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Novartis

Alcon takeover seems reasonable, but also pricy

 Novartis announced today that it will acquire the US eye care comapny Alcon 

on two steps for a total consideration of $39bn. We believe that Aclon is set to 

substantially boost Novartis’ position in eye market with a potential 

combination with CIBA Vision, but 50% of Alcon is pure add-on operation 

(surgical equipment&devices) and any potential integration and synergy may 

not be execuable before 2010/11. Given these concerns and the relatively high 

price despite the high growth profile of Alcon, we have opted to lower our 

recommendation to hold. A conference call will take place at 14:00 CET. 

 The deal. Novartis agreed to acquire initially a 25% stake in the US eye care 

company Alcon for a total consideration of $11bn from Nestle, and has 

furthermore been granted the right to take another 52% stake in 2010/11 for a 

total payment of $28bn.

 The rationale. The takeover seems to be reasonable in some areas like the 

consumer care (OTC) acticities of Alcon (14% of sales) as well as the 

Pharmaceuticals part of Alcon (41% of sales), where the activities could be at 

some point combined with Novartis CIBA Vision operations, but the the surgical 

equipment and devices business of the US company (45% sales) seems to be pure 

add-on, hence unlikely to allow for any substantial syngergies.

 The price. The takeover price amounts to $143 per share for the initial tranche 

and $181 for the remaining 52% stake, implying a weighted price of $169 per 

share which puts Alcon 8x 2008 sales and 21x EBITDA, a very rich price in our 

view despite the double-digit growth projected for the company.

 Main issues in our view. Apart from the relatively high price our main concern 

relates to the fact that a) any integration and therefore synergy realisation may not 

be excutable before the 2010/11E timeframe b) the business overlap seems only 

relate to 50% of the Alcon portfolio c) the transaction does not address the issues 

NOVN has in its pharmaceuticals operations.

Novartis forecasts and multiples

Year End Sales EBT EPS adj. P/E EV/EBITDA Yield

Dec ($m) ($m) ($) (x) (x) (%)

2006A 34,393 7,994 2.89 18.1 12.9 2.1
2007E 38,072 7,487 2.80 18.6 13.2 2.1
2008E 39,909 9,735 3.66 14.3 10.6 3.3
2009E 42,764 11,067 4.28 12.2 9.2 3.9
Net cash/Share 1 -$2.4
NAV/Share $18.9

1 Cash/debt at end of current year Source Novartis, WestLB Research estimates
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Hold CHF 52.4

Target Price: Under Review (73.2) (73.0)

Reuters Code: NOVN.VX
Bloomberg Ticker: NOVN VX
EPS adj.
Dec 2006A $2.89
Dec 2007E $2.80  (2.98)
Dec 2008E $3.66  (3.69)

Dec 2009E $4.28  (4.28)
WestLB Research estimates
Market Cap: CHF 122,721m
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Date Price Changed to... Date Price Changed to... Date Price Changed to...

07-Apr-08 52.24 Hold 23-Oct-07 52.10 Hold 04-Oct-05 51.20 Hold

13-Dec-07 55.86 Add 19-May-06 55.67 Add

Rating at 08/04/2005 was AddCoverage History

Change of analyst as of 21 Aprr 2006
Prices adjusted for capital changes on 07 May 2001 and 06 November 2000.

Source FactSet/JCF,  WestLB Research
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WestLB Research: Distribution of ratings as of  07 April 2008

Coverage universe Count Percent Inv. Banking Relationships* Count Percent

Buy/Add 167 67 Buy/Add 40 80

Hold 70 28 Hold 7 14

Sell/Reduce 14 6 Sell/Reduce 3 6

*Companies from which WestLB AG or an affiliate or subsidiary has received compensation for investment banking services within the past 12 months.

This research report was prepared by WestLB AG, an affiliate of WestLB Securities Inc. (“WSI”) or other person that may not be registered as 
a broker-dealer in the United States. The company that prepared this report may not be subject to US rules regarding the preparation of 
research reports and the independence of research analysts. 

