Rico) manufacturing facility. We understand that
one of the novel OCs under development is manufactured at the Fajardo facility,
though a potential backup compound could be manufactured at an alternate,
unaffected facility.

Figure 24. Loestrin 24 Fe and Ortho Tri-Cyclen Lo are next two major branded OC’s to face loss
of exclusivity

Company Product Patent Expiry LOE Generic Entrants at LOE
Warner Chilcott Loestrin 24 Fe Jul. 22, 2014 Jan. 22,2014 Actavis (FTF exclusivity)
Lo Loestrin Fe Feb. 2, 2029 N/A
Bayer Yasmin Aug. 31, 2020 N/A
Beyaz Mar. 3, 2022 N/A
Natazia Jan. 30, 2028 N/A
Safyral Mar. 3, 2022 N/A
Johnson & Johnson Ortho Tri-Cyclen Lo Dec. 9, 2019 Dec. 31, 2015 Teva, Mylan and Actavis (AG)

Source: Citi Research, Orange Book (FDA).
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We forecast $250mn and $200mn in non-
risk-adjusted peak sales for udenafil and
serocycline. We anticipate these will only
translate into revenue opportunities from
2015e, at the earliest

Citi Research

Case study: Bayer’s OC franchise experienced significant overall script
losses following the loss of its Yaz franchise. Immediately following Teva’s
launch of generic Yaz (Bayer’s OC, with peak sales the Yaz/Yasmin franchise of
$1.3B in 2009) in June 2010, the branded Yaz franchise experienced sequential
monthly declines of ~58%, spilling over to declines in its Yasmin franchise as well.
Over subsequent months, the company rebuilt some of its volume losses through
two line extensions — Beyaz (Yaz with folate) and Safyral (Yasmin with folate), as
well as an additional new product launch, Natazia. However, with the launch of
subsequent branded Yaz generics (Sandoz’s Loryna in May 2011 and Actavis’
Vestura in January 2012), the gains were quickly reversed and the franchise
experienced overall volume declines. Conservatively, we do not assume that WCRX
will be able to continue to grow its total OC franchise revenue after Loestrin 24 Fe’s
loss of exclusivity.

Figure 25. Bayer’s OC franchise declined significantly following branded generic Yaz launches
despite new product launches
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Source: Citi Research, IMS Health.

Late-stage erectile dysfunction and novel tetracycline assets will only impact
top line growth from 2015, at the earliest. We view udenafil (for erectile
dysfunction) and the novel tetracycline (for the treatment of acne) as more
meaningful potential revenue opportunities for WCRX, and forecast $250mn and
$200mn in non-risk adjusted peak sales for these assets, respectively.

(i) Phase Il studies for udenafil have been completed. Based on a published
meta-analysis of pooled data in patients across five clinical trials conducted
with a South Korean patient population, the drug appears to show robust
efficacy (statistical significance across its primary and secondary endpoints)
and clean safety profile (most common adverse events were flushing and
headache). Conversations we have conducted with urologists indicate a
possible faster onset of action vs. other branded products currently on the
market (Viagra, Cialis, Levitra). We anticipate an FDA filing in early 2014, with
potential approval in early 2015.
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The company’s novel tetracycline (serocycline) is expected to enter Phase I
clinical development in late 2013. The compound is a once-daily therapy for the
treatment of acne, and could represent a material revenue opportunity for
WCRX, due to the favorable economics associated with specialty dermatology
products (lower than average pricing sensitivity, high margins) as well as the
ability to leverage the company’s presence in the dermatology market via its
Doryx franchise and 60-person salesforce. We forecast peak non-risk adjusted
sales of $200mn, however only anticipate potential FDA approval in 2016, at
the earliest.
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Business development activities are
necessary to boost the longer term
growth profile of WCRX, in our view
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Business Development: The Key to
Unlocking Value

Given Warner Chilcott’s declining revenue profile over our projection period, as the
company fully absorbs the upcoming US patent expiry of Actonel ($310mn revenues
in 2012), the most material potential upside to the company’s growth profile lies in
potential business development activity, in our view. WCRX benefits from robust
cash flow ($970mn in 2013e) and relatively modest gearing (2.8x debt/EBITDA as of
the end of 2012), and has indicated its focus on business development, including
company acquisitions, product acquisitions, and product in-licensing, as a driver of
growth going forward. The company has a history of successfully executing on BD
(see Figure 26), and we recognize the potential for value realization if/when
additional business development takes place. Given the lack of visibility on the
timelines and/or nature of future deal activity, we prefer to remain on the sidelines
pending execution on this front.

Figure 26. WCRX business development has historically created significant value for the firm

(8 in millions)

Annual Revenue Annual Revenue Divestiture Deal Value (Based  Value Creation /
Deal Closing Date Drugs Involved (Time of Acquisition) (2012E) (Purchase) Price on DCF) (Destruction) - $
Acquisition of Exclusive U.S.
Rights to Enablex Oct. 18,2010 Enablex (U.S.) $180 $170 ($400) $204 ($196)

Asacol (Global), Actonel

P&G Pharma Acquisition Oct. 30, 2009 (Global), Enablex (U.S.) $1,900 $1,464 ($2,919) $4,133 $1,214
Divestiture of LEO Pharma Dovonex (U.S.), Taclonex
Assets Sep. 23, 2009 (s, $270 N/A $1,000 $595 $405
Total $2,350 N/A N/A $4,933 $1,423

Source: Citi Research, Company filings.
Note: Value creation/(destruction) calculated using a discounted cash flow analysis and Citi estimates.

The company’s significant cash flow

generation supports deal activity with an

EV of $4-4.5bn

Actonel, although a declining asset, represents significant cash flow for
WCRX and supports deal activity with an Enterprise Value in the range of $4-
4.5bn. Warner Chilcott’s cash flows fall into two categories:

(i) cash flows generated by Actonel, which represents 26%-27% of
revenues and cash flows in FY12 and 16%-18% in FY13. Actonel
loses IP protection in the US in June 2014 (EU patent protection was
lost in 2H 2010).

