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Market View

European stocks have opened higher this morning following US and Asian markets overnight. The US was
driven higher by exceptional Q112 earnings from the technology giant, Apple. Barack Obama delivered his
third State of the Union address last night, which focused on wealth inequality in the US but overall was
high on rhetoric and low on substance. Markets will watch with interest, the Fed’s FOMC press conference
tonight (19.15) where it is due to roll out its new communications strategy and unveil its interest rate fore-
casts for the first time. In addition there is some speculation that the FOMC could lower its economic fore-
casts to pave the way for further QE3 in the spring. The German Premier, Angela Merkel will make a
speech to world leaders at the UN Economic Forum in Davos in which markets will be focused on any po-
tential measures to promote growth in the Eurozone and bring the debt crisis to a resolution. Both parties in
the Greek debt swap debacle remain in a stalemate and are still refusing to cede concessions requested by
European finance ministers. In the UK, the BOE will release minutes from their latest MPC meeting at 9.30,
which is likely to be dovish and point towards further near term easing measures as advance Q411 GDP
numbers due out at the same time are likely to show that the economy contracted by 0.1% QoQ. Else-
where, the German IFO expectations indicator was out at 9.00 and came in just above the key 100 level
while in the US Pending Home Sales are out at 15.00 with -1% expected MoM.

Apple - Buy Previous Close $420.41 Target $450.00

Last night Apple delivered a strong set of results which emphasized that the consumer is still willing to
spend if offered the right products. EPS in its fiscal Q1 was 37% ahead of market expectation at 13.87 per
share while revenue came in 14% ahead of expectations at $46.33bn. Gross margins also surged to 44.7%
in the quarter, significantly ahead of consensus at 40%. The result demonstrated staggering sales momen-
tum across Apple’s product lines however the star performer was the iPhone. The release of the phone’s 4s
version in Q4 last year drove sales to 37.04 million, 23.3% ahead of market expectations. This results also
demonstrated that the launch of Amazon’s Kindle had little impact on iPad sales over the Christmas period
with consumers not willing to trade down in terms of functionality. Interestingly, on the conference call after
the release, Apple’s new CEO Tim Cook, stated that management was discussing the potential uses of its
cash reserves which are now close to $100bn. Market commentators indicated that this could indicate the
initiation of a dividend this year. The stock traded up 7% in after hours trading following the release and as a
consequence we expect the stock to open close to our $450 price target this afternoon. We remain buyers
of the tech giant however short term traders should considering taking profits at current levels. We have
placed our target price under review.

Novartis - Buy Previous Close €55.87 Target €60.75

Novartis this morning issued a solid set of Q411 numbers reporting an 8% increase in core EPS to $1.23,
marginally shy of the $1.24 expected by the market, from a 4% increase in revenue to $14.8bn (consensus
at $14.7bn). At the top line, almost all divisions and product lines performed as expected. The two strongest
out-performances were from the Vaccines and Diagnostics Division ($671m versus $503m expected) and
the company’s recently approved oral drug for the treatment of MS, Gilenya ($203m versus $179m ex-
pected). The drug is currently under review in Europe after a number of patients died, although there is not
yet any evidence to suggest the deaths were related to drug use. FY12 guidance may, however, be seen as
light by the market. Guidance for revenue is to remain flat on FY11 levels which is not unexpected (market
pencilling in 1% growth) and, indeed, could be seen as positive. Management has pencilled in the loss of up
to c.$2bn in sales from its lead product Diovan, which is already under generic pressure in Europe
and comes off patent in the US this year, but is looking for revenue to be boosted by recently approved and
late stage pipeline drugs. Guidance is, however, for net income margins to be squeezed. FY11 margins
were 22.7% and FY12 consensus was 23.1% coming into the results, implying a downgrade to earnings
expectations. With its diversified revenue base (55% pharma, 17% eye care, 16% generics, 8% consumer
healthcare and 4% vaccines and diagnostics) and strong pipeline to replace drugs under generic pressure,
we still see Novartis as one of the best placed companies in the pharmaceutical sector, underpinning our
long term Buy recommendation. Having appreciated over 30% since early August 2011, last week we ad-
vised trading clients to take profits coming into the results. Over the longer term, however, the stock war-
rants a core portfolio holding trading as it does at 9.8x FY12 earnings and generating a well covered divi-
dend currently at a yield of 4.3% and we would use any weakness as an opportunity to add to positions.
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McDonald’s - Buy Previous Close $98.75 Target $105.00

McDonald’s yesterday released Q411 numbers, which were ahead of market expectations. The world’s
largest restaurant chain saw earnings per share grow to $1.33 a share ahead of expectations of $1.30 on
revenue of $6.82bn, which were in line. Global comparative sales for Q4 were up 7.5% v 6.3% expected
with strength seen across all regions even Europe which has been experiencing exceptionally weak eco-
nomic growth while lower SG&A was also reported. US Same Store Sales (SSS), a key indicator of sales
growth as it only includes older restaurants, grew by 9.6% YoY in December assisted by better menu pric-
ing and the introduction of new products. Management announced today that it would use its $2.9bn of
capital expenditure in 2012 to open 1,300 new restaurants and remodel some existing locations. In addition
it stated that it was pairing back its guidance for commodity costs for 2012. It had guided in October 2011
that it expected commodity costs for 2012 to grow by 4.5-5.5% however they cut this yesterday to between
2.5-3.5% along with reiterating FY12 EPS guidance. McDonald’s currently trades on 17.6x forward earn-
ings, yields a dividend of 2.83% and this weeks results further highlight the company’s ability to deliver sta-
bility of earnings in an unstable environment.

J&J - Buy Previous Close $65.00 Target $68.00

J&J yesterday afternoon issued a solid set of Q411 numbers with EPS of $1.13, 4c ahead of consensus,
from revenue of $16.26bn, in line with market expectations. Operational revenue grew 4.0%, balanced by a
0.1% negative currency impact. Sales within the US declined 3.4% but international sales increased 10.2%
(10.4% operational, -0.2% FX). There were no surprises within product lines, with the impact on OTC drug
sales after the closure of manufacturing facilities well flagged and in its forecasts. Where the historic num-
bers came in ahead, management has issued FY12 earnings guidance in the $5.05 to $5.10 range versus
market expectation of $5.20. Guidance was expecting operational growth of 3.5% to 5.5%, partially offset by
an estimated negative FX impact of 2.5%. There was little surprise in reported numbers and guidance could
be seen as conservative, incorporating as it does a considerable FX impact from the start of the year. Given
its broad product exposure and strong balance sheet (net cash of over $12bn), the stock has remained
resilient to macro-economic influence (up 4.4% in FY11). Trading at 9.8x forward earnings with a current
dividend yield of 3.5%, it remains a Buy for longer term holders.
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