RIDER
WSI accepts responsibility for the contents of this research report to the extent that it is delivered to a person that is not a “major U.S. 
Institutional Investor” or a “U.S. Institutional Investor” as those terms are defined in Rule 15a-6 under the U.S. Securities Exchange Act of 
1934, as amended, or to any person resident in the state of California, Colorado, Louisiana, New Mexico, Ohio, Tennessee or Vermont.
Any US person who desires to effect transactions in any security in this report should write or call WSI, 1211 Avenue of the Americas, New 
York, NY 10036, phone (212) 403 3939.
The relevant research analyst(s), as named on the front cover of this report, certify that (a) all of the views expressed in this research report 
accurately reflect their personal views about the securities and companies mentioned in this report; and (b) no part of their compensation 
was, is or will be directly or indirectly related to the specific recommendation(s) or views expressed by them in this report.
The remuneration of WestLB Research Analysts is not related to specific investment banking transactions. It is in part linked to the overall 
profit made by the firm, which includes the profit of the Investment Banking Department. 
WestLB’s investment recommendations are kept under continuous review. It follows that no date can be given for the next update of the 
conclusions of this report.

Conflicts of interest.
WestLB’s Policy on Management of Conflicts of Interest in Research (the Research Policy) is available at http://www.westlb.de/research_policy_en.  Not reviewed by Supervisory Analyst for US distribution.
Valuation and Risk assessment; Recommendations.  
Unless otherwise stated in the text of this report, target prices in this report are based on either a discounted cash flow valuation or comparison of valuation ratios with companies seen by the analyst as comparable or a 
combination of the two methods. The result of this fundamental valuation is adjusted to reflect the analyst’s views on the likely course of investor sentiment.
Whichever valuation method is used there is a significant risk that the target price will not be achieved within the expected timeframe. Risk factors include unforeseen changes in competitive pressures or in the level of 
demand for the company’s products. Such demand variations may result from changes in technology, in the overall level of economic activity or, in some cases, in fashion. Valuations may also be affected by changes in 
taxation, in exchange rates and, in certain industries, in regulations. Investment in overseas markets and instruments such as ADRs can result in increased risk from factors such as exchange rates, exchange controls, 
taxation, political and social conditions. This discussion of valuation methods and risk factors is not comprehensive – further information is available if required.
Stock ratings are based on the analyst’s expectation of the stock’s total return during the twelve months following assignment of the rating. This view is based on the target price, set as described above, and on the analyst’s 
opinions on general market and economic developments.
Within that overall framework, a Buy rating means that the total return from the stock is expected to exceed 20%; Add means between 10% and 20%, Hold means movement between 0% and a positive 10%, Reduce 
means between 0% and minus 10%; Sell means the stock is expected to return less than minus 10%.
Distribution and Use of Report.  
This research report has been prepared by a research department of WestLB AG. Communication in the United Kingdom is by WestLB AG London Branch. In the United Kingdom this report is available only to investment 
professionals, not private customers, as defined by the rules of the Financial Services Authority. Individuals who do not have professional experience in matters relating to investments should not rely on it. 
This report is for information purposes only. The information contained herein has been obtained from sources believed by WestLB AG to be reliable, however no guarantees, representations or warranties are made as to its 
accuracy, completeness or suitability for any purpose. Any opinion or estimate expressed in this report reflects the judgement of the author or authors on the date of this report and is subject to change without notice. The 
past performance of securities or financial instruments is not indicative of future results. No assurance can be given that any portfolio or investment described herein would yield favourable investment results. This material 
is not intended as an offer or solicitation for the purchase or sale of any security, financial instrument or any other action and will not form the basis or a part of any contract. 
Further information may be obtained from your usual contact within West LB AG. No part of this publication may be copied or redistributed to persons or firms other than the authorised recipient without the prior written 
consent of WestLB AG. The manner of distributing this document may be restricted by law or regulation in certain countries, including the United States. Persons into whose possession this document may come are 
required to inform themselves of, and to observe such restrictions. 
WestLB AG London Branch is a member of the London Stock Exchange and of the International Capital Market Association.
Copyright: 2008 WestLB AG. All rights reserved.