(i) cash flows generated by the core business, including the women’s
health, Gl, dermatology and urology franchises. A potential acquisition
would likely contribute to one or more of these asset classes, and thus
has the potential to boost the growth potential of the company’s core
business, in our view.
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Figure 27. Actonel generates a significant stream of profit, contributing to firm cash flows

Actonel vs. Core earnings profile

($ in millions) 3-Year CAGR 5-Year CAGR
2010 2011 2012 2013E 2014E 2015E 2016E 2017E ('12-'15E) ('12-17E)

WCRX revenue $2,974 $2,728 $2,541 $2,392 $2,213 $2,033 $1,973 $1,944 -7.2% -5.2%
Actonel revenue $1,027 $771 $519 $329 $207 $124 $105 $90 -37.9% -29.6%
[Core revenue $1,947 $1,957 $2,022 $2,064 $2,005 $1,909 $1,868 $1,855 -1.9% 1.7% ]
WCRX net income $890 $974 $1,024 $882 $830 $797 $804 $790 -8.0% -5.1%
Actonel NOPAT $509 $397 $276 $173 $110 $68 $58 $50 -37.4% -29.1%
[Core netincome $381 $576 $748 $708 $720 $730 $746 $740 -0.8% -0.2% ]

Source: Citi Research
Note: Actonel calculations do not include Atelvia or any follow-on products.

According to our sum-of-the-parts valuation analysis, we estimate the value of the
cash flows generated by Actonel at $529mn. This, coupled with the management’s
target debt/EBITDA multiple of 4.5x, supports our view that the company can very
comfortably absorb an acquisition in the range of $4-4.5bn (EV).

Favorable operating cost and tax Lean operating model leads to significant cash flow generation. WCRX’s
structures imply that most deals would efficient cost structure (high gross margins, efficient sales infrastructure and frugal
be value accretive R&D spend) has allowed it to enjoy peer-leading operating margins (>50%). Its

robust operating income, coupled with an attractive tax rate, has lead to significant
free cash flow generation ($800M of operating cash flow, net of capex), with its free
cash flow yield of ~25% outpacing its peer group (albeit partly attributed to its very

modest valuation).

Tax structure implies that most acquisitions would be financially accretive.
The company benefits from a low effective tax rate of 11-12% due to its Irish
domicile. The company recently renewed its Advanced Pricing Agreement (APA)
with the IRS, and we forecast that the current low tax structure will continue through
2017e, at least. The company’s favorable tax structure increases the probability of
earnings, and value, accretion for potential business development activities.

...but which asset classes would be the most value accretive, in our view?
Business development activity will likely focus on leveraging the company’s existing
sales and marketing infrastructure, in our view. We see the greatest potential for
bolt-on assets that add scale to its dermatology and/or urology platforms and that
can leverage the company’s primary care sales force currently detailing its
osteoporosis franchise.

Management has significant expertise in operating a levered company.
WCRX’s management team has ample experience with executing deals that add
significant leverage to its capital structure, both through asset acquisitions (most
notably, the P&G Pharma deal) as well as through transactions to return
shareholder capital (special dividends and share repurchase activities). We note
that, the P&G Pharma acquisition tripled the size of the company (in terms of
revenue). The company has historically chosen to make optional prepayments on
debt with its significant excess cash flow, prepaying $350M in 2012. WCRX has
also shown financial savvy in managing its debt by opportunistically refinancing to
capitalize on the low financing environment (most notably refinancing its senior
secured credit facility in March 2011). Given management’s expertise in responsibly
managing a levered business, we believe that the company could readily tap into
the debt markets if it were required to borrow additional capital to fund an
acquisition.
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Special dividends remain an alternative, though not preferred, use of cash.
WCRX management has had significant experience with dividend recapitalizations
and (other capital structure changes) in the past. The company has utilized a
special dividend twice over the past three years: (i) $4.00 per share in September
2012 ($1.00B in aggregate), and (ii) $8.50 per share in September 2010 ($2.14B in
aggregate). We do not model a special dividend in 2013, but rather see the potential
for a special dividend in the future as an alternative use of cash if management
were not able to deploy capital towards other business development activities to
add to its product portfolio.
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Figure 28. Warner Chilcott Sales Model: 2010A — 2017E

