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Novartis facing setback in manufacturing of radioligand therapies
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Topic: Novartis announced a temporary manufacturing halt of its two
commercial radioligand therapies (Lutathera and Pluvicto) due to potential
quality issues at manufacturing sites supplying the US market.
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Simultaneously, the enrolment for extension trials with Pluvicto and Lutathera
was put on hold. Novartis expects the issue to be resolved and to be able to
“resume some supply” in the next six weeks.
To recap: Radioligand therapy is a novel cancer treatment option that
combines cancer-specific compounds (i.e. ligands) with radioactive isotopes.
While Lutathera has been marketed since 2018 and already generates > EUR
500m p.a., Pluvicto was only approved in March 2022.
What implications could this have on EUZ: Lutathera and Pluvicto are
labelled with Lu-177 and rely on a positive Ga-68 scan prior to treatment. EUZ
is one of the two relevant suppliers of Ga-68 generators, which is the most
convenient and least expensive source of Ga-68. In 2021, we estimate EUZ to
have generated more than € 30m+ sales with this product.

Buy
Price target:

EUR 152.00

Price:

EUR 45.00

Close price as of: 05.05.2022

Evidently, due to the manufacturing hiccup, the rollout scheduled of Pluvicto
will be delayed. While this could present some growth headwinds in the shortterm, the negative effect to the FY’22 sales guidance isn’t likely to be too
material, in our view.
Management’s FY guidance – expecting 8% yoy growth (or € 6.5m incr. sales)
in the Medical division – was already conservative, while the manufacturing
hiccups have a larger affect on incremental demand for Ga-68, not the
base business. Routine Ga-68 imaging is likely to continue to be performed
and Lutathera’s supply to Europe is not affected. At the same time, the
expected launch of SIRTEX’ Y-90 based liver cancer drug should drive
growth with Y-90 in 2022.
Importantly, the mid- to long-term growth potential stemming from
radioligand therapies increasingly going mainstream remains fully intact.
As one of the leading global suppliers of mission-critical pharmaceutical
isotopes (e.g. Ga-68, Lu-177, Y-90, Ac-225) and a whole range of auxiliary
products and services, EUZ looks set perfectly positioned to benefit from
the nuclear medicine market growth.
The relevant vertical of the nuclear medicine market is seen to grow from c.
€ 1bn in 2020 to more than € 20bn by 2030E, largely driven by the
introduction of numerous radioligand therapies. This should correspond to a
total addressable market opportunity of € 2.5-5bn for EUZ, based on an
estimated value share of 10-20% for isotope specialists.
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4. Information Concerning the Methods of Valuation/Update
The determination of the fair value per share, i.e. the price target, and the resultant rating is done on the basis of the adjusted free cash flow (adj.
FCF) method and on the basis of the discounted cash flow – DCF model. Furthermore, a peer group comparison is made.
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Within the framework of the DCF approach, the future free cash flows are calculated initially on the basis of a fictitious capital structure of 100%
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and the cost of debt. After discounting, the calculated total enterprise value is reduced by the interest-bearing debt capital in order to arrive at the
equity value.
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Buy: Sustainable upside potential of more than 10% within 12 months
Sell: Sustainable downside potential of more than 10% within 12 months.
Hold: Upside/downside potential is limited. No immediate catalyst visible.
NB: The ratings of Hauck Aufhäuser Lampe Privatbank AG are not based on a performance that is expected to be “relative“ to the market.
The decision on the choice of the financial instruments analysed in this document was solely made by Hauck Aufhäuser Lampe Privatbank AG. The
opinions and estimates in this research report are subject to change without notice. It is within the discretion of Hauck Aufhäuser Lampe Privatbank
AG whether and when it publishes an update to this research report, but in general updates are created on a regular basis, after 6 months at the
latest. A sensitivity analysis is included and published in company’s initial studies.
5. Major Sources of Information
Part of the information required for this research report was made available by the issuer of the financial instrument. Furthermore, this report is based
on publicly available sources (such as, for example, Bloomberg, Reuters, VWD-Trader and the relevant daily press) believed to be reliable. Hauck
Aufhäuser Lampe Privatbank AG has checked the information for plausibility but not for accuracy or completeness.
6. Competent Supervisory Authority
Hauck Aufhäuser Lampe Privatbank AG are under supervision of the BaFin – German Federal Financial Supervisory Authority Bundesanstalt für
Finanzdienstleistungsaufsicht), Graurheindorfer Straße 108, 53117 Bonn and Marie-Curie-Straße 24 – 28, 60439 Frankfurt a.M.
This document is distributed in the UK under the Temporary Permission Regime for EEA firms and in compliance with the applicable FCA
requirements.
7. Specific Comments for Recipients Outside of Germany
This research report is subject to the law of the Federal Republic of Germany. The distribution of this information to other states in particular to the
USA, Canada, Australia and Japan may be restricted or prohibited by the laws applicable within this state.
8. Miscellaneous
According to Article 4(1) No. i of the delegated regulation 2016/958 supplementing regulation 596/2014 of the European Parliament, further
information regarding investment recommendations of the last 12 months are published under:
https://www.hal-privatbank.com/en/investmentbank/investment-banking
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Disclosures for U.S. persons only

This research report is a product of HAUCK AUFHÄUSER LAMPE PRIVATBANK AG, which is the employer of the research analyst(s) who has
prepared the research report. The research analyst(s) preparing the research report is/are resident outside the United States (U.S.) and are not
associated persons of any U.S. regulated broker-dealer and therefore the analyst(s) is/are not subject to supervision by a U.S. broker-dealer,
and is/are not required to satisfy the regulatory licensing requirements of FINRA or required to otherwise comply with U.S. rules or regulations
regarding, among other things, communications with a subject company, public appearances and trading securities held by a research analyst
account.
This report is intended for distribution by HAUCK AUFHÄUSER LAMPE PRIVATBANK AG, only to "Major Institutional Investors" as defined by
Rule 15a-6(b)(4) of the U.S. Securities and Exchange Act, 1934 (the Exchange Act) and interpretations thereof by U.S. Securities and Exchange
Commission (SEC) in reliance on Rule 15a 6(a)(2). If the recipient of this report is not a Major Institutional Investor as specified above, then it
should not act upon this report and return the same to the sender. Further, this report may not be copied, duplicated and/or transmitted onward
to any U.S. person, which is not the Major Institutional Investor.
In reliance on the exemption from registration provided by Rule 15a-6 of the Exchange Act and interpretations thereof by the SEC in order to
conduct certain business with Major Institutional Investors, HAUCK AUFHÄUSER LAMPE PRIVATBANK AG, has entered into an agreement
with a U.S. registered broker-dealer, Marco Polo Securities Inc. ("Marco Polo"). Transactions in securities discussed in this research report should
be effected through Marco Polo or another U.S. registered broker dealer.
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