2013E 2014E_ 2015E _ 2016E__ 2017E

Women's healthcare
Osteoporosis

Actonel (U.S.) 542.0 441.0 308.0 209.2 125.5 62.8 53.3 45.3
Actonel (North America ex-U.S.) 88.0 63.0 35.0 241 18.1 15.4 13.1 11.1
Actonel (ex-North America) 304.2 190.4 120.0 59.2 38.5 26.9 22.9 19.5
Total product net sales - Actonel 934.2 694.4 463.0 292.5 182.1 105.1 89.3 75.9
Actonel royalties 93.1 76.9 56.0 36.3 254 19.1 16.2 13.8
ACTONEL 1,027.2 771.3 519.0 328.8 207.5 1241 105.5 89.7
ATELVIA 5.3 33.2 72.0 93.9 103.3 113.6 121.6 127.7
Total Osteoporosis 1,032.6 804.4 591.0 422.7 310.8 237.7 2271 217.3
Oral contraceptives
LOESTRIN 24 FE 3423 396.2 389.0 349.3 122.3 61.1 458 39.0
LO LOESTRIN FE - 63.1 137.0 236.1 342.3 393.7 452.8 475.4
Other oral contraceptives 63.4 19.4 18.0 15.0 14.2 13.5 12.8 12.2
Total Oral contraceptives 405.7 478.7 544.0 600.3 478.8 468.3 511.4 526.5
Hormone Therapy
ESTRACE Cream 136.4 156.7 194.0 217.9 239.7 263.7 276.9 290.7
FEMHRT 51.4 20.3 - - - - - -
Other Hormone Therapy 26.2 249 42.0 38.3 36.4 34.6 32.8 31.2
Total Hormone therapy 2141 201.9 236.0 256.2 276.1 298.3 309.7 321.9
Other Women's healthcare products 63.2 64.2 55.0 47.4 47.4 47.4 47.4 47.4
Total Women's healthcare 1,715.5 1,549.2 1,426.0 1,326.7 1,113.1 1,051.7 1,095.6 1,113.2
Gastroenterology
Asacol/HD (North America, ex-U.S.) 22.0 23.0 24.0 245 255 242 23.0 21.8
Asacol/HD/Delzicol (U.S.) 639.0 672.0 719.0 703.0 7241 543.1 407.3 305.5
Asacol/HD (ex-North America) 53.7 48.3 50.0 50.0 47.5 451 42.9 40.7
Asacol HD 132.2 146.0 148.6 145.5 142.5 139.5 136.6 133.7
ASACOL 714.7 743.3 793.0 7775 797.0 612.4 473.1 368.0
Dermatology
DORYX 172.6 172.7 92.0 65.3 45.7 34.3 29.1 24.8
OTHER DERMATOLOGY 148.7 - - - - - - -
Total Dermatology 321.3 172.7 92.0 65.3 45.7 34.3 29.1 24.8
Urology
ENABLEX 107.4 170.7 170.0 163.2 156.7 150.4 75.2 37.6
Other Product net sales 84.6 61.4 36.0 23.1 19.6 16.7 15.0 13.5
Contract manufacturing product sales 15.9 16.9 14.0 10.5 8.9 7.6 6.4 5.5
Product net sales 2,959 2,714 2,531 2,366 2,141 1,873 1,695 1,563
Other revenue 15.1 13.9 10.0 9.5 9.5 9.5 9.5 9.5
PIPELINE SALES - - - 16.6 62.3 150.5 269.0 372.3
TOTAL REVENUE 2,974 2,728 2,541 2,392 2,213 2,033 1,973 1,944
% growth 107.2% -8.3% -6.9% -5.9% -7.5% -8.1% -2.9% -1.5%
CORE REVENUE (excl. ACTONEL) 1,947.2 1,956.8 2,022.0 2,063.5 2,005.3 1,9089 1,867.5 1,854.6
% growth 60.4% 0.5% 3.3% 2.1% -2.8% -4.8% -2.2% -0.7%
TAIL REVENUE (non-promoted CORE) 468.5 220.9 175.0 143.7 136.0 129.2 124.0 119.2
% growth -82% -52.8% -20.8% -17.9% -5.4% -5.0% -4.0% -3.8%

Source: Citi Research and Company reports
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Figure 29. Warner Chilcott Non-GAAP P&L: 2010A - 2017E

2013E 2014E 2015E 2016E 2017E

Product net sales 2,803.7 2,637.3 2,475.0 2,346.5 2,177.9 2,004.4 1,947.3 1,921.0
YoY growth 102.5% -5.9% -6.2% -5.2% -7.2% -8.0% -2.8% -1.4%
Other revenue 170.7 90.8 66.0 45.8 34.9 28.6 25.7 23.3
YoY growth 233.4% -46.8% -27.3% -30.6% -23.8% -18.2% -10.0% -9.5%
Total Sales 2,974.5 2,728.1 2,541.0 2,392.3 2,212.8 2,033.0 1,973.0 1,944.3
YoY growth 102.5% -5.9% -6.2% -5.2% -7.2% -8.0% -2.8% -1.4%
COGS (440.5) (325.1) (311.0) (311.0) (287.7) (264.3) (236.8) (233.3)
% of total sales 14.8% 11.9% 12.2% 13.0% 13.0% 13.0% 12.0% 12.0%
Gross Profit 2,534.0 2,403.0 2,230.0 2,081.3 1,925.1 1,768.7 1,736.3 1,711.0
Gross Margin 85.2% 88.1% 87.8% 87.0% 87.0% 87.0% 88.0% 88.0%
SG&A (1,090.4) (923.9) (759.0) (766.5) (686.0) (575.2) (554.1) (565.4)
% of Total revenue 36.7% 33.9% 29.9% 32.0% 31.0% 28.3% 28.1% 29.1%
R&D (146.5) (107.8) (103.0) (122.0) (121.7) (132.1) (138.1) (136.1)
% of Total revenue 4.9% 4.0% 4.1% 5.1% 5.5% 6.5% 7.0% 7.0%
EBITDA 1,279.5 1,379.6 1,417.0 1,203.8 1,135.1 1,085.6 1,075.1 1,047.2
EBITDA margin 43.0% 50.6% 55.8% 50.3% 51.3% 53.4% 54.5% 53.9%
Depreciation and Amortization (incl. intangibles) (34.7) (39.4) (35.0) (41.0) (47.7) (54.3) (61.0) (67.7)
Amortization of Intangibles - - - - - - - -
Others - - - - - - - -
Operating income 1,297.1 1,371.2 1,368.0 1,192.8 1,117.5 1,061.3 1,044.1 1,009.5
Operating Margin 43.6% 50.3% 53.8% 49.9% 50.5% 52.2% 52.9% 51.9%
Net Interest expense (219.5) (229.9) (200.0) (173.7) (158.0) (144.8) (125.3) (112.2)
Income before taxes 1,077.7 1,141.3 1,168.0 1,019.1 959.5 916.5 918.8 897.3
Tax (188.0) (167.7) (144.0) (137.6) (129.5) (119.2) (114.8) (107.7)
Effective Tax Rate 17.4% 14.7% 12.3% 13.5% 13.5% 13.0% 12.5% 12.0%
Adjusted cash net income 889.7 973.7 1,024.0 881.5 830.0 797.4 803.9 789.7
Numerator for diluted EPS 889.7 973.7 1,024.0 881.5 830.0 797.4 803.9 789.7
Shares Outstanding (basic) 251.3 252.0 248.3 250.2 250.2 250.2 250.2 250.2
Shares Outstanding (diluted) 253.9 2543 250.5 251.5 251.5 2515 251.5 2515
Adjusted cash net income per share $3.50 $3.83 $4.09 $3.50 $3.30 $3.17 $3.20 $3.14

Source: Citi Research and Company reports
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Figure 30. Warner Chilcott Balance Sheet: 2010A — 2017E

$ mins 2010A 2011A 2012A 2013E 2014E 2015E 2016E 2017E
Cash and cash equivalents 401.8 616.3 474.0 726.8 906.5 1,055.4 1,028.8 1,182.8
Accounts receivable 368.5 265.8 195.0 196.6 181.9 1671 162.2 159.8
Inventories 119.5 118.7 113.0 115.0 106.4 97.7 87.6 86.3
Deferred income taxes 134.4 1211 130.0 95.7 88.5 81.3 78.9 77.8
Prepaid income taxes, net 49.4 374 51.0 23.9 221 20.3 19.7 194
Prepaid expenses and other current assets 103.4 72.7 63.0 71.8 66.4 61.0 59.2 58.3
Total Current Assets 1,177.0 1,231.9 1,026.0 1,229.8 1,371.8 1,482.9 1,436.4 1,584.5
PPE 235.7 214.7 216.0 235.0 247.3 253.0 252.0 2443
Intangibles 3,016.7 2,420.3 1,817.0 1,408.0 1,069.0 808.0 642.5 586.1
Goodwill 1,028.6 1,028.6 1,029.0 1,029.0 1,029.0 1,029.0 1,029.0 1,029.0
Deferred tax asset 27.9 30.6 43.0 - - - - -
Other assets 166.1 103.9 87.0 95.7 88.5 81.3 78.9 77.8
Total Long Term Assets 4,474.9 3,798.1 3,192.0 2,767.7 2,433.8 21713 2,002.4 1,937.2
TOTAL ASSETS 5,652.0 5,030.0 4,218.0 3,997.5 3,805.6 3,654.2 3,438.8 3,521.7
Trade Accounts Payable 98.5 53.7 29.0 39.3 36.4 33.4 324 32.0
Accrued exp and other current liabilities 730.8 817.0 668.0 550.2 508.9 467.6 453.8 447.2
Income taxes payables 23.0 44.4 17.0 35.9 33.2 30.5 29.6 29.2
Deferred income taxes 1.2 1.0 1.0 1.0 1.0 1.0 1.0 1.0
Current portion of long-term debt 269.9 185.0 179.0 400.0 400.0 600.0 400.0 525.0
Total Current Liabilities 1,123.4 1,101.2 894.0 1,026.4 979.5 1,132.5 916.8 1,034.3
Long-term debt 4,408.8 3,677.8 3,796.0 3,175.0 2,775.0 2,175.0 1,775.0 1,250.0
Deferred tax liabilities 70.3 58.1 32.0 47.8 44.3 40.7 39.5 38.9
Other long-term liabilities 115.1 123.8 96.0 95.7 88.5 81.3 78.9 77.8
Total Long Term Liabilities 4,594.2 3,859.7 3,924.0 3,318.5 2,907.8 2,297.0 1,893.4 1,366.7
TOTAL LIABILITIES 5,717.6 4,960.9 4,818.0 4,345.0 3,887.3 3,429.5 2,810.2 2,401.0
Total Stockholders' equity (65.6) 69.1 (600.0) (347.4) (81.7) 224.7 628.6 1,120.7
TOTAL LIABILITIES & EQUITY 5,652.0 5,030.0 4,218.0 3,997.5 3,805.6 3,654.2 3,438.8 3,521.7

Source: Citi Research and Company reports
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Figure 31. Warner Chilcott Cash Flow Statement: 2010A — 2017E

$ mins 2010A 2011A 2012A 2013E 2014E 2015E 2016E 2017E
CASH FLOWS FROM OPERATING ACTIVITIES

Net Income 171.0 1711 403.0 397.7 414.7 459.1 560.6 653.0
Depreciation 34.7 39.4 42.0 41.0 47.7 54.3 61.0 67.7
Write-off of fair value step-up on acquired inventories 105.5 - - - - - - -
(Gain) on sale of assets - - (20.0) - - - - -
Provision for inventory obsolescence 13.0 35.2 28.0 - - - - -
Deferred income taxes (21.0) 0.7 (47.0) 93.2 3.6 3.6 1.2 0.6
Amortization of deferred loan costs 65.0 110.0 36.0 - - - - -
Stock-based compensation expense 21.5 221 24.0 - - - - -

Accretion on preferred stock of subsidiary - - - - - - - -
Changes in operating assets and liabilities:

Accounts receivable, prepaid and other assets 9.6 92.5 102.0 (1.6) 14.8 14.8 4.9 24
Inventories (8.4) (46.3) (21.0) (2.0) 8.6 8.6 10.2 1.3
Accounts payable, accrued expenses & other current liabilities (66.2) 91.1 (172.0) (107.4) (44.2) (44.3) (14.8) (7.1)
Income taxes and other, net (30.1) 41.8 (82.0) 28.2 4.5 4.5 1.5 0.7
Cash flows from operating activities 947.4 1,1771 897.0 887.9 818.6 791.6 820.2 804.8

CASH FLOWS FROM INVESTING ACTIVITIES

Purchase of intangible assets (402.9) - - - - - - -
Purchase of business, net of cash acquired - - - - - - - -
Proceeds from the sale of assets - - - - - - - -
Capital expenditures (95.0) (46.2) (63.0) (60.0) (60.0) (60.0) (60.0) (60.0)
Cash flows from investing activities (497.9) (46.2) (63.0) (60.0) (60.0) (60.0) (60.0) (60.0)

CASH FLOWS FROM FINANCING ACTIVITIES

Dividends (2,137.8) - (1,052.0) (125.1) (128.9) (132.7) (136.7) (140.8)
Net borrowings (repayments) of debt 1,555.5 (865.6) 98.0 (400.0) (400.0) (400.0) (600.0) (400.0)
Proceeds from share capital issue - - - - - - - -
Retirement of preferred stock - - - - - - - -
Redemption of Ordinary Shares - (55.7) (32.0) (50.0) (50.0) (50.0) (50.0) (50.0)

Proceeds from the exercise of non-qualified options to purchase ¢ 7.8 49 8.0 - - - - -
Purchase of treasury stock - - - - - - - -
Other (0.3) 24 - - - - - -
Cash flows from financing activities (574.8) (914.0) (978.0) (575.1) (578.9) (582.7) (786.7) (590.8)
FX effect (11.9) (2.3) 2.0 - - - - -
Change in cash and cash equivalents (137.2) 2145 (142.0) 252.8 179.7 148.9 (26.5) 154.0

Source: Citi Research and Company reports
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Analyst Certification
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Warner Chilcott PLC

Company description

Warner Chilcott is a specialty pharmaceutical company whose therapeutic footprint
includes women’s health, gastroenterology, urology and dermatology. The company
primarily operates in North America.

Investment strategy

We rate Warner Chilcott Neutral (2) on concerns about its negative growth outlook,
while noting its modest valuation. We model 5-year sales and earnings CAGR’s of -
5%, reflecting the incremental generic and/or competitive pressures that the
company faces going forward. We see limited upside to current valuation levels in
the absence of business development activities that could unlock value.

Valuation

Our target price of $14.50 is based on a 2014e non-GAAP P/E multiple of ~4.4x.
We believe that the stock’s discount to the peer group is warranted given its
negative earnings growth profile due to significant reimbursement and/or generic
competition risk to its pharmaceutical portfolio. Our DCF analysis indicates an
intrinsic value of $20 per share.

Risks

Several key downside risks associated with the name include: (i) earlier-than-
modeled generic entry on key marketed products (particularly Asacol 400 and
Estrace Cream), (ii) pipeline failures or setbacks, and (iii) an inability to execute
business development opportunities.

Several key upside risks associated with the name include: (i) longer period of
exclusivity on Asacol, (ii) pipeline successes or disclosure on previously
unannounced pipeline assets, and (iii) any material business development that
materially enhances the company’s growth profile.

The research analyst(s) primarily responsible for the preparation and content of this research report are named in bold text in the author block at
the front of the product except for those sections where an analyst's name appears in bold alongside content which is attributable to that analyst.
Each of these analyst(s) certify, with respect to the section(s) of the report for which they are responsible, that the views expressed therein
accurately reflect their personal views about each issuer and security referenced and were prepared in an independent manner, including with
respect to Citigroup Global Markets Inc and its affiliates. No part of the research analyst's compensation was, is, or will be, directly or indirectly,
related to the specific recommendation(s) or view(s) expressed by that research analyst in this report.
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Citigroup Global Markets Inc. or its affiliates has received compensation for investment banking services provided within the past 12 months from Warner
Chilcott PLC.
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Citigroup Global Markets Inc. currently has, or had within the past 12 months, the following as investment banking client(s): Warner Chilcott PLC.
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Analysts' compensation is determined based upon activities and services intended to benefit the investor clients of Citigroup Global Markets Inc. and its
affiliates ("the Firm"). Like all Firm employees, analysts receive compensation that is impacted by overall firm profitability which includes investment banking
revenues.

The Firm is a market maker in the publicly traded equity securities of Warner Chilcott PLC.

For important disclosures (including copies of historical disclosures) regarding the companies that are the subject of this Citi Research product ("the
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NON-US RESEARCH ANALYST DISCLOSURES
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Securities recommended, offered, or sold by the Firm: (i) are not insured by the Federal Deposit Insurance Corporation; (i) are not deposits or other
obligations of any insured depository institution (including Citibank); and (iii) are subject to investment risks, including the possible loss of the principal
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amount invested. Although information has been obtained from and is based upon sources that the Firm believes to be reliable, we do not guarantee its
accuracy and it may be incomplete and condensed. Note, however, that the Firm has taken all reasonable steps to determine the accuracy and
completeness of the disclosures made in the Important Disclosures section of the Product. The Firm's research department has received assistance from
the subject company(ies) referred to in this Product including, but not limited to, discussions with management of the subject company(ies). Firm policy
prohibits research analysts from sending draft research to subject companies. However, it should be presumed that the author of the Product has had
discussions with the subject company to ensure factual accuracy prior to publication. All opinions, projections and estimates constitute the judgment of the
author as of the date of the Product and these, plus any other information contained in the Product, are subject to change without notice. Prices and
availability of financial instruments also are subject to change without notice. Notwithstanding other departments within the Firm advising the companies
discussed in this Product, information obtained in such role is not used in the preparation of the Product. Although Citi Research does not set a
predetermined frequency for publication, if the Product is a fundamental research report, it is the intention of Citi Research to provide research coverage of
the/those issuer(s) mentioned therein, including in response to news affecting this issuer, subject to applicable quiet periods and capacity constraints. The
Product is for informational purposes only and is not intended as an offer or solicitation for the purchase or sale of a security. Any decision to purchase
securities mentioned in the Product must take into account existing public information on such security or any registered prospectus.

Investing in non-U.S. securities, including ADRs, may entail certain risks. The securities of non-U.S. issuers may not be registered with, nor be subject to the
reporting requirements of the U.S. Securities and Exchange Commission. There may be limited information available on foreign securities. Foreign
companies are generally not subject to uniform audit and reporting standards, practices and requirements comparable to those in the U.S. Securities of
some foreign companies may be less liquid and their prices more volatile than securities of comparable U.S. companies. In addition, exchange rate
movements may have an adverse effect on the value of an investment in a foreign stock and its corresponding dividend payment for U.S. investors. Net
dividends to ADR investors are estimated, using withholding tax rates conventions, deemed accurate, but investors are urged to consult their tax advisor for
exact dividend computations. Investors who have received the Product from the Firm may be prohibited in certain states or other jurisdictions from
purchasing securities mentioned in the Product from the Firm. Please ask your Financial Consultant for additional details. Citigroup Global Markets Inc.
takes responsibility for the Product in the United States. Any orders by US investors resulting from the information contained in the Product may be placed
only through Citigroup Global Markets Inc.

Important Disclosures for Morgan Stanley Smith Barney LLC Customers: Morgan Stanley & Co. LLC (Morgan Stanley) research reports may be
available about the companies that are the subject of this Citi Research research report. Ask your Financial Advisor or use smithbarney.com to view any
available Morgan Stanley research reports in addition to Citi Research research reports.

Important disclosure regarding the relationship between the companies that are the subject of this Citi Research research report and Morgan Stanley Smith
Barney LLC and its affiliates are available at the Morgan Stanley Smith Barney disclosure website at
www.morganstanleysmithbarney.com/researchdisclosures.

For Morgan Stanley and Citigroup Global Markets, Inc. specific disclosures, you may refer to www.morganstanley.com/researchdisclosures and
https://www.citivelocity.com/cvr/eppublic/citi_research_disclosures.

This Citi Research research report has been reviewed and approved on behalf of Morgan Stanley Smith Barney LLC. This review and approval was
conducted by the same person who reviewed this research report on behalf of Citi Research. This could create a conflict of interest.

The Citigroup legal entity that takes responsibility for the production of the Product is the legal entity which the first named author is employed
by. The Product is made available in Australia through Citi Global Markets Australia Pty Ltd. (ABN 64 003 114 832 and AFSL No. 240992), participant of
the ASX Group and regulated by the Australian Securities & Investments Commission. Citigroup Centre, 2 Park Street, Sydney, NSW 2000. The Product is
made available in Australia to Private Banking wholesale clients through Citigroup Pty Limited (ABN 88 004 325 080 and AFSL 238098). Citigroup Pty
Limited provides all financial product advice to Australian Private Banking wholesale clients through bankers and relationship managers. If there is any
doubt about the suitability of investments held in Citigroup Private Bank accounts, investors should contact the Citigroup Private Bank in Australia. Citigroup
companies may compensate affiliates and their representatives for providing products and services to clients. The Product is made available in Brazil by
Citigroup Global Markets Brasil - CCTVM SA, which is regulated by CVM - Comiss&o de Valores Mobiliarios, BACEN - Brazilian Central Bank, APIMEC -
Associagao dos Analistas e Profissionais de Investimento do Mercado de Capitais and ANBID - Associagdo Nacional dos Bancos de Investimento. Av.
Paulista, 1111 - 11° andar - CEP. 01311920 - S&o Paulo - SP. If the Product is being made available in certain provinces of Canada by Citigroup Global
Markets (Canada) Inc. ("CGM Canada"), CGM Canada has approved the Product. Citigroup Place, 123 Front Street West, Suite 1100, Toronto, Ontario M5J
2M3. This product is available in Chile through Banchile Corredores de Bolsa S.A., an indirect subsidiary of Citigroup Inc., which is regulated by the
Superintendencia de Valores y Seguros. Agustinas 975, piso 2, Santiago, Chile. The Product is made available in France by Citigroup Global Markets
Limited, which is authorised and regulated by Financial Services Authority. 1-5 Rue Paul Cézanne, 8éme, Paris, France. The Product is distributed in
Germany by Citigroup Global Markets Deutschland AG ("CGMD"), which is regulated by Bundesanstalt fuer Finanzdienstleistungsaufsicht (BaFin). CGMD,
Reuterweg 16, 60323 Frankfurt am Main. Research which relates to "securities" (as defined in the Securities and Futures Ordinance (Cap. 571 of the Laws
of Hong Kong)) is issued in Hong Kong by, or on behalf of, Citigroup Global Markets Asia Limited which takes full responsibility for its content. Citigroup
Global Markets Asia Ltd. is regulated by Hong Kong Securities and Futures Commission. If the Research is made available through Citibank, N.A., Hong
Kong Branch, for its clients in Citi Private Bank, it is made available by Citibank N.A., Citibank Tower, Citibank Plaza, 3 Garden Road, Hong Kong. Citibank
N.A. is regulated by the Hong Kong Monetary Authority. Please contact your Private Banker in Citibank N.A., Hong Kong, Branch if you have any queries on
or any matters arising from or in connection with this document. The Product is made available in India by Citigroup Global Markets India Private Limited,
which is regulated by Securities and Exchange Board of India. Bakhtawar, Nariman Point, Mumbai 400-021. The Product is made available in Indonesia
through PT Citigroup Securities Indonesia. 5/F, Citibank Tower, Bapindo Plaza, JI. Jend. Sudirman Kav. 54-55, Jakarta 12190. Neither this Product nor any
copy hereof may be distributed in Indonesia or to any Indonesian citizens wherever they are domiciled or to Indonesian residents except in compliance with
applicable capital market laws and regulations. This Product is not an offer of securities in Indonesia. The securities referred to in this Product have not been
registered with the Capital Market and Financial Institutions Supervisory Agency (BAPEPAM-LK) pursuant to relevant capital market laws and regulations,
and may not be offered or sold within the territory of the Republic of Indonesia or to Indonesian citizens through a public offering or in circumstances which
constitute an offer within the meaning of the Indonesian capital market laws and regulations. The Product is made available in Israel through Citibank NA,
regulated by the Bank of Israel and the Israeli Securities Authority. Citibank, N.A, Platinum Building, 21 Ha'arba'ah St, Tel Aviv, Israel. The Product is made
available in Italy by Citigroup Global Markets Limited, which is authorised and regulated by Financial Services Authority. Via dei Mercanti, 12, Milan, 20121,
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Italy. The Product is made available in Japan by Citigroup Global Markets Japan Inc. ("CGMJ"), which is regulated by Financial Services Agency, Securities
and Exchange Surveillance Commission, Japan Securities Dealers Association, Tokyo Stock Exchange and Osaka Securities Exchange. Shin-Marunouchi
Building, 1-5-1 Marunouchi, Chiyoda-ku, Tokyo 100-6520 Japan. If the Product was distributed by SMBC Nikko Securities Inc. it is being so distributed under
license. In the event that an error is found in an CGMJ research report, a revised version will be posted on the Firm's Citi Velocity website. If you have
questions regarding Citi Velocity, please call (81 3) 6270-3019 for help. The Product is made available in Korea by Citigroup Global Markets Korea
Securities Ltd., which is regulated by the Financial Services Commission, the Financial Supervisory Service and the Korea Financial Investment Association
(KOFIA). Citibank Building, 39 Da-dong, Jung-gu, Seoul 100-180, Korea. KOFIA makes available registration information of research analysts on its
website. Please visit the following website if you wish to find KOFIA registration information on research analysts of Citigroup Global Markets Korea
Securities Ltd. http://dis.kofia.or.kr/fs/dis2/fundMgr/DISFundMgrAnalystPop.jsp?companyCd2=A03030&pageDiv=02. The Product is made available in
Korea by Citibank Korea Inc., which is regulated by the Financial Services Commission and the Financial Supervisory Service. Address is Citibank Building,
39 Da-dong, Jung-gu, Seoul 100-180, Korea. The Product is made available in Malaysia by Citigroup Global Markets Malaysia Sdn Bhd (Company No.
460819-D) ("CGMM”) to its clients and CGMM takes responsibility for its contents. CGMM is regulated by the Securities Commission of Malaysia. Please
contact CGMM at Level 43 Menara Citibank, 165 Jalan Ampang, 50450 Kuala Lumpur, Malaysia in respect of any matters arising from, or in connection with,
the Product. The Product is made available in Mexico by Acciones y Valores Banamex, S.A. De C. V., Casa de Bolsa, Integrante del Grupo Financiero
Banamex ("Accival') which is a wholly owned subsidiary of Citigroup Inc. and is regulated by Comision Nacional Bancaria y de Valores. Reforma 398, Col.
Juarez, 06600 Mexico, D.F. In New Zealand the Product is made available to ‘wholesale clients’ only as defined by s5C(1) of the Financial Advisers Act
2008 (‘FAA) through Citigroup Global Markets Australia Pty Ltd (ABN 64 003 114 832 and AFSL No. 240992), an overseas financial adviser as defined by
the FAA, participant of the ASX Group and regulated by the Australian Securities & Investments Commission. Citigroup Centre, 2 Park Street, Sydney, NSW
2000. The Product is made available in Pakistan by Citibank N.A. Pakistan branch, which is regulated by the State Bank of Pakistan and Securities
Exchange Commission, Pakistan. AWT Plaza, 1.1. Chundrigar Road, P.O. Box 4889, Karachi-74200. The Product is made available in the Philippines
through Citicorp Financial Services and Insurance Brokerage Philippines, Inc., which is regulated by the Philippines Securities and Exchange Commission.
20th Floor Citibank Square Bldg. The Product is made available in the Philippines through Citibank NA Philippines branch, Citibank Tower, 8741 Paseo De
Roxas, Makati City, Manila. Citibank NA Philippines NA is regulated by The Bangko Sentral ng Pilipinas. The Product is made available in Poland by Dom
Maklerski Banku Handlowego SA an indirect subsidiary of Citigroup Inc., which is regulated by Komisja Nadzoru Finansowego. Dom Maklerski Banku
Handlowego S.A. ul.Senatorska 16, 00-923 Warszawa. The Product is made available in the Russian Federation through ZAO Citibank, which is licensed
to carry out banking activities in the Russian Federation in accordance with the general banking license issued by the Central Bank of the Russian
Federation and brokerage activities in accordance with the license issued by the Federal Service for Financial Markets. Neither the Product nor any
information contained in the Product shall be considered as advertising the securities mentioned in this report within the territory of the Russian Federation
or outside the Russian Federation. The Product does not constitute an appraisal within the meaning of the Federal Law of the Russian Federation of 29 July
1998 No. 135-FZ (as amended) On Appraisal Activities in the Russian Federation. 8-10 Gasheka Street, 125047 Moscow. The Product is made available in
Singapore through Citigroup Global Markets Singapore Pte. Ltd. (‘CGMSPL"), a capital markets services license holder, and regulated by Monetary
Authority of Singapore. Please contact CGMSPL at 8 Marina View, 21st Floor Asia Square Tower 1, Singapore 018960, in respect of any matters arising
from, or in connection with, the analysis of this document. This report is intended for recipients who are accredited, expert and institutional investors as
defined under the Securities and Futures Act (Cap. 289). The Product is made available by The Citigroup Private Bank in Singapore through Citibank, N.A.,
Singapore Branch, a licensed bank in Singapore that is regulated by Monetary Authority of Singapore. Please contact your Private Banker in Citibank N.A.,
Singapore Branch if you have any queries on or any matters arising from or in connection with this document. This report is intended for recipients who are
accredited, expert and institutional investors as defined under the Securities and Futures Act (Cap. 289). This report is distributed in Singapore by Citibank
Singapore Ltd ("CSL") to selected Citigold/Citigold Private Clients. CSL provides no independent research or analysis of the substance or in preparation of
this report. Please contact your Citigold//Citigold Private Client Relationship Manager in CSL if you have any queries on or any matters arising from or in
connection with this report. This report is intended for recipients who are accredited investors as defined under the Securities and Futures Act (Cap. 289).
Citigroup Global Markets (Pty) Ltd. is incorporated in the Republic of South Africa (company registration number 2000/025866/07) and its registered office
is at 145 West Street, Sandton, 2196, Saxonwold. Citigroup Global Markets (Pty) Ltd. is regulated by JSE Securities Exchange South Africa, South African
Reserve Bank and the Financial Services Board. The investments and services contained herein are not available to private customers in South Africa. The
Product is made available in Spain by Citigroup Global Markets Limited, which is authorised and regulated by Financial Services Authority. 29 Jose Ortega
Y Gasset, 4th Floor, Madrid, 28006, Spain. The Product is made available in the Republic of China through Citigroup Global Markets Taiwan Securities
Company Ltd. ("CGMTS"), 14 and 15F, No. 1, Songzhi Road, Taipei 110, Taiwan and/or through Citibank Securities (Taiwan) Company Limited ("CSTL"), 14
and 15F, No. 1, Songzhi Road, Taipei 110, Taiwan, subject to the respective license scope of each entity and the applicable laws and regulations in the
Republic of China. CGMTS and CSTL are both regulated by the Securities and Futures Bureau of the Financial Supervisory Commission of Taiwan, the
Republic of China. No portion of the Product may be reproduced or quoted in the Republic of China by the press or any third parties [without the written
authorization of CGMTS and CSTL]. If the Product covers securities which are not allowed to be offered or traded in the Republic of China, neither the
Product nor any information contained in the Product shall be considered as advertising the securities or making recommendation of the securities in the
Republic of China. The Product is for informational purposes only and is not intended as an offer or solicitation for the purchase or sale of a security or
financial products. Any decision to purchase securities or financial products mentioned in the Product must take into account existing public information on
such security or the financial products or any registered prospectus. The Product is made available in Thailand through Citicorp Securities (Thailand) Ltd.,
which is regulated by the Securities and Exchange Commission of Thailand. 18/F, 22/F and 29/F, 82 North Sathorn Road, Silom, Bangrak, Bangkok 10500,
Thailand. The Product is made available in Turkey through Citibank AS which is regulated by Capital Markets Board. Tekfen Tower, Eski Buyukdere
Caddesi # 209 Kat 2B, 23294 Levent, Istanbul, Turkey. In the U.A.E, these materials (the "Materials") are communicated by Citigroup Global Markets
Limited, DIFC branch ("CGML"), an entity registered in the Dubai International Financial Center ("DIFC") and licensed and regulated by the Dubai Financial
Services Authority ("DFSA") to Professional Clients and Market Counterparties only and should not be relied upon or distributed to Retail Clients. A
distribution of the different Citi Research ratings distribution, in percentage terms for Investments in each sector covered is made available on

request. Financial products and/or services to which the Materials relate will only be made available to Professional Clients and Market Counterparties. The
Product is made available in United Kingdom by Citigroup Global Markets Limited, which is authorised and regulated by Financial Services Authority. This
material may relate to investments or services of a person outside of the UK or to other matters which are not regulated by the FSA and further details as to
where this may be the case are available upon request in respect of this material. Citigroup Centre, Canada Square, Canary Wharf, London, E14 5LB. The
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Product is made available in United States by Citigroup Global Markets Inc, which is a member of FINRA and registered with the US Securities and
Exchange Commission. 388 Greenwich Street, New York, NY 10013. Unless specified to the contrary, within EU Member States, the Product is made
available by Citigroup Global Markets Limited, which is regulated by Financial Services Authority.

Pursuant to Comissao de Valores Mobiliarios Rule 483, Citi is required to disclose whether a Citi related company or business has a commercial relationship
with the subject company. Considering that Citi operates multiple businesses in more than 100 countries around the world, it is likely that Citi has a
commercial relationship with the subject company.

Many European regulators require that a firm must establish, implement and make available a policy for managing conflicts of interest arising as a result of
publication or distribution of investment research. The policy applicable to Citi Research's Products can be found at
https://www.citivelocity.com/cvr/eppublic/citi_research_disclosures.

Compensation of equity research analysts is determined by equity research management and Citigroup's senior management and is not linked to specific
transactions or recommendations.

The Product may have been distributed simultaneously, in multiple formats, to the Firm's worldwide institutional and retail customers. The Product is not to
be construed as providing investment services in any jurisdiction where the provision of such services would not be permitted.

Subject to the nature and contents of the Product, the investments described therein are subject to fluctuations in price and/or value and investors may get
back less than originally invested. Certain high-volatility investments can be subject to sudden and large falls in value that could equal or exceed the amount
invested. Certain investments contained in the Product may have tax implications for private customers whereby levels and basis of taxation may be subject
to change. If in doubt, investors should seek advice from a tax adviser. The Product does not purport to identify the nature of the specific market or other
risks associated with a particular transaction. Advice in the Product is general and should not be construed as personal advice given it has been prepared
without taking account of the objectives, financial situation or needs of any particular investor. Accordingly, investors should, before acting on the advice,
consider the appropriateness of the advice, having regard to their objectives, financial situation and needs. Prior to acquiring any financial product, it is the
client's responsibility to obtain the relevant offer document for the product and consider it before making a decision as to whether to purchase the product.
With the exception of our product that is made available only to Qualified Institutional Buyers (QIBs) and other product that is made available through other
distribution channels only to certain categories of clients to satisfy legal or regulatory requirements, Citi Research concurrently disseminates its research via
proprietary and non-proprietary electronic distribution platforms. Periodically, individual Citi Research analysts may also opt to circulate research posted on
such platforms to one or more clients by email. Such email distribution is discretionary and is done only after the research has been disseminated via the
aforementioned distribution channels. Citi Research simultaneously distributes product that is limited to QIBs only through email distribution.

The level and types of services provided by Citi Research analysts to clients may vary depending on various factors such as the client’s individual
preferences as to the frequency and manner of receiving communications from analysts, the client’s risk profile and investment focus and perspective (e.qg.
market-wide, sector specific, long term, short-term etc.), the size and scope of the overall client relationship with Citi and legal and regulatory constraints.
Citi Research product may source data from dataCentral. dataCentral is a Citi Research proprietary database, which includes Citi estimates, data from
company reports and feeds from Reuters and Datastream.

© 2013 Citigroup Global Markets Inc. Citi Research is a division of Citigroup Global Markets Inc. Citi and Citi with Arc Design are trademarks and service
marks of Citigroup Inc. and its affiliates and are used and registered throughout the world. All rights reserved. Any unauthorized use, duplication,
redistribution or disclosure of this report (the “Product’), including, but not limited to, redistribution of the Product by electronic mail, posting of the Product on
a website or page, and/or providing to a third party a link to the Product, is prohibited by law and will result in prosecution. The information contained in the
Product is intended solely for the recipient and may not be further distributed by the recipient to any third party. Where included in this report, MSCI sourced
information is the exclusive property of Morgan Stanley Capital International Inc. (MSCI). Without prior written permission of MSCI, this information and any
other MSCl intellectual property may not be reproduced, redisseminated or used to create any financial products, including any indices. This information is
provided on an "as is" basis. The user assumes the entire risk of any use made of this information. MSCI, its affiliates and any third party involved in, or
related to, computing or compiling the information hereby expressly disclaim all warranties of originality, accuracy, completeness, merchantability or fitness
for a particular purpose with respect to any of this information. Without limiting any of the foregoing, in no event shall MSCI, any of its affiliates or any third